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normal distribution is only an approximate description of the error-generating process,

although the approximation should be very good for variables with moderate CVs (0.5 or

less). Third, the assumption that the errors in the estimates of the variables found in the

formula are independently distributed is too heroic. There are some connections

between USPS data systems and special studies that could produce correlations

between the errors. However, there exist no estimates of these correlations that could be

used in approximations derived under the assumption that the correlations are known.

Fourth, the derived approximation for the CV of ACP contains terms that are very small .

and have no appreciable affect on the approximations. These terms can be ignored as a

practical matter in applying the approximation formula. Fifth, the derivations assume that

there are no non-sampling errors in USPS estimates of volume-variabilities, distribution

key shares and mail volumes, although it is widely suspected that unknown non-sampling

errors exist. Fortunately, non-sampling errors in the form of additive biases will have little

effect on the approximations. If the amounts of the biases become known, they can be

simply subtracted to correct the estimates with little effect on the calculated CVs. In

effect, there is little interaction in the approximations between simple biases and the CV

of ACP when non-sampling errors are discovered and corrected.

The derivation proceeds, first, for a general function y = F(x) having continuous

first- and second-order partial derivatives with respect to the elements xi of the vector of

variables x . An estimate i of x is assumed to have been obtained such that the errors

ei = xi - ij are normally distributed and independent random variables with zero means.

The derivation makes use of the following expected values for independent normal errors

with zero means:

1. E[q] = 0 Zero mean (no bias in ;,).

2. E[e;] = a,’ Variance of e, .

3. ~[q+z~]  = 0 for all i # j independent errors
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4. E[q,,eJ  = 0 for any expression ej,,_ej in which one or more of the errors

appears alone unsquared, e.g., E[e,]  = 0 and E[e,e,] = 0, _&+eZ]  = 0, E[e,e:] = 0.

5. E[efej]= ofof if i * i. Also because of independent errors.

6. E[ef]= 0 Third moment about the mean of the normal distribution.

7. E[e,f ]= 34 Fourth moment above the mean of the normal distribution.

Only 6 and 7 make use of the normality assumption and 6 is also true for any symmetric

distribution.

The second-order Taylor series expansion of the function y = F(X) is taken around

&F(i): L.=j+CF;e,+ECF ,e,e, /2 where 4 = %‘/a; and qj = ~3*Fl&;&~.  All partial
I i j

derivatives are evaluated at x = 1.

The expected value of y is obtained by taking the expected value of its

components. I&Y] = $+ FF$(e,)+  FF’;,E[ei.ej]/2.  The term Tl;;E[e:] = 0 because

~[e~]  = 0 (1). Al! of the terms in the double summation for which i # j also vanish

because E[e,ej]= 0 for i + j (3). In the remaining terms XF;,E[4]/2  , substitute
i

E[ef ] = cr,? (2)

‘8. @y]=;+~&+2
,

This expression (8) reveals that c is likely to be a biased estimate of y unless the

function F(X) is linear or in the unlikely circumstance that there are exactly affecting

terms in the expression XI+:.
I

The CV of y is defined as: CY = JE[O,  - E[y])‘]  / E[yj. This definition uses E[y]

rather than the biased estimate c to normalize the standard deviation of the error
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y - E[.Y], which is also measured from E[y] rather than j. Therefore, the approximation

for C, derived here requires a bias correction to obtain E[y] from j as shown in (8).

The error y - E[y] is approximated by combining the Taylor series for y = F[x]

and the result obtained for E[r]  : y - E[y]  = Ice, + CClpiej  /2 - Cejq2 /2.
I i j i

E[(y - E[y])*]  is the variance of the error in the bias-corrected estimate E[y] of y ,

Substituting for y - E[y] and squaring the resulting expression produces:

Q(Y - OJ])’  1 = EI(C +,I’ + CC F;e,)tF $ Flje,e,  1i i

-(~F;e,)(f~i~,2)+(~~I;;,eje,)2/4

-(~~~je,ej)(~F;,~,2)12+t~~,a,2)2/41.

The expression is reduced by evaluating the expected value of each component

using l-7 above and then combining the results.

EK~@,)21 = CCE;JF,E[e,e,l
i j

= Zc2af  because E[e;] = of (2) and
I

E[e,ej]  = 0 fir ail i f j (3).

E[(~F;ei)(r:~~~e,ej)l=~~r.F,~,Et  h , ,e e e ] = 0 because any expectation of the product of
1 1 J j

three errors ehe,ej  either involves at least one unsquared e, alone (4) or is e: .

E[e?]  = 0 by (6).

Q(F F,e,)(~Q$)]  = (T I$): <E[e,] = 0 because  E[ei] = 0 (1).
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+ E[terms  e,e,e,e, with one unsquared e, alone]

= C F,fE[e;] + C C(F;,F’ + ZF],)E[e’e:]  because expected
i i jr,

values of products with one ei term all are zero (4).

= 73ef0:  + c C(E,F, + 25)0,?c$ because E[ef]  = 30: (7)
i jti

and E[efef] = ~$a~ when i + j (5).

= CC(Fj,F,  + 2Fj)L+f
’ J

ECtC~F;,e,e.j)(CF,,o,Z)I  = (;fF;,bfII$~F;,E[e,e,l’ J I

=  (f F@,,!)2 bet ause E[ef] = a,? (2) and

E[e,e,]=O forigj(3).

Recombining the components E[(y - E[y])‘]  = ~F;“D,~ + TT(q,F, t- 2~~)0;~,$  /4

-(C~ia,2)2/2+CC~;a,2)2/4,
I I

= C F12af  + CC F;,‘qf$ / 2 because
I i j

~~Wp,2~; =tTF;,q?'.

Therefore, the CV of y is found from the approximation formula.

In practical applications the term CCE;i20:03  /2 is frequently small and can be
i j

ignored without materially affecting the accuracy of the calculated value of CY The term

cF,laf  12 in the denominator may also be small enough to be ignored in many
,
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applications. In other words, the bias correction to i may sometimes be omitted without

materially affecting the results.

Applying (8) and (9) to ACP is straightforward. The formula used by USPS to

compute ACP for the CfW and ICFW is:

u =CTjEjd, fV
i

ACP of a single subclass/category

The summation is taken over all cost pools i. TJ denotes the annual total cost in pool j

and is assumed to be known certainly from USPS financial accounts. The other terms in

the formula are either assumed values or are estimated in one way or another. These

terms are: E,, the volume variability of costs in pool j; d, , the distribution key share for

the subclass in pool j; and, V , mail volume for the subclass.

The CFW or ICRA estimate of u is:

The ij, 2, and G are all assumed to be unbiased estimates of the Ej, d, and V with

errors that are independent and normally distributed. The CVs are defined as

C, = u&j / k, , C4 = g4 Ii,,  and C, = 0, If. Estimates of these CVs are assumed to be

available. It simplifies the notation somewhat to deftne h, as the j th component of the

summation that produces it i.e., Cj = T, bj ij/i

The partial derivatives of u , evaluated at Ej = i, , dj = ij and I/ = i are:

al4 cj au ij 824
-z- -=- -=_-_

aE, h ’ ad,
J

2. ‘av
I

a2U 8; d2U ;lj & =
h

U
-=--

av2 = F ’ avdEj
I

i, ; ’ avadj iji.
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Inserting partial derivatives in equation 8 provides an approximation for E[u], the

expected value of ACP:

10. As a proportion: E[u]/~ = lc Cf.

This shows that the CPA and ICRA estimates of ACP are biased downwards by

an amount that is related to the square of the CVs of the volume estimates. In most

instances, this bias is small since the CVs of the volume estimates are close to zero.

Insetting partial derivatives in equation 9 provides the estimate of the CV of u ,

denoted CU.

