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The American Bankers Association, the Bank of America Corporation, the Direc
Marketing Association, Discover Financial Services, the Major Malles®ciation, the
National Association of Presort Mailers, and the National Postal Policy C@eoitectively,
Joint Commenters) respectfully submit these reply comments pursuant to Or&&7N

These comments address the broad-based theoretical consensus amomgj the init
comments on two key issues: (1) that the Commission’s determination that Bulled/eter
Mail (BMM) is “obsolete” and no longer a valid base group is correct, and (2)\Mestred”

mail should serve as the new base group for purposes of measuring workshedezosia

avoidances for First-Class Mail Presort Letters.

! The Joint Commenters continue to believe that OXie 536 erred in finding a worksharing relatioipsh
between Single-Piece and Presort First-Class M#éris. Presort mail is a distinct, mature prodegparate
from Single-Piece First-Class Mail. The Joint Coemters further believe that the amount of mail tiwatid
potentially convert from Single-Piece to Presodrizall and that the notion that significant voluroé®resort
mail would revert to Single-Piece is no longer doéxlin a world with alternative electronic commeeiions
channels. For purposes of the Joint Commentersication in this proceeding only, these comments
presume the validity of Order No. 536.



These comments also respond to the initial comments of the American Postal
Workers Union, AFL-CIO (APWU) and, in particular, to APWU’s claims that theder
structure of the Postal Accountability and Enhancement Act (PAEA) requiretédmgion of
the BMM benchmark and that the adoption of any other base group will harm the Postal
Service financially. Both claims are entirely without merit.

l. The Commission Correctly Held that the BMM Benchmark Is No Longer Vald

As one of the principal conclusions of Order 536, the Commission stated: “[p]revious
analysis of the First-Class Bulk Mail discount structure assumed thaBBsaikess Mail is
representative of the portion of Single-Piece First-Class Mail that conleert to Presort
(the non-workshared “benchmark”). The Commission concludes that this assumption is no
longer valid.” Order 536 at 3-4. The majority of the initial comments filed beraaand
mailer groups confirmed that this determination was corr@st.Joint Comments at 4-7;

Postal Service Comments at 6; Pitney Bowes Comments at 1-4; Public Reggirese
Comments at 1-2; GCA Comments at 10; Presort Services Comments at 4; V&Deli
Comments at 4; On-Line Data Comments at 3; United Mailing Services Comateht

The Commission’s determination that the BMM benchmark is no longer valid is also
confirmed by the empirical data submitted by the Joint Commenters. The dataavehtbe
only record evidence before the Commission, confirm that BMM, a low-cost subset of
Single-Piece First-Class Mail, is not representative of the mtikanargin of conversion.

The data confirm that less than four percent of the mail at the margin of convenpiregort
First-Class Mail is BMM. The typical Single-Piece mail piece antlaegin of conversion is

more like collection mail, not BMM. Thus the Commission correctly determinediit



was “obsolete.” Order 536 at 8. Having determined that BMM is no longer valid, the
Commission must identify a new base group.

Il. The Consensus Position, Supported by Empirical Data, Identifies “Mtered”
Mail as the New Base Group

The initial comments of the majority of mailers and mailer groups revealaal-
based theoretical consensus in support of “Metered” mail as the new base group foispurpose
of measuring First-Class Mail workshare discodn&e Joint Comments at 19-21; Postal
Service Comments at 8-10; Pitney Bowes Comments at 4; Public Represe@tatiments
at 2; GCA Comments at 13.

The selection of “Metered” mail as the new base group is also supported by the
empirical data submitted by the Joint Commenters. The data confirm tetgréd” mail is
an appropriate base group because its characteristics most closelyrappgdie identified
characteristics of the mail at the margin of converting to presort. Theedat that an
appropriate base group must have the specific characteristics of snallegsfor which
collection is frequently required. Moreover, the data show that the appropriaty tgse
consists of letters that are not well organized (not trayed and faced) and rooil godyti
“clean” (lacking address hygiene and design characteristics thlgata efficient mail
processing and delivery). The data confirm that the majority of thisismaitered, but
some is stamped. “Metered” mail reflects these characteristics.

