
COST SEGMENT 14PRIVATE 


TRANSPORTATION


14.0
SUMMARY



This segment covers the costs of transportation procured by contract from air carriers, as well as trucking, rail, and shipping compan​ies.  A given contract is usually limited to transportation covering a geographic area or route struc​ture under a set schedule of transportation services and rates.



In addition to the actual transportation, contracts often include the incidental handling of mail and containers at terminals and transfer points, charges for terminal dues, and other expenses. Particular activities and conditions of service may also be incorporated.  For example, some con​tracts combine point‑to‑point carriage of mail in bulk with mail delivery to individual customers.  Highway contracts especially may include provisions for occasional extra trips and other temporary arrangements that are needed to deal with unusual transportation requirements.



The accrued costs of this segment in FY 1999 totaled $4,284,007 thousand. 


14.0.1
Segment Costs


Within the postal system of accounts, distinctly numbered accounts are maintained for each of the principal modes of transportation and related expenses.  Additional cost infor​mation is obtained from collateral memos and studies.  The accrued costs of the recognized categories of transportation are obtained directly from trial balances of the appropriate accounts, adjusted as necessary by data from the collateral memos and studies.  Determinations of volume variable costs of purchased transportation require detailed considerations of the par​ticular mail classes involved in the different transporta​tion arrangements.  In the present development, each dis​tinct transportation mode is regarded as a separate cost component.  The costs for each component are developed and distributed quarterly.  Details of the accounts and booked costs analyzed in this segment are shown in the Fiscal Year 1999 Cost Segments & Components Reconciliation to Financial Statements and Account Reallocations, pages 37-41.


14.0.2
Component Costs


Costs of this segment are classified by component as described below; amounts are summarized in the following table (detail may not add to total due to rounding).

PRIVATE 


FY 1999 Costs (Thousands)


Component
Total

Accrued
Volume

Variable

14.1  Domestic Transportation 
$3,801,658
$3,095,517

             Air Transportation
1,530,145 
1,195,737 

             Highway Transportation
1,964,226
1,596,454

             Railroad Transportation
282,600
280,656

             Water Transportation
24,687
22,670

14.2  International Transportation 
482,349
613,735


TOTAL a/
$4,284,007
$3,709,252



a/  Total accrued costs include Product Specific Costs which are shown in Appendix I, Table I-1.


14.1
DOMESTIC TRANSPORTATION


14.1.1
Air Transportation

14.1.1.1
Description and Rationale for Classification


Domestic air transportation consists of the air conveyance of mail throughout the 50 states (and Puerto Rico) by sched​uled commercial air carriers, network contract arrangements, and air taxi operators.  Mail is carried primarily on sched​uled commercial airlines; air taxis are used for times and places where suitably scheduled flights are unavailable or inadequate.  The network contracts provide weekday transportation between high‑volume cities.  A separate network and related air taxis also operate during the two weeks prior to Christmas to provide airlift for seasonal peak volumes.  Generally, air transportation is con​fined to preferential mail, but all types of mail, preferential and nonpreferential, are carried by air, especially within Alaska and Hawaii.  Dif​ferences among kinds of mail and transportation routes are taken into account by developing costs separately in five categories: Passenger Air; Network; Daynet and HASP; Christmas; Alaska and Hawaii; and Air Taxi.



Passenger Air.  By far the most common kind of domestic air transportation, passenger air costs include system carriage of loose parcels, sacks, trays, and containers.  Under contracts with individual carriers, the Postal Service purchases transportation on any part of a carrier's system at a uniform linehaul rate applicable to all carriers.  Individual carriers are paid a terminal handling rate per pound and a linehaul rate per pound-mile.  System costs are regarded as fully variable with volume. Other miscellaneous costs included in this component are:  (a) commuter and Pacific airline costs, (b) emergency and temporary air transportation costs and (c) miscellaneous adjustments, claim adjustments and the passenger air portion of excise tax costs.  Each of these costs is treated as fully volume variable.



Network.  Network costs are for the Eagle and Western Networks, both of which are air mail hub‑and‑spoke operations providing transporta​tion of mail among cities with high mail volumes. Under the network contracts, all aircraft provided by the carrier are fully dedicated to network transportation and costs are incurred on a per‑trip basis without regard to the mail volume carried.  The volume variability of network costs is determined in two steps.  First, the hypothetical cost of providing the equivalent service via passenger air is determined.  These costs are variable with volume.  Remaining, “premium” costs are incremental to Express Mail.  A portion of excise tax costs are also included as are a share of personnel screening costs incurred for network operations.



