LEGILATIVE UPDATE

The National League of Postmastersis The Education Organization. That
education must include Legidlative awareness. The purpose of this weekly col-
umn isto bring that awarenessto all our members on a diversity of topics.
While the intent of Postal Reform was to benefit the Postal Service and the
American public the CPI cap portion of Reform may hurt more than help
both. Although increased efficiencies for mass mailers and innovative Postal
procedures may result in short term solutions, the specter of the CPI cap may
require that Legidlative intervention amends Postal Reform to ensure USPS
survival. An informed membership is a more effective member ship.

“Might Postal Reform need reform itself in near future?”

The USPSis still struggling with overbearing costs. M aking matters wor se,
mail volume continuesto drop. For thefirst quarter of fiscal 2008, mail volume
was down 3 percent, or 1.7 billion pieces, according to the Postal Service Board of
Governors. Though revenue was higher year-over-year, it is still $500 million less
than expected. The new rate structure prohibitsthe postal service from increas-
ing prices above the consumer priceindex (CPIl), so the average postal ratein-
crease should hover around the 3 percent area.

“If the days of increasing mail volumes are over, the USPS will haveto keep
its cost increases below the CPI,” says David Straus, a partner with law firm
Thompson Coburn LLP and the postal counsel for American Business M edia.
“When 80 percent of your costsarelabor-related and when Congress seemsto in-
terfere whenever USPS wantsto eliminate redundancy in its physical plants, it
will be extremely difficult to live within the price cap without reducing service.
And servicereductions could accelerate volumeloss.”

There' s some concern that the USPSwon’t be ableto survive long-term
within the CPI-based price cap established by the new law because its added
pricing and service flexibility will not be ableto offset declining volume, Straus

adds.
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While publisherswelcomethe stability and predictability of knowing how much
postal rateswill rise each year, postal costs are now about one-third, more or less, of
a publisher's operating revenue. That's quite a large chunk, considering that postage
costs for a subscription-based magazine averaged about half that 20 years ago. But
thesmaller publishers believethat the new rate structure favorsthe big publishersin
some cases.

In many ways, the new rate structure and the USPS move to standardize proc-
esses and mailingsis a bit of a mixed-bag for publishers. @ Technically, periodicals
benefit from efficienciesin pooling, sorting and freighting.

Most publishersarelooking for waysto drop-ship their books further intothe
mail stream. But some say the new rate case took away some drop-ship incentives for
certain publications. 2 Therate increases did have a somewhat negative impact on pe-
riodical drop-shippingin that theincentiveswerereduced for some publications,®
Quad/Graphics spokesman says. 2 That resulted in less discounts and some move-
ment of mail from the Sectional Center Facility level tothe Area Distribution Center
level and in some cases, less mail qualifying for drop-ship discounts and therefore,
not drop-shipping at all.° Despite thereduction in postal incentives and the chal-
lenges with fuel costs, Quad has expanded its drop-ship network, according to the
Quad/Graphics spokesman.

Rita Cohen, senior vice president of legislative and regulatory policy for Maga-
zine Publishers of America, echoes Quad/Graphics comments. 2 The way the PRC did
this, there'salittle bit of a pullback in some of the incentive to do some drop-
shipping,° shesays. 21n thefuture, that would be enhanced to some extent. One of
the work-sharing opportunitiesis drop-shipping and using private transportation.
That'sa growth ratein the current rate which has not been enhanced. In the future,
it might be again.°®

When asked if publisherscould expect to see more incentives for drop-shipping
and co-mailing in the future, USPS spokesper son said, 2 Customer s and the Postal
Service sharethe goal of reducing total costs

Thenew pricestructureisintended to do just that. Aswe move forward, we
will usethat structureto develop pricesthat will result in lower costs.°

The next generation of automation for the USPS will be the implementation of
the Flats Sequencing %/_stem and the Intelligent Mail Barcode. Later thissummer,
the USPS will begin rolling out thefirst of 100 new FSS machinesto 33 postal facili-
EeshThde new system will sort mail by machineinstead of the postal carrier doing it

y hand.
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The Postal Service seesthe FSS as accomplishing three overarching objectives:
bypassing bundle distribution on the Automated Package Processing System and the
Small Package and Bundle Sorter; automating flat-mail preparation by eliminating
the manual process of removing straps and polywrap from bundles; and using tech-
nology to delivery point sequence single pieces, eliminating the need for a letter car-
rier to manually sort theflatsin the order they deliver their route.

For large quantities of flatsfor FSS zones, the USPS is exploring the concept of
aperfect® pallet preparation. The postal service describes an automation-ready or
aperfect® pallet asa pallet of uniform size, non-compensated bundles secured by one
or two straps. The bundle height would bereatively uniform and multiple bundles
would add up to about 12 inchesto fit easily into an Automation Compatible Tray
(ACT), which isused to feed flatsinto the FSS.

Meanwhile, the USPS developed the I ntelligent Mail Barcodeto enableit to en-
code routing and tracking information on mail. The Postnet barcode only contains a
routing code, but the new Intelligent Mail barcode includesfieldsthat can provide
much moreinformation, including theidentity of the mailer and the class of mail, the
ability to encode special services, and it will assign a unique number to each piece of
mail. The Postnet Barcode would remain eligible for automation prices until May
2010.

aThe shape-based structureis preparing customersfor when the USPS plansto
ship everything to a flat sequence sorter. They want to standardize the size and
weights of magazines and even labelsthat will greatly affect a magazine's cover.

Theflats sequencing machines may level the playing field between big mailers
such as Time War ner and other smaller publications. But it'stoo soon to tell what im-
pact the new technologies will have on co-mailing, drop-shipping and other delivery
solutions.




