
ORDER NO. 4737 

UNITED STATES OF AMERICA 
POSTAL REGULATORY COMMISSION 

WASHINGTON, DC 20268-0001 

Before Commissioners: Robert G. Taub, Chairman; 

Tony Hammond, Vice Chairman; 
Mark Acton; and 
Nanci E. Langley 

Competitive Product Prices Docket No. CP2017-105 
Parcel Select Contract 20 (MC2017-78) 

Negotiated Service Agreements 

ORDER CONDITIONALLY APPROVING AMENDMENT THREE TO 
PARCEL SELECT NEGOTIATED SERVICE AGREEMENT 

(Issued July 30, 2018) 

I. INTRODUCTION

The Postal Service seeks to amend a Parcel Select negotiated service 

agreement.1  For the reasons discussed below, the Commission conditionally approves 

the Amendment.   

1 USPS Notice of Change in Prices Pursuant to Amendment to Parcel Select Contract 20, Filed 
Under Seal, May 11, 2018 (Notice).  The amendment is an attachment to the Notice (Amendment). 
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In Order No. 3759, the Commission approved the Parcel Select Contract 20 

negotiated service agreement (Existing Agreement).2  On May 11, 2018, the Postal 

Service filed notice that it has agreed to the Amendment to the Existing Agreement.  On 

May 14, 2018, the Commission issued a notice reopening this docket to consider the 

Amendment, appointing a Public Representative, and providing interested persons with 

an opportunity to comment.3 

On May 24, 2018, Chairman’s Information Request No. 1 was issued.4  CHIR No. 

1 asked the Postal Service to provide a justification for its reliance on the cost model 

offered in support of the amendment, and to identify the assumptions in that model that 

would be replaced with actual data when the financial results of the contract were 

reported to the Commission.  CHIR No. 1, questions 1 and 2.  The Postal Service timely 

filed a response to CHIR No. 1 on May 30, 2018, stating, in part, that it does not plan to 

track the costs associated with the pickup service offered by the amendment.5 

On May 31, 2018, Chairman’s Information Request No. 2 was issued.6  CHIR No. 

2 asked the Postal Service to identify and explain obstacles to collecting the operational 

data necessary to replace the assumptions in the cost model with actual data.  CHIR 

No. 2, questions 1 and 2.  The Postal Service timely filed a response to CHIR No. 2 on 

                                              
2 See Docket Nos. MC2017-78 and CP2017-105, Order Adding Parcel Select Contract 20 to the 

Competitive Product List, January 26, 2017 (Order No. 3759).  The contract was later amended.  See 
Order Approving Amendment to a Parcel Select Negotiated Service Agreement, March 21, 2017 (Order 
No. 3820); Order Approving Amendment to Parcel Select Negotiated Service Agreement, September 21, 
2017 (Order No. 4108). 

3 See Docket No. CP2017-105, et al., Notice Initiating Docket(s) for Recent Postal Service 
Negotiated Service Agreement Filings, May 14, 2018. 

4 Chairman’s Information Request No. 1 and Notice of Filing Under Seal, May 24, 2018 (CHIR 
No. 1). 

5 USPS Response to Chairman’s Information Request No. 1, with Materials Filed Under Seal, 
May 30, 2018, questions 1 and 2 (Response to CHIR No. 1). 

6 Chairman's Information Request No. 2 and Notice of Filing Under Seal, May 31, 2018 (CHIR 
No. 2). 
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June 5, 2018, stating, in part, that it is uncertain as to whether sufficient operational 

information is available and reliable enough to validate the cost model.7 

On June 25, 2018, the Commission issued Order No. 4670, requiring the Postal 

Service to file, by July 16, 2018, a data collection plan to be implemented over the 

course of the term of the contract to permit the Commission to verify compliance with 39 

U.S.C. § 3633(a).8  The Postal Service filed a data collection plan on July 18, 2018,9 

along with a motion for late acceptance.10 

The Postal Service intends for the Amendment to become effective two business 

days after the date that the Commission completes its review of the Notice.  Notice at 1.  

The Postal Service filed supporting financial documentation and a certified statement, 

as required by 39 C.F.R. § 3015.5.  Id. 

II. COMMENTS 

Comments were filed by the Public Representative.11  No other person submitted 

comments.  The Public Representative concludes that the financial spreadsheets filed 

with the Amendment indicate that the Existing Agreement, as amended, should 

continue to generate sufficient revenue to cover costs and satisfy 39 U.S.C. § 3633(a).  

PR Comments at 2-3.  The Public Representative is concerned, however, that the 

amendment creates a price category with low cost coverage, and that if the mail volume 

mix changes, the generated revenues might be insufficient to cover costs for this 

contract.  Id. at 3.  