Daynet and HASP: Daynet costs are incurred by the use of aircraft (and ground support operations) dedicated to the transportation of mail.  Unlike the Eagle and Western networks, these aircraft operate during the daytime with the mission of improving service for mail with a two- or three-day service commitment (i.e., First-Class and Priority Mail).  Daynet costs are incurred on a per trip basis.  The cost of the Daynet is treated as fully volume variable.  Certain costs associated with the Hub and Spoke (HASP) operations at the Indianapolis hub are provided under the TNET (Eagle ground support) contract.  Like the costs of the Daynet, HASP costs are incurred to improve service for two- and three-day mail.  In addition to these costs, a portion of excise tax and personnel screening expenses are included.



Christmas.  Network and air taxi costs for Christmas air operations are separately identified. The hub and spoke network costs are incurred in the same fashion as Eagle and Western Network costs.  Christmas air taxis are incurred in the same fashion as air taxis discussed below.  A portion of excise tax and personnel screening costs are also included.  As with the Eagle and Western networks, the volume variability of the network elements of this category is determined in two steps.  Passenger-air-equivalent costs are calculated.  These costs are variable with volume.  The remaining “premium” costs are incremental to Priority Mail.  The volume variability of the air taxi elements of this category is developed in the same fashion as described below for Air Taxi.



Alaska and Hawaii.  This air transportation category involves loose sacks and containers but is distinct from the foregoing category (other than in the geographical areas of operation) because it is not restricted to the preferential mail classes.  Different, regulated rates are charged for preferential and nonpreferential transportation within these two states.  Otherwise, the costs of this transportation category are similarly incurred with regard to the volume of mail carried.  As with Passenger Air, portions of excise tax costs are allocated to the Alaska and Hawaii category.  Alaska and Hawaii costs are classified as fully variable with volume.



Air Taxi.  Air taxi transportation, used between points where regularly scheduled transportation suitable to meet mail service standards is not available, is obtained on a negotiated trip‑mile basis from individual contractors.  Costs, which are incurred on the basis of plane miles per trip, are classified as fully variable with volume.  A portion of excise taxes is included in this category as well.


14.1.1.2
Accrued Costs


The accrued costs of domestic air transportation are obtained directly from the pertinent accounts and from specific collateral memos.  They are developed separately for each distinct category as follows:



Passenger Air.  Accrued costs for system contracts are obtained from accounts 53501, 53503, 53505, 53509, 53511, 53513, 53593, and 53903.  Other miscellaneous accrued costs in this component are obtained from accounts 53906, 53571, 53573, 53588, 53589, 53591, 53595, and 53599 (portion).



Network.  Accrued costs are obtained from portions of accounts 53519, 53541, 53543, 53545, 53546, 53547, and 53599.



Daynet and HASP: Accrued costs are obtained from accounts 53521, 53523, 53525, 53527, 53529, and 53531.  Additional accrued costs are obtained from portions of accounts 53519, 53541, 53543, 53545, 53546, 53547, and 53599.


Christmas.  Supplemental Christmas service costs are obtained from accounts 53519 (portion), 53542, 53544, 53552, 53554, and 53599 (portion).



Alaska and Hawaii.  Intra‑Alaska costs for preferential transportation (paid to carriers at the priority rate) include costs for mainline linehaul (53564) and terminal handling (53568) and bush linehaul (53563) and terminal handling (53567).  Intra‑Alaska nonpreferential costs (incurred at the nonpriority rate for mainline carriers and, by order of the Department of Transportation, at the priority rate for bush carriers) include costs for mainline linehaul (53562) and terminal handling (53566) and bush linehaul (53561) and terminal handling (53565).  Intra‑Hawaii costs for preferential transportation (paid to car​riers at the priority rate) are obtained from account 53585.  Intra‑Hawaii non-preferential costs include costs for linehaul (53581) and terminal handling (53583).  Also, Alaska and Hawaii bears a portion of excise tax costs from 53519.



Air Taxi.  Accrued costs are obtained from accounts 53551, 53553, and 53519 (portion).


14.1.1.3
Volume Variable Costs


Accrued costs for domestic air transportation are volume variable as described in section 14.1.1.1.


14.1.1.4
Distribution of Costs


The volume variable costs of domestic air transportation are distributed as follows:



Passenger Air.  Volume variable costs are distributed to classes and subclasses of mail on the basis of pound‑mile data obtained from the Transportation Cost System (TRACS).



Network.  Volume variable costs are distributed to classes and subclasses of mail on the basis of pound-miles developed from network data by airclass and TRACS mail subclass data by airclass.    



Daynet and HASP:  Volume variable costs are distributed to classes and subclasses of mail on the basis of pound-miles developed from Daynet data by airclass and TRACS Passenger Air and Eagle Network mail subclass data by airclass.



