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Section 3652 of title 39 requires the Postal Service to provide, within 90 days 

after the end of each fiscal year, a variety of data on “costs, revenues, rates, and quality 

of service” in order to “demonstrate that all products during such [fiscal] year complied 

with all applicable requirements of [title 39].”  The Postal Service hereby files its Annual 

Compliance Report for FY 2007.   

I. Overview of Report   

A. Transition Issues      

The fact that this Report covers FY 2007 raises legal and data issues related to 

the transition from the Postal Reorganization Act (PRA) to the pricing regime of the 

Postal Accountability and Enhancement Act (PAEA).  From a legal perspective, during 

FY 2007 Postal Service rates and fees were governed by the provisions of the PRA 

rather than the PAEA.1  Thus, the “applicable requirements of title 39” that are relevant 

to the FY 2007 rates and fees are those of the PRA, not the PAEA.   

In terms of data collection and reporting, the transitional nature of FY 2007 

means that the contents of this Report are primarily based on what has been filed in the 

                                            
1 See 39 U.S.C. § 3622(f) (market-dominant products); § 3632(c) (competitive products).       
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past, under the PRA regime.   For instance, the Commission has just recently issued a 

decision indicating what the “products” generally are for purposes of the PAEA.2   

Because of the resulting time constraints, and because the product lists were not 

operative in FY 2007, the Postal Service has not modified its existing data reports into 

formats more conducive to the new regime.  For purposes of this Report, therefore, the 

Postal Service provides the Cost and Revenue Analysis (CRA), the International Cost 

and Revenue Analysis (ICRA), and the data underlying those analyses in the formats 

previously utilized under the PRA.  In Parts II.A and III.A below, the Postal Service 

explains how the newly specified “products” correspond to the data set forth in this 

Report.  The Postal Service’s expectation is that in the future the CRA and ICRA will be 

re-structured so that they correspond to the new classification framework of the PAEA.     

 In this Report, the Postal Service has attempted to be responsive to the 

mandates of § 3652 based on its existing data systems, and in the compressed 

timeframe available.  It should be emphasized, however, that the inclusion of 

information in this transitional Report does not necessarily mean that the Postal Service 

believes that such information should be included in future reports under the PAEA.  In 

Order No. 43, the Commission indicated that it will soon conduct a rulemaking 

addressing the Annual Compliance Report.3   The Postal Service expects that this 

rulemaking will include a comprehensive examination of what data are appropriate for 

inclusion in future reports, based on the new pricing requirements of the PAEA and the 

standards of § 3652(e), as well as what data should be accorded confidentiality (as 

discussed below in Part V), and reserves its views on those issues.      

                                            
2 See Order No. 43 at Appendix A (October 29, 2007).     
3 Id. at 2.   
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Finally, the Postal Service has only a limited amount of information responsive to 

§ 3652(a)(2)(B)’s requirement that the Postal Service provide service performance and 

customer satisfaction data for market-dominant products.  With respect to service 

performance data, the requirements of § 3691 were not in effect during FY 2007, and 

service performance data were compiled for only a subset of market-dominant products 

during that year.  The available service performance data are presented in Part II.C 

below.    With respect to customer satisfaction data, the Customer Satisfaction 

Measurement (CSM) surveys used in FY 2007 were not designed to meet the 

requirements of the PAEA.  This is discussed in Part II.D below.   

 B. Contents, Roadmap, and Methodology  

Much of the information within this Report is included in materials appended as 

separate items.  A list of those materials is attached.  The appended materials are 

sequentially numbered and labeled as USPS-FY07-1, USPS-FY07-2, etc.  Materials in 

the nonpublic annex (discussed below in Part V) are labeled as USPS-FY07-NP1, 

USPS-FY07-NP2, etc.4  All materials on the list (both public and nonpublic) are 

submitted in an electronic format, although a few are submitted in hard copy format as 

well.  Each item includes a Word (or PDF) document with a preface explaining the 

purpose, background, and structure of that material, as well as its relationship with the 

other materials. 

A separate roadmap document is included as USPS-FY07-31.  The roadmap 

document consolidates in one place a brief description of each of the materials 

provided, as well as the flow of inputs and outputs among them.  It also includes a 

                                            
4 In those designations, the NP is intended to signify “nonpublic.”  
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discussion of any methodology changes between the FY 2007 analyses included in this 

Report and either the Commission’s methodologies in Docket No. R2006-1, or, if 

applicable, the methodologies used with respect to the data reported for FY 2006. 

Broadly speaking, there are four distinct major sets of items included in the 

appended material.  The first set is the subclass costing material traditionally filed in 

omnibus rate cases and, more recently, on an annual basis in response to the 

Commission’s periodic reporting rules.  The focus of these materials, in terms of the 

ultimate output, is the CRA report.  The second set is the comparable costing material 

with respect to international mail, filed in recent years in response to the Commission’s 

international reporting requirements.  The focus of these materials, in terms of output, is 

the ICRA report.  The third set is material relating to intra-subclass cost analyses that 

have historically been provided only in omnibus rate cases, which includes those 

analyses necessary for an examination of workshare discounts pursuant to § 3652(b) (a 

topic discussed in Part II.E below).  The fourth set is billing determinant information 

which, for both domestic and international mail, has generally been filed with the 

Commission on an annual basis. 

 Therefore, all four of these major sets of material (CRA, ICRA, cost studies, and 

billing determinants) are familiar to the Commission.  Moreover, they are presented in 

formats similar (if not identical) to what both the Commission and other parties 

participating in postal rate proceedings have seen and worked with in the past.  In that 

sense, the Postal Service has sought to maximize the ease with which these materials 

may be reviewed. 
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 Substantively, the same holds true for the methodologies employed.  Because 

heavy reliance is placed on replicating the methodologies used most recently by the 

Commission, the scope of new methodologies has been minimized.  Postal operations 

and postal data collection are not entirely static, however, meaning some minor 

changes in methodology are identified and discussed.  This is done in two places.  First, 

methodology changes are identified in a separate section in the roadmap document, 

USPS-FY07-31.  Second, they are discussed in the Word (or PDF) preface 

accompanying each of the appended materials; often, this preface contains a 

discussion that is more detailed than that contained in the roadmap document.  Thus, if 

a change relates to an area of particular interest to the reader, it may be useful to refer 

to the particular item in question, rather than relying exclusively on the roadmap 

document.  Overall, however, with some exceptions the basic costing methodologies 

applied are those most recently employed by the Commission.5 

Finally, § 3652(g) requires the Postal Service to submit, together with this Report, 

a copy of its most recent comprehensive statement.  The Postal Service’s current 

expectation is that its FY 2007 Comprehensive Statement will be available sometime in 

early to mid-January.  A copy of its FY 2006 Comprehensive Statement can be found at 

usps.com. 

