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United Parcel Service, Inc. (“UPS”) respectfully submits these reply comments in 

connection with the United States Postal Service’s Annual Compliance Report for Fiscal 

Year 2019.1 

INTRODUCTION 

As has been the case now for a number of years, the Postal Service again 

acknowledges in its latest Annual Compliance Report, for fiscal year 2019, that package 

deliveries are an increasingly important part of the Postal Service’s business.  The ACR 

notes, for example, that “[c]ompetitive product volumes and revenues continued to 

grow” in 2019, even as the Postal Service continues to operate in “an environment of 

falling mail volumes.”2   

The ACR notes too that, as package delivery volumes continue to increase, the 

Postal Service continues to spend more money on infrastructure and operations 

                                                 
1   In Order No. 5420 (Feb. 7, 2020), the Commission, at UPS’s request, extended the 

deadline file reply comments to February 18, 2020.  UPS thanks the Commission for this 
additional time. 

2   United States Postal Service FY 2019 Annual Compliance Report, Dkt. No. ACR2019 
(Dec. 27, 2019) (“FY2019 ACR”), at 1. 

Postal Regulatory Commission
Submitted 2/18/2020 3:21:50 PM
Filing ID: 112416
Accepted 2/18/2020



 2 

associated with its package-delivery business.  UPS respectfully submits that, 

consistent with Congressional intent, this realignment of the Postal Service’s historical 

priorities toward a greater focus on delivering packages—in competition with the private 

sector—must be fully reflected in appropriate and accurate cost attribution practices. 

Under the Commission’s current costing regulations, the Postal Service must, 

among other things, ensure that its competitive products, including packages, are 

covering all of the “incremental costs” associated with delivering those products.  Under 

the Commission’s regulations pursuant to 39 U.S.C. § 3633(a)(1), for example, the 

Postal Service is required to ensure that competitive products are, in the aggregate, 

recovering more in revenues than the incremental costs associated with its competitive 

products overall.  Under Order No. 3506, this incremental cost test is “explicitly 

designed to protect captive mailers from subsidizing competitive products and ensure 

that products cover all the costs the Postal Service incurs in providing them.”3  Similarly, 

under 39 U.S.C. § 3633(a)(2), the Postal Service is required to ensure that each 

competitive product generates more revenue than the incremental costs associated with 

that particular product.  

UPS submits that these regulatory requirements require a fresh look at what 

costs are truly incremental to competitive products, both overall and individually.  

Conceptually, calculating the incremental costs associated with competitive products 

should require an analysis of which costs the Postal Service could eliminate if it did not 

deliver competitive products any longer—that is, both which costs would disappear 

                                                 
3   Order Concerning United Parcel Service, Inc.’s Proposed Changes to Postal Service 

Costing Methodologies (UPS Proposals One, Two, and Three), Dkt. No. RM2016-2 (Sep. 9, 
2016) (“Order No. 3506”), at 58. 
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immediately and which costs could be eliminated by a rational restructuring of 

operations.  If the Postal Service hypothetically stopped delivering packages, for 

example, the Postal Service may be able to save money by delivering mail fewer days 

each week.4  To the extent the Postal Service could save overall delivery costs if 

package-deliveries went away, such costs should be considered to be “incremental” to 

competitive products for purposes of satisfying the regulatory mandates noted above. 

This requirement applies equally to new investments.  Over the past decade, the 

Postal Service has made substantial new investments and significant changes to its 

operations to support its growing package-delivery business.  The Postal Service should 

be required to treat all such costs as incremental to competitive products.  In so doing, 

the Commission should consider the factors that drove the Postal Service’s decision to 

make the change in question.  In the case of the Enhanced Package Processing 

System (“EPPS”) discussed below, for example, it is not sufficient to consider only the 

products it processes and the costs it incurs once it is up and running.  The Commission 

must also consider whether the Postal Service would even have developed such a 

device if growing package volumes were not imposing greater demands on its 

operations.  Moreover, recognizing that many of these initiatives involve new and 

unfamiliar technologies and activities, the Commission should consider and account for 

their unique cost structures, rather than relying on models developed in a different 

historical context. 

