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iv�DIRECT TESTIMONY

OF

PAUL MICHEL LION





I.	AUTOBIOGRAPHICAL SKETCH

	My name is Paul Michel Lion.  I have over 30 years experience in the planning, operations analysis, and economics of large-scale systems.



	I am a Vice President with ALK Associates, Inc., a systems development and consulting firm in Princeton, NJ serving the transportation industry.  I am in charge of the Washington office.  For purposes of the work presented in this testimony, I am a subcontractor to Foster Associates, which is a Postal Service contractor.



	Prior to joining ALK Associates, I worked for 10 years with Arthur D. Little, Inc. in Washington, DC.  During this period, I was responsible for managing and directing consulting services related to technology planning for the Postal Service.  Among the projects that I directed were econometric models of postal demand and costs, and a network analysis of postal operations.  I also testified on the subject of purchased transportation costs in two rate proceedings before the Postal Rate Commission, Docket Nos. R84-1 and R87-1.



	From 1981 to 1983, I was a consultant with the firm of Snavely, King and Associates in Washington, DC.  In that capacity, I provided consulting services in transportation economics and operations analysis to a variety of transportation clients.

v

		From 1977 to 1981, I was Director of Operations and Cost Analysis for the United States Railway Association.  In that capacity, I was concerned with the formulation and analysis of rail transportation alternatives for the northeast United States.  In addition, I was responsible for the development and implementation of computer models for operations analysis and strategic planning for the northeast rail system.  I also directed a study of the effects of impending and proposed rail mergers on Conrail, based on a computer network model.



	From 1966 to 1979, I was a Professor with the School of Engineering and Applied Science of Princeton University.  In that capacity, I taught graduate and undergraduate courses in engineering systems, transportation economics, methods of operations analysis, and applied mathematics.  In addition, my responsibilities included the initiation, funding, and direction of research programs in transportation and in aerospace systems.  In 1972, I became the founder and first Director of the Princeton Transportation Program, an interdisciplinary program of research and teaching involving three professional schools.



	My educational qualifications include a B.S. from West Point, and an M.S.E., M.A., and Ph.D. in engineering from Princeton University.









vi�I.	PURPOSE OF THE TESTIMONY



	The purposes of this testimony are twofold. The first purpose is to  present the results of two recent studies undertaken for the United States Postal Service. These studies provide context for requested changes in the post office box fee structure.  The second purpose is to allocate the attributable costs of post office box service in order to estimate the cost per box for different box sizes and delivery groups



	The first study (PO Box Study) inventoried post office boxes at postal facilities offering box service at Group I or Group II fees.�  Usable responses were received from 25,591, or 79%, of the post offices and classified stations and branches that constitute these two groups.  In addition to the numbers of boxes in different sizes and delivery groups, this study also produced information on the number of boxes in use and the presence of private alternatives.  The procedures used in gathering this information and the results obtained are presented in Section II.



	The second study (CMRA Study) was a survey of Commercial Mail Receiving Agents (CMRAs) located in the service areas of Group I facilities.  The first part of this study was a near census of CMRAs in parts of 8 metropolitan areas (including New York and 7 other large cities), resulting in 121 usable responses.  For the remaining post offices with city delivery routes, a representative sample was taken, resulting in 299 usable responses.  In both parts, information was gathered on prices, services, and box sizes.  The procedures used in gathering this information and the results obtained are presented in Section III.



	Attributable costs, based on FY 94 data, are allocated to post office boxes in three categories: space provision, space support, and all other.  Based on the results of the PO Box study, these costs are allocated herein to determine the cost per box for each box size and delivery group.  The results are presented in Section IV. �II.	POST OFFICE BOX STUDY



	This section presents the procedures and results of the PO Box Study, the main purpose of which was to inventory the number of boxes in different sizes and delivery groups.  Data were collected and analyzed by Foster Associates between December 1995 and February 1996.



	A.  PROCEDURES

	Data collection forms were mailed to the 32,436  post offices and classified stations and branches in Groups I and II.  29,062 of these forms were returned and entered into a machine-readable database.  Eliminating duplicates and Group III offices (which are outside the scope of this study), reduced the total to 27,591.  After applying various machine edits for reasonableness, 25,591 forms were analyzed (79% of the original mailing).  A copy of the data collection form and a description of machine edits and other procedures are contained in USPS LR - SSR - 113 (Items 1 and 2).



	As defined in DMM ( D910.4, the fee for a post office box is determined primarily by two factors: the delivery group to which its office belongs (see footnote 1 above) and the size of the box.  These two factors are used to present and explain the study results.



	Group I, city delivery offices, is further divided into subgroups I-A, I-B, and I-C (DMM ( D910.4.3).  Subgroup I-A includes Manhattan (New York) only.  Subgroup I-B includes the rest of New York City (except the Bronx), parts of Boston, Philadelphia, Washington, Chicago, San Francisco, Los Angeles, and Honolulu, plus some suburbs of some of these cities.  Subgroup I-C includes all other city delivery offices.  Group II is comprised primarily of post offices with rural delivery.



	The DMM defines five box sizes in terms of cubic inches of capacity (DMM ( D910.4.2).  Typical frontal dimensions for each box size (in inches) are included in Table 1 below.





