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Summary

The purpose of this study to provide a comprehensive description of the development and
current status of federal laws tldtlige the United States Postal Service to provide a
universal postal servicroughout the United States. This study is one of several studies
required by the postal reform act adopted by Congress in 2006, the Postal Accountability
and Enhancement Act or PAEA.

Defining the "universal service obligation”

There is no official definition of the ternamiversal servicer universal service
obligationso the first step must be to try to clarify these terms, at least for pugdoses
this study. In defining the subject of this study, the PAEA refers to sediidnand 403
of the postal laws, Title 39 of the United States Code, as providing some standards for
universal service. Likewise, in considering the bill that became the PAEA¢etiadeS
Governmental Affairs Committee explained the idea of universal servigatbh as
follows: “The Committee believes that sections 101(a), 101(b) and 403 of title 39 fully
define the universal service obligation.” The subject of this study is the “unigersate

obligation” in this sense.

This study uses these indications as its starting point. In sum, the studesidres
such questions as: What do sections 101 and 403 of Title 39 oblige the Postal Service to
do with respect to the provision of universal postal services? Why did Congress enact
these laws in the first place? What other laws or regulations, if any, impuke sir
related obligations on the Postal Service? To what extent do these lawsdatiomres)

fail to address elements of universal postal service that should logically les st

A review of the service requirements set out in sections 101 and 403 suggests

that, for purposes of this study, universal service may defined as follows:

Universal serviceA postal service or set of postal services that is characterized
by seven service elements that are attained to such a degree or in suchrahmatinne
the postal service provided may be considered “universal.” The seven service
elements and the level or manner of attainment presently considered atstractf

universal service are:
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1. Geographic scopdJniversal service provides services throughout the United
States, serving all areas and all communities, especially rura) anebas nearly
as practicable the entire population of the United States and also providing service

to or from military personnel abroad.

2. Range of productdJniversal service transmits a range of postal items including
written and printed matter, parcels, and like materials suited to the needs of

different categories of mail and mail users.

3. AccessUniversal service provides mailers ready access to the postal system
through an appropriate level of post offices and other access facilities enhsist

with reasonable economies, especially in rural areas.

4. Delivery servicesUniversal service provides for the receipt, transmission, and
delivery of postal items.

5. Rates Universal service charges prices that are fair, reasonable, non-

discriminatory, and based on a fair and equitable apportionment of costs.

6. Quality of serviceUniversal service provides for the prompt, reliable, efficient,
and adequate transmission of postal items, with particular attention to the most

expeditious transmission of letters.

7. User protectionIndividual users should have adequate means to ensure they

receive universal services that are consistent with the universal selligation.

Similarly, for purposes of this study, theiversal service obligatioar USO may

be defined as follows:

Universal service obligatiomA legal requirement that sets specific
minimum levels of attainment for service elements of a postal service¢bof s
postal services) that serves substantially all persons in the Nation. A ahivers
service obligation may be imposed upon one or more postal operators directly or

upon a government agency with authority to regulate postal operators.

In should be noted that this definition of the USO reaches well beyond the words
of sections 101 and 403. It includes all legal obligations imposed on the Postal Service

relating to the seven service elements of universal service identifiee ahe
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geographic scope of services, the range of products, access facilitssydatirvices,
level and structure rates, quality of service, and user protection. Under cawethtdre
are four types of legal measures that define obligatory standards forsahpestal
service: Title 39, appropriations and budget acts of Congress, the Univeltshl Pos

Convention, and regulations adopted by the Commission.

Legal Evolution of National Postal Services

The Post Office was established in 1775 by the Continental Congress and
continued by the first Congress elected under the Constitution. The first@Gahgfess
specifying the organization and duties of the Post Office was adopted in 1792. Following
the British practice, the Post Office was created as an office withirréasdry
Department. The Post Office quickly assumed an important role in the federal
government. In 1829, the Postmaster General became a member of the President’s

cabinet. In 1872, Congress formally established the Post Office Department.

The nature and geographic scope of services offered by the Post iRéficise
evolved. Until the Civil War, the Post Office was an intercity, post office-to-qftise
transportation service. In the 1860s, the Post Office began to provide city delivery
services on a significant scale, both for intercity mail and, increasiioglipcal, intracity
mail. Gradually, collection and delivery of mail, rather than intercity tramnapon,
became the main activity of the Post Office. In the 1890s, Congress extendesdsioa mi
of the Post Office to include delivery to private mailboxes placed along roadslin rur
areas where the majority of Americans lived. The RFD program was @ud¢aderve
areas sufficiently settled to support postal routes serving approxinagteiydred
households. It was largely completed by 1906, although it continued to expand
incrementally thereafter. In 1912, Congress authorized the Post Office to prdiwdeyde
in villages of less than 10,000 residents. Until the Postal Reorganization Act of 1970, the
postal laws retained vestiges of a system built up from four distinct egruntercity

postal service, city delivery, village delivery, and rural delivery.

Statutes defining the reach of the postal system varied with the nature of the
service. In the early days, a “postal” system was literally assefiposts, or relay

stations, located along a “post road.” From 1792 to 1884, Congress designated individual
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post roads by law and authorized the Postmaster General to nominate suitalnle pers
and facilities along the post roads to serve as post offices. After thefdtae city

delivery in 1863, collection and delivery grew in importance as features of pestale,
and the scope of service came to be defined by the extent of the delivery. $yst865,
Congress mandated delivery services in every city with a population of 50,000. The
Postmaster General was authorized, but not required, to provide delivery servities in ¢
with more than 20,000, later reduced to 10,000, residents. The scope of the rural delivery
system was established in answer to petitions from rural residents prdwdeetitions

met conditions established by the Postmaster General. The location of villageydeli
services were also determined by the Postmaster General. Thus, beyonaddile ofet
cities with more than 50,000 residents, the scope of the delivery system wasrgterm
by the Postmaster General. In 1916, however, Congress became frustiaieffiontg of
Post Office improve the efficiency of the rural free delivery and adoptieleto
appropriations legislation dictating key elements of the program. Thsddegn

included an order to the Postmaster General to extend the program, so far taegbymi
appropriations, “to serve, as nearly as practicable, the entire rural popwtthe

United States.”

