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AUTOBIOGRAPHICAL SKETCH





My name is Charles L. Crum.  I have worked for the Postal Service since 1995 as an Economist in the Special Studies office within Activity Based Management (formerly Product Cost Studies within Product Finance).   I have observed postal operations in numerous Bulk Mail Centers (BMCs), Processing and Distribution Centers (P&DCs), delivery stations, and other facilities.  


In Docket No. R97-1, I provided cost testimony supporting the new Parcel Post dropship discounts including DDU (Destination Delivery Unit), DSCF (Destination SCF), and OBMC (Origin BMC).  In addition I produced updated analyses of DBMC Parcel Post cost savings and Bound Printed Matter Carrier-Route Presort cost savings.  I also testified regarding the cost difference between Standard Mail (A) parcels and flats in support of the Standard Mail (A) parcel surcharge.   


Prior to joining the Postal Service, I was employed by Westvaco Corporation between 1989 and 1995 in a series of increasingly responsible positions within both the Fine Papers and Envelope divisions.  My assignments included duties in the areas of financial/cost/economic analysis, accounting, management, quality, systems, and administration at several plant locations throughout the United States.  Most recently, I was Administrative Manager (Controller) at the Indianapolis Envelope Plant.


I earned a Bachelor of Science degree, cum laude, in Engineering Operations from North Carolina State University in 1985 and a Master’s of Business Administration from the Fuqua School of Business at Duke University in 1989.  �
I. 	PURPOSE OF TESTIMONY AND GUIDE TO RELATED DOCUMENTATION


The purpose of my testimony is to supply witness Moeller with cost data necessary to support the Standard Mail (A) destination entry discounts and the surcharge on Standard Mail (A) pieces that are neither letter- nor flat-shaped.   My purpose is also to provide witness Kiefer with necessary cost data to support the proposed DDU (Destination Delivery Unit), DSCF (Destination SCF), and DBMC (Destination BMC) dropship discounts as well as the Carrier Route Presort discount for Bound Printed Matter.  Finally, I provide to witness Taufique the cost data necessary to update the Periodicals dropship discounts for Regular and Nonprofit.


This testimony draws from USPS LR-I-109 and LR-I-175.  Both library references were prepared by me or under my supervision and are closely associated with my testimony.


II.	STANDARD MAIL (A) DESTINATION ENTRY COST SAVINGS


A.    Background


Destination entry discounts in Standard Mail (A) were first introduced in Docket No. R90-1 based on cost testimony presented by witness Acheson.  His analysis showed both Transportation and Nontransportation cost savings.  Transportation savings included estimated avoided costs in Purchased Transportation (Cost Segment 14) and Postal Owned Vehicles (Cost Segment  8 - Vehicle Service Drivers).  Nontransportation savings included the mail processing costs saved when container handlings are avoided at various intermediate facilities.  My analysis follows the same basic format first proposed by witness Acheson and later revised and presented in both Docket No. MC95-1 and Docket No. R97-1.


B.     Transportation Savings


In aggregate, my analysis of transportation costs uses the same equation first presented by witness Acheson in Docket No. R90-1.  The equation says that the total cost per pound of transporting all Standard Mail (A) to the destination delivery unit is comprised of:  (1)  the cost of transporting the pounds entered at the destination SCF to the destination delivery unit times the proportion of pounds entered at the destination SCF plus (2) the cost of transporting the pounds entered at the destination BMC to the destination delivery unit times the proportion of pounds entered at the destination BMC plus (3) the cost of transporting the pounds plantloaded or entered at origin facilities to the destination delivery unit times that proportion.


Some of these transportation costs are incurred based on weight.  Most are actually incurred in the Highway and Railroad segments where the cost driver is cubic feet and not weight.  In those instances where cubic feet is the true cost driver, weight can generally be considered a good proxy because the majority of volume in bulk Standard Mail (A) consists of the same material (paper) and has a relatively similar density (pounds per cubic feet).  I continue to express estimated cost savings on a per pound basis.        


The starting point for this analysis is the entry profile listed in Attachment A, Table 1 which shows the estimated point of entry for Standard Mail (A) pounds in the Test Year.  Table 1 is developed from Tables 4.1 through 4.3.  These tables pull data from Library Reference LR-I-105 First-Class, Standard Mail (A), and Periodicals volumes by Shape and Weight Increment.   Tables 2 and 3 of Attachment A remain basically unchanged from the analysis presented in Docket No. R97-1 and show the estimated flowpaths for bulk Standard Mail (A).  Attachment B, Table 1 shows estimated Test Year pounds on each flowpath and by type of transportation leg and Table 3 of Attachment B summarizes those results.