                                              
7 USPS Response to Chairman’s Information Request No. 2, with Materials Filed Under Seal , 

June 5, 2018, question 1 (Response to CHIR No. 2). 

8 Order Requiring Additional Information, June 25, 2018, at 5 (Order No. 4670). 

9 USPS Response to Commission Order No. 4670, Providing Data Collection Plan, July 18, 2018 
(Response to Order No. 4670). 

10 USPS Motion for Late Acceptance of Response to Commission Order No. 4670, Providing 
Data Collection Plan, July 18, 2018 (Motion for Late Acceptance). 

11 Public Representative Comments on Postal Service Notice of Change in Prices Pursuant to 
Amendment to Parcel Select Contract 20, May 21, 2018 (PR Comments). 
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III. COMMISSION ANALYSIS 

The Commission has reviewed the Notice, the accompanying materials filed 

under seal, the responses to CHIR No. 1 and CHIR No. 2, the Response to Order No. 

4670, and the comments filed by the Public Representative. 

Cost considerations.  The Commission reviews competitive product prices to 

ensure that each product covers its attributable costs, does not cause market dominant 

products to subsidize competitive products, and contributes to the Postal Service’s 

institutional costs.  39 U.S.C. § 3633(a); 39 C.F.R. §§ 3015.5 and 3015.7.  As long as 

the revenue generated by the product exceeds its attributable costs, the product is 

unlikely to reduce the contribution of competitive products as a whole or to adversely 

affect the ability of competitive products as a whole to contribute an appropriate share of 

institutional costs.  In other words, if a product covers its attributable costs, it is likely to 

comply with 39 U.S.C. § 3633(a). 

As discussed in Order No. 4670, the Amendment adds a pickup service where, 

for a fee, the Postal Service “will pick up eligible packages from Customer store 

locations….”  Notice, Attachment A at 1; see also Order No. 4670 at 2.  Although the 

Postal Service provides pickup service in other contexts,12 the cost model presented in 

support of the Amendment has unique features reflecting differences in implementation 

between existing pickup services and the pickup service described in the Amendment. 

Because this particular implementation is novel, the cost model inherently relies 

on assumptions when projecting future costs and revenue.  The Commission’s practice 

when evaluating such projections is to ensure that the assumptions are reasonable and 

that sufficient data will be collected so that the accuracy of the model can be 

subsequently verified in the Annual Compliance Determination (ACD).13  Ongoing 

                                              
12 See Order No. 4670 at 2 n.4 (describing the Commission’s approval, with quarterly reporting, of 

a Priority Mail NSA including a pickup service in Docket Nos. MC2018-149 and CP2018-215). 

13 See, e.g., Docket Nos. MC2018-149 and CP2018-215, Order Adding Priority Mail Contract 433 
to the Competitive Product List, May 30, 2018, at 7 (Order No. 4626) 
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compliance for every contract is reviewed annually based on actual data presented in 

the Postal Service’s Annual Compliance Report. 

In the Response to CHIR No. 1, the Postal Service indicates that it does not 

intend to collect actual data on the costs of providing the pickup service.  Response to 

CHIR No. 1, questions 1 and 2.  Without this actual data, the effectiveness of the 

Commission’s annual review would be impaired.  Further, the Postal Service identifies 

no specific obstacles to collecting the actual data.14   

The Commission issued Order No. 4670 requiring the Postal Service to file a 

data collection plan to ensure that sufficient actual data is collected over the term of the 

contract to facilitate verification of compliance with 39 U.S.C. § 3633(a).  Order No. 

4670 at 5.  The data collection plan filed by the Postal Service would take a 

representative sample of actual additional miles driven and hours worked while 

providing the pickup service, along with volume and pallet count.  Response to Order 

No. 4670 at 2. 

Based on a review of the record, the Commission finds that the Existing 

Agreement, as amended, should cover its attributable costs.  39 U.S.C. § 3633(a)(2).  

For this reason, it finds that the Existing Agreement, as amended, should not result in 

competitive products as a whole being subsidized by market dominant products, in 

accordance with 39 U.S.C. § 3633(a)(1).  Similarly, it finds the Existing Agreement, as 

amended, is unlikely to prevent competitive products as a whole from contributing an 

appropriate share of institutional costs, consistent with 39 U.S.C. § 3633(a)(3).  See 

also 39 C.F.R. § 3015.7(c).  Accordingly, a preliminary review of the Amendment 

indicates it is consistent with section 3633(a).  The annual rate adjustment provision in 

section I.I.3 of the Existing Agreement, as amended, should allow its revenues to cover 

costs for the duration of its term.  Notice, Attachment A at 1.  The Commission will 

continue to review the cost coverage of the Existing Agreement, as amended, in its 

ACD to ensure that rates cover costs. 