The range of services offered by the Post Office also grew by accreltioough
in colonial times the British Post Office was focused on carriage ofaiféod
commercial letters, after the Revolutionary War, the U.S. Post Offiareetirst of all a
medium for the inexpensive distribution of newspapers between cities. Very htgheos
rates on letters paid for the distribution of newspapers but also discouraged casidfial us
letter services. Magazines and pamphlets were admitted to the mails in 1794y but onl
when they could be transported conveniently. Postal acts adopted in 1845 and 1851
radically reduced letter rates and based them on weight rather than the nusieatef
of paper, paving the way for the first use of envelopes (early letterdalded sheets of
paper sealed with wax). The Post Office became a means for peoplallgegner
communicate across distances, and social and commercial communicatiens we
revolutionized. In the same period, transmission of magazines became a regular posta
service, and economical rates for advertisements and books were introducest @flass

mail were first established in 1863, and the traditional four classes of nmaifiwed in
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1879. After the mid-1800s, the Post Office became a conduit for transmission of seeds,
bulbs, and other things weighing up to three or four pounds. In 1912, Congress
authorized the Post Office to provide parcel services, and the parcel post was rapidly
expanded to admit fifty-pound packages. After 1912, the definitions of services were

revised but not fundamentally changed.

Postage rates in the early nations of the nation preferential rates fQapens
reflected a strong commitment by the founding fathers to a public policy oihkettya
citizenry informed about the events of the day. This public policy preferenceigave r
a perpetual political debate over what types of items deserved similaneptefie
treatment and which did not. Magazines and pamphlets were given prefereesiah rat
1794, although they were less favorable than newspaper rates until 1852. Local
newspapers were transmitted for free in 1845, a privilege that later becaane the
preference for "in-county newspapers.” In the early-to-mid-nineteentbrgebooks and
advertisements were considered commercial items inappropriate fergmtédl rates.

Over time, however, improving technology and changing business practicesattunul

at least in part by distinctions in postage rates, blurred the line betwesmmeeslia and
commercial text. Newspapers and magazines begin to include voluminous advertising
and serializations of books and novels. Congressional reforms, such as higher rates for
advertising in newspapers and magazines (1917) and redefinition of the third and fourth
classes (1925), precipitated counter reactions in the form of prefererdgafaat

nonprofit publications (1917) and library books (1928), as well as bulk rates for third
class advertising (1928).

By the mid-twentieth century, American postal law was an uncodified jumble of
statutory provisions mandating or authorizing a variety services witlprefierences
enacted to answer different needs at different times. Since the ultimzagenaf the
postal system was the Congress, parties affected by the postaldpacaby those
dependent on preferential rates, were of necessity well versed in how to makadbe

to government officials and the general public.

Postal Policy Act of 1958
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By the middle of the twentieth century, the postal system had become too large
and complex for Congress to administer without articulated objectives. Aftendhad e
World War 1l in 1945, Congress readily provided long-delayed wage increases fir post
employees, but raising postage rates to cover higher costs was mougt diflong and
fiercely fought debate over methods of cost allocation, the propriety of a puidicly
for postal services, and the role of the Post Office in the national life ensued. The
outcome was Public Law 85-426, adopted in 1958, which raised the price of a first class
stamp for only the second time since 1885 and adopted the first ever statement of national
postal policy to guide future Congresses in their rate-setting debatesoSthkegolicy
title, separately named the “Postal Policy Act of 1958,” is the ultimateesdor much of

what is now considered to be the universal service obligation of the Postal Service.

The Postal Policy Act of 1958 attempted to resolve the rate debates bedeviling
Congress for a decade. To restate using current postal terminology, thdduasions
were as follows. First, a portion of postal costs were deemed public servE¢habst
should be paid for from public funds. The 1962 amendment clarified and expanded the
scope of public service costs so that they included more than 15 percent of all costs.
Second, the act directed that the overall level of postage rates should be detbsal tha
postal revenues—including compensation for public service costs—would be
“approximately equal to” total postal costs. Third, first class rates sedrto pay more
than a proportional share of institutional costs but not required to cover all inggiuti
costs. Fourth, it was decided that the relationships between the rates fentiffasses
of mail should reflect the eight statutory factors set out in section 103(ch@ 1958 act
left unresolved the issue (strongly contested in the case of magazines)ldwhtds
for each category of mail should cover attributable costs.

The Postal Policy Act of 1958 did not, however, define what would today be
termed a universal service obligation. The 1958 act addressed only rate policy. The 1958
act did not specify criteria for the geographic scope of postal servicess aoqeostal
services, mode or frequency of delivery, or quality of service. Nor, indeed, didsted P
Policy Act of 1958 impose rate-related obligations on the Post Office. SincegSengr
retained the authority to set postage rates, the 1958 act addressed future Gymgresse

the Post Office, much less a non-existent independent rate commission. As Senator
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Johnston conceded, one Congress cannot bind future Congresses, so the Postal Policy Act
of 1958 was intended only to articulate guidelines, not to establish mandatorskiaigm
principles. The fact that Congress would relinquish its authority over post#agan

only a dozen years was wholly unforeseen in 1958.

