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INTRODUCTION 

 

As former utility regulators, we respond to the Postal Regulatory Commission’s 

(“Commission”) call for public comment relating to the Commission’s examination of the 

appropriate minimum contribution to the Postal Service’s institutional costs that 

competitive products must provide, pursuant to the Postal Accountability and 

Enhancement Act of 2006 (“PAEA” ).1   The Commission seeks comment regarding the 

“appropriate share” review requirement in Section 3633(b), which “direct[s] the 

Commission to promulgate regulations to ensure that competitive products, collectively, 

cover an appropriate share of the Postal Service’s institutional costs.”2  We understand 

that the Postal Service treats nearly half of its costs as institutional costs, and that the 

                                                 
1 Institutional Cost Contribution Requirement for Competitive Products, Advance Notice 
of Proposed Rulemaking to Evaluate the Institutional Cost Contribution Requirement for 
Competitive Products, Docket No. RM2017-1, Order No.3624 (Nov. 22, 2016) 
(“Notice”).  
2 Notice at pp.1-2, citing 39 U.S.C. § 3633(a)(3) and 39 CFR § 3015.7(c). Section 
3633(b) directs that the Commission, at least every five years, “shall conduct a review to 
determine whether the institutional costs contribution requirement under [Section 
3633(a)(3)] should be retained in its current form, modified, or eliminated. In making its 
determination, the Commission shall consider all relevant circumstances, including the 
prevailing competitive conditions in the market, and the degree to which any costs are 
uniquely or disproportionately associated with any competitive products.” 
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competitive products “appropriate share” allocation of this large pool of institutional 

costs has remain fixed at just 5.5% for more than a decade.  Based on our experience 

dealing with these same issues in our regulation of public utilities, these data points 

strongly suggest to us that the Commission should consider increasing this 5.5% 

appropriate share allocation in this proceeding. 

We previously submitted comments in the Commission’s 2016 Section 701 

proceeding, broadly canvassing issues concerning public utility cost accounting, and 

reliance on accounting separations to ensure that regulated legacy (and often 

monopoly) services do not subsidize unregulated, competitive services.3  We observed 

that this Commission has a similar charge under PAEA to ensure that the Postal 

Service’s legacy market-dominant services do not cross-subsidize its competitive 

services,4 and we endorsed and provided with our comments a paper entitled “Cross-

subsidization: Applying Lessons from Utility Regulation to the United States Postal 

Service.”5 

Many of the themes discussed in that paper and our prior Section 701 comments 

are relevant here.  In order for accounting separations to be effective, accurate and 

transparent cost accounting is essential to ensure that monopoly (market-dominant) 

services do not subsidize competitive services.  This is just as true for the Postal 

                                                 
3 See Section 701 Report, Comments of Former Utility Regulators, Docket No. PI2016-
3, (June 14, 2016).  Each signatory here, with the exception of former FERC 
commissioner Tony Clark, previously joined in the Section 701 comments. 
4 See 39 U.S.C. § 3633(a)(1) (Commission shall “prohibit the subsidization of 
competitive products by market-dominant products.”). 
5 The paper was authored by Bryan Tramont, Raymond Gifford and Gregory Sopkin, 
three of the former utility regulators providing comments in the Section 701 proceeding, 
and also joining in the comments provided here.   
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Service and its cost accounting practices as it is for other regulated public utilities.  Here 

we focus and expand on one particular cost accounting issue:  the accurate allocation of 

institutional costs, often referred to as shared costs or joint and common costs in utility 

regulation.  These are costs that cannot be directly assigned to specific services, and 

therefore are divided between legacy regulated services and unregulated competitive 

services, typically based on an allocation factor.   