 

                                            
5 In some instances, the Postal Service has identified as the “Predecessor Document” of the appended 
materials the PRC versions of the library references filed by the Postal Service in Docket No. R2006-1.  It 
would have been more accurate in most instances, however, to list the relevant PRC workpapers as the 
“Predecessor Document,” because the Postal Service’s general intent was to follow the Commission 
methodology employed in Docket No. R2006-1.  This notation was made in some, but not all, of the 
prefaces to the appended materials, as it was discovered very late in the production process.      
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II. Market-Dominant Products 

 A. Applicable Requirements of title 39 

 As discussed above, the Postal Service’s FY 2007 rates and fees should be 

evaluated by reference to the standards of the PRA, rather than those of the PAEA.   In 

all respects, the Postal Service’s market-dominant rates and fees fully complied with the 

requirements of the PRA.   For domestic market-dominant products, the rates and fees 

offered by the Postal Service during FY 2007 were all recommended by the 

Commission, and approved by the Governors, pursuant to the process of former         

§§ 3621-3625 of title 39.  For the bulk of the fiscal year (until May 14, 2007, for most 

rates, and until July 15, 2007, for Periodicals), the rates and fees offered by the Postal 

Service largely resulted from the Docket No. R2005-1 omnibus proceeding.   After that, 

and until the end of the fiscal year, the rates and fees largely resulted from the Docket 

No. R2006-1 omnibus proceeding.   

 For international services, meanwhile, former § 407(a) of title 39 allowed the 

Postal Service to set rates and fees without prior evaluation by the Commission.  The 

Postal Service was subject to general limitations contained in title 39, such as the 

requirement of fair and equitable apportionment of costs, the principle that rates should 

not impair the overall value of postal services to the people, and the prohibition on 

undue or unreasonable discrimination or preferences among mailers.  In all respects, 

the Postal Service’s market-dominant rates and fees for international services fully 

complied with the requirements of the PRA.   For the bulk of the fiscal year (until May 

14, 2007), the rates and fees promulgated in FY 2006 continued to apply, as described 

in 70 Fed. Reg. 70,963 (Nov. 23, 2005).   After that, and until the end of the fiscal year, 
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the rates and fees followed the schedule that the Postal Service promulgated in 72 Fed. 

Reg. 16,604 (Apr. 4, 2007).  This reflected an average rate increase of 13 percent 

across all international services in FY 2007, in order to cover cost increases during a 

period of price stability from January 2001 through January 2006.  In addition, under the 

PRA, international mail as a whole was considered the appropriate level of aggregation 

for determining cost coverage.  Therefore, 100 percent cost coverage was not required 

for individual rate categories within the overall international mail class.   

  B. Product-by-Product Costs, Revenues, and Volumes 

 There are relatively few instances in which the categories of mail as they existed 

in FY 2007 under the PRA directly match the new list of market-dominant “products.”  

As a consequence, it is generally not possible to decompose the reported costs for FY 

2007 into a format that can be rolled up into the elements of the new product list.  

However, with respect to volumes and revenues, the billing determinants may provide 

sufficient information to allow approximation of what reported volume and revenue for 

the products would have been in FY 2007, had the new product list been in effect in that 

year.  The circumstances regarding each individual market-dominant product are 

discussed below.  

FIRST-CLASS MAIL 

Single-Piece Letters / Postcards 

 This product consists of letter-shaped single-piece First-Class Mail, and single-

piece First-Class Mail cards.  While data are reported in the CRA for single-piece cards, 

the CRA row for “Single-Piece Letters” includes flat-shaped pieces and parcels, as well 
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as letter-shaped pieces.  Consequently, the CRA does not isolate the FY 2007 costs, 

revenues, or volumes for this product. 

Presorted Letters / Postcards 

This product consists of letter-shaped presorted First-Class Mail, and presorted 

First-Class Mail cards.  While data are reported in the CRA for presorted cards, the 

CRA row for “Presort Letters” includes flat-shaped pieces and parcels, as well as letter-

shaped pieces.  Consequently, the CRA does not isolate the FY 2007 costs, revenues, 

or volumes for this product. 

Flats 

 Within the CRA, data for this product are included within both “Single-Piece 

Letters” and “Presort Letters.”  Consequently, the CRA does not isolate the FY 2007 

costs, revenues, or volumes for this product. 

Parcels 

 Within the CRA, data for this product are included within both “Single-Piece 

Letters” and “Presort Letters.”  Consequently, the CRA does not isolate the FY 2007 

costs, revenues, or volumes for this product. 

Outbound/Inbound Single-Piece First-Class Mail International 

 Data for these products are reported in the ICRA.  Because that document has 

been filed within the nonpublic annex, the applicable FY 2007 cost, revenue, and 

volume data for these products are reproduced below: 

Outbound: Letters, Flats, IPPs, Parcels, and Cards  

  Revenue     $680,300,000 

 Volume Variable Costs   $489,342,000 
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 Volume (pieces)    401,628,000 

 Inbound:  Foreign Origin, Surface & Air LC/AO  

 Revenue     $197,887,000 

 Volume Variable Costs   $270,496,000 

 Volume (pieces)    453,328,000 

STANDARD MAIL (Regular and Nonprofit) 

High Density and Saturation Letters 

 Within the CRA, data for this product are aggregated in the “Enhanced Carrier 

Route” row, which also includes items of other shapes (flats and parcels), and items 

tendered with insufficient density to qualify as High Density or Saturation.  