At the same time, the postal policy debates of the 1950s explored in detail the
scope and financing of “public services.” The major public services weremouf
universal postal services that were thought to be not commercially viable sstineh a
operation of small and rural post offices and the provision of free or reducedrates f
certain types of mail. While there was some question about how to calculate public
service costs, there was widespread agreement that once defined, puickccssts
should be charged to taxpayers, not mailers. During the four-year debate leatimg t
Postal Policy Act of 1958, there was virtually no mention of the postal monopoly as a
means of financing public service costs, and none at all during the Senate debtte over
five cent stamp in early 1958. No one suggested that the purpose or effect of the postal
monopoly was to cover the cost of universal service or that monopoly mail rates should
be set to this end. On the contrary, the extensive and vigorous arguments about the
relative increases in the rates for one class of mail versus anotleghbased solely on
issues of fairness and equity, while making due allowance for the lionisadif the Post
Office's accounting system, the presumed costs of giving priority telass (and
perhaps some second class) mail, and the general educational benefits of sesond clas

mail.

Postal Reorganization Act, 1970

The Postal Reorganization Act transformed the Postal Policy Act of 1958 into the
basic, if skeletal, universal service obligation found in current postal law. WhemegSsng
and the Administration decided to give the Post Office more independence—primarily
independence from Congressional control of rates and wages—it was deemedyecessar
to include directions about what postal services were to be provided. In using the text of
thel958 act for this purpose, the language from the earlier act was gigaifiazsitly

different, more normative, meaning than originally intended in 1958. While Congress in
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1958 could not bind future Congresses with a statement of principles, Congress in 1970

could and did bind the Postal Service with the same language.

The legislative evolution of the 1970 act explains the overlapping sets of policy
pronouncements found in the final act. In the beginning of the legislative process, the
Administration was thinking in terms of replacing the Post Office Depattmigh an
independent corporation. The bill included a specification of “general duties” dramn fr
the policy principles of the 1958 act and the 1916 act requiring rural mail stserge
as nearly as practicable the entire population of the United States.” Agitlatien
evolved, the Senate insisted that the Post Office Department must be succeeded by t
institutions, an independent regulatory commission as well as a more operatidakl Pos
Service. The Senate bill therefore added a statement of ratemakinglparior the
Commission and a set of overall policy principles for both institutions. These, too, were
also derived from the 1958 act. In this manner, the provisions of the Postal Policy Act of

1958 were used three times in the Postal Reorganization Act.

Despite substantial reliance on the principles of the 1958 act, the Postal
Reorganization Act also added several new USO principles for which there deamo c

antecedents in U.S. postal statutes, including the following

e requirement to provide an efficient system of collection, sorting, and delivery

of the mail nationwide;

e prohibition against undue or unreasonable discrimination among users of the

mails;

e specific obligation to receive, transmit, and deliver throughout the United

States, its territories and possessions;

e prohibition against closure of small post office closed solely for operatiag at
deficit;

e requirement to provide a uniform rate for all letter classes;

e requirement to maintain a class of mail for letters sealed againsttiospec

and
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e requirement that the rate for each class or type of mail cover attribaiadis.

While the Postal Reorganization Act transformed the ratemaking peapl
1958 into universal service obligations and added new obligations on top of these, the
1970 act does not provide an evident means of compensating the Postal Service for
meeting these obligations over the long term. Congress rejected the permdniient
subsidy which, in1958, was deemed necessary to pay for the public services implied b
the Postal Policy Act of 1958. No alternative means of financing was provided. Nor did
Congress clearly embrace the logical conclusion that, as the public $erare@ng is
withdrawn, the Postal Service should reduce the scope of postal services corregponding
Unlike in 1958, in adopting the 1970 act, Congress and Administration did not estimate

the cost of public services required of the postal service.

Evolution of USO
The major statutory modifications in the universal service obligation between
1971 and 2006 were:

¢ addition of a procedural requirement that the Postal Service consider public
interest factors and the views of local customers before closing angffiost
and a provision for Commission review of Postal Service to ensure

compliance;

¢ addition of a requirement that Commission consider “the educational, cultural,
scientific, and informational value to the recipient of mail matter” inrsgtti

postage rates;
¢ marginal expansion of eligibility for reduced rates for preferredsekasf mail;
¢ marginal reduction in the degree of rate reduction for preferred classes!pf

¢ elimination of appropriations for revenue forgone due to reduced rates for
preferred classes of mail;

¢ marginal expansion of free mailing privileges;

e addition of a requirement that the six-day delivery and rural delivery of malil

shall continue at not less than the 1983 level;
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e prohibition against use of annually appropriated funds to consolidate or close

small rural and other small post offices;

e addition of a commitment in the 1999 Universal Postal Convention to
permanently provide quality basic postal services at all points in the United

States for all customers at affordable prices.

In brief, although the statutory universal service obligations set out ir3Bitle
have changed little since enactment of the Postal Reorganization Acthaerbeen
some significant legal developments. In the mid-1970s, Congress considereagenacti
specific criteria for universal postal service for delivery and thékstianent of post
offices. The Postal Service objected strongly, however, and Congress did nohso. In t
early 1980s, however, Congress again became alarmed at the possibilitycaf servi
reductions due to government budgetary restrictions. Since the 1980s, Congress has
included provisions in the annual appropriations acts that were intended to prevent
reductions in delivery frequency and closure of small town post offices, although the
practical effects of these proviso are unclear. Another legal developnisitde of Title
39 and of uncertain import is the progression of the Universal Postal Convention into an
agreement that places more legislative authority in the hands of postalleficd

addresses domestic as well as international postal services.

