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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 (“ACR”) 

for Fiscal Year 2020 (“FY2020”). 

INTRODUCTION 

 In its initial comments, UPS focused on the necessity of resolving important 

Postal Service costing issues raised in three dockets, namely (1) Appropriate Share 

(RM2017-1), where UPS urged the Commission to act promptly to issue a new order 

setting the appropriate share in accordance with 39 U.S.C. 3633(b) and the D.C. 

Circuit’s April 14, 2020 order, (2) Seasonal Costs (RM2020-9), where UPS urged the 

Commission to consider ways of implementing Proposal One and address the 

shortcomings of current cost methodologies related to peak season costs, and (3) City 

Carrier Street Time (RM2015-7), where UPS urged the Commission to continue taking 

action to investigate the viability of a single equation city carrier street time model.1 

                                                 
1   Initial Comments of United Parcel Service, Inc., Dkt. No. ACR2020 (Feb. 1, 2021), at 

7-9. 
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 Having reviewed other ACR2020 comments and with the benefit of its outside 

consultants and counsel having examined the nonpublic files and answers to the 

chairman’s information requests,2 UPS now highlights some additional costing practices 

that may result in insufficient cost attribution to competitive products.  These practices 

include (1) Vehicle Costing, where UPS urges the Commission to examine the 

methodology for attributing vehicle costs, (2) Enhanced Package Processing System, 

where UPS urges the Commission to examine the methods used to analyze and 

allocate costs for a system that likely deals almost entirely with competitive products, 

(3) Special Purpose Routes and Second Runs, where UPS requests that the 

Commission take steps towards a more consistent, accurate, and appropriate treatment 

of the costs associated with package-only runs, (4) Competitive Products Fund, where 

UPS urges the Commission to take steps to assure that the assets of the competitive 

products enterprise are fully reported as required by 39 C.F.R. § 3060.14, and 

(5) Delivery Costs, where UPS requests that the Commission explore ways to ensure 

that delivery cost attribution methodologies are updated in a timely manner. 

 The ACR, the Postal Service’s latest Form 10-Q, and many of the comments filed 

to date recognize the reality that competitive products are an increasingly important part 

of the Postal Service’s business.  The Postal Service has acknowledged, for example, 

that its “sales from mail services has continued to decline” due to “secular mail declines” 

                                                 
2   Order Granting Motion for Access, Dkt. No. ACR2020 (Jan. 28, 2021) (“Order No. 

5829”), at 14. 
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and the impact of Covid-19.3  Meanwhile, shipping and package volumes grew 25% 

(and revenues grew 42.1%) for the three months ending in December 31, 2020.4   

But while domestic competitive product volumes increased 22% in FY2020 

(relative to FY2019), the Postal Service reports that the volume variable costs for the 

delivery of domestic competitive products (including both city carrier and rural) 

increased by only 5%, after accounting for the impacts of changes to the costing 

methodology between FY2019 and FY2020.5  At the same time, market dominant 

volumes fell 11%.6 

 These reported results continue to highlight doubts about the accuracy of the 

costing models employed by the Postal Service.  Covid-19 accelerated trends of 

increasing competitive product volumes and decreasing market dominant volumes.  Yet 

the costing changes do not reflect these results, which raises serious concerns about 

the long-term ramifications of these trends.  If increasing competitive product volumes 

result in robust growth in institutional costs but weak growth in attributable costs for 

competitive products, the Postal Service’s costing methodologies will not reflect the true 

nature of its business. 

                                                 
3   United States Postal Service, Report on Form 10-Q (Feb. 9, 2021), at 9. 
4   United States Postal Service, Report on Form 10-Q (Feb. 9, 2021), at 23. 
5   United States Postal Service Public Cost and Revenue Analysis, Dkt. No. ACR2020 

(Dec. 29, 2020), at 4; United States Postal Service Public Cost and Revenue Analysis, Dkt. No. 
ACR2019 (Dec. 29, 2019), at 4. 

6   United States Postal Service Public Cost and Revenue Analysis, Dkt. No. ACR2020 
(Dec. 29, 2020), at 2; United States Postal Service Public Cost and Revenue Analysis, Dkt. No. 
ACR2019 (Dec. 29, 2019), at 2. 
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A. Vehicle Costing 

 The Postal Service purchased about 9,500 new vehicles in FY2020, a sharp 

increase compared to 4,000 in FY2019.7  Further, the Postal Service has indicated that 

a major part of its $10.1 billion investment “for years 2022 through 2025” will be used to 

“invest in a new fleet of delivery vehicles.”8   

As UPS has observed elsewhere, it is clear that the purchase of these new 

vehicles are being driven largely, if not exclusively, by the demands of the Postal 

Service’s package delivery business.9  These new vehicles have a higher capacity than 

the vehicles they replace, are significantly more expensive, and have been purchased 

to accommodate growing package volumes.  Yet the costs for the purchases of these 

new vehicles are not being assigned to the package business.   That is because the 

Postal Service’s approach to delivery vehicle cost attribution is based on assumptions 

that are decades-old, dating back to times when the Postal Service mostly delivered 

letter mail.  Among other things, the attribution of delivery vehicle depreciation costs is 

often piggy-backed onto delivery labor costs.  That approach is incorrect because labor 

costs tend to be piece-driven, while vehicle costs are not.  As a result, delivery vehicle 

depreciation costs suffer imprecisions in attribution resulting from this incorrect 

assumption.  

