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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 principles relating to periodic reporting.1  The Postal Service 

states that Proposal Five will replace the current methodology for the development of 

international mail costs with the development of separate inbound costs for letters and 

flats (formats P and G) and for bulky letters and small packets (format E).  Petition, 

                                            
1
 Petition of the United States Postal Service for the Initiation of a Proceeding to Consider 

Proposed Changes in Analytical Principles (Proposal Five), June 26, 2018 (Petition).  The Postal Service 
filed a non-public library reference with Proposal Five.  Library Reference USPS-RM2018-8/NP1, 
Nonpublic Material Relating to Proposal Five, June 26, 2018; Notice of Filing of USPS-RM2018-8/NP1 
and Application for Nonpublic Treatment, June 26, 2018. 
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Proposal Five at 3.  The Postal Service states that the International Cost and Revenue 

Analysis (ICRA) report format will not change, but “the aggregated costs shown on the 

individual ICRA lines would be the sum of the separately-developed letter/flat-shape 

and packet-shape costs.”  Id.  For the reasons discussed below, the Commission 

approves Proposal Five. 

II. PROCEDURAL HISTORY 

On June 28, 2018, the Commission issued a notice initiating this proceeding, 

appointing a Public Representative, and inviting interested person to submit comments 

no later than August 22, 2018.2 

Information requests.  Chairman’s Information Request No. 1 was issued on July 

10, 2018.3  The Postal Service filed responses to CHIR No. 1 on July 17, 2018.4  The 

Postal Service filed non-public Library Reference USPS-RM2018-8/NP2 when it filed its 

Responses to CHIR No. 1.5 

Chairman’s Information Request No. 2 was issued on July 27, 2018.6  CHIR No. 

2 included some non-public information requests that were filed under seal.  The Postal 

Service filed responses to CHIR No. 2 on August 3, 2018.7  The Postal Service filed 

non-public Library Reference USPS-RM2018-8/NP4 when it filed its Responses to 

CHIR No. 2.8 

                                            
2
 Notice of Proposed Rulemaking on Analytical Principles Used in Periodic Reporting (Proposal 

Five), June 28, 2018, at 5 (Order No. 4689). 

3
 Chairman’s Information Request No. 1, July 10, 2018 (CHIR No. 1). 

4
 Responses of the United States Postal Service to Questions 1-10 of Chairman’s Information 

Request No. 1, July 17, 2018 (Responses to CHIR No. 1). 

5
 Notice of Filing of USPS-RM2018-8/NP2 and Application for Nonpublic Treatment, July 17, 

2018. 

6
 Chairman’s Information Request No. 2 and Notice of Filing Under Seal, July 27, 2018 (CHIR No. 

2). 

7
 Responses of the United States Postal Service to Questions 1-6 of Chairman’s Information 

Request No. 2, August 3, 2018 (Responses to CHIR No. 2). 

8
 Notice of Filing of USPS-RM2018-8/NP4 and Application for Nonpublic Treatment, August 3, 

2018. 
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UPS’s motions for access.  On July 20, 2018, United Parcel Service, Inc. (UPS) 

filed a motion requesting access to non-public Library Reference USPS-RM2018-

8/NP1.9  The Postal Service opposed UPS’s First Motion for Access.10  Concurrent with 

its Response, the Postal Service also filed non-public Library Reference USPS-

RM2018-8/NP3.11  The Postal Service stated that this library reference “excludes 

identified third party information” and “would enable UPS to make informed comments 

regarding the Postal Service’s petition in this docket.”  Response at 2, 3.  The Postal 

Service also stated that it “has no objection to the Commission granting access by 

qualified UPS representatives under the standard protective conditions to [this] 

material.”  Id. at 5. 

On July 31, 2018, UPS filed a motion requesting access to non-public Library 

Reference USPS-RM2018-8/NP3.12  On August 1, 2018, the Commission granted 

UPS’s Second Motion for Access and held UPS’s First Motion for Access in abeyance, 

pending UPS’s review of Library Reference USPS-RM2018-8/NP3.13  On August 3, 

2018, UPS withdrew its First Motion for Access.14   

Motion to extend comment deadline.  On August 17, 2018, UPS moved for an 

extension of the comment deadline from August 22, 2018, to August 29, 2018.15  The 

                                            
9
 United Parcel Service, Inc.’s Motion Requesting Access to Non-Public Materials Under 

Protective Conditions, July 20, 2018 (First Motion for Access). 

10
 United States Postal Service Response to United Parcel Service Inc.’s Motion Requesting 

Access to Non-Public Materials Under Protective Conditions, July 27, 2018 (Response). 

11
 Notice of Filing of USPS-RM2018-8/NP3 and Application for Nonpublic Treatment, July 27, 

2018. 

12
 United Parcel Service, Inc.’s Second Motion Requesting Access to Non-Public Materials Under 

Protective Conditions, July 31, 2018 (Second Motion for Access). 

13
 Order Granting Motion for Access to Library Reference USPS-RM2018-8/NP3 and Holding 

Motion for Access to Library Reference USPS-RM2018-8/NP1 in Abeyance Pending Further Action, 
August 1, 2018 (Order No. 4739).   

14
 United Parcel Service, Inc.’s Notice of Withdrawal of Motion Requesting Access to Non-Public 

Materials, August 3, 2018 (Notice of Withdrawal). 

