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I. BACKGROUND 

 

The Postal Service’s Petition, filed pursuant to 39 C.F.R. § 3050.11, requests a 

change in analytical principles relating to changing the costing methodology for 

Domestic and International Indemnities.1  This proposal, designated Proposal Five, 

would change the costing methodology to for Domestic and International Indemnities “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.”  

Petition at 1.  

This is the second change in analytical principle for international indemnities.  

First, the Commission issued a directive in the FY 2017 Annual Compliance 

Determination to evaluate “Outbound International Insurance cost reporting and whether 

a change in analytical principles is warranted”.2  In response to that directive, the Postal 

Service filed and the Commission approved a change in analytical principle for the 

treatment of international indemnities (both outbound and inbound), which established 

rules that would assign international indemnity costs.3  The decision rules for separating 

costs are: 1) when additional insurance is not purchased, the indemnity cost will be 

assigned to the base parent product, and 2) when additional insurance is purchased, 

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

Proposed Changes in Analytical Principles (Proposal Five), July 12, 2019 (Petition). 
2 Docket No. ACR2017, Annual Compliance Determination, March 29, 2018, at 88 (FY 2017 

ACD). 
3 Docket No. RM2018-9, Order on Analytical Principles Used in Periodic Reporting (Proposal 

Six), August 28, 2018 at 3 (Order No. 4798). 
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this indemnity cost will be assigned to the Outbound International Insurance product. 

The Commission found that this change in analytical principle improved the “attribution 

of costs” for international indemnities.  Order No. 4798 at 6-7. 

Outbound International Insurance costs remained higher than revenues in FY 

2018, despite the change in analytical principle for International Indemnity costs.4   

Therefore, the Commission directed the Postal Service to further investigate the 

discrepancies between “published rates and reported revenue per piece[]” and file a 

report within 120 days of issuance of the 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 at 108.   

In response to the FY 2018 directive, the Postal Service initiated the instant 

docket and provided a method to disaggregate indemnities between insurance included 

in the product and additional insurance purchased for the mailpiece.5  To accomplish 

the disaggregation, the Postal Service proposes to recognize the portion of an 

indemnity that should be attributed to the base product.  Petition at 2.   

The proposed decision rules to disaggregate indemnity costs in this docket are 

as follows: 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.  Petition at 7. 

The Postal Service applies the proposed methodology to both international and 

domestic insurance.  Petition at 2. 

                                              
4 Docket No. ACD2018, Annual Compliance Determination, April 12, 2019, at 108 (FY 2018 

ACD). 
5 The Postal Service’s responded to the Commission’s directive to investigate the discrepancies 

between “published rates and reported revenue per piece[]” on August 12, 2019 and found that there was 
only one instance where unit revenues were not consistent with published fees due to a hard-coded 
value.  See Docket No. ACR2019 Second Response of the United States Postal Service to Commission 
Requests for Additional Information in the FY 2018 Annual Compliance Determination, August 12, 2019.  
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II. COMMENTS 

The Public Representative has reviewed the Postal Service’s Petition, the 

supporting files, and the responses to the Chairman’s Information Request No.1 (CHIR 

No. 1) and Chairman’s Information Request No. 2 (CHIR No. 2).  Based on this review, 

the Public Representative supports Commission approval of Proposal Five.  The 

proposed methodology is responsive to the FY 2018 ACD Directive and better 

disaggregates indemnities between insurance included in the product and additional 

insurance purchased for the mailpiece.  In addition, the Postal Service Petition includes 

Domestic indemnities, which is a logical expansion of the Commission FY 2018 ACD 

Directive that only pertained to International indemnities.   

The impact of Proposal Five reduces the costs of insurance products, while 

increasing the cost of products that include insurance.  The proposed decison rules are 

reasonable and accurately reflect how the indemnity costs should be attributed for both 

international and domestic products.  In addition, Proposal Five results in the Outbound 

Insurance product having a positive contribution in FY 2018, while only minimally 

impacting other products. 

Despite the fact that Proposal Five is an improvement over the current 

methodology, the data provided by the Postal Service to disaggregate the indemnity 

costs could be improved further.  Specifically, the Postal Service could more accurately 

identify the amount of included insurance within the Priority Mail product ($50 or $100).  

See Response to CHIR No 1, question 2.  In addition, the Postal Service could work to 

identify mailpieces that are NSA pieces and mailpieces that are non-NSA pieces.  See 

Petition at 4-5.    

While Proposal Five is not perfect, and there are potential data improvements, it 

is clear that Proposal Five improves the accuracy of the data or analysis of data 

contained in the Postal Service's annual periodic reports, consistent with 39 C.F.R. § 

3050.11 and should be approved.   
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