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1. In FY 2017 the Money Orders product had a cost coverage of 97.2 percent.  See 
FY 2017 ACR at 45.  This is an improvement from its 91.1 percent FY 2016 cost 

coverage.1  In the preceding four years, from FY 2012 to FY 2015, Money Orders 
covered at least 150 percent of its costs.  Id. 
 
In the FY 2016 ACD, the Commission acknowledged that the substantial 

decrease in cost coverage between FY 2015 and FY 2016 was the result of the 
Commission’s determination that “attributable cost should be calculated using 
incremental cost rather than volume-variable cost.” 
a. The Postal Service states that it reviewed the incremental costs for Money 

Orders in FY 2016 and “determined that incremental costs have been 
overstated.”  FY 2017 ACR at 45.  Please clarify by enumerating the 
specific findings of the review and provide revised accurate data for the 
incremental cost of Money Orders in FY 2016. 

b. The Postal Service also states that it “plans to evaluate whether the debit 
card fees allocation to Money Orders is accurate . . . .”  Id.  Please provide 
a timeline for this evaluation.  If one is not available, please state when 
one will be available. 

c. Please provide the number of In-Office Cost System tallies for the Money 
Orders product and include the confidence interval for the cost coverage. 

 
RESPONSE:     

 
a.  The cited portion of the Annual Compliance Report was referring to the 

assessment conducted of Money Order incremental cost estimation that led to 

the change in the treatment of Window Service costs described on page 3 of the 

Preface to USPS-FY17-43.  Applying that change in FY 2016 would have 

reduced the estimated incremental costs of Money Orders from the FY 2016 

estimate of $171,686(000) shown in USPS-FY16-43 to $118,616(000). 

b. Given current circumstances, the Postal Service has already started reviewing 

the present methodology for debit card fee attribution. The first step in this 

                                                             

1 Docket No. ACD2016, Annual Compliance Determination, March 28, 2017, at 60-61 (FY 2016 
ACD). 
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process will include identifying and reviewing the nature, scope, and limitations of 

currently available materials and data relating to this complex subject. Depending 

on what emerges, an alternative distribution procedure might be available on a 

preliminary basis in several weeks.  If so, the Postal Service would report that 

progress to the Commission in a supplemental response to this Information 

Request.  Conversely, if too many impediments still preclude development of an 

acceptable alternative (even on a tentative basis), the Postal Service would 

likewise still report the status of its research in that time frame.  Again depending 

on the pace of progress, any preliminary proposal that can be presented may 

provide a solid basis for a subsequent proposal for a permanent methodological 

change, or further work may be required to formulate a comprehensive proposal.  

c. There were eight hundred eighty seven (887) IOCS tallies for Domestic Money 

Orders in FY2017, and the coefficient of variation (CV) for the IOCS-based cost 

estimate is 4 percent. The 95-percent confidence interval for the cost coverage is 

92 to 103 percent.  

SUPPLEMENTAL RESPONSE:    

b. After further review, the Postal Service has determined that the method of 

allocating debit card fees to Money Orders reflected in the FY 2017 ACR does not 

accurately reflect the manner in which fee expenses are incurred, and can be improved.  

Specifically, the debit card fees assigned to Money Orders in FY 2017 appear 

overstated.  Based on current data availability, the Postal Service has developed a 
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preliminary alternative distribution procedure which provides a more accurate fee 

assignment. 

While the incurrence of debit card fees on a transaction can be complex and 

multifaceted, total fees generally include two factors -- a fee per transaction which is 

irrespective of the transaction amount, and a variable fee component based on the 

transaction amount.  Under the FY 2017 method, debit card fees are assigned to 

products in proportion to the product’s share of total debit card revenue, thus only taking 

account of one of the two factors.  However, since debit fees are not incurred based on 

the transaction amount alone, the FY 2017 method results in an assignment of debit 

fees to products that is not fully accurate.2  The preliminary alternative distribution aims 

to increase the accuracy of the assignment of debit fees to products by addressing both 

of the two factors previously described to the extent possible with available data. 

In the alternative method, the total amount of debit card fee expense (of 

approximately $59 million for FY 2017), would first be disaggregated into transactions 

and proceeds cost pools.  The amount in the transactions cost pool is determined by 

multiplying the total number of transactions by the approximate per transaction cost 

                                                             

2   Recall that the FY 2017 method itself incorporated the correction of an even 

more basic error in the FY 2016 (and previous) distribution of debit card fees to Money 
Orders, in which the face amount of the transaction was improperly excluded from the 
distribution, thus leaving the fee the Postal Service was charging the customer for 
Money Order service as the sole component in the distribution calculation.  
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(which in turn is based on Federal Reserve regulations).3  The residual amount left after 

the transaction amount has been derived is assigned to the proceeds cost pool.  In FY 

2017, these calculations result in $33 million in the transactions pool (150 million 

transactions x $0.22 per transaction) and $26 million ($59 M - $33 M) in the proceeds 

cost pool.    

Expenses in the transaction cost pool are assigned to products proportionally 

based on the number of tenders captured from the Retail Data Mart (RDM).  Expenses 

in the proceeds cost pool are assigned to products in proportion to the total proceeds 

realized with debit cards (the same distribution key used for the entire debit card 

expense in the FY 2017 method).  The final debit fee assigned to each product is the 

sum of the respective amounts in the transactions and proceeds cost pools. 

In sum, the FY 2017 methodology inaccurately assigned debit card fees to 

products solely in proportion to the proceeds captured by debit cards, when in reality 

those fees are not incurred in direct proportion to the proceeds captured by debit cards.   

The inaccurate method had a substantial impact on the costs assigned to Money 

Orders, because Money Order transactions often entail significantly higher transaction 

amounts (including the face value of the item) compared to other products.  In FY 2017, 

                                                             

3 See the final 2011 rule from the Federal Reserve https://www.federalreserve.gov/ 

newsevents/ pressreleases/bcreg20110629a.htm.  Note, however, that using just one 
transaction cost truly is an approximation, because there are different transaction costs 
that potentially apply in different circumstances.  The approach employed here is to use 
the most common transaction cost as the appropriate approximation.  

 

https://www.federalreserve.gov/%20newsevents/%20pressreleases/bcreg20110629a.htm
https://www.federalreserve.gov/%20newsevents/%20pressreleases/bcreg20110629a.htm
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proceeds from Money Order transactions were 72 percent ($6 B) of all proceeds from 

debit cards, and in accordance with the FY 2017 methodology were assigned 72 

percent of the total $59 M, or $42 M in costs from debit card fees.  In contrast, the 

alternative methodology would result in $22 M ($4 M in transaction fees and $18 M in 

proceeds fees) assigned to Money Orders.  Thus, the alternative methodology would 

result in approximately $20 million fewer dollars assigned to Money Orders, and the 

estimated cost coverage would consequently increase from 97 percent to 111 percent.4  

The Postal Service considers these figures to represent a more accurate reflection of 

the financial performance of Money Orders in FY 2017.  

From the investigation cited in its initial response to this ChIR question, the 

Postal Service has concluded that the revised approach outlined in this supplemental 

response more accurately assigns debit card expenses to Money Orders than the 

method used in the 2017 ACR filing.  Moreover, the Postal Service views the alternative 

distribution process as a possible worthwhile candidate to be the basis for a subsequent 

proposal for a permanent methodological change regarding the assignment of debit 

card expenses to products. 

                                                             

4   Specifically, compared with the estimated attributable costs of $156.390531 
million shown in the CRA, a reduction of $19.792195 million in debit card expenses 
would reduce the attributable costs of Money Orders to $136.598336 million.   


