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CHAIRMAN'S MESSAGE, DECEMBER 2011

In the past year, the Postal Service's financial difficulties have become a matter of national debate and urgent

concern in Congress, af the White House, for national mailers and among the ordinary citizens in cities and

tfowns across the nation.

| am proud that the Postal Regulatory Commission has played a vital role in clarifying the complex issues and
examining the costs and benefits central to this debate. The Commission has held a wide range of hearings,
festified before Congress, and issued a full complement of reports and decisions — all while opening our doors

and dockets to ever wider participation from the mailing public.

Commission rulings and Advisory Opinions are helping to shape the Postal Service's responses to the evolving
market. The Commission’s comprehensive review of the Postal Accountability and Enhancement Act (PAEA), as

called for by statute, has contributed to the legislative reform proposals infroduced in Congress.

The Postal Regulatory Commission faces changes in our role as well. We are responding with improved
productivity and greater flexibility in our own operations. The following are just a few of the highlights of the

Commission’s accomplishments during this past year.

Enhancing PAEA

As mandated by the PAEA, in September, the Commission issued its Section 701 Report, recommending to the
President and Congress legislation and other ways to improve the effectiveness and efficiency of the United

States postal laws.

Focusing on the Postal Service's finances, the Commission began by reiterating its position that the Health
Care Retiree Benefit Fund payment requirements were overly ambitious and onerous and suggested methods fo

alleviate the problem. The Commission also made other recommendations.

The Commission recommended that the Postal Service be allowed to add new marketdominant classes of mail

to provide it with more Hexibi\ﬁy.

Should Congress permit the Postal Service to offer new non-postal services, those services should have

appropriate regulatory oversight and review to avoid disrupting the competitive marketplace.

To encourage innovation, the Commission recommended that Congress amend the law fo raise the maximum

revenue limifation on market tests of experimental products.
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Another recommendation was that the scope of the Commission’s appellate review of Postal Service decisions

fo close refail facilities be clarified and that the plain meaning of the term “post office” be interpreted to

include all refail offices operated by Postal Service employees.

Guidance on the Nature of Postal Services
Post Office Closing Appeals
The Commission received over 100 post office closing appeals in FY 2011 and 100 have been filed in the

first quarter of FY 2012. In 2010, there were only six appeals. This is a major increase in the work load of
the Commission. More importantly, the number of appeals is a clear indication of how much citizens value the
regulatory platform we provide to consider Postal Service decisions. In these matters, the Commission’s role is
limited to assuring that the Service has followed the closing review process and, if not, to remand for further
consideration by the Postal Service. As with Advisory Opinions (below), we believe the public debate and
our recommendations help the Postal Service to make better decisions that balance mailers’ needs with the
Service's own interests.

Advisory Opinions

Six = to = Five Day Delivery

In March, the Commission issued its Advisory Opinion on the Postal Service's proposal to eliminate Saturday
delivery nationally, except for delivery of Express Mail and delivery to those Post Office Boxes currently
receiving Saturday delivery (Docket No. N2010-1). The Commission found that the Postal Service's estimated
savings were overstated by $1.4 billion. The Advisory Opinion also found that the Postal Service did not

evaluate the impact of the proposal on customers who conduct business in rural, remote, or non-contiguous

areas.
Retail Access Optimization Initiative

In July, the Commission opened Docket N2011-1 to develop an Advisory Opinion on the Postal Service's
Retail Access Optimization Initiative (RAOI). This initiative examines whether o continue to provide retail

and other services and products at approximately 3,650 of the more than 32,000 Post Offices, stations

and branches nationwide. Given the precarious financial condition of the Postal Service, the Commission is
considering the request on an expedited procedural schedule. Separately, in August, the Commission initiated
a rulemaking to revise ifs rules governing appeals of post office closings and consolidations, and received
public comments. The infent of the rulemaking is to both simplify the appeals process and better reflect current
practices.
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Customer Inquiries

The Commission compiles a public record that offers a snapshot of customer concerns and a fast track for
the Postal Service to address minor operating issues. We also receive and respond to thousands of letfters
commenting on the Postal Service's proposed service reductions. These contacts remind the Commission of the

confinuing imporfance of the mail in the average citizen’s daily life.