15
 Motion of United Parcel Service, Inc. to Extend Filing Deadline, August 17, 2018, at 1, 2 

(Motion to Extend Comment Deadline). 
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Commission granted UPS’s Motion to Extend the Comment Deadline on August 21, 

2018.16   

Comments.  The U.S. Chamber of Commerce17 filed comments on August 28, 

2018, and the Public Representative18 and UPS19 filed comments on August 29, 2018.  

With its comments, UPS also filed unredacted comments and Library Reference UPS-

RM2018-8/NP1 under seal.20   

Postal Service’s motion for access.  On September 4, 2018, the Postal Service 

filed an unopposed motion requesting access to UPS’s unredacted comments and to 

Library Reference UPS-RM2018-8/NP1.21  The Commission granted the Postal 

Service’s motion on September 5, 2018.22  

Reply comments.  On September 10, 2018, the Postal Service filed a motion for 

leave to file reply comments23 and reply comments.24  In its Motion for Leave, the Postal 

Service states that the Chamber Comments and UPS Comments “stray well beyond the 

scope of Proposal Five.”  Motion for Leave at 1.  The Postal Service requests an 

opportunity to address the “many new and extensive arguments and analysis on topics 

                                            
16

 Order Granting Motion to Extend Comment Deadline, August 21, 2018 (Order No. 4769). 

17
 Comments of U.S. Chamber of Commerce, August 28, 2018 (Chamber Comments). 

18
 Public Representative Comments, August 29, 2018 (PR Comments). 

19
 Comments of United Parcel Service, Inc. on Notice of Proposed Rulemaking on Analytical 

Principles Used in Periodic Reporting (Proposal Five), August 29, 2018 (UPS Comments).   

20
 See Order Relating to Library Reference UPS-RM2018-8/NP1, August 31, 2018, at 1 (Order 

No. 4807).  Initially, UPS did not file an application for non-public treatment as required by 39 C.F.R. §§ 
3007.200(a) and 3007.201.  In Order No. 4807, the Commission directed UPS to file an application for 
non-public treatment with respect to Library Reference UPS-RM2018-8/NP1.  Order No. 4807 at 2.  On 
September 4, 2018, UPS filed an application for non-public treatment.  Notice of Filing of Nonpublic 
Comments and UPS-RM2018-8/NP1 and Application for Nonpublic Treatment, September 4, 2018 
(September 4 Notice). 

21
 Unopposed Motion of the United States Postal Service for Access to Materials Filed Under 

Seal by United Parcel Service, September 4, 2018.  

22
 Order Granting Unopposed Motion for Access, September 5, 2018 (Order No. 4812). 

23
 Motion of the United States Postal Service for Leave to File Reply Comments Regarding 

Proposal Five, September 10, 2018 (Motion for Leave). 

24
 Reply Comments of the United States Postal Service Regarding Proposal Five, September 10, 

2018 (Reply Comments). 
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the Postal Service has had no occasion to address in this proceeding.”  Id.  The 

Commission grants the Postal Service’s Motion for Leave. 

III. BACKGROUND 

In Docket No. ACR2017, in the Postal Service’s discussion of the factors that led 

to increased costs for the Inbound Letter Post product, the Postal Service stated, “it is 

important to look at the changes by shape that have occurred for Inbound Letter Post.”25  

In Docket No. ACR2017, Responses to CHIR No. 10, the Postal Service indicated that 

the increasing volumes of small packets and the higher costs associated with delivering 

such mailpieces contributed to some of the increases in the processing, delivery, and 

other costs attributed to the Inbound Letter Post product.  Responses to CHIR No. 10, 

question 6.  The Postal Service stated that Library Reference USPS-FY17-NP35, Excel 

file “USPSTracking FY 17.xls,” provides shape-based data for inbound LC/AO 

mailpieces delivered by air.26 

In Docket No. ACR2017, Chairman’s Information Request No. 18, question 1 

asked the Postal Service to explain why it did not use the shape-based inbound LC/AO 

data in the Domestic Processing Model (DPM) and the ICRA report.27  The Postal 

Service explained that the original purpose of the cited data was to develop financial 

workpapers underlying international negotiated service agreements related to inbound 

                                            
25

 Docket No. ACR2017, Responses of the United States Postal Service to Questions 1-7 of 
Chairman’s Information Request No. 10, February 2, 2018, question 6 (Docket No. ACR2017, Responses 
to CHIR No. 10). 

26
 Id.  See Docket No. ACR2017, Library Reference USPS-FY17-NP35, January 26, 2018, Excel 

file “USPSTracking FY 17.xls.”  “LC/AO” is an abbreviation for “lettres et cartes” and “autres objets,” and 
is French for “letters and cards” and “other objects.”  LC/AO refers to international letters, cards, flats, 
bulky letters, and small packets, whether under the Universal Postal Union (UPU) terminal dues system 
or bilateral or multilateral agreements.  Inbound LC/AO contrasts with Inbound Letter Post, which refers to 
the Postal Service product consisting of letters, cards, flats, bulky letters, and small packets received 
under the terminal dues system.  See Mail Classification Schedule (MCS), section 1130. 