                                                 
7   United States Postal Service, Form 10-K (2020), at 47; United States Postal Service, 

Form 10-K (2019), at 41; United States Postal Service, Form 10-K (2018), at 43. 
8   United States Postal Service, Report on Form 10-Q (Feb. 9, 2021), at 31. 
9   See, e.g., Reply Comments of United Parcel, Inc. on United States Postal Service’s 

Annual Compliance Report for Fiscal Year 2019, Dkt. No. ACR2019 (Feb. 18, 2020), at 8. 
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 Currently, the Postal Service attributes only about 20% of vehicle depreciation 

costs to competitive products, while classifying 57.4% of these costs as institutional.10  

With those costs primarily classified as institutional, the Postal Service is able to reduce 

the extent to which its package business must consider them.  At the same time, the 

Postal Service has publicly stated that it is considering a $6 billion contract to “replace 

its fleet of aging mail trucks,” involving “as many as 180,000 delivery vans.”11  The 

existing costing methodology should change before the fleet is re-hauled to 

accommodate the Postal Service’s pivot to packages. 

 UPS respectfully requests that the Commission seek a rigorous, empirical 

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

develop a more accurate methodology for attributing their costs to products.  In addition, 

in light of the Commission’s recognition that incremental costs should be attributed to 

packages, the Commission should require the Postal Service to compare the cost of the 

planned fleet with the cost of the fleet that the Postal Service would require if the Postal 

Service did not have a Competitive Products business.  This counterfactual fleet would 

be smaller both in terms of the number of vehicles required as well as their size.  This 

approach would be consistent with the concept of incremental costs as used by the 

Commission and is therefore the most appropriate approach to costing vehicles.   

                                                 
10   United States Postal Service Public Cost Segments and Components Report, Dkt. 

No. ACR2020 (Dec. 29, 2020) (cost segment 20.2).  
11   Jerry Hirsch, Postal Service Delays Mail Truck Replacement Contract Again, 

TRUCKS.COM (Dec. 1, 2020), https://www.trucks.com/2020/12/01/postal-service-delays-mail-
truck-replacement-contract-again/ (last accessed Feb. 12, 2021). 
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B. Enhanced Package Processing System 

 In its response to CHIR No. 15 in 2020, the Postal Service indicated that costs 

associated with the Enhanced Package Processing System (“EPPS”) would be added 

to the APBS/APPS equipment group.12  As its name indicates, the EPPS is a 

processing system for packages.  Yet, the Postal Service assumes that the 

warehousing costs associated with that equipment type are only about 70% variable.13  

That assumption means the Postal Service is not attributing to packages about 30% of 

the space-related costs associated with a sorting system for packages.   

 UPS urges the Commission to examine the methods used to analyze and 

allocate EPPS costs, and to develop a more accurate methodology for ensuring that 

these costs are attributed to products in a more precise manner. 

C. Special Purpose Routes and Second Runs 

 In FY2019, the Commission updated the methodology for attributing Special 

Purpose Route (“SPR”) costs to products.14  But although this update is an improvement 

over the past methodology, it still understates the degree to which SPR route costs are 

driven by package deliveries.  The updated SPR methodology maintains the traditional 

approach of measuring the variability of an activity, but without sufficiently taking volume 

and volume growth into account.  In many locations, SPRs serve as overflow routes, 

accommodating volume—often package volume—that cannot be accommodated on 

                                                 
12   Responses of the United States Postal Service to Questions 1-5 of Chairman’s 

Information Request No. 15, Dkt. No. ACR2019 (Feb. 20, 2020), at 3. 
13   Responses of the United States Postal Service to Questions 1-5 of Chairman’s 

Information Request No. 15, Dkt. No. ACR2019 (Feb. 20, 2020), at 3. 
14   Order on Analytical Principles Used in Periodic Reporting (Proposal One), Dkt. No. 

RM2019-6 (Jan. 14, 2020), at 1-4. 
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regular runs.  The role of volume growth in necessitating the establishment of SPRs at 

specific locations deserves careful consideration. 

 In previous dockets, UPS has raised concerns about the accuracy of SPR 

costing methodology and requested that the Postal Service quantify second runs with a 

greater degree of precision.  However, the Postal Service’s latest responses indicate 

that as of 2020, they still had “no current plans” to quantify the cost or time that is spent 

on second runs.15  This gap remains an outstanding issue that should be addressed by 

the Commission. 

 UPS urges the Commission to encourage the Postal Service to implement a 

more consistent, accurate, and appropriate treatment of the costs associated with 

package-only runs, regardless of whether those runs are as classified as regular 

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

shifts, the Postal Service needs to be more proactive in identifying how changes to 

operations should be reflected in costing models. 