                                                 
4   Paul Ziobro, Post Office Boss Ponders Cutting Mail Delivery to Five Days. Congress 

Balks, WALL STREET JOURNAL (May 1, 2019), https://www.wsj.com/articles/post-office-boss-
ponders-cutting-mail-delivery-to-five-days-congress-balks-11556712002 (last accessed Feb. 17, 
2020). 
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The Postal Service reports today that $15.5 billion in costs are identified as 

volume variable and product specific costs attributed to competitive products.  The 

difference between this figure and the reported incremental costs of competitive 

products is less than 3%, as the Postal Service has only identified $19 million in group-

specific costs and $429 million in group inframarginal costs.  It is difficult to square 

these modest figures with the Postal Service’s public statements highlighting 

investments and changes to operations driven by competitive products.5 

Following are several costing practices that may result in insufficient cost 

attribution to competitive products.  In several of these examples, the Postal Service 

treats the new costs just like existing costs, without fully analyzing whether they are 

incremental to competitive products.  This docket provides an opportunity for the 

Commission to address these important costing issues and to chart a path for further 

improvements in the coming year. 

A. Enhanced Package Processing System 

The Postal Service has developed the EPPS with Lockheed Martin to handle its 

growing package volumes.6  In its FY2018 Annual Compliance Determination (“ACD”) 

Report, the Commission noted that the Postal Service introduced this new system to 

                                                 
5   UPS acknowledges that many of the public statements it has cited in previous filings 

refer not to competitive products but to “package volumes,” and that a small and shrinking share 
of package volumes are in fact market-dominant products.  Package volumes are 
overwhelmingly competitive products; the package-related distribution keys for both city delivery 
and rural delivery indicate that between 85% and 90% of package volumes were competitive 
products in FY2019, numbers which will only grow with the approved and pending re-
classification of E format Inbound Letter Post.  The vast majority, if not all, of the Postal 
Service’s investments and operational changes designed to accommodate growing package 
volumes would not occur if the Postal Service did not have a competitive products business. 

6   See Ross Wilkers, Lockheed Books $215M Postal Service Sorting Tech Contract, 
WASHINGTON TECHNOLOGY (Nov. 7, 2017), available at https://washingtontechnology.com/ 
articles/2017/11/07/lockheed-postal-contract.aspx (last accessed Feb. 17, 2020). 
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“sort packages and bundles simultaneously,” and that this system was expected to 

process “25,000 bundles and/or packages per hour.”7 

It is not clear from the library references filed with the latest ACR, however, what 

share of the EPPS costs are attributed to competitive products.  There are few 

references to the EPPS in the costing files and documents submitted by the Postal 

Service.  From what UPS’s analysts have been able to discern, it appears that EPPS 

costs are currently being treated similarly to facility and equipment costs for existing 

package sorting systems, which attribute significant shares of costs to market-dominant 

products and to institutional costs.8  This approach does not appear to reflect the fact 

that the development of the EPPS was driven largely, if not exclusively, by the package-

delivery business. 

Furthermore, the EPPS was the result of a significant amount of Postal Service 

time and effort, through design, interaction with Lockheed Martin and potentially other 

bidders, installation, and training.  It is unclear from the ACR what portion of these 

upfront costs, if any, were attributed to competitive products.  Such costs should be 

identified and properly attributed as well. 

                                                 
7   Annual Compliance Determination Report, Dkt. No. ACR2018 (Apr. 12, 2019), at 51. 
8   Notably, facility space costs associated with APBS Systems (Non-Priority and Priority) 

are treated as 70% variable, based on Dkts. No. R76-1, USPS-T-9 and USPS-T-16. On top of 
the 30% APBS System facility space costs that are institutional, 14% of total facility space costs 
are associated with market-dominant products. See “FY19Public.FRpt.xlsx” in Library 
Reference USPS-FY19-31. 



 6 

B. Special Purpose Routes and Second Runs 

In FY2019, the Commission updated the methodology for attributing Special 

Purpose Route (“SPR”) costs to products.9  Although UPS recognizes the improvements 

to SPR costing resulting from the Postal Service’s recent work on this subject, the 

econometric modeling that was central to this effort considered the extent to which SPR 

costs varied with volume, conditional on the presence of an SPR route.  It did not 

consider the extent to which the presence of an SPR route at a specific location, 

regardless of its costs, was the result of growth in package volume at that location.  This 

approach may tend to understate the degree to which costs associated with SPR routes 

overall are driven by the package business.   