27
 Docket No. ACR2017, Chairman’s Information Request No. 18, February 13, 2018, question 1. 
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LC/AO delivered by air.28  The Postal Service also explained that the inbound LC/AO 

data could not be applied to the DPM or the ICRA without additional information and 

development.  Docket No. ACR2017, Responses to CHIR No. 18, question 1.  The 

Postal Service stated that it was “investigating a shape-based approach to the [DPM 

and planned] to complete its investigation during FY18 and submit a rulemaking 

proposal to implement shape-based costing for Inbound Letter Post in the [DPM] and 

the ICRA.”  Id. 

In the FY 2017 Annual Compliance Determination (ACD) report, the Commission 

directed the Postal Service to update the Commission on the status of this investigation 

if it had not yet filed a rulemaking proposal to implement shape-based costing for 

Inbound Letter Post in the DPM and the ICRA report.29 

IV. PROPOSAL FIVE 

In the instant docket, the Postal Service requests Commission approval of 

Proposal Five, which the Postal Service describes as responsive to the Commission’s 

ACD directive in proposing changes to the cost distribution methodology for the 

treatment of inbound LC/AO items.  Petition, Proposal Five at 3.  The Postal Service 

also proposes conforming changes to the cost distribution methodology for outbound 

LC/AO mail.  Id. at 1, 10-13. 

Proposal Five would replace the current aggregated development of inbound 

LC/AO costs in the ICRA report with the development of separate costs based upon the 

item format30 for (1) letter-shaped and flat-shaped items, and (2) bulky letter- and small 

                                            
28

 Docket No. ACR2017, Responses of the United States Postal Service to Questions 1-2 of 
Chairman’s Information Request No. 18, February 20, 2018, question 1 (Docket No. ACR2017, 
Responses to CHIR No. 18). 

29
 Docket No. ACR2017, Annual Compliance Determination Report, March 29, 2018, at 69 (FY 

2017 ACD). 

30
 The “item formats” are formats that the Postal Service’s data systems use to calculate inbound 

LC/AO costs.  These “item formats” include letters, flats, and bulky letters/small packets.  Id. at 8-9.  In 
contrast, “dispatch formats” are UPU-defined formats under which LC/AO are sent.  The dispatch formats 
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packet-shaped items.  Id. at 3.  The total attributable costs of inbound LC/AO mailpieces 

and the current ICRA reporting format would remain the same, but the aggregated costs 

shown on the individual ICRA lines would be the sum of separately developed letter/flat-

shaped and bulky letter/small packet-shaped costs.  Id.   

According to the Postal Service, Proposal Five also responds to the UPU’s 

implementation of terminal dues based on shape (format) for letters/flats and bulky 

letters/small packets, effective January 1, 2018.  See id at 1-2.  Under the previous 

terminal dues system, the same terminal dues applied to all UPU letter post formats.  Id. 

at 2. 

The Postal Service states that “[t]he current methodology neither aligns with what 

is now the UPU terminal dues rate structure, nor allows for the more detailed analysis 

necessary to respond to inquiries such as those in Chairman’s Information Requests in 

[Docket No. ACR2017].”  Id. at 3-4.  According to the Postal Service, “the proposal will 

provide a better basis to analyze the impacts of the new UPU terminal dues rate 

structure and the different letter/flat-shape versus packet-shape characteristics[.]”  Id. at 

4. 

Currently, the Postal Service reports inbound LC/AO revenue, pieces, and weight 

by dispatch format and mail stream.31  The Postal Service then develops aggregated 

cost estimates for inbound LC/AO items so each inbound LC/AO piece has the same 

unit cost, regardless of shape.32  The Postal Service proposes to map dispatch format 

inbound LC/AO revenue, piece, and weight data to item formats.  Petition, Proposal 

Five at 8-9.  The Postal Service further proposes to expand its costing systems to 

develop costs specific to each item format.  Id. at 3. 

                                                                                                                                             
include letters (P), flats (G), bulky letters/small packets (E), and mixed (X).  Id. at 1-2.  Differences 
between these formats are discussed infra at 9. 

31
 See Docket No. ACR2017, Library Reference USPS-FY17-NP2, December 29, 2017, folder 

“ICRA,” folder “Supporting Files,” folder “FPS Inbound Data,” folder “Data as Received,” Excel file 
“Revised Inbound RPW - FY17 (Preliminary 10'20'17).xlsb.” 

32
 See Petition, Proposal Five at 3.  For a full description of the current costing methodology of 

inbound LC/AO pieces, see Docket No. RM2017-6, Order on Analytical Principles Used in Periodic 
Reporting (Proposal Two), August 29, 2017 (Order No. 4080). 
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To develop shape-based revenue, piece, and weight data, the Postal Service 

proposes to map the dispatch format data it currently receives to item formats.  Id. at 8-

9.  Slight differences exist between dispatch formats and item formats: for example, 

LC/AO letters can be smaller and LC/AO flats can be heavier than the Postal Service’s 

standards for letters and flats.  Id.  To control for these differences, the Postal Service 

proposes to use System for International Revenue and Volume, Inbound (SIRVI) 

estimates of pieces and weights to distribute dispatch format pieces and weights 

proportionately to item formats.33  The Postal Service also proposes to distribute 

dispatch format revenue to item formats proportionately based on dispatch format 

weight data.  Petition, Proposal Five at 9. 