Christmas.  Volume variable costs are distributed to classes and subclasses of mail on the basis of pound-miles developed from Christmas network data by airclass and TRACS Passenger Air and Eagle Network mail subclass data by airclass.



Alaska and Hawaii.  Volume variable intra‑Alaska and intra-Hawaii costs are distributed to classes and subclasses of mail on the basis of pound‑miles developed by special studies.



Air Taxi.  Volume variable costs are distributed to classes and subclasses of mail on the basis of the composite of the costs of the other domestic air categories.


14.1.1.5
Incremental Costs

Incremental costs for air transportation equal volume variable costs, except for premium network costs.  Premium costs for operating the Eagle and Western Networks are product specific to Express Mail.  Premium costs for operating the Christmas Network are product specific to Priority Mail.  Product specific costs are shown in Appendix I, Table I-1.

14.1.2
Highway Transportation

14.1.2.1
Description and Rationale for Classification


Highway Transportation is divided into nine categories: intra‑SCF (Sectional Center Facility); inter‑SCF; intra‑BMC (Bulk Mail Center); inter‑BMC; plant load; contract terminal and van damage; area bus; empty equipment; and Alaskan high​way.  Within the intra‑SCF category, contracts that provide intra‑city transportation, rural box service, other transport by van, and other transport by tractor-trailer are all treated separately in the estimation of variability.  The weighted average of these variabilities is used as the variability of intra-SCF contracts.  Within inter-SCF transportation, variabilities are separately estimated for inter-SCF contracts provided by tractor-trailer and all other vehicle types.  The weighted average of these two variabilities is used as the variability of inter-SCF contracts.  All of these categories of transportation are procured from individual firms under similar contracts that prescribe general condi​tions of transportation service; they are distinguished because they involve different kinds of mail, equipment, and service areas.
Procurement of highway transportation is by competitive bidding for individual contracts.  Vendors are asked to provide a certain schedule of transportation, vehicle capac​ities, and times and numbers of trips per day and week.  Provisions are often included for extra trips (at extra cost) from time to time as conditions dictate.  Most regular con​tracts are placed for four‑year periods; they are frequently renewed at term and changes may be negotiated within the contract period at the request of the contractor or the Postal Service.  Additional emergency contracts are temporary in nature and may have a term of up to two years.  Exceptional contracts cover emergency situations.  Plant load contracts provide on‑call or scheduled one‑way transportation.  In all, thousands of contracts and con​tractors are involved to provide a nationwide highway net​work of routes and trips geared to Postal Service require​ments for timely and reliable transportation.



Variabilities of costs for contracts providing five cate​gories of highway transportation -– intra‑SCF, inter‑SCF, intra‑BMC, inter‑BMC, and plant load ‑- are developed by regressing contract annual cost against annual contract cubic‑foot‑miles of capacity and route length.  The variability of the "rural feature" cost of intra‑SCF transportation is devel​oped by regressing annual pay against the number of boxes, the number of miles, and the route length.

Area bus transportation costs are incurred on an actual load basis and are classified as fully variable.  Costs of contract terminals and van damage are considered to vary to the same degree as plant load and inter-facility transportation.  The cost of hauling empty equipment is considered to vary to the same degree as all other highway transportation costs.


14.1.2.2
Accrued Costs


The accrued costs of contract highway transportation are developed directly from the pertinent accounts and collat​eral memos as follows:



Intra‑SCF.  Accrued costs are obtained from accounts 53119, 53121-53123, and 53601-53608.



Inter‑SCF.  Accrued costs are obtained from accounts 53124-53126, 53609, 53611-53619, 53621-53622, 53625-53626, and 53101.



Intra‑BMC.  Accrued costs are obtained from accounts 53127-29, (excluding the portion for Alaskan highway transporta​tion), 53136, and 53623.



Inter‑BMC.  Accrued costs are obtained from accounts 53131-33 and 53624.



Account 53905 is distributed among the foregoing subcomponents on a pro rata basis.



Plant Load.  Accrued costs are obtained from accounts 53134 and 53135.



Contract Terminal and Van Damage.  Accrued costs are obtained from accounts 53137, 53138, and 53163.



Area Bus.  Accrued costs are obtained from account 53139.



Empty Equipment.  Accrued costs are obtained from account 53191 and 53194.



Alaskan Highway.  Accrued costs are obtained from a portion of accounts 53127-29 (based on collateral data).


14.1.2.3
Volume Variable Costs



Accrued costs for domestic highway transportation are volume variable to the degree described in section 14.1.2.1.


14.1.2.4
Distribution of Costs


Cost distributions are based on data developed by the Trans​portation Cost System (TRACS) and RPW statistics.  Costs for the following four categories of highway transportation are distributed on the basis of four separate sets of TRACS data:



Intra‑SCF.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS intra‑SCF cubic feet.