C” =

11. c, =

&c4,+c;)+;12c;  +2Z2c; -&l’cc;,  +c;,
i j

C(1 + C,“)

The term in the brackets [ ] under the square-root sign can be ignored without

materially affecting the calculated value of C, since the terms C,” and Cf(Ck + Ci) are all

quite small and enter the formula in a way that tends to be offsetting. Therefore, the

approximating formula for C, can be reduced with no appreciable loss in accuracy to the

much simpler expression:
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This is the formula that has been used to calculate the CVs for International Mail.

Finally, consider the possibility that a non-sampling error is discovered in the form

of an additive bias p, in one of the components k of ;, , that is ;, = E[x,]+  p, _ It can

easily be shown that if one simply corrects the bias by replacing ;,

and all of the partial derivatiives F] and c, are computed, then the

with if-@ when j

mathematics used to

n
derive E[y] (8) and C, (9) continues to be valid. Although the use of xf rather than

k--pi will provide biased estimates of E[y] and C, , correcting for the bias requires no

essential change in the application of formulas 8, 9, IO, 11 or 12.

Note also that correcting an additive bias in an k, , 2, or G is not likely to have

much of an impact on a C, calculated according to formula 12. The bias correction

affects C,, primarily by changing the ratios (i,/;()  and thus reweighting the summation of

terms in C(i,i! G)2 (Cij + Ci) . The CV of the biased variable would also change from
J

oi /G, to 0, /(ii- p,) , Except for a bias in the volume estimate G and its effect on C,, ,

such a change would probably have only a small impact on C,, .

The Postal Service has never proposed a method for computing the overall CVs for

the ACPs it annually estimates for domestic and international mail in the CRA and ICRA

reports. However, it appears that the Service retains sufficient information about the CVs

of the components of its ACP formula to make possible either a simulation or an

approximate calculation of the overall CVs using (12). A calculation or simulation of the
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CVs of ACP would be a helpful addition to the Service’s annual CRA and ICRA reports

and would be useful to the Commission and others if supplied by the Postal Service in its

submissions for rate proceedings.

Table A displays approximate values of the CVs for the ACPs of the major categories

of inbound and outbound international Mail. The calculated values depend upon Unit

Volume-Variable Costs (UWCs),  volumes and other information provided by the Postal

Service in “International Cost and Revenue Analysis (ICRA) Report - PRC Version Fiscal

Year 7998”,  upon CVs for distribution shares and volumes provided in the Service’s ’

responses to Commission Orders 1236 and 1244, and upon a small amount of

information taken from the 1998 CRA (PRC Version)for  domestic mail and the National

Consolidated Trial Balance for FY 1998.

Some of the CVs of the variables appearing in equation 12 are missing from the

Service’s responses to the Commission’s information requests. In particular, there are no

coefficients of variation for any cost pool volume-variabilities. These volume-variabilities

are all assumed to be equal to one and their CVs are assumed to be zero. It is

frequently the case that the CVs for distribution key shares and mail volumes are

reported for aggregations of more than one category of International Mail, or in other

ways that do not exactly match the formula. Also, the cost pool definitions used to report

UWC in the ERA do not exactly match the cost categories for which the Service has

reported CVs for the IOCS distribution keys. These and other defects in the data have

been overcome by using proxies and by making other assumptions as needed to use

whatever data has been supplied. Any differences in the Service’s use of UWC in the

ICRA and the definition of ACP used by the Commission have been ignored in the

application of the approximation formula.

The overall CVs for the fifteen major categories of inbound and outbound

International mail are shown in Table * in the column labeled “CV of ACP” These overall

CVs are derived directly from CVs for the various cost components and volume as shown

in the other columns of the table. The formula also involves cost proportions. These
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proportions, shown as percentages, are derived from the ICRA and appear in Table n.

Some of the iCXA cost categories have been combined or redistributed for the CV

calculations as described below.

The specific assumptions that have been made to overcome the various omissions

and defects in the data are as follows:

1. The CVs of the volume-variabilities (E,) are all taken to be zero. For most

cost components, the CRA and ICRA rely upon volume-variabilities with an assumed

value of one. This means that the cost component is completely volume-variable. When

a volume-variability is an assumed value, its associated CV is zero.

2. Several mail categories have been combined in Table 1 “Estimated IOCS

Cost CVs for International Mail Categories, FY 1998” from the Service’s response to

Commission Orders 1236 and 1244. Where this has occurred the same CVs have been

used for the components. Inbound Surface and Air LClAO both use the CVs reported for

Inbound LCIAO;  Inbound Surface and Air Parcel Post both use the CVs for Inbound

Parcel Post. Outbound Surface Publishers Periodicals use the CVs for Outbound

Surface AO. The CVs for Outbound Global Priority Mail have been assumed to apply to

all outbound international priority mail.

3. The Service was able to supply a CV for mail volume for only one category

of inbound international Mail, inbound Air LWAO. For all other categories of inbound mail

the volume CV was assumed to be the same as the volume CV of the corresponding

category of outbound mail.

4. A somewhat more aggregate set of mail categories has been used in the

Service’s Table 2 “TRACS CVs PQ1-4,  FY 98” from the Service’s response to

Commission Orders 1236 and 1244. In addition to the assumptions made above (2) it
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was assumed that Post Cards and Postal Cards have the same domestic transportation

CVs as Letters and Letter Packages.

5. The Postal Service provided CVs for Clerks and Mailhandlers broken down

by Mail Processing, Administrative, and Window Service. These were recombined into a

single CV for Clerks and Mailhandlers under the assumption that the three subcategories

have independent errors. The formula is:

c, = JWJ’ + (pzCz)* f (W,)’

C, = CV for mail processing

C,,C,,C, = CVs for Clerks and Mailhandlers
(1) Mail Processing, (2) Administrative, and (3) Window Senrice

4&X = Proportions of costs for Clerks and Mailhandlers

Values for the proportions appearing in the formula were taken from the 1998 CRA (PRC

Version) “Cost Segments and Components Report, Segment 3”. The proportions are

.758 for mail processing, .I20 for administrative and ,122 for window service. The results

of applying the formula were used as the CVs for the ICRA non-transportation cost

category “Process.”

6. The ICRA non-transportation cost category “Delivery” was assumed to have

the CV reported by the Postal Service for “City-Carrier In-Office” in Table 1.

7. No CVs were reported by the Postal Service that appeared to apply directly

to the ICRA non-transportation category “Other.” In fact, this category is a collection of

capital-related and overhead costs that are customarily apportioned in the annual CRA by

a method called “piggy-backing.” That is, they are apportioned in the same way as

related labor costs and can be expected to have similar errors. Consequently, they have

been redistributed back to the other domestic cost categories in applying the

approximation formula. This redistribution follows the proportions in the ICRA for

Process, Delivery and Domestic Transportation.
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8. No CVs were reported directly for any of the non-domestic ICRA cost

categories. These categories are “International Transportation,” “Terminal Dues,”

“Transit” and “International Air.” However, most of the costs in these categories are

charges that are based upon weight. Therefore, these charges were combined and

assigned the CV reported by the Postal Service for weight. This assumption may cause

a minor violation of the assumption that the errors in the components of ACP are

uncorrelated since weight and volume are measured in ways that are sometimes related.

Fortunately, the CVs for weight are all quite small so the effect any correlation with

volumes should be small.

9. The Postal Service’s response to PRC Order No. 1236 provided CVs for

eight separate modes of domestic transportation and for each postal quarter of FY 1998.

These were combined in two stages into the single set of CVs for Domestic

Transportation for A998 used in the approximation formula. First, the CVs for the four

postal quarters were combined by assuming that the CVs were drawn from up to four

independent, equal-sized samples with the same mean. Where no CV was reported for a

quarter, it was assumed that no sample had been drawn for that quarter. The formula for

combining the quarterly CVs under these assumptions is:

c, = (c; +c; +c; +C,2)/N

C, = Annual CV

C,,C,,C,C,  = CVs for quarters l-4
N = The number of quarters for which the Postal Service reported a nonzero

cv.