The Postal Reorganization Act established two main funding programs to cover
the costs of non-business-like universal services. The first was the publaeservi
appropriations program. It was scheduled to decline from $ 920 million in fiscal 1971 to
$ 460 million in fiscal 1985 and thereafter continue at that level. In the late 1970s and
early 1980s, Congress reduced or eliminated the scheduled public service appropriations
due to fiscal problems of the federal government. Since fiscal 1985, the Posieze Ser
not received any public service subsidy, apparently because it has detetiginsuch
funds "are no longer required to operate the Postal Service in accordance with the
policies of this title.* The second funding program was the revenue forgone subsidy. It
continued with adjustments, until questions arose in the mid-1980s about the correctness

139 U.S.C. § 2401(b)(2) (2006).
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of the methods of calculation used by the Postal Service. In 1993, Congress ended the
revenue forgone subsidy, except for an annual payment of $ 92 million that will iast unt
2035. Congress has not, however, eliminated the requirement to maintain reduced rates
for certain types of mail.

Interpretation and administration of the USO to 2006

A review of the interpretation and administration of legal provisions relating to
universal service since 1971 has suggests that the Postal Service has not been obliged by
law, to any significant degree, to extend service or a product to an unserved area, to
locate a post office or collection box in a particular place, to provide deliverygifispe
manner, to change the quality of a given service, or to redress a userdsritaps
universal service. The only service element where USO requirements do éiavi se
have a practical effect is price. Statutory requirements for rates hawvatiained

because they have been enforced by the Commission in each rate case.

Postal Accountability and Enhancement Act, 2006

The Postal Accountability and Enhancement Act did not explicitly address the
concept of a universal service obligation. The PAEA did not modify the main statutory
provisions associated with the “universal service obligation” under current law. The
PAEA left unchanged key provisions of Title 39, including section 101 (postal policy),
section 403 (general duties of the Postal Service), section 404(c) (uniform rate
requirements for letters) and section 3683 (uniform rate for library and mad)aMor
did the PAEA affect the annual appropriations rider which prescribes sixetlagrgt
and prohibits closure of small post offices.

Nonetheless, the PAEA modified several statutory provisions which adietes

elements of universal postal services. These changes include the following:

e division of domestic and international postal products into two categories:

market dominant and competitive;

e requirement that rates for market dominant products comply with a new
“modern system of regulation” to be devised by the Commission in accordance

with statutory principles;
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¢ relaxation of price controls over competitive products while requiring that
competitive products cover attributable costs and make a collective
contribution to institutional costs; addition of obligation to pay an assumed

federal income tax;

e modification of the rate preference for in-county newspapers to give thé Posta

Service and Commission more flexibility in defining the preference;
e adoption of more flexible size and weight limits for postal products;

e requirement that the Postal Service establish quality of service standactis w

meet statutory criteria;

e adoption of a statement of national policy with respect to international postal
services and other international delivery services and limitations on the scope

of international postal agreements; and

e requirement for the Postal Service to consult with interested parties before
closing or consolidating any processing or logistics facility.

Current Status of the USO

The United States Postal Service was established “to provide postals&vvice
bind the Nation together” through the supply of “prompt, reliable, and efficientesrvi
to patrons in all areas” with particular attention to ensuring “a maximuneeledr
effective and regular postal services to rural areas, communities, amdoswnal” The
Postal Service must transmit “written and printed matter, parcels, anddiiezials” and
“provide types of mail service to meet the needs of different categoriesilcdmd mail
users” by establishing a postal system that serves “as nearlyctisgtia the entire
population of the United States.” This is no question that the Postal Service i legall
“obliged” to provide a “universal postal service” throughout the United Staéss e
though Title 39 does not once use the term “universal service.”

At the same time, Title 39 and other U.S. laws do not currently provide a
complete or coherent description of the universal postal services which taeStwsice
is obliged to supply to the nation or which the government is otherwise prepared to
guarantee. Current postal laws were never intended to do so. The bulk of the statutes
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which are now interpreted as creating a universal service obligation wetecimal1958

as an attempt by one Congress to influence the ratemaking decisions of future
Congresses. These statutory phrases were reenacted in the Postal RéorgAcizaf

1970 as a statement of general goals and objectives, not as a set of speaéc servi
requirements to be met by the Postal Service. Indeed, ever since enadttherRostal
Reorganization Act, there has been strong opposition to the adoption of specific service
requirements for the Postal Service. This opposition has been grounded at leashin par
the view that such operational requirements would hamstring the ability of tla¢ Post
Service to manage postal operations and indicate a retreat from the achievement of
establishing a more “business-like” Postal Service. In the face of suchtappos

Congress has not tried to define precisely what types and levels of postasstheic

Postal Service is obliged to provide and how such an obligation might be enforced. Nor
has Congress delegated to the Commission (or other government agency) aothority t

give specific definition to the generalized obligation found in current statutes.

Although Congress has not sought to provide a complete definition of the
universal service obligation, it adopted some statutes that specific obligatideal tith
specific circumstances. Principally, it appears that the Postal 8éwbliged to provide
“six day delivery and rural delivery of mail” at no less than the 1983 level, to provide
postal services for certain types of types at reduced or geographicatisnundgites, to
follow certain procedures in closing post offices, and to price market dominant groduct
in accordance with price caps defined by reference to services andeigtesg in
December 2006.

The result is what might be termed a "quasi-USO"—a set of broadlg state
objectives whose implementation is left to the discretion of the Postal Sdnirice (
subject to political oversight) supplemented by a set of specific legal egrgnts in
certain areas. At no point has Congress tried to balance the costs and bernfits of t
different elements of universal service. Instead, the Postal Servicendan,ia some
measure legally obliged, to sacrifice the quality of some elements of saligervice in
order to adhere to the constraints placed on other elements of universal ferasce.
generally expected, mail volumes per capita continue to decline due to the use of

electronic alternatives, the pressure on the vaguely defined elementsinivérsal
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service obligation will only increase. Congress may therefore to consigopgimg a

more specific and deliberately balanced definition of the universal sebligaton in

the future.
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1 Introduction: Defining "Universal Service Obligati on"

The purpose of this stufljo provide a comprehensive description of the development
and current status of federal laws tbalige the United States Postal Service to provide a

universal postal servicroughout the United States.