After getting the pounds by each transportation category, I then needed to find the costs by transportation category.  These are developed in Tables 5 through 8 of Attachment B.  Table 6 shows the Base Year transportation costs by account from the Base Year CRA presented in the testimony and workpapers of witness Meehan (USPS-T-11) and puts them into Test Year dollars based on the projection factors developed in Table 5.  Table 7 adjusts these costs based on the proportion of Intra-SCF transportation costs that support the transportation network of Standard Mail (A) pieces and are not incurred in other types of activities (e.g. delivery).  Adjusted Test Year costs are then allocated to the transportation categories of Intra-SCF, Intra-BMC, and Other as presented in Table 8.  Finally, I make a mail mix adjustment based on the testimony of witness Daniel (USPS-T-28) to more accurately estimate Test Year transportation costs.  Table 8 shows this adjustment.


	We now have all the necessary data to solve our equation.  Table 4 combines the Test Year pounds by transportation category developed in Table 3 with the Test Year costs developed in Table 8 to get costs per pound by transportation category.   We know the proportion of mail entered at origin facilites, at destination BMCs, and at destination SCFs.  The next step, then, is to solve the equation for the cost per pound of transporting origin entered mail to the destination delivery unit.  Calculating DBMC, DSCF, and DDU cost savings becomes a matter of subtraction.  Based on Test Year 2001 costs, the model shows potential transportation savings for DBMC entered Standard Mail (A) as $0.0962/lb , the potential savings for DSCF entered mail as $0.1096/lb, and the potential savings for DDU entered mail as $0.1329/lb. 


	C.     Non-Transportation Savings


Like transportation savings, nontransportation savings are estimated using the equation first presented in Docket No. R90-1 by witness Acheson.  The equation says that the total cost per pound of crossdocking Standard Mail (A) through the postal system to the destination delivery unit is equal to (1)  the cost per pound of crossdocking destination SCF entered mail to the destination delivery unit times the proportion of pounds entered at the destination SCF plus (2) the cost per pound of crossdocking destination BMC entered mail to the destination delivery unit times the proportion of pounds entered at the destination BMC plus (3) the cost per pound of crossdocking origin entered mail to the destination delivery unit times the proportion of pounds entered at origin facilities.  The costs described here are actually incurred on a per container basis and consist of unloading containers at inbound docks, movement of containers through the facility to outbound docks, and loading of the containers to trucks at the outbound docks.  While cubic volume of the pieces can limit the amount that can fit in or on a given container, weight also can be a good proxy, and is used here because of the relative similarity in density for the majority of Standard Mail (A) pieces.


Tables 1-4 of Attachment E develop the input percentages (how mail arrives at each facility) used in the crossdocking models in Attachment D.  Basically this data provides the probability that a particular modeled activity will occur.  The summary probabilities are shown in Column 1, Attachment D, Tables 1-15.  In Tables 5-7, Attachment E presents the productivities for the various modeled activities.  In the Postal Service's proposal in Docket No. R97-1, mail processing productivities were adjusted by an explicit econometric volume variability factor that varied between about 50 and 100 percent.  In this docket, the MTM productivities are adjusted only by an implicit volume variability or cost pool adjustment factor.  This is consistent with the historical presentation of CRA cost data and results in effective volume variabilities at or near 100 percent. The impact of this change in approach is to raise Standard Mail (A) mail processing costs and cost savings over what they would be if explicit volume variability factors would have been considered for these types of operations as in Docket No. R97-1.  The productivities are presented as MTM minutes per container in Column 2, Attachment D, Tables 1-15.  


Attachment D presents models for each of the fifteen potential entry and crossdocking locations.  The output of each model is the estimated cost per pound of moving containerized mail through the facility without sortation.  These costs vary by both type of facility and whether the container is a sack, tray, or pallet.  Once the cost of moving containerized mail through the system is known, the estimated mail processing savings of avoiding facilities can be estimated.