10. The annual CVs for the eight modes of domestic transportation were then

combined into a single CV for each international mail category using the assumption that

the errors in the distribution key shares for these pools are independent. This

assumption is an extension of the assumption of independent errors underlying the

derivation of the approximation formula.
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C, = CV for all modes of domestic transportation

Cj = CV for domestic transportation mode j

PJ = Proportion of domestic transportation cost attributed to mode j

The formula for combining the eight CVs requires the proportion of total domestic

transportation cost for each mode. A single set of proportions was used based upon the

cost of all categories of international mail reported in the 1998 CRA Report, The ’

proportion for each mode is the cost attributed to international mail for the mode in the

“National Consolidated Trial Balance, FY 1998”,  Accounting Period 14, Year-to-date.

The proportions are: Passenger Air .4810,  Highway Intra-SCF .0003, Highway Inter-SCF

.0016,  Highway Intra-BMC  -1605, Highway Inter-BMC .1516,  Eagle Network .1429,

Passenger Rail .0419, and Western Air .0203.
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TABLE D-l

PERCENTAGE DlSTRl5UTlOH  OF COSTS BY COST GROUPS

tntemational  Mail Category

Outbound:

Letters and letter packages

Poslcards,  postal cards

International Priority AIrmarl

Arr  AD

AIM Parcel Post

Express Mail lnternattonal  Serwce

Surface A0

Surface Publishers Periodrcals

lnlernational  Surface Airkft

Surface  Parcel Post

Inbound:

Surface LC/AO

Surface Parcel Post

Arr LC/AO

Express Mail lntematronal  Servw

Air Parcel Post

Mail Domestic irlt’l Terminal Int’t

P r o c e s s i n g  D e l i v e r y  Dther Tnnsp. Transp. Dues Transit Air

TABLE D-2

PERCENTAGE COEFFlCIENTS  OF VARIATION BY COST GROUPS 1996

International Mail Category

Outbound:

Letters and letter packages

Postcards. postal cards

lnlernatronal  Prrortty  Airmail

Arr  A0

AIM Parcel Post

Express Mad International Servkce

Surface A0

Surface Publishers Peficdmls

lntematronal Surface AktiiT

Surface Parcel Post

Inbound.

Surface LC/AO

Surface Parcel Post

Air LC/AO

Express Mall International Service

AI~ Parcel Post

Mail

Processing

5 29%

13.13%

19 27%

11 .40%

13 46%

18.25%

12 33%

12 33%

31 .BO%

I1 65%

6.70%

17 10%

0.70%

16.45%

17 10%

Delivery

70 70%

0.00%

95.23%

0.00%

O.W%

0 00%

0 00%

0.00%

0 00%

97 48%

6.55%

0.00%

6.55%

105  90%

0.00%

Domestic All Other

Transp

39 00%

39 00%

41 77%

48 84%

38.64%

12.67%

55 04%

0.00%

0 two

63 61%

36.42%

5492%

38.42%

16 31%

5&921l

Int’l cost5

1 04%

1 04%

0 0 0 %

2 00%

2.93%

0 00%

5 64%

0.00%

0 00%

3 40%

N/A

N/A

N/A

NJA

N/A

Volume

cv of

ACP

2.01% 3.00%

2.01% 6 00%

0 00% 1.80%

2 57% 4.50%

3 20% 5.07%

0 00% 3.20%

6 67% 0.63%

0.60% 2.60%

0.00% 0.37%

2 65% 9 42%

6.67%

2.65%

2 50%

0.00%

3.20%

9 76%

21 35%

7.70%

63.54%

17.49%  c

ACP tD+‘ETage

Coverage t-value
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OUTBOUND REGIONAL DATA

The Postal Service provided volume, cost, and revenue data by terminal dues

regime. Although terminal dues apply to only LC/AO mail, the Service provided the

terminal dues regime separation for all services. There are three regimes: (1) Canada;

(2) European Bilateral Countries; and, (3) UPU countries. Although Mexico is part of

the UPU country group, the Postal Service has reported data for it separately.

There is no reporting of the data for the initiatives on a regime basis. Also, the

Postal Service cannot separate the cost for ValuePosKanada  between periodicals and

all other printed matter; therefore, those costs are included in the data for Surface

printed matter.
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TABLE E-l (Revised 6111199)
OUTBOUND INTERNATIONAL MAIL

SUMMARY OF FY 1998 INTERNATIONAL VOLUMES, REVENUE,
AITRIBUTABLE  COST AND COST COVERAGE

BY INTERNATIONAL MAIL CATEGORY AND TERMINAL DUES REGIME 1,
Revenue Attributable Contribution

International Mail Category Volume 0) cost ($) 2/ (I)
(11 (2) (3) (4)=(2)-(3)

Sutface
Printed Matter and Small Packets (AO),
Excluding Periodicals and ISAL

cost
Coverage
(5)=(2)/(3)

Canada
Mexico
European Bilateral Group
UPU Countries

Periodicals
Canada
Mexico
European Bilateral Group
UPU  Countries

Parcel Post
Canada
Mexico
European Bilateral Group
UPU Countries

International Surface Airlift (ISAL)
Canada
Mexico
European Bilateral Group
UPU Countries

Valuepost Canada 21

Total Surface

Airmail
Letters and Letter Packages

Canada
Mexico
European Bilateral Group
UPU Countries

3,972 12,541
8,075 29,564

14,457 16,944
27,487 31,802

761 16,429
1,218 35,521

NIA N/A

259,195  s 299,803 $ 310,880 (11,077) 96.4%

124,219 128,534
189.790 198,477

Postcards, Postal Cards, & Aerogrammes
Canada
Mexico
European Bilateral Group 33,663
UPU  Countries 20,382

Footnotes and sources are on Table E-l (continued).

17,237
10,500
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TABLE E-l (CONTINUED)
OUTBOUND INTERNATIONAL MAIL

SUMMARY OF FY 1998 INTERNATIONAL VOLUMES, REVENUE,
A~RIBUTABLE COST AND COST COVERAGE

BY INTERNATIONAL MAIL CATEGORY AND TERMINAL DUES REGIME 1,
Revenue Attributable Contribution cost

International Mail Category Volume ($) cost (f) z/ ($1 Coverage

(1) (2) (3) (4)=(2)-(3)  (5)=(2)/(3)
Airmail (Continued)
Printed Matter and Small Packets

Canada
Mexico
European Bilateral Group 11,330 59,877
UPU Countries 17,911 104,134

Parcel Post
Canada
Mexico
European Bilateral Group
UPU Countries

International Priority Airmail Service

Canada
Mexico
European Bilateral Group
UPU Countries

1,052 35.075
1,813 67,926

N/A N/A

Bulk Letter Service to Canada 3/

Express Mail International Service
Canada
Mexico
European Bilateral Group
UPU Countties

Total Air 679,857  $ 966,686 $ 633,284 $ 333,402 152.6%

652 20,232
2,992 84,628

Initiatives
Global Priority Mail
GIobal  Package Link
International Customized Mail
Direct entry

Total Initiatives 33,002 $ 66,307 $ 76,356 $ (10,049) 86.8%

Grand Totaf  Outbound

I/ Mexico is part of the UPU terminal dues regime.

2/ Volume variable cost + product-specific cost

3/See  Table IV-2 for caveat

9 7 2 , 0 5 4  $ 1,332,796  $7.020,520 $ 3 1 2 , 2 7 6 i 30.6%

Source: FY 1998 ICRA Report, June 11, 1999, Pages A-3,A-4,  A-5, A-7 ; Attributable cost for EURBIUPU  split

from pages B-4 8 B-5, unit cost times volume, as applicable
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THE POSTAL SERVICE’S REVISED TREATMENT OF
INTERNATIONAL AIR TRANSPORTATION COSTS

AND THE SETTLEMENT DIFFERENCE

The Postal Service submitted an FY 1998 ICRA Report - USPS Version on

June 7, 1999. It reflected a revised methodology for calculating international air

transportation costs and a revised treatment for the difference between imputed

settlement costs and booked costs (the settlement difference). The change in the

treatment of the latter cost only affects the calculation of incremental costs.