If such institutional costs are under-assigned to competitive products, then legacy 

regulated services bear too great a proportion of these costs, requiring captive 

customers for those legacy services to cross-subsidize competitive services.  Further, 

the under-assignment of such institutional costs to competitive services distorts the 

market for competitive services.  The Commission has recognized these same truths 

with regard to the “appropriate share” requirement of Section 3633(a)(3):  

A primary function of the appropriate share requirement is to ensure a 
level playing field in the competitive marketplace. . . . .  If the Postal 
Service’s competitive products were not required to contribute an 
appropriate share towards the institutional costs of the enterprise, this 
could result in the market dominant products cross-subsidizing the fixed 
costs of the stand-alone competitive products.  For this reason, the 
appropriate share requirement is an important safeguard to ensure fair 
competition on the part of the Postal Service.6 

We note that the Commission has further observed that “the appropriate share 

requirement is one of the PAEA’s principal protections against the Postal Service 

engaging in unfair or anticompetitive pricing.”7  

                                                 
6 Institutional Cost Contribution Requirements for Competitive Products, Order 
Reviewing Competitive Products’ Appropriate Share Contribution to Institutional Costs, 
Docket No. RM2012-3, Order No. 1449 at p. 13 (Aug. 23, 2012) (“2012 Appropriate 
Share Order”). 
7 Id. at 25.  
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As with our comments in the Section 701 proceeding, our aim here is to offer 

insights based on our experience dealing with these same issues in the regulation of 

public utilities.  In our own sectors, we have experienced firsthand the challenges of 

implementing a complex statutory scheme to regulate a provider of both monopoly and 

competitive services in a fast changing economy.  Those challenges, and the 

importance of accurate institutional costs allocation, are well illustrated by a recent 

decision from the Federal Communications Commission (“FCC”).   There, after an 

extensive investigation, the FCC determined “that Allband misallocated expenses to its 

regulated entity that were for nonregulated activities, rendering its cost accounting 

unreliable.”8   The FCC found that “Allband consistently misallocated employee time for 

nonregulated activities to ACC [the regulated entity], and it allocated an unrealistically 

high percentage of corporate operations expenses to ACC.”9  In particular, the FCC 

found that, in allocating only 5% of employee time and only 8% of overall corporate 

operations expenses to its unregulated entity providing competitive services, Allband 

had allocated an “unrealistically high percentage of corporate operations expenses to 

regulated activities.”10  The FCC found this minimal assignment of shared costs to 

competitive services simply “implausible.”11  We discuss the Allband decision in more 

detail herein. 

 

                                                 
8 In the Matter of Connect America Fund; Allband Communications Cooperative Petition 
for Waiver of Certain High-Cost Universal Service Rules, Order and Order on Review 
31 FCC Rcd 8454, 8454 (2016) (“FCC Allband Order”).   
9 Id. at 8457. 
10 Id. at 8460. 
11 Id. 
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ACCURATE COST ACCOUNTING IS CRITICAL TO AVOID CROSS-SUBSIDIZATION  

 

The cross-subsidization paper included with our prior comments in the Section 

701 proceeding explored the various approaches utility regulators have employed to 

prevent regulated services from cross-subsidizing unregulated services, including 

divestiture, structural separation, line-of-business restrictions, and accounting 

separations.  The PAEA, particularly through Section 3633’s cost assignment and 

cross-subsidization’s provisions, directs what we view as a traditional accounting 

separations approach.  In order to police cross-subsidization, the accounting 

separations approach requires vigilant regulatory oversight, as the provider of legacy 

regulated services possesses the natural incentive to attribute too many costs to its 

regulated services, and too few costs to it competitive services.12   Effective accounting 