Table 1.  USPS BOX SIZES AND DIMENSIONS��Box Size�Capacity

(cubic inches)�Frontal Dimensions

(inches)��1�under 296�6 x 4��2�296-499�6 x 6��3�500-999�6 x 12��4�1000-1999�12 x 12��5�over 2000�12 x 24��

Frontal dimensions derived from diagram in  Foster Associates, Development of Post Office Box Fees, May, 1988 (R90-1, USPS LR - F - 183) at p. 9.



�

	Table 2 presents the response to the survey for the three Delivery Group I subgroups and Delivery Group II.  The table shows the number of forms mailed, the number returned, and the number that were usable after applying various checks, along with the corresponding percentages. 







Table 2. PO BOX STUDY RESPONSES���Forms Mailed�Forms Returned*�Forms Usable��Delivery

Group�Number�Pct.�Number�Pct.�Number�Pct.��I-A�58�0.2%�34�0.1%�29�0.1%��I-B�213�0.7%�112�0.4%�104�0.4%��I-C�9,720�30.0%�8,249�29.0%�7,660�29.9%��II�22,445�69.1%�19,196�70.5%�17,798�69.5%��All�32,436�100.0%�27,591�100.0%�25,591�100.0%��

* after elimination of duplicates and post offices outside the scope of the study.







	The total number of post office boxes counted from the usable forms is 14,290,298, which is about 74 percent of the national total of 19,202,987, as reported in the Delivery Statistics File for Groups I and II (see USPS LR - SSR - 93).

�

	B.  RESULTS



	Results of the study are summarized in a series of tables, each on a separate page.



	Table 3 shows the distribution of post office boxes installed, across delivery groups and box sizes.  Over 99 percent of boxes installed are in Delivery Subgroup I-C and Delivery Group II, with about half in each.  The number installed declines rapidly for all delivery groups as box size increases: over 60 percent are size 1 and almost 90 percent are sizes 1 or  2.







Table 3.  NUMBER OF POST OFFICE BOXES INSTALLED��Box Size��Delivery Group�1�2�3�4�5�Total�Percent��I-A�35,535�1,987�1,162�118�51�38,853�0.3%��I-B�55,529�15,428�5,531�1,064�739�78,291�0.5%��I-C�4,071,571�1,964,539�700,489�167,433�40,228�6,944,260�48.6%��II�4,684,112�1,968,724�518,609�46,305�11,144�7,228,894�50.6%��Total�8,846,747�3,950,678�1,225,791�214,920�52,162�14,290,298���Percent�61.9%�27.6%�8.6%�1.5%�0.4%��100.0%���  	Table 4 shows the distribution of post office boxes in use, across delivery groups and box sizes. As with boxes installed, over 99 percent of boxes in use are in Groups I-C and II, with about half in each.  The number of boxes in use also declines rapidly as box size increases, with 90 percent in sizes 1 and 2.







Table 4.  NUMBER OF POST OFFICE BOXES IN USE��Box Size��

DeliveryGroup�1�2�3�4�5�Total�Percent��I-A�26,350�1,644�922�96�28�29,040�0.3%��I-B�47,319�10,965�4,007�627�678�63,596�0.6%��I-C�3,392,582�1,435,218�477,591�102,634�21,717�5,429,742�48.0%��II�3,825,985�1,536,741�397,954�33,178�3,700�5,797,558�51.2%��Total�7,292,236�2,984,568�880,474�136,535�26,123�11,319,936���Percent�64.4%�26.4%�7.8%�1.2%�0.2%��100.0%��

�	Table 5 shows post office boxes in use as a percentage of boxes installed, by delivery group and box size.  Overall, the percentage in use declines as box size increases, from over 80 percent for size 1 to 50 percent for size 5.  Overall percentages in use are consistent across delivery groups.







Table 5.  PERCENTAGE OF POST OFFICE BOXES IN USE��Box Size��Delivery

Group�1�2�3�4�5�All��I-A�74 %�83 %�79 %�81 %�55 %�75 %��I-B�85 %�71 %�72 %�59 %�92 %�81 %��I-C�83 %�73 %�68 %�61 %�54 %�78 %��II�82 %�78 %�77 %�72 %�33 %�80 %��All�82 %�76 %�72 %�64 %�50 %�79 %��

�	Table 6 shows the number of facilities reporting that all installed boxes are in use for a particular box size, indicating a capacity constraint for that size.  Note that the same facility may have constraints in more than one box size.  The bottom row of this table shows the percentage of facilities with all boxes of a given size in use.  Column 7, labelled “Any size”, gives the number of facilities that have a capacity constraint in at least one box size.  Thus, the table shows that 38 percent of post offices in Groups I and II have a capacity constraint in at least one box size, including 32 percent of Group I offices and 41 percent of Group II offices.





Table 6. NUMBER OF FACILITIES REPORTING

ALL BOXES OF A GIVEN SIZE IN USE���Box Size��Delivery

Group�1�2�3�4�5�Any size��I-A�1�2�8�3�3�10��I-B�17�21�22�20�13�46��I-C�835�706�792�975�785�2,431��II�1,671�2,721�4,738�2,001�585�7,258��Total�2,524�3,450�5,560�2,999�1,386�9,745��Percent�10 %�13 % �22 %�12 %�5 %�38 %��

�	Table 7 shows the numbers and percentages of facilities reporting space available to expand the number of post office boxes.  A second set of columns (on the right) shows the numbers and percentages for that subset of facilities that also indicated that the number of boxes in use equalled the number installed (in at least one box size).  Of course, such a capacity constraint might be averted by a customer using a less-preferred box size.