The outputs from the fifteen models presented in Attachment D are shown in Table 5 of Attachment C.  To get a cost per facility (e.g. Originating SCF), the results by container in Table 5 must be weight-averaged together.  Table 6 shows the proportion of weight in each type of container entered at the various facilities.  Table 7 uses these proportions to develop an estimated average cost to crossdock bulk Standard Mail (A) through each of the listed facilities.  Table 2 of Attachment C presents a summary of the cost per pound to handle containerized mail at each of the facilities.


In Table 3 of Attachment C, the cost of crossdocking through each facility is combined with the amount of pounds on each of the thirteen flowpaths to estimate the total handling costs.  Table 4 of Attachment C divides the total Test Year handling costs by the total Test Year pounds of bulk Standard Mail (A) to get the average Test Year handling costs per pound.  We now have all the data necessary to solve our equation.  The proportion of mail deposited at origin facilities, DBMCs, and DSCFs is known from Attachment A, Table 1.  The cost of crossdocking mail at DBMCs and DSCFs is known from Attachment C, Table 7.  Solving the equation gives us the cost per pound of crossdocking mail from origin-entered facilities to the destination delivery unit.   This is the cost avoided by DDU dropship.  Calculating DBMC and DSCF cost savings is, then, a matter of subtraction.  Based on Test Year 2001 costs, the estimated non-transportation savings for DBMC entered Standard Mail (A) are $0.0182/lb , the savings for DSCF entered mail are $0.0300/lb, and the savings for DDU entered mail are $0.0399/lb.  


D.     Summary


To get the total cost savings of destination entered Standard Mail (A), one need simply add the transportation savings to the nontransportation savings.  This gives the total estimated savings of depositing Standard Mail (A) pieces at various destination facilities.  The savings are derived and presented on a per pound basis as summarized in the chart below.





Figure 1 - Standard Mail (A) Destination Entry Cost Savings





Entry Point		Savings/Pound


Destination BMC		$0.114


Destination SCF		$0.140


Destination DDU		$0.173





III.     STANDARD MAIL (A) NONLETTER COST DIFFERENCES


A.      Background


In Docket No. R97-1, I presented an analysis of the cost difference between flats and parcels in Standard Mail (A) to support the Postal Service's 10 cent surcharge on parcels  (residual shaped pieces not defined as letters or flats).  That analysis was another step on the path towards more fully recognizing the impact of shape on costs in Standard Mail (A).  My analysis in this case follows a very similar format as that presented in Docket No. R97-1. 


While my current analysis is very similar to the one presented in Docket No. R97-1, two major changes have occurred which have opposing impacts on the cost results.  First, as the surcharge was implemented, it was decided that those parcels which are under 1.25 inches in thickness could qualify for the flat automation rate if they met all the other criteria of the flat automation rate and were properly prepared.   As implemented, then, the surcharge will not be applicable to some unknown subset of parcels.  These parcels with thicknesses between .75 inches and 1.25 inches and being fully prepared as automated flats are the most similar to flats and will likely have the most similar cost characteristics to flats.  The logical conclusion, then, is that the pieces still subject to the surcharge will have a higher cost than those presented in this analysis and my estimate of the cost difference is conservative.  It is also important to note that the definition of a parcel has not changed in the Postal data systems and that all the data from Base Year 1998 presented in this case precedes the implementation of the surcharge.  


The second change from my presentation in Docket No. R97-1 is the calculation of mail processing costs.  In Docket No. R97-1, the Postal Service proposed explicit econometric-based volume variability factors as part of their mail processing cost presentation.  That was not done in this docket for effectively all of the parcel operations and some portion of the flats operations.  The impact of this change is to expand the cost difference between flats and parcels beyond its level under the Docket No. R97-1 volume variability proposal. 


B.      Analysis and Presentation


My testimony uses the volumes and costs by shape presented in Attachment F to show the cost difference within Standard Mail (A) nonletters between parcels and flats.  Volumes by shape (letter, flat, parcel) and rate category within Standard Mail (A) are presented in Tables 1 and 2 of Attachment F.  They are derived from the Permit system and tied to official Revenue, Pieces, and Weight (RPW) totals.  Costs are based on the In-Office Cost System (IOCS) and the Cost and Revenue Analysis (CRA) report and its workpapers.  Additional analyses refine the Elemental Load section of City Carrier Street costs and the Rural Carrier cost allocation.  Parcel density (pounds per cubic foot) is from a special study originally presented in PCR-38, Appendix C, Docket No. MC97-2.  I have chosen to use the average density for all Standard Mail (A) parcels from that study as opposed to separating the densities by subclass because I believe that represents the most reasonable estimate available for Standard Mail (A) parcels overall.  I also use a new analysis of Window Service costs to develop those costs by shape.


