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On behalf of the Postal Regulatory Commission, | am pleased to present the first Annual
Compliance Determination (ACD) of the performance of the U.S. Postal Service for Fiscal Year
2007, pursuant to the Postal Accountability and Enhancement Act (PAEA). This ACD
represents the first effort of the Commission to assess the Postal Service’s activities under the
framework of the PAEA. This assessment represents an important part of the Commission’s
mission to bring transparency and accountability to the U.S. Postal Service’s performance and
finances, and provides a status report using data submitted by the Postal Service on December
28, 2007.

Fiscal Year 2007 was an eventful year. R2006-1 was the last litigated omnibus rate
case under the former cost-of-service structure of the Postal Reorganization Act of 1970. The
Commission issued its new ratemaking rules in October 2007, setting forth a new structure for
rate adjustments under the PAEA. An important aspect of future ACDs will be to gauge postal
product pricing for compliance against this framework.

We commend the Postal Service for this effort in compiling essential cost and volume
data required for this report. This will be an evolving process, and we look forward to working
with the Service to improve the quality and timeliness of the data. Our determination and future
reports will serve as action-forcing mechanisms in shedding light on postal operations and
finances. These reports will provide customers, stakeholders, and the Postal Service with
valuable information on which to assess annual performance.

Future ACDs will benefit from formal Commission rules that will govern Postal Service
compliance submissions. Those rules will be forthcoming and the content will reflect the
experiences of this first compliance proceeding. It is important to point out that the findings
contained in this report reflect the criteria as established by the PAEA. Importantly, this report
does not contain any formal direction to change or adjust postal rates or pending increase
requests.

In closing, | wish to thank Vice Chairman Mark Acton, and Commissioners Goldway and
Hammond for their valuable work and input in preparation of this report. On behalf of my fellow
Commissioners, | want to acknowledge the Commission’s dedicated and committed staff for the
timely completion of this analysis while reviewing and analyzing the rate adjustments proposed
by the Service in February and March of this year. Our efforts to perform our new tasks as
required by the PAEA could not be accomplished without the significant and substantial
contributions of the Commission’s staff.
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FINANCIAL RESULTS

Principal Findings

This report is issued pursuant to 39 U.S.C. § 3653 of the Postal
Accountability and Enhancement Act (PAEA). It is a written
determination that analyzes and evaluates the Postal Service’s
financial and service performance based on its FY 2007 Annual
Compliance Report (ACR). The Commission findings are
summarized here and discussed in greater detail in later sections.

- The Postal Service had a $1.6 billion profit on
operations, however statutory funding requirements for
retiree health benefits resulted in a net loss of
$5.1 billion.

- Total First-Class Mail volume declined by 1.6 percent
and First-Class single piece volume dropped 4.5 percent
to continue a nine-year decline.

- Total factor productivity improved by 1.7 percent,
exceeding the Postal Service goal of a 1.0 percent
improvement.Five market dominant postal services did
not cover their attributable costs.

— Periodicals;
— Single-Piece Parcel Post;
— Media/Library Mail;
— Registered Mail; and
—  First-Class Mail International (inbound).
Rate increases and rate design improvements were implemented

during the second half of the year to eliminate such deficiencies in
the future.




SERVICE PERFORMANCE

Principal Findings

Two competitive postal services did not cover their
attributable costs.

— Parcel Return Service; and

— International Surface Parcel Post at non-UPU rates
(inbound).

Competitive Products as a group slightly exceeded the
requirement that they contribute at least 5.5 percent of
Postal Service institutional costs.

Negotiated service agreements provided a $2.5 million
net benefit, largely through reduced forwarding and
return costs.

First-Class single piece service exceeded the Postal
Service plan, but future compliance reports should
provide annual performance results without exclusionary
periods.

Delivery performance information is available for
approximately one fifth of the mail. Establishing reliable
service measurement systems for all mail should be a
high priority goal.

