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On August 11, 2010, the Public Representative and United Parcel Service (UPS) 

filed comments in response to the Notice and Request filed in this docket.  Commission 

Order No. 494 provides the opportunity for this reply.   

I. United Parcel Service (UPS) Comments

The comments from UPS are primarily focused on whether the Postal Service is 

properly characterizing Global Expedited Package Services (GEPS)—Non-published 

Rates as a “product.”1  Secondarily, UPS argues that if GEPS—Non-published Rates is 

a product, then it should be treated as one of general applicability. 

UPS points out that in Order No. 226 in Docket Nos. MC2009-5 and CP2009-30 

to -34,2 the Commission rejected the Postal Service’s attempt to classify all domestic 

Priority Mail contracts as a single product, because the breadth of the product’s 

definition could include contracts that were not functionally equivalent to one another 

                                            
1  Comments of United Parcel Service in Response to Notice and Order Concerning Request to Add New 
Product to the Competitive Product List (August 11, 2010). 
2 Order No. 226, Order Concerning Priority Mail Contracts 6 Through 10, Docket Nos. MC2009-25, 
CP2009-30 - 34 (June 19, 2009).  
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due to dissimilar cost or market characteristics.  In the case of the Postal Service’s 

request to group domestic Priority Mail contracts as a single product, the Governors’ 

Decision included much broader classification language than is presented here, and it 

did not include a model agreement such as the one presented in this filing, which serves 

as a basic template for all GEPS agreements.  Further, that filing did not feature fixed 

pricing tables with defined categories of GEPS rate tables, to include price categories 

such as Traditional, Metro, and ISC Dropshipment, along with defined eligibility tiers 1 

through 8 based on volume commitments.  That filing also did not include a specific 

methodological description for rate design like the one that is provided in Attachment C 

to the Governors’ Decision in this proceeding.  That methodology and set of business 

rules provides a very narrow and complex framework within which Postal Service 

management must operate in order to offer flexible pricing to a targeted group of 

customers. 

In contrast to its decision in Order 226, determining that the five Priority Mail 

contracts presented in that docket were not functionally equivalent to one another, the 

Commission has recognized in over 70 reviews of individual GEPS agreements that the 

agreements are functionally equivalent to one another. Those agreements include 

mailers from a broad range of businesses, and distinctions such as country destination 

group, product volume and weight steps for combinations of Express Mail International 

(EMI), Priority Mail International (PMI) or both, and downstream access choice have 

been recognized by the Commission as cost inputs.  When accounted for in the pricing 

model, these factors may result in different prices, but they do not affect the functional 

equivalence of one agreement to the others.  Likewise, differences in payment methods 
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and the use of different software solutions to generate the necessary documentation for 

international mail have not been a barrier to finding that the agreements are functionally 

equivalent.  In fact, at the time it determined that the broad grouping of all Priority Mail 

contracts was not sufficiently described to permit the Commission to treat new 

agreements as functionally equivalent, the Commission had already established that 

international GEPS agreements could be functionally equivalent by including 11 

contracts within the GEPS 1 grouping.3    

The market characteristics that bind these agreements together include the 

commonality of the customers to be:  

(1) small- and medium-sized businesses that  

(2) are capable of generating at least $50,000 in international mail revenue for 

the Postal Service annually, and   

(3) have the desire to use international expedited delivery services to send 

correspondence and products to their customers abroad.   

Otherwise, the Postal Service does not distinguish between lines of business, 

such as banking versus retail products, to provide different discounts to businesses 

based on differences in typical profit margins for various sectors of the international 

market.  While it would be possible that larger mailers could take advantage of GEPS 

pricing, it is more likely that a mailer willing to commit to significantly greater annual 

revenue for EMI, PMI or both would expect pricing more favorable than that available 

through the rates approved by the Governors for GEPS—Non-published Rates.  Such 

an agreement would more appropriately be classified using the GEPS 3 product or 

                                            
3 See Docket Nos. MC2009-25 and CP-30 through 34 Order Concerning Priority Mail Contracts 6 through 
10 (Order No. 226), June 19, 2009, at 10 n.11. 
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another individually classified product, because of its distinctive nature and the need to 

review it individually in the Annual Compliance Report. 