To develop shape-based cost estimates, the Postal Service proposes changes to 

both the Transportation Cost System (TRACS) and the DPM of the ICRA report.  Id. at 

5-9.  First, the Postal Service proposes expanding the TRACS distribution key to 

separate letters and flats from packets to develop shape-based estimates of 

transportation costs.  Id. at 6.  Second, the Postal Service proposes expanding the 

current inbound LC/AO categories in the DPM to separate letters and flats from bulky 

letters and small packets.  Id. at 6-7.  This enables the DPM to calculate shape-based 

costs for the domestic handling of international mail.34   

V. CHAIRMAN’S INFORMATION REQUESTS 

CHIR No. 1 requested the Postal Service to confirm that the SIRVI sampling plan 

and estimation methodology used in Proposal Five was the most recent;35 to explain the 

differences between dispatch formats and item formats and the distribution of dispatch 

                                            
33

 Id. at 9.  SIRVI is the Postal Service’s sampling system for inbound international mail.  For 
further details, see Docket No. ACR2017, Library Reference USPS-FY17-NP5, December 29, 2017. 

34
 Id. at 7-8.  The Postal Service also proposes changes to the calculation of settlement costs for 

outbound LC/AO to reflect the shape-based terminal dues structure.  Id. at 10.  These changes result in 
shape-based settlement costs for outbound LC/AO.  Id.  The DPM and TRACS already calculate shape-
based outbound LC/AO costs, so no further changes are necessary.  Id. at 10-11. 

35
 CHIR No. 1, questions 1, 2, 10. 
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format data to item formats;36 and to provide a crosswalk explaining the differences 

between dispatch formats and item formats.  Id.  CHIR No. 1 also included several 

questions related to the ICRA report and its supporting data.  Id. questions 4-9.  

Specifically, CHIR No. 1 requested the Postal Service to identify the scanning costs in 

the financial workpapers;37 to explain how the costs in referenced ICRA supporting files 

were calculated;38 and to explain how the Postal Service would incorporate the 

separation of letters and flats from small packets and bulky letters in the FY 2018 ICRA 

report.  Id. question 9. 

In its Responses to CHIR No. 1, the Postal Service filed an updated description 

of the SIRVI sampling plan and estimation methodology.  Responses to CHIR No. 1, 

questions 1, 10.  It also provided an explanation of the differences between dispatch 

formats and item formats, along with a crosswalk to explain these differences.39  In 

addition, the Postal Service explained that scanning costs would be implicitly included in 

small packet costs as all small packets were now intended to be scanned in accordance 

with the Universal Postal Convention of the UPU.  Responses to CHIR No. 1, question 

4(c).  The Postal Service also explained how it planned to populate the ICRA directly 

with quarterly data and provided an example of a workbook that it will file as part of the 

FY 2018 ICRA report.40   

CHIR No. 2 requested the Postal Service to provide workpapers demonstrating 

its distribution of dispatch format data to item formats and the associated crosswalk;41 to 

confirm whether the Postal Service plans to scan all format E mailpieces;42 to explain 

                                            
36

 Id. question 3. 

37
 Id. question 4. 

38
 Id. questions 6, 7. 

39
 Id. question 3; see Library Reference USPS-RM2018-8/NP2, Excel file, “Prop5 Question 

3b.xlsx.” 

40
 Id. question 9; Library Reference USPS-RM2018-8/NP2, Excel File 

“Prop.5.ChIR.1.Q.9.FPS_Inbound_Inputs.xlsb.” 

41
 CHIR No. 2, questions 1-3 

42
 Id. question 4 
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and justify its proposed revenue distribution;43 and to provide supporting statistical data 

for SIRVI.  Id. question 6. 

In its Responses to CHIR No. 2, the Postal Service provided workpapers 

demonstrating its distribution of dispatch format data to item formats and connected that 

distribution to the crosswalk.44  The Postal Service explained that it does not plan to 

scan all format E mailpieces as UPU regulations only require barcodes on small packet-

shaped format E mailpieces.   Responses to CHIR No. 2, question 4.  However, it notes 

that some format E mailpieces that do not require barcodes will continue to have 

barcodes and may routinely be scanned because of the inherent difficulties in 

administering procedures within which scanning is required on just some barcodes on 

particular mailpieces based on content.  Id.  The Postal Service justified its proposed 

revenue distribution by stating that the substantial majority of pieces and weight for a 

given item format are received in a dispatch format with the appropriate terminal dues, 

but suggested that the proposed method for revenue distribution could perhaps be 

evaluated going forward.45  The Postal Service also provided the requested data from 

SIRVI.46  

VI. COMMENTS AND REPLY COMMENTS 

The U.S. Chamber of Commerce, Public Representative, and UPS each filed 

comments in this docket.  The Postal Service filed reply comments in this docket. 

U.S. Chamber of Commerce.  In its comments, the U.S. Chamber of Commerce 

asserts that the Postal Service failed to use shape-based pricing when it estimated that 

the Inbound Letter Post product cost the Postal Service $170 million in FY 2017.  

                                            
43

 Id. question 5. 

44
 Responses to CHIR No. 2, questions 1-3.  See Library Reference USPS-RM2018-8/NP4, Excel 

files “Prop.5.ChIR.2.Q.1.a.xlsx,” and “Prop.5.ChIR.2.Q.3.Crosswalk.xlsx.” 