D. Competitive Products Fund 

 The Postal Service is required to report the “assets and liabilities of the 

theoretical competitive products enterprise.”16  But the Postal Service has only identified 

a handful of assets worth only $405,000 as belonging to its competitive products 

enterprise.17   

                                                 
15   Responses of the United States Postal Service to Questions 1-5 of Chairman’s 

Information Request No. 15, Dkt. No. ACR2019 (Feb. 20, 2020), at 2. 
16   See 39 C.F.R. § 3060.14. 
17  The initial cost of these assets was approximately $5 million.  After accounting for 

accumulated depreciation, the book value of these assets barely exceeds $400,000.  See Table 
3 in USPS-FY20-39.CPF.Report.Preface.pdf. 
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 This accounting is to a large degree a consequence of the Postal Service’s 

narrow view of cost causation.  UPS respectfully requests that the Commission take 

steps to assure that the Postal Service properly reports the assets of the competitive 

products enterprise as required by 39 C.F.R. § 3060.14.  UPS also notes this same 

narrow view of cost causation impacts the Postal Service’s cost attribution framework 

more broadly, and has similar consequences, which should likewise be investigated. 

E. Delivery Costs 

 As both the Postal Service and several Commenters have noted, FY2020 saw an 

acceleration of the volume trends the Postal Service has experienced over the past 

decade.  Specifically, domestic competitive product volumes rose 22% relative to 

FY2019 levels while domestic market dominant volumes fell by another 11%. 

 However, these trends were not fully reflected in delivery costs.  In particular, 

after accounting for two city carrier methodological changes, the delivery costs 

associated with domestic competitive products and services increased by only 5%.  At 

the same time, Other (institutional) costs associated with delivery increased by 9%.  

Table 1 summarizes these trends. 
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Table 1 

 

 Many of the significant methodological changes implemented for the first time in 

the ACR2020 docket relate to delivery costs and share a common feature that has 

implications for the Commission’s approach to costing.  The methodological changes for 

special purpose routes (Docket No. RM2019-6), the facility usage study and peak 

annexes (Docket No. RM2020-1) and in-office city carrier costs (Docket No. RM2020-

10) demonstrate this common feature.  In these dockets, the Postal Service updated a 

methodology in which it had previously assumed that new costs associated with 

growing competitive product volumes could be accurately costed using the existing 

methodology.  However, adoption of the new methodology in all three cases resulted in 

an increase in the share of costs attributed to competitive products.18  The changes 

                                                 
18   See, e.g., Petition of the United States Postal Service for the Initiation of a 

Proceeding to Consider Proposed Changes in Analytical Principles (Proposal One), Dkt. No. 
RM2019-6 (Jun. 21, 2019), at 1 (“SPR carrier activities have been influenced by the growth in 
the Postal Service’s package volume.  As package volume has grown, the focus on SPR 
activities has shifted toward delivery and away from collection. Also, the growth in package 
volume has intensified the implications of the seasonal peak in package delivery, to the point 

Volume / Cost Category
Volume Growth, 

FY19 to FY20
Growth in Delivery Costs, 

FY19 to FY20
[1] [2]

Domestic Market Dominant Mail [A] -11% -5%
Domestic Competitive Products [B] 22% 5%
Other (Institutional Costs) [C] 9%
Sources and Notes:

[1]: Calculated using volumes reported in the FY2020 Revenue, Pieces, and Weights Report.

[2]: The starting point for these calculations are the FY2019 and FY2020 CRA "B" Workpapers, including both 
City Carrier (C/S 6&7) and Rural Carrier (C/S 10).  FY2019 costs are then adjusted to reflect two significant 
methodological changes in city carrier delivery.  First, docket RM2019-6 resulted in a change to the 
methodology used in attributing costs associated with special purpose routes.  The corresponding adjustments 
are the impacts reported in PRC-RM2019-6-1/Impact.FY2018.xlsx.  Second, docket RM2020-10 resulted in a 
change to the methodology used in attributing in-office costs.  The corresponding adjustments are the impacts 
reported in USPS-RM2020-10-1/Cluster20PublicCostImpactFinal.xlsx, multiplied by 2, as the impacts in that file 
only covered 2 quarters.
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needed to make attribution of these costs more accurate were only implemented 

several years after these costs first began to grow, and in some cases, several years 

after UPS raised them as concerns.  This common result supports the need to update 

costing methodologies that do not account for the Postal Service’s growing package 

volumes.  UPS believes that the Commission should explore ways to minimize the 

impact of inaccuracies caused by this lag. 

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 in addressing these issues this fiscal year. 

                                                 
that it is now essential that seasonality be examined and accounted for in an SPR cost 
analysis.”); see also Facility Space Usage Study, Dkt. No. RM2020-1 (Oct. 31, 2019), at 24 
(“There are multiple reasons that could lead to space shortages during peak season, but one of 
the primary reasons is the increase in the volume of parcel-shaped mail.”)  