Consequently, the CRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

High Density and Saturation Flats / Parcels  

 Within the CRA, data for this product are aggregated in the “Enhanced Carrier 

Route” row, which also includes letter-shaped items, and items tendered with 

insufficient density to qualify as High Density or Saturation.  Consequently, the CRA 

does not isolate the FY 2007 costs, revenues, or volumes for this product. 

Carrier Route 

 Within the CRA, data for this product are aggregated in the “Enhanced Carrier 

Route” row with items tendered with the higher density necessary to qualify as High 

Density or Saturation.  Consequently, the CRA does not isolate the FY 2007 costs, 

revenues, or volumes for this product. 
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Letters 

Within the CRA, data for this product are aggregated in the “Regular” row with 

items of other shapes (flats and NFMs/parcels).  Consequently, the CRA does not 

isolate the FY 2007 costs, revenues, or volumes for this product. 

Flats 

 Within the CRA, data for this product are aggregated in the “Regular” row with 

items of other shapes (letters and NFMs/parcels).  Consequently, the CRA does not 

isolate the FY 2007 costs, revenues, or volumes for this product. 

Not Flat-Machinables (NFMs) / Parcels 

 Within the CRA, data for this product are aggregated in the “Regular” row with 

items of other shapes (letters and flats).  Consequently, the CRA does not isolate the 

FY 2007 costs, revenues, or volumes for this product. 

PERIODICALS 

Within-County Periodicals 

 Because this product matches the previously-existing In-County Periodicals 

subclass, cost, revenue, and volume data for this product are reported directly in the FY 

2007 CRA. 

Outside-County Periodicals 

Because this product matches the previously-existing Outside-County Periodicals 

subclass, cost, revenue, and volume data for this product are reported directly in the FY 

2007 CRA. 
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PACKAGE SERVICES 

Single-Piece Parcel Post 

 Within the CRA, data for this product are included under “Parcel Post”, which 

also includes data for non-single-piece items.  Consequently, the CRA does not isolate 

the FY 2007 costs, revenues, or volumes for this product. 

Inbound Surface Parcel Post (UPU rates) 

Within the ICRA, data for this product are included under “Foreign Origin, 

Surface CP”, which also includes data for inbound mail that does not pay UPU rates.  

Consequently, the ICRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

Bound Printed Matter Flats 

 Within the CRA, data for this product are included under “Bound Printed Matter”, 

which also includes data for parcel-shaped items.  Consequently, the CRA does not 

isolate the FY 2007 costs, revenues, or volumes for this product. 

Bound Printed Matter Parcels 

 Within the CRA, data for this product are included under “Bound Printed Matter”, 

which also includes data for flat-shaped items.  Consequently, the CRA does not isolate 

the FY 2007 costs, revenues, or volumes for this product. 

Media Mail / Library Mail 

Because this product matches what was previously reported in the CRA as 

“Media Mail”, cost, revenue, and volume data for this product are reported directly in the 

FY 2007 CRA. 
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SPECIAL SERVICES 

Ancillary Services  

 Within the CRA, data for this product are included under a variety of special 

services.  Consequently, the CRA does not isolate the FY 2007 costs, revenues, or 

volumes for this product. 

International Ancillary Services 

 Within the ICRA, data for this product are included under a variety of special 

services.  Consequently, the ICRA does not isolate the FY 2007 costs, revenues, or 

volumes for this product. 

Address List Services  

 Within the CRA, data for this product are included under “Miscellaneous Items.”  

Consequently, the CRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

Caller Service  

Within the CRA, data for this product are included under “Post Office Box.”  

Consequently, the CRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

Change of Address Credit Card Authentication 

The CRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 

Confirm 

The CRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 
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Money Orders 

Because this product matches what was previously reported in the CRA as 

“Money Orders”, cost, revenue, and volume data for this product are reported directly in 

the FY 2007 CRA. 

Post Office Box Service 

While this product might appear to match what was previously reported in the 

CRA as “Post Office Box”, that reporting category also includes caller service. 

Consequently, the CRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

Premium Forwarding Service (Experiment) 

The CRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product.  A variety of information about this product, however, was presented in Docket 

No. MC2007-3. 

Outbound International Reply Coupon Service 

The ICRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 

Inbound International Reply Coupon Service 

The ICRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 

Outbound International Business Reply Mail Service 

The ICRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 
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Inbound International Business Reply Mail Service 

The ICRA does not isolate the FY 2007 costs, revenues, or volumes for this 

product. 

Negotiated Service Agreements (NSAs) 

For market-dominant NSAs, the revenues, costs, and volumes have not been 

extracted from the applicable subclasses in the FY 2007 CRA.  Therefore, they are 

reflected in the subclass totals.  Additional information may be available in the data 

collection reports for the individual NSAs, which have either been previously submitted 

to the Commission, or (more likely for FY 2007 data) will be submitted early in the next 

calendar year. 

C. Service Performance  

Section 3652(a)(2)(B)(i) requires the Postal Service to provide measures of the 

level of service, described in terms of speed and reliability, for each market-dominant 

product.  The systems used by the Postal Service to collect service level information in 

FY 2007 were designed and deployed before the enactment of the PAEA and are in the 

process of being enhanced and augmented to meet the new statutory requirements.  

Consequently, for FY 2007, the Postal Service does not have comprehensive measures 

of the level of service for market-dominant products.   

The Postal Service has submitted a formal proposal to the Commission setting 

forth several proposed systems for measuring the service performance of market-

dominant products.  These approaches include, for example, the External First-Class 

Measurement System (EXFC) for single-piece First-Class Mail, Delivery Confirmation 

for parcel-shaped mail, and a hybrid system for presort letters and flats that relies on 
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Intelligent Mail Barcode (IMB) scans and independent, third-party reporters.  The 

Commission has initiated a docket to solicit public comments regarding the details of the 

Postal Service’s proposed measurement systems.6   

 Not all of the proposed service performance measurement systems are fully 

operational.  Accordingly, the Postal Service has proposed an implementation timeline 

and interim measurement solutions.  The systems that currently exist are EXFC, the 

International Mail Measurement System (IMMS), and Delivery Confirmation service.  