separation therefore requires a high degree of transparency and accuracy.13 

                                                 
12 See, e.g., In the Matter of Implementation of Section 254(k) of the Communications 
Act of 1934, as Amended, Order, 12 FCC Rcd 6415, 6415-16 (1997) (“FCC Section 
254(k) Order”) (“Since the advent of private line competition in the mid-1960's, the 
Commission has focused its attention on the incentives that carriers may have to 
recover the costs of competitive services from subscribers to less competitive, regulated 
services by misallocating the costs of their competitive services.”); In the Matter of 
Separation of Costs of Regulated Telephone Service from Costs of Nonregulated 
Activities; Amendment of Part 31, the Uniform System of Accounts for Class A and 
Class B Telephone Companies to Provide for Nonregulated Activities and to Provide for 
Transactions between Telephone Companies and their Affiliates, Report and Order, 2 
FCC Rcd 1298, 1302, (1986) (“FCC Separations Order”) (The FCC’s “realization that 
carriers would always have some natural incentive to shift costs to [legacy monopoly] 
rate-of-return regulated activities impelled [the FCC] to consider structural separation.”).  
13 See, e.g., Transmission Planning and Cost Allocation by Transmission Owning and 
Operating Public Utilities (FERC Order No. 1000), 76 Fed. Reg. 49,842, 49,932 (2011) 
(“The cost allocation method and data requirements for determining benefits and 
identifying beneficiaries for a transmission facility must be transparent with adequate 
documentation to allow a stakeholder to determine how [the cost allocation method and 
data requirements] were applied to a proposed transmission facility.”). 
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Specific to the question of institutional costs in the accounting separations model, 

utility regulation endorses two guiding principles.  First, costs should be treated as 

institutional/common costs only where they cannot be direct-assigned to a specific 

service or activity.  In other words, costs should be direct-assigned to the greatest 

degree possible, before relying on an allocation factor to distribute costs between 

regulated and unregulated services.14   To the best of our knowledge the Postal Service 

is the only regulated entity that directly assigns barely more than half of its costs.15 

                                                 
14 See, e.g., SFPP, L.P., Opinion No. 511-A Order on Rehearing and Compliance Filing, 
137 F.E.R.C. P61120, ¶ 96 (2011) (“The standard of review here is whether the direct 
assignment methodology SFPP advances here is reasonably designed to meet the 
ratemaking principle of maximizing the direct assignment of costs in a specific 
regulatory proceeding”).  See also 47 C.F.R. § 64.901(b)(2), governing separation of 
costs between regulated and unregulated services for telephone companies (“In 
assigning or allocating costs to regulated and nonregulated activities [for 
telecommunications carriers] . . . [c]osts shall be directly assigned to either regulated or 
unregulated activities whenever possible.”); FCC Separations Order, 2 FCC Rcd at 
1299 (“Costs are to be directly assigned to either regulated or nonregulated activities to 
the maximum extent possible”); National Association of Regulatory Utility 
Commissioners Model Cost Allocation Manual and Guidelines for Cost Allocations and 
Affiliate Transactions, http://pubs.naruc.org/pub/539BF2CD-2354-D714-51C4-
0D70A5A95C65 (“To the maximum extent practicable, in consideration of administrative 
costs, costs should be collected and classified on a direct basis for each asset, service 
or product provided). 
15 See discussion infra at pp. 12.  Utility regulation has always required a much greater 
degree of direct cost assignment.  See, e.g., AT&T Cost Allocation Manual Order, In the 
Matter of American Telephone & Telegraph Company's Permanent Cost Allocation 
Manual for the Separation of Regulated and Nonregulated Costs, Memorandum Opinion 
and Order, 3 FCC Rcd 1786, 1790, at ¶ 34 (1987) (finding that “AT&T has not followed 
the Commission's directives to maximize assignment or attribution of costs, and to 
employ the general allocator only when more direct measures of cost causation are 
unavailable.  AT&T's manual employs the general allocator for many accounts and cost 
pools, often without any attempt to directly assign or attribute costs first.”); see also In 
the Matter of Alascom, Inc., Cost Allocation Plan for the Separation of Bush and Non-
Bush Costs, Order, 10 FCC Rcd 4963, 4965-4966, ¶¶ 11, 17 (1995) (directing 
telecommunications carrier to resubmit its proposed cost allocation plan, where carrier 
used “‘general allocators’ to allocate costs in the administration and executive 
categories between regulated and unregulated activities, inquiring “why its allocation 
process produces limited direct assignment,” and concluding that the carrier “may have 
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Second, the allocation of institutional costs must not be arbitrary, and should be based 

on some proportional relationship between regulated and unregulated services, such as 

the relative proportion of direct-assigned costs or the relative proportion of revenues 

between regulated and unregulated services.16   

 
REASONABLE ALLOCATION OF INSTITUIONAL COSTS IS INDISPENSABLE TO 

ACCURATE AND EFFECTVE REGULATORY COST ACCOUNTING 
 

 
 Reasonable allocation of shared costs is a critical component of accurate 

regulatory cost accounting, and unreasonable allocations of shared costs between 

regulated and unregulated services will invariably lead to cross-subsidization of 