In addition, the Postal Service did not address the manner in which the costs 

associated with regular delivery routes are separated from special purpose routes.  As 

UPS noted in its comments in the ACR2018 docket, the Postal Service has 

acknowledged that Special Purpose Routes are managed locally, and it does not know 

how many route-days they account for.10  The Postal Service should continue to gather 

more accurate and complete information regarding these routes so that the associated 

costs can be appropriately attributed. 

UPS has also noted that regular letter carriers increasingly need to perform 

“second runs” to ensure they are able to deliver all of their assigned package volumes.  

The Postal Service has not provided details on how often these second runs occur, or 

                                                 
9   Order on Analytical Principles Used in Periodic Reporting (Proposal One), Dkt. No. 

RM2019-6 (Jan. 14, 2020), at 1 – 4. 
10   Initial Comments of United Parcel Service, Inc. on United States Postal Service’s 

Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), at 11 – 
12. 
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how the costs associated with these second runs are attributed.  In fact, the Postal 

Service appears unaware of how frequently second runs occur, or what costs are 

associated with them.11 

The Postal Service has recently begun to rely on clocking data from the TACS 

system to separate the costs of regular delivery routes and Special Purpose Routes.12  

This approach does not enable the Postal Service to fully measure costs associated 

with these routes.  It remains unclear, for example, how accurate carriers are in 

recording their time.13  Moreover, the Postal Service has stated that the costs of second 

runs by city carriers to deliver packages are sometimes “classified as letter route 

costs.”14  Accordingly, it is not clear whether city carriers follow consistent standards 

when recording their time on these routes. 

It remains unclear from the FY2019 ACR how much progress has been made on 

these particular issues.  Although the Commission and the Postal Service 

acknowledged in the FY2018 ACR that this is an area in which “existing methodologies 

have room for improvement,”15 UPS has found no information that would allow it or 

other interested parties to assess the progress that has been made in this area.  The 

Commission should thus continue to encourage the Postal Service to implement a more 

                                                 
11   Initial Comments of United Parcel Service, Inc. on United States Postal Service’s 

Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), at 12. 
12   Responses of the United States Postal Service to Chairman’s Information Request 

No. 8, Dkt. No. ACR2017 (Jan. 29. 2018), at Response No. 15. 
13   See Initial Comments of United Parcel Service, Inc. on United States Postal 

Service’s Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), 
at 12 – 13. 

14   See, e.g., Responses of the United States Postal Service to Chairman’s Information 
Request No. 1, Dkt. No. RM2017-9 (Aug. 9, 2017), Responses to Response No.15(a), (b). 

15   Annual Compliance Determination Report, Dkt. No. ACR2018 (Apr. 12, 2019), at 
123. 
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consistent, accurate, and appropriate treatment of the costs associated with package-

only runs, regardless of whether those runs are currently classified as classified as 

regular delivery runs or SPRs.  In an era where the Postal Service is undergoing such 

radical shifts, the Commission and the Postal Service need to be more proactive in 

identifying how changes to operations should be reflected in costing models. 

C. Vehicle Costing 

The Postal Service reports that it purchased about 4,000 new vehicles in 

FY2019, following about 8,000 in FY2018 and 9000 in FY2017.16  UPS has previously 

observed that the Postal Service is making large investments in its vehicle fleet as part 

of its focus on package delivery, and thus that a significant share of these costs ought to 

be attributed to competitive products.17  These new vehicles were acquired at 

significantly higher costs than those they are replacing because they offer three times 

the capacity by volume of the vehicles they are replacing.  The purchase of these larger 

vehicles, at higher cost, was driven by the need of the Postal Service to accommodate 

growing package volumes, and not by the need to deliver letters.  Despite this fact, 

delivery vehicle costs are attributed to products in the same proportions that the Postal 

Service attributes delivery labor costs.   