.

Settlement freatmenf.  In the original ICRA submission, the Postal Service

treated the settlement difference as an incremental cost of providing international mail

service as a whole. In adjusting this treatment the Postal Service emphasized that the

settlement difference was the result of a conservative approach to accruing settlement

costs. The Postal Service continues to believe that the imputed values represent the

cost consequence of current international volumes but it now apparently concludes that

the booked values are less accurate measures of settlement costs than the imputed

values, and therefore the booked values can be ignored. This treatment eliminates a

component of incremental cost and would reduce the total incremental cost for

international mail by $70 million (from $122 million to $52 million).

International air transportation costs tfeafment. In the original ICRA - PRC

Version, submitted on March 15, the Postal Service cross-multiplied outbound volumes

by unit air transportation costs, based on IA5 cost information, to calculate an imputed

value for international air transportation costs. The calculation produces an imputed

value because it does not reflect the corresponding value in the Book of Accounts. For

this reason, the Postal Service adjusted the imputed value to the level of the Book of

Accounts’ accrued value for international air transportation co& Since the Book of

Accounts figure was larger than the aggregate imputed value, the adjustment increased

the imputed value.
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In the Postal Service version filed June 7, 1999,  the Postal Service adjusted the

imputed value to the level of the actual payments. This is a level between the imputed

value and the booked value. The imputed value of payments to carriers and the actuat

payments to air carriers differ from accrued expenses because international air

transportation costs are accrued using the historical level of payments as a basis.

Although the imputed value reflects the expected payment to carriers, sometimes the

actual payment differs because of adjustments to the bill resulting from a change in ,

routing or other differences. Accordingly, the Postal Service now believes that using the

actual payments as the benchmark for the imputed value is the most accurate method

for estimating the international air transportation cost of specific international mail

services.

Table F-7 calculates the differences in attributable cost, contribution to

institutional cost, and cost coverage for the standard services resulting from the revised

Postal Service treatment of air transportation costs. Unit attributable costs that

incorporate the revised approach are calculated in Table F-2 for the standard services.

The corresponding adjustment of the Initiatives’ cost is calculated in Table F-3.

Because of time constraints, the Commission did not ask the Postal Service to

produce a PRC Version of the KXA with the Postal Service’s revised treatment.

However, in Table F-2, the unit cost for standard services reflecting the revised

approach was obtained by adjusting the total unit attributable costs from the revised

ICRA- PRC Version submitted June 11, 1999, to reflect the Postal Service’s revised

international air transportation. The June 11 revised ICRA - PRC Version does not

incorporate the two methodology changes discussed in this appendix.

Of the initiatives, only GPM was affected by the revised approach. In Table F-3,

the attributable costs for GPM are adjusted, based on underlying Postal Service

electronic workpapers, to reflect revised international air costs. Tables F-4 and F-5

calculate the effects of the change on attributable costs, contribution to institutional cost,

and cost coverage.



TAEILE F-4
COMPARISON  OF REVENUE, ATTRIBUTABLE C O S T, CONTR~DUT~~N  TO INSTITUTIONAL  COST  AND cost COVERAGE

FOR OUTBOUND SURFACE AND AIR INTERNATlONAL  MAIL USING PRC METHODOLOGY UNADJUSTED
AND ADJUSTED FOR THE USPS’ NEW METHODOLOGY FOR INTERNATIONAL AIR TRANSPORTATION COST

(Amounts in Thousands]

SUrf&CO
1 Printed Mailer  L Smail  Packets. excl ISAL & Per.
2 Periodicals
3 Parcel  Post
4 Inl’l Surface Airlift
5 ValuePosVCanada  I/
6 Sub!ola).  Surface

Al?
7 lenesn and Loner Packages
6 Postcards. P&al Cards. and AerDgrammes
9 Prlnkd  Mabsr and Small Pack&  (AO)

10 lnlemational  Priorrty  Alrmall Service
11 Bulk Loller  Servrce  lo Canada 1/
12 Parcel Posl

13 Extwsss.Mail  Inlernabonal  Servrce

PRC Tm p5
Adjusled Adjusted s&J CQVQQE

rnl”“S rnlru_JS Percent
Revenue U n a d j u s t e d  Adlusted Unad/usled  Unad~wled  Adrusled Unadrusled Unadruslcd Adjusled Change

(1) (2) IS) 14)=(3)-(2)  (5)=(l)-(2)  (6)-(l)-(3)  (7)=(61-(51  (fI)=(llr(Z)  IS)=(l),{31 (10)=(9)/(8).1

57.461 3 s
5 I
3 16
s s
s . $ -
s 310.880 9 31o.aao

5 s
I 5
f S
S a
s . s -
I f
S S

16 % a
S 5 I
I 4 3
S 3 a
s - s - s
s (11.077) $ (11.077) $

68.615
57.607

116,120

299.803

451,943
3 1.299

194.833
39.2 19

124.029

125.363

5 S S
s 5 s
S S S

S S S

s _ 5 . s
5 5 S
I S 5

96% 96% 0 %

3%
2%
5%
10%

10%
6%

14 Sublotal, Air S 966,686 $ 633.284 S 598 .884  I (34,400) $333.402 % 367.602 9 34 ,400 153% 16 1% 6%

15 Total  Surface and Air S l . 2 6 6 . 4 8 9  $ 9 4 4 . 1 6 4  $ 909.764 S (34,400) f 322 .325 .  S  356 .725  S  34 ,400 134% 1 3 9 % 4%
1, See caveal  inTable  IV*2,  foolnate 1

Source. Cols.1  6 2 from Table IV-2. Col. 2 or 5. as applicable Cal 3 from Table F.2, Cal 6



TABLE F-2
DEVELOPMENT OF FY 1948 ATTRIBUTABLE COST FOR INTERNATIONAL MAIL USING PRC COSTING METHODOLOGY

WITH USPS REVISED METHODOLOGY FOR CALCULATtNG INTERNATIONAL TRANSPORTATION COST
(Amounts in Thousands)

Adlusled Adjusled
PRC PRC

lnl’l Tp Unit Total a(tnb
Unit Cosl COSI COS!

(4) (5) (61

Adjusted Unadjusted
COSI cost

Revenue Coverage Coverage

t71 @)=(7)Q6) (9)

U.S. Total PRC PRC
Umt Inl’l Tp
COSI Unil Cost

(21 (3)

Intsmelional  Mail Category votume
(1)

Surface
1 Printed Matter & Small Packets, excl  iSAC & Per
2 Periodicals
3 Parcel Post
4 lnl’l Surface Airlih
5 ValuePosVCanada  I/
6  Sublotal,  Surlace

Alr
7 Letters and Letter Packages
8 Postcards. Postal Cards, and Aerogrammes
9 Printed Matter and Small Packets (AO)

10 International Priority Airmail Service
11 Bulk Letter Service to Canada I/
12 Parcel Post
13 Express  Mail lntemational  Sewice
1 4  Subt&.  Air

28,215
65.082

2.312
163.587

57,461
66.615
57.607

116.120

$ 299.803 96.4% 96.4%

510,053
63.010
45.017
52.843

451,943

31,299
194,833

39.219

124,029
125,363
966.686 161 4% 152 6%

4,240
4,694

679.857

15 Total Surface and Air
J See caveat in Table IV-2. footnote 1

939.053  - 5 9 0 9 . 7 6 4  4 1.266.489 1 3 9 2 % 134.1%

Source. Col.1 from Table IV-4, Cols 2 & 3 from FY 1998 ICRA RepoR-PRC  Version, p.B-1;  Col 4 from FY 1998 ICRA Report-USPS Version, p B-1,
Co1.5  = Col,Z-Col.3+Col.5:  Co16  = Col.1  x Cal  5. Co!  7 from Table IV-2, Col. 9 from Table IV-4
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TABLE F - 3
DEVELOPMENT OF AT-FRIBUTABLE  COST FOR GLOBAL PRIORITY MA!1