Table 7.  FACILITIES REPORTING SPACE TO EXPAND���Reporting Facilities�Space Available�Space Available plus                      In use=Installed��Delivery

Group�Total�Number�Percent�Number�Percent��I-A�29�3�10 %�2�7 %��I-B�104�17�16 %�9�9 %��I-C�7,660�2,011�26 %�622�8 %��II�17,798�7,303�41 %�2,946�17 %��Total�25,591�9,334�36 %�3,579�14 %��

�	Tables 8A and 8B on the next page summarize data on ancillary lobby services offered at Postal Service facilities.  Respondents were asked to list other services provided at their facilities.  The list of choices on the form included:

24-hour access to the lobby

Personal access key to the lobby

Self-service for stamps and weighing

Copier

Fax

Packing and shipping supplies

Table 8A shows the numbers of facilities offering each ancillary service and Table 8B shows the corresponding percentages.  Approximately 40 percent of the facilities responding offer 24-hour access, self-service stamps, and packaging supplies.  Over 20 percent have a copier available.

�





Table 8A.  LOBBY SERVICES AVAILABLE

(Number of Facilities)��Delivery

Group�Reporting Facilities�24-hour

access�Lobby key�Self-service�Copier�Fax�

Packaging Supplies��I-A�29�2�2�25�0�0�17��I-B�104�6�4�62�19�1�49��I-C�7,660�3,928�345�5,792�3,348�120�3,335��II�17,798�6,805�778�3,944�2,054�180�6,430��Total�25,591�10,741�1,129�9,823�5,421�301�9,831��





Table 8B.  LOBBY SERVICES AVAILABLE

(Percentage of Facilities)��Delivery

Group�Reporting Facilities�24-hour

access�Lobby key�Self-service�Copier�Fax�

Packaging Supplies��I-A�29�7 %�7 %�86 %�0 %�0 %�59 %��I-B�104�6 %�4 %�60 %�18 %�1 %�47 %��I-C�7,660�51 %�5 %�76 %�44 %�2 %�44 %��II�17,798�38 %�4 %�22 %�12 %�1 %�36 %��Total�25,591�42 %�4 %�38 %�21 %�1 %�38 %���	The CMRA Study discussed in Section III is the primary source of data on CMRAs.  However, respondents to the PO Box Study were asked to identify private box providers within their 5-digit ZIP Codes.  They were asked specifically about two major alternatives:  Mail Boxes, Etc. (MBE) and Parcels Plus.  Tables 9A and 9B, on the next page, show the data in terms of the numbers of Postal Service facilities and the corresponding percentages, respectively.  Those facilities facing alternative providers and that have unused boxes are also indicated.  The tables indicate that alternatives are available more often for post offices in Group I than Group II, and that MBE is the most frequent alternative.

�





�Table 9A.  PRESENCE OF CMRAs

(Number of USPS Facilities)��Delivery

Group�Total Facilities�Facilities with CMRAs in 5-digit ZIP�Facilities with CMRAs and with boxes Available�MBEs�Parcels Plus��I-A�29�11�10�8�0��I-B�104�54�50�31�1��I-C�7,660�2,622�2,461�1,695�184��II�17,798�656�555�278�52��Total�25,591�3,343�3,076�2,012�237��





Table 9B.  PRESENCE OF CMRAs

(Percentage of Facilities)��Delivery

Group�Fraction of Facilities�CMRAs in 5-digit ZIP�Subset with Boxes Available�MBEs�Parcels Plus��I-A�.001�38 %�34 %�28 %�0.0 %��I-B�.004�52 %�48 %�30 %�1.0%��I-C�.299�34 %�32 %�22 %�2.4%��II�.695�4 %�3 %�2 %�0.3%��Total�1.000�13 %�12 %�8 %�0.9%���III.	STUDY OF COMMERCIAL MAIL RECEIVING AGENTS

	This section presents the procedures and results of the CMRA Study.  CMRAs provide mailboxes and a variety of office-related services.  The purpose of the survey was to ascertain the pricing practices and services offered by CMRAs.  Data were collected and analyzed by Foster Associates between October 1995 and March 1996.



	A.  PROCEDURES

	Background.  CMRA mailboxes are usually provided under contracts that run 3, 6, or 12 months.  Call-in mail checking, use of the CMRA street address, use of a suite number (in lieu of a box number), and package receiving are typically included in the basic mailbox fee.  24-hour access is included with the basic fee at some locations, offered for an additional fee at others, and not available at others.  Extra fee services include mail forwarding, telephone answering, fax machines, copiers, and packaging.