45
 Id. question 5; see Library Reference USPS-RM2018-8/NP4, Excel file 

“Prop.5.ChIR.2.Q.5.b.xlsx.” 

46
 Responses to CHIR No. 2, question 6; see Library Reference USPS-RM2018-8/NP4, Excel file 

“Prop.5.ChIR.2.Q.6.a.b.xlsx.” 
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Chamber Comments at 1.  In addition, the U.S. Chamber of Commerce states that the 

Postal Service should make public various data related to inbound LC/AO mailpieces, 

including:  a cell-by-cell analysis of the impact of the proposed methodology, 

documentation supporting Proposal Five, and “results of the proposal . . . for the last 

five years as proposed in Docket No. RM2018-2.”  Id. at 1-2.  The U.S. Chamber of 

Commerce also urges the Commission to publish the financial impact of the proposal 

and to require the Postal Service to provide supporting documentation publicly.  Id. at 2.  

The U.S. Chamber of Commerce asserts that this information should be public 

because it is important for the public to know the impact of the Postal Service’s 

changes, to understand the cost of delivering inbound LC/AO mailpieces (both per-item 

and total costs), and to compare the costs under the current and proposed 

methodology.  Id. at 1-2.  The U.S. Chamber of Commerce states that the Commission 

should not accept the redaction of inbound LC/AO cost data because “inbound UPU 

‘mail’” is considered a market dominant product and therefore, all cost and pricing 

methodologies should be public as there is no reason to keep such information under 

seal.  Id. at 2.    

The U.S. Chamber of Commerce also questions whether the proposed 

methodology is “justifiable” if the impact is negligible.  Id.  If the proposed methodology 

is not justifiable, the U.S. Chamber of Commerce recommends that the Commission 

reject it and “direct the Postal Service to create new [costing] models based on similar 

domestic mail and package pricing methods already in existence.”  Id. 

Public Representative.  In her comments, the Public Representative finds that the 

proposed changes are “reasonable and achieve the objective of producing costs that 

better align with the current UPU letter post rate structure.”  PR Comments at 2.  

However, the Public Representative identifies two potential improvements to Proposal 

Five.  See id. at 3.  First, she notes that the proposed methodology could be improved if 

per-item and per-kilogram rates were reflected in the distribution of dispatch format 

revenue to item format.  Id.  Second, she states that it is possible that the proposed 
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methodology could be improved if the Postal Service made adjustments to account for 

differences in scanning level by inbound LC/AO products.  Id. 

UPS.  In its comments, UPS notes that Proposal Five was filed in response to a 

Commission directive.  UPS Comments at 1.  UPS states that Proposal Five does not 

fulfil the Commission’s directive for the Postal Service to develop a shape-based costing 

model because Proposal Five simply reallocates the costs the Postal Service previously 

calculated under its current costing model into shape-based categories.47  Specifically, 

UPS acknowledges that there are different costs associated with delivering “mail” and 

“packages.”  See UPS Comments at 6.  UPS states that because Proposal Five simply 

re-allocates existing Inbound Letter Post costs, it does not incorporate the costs of 

delivering packages.  Id. at 6-7.   

UPS also expresses concern regarding the existing costing methodology and 

that Proposal Five improperly assumes that the current model accurately calculates 

costs for Inbound Letter Post mailpieces.  Id. at 7.  It states that the current costing 

methodology underestimates Inbound Letter Post costs.  Id. at 3.  UPS notes that there 

are discrepancies in how the Postal Service calculates costs for the Inbound Letter Post 

product and how it calculates costs for domestic products.  Id. at 7.  UPS opines that if 

the Postal Service calculated Inbound Letter Post costs in a similar manner to which it 

calculates domestic product costs then Inbound Letter Post costs would be significantly 

higher.  Id. at 3, 7-8.  It urges that the current costing methods should be examined 

using the new shape-based data to see whether those methods properly calculate 

Inbound Letter Post costs.  Id. at 4.   

UPS also raises concerns regarding the Inbound Letter Post product and the 

terminal dues system of the UPU.  UPS states that the Inbound Letter Post product is 

priced below comparable domestic market dominant products and that U.S. customers 

pay more to ship a package within the U.S. than foreign mailers pay to ship a package 

into the United States.  Id. at 16-17.  UPS notes that a recent Presidential Memorandum 

                                            
47

 Id. at 1-2, 4; see FY 2017 ACD at 69.  
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directed the executive branch to ensure that terminal dues do not favor foreign mailers 

over domestic mailers or favor postal operators over non-postal operators.48  UPS urges 

the Commission to take steps to address the terminal dues system, such as “a special 

study on the disparity of pricing between foreign and local mailers shipping products to 

customers within the United States.”  UPS Comments at 18. 

Postal Service Reply Comments.  In its Reply Comments, the Postal Service 

states that comments filed by the U.S. Chamber of Commerce and by UPS do not 

address the primary matters at issue in this proceeding and, thus, provide no valid basis 

to deter the Commission from approving Proposal Five.  See Reply Comments at 1.  