USING THE CHl199  ICRA  REPORT-PRC VERSION AND THE POSTAL SERVICE’S
NEW METHODOLOCOGY FOR INTERNATIONAL AIR TRANSPORTATION COST

(Amounts in Thousands)

Cost SegmentslComponenis Source

? Totaf  Cost Segement  Costs excludrng CS 1 Sheet Cost Segmenl Cell X19
2 Domestic Rail Cost Sheet Domesltc Trans. Cell AV47
3 Domestrc  Other Transprtatron Cost Sheet Domeslrc  Trans. Cell A0183
4 Domestic t-rghway Cost Sheet Domestlc Trans. Cell PI38
5 Domestic Water Cost Sheet Domestic Trans. Cell P 227
6 Internahonal  Afr  Transpoflatton  Cost Sheet lnti Trans & Adt Cell G217
7 Termmat Dues Sheet. lntl Trans 8 AdI , Cell L217
8 Transit&Air Conveyance costs Sheet lntl Trans 8. Adj , Cell M217
9 Subtotal, Sum of Lines 1 thru 8

10 Product-Specific Cost ICRA  Repon. p A-l
11 Total Attribuiable  Cost Llo+L11
12 Reconciliation Total ICRA  Repon. p h-7

USPS PRC
Versron Versron

PRC (@7/99) (S/l 1199)
Verson wl new Inl’l wi new InUl J/
(3/15/99) Ajr Trans Cost AIM  Tram C&I,

(1) (2) (3)
b 5 I$ I

J
s s .s
s-5 -5
% 5 s
5 5
5 s.
s $

13 Rec-onciliafian  Difference L 12-L 11
No!e on Sources For USPS, Sheet references are for File ICRAusp3.XLS

For PRC [3/15/99),  Sheet references are for File ICRAPRC5.XLS
II Line 1 costs are obtained from the intematronal  cost  segments and components reporl accompany!ng the FY 1995

ICRA  Report-PRC Versron. 6/l 1199 All other c.ost$. come from column 2
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TABLE F+4
DEVELOPMENT OF ATTRIBUTABLE COST

FOR OUTBOUND MAIL- STANDARD SERVICE AND INlTlAllVES  -
ADJUSTED TO REFLECT THE NEW USPS METHOD FOR

INTERNATIONAL AIR TRANSPORTATION COST
(Amounts in Thousands}

Outbound Categories

PRC
Versbon Reduction

PRC (6111199) in
Version WI new lntit li Attributable

(6111199) Air Trans Cost costs

(1) (2) (3)=(2)-(  1 j

1 Standard Services $ 944,164 $ 909,764 5 (34,400)
Initiatives

2 Globar Priority Mail $ 16 $
3 Global Package Link S $ $
4 Drrect  Entry/Inbound $ Is $
5 International Customized Servrces $ S S

6 Subtotal, Initiatives % 76,356 S 74,969 5 (1,387)
7 Total Outbound 5 1.020.520 $ 984.733 $ (35,787)

Sources:
Lrne 1 - Table E-l, L IS, Col 2 or Col 3. as appkable
Line 2 - Cal. 1 from Table IV-2, L 15, Col 5.

Col 2 from Table F-3, L. 11, Col. 3
Lines 3, 4, & 5 from Table IV-Z, Col 2, Lines 16, 17, or 18, as applicable

Line 6 = Sum of Lines 2 thru 5.
Line 7 = L 1 + L 6.



TABLE F-5
COMPARISON OF REMNUE,  AlTRlEUTABtE COST, CONTRIBUTfON  TO INSTITUTIONAL COST AND COST COVERAGE

FOR INTERNATIONAL MAIL. STANOARD SERVlCES  AND INITIATIVES. USING PRc METMODOLOGY  UNADJUSTED
AND AOJUSTEO FOR THE USPS’ NEW METHODOLOGY FOR INTERNATIONAL AIR TRANSPORTATION COST

(Amounts in Thousands)

C.QnttibutionQCosl
PRC PRC PRC

Version Reduclion Version Version
PRC (611 I/99) ill PRC (6ll1199) Increase PRC (6U l/99)

Version WI new Inld I/ Altribulable Verston wl new lnlil 11 I” Versmn WI new InWI  y Percenl
Ou!bound  Calsgocias Revenue (6/l  7W9) Air Tram  Cost Costs (6/11199) Air Trans Cast Conlrrbullon (6111199) Air Tram Cosl Change

(11 (2) (31 (W2)-(3)  15)=[11-(21 m’(~J-01 t7l=(6~~~51  v31=(1M21 (9)-(l)r(3)  (fOJ=({9J@JJ-l

1 smdrrd  Sawkm S  f.266,489  $ 944.f64 S 909,764 S (34,400) $ 322.325 % 356 .725  ‘d 34 ,400 134 1% 739 2% 3.8%
Inillatlvas

2 Global Pliorlly Mail s s S s b f 0 $ u 3 7%
3 Global Package Link S f ’ f f 5 0 d 0.0%
4  Direct  En!ryllnbound s s d s . s P 5 * 00%
5 !ntemslional  Customized Sswlcs S f s f % I P 0.0%
6 Sublolal. Initiatives s 66.307 t 76,3m f 7 4 , 9 6 9  S (1.387) S ( 1 0 . 0 4 9 )  S (8.662) $ I 381 86 8% 884% 1.8%
7 Total Outbound 5 1.332.796 $1.020,520 f 984,733 I (35.7R7) J 332.276 S 348.063 0 35,767 130 6% 135 3% 36%

Source Co!.1  = Table  W-2,  C+!.  L.6+L.i4: Cd.2 = Table W-2.  Cot  5. L.GrL 14; Co! 3 = Table F-4. Col 2. as appkable
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The effects of these revised unit attributable costs on aggregate and individual

international mail services are developed in Tables F-6, F-7, and F-8 of this appendix.

In Table F-6, settlement differences in the amount of $70 million are excluded from the

incremental cost in accordance with the Postal Service’s revised treatment. The

remaining incremental costs are equal to the IBU overhead cost in the amount of $52

million. Both figures are obtained from the ICRA Report - PRC Version submitted June.

II, 1999 at page A-l, Footnote 3.

Table F-7 displays the impact of revised attributable air transportation costs on

the cost coverages of individual international mail products.

Table F-8 is a summary of FY 1998 revenue and attributable costs for

international mail, similar to Table IV-I in the body of this report except that it reflects

both the air transportation and settlement cost methodologies now favored by the Postal

Service.