                                                                                                                                                             
to restructure its cost allocation process in order to increase its level of direct 
assignment.”). 
16 For example, FERC has employed the “Massachusetts Formula” “to allocate residual 
overhead costs among subsidiary and affiliated firms when the parent company cannot 
directly assign those costs to a specific subsidiary or affiliate.” See, e.g., SFPP, L.P., et 
al., Order on Rehearing, Remand, Compliance, and Tariff Filings, 121 F.E.R.C. P61240, 
¶ 128 (2007). The Massachusetts Formula has three parts using the allocation factors 
(ratios comparing the affiliate to the company as a whole) of gross plant, gross 
revenues, and labor, which are added together and then divided by three to arrive at a 
simple average of the three factors. This formula attempts to weight various aspects of 
each of the affiliates so that a fair distribution of the overhead cost is allocated to each 
affiliate member.  Id. at ¶ 134.  The FCC, while requiring direct assignment of costs 
whenever possible (47 C.F.R. § 64.901(b)(i)), employs a common cost allocator where 
direct assignment is not possible, based on a carrier’s ratio of regulated to nonregulated 
allocations for all expenses directly assigned or directly or indirectly attributed.   47 
C.F.R. § 64.901(b)(iii) (“When neither direct nor indirect measures of cost allocation can 
be found, the cost category shall be allocated based upon a general allocator computed 
by using the ratio of all expenses directly assigned or attributed to regulated and 
nonregulated activities”).  See, e.g., In the Matter of Allocation of Costs Associated with 
Local Exchange Carrier Provision of Video Programming Services, Notice of Proposed 
Rulemaking, 11 FCC Rcd 17211, 17230 (1996) (“FCC Video Programming Order”) 
(“Where direct or indirect attribution is not possible, our rules require the carriers to 
allocate overhead expenses, other than marketing expenses, based on a general 
allocator that is computed using the ratio of all expenses directly assigned or directly or 
indirectly attributed to regulated and nonregulated activities.”).   
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unregulated services.17  This is a core concept in utility regulation.  For instance, 47 

U.S.C. § 254(k), dealing with universal service funding support for legacy telephone 

services, prohibits the subsidization of competitive services with a particular focus on 

joint and common costs:  

A telecommunications carrier may not use services that are not 
competitive to subsidize services that are subject to competition. The 
Commission, with respect to interstate services, and the States, with 
respect to intrastate services, shall establish any necessary cost allocation 
rules, accounting safeguards, and guidelines to ensure that services 
included in the definition of universal service bear no more than a 
reasonable share of the joint and common costs of facilities used to 
provide those services.18 
 

In the same vein, the FCC’s Part 64 accounting rules are generally designed to “deter 

cost shifting both in the form of misallocation of joint and common costs and in the form 

of improper intracorporate transfer pricing.”19  This is also why public utility regulators 