	On-site visits were made to CMRAs in Washington, New York, and Philadelphia.  Based on the information gathered, a survey form was developed. (A copy appears as Item 1 in LR USPS-SSR-118.)  Using that form, Foster Associates interviewed CMRAs in Subgroups I-A, I-B, and I-C by telephone.  At least one attempt was made to contact every CMRA in Subgroups I-A and I-B that could be located (170), which resulted in 121 usable interviews.  In addition, usable interviews were obtained from a sample of 299 CMRAs in Subgroup I-C (out of about 12,000).

	Procedures for Delivery Subgroups I-A and I-B.  The CMRAs to be interviewed in Subgroups I-A and I-B were determined by the following process:

1.	 ZIP Codes in these subgroups were identified by referencing the Domestic Mail Manual.  These ZIP Codes were compiled in a database, with a separate record for each ZIP (the “I-A&B database”).

2.	 The subset of ZIP Codes in Subgroups I-A and I-B with city routes or post office boxes was identified using the Carrier Route Indicator in the Delivery Statistics file.  The remaining ZIP Codes were eliminated from the I-A&B database.

3. 	The subset of ZIP Codes that are (a) “unique” (i.e., ZIP Codes assigned to a single organization) or (b) exclusive to post office box sections was identified using the ZIP Classification Code in the “City-State” file in the Address Information System.�  These ZIP Codes were eliminated from the I-A&B database.�

4.	A list of CMRAs in the the 8 metropolitan areas where Subgroup I-A  and I-B offices are located was compiled by referencing the telephone Yellow Pages, which were found in the library of the Department of Commerce.

5.	Based on the street address found in the Yellow Pages, the 5-digit ZIP Code for each CMRA was determined from the National Five-Digit ZIP Code and Post Office Directory, published by the Postal Service.

6.	The CMRA ZIP Codes were matched against those in the I-A&B database, producing a list of CMRAs to be contacted.



	The DMM designates 299 ZIP Codes in Subgroup I-A and 709 in Subgroup I-B.  The result of step 3 was a list of 107 ZIP Codes in Subgroup I-A 

(all in Manhattan, New York) and 233 in Subgroup I-B (in 8 metropolitan areas throughout the nation).  Actual matches between CMRA ZIP Codes and Subgroup I-A and I-B ZIP Codes in step 6 produced a final list of 67 CMRAs in Subgroup I-A and 103 in Subgroup I-B service areas, a total of 170.



	The surveyors telephoned the CMRAs on the survey list, and conducted interviews of CMRA personnel according to the data collection form.



	All CMRAs on the list of 170 were called at least once.  At the completion of each survey, responses were entered on a spreadsheet and reviewed for consistency.  As shown in Table 10, not all CMRAs on the list produced usable interviews.  Incorrect categorization in the Yellow Pages, business closings, and incomplete or unsuccessful interviews were the main reasons.  A total of 121 usable interviews were completed, 47 in Subgroup I-A and 74 in Subgroup I-B.

Table 10.  CMRA SURVEY RESPONSES��Delivery Group�Metropolitan Area�CMRAs Found�Usable Surveys��I-A�Manhattan�67�47�������I-B�Boston *�10�10���Washington *�16�13���New York *�52�33���Philadelphia�1�1���Chicago�11�6���San Francisco�5�5���Los Angeles *�8�6���Honolulu�0�0��I-B�TOTAL�103

 �74�������I-A/I-B�TOTAL�170�121

��

*  includes some suburban areas.

�	Procedues for Delivery Subgroup I-C.  There are approximately 12,000 ZIP Codes in Subgroup I-C.  Since it was not feasible to collect data on CMRAs in all of these, a procedure was developed to select a representative sample of ZIP Codes containing CMRAs.  The objective was to obtain a sample that would contain CMRAs representing all geographic regions in the United States and a range of business cost areas, i.e. high cost, average cost, and low cost.



	The cost per square foot of building space owned or rented by the Postal Service was used as a measure of business costs.�  To ensure that all cost levels were adequately represented, the list of ZIP Codes in Subgroup I-C was rank-ordered by cost per square foot  and divided into seven strata.  A sample was selected from each stratum, with the final sample size equal to 299.  Details on the stratification are contained in USPS LR - SSR - 118 (Item 6).



	The following steps were followed to select the CMRAs in Subgroup I-C:

Subgroup I-C ZIP Codes containing city routes were identified based on the Carrier Route Indicator in the Delivery Statistics file and the ZIP Classification Code in the “City-State” file.  (These ZIP Codes were those that remained after the I-A and I-B ZIP Codes were pulled out.  See step 3 in the procedures for the I-A&B database.)  The I-C ZIP Codes were compiled in a database (the “I-C database”) with a separate record defined for each ZIP Code.

The average cost per square foot for each ZIP Code was determined.  Outlier records (i.e., those reporting average cost per square foot in excess of $50) were eliminated.  The remaining records were sorted by cost per square foot and divided into seven strata.

CMRAs in 32 metropolitan areas were identified using the Yellow Pages in the Department of Commerce library.

A list of the names, addresses, and telephone numbers for these 291 CMRAs was compiled.  The 5-digit ZIP Code for each CMRA on the list was determined using the National Five-Digit ZIP Code and Post Office Directory.  

The CMRA list was matched  with the I-C database and the corresponding costs per square foot so as to meet the stratification objectives.

The list was subsequently expanded to 327 CMRAs, using the PhoneDisc file, from which addresses, telephone numbers, and ZIP Codes were determined.