TABLE F-6
EFFECT OF USING THE POSTAL SERVICE’S METHOD

FOR CALCULATING INTERNATIONAL AIR TRANSPORTATION
AND SElTLEMENT  COSTS

(Amounts in Thousands)

Category

Outbound Mail
Inbound Mail

Subtotal
Int’l  Mail Incrementat Cost
Grand Total

Increase
Reduction in Contribution Unadjusted

in Attributable to Institutional cost
Cost  ($) cost ($4 Coverage

(1) (2) (3)

(35,787) 35,787 130.6%

(35,787; 35,787
98.2%

123.5%
70,242

$ (35,787) $ 106,029 -112.9%

Adjusted
cost

Coverage
(4)

135.3%
98.2%

127.0%

122.0%

Source: Line 1 from Appendix F, Table F-5, Line 7; Line 2 = No effect on inbound mail;
Line 4 = Table IV-I, L.4 - Table F-8, L.4. Reflects ICRA Report released 6/l I/99.
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TABLE F-7
EFFECT OF USING THE POSTAL SERVICE’S METHOD

FOR CALCULATING INTERNATIONAL AIR TRANSPORTATION COSTS
ON INTERNATIONAL ATTRIBUTABLE COST

Increase
Reduction in Contribution Unadjusted

in Attributable to Institutional cost
cost (5) Cost ($) Coverage

(1) (2) (3)
OUTBOUND MAIL
Surface
Printed Matter & Small Packets, excl.  ISAL & Per. -
Periodicals
Parcel Post
Int’l Surface Airlift
VakiePostJCanada  II

Subtotal, Surface
Air
Letters and Letter Packages
Postcards, Postal Cards, and Aerogrammes
Printed Matter and Small Packets (AO)
international Priority Airmail Service
Bulk Letter Service to Canada J/
Parcel Post
Express Mail International Service

Subtotal, Air $(34,400) $34,400 152.6%
Initiatives

Global Priority Mail
Global  Package Link
Direct Entry/Inbound
International Customized Services

Subtotat, Initiatives rc; ,387) rsl,387 86.8%

Adjusted
cost

Coverage
(4)

96.4% -96.4%

161.4%

88.4%

Total Outbound $(35,787) $35,707 130.6% 135.3%

Ii See caveat in Table W-2,  footnote 1
Source: For surface & air use Appendix F, Table F-l, Cols. 4, 7, 8, 8 9, as applicable;
for initiatives, use Appendix F, Table F-5, Cols. 4, 7, 8, 8.9, as applicable.
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TABLE F-8
SUMMARY OF FY 1998 REVENUE AND AnRlBUTABLE  COST

FOR OUTBOUND AND INBOUND INTERNATIONAL MAIL
USING USPS NEW METHOD FOR ESTiMATING

INTERNATIONAL AIR TRANSPORTATION COST AND SETTLEMENT COST

Category

Revenue

I:;

Outbound Mail
Inbound Mail

Subtotal
Int’l Mail
Incremental Cost

1,332.796
282.311

1,615,107

(Amounts in Thousands)

Attributable Incremental
cost ($1 Cost ($1

(2) (3)

Total
Attributable cost

Cost ($1 Contribution ($) Coverage
(4) (5)=(1  I-(2) (6)=(1X41  r

984,733
287,379

1,272,112

-

-
52,203

904,733 340,063 135.3%
287,379 (5,068) 98.2%

1,272,112 342,995 127.0%
52,203 $ (52,203)

Grand Total $1,615,f07 !$1,272,112 $52,203 $1,324.315 $ 290,792

Note: The attributable costs reflect the FY 1998 ICRA Report - PRC Version, submitted 6/11/99

122.0%

Source: Table IV-2, except Line 1, Col.2 = Appendix F, Table F-4, Col.2, L. 7 and Line 4, Col. 3 is from the FY
1998 ICRA Report - PRC Version, June 11, 1999, p.A-1,  footnote 3.
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REFERENCE MATERIAL - POSTAL SERVICE VIEWS

This appendix provides two Postal Service documents for reference: a chart that

relates international domestic services; and the Postal Service description of how it

develops international mail rates.

Response to Question 23 of the Second Notice of Internationat Mail Data
Requirements, Order No. 1236.

23. For each of the international categories shown in the list of appended to Order
No. 1228, please indicate what the Postal Service considers to be the most
closely analogous subclass of domestic mail and discuss the reasons for these
conclusions.

See the following attachment.



Inlarnalbann!  Outbound
Product

sllrrr  & Loller  P&ages (CC]

nlJmJllon8l  Prlorlty  AlrmJll

3JwicJ  (IPA)

GlobJl  PrRrlty  M&l (GPM)

PoIltJrdl  6 AJrognmmJti

-ir  Olher Arltclef  (AO]

Surlace  Olher  Arlrcles  (AO)

Produd Characlerislic Weigh! OplionS CornpetItIon

LC conlains  personal handwrilten  or Inlernalionat  ranges Domesw  has presorted Domerlic  has a
lypewrltlen  communlclions  having Ihe from U lo 4 paunds  while and auloma!ion  rales monopoly while
characler  01 currenl  correspondence domestic goes lo 11 while ~nlernal~~nal  is inlernallonal  is under

rrl-ClJss  MJII Jnd A0 whtch is like FM-Class  Mail ounces. only  Swgle piece direct  compel~lion
IPA is a bulk sewice

Inlerna{ional  has a d reawing  a serf  (0

pound maximum for LC country and mmimym

and an t 1 pound number 01 oieces  while Domeslfc  has J
Any Item of lhe LC or A0 classiflcallon  maximum when 40 is Ihe varlaus  levels of monopoly while
can go IPA which is Ihe same as FirsI-  k&&xi  whrhe  domeslic oresort  reqwements  are in!ernaNonal  1s under

Irrl-ClJJs  MDIl Class Mall goes IO ii ounces more severe direcl  compellllon

Bulk lellers  IO CJnJdJ

requwes 500 three

Dunce lellers  *r more

Any IJllJr 01 Ihe LC or A0 lnlernalional has a 3 and sorlcd  lo Ihe Oomesllc  has a
iclJ~sll3callon  can go Bulk Le!Iers  lo ounce maximum while providences  in Canada monopoly while
Canada which is Ihe same as Flrsl- domeslic goes lo 11 swvlaf  lo presorl  al 11s inlernalional  is under

Irll-C!JSJ  MJfl Class Mall ounces, highest level direcl compelillon
lnlernalional  ranges Domeslic  has orenorled  Oomesllc has a

Any llsm  of Ihe LC or A0 c~aasllitalion  lrom  0 lo 4 pounds while  and aulomalton  rales monopoly while

csn go GPM which is Ihe same as domeslic goes to 11 whale mlernallonaf  8s inlerna(lonaf  If under

IrrKIJr8  MJll FlrsKlass  Mall ounces only single  piece duct  compolilion
Ddmeslic  has a

monopoly  while

rolefnolionel  Is under

WI Cards JJmJ JI domeslic Poslcards
I

same
L
I

same
I
1

drrecl  compel4ion
I
1
]Bolh  domesrlc  and

IJndJrd  A d

Conlalns  armled mailer books sheel
mus ic .  pub&hers  pwodlcals  This
mall can t-101  be considered oersonal

rnlernallonat  lace

comptllllon  exctpl

inletnallonal  Is faced

wllh olher  POSIY
aDera!ing  acceplonce
Ok-!S and DrOCES3lnQ

olanls  8” Ihl3  counlry

acceoring  and sodrng
iUS origin mall  gotng  10

erlodicolt

landard  A 8

eriodlcafs

correspondence

same as above

ounces

same as JhDW
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1 Inlsrnrilonol  Outbound Ltka Domastlc

trlt
IC.

Vt

E

A

S

G

lr
4

0

C

rr

Producl Product Cheraclerlstic Weight

tmmrtlwrrl  Suriecs  Alrilft ’ Slrndwd A & I
IAL)

rlurpt lo Cmnrda

Psrtodtuts

Slrndud A 6
PmiodtcJr

twns 81 above

rrms I3 8bOV8

snrrte as above
lnlemsttonal  there Is a 2
pound weight llmlt for a
piece. You must have 5(:
pounds of letters of 100
pounds of nats.

xpre88 Ml1

lr Pltcd Pott

urfeca  Pmrcrl  Poll

Express Mall

Prlollly  Mstt

Strndlrd B

No servtce  guarantee  ror Ezptess
Inlsrnellonel.  Customs Is a hugh
dlfferclnce  for intemaf~onal Maxtmum  welghls could
morchandlse. A separate agreement be different for each
with @ach counlry Is required. country

Maximum weights could
Customs Is an Issue. A dlfferenl be different for each
dsHvary  rate for each country country

Maximum welghls  could
Customs Is en tssue.  A different be different for each
dellvery role for each country COWdry

Thlf producl Includes special software
to provide customs preadvics There

I
Is I tarps  overhead for Ihls.  II is Maximum wclghls  could

Exprosa  MM 4 rratrkttd  to a few counldss. A be different far each
il&rt Peck~m  Ltnk  (QPL) IPdortty Mall Idlflsrant  dellvary  rats lor each countty.lcountry

I I I
1

These  are contract with specific
cuatamerd  going lo certain countries
wtth a known ptoducl. To qualify you
need la have a minimum amount IO

‘CM Jtothlng mall.
Thls senlca uses Iha domestic rates
al Iha desllnalinp  counlry lor delivery .