Shape specific costs are estimated explicitly for seven cost components within the CRA: mail processing, window service, city delivery carriers (in-office and street), vehicle service drivers, rural delivery carriers, and transportation.  The other cost segments are accounted for by the use of piggyback factors and a final control to CRA totals that allocates the remaining costs based on mail volume.  


Total Base Year mail processing costs are developed by shape from the cost by segment analysis in the testimony of witness Smith (USPS-T-21).  These costs include worksheet adjustments, premium pay adjustments, and piggyback factors.  


Window service costs by shape were developed from a new analysis presented in the testimony of witness Degen and taken from the testimony of witness Daniel.  Please refer to USPS-T-16 and USPS-T-28.


City carrier in-office costs from the CRA (Cost Segment 6) are allocated based on the key shown at the bottom of Attachment F, Tables 3.1 through 3.4.  That key is based on the LIOCATT System Summary for carrier costs presented in Report ALA860P13 in the workpapers of witness Meehan (USPS-T-11).  City carrier street costs from CRA cost segment 7.1 (Route time) and 7.2 (Access time) are allocated based on mail volume.  Cost segment 7.3 (Elemental Load) is allocated based on the key developed in the testimony of witness Daniel (USPS-T-28) and presented at the bottom of Attachment F Tables 3.1 through 3.4.  Cost segment 7.4  (Support) is distributed in proportion to the sum of the costs allocated in segments 6 to 7.3 above.


	Vehicle Service Driver costs (cost segment 8) are allocated based on the cubic volume key.  Likewise, Highway and Rail purchased transportation costs (cost segment 14) are allocated based on the cubic volume key.  Domestic Air and Domestic Water purchased transportation costs are allocated based on the weight distribution key.  Finally, rural delivery carrier costs (Cost segment 10) are allocated based on the distribution key developed in the testimony of witness Daniel (USPS-T-28) and presented at the bottom of Attachment F, Tables 3.1 through 3.4.  


	As in Docket No. R97-1, I combine the four subclasses of Standard Mail (A) for my presentation. Tables 3.1 through 3.6 of Attachment F show the data by subclass and by carrier route versus other.  The following chart summarizes FY 1998 data from Table 3 of Attachment F.





Figure 2 - Base Year 1998 Bulk Standard Mail (A) Costs By Shape





Cost Per Piece (cents)


	Parcels		78.0


	Flats		12.2


	Difference		65.8





To find the Test Year 2001 cost difference per piece, I multiply the 65.8 cents described above by the test year/base year wage rate adjustment  factor of 1.124.  This gives 74.0 cents as my estimate of the Test Year 2001 cost difference between parcels and flats in bulk Standard Mail (A).


	The degree of presort and depth of dropshipment can each have an impact on costs.  Standard Mail (A) flats are somewhat more finely presorted and deeply dropshipped than parcels.  I have adjusted the parcel/flat cost difference to account for this.  Table 4 of Attachment F shows my estimate that .4 cents of the 74.0 cent cost difference is due to the deeper entry of flats and 8.1 cents is due to the finer presort of flats.  This leaves 65.5 cents per piece as my estimate of the FY 2001 shape-related cost difference between Standard Mail (A) parcels and flats.


	This adjustment is extremely conservative because, in reality, parcels not only cost more than flats, but also save somewhat more than flats when they are dropshipped and presorted.  If this difference was measured and presented in Table 4, the unit costs avoided by parcels would increase.  Therefore, the 8.5 cent adjustment would decline and perhaps become an addition to, rather than a subtraction from, the stated cost difference. 


C.	SUMMARY


My testimony has identified cost differences between flats and parcels within Standard Mail (A).  I have backed out the portion of the cost differences due to differing levels of dropship and presort.  As previously stated, my purpose is to support witness Moeller’s proposed surcharge of nonletter, nonflat-shaped mail.  My costs and volumes cover the same full range (Regular, ECR, Nonprofit, and Nonprofit ECR) of pieces that witness Moeller’s surcharge will impact.  On the basis of my analysis I estimate the adjusted Test Year 2001 cost difference between flats and parcels within bulk Standard Mail (A) nonletters to be 65.5 cents per piece.