	Of the 327 CMRAs, 299 were successfully interviewed.  As before, incorrect listings in the Yellow Pages, business closings, and incomplete or unsuccessful interviews were the main reasons for the difference.  The ZIP Codes for these 299 CMRAs are distributed across the seven “postal cost per square foot” strata.�  Thus, the 299 constitute a representative distribution of CMRAs across all business cost areas.  These 299 CMRAs are also distributed among the 10 postal areas.



	B. RESULTS



	Results of the CMRA Study are summarized in a series of tables and figures, grouped into three general subject areas:  fees, box sizes, and services offered.  The tables, which show average values for fees and box sizes, and percentages of CMRAs offering services, appear on the following pages.  The figures, which show the corresponding distributions of fees and box sizes, are at the end of this section.



	Average fees for highest- and lowest-priced CMRA mailboxes are shown in Table 11 on the next page for contract lengths of 3, 6, and 12 months.  As the table shows, 12-month contracts are discounted from 3-month contracts in all groups by 14 to 16 percent.  The typical discount for a 6-month contract is roughly half of that.



	Figures 1-6 show the distributions of CMRA mailbox prices for the 6-month contracts to be most comparable to the Postal Service’s semi-annual fees.  Fees for the post office boxes that correspond most closely in size are shown on the same scale.�

�

Table 11.  AVERAGE FEES FOR CMRA BOXES��Contract Duration�3-months

 Boxes

�6-months

�12-months

��Delivery Subgroup I-A��Highest-priced boxes�$84.33   (28.11/mo.)�$157.38   (26.23/mo.)�$290.64   (24.22/mo.)��Lowest-priced boxes�$77.43   (25.81/mo)�$144.78   (24.13/mo.)�$266.64   (22.22/mo.)��Delivery Subgroup I-B��Highest-priced boxes�$65.97   (21.99/mo.)�$120.84   (20.14/mo.)�$227.28   (18.94/mo.)��Lowest-priced boxes�$44.49   (14.83/mo)� $80.82   (13.47/mo.)�$150.36   (12.53/mo.)��Delivery Subgroup I-C��Highest-priced boxes�$60.03   (20.01/mo.)�$111.00   (18.50/mo.)�$206.64   (17.22/mo.)��Lowest-priced boxes�$33.15   (11.05/mo)� $60.96   (10.16/mo.)�$112.92   (9.41/mo.)��





	Most of the 299 CMRAs were unable and/or unwilling to provide data on the size of their mailboxes.  From the  50 that did, three box sizes were identified: small, medium, and large  (sometimes described as personal, business, and corporate).

�	The average frontal areas of CMRA boxes (measured in square inches) are shown in Table 12.  The average small CMRA box size is closest in size to post office box size 1, although the former is significantly smaller ( 17.7 square inches vs. 24).  The average medium CMRA box size is closest to post office box size 2 ( 33.7 square inches vs.36).  The average large size box compares most closely to post office box size 3 (78.1 square inches vs. 72).  Post office box size 4 is almost twice as large as the average large CMRA box, and size 5 is twice as large as size 4.



	Figures 7-9 show the complete distribution of box sizes for the three sizes of CMRA mailboxes.  The post office boxes that correspond most closely in size are indicated on the same scale.�







Table 12.  AVERAGE CMRA BOX SIZES

(square inches)��Box Size�Small�Medium�Large��

Frontal Area �17.7�33.7�78.1��

�	Percentages of CMRAs that offer specific services are shown in Table 13 for each of the Group I subgroups.







Table 13.  SERVICES OFFERED BY CMRAs��Service �I-A�I-B�I-C��24-Hour Mail Box Access�15 %�34 %�75 %��Personal Access Key  (lockbox)�30 %�88 %�97 %��Call-In Checking�98 %�93 %�98 %��Mail Forwarding�94 %�74 %�88 %��Copier�81 %�82 %�98 %��Fax�91 %�92 %�98 %��Notary�38 %�15 %�58 %��Packaging / Supplies�62 %�57 %�80 %��6-month Price Incentive *�47 %�51 %�55 %��12-month Price Incentive *�68 %�61 %�57%��

* Values shown are for the highest-priced boxes, which are only slightly different from those for the lowest-priced boxes.�IV.	ATTRIBUTABLE COSTS



	The purpose of this section is allocation of post office box attributable costs to permit the calculation of costs per box within each delivery group and box size.  Attributable costs are derived from the Cost Segments and Components Report for FY 1994,� and Table 4, Number of Post Office Boxes in Use.



	There are three main categories of post office box attributable costs: “Space Support,” “Space Provision,” and “All Other”, defined as follows.�  

Space Support costs are for (1) custodial supplies and services, (2) building supplies and services, (3) maintenance of plant and building equipment (e.g., elevators, heating, and air conditioning), (4) fuels, electricity, and water, and (5) protection activities, internal audits, and special investigations.  The costs attributed to post office boxes are reported in cost segments 11.1.1, 11.1.2, 11.3, 15.2, 16.3.1, and 18.1.2 in USPS LR - SSR - 3.

Space Provision costs are (1) rents, (2) interest expenses, and (3) depreciation costs for floor space located in postal facilities.  The costs attributed to post office boxes are reported in cost segments 15.1, 18.2.5, and 20.3 in USPS LR - SSR - 3.

