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Before The

POSTAL REGULATORY COMMISSION


WASHINGTON, D.C. 20268-0001

	Rate And Service Changes To Implement Baseline Negotiated Service Agreement With Bank of America Corporation


	ADVANCE \x 360      

Docket No. MC2007-1


REQUEST OF UNITED STATES POSTAL SERVICE 

FOR A RECOMMENDED DECISION ON CLASSIFICATIONS, RATES AND FEES TO IMPLEMENT A BASELINE NEGOTIATED SERVICE

AGREEMENT WITH BANK OF AMERICA CORPORATION

Pursuant to chapter 36 of title 39, United States Code, the United States Postal Service has determined that it would be in the public interest, and in accordance with the policies and applicable criteria of that title, to implement the classifications, rates and fees contained in the attached Negotiated Service Agreement (“NSA”) with Bank of America Corporation.
  Accordingly, the Postal Service requests that the Postal Regulatory Commission submit to the Governors of the Postal Service a decision recommending the changes requested herein.

The Bank of America NSA features performance-based incentives to encourage the Bank of America to undertake certain activities, outlined below, to reduce the cost to the Postal Service of processing Bank of America’s First-Class Mail and Standard Mail, including mail that is entered into the mail stream by or on behalf of a Bank of America subsidiary or affiliate.  The Commission’s rules on NSAs distinguish between “baseline” NSAs and NSAs that are “functionally equivalent” to baseline NSAs.
  This case is presented as a baseline case because this NSA is the first pure cost-savings NSA submitted to the Commission for approval, and the first NSA in which the financial incentives for cost savings are keyed to measured reductions in Postal Service costs through means largely left to the judgment of the mailer (“pay for performance”), rather than to compliance with a specified set of process changes dictated by the Postal Service.  While novel in these respects, the NSA is based on mailer operational and worksharing activities analogous to those accepted by the Commission for more than twenty years as bases for discounts from the generally applicable rate schedule.

This NSA is the third baseline agreement to be filed under the Commission’s rules applicable to NSA requests, established in Docket No. RM2003-5 (Order No. 1391, February 11, 2004).  The rule governing baseline NSAs, Rule 195(a), is intended “to establish procedures which provide for maximum expedition of review consistent with procedural fairness, and which allows for the recommendation of a baseline Negotiated Service Agreement.”


Rule 195(a)(1) requires the Postal Service to provide a “written justification for requesting a Negotiated Service Agreement classification as opposed to a more generally applicable form of classification,” and rule 195(a)(2) requires a “description of the operational bases of the Negotiated Service Agreement, including activities to be performed and facilities to be used by both the Postal Service and the mailer under the agreement.”


Regarding the classification status of the proposed changes, the Postal Service believes that an NSA is appropriate in these circumstances. The terms and conditions of the NSA were tailored specifically to the particular characteristics of the mail entered by the Bank of America, and the particular effect of the mail on Postal Service operations and cost, as set forth in the testimonies of witnesses Richard D. Jones (BAC-T-1) and Ali Ayub (USPS-T-1).  Because the mailing profiles of other mailers (including other banks) are likely to differ, a generally available classification would not be a reasonable substitute for the NSA presented in this Request.  Other mailers that can demonstrate that they are similarly situated, however, are invited to negotiate a functionally equivalent NSA with the Postal Service.  Any such NSAs would similarly have to be tailored to the specific mailing profiles of those customers.


As to the operational bases and facilities used, this NSA requires multiple operational commitments from Bank of America:  implementing Four-State Barcode, OneCode ACS, CONFIRM, Seamless Acceptance, FAST and eDropship; barcoding of Courtesy and Business Reply Mail and Qualified Business Reply Mail; and waiver of physical return of certain First-Class Mail and Standard Mail.  Bank of America will make additional operational changes to the extent that it determines them to be cost effective.  The discounts or rebates payable to Bank of America will be determined quarterly based on mail volumes actually submitted each quarter, and the measured improvements in address quality actually achieved each quarter.  The dimensions of address quality that will qualify Bank of America for discounts are improved mail processing performance for First-Class Mail and Standard Mail, reduced return rates for First-Class Mail and Standard Mail and reduced forwarding rates for First-Class Mail.  The rebates will return to Bank of America a percentage of the resulting cost savings to the Postal Service.

