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I. INTRODUCTION 

On June 26, 2018, the Postal Service filed a petition pursuant to 39 C.F.R. 

§ 3050.11, requesting that the Commission initiate a rulemaking proceeding to consider 

changes to the analytical methods approved for use in periodic reporting.1  Proposal Six 

requests the Commission’s approval for the Postal Service to enact revised 

methodological procedures related to the attribution of international insurance 

indemnities.  Currently, all expenses associated with international insurance indemnities 

are distributed to outbound international products and services.  Petition, Proposal Six 

at 2.  The revised procedure would separate outbound indemnities from inbound 

indemnities and apply revised decision rules to attribute the costs to products.  Id.  For 

                                            

1 Petition of the United States Postal Service for the Initiation of a Proceeding to Consider 
Proposed Changes in Analytical Principles (Proposal Six), June 26, 2018, at 1 (Petition).  The proposal is 
attached to the Petition (Proposal Six). 
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the reasons discussed below, the Commission approves Proposal Six with a directive to 

further revise the International Cost and Revenue Analysis (ICRA) technical description 

in the FY 2018 Annual Compliance Report (ACR). 

II. PROCEDURAL HISTORY 

On July 2, 2018, the Commission issued a notice initiating this proceeding, 

providing for the submission of comments, and appointing a Public Representative.2  

The Public Representative filed comments on August 14, 2018.3  No other comments 

were received. 

Chairman’s Information Request No. 1 was issued on July 12, 2018.4  The Postal 

Service responded to CHIR No. 1 on July 19, 2018.5 

III. PROPOSAL SIX 

The existing methodology distributes all expenses associated with Outbound 

International Insurance payments and Inbound International Insurance payments to 

outbound international products and services.  Petition, Proposal Six at 2.  The Postal 

Service proposes a two-step methodological change related to incremental cost 

estimation.  The proposal separates Outbound International Insurance indemnities from 

Inbound International Insurance indemnities and “develop[s] separate decision rules for 

treating the costs relating to Outbound International indemnities and Inbound 

International indemnities.”  Id.  For Outbound International Insurance indemnities, the 

Postal Service proposes that “1) when additional insurance is not purchased, the 

indemnity cost will be assigned to the base parent product, and 2) when additional 

                                            

2 Notice of Proposed Rulemaking on Analytical Principles Used in Periodic Reporting (Proposal 
Six), July 2, 2018 (Order No. 4692). 

3 Public Representative Comments, August 14, 2018 (PR Comments). 

4 Chairman’s Information Request No. 1, July 12, 2018 (CHIR No. 1). 

5 Responses of the United States Postal Service to Questions 1-4 of Chairman’s Information 
Request No. 1, July 19, 2018 (Responses to CHIR No. 1). 
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insurance is purchased, the indemnity cost will be assigned to the Outbound 

International Insurance product.”  Id. at 4.  For Inbound International Insurance, the 

Postal Service proposes to distribute the costs to their respective inbound products.  Id. 

at 5-6. 

For Outbound International Insurance, the Postal Service proposes to use 

International Claims System (ICS) data to determine if the customer purchased 

insurance above the amount included with the product’s default coverage.  Responses 

to CHIR No. 1, question 1.b.  If no additional insurance was purchased for the 

mailpiece, the indemnity value is assigned to the product.  Id.  If additional insurance 

was purchased, the indemnity value is assigned to Outbound International Insurance.  

Id.  If Registered Mail was purchased, the indemnity value is assigned to Registered 

Mail.  Id.  This classification process results in the distribution key used to distribute the 

indemnities costs to products in the ICRA.  Id. 