Strengthened Regulation and Oversight
Annual Compliance Determination

In March, the Commission issued ifs fourth Annual Compliance Determination (ACD), fulfilling the Commission’s
responsibilities to produce an annual assessment of Postal Service rates and services. For the first time in
an Annual Compliance Determination, the Commission found rafes for a marketdominant product not in

compliance with the statute and directed the Service to take remedial action.
Complaint Authority

The Commission issued its first decision under its authority fo act upon complaints. The Commission found that
the Postal Service had discriminated in rafes regarding the mailing of DVDs and directed it to offer mailing

customers a more level playing field.

Encouraging Growth and Innovation

The Commission strongly supports efforts by the Postal Service to develop and evaluate new products and to

make use of the competitive flexibilities provided by the PAEA.

For example, the Commission approved a Postal Service request for a temporary incentive program designed

fo promote the use of a mail piece barcode readable by a smart phone.

The Commission authorized Postal Service requests to conduct the following market fests: a new competitive
product, Gift Cards, launched at over 2,000 refail locations that currently sell greeting cards; an experimental
marketdominant product identified as “Every Door Direct Mail”, designed to make advertising through the mail
more accessible and affractive for small and medium sized businesses; and the experimental market test “Mail
Works Guarantee”.

The Commission approved all 64 competitive Negotiated Service Agreements (NSAs) proposed by the Postal
Service in FY 2011. The Commission also approved the single marketdominant NSA proposed by the Postal
Service. This agreement with Discover Financial Services involved both FirstClass and Standard Mail.
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Efficient Management and Accountability of the Commission

Our sfaff successfully managed an unprecedented increase in workload - not only with post office closing
appeals as mentioned earlier, but with rate cases, rulemakings and litigation. Commission staff rose fo the

challenge, while instituting more fransparent and accurate procedures. | thank them for their outstanding effort.

As part of our continuing effort to increase the public's awareness of our work and the fransparency of our
decisions and activities, the Commission made itself more accessible through social media including a Twitter

feed and Flickr page.

The Commission continued holding monthly open public meetings to report on our activities with live streaming
of all our open proceedings. Ve also modemized our website at www.prc.gov and upgraded the availability

of the Commission’s archive.

Conclusion

In the past year, the Commission has provided regulatory oversight for the service upon which so many U.S.
citizens greatly rely. | expect the year ahead fo be even more challenging. Together, the Commission and the
Postal Service share an obligation fo preserve an equitable, affordable universal mail system for the people,

businesses and institutions across this country that depend upon it.

We look forward to being part of the solution as Congressional postal legislation moves forward and the
Postal Service continues to increase efficiencies and, we hope, enhance the postal customer experience.
Universal service, which has been a comerstone throughout the history of the nation, will continue as a

fundamental principle guiding Commission decisions and our collaborations with all secfors of the postal

community.

sty @;%ﬂw?

Ruth Y. Goldway

Chairman
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CHAPTER |
ABOUT THE COMMISSION

The Postal Regulatory Commission' is an independent agency that has exercised regulatory oversight over
the U.S. Posfal Service since its creation by the Posfal Reorganization Act of 1970 (PRA) with expanded
responsibilities under the Postal Accountability and Enhancement Act of 2006 (PAEA). The Commission is
composed of five Commissioners, appointed by the President, with the advice and consent of the Senate, for
a ferm of six years. The Chairman is designated by the President and serves as the head of the agency. A
Commissioner may continue to serve after expiration of his or her term for up to one year. No more than three
members of the Commission may be from the same political party.

In FY 2011, on June 30, Commissioner Dan G. Blair concluded his service. In early FY 2012, Commissioner
Tony Hammond's term expired, effective October 7, 2011 and on October 8, 2011, Robert G. Taub was
sworn in for his first term as Commissioner and Vice-Chairman Mark Acton was sworn in for a second term.
The Commission currently has one vacancy.

Formerly known as the Posfal Rate Commission
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Ruth Y. Goldway, Chairman

First appointed as a
Commissioner on April 7,
1998. Designated Chairman
by President Barack Obama on
August 6, 2009. Term expires
November 22, 2014. Former
Manager of Public Affairs for
the Getty Trust. Former Direcfor of Public Affairs,
California State University, Los Angeles. Former
Council Member and Mayor, City of Santa Monica.

Founder and Former Chairperson, Santa Monica Pier

Restoration Corporation. Former Assistant Director of
California’s Department of Consumer Affairs. Co-

founder of VWomen in logistics and Delivery Services.