Unct Entry Nothtnp chqss.
This product is one 01 Ihe direcl enlry

Canada  Admall Nothlng products.

same as domesiic excepl for
requirements within destinaling

lternalional  Special Services  Special Services counlry

T
C
S

I
1
I

Optkmo
SAL IS airfiOed  to the
leslinalion  and then
#&ace

Compstltlon

sams es above

‘his mail is trucked the
lame as slandard A. seme aS above

CornpetItIon  lor parcels
IS probebly about the
same
Competlllon for parcels
is probebly  abouf fhe
same

ICompetftlon  lor parcels

I

.
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Response to Question 78 of the Second Notice of International Mail Data
Requirements, Order No. 1236,

hWl  dasa la Mimed accordInu  lo the nornen&ture  and defMions  described in the  Convention
Agwrwts  of the Unlvwwl  P&M Unlom (UPU). The &&mHJw#  MeU  Msnuol  pmtides  futher
deefiptiw  InfofmaHon.  Ihero  are thma beak dtioa  of In- metI:

m nems wofgJlhg  up to 2 klkqmmr  (64 ounces).
- ItwIts  ca-hsil~  d pwed  paPars,  uw for

the blind  sind Smdl  plaets.  weight  lb-rlltl  are 2
wlcgtams  for an-Id1  packet&  5 kuognmr  for
printed papers. and 7 kil~m9  for Itterature  for
the blind.

- Paroef  post is similar to domestic Standard (B) mail.
Merchandise  is penmitted.  but written comrnunicet&ns
heving the nature  of current and personal
wrespondence  are not permitted.

Tl?ese  three desses  of Mernational  mail sewtoe  are also delineated by air  and surfacs  modes  of
bsnsporbtion  wheru  the twmpatnti mode equates rouphty  to prtortty  and non-priority levela  of
service.

Within  these three classes, subdass&rata  and producl  cateOc+ies  can be tdentied.  Within  the
LC da%, these Include post  cards, aerogrammes,  Global Priority Mail.  international priority
smnel  and bufk  letters to Canada. Wlthln  the A0 dass, regular printetl matter, publishers’
zdets, books and  sheet rtwk, international  surface  airfiR  (ISAL).  and Valuepost Canada we

within  parcels, a distinction is made  by mode  of transportation: n&y. $urfac~  end  alr. end by
wphic  region.

ln add&n  to these  three  major  c[asses  of mail. the Postal Service also offers an expedited
survke  simply named intern&tonal  Express Mail Service

the  development of intemetianal  rates conforms to the statutory criteria of38 USC.  105  and
403.  Factors uo@d  to develop lntematlonal  mail rates in some  re3pectS  parallel  those Used in
domeStic  rate  setting;  namely. international mait  must cover its dii& end indired  WSk
international mail must make an appropriate contribution  10 all other cost%  and derivation Of
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AC a b-iofhtstoricar  nafs.  if bud teen  6~ pm&x.  through m Fmbru~y  1885  intarntional  &ang+
h mtas.  to arn~urs  outbwnd  brtomHk&  posiaga  rsbr on W8l  combined  Inbovld/outtwnd
lnwMbnd_Lr.  Thishadthaeff&dtwrdMlgoutbou& la@qws  wiul the  =t of ddlvary
of for-n Inbound  intarnaUonsl  maU.  With  Uu wspmdon dIhPrtmtaExpmssSbtutes
h Eic@mbm  1999.  the tuhmquemt  dvnpe  In Intematlaul
from  pooling  Inbound u?d twtbamd

_, R_ tnrPatg~InApfi~lQ=wtsd
WblMO0dtlUlMCBA@U1888,

outband  lntamatiial  postaga  rnb have baan dasigwd  aolUy  on outbound costs. Thbru  has
baen  ryJ sxcqMxl10  ma spproach  over  lha  pert &nwl  ysars.

Intematlonal  rates are pmdlcstsd  on specific cost drivers  iderltiliod  with protiding cu6lound
interna6onal  mail ssrvica. ll7s costs that are taken into account  for bwh  calegory of mail  induds
domsstk  handling and dcwwtic trans~.  IntsmatMal tmnspartatton.  and tha  mst  of
datlvsry  In each cuuntry  of destination Domestic handling and clwmsUc  transportation are
&tom perlinenf  far example.  In he development of ISAL  end IPA gateway rates. Intarnabonal
transpMation  Is a cost driver v&id. In conjunctiorl  with for8ign  ddlvaq  costs. c0ntibutst  to the
constwction  of t-s10 groups far ISAL.  IPA.  EMS. prinlsd  matter, and air parcels Transpurl~tion
c o s t s  anlfarnl  to DeparlmnMII  of Trwlpotwon  tool-)  ratas  (k U.S. (lag c&wri0m WAL
banspiNation costs.  however,  ars contrau rat&  and an ganaally  lower  than DOT  r a t e s .
lranspatation  and delivery charges are  dso primary factors In wnsiderlng  the developmenl  of
wnby specifc rates.

Ttwe m tirea  basic  types  of delivery charges.  arch of which can  conblbuts  to Uw design  of a
particular r&s structure, and innusncs  the mnsbuctkn  d rata groups. TwrNrral  dust apply la the
dlstiibution  and delivery  of CC and A0 cz&egorks  of international mail. lm4alanc-u  charges apply
to ihe distribution and dWeq  of EMS items; while iowafd  ferrd  rafes  apply to parcel  post items.

rsrmM  dues are promulgated  by ths Universal Postal Union (UPU).  CutwJty  there  wa three
&uctuma thal  UPU members  can invoke: (i)  a flat rats  sat at 3.427 SDWkg.  (ii)  a revision
machanism  rats set at 0.14 SDMtern  plus 1.0 SDRlkg.  and (iii) a bulk mall 0pUon whose  rate
may not be higher than thase  calculated on ths  barls of 67% of the charge for a 20 gram
domestic letter rate or exceed 0204 SDWilem  plus 1.46 SOWIq A separate.  lower rate of 0.653
SW/kg  applies  lo &bags.  The UPU doss pen’nil  adminirtratlons  to enter into bilateral or
multilateral  paymeni  agreements IO settle iheir  lsrminal  dues’cr#xnmts.  Ths UPU estsblbhes
terminal  dues rates at Congress. which II held onw ov~y hve ynars.  llovde~~.  Ihe Postal
Operations Cuundl  of the UPU can amend  terminal dues rates  betwean  Congresses. Such
amendments  have ~aneraMy  applied to revisions in the tates  for  the bulk mail Option.
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A Wptlon  of aaeh  mait  offerIn  fdlows.

bLrLG;.  Conslsts  af persona4  uxreapoMencs.  statemanls  of accxnmts,  and other business
orl~WI  transllctions posted at single p!&w rates. MaWa  are typically Individuals, households.
and small bUSin8SS  snterprses.  Air letters receive Fit-Class Mail sen4ce  in the tilted  States.
are dispatched by the most  expedldous  lnnsportatlan  available, and receive sirmail  or priority
lraatment In the counby  of destination.  Tha rale  rbu&re  Ls wai9hi-based  and is current ly
&oried.  AJr LC IL Onered  as a unlve~rsal  service. Consistit  wllh mcderating the lnsUlutionel
co& burden on this cets~ory of malt. the May 1999 lnternat!anal  rate change does not Increase
Air LC from thc%e  Implemented on July 9, 1995. Separate rates are developed for Canada,
Maxloo.  and resl  of the world.