The Postal Service should provide more information on
the “tail of the mail.” It also should provide narrative
information regarding new initiatives to improve service
performance.

The customer satisfaction data provided by the Postal
Service with its ACR is limited.

The Postal Service goal of fostering a more “customer-
focused culture” is measured by employee survey
results, employee safety records, and equal employee
opportunity performance. While these may be good
indicators of employee satisfaction, they are not
appropriate indicators of customer relations.




DATA SUFFICIENCY

Principal Findings

The Postal Service made a good first effort to provide the
Commission with essential cost and volume data.
Improvements are needed, especially in the area of
International Mail, where reliable data are still
unavailable.

A number of workshare discounts exceeded avoided
costs. The Postal Service should have addressed
whether and how specific statutory exceptions may have
justified such situations.

In future reports the Postal Service must provide
additional information to explain anomalies in data, and
how its operations and rate designs are intended to
advance statutory policies.

Future presentations must be timely, accurate, self-
explanatory, and not rely on undocumented calculations.
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VOLUME AND FINANCE
TRENDS

SERVICE PERFORMANCE

Chapter —Executive Summary

The Postal Service experienced a net loss of $5.1 billion in FY
2007, primarily due to obligations imposed by the PAEA. Before
PAEA expenses are taken into consideration, net income is $1.6
billion. The PAEA requires the establishment of a Postal Service
Retiree Health Benefit Fund (PSRHBF) that results in a new FY
2007 expense of $8.5 billion. This is somewhat offset by the elim-
ination of planned FY 2007 Civil Service Retirement System pay-
ments of $1.6 billion.

The PAEA requires the Postal Service to make payments of
between $5.4 and $5.8 billion a year into the PSRHBF for the next
10 years, after which a new payment schedule will be established.
The Postal Service’s first Form 10-Q filing with the Commission for
the first quarter of FY 2008 notes that meeting revenue goals for
the year will be challenging.

During 2007, the Postal Service, in consultation with the
Commission and the Mailer’s Technical Advisory Council, revised
delivery standards for all classes of mail between all 3-digit ZIP
Code pairs. The new standards match current system capabilities
and allow an increased number of days to delivery for a significant
number of ZIP Code pairs. The new standards took effect after FY
2007. Performance data presented in the ACR are relative to the
old standards.

Delivery performance information is provided for approximately
one fifth of the FY 2007 mail. Results are available for:

= Single-Piece First-Class
— Domestic: 95.6, 92.6, and 90.4 percent on-time for
overnight, two-day delivery, and three-day delivery

areas, respectively; and

— International: 91.4 percent for domestic portions.




REVENUE COVERING
COSTS

Chapter |I—Executive Summary

- Parcel Post: 57.7 percent on-time per standards.

No performance data exist for the remaining 80 percent of the mail
due to the lack of measurement systems. Proposals are pending
with the Commission for establishing systems that will measure all
mail and many Special Services. The broader measurement
results will be available starting in FY 2009. Until that time, it will
not be possible to make assessments of performance for the
majority of the mail.

The system for regulating rates of market dominant products
includes the requirement that each class of mail or type of mail
service bear its attributable costs, subject to the Consumer Price
Index-based cap on rate changes. This requirement applies
without limitation to all competitive products.

Market dominant products. Five market dominant postal services
did not cover their attributable costs during FY 2007; that is,
revenue as a percent of costs is less than 100 percent. First-Class
Mail International (inbound) revenue is 73.1 percent of costs,
Periodicals is 83 percent, Parcel Post retail is 98.7 percent, Media
and Library Mail is 91.4 percent, and Registered Mail is 96.3
percent.