UPS continues to believe that labor costs are not an appropriate proxy for vehicle 

costs.  While labor costs are primarily driven by the number of pieces delivered, vehicle 

costs are driven instead by the size (and specifically, the cubic volume) of products that 

                                                 
16   See United States Postal Service, Form 10-K (2019), at 41; United States Postal 

Service, Form 10-K (2018), at 43; United States Postal Service, Form 10-K (2017), at 37. 
17   Initial Comments of United Parcel Service, Inc. on United States Postal Service’s 

Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), at 8 – 9. 
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must be delivered.18  Thus, the current approach tends to understate the vehicle 

acquisition costs associated with packages. 

In its ACD report for FY 2018, the Commission defended the Postal Service’s 

vehicle costing practices by reasoning that, because delivery labor costs per piece are 

higher for competitive products than for market-dominant products, it must be the case 

that the costing methodologies currently used to attribute delivery labor costs to 

products accurately reflect cost causation for vehicle delivery costs.19  

UPS respectfully disagrees.  The mechanisms that determine delivery labor costs 

are different from those that determine delivery vehicle costs.  The Commission’s 

observation that the delivery labor costs for competitive and market-dominant products 

are at least directionally accurate (i.e., they attribute higher per piece costs to 

competitive products than to market-dominant products) cannot serve as a substitute for 

an empirical analysis of how vehicle costs should be attributed in light of current market 

realities, and especially the greater focus by the Postal Service on package deliveries.   

The current procedures for attributing delivery vehicle costs are based on 

assumptions made decades ago when the Postal Service’s mix of business differed 

dramatically.  As such, the current costing methodology attributes a disproportionately 

small share of the Postal Service’s delivery vehicle costs to competitive products.  UPS 

submits that it is time for a fresh analysis of the incremental costs associated with 

                                                 
18   See Initial Comments of United Parcel Service, Inc. on United States Postal 

Service’s Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), 
at 8 – 11. 

19   Annual Compliance Determination Report, Dkt. No. ACR2018 (Apr. 12, 2019), at 
121. 
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delivery vehicle costs to capture all of the costs that are truly driven by competitive 

products. 

UPS respectfully requests that the Commission seek a rigorous, empirical 

investigation of the factors driving growth in delivery vehicle costs, and to develop a 

more accurate methodology for attributing these costs to products.  In addition, 

recognizing the Commission’s expanded definition of incremental costs that should be 

attributed to packages, the Commission should require the Postal Service to compare 

the cost of the larger delivery vehicles with the cost of vehicles of the size that the 

Postal Service traditionally relied upon before the dramatic expansion of its package 

business.  Generally speaking, and following the Commission’s incremental cost test, 

costs in excess of the amounts paid for the smaller vehicles should be attributed to 

packages as they would not exist “but for” the existence of packages. 

D. Seasonal Cost Increases 

Every December, the Postal Service greatly expands its operations for the 

holiday season, when the mix of delivery volumes shifts substantially towards delivering 

packages.  Current costing models do not fully account for this seasonal variation, 

which leads to the overall under-costing of competitive products. 

One example is the limitations in Form 3999 route evaluations.  Those 

evaluations are used to identify the share of city carrier street time on letter routes that 

is actually spent delivering packages.20  Most routes are evaluated at least once a year, 

a process which measures the number of workhours that a city carrier spends doing 

                                                 
20   Initial Comments of United Parcel Service, Inc. on United States Postal Service’s 

Annual Compliance Report For Fiscal Year 2018, Dkt. No. ACR2018 (Feb. 19, 2019), at 21-22. 
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various activities, such as mail delivery and package delivery, on the date of the 

evaluation.  At the end of the fiscal year, the most current evaluation on each route is 

used to calculate Postal Service-wide averages which are then used in the cost 

attribution models.  UPS has long maintained that the underrepresentation of December 

evaluations in this process results in an under-attribution of costs to competitive 

products. 