                                              
14 Response to CHIR No. 2, question 1; see also Response to Order No. 4670 at 2-3. 
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To ensure that the Postal Service collects data sufficient for the Commission to 

complete its review of this contract in its ACD, the Commission directs the Postal 

Service to implement the data collection plan described in the Response to Order No. 

4670.  Additionally, the Commission directs the Postal Service to report contract-specific 

volumes, costs, and workhours on a monthly basis for the duration of this contract.  

Additional information to be included in these reports is described below.  This reporting 

will allow the Commission to confirm that the Postal Service’s financial models contain 

reasonable cost assumptions and accurately account for all costs associated with the 

Amendment. Each report shall be filed in these dockets within 30 days of the completion 

of each month, with the first report due September 30, 2018. 

Public Representative concerns.  The Public Representative noted that due to 

the inclusion in the contract of a price category with low cost coverage, a change in the 

volume mix could result in the contract failing to cover its costs.  PR Comments at 3.  

The Commission has determined that the novel cost model filed by the Postal Service 

contains price categories that appear to overlap.  All mailpieces that fall into the price 

category mentioned by the Public Representative also fall into other price categories 

with higher cost coverage, alleviating the concern that a change in the volume mix might 

endanger compliance. 

Overlapping price categories impedes the Commission’s analysis.15  As part of its 

monthly reporting, the Commission directs the Postal Service to restructure its model to 

avoid overlapping price categories. 

Responsiveness to Order No. 4670.  Order No. 4670 directed the Postal Service 

to file a data collection plan that met specific requirements.  Order No. 4670 at 5.  These 

requirements included providing detailed information for each of the assumptions in the 

cost model.  The Postal Service responded: 

                                              
15 For example, when a single mailpiece falls into multiple price categories, the sum of the volume 

of each price category no longer equals the total volume of the contract because some pieces are double-
counted.  This contrasts with usual practice, complicating the evaluation of the results, particularly when 
such contracts are reviewed in aggregate.  The Postal Service could avoid this problem by, for example, 
restructuring its model to instead treating overlapping price categories as an add-on service. 
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The collection of data at the finer level of detail used in the bottom-up model 

to develop the overall workhours (driving speed and time to load) would 

require a more comprehensive and costly data collection effort, which may 

ultimately not yield a commensurate increase in accuracy. 

 

Response to Order No. 4670 at 1-2.  The Postal Service instead briefly outlined a plan 

to sample data on mileage and workhours directly.  Id. at 1.  The Postal Service 

additionally did not respond to the Commission’s directive to describe the anticipated 

reliability of the collected data.  See id.; Order No. 4670 at 5.  

However, if implemented appropriately, sampling mileage and workhours directly 

will provide the Commission with the data needed to determine compliance with 39 

U.S.C. § 3633(a), permitting the Commission to approve the Amendment.  However, the 

sampled data will not verify the assumptions the Postal Service included in its cost 

model, impeding Commission review.  Accordingly, in its monthly reports, the Postal 

Service shall restructure its cost model to be based on the mileage and workhour data 

to be sampled as part of the data collection plan. 

Additionally, to ensure adequate implementation of its data collection plan, in its 

monthly reports the Postal Service shall provide progress updates on implementation of 

the data collection plan, including details on methodology, sample size, and a rigorous 

evaluation of the reliability of the data including a discussion of sources of potential error 

and the causes and impact of any observed error. 

Other considerations.  The Postal Service’s Motion for Late Acceptance is 

granted. 

The Postal Service states that the Amendment shall become effective two 

business days after the date that the Commission completes its review.  Notice at 1. 

If the Existing Agreement, as amended, is terminated prior to the scheduled 

expiration date, the Postal Service shall promptly notify the Commission. 

In conclusion, the Commission conditionally approves the Existing Agreement, as 

amended.  
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IV. ORDERING PARAGRAPHS 

It is ordered: 

1. The USPS Motion for Late Acceptance of Response to Commission Order No. 

4670, Providing Data Collection Plan, filed July 18, 2018, is granted. 

2. The Commission conditionally approves the Parcel Select Contract 20 negotiated 

service agreement, as amended. 

3. The Postal Service shall implement its data collection plan filed in the Response 

to Order No. 4670. 

4. The Postal Service shall report contract-specific volumes, costs, and workhours 

on a monthly basis, for the duration of this contract as described in the body of 

this Order.  The reports shall also include a restructured cost model and progress 

updates on the data collection plan, as described in the body of this Order.  Each 

report shall be filed in these dockets within 30 days of the completion of each 

month, with the first report due September 30, 2018. 

5. The Postal Service shall notify the Commission if the Existing Agreement, as 

amended, terminates prior to the scheduled expiration date. 

By the Commission. 

 
 

Stacy L. Ruble 
Secretary 