Competitive products. Two competitive products did not cover
attributable costs: inbound surface parcels not subject to Universal
Postal Union rates, and Parcel Return Service. The loss on
inbound surface parcels was incurred by the international bilateral
agreement with Canada. Under the criteria of the PAEA, that
agreement must be adjusted at the next opportunity for
renegotiation. New Parcel Return Service rates that are
scheduled to go into effect on May 12, 2008 provide an opportunity
to address this problem. Sufficient data to evaluate International
Customized Mail agreements were not made available in a timely
fashion.

The Commission calculates the revenue from competitive
products minus their attributable costs equals 5.66 percent of total
institutional costs for FY 2007. This is over the minimum 5.5
percent the Postal Service is required to generate.




POSTAL SERVICE
STRATEGIC GOALS

WORKSHARING

Chapter |I—Executive Summary

The PAEA requires the Commission to evaluate whether the
Postal Service has met strategic goals established in compliance
with the Government Performance and Results Act. For FY 2007,
these goals were to Improve Service, Generate Revenue,
Increase Efficiency, and Establish a Customer-Focused Culture.
Significant progress has been made, but the results are mixed.

Improve Service. The 2007 goal was to achieve First-Class single
piece performance scores in overnight, 2-day, and 3-day delivery
areas of 95, 92, and 90 percent, respectively. These values were
exceeded slightly and have improved over the last three years. No
performance goal had been set for Parcel Post, but on-time
delivery was achieved only 57 percent of the time. Goals for all
classes of mail are to be set in consultation with the Commission
by June 20, 2008.

Generate Revenue. New products, such as the Priority Flat Rate
Box, Confirm Service, Premium Forwarding Service, and
Customized MarketMail have been introduced over the last
several years, but the revenue from these is relatively small.

Increased Efficiency. Efficiency has increased over the last
several years as measured by annual increases in Total Factor
Productivity. Since 2000, the average annual increase is 1.5
percent. This has allowed operating expense growth to stay under
the Consumer Price Index.

Customer-Focused Culture. The Postal Service measures
achievement of this goal through employee survey results,
employee safety records, and equal employment opportunity
performance. While these measures may be good indicators of
employee satisfaction, they are not appropriate indicators of
customer relations.

39 U.S.C. 83622(e) requires the Commission to ensure that
worksharing discounts do not exceed the relevant avoided costs
unless justified by at least one of four exceptions. Using the
discounts in effect at the end of FY 2007 and the avoided costs
calculated for the entire fiscal year, the Postal Service identifies
worksharing discounts that exceed avoided costs in all classes.

The Postal Service did not provide with its annual report
explanations of which exceptions apply to these discounts. This




NEGOTIATED SERVICE
AGREEMENT

DATA AND ANALYSIS
ISSUES

Chapter |I—Executive Summary

type of supporting analysis must be part of future annual
compliance reports submitted by the Postal Service.

The ACR provides very limited discussion of these arrangements.
Separately, the Postal Service has submitted annual data
collection reports on all five of its current negotiated service
agreements. The Commission analyzes this data and concludes
that the current agreements generated little new volume, but
provided a net benefit of $2.5 million to the Postal Service, largely
in reduced costs. The Postal Service is urged to review this
analysis and provide similar information in future compliance
reports.

The Commission had not issued new data submission rules to
guide the ACR submissions. This resulted in cost, volume,
revenue, and performance data typically submitted with a rate
case and without analysis relative to the factors and objectives of
the PAEA. The Commission will soon issue proposed rules to
establish the form and content of information that should be
provided in future Postal Service reports to the Commission. In
the meantime, this report provides a status report on Postal
Service finances and service performance using the data that
were provided.