The Postal Service states that the intent of Proposal Five is consistent with the 

Commission’s directive in the FY 2017 ACD report.  Id. at 2.  After detailing the relevant 

history in Docket No. ACR2017, the Postal Service asserts that “[n]othing within this 

sequence of events indicated any intent on the part of either the Postal Service or the 

Commission to deviate from the established methodology for estimating aggregate 

Inbound Letter Post costs.”  Id. at 2-3 (emphasis in original).  The Postal Service states 

that although UPS may prefer the Postal Service to develop new costing models, such a 

request is beyond the scope of what the Commission requested in the FY 2017 ACD 

report.  Id. at 4.  The Postal Service notes that UPS does not argue that “Proposal Five 

fails to correctly disaggregate the total costs from the established methodology.”  Id.  

Instead, the Postal Service observes that UPS argues that the current methodology 

understates the aggregate costs.  Id.   

In response to UPS’s argument that Inbound Letter Post costs would be 

significantly greater if they were calculated in a similar manner as costs for comparable 

domestic products, the Postal Service states that Inbound Letter Post costs “have been 

and continue to be estimated in a similar manner as domestic products.”  Id. at 5 

                                            
48

 Id. at 17-18; see Presidential Memorandum for the Secretary of State, Secretary of the 
Treasury, Secretary of Homeland Security, Postmaster General, and Chairman of the Postal Regulatory 
Commission, August 23, 2018, available at:  https://www.whitehouse.gov/presidential-
actions/presidential-memorandum-secretary-state-secretary-treasury-secretary-homeland-security-
postmaster-general-chairman-postal-regulatory-commission/. 
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(internal quotation marks omitted).  In addition, the Postal Service contests UPS’s 

assertion that the current methodology relies upon incomplete data because it uses a 

letter-based model for all inbound LC/AO mailpieces, thereby excluding certain bulky 

letter or small packet costs.  Id. at 6-7.  Specifically, the Postal Service notes that the 

costs of delivering small packets are included in the current methodology, and are 

aggregated with the costs of delivering inbound letters, cards, flats, and bulky letters.  

See id. at 7.  Furthermore, in response to UPS’s argument that Proposal Five assumes 

that the current methodology accurately calculates the aggregated costs for Inbound 

Letter Post, the Postal Service asserts that this is not an assumption.  Id.  The Postal 

Service observes that the Commission reviewed and accepted the total Inbound Letter 

Post costs in the DPM and the ICRA filed with FY 2017 Annual Compliance Report.  Id.  

The Postal Service also criticizes UPS’s analysis offered in support of its 

assertion that the current cost attribution methodology understates Inbound Letter Post 

costs.  Id. at 8-12.  First, the Postal Service states that UPS’s analysis assumes that 

components of Inbound Letter Post have “the exact same unit costs as reported for their 

domestic First-Class Mail counterparts[.]”  Id. at 9.  However, the Postal Service states 

that there is no support for such an assumption.  Id.  Instead, the Postal Service notes 

that “[t]he unit costs of Inbound Letter Post are not the same as the unit costs of 

domestic products, and no one should expect them to be.”  Id.  Second, the Postal 

Service expresses concerns with the manner in which UPS calculates the degree to 

which the current methodology understates Inbound Letter Post costs.  See id. at 11.   

VII. COMMISSION ANALYSIS 

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

including those filed under seal; comments filed by the U.S. Chamber of Commerce, the 

Public Representative, and UPS, Inc.; and the Postal Service’s Reply Comments, the 

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

the accuracy and completeness of the Postal Service’s annual periodic reporting, 
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specifically the estimation of inbound LC/AO volumes, revenues, and costs.  See 39 

U.S.C. § 3652(e)(2)(A); 39 C.F.R. § 3050.11.   

Proposal Five would improve the accuracy and completeness of the Postal 

Service’s annual periodic reporting by providing reliable estimates of revenues, 

volumes, and costs of inbound LC/AO mail, disaggregated by shape-based categories.  

Additionally, because the Postal Service would provide shape-based data, which are 

currently not reported, under the proposed methodology, Proposal Five will provide 

more accurate and complete information about letter/flat-shaped items and bulky 

letter/packet-shaped items.  These more detailed data allow for analysis of the impacts 

of the new UPU terminal dues structure.   

A. Distribution of Costs 

The Commission finds that the Postal Service’s proposal to expand TRACS 

distribution keys and modify the DPM to reflect shape-based processing is reasonable, 

and represents an improvement from the current methodology.49  Proposal Five 

ensures that the underlying data systems of the ICRA separately report the cost drivers 

for letter/flats and bulky letters/small packets, and thus ensures that the cost models 

can separately estimate letter/flat and bulky letter/small packet costs.   

Because many of the Postal Service’s underlying data systems use sampling, 

the cost estimates they generate are subject to sampling variation, as estimated by the 

coefficients of variation (CVs).  Because the Inbound LC/AO categories are being 

disaggregated, fewer observations will be available for each category, which could 

worsen the CVs.  However, by separating distinct costs (letters/flats and bulky 

letters/small packets) into separate categories, the variance of each category is likely 

to be lower than the variance of the combined category, as long as the average costs 

                                            
49

 The Commission also finds that the Postal Service’s proposal to expand the calculation of 
outbound settlement costs is reasonable, and represents an improvement from the current methodology. 
This change will ensure that cost estimates for outbound LC/AO mailpieces continue to reflect the 
underlying shape-based cost differences. 
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of each shape are sufficiently distinct and the variances of those shape-based costs 

are sufficiently small.  Therefore, the combined effect is likely to be an overall 

improvement in the CVs,50 which represents an improvement to the accuracy of the 

data.  In addition, the inclusion of shape-based costs, which were previously not 

reported, improves the completeness of the data. 

