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PROPOSAL SEVEN 

USPS MARKETING MAIL:  CALCULATING DROPSHIP PASSTHROUGHS  

 

INTRODUCTION 

For many years, since at least the beginning of the PAEA regime (e.g., the FY 

2007 Annual Compliance Report), the Postal Service has calculated the USPS 

Marketing Mail (formerly Standard Mail) dropship passthroughs for flats and parcels rate 

categories only with reference to the per-pound price element above the piece-pound 

breakpoint. The per-piece price element below the breakpoint has not been 

considered.1 For greater accuracy, the Postal Service now proposes to include the per-

piece price element below the breakpoint in the calculation.    

BACKGROUND 

The Postal Service’s traditional calculation of the dropship passthrough for USPS 

Marketing Mail flats and parcels rate categories is shown in column (h) of Table 1 in the 

Excel file Prop.7.Dropship_Passthroughs.xlxs (attached to this document electronically). 

In the numerator is the per-pound discount versus origin-entered, for pieces above the 

breakpoint; in the denominator is the average avoided cost per pound versus origin-

entered for all volume, both above and below the breakpoint. This suffers from two 

shortcomings. First, the numerator is incomplete. It does not incorporate the other price 

element that varies by depth of entry, the per-piece price element below the breakpoint. 

Second, the numerator and denominator are mismatched. The numerator only 

                                              
1 The third USPS Marketing Mail price element, per-piece above the breakpoint, does 

not need to be considered in the dropship passthrough calculation because it does not 
vary by depth of entry.  
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represents volume above the breakpoint; the denominator represents volume both 

below and above the breakpoint.  

PROPOSAL 

The Postal Service proposes to instead calculate the dropship passthroughs for 

USPS Marketing Mail flats and parcels rate categories as shown in column (i) of Table 

1. This will reflect both price elements that vary by depth of entry (per-pound above the 

breakpoint and per-piece below the breakpoint), and will treat both the numerator and 

the denominator as representing all volume, below and above the breakpoint. The 

calculation now divides the entire value of the dropship discount, both per-piece and 

per-pound, by the total avoided cost. The latter term (the denominator) can be 

expressed as either the total avoided cost per piece times the total number of pieces, or 

the total avoided cost per pound times the total number of pounds. Table 1 opts for the 

first of these two alternatives: the total avoided cost per piece times the total number of 

pieces [(f) x [(a) + (b)]].  

IMPACTS 

The proposed methodology change could have future price impacts, as a more 

accurate representation of the passthroughs would better enable the Postal Service to 

ensure – pursuant to 39 U.S.C. §3622(e)(2) – that discounts do not exceed the cost that 

the Postal Service avoids as a result of dropshipping.  In particular, under this proposal, 

the Nonprofit Machinable and Irregular Parcels DSCF passthrough reported in the 

FY2016 ACR would have moved from 75.7 percent to 111.0 percent (see columns (h) 

and (i) of Table 1). If the proposal were adopted, the Postal Service would seek to reset 
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this passthrough at 100 percent or less in the next general Market Dominant products 

price adjustment, or cite a statutory exception.  