Consequently, for this FY 2007 report, service level information is provided for single-

piece First-Class Mail, single-piece First-Class Mail International, and retail Package 

Services parcels.7   

Single-piece First-Class Mail service performance data are generated by the 

External First-Class Measurement system (EXFC).  EXFC measures delivery 

performance from collection box to mailbox delivery. The system is managed 

independently by a contractor using test mail pieces sent to a nationwide panel of 

receivers. It currently is not a system-wide measurement of all First-Class Mail 

performance.8  The system mirrors actual customer experience, and over time has 

become more rigorous.  It will be expanded to cover virtually all 3-digit ZIP Code areas 

by 2009. 

Since 2006, the EXFC results reported as required by the Government 

Performance and Results Act of 1993 (GPRA) have been those used internally for the 

                                            
6 See PRC Docket No. PI2008-1, Notice of Request for Comments on Service Performance 
Measurement Systems for Market Dominant Products (December 4, 2007). 
7 Package Services market-dominant products include single-piece Parcel Post, Bound Printed Matter, 
and Media Mail/Library Mail.  For purposes of service performance measurement, these products are 
grouped together as Package Services due to their small volumes.   
8 EXFC continuously tests a panel of 463 3-digit ZIP Code areas selected on the basis of geographic and 
volume density.  These areas represent 90 percent of originating First-Class Mail volume and 80 percent 
of destinating First-Class Mail volume. 
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National Performance Assessment (NPA), the Postal Service’s Pay-for-Performance 

system.  Because NPA is designed to measure an individual’s performance based on 

factors within his or her control, results for 2-day and 3-day service exclude a period 

during December when air transportation capacity is significantly reduced. In recent 

years, the EXFC calculation has changed slightly due to the reduced length of the 

exclusionary period, the impact of Hurricane Katrina, and the addition of international 

mail pieces.  To be consistent with the numbers reported for GPRA, the annual 

compliance numbers provided below have the same exclusionary period.   

Single-piece First-Class Mail International service performance currently is 

measured by the International Mail Measurement System (IMMS).  IMMS provides an 

independent measure of the length of time it takes for the domestic leg of transit for 

single-piece international First-Class Mail letters.  Transit time for outbound mail begins 

when letters are mailed from collection boxes or mail chutes in the same 3-digit ZIP 

Code areas tested in EXFC, and ends when the pieces are sorted at the designated 

international processing center in the United States.  Similarly, transit time for inbound 

mail begins at arrival at the international processing center and ends with delivery to the 

intended recipient. On-time performance is measured using the same set of service 

standards as domestic First-Class Mail because the focus is on the domestic leg of 

transit.  Similar to the measurement for First-Class Mail, results for 2-day and 3-day 

service exclude a period during December when air transportation capacity is 

significantly reduced.  To be consistent with the numbers reported for GPRA, the annual 

compliance number provided below has the same exclusionary period.   
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Retail Package Services parcels are measured using Delivery Confirmation 

scans.  When retail clerks apply the Delivery Confirmation forms to parcels, they scan 

the Delivery Confirmation form barcodes.  The scans are captured via either a POS 

terminal at the retail counter or an Intelligent Mail handheld scanning device.  Postal 

Service delivery personnel scan the Delivery Confirmation barcodes upon delivery or 

attempted delivery, either of which will serve to "stop-the-clock."  

The chart below provides service level information for single-piece First-Class 

Mail, single-piece First-Class Mail International, and Package Services:   

   
Annual Service for Market Dominant Products – FY 2007 

Mail Class Percentage On-Time 
First-Class Mail (Note 1)   
  Single-Piece Overnight 95.6 
  Single-Piece Two Day 92.6 
  Single-Piece Three Day 90.4 

    
Single-Piece First-Class Mail International 
Letters (Note 1) 

91.4 

    
Package Services (Note 2) 57.7 

 
Note 1:  The First-Class Mail numbers represent the performance for single-piece First-Class Mail letters, 
cards, and flats.  The Single-Piece First-Class Mail International letters number is a composite of 
overnight, 2-day, and 3-day performance.  All results exclude data from ZIP Code Areas 700 and 701, as 
testing was suspended in those areas during FY 2007 due to the impact of Hurricane Katrina.   
 
Note 2:  Retail Package Service Composite Performance as measured by Delivery Confirmation.   
 

D. Customer Satisfaction 

Section 3652(a)(2)(B)(ii) requires the Postal Service to provide measures of the 

degree of customer satisfaction with the service provided for each market-dominant 

product.  As with information relating to other provisions of this Report, the surveys used 
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by the Postal Service to collect Customer Satisfaction Measurement (CSM) data in FY 

2007 were not designed to meet the requirement of a statute that did not exist when 

those survey instruments were being prepared.  Consequently, the Postal Service does 

not have comprehensive measures of customer satisfaction on a product-by-product 

basis for FY 2007.   

Some product-based CSM data are available, however, for subsets of 

customers.  These data are not for specific market-dominant products (as defined in the 

new Mail Classification Schedule), but instead generally relate to broader classes or 

groupings of mail.  The two surveys used to generate the data are described below. 

        
The Small Business Customer Satisfaction Survey is an independent 
external measurement of small business (1-19 employees) customer 
experience with postal products and services, focused on overall customer 
satisfaction.   A representative sample of small business customers is 
surveyed on a continuous basis across each quarter. Respondents are 
asked a series of rating and diagnostic questions that reflect actual 
experience with the Postal Service. Survey results are designed to provide 
reliable and actionable information to the organization.   
  
The Large Business Customer Satisfaction Survey is an independent 
external measurement of large business accounts (500+ employees) 
customer experience with postal products and services, focused on overall 
customer satisfaction.  A representative sample of large businesses is 
surveyed on a continuous basis across each quarter. Respondents are 
asked a series of rating and diagnostic questions that reflect actual 
experience with the Postal Service, and comparative questions that 
measure customer opinion about other delivery and retail services that 
contrast the Postal Service with competitors and like experience.  Survey 
results are designed to provide reliable and actionable information to the 
organization. 
 