The analysis has been hindered by problems that should be
remedied in future filings. Two examples are the late submission
of some data, and the format of the Excel worksheets. Corrected
cost and revenue analysis data became available as late as March
20, 2008, one week before the deadline for submission of the
Commission’s report. Hopefully, with more experience, fewer
errata will be necessary and all data can be provided in the initial
compliance report 90 days after the close of the fiscal year.
Finally, the transparency of the Postal Service filing will be greatly
enhanced if the practice of hard coding calculated values in Excel
spreadsheets is abandoned and all calculated values are
presented as formulae in the cells with links to other cells involved
in the calculation.
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INTRODUCTION

Chapter 2—Background

The United States Postal Service filed with this Commission on
December 28, 2007, the first Annual Compliance Report (ACR)
required by the Postal Accountability and Enhancement Act, Pub-
lic Law 109-435 (2006). The Postal Service is required to report to
the Commission, within 90 days after the end of each fiscal year, a
variety of data on "costs, revenues, rates, and quality of service" in
sufficient detail to demonstrate that all products during each year
complied with all applicable requirements of title 39 and, in such
year, for each market dominant product, provide product informa-
tion and measures of quality of service.

39 U.S.C.8 3653(b) provides that the Commission shall make a
written determination not later than 90 days after receiving the
Postal Service’s ACR filed pursuant to 39 U.S.C. § 3652. That
determination shall include whether any rates or fees in effect,
during the year for products individually or collectively were not in
compliance with applicable provisions of chapter 36 of title 39 or
regulations thereunder, or whether any service standards in effect
during the year were not met. If no instance of noncompliance is
found for such year, the written determination shall be to that
effect. A written determination finding no instance of
noncompliance creates a rebuttable presumption of compliance
with the matters regarding rates and fees and service standards in
effect during such year in any complaint proceedings filed
pursuant to 8 3662 of the PAEA. 39 U.S.C. § 3653(e).

The PAEA further provides in 8§ 3653(d) that the Commission shall
evaluate annually whether the Postal Service has met the goals
established under 88§ 2803 and 2804 of title 39. Those sections
require the Postal Service to prepare annual performance plans
establishing performance goals by program activity (8 2803) and
to prepare a report on program performance each fiscal year to be
included in the Postal Service’s annual comprehensive statement
which is filed as part of the ACR (8 2804). 39 U.S.C. § 3653(d)
further states the Commission may provide recommendations to




CONTEXT OF THIS ACR
PROCEEDING

Chapter Il—Background

the Postal Service related to the protection or promotion of the
public policy objectives set out in title 39.

This report provides the written determination mandated by § 3653
of the PAEA and includes the first annual evaluation of whether the
Postal Service has met the specified goals of 8§ 2803 and 2804.
It also includes recommendations related to the protection or
promotion of public policy objectives of title 39.

The Postal Service’s FY 2007 ACR is the first ACR filed with this
Commission and represents a period of transition. The
Commission commends the Postal Service for undertaking to file
this ACR. The breadth and scope of this transitional filing is a
worthy effort. The ACR will provide the opportunity for all
stakeholders to consider the type of substantive information that
will be necessary, in the future, for Commission assessment of the
Postal Service rates and services. The Postal Service filing will
also assist the Commission in drafting regulations prescribing
format and detailed filing requirements of future ACRs. In the near
future, the Commission expects to issue proposed and, after
opportunity for public comment, final regulations for ACRs to be
applicable for the next ACR, the first full fiscal year after the
passage of the PAEA.

During FY 2007, the Postal Service’s rates and fees in effect were
subject to change under the provisions of the Postal
Reorganization Act (PRA). The data collecting and reporting in
the ACR are based primarily on methodologies followed to support
rate cases under the PRA. Consequently, the ACR includes Cost
and Revenue Analysis (CRA) and the International Cost and
Revenue Analysis (ICRA) formats used under the PRA. These
analyses have not yet been modified to organize the data around
the new “products” assigned to the market dominant and
competitive services. The Postal Service anticipates the CRA and
ICRA will correspond in the future to the new product listing.
Some data presented in this ACR may not be provided in future
ACRs. The Commission’s rulemaking will determine the
appropriate data and types of material to be provided in the future.