However, there is potential to further refine the proposed methodology.  The 

Public Representative notes that by including the costs of scanning in the costs of 

format E mailpieces, the Postal Service assumes that the proportion of format E 

mailpieces scanned is the same for all inbound LC/AO products.  PR Comments at 3.  

She suggests that an adjustment to account for differences in the proportion of format 

E mailpieces would improve the proposed methodology.  Id.  Although it is not likely 

that the suggested adjustment would materially improve the quality, accuracy, or 

completeness of the Postal Service’s annual periodic reporting because of the 

extremely low scanning cost per piece, the Commission recognizes that this is a 

potential area of improvement and invites the Postal Service to investigate future 

improvements to the approved methodology. 

B. Distribution of Revenue, Pieces, and Weight 

The Commission finds that the Postal Service’s proposal to use SIRVI estimates 

to map dispatch format pieces and weight to item formats is reasonable.  The reliability 

and accuracy of the proposed mapping depends on the reliability and accuracy of the 

underlying SIRVI data for volume and weight.  To evaluate the reliability of the data, the 

Commission examines the CVs generated by SIRVI.  CHIR No. 2 requested that the 

Postal Service provide the referenced CVs.  See CHIR No. 2, question 6.  The Postal 

Service provided the requested information in Library Reference USPS-RM2018-8/NP4, 

                                            
50

 CVs measure sampling variability, and are expressed as the ratio of the standard error of an 
estimate (e.g., volume) to the estimate itself.  The lower the CVs, the less sampling variability of the 
estimate.  See Order No. 4080 at 9. 
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Excel file “Prop.5.ChIR.2.Q.6.a.b.xlsx.”  The Commission determines that the CVs 

generated by SIRVI demonstrate that the estimates are reliable. 

In addition, the Commission notes that the SIRVI sampling plan and estimation 

methodology follow standard statistical procedures.  The Commission also observes 

that the SIRVI sampling and estimation methodology are similar to other sampling plans 

and estimation methodologies the Commission has approved.  The Commission 

concludes that the SIRVI sampling plan and estimation methodology are sound, and the 

data generated by SIRVI are reliable for mapping dispatch format pieces and weight to 

item formats.  The proposed methodology to map dispatch format pieces and weight 

data to item formats is an improvement to the accuracy and completeness of inbound 

LC/AO data because the data will be calculated and provided at a more disaggregated 

level. 

The Commission also notes that the mapping of dispatch format volume and 

weight data to item formats is performed using highly disaggregated distribution keys.  

Each SIRVI distribution key is specific to a country’s format and stream in a given 

quarter.  This level of disaggregation improves the accuracy of the mapping of dispatch 

format volume and weight data to item formats compared to the current aggregation of 

volume and weight data.  The Commission finds that the Postal Service’s proposed use 

of dispatch format weight data allows for the reliable and accurate calculation of item 

format revenue.  This improves the accuracy of the Postal Service’s data reporting by 

ensuring that item format revenues are aligned with item format costs.   

However, it may be possible to further refine the proposed methodology to 

distribute the dispatch format revenue data to item formats.  CHIR No. 2, question 5 

inquired about the “feasibility of distributing dispatch format revenue to item formats 

based on revenue per piece and revenue per pound for those mail flows for which 

terminal dues are calculated on a per-item and per-kilogram basis.”  CHIR No. 2, 

question 5.c.  In its Responses to CHIR No. 2, the Postal Service stated that 

“modifications of the type suggested in [question 5] can perhaps be evaluated going 

forward.”  Responses to CHIR No. 2, question 5.c.  The Public Representative agrees 
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that Proposal Five could be improved if the per-item and per-kilogram rate elements 

were reflected in the distribution of dispatch format revenue to item formats.  PR 

Comments at 3.   

The Commission finds distributing dispatch format revenue to item formats based 

on the revenue per piece and revenue per pound for those mail flows where terminal 

dues are calculated on a per-item and per-kilogram basis to be worthy of further 

evaluation.  Accordingly, the Commission directs the Postal Service to investigate the 

feasibility of and obstacles to developing an improved revenue distribution.  The 

Commission also directs the Postal Service to provide an update on its progress in the 

FY 2018 Annual Compliance Report.   

C. Other Issues Raised by Commenters 

UPS.  UPS levies two interrelated criticisms on the Postal Service’s proposal:  (1) 

the Postal Service is only allocating the costs currently calculated in the ICRA, contrary 

to the Commission’s directive; and (2) the costs of inbound LC/AO mailpieces are 

understated compared to their domestic counterparts.  UPS Comments at 2-3.  The 

Commission addresses each of these arguments in turn. 

First, as discussed above, in Docket No. ACR2017, the Postal Service indicated 

that it was investigating options to distribute dispatch format data in the DPM and the 

ICRA report to shape-based categories.  Docket No. ACR2017, Responses to CHIR No. 

