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United Parcel Service, Inc. (“UPS”) respectfully submits these comments on the 

United States Postal Service’s (“Postal Service”) Annual Compliance Report (“ACR”) for 

Fiscal Year (“FY”) 2020.1  UPS has sought access for its outside counsel and 

consultants to certain non-public data regarding competitive products in this docket,2 

and UPS has also filed a motion for a chairman’s information request.3  The 

Commission recently granted access to the non-public data on January 28, 2021,4 

which will help inform UPS’s reply comments currently due on February 12, 2021.   

I. THE ACR2020 REPORT REFLECTS THE INCREASED IMPORTANCE OF 
COMPETITIVE PRODUCTS TO THE POSTAL SERVICE’S BUSINESS 

The Postal Service’s ACR2020 report again reflects major trends in the Postal 

Service’s business that have been developing over a number of years, now further 

accentuated by the COVID-19 pandemic and its impact in increasing package 

                                                 
1   Notice of Postal Service’s Filing of Annual Compliance Report and Request for Public 

Comments, Dkt. No. ACR2020 (Dec. 30, 2020) at 6 (“Order No. 5796”). 
2   United Parcel Service, Inc.’s Motion Requesting  Access to Non-Public Materials 

Under Protective Conditions, Dkt. No. ACR2020 (Jan. 11, 2021), at 1-7. 
3   Motion of United Parcel Service, Inc. for Issuance of Information Request to the 

United States Postal Service, Dkt. No. ACR2020 (Jan. 21, 2021), at 1. 
4   Order Granting Motion for Access, Dkt. No. ACR2020 (Jan. 28, 2021) (“Order No. 

5829”), at 14. 
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deliveries.  Most importantly, even as the Postal Service states that it is enjoying 

extraordinarily high operating margins on competitive products, the report demonstrates 

that the Postal Service’s ever increasing focus on its package-delivery business is 

nonetheless not improving its overall financial condition.  This disconnect suggests that 

costs of the Postal Service’s package delivery business are not properly reflected in 

calculating profitability of such services.   

The Postal Service reported that it grew its revenue by $2 billion in the past fiscal 

year “driven by the surge in e-commerce resulting from the COVID-19 pandemic.”5  But 

it incurred increased costs of $2.3 billion because of, among other things, the “higher … 

labor and transportation expenses” caused by package delivery.6  Thus, the Postal 

Service still experienced a net loss of $9.2 billion in FY2020, which loss reflected “an 

increase of $363 million compared to 2019.”7   

                                                 
5   United States Postal Service Form 10-K for the Fiscal Year 2020 at 21 (revenue 

increased by “approximately $2.0 billion” while “operating expenses increased approximately 
$2.3 billion” including a “[c]ompensation and benefits expense increase of approximately $1.2 
billion . . . due primarily to additional overtime hours needed for the higher Shipping and 
Packages volumes . . . ” a “[t]ransportation expense increase of $630 million . . . largely driven 
by the surge in Shipping and Packages volumes”); 68 (“[T]he Postal Service’s sales from 
Shipping and Packages, its most labor-intensive revenue stream, experienced substantial 
growth as a result of the surge in e-commerce driven by the pandemic.  While the shift led to 
increased cash flow and overall higher revenue results for the year, Shipping and Packages 
produces a lower contribution margin per revenue dollar due to the higher associated labor and 
transportation expenses.”), available at https://about.usps.com/what/financials/10k-
reports/fy2020.pdf; See also Eric Katz, Postmaster General Previews New Reforms as USPS 
Announces $9B Loss for 2020 (Nov. 13, 2020) (The Postal Service grew its revenue by $2 
billion in the past fiscal year “due to large growth in package business,” while incurring 
increased costs by $2.3 billion because “packages are more expensive to deliver than regular 
mail.”) available at https://www.govexec.com/management/2020 
/11/postmaster-general-previews-new-reforms-usps-announces-9b-loss-2020/170035/ 

6   Id. at 21-22. 
7   “U.S. Postal Service Reports Fiscal Year 2020 Results,” National News (Nov. 13, 

2020), https://about.usps.com/newsroom/national-releases/2020/1113-usps-reports-fiscal-year-
2020-results.htm (last accessed Feb. 1, 2021). 
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Simply put, as the Postal Service delivers more packages, it experiences greater 

losses.  The Postal Service states that revenues from its competitive products were 