“Metered” mail also satisfies the broad theoretical consensus reg#ndisgecific

“characteristics that the base category should have.” Order 537 at 2. The Pustal Ser

% There appears to be some confusion over the defirof “Metered” mail and “IBI” mail. As explaireby
the Postal Service, “Metered” mail as defined i Bostal Service’s cost systems includes meterdd ma
information based indicia (IBI) mail, and PVI maikee Dkt. No. RM2010-13, Response to CHIR Noah.(J
18, 2011) at 4 (IBI mail as discussed in the Pd3¢aice’s response to CHIR No. 1 includes cogstslifgital
meters and PC Postage solutions that use an Rti$ent a specific distinction, the parties appedre treating
the terms “Metered” mail and “IBI mail” as synonyo®
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identifies four preferred characteristics of the new base group: “(1) adeedroup
comparison should be theoretically correct[;] (2) Measurements should balbépfrom
year to year([;] (3) The measurement framework should be empirically baseslyaod r
data available from postal data systems[; and] (4) The measured costs shoaltdelie s
Postal Service Comments at 8-9. These attributes complement the sperafotectsdics
identified by GCA — stability, historical validation, minimal use of cost pyaad directly
measurable costs, and the Joint Comments — “theoretically correcpirieatly based,” and
“measurable and verifiable with cost characteristics, to the extenblegssiadily traceable
to the Postal Service’s existing cost systenf&é GCA Comments at 13-16; Joint
Comments at 7. “Metered” mail satisfies these attributes becausestaisl@a mailstream, it
represents the best proxy for the cost of mail at the margin of conversion, giiscalhy
based, and its costs are readily traceable to the Postal Service’s exastisgstems.
Accord Pitney Bowes Comments at 4.
[ll.  Collection Costs Should be Included in a “Metered” Mail Base Group

Notwithstanding the broad-based theoretical consensus regarding themselect
“Metered” mail as the preferred base group, some important distinctions rasna the
calculation of the avoided costs. Specifically, the Postal Service proposetutbeekom
the delivery costs of “Metered” mail the “Single-Piece ‘meteretliection costs . . . on the
premise that the mail that is converting to Presort was not likely to havesadaée
collection system.” Postal Service Comments at 9. The Postal Service prowidata or
analysis to support the premise that these collection costs should be excluded.

In contrast, the empirical data submitted by the Joint Commenters estaaltiah t

significant percentage of mail at the margin currently incurs dalecosts. The NAPM



survey data confirm that almost half of the mail that converted to workshariing due last
year required collection by the Postal Service. The GMU survey datadi&keanfirm that
approximately 60 percent of the total volume of mail from small-to-medium sized non
household mailers who would consider converting to presort currently requirssiooll
Because these collection costs would be avoided by the Postal Service iflthemai
entered as Presort, the costs should be included as part of the base group.

In Order 536, the Commission observed that collection costs would likely be relevant:
“[a]Jmong the elements of avoided costs that will be considered for inclusion aetiooll
costs.” Order 536 at 8. The Commission was correct; the data support the inclusion of
collection costs as part of a new base group for measuring First-Cldssdvkshare
discounts.

IV.  Retention of the BMM Benchmark Is Not Required by Law, Not Suppoted by
the Record Evidence, and Not in the Best Interests of the Postal Sewvic

The APWU renews its claim that the PAEA requires the use of the BMM berichma
Although the Commission implicitly rejected that contention in Order 537, the Caiomis
should take this opportunity to explicitly reject any notion that the BMM benchemgolys a
special statutory status. Nothing in the PAEA requires retention of an olmudefactually
unsound benchmark.

APWU argues that the use of the BMM benchmark is necessary to ensureaoccmpli
with the fundamental postal policy objectives of sections 101 and 404 of the P&geA.
APWU Comments at 2-4. This argument is unsupportable. As an initial matter, nathing i
the plain language of sections 101(a), 101(b), or 404(c) requires the selection of any
particular base group for purposes of measuring workshare discounts. Theriémtala

policy” provisions of sections 101(a) and 101(b) are unaffected by the selection of an



appropriate base group. Section 404(c) requires that the Postal Servicemaantdas of
mail “[t]he rate for [which] shall be uniform throughout the United States, iisoiees, and
possessions.” 39 U.S.C. 8§ 404(c). As the Commission has long recognized, Single-Piece
First-Class Mail satisfies that requirement. The selection of a asevdroup will have no
bearing on the maintenance of a uniform Single-Piece First-Classdiail

