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With enactment of the Postal Accountability and Enhancement Act of 2006, the Postal Regulatory
Commission was tasked with providing a report on universal service and the postal monopolies to the President
and Congress by December 19, 2008. On behalf of the Commission, | am proud to submit our report.

Issuance of this report comes at a critical time in the history of the Postal Service. When we began this
report, economic circumstances were significantly different than they are today. The ongoing economic
slowdown has contributed to a large decline in mail volumes; and the Service is faced with a second
consecutive year of multi-billion dollar losses, with the Postmaster General predicting a similar scenario for
next year as well. Through this report, the Commission has painted a portrait of the landscape up until this
time, but the events of the last several months signal continued changes and future challenges. This report
provides an in-depth view of the history behind the universal service obligation and monopolies for policy
makers, while providing a foundation for policy considerations if the situation merits change. This work
contains concepts and ideas for a path forward, in an effort to ensure the sustainability of future postal services.

The Commission began its efforts in preparing this report more than one year ago. To ensure adequate
public participation, we cast a broad net for collection of public comments. We initiated our study through an
extensive Notice and Request for Comments in the Federal Register. In an effort to reach out beyond
Washington, D.C., the Commission took to the road and conducted field hearings in three different regions of
the country. We heard from a wide variety of witnesses, such as a postmaster from an island off the coast of
Maine, the president of a national senior citizens’ association, a noted lvy League economics professor, a large
mail-order pharmaceutical provider, and a company that digitally scans customer mail to provide the equivalent
of an “online” P.O. Box. The testimony we received was vital in helping us build a record on which we could
assess the state of universal postal service in the United States as well as the monopolies which support its
operations.

I would like to express my deep appreciation for the individual efforts of my fellow commissioners —
Mark Acton, Ruth Goldway, Tony Hammond, and Nanci Langley - in authoring this report. Together, we spent
many hours working our way through a myriad of issues. As has been the Commission’s practice, we made a
real effort to find common ground, and policies and direction on which we could agree. The result is a truly
consensus report, of which I am very proud.

On behalf of my colleagues, | would also like to thank the Commission staff for their many hours of
labor in researching, preparing and writing this report. In particular, | would like to thank Stephen Sharfman,
our General Counsel, John Waller, Director of the Office of Accountability and Compliance, and Charles
Robinson, Assistant Director of the Office of Accountability and Compliance. Without their knowledge,
leadership and dedication, completion of this report would not have been possible. Finally, | would like to
commend the Commission’s contractor, the George Mason School of Public Policy (GMU), for providing the
Commission with the background and research necessary to author this document.
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Preamble

The United States Postal Service is an independent establishment of the
Government of the United States, created by Act of Congress to provide mail as a

basic and fundamental service to the people.

The Postal Accountability and Enhancement Act of 2006, 120 Stat. 3198,
sec. 702, directed the Postal Regulatory Commission to submit to the President and
Congress this report on universal postal service and the postal monopoly in the
United States.






Executive Summary

The Postal Accountability and Enhancement Act (PAEA) became law on
December 20, 2006. It directs the Postal Regulatory Commission to submit a

report on universal postal service and the postal monopoly within 2 years.

In developing this report, the Commission held three field hearings as well
as one in Washington, DC, invited formal and informal written comments, and
sponsored an open workshop. Many of those who provided written comments or
testified at the field hearings state there has been insufficient experience under
the PAEA to determine whether further changes should be made. Moreover,
they note that under the PAEA, the Commission has enhanced regulatory

authority with respect to service quality that has yet to be fully utilized.

As a threshold matter, no sender, recipient, interest group, or community
reported any geographic area not served by the Postal Service, or any service
that was deficient in scope or quality. Our record in this proceeding indicates that
senders and recipients are generally satisfied with the current level of universal
service provided by the Postal Service, although the Commission receives

individual complaints and reads reports of localized problems.

