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Proposal Five:  Changes to the Reporting Methodology 
For Indemnity Payments 

OBJECTIVE: 

The Postal Service proposes to change the costing methodology for the 

treatment of Indemnity payments to more accurately account for indemnity coverage 

that is included in the base price of a product, versus indemnity coverage that is 

purchased in addition to the base price.  

BACKGROUND: 

In response to the Commission’s FY 2017 Annual Compliance Determination 

(ACD), the Postal Service filed a proposal to change the treatment of International 

Indemnities as Proposal Six in Docket No. RM2018-9.   The proposal was approved in 

Order No. 4798 (August 28, 2018).  In the Commission’s FY 2018 ACD, it was noted 

that although the change implemented with Order No. 4798 reduced indemnities for 

Outbound International Insurance, Outbound International Insurance costs exceeded 

revenue during FY 2018: 

The Commission notes that while the change in methodology reduced 
indemnities for Outbound International Insurance, in FY 2018 indemnities 
attributed to Outbound International Insurance alone exceeded revenues. 
One possible reason for this would be a deficiency in the costing 

methodology. When additional insurance is purchased for a mailpiece, all 
of the associated indemnity is assigned to the Outbound International 
Insurance product, rather than the amount of the indemnity greater than 
the value of the built-in insurance. Additionally, the Commission finds that 

the data the Postal Service provided concerning Outbound International 
Insurance raises concerns about the accuracy of the revenue data, as 
discrepancies exist between published rates and reported revenue per 
piece. 

The Commission finds that International Ancillary Services was not in 
compliance with 39 U.S.C. § 3633(a)(2) in FY 2018. The Commission 
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directs the Postal Service to investigate the discrepancies between 
published rates and reported revenue per piece. The Commission further 
directs the Postal Service to file a report within 120 days of issuance of 

this ACD on the results of this investigation and on the feasibility of 
disaggregating indemnities between insurance included in the product and 
additional insurance purchased for the mailpiece. 

FY 2018 ACD (April 12, 2019) at 108 (footnotes omitted). 

In response, the Postal Service has investigated the feasibility of disaggregating 

indemnities between insurance included in the product and additional insurance 

purchased for the mailpiece, and has developed the methodology presented in this 

proposal.  As part of that investigation, the Postal Service also looked at Domestic 

Insurance, and has determined that the proposal should be expanded to include 

Domestic Insurance as well. 

PROPOSAL: 

The proposal would change the decision rule that ignores the insurance included 

with the product when the indemnity exceeds the predetermined amount ($50, $100, or 

$200, depending on the product).  The decision rule had been that any additional 

insurance purchased beyond that included with the product was responsible for the 

incurrence of the entire insurance indemnity.  The proposal improves the costing of 

indemnities by recognizing that the portion of an indemnity up to the predetermined 

base amount should be attributed to the product. 

RATIONALE: 

The Postal Service investigated the currently available data and determined that 

it is possible to distinguish between the product portion of the indemnity and the 

insurance portion of the indemnity for indemnities over the included amount. 
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Implementing that distinction will more properly align indemnity costs with the parent 

product and the insurance service. 

IMPACT: 

The impact is shown in the Excel workbook Proposal 5 Attachment 1.xlsx filed 

under seal as part of USPS-RM2019-10/NP1.1  The Domestic Processing Model 

produces two separate reports:  1) the CRA Segments and Components report that 

displays the domestic mail classes and services and total International as one line, and 

2) the ICRA Segments and Components report that displays the individual international

mail categories.  The proposal only changes Indemnity costs in Cost Segment 20, so 

the impacts begin with a comparison of first, the CRA Segments and Components 

report, and second, the ICRA Segments and Components report. 

The domestic impact is presented in the first two tabs of Proposal 5 Attachment 

1.xlsx.  The first tab shows the current methodology that was filed as the Excel file 

FY18NonPublic Cost Segs and Comps.xlsx in USPS-FY18-NP12 in columns C and D, 

and shows the proposed methodology in columns F and G.  The absolute difference is 

shown in columns I and J, and the percentage change is shown in columns L and M.  

The biggest impact is to shift 26 percent of Indemnities costs from Insurance to the 

other products and mail classes.  The impact on every mail class is less than 1 percent. 