Mark Acton

Appointed as a Commissioner
on August 3, 2006. Sworn in
for second term on October 8,
2011. Term expires October
14, 2016. Served as Vice-
Chairman from 2007 -2008
and from 2010-2011. Served

as Special Assistant to former Postal Rate Commission

Chairman George Omas. Former Staff Director,
Republican National Committee (RNC) Counsel's
Office. Former Deputy fo the Chairman of the 2004
Republican National Convention. Served as Special
Assistant to the RNC Chief Counsel as well as RNC
Counsel’s Office Government Relations Officer and
Redistricting Coordinator. Formerly served as both
Executive Director, Republican National Convention,
Committee on Permanent Organization and as
Deputy Executive Director, Committee on Rules.
Former Executive Director of the RNC Redistricting

Task Force.
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Nanci E. Langley

Appointed as a Commissioner
on June 6, 2008. Served as
Vice-Chairman from October
2008 - 2009. Term expires
November 22, 2012. Served
for 24 years as a senior
legislative and policy advisor
to Senator Daniel K. Akaka and Senator Spark M.
Matsunaga. Service included nine years as Deputy
Staff Director on the Subcommittee on Oversight of
Government Management, the Federal Workforce,
and the District of Columbia for the Committee

on Homeland Security and Governmental Affairs
Committee. First Director of Public Affairs and

Government Relations, Postal Regulatory Commission

(200/-2008).
Robert G. Taub

Appointed as a Commissioner
in October 2011. Term
expires October 14, 2016.
Former Special Assistant to
Secrefary of the Army, John
McHugh. Former Chief of Staff
to U.S. Representative John
McHugh. Served for twelve years on the House of
Representative’s Oversight & Government Reform
Committee in a series of senior positions, including
service as Staff Director of its former Postal Service
Subcommittee. Former Senior Policy Analyst with the
U.S. Government Accountability Office (GAO). Staff
member for three different Members of Congress,

a Member of the British Parliament, and state and

county officials in upstate New York.
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Postal Regulatory Commission Organization

Robert Taub Nanci Langley Ruth Goldway Mark Acton Vacant
Commissioner Commissioner Chairman Vice Chairman

§ 505 Officer of the Commission
representing the general public

The PRC shall designate an Officer of the
Commission in all public proceedings who
shall represent the interests of the public

Office of Office of Public Office of

Accountability Ofﬁcg o Ge?eral %fictjergifnsi;i;iit;y Affairs & Government Inspector General
& Compliance ounse Relations

FORMER COMMISSIONERS WHO House of Representatives Subcommittee on the Postal

SERVED IN FY 2011 Service. Former Minority General Counsel, U.S.

Dan G. Blair House of Representatives Committee on Post Office
and Civil Service. Elected as a Fellow to the National

Appointed as a Commissioner Academy of Public Administration in 2008.
and designated Chairman on

December 15, 2006. Served as
Chairman until August 6, 2009.
Served as a Commissioner

until June 30, 201 1. Formerly
served as both Acting Director
and Deputy Director, U.S. Office of Personnel
Management. Former Senior Counsel to Senator

Fred Thompson (R-TN) on the Senate Committee on 7/, 2011. Former owner

Governmental Affairs. Former Staff Director, U.S. and managing member, T. Hammond Company,

Tony Hammond

Appointed as a Commissioner
on August 15, 2002. Served
as Vice-Chairman from 2003
to 2005 and then again from
2009-2010. Served as a

Commissioner until October
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LLC. Former Senior Consultant to Forbes 2000,
Incorporated. Former Senior Vice President of the
direct marketing firm, FL&S. Served as Directfor of
Campaign Operations for the Republican National
Committee for the 1998 election cycle. Former
Executive Director and Finance Director, Missouri

Republican Party. Staff to former U.S. Representative
Gene Taylor (RMO).

STAFF

Assisting the Commission is a staff with expertise
in law, economics, finance, statistics, and cost
accounting. The Commission is organized info four

operational offices:

Accountability and Compliance;

General Counsel:

Public Affairs and Government Relations: and
m Secrefary and Administration.
The Commission maintains an independent office for

its Inspector General.

MISSION STATEMENT

Ensure transparency and accountability of the United
States Postal Service and foster a vital and efficient

universal mail system.