When UPS first raised this issue in Dkt. No. RM2017-8, the data indicated that 

cost pool formation was based on a dataset in which only 1.3% of the route evaluations 

were conducted in December.  In that dataset, the package share of time was 6.8% in 

December and 5.4% in the rest of the year.21  This imbalance has only increased since 

then.  In the dataset used in cost pool formation in FY2019, only 0.4% of the route 

evaluations are conducted in December.  At the same time, the difference in terms of 

the share of time spent delivering packages has become even more stark.  These data 

indicate that city carriers on letter routes spend 8.5% of their days delivering packages 

in December and only 5.5% of the day delivering packages during the remaining 11 

months of the year.22  Based on UPS calculations using publicly available data, this 

factor alone resulted in under-costing of competitive products by about $35 million in 

FY2019.23 

                                                 
21   Library Reference USPS-RM2017-8/1, 

“USPS.RM2017.8.1.Prop.Four.Form3999.Data.xlsx”, Dkt No. RM2017-8 (June 30, 2017).  
22   Library Reference “Adj City LR Street Time Proportions_F3999.xlsx”, Dkt. No. 

ACR2019 (December 27, 2019).  The differences between December and the rest of the year in 
both Dkt. No. RM2017-8 and Dkt. No. ACR2019 are statistically significant. 

23   Using updated Form 3999 data provided with the FY2019 ACR, seasonality-adjusted 
street time proportions are calculated using either monthly letter route costs (as a share of 
annual letter route costs) or monthly delivery days (as a share of annual delivery days) as the 
basis for this adjustment.  See Comments of United Parcel Service on Notice of Proposed 
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In last year’s ACD, the Commission disagreed, reasoning that, because the 

Postal Service diverts packages from letter routes to SPRs during peak season to 

accommodate increased letter and package volumes, “it is unclear that any potential 

seasonal bias in sampling letter routes will under attribute costs to competitive 

products.”24  UPS does not dispute that package volumes are increasingly diverted to 

SPRs in the peak season.  Nonetheless, the Form 3999 data indicate that despite the 

diversion of significant package volumes to SPRs in December, regular city carriers still 

spend a significantly larger share of their time delivering packages in December than in 

other times of the year.  Moreover, there is no evidence that letter route costs are any 

smaller in December than in other times of the year as a result of the diversion of 

packages to SPRs:  In 2019, letter route costs incurred in December continued to 

comprise roughly one-twelfth of the annual total.25  UPS urges the Commission to 

reconsider its analysis on this issue. 

The Commission has also argued that because market-dominant volumes also 

increase in the peak season, seasonal increases in costs are not exclusively attributable 

                                                                                                                                                             
Rulemaking on Analytical Principles Used In Periodic Reporting (Proposal Four), Dkt. No. 
RM2017-8 (Aug. 9, 2017) at 6-7 (describing the approach).  These adjusted street time 
proportions are then applied to the existing City Carrier costing model (spreadsheet titled 
“CS06&7-Public-FY19.xlsx,” in Library Reference USPS-FY19-32).  The impact of the proposed 
seasonality correction is the difference between the costs attributable to competitive products as 
calculated with the seasonal adjustment to street time proportions and the unadjusted costs 
attributable to competitive products as reported in ACR 2019, after taking into account a similar 
adjustment to the base year (FY2014).  Calculations are available upon request. 

24   Annual Compliance Determination Report, Dkt. No. ACR2018 (Apr. 12, 2019), at 
124. 

25   Using IOCS data from Library Reference USPS-FY19-37, December letter route 
costs account for 8.5% (1.335B / 15.668B) of total costs. 
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to competitive products.26  But the fact that market-dominant volumes increase does not 

mean that the existing methodology is accurate, given that competitive product volumes 

increase to a different and larger degree. 

Using the Postal Service’s monthly reports to the Commission, some simple 

comparisons demonstrate that, in general, market-dominant mail volumes do not spike 

in December.27  In FY2019, competitive product volumes per delivery day were 47% 

higher in December than in the other 11 months of the year, while market-dominant 

volumes, which have a much lower cost per piece, were 1% lower in December than in 

the other 11 months of the year, as the December spike in First Class mail volumes was 

more than offset by a decrease in USPS Marketing Mail Volumes.28  A similar pattern 

occurred in each of the last five years. 

UPS acknowledges that costing methodologies are increasingly taking 

seasonality into consideration, with the estimation of seasonal variabilities in Dkt. 