                                                 
17 As previously noted, regulated entities have an obvious and undeniable incentive to 
assign or allocate as few costs as possible to their unregulated services. See footnote 
12, supra.  Not surprisingly, there are numerous utility regulation decisions where 
regulators have determined that the utility directed too many costs to its regulated 
services, and too few costs to it unregulated services, and many of these are 
summarized in our prior Section 701 proceeding comments.  By contrast, decisions 
where a regulator scrutinized a utility’s cost assignment and allocation practices and 
determined that the utility had directed too few costs to its unregulated, competitive 
services are, to the best of our knowledge, virtually non-existent. 
18 47 U.S.C. § 254(k) (emphasis added); see also FCC Section 254(k) Order, 12 FCC 
Rcd at 6419-6420 (“This provision of section 254(k) addresses the concern that ILECs 
may attempt to gain an unfair market advantage in competitive markets by allocating to 
their less competitive services, for which subscribers have no available alternative, an 
excessive portion of the costs incurred by their competitive operations.”).  As the FCC 
further explained, the reason exacting "cost allocation rules, accounting safeguards, and 
guidelines” are necessary is “to ensure that [legacy regulated services] bear no more 
than a reasonable share of the joint and common costs of facilities used to provide 
those services."  Id. at 6415. 
19 FCC Separations Order, 2 FCC Rcd at 1299, ¶ 2. 
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have historically required utilities to file Cost Allocation Manuals (“CAMs”) to ensure that 

shared costs are properly allocated between regulated and unregulated services: 

A CAM is a public service company's disclosure of the allocation of 
common costs between and among the regulated public service company 
and its affiliates, some or all of which may be "unregulated" – meaning 
that the affiliate(s) are not subject to economic regulation by the 
Commission. The purpose of a CAM is to allow the Commission, parties to 
Commission proceedings, and other interested stakeholders to evaluate 
the legitimacy of allocations of common costs. Without this sort of 
disclosure, the Commission cannot evaluate whether the public service 
company is allocating a proportion of common costs properly chargeable 
to unregulated business activities to the regulated business, thereby 
raising costs to customers of the regulated company. Such activity would 
be an improper cross subsidy that would harm customers of the regulated 
services and give the unregulated affiliate an unfair advantage over its 
competitors.20 

 
The PAEA expresses these same fundamental imperatives, but our 

understanding is that the “appropriate share” of institutional costs allocated to the Postal 

Service’s competitive products has remained fixed at 5.5% now for over a decade.  A 

number of considerations suggest to us that this allocation of 5.5% of institutional costs 

is likely too low, and that the Commission should therefore consider increasing the 

appropriate share in this proceeding. 

First, an allocation of only 5.5% of institutional costs to competitive products 

seems facially improbable in light of our experience with shared costs in similar network 

type industries.  For instance, in its recent Allband decision the FCC rejected out of 

hand the utility’s accounting that allocated only 5% of shared employee expense and 

only 8% of shared corporate expense to regulated activities, finding it “implausible that 

                                                 
20 In the Matter of the Application of Potomac Electric Power Company for Authority to 
Revise its Rates and Charges for Electric Service and for Certain Rate Design 
Changes, Case Nos. 9092, 9093, Order No. 81147, 2006 MD. PSC LEXIS 30, *5 (Md. 
P.S.C. Dec. 11, 2006). 



10 
 

Allband had virtually no corporate operations expenses attributable to [its competitive 

services].”21  The FCC added that “[w]e find it highly unlikely that Allband's executive 

and management employee time would be so heavily skewed to regulated operations 

when executive and management time includes such activities as ‘formulating corporate 

policy and providing overall administration and management,’ ‘developing and 

evaluating long-term courses of action for the future operations of the company,’ and 

‘performing personnel administration activities.’”22  The FCC found the assignment of 

only 8% of common costs to competitive products equally dubious, particularly in light of 

the fact that Allband’s presence in the competitive market was “growing, and by 2014 

had become a significant revenue source for the company.”23 

Second, in light of the Postal Service’s own growth trajectory and increasing 

revenue regarding its competitive services, the continued allocation of only 5.5% of 

institutional costs to those services would seem equally implausible.  Competitive 

services clearly represent the Postal Service’s “growth” market, as demonstrated by the 

Postal Service’s financial results for fiscal year 2015.24  As providers of legacy regulated 

services expand into adjacent competitive markets, the realities of the market for both 