In considering the bill that became the Postal Accountability and Enhaniceme
Act of 2006, the Senate Governmental Affairs Committee explained the idea afsahive
service obligation as follows: “The Committee believes that sections 101(a), 40il(b)
403 of title 39 fully define the universal service obligatidThe subject of this study is
the “universal service obligation” in this sense. The purpose of this study is tosaddres
such questions as: What do sections 101 and 403 of Title 39 oblige the Postal Service to
do with respect to the provision of universal postal services? Why did Congress enact
these laws in the first place? What other laws or regulations, if any, imputs sir
related obligations on the Postal Service? To what extent do these laws aatioregul
fail to address elements of universal postal service that should logicaliytessed?

1.1 Objectives and Organization of This Study

This study has been prepared for the Postal Regulatory Commission (the
Commission) pursuant to instructions set out in the Postal Accountability and
Enhancement Act (PAEA) enacted by Congress in 2@¥&tion 702 of the PAEA
requires the Commission to prepare a report for Congress and the President on funiversa
postal service and the postal monopoly in the United States.” The report must irclude “

comprehensive review of the history and development of universal service . . ., including

2 The author is an attorney in private practice iashington, D.C., and Adjunct Professor, George
Mason University, School of Public Policy, ArlingtoVirginia. This paper was prepared for the George
Mason University School of Public Policy in conrientwith a study led by Professor A. Lee Fritschler
and conducted for the U.S. Postal Regulatory Comsions The generous assistance and encouragement of
Robert H. Cohen, A. Lee Fritschler, Richard R. JdPiristine Pommerening, and Michael Ravnitzky are
acknowledged with gratitude, as is research assistaf Townsend Bourne. All errors and other
infelicities are the sole responsibility of thelamit Comments or corrections are welcome and may be
directed to jcampbell@jcampbell.com. © 2008 Jam&ampbell Jr.

% S. Rep. No. 318, 108th Cong., 2d Sess., at 22.(25ig2004).
* Postal Accountability and Enhancement Act, PubNd. 109-435, 120 Stat. 3198 (2006).
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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 report must alsotdelinea

“the scope and standards of universal service and the postal monopoly provided under
current law (including sections 101 and 403 of Title 39, United States Code), and current

rules, regulations, policy statements, and practices of the Postal Sérvice.”

This study is divided into eight chapters. The remainder of this chapter diwals wi
the definition of the terms, particularly the terorsversal serviceanduniversal service
obligation (or USO) that guide this study. Chapter 2 summarizes the laws that, prior to
World War 11, shaped the development of a government postal service thatelifimat
reached every corner of the nation. Chapter 3 describes how, after World War 11,
Congress drew together historical practices into the first formatgmnsent of national
postal policy, the Postal Policy Act of 1958. Chapter 4 explains how the Postal
Reorganization Act of 1970 developed what is currently considered a “univekgegéser
obligation,” largely by borrowing from the Postal Policy Act of 1958, but also by
introducing new concepts. Chapters 5 and 6 describe how the universal service obligation
of 1970 was reshaped by subsequent statutes and by regulatory or judicial attenset
Chapter 7 reviews the development of the PAEA and how it affected the universag servi
obligation. Chapter 8 summarizes the current status of the laws creatingsaini

service obligation.

1.2 Definition of “Universal Service Obligation” in Ths Study

At the beginning of the twenty-first century, it is readily apparent beatUnited
States is served by a national system of collection and delivery sehates t
“universal” in many respects. Almost every person in every corner of thergaant at
reasonable cost and with reasonable effort, send a letter or document or pdnoesto a
everyone else in every other corner of the country and expect the letter, dgaument
parcel to arrive within a reasonable period of time and almost completetysdoumany
cases, the sender may choose among different price and service optiomshyffire

® Postal Accountability and Enhancement Act, PubNd. 109-435, § 702, 120 Stat. 3198, 3243-
44 (2006).
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Postal Service and private delivery services. For purposes of this study, hotiewent i
self-evident which of these services should be regarded as “universal Seaxt@ghich
should be regarded as “non-universal services,” however widely availablenAr
services offered by the Postal Service to be considered “universal sedé@spge the
national reach of several private delivery services individually and the hebfvprivate
delivery services collectively? Should an evaluation of the “needs and expeatdtibas
United States public” consider only services provided by the Postal Senvizsst)
considering the Postal Service alone, are all of its services “universales” or only
some? Neither the PAEA nor postal laws as a whole offer a definitive amsthese

guestions.

1.2.1 Defining “Universal Postal Service”

The permanent code of postal laws, Title 39 of the United States Code, does not
use the ternuniversal serviceven once. The PAEA usasiversal servicen only two
places: the provision requiring a study of universal service and the postal monopoly
(section 702) and the provision requiring a study of the future business model of the
Postal Service (section 710). Neither is included in Title 39. For purposes of tlyis stud
however, the termniversal servicenust be defined in some manner and that definition
must be consistent with the requirements of section 702 of the PAEA and the intent of

Congress in requiring this report.

For purposes of this study, the necessary starting point for definingrsal
servicemust the text of the PAEA. Section 702 emplogg/ersal servicer universal

postal servicanine times. This section provides in pertinent part:

(a) Report by the Postal Regulatory Commission.—

(1) In general.—Not later than 24 months after the date of
enactment of this Act, the Postal Regulatory Commission shall submit
a report to the President and Congress on universal postal service and
the postal monopoly in the United States (in this section referred to as
“universal service and the postal monopoly"), including the monopoly
on the delivery of mail and on access to mailboxes.