The table below reflects the limited CSM survey data that best respond to the 

requirements of this portion of the statute.  For each row of data, the table indicates 

which of the two surveys is the source of the response, and the specific question posed 
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to those respondents.  The question indicates the category of mail under consideration.  

The response ratings are presented in the industry standard format (cumulative 

Excellent/Very Good/Good).   

In the future, the Postal Service will redesign the survey to provide customer 

satisfaction data that are better tailored to the requirements of the PAEA.  That redesign 

may diminish the usefulness of the data below as a baseline for future comparison.      

 
CSM Annual Compliance Report – Year to Date FY 2007 

First-Class Mail  
Survey Source – Customer Segment Rating 

Large Business Customer Survey Questions Excellent/ Very Good/ Good
Overall rating of First-Class Mail during the past 30 
days 

96 % 

Standard Mail  
Survey Source – Customer Segment Rating 

Large Business Customer Survey Questions Excellent/ Very Good/ Good
Overall rating of U.S. Postal Service Standard Mail in 
the past 30 days 

91 % 

Periodicals Mail  
Survey Source – Customer Segment Rating 

Large Business Customer Survey Questions Excellent/ Very Good/ Good
What is your Overall rating of U.S. Postal Service  
Periodicals Mail in the past 30 days 

85 % 

Parcel Post/Media Mail  
Survey Source – Customer Segment Rating 

Small Business Customer Survey Questions Excellent/Very Good /Good 
Overall rating of Parcel Post® or Media Mail® 91 % 

 

 E. Workshare Discounts 

Section 3652(b) requires the Postal Service to report, with respect to each 

market-dominant product for which a workshare discount was in effect during the 
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reporting year, certain information about those discounts.9   Specifically, the PAEA 

requires that the Postal Service provide: 

(1)  The per-item cost avoided by the Postal Service by virtue of such 

discount. 

(2)  The percentage of such per-item cost avoided that the per-item 

workshare discount represents. 

(3)  The per-item contribution made to institutional costs. 

The data bearing upon workshare discounts can be found in USPS-FY07-3.10   In 

that document, the workshare discounts are shown as the difference between the 

current price of the workshared piece and a benchmark piece as shown on USPS 

Notice 123—Ratefold.  Passthroughs are calculated for each discount as the ratio of the 

discount to the avoided cost.  The requirement regarding per-item unit contribution is 

addressed at the product level in Part II.B. above, in terms of its availability at this time.  

The passthrough percentages in USPS-FY07-3 illuminate the relative contribution 

impact for each worksharing item.    

The analyses presented in USPS-FY-07-3 show the required information for 

workshare discounts within each market-dominant product.  They do not analyze inter-

product or non-workshare price differences.  The language of § 3652(b), which directs 

the Postal Service to provide the specified workshare data “with respect to each market-

dominant product for which a workshare discount was in effect,” 11 suggests that the 

                                            
9 The workshare data provided in this Annual Compliance Report will also be used when the Postal 
Service files a notice of rate adjustment that includes workshare discounts.  39 C.F.R. § 3010.14(b)(5) 
provides that the notice must contain a schedule of the workshare discounts included in the proposed 
rates, along with a schedule listing the avoided costs that underlie each such discount.  The avoided 
costs figures must be developed from the most recent Annual Compliance Report.    
10 USPS-FY07-3 cites to the applicable cost studies that have also been filed.   
11 Emphasis added. 
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proper analysis is to measure worksharing differences on an intra-product, rather than 

inter-product, basis. This is buttressed by the fact that § 3652 generally requires the 

reporting of data by product.  Thus, the Postal Service has provided its analysis of 

worksharing price differences within products, rather than between products.   

In addition, when selecting the relevant price relationships within each product for 

purposes of § 3652(b), the Postal Service was guided by the definition of worksharing 

established by the PAEA.  Section 3622(e)(1) defines the term “workshare discount” as 

“rate discounts provided to mailers for the presorting, prebarcoding, handling, or 

transportation of mail. . . . “   In Order No. 43, the Commission explicitly provided that 

“workshare discounts, as defined in the PAEA, do not include shape-based 

differences.”12  The Postal Service analyses therefore present cost differences resulting 

from the four listed worksharing activities, and do not compare rate differences to cost 

differences arising from nonworksharing attributes such as shape.13   

For example, within the First-Class Mail Presorted Letters/Postcards product, the 

cost difference between automation letters sorted to the 3-digit and 5-digit levels is 

analyzed in USPS-FY07-3 because it is due to worksharing activities, in this case 

presortation and prebarcoding.  However, within that same product, cost differences 

between letters and postcards are not presented.  In addition, consistent with § 3652(b), 

the Postal Service does not provide an analysis of the cost difference between the First-

Class Mail Presorted Letters/Postcards and First-Class Mail Flats products.  

                                            
12 Order No. 43 at 42. 
13 In Docket No. R2006-1, the Commission drew a distinction between pricing worksharing and “other 
mail characteristics, e.g., weight and non-dropship transportation.”  See PRC Op., R2006, at ¶ 4006.  The 
Commission also made a similar distinction between worksharing and weight, shape, and machinability. 
Id. at ¶ 4030. 
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The Postal Service recognizes that the future Commission § 3652 rulemaking will 

likely address and refine the § 3652(b) requirements regarding the provision of 

information on workshare discounts.   For purposes of this transitional report, the Postal 

Service has endeavored to provide comprehensive cost data that comply, to the extent 

possible, with the statute’s requirements.    

III. Competitive Products  

A. Applicable Requirements of title 39 

 As with market-dominant products, discussed in Part II.A above, the Postal 

Service’s rates and fees for competitive products fully complied with the “applicable 

requirements” of the PRA.  For domestic competitive products, the rates and fees 

offered by the Postal Service during FY 2007 were all implemented pursuant to the 

process of former §§ 3621-3625 of title 39.  For the bulk of the fiscal year (until May 14, 

2007 for all competitive rates), the rates and fees were recommended by the 

Commission and approved by the Governors pursuant to the Docket No. R2005-1 

omnibus proceeding.   After that, and until the end of the fiscal year, the rates and fees 

were recommended by the Commission and approved by the Governors pursuant to the 

Docket No. R2006-1 omnibus proceeding.  