In light of these elements and the structure of the NSA generally, this NSA provides an opportunity for gain for all concerned – Bank of America, the Postal Service, and postal ratepayers overall – with minimal, if any, risk of loss to any stakeholder.


As indicated above, the purpose of this NSA is to provide incentives that will encourage an individual mailer to engage in voluntary changes in mail preparation that will reduce the costs to the Postal Service of handling the mailer’s mail.  While worksharing and other cost-saving incentives incorporated in the general rate schedule over the last twenty years have been well received by mailers and have been highly successful, they necessarily have been limited to forms of worksharing (such as presorting, barcoding and drop-shipping) that a large number of mailers can accomplish.  The Postal Service expects that it can achieve significant additional savings by offering incentives for additional improvements in mail preparation beyond those that most mailers are willing and able to achieve.  This NSA is intended to access those additional saving opportunities with Bank of America. 


For this NSA, the existence of a positive benefit to the Postal Service does not depend on a particular minimum volume or the accuracy of our Before Rates volume estimates.  Improvements in address quality will generate savings for the Postal Service at all levels of volume, although the total savings achieved will, of course, depend on total volumes that benefit from the cost-saving actions taken by the mailer.

Pursuant to the Commission’s Rules of Practice and Procedure, particularly 39 C.F.R. §§ 3001.193 and 3001.195, the Postal Service is filing with this Request its prepared direct evidence on which it proposes to rely. Other evidence on which the Postal Service intends to rely is being filed today by Bank of America and is referred to in the Compliance Statement attached hereto.  The Postal Service submits that the procedures specified in the Commission’s Rules of Practice and Procedure for baseline NSAs are best suited to the particular facts of this proposal.

To implement the Bank of America NSA, the Postal Service requests that the Commission recommend the attached classification and rate schedule changes, which propose the addition of Domestic Mail Classification Schedule (“DMCS”) 630 and Rate Schedules 630A through 630E. Among other provisions, DMCS 630 prescribes the criteria for determining eligibility of Bank of America’s mail for the proposed rates, describes Bank of America’s operational commitments and the terms and conditions of applicable discounts, and specifies a three-year duration for the NSA.    
Rule 195(b) provides that “[t]he Commission will treat requests predicated on a baseline Negotiated Service Agreement as subject to the maximum expedition consistent with procedural fairness.”  The rule further provides that “[a] schedule will be established, in each case, to allow for prompt issuance of a decision.”  Accordingly, no separate motion for expedition accompanies this Request, although the Postal Service notes that, assuming the relevant recommendations and approvals, it intends to implement the agreement as soon thereafter as practicable.


The page following this Request is an index of Attachments.  Attachment A to this Request contains the proposed DMCS provisions in legislative format necessary to implement the Bank of America NSA, and Attachment B contains proposed rate schedules.  Attachment C contains the financial certification.  The testimony and exhibits have been marked for identification, as shown in Attachment D.  The Compliance Statement is marked as Attachment E, which references evidence filed by both the Postal Service and Bank of America.  A signed copy of the NSA is in Attachment F. The proposed data collection plan is contained in the testimony of witness Ayub (USPS-T-1).


The Postal Service considers its submission to comply with the Commission's filing requirements in Rules 193 and 195 of the Rules of Practice and Procedure (39 C.F.R. §§ 3001.193 and 195).  If the Commission later concludes that any specific requirement has not, need not, or cannot be met, the Postal Service respectfully reserves the right to move for a waiver of the pertinent filing requirements at that time.

WHEREFORE, the Postal Service requests that the Commission submit a recommended decision in accordance with this Request.
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� These procedures of the former Postal Rate Commission apply under 39 U.S.C. § 3622(f) as amended by the Postal Accountability and Enhancement Act, Pub. L. No. 109-435, 120 Stat. 3198 (2006).  Section 3622(f) specifies, for the mail categories which are the subject of this Request, that: “[p]roceedings initiated to consider a request for a recommended decision filed by the Postal Service during that 1-year [transition period] shall be completed in accordance with Subchapter H of chapter 36 of this title and implementing regulations as in effect before the date of enactment of this section.”


� 39 C.F.R. §§ 3001.190 – 3001.198.


� 39 C.F.R. § 3001.195(a).