(2) Contents.—The report under this subsection shall include—

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

(B) the scope and standards of universal service and the postal
monopoly provided under current law (including sections 101 and
403 of title 39, United States Code), and current rules, regulations,
policy statements, and practices of the Postal Service;

(C) 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

(D) 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, based on discussion of such assumptions,
alternative sets of assumptions, and analyses as the Postal Service
considers plausible.

(b) Recommended Changes to Universal Service and the Monopoly.—
The Postal Regulatory Commission shall include in the report under
subsection (a), and in all reports submitted under section 701 of this Act—

(1) any recommended changes to universal service and the postal
monopoly as the Commission considers appropriate, including changes
that the Commission may implement under current law and changes
that would require changes to current law, with estimated effects of the
recommendations on the service, financial condition, rates, and
security of mail provided by the Postal Service;

(2) with respect to each recommended change described
under paragraph (1)—

(A) an estimate of the costs of the Postal Service
attributable to the obligation to provide universal
service under current law; and

(B) 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) such additional topics and recommendations as the
Commission considers appropriate, with estimated effects of the
recommendations on the service, financial condition, rates, and the
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security of mail provided by the Postal Senfice.

Judging from context, it is apparent that “universal service” may be tharad
by scope and constrained by legal standards set out in current laws and gulasores,
policy statements, and/or practices of the Postal Service. "UnivergakeSenay be said
to “cover” geographic areas and/or groups of persons, and some areas or grougs may b
said to be not now covered by universal service. An obligation to provide “universal
service” may result in costs for the Postal Service. Section 710, the only othsrqgurovi
of the PAEA to refer to “universal service,” uses the phrase twice, most sagiiiyian
reference to “continued availability of affordable, universal postal setkiroughout the
United States.” It is also apparent from section 702(2)(A) that sections@0103 of
Title 39 set out standards for “universal service.” These provisions offer thespsasfic

statutory indications of what is meant by the temversal servicén section 702.

1.2.2 Elements of Universal Service: 8§ 101 and 403 of Title 39

Section 101defines postal policy for purposes of the proper implementation of
Title 39 by all government agencies, not only to guide the operations of the Postal

Service. Section 101 provides in full,

§ 101. Postal policy

(a) The United States Postal Service shall be operated as a basic and
fundamental service provided to the people by the Government of the
United States, authorized by the Constitution, created by Act of Congress,
and supported by the people. 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. It shall provide prompt, reliable, and
efficient services to patrons in all areas and shall render postal se¢ovices
all communities. The costs of establishing and maintaining the Postal
Service shall not be apportioned to impair the overall value of such service
to the people.

® postal Accountability and Enhancement Act, PutNd. 109-435, § 702, 120 Stat. 3198, 3243-
44 (2006) (emphasis added).

" In this study, the "section X" refers to a secidiTitle 39 as amended by the Postal
Accountability and Enhancement Act unless othenividecated by context or citation. For example,
"section 101" refers to 39 U.S.C. § 101 (2006).eNb&tthis study refers to several different versions of
the United States Cod&).S.C.). See the bibliography at the end foritketa
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(b) 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. No small post office shall be
closed solely for operating at a deficit, it being the specific interteof t
Congress that effective postal services be insured to residents of both
urban and rural communities.

(c) As an employer, the Postal Service shall achieve and maintain
compensation for its officers and employees comparable to the rates and
types of compensation paid in the private sector of the economy of the
United States. It shall place particular emphasis upon opportunities for
career advancements of all officers and employees and the achievement of
worthwhile and satisfying careers in the service of the United States.

(d) Postal rates shall be established to apportion the costs of all postal
operations to all users of the mail on a fair and equitable basis.

(e) In determining all policies for postal services, the Postal Service
shall give the highest consideration to the requirement for the most
expeditious collection, transportation, and delivery of important letter
mail.

(f) In selecting modes of transportation, the Postal Service shall give
highest consideration to the prompt and economical delivery of all mail
and shall make a fair and equitable distribution of mail business to carriers
providing similar modes of transportation services to the Postal Service.
Modern methods of transporting mail by containerization and programs
designed to achieve overnight transportation to the destination of
important letter mail to all parts of the Nation shall be a primary goal of
postal operations.

(9) In planning and building new postal facilities, the Postal Service
shall emphasize the need for facilities and equipment designed to create
desirable working conditions for its officers and employees, a maximum
degree of convenience for efficient postal services, proper access to
existing and future air and surface transportation facilities, and control of
costs to the Postal Service.

Section 101 was enacted as part of the Postal Reorganization Act §faray @
the best known statement of postal policy. One other provision of Title 39 addresses
national postal policy. In 2006, the overall postal policy objectives of section 181 wer
supplemented by section 407(a), a declaration of national policy objectives for

international postal arrangements.

8 Postal Reorganization Act, Pub. L. No. 91-375S84t. 719 (1970). Section 2 of the Postal
Reorganization Act enacted a complete revisiormfde 39 of the United States Code.
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Section 403, also enacted by the Postal Reorganization Act, defines the “general

duties” of the Postal Service. It provides in full as follows,

8§ 403. General duties

(a) The Postal Service shall plan, develop, promote, and provide
adequate and efficient postal services at fair and reasonable ratessand fee
The Postal Service shall receive, transmit, and deliver throughout the
United States, its territories and possessions, and, pursuant to
arrangements entered into under sections 406 and 411 of this title,
throughout the world, 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. The Postal Service
shall serve as nearly as practicable the entire population of the United
States.