Had this report been issued several months ago, these factors would have
led the Commission to recommend that no near-term changes be contemplated
to universal postal service, the USO, the postal monopoly, or the mailbox
monopoly. Although no immediate changes are called for, recent events require
the Commission to recommend that Congress closely monitor the Postal
Service’s financial situation as the possibility now exists that significant changes
may become necessary to preserve effective and efficient postal services for the

Nation.
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The economic crisis of the last few months has had a substantial impact
on Postal Service volume and revenues. Financial institutions, which are major
users of mail, have been particularly affected. The economic downturn comes on
the heels of technological trends that have produced declining volumes for
single-piece First-Class Mail. The cumulative result of these events has been the
most severe volume declines since the Great Depression, and significant
financial losses for the Postal Service. Preliminary data show volume declines
for every domestic class of mail in FY 2008, with First-Class Mail volume

declining almost 5 percent.

This report provides a foundation and tools Congress can use to inform
itself in the event that appropriate solutions need to be fashioned. Information on
the probable reaction of large-volume mailers to potential service reductions was
not available while this report was under preparation. The Commission believes
that this key information should inform any decisions on service levels, and the
Commission suggests Congress urge the Postal Service to develop it

immediately.

The Commission knows that the Postal Service is focused fully on reacting
to this crisis, and making the difficult decisions needed to cut expenses to
preserve its financial health, including seeking a temporary adjustment to its
retiree health benefits repayment schedule. Whether it will be able to meet this
challenge can not be known at this time, and Congress will want to focus on this
situation so that it can respond quickly and effectively should the Postal Service’s

condition continue to deteriorate.

The PAEA directed the Commission to identify the scope and standards of
universal service and the postal monopoly based on a comprehensive review of

their history and development which is detailed in Chapter 2. The Commission
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identifies statutory language establishing the qualitative standards of the current
USO. Universal service is enshrined in 39 U.S.C. 101(a): “The Postal Service
shall have as its basic function the obligation to provide postal services to bind
the Nation together through the personal, educational, literary, and business
correspondence of the people.” Congressional expectations are further set out in
the remainder of 39 U.S.C. 101, and 39 U.S.C. 403 and 404.

The USO is not specific. The Postal Service is to achieve the best
possible balance of these service features consistent with efficient and economic
practices. Congress has rarely established rigid, numerical standards of
minimally acceptable service for each of these features. Rather, throughout its
history, the Postal Service has been expected to use its flexibility to meet the
needs and expectations of the Nation while balancing the delivery of service
against budgetary constraints. This long-standing policy has worked well. The
Postal Service is a well-respected government agency and the public supports

present service levels.

Currently, only a few legislative proscriptions limit Postal Service options.
The PAEA established firm limits to preserve the affordability of market dominant
products. For over 20 years, 1983 delivery levels have been specified as a
minimum in annual appropriations legislation. Restrictions on the closing of small
and rural post offices also have been enacted as part of the annual
appropriations process. The Postal Service generally supports the status quo,
although it would prefer not to be limited by annual appropriations legislation
which requires it to maintain 6-days-a-week city and rural delivery at levels not

less than existed in 1983.
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The issue facing Congress and the Nation is whether the Postal Service
will be able to continue to provide adequate levels of service in terms of these
seven features in the months and years ahead, and if it can not, what should be

the appropriate response.

Congress directed that this report contain estimates of the costs of
universal service and the value of the postal monopolies that can be used should
changes be contemplated. Chapter 4 contains models that estimate these
amounts. The models can accommodate varying input values. Chapter 5
presents information on volume trends, and results from surveys exploring the
likely future needs and expectations of the public and small businesses.
However, one key input is unavailable: the likely current response of large
customers to potential changes. It is probable that the recent deterioration of the

economic climate has had a significant impact on this.

Primary Commission findings are:

. The universal service obligation has seven attributes:
(1) Geographic Scope; (2) Range of Products; (3) Access to
Postal Facilities; (4) Delivery Frequency; (5) Prices/Affordability;
(6) Quality of Service; and (7) Users’ Rights.

. The current obligation to provide service to all persons in all parts of
the Nation, its territories, and possessions, is paramount, and

should not be altered.

. Current law makes the universal service obligation applicable to
both market dominant and competitive products.
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° A first estimate of the annual cost of the current universal service
obligation, based on FY 2007, is $4.4 billion.

. A first estimate of the annual value of the combined letter mail and
mailbox monopolies, based on FY 2007, is $3.5 billion, although

this estimate is subject to substantial variation.