IV.      BOUND PRINTED MATTER CARRIER ROUTE COST SAVINGS


A.     Background


In Docket No. R84-1 the Postal Service proposed a discount for bulk Bound Printed Matter presorted to individual carrier routes and box sections based on an analysis by witness Madison (USPS-T-16).  I updated this analysis in Docket No. R97-1 based on a variety of new inputs.  The current level of the discount is 7.7 cents.


B.     Mail Processing Savings


My analysis uses a similar format and much of the same basic data that I presented in Docket No. R97-1.  I have updated the wage rate and piggyback factor, adjusted for the current volume variability assumptions, and revised the bundle sorting productivity based on a recent study presented in LR-I-88 (Flats' Bundle Study).  See also USPS-T-25, Section 3.  I assisted in the data collection portion of that study and believe it represents a clear improvement to the previous estimates used.  Attachment G of my testimony fully describes and documents the analysis of carrier route cost savings. 


C.     Summary


Based on my analysis, I estimate that the mail processing savings of Carrier Route Presorted Bound Printed Matter as compared to Basic Presorted Bound Printed Mattter is 7.7 cents per piece at  Test Year 2001 cost levels. 


 


V.      BOUND PRINTED MATTER DESTINATION ENTRY DISCOUNTS


	A.      Introduction


	Bound Printed Matter (BPM) is a Standard Mail (B) subclass comprised mostly of bulk-entered books, catalogs, and telephone directories.  Books without enclosed advertising were officially allowed into the subclass after Docket No. R90-1.  The subclass is zoned and has been separated into basic presorted and single piece categories since before postal reorganization.  As discussed in the preceding section (IV), a carrier-route presort discount was added in February 1985.  


Because of its zoned nature and local/non-local rates, Bound Printed Matter is already entered fairly deeply into the system.  However, mail is often entered in ways that are inconsistent with current Postal operations.  For example, some mail that is apparently entered deeply into the system and pays the Local rate can actually be more costly for the Postal Service to transport and process than less deeply entered mail.  This can occur because the Local rate is no longer consistent with USPS mail processing or transportation networks and Local pieces can have higher costs than similar non-Local pieces.   The Postal Service is, therefore, proposing the elimination of the Local rate in the testimony of witness Kiefer (USPS-T-37).   Also, mail is sometimes entered at facilities geographically close to, but outside of the destinating service area of the piece.  This mailer zone-skipping can require backhauling and rerouting on the part of the Postal Service which can result in increased costs for the subclass.  


My testimony will provide the cost support for a new and improved rate structure for Bound Printed Matter.  This new structure will allow mailers a variety of new options of where and how to enter their mail.  The new structure should also lower USPS costs by discouraging more expensive behavior and providing the proper incentives consistent with current Postal Service operations.  Dropship discounts have proven to be popular and appropriate in Periodicals, Standard Mail (A), and Standard Mail (B) Parcel Post.  My testimony will supply witness Kiefer the estimated zoned transportation costs for all Bound Printed Matter including destination BMC (DBMC), destination SCF (DSCF), and destination delivery unit (DDU) entered pieces as well as non-destination entered pieces.  I am also providing witness Kiefer the per piece mail processing savings for DBMC entered pieces versus non-destination entered pieces as well as the DSCF and DDU entered mail processing savings relative to DBMC entered mail.


B.      Mail Processing


When Bound Printed Matter is dropshipped to destinating facilities, it avoids the mail processing costs associated with loading, unloading, and crossdocking at origin facilities.  Mail that is entered at the destination BMC avoids all mail processing at origin non-BMC facilities and handling at the origin BMC.  A simple description of the Standard Mail (B) processing network is included with the entry profile in Attachment H.  The entry profile in Attachment H references the Bound Printed Matter Mail Characteristics Study (LR-I-109).  In the language of the Postal Service's cost systems, "outgoing" costs describe the costs at origin facilities.  Attachment I presents the outgoing mail processing costs at non-BMC and BMC facilities and the total estimated costs per piece that DBMC BPM pieces will avoid.  Being consistent with the Postal Service's volume variability assumptions in this case, I estimate that DBMC entered Bound Printed Matter will save $.380 relative to non-DBMC entered pieces at Test Year 2001 cost levels.  If one were to assume explicit volume variability factors similar to those presented for these types of operations by the Postal Service in Docket No. R97-1, the estimated savings would be lower. 