The first tab also shows that only two domestic competitive product-types 

(Priority Mail Express and Priority Mail) would have received additional indemnity costs 

1    A public summary of the impact on Indemnity costs in Cost Segment 20 is included in 
a table appearing at the end of this Petition, in which the domestic competitive products 
have been aggregated in one row, and total international has been broken out into one 

row for international mail (both US and foreign origin), and another row for international 
services. 
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in FY 2018 under the proposed methodology. The second tab shows the impact of 

alternatively applying the entire adjustment for these two product-types in Column J to 

either the traditional non-NSA product, or the NSA product.  Similar to the first tab, 

Column J of the second tab broadly shows that the percent impact of the change to 

Indemnities removed 26 percent of costs from Domestic Insurance, and all other 

impacts were less than 1 percent.  The calculations in the second tab, however, are 

different for the above-noted product-types.  The entire Priority Mail Express amount 

resulting from the Indemnities change is first applied in cell J59 to the Priority Mail 

Express non-NSA product total, and then in cell J60 is alternatively applied to the 

Priority Mail Express NSA product total.  Likewise, the entire Priority Mail amount 

resulting from the Indemnities change is first applied in cell J64 to the Priority Mail non-

NSA product total, and then in cell J65 is alternatively applied to the Priority Mail NSA 

product total.  Those calculations represent the end points of the range of most extreme 

possible impacts on the products, including both NSAs and non-NSAs, and the impacts 

still remain less than 1 percent. 

The point of these calculations is to show that, even without producing a 

complete set of USPS-FY18-NP13 and USPS-FY18-NP14 files, the most extreme 

possible impacts of the proposal would be immaterial changes affecting either the non-

NSA portion or the NSA portion of these product types.  One reason this approach is 

possible is that the Indemnity expenses in Cost Segment 20 do not involve piggybacks. 

Hence, simple arithmetic and ratios can be developed to show the impact.  The 

proposal does not introduce any new mail categories; therefore, once the modifications 

described at the beginning of this section are implemented, the changes would flow 
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through the Domestic Processing model in the equivalent of the Excel file 

FY18NonPublic Cost Segs and Comps.xlsx in USPS-FY18-NP12. 

The International impact is shown on the Compare A Pages and Compare B 

Pages tabs of Proposal 5 Attachment 1.xlsx.  For each of the impacted products, the 

original FY18 ICRA lines are not highlighted and the proposed FY18 lines are 

highlighted in tan.  The cells in the tan lines that change from the original are shown in 

green. 

The Compare A Pages format is the familiar ICRA format for the A Pages, 

although only the impacted product lines are shown.  Similarly, the Compare B Pages 

uses the familiar B Pages format, which displays unit costs for all of the products, 

except special services.  Also, two additional columns are added to the right side of 

Compare B Pages to show the change in contribution and cost coverage. 

The impact shifts costs from Outbound Insurance to Priority Mail International, 

Global Express Guaranteed and Priority Mail Express International.  Under the 

proposal, Outbound Insurance would have had positive contribution in FY 2018, thus 

reversing the circumstances for that product noted by the Commission in the FY 2018 

ACD.  Meanwhile, contribution from each of the three affected international mail 

categories would have remained positive. 

MECHANICS: 

The sources of the data are the International Claims System, the Domestic 

Claims System, and the Product Tracking System, which provides the indemnity 

amount, the included insurance amount for Priority Mail International, Priority Mail 

Express International, Global Express Guaranteed, COD, Priority Mail, Priority Mail 
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Express, and Registered Mail, as well as the fee for purchasing Registered services. 

The data include Service Type, Mail Class, and the Parcel ID Code, which are used to 

further define the mail pieces.  The Postal Service will separate the product costs from 

insurance costs for Priority Mail International and Domestic, Priority Mail Express 

International and Domestic, and Global Express Guaranteed.  The files (All Insurance 

FY18.xlsx, International Insurance Proposal 5.sas, International Insurance Proposal 

5.log, Domestic Insurance Proposal 5.sas, Domestic Insurance Proposal 5.log, and 

output file Proposal 5 Indemnity Output.xlsx) submitted under seal in USPS-RM2019-

10/NP1 contain source data, SAS programs, logs, and output for FY 2018.  

Priority Mail Express International (merchandise) service, and Priority Mail 

International (merchandise) service offer $200 of included insurance.  Global Express 

Guaranteed service (documents and non-documents), Priority Mail Express 

International (documents) service, and Priority Mail Express Domestic offer $100 of 

included insurance while Priority Mail Domestic offers at least $50 of included 

insurance.  As set forth in Mail Classification Schedule (MCS) §2615.5 Outbound 

International Insurance, customers also have the option to buy additional insurance for 

a fee for products including Global Express Guaranteed (GXG) (documents and non-

documents) service, Priority Mail Express International (PMEI) (merchandise) service, 

Priority Mail International (PMI) service, and most domestic parcels as outlined in the 