The service performance and customer satisfaction data provided
in the ACR are limited. The requirements of 39 U.S.C. § 3691
pertaining to development and implementation of a complete set of




COMMISSION EVALUATION
BASED UPON PAEA
POLICIES

Chapter Il—Background

service standards for market dominant products had not been
implemented during FY 2007. Similarly, the customer satisfaction
survey data was not designed for the PAEA. Service performance
information has been provided for First-Class single piece and for
Package Services mail.

The PAEA does not clearly indicate whether Congress expected
the Commission to apply the rate setting standards of the PRA or
the PAEA to the various rates charged during FY 2007, the first
year to be subjected to annual compliance review. Section 3622(f)
of the PAEA addresses the problem of making the transition from
the former regulatory regime under the PRA to the new regulatory
regime under the PAEA. It made the rate-changing mechanism of
the PRA available to the Postal Service for one year after
enactment of the PAEA, while the building blocks of the PAEA
rate-cap rate adjustment mechanism were being assembled.

Section 3622(f), however, is silent on the issue of what rate setting
standards should apply when the Commission determines whether
the myriad rates that were actually charged during FY 2007
complied with applicable law. The Commission’s duty is located in
section 3653. It directs the Commission to review the rates and
service that were experienced during the most recent historical
year for compliance with “this chapter.” Nothing in the PAEA
suggests that “this chapter” refers to anything other than chapter
36 of the PAEA, since section 3653 is located in chapter 36 of the
PAEA, and chapter 36 contains all of the rate setting procedures
and most of the ratesetting standards of title 39.

Nevertheless, it is the position of the Postal Service and numerous
other commenters that where section 3653 refers to “this chapter,”
the reference is to chapter 36 of the former law—the PRA. They
infer that because section 3622(f) made the rate-changing
mechanism of the PRA available for a year after the PAEA was
adopted, Congress must have also intended that the Commission
base its compliance determinations on chapter 36 of the PRA
during the first year after the PAEA was adopted. (FY 2007
coincides largely, but not entirely, with the first year of experience
under the PAEA).

The Commission prefers a more straightforward reading of section
3653. Where that section refers to compliance with “this chapter”




Chapter Il—Background

it is likely that Congress meant what it said, and that the chapter to
be applied is the one in which section 3653 is actually
found—chapter 36 of the PAEA. Congress was aware of the
possibility that the rate adjustment mechanism of the PAEA might
not be available to the Postal Service in time to adjust any rates
during the first full year of experience under the PAEA. It could
have provided that rates charged during the first full year of
experience under the PAEA should be reviewed for compliance
with “chapter 36 of the Postal Reorganization Act,” but it did not.

This decision should not have far-reaching effects for a number of
reasons. First, by the terms of the PAEA, Commission review of
service performance is limited to those areas where service
standards are in effect. For many of its products, the Postal
Service did not have service standards and service measurement
procedures in effect during FY 2007.

Second, with regard to rates, there is no controversy that the rates
charged in FY 2007 were established under the PRA. They were
intended to satisfy a similar, but nonetheless different combination
of policies. Furthermore, under the PRA domestic rates were
prospective, that is, they were designed to recover costs and
reward worksharing savings achieved in a future fiscal year. The
domestic rates in effect at the end of FY 2007 were actually
designed with projected FY 2008 costs in mind. The Commission
has reviewed FY 2007 data as the PAEA directs with these unique
and non-recurring factors in mind.

Third, the Postal Service ACR was prepared without benefit of
Commission rules keyed to evaluating the numerous standards
established by the PAEA. The Commission appreciates the good
faith effort of the Postal Service to provide useful available
information to allow the Commission to fulfill its section 3653
obligations. In future years, when the Postal Service has the
benefit of such rules, a more rigorous level of scrutiny will be more
justifiable.