For international competitive products, meanwhile, former § 407(a) of title 39 

allowed the Postal Service to set rates and fees without being subject to prior evaluation 

by the Commission.  The Postal Service was subject to general limitations contained in 

title 39, such as the requirement of fair and equitable apportionment of costs, the 

principle that rates should not impair the overall value of postal services to the people, 

and the prohibition on undue or unreasonable discrimination or preferences among 
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mailers.  In all respects, the Postal Service’s competitive rates and fees for international 

services fully complied with the requirements of the PRA.   For the bulk of the fiscal year 

(until May 14, 2007), the rates and fees promulgated in FY 2006 continued to apply, as 

described in 70 Fed. Reg. 70,963 (Nov. 23, 2005).   After that, and until the end of the 

fiscal year, the rates and fees followed the schedule that the Postal Service 

promulgated in 72 Fed. Reg. 16,604 (Apr. 4, 2007).  This reflected an average rate 

increase of 13 percent across all international services in FY 2007, in order to cover 

cost increases during a period of price stability from January 2001 through January 

2006.  Under the PRA, international mail as a whole was considered the appropriate 

level of aggregation for determining cost coverage.  Therefore, 100 percent cost 

coverage was not required for individual rate categories within the overall international 

mail class.  Moreover, although the Postal Service offered negotiated rates to individual 

mailers under international customized mailing (ICM) agreements, these special rates 

were not “undue or unreasonable” in light of those mailers’ needs and their ability to 

provide volume and postage commitments.14 

 B. Product-by-Product Costs, Revenue, and Volumes 

 Compared with the market-dominant products, there are relatively more 

instances in which the competitive “products” directly match the previous categories of 

mail under the PRA.  In some instances, though, it is still not possible to decompose the 

reported costs for FY 2007 into a format that can be rolled up into the elements of the 

new product list.  However, with respect to volumes and revenues for which there is no 

direct match, sufficient information may be available within the billing determinants to 

                                            
14 See UPS Worldwide Forwarding v. USPS, 66 F.3d 621, 631-38 (3d Cir. 1995), cert. denied, 516 U.S. 
1171 (1998).   
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allow approximation of what reported volume and revenue for the products would have 

been in FY 2007, had the new product list been in effect in that year.  The 

circumstances regarding each individual competitive product are discussed below.   

Express Mail 

Because this product matches the previously-existing Express Mail subclass, 

cost, revenue, and volume data for this product are reported directly in the FY 2007 

CRA. 

Outbound International Expedited Services 

Cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA in the rows labeled “GXG” and “Express Mail International”. 

Inbound International Expedited Services 

Cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA in the row labeled “Air Express”. 

Priority Mail 

Because this product matches the previously-existing Priority Mail subclass, cost, 

revenue, and volume data for this product are reported directly in the FY 2007 CRA. 

Outbound Priority Mail International 

Cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA in the two PMI rows under “International Packages”. 

Inbound Air Parcel Post 

Because this product matches the previously-existing Inbound Air Parcel Post 

service, cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA as “Foreign Origin, Air CP”. 
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Parcel Select  

 Within the CRA, data for this product are included under “Parcel Post”, which 

also includes data for single-piece items.  Consequently, the CRA does not isolate the 

FY 2007 costs, revenues, or volumes for this product. 

Parcel Return Service  

 Within the CRA, data for this product are included under “Parcel Post”.   

Consequently, the CRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

International Priority Airmail (IPA) 

Since this product matches the previously-existing International Priority Airmail 

service, cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA. 

International Surface Airlift (ISAL) 

Cost, revenue, and volume data for this product are reported directly in the FY 

2007 ICRA in the row titled “ISAL”. 

Outbound International Direct Sacks – M–Bags 

Outbound International Direct Sacks— M-Bags service cost, revenue, and 

volume data are reported directly in the FY 2007 ICRA.  

Inbound International Direct Sacks – M–Bags 

Inbound Direct Sacks— M-Bags data are included within underlying categories of 

mail, and consequently the ICRA does not isolate the FY 2007 costs, revenues, or 

volumes for this product. 
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Inbound Surface Parcel Post (non-UPU rates) 

Within the ICRA, data for this product are included under “Foreign Origin, 

Surface CP”, which also includes data for inbound mail which pays UPU rates.  

Consequently, the ICRA does not isolate the FY 2007 costs, revenues, or volumes for 

this product. 

Outbound/Inbound International Money Transfer Service 

Cost, revenue, and volume data for these products are included within the data 

for “Extra Services” in the FY 2007 ICRA, although some separate data are available in 

the underlying workpapers. 

International Ancillary Services 

 Within the ICRA, data for this product are included under a variety of special 

services.  Consequently, the ICRA does not isolate the FY 2007 costs, revenues, or 

volumes for this product. 

ICMs 

 Available data on ICMs for FY 2007 are presented in USPS-FY07-NP10. 

 C. Section 3633 Standards  

 The new pricing standards of § 3633, as implemented by the Commission at 39 

C.F.R. § 3015.7, were not applicable to the FY 2007 rates and fees for competitive 

products.  For illustrative purposes, however, this section discusses the available FY 

2007 data by reference to those standards.    

 First, § 3633 states that competitive products should not be cross-subsidized by 

market-dominant products.  The Commission’s regulations define the most appropriate 

test for this standard as the incremental cost test for the aggregation of competitive 
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products.15  Simply stated, if the aggregate revenues from competitive products equal or 

exceed the aggregate incremental costs of competitive products, then competitive 

products overall are not being cross-subsidized by market-dominant products.  As the 

regulations anticipate, however, a measure of such incremental costs is not available.  