RM2019-6 as the most recent example.29  The resulting variabilities estimated in that 

docket confirm UPS’s belief that a greater share of costs is driven by volume in 

                                                 
26   Annual Compliance Determination Report, Dkt. No. ACR2018 (Apr. 12, 2019), at 

123. 
27   Calculations in this paragraph are based on the monthly “USPS Preliminary Financial 

Information (Unaudited)” reports, and the Postal Service’s definition of delivery days.  
Calculations are available upon request. 

28   These same data also indicate enormous differences in the mail mix within the first 
quarter of the Postal Service’s fiscal year.  In FY2019, competitive product volumes were 30% 
higher in December than in the other two months in the quarter, while market-dominant volumes 
were 18% lower.  This suggests that even quarterly distribution keys, which the Commission 
also cites in minimizing this concern in, see FY 2018 ACD at 123, are inadequate to address the 
issues identified here. 

29   The Commission’s instructions to the Postal Service to collect and report data from 
all 12 months in Dkt. No. PI2017-1 is another positive step in the right direction. 
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December than in other times of the year.30  In future variability studies, the Commission 

should consider requiring a similar seasonal (rather than annual or quarterly) structure.  

The Commission should also explore whether seasonal distribution keys are more 

appropriate than annual or quarterly distribution keys.   

More generally, the Commission should continue to be mindful of the fact that the 

Postal Service’s operations and mail mix vary significantly over the course of the year; 

accordingly the Commission should strive to analyze seasonal variation in costs with an 

incremental cost lens, and ask how large the seasonal cost spike would be if Postal 

Service did not process, transport, or deliver competitive products.  UPS encourages 

the Commission to continue to consider ways to improve how the Postal Service costing 

methodologies account for the December spike. 

E. Inbound International Packages 

Finally, UPS appreciates that its external consultants and counsel have been 

able to review non-public materials to gain a fuller understanding of the treatment of 

international package costs.  Last year, the Commission transferred Inbound Letter Post 

products categorized as small packets or bulky letters to the competitive products list.31  

The Commission determined that the “total revenue generated over the next 12 months 

                                                 
30   Michael D. Bradley, A New Study of Special Purpose Route Carrier Costs, Dkt. No. 

RM2019-6 (Jun. 21, 2019) (“Finally, the growth in package volume has intensified the 
implications of the seasonal peak in package delivery, to the point it is essentially that it be 
examined and accounted for in an SPR cost analysis. . . .  The December variability at small 
locations is about 30 percentage points higher than during non-peak periods and at regular 
locations, the December variability is 15 to 20 percentages points higher.  This increase reflects 
the volume surge and captures the fact that additional hours during this period are generally 
caused by higher volumes.”). 

31   Order Granting Postal Service’s Motion And Approving Prices For Inbound Letter 
Post Small Packets And Bulky Letters, Dkt. No. MC2019-17 (Dec. 19, 2019), at 1 – 2. 
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by the proposed prices is projected to exceed the costs attributed” for these competitive 

products, and thus these products should comply with the requirements of 3633(a)(2).32   

UPS has previously emphasized that transfer of any subsets of inbound mail to 

the competitive products category must comply with Section 407, which requires that for 

“shipments of international mail that are competitive products . . . the Customs Service 

and other appropriate Federal agencies shall apply the customs laws of the United 

States and all other laws relating to the importation or exportation of such shipments in 

the same manner to both shipments by the Postal Service and similar shipments by 

private companies.”  39 U.S.C. § 407(e)(2).  Given the requirements of section 407, the 

Postal Service should confirm that it is now in compliance with Section 407 with respect 

to competitive Inbound Letter Post products, and that there will not be any 

discrimination in the treatment of international packages shipped by the Postal Service 

or private competitors. 

CONCLUSION 

UPS respectfully requests that the Commission take appropriate action to resolve 

the issues discussed above.  UPS welcomes any guidance from the Commission as to 

how UPS can assist the Commission in addressing these issues this fiscal year. 

 

                                                 
32   Order Granting Postal Service’s Motion And Approving Prices For Inbound Letter 

Post Small Packets And Bulky Letters, Dkt. No. MC2019-17 (Dec. 19, 2019), at 16. 



 16 

Respectfully submitted, 
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