Finally, comments on this topic seemed particularly concerned lest
the Commission take action under 39 U.S.C. 8 3653(c) to correct
some particular rate or rates to make them consistent with PAEA
policies. This concern has been obviated by events. On February
11, 2008, the Postal Service filed market dominant product price
adjustments with the Commission, and with one exception those




INCORPORATING
CHANGES IN ANALYTICAL
METHODS

Chapter Il—Background

new prices were found by the Commission to be consistent with
PAEA policies in Order 66, issued March 17, 2008. On March 12,
2008, the Postal Service filed competitive products price
adjustments with the Commission. In the normal course of events
the Commission will respond to assure that rates for these
products will be consistent with PAEA policies. To the extent rates
during FY 2007 failed to meet the standards of PAEA policies,
under the circumstances described above, sufficient remedial
steps already have been undertaken.

This docket provides a difficult context for evaluating changes in
analytical methods by which the Postal Service estimates its costs,
volume, and revenues. The Postal Service does not have
experience producing annual cost, revenue, and volume figures so
quickly after the close of the fiscal year. In addition, the
Commission has not yet established the procedures that should be
followed before changes in analytical methods are incorporated
into the Postal Service’s periodic reports. Without such guidance,
it is difficult for the Postal Service to anticipate the protocol that the
Commission will ultimately settle upon for vetting changes in
analytical methods before they may be relied on in producing the
standard periodic reports that will be required by the Commission.

The dilemma of deciding what changes in inputs and analytical
methods should be embraced in the unusual context of the Postal
Service’s first annual compliance report is most pronounced with
respect to Periodicals costs where the most far reaching changes
have been employed. The public has had an opportunity to
participate in two informal technical conferences on the issue of
how best to model the costs of Periodicals. It has also had several
weeks to comment on the vast amount of data and analyses that
the Postal Service has submitted on Periodicals costs as well as
all other aspects of postal operations and finances.

As the Postal Service and other commenters have pointed out,
these opportunities would normally be sufficient to vet only simple,
non-controversial changes in analytical methods. For this reason,
in the Commission’s view, those who would advocate introducing
changes in analytical methods in the Postal Service’s first annual
compliance report bear the burden of persuasion. In this docket,
the Commission follows a general policy that only changes that
are reasonably balanced updates of input data, straightforward




DESCRIPTION OF POSTAL
SERVICE FILING

Chapter Il—Background

reflections of operational changes, or simple, non-controversial
changes to analytical methods will be approved. The Commission
will approve a change that does not meet this description only if it
has been shown that making an asymmetrical update of input
data, or changing an analytical method from that which prevailed
in the most recent fully-litigated rate case (Docket No. R2006-1) is
necessary to avoid a much greater distortion that would result from
rejecting the update or change.

Several parties have argued that there needs to be an opportunity
to vet nonperfunctory changes to input data and to analytical
methods in a more thorough and deliberate procedure than has
been available here before they are relied upon in the Postal
Service’s standard financial reporting to the Commission. NAPM
Comments at 3-4, MMA Comments at 6, APWU Comments at 1,
Valpak Comments at 36. The Commission is in complete
agreement. In conjunction with future regulations articulating the
Postal Service’s periodic reporting duties, the Commission is
preparing proposals for regulations that require changes to
analytical methods that the Postal Service uses to produce its
periodic reports to be publicly proposed and evaluated in informal
rulemaking proceedings, well in advance of the filing of its annual
compliance report. The Commission also envisions a process that
begins with a systematic inventory of research areas in which data
samples or collection systems need to be updated or improved, or
analysis of the data needs an overhaul, followed by a series of
informal rulemakings designed to address these areas in
sequence, according to an agreed-upon timetable.