APWU argues that the uniform rate requirement of section 404(c) is giveamnge
through the use of the BMM letter benchmark because it ensures that SinglerHiece a
Presort First-Class Mail letters are “required to make the sameleditni to institutional
costs....” APWU Comments at 3-4. This reading fails on two levels. First, tr@eth
finds no support in the plain language of section 404(c). Second, the statement hasIno factua
basis. Rather than preserve equal contribution, the use of the BMM benchmark, a low-cost
subset of Single-Piece First-Class Mail, has increased the dispahtyrelative
contribution from Single-Piece and Presort First-Class Mail. WhetherRNélAis aware or
not, the FY 2010 ACR data confirm that while both Single-Piece and Presort lisstMail
provide significant contribution to Postal Service institutional costs ($4.977 billion for
Single-Piece Letters and Cards and $10.576 billion for Presort Letters aig}, @tze total
contribution from Presort is more than double the contribution from Single-Fiee&Y
2010 ACR at 18. The cost coverage is also much higher on a percentage basis for Presort
(164.0 percent for Single-Piece Letters and Cards as compared to 295.9 percesoitor Pr
Letters and Cards)Seeid. This disparity reflects not only the larger volumes of Presort
Letters and Cards, but also the larger unit contribution. The average unit contritrtion f
Presort First-Class Mail Letters is 5.5 cents more than the unit coranbudim Single-Piece

Letters (22.9 cents per piece as compared to 17.4 cents per dexe).



The APWU correctly states that the “use of [efficient component priciG@®En
setting workshare discounts is generally believed to be the best way to dhbibighest
possible efficiency in the overall postal system.” APWU Comments at 6.e Thesments
are consistent with the Commission’s observation that the workshare limitatisestion
3622(e) were intended to codify the Commission’s long-standing regulatoriceraictising
ECP to promote economic efficienc$ee Order 536 at 20-21 and 48. It does not follow,
however, that the use of ECP is linked to inefficiencies associated with cexoess labor
capacity. Nor does it follow that excess capacity is due to “excessivsivanekdiscounts.”
APWU Comments at 6. Excess capacity is due to decreasing mail volumes. And the
solution to excess capacity issues is not for the Postal Service to inaieasep its more
price sensitive and profitable presort mail, which would merely aggravatedtiienrby
driving more mail away. Instead, the solution is for the Postal Service to attdréssue of
excess capacity, and use its pricing flexibility to lower prices tausdit@ growth of its most
profitable mail.

The statement that “BMM letter remains the mail piece most like workdmaail . . .
" is simply wrong. APWU Comments at 6. The APWU offers no empirical suppottior t
statement and there is none. The undisputed data provided by the Joint Commenters
conclusively establish that less than four percent of the “mail at the mal@rés all of the
characteristics of BMM. The data confirm that the typical piece ofl&igce mail at the
margin is more like collection mail, not BMM.

Finally, the APWU argues that the retention of the BMM benchmark is negégsar
protect the financial viability of the Postal Servicge APWU Comments at 8. In fact, the

opposite is true. Under a linked rate design, the use of the BMM benchmark -- a low-cost



subset of Single-Piece First-Class Mail — jeopardizes the Postat&grunancial position.
The FY 2010 ACR data discussed above confirm the value of workshare. The Direct
Marketing Association demonstrated not long ago that optimizing the pricmngref
profitable First-Class Mail (by lowering Presort letter prices)ld increase the total
contribution from First-Class Mail by nearly $400 millioBee PRC Dkt. No. RM2009-3,
Comments of the Direct Marketing Association (Sept. 11, 2009), at 5-6. And recemiddema
data filed by the Postal Service confirm that First-Class Mail Rrestiers are much more
price sensitive than Single-Piece First-Class Mail Lett&es.Econometric Demand
Equation Tables for Market Dominant Products as of January 2010,
http://www.prc.gov/Docs/66/66502/ MarketDominant.zip (filed Jan. 20, 2010). At a time
when mail volume declines continue to threaten the financial stability of thal Besvice, it
is critical that the Postal Service do everything possible to preserl/eatuanes and
increase contribution from its most profitable products. The retention of the BMM
benchmark would frustrate these goals because it leads to higher pricesoohAssClass
Mail Letters.

V. Conclusion

In Order No. 536, the Commission concluded that a worksharing relationship exists
between First-Class Mail Presort Letters and Single-Pigse Elass Mail Letters, but that
the BMM benchmark was no longer valid. The Commission stated that a “factual itequiry
identify an appropriate base group” is required.

The Joint Comments responded by providing empirical data derived from ao$eries
surveys collecting information from small business mailers, mail segpvaaders, and large
production mailers. The data, which are the only record evidence before the Gommiss

confirm (1) that the BMM benchmark is obsolete, and (2) that “Metered” mail is an
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appropriate base group because its costs most closely approximate tlieddewsi
characteristics of the Single-Piece mail at the margin of convediRgesort. Accordingly,
the Joint Commenters respectfully request that the Commission adoptétWateail,
including collection costs, as the new base group for purposes of measuring dsssiall

workshare discounts.
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