Policymakers also should be aware that there are numerous important
benefits to the Nation beyond the delivery of the mail from the existence of a
Federal agency providing mail as a user-supported public service. Although
societal benefits are outside the statutory scope of this study, a number of
witnesses and commenters emphasized their importance. They mentioned, for
example, that the Postal Service is the only Federal presence in many urban and
rural areas of the United States and this presence helps to bind the Nation
together; that mail carriers provide uncompensated support to individuals along
routes; and that the Postal Service provided significant assistance to Federal and

State authorities following the Hurricane Katrina disaster.

The Commission is initiating a new public inquiry, Docket No. P12009-1, to
allow interested persons to express their views on this report. The Commission
will evaluate all comments received, and may issue supplemental analyses as a

result of this additional public input.
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The recommendations set forth in this report are:

The Commission recommends that Congress consider and
balance all the features of universal service as part of any
review of changes necessary to preserve a financially viable

Postal Service.

The Commission recommends that the Postal Service be
directed to develop information on the probable impact on
mail usage by large volume mailers in reaction to potential

alternative changes in the seven features of universal service.

The Commission recommends that, before any decisions to
adjust or eliminate universal service or the monopoly are
made, the resulting impact on the societal benefits of a Federal
postal service should be carefully assessed.



Introduction

This report has been prepared to fulfill the congressional mandate in
Section 702 of the Postal Accountability and Enhancement Act (PAEA). After
more than 10 years of work, Congress passed the PAEA, which went into effect
on December 20, 2006. To enable Congress to formulate long-term national
postal policy, the PAEA requires three studies. The Federal Trade Commission
conducted the first study, a review of how Federal and State laws apply
differently to the Postal Service and to other, private providers of its competitive
products. The second study is contained in this report, which presents, among
other things, the current status of the USO and the postal monopoly, and options
for considering how to change both in the future. The third study, to be
conducted by the Government Accountability Office, will investigate options for
long-term structural and operational reforms of the Postal Service. Taken

together, these studies can form the basis for consideration of national postal

policy.

The remainder of this introduction discusses the requirements of the
PAEA, the general process that the Commission used to conduct its study and

prepare this report, and the organization of the rest of the report.

The Requirements of the PAEA

Section 702 of the PAEA (1) contains a due date for this report;
(2) describes the minimum contents that Congress expects to be included;
(3) requires the Commission to recommend any changes to universal service and

the postal monopoly it considers appropriate; and (4) obliges the Commission to
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receive written comments from the Postal Service and to consult with the Postal
Service, other Federal agencies, mailers, competitors, and the general public.

Specifically, section 702(a)(2) of the PAEA requires that the following

subjects be included in the Commission’s report:

. A comprehensive review of the history and development of
universal service and the postal monopoly, including how the scope
and standards of universal service and the postal monopoly have
evolved over time for the Nation and its urban and rural areas;

. The scope and standards of universal service and the postal
monopoly provided under current law . . . and current rules,
regulations, policy statements, and practices of the Postal Service;

. A description of any geographic areas, populations, communities
(including both urban and rural communities), organizations, or
other groups or entities not currently covered by universal service
or that are covered but that are receiving services deficient in scope
or quality or both; and

. The scope and standards of universal service and the postal
monopoly likely to be required in the future in order to meet the
needs and expectations of the . . . public, including all types of mail
users, based on discussion of such assumptions, alternative sets of
assumptions, and analyses as the Postal Service considers
plausible.

If the Commission decides to recommend any changes to universal
service and the postal monopoly (whether those changes could be made under
current law or would require changes in current law), then the Commission must
provide estimated effects of each recommendation on the service, financial
condition, rates, and security of mail provided by the Postal Service. Each

recommendation should include:
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1. An estimate of the costs attributable to the obligation to
provide universal service under current law;

2. An analysis of the likely benefit of the current postal
monopoly to the ability of the Postal Service to sustain the
current scope and standards of universal service, including
estimates of the financial benefit of the postal monopoly to
the extent practicable, under current law; and

3. Any additional topics and recommendations the Commission
deems appropriate, together with estimated effects on
service, financial condition, rates, and the security of mail.

Development of this Report

The singular nature of this study required a unique expansion of the
Commission’s analytical capability in order to fully address each of the issues
mandated. The Commission decided to meet this need by hiring a contractor.
To this end, the Commission issued a Request for Proposals in November 2007
which described the work to be done. The Commission received three proposals
and, following a careful review, selected as the contractor from among those
proposals George Mason University’s School of Public Policy (GMU). The
principal investigator for GMU is Professor A. Lee Fritschler, a resident scholar
and former Chairman of the Postal Rate Commission.