DMM.  As previously discussed, the Postal Service has studied the ability to separate 

the product cost from the insurance cost for GXG, PMEI, PMI, PME, PM and services. 2  

2    See, Docket No. ACR2016, ChIR No. 8, Response to Question 2 (February 6, 2017), 
and Docket No. RM2018-9, ChIR No. 1, Response to Question 1 (July 19, 2018). 
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The Postal Service determined that the detailed data are reliable and accurate.  Thus, 

the Postal Service will continue to use the data to separate product costs and insurance 

fee costs. The decision rules for separating costs are:  1) if included insurance was not 

indicated in the data set, then a base included insurance amount is assigned to every 

product where applicable, 2) if the amount paid for the indemnity is less than the 

included amount, then the total amount is allocated to the product, and 3) if the 

indemnity is greater than the included amount, then the predetermined insurance 

amount is allocated to the base product, and the remainder is allocated to insurance.  In 

the case of Priority Mail Domestic, where the included insurance can either be $50 or 

$100 (depending jointly on the type of barcode applied and the manner in which 

postage is paid), the minimum of $50 is used because the data available for this 

exercise do not indicate which of the two possible Priority Mail included-amounts 

applied. 

The SAS results provide the distribution key to distribute the Indemnities 

attributable costs in Cost Segment 20, which is the only input to the Domestic 

Processing Model that changes with this proposal.3  For the CRA Segments and 

Components report, that change produces columns F and G of the first tab and column 

D of the second tab of Proposal 5 Attachment 1.xlsx.   For the International Segments 

and Components report, that change produces columns F and G of the third tab of 

Proposal 5 Attachment 1.xlsx. 

3 During preparation of this proposal, the Postal Service noticed an error in cell F14 of 

tab 20.5.1 in the CS20-NP-FY18.xlsx file in folder USPS-FY18-NP14, and correction of 
that error has also been incorporated as part of this proposal. 
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Additional analysis is provided to allow comparison of the current and proposed 

A and B Pages of the Reports (Unified) workbook.  Columns F and G of the third tab of 

Proposal 5 Attachment 1.xlsx are the basis for the changes to Other Costs in the tabs 

that follow. 

The Reports CRA Staging tab is taken from the Reports (Unified) workbook in 

USPS-FY18-NP2 (Revised 2/11/19) and additional calculations are developed in 

columns AX to BF for use later in the workbook.  The FY18 Proposal Staging tab is the 

FY18 ICRA Staging tab incorporating the Other Costs changes that result from this 

proposal. 

Tabs Reports Pivot1, Reports Pivot3 and Reports Pivot5 are from the Reports 

(Unified) workbook and they are used to develop Outbound non-NSA and NSA results. 

The ICM Costing ROW PSDS Adj and the ICM Costing Canada PSDS Adj tabs 

adjust the Presort Dropship NSA costs to reflect cost savings due to different entry 

points to the mail stream. 

The development in Proposal 5 Attachment 1.xlsx was done to show the impact 

of the proposed changes without producing a complete set of USPS-FY18 NP2 

(Revised 2/11/19) files.  One reason this approach is possible is that the Indemnity 

expenses in Cost Segment 20 do not involve piggybacks.  Hence, simple arithmetic and 

ratios can be developed to show the impact.  The proposal does not introduce any new 

mail categories; therefore, once the modifications described at the beginning of this 

section are implemented, the changes would flow through the International Domestic 

Processing model in the equivalent of USPS-FY18-NP4 and USPS-FY18-NP2 (Revised 

2/11/19). 
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SUMMARY IMPACT TABLE FOR PROPOSAL FIVE 

'($000)' Difference Percentage Difference

C/S 20 Other

Accrued

Expenses

C/S 20 Other

Accrued

Expenses

Total Vol

Var & Prod

Spec

DOMESTIC MARKET DOMINANT PRODUCTS

COD -21 -2.9% -0.7%

Insurance -12,607 -42.5% -26.0%

Registered Mail -9 -0.4% 0.0%

Total Domestic Market Dominant Services -12,637 -5.6% -0.8%

Total Domestic Market Dominant Costs -12,637 -1.2% 0.0%

DOMESTIC COMPETITIVE PRODUCTS

Total Domestic Competitive Costs 12,637 3.7% 0.1%

International Mail Classes 1,493 3.4% 0.1%

International Special Services -1,493 -28.7% -3.2%

INTERNATIONAL MAIL AND SERVICES 0 0.0% 0.0%

TOTAL VOL VAR & PROD SPEC 0 0.0% 0.0%

OTHER COSTS 0 0.0% 0.0%

TOTAL COSTS 0 0.0% 0.0%