Although GEPS as a product grouping has already demonstrated its profitability 

in the 2009 Annual Compliance Report and Annual Compliance Determination, GEPS—

Non-published Rates goes a step further in assuring that each agreement will meet its 

statutory obligation from the outset.  With this product, the Governors have set specific 

prices on a cell-by-cell basis to ensure that no prices above or below those approved 

will be offered.  Additionally, because the Governors also approved the pricing 

methodology to be used, postal management must adhere to the business rules that are 

imposed to ensure that, on a cell-by-cell basis as well as in aggregate, each contract 

will cover its attributable costs and contribute to institutional costs.   

Because the Postal Service will continue to file each GEPS Non-published Rates 

agreement with the Commission, transparency within this product grouping should not 

pose a concern.  The Commission will be able to examine each agreement to determine 

whether the prices are consistent with those established by the Governors and to 

ensure that the terms have not varied substantially from those presented to the 

Governors and the Commission in the GEPS—Non-Published Rates model.  The Postal 

Service will include GEPS—Non-published Rates as a product in the Annual 

Compliance Report, and the Commission will be able to perform its statutory role to 

monitor the profitability of this new competitive product. 

GEPS—Non-published Rates, if added to the competitive products list, does not 

offer rates of general applicability for EMI and PMI.  Currently, every postal customer 

nationwide is able to take advantage of pricing discounts for EMI (eight percent) and 
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PMI (five percent) when using the Click-N-Ship™ application.  Those are generally 

applicable rates.  They are available to both business and retail customers, regardless 

of size, regardless of whether they ever mail another piece of EMI or PMI, and 

regardless of any of the typical mailer profile considerations.   

In contrast, GEPS—Non-published Rates are available only to business 

customers with small- and medium-sized businesses which are also capable of 

generating at least $50,000 in international mail revenue annually.  Even mailers that 

are otherwise qualified to make use of the GEPS discounts may not be offered pricing 

under GEPS—Non-published Rates.  This occurs when the customer’s mailing profile 

includes a number of rate cells which default to the generally applicable rates.   In such 

a case, it is possible that the customer would not be well-suited for an agreement since 

it would offer little in the way of discounts based on the customer’s mailing profile. 

The Postal Service appreciates UPS’s concern that customers may not be aware 

that the Postal Service offers pricing incentives for EMI and PMI to certain business 

customers and will take steps to ensure that its marketing and sales functions take this 

into account.  In the meantime, it seems apparent that the Postal Service is interested in 

being able to offer these rates to as many customers as possible to generate revenue 

and retain customers for international expedited delivery services.  Unlike UPS, the 

Postal Service is subject to a regulatory review process.  While the Commission has 

always been sensitive to the need for expedience to reduce uncertainty and delay for 

customers wishing to take advantage of pricing incentives, further streamlining the 

process within the required statutory framework will enhance the competiveness of the 
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Postal Service in a market dominated by its competitors and improve service to postal 

customers. 

Finally, UPS’s concern that the GEPS agreements within the non-published 

GEPS grouping do not share common cost characteristics is contrary to years of 

established practice in connection with mail classification.  UPS claims that GEPS 

agreements do not share common cost characteristics because they include a variety of 

different tiers, entry options (i.e., Traditional, Metro, or ISC Dropshipment), 10 country 

groups, and different postage payment methods).  None of these factors, however, 

requires separate classification treatment.  Indeed, taken to its logical extreme, UPS’s 

argument would imply that dropshipped Standard Mail or Parcel Post should be divided 

into separate “products” based on dropship entry point, postage payment method, or, in 

the case of Parcel Post, domestic zone selected.  The Commission has never required 

such a rigid approach to mail classification.  Instead, the Postal Service and the 

Commission have used other defining characteristics to group products in the mail 

classification schedule, such as speed of service, shape, and content eligibility.  The 

Commission should reject UPS’s attempt to introduce alternative, narrow approaches to 

mail classification in this proceeding by defining products based on factors such as 

country group, postage payment method, or entry point.   

Naturally, there will be some differences among GEPS agreements and 

customers, for example in the country group selected or entry discount option preferred 

by the customer.  GEPS Non-published Rates agreements are nonetheless united by 

many types of common characteristics, and the classification is in fact very tightly 

framed as described in the classification language, the model agreement text, and 
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Attachment C to the Governors’ Decision, and as such, the classification is consistent 

with existing approaches to mail classification. 