The Commission tasked GMU with providing (1) a legal history and
analysis of the postal monopoly; (2) a legal history and analysis of the universal
service obligation; (3) a description of what selected countries have chosen to do
concerning universal service and the postal monopoly; (4) a national assessment
of the needs and expectations of households, small nonprofit mailers, and small
business mailers; (5) a methodology for calculating USO cost; (6) a methodology

for calculating the value of the letter monopoly and the mailbox monopoly; and
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(7) assistance as directed by the Commission in developing recommendations on

universal service, the letter monopoly, and the mailbox monopoly.*

Public Outreach

Section 702(c) of the PAEA requires the Commission to “... solicit written
comments from the Postal Service and consult with the Postal Service and other
Federal agencies, users of the mails, enterprises in the private sector engaged in
the delivery of the mail, and the general public; and to ... address any written
comments received under this section.” An effective way to gather input from
most of the groups listed in the PAEA is a public inquiry docket. Typically, the
Postal Service, large mailers, mailer associations, and competitors of the Postal
Service will participate in such Commission proceedings. However, household
mailers, small nonprofit mailers, and small business mailers, e.g., in-home
businesses, do not usually participate in Commission proceedings. To ensure its
ability to gather input from all the groups envisioned by the PAEA, the
Commission chose a bifurcated approach. It initiated Public Inquiry Docket No.
P12008-3, Report on Universal Service and the Postal Monopoly, on April 18,
2008. Simultaneously, GMU’s Center for Social Science Research conducted a
national assessment of households, small nonprofit organizations, and small

businesses to gather input for the Commission’s report.

In its initial notice and order establishing the Public Inquiry, Order No. 71,
the Commission identified and discussed 12 topics and suggested specific
guestions for each topic that interested persons might want to address without

limiting comments to these topics alone. The Commission requested written

! In this report, the terms “letter monopoly” and “postal monopoly” refer to the exclusive
right of the Postal Service to carry and deliver certain categories of mail. The term “mailbox
monopoly” refers to the Postal Service’s exclusive right to deposit mailable matter in any mailbox.
The term “postal monopolies” refers to both the letter monopoly and the mailbox monopoly.

10
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comments from interested persons within 60 days of the date of publication in the
Federal Register, reply comments within 90 days of the date of publication in the
Federal Register, and designated an officer of the Commission to represent the

interests of the general public.

To ensure that the Commission could fulfill its mandate to consult with
other Federal agencies, it sent letters to 30 agencies. The letters informed each
agency that the Commission had instituted an inquiry into the needs and
expectations of stakeholders in the Postal Service with respect to universal
service and the postal monopoly, and it requested the views on this matter from
each agency. Many agencies provided comments. The Commission took
special care to ensure that it had access to the particular knowledge and
concerns of the Postal Service and its employees. The Postal Service was
highly cooperative and provided extensive data, testimony, and other related
materials in addition to separately commissioned analyses available at

http://www.usps.com/postallaw/universalpostalservice.htm.

Mindful of the current universal service obligation to provide “a maximum
degree of effective and regular postal services to rural areas, communities, and
small towns where post offices are not self-sustaining,” the Commission held
three field hearings in areas where it might gain information regarding the needs
and expectations of small and rural communities.? The field hearings were held
in Flagstaff, Arizona on May 21, 2008; St. Paul, Minnesota on June 5, 2008; and
Portsmouth, New Hampshire on June 19, 2008.

A fourth hearing was held in Washington, D.C. on July 10, 2008 to obtain

testimony from employee organizations, experts on postal issues, and other

% Section 103(b) of the PAEA.
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interested participants. The Commission also held a workshop on June 12,
2008, moderated by Chairman Dan Blair, to further broaden outreach to the

public to gather a broad range of input as it prepared its report.

Congress requested a report that identifies “the scope and standards of
universal service and the postal monopoly likely to be required in the future in
order to meet the needs and expectations of the United States public, including
all types of mail users ....”* The Commission’s outreach to users of the mails,
including those located in remote areas of the United States, the Postal Service
and its employee organizations, and experts on postal issues has produced a
broad range of comments. The Commission believes that the record captures
the needs and expectations of the United States public, thus fulfilling the vision of

Congress.