(b) It shall be the responsibility of the Postal Service—

(1) to maintain an efficient system of collection, sorting, and
delivery of the mail nationwide;

(2) to provide types of mail service to meet the needs of different
categories of mail and mail users; and

(3) to establish and maintain postal facilities of such character and
in such locations, that postal patrons throughout the Nation will,
consistent with reasonable economies of postal operations, have ready
access to essential postal services.

(c) In providing services and in establishing classifications, rates, and
fees under this title, the Postal Service shall not, except as specifically
authorized in this title, make any undue or unreasonable discrimination
among users of the mails, nor shall it grant any undue or unreasonable
preferences to any such user.

A review of sections 101 and 403 suggestsuhatersal serviceefers to a postal
service or set of postal services that is characterized by seveuat$eat service
elements that are attained to such a degree or in such a manner that taevssnbe
considered “universal.” In sum, it appears tlnaiversal servicean be characterized by
six service elements with an expected level of attainment in each casriayapely as

follows:

1. Geographic scopé'Universal service" provides services “throughout the United
States” (8 403(a)) that serve “all areas” and “all communities” (§ 101(a)),

especially rural areas (8 101(b)), and “as nearly as practicable the entire
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population of the United States” (8§ 403(a)) and also provides services to or from

military personnel abroad (8§ 403(a)).

2. Range of productsUniversal service" transmits a range of postal items including
“written and printed matter, parcels, and like materials” (8 403(a)) suiteddo “

needs of different categories of mail and mail users” (8 403(b)(2)).

3. Access facilities"Universal service" provides mailers “ready access” to the postal
system through an appropriate level of post offices and other acceseacilit
“consistent with reasonable economies” (§ 403(b)(3)), especially in rues e
101(b)).

4. Delivery services'Universal service" provides for the receipt, transmission, and

delivery of postal items (8 403(a)).

5. Rates"Universal service" charges prices that are fair, reasonable (8§ Y0R(a)
discriminatory (8 403(c)), and based on a “fair and equitable” apportionment of
costs (§ 101(d)).

6. Quality of service"Universal service" provides for the prompt, reliable, efficient
(8 101(a)), and adequate (§ 403(a)) transmission of postal items, with particular

attention to the “most expeditious” transmission of letters (§ 101(e)).

7. User protection"Universal service" should not only meet the needs of the nation
as a whole, but should “meet the needs of different categories of mail and mail
users” (8 403(b)(2)) and should prevent “any undue or unreasonable
discrimination among users of the mails” and not grant “any undue or

unreasonable preferences to any such user” (8§ 403(c)).

This seven-pronged concept of universal service appears to be consistent withrtte ma
in which the ternuniversal servicés used in section 702.

Simplifying this amalgam of statutory objectives found in sections 101 and 403

leads to the following definition afniversal servicdor purposes of this study:

Universal serviceA postal service or set of postal services that is
characterized by seven service elements that are attained to such adegree

such a manner that the postal service provided may be considered “universal.”
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The seven service elements and the level or manner of attainment presently

considered characteristic of universal service are:

1. Geographic scopdJniversal service provides services throughout the United
States, serving all areas and all communities, especially rural arehas nearly
as practicable the entire population of the United States and also providing service

to or from military personnel abroad.

2. Range of productdJniversal service transmits a range of postal items including
written and printed matter, parcels, and like materials suited to the needs of

different categories of mail and mail users.

3. AccessUniversal service provides mailers ready access to the postal system
through an appropriate level of post offices and other access facilities enhsist

with reasonable economies, especially in rural areas.

4. Delivery servicesUniversal service provides for the receipt, transmission, and

delivery of postal items.

5. Rates Universal service charges prices that are fair, reasonable, non-
discriminatory, and based on a fair and equitable apportionment of costs.

6. Quality of serviceUniversal service provides for the prompt, reliable, efficient,
and adequate transmission of postal items, with particular attention to the most

expeditious transmission of letters.

7. User protectionIndividual users should have adequate means to ensure they

receive universal services that are consistent with the universal selligation.

This definition is deliberately open-ended. Different observers could come to
different conclusions about when universal postal service was first atiaitredlUnited
States or whether the Postal Service presently provides prompt, reliablengfand
adequate services in all cases or serves as nearly as practicable¢hsopaiation of
the United States. This definition also leaves unresolved whether private aperajor
be considered to provide a portion of the universal service. This open-endedness appears
to be consistent with way the teumiversal services used in section 702 of the PAEA.

In other words, in this studyniversal serviceefers to a general concept and not to a
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specific pattern of national postal service.

Despite its open-ended quality, this definitioruafversal serviceffers guidance
for the report required by section 702 of the PAEA. The proposed definition determines
what aspects of national postal service should be included in the “history and
development” and “scope and standards” of universal service. Guided by this definition,
this study will address the history, development, standards, and future of the seven
service elements identified and how they ultimately became melded into skeatpre
concept of universal service. Other aspects of national postal policy, even though ver
important in many cases, will be considered outside the scope of the preserinhstudy.
should be noted that this approach to defining the concept of “universal postal sarvice” i
proposed onlyor the purposes of putting bounds on the scope of the study required by
section 702In particular, the proposed definition shoalut be interpreted as a proposed

statutory definition of “universal postal service.”

1.2.3 Defining “Universal Service Obligation” in This Study

In other industrialized countries that have addressed postal reform, thptaaince
universal postal service is closely related to a second concept, a “unieevead s
obligation” or USO. The USO islagal standardThat is, the USO is a legal command
from a law maker to a person or organization requiring that person or orgamizati
ensure that a minimum acceptable level of universal service is maintainedredtlydi
providing the necessary service or by contracting with or ordering others tdetbei

necessary service.