The Postal Service’s December 28, 2007 ACR filing consists of a
34-page narrative, together with a substantial amount of detailed
appended materials, both public and nonpublic, in formats similar
to the library reference information previously provided in omnibus
rate proceedings. The materials appended to the narrative consist
of four distinct areas—the CRA report; the ICRA,; intra-subclass
cost analyses needed for workshare discount analysis; and billing
determinants, including international mail, heretofore filed on an
annual basis. The Postal Service explains it has included only a
minimal number of new methodologies that differ from the
Commission’s methodologies used in Docket No. R2006-1 or, if
applicable, data reported in FY 2006. ACR at 4. They are
identified in the materials appended to the ACR and in the
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separate comprehensive roadmap document, library reference
USPS-FY07-31, designed to assist in havigating the materials
appended to the ACR. The required FY 2007 Comprehensive
Statement was submitted on January 11, 2008.

The appended material includes 30 data compilations plus the
above-mentioned roadmap. Library references USPS-07-1
through USPS-07-30. In addition there are 10 designated items in
a nonpublic annex, including FY 2007 Competitive Product Billing
Determinants, library reference USPS-FY07-NP1, and the
remainder of the documents included provide international mail
information.

A significant proportion of the ACR narrative is comprised of a list
of market dominant products and an indication of where and how
the categories of mail under the PRA “match” the products in order
to decompose the costs for FY 2007 into the new product list. For
many products, the CRA does not isolate the FY 2007 costs. For
those products the Commission is unable to determine precisely
whether their revenues recover their attributable costs. On the
other hand, an estimation of product volumes and revenues for FY
2007 may be approximated using billing determinants.

One new methodology included in the ACR involves corrections
and refinements to the Periodicals cost model used in Docket No.
R2006-1. The Commission scheduled two technical conferences
to facilitate understanding of the reasons for and nature of these
changes. These open conferences were held on January 11,
2008, and January 23, 2008, and useful and informative dialogues

took place.! The Postal Service filed correcting and explanatory
comments and spreadsheets resulting from updating calculations
with data from FY 2007. The Postal Service subsequently filed a
notice of additional materials requested relating to the
measurement of Periodicals cost avoidance and enhanced

documentation to facilitate tracking of cost estimates.?

The Postal Service filed seven notices of revisions to its ACR with
the final changes being submitted on March 20, 2008, only seven
days before this report was due. Each of the notices details

1 See Notice of Technical Conferences Supplementing Postal Service Annual
Compliance Report, December 27, 2007.
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revisions to the materials appended to the filing. The first errata

involved the inclusion of SAS programs in library reference USPS-
FYO7, correction of minor errors in the Parcel Cost Models, library
reference USPS-FY07-15, and a misclassification of Rest of World

(ROW) Priority Mail costs in the nonpublic annex.? In the second
errata, revisions to the non-automation presort letters volumes
were noted and the addition of a negative sign corrected non-
automation and nonmachinable additional costs from 31.90 cents
and 53.412 cents to 7.78 cents and 24.964 cents for cards and
letters, respectively, but did not impact the summary page. Also
bundle probabilities were corrected and adjustments to bundle
breakage rates and bundle handlings were made. Small errors in

the Periodicals model were corrected.*

The third errata notice included small changes in previously
revised workshare avoided costs. Minor errors were corrected
and additional documentation was provided for First-Class Mail,
library reference USPS-FYQ7-10 (revised January 18, 2008), and
changes to Periodicals Outside County, Periodicals Bundle/
Container were made and a new Within County tab was added to
library reference USPS-FY07-11 (rev. 1/18/08). Also, internal
links were added to library reference USPS-FY07-4, and minor
corrections for actual data errors were corrected in First-Class Mail
Cards; Bound Printed Matter (an error in Presort Flats and Presort
Parcels billing determinants that slightly overstated revenues);
Special Services (small errors); and Periodicals (with minor
corrections to formulas for Regular Rates and Nonprofit and

Classroom).®

2 Notice of the United States Postal Service of Filing Additional Materials
Requested at the January 23, 2008, Technical Conference on Periodicals Costs, Jan-
uary 28, 2008. The record also includes written summaries of the two technical con-
ferences as well as three written comments from participants at the technical
conferences.