Organization of the Report

This report is organized around the subsections of section 702. Chapter 2
describes the Commission’s understanding of the current status of universal
service, universal service obligation, and the postal monopoly. It also discusses
the legal history of the postal monopoly, the legal history of the universal service
obligation, and the development of the universal service obligation from a
historical, rather than legal, perspective. Chapter 2 is supported by three
appendices. Appendix B contains GMU'’s presentation and analysis of the
history of the postal monopoly from a legal perspective. Appendix C contains
GMU's presentation and analysis of the history of universal service and the
universal service obligation from a legal perspective. Appendix D contains

GMU's description of the evolution of the USO from a historian’s perspective.

% Section 702(a)(2)(D) of the PAEA.

12



Chapter 1: Introduction

No consideration of possible changes to the USO and the postal
monopolies would be complete without researching how other developed
countries have modified them and the impact of any changes on mail service.
Accordingly, Chapter 3 presents the lessons learned from eight countries
including selected European countries, New Zealand, Australia, and Canada.

Appendix E contains a more detailed discussion of GMU'’s research in this area.

Chapter 4 discusses the economics of the USO and the postal monopoly.
It describes the model George Mason University has used to estimate the cost of
the USO and the value of the postal monopoly. It also discusses how other
countries have attempted to calculate the same values. It appears that no one
has previously developed an explicit model for estimating the value of the postal
monopoly. Appendix F, presented in four sections, contains a more detailed

explanation of the model and research.

Chapter 5 discusses the needs and expectations of the United States
public and users of the mail. It includes the findings from the surveys conducted
by GMU and the Commission’s public proceedings. It also contains brief
discussions of the important societal benefits that accrue from the Postal Service
in its current form, and the Commission’s consideration of such factors as
potential “do not mail” legislation and environmental concerns. Further study of

these important areas will benefit any analysis of potential future legislation.

Chapters 2 through 5 enable Chapters 6 and 7. Congress has asked the
Commission to consider if there should be any changes made to the current
USO, the postal monopoly, or the mailbox monopoly in light of the future needs
and expectations of the United States public, including all types of mail users.
Chapter 6 describes the panoply of options considered plausible by the
Commission and the context for these options. The PAEA also obligates the

13
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Commission to include any changes, including assumptions and analyses,
considered plausible by the Postal Service. Although the Postal Service
provided input to the Commission’s study, it did not propose any changes to the
status quo. For this reason, there is no Postal Service alternative presented
here. The Postal Service’s recommendations are discussed in Chapter 7 along

with the Commission’s own recommendations.

Concurrent with the publication of this report, the Commission is initiating
a new public inquiry docket intended to allow interested parties to provide
comments on the Commission’s report. The Commission will consider all the
comments entered into this new docket, and it may issue a supplemental report

on universal service and the postal monopoly.

14



Current Status and Historical Development of
the Universal Service Obligation and the Postal
Monopoly

The history of the United States Postal Service reflects the history of the
United States. At the time the Nation was founded, postal service was
essentially an intercity service for newspapers and business correspondence.
That service was provided over statutorily defined “post routes.” As the country

expanded and changed, so did postal service.

The development of postal service has been molded by numerous factors,
including increases in population; the growth and development of cities;
improvement in the modes of transportation; popular demands for affordable
non-commercial letter correspondence; an increase in the importance of
international commerce; demands for service to rural areas and villages; the
growth in demand for package services; and a growing need for expeditious

commercial correspondence.

Postal service has been impacted by the emergence of alternative and
competing forms of communication, such as telegraph and telephone, and more
recently fax, internet, and computer- and communication-enabled express and

package services.

Only since the mid-20" century has the term “universal service obligation”

been consciously and intentionally applied to postal service in the United States.

15
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Prior to that time, the Post Office Department had the responsibility for providing
postal service, but the outlines of that responsibility were not explicitly
established by statute. Rather, the obligations of the post office were the

de facto product of the interaction of relatively narrow and specific statutory
commands, financial capabilities, social expectations, and physical capabilities
and limitations on the collection, transportation, and delivery of letters and

parcels.