GUIDING PRINCIPLES

The Commission is committed to and operates by the
principles of:

= Openness;

m Stakeholder (public| participation;

m Collegiality and multidisciplinary approaches;

= Timely and rigorous analysis;

» Fairness and impartiality;

® |ntegrity;

» Commitment to excellence; and

= Merit.
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COMMISSION’S STRATEGIC PLAN

The Commission recently issued its Strategic and

Operational Plan for Fiscal Years 2012 through
2016. At this point, the Commission has substantially
met the goals established by the 2008 — 2012

plan, and now is facing the fask of leading in a
rapidly changing and complex environment. Given
the increasing use of electronic communication
alternatives, the Commission has added

"adaptability” to our Guiding Principles.

The Commission plays a vital role in the Postal
Service's implementation of new efficiencies and cost
confrols to meet the challenges it faces. Transparency
in this process is essential and the Commission'’s
Strategic Plan seeks to ensure that our efforts are
clear. A significant component of the Commission'’s
mission is o hold the Postal Service accountable.
The Commission will hold itself accountable for the
successful and timely performance of the strategies
outlined in its Strategic Plan. Additionally, it will make
appropriate modifications to the implementation

strategies over the course of the Plan.

The Strafegic Plan can be viewed in ifs entirety on the

Commission’s website at www.prc.gov.

INCREASED WORKLOAD
During FY 2011, the Commission’s workload

increased dramatically. This increase was largely
driven by an increase in Post Office Closing Appedls,
but also included two major Advisory Opinions,
numerous competitive NSA cases, and several
Periodic Reporting rulemakings. Also, in addition to
the Annual Compliance Determination and notices of
price change, the Commission initiated a Strategic
rulemaking and handled several complaints. The

following chapters discuss this workload in detail.



CHAPTER 11

EFFECTIVENESS OF THE COMMISSION'S RULES IN
ACHIEVING THE OBJECTIVES OF THE PAEA

39 U.S.C. 3651 requires the Commission to “submit an annual report to the President and the Congress
concerning the operations of the Commission under this fifle, including the exfent fo which regulations are

achieving the objectives under sections 3622 and 3633, respectively.” The objectives of section 3622 are fo:

Maximize incentives fo reduce cosfs and increase efficiency;

Create predictability and stability in rates;

Maintain high quality service standards;

Allow the Postal Service pricing flexibility;

Assure adequate revenues, including refained earnings, to maintain financial stability;
Reduce administrative burden and enhance fransparency of the ratemaking process;

Enhance mail security and deter terrorism;

© N O Ok =

Establish and maintain a just and reasonable schedule for rafes and classifications, without restricting
the Postal Service's ability to make changes of unequal magnitude within, between or among classes
of mail; and

9. Allocate the total institutional costs of the Postal Service appropriately between marketdominant and

competitive products.

For competitive products, the objectives of section 3633 are fo:

1. Prohibit the subsidization of competitive products by marketrdominant products;

2. Ensure that each competitive product covers its affributable costs; and

3. Ensure that all competitive products collectively cover what the Commission defermines to be an
appropriate share of the institutional costs of the Postal Service.
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Much of the Commission’s work addresses more

than one of these objectives. The following chapter
discusses how well the Commission’s rules have

worked.

Section 1 discusses the extent to which objectives 2,
4,5, 6, and 8 were achieved. Section 2 addresses
objective 1, and Section 3 addresses objective 3.

Finally, Section 4 discusses objective @ and the three

objectives related to competitive products.
The rules can be viewed at www.prc.gov

During FY 2011, the Commission also filed its Section
701 Report, Analysis of the Postal Accountability and
Enhancement Act of 2006.? This report, discussed in

defail in Chapter VII, made recommendations aimed

7 Section 701 of Tile 7 of the PAEA states:
[a) IN GENERAL. —The Postal Regulatory Commission shall, of
least every 5 years, submit a report to the President and Congress
concerning—
(1) the operation of the amendments made by this Act; and
(2) recommendations for any legislation or other measures
necessary fo improve the effectiveness or efficiency of the postal
laws of the United States.
[b) POSTAL SERVICE VIEWS. —A report under this section shall be
submitted only affer reasonable opportunity has been afforded to the
Postal Service to review the report and to submit written comments
on the report. Any comments timely received from the Postal Service
under the preceding sentence shall be attached tfo the report submitted
under subsection (a).

at improving the effectiveness and efficiency of postal
laws.