 

II.  Public Representative Comments

As an initial matter, the Public Representative’s comments indicate that he is 

uncertain that the information provided by the Postal Service in response to CHIR No. 1 

“demonstrate[s] that the minimum rates presented in Attachment B to the Governors’ 

Decision 10-2 will cover costs.”4  This is a substantial concern which should be clarified 

from the outset.5  The prices authorized by the Governors in Attachment B are all of the 

potential prices that could be offered to GEPS Non-Published Rates customers, if those 

prices result in an appropriately profitable agreement after the Postal Service applies 

the approved methodology for determining the price for each rate cell based on the 

customer’s pricing tier, level of downstream access, and projected volume for each 

destination group and weight step.  Therefore, there is no expectation that the lowest 

authorized rate in each cell presented in Attachment B would cover its costs.  Rather, 

the expectation is that even if a lower rate would cover its attributable costs, the 

Governors have not authorized that rate to be offered to a GEPS Non-published Rates 

                                            
4 Comments of the Public Representative, August 11, 2010, at 7.  
5 The Public Representative also noted that the Postal Service’s Notice and Request did not provide 
source or supporting information for the summary information demonstrating that the product should 
cover its costs, not be cross subsidized by market dominant products and provide a contribution to 
institutional costs.  The Postal Service maintains that the information initially provided meets its statutory 
and regulatory obligations.  The Governors are authorized to establish rates and classes for products in 
the competitive category of mail in accordance with the requirements of 39 U.S.C. § 3633 and the PRC’s 
regulations promulgated thereunder. 39 U.S.C. § 3632(a).  The applicable Commission regulations are 
found at 39 C.F.R. § 3015.5, and the Postal Service satisfied this requirement by furnishing revenue and 
cost data showing the cost coverage of the product, as well as a certification. The Postal Service 
acknowledges that if the Commission finds it necessary to check the Postal Service’s math, 39 C.F.R § 
3015.6 provides the opportunity to for the Commission to seek additional information, and the Postal 
Service promptly provided information requested by the Chairman in response to Chairman’s Information 
Request No. 1. 
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customer.  The lowest rate approved by the Governors for each rate cell reflects the 

discount percentages presented on page one of Attachment C to the Governors’ 

Decision applied to the current published retail rates for EMI and PMI.  The current retail 

prices for EMI and PMI are presented in Tab 8 of the GEPS Master file, which was 

provided in response to Chairman’s Information Request (CHIR) No. 1 under seal, with 

a redacted copy filed publicly.  The highest rate authorized in each rate cell presented in 

Attachment B reflects the discount generally available to any postal customer mailing 

EMI or PMI with an online service such as Click ‘n Ship or Postal Service approved 

software.  These prices appear in Tab 9 of the GEPS Master file. 

To ensure that a minimum price falling below the statutory cost coverage 

requirements is not offered, unless it is the published discounted price, formulas are 

applied to produce a price chart that is consistent with the Governors’ decision and 

addresses the concerns of the Public Representative.  Tab 19 in the GEPS Master file 

reflects the cost coverage for each cell at the current retail rates which are generally 

applicable, published rates.  Tab 20 reflects the cost coverages by rate cell of current 

EMI and PMI published discounted rates.  Tab 21 presents the rates that would be 

offered to customers if the only business rules Postal Service applied were that the 

maximum discounted rate (using the values from the chart in Attachment C to the 

Governors’ Decision) must meet a certain, specified minimum cost coverage, which is 

designed to ensure that each rate cell, if the agreement were based entirely on mail 

sent in that one cell, would result in a profitable agreement.   

Tab 22 of the GEPS Master file applies another business rule, though, because 

mailers are already able to obtain lower pricing using online services or approved 
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software than what might be required if the Postal Service ended its analysis with the 

constraints applied on Tab 21.  Thus, Tab 22 takes the information from Tab 21 and 

adjusts the potential rates to default to the Click-N-Ship published discounted rates 

when the rate in Tab 21 exceeds the published discount.  This is consistent with the 

maximum approved rates that are included in Attachment B to the Governors’ Decision. 

