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The United States Postal Service hereby submits its second response to Order 

No. 3672, which was issued on December 19, 2016.  In the Order, the Commission 

directed the Postal Service to provide an explanation of the steps it will take to ensure 

that future expansion notices and data collection reports filed in this proceeding will be 

both timely and complete.     

 

Background 

“Customized Delivery” is an experimental package delivery service that offers 

delivery of groceries and other prepackaged goods within a customized delivery 

window, such as 3 a.m. to 7 a.m.  Prior to the beginning of the market test, the Postal 

Service conducted operational testing to explore the feasibility of offering unattended 

early morning grocery delivery to customers in 38 ZIP Codes.  The purpose of the 

Customized Delivery market test, as explained in the initial Notice filed by the Postal 

Service in this proceeding, was to test and develop a long-term, scalable solution to 

facilitate expansion of Customized Delivery to additional markets across the nation.1  In 

                                                
1 Notice of the United States Postal Service of Market Test of Experimental Product – Customized 
Delivery, (Sept. 23, 2014) (“Notice of Market Test”), at 1, 3.   
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providing notice of the planned extension of the market test until October 31, 2017, the 

Postal Service described its plan to expand the market test to a number of additional 

markets over the next year in order to “examine the market in a wider range of 

metropolitan areas” and ultimately, to “make a final determination on the operational 

feasibility and the desirability of making Customized Delivery a permanent product.”2  

The Commission authorized the market test, and its extension for an additional year, in 

Order No. 2224 and Order No. 3543.    

Under the Commission’s rules for market tests of experimental products, when 

the Postal Service plans to make a “material change” to a market test, it must file a 

notice describing the change at least 10 days before implementing the change.  A 

“material change” is one that “may affect compliance” with the statutory provision 

authorizing market tests (39 U.S.C. § 3641), including adjustments to the pricing, 

geographic scope, or other elements of the market test.3  During the course of the 

Customized Delivery market test, the Postal Service has filed several notices or 

requests to expand the market test as the planned scope, duration, or other material 

elements have evolved.4  The Commission has either expressly approved or otherwise 

not objected to these enhancements.   

In addition, the Commission’s rules require the Postal Service to submit quarterly 

data collection reports summarizing the revenue, attributable costs, and volumes 
                                                
2 Request of the United States Postal Service for Extension of Customized Delivery Market Test (July 8, 
2016), at 1-2.   
3 39 C.F.R. § 3035.6(a). 
4 Notice of the United States Postal Service of Expansion of Customized Delivery Market Test (Feb. 20, 
2015) (expanding the market test to the Los Angeles and San Diego areas); Notice of the United States 
Postal Service of Expansion of Customized Delivery Market Test (June 18, 2015) (expanding the market 
test to the New York City area); Notice of the United States Postal Service of Change to Customized 
Delivery Market Test, with Portion Filed Under Seal (Oct. 9, 2015) (adding a new feature for carriers to 
pick up empty bags from customers and return them to Destination Delivery Units); Notice of the United 
States Postal Service of Expansion of Customized Delivery Market Test (Jan. 22, 2016) (expanding the 
market test to the Sacramento, Stamford, and Las Vegas areas); Request of the United States Postal 
Service for Extension of Customized Delivery Market Test (July 8, 2016) (requesting a one-year extension 
of the market test until October 31, 2017).   
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associated with the market test.  These reports are to be filed within 40 days after the 

close of each fiscal quarter during which the market test is offered.5  The Postal Service 

has endeavored to file these periodic reports as quickly as possible once the relevant 

data are available.   

In Order No. 3672, the Commission expressed concern with a recently filed 

expansion notice and data collection report that had been untimely and incomplete.  

The Commission directed the Postal Service to file additional information about the 

recently announced expansion to the Philadelphia market, as well as an explanation of 

the steps it plans to take to ensure that future filings are timely and complete.   

In the following response, the Postal Service provides additional information 

regarding the challenges in reporting on the markets affected by the test, and indicates 

the steps it is taking to improve such reporting.   