Even after the terms “universal service” and “universal service obligation”
came into use, they continued to lack comprehensive and consistent commercial
or legal definitions. As a result, the Nation’s concepts of “universal service” and
“universal service obligation” continue to have a uniquely American flavor and
content that differs significantly from the statutory approach taken by other

countries, particularly those in the European Union (EU).

In the long history of the United States postal service, the attempt to
articulate a legal formulation of universal service and the universal service
obligation (USO) is a relatively recent development. With certain notable
exceptions, the formulations have been so general as to be more in the nature of
policy guidelines or precatory statements of desired objectives, as opposed to
legally enforceable obligations. In the absence of a comprehensive legal
obligation, the Postal Service’s duty to provide universal service has been

enforceable, if at all, by means of political oversight and/or social pressure.

This chapter summarizes the current status of the Postal Service’s USO
and the postal monopolies. It also presents the historical highlights of postal
service in the United States, with particular attention to the origins and evolution
of the USO and the letter and mailbox monopolies. This history is organized

under the following eight headings:
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The Beginnings of the American Postal System: 1780s through the
1830s;

The Foundations of Modern Postal Service: 1840s through the
1880s;

The Postal Act of 1845: Cheap Postage and the Private Express
Statutes;

The Emergence of Universal Service, the Evolution of the Letter
Monopoly, and the Adoption of the Mailbox Monopoly: 1890
through the 1950s;

The Statutory Basis of the Universal Service Obligation: the Postal
Policy Act of 1958 and the Postal Code of 1960;

The Passage of the Postal Reorganization and Salary Adjustment
Act of 1970;

The Continuing Development of the Universal Service Obligation
Following Passage of the PRA,

Administration of the Universal Service Obligation: 1971-2006;

The Continuing Development of the Postal Monopolies Following
Passage of the PRA; and

The Postal Accountability and Enhancement Act of 2006.

This chapter draws heavily upon detailed analyses contained in

Appendices B, C, and D.* To facilitate access to the appendices, frequent cross-
references are provided.

* Appendix B is GMU's study entitled Universal Service Obligation: History and

Development of Laws Relating to the Provision of Universal Postal Services. Appendix C is the
GMU study entitled Postal Monopoly Laws: History and Development of the Monopoly on the
Carriage of Mail and the Monopoly on Access to Mailboxes. Appendix D is GMU'’s study entitled
History of Universal Service and the Postal Monopoly. These three appendices are referred to in
this chapter as “Appendix B,” “Appendix C,” and “Appendix D,” respectively.
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Current Status of the Universal Service Obligation and the Postal Monopoly
The Universal Service Obligation

The overarching USO of the Postal Service is set forth in section 101(a) of
title 39 as “the obligation to provide postal services to bind the Nation together
through ... the correspondence of the people ... [by providing] ... services to

patrons in all areas and ... to all communities.”

In the Commission’s view, the USO has seven principal attributes:
geographic scope; product range; access; delivery; pricing; service quality; and

an enforcement mechanism.

These seven attributes are admittedly general in nature. Their generality
promotes the evolution of postal service to meet an ever-changing mix of
demands and opportunities. For example, the geographic scope of postal
service has expanded over time from the needs during colonial times, through
the period of westward expansion, to the needs of today. Over this long period,
the country has become larger, the terrain over which service is provided has
become more varied, and the distances between potential mailers and recipients
have increased. As these changes have occurred, the geographic scope of
postal service has expanded to meet the overall objective of binding the Nation

together by providing service to all of the people of the United States.

Even before the term “universal service obligation” was applied to postal
service, the Post Office Department and its successor, the United States Postal
Service, recognized, sometimes implicitly, the obligation that it had to the citizens
of the United States. As political, economic, and social demands have changed
over time, our citizens have benefited from a USO that has had the flexibility to
evolve with those changes.
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The seven attributes of the USO also overlap. For example, access to
postal facilities and the geographic scope of postal service affect each other and
such common subjects as the location of postal facilities. Another example
would be that frequency of delivery, pricing, and the quality of service are

interrelated.

Geographic Scope. The geographic scope of the USO can be
summarized as a flexible obligation that extends throughout the United States
and to and from foreign regions pursuant to agreements with the United States
military, United States agencies, and agreements relating to international postal
services and international delivery services. This obligation is tempered by, and
subject to, reasonable economic and efficiency limitations.