All Other costs are primarily labor costs for sorting mail to boxes and related supervisory activities.  The costs attributed to post office boxes are reported in USPS LR - SSR - 3  under all cost groupings other than the ones listed above for space support and space provision (i.e., cost segments 1, 2, 3, 6, 7, 18, and 20).



	Total costs attributed to post office boxes were approximately $482 million for FY 1994.  The breakdown among the three categories is (with dollars in thousands):



		Space Support	$ 193,493

		Space Provision	   179,233

		All Other	   109,159

		Total Attributable Costs	$ 481,885



	The basis of allocation for each of these categories is different.  Costs for the All Other category are allocated proportionately to the number of boxes, since they do not vary with box size or location.



	 Space Support costs, which in contrast depend on box size, are allocated on the basis of capacity (measured in cubic feet).  For example, a size 5 box, which has 12 times the capacity of a size 1 box, would be assigned 12 times the attributable cost for space support.  A similar analysis was presented in Docket No. R90-1.�



	The allocation of Space Provision costs also reflects box capacity.  Moreover, since Space Provision costs include rent paid for leased space or imputed rent for owned space, they vary also with location and, therefore, with delivery group.  Space Provision costs are thus allocated in direct proportion to both rental cost per square foot and box capacity.  For example, if there are 100 boxes of a given size in a given office where rent is $4 per square foot, and 100 boxes of the same size in another office where rent is $8 per square foot, the Space Provision costs allocated to the boxes in the second office will be twice those allocated to boxes in the first office.  Similarly, for a given location, a box with twice the capacity of another will be allocated twice the Space Provision costs.�



	To apply the allocation methodology, it is first necessary to estimate the number of post office boxes actually in use (by delivery group and box size).  As derived from the Delivery Statistics File, there are a total of 19,202,987 post office boxes installed in the United States in Groups I and II.�  Respondents to the PO Box study reported a total of 14,290,298 boxes installed (see Table 3).  The ratio of these two values (1.344) is used to “factor up” the boxes in use in Table 4 to estimate the distribution across delivery groups and box sizes.  The results are shown in Table 14.







Table 14.  ESTIMATED TOTAL NUMBER OF POST OFFICE BOXES IN USE��Box Size��Delivery

Group�1�2�3�4�5�Total� Per cent��I-A�35,409�2,236�1,239�129�38�39,051�0.3%��I-B�63,586�14,735�5,385�843�911�85,460�0.6%��I-C�4,558,877�1,928,614�641,776�137,917�29,183�7,296,367�48.0%��II�5,141,274�2,065,039�534,762�44,584�4,972�7,790,631�51.1%��Total�9,799,146�4,010,624�1,183,162�183,473�35,104�15,211,509���Per cent�64.4%�26.4%�7.8%�1.2%�0.2%��100.0%��







	All Other, Space Support, and Space Provision costs allocated to box sizes within delivery groups are presented respectively in Tables 15, 16, and 17, which follow.  Total unit costs are presented in Table 18.



	Cost per box in the All Other category is derived by applying the percentage of boxes in a particular delivery group and box size to the total attributable costs in this category ($109.2 million).  The result is a cost per box that is constant for all delivery groups, as shown in Table 15.



Table 15. ALLOCATION OF ALL OTHER COSTS��Delivery Group�Box Size �No. of Boxes�Percentage�Total Costs (thousands)� Costs Per Box���1�35,409�0.23%�$254 �$7.18 ���2�2,236�0.01%�$16 �$7.18 ��I-A�3�1,239�0.01%�$9 �$7.18 ���4�129�0.00%�$1 �$7.18 ���5�38�0.00%�$0 �$7.18 ���ALL�39,051�0.26%�$280 �$7.18 ���1�63,586�0.42%�$456 �$7.18 ���2�14,735�0.10%�$106 �$7.18 ��I-B�3�5,385�0.04%�$39 �$7.18 ���4�843�0.01%�$6 �$7.18 ���5�911�0.01%�$7 �$7.18 ���ALL�85,460�0.56%�$613 �$7.18 ���1�4,558,877�29.97%�$32,715 �$7.18 ���2�1,928,614�12.68%�$13,840 �$7.18 ��I-C�3�641,776�4.22%�$4,605 �$7.18 ���4�137,917�0.91%�$990 �$7.18 ���5�29,183�0.19%�$209 �$7.18 ���ALL�7,296,367�47.97%�$52,359 �$7.18 ���1�5,141,274�33.80%�$36,894 �$7.18 ���2�2,065,039�13.58%�$14,819 �$7.18 ��II�3�534,762�3.52%�$3,837 �$7.18 ���4�44,584�0.29%�$320 �$7.18 ���5�4,972�0.03%�$36 �$7.18 ���ALL�7,790,631�51.22%�$55,906 �$7.18 ��GRAND TOTAL

�15,211,509�100.00%�$109,159 �$7.18 ���	Space Support costs per box are derived by first multiplying the number of boxes in each delivery group and box size by a  factor reflecting the relative capacity of each box size.  For example, box size 2, which is half again as large as box size 1, has a capacity factor of 1.5.  The product is termed “equivalent capacity” in that it represents the equivalent number of size 1 boxes.  Summing equivalent capacity over all box sizes and delivery groups gives the total equivalent capacity.  The percentage of the total equivalent capacity for each delivery group and box size is then applied to the attributable costs in this category ($193.5 million).  The result is a cost per box that varies with box size, but not with delivery group, as shown in Table 16 on the next page.