SECTION 1: EFFECTIVENESS OF
RULES RELATED TO PRICING
OBJECTIVES

The obijectives in the area of pricing for market
dominant products are to: provide predictability

and stability in rates; allow pricing flexibility;

assure adequate revenues to maintain financial
stability; reduce administrative burden and enhance
fransparency of rafemaking process; and, establish
and maintain a just and reasonable schedule for
rafes and classifications.® The extent to which the
Commission’s rules met each objective is discussed in

separate sections below.

In general, the Commission’s rules were effective in
furthering these objectives. However, in FY 2011,

the Postal Service continued to generate insufficient
revenues, due primarily to the overambitious payment
schedule required by PAEA to fund refiree health

3 Objective 9 is dlso a pricing objective. However, because it is closely

related fo the objectives for competitive products it is discussed in that
section.

PRC Commissioner Acton and Ann Fisher, Director of Office of Public Affairs and Government Relations with attendees of the Public Form on PAEA.

14 2011 ANNUAL REPORT



benefits, as well as continued declines in volume,

particularly in FirstClass Mail. Therefore, Obijective 5
will be discussed first. The other pricing objectives will

be discussed in numerical order.

Obijective 5: Effectiveness of Rules in
Assuring Adequate Revenues

Although the Commission's rules are infended to
assure adequate revenues o maintain financial
stability, Postal Service revenues have declined in
each fiscal year since FY 2007. The Postal Service
has continued to report significant losses through FY
2011 .4 Since the passage of PAEA in FY 2007,
total losses have been $25.3 billion. However,
$20.9 billion has been spent to prefund refiree
health benefits as required by PAEA and $6.1 billion
has been for non-cash adjustments o the workers
compensation liability. Without those charges to the

income statements, the Postal Service would have

recorded a net income of approximately $1.6 billion

since FY 2006.

The continuing losses are straining the Postal Service's
ability to maintain sufficient cash balances fo finance
basic operations, and compromising the Postal
Service's ability to make payments due for the refiree
health benefits fund and workers compensation.®
During FY 2011, in an effort to sustain cash
reserves, the Postal Service suspended payment of
the employer's portion of the Federal Employees
Retirement System (FERS) defined benefit annuity,
saving over $900 million in cash.® In the most recent
confinuing resolution funding the federal government
for the beginning of FY 2012, Congress deferred
the refiree health benefit fund payment until August 1,
2012. Table 1 shows the Postal Service's cash flow

balance at the end of the last five fiscal years.

Table 1—Postal Service Cash Flows FY 2007 — 2011

($ in Millions)

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Net Income/(Loss) (5,142 (2,800) (3,794) (8,505) (5,067)
Non-Cash ltems and Other Cash Flows 2,539 2,367 5,367 5213 5,561
Cash Flows from Investing Activities 500 (1,938) (1,800 (1,323) (1,053)
Cash Flows from Financing Activities 2,005 2,910 2,890 1,687 886
Net Increase/(Decrease) in Cash (@8) 533 2,567 (2,928) 327
Cash Balance BOY Q97 899 1,432 4,089 1,161
Cash Balance EQY 899 1,432 4,089 1,161 1,488
Debt Outstanding 4,200 7,200 10,200 12,000 13,000

5 In the Postal Service's recent Form 10 filing for FY 2011 it nofes that

4 The Postal Service reported a net loss of $5.1 billion in FY 2011.
The loss would have been much higher, $10.6 billion, without the
Congress deferring the $5.5 billion payment for the prefunding
of retiree health benefits from the original due date of September
30th to November 18th in Public Law 112-36, The Continuing
Appropriations Act of 2012.

current financial projections indicate that the payments due for refiree
health benefits on November 18, 2011 and September 30, 2012
will not be made due to insufficient cash resources. USPS 10K at 6.

¢ Subsequent to the end of FY 2011 the Postal Service will resume the
employer’s contribution fo the FERS defined benefit annuity and the
reimbursement of the suspended payments from FY 2011 by the first
pay period in December, 201 1. USPS 10K af 6.
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During FY 2011, the operating loss before taking
info account the non-cash workers compensation
adjustments was $2.8 billion, an amount primarily
driven by continued declines in mail volumes. Total
mail volume declined almost three billion pieces,

or 1.7 percent from last year, with FirstClass mail
declining 6.4 percent. The drop in FirstClass Mail
volume was partially offset by a 2.6 percent increase
in Standard Mail and a 2.8 percent increase in
marketdominant Package Services. Volumes for
competitive products also increased over six percent
compared fo last year. However, the net decline in
overall volumes led o a decrease in revenues from
last year of almost two percent, or $1.3 billion
despite an average 1.7 percent increase in market-
dominant prices implemented in April, 2011 and a
5 percent increase in prices for competfitive products
implemented in January, 2011.