For Inbound International Insurance, the Postal Service proposes using Universal 

Postal Union (UPU) barcoding data to assign the indemnity costs.  Petition, Proposal 

Six at 4.  The Postal Service will first identify indemnities that should be assigned to 

Inbound International Registered Mail, which accounted for approximately 56 percent of 

inbound international indemnities in FY 2017.  Id.  Then, the Postal Service will identify 

the appropriate product for the remaining indemnity payments by examining the country 

of origin and transportation mode for the mailpiece.  Id. at 5.  Indemnities that cannot be 

assigned using this method are assigned to products using a distribution key that 

assigns the costs in the same proportion as the indemnities that are assigned based on 

actual data.  Id.  The only indemnities that cannot be assigned using this method are 

those Inbound Parcel Post indemnities for which the mail stream (air or surface) is not 

included in the ICS data.  Responses to CHIR No. 1, question 2.a. 

IV. CHAIRMAN’S INFORMATION REQUEST 

CHIR No. 1 requested clarification of four issues surrounding Proposal Six.  

Question 1 inquired about the data used to separate the product cost from the 
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insurance cost for Outbound International Insurance products.  CHIR No. 1, question 1.  

The Commission requested information about the source of the data, the method for 

separating the data, and the reliability of the data.  Id.  The Postal Service’s response 

provides workpapers under seal and narratives describing the process by which the 

data are used to attribute the indemnity costs to the appropriate Outbound International 

Insurance product.  Responses to CHIR No. 1, questions 1.a., 1.b.  In addition, the 

Postal Service explains its assertion that the data are reliable and accurate by stating 

that the FY 2017 data were compared to data in the FY 2017 Cost and Revenue 

Analysis (CRA) report with favorable results.  Id., question 1.c. 

Question 2 requested more information about the Inbound International 

Insurance indemnities that cannot be assigned using actual data.  CHIR No. 1, 

question 2.  The Postal Service’s response clarifies that all Inbound International 

Insurance indemnities are assigned to a product, but 13.8 percent of the claims cannot 

be assigned using UPU barcode and other data because the data provided to the Postal 

Service by Foreign Postal Operators are incomplete.  Responses to CHIR No. 1, 

questions 2.a, 2.b.  The Postal Service explains that the process for attributing 

indemnity costs is dependent on certain data, and if the Foreign Postal Operator does 

not provide the complete data, the Postal Service is unable to determine the product to 

which the cost should be applied.  Id., question 2.b.  The Postal Service indicates that 

the amount of indemnities attributed using a proportional assignment method rather 

than the identified mailpiece information will vary in the future depending on “some 

combination of the volume received, the volume of items that qualify for an indemnity, 

the amount of information received at time of mailing, and potential changes to policies 

and agreements with the UPU and Foreign Postal Operators.”  Id., question 2.c. 

Question 3 requested the distribution key created to assign the Inbound 

International Insurance indemnity costs, which was included in the Postal Service’s 

response under seal.  Id., question 3; see Responses to CHIR No. 1, question 3. 

Question 4 requested confirmation that the Postal Service would update the 

ICRA technical description to reflect the changes proposed in Proposal Six.  CHIR 
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No. 1, question 4.  The Postal Service provided a revised report in its response.  

Responses to CHIR No. 1, question 4. 

V. COMMENTS 

The Public Representative supports the approval of Proposal Six.  PR Comments 

at 3.  He suggests that though the proposal would not correct previously negative 

contributions by products, it is preferable to the existing methodology which he 

characterizes as “clearly deficient.”  Id. at 4.  He further asserts that this methodological 

change may result in inbound products covering their attributable costs in FY 2018.  Id.  

He encourages the Commission to revisit this situation in the FY 2018 Annual 

Compliance Determination (ACD).  Id.  Finally, he observes that “correct costing is 

necessary for the Postal Service to make decisions about potential future rate changes.”  

Id. 

VI. COMMISSION ANALYSIS 

Based upon a review of the Postal Service’s filing, supporting workpapers 

including those filed under seal, and the Public Representative’s comments, the 

Commission approves Proposal Six because it finds that the proposal would improve 

the quality, accuracy, and completeness of the Postal Service’s annual periodic 

reporting, specifically the attribution of costs.   See 39 U.S.C. § 3652(e)(2)(A); 39 C.F.R. 

§ 3050.11. 