�

Table 16. ALLOCATION OF SPACE SUPPORT COSTS

��Delivery Group�Box Size �No. of  Boxes�Capacity Factor�Equivalent Capacity�Percentage of Equivalent Capacity�Total Costs      ( thousands)�Costs Per Box���1�35,409�1�35,409�0.1695%�$328 �$9.26 ���2�2,236�1.5�3,354�0.0161%�$31 �$13.90 ��I-A�3�1,239�3�3,717�0.0178%�$34 �$27.79 ���4�129�6�774�0.0037%�$7 �$55.58 ���5�38�12�456�0.0022%�$4 �$111.17 ���ALL�39,051��43,710�0.21%�$405 �$10.37 ���1�63,586�1�63,586�0.3044%�$589 �$9.26 ���2�14,735�1.5�22,103�0.1058%�$205 �$13.90 ��I-B�3�5,385�3�16,155�0.0773%�$150 �$27.79 ���4�843�6�5,058�0.0242%�$47 �$55.58 ���5�911�12�10,932�0.0523%�$101 �$111.17 ���ALL�85,460��117,834�0.56%�$1,092 �$12.77���1�4,558,877�1�4,558,877�21.8267%�$42,233 �$9.26 ���2�1,928,614�1.5�2,892,921�13.8506%�$26,800 �$13.90 ��I-C�3�641,776�3�1,925,328�9.2180%�$17,836 �$27.79 ���4�137,917�6�827,502�3.9619%�$7,666 �$55.58 ���5�29,183�12�350,196�1.6766%�$3,244 �$111.17 ���ALL�7,296,367��10,554,824�50.53%�$97,779 �$13.40 ���1�5,141,274�1�5,141,274�24.6151%�$47,629 �$9.26 ���2�2,065,039�1.5�3,097,559�14.8303%�$28,696 �$13.90 ��II�3�534,762�3�1,604,286�7.6809%�$14,862 �$27.79 ���4�44,584�6�267,504�1.2807%�$2,478 �$55.58 ���5�4,972�12�59,664�0.2857%�$553 �$111.17 ���ALL�7,790,631��10,170,287�48.69%�$94,217 �$12.09 ��GRAND TOTAL��15,211,509��20,886,654�100%�$193,453 �$12.72 ���	As discussed above, Space Provision costs vary proportonately with both box size (capacity) and delivery group (average rent).  In mathematical terms, this can be expressed as:

		ACjk = c (Rj) (ECjk)	(1)

where  ACjk is the attributable cost for delivery group j and box size k, Rj is average cost per square foot for delivery group j, and ECjk is the equivalent capacity for delivery group j and box size k.  The constant of proportionality (c) is determined so as to make the sum over all delivery groups and box sizes equal the attributable cost for space provision ($179.2 million).  Since the average rents per square foot are the same for all box sizes in a given delivery group, this constant can be calculated from the expression:

		c = ($179,233,000)/ Q	(2)

where Q= R1A E1A+ R1B E1B + R1C E1C + R2 E2.  In this expression Ej refers to the total equivalent capacity for delivery group j  ( Ej = (k ECjk ).  The corresponding rents per square foot are in USPS LR - SSR - 99 at 14.  c can be interpreted as the cost for a “basic” unit of capacity and, in this case, equals $1.286.



	The cost per box is calculated by dividing ACjk by the number of boxes in that delivery group and box size.  Therefore, it can also be calculated directly from the expression:

		acjk = c (Rj) (CFk)	(3)

where acjk is the attributable cost per box for delivery group j and box size k, and CFk is the capacity factor for box size k.  The resulting unit costs vary with both box size and delivery group, as shown in Table 17.