Figure 1- Volume and Revenue Growth Rates
FY 2007-2011

B Revenue Il Volume
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Obijective 2: Effectiveness of Rules in
Assuring Stability and Predictability in
Pricing

The Postal Service's current financial condition raises
the issue of how well the price cap method outlined
in the Commission's rules is working. Consequently,

a review of the two methods considered in Docket
No. RM2007-1, Regulations Establishing a System of
Ratemaking, is instructive.

The Commission rules for changing rates for market-
dominant products under the Consumer Price Index
(CPI) cap were designed to promote predictability
and stability in rates. In Docket No. RM2007-1, two
approaches to applying the cap were considered.
One, referred to as the “pointto-point” method,
calculates the cap based on a year over year
comparison of the CPI index. The other method,
referred to as the "moving average” method, is a
“weighted average” method that calculates the cap
as the percenfage change between two years' annual
average CPls. The Commission uses the moving
average method of calculating the CPFU limitation
because this method provides mailers with more
stable and predictable rafes, does not impose any
undue administrative burden on the Postal Service
and does not inhibit fransparency. Figure 2 provides
a comparison (between the two methods) of the

allowable percentage rate change.

The graph seems to indicate that, generally, when CPI
decreases, the moving average approach produces
a higher price cap and when CPl increases, the
pointto-point method produces a higher price cap.
However, it is not the absolute level of inflation that
determines which method produces a higher cap, it

is the change in the rafe of inflation. When there is



=

AL
U.5. POST
REGULATORY
COMMISSIC

Figure 2—Comparison of CPl Cap Between Moving Average and Point-to-Point Method
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a rapid change in the rate of inflation, the weighted
average method responds more slowly than the
pointto-point method, but shortly affer the inflection
point when the change in inflation switches direction,
the moving average method quickly catches up, and

eventually crosses the pointto-point line.

The moving average method moderates the swings
in the rate of inflation so that at any given point in
fime, this method tends to be closer to the recent
inflation frend (average), than the pointto-point,
which tends towards more extreme highs and lows.
Thus, the moving average method is more stable and

predictable.

A comparison of the two methods using datfa from
2007 through 2011 shows that the pointo-point
method would have resulted in a higher cap 56
percent of the fime while the moving average method
would have resulted in a higher cap 44 percent of

the time. A comparison over a longer period of fime,

1970 through 2011, reveals a nearly 50/50 split
between the two methods as to which one results in a
higher cap.

A technical description of application of the CPl cap
is found in Appendix A.

Docket No. R2011-2: Price Adjustment for Market-
Dominant Products and Related Mail Classification
Changes

The Postal Service filed a notice of marketdominant
price adjustment on January 13, 2011, twenty-

three months after it had filed the previous nofice

of a marketdominant price adjustment (Docket No.
R2009-2).” The applicable CPFU price cap was
1.741 percent. Because of a sustained deflationary
period during the 23-month interval, the price
adjustments produced negative unused price authority,
and the Postal Service added -0.577 percentage

7 InFY 2010, the CPI cap was negative so the Postal Service could not

increase rates under the cap.
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points fo its bank of unused rafe adjustment authority.
The addition of this unused rafe adjustment authority
caused the cumulative total of unused rafe adjustment
authority for every class to become negative. The
Commission’s rule, 39 CFR 3010.28, limits the use
of unused rate adjustment authority in subsequent
price adjustments to the lesser of: (a) two percent; or
(b) the sum of any unused rate adjustment authority
for that class. Since the sum of any unused rafe
adjustment authority is negative for every class, and
therefore less than two percent, the Commission’s rule
unintentionally prevents the Postal Service from using
positive unused rafe adjustment authority previously
generated in Docket Nos. R2008-1 and R2009-2.
The Commission rules were not intended to limit the
Postal Service's ability fo use unused rate adjustment
authority from previous price adjustments. The
Commission infends to modify 39 CFR 3010.28 in
FY 2012 to better reflect 39 U.S.C. 3622(d)(2)(C)
(iii), and allow the Postal Service to use unused rate
adjustment authority from previous price adjustments
even if the sum of the unused rate adjustment authority

is negative.