p IPA is a krlk air latter product. It provides business mailers
with  a wrvice  that 1s as fast or faster than regular airmail. Msllers must meet a mInimum  ten-
pound vdvns  requirement. The  currant r&e desl9n  proMe for both a presort end n0n-preWn-l
option.  The pres~l  opth  requires  ssparation  by cwntry  of destinstion. The rate levels’tor  199S,
however. are not the result of applying cDst  avoidsnce factors to tie single piew  Air LC rates.

m I etter  Sarvlca  to M: This  selvlce wBs  introduced for business mailers mailin
quaMies  of bufk  letters to Canada. A minlmum  of 500 pisoss weighinQ  three ou~as  or less  is
required  to qu#fy for this  set-&x.  Mailers are dso required  to tray thslr  mail and apply a
Canadian post code lo each mail piece. The rates for this servlc4 represenl a fixed reduction
from the single  piece  rate. The reduction was determined on the basis of cost CUVera@Z  and not
on cost avoldancs.

p: Aerogammes  am designed for parsonal correspondence An
aro9ramme  eonslsts  of a sln@e  page that folds into a self-seafing  envelope. Aerogrammes  are
very li9ht  weiphl  and have lit&% rigidlty  Post cards ere a non-sealed medium  for personal  and
business  uxnrnunlcations  similar to dcmestic  posl cards,  ~4th the ex&ption  that differant size
siandards apply to inlemational  cards. Both  services am offerad with a flat per Item rate. The
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:z rats  IS u~emal. wth a SeWEite  card  rate  spplks  to Canada, Me&o, and the rest

-: Pmted  mattar hes  two bveis  of servtce. Su r f ace
prfnted~*enM+odty~.  ttMLKksm@arpht8dmattor,boDkrsndrhsrtmurlc.
MIdprbbbi’S’POCbkdS.  ~kmQ-kmbndfwmurfao,pllntsdrrmtbrh~besndawn.
~wrkcsprl~~rs(sr~toCMdD,Max~,~~rwtd~aworld.  Rats
kKxaassrtoMe~mad~rsltol~hswDrldarsWngmplsmsnMinphwsctom~~8
herdahtp on the wishing  hdusby. Alf prfntai  matter 1s a @orHy savica  whose ovErelI  long-
term trend has shown steady growth in revenue, pieces and weights. As a prtority printed matter
tics,  Its tort oweragehasbwn~enttyhlOhursrnotLobsimpadedbythsterminafduas
ch&Igus WlMl  have I_ slllfam  pdntad  rfmttw. Air pftntsd metter is @ted wing IO
mk regions taking into account vcosts tmd termlnoi dues di&rences.

v: Publishers’ Periodkals  Is on8 of the thme aubdasoKcaticns  of surfsce
prInted meier.  The se&e  is offered only to publii and reglster8d rwwDagsnb  for maNrIgs
that would qurlb  as periodicals under the domestic dassilication.  Similar to other surface
~ITerln~s.  PuMlthan’  Perkdii~  heve elcperlenced  a dsdhe  In revenw,  pteces. and weight
stnce  postd  reor~anlzetion.  The rete  design recoQntzea  reperat8  r&e6 to Canada, Mexico, and
mS rest ol Ihs world rxcordlng  lo tomind  dues regime end trenspotitlon  expense. Changes In
UPU brmlnel  dues have resultad bn e @es8d implemeniatlon of Publlshen’  PsrixUcel  rates to
Merim  and the rest of the  world.  The UPU conventi  allows Publish&  Pe&dicel  rates to be
reduced up to 50% from reguler writed  matter rate.

Air tlft w: ISAL b a bulk mailing servkx for the delivery of
pubii&kms.  advertidnp  mail, catalogs, directories. other pdnted matter. and small  packets.
Mailers must  mset a 50-pound  minimum mailing requirement. ISAL requires mailer presort  by
mu&y Like IPA,  ISAL rete  design mnizm  geoOrephic  regions based uw terminal dues
and transporlation chara&erislics.  The maphic  regions are the sams for both sefvicus.  ISAL
rec&es  air treatment within the United States, end air transportation to its ovem8at  destination.
Surface transporYltion is provided al destination. ISAL rat8 design provides for thrashotd volume
discwnts  for Isrge  mailers. The threshotd  incentives are similar to IPA.  When ISAL rates were
revised in February IQ96,  ISAL susteinsd a tale incmase bcausa  of a terminal dues change
affecting printed matter cateQori8s.

ostlCana&:  ValuePost  Canada is s bulk maili-  service for the delivq  of regular printed
matter,  b&s and sheet rnusIc,  publishers’ periodicals. and small packets. It was Introduced as
an ISAL equlvaient  scrvlce taking particular account of the tenMa dues applicable to mail
exchPngsd with Canada Post Corporation. The rate design rwnizes  shape. namely. letters
and fiats.  Within  shape, a per item rate applies to letters  weighing up to one ounce, and a per
Item rate applies to fiats weighing up to five ounces. An item plus pound rate applies to letters
and itats exceeding the one ounce and five ounce thresholds, respectively.

Haa Smrvh:  M-Bag service allows a mailer  to prepare a direct seek  of printed matter welghinp
betwe8n 11 pounds and 66 pounds to a single  eddress. A reduced terminal dues rate of 0.653
SOF!&  applies and reccgntzes reduced delivmy  wst because the M-bag does not require
sort&ion  to multiple addresses. The tate design is e rlrnpie  weight-based  charge.

mai  Priority  Mail m: Global Priority Mail Is an expedited airmail tatter service providing
f8st.  reli~bl&  delivery of alf items mailabl8  as rett8t’S and merchandise Up to four pounds. The
service is targeled to specific cauntties  based on market considerations. Rate design provides
both a flat rate for small and large snvebg!es, snd  single p&e w9ight-beS8d rates. LC iermtnal
dues rates apply to the dalivery  of GPM. however, th8 bet of Senk8  is batter Since  its ExPres
endorsement accords it $pecisl  delivery treatment in the country of destitition.
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m: tn- EMSb~fas~dattvwyeervtceoffewtforthe
dettwy d tntarnattonat Rerns  by the PoeU w. EMS ttwns may wnstsl of downants ana
rmr&mdi~. The aervioe Is o#a-ed to appmxknatdy 3813 oountries. E M S  expedites  urgent
Mars, rmsll  pw&gas,  md -toIheccuntryofd-erttnattonwhafethaj,arehandTedand
d&wed on a prbrity basts  by&U-w  a to& postal admtntciralton or @vain wrier. Rate desbn
o3Mldsrrnauhave~tzedbolh~tcregtcmrandocurlbyrpsclRc~.

m tntemattonat surfaoe pprcsl post b ccanparat&  to d-lit zxxwratsd  m p o s t
in thet ti it B rton-ptiwHy  servb. It Is appfopdatrr  for maIting  merchandtsa.  printed mattsr w other
itertm 1-1634  mquired to be mn4d at tetter Rter. Wrftlsn  communtcaUons  twli-io  he tierada of
paonatoo~espondenwmnynotbeendosed4~postpa&aprdregas.  Themaxtmumwdghl
llmn for percet  post  vartw4 f rom 11 to 70 pomd6,  dependtnQ on munby of dectinatbn.
htmtitxmt  atr pmxt  pest is a prkwky  aervioo  that cm be compared  to domestic priority  mail
#rvlce.  Weight limitations atsa appty us spadfwd by tBe country d destt+tinalion Both sew&s
are dwtgned 8s rwe piece offerings. Mometier between aurfem and air par& rates,
hw, ar8 a functtor’i  of the fwl-b&nt~tlBtl~  mStl  lStimati  fM eech  Of  the h’J0 pSE4t
ategodes.