18, question 1.  In the FY 2017 ACD, the Commission directed the Postal Service to 

provide a status update on this investigation if it had not filed a rulemaking proposal.  FY 

2017 ACD at 69.  The Commission’s directive related to the Postal Service’s 

investigation into options to distribute Inbound Letter Post costs into shape-based 

categories and did not require new cost attribution methods.   

Additionally, as the Postal Service notes, the ICRA and the CRA are part of a 

unified costing methodology, using the same data systems.  Reply Comments at 5.  As 

such, the methodology used to estimate the domestic attributable costs for domestic 

mail is the same methodology used to estimate the domestic attributable costs for 
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international mail.  Thus, contrary to statements from UPS, the current cost attribution 

methodology already incorporates costs for inbound LC/AO letter/flat-shaped and bulky 

letter/small packet-shaped mailpieces.51  Further, as the Postal Service updates its data 

systems and sampling plans, the inbound LC/AO letter/flat and bulky letter/small packet 

costs will become more distinct.  

Second, UPS suggests that the costs of inbound LC/AO mail are understated 

relative to domestic counterparts.52  It suggests that First-Class Single-Piece Letters, 

Flats, and Parcels are appropriate counterparts.  Id. at 7-8.  However, the suggested 

counterparts are not entirely appropriate because not all inbound LC/AO mailpieces are 

sent under the terminal dues system, which does not have any specific presorting or 

dropshipping requirements.  In fact, many pieces are sent under bilateral or multilateral 

agreements and are subject to a variety of presorting and dropshipping requirements.53   

Inbound LC/AO data include estimated costs for both mailpieces sent under the 

terminal dues system and pieces sent under bilateral or multilateral agreements.  It 

would, therefore, be more appropriate to consider separately mailpieces sent under the 

terminal dues system and pieces sent under bilateral or multilateral agreements.  For 

those mailpieces sent under the terminal dues system, UPS’s comparison to First-Class 

Single-Piece Letters, Flats, and Parcels appears to be reasonable.  However, for those 

mailpieces sent under bilateral or multilateral agreements, First-Class Presorted Letters, 

First-Class Presorted Flats, Parcel Select Lightweight, and Parcel Select appear to be 

                                            
51

 See UPS Comments at 2.  Additionally, the U.S. Chamber of Commerce states that the Postal 
Service did not use “shape-based pricing” in calculating Inbound Letter Post costs for FY 2017.  Chamber 
Comments at 1.  However, shape-based pricing was not implemented until January 1, 2018, and, 
therefore, it was not in effect in FY 2017.  See Petition, Proposal Five at 1-2.  

52
 UPS also suggests that Priority Mail is an appropriate counterpart for inbound LC/AO over one 

pound, and conducts a non-public analysis of the understatement using non-public Priority Mail cost data.  
UPS Comments at 9-13. 

53
 See Docket No. R2017-4, Notice of United States Postal Service of Type 2 Rate Adjustment, 

and Notice of Filing Functionally Equivalent Agreement, February 9, 2017, Attachment 2, Annexes 2, 3, 
and 5. 
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more appropriate domestic counterparts.54  A comparison on this basis would 

demonstrate that the costs of inbound LC/AO mailpieces are more similar to their 

domestic counterparts than UPS asserts.55  

U.S. Chamber of Commerce.  In its comments, the U.S. Chamber of Commerce 

states that the Postal Service should disclose a cell-by-cell analysis of the impact of the 

proposed methodology, documentation supporting Proposal Five, and “results of the 

proposal . . . for the last five years as proposed in Docket No. RM2018-2.”  Id. at 1-2.  

The U.S. Chamber of Commerce also urges the Commission to publish the financial 

impact of Proposal Five and to require the Postal Service to provide supporting 

documentation publicly.  Id. at 2.  The Commission notes that it has procedures in 

place for participants to request access to materials filed under seal (39 C.F.R. § 

3007.301); to request disclosure of materials filed under seal (39 C.F.R. § 3007.401); 

and to request the production of specific information (39 C.F.R. § 3001.101(b)).  The 

Commission appreciates public participation in its proceedings and invites interested 

persons to seek access, disclosure of information under seal, or additional information 

pursuant to the procedures identified above.  

VIII. CONCLUSION 

The Commission approves Proposal Five because it finds that the proposal 

would improve the accuracy and completeness of the Postal Service’s annual periodic 

reporting, specifically the estimation of inbound LC/AO volumes, revenues, and costs. 

IX. ORDERING PARAGRAPHS 

It is ordered: 

                                            
54

 Although the Postal Service identifies First-Class Package Service as another appropriate 
comparison, that product currently does not have any presorting or dropshipping requirements.  See 
MCS, section 2125. 

55
 The Postal Service identifies similar errors in UPS’s choice of domestic counterparts.  Reply 

Comments at 11-12. 
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1. For purposes of periodic reporting to the Commission, the changes in analytical 

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

2. The Postal Service shall investigate the feasibility of and obstacles to developing 

an improved revenue estimate as described in the body of this order and provide 

a summary of this investigation when it files its FY 2018 Annual Compliance 

Report. 

3. The Motion of the United States Postal Service for Leave to File Reply 

Comments Regarding Proposal Five, filed September 10, 2018, is granted. 

By the Commission. 
 
 
 

Stacy L. Ruble 
Secretary 