 

Market Definition and Current Status of Customized Delivery Market Test 

After undertaking a review of the current status of the Customized Delivery 

market test, a review which is still ongoing, the Postal Service has concluded that 

ambiguity in the definition of the relevant market area(s) for this market test has caused 

a lack of clarity surrounding the geographic scope of the test.  That lack of clarity 

appears to stem from the ever-evolving definition of the market for grocery delivery 

across the country, among the handful of firms operating in the market.   

It should be noted at the outset that during the course of the market test, the 

Postal Service generally has followed the market definitions employed by its partners in 

the test.  Of the half dozen current national providers of grocery delivery, each defines 

market area in its own terms. Generally, customers who utilize those firms are required 
                                                
5 39 C.F.R. § 3035.20 
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to first enter a ZIP Code to determine whether a particular merchant offers grocery 

delivery within that geographic area.  But, depending on the size of a merchant’s 

network, this market definition can encompass areas of varying size.  At an operational 

level, this has meant that in practice, the market area definitions have been determined 

by the geographic areas served by the originating distribution facilities. As one example 

of this lack of clarity in market definition, the Postal Service provided the Commission 

with separate notice of the New York City and Stamford, CT metropolitan areas, even 

though the latter is part of the New York City Combined Statistical Area.6  

Furthermore, the immature nature of the home grocery delivery market has made 

it challenging to assess market impact. From the late 1990’s, when Peapod, Webvan, 

and Homegrocer.com were trailblazing a new industry, this space has endured much 

red ink over the past twenty years, caused by lukewarm consumer demand. The entire 

grocery market is highly fragmented, with the top ten grocery chains combined 

accounting for less than 50 percent of the total market today.  More recently, a number 

of well-known national merchants have entered the business of offering home grocery 

delivery – all angling for a piece of what some have projected to be a $6 billion market 

in the future. While all of these firms offer home grocery delivery, there are a variety of 

operational models employed to achieve the delivery component. Some, like Peapod, 

use their own vehicles and employees for delivery. Most other firms have been testing a 

variety of modes, from crowd-sourced delivery through firms like Uber, Lyft, and Deliv, 

to using more traditional courier/delivery companies like Lasership or Postmates. Some 

                                                
6 As a point of reference, consider the various categories of geographical areas or “markets” that can be 
defined using data from the United States Census Bureau.  As explained on the Census Bureau’s 
website, each “Combined Statistical Area” may be associated with multiple Metropolitan and Micropolitan 
Statistical Areas.  http://www.census.gov/geo/reference/gtc/gtc_cbsa.html#mesa (defining the various 
geographic terms and concepts used in Census Bureau research).  There is no one definition of a 
“market” or geographic area that serves all purposes.  The New York-Newark-Bridgeport, NY-NJ-CT-PA 
Combined Statistical Area alone includes seven “Core Based Statistical Areas” encompassing 
approximately 30 counties, across four states.          

http://www.census.gov/geo/reference/gtc/gtc_cbsa.html#mesa


 

5 
 

grocery chains (e.g., HEB) have also partnered with current home grocery delivery 

companies (e.g., Instacart) to perform the pick, pack, and deliver portion. As the market 

evolves, there will likely be further experimentation, as merchants seek higher service 

levels at lower cost, all the while selling products that inherently have low margin. 

Fundamentally, the Customized Delivery market test seeks to determine the extent that 

the Postal Service can utilize existing resources to serve consumer demand and 

merchant needs at a price point that meets market expectations and improves the 

financial position of the Postal Service.  

Finally, it is worth noting that, as initially envisioned and tested by the Postal 

Service, the Customized Delivery service involved a “hub” or “hub and spoke” model 

wherein deliveries for multiple ZIP Codes would be dropped at a central “hub” location, 

and the Postal Service would utilize City Carrier Assistants (CCAs) to make the 

deliveries.7  Partially as a result of experience gained through the original approach, 

more recently, the Postal Service began testing a different operational model, wherein 

the deliveries are dropped at a Destination Delivery Unit (DDU) for delivery by regular 

carriers.  The new model, which the Postal Service describes as a “DDU Direct” 

process, is more efficient in the sense that no additional staffing or vehicles are needed, 

as they are for the “hub” or “hub and spoke” model.  In October 2016, the existing 

Stamford, Connecticut metropolitan area was changed from the “hub” to the “DDU 

Direct” model.  Other markets are also expected to move from “hub” to “DDU Direct.”  