                                                 
21 FCC Allband Order, 31 FCC Rcd at 8460.  See also FCC Video Programming Cost 
Allocation Order, 11 FCC Rcd at 17222 (observing that “a policy of allocating all 
common costs to telephony would pose a significant risk that telephone ratepayers 
would pay more than stand-alone costs, and would thus be cross-subsidizing the 
incumbent local exchange carriers' competitive operations in violation of the Act.”).  If 
only 5.5% of Postal Service institutional costs are allocated to competitive products, 
then virtually “all common costs” would be allocated to market-dominant products.   
22 FCC Allband Order, 31 FCC Rcd at 8460. 
23 Id. 
24 See Financial Analysis of United States Postal Service Financial Results and its 10-K 
Statement, at p. 3 (March 29, 2016) (“Postal Service 2015 Financial Results”) (noting 
declining volumes for market-dominant products and increasing volumes (up 14.8%) for 
competitive products). 
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types of services do not remain static.   Utility regulators have recognized this truth, and 

the associated need to revisit their prior determinations to ensure that they continue to 

fulfill their fundamental regulatory charges.25   Congress appears to have recognized 

this as well in calling for this Commission to revisit the appropriate share of institutional 

costs that should be allocated to competitive products at least every five years.26 

Third, the Postal Service 2015 Financial Results demonstrate that the current 

5.5% appropriate share factor appears untethered to either the proportional costs that 

are direct-assigned to competitive products versus market-dominant products, or to the 

proportional revenue generated by competitive products as compared to market-

dominant products.  It appears that, today, competitive products account for roughly 

25% of the Postal Service’s revenue, and roughly 30% of the Postal Service’s direct-

assigned costs.27  By reference to either of these benchmarks, an allocation of only 

5.5% of institutional costs to competitive products would no longer appear rational. 

Fourth, if the 5.5% appropriate share allocation is too low, as would appear to be 

the case, the impact of this understatement will be particularly acute, given that a very 

                                                 
25 See, e.g., MTS-WATS Market Structure Inquiry, Second Report and Order, 92 
F.C.C.2d 787, 833 (1982) (“Regulatory policy must take cognizance of the dynamic 
factors existing in the marketplace.  It should not be based solely on static conditions 
existing today.”);  FCC Section 254(k) Order, 12 FCC Rcd at 6421 (“The dynamic nature 
of the telecommunications industry means that safeguarding regulated ratepayers and 
subscribers and contributors to universal service is an evolving process and we will act 
as necessary to ensure that section 254(k)'s mandate continues to be effectuated and 
enforced.”). 
26 See 39 U.S.C. 3633(b).  The Commission has recognized that it may be necessary to 
review the appropriate share allocation to competitive services even more frequently, 
which presumably reflects the Commission’s understanding of the dynamic nature of 
these issues.  See 2012 Appropriate Share Order, at p. 13 (In addition to the 5-year 
review requirement, “the Commission has authority to revise this appropriate share 
regulation when circumstances warrant.”) (citing 39 U.S.C. § 3933(a)). 
27 Postal Service 2015 Financial Results, at pp. 36-39, Tables III-1, III-2. 
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large percentage of the Postal Service’s overall costs continue to be allocated as 

institutional costs, as opposed to direct-assigned.  This was a significant concern in 

2004, when 42% of the Postal Service’s total costs were allocated as institutional 

costs.28  This appears to remain a significant issue today, as the Postal Service’s 2015 

financial results reflected that it treated roughly 46% of its overall costs as institutional 

costs.29   The greater the proportion of costs that are allocated as institutional costs, as 

opposed to direct-assigned, the greater the potential for cross-subsidization, and the 

more important the appropriate share requirement becomes.30   This treatment of nearly 

50% of the Postal Service’s costs as allocated institutional costs makes the Postal 

Service’s accounting practices a virtual black box.  The appropriate share requirement 

is therefore critically important as one of the few mechanisms that can hold the Postal 

Service accountable with regard to its cost accounting practices, and prevent cross-

subsidization of competitive products.   