Tab 23 of the GEPS Master file then provides the expected cost coverages for 

the rates reflected at Tab 22, based on the cost inputs used in the model at the time it 

was produced to calculate all the data used to support the Governors’ Decision to 

establish the rates and classification for GEPS—Non-published Rates.  Using both the 

approved methodology and the potential rates authorized by the Governors, it is the 

rates at Tab 22 that could actually be offered to GEPS—Non-published Rates 

customers.  When the published rates for EMI or PMI or both change or if the published 

discounted rates change for EMI or PMI or both, the Governors would have to issue a 

new decision to establish new rates for the classification.  On the other hand, if cost 

inputs such as foreign exchange rates change to enable the Postal Service to offer 

prices lower than those currently reflected in Tab 22 while maintaining the minimum 

cost coverage imposed by internal business rules, as long as the rate is above the floor 

rate that appears in Attachment B of the Governors’ Decision, it could be offered to the 

customer without requiring additional approvals from the Governors.6  

                                            
6 Foreign exchange rates and other fluctuating indices are reviewed monthly by postal management and 
updated in the models, as explained previously in the Notice and Request.  The risk that these indices will 
fluctuate is shared by the Postal Service and its customer, although the Postal Service does include a 
contingency in its pricing model to account for some of the risk which it finds unacceptable.  The Postal 
Service assumes that its competitors also include such contingencies in their pricing as a good business 
practice.  Once prices are offered to the customer, though, they are not adjusted for that customer unless 
the costs to the Postal Service for that contract raise by five percent or more or unless the underlying EMI 
or PMI prices are adjusted, in which case all GEPS customer rates would be affected under the terms of 
the current agreements. 
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  The Public Representative also offered comments concerning whether GEPS 

Non-published Rates are properly considered a niche classification, despite the fact that 

sales agreements with customers will still be necessary to memorialize the specific 

rates applied to them.  The Postal Service believes that information filed in response to 

CHIR 1 should address most of the Public Representative’s questions and concerns. 

The Public Representative is also concerned about whether the Postal Service 

will discriminate unfairly between its customers through the non-price terms of the 

agreements ignore the Postal Service’s practices with regard to the GEPS 1, GEPS 2 

and GEPS 3 products.  The Postal Service has demonstrated that it is not interested in 

“unique” agreements with GEPS customers within the context of the Governors’ 

Decision for Non-published Rates, nor have the small- and medium-sized businesses 

using the GEPS products been invited or encouraged to engage in negotiations over the 

general terms and conditions of the model agreement.  Rather, both the Postal Service 

and its customers will benefit from a template approach to discounts.  With two years of 

experience with the evolution of regulation of GEPS contracts, the Postal Service is 

satisfied that its model contract now can be used without ongoing “tweaks” for changes 

necessary to better serve the customers or to meet statutory, regulatory and internal 

business requirements.  The administrative costs of preparing distinct contracts and the 

delay to customers for legal review required of any agreements varying from the 

approved models provides ample incentive for all parties to limit their demands for 

change to matters which are substantial.  In the case of substantial change, the Postal 

Service recognizes that it would be more appropriate to file such a unique contract as a 

GEPS 3 product, if it is considered to be functionally equivalent to that product grouping.  
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Otherwise, the contract would likely have to be individually classified through a separate 

mail classification filing with the Commission. 

The Public Representative also made reference to a statement in Attachment C 

of the Governors Decision concerning the profitability of the GEPS products.  This 

statement reflects the experience of Postal Service management that has been reported 

to the Commission in two ways.  First, the 2009 Annual Compliance Report 

demonstrated that GEPS met the statutory requirement of covering its costs and also 

contributed to institutional costs.  Second, at the conclusion of each GEPS contract’s 

one year term, the Commission requested contract-specific performance data.  In every 

case, the actual revenue exceeded costs and resulted in the ability of the competitive 

product to contribute to institutional costs.  It seems logical that if each contract is 

covering its costs, the group will also cover its costs.  The Postal Service does not 

believe that generating another report with information that will otherwise appear in the 

2010 Annual Compliance Report will add much new information to what the 

Commission and the Postal Service already know.  Although this information was filed 

under seal with notice and a redacted version filed publicly in each case, the 

Commission and the assigned Public Representatives have had the opportunity to 

review the materials to validate that GEPS agreements, as managed by the Postal 

Service, are profitable competitive products. 

III. Conclusion 

The Postal Service appreciates the comments from UPS and the Public 

Representative.  With the supplemental information provided in response to CHIR 1 and 

further clarification provided in these reply comments, the Postal Service renews its 
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request that the Commission add the GEPS-Non-published Rates product established 

as a class of mail by the Governors to the competitive product list of the Mail 

Classification Schedule. 
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