With this change, the nature of the Customized Delivery product remains the same, as 

does its pricing.  Only certain aspects of the internal operations process (invisible to the 

end user of the product) have changed.   

                                                
7 See, e.g., Notice of Market Test at 2-3 (describing the process used during operational testing, including 
the employment of City Carrier Assistants).   
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Planned Process Improvements for Future Filings 

Despite the challenges in precisely defining and assessing conditions in the 

relevant markets involved in the Customized Delivery market test, the Postal Service 

reaffirms that it is committed to provide complete, timely, and transparent information 

about the test.  Furthermore, we recognize that these challenges resulted in the 

untimely notification of expansion into the Philadelphia market.  While the Postal 

Service always intended to expand the test to additional markets, beyond the ones 

announced at the beginning of the test (and communicated that intent to the 

Commission), when the Postal Service began working with its market test partners to 

transition to DDU Direct, some geographic extension of existing delivery areas was not 

fully understood to be an expansion into a new market area, particularly in light of the 

market-definition challenges described above.  As a result, operationally the 

Philadelphia area was brought into the market test as part of the existing New York 

service area, leading the Philadelphia area to be introduced into the market test before 

the Postal Service had provided notice to the Commission of the expansion.  

Additionally, it is possible that the existing “metro areas” for which the Commission has 

already received notice, may include certain areas outside of what might on first blush 

be considered to be part of those areas, but which operationally, and from the customer 

perspective, might appropriately be included.   

In order to provide greater clarity into the markets involved, and to ensure that 

proper notifications are provided to the Commission, the Postal Service is committed to 

continuing its review of the current status of the Customized Delivery market test, to 

determine the precise locations that may have been incorporated as part of the new 

DDU Direct model.  The Postal Service will also begin gathering the market information 
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compiled by the Postal Service regarding other competitors in all relevant market areas, 

including small business concerns, so that it may provide the Commission with 

complete information on any additional areas as soon as possible.   

Finally, the Postal Service, in conjunction with its Customized Delivery market 

test partners, has developed the following checklist of tasks that must be performed 

prior to implementing any new geographic expansion, or any other material change, to 

the Customized Delivery market test.  This checklist has been communicated internally 

to all responsible Postal Service personnel involved in managing the Customized 

Delivery market test, and has been communicated to existing market test partners.  Any 

future market test partners will also receive this checklist and must commit to complying 

with it prior to joining the market test. 

First, market test partners must communicate any potential new geographic 

locations or requests for any other material change to the market test a minimum of 

sixty (60) days prior to the planned implementation date.  Second, at least thirty (30) 

days prior to the planned implementation date, these proposed changes must be 

communicated to the Postal Service Law Department, along with any market research, 

analysis of other firms operating in the new markets and the price points offered by 

those firms, and a discussion of the impact on small business concerns.  Third, at least 

thirty (30) days prior to the planned implementation date of any proposed change, the 

Law Department must receive written confirmation that no other material changes to the 

test are being made, outside of the proposed change that will be communicated to the 

Commission.  Finally, appropriate notice of the change, including a complete description 

of the change and discussion of the impact on relevant markets, including small 

business concerns, will be filed with the Commission at least ten (10) days prior to the 

planned implementation date. 
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Regarding future data collection reports for the Customized Delivery market test, 

the Postal Service will ensure that future reports receive all necessary internal 

approvals and will be prepared for filing within forty (40) days of the close of each fiscal 

quarter in which the market test is offered.  Any future reports that are filed outside this 

window shall be accompanied by an appropriate motion for late acceptance, explaining 

the reason for the Postal Service’s delay in filing the report in a timely manner.   

With the aforementioned procedures in place to address the Commission’s 

concerns, the Postal Service expects future filings for the Customized Delivery market 

test will be both timely and complete, and in accordance with the Commission’s Orders 

in this docket. 
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