$30.522 billion, roughly 57% higher than its competitive group incremental costs of 

$19.427 billion.  This implies an incremental profit margin of some 36%.  Yet the Postal 

Service’s financial situation continues to deteriorate.8   

These latest results further support points that UPS has made in numerous 

dockets that the Postal Service is not truly accounting for all costs associated with its 

package business, as required by law.  If the Postal Service were truly accounting for all 

costs associated with its package delivery business, then when package delivery 

volumes increase, the increased revenues should exceed the increased costs.  Instead, 

the opposite is happening—increased package volumes lead to increased losses.  And 

while the Postal Service is likely to claim that the COVID-19 pandemic is to blame for 

this, the Postal Service was experiencing this correlation between package volumes 

and losses before the pandemic.9 

The ACR2020 report acknowledges that the Postal Service has experienced 

“significantly declining mail volumes and massive growth in package volumes.”10  As its 

market-dominant business declines, the Postal Service is shifting towards competitive 

products.  The report states that First-Class Mail volume “declined by 4.8 percent in FY 

                                                 
8   United States Postal Service FY 2020 Annual Compliance Report, Dkt. No. ACR2020 

(Dec. 29, 2020) (“FY2020 ACR”), at 65. 
9   See, e.g., United States Postal Service Form 10-Q (Aug. 8, 2018), at 20 (Postal 

Service attributing the largest portion of its increase in controllable losses for the quarter to 
“higher compensation and benefits expenses of $331 million”); id. at 19 (acknowledging that 
higher costs were “due to additional hours incurred to support growth in the labor-intensive 
package business as well as contractual wage adjustments”); id. at 25 (noting that certain 
compensation increases “are the result of supporting continuous volume growth in our labor-
intensive Shipping and Packages business”). 

10   FY2020 ACR at 38. 
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2020,” which is steeper than the “volume decline in FY 2019 of 3.2 percent.”11  

Meanwhile, the Postal Service’s “[c]ompetitive product volumes and revenues continued 

to grow . . . .”12  This makes clear that as market-dominant mail volumes have continued 

to decline throughout the pandemic, the Postal Service has increased its focus on 

delivering parcels, particularly e-commerce packages that have grown during this period 

of lockdowns and stay-at-home orders.  The Postal Service thus continues to invest a 

growing share of its resources to support the operations and infrastructure for delivering 

competitive products.  For example, the Postal Service continues to invest heavily in 

new sorting equipment, vehicles, and scanners that are necessary to handle the 

growing package volumes. 

The cost methodologies that underlie the Postal Service’s ACR2020 report, 

however, still do not reflect this long-term—and now COVID-19-accelerated—shift in the 

Postal Service’s business.  As UPS has explained in a number of costing dockets, the 

Postal Service’s cost methodologies often rely on studies and assumptions rooted in a 

time when package delivery was a minor part of the Postal Service’s operations, rather 

than a primary driver of the Postal Service’s overall operations.  In FY2020, as in years 

past, UPS has continued to identify specific deficiencies in the Postal Service’s costing 

methodologies.13  

Although the Postal Service has repeatedly stated that delivering competitive 

products is a top priority for the organization, and although these products now make up 
                                                 

11   FY2020 ACR at 7. 
12   FY2020 ACR at 1. 
13   See, e.g., Petition of United Parcel Service, Inc. For the Initiation of Proceedings to 

Make Changes to Postal Service Costing Methodologies, Dkt. No. RM2020-9 (May 29, 2020), at 
41 (requesting, among other things, that the Commission require the Postal Service to attribute 
more unexplained peak season costs to competitive products). 
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58% of what the Postal Service delivers in volume by weight,14 the Postal Service 

continues to attribute a low level of its costs to competitive products.  In FY2020, for 

example, the Postal Service attributed just 21.8% of its costs to domestic competitive 

products.15  As reported in the public library references, the Postal Service attributed 

only $1.5 billion in city carrier street activity costs to domestic competitive products, out 

of about $13.4 billion in total city carrier street costs, a mere 11.2%.16   

To correct the unsustainable trend of under-allocating package delivery costs, 

the Commission must take action to so that the Postal Service’s package business 

bears the proper costs truly associated with that business.  As UPS has argued 

elsewhere, this requires a full study of all costs that could be eliminated if the Postal 

Service stopped delivering packages.17  Such costs are, as an economic matter, the 

“incremental” costs of the package business, and they are not being fully accounted for 

today.   