3 Notice of the United States Postal Service of Minor Revisions to Materials
Accompanying its FY 2007 Annual Compliance Report—Errata (Items 7, 15, NP2,
NP3, NP4, NP6, and NP7), January 16, 2008.

4 Second Notice of the United States Postal Service of Minor Revisions to Materi-
als Accompanying its FY 2007 Annual Compliance Report—Errata (Items 10, 11),
January 18, 2008.

5 Third Notice of the United States Postal Service of Minor Revisions to Materials
Accompanying its FY 2007 Annual Compliance Report—Errata (Items 3, 4), January
22, 2008.
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The fourth notice of errata updated the nonpublic international mail
settlement calculations to reflect more recent Universal Postal Unit
(UPU) Circulars and properly capture inbound rates associated
with Inbound Surface Parcel Post. This impacted both outbound
and inbound letterpost products and Inbound Surface Parcel

Post.5

The fifth notice of errata conformed First Class Auto 5-digit
CSBCS/Manual sites for letter and cards to the DPS percentages
in library reference USPS-FY07-10, causing very minor changes

in the unit delivery costs.’

The sixth notice of errata revised Cost Segment 14, Purchased
Tranportation, to change library references USPS —FY07-32 and
USPS-FY07-NP2 due to adjustments in FedEx contract general
ledger accounts. Also, library reference USPS-FY07-NP14 was

revised for changes in ICRA costs.?

The seventh notice of revisions to the compliance report involved

revisions to the domestic CRA and associated material caused by
revisions to Cost Segment 14 arising from adjustments to certain

FedEx accounts in the general ledger as indicated in the sixth

notice of revisions.® Specifically, the seventh notice involved
revisions in four items: library reference USPS-FY07-1 (CRA);
library reference USPS-FYQ7-2 (Costs Segments and
Components); library reference USPS-FY07-5 (CRA Model); and
library reference USPS-FYQ07-6 (CRA “B” Workpapers). The
impact of shifting accrued FedEx costs from Night Turn to Day

6 Fourth Notice of the United States Postal Service of Minor Revisions to Materials
Accompanying its FY 2007 Annual Compliance Report—Errata (Item NP2), February
4,2008.

7 Fifth Notice of the United States Postal Service of Minor Revisions to Materials
Accompanying its FY 2007 Annual Compliance Report—Errata (Item 19), March 12,
2008.

8 Sixth Notice of the United States Postal Service of Revisions to Materials
Accompanying its FY 2007 Annual Compliance Report — Errata (Items NP2 and
NP14), March 17, 2008. See also, Notice of the United States Postal Service of Filing
of USPS-FY07-32, March 17, 2008, noting non-trivial effects of the revision on at
least one category of domestic mail.

9 Seventh Notice of United States Postal Service of Revisions to Materials Accom-
panying its FY 2007 Annual Compliance Report — Errata (Items 1, 2, 5, and 6), March
20, 2008 (Seventh Notice of Errata).
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Turn was to reduce Express Mail costs by $13 million and
International Mail costs by $11 million and to increase First-Class
Mail costs by $9 million and Priority Mail costs by $16 million.

Notice. The Postal Service’s ACR was noticed on December 31,
2007, requesting comment on “the degree to which the Postal
Service’s operations and financial results comply with the policies

of title 39.”1% By notice, pursuant to 39 U.S.C. § 3653, a public
representative was appointed on January 8, 2008. Comments
were due to be filed on January 30, 2008, and reply comments
were due on February 13, 2008.

Commission Requests For Additional Information. The
Commission submitted three sets of information requests to the

Postal Servictle. Technical conferences on matters relating to
Periodicals, noted above, were held on January 11, 2008 and on

January 23, 201208. In addition, the staff has informally
questioned the Postal Service to clarify ambiguities in the ACR.
The Commission appreciates the Postal Service’s responsiveness
to the questions posed and information requested. The responses
have been helpful in the Commission’s evaluation.

However, responses to two questions