Product Range. The range of products covered by the USO includes all
mail matter. The range of products is subject to change to meet the changing
needs of citizens, and the service obligation also varies with the needs for distinct

products.

Access. The USO requires “ready access to essential postal services”
that is “consistent with reasonable economies.” 39 U.S.C. 403(b)(3). The
concept of “ready access” includes not only the time and distance needed to get
to the location where postal services are available, but time spent at that location
in order to obtain the desired services. “Essential postal services” range from
postal products, to mail acceptance points (such as collection boxes), to access
to letter carriers who accept mail for posting, to easily accessible information.
Within the general requirement of ready access consistent with reasonable
economies, the Postal Service enjoys considerable discretion to determine the
nature and location of postal facilities by which access will be provided. The

Postal Service’s discretion is, however, subject to a number of limitations in title

19



Report on Universal Postal Service and the Postal Monopoly

39, including section 101(b) which precludes the closing of a post office solely
because it operates at a deficit; section 403(c) which prohibits undue or
unreasonable discrimination or undue or unreasonable preferences; section 404
which covers the closing or consolidation of post offices; and section 3661(b)
which applies if changes in access “affect service on a nationwide or
substantially nationwide basis.” In addition, annual appropriation acts preclude
the use of appropriated funds for closing small or rural post offices. Finally,
language consistently included in annual postal appropriations provides that “six
day delivery and rural delivery of mail shall continue at the 1983 level.” This
delivery requirement potentially affects access to the postal system by means of
letter carriers who pick up outgoing mail at the time of delivery to the customer.

Delivery. The USO both authorizes and requires the Postal Service to
deliver the mail. The method of such delivery—whether to the door, the
curbside, to cluster boxes, to roadside mailboxes, to post office boxes, or by
general delivery—is left to the discretion of the Postal Service. The frequency of
delivery is subject to a provision in the appropriations legislation that provides
that “six day delivery ... shall continue at the 1983 level.” This provision is
subject to several different interpretations and its meaning and application are
problematic.

Pricing. The USQO’s affordability requirement is composed of general rate
parameters; reduced rate or no charge requirements; uniformity requirements;
inbound international rate requirements; and the pricing constraints of the PAEA
that include price caps.

Service Quality. The USO'’s service quality requirements consist of
general admonitions to provide quality service; specific provisions which subject

service changes that are nationwide in scope to public comment and
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Commission review; and provisions in the PAEA that provide for generating

enforceable service quality standards.

Enforcement Mechanism. Enforcement of the USO can be sought under
provisions in title 39 that authorize interested persons to file complaints for failure
of the Postal Service to meet the requirements of certain specific statutory
provisions. The Commission has proposed regulations that would establish new
complaint procedures. The right of an individual to seek judicial enforcement of

universal service rights is unclear.

These seven attributes are discussed in more detail below.

The USQO’s Geographic Scope

The geographic scope of the USO is the subject of several statutory
provisions. Title 39 of the U.S. Code expressly addresses the concept of

geographic scope in sections 101, 403, and 407.

Section 101(a) provides that the Postal Service “shall provide prompt,
reliable, and efficient services to patrons in all areas and shall render postal
services to all communities.” (emphasis added). Section 101(b) states that the
Postal Service “shall provide a maximum degree of effective and regular postal
services to rural areas, communities, and small towns where post offices are not
self sustaining.” (emphasis added). Section 101(b) further expresses Congress’
intent that “effective postal services be ensured to residents of both urban and

rural communities.” (emphasis added).

Section 403(a) directs the Postal Service to “receive, transmit, and deliver
throughout the United States, its territories and possessions, and, pursuant to

arrangements entered into under sections 406 [for military installations] and 411
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[for services to other governmental agencies] of this title, throughout the world ...
[and] ... “to serve as nearly as practicable the entire population of the United
States.” (emphasis added). Section 403(b) makes it the responsibility of the
Postal Service “to maintain an efficient system of collection, sorting, and delivery

of the mail nationwide.” (emphasis added).