The Commission has previously questioned the methodology for attributing the 

costs for international insurance indemnities.  In the FY 2016 ACD, the Commission 

asked the Postal Service to provide more information about the “substantial decrease in 

cost coverage, unit cost, and unit revenue, and substantial increase in volume, for 

Competitive Outbound International Insurance from FY 2015 to FY 2016.”6  The Postal 

Service explained the decrease by citing the addition of free insurance up to a certain 

                                            

6 Docket No. ACR2016, Chairman’s Information Request No. 8, question 2, January 19, 2017. 
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amount for Priority Mail International (PMI) items, which resulted in an increase in the 

volume of Outbound International Insurance mailpieces, concurrent with an increase in 

total international indemnity claim costs.7  According to the Postal Service, this change 

resulted in a decrease in unit revenue and cost.  Id.  The Postal Service indicated at that 

time that it would examine whether indemnity costs for claims under the free insurance 

included in the PMI product could be separated and included in the PMI product costs.  

Id. 

In the FY 2017 ACD, the Commission found that revenue from International 

Ancillary Services did not cover its attributable cost because Outbound International 

Insurance did not cover its costs.8  The Postal Service indicated that the failure to cover 

costs resulted from PMI claims for which no fee is paid being attributed to Outbound 

International Insurance rather than the PMI product, and that it would continue to study 

the option of attributing the costs for indemnity payouts for mailpieces without additional 

paid insurance to the product rather than Outbound International Insurance.9  The 

Commission directed the Postal Service to report on this issue within 90 days of the 

ACD report and to determine whether a change in analytical principles was warranted.  

FY 2017 ACD at 88. 

Proposal Six is the Postal Service’s response to the Commission’s directive in 

the FY 2017 ACD.  Petition, Proposal Six at 1.  The Postal Service indicates Proposal 

Six improves contribution for outbound products and decreases the contribution for 

inbound products (although not enough to violate the cost contribution requirement).  Id. 

at 3.  The Commission evaluated the methodology described by the Postal Service in 

Proposal Six and contained in the supporting workpapers, and finds that the proposal 

                                            

7 Docket No. ACR2016, Responses of the United States Postal Service to Questions 1-8 of 
Chairman’s Information Request No. 8, February 6, 2017, question 2. 

8 Docket No. ACR2017, Annual Compliance Determination Report, March 29, 2018, at 87 
(FY 2017 ACD). 

9 Docket No. ACR2017, United States Postal Service FY 2017 Annual Compliance Report, 
December 29, 2017, at 71 (FY 2017 ACR). 
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responds to the concerns raised in previous ACD reports and significantly improves the 

attribution of costs in accordance with 39 U.S.C. § 3652(e)(2)(A). 

Question 4 of CHIR No. 1 requested confirmation that the Postal Service would 

update the ICRA technical description to reflect Proposal Six and a revised version of 

the file.  CHIR No. 1, question 4.  The Postal Service confirmed the revisions would be 

made and provided a revised version of the report under seal.  Responses to CHIR 

No. 1, question 4.  The revised report contained updated dollar amounts showing the 

results of the changed methodology, but did not contain a narrative description of the 

proposed changes.  The Commission directs the Postal Service to include a narrative 

description of the changes in the FY 2018 ACR submission as a part of its approval of 

this proposal.  The narrative description must explain how indemnity costs are 

calculated using language similar to that included in the proposal itself, including 

supplementary information from the Postal Service’s Responses to CHIR No. 1. 

VII. ORDERING PARAGRAPHS 

It is ordered: 

1. For purposes of periodic reporting to the Commission, the changes in analytical 

principles proposed by the Postal Service in Proposal Six are approved. 

2. As indicated in the Commission Analysis section above, the Postal Service is 

directed to revise the ICRA technical description to describe the methodology 

used to attribute the Outbound International Insurance and Inbound International 

Insurance indemnity costs according to Proposal Six in its FY 2018 Annual 

Compliance Report. 

By the Commission. 
 
 

Stacy L. Ruble 
Secretary 