Inter‑SCF.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS inter‑SCF cubic‑foot-miles.



Intra‑BMC.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS intra‑BMC cubic‑foot-miles.



Inter‑BMC.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS inter‑BMC cubic‑foot-miles.



Distribution of TRACS data within Periodicals is performed on the basis of RPW statistics.



Plant Load.  Volume variable costs are distributed to classes and subclasses of mail on the basis of data from a study of plant load mail.



Contract Terminal and Van Damage.  Volume variable costs are distributed to classes and subclasses of mail in the same proportions as the composite of the five preceding cost distributions.



Area Bus.  Volume variable costs are distributed to preferen​tial classes and subclasses of mail on the basis of the TRACS Amtrak distribution key.



Alaskan Highway.  Volume variable costs are distributed to classes and subclasses of mail in the same proportions as the composite of the costs for highway inter‑BMC transporta​tion in this subcomponent and for railroad freight train transportation in the following subcomponent.



Empty Equipment.  Volume variable costs are distributed to classes and subclasses of mail in the same proportions as the composite of the eight preceding cost distributions.


14.1.2.5
Incremental Costs



The translog method is used to calculate highway transportation incremental costs.  

14.1.3
Railroad Transportation

14.1.3.1
Description and Rationale for Classification


Railroad transportation includes conveyance by passenger and freight train and related terminal services.  The mail is carried primarily in containers on passenger trains and by trailers on flat cars by freight trains.  Passenger train costs are determined by the linear feet of space used and the miles traveled.  Freight train costs are determined by the number and size of trailers transported and the miles traveled.



Costs are developed separately for four categories: passen​ger train, freight train, plant load, and empty equipment.



Variability of freight train costs is developed by regress​ing contract costs against cubic‑foot-miles and route length.  Freight plant load and empty equipment are consid​ered to vary to the same degree as freight train costs.  Costs associated with passenger transportation are classi​fied as fully variable.


14.1.3.2
Accrued Costs


The accrued costs of railroad transportation are obtained as follows:



Passenger Train.  Accrued costs are obtained from account 53142.



Freight Train.  Accrued costs are obtained from accounts 53143, 53146, 53147, 53148, 53165, 53909, and 53913.



Plant Load.  Accrued costs are obtained from account 53145. 



Empty Equipment.  Accrued costs are obtained from account 53192. 


14.1.3.3
Volume Variable Costs


Accrued costs for domestic railroad transportation are volume variable to the degree described in section 14.1.3.1.


14.1.3.4
Distribution of Costs


Passenger Train.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS Amtrak data.



Freight Train.  Volume variable costs are distributed to classes and subclasses of mail on the basis of TRACS freight rail cubic‑foot-miles.



Plant Load.  Volume variable costs are distributed to classes and subclasses of mail on the basis of data from a study of plant load mail.



Empty Equipment.  Volume variable costs are distributed to classes and subclasses of mail in the same proportions as the composite of the three preceding cost distributions.

14.1.3.5  
Incremental Costs


The translog method is used to calculate rail transportation incremental costs.


14.1.4
Water Transportation

14.1.4.1
Description and Rationale for Classification


Domestic water transportation consists of inter-city con​veyance in some mainland and lake locations and offshore conveyance between the continental United States and Puerto Rico and Hawaii.  This transportation, which is procured under contracts with private shippers, includes both line​haul transportation of mail in containers and rural feature, box delivery, and pickup services.  Linehaul costs, which are incurred on the basis of ton-miles, are classified as fully variable.  The costs of rural features, box delivery, and pickup service are classified as institutional.


14.1.4.2
Accrued Costs


The accrued costs of domestic water transportation are obtained from accounts 53183 and 53184.


14.1.4.3
Volume Variable Costs


Accrued costs incurred for inter-city linehaul transportation and that portion associated with offshore services, are fully variable with volume.


14.1.4.4
Distribution of Costs
Volume variable inter-city linehaul costs are distributed to classes and subclasses of mail on the basis of TRACS highway intra‑SCF segment cubic‑foot data.  Volume variable offshore transportation costs are distributed to classes and sub​classes of mail in the same proportions as the composite of highway inter‑BMC and railroad freight train costs.


14.1.4.5
Incremental Costs

Water transportation costs are either fully volume variable or fully institutional.  Incremental costs equal volume variable costs for water transportation.


14.2
INTERNATIONAL TRANSPORTATION



Volume variable costs of international transportation are obtained from accounts 53201, 53208, 53212, 53217, 53225-53228, 53261‑53264, 53268-53269, 53281‑53286, 58301-58302. 53633, and 53271.  The development and distribution of volume variable costs of international transportation are not described in this document.



Incremental costs equal volume variable costs for international transportation.
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