Under these circumstances, the regulations specify use of competitive products’ 

attributable costs, supplemented by any causally-related group-specific costs (for the 

group of competitive products).16  While the Postal Service has initiated the process of 

identifying causally-related group-specific costs, no results are yet available.  Therefore, 

with no estimate of group-specific costs to supplement product attributable costs, the 

only available quantitative analysis to conduct is a comparison of the sum of competitive 

revenue with the sum of competitive attributable costs.   For FY 2007, that analysis can 

only be done based on an approximation of total competitive costs and revenues.  The 

approximation (presented in USPS-FY07-9) estimates that competitive revenues were 

in excess of competitive attributable costs by $1.78 billion.  That margin is amply 

sufficient to indicate that competitive products were not cross-subsidized by market-

dominant products in FY 2007. 

Second, § 3633 requires that each competitive product cover its attributable 

costs.  Of course, in order to be absolutely certain that this standard was met in FY 

2007, it would be necessary to have identified attributable costs (and revenues) for each 

product.  As explained above, however, it is not always possible to match available 

reported cost and revenue information with the new product list.  For the major 

competitive products, however, it is clear that this standard was met in FY 2007.  

                                            
15 See 39 C.F.R. § 3015.7(a). 
16 Id.  
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Whether there might have been smaller competitive products that did not cover their 

attributable costs simply cannot be discerned from the available information.  This is not 

to suggest that any products are known to have failed to cover their attributable costs, 

but rather merely that such a circumstance cannot be ruled out with respect to some of 

the smaller products.   

Third, § 3633 states that competitive products must collectively cover what the 

Commission determines to be an appropriate share of the Postal Service’s institutional 

costs.  In its regulations, the Commission has determined that an appropriate minimum 

share is 5.5 percent of total institutional costs.17  Since that determination was not made 

until after the completion of FY 2007, of course, it would be inappropriate to suggest an 

expectation that such a share should necessarily have been achieved in FY 2007.  

Nevertheless, as the Commission has already presented (in Order No. 26) an 

approximation of the share generated by the competitive products in FY 2005 and FY 

2006, the Postal Service has attempted to update that approximation using inputs from 

FY 2007.  The details of this exercise are presented in USPS-FY07-9.  Based on that 

approximation, the Postal Service would have satisfied this standard, had it been 

applicable in FY 2007.  USPS-FY07-9 shows that competitive products’ contribution, as 

a share of Postal Service institutional costs, was 5.65 percent.         

IV. Market Tests 

The Postal Service does not currently offer “market tests of experimental 

products” under the provisions of 3641.  However, during FY 2007 two “experiments” 

                                            
17 See 39 C.F.R. § 3015.7(c).   
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(pursuant to Commission Rules 67-67d) and one “provisional service” (pursuant to 

Commission Rules 171-176) were in effect.  These services are described below: 

Premium Forwarding Service (PFS): Premium Forwarding Service was offered 

as an experimental service as a result of Docket No. MC2005-1.  PFS is designed for 

residential customers who want to receive substantially all of their mail at a temporary 

domestic address via Priority Mail, rather than piece-by-piece through temporary 

forwarding.  The Postal Service proposed that PFS be converted to a permanent 

offering in Docket No. MC2007-3, which is still pending.  Data on revenue, costs, and 

volume have been reported in the data collection reports for Docket No. MC2005-1 and 

the Postal Service’s Request in Docket No. MC2007-3.  FY 2007 data are reported in 

the billing determinants. 

Repositionable Notes:  Repositionable Notes have been offered as a 

provisional service since April 3, 2005, as a result of Docket Nos. MC2004-5 and 

MC2006-2.  This service allows bulk mailers of letters and flats to mechanically attach 

removable, self-adhesive notes to the outside of their mail pieces for a small additional 

charge.  During FY 2007, the Commission recommended, and the Governors approved, 

an extension of the expiration date of the provisional RPN service (Docket No. MC2007-

2).  Data on revenue, costs, and volume have been reported in the data collection 

reports for Dockets Nos. MC2004-5 and MC2006-2, and the Postal Service’s Request in 

Docket No. MC2007-2.  FY2007 data are reported in the billing determinants. 

Experimental Periodicals Co-Palletization Dropship Discounts:  Co-

Palletization and Dropship Discounts were offered as experimental Periodicals 

classifications as a result of Docket Nos. MC2002-3 and MC2004-1.  These discounts 
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were designed to provide an additional incentive for publishers, printers, and 

consolidators to combine different publications or print runs on pallets, so that 

Periodicals mail can be moved out of sacks and onto pallets and entered closer to its 

destination.  Discounts were available only for the portion of mail that lacked the density 

to prepare single-publication pallets and would be in sacks absent co-palletization.  

These experiments terminated in July 2007, when the new rate structure recommended 

by the Commission in Docket No. R2006-1 was implemented.  Data on revenue and 

volume were reported in the data collection reports for Docket Nos. MC2002-3 and 

MC2004-1.   

V. Nonpublic Annex   

Section 3652(f)(1) contemplates the use of a nonpublic annex for documents or 

other materials that the Postal Service considers exempt from public disclosure, 

pursuant to 39 U.S.C. § 410(c) and 5 U.S.C. § 552(b).  In particular, § 410(c)(2) 

exempts from mandatory disclosure “information of a commercial nature…which under 

good business practice would not be publicly disclosed.”  In this first, transitional Report, 

the nonpublic annex contains the following:  1) the billing determinants for Express Mail, 

Priority Mail, Parcel Select, and Parcel Return Service, 2) the ICRA, and all supporting 

documentation underlying the ICRA, 3) the billing determinants for international mail, 

and 4) aggregated revenue, piece, and weight data for international customized 

agreements with customers.18  In accordance with section 3652(f)(1), a complete listing 

of what is within the nonpublic annex is provided in the attached list of documents.    