                                                 
28 See Hearing Testimony of the Honorable John W. Snow, Secretary of the Treasury, 
on Reform of the United States Postal Service, Joint Session of the Committee on 
Government Reform United States House of Representatives and Committee on 
Governmental Affairs United States Senate, JS-1255 (March 23, 2004), 
https://www.treasury.gov/press-center/press-releases/Pages/js1255.aspx) (“I would also 
stress the importance of precise revenue and cost allocation across products as a key 
element to include in any successful postal reform. We do not believe that the current 
ability of the Postal Service to allocate costs across products to a 58% tolerance level, 
thus attributing approximately 42% of total costs to general overhead, is close to being 
satisfactory. In our view, this large unallocated portion is a sort of ‘elephant in the room’ 
that forces stakeholders, employees, competitors, the regulator, Board of Governors, 
USPS management and others to invest substantial time, energy, and expense 
calculating, debating or contemplating a myriad of important issues. While we recognize 
cost attribution can be complicated for a company the size and complexity of the Postal 
Service, we do not agree with those who contend that it is not possible to drill down to a 
much finer cost allocation.”). 
29 See Postal Service 2015 Financial Results at p. 89, Appendix A. 
30 See, e.g., Burton, Kaserman, Mayo, Common Costs and Cross-Subsidies: 
Misestimation Versus Misallocation (2008). 
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CONCLUSION 

In the public utility sector, regulators have long focused on cross-subsidy 

concerns.31  The danger, specifically, is not just that monopoly-subsidized competitive 

offerings distort competition in the competitive sector,32 but more principally, that such 

cross-subsidies harm captive customers paying for the legacy regulated services.33  The 

accounting separations approach to preventing cross-subsidies, however, can be only 

as effective as the accounting.  Treating too many costs as common costs, subject to 

allocation pursuant to some factor or ratio, invites inaccuracies and the opportunity for 

cross-subsidies.34   Allocating too few common costs to unregulated, competitive 

services is equally problematic, and not infrequent.35   

Over the past decade the Postal Service has continued to treat nearly half of its 

costs as institutional costs, subject to allocation as opposed to being directly assigned.  

At the same time, the Postal Service’s competitive services have grown exponentially, 

                                                 
31 As former FERC Chairman Joseph T. Kelliher observed: “[c]ross subsidization is not a 
new responsibility for the Commission, preventing cross subsidies has been at the heart 
of our economic regulation since the 1930s.” Statement of Chairman Joseph T. Kelliher 
on Puget Energy, Inc., FERC Docket No. EC08-40-000 (April 17, 2008). 
32 See, e.g.  Postal Regulatory Commission Section 701 Report, Analysis of the Postal 
Accountability and Enhancement Act of 2006, at p. 2 (Sep. 22, 2011) (emphasizing that 
“proper regulatory review and oversight” would be necessary to ensure that any new 
nonpostal service offered by the Postal Service “does not disrupt the competitive 
marketplace.”). 
33 See, e.g., FCC Separations Order, 2 FCC Rcd 1298, 1303, ¶ 37 (“[P]rotecting 
ratepayers [customers of regulated, legacy services] from unjust and unreasonable 
rates is the primary purpose behind the accounting separation of regulated from 
nonregulated activities, just as it is the purpose behind all of our accounting and cost 
allocation rules.”). 
34 See, e.g., FCC Separations Order, 2 FCC Rcd at 1314, ¶ 120 (“emphasiz[ing] direct 
assignment of costs and discourage[ing] use of broad composite allocators except as a 
last resort . . . .”). 
35 See footnote 12, supra. 
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but continue to be allocated only 5.5% of the Postal Service’s institutional costs.  Based 

on our experience as utility regulators dealing with these same cost allocation issues, it 

appears to us that it is time for the Commission to revisit the 5.5% allocation of 

institutional costs to competitive services, as this allocation factor has remain 

unchanged for the past decade.  An accurate allocation of an appropriate share of 

institutional costs to competitive services is particularly important here, given that nearly 

half of the Postal Service’s costs are treated as institutional costs.   As the Commission 

has recognized, the appropriate share requirement is one of the most important 

safeguards to prevent cross-subsidization of competitive services and ensure fair 

competition on the part of the Postal Service. 
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