II. IMPORTANT POSTAL SERVICE COSTING ISSUES RAISED IN PRIOR 
DOCKETS REMAIN UNRESOLVED 

Several costing issues from past dockets also remain unresolved.  Each of these 

outstanding issues continues to warrant the Commission’s attention. 

                                                 
14   See Library Reference USPS-FY20-42, Dkt. No. ACR2020 (Dec. 29, 2020) 

(competitive weight (in pounds) as a percent of total FY2020 weight). 
15   See Library References USPS-FY20-1 and USPS-FY20-43, Dkt. No. ACR2020 (Dec. 

29, 2020)  (calculating domestic competitive attributable costs as a percent of total fiscal year 
costs). 

16   See Library Reference USPS-FY20-43, Dkt. No. ACR2020 (Dec. 29, 2020) 
(calculating competitive attributable costs for C/S 7 as a percent of total costs for that segment). 

17   See, e.g., Petition of United Parcel Service, Inc. For the Initiation of Proceedings to 
Make Changes to Postal Service Costing Methodologies, Dkt. No. RM2020-9 (May 29, 2020), at 
3. 



 

 6 

A. RM2017-1 (Appropriate Share) 

 Many costs driven by competitive products are not attributed to competitive 

products.  Instead, large portions of these costs are treated as “institutional” or are 

included in costs attributed to market-dominant products.  For the costs classified as 

institutional, the “appropriate share” of institutional costs that must be covered by 

competitive revenues remains untethered to the growing prominence of the competitive 

products business.  As market dominant volumes and revenues continue to decline, a 

point will inevitably be reached where the fraction of institutional costs covered by 

competitive products will need to increase dramatically if the Postal Service is to be 

fiscally and economically viable.  Yet, despite this steadily approaching necessity, the 

Appropriate Share requirement remains too low to be economically meaningful. 

 In Order No. 4963, the Commission approved a formula to determine the 

“appropriate share” of Postal Service institutional costs that must be covered by 

competitive revenues pursuant to 39 U.S.C. § 3633(b).  Section 3633(b) requires the 

Commission to “consider” “the degree to which any costs are uniquely or 

disproportionately associated with any competitive products.”  UPS sought judicial 

review of Order No. 4963 in the United States Court of Appeals for the D.C. Circuit.  On 

April 14, 2020, the Court of Appeals granted UPS’s petition for review, and remanded 

the matter to the Commission for further proceedings.18  

 Over four years have now passed since the Commission opened Docket No. 

RM2017-1 to initiate the five-year appropriate share review process, as mandated by 39 

                                                 
18   See United Parcel Serv., Inc. v. Postal Regulatory Comm'n, 955 F.3d 1038 (D.C. Cir. 

2020).  
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USC § 3633(b).19  Thus, to meet its statutory obligation for a review of institutional costs 

contribution “every 5 years,” the Commission should act promptly to issue a new order 

setting the appropriate share in accordance with the D.C. Circuit’s opinion and the 

requirements of 39 USC § 3633(b).   

B. RM2020-9 (Seasonal Costs)

It has been well-documented that the Postal Service experiences large volume 

and cost increases every December, because holiday commercial activity drives major 

spikes in package shipments within the United States.  In its petition dated May 29, 

2020, UPS offered Proposal One, which identified numerous gaps in the Postal 

Service’s legacy costing models.  Many of these costing models do not take into 

account peak-season costs that are caused by competitive products, and thus the peak-

season costs are largely overlooked by existing methodologies.20   

In the wake of new trends, including significant growth in package deliveries due 

to COVID-19, this problem of peak-season costs being insufficiently accounted for in 

current cost methodologies has been growing, not slowing down.  Although COVID-19 

has created many challenges for the Postal Service and for private delivery companies, 

the pandemic also has dramatically increased the Postal Service’s package-related 

revenue, along with the share of total revenue represented by packages as compared to 

19   See Order No 3624, Dkt. No RM2017-1 (November 22, 2016); 39 USC § 3633(b) 
(“Five years after the date of enactment of this section, and every 5 years thereafter, the Postal 
Regulatory Commission shall conduct a review to determine whether the institutional costs 
contribution requirement under subsection (a)(3) should be retained in its current form, modified, 
or eliminated.”).   