In countries where an explicit USO has been enacted, the USO provides legal
assurance thatlaasiclevel of universal postal services will be maintained. The USO
differs from a management plan which sets operational goals that the provideceEsse
should strive to achieve. The scope or quality of universal postal service$yactual
provided may, and generally should, exceed minimum standards set by the USO. For
example, in a given country the USO might require delivery to all addredsestdive
days per week, but the provider (or providers) of universal services might deliderys
a week to some addresses because it considers six-day service good busiitedg, Sim

the USO might require that at least 80 percent of postal items must beeatkebyehe
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end of the first business day after posting, whereas the provider (or providers) of
universal services may in fact deliver 90 percent of postal items withipehad.
Universal serviceefers to an operational concept, whengasersal service obligation

refers to a legal concept.

Section 702 of the PAEA appears to distinguish between the legal obligation and
actual operation in this manner. Paragraph (b)(2)(A) refers to an “obligatioovidgr
universal service.” It requires the Commission to prepare “an estimtte obsts of the
Postal Service attributable tioe obligation to provide universal servit&his paragraph
also requires a description of how such costs would changemnsitbrimended changes
to universal servicé In this passage, section 702 appears to require not an estimate of
the costs actually incurred by the Postal Service in providing universal posied sbut
rather an estimate of the net costs that the Postal Service would be remuiced as a
result of changes in a universal service obligation, i.e., changdedalabligationto
provide services that the Postal Service would not provide in the absence of such
obligation. This calculation is to be repeated for each change in the USO raudetme
by the Commission. Thus, the phrase “recommended changes to universal service” in
section 702(b)(1) appears to refer to changes in the legal requirements fosalniver

service and not to changes in the actual level of service that the Postal Seavides.

In sum, in section 702 of the PAEA Congress appears to be asking for the
Commission’s recommendations on changes tdeted standards for universal service
and not for advice on what services the Postal Service should provide within existing
legal standards. Similarly, other references to “standards of universaksamdi¢he
postal monopoly” in section 702 appear to refer to legal standémdsferring to legal
obligations and standards shaping universal service, section 702 thus appears to be
making the same distinction as used in other industrialized countries, i.e., thdidistinc
between the scope of universal postal service actually provided and the scope of the

“universal service obligation."

In this study, therefore, section 702 of the PAEA will be interpreted asireguir

° See§§ 702(2)(2)(A), 702(a)(2)(B), 702(a)(2)(D), 70Z@))
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an account of the historical development of, the current status of, and the futurerneed f
the USO. For purposes of this study, timversal service obligatioor USO may be

defined as follows:

Universal service obligatiom legal requirement that sets specific
minimum levels of attainment for service elements of a postal servicegboh s
postal services) that serves substantially all persons in the Nation. A uhiversa
service obligation may be imposed upon one or more postal operators directly or
upon a government agency with authority to regulate postal operators.

In should be noted that this definition of the USO reaches well beyond the words of
sections 101 and 403. It includes all legal obligations imposed on the Postal Service
relating to the seven service elements of universal service idenbiee ahe
geographic scope of services, the range of products, access facilitiesydsdirvices,

level and structure rates, quality of service, and user protection.

1.3 Legal Measures Establishing the USO

Under current law, there are four types of legal measures that defigatobyi
standards for universal postal service: Title 39, appropriations and budget acts of

Congress, the Universal Postal Convention, and regulations adopted by the Commission.

Title 39 Title 39 of the United States Code includes several standards which
relate to the seven prongsuofiversal servicas provided by the Postal Service. For
example, section 404(d) requires the Postal Service to follow certain procedares be
closing post offices. Sections 3001 to 3010, 3014, and 3015 declare certain items to be
non-mailable items. Section 3691 requires the Postal Service to establish stiordards
guality of service. Section 404(c) requires the Postal Service to offer nateswivice
for letters sealed against inspection. Section 3683 requires uniform rates for books and
films. Sections 3403, 3404, 3626, and 3629 provide for free or reduced rates for certain
items. Sections 3621 to 3634 require the Postal Regulatory Commission to control rates
according to certain standards. The net costs incurred by the Postal Seeviesalt of
such legal obligations and restrictions would seem to be properly considered the costs of
the USO.
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Table 1. Elements of the universal service oblayati

Service element

Objectives in 8§ 101 and 403

Retlaidigations

1. Geographic scope

“Throughout the United Staf@<l03(a))
serving “all areas” and “all communities” (§
101(a)), especially rural areas (8 101(b)) and
nearly as practicable the entire population of
United States” (§ 403(b)(1)); to or from milita|
personnel abroad (§ 403(a)).

Appropriations acts: 6-day/rural delivery at
1983 level; maintain small/rural offices
%406. Military mail

tblaiversal Postal Convention

Y

2. Range of products

A range of postal items incdgdwritten and
printed matter, parcels, and like materials” (8§
403(a)) suited to “the needs of different
categories of mail and mail users” (§ 403(b)(

§ 404(c). Letter services

§ 407. International mail

Universal Postal Convention

PEE 3621-22. Market dominant products

88 3626, 3682. Preferred rate products

8§ 3001-10, 3014, 3015. Nonmailable items
§ 3682. Size and weight limits

3. Access

“Ready access” to the postal system ¢fiwran
appropriate level of post offices and other
access facilities “consistent with reasonable
economies” (§ 403(b)(3)), especially in rural
areas (§ 101(b)).

Appropriations acts: maintain small/rural
offices
§ 404(d). Post office closing procedures

4. Delivery

Receipt, transmission, and deliverypostal
items (8 403(a)).

Appropriations acts: 6-day/rural delivery at
1983 level

5. Rates

Fair, reasonable (§ 403(a)), without “uenadr
unreasonable discrimination” (§ 403(c)), and
based on a “fair and equitable” apportionmer
of costs (§ 101(d)).

§ 404(c). Uniform letter rates

§ 3638. Uniform rates for books and films.
88§ 3403, 3404, 3