                                            
18 See USPS-FY07-NP10.  This information is aggregated by certain of the “groupings” presented in the 
Postal Service’s proposed Mail Classification Schedule (MCS), as submitted on November 20, 2007, and, 
in certain instances, by international mail product or category level within a grouping.   
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In determining what to place in the nonpublic annex in this Report, the Postal 

Service has largely followed recent and past practice in withholding certain documents 

from disclosure.  For example, the Commission’s current periodic reporting rules 

recognize the commercial sensitivity of the billing determinants for “Express Mail, 

Priority Mail, and parcel post” by allowing them to be filed on a one-year lag.19  In 

addition, documentation pertaining to costs, revenues, volumes, and billing 

determinants for international mail in general have been typically filed without public 

disclosure, in connection with the Commission’s Reports to Congress on International 

Mail Costs, Volumes and Revenues under former § 3663 of title 39.20  For ICMs, 

revenue, piece, and weight data have also historically been treated as commercially 

sensitive and confidential. This treatment reflects the Postal Service’s assessment that 

public disclosure of actual data concerning customized agreements would interfere with 

the Postal Service’s ability to compete for customers.21   

The Postal Service’s placement of items in the nonpublic annex has been 

tempered somewhat by expediency, in light of the need to produce as complete a 

Report as possible in the time available, by the status of the Commission’s rules 

pertaining to the production and disclosure of reports (and, in particular, the expectation 

of a future Commission rulemaking concerning the public status of Postal Service 

documentation), and by the evolving nature of the commercial and regulatory 

                                            
19 See 39 C.F.R. 3001.102(a)(10); PRC Order No. 1423 at 6 (November 8, 2004) (citing Order No. 839 at 
7-8).   
20 See, e.g., Letter from R. Andrew German, Managing Counsel, Legal Policy and Ratemaking Law, to 
Steven W. Williams, Secretary, Postal Regulatory Commission (March 15, 2007) at 2.  
21 In several of its filings with the Commission in Docket No. RM2007-1, the Postal Service discussed the 
need for confidentiality with respect to competitive contract rates, like ICMs.  See Initial Comments of the 
United States Postal Service in Response to Order No. 26 at 9 (September 24, 2007); Reply Comments 
of the United States Postal Service on the Second Advance Notice at 19 and n.25 (July 3, 2007). 
.     
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environments within which the Postal Service operates.  Thus, to a large degree, the 

treatment of material in this Report as being either exempt or non-exempt is a practical 

response to the fact that the Postal Service was unable efficiently and effectively to 

separate information generated by data systems that were not designed with the current 

regulatory structure in mind, and to the fact that new rules and expectations concerning 

confidentiality, which will govern the make-up of the nonpublic annex in the future, have 

yet to be explored.   

The transitional nature of this Report has led to some inconsistency in the 

treatment of specific materials.  For example, the public portion of this Report contains 

cost and other data for domestic competitive products that historically were made public 

in the PRA rate case regime, while at the same time confidentiality is maintained for 

international rate information, which has previously not fallen within the Commission’s 

ratemaking jurisdiction.  It should be noted, however, that the reorientation of the Postal 

Service’s obligations and authorities under the new law have altered, to a certain extent, 

the realistic expectations that led to the public disclosure of commercial information in 

the past.  In the former regulatory context, it was important that certain commercial 

information pertaining to domestic competitive services be produced in the highly visible 

rate case process to enable the Commission effectively to pursue its responsibilities to 

recommend rates and fees for all domestic products, pursuant to a public proceeding.  

The Commission’s rules governing periodic reporting, likewise, have tended to reflect its 

and the public’s interest in current information about domestic competitive services, with 

a view to future ratemaking proceedings.   
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Conversely, the PAEA obligates and enables the Postal Service to act more 

freely in its operations and pricing in the highly competitive marketplace.  In this new 

environment, protecting business data for competitive products (such as disaggregated 

cost, revenue, and volume information) that would not normally be released under good 

business practices is increasingly important.  Consequently, in the future it will be 

necessary to protect sensitive commercial information about competitive products that 

was formerly made public under the PRA.  For purposes of this Report, however, the 

Postal Service has continued to present most domestic competitive information as 

publicly available.   

In the future, the Postal Service expects that an equilibrium will evolve that 

respects the Postal Service’s enhanced competitive role, and the Commission’s new 

responsibilities; indeed, the language of the PAEA calls for such an equilibrium.22  This 

will involve both a re-evaluation of data systems in order to determine what changes 

and enhancements are needed to facilitate reporting under the PAEA, and a 

comprehensive assessment by the Postal Service, the Commission, and interested 

stakeholders of what data should, and should not, be accorded protection, in light of the 

new pricing standards of the PAEA.  The logical place for that assessment is the future 

Commission rulemaking concerning the Annual Compliance Report, wherein this issue 

can be addressed, and more specific guidelines concerning the protection of 

commercial information can be developed, without the tight timeframes that faced the 

Postal Service in preparing this Report.23    

                                            
22 See, e.g., 39 U.S.C. § 3652(e)(1).   
23 For example, while the Postal Service recognizes that certain portions of the ICRA may be suitable for 
public disclosure, the Postal Service lacked the time to identify and segregate the non-confidential 
portions of the ICRA from the confidential portions when preparing this Report.  The presence of clear 
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The current Report represents a good faith attempt to protect the interests in 

confidentiality endorsed in past practice, as well as to reflect the practical realities 

embodied in past and current disclosures.  In that regard, the Postal Service respectfully 

suggests that its current determinations of inclusion in the nonpublic annex reflect not 

only the current state of interpretation under the statutory provisions cited in § 3652(f),24 

but a reasonable and prudent starting point for evaluation of the substance of the 

current Report. 
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rules laying out what is and is not confidential will facilitate the Postal Service’s preparation of future 
Reports.    
24 In this regard, the Postal Service emphasizes that the statutory provisions cited in section 3652(f) 
exempting information from public disclosure enable, but do not mandate, withholding information.  It 
should not be inferred from classification of information as public in this Report that such information 
would not be exempt from disclosure, pursuant to appropriate interpretations of 39 U.S.C. § 410(c) or 5 
U.S.C. § 552(b).  Indeed, the Postal Service may, consistent with the discussion above, take the position 
in the future that information currently disclosed in this Report should be afforded protected status.  As 
noted above, however, the Postal Service expects that this determination will follow a full discussion, in a 
suitable proceeding, of the issues implicated. 
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