Table 2 shows the percentage price increase by class

and the total unused price authority.
Table 2—R2011-2 Percentage

Price Increase by Class

Percentage Increase by Class and Unused Price Authority

Price Changes Unused Price
Class % 9 Authority
? %
FirstClass Mail 1.741 -0.533
Standard Mail 1.739 -0.472
Periodicals 1.741 -0.562
Package Services 1.740 -0.551
Special Services 1.740 -0.439
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On February 16, 2011, the Commission issued an

order finding that the Postal Service's planned rafe

adjustments established prices consistent with 39
U.S.C. 3622, as they did not exceed the statutory
CPl price cap in 39 U.S.C. 3622(d), and they were
consistent with the workshare requirements in 39

U.S.C. 3622(e)(2).
Section 3622(e)(2) directs the Commission to

ensure that workshare discounts do not exceed the
costs avoided by the Postal Service, unless cerfain
conditions are met. The Commission’s rules require
the Postal Service to justify any proposed workshare
discounts that exceed 100 percent of avoided

costs by explaining how they qualify for one of four
exceptions permitted under the PAEA. Worksharing
discounts are permitted o exceed 100 percent if the

discount is:

1. Associated with a new postal service, a
change to an existing postal service or with a
new workshare initiative relafed to an existing
postal service and necessary to induce
mailer behavior that furthers the economically
efficient operation of the Postal Service and
the portion of the discount in excess of the
cost that the Postal Service avoids as a result
of the workshare activity will be phased out
over a limited period of time;

2. The amount of the discount above costs
avoided is necessary to avoid rate shock
and will be phased out over time;

3. The discount is provided in connection with
subclasses of mail consisting exclusively of
mail matter of educational, cultural, scientific
or informational value; or

4. Reduction or elimination of the discount
would impede the efficient operation of the

Postal Service.



These workshare limitations help further the goal
of predictable and stable rates by mitigating large

swings in discounts.

In its FY 2010 Annual Compliance Determination
issued in March 2011 and discussed further on
page 26, the Commission identified 39 workshare
discounts that exceeded avoided costs. Twenty-three
of those discounts were justified by the exceptions

in the sfatute. Seven discounts were adjusted fo
reflect 100 percent of avoided cost in Docket No.
R2011-2. Because of problems with the reliability of
underlying costs, the Commission could not determine

if six discounts were consistent with section 3622(e).

The Commission found that two discounts in R201 1-
2 satisfied the statute assuming approval of the
methodological changes proposed by the Postal
Service in Proposal Nine of Docket No. RM201 1-
5. Subsequently, Proposal Nine was approved with
some slight modifications in Order No. 741.

The evaluation of one discount was temporarily
suspended pending the outcome of Docket No.
RM2010-13. This docket was initiated to defermine
whether the reference group, or “benchmark,”
currently used to measure presort FirstClass Mail
avoided costs should be discarded in favor of a

number of alternatives.

Docket No. RM2010-13: First-Class Workshared

Benchmark

Currently, Bulk Metered Mail (BMM)] is used as

the benchmark for sefting discounts for presorted
First-Class letters. However, the use of the BMM
benchmark is in dispute, and in Docket No.
RM2009-3, the Commission concluded that the
BMM may no longer represent the type of FirstClass
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lefters that are |i|<e|\/ fo convert to presort and that the
issue needed to be further examined.®

To investigate the benchmark issue further, the
Commission initiated Docket No. RM2010-13 to
seek comments on an appropriate benchmark for
measuring FirstClass Mail workshare discounts.”
Based on the comments in the docket, the proposed
benchmarks can be grouped into four categories:
BMM, Metered Mail, FirstClass Single-Piece Mail,

and Information Based Indicia (IBl) mail.

In addition to determining the appropriate
benchmark, Order No. 537 solicited comments on
the specific cost activities that should be included
in the benchmark. The stakeholders suggested the
following three activities: mail processing, delivery,

and collection costs.

In previous dockets, some parties expressed the
need fo develop new methods to improve the way
avoided costs are modeled, as well as to introduce
new workshare discounts. Order No. 537 stated

that such proposals are eligible for consideration in

8 Commission Order No. 536 at 63.
7 Commission Order No. 537 at 2.
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Docket No. RM2010-13. The Commission received

fi