Bound Printed Matter pieces entered at the destinating SCF avoid all the mail processing activities at the destinating BMC.  To estimate this savings, I use the basic principles included in the Standard Mail (B)/Parcel Post mail processing models introduced in Docket No. R97-1 and testified to by witness Eggleston in this case.  Attachment J, Table 1 presents the model of DBMC entered Bound Printed Matter.  Attachment J, Table 2 presents the model of DSCF entered Bound Printed Matter.  To calculate the savings of DSCF entered BPM relative to DBMC entered BPM, I subtract the $.1265 costs for DSCF from the $.2761 costs for DBMC.  The difference gives the Test Year 2001 estimated cost savings for DSCF entered BPM as $.1496 or 15.0 cents.


To calculate the costs avoided by destination delivery unit entered Bound Printed Matter, I merely take the total modeled DBMC costs.  These are all avoided by DDU entered pieces because all of the modeled operations are avoided.  I assume that mailers will be required to unload at the delivery unit so mailer entered DDU pieces will be at an equivalent point as DBMC entered pieces after they are unloaded.  The Test Year 2001 estimated per piece cost savings for DDU entered mail relative to DBMC entered mail is, then, $.2761 or 27.6 cents.


C.      Transportation


Bound Printed Matter that is dropshipped to destinating facilities avoids the legs of Postal transportation necessary to move them to those facilities if they are entered at origin facilities.  In Attachment K, I develop transportation costs for DBMC entered Bound Printed Matter from the "bottom up" in a matter somewhat similar to the approach testified to by witness Hatfield for Standard Mail (B) Parcel Post in Docket No. R97-1.  Table 1 of Attachment K presents Base Year Cost Segment 14 Purchased Transportation costs divided into long distance, intermediate, and local costs.  Long distance is further divided into zone and non-zone related costs.  Table 2 adds in Cost Segment 8 Vehicle Service Driver (Postal Owned Vehicle) costs and then allocates the costs in Test Year terms to the four categories.  Table 3 presents unadjusted DBMC and non-DBMC BPM transportation costs per pound by zone.   Table 4 presents the rationale for determining the proportion of Cost Segment transportation costs actually incurred in transporting activities as opposed to other activities such as delivery (see also Attachment B, Table 7 and the discussion in part II, section B above).  In addition, Table 4 shows the unadjusted DSCF transportation costs.  Table 5 presents the distance relation factor used to allocate certain air costs to zone distance related versus non-zone distance related categories.  Table 6 presents the final transportation costs results including the allocation of the residual transportation segment costs to Bound Printed Matter.


D.      Summary


Bound Printed Matter has an outdated rate structure.  The new dropship discounts that my cost testimony support will make Bound Printed Matter's structure more similar to that of other subclasses.  It will provide new options for mailers and should improve operational efficiencies.  My testimony presents mail processing and transportation cost savings supporting discounts for DDU, DSCF, and DBMC entered Bound Printed Matter and uses much of the basic dropship discount logic that has proven successful in other subclasses.   A summary of the transportation costs is presented in Table 6 of Attachment K and the Test Year 2001 mail processing cost savings estimates are summarized in the chart below.





Figure 3 - Bound Printed Matter Mail Processing Cost Savings ($/piece)


DBMC (relative to non-dropship)  = $.380


DSCF (relative to DBMC)             = $.150


DDU (relative to DBMC)               = $.276





VI.     PERIODICALS DESTINATION ENTRY COST SAVINGS


A.     Background


In Docket No. R84-1, the Postal Service proposed a discount for second-class (now Periodicals) mail that is deposited at the destination SCF based on a cost analysis by witness Byrne.  This analysis was revised in Docket No. R87-1 and was expanded to include a destination delivery unit entry discount in Docket No. R90-1 based on the testimony of witness Acheson.  Witness Byrne presented an updated version of the analysis in Docket No. MC95-1 and witness Smith presented the analysis in Docket No. R97-1.  





B.      Analysis & Presentation


The purpose of this analysis is to estimate the mail handling cost savings the Postal Service realizes when mailers deliver their Regular or Nonprofit Periodicals to a destination SCF or delivery unit, as opposed to entering the Periodicals at origin facilities.  When mailers enter their Periodicals at origin facilities or intermediate facilities, these Periodicals must undergo bulk transfer types of mail processing operations at the non-destination locations.  By delivering Periodicals to a destination facility, customers save the Postal Service the cost of these bulk transfer operations.  This testimony estimates those types of mail processing savings.  The results of the cost analysis will serve as an input to witness Taufique who estimates transportation savings and recommends rates for Periodicals. 