Table 17. ALLOCATION OF SPACE PROVISION COSTS��Del. Gp.�Box Size�No. of Boxes�Cap.    Factor�Equivalent Capacity �Percentage of Equivalent Capacity�Average Rent*�Total Costs      (thousands)�Costs Per Box���1�35,409�1�35,409�0.1695%�$18.83 �$858 �$24.22 ���2�2,236�1.5�3,354�0.0161%�$18.83 �$81 �$36.33 ��I-A�3�1,239�3�3,717�0.0178%�$18.83 �$90 �$72.66 ���4�129�6�774�0.0037%�$18.83 �$19 �$145.33 ���5�38�12�456�0.0022%�$18.83 �$11 �$290.66 ���ALL�39,051��43,710�0.21%�$18.83 �$1,059 �$27.11 ���1�63,586�1�63,586�0.3044%�$15.51 �$1,269 �$19.95 ���2�14,735�1.5�22,103�0.1058%�$15.51 �$441 �$29.93 ��I-B�3�5,385�3�16,155�0.0773%�$15.51 �$322 �$59.85 ���4�843�6�5,058�0.0242%�$15.51 �$101 �$119.71 ���5�911�12�10,932�0.0523%�$15.51 �$218 �$239.41 ���ALL�85,460��117,834�0.56%�$15.51 �$2,351 �$27.51 ���1�4,558,877�1�4,558,877�21.8267%�$7.40 �$43,395 �$9.52 ���2�1,928,614�1.5�2,892,921�13.8506%�$7.40 �$27,537 �$14.28 ��I-C�3�641,776�3�1,925,328�9.2180%�$7.40 �$18,327 �$28.56 ���4�137,917�6�827,502�3.9619%�$7.40 �$7,877 �$57.11 ���5�29,183�12�350,196�1.6766%�$7.40 �$3,333 �$114.23 ���ALL�7,296,367��10,554,824�50.53%�$7.40 �$100,469 �$13.77 ���1�5,141,274�1�5,141,274�24.6151%�$5.76 �$38,093 �$7.41 ���2�2,065,039�1.5�3,097,559�14.8303%�$5.76 �$22,951 �$11.11 ��II�3�534,762�3�1,604,286�7.6809%�$5.76 �$11,887 �$22.23 ���4�44,584�6�267,504�1.2807%�$5.76 �$1,982 �$44.46 ���5�4,972�12�59,664�0.2857%�$5.76 �$442 �$88.91 ���ALL�7,790,631��10,170,287�48.69%�$5.76 �$75,354 �$9.67 ��GRAND TOTAL

�15,211,509��20,886,654�100.00%��$179,233�$11.78 ��

* in dollars per square foot.�	These three unit costs are summed in Table 18 to produce the total attributable costs per box for each delivery group and box size.



Table 18. TOTAL ATTRIBUTABLE COSTS PER BOX��Delivery Group�Box Size �No. of  Boxes�Space Provision�Space Support�All Other� Costs Per Box���1�35,409�$24.22 �$9.26 �$7.18 �$40.66 ���2�2,236�$36.33 �$13.90 �$7.18 �$57.40 ��I-A�3�1,239�$72.66 �$27.79 �$7.18 �$107.63 ���4�129�$145.33 �$55.58 �$7.18 �$208.09 ���5�38�$290.66 �$111.17 �$7.18 �$409.00 ���ALL�39,051�$27.11 �$10.37 �$7.18 �$44.66 ���1�63,586�$19.95 �$9.26 �$7.18 �$36.39 ���2�14,735�$29.93 �$13.90 �$7.18 �$51.00 ��I-B�3�5,385�$59.85 �$27.79 �$7.18 �$94.82 ���4�843�$119.71 �$55.58 �$7.18 �$182.47 ���5�911�$239.41 �$111.17 �$7.18 �$357.75 ���ALL�85,460�$27.51 �$12.77 �$7.18 �$47.46 ���1�4,558,877�$9.52 �$9.26 �$7.18 �$25.96 ���2�1,928,614�$14.28 �$13.90 �$7.18 �$35.35 ��I-C�3�641,776�$28.56 �$27.79 �$7.18 �$63.52 ���4�137,917�$57.11 �$55.58 �$7.18 �$119.87                              ���5�29,183�$114.23 �$111.17 �$7.18 �$232.57 ���ALL�7,296,367�$13.77 �$13.40 �$7.18 �$34.35 ���1�5,141,274�$7.41 �$9.26 �$7.18 �$23.85 ���2�2,065,039�$11.11 �$13.90 �$7.18 �$32.19 ��II�3�534,762�$22.23 �$27.79 �$7.18 �$57.20 ���4�44,584�$44.46 �$55.58 �$7.18 �$107.22 ���5�4,972�$88.91 �$111.17 �$7.18 �$207.25 ���ALL�7,790,631�$9.67 �$12.09 �$7.18 �$28.94 ��GRAND TOTAL

�15,211,509�$11.78 �$12.74 �$7.18 �$31.68 ��

� The fee groups are defined in the Domestic Mail Manual (DMM ( D910.4).  Essentially, Group I fees apply at city delivery offices, Group II fees apply at non-city delivery (NCD) offices, and Group III fees apply at contract facilities administered by NCD offices.



� See United States Postal Service, Address Information Products Technical Guide, June 1995, p. 3-2.  The full name of the file is the City State, Street Alias and Zone Split file.  A copy of the relevant pages appears in USPS LR - SSR - 113 (Item 4).

�  See USPS LR - SSR - 118 (Item 2).

�   See USPS LR - SSR - 99 (Item 1) for details.

�  See USPS LR - SSR - 118 (Item 5).

� In constructing these figures, certain outliers that reported very high fees were left out so that the vertical scale would be more appropriate to the remaining data.

� In constructing Figure 9, one outlying response was left out so that the vertical scale would be more appropriate for the remaining terms.  One CMRA reported a large box size of almost 2 feet by 3 feet.  Deleting this outlier from the distribution reduced the average frontal area for large boxes to 72.3 square inches, or almost the same as post office box size 3.

�  USPS LR - SSR - 3.

�  USPS LR - SSR - 1 at 11-2 to 11-4, 15-5 to 15-6, 16-3, 18-3 to 18-4, and Appendix F.

�  R90-1, USPS LR-F-183, Part I at 8-11



�  Ibid.



�  See USPS LR - SSR - 93 (Item 1).
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