Section 407(a) makes it “the policy of the United States ... to promote and
encourage communications between peoples by efficient operation of
international postal services and other international delivery services for cultural,
social, and economic purposes ....” Section 407(d) recognizes the authority of
the Postal Service to “enter[ ] into ... commercial and operational contracts
related to providing international postal services and other international delivery
services as it deems appropriate ...” subject to certain specific limitations.

(emphasis added).

These broad formulations of the geographic scope of the USO are not
without limit. Specifically, section 403(a) requires that the postal services be
offered “at fair and reasonable rates and fees.” Section 403(b) requires that the
“system of collection, sorting, and delivery of mail” must be “efficient.” These
limitations are, of course, subject to differing interpretations. Consequently, the
scope of the geographic service obligation is itself indefinite.

A further statutory directive has been included in annual Postal Service
appropriations for more than 20 years. This language directs that “six day

delivery and rural delivery of mail shall continue at the 1983 level.” While this

® These rate and efficiency requirements have been recognized by the courts as placing
limits on the Postal Service’s obligations. Egger v. U.S. Postal Service, 436 F.Supp. 138 (W.D.
Va. 1977); Grover City v. U.S. Postal Service, 391 F.Supp. 982 (C.D. Cal. 1975).
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requirement might appear to be specific, it is in fact quite ambiguous because of
the absence of any definition or explanation of what constitutes delivery at “the
1983 level.”

In light of the foregoing, the Commission has concluded that the Postal
Service’s obligation is to provide postal service throughout the United States, its
territories, and possessions; to and from foreign regions pursuant to agreements
with the United States military, United States agencies, and agreements relating
to international postal services and international delivery services, subject to
reasonable economic and efficiency limitations. The obligatory geographic scope
for postal products can vary from product to product so long as the reason for the
variation is based upon reasonable economic and efficiency limitations and is not
unduly discriminatory. See PRC Op. R77-1 at 411-12.

USO Products

Sections 101 and 403 of title 39 allude to a number of different types of
postal services without specifying which, if any, particular product or products are
to be included in the Postal Service’s USO. Other sections of title 39 offer further

guidance on what products should be included.

Various commenters, including the Postal Service, take the position that
only market dominant products should be considered as part of the Postal
Service’'s USO. Other commenters take the position that all postal products, both

market dominant and competitive, are included in the Postal Service’s USO.

Section 101(a) of title 39 gives the Postal Service “the obligation to
provide postal services to bind the Nation together through the personal,
educational, literary, and business correspondence of the people.” (emphasis
added).
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Section 403 makes similar broad statements of the Postal Service’s
obligation. Section 403(a) directs the Postal Service to “receive, transmit, and
deliver ... written and printed matter, parcels, and like materials and provide such
other services incidental thereto as it finds appropriate to its functions and in the
public interest.” (emphasis added). Section 403(b)(2) requires the Postal Service
“to provide types of mail service to meet the needs of different categories of mail
and mail users.” (emphasis added). On their face, these broad formulations
suggest that all forms of mail matter should be considered to be part of the Postal
Service's USO.°

Section 101(f) requires that “[ijn selecting modes of transportation, the
Postal Service shall give highest consideration to the prompt and economical
delivery of all mail .... (emphasis added).” Once again, the statutory language

does not distinguish between mail products, but expressly applies to “all” mail.

In contrast to these broad formulations are the specific types of mail
identified by other sections for special or preferential treatment.” It could be
argued that the preferences accorded to these types of mail matter suggest that

they have some higher value that requires their coverage by the USO.

® Excluded from the USO would, of course, be those items expressly declared to be non-
mailable by sections 3001-18 of title 39 (e.g., motor vehicle master keys; locksmithing devices;
certain mail bearing a fictitious name or address; unordered merchandise; and sexually oriented
advertisements).

" For example, section 101(e) directs the Postal Service to “give the highest
consideration to the requirement for the most expeditious collection, transportation, and delivery
of important letter mail.” (emphasis added). Similarly, section 101(f) identifies “the overnight
transportation ... of important letter mail to all parts of the Nation ... [as] ... a primary goal of
postal operations.” (emphasis added). Section 404(c) provides that the Postal Service “shall
maintain one or more classes of mail for the transmission of letters sealed against inspection ...
[and that] ... [o]ne such class shall provide for the most expeditious handling and transportation
afforded mail matter ....” (emphasis added). Several provisions provide rate preferences to
specialized categories of ma