The savings presented in this testimony are relative to Zone 1/2 Periodicals mail processing costs.  In past proceedings (Docket Nos. R87-1, MC95-1, MC96-2, and R97-1), the Postal Service has assumed that non-destination SCF zone 1 and 2 Periodicals will always incur one handling through a transfer hub before being dispatched to the destination SCF.  Because most transfer hubs are BMCs, the costs of BMCs are assumed to proxy for the cost of transfer hubs in this analysis.   Twenty percent of non-destination SCF zone 1 and 2 Periodicals have also been assumed to incur a trip through a non-destination SCF/ADC before being dispatched to the destination SCF.  The same assumptions are used in this docket.  


The types of bulk transfer handlings incurred at non-destination facilities include the unloading of Periodicals containers (pallets, sacks, and outside bundles) from trucks at inbound docks, movement of these types of containers through the facilities to outbound docks, and finally loading of the containers onto trucks at the outbound docks.  


Attachment L (Periodicals Regular DSCF and DDU Mail Processing Cost Savings) and Attachment M (Periodicals Nonprofit DSCF and DDU Mail Processing Cost Savings) use a series of calculations to estimate the costs avoided at SCFs and BMCs.  All calculations occur for both Regular and Nonprofit Periodicals.  First, pieces processed per hour are calculated by multiplying the productivity per container times the pieces per container. The productivities used in this analysis are adjusted only by implicit volume variability factors that are near 100 percent.  This is done to be consistent with Postal Service assumptions in this docket and differs from the Postal Service presentation in Docket No. R97-1 where explicit volume variability factors ranging between about 50 and 100 percent were used.  Next, total labor cost per hour is calculated by multiplying the wage rate by the piggyback factor times the premium pay factor.  Using the two previous calculations, cost per piece by operation is calculated by dividing labor cost per hour by the number of pieces per hour.  


The next goal is to develop the total weighted cost per piece by facility (BMC or SCF).   The operations are divided by container type (pallet or sack) and sack operations are further subdivided into mechanized or manual.   Each of these groups of operations are summed and then multiplied by the proportion of pieces estimated to go through those sets of operations.  This gives a weighted average cost per piece by facility, which is presented in both Attachment L and Attachment M at the bottom of Tables 3 and 4 and also in the summary Table 5.  Finally, costs per pound are calculated by multiplying the weighted cost per piece savings by pieces per pound using data found in the 1998 Revenue Pieces and Weight report (USPS-T-4 and USPS-T-5).  


The above calculations provide the weighted cost estimates of handling Periodicals at SCFs and BMCs.  The final step in the process is estimating the actual cost savings of depositing pieces at destinating SCFs and delivery units.  As previously discussed, this analysis assumes that all non-destination SCF zone 1 and 2 Periodicals will incur one handling through a transfer hub before being dispatched to a destination SCF while 20 percent will also incur an SCF cross-docking.  Therefore, the estimated avoided costs for DSCF entered Periodicals are calculated as 100 percent of the BMC handling costs plus 20 percent of the SCF handling costs.  The estimated avoided costs for DDU entered Periodicals are the DSCF costs avoided plus an additional 96.86 percent of the handling costs through an SCF.  This is calculated by using the estimate that 96.86 percent of Periodicals travel from destinating BMCs to destinating delivery units via destinating SCFs while 3.14 percent travel directly from DBMCs to DDUs.  DDU entered Periodicals do not avoid an SCF for the 3.14 percent of the time when there is direct transportation between the destinating BMC and destinating delivery unit.


C.       Summary


Appendices L and M of this testimony show the inputs and equations used to calculate the cross-docking costs avoided by SCF rate and delivery unit rate Periodicals for both Regular and Nonprofit.  The chart below summarizes the cost savings results, reflected in dollars per piece: 





Figure 4 - Periodicals Destination Entry Cost Savings  





Entry Point		Cost Savings ($/piece)


Periodicals Regular:


Destination SCF		$0.0172	


Destination DDU		$0.0301


Periodicals Nonprofit:


Destination SCF		$0.0091			


Destination DDU		$0.0159
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