20   Petition of United Parcel Service, Inc. for the Initiation of Proceedings to Make 
Changes to Postal Service Costing Methodologies, Dkt. No. RM2020-9 (May 29, 2020), at 1-2. 
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letters.  In light of these trends, it is even more important for the Commission to address 

the shortcoming of current cost methodologies related to peak season.  

In Order No. 5586, the Commission established a technical conference to obtain 

additional information on this issue.21  The technical conference was subsequently held 

on September 29, 2020, and was bolstered by an additional round of comments 

submitted by various parties on December 15, 2020.22  UPS encourages the 

Commission to consider ways that Proposal One might be implemented.  This should 

include launching economic studies of market-dominant standalone costs—the costs of 

a Postal Service that does not deliver packages—to provide the foundation for a new 

approach to calculating competitive incremental costs. 

C. RM2015-7 (City Carrier Street Time) 

Although the Commission failed to adopt UPS’s proposal to implement a single 

equation to model city carrier letter route street time costs, the Commission nonetheless 

found that UPS’s alternative “warrant[ed] further consideration.”23  The Commission thus 

directed the Postal Service to determine whether a single equation city carrier letter 

route cost model for street time could produce improved variability estimates.24  In May 

2017, the Commission opened Docket No. PI2017-1 to “ascertain the Postal Service’s 

progress in its ongoing efforts to update its city carrier cost models and data collection 

capabilities in accordance with Commission Order No. 2792,” and to “review the SPR 

                                                 
21   Notice and Order Establishing Docket to Obtain Information Regarding Proposed 

Changes to Cost Methodologies and Scheduling Technical Conference, Dkt. No. RM2020-9 
(Jul. 13, 2020), at 1-2.  

22   See, e.g., United Parcel Service, Inc.’s Comments, Dkt. No. RM2020-9 (Dec. 15, 
2020), at 1017. 

23   Order Approving Analytical Principles Used in Periodic Reporting (Proposal 
Thirteen), Dkt. No. RM2015-7 (Oct. 29, 2015) (“Order No. 2792”), at 2. 

24   Id. at 65. 
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cost model for street time.”25  The Postal Service filed a report on its research into a 

single equation model in August 2017, and in November 2018, the Commission directed 

the Postal Service to provide an expanded dataset of city carrier delivery data.26  The 

Postal Service submitted five status reports, the latest one in February 2020.27   

UPS supports the Commission’s efforts to improve City Carrier costing and 

requests that the Commission continue to take action to investigate the possibility of a 

single equation city carrier street time model. 

CONCLUSION 

UPS respectfully requests that the Commission initiate proceedings to improve 

the current cost attribution approaches, including the treatment of institutional costs and 

seasonal costs.  UPS welcomes any guidance from the Commission on how best to 

address any of the issues discussed above. 

 

Respectfully submitted, 
 
UNITED PARCEL SERVICE, INC., 
 
By: _/s/ Steig D. Olson___________________ 

Steig D. Olson 
Christopher Seck  
David LeRay 
Andrew T. Sutton 
Quinn Emanuel Urquhart & Sullivan, LLP 
51 Madison Ave., 22nd Floor 
New York, NY 10010 
(212) 849-7152 
steigolson@quinnemanuel.com 

                                                 
25   Notice and Order Establishing Docket Concerning City Carrier Special Purpose and 

Letter Route Costs and to Seek Public Comment, Dkt. No. PI2017-1 (May 31, 2017), at 1-3. 
26   Interim Order, Dkt. No. PI2017-1 (November 2, 2018) at 16-17. 
27   Fifth Status Report of the United States Postal Service in Response to Order No. 

4869, Dkt. No. PI2017-1 (Feb. 27, 2020), at 1-2.  
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