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1.   Cost and Revenue Analysis





The U.S. Postal Service (Postal Service) annually prepares the Cost and Revenue Analysis (CRA) covering the period from October 1 through September 30.  The CRA aids us in determining that we are meeting the statutory requirements under Title 39 U.S. Code, that “each class of mail or type of mail service bear the direct and indirect costs attributable to that class or service….” The CRA presents management’s estimates of the total and per unit revenue by category of mail or service.  It also presents each category’s estimated incremental and marginal costs.  These estimates are considered as one element of the postal rate making process.





The postal system of accounts is the basis for CRA data; however, the postal system of accounts generally does not accumulate financial data by class and subclass of mail.  Apportionment factors, derived from various postal operational and statistical information sources, are required for development of the data for CRA purposes.  Some of these sources (e.g., In-Office Cost System and Revenue, Pieces and Weight (RPW) System) are dedicated to this purpose and involve extensive statistical sampling of postal activity during the year.  We compare and scale calculated amounts to actual data in the postal system of accounts, as appropriate.  With respect to the RPW system, while calculated sample revenue should approximate actual Postal Service revenue, the RPW system has been designed to accommodate and adjust for any differences.  Although the accuracy of the RPW system does not necessarily depend on how close calculated revenue is to actual revenue, we are investigating reasons for an increased difference between the two in Fiscal Year (FY) 2000.





In the FY 2000 CRA, we reverted to a pre-1999 method for computing city carrier costs to conform our CRA methodology to the Postal Rate Commission (PRC) approach.  Other methods we proposed that have not been adopted by the PRC are still used in the CRA development. For example, we attribute mail processing costs differently from the PRC, generally assuming that costs vary less than proportionately with volume.  The methods employed in developing CRA data are described in the Summary Description and in testimony we filed before the PRC. These documents are available from Product Cost Analysis in Finance.





2.  Definitions





Incremental Costs – An estimate of the cost we incur as a result of providing the entire annual quantity of a subclass of mail or service.  Incremental cost of a subclass of mail or service can be determined by estimating the cost avoided by eliminating that particular subclass of service, assuming that all other products continue to be provided at their current volumes.  The purpose of this determination is to indicate whether the customers of one subclass of mail (or group of subclasses) may be subsidizing (or contributing revenue to) customers of another subclass of mail (or group of subclasses.) 





Marginal Costs – We estimate the marginal cost of a subclass or  mail category as the change in cost that results from a small change in its volume alone, when  the volumes of other subclasses or mail categories remain constant. 





Volume Variable Costs – Volume times Marginal Cost.


Contribution – Revenue per piece minus Marginal Cost per piece.  Contribution indicates the rate at which a given subclass offsets all other costs.





Cost Coverage – Revenue per unit as a percentage of Marginal Cost.  Unit Revenue/Marginal Cost times 100.





Fees – Fees associated with a specific class or subclass of mail are included in the reported revenue for that class or subclass.





International Mail – International mail costs include costs of both U.S. origin and foreign origin mail and special services.  Volume statistics do not include foreign origin mail.





Miscellaneous Items – Miscellaneous items include philatelic sales, fees, fines, unclaimed money from dead letters, sales of services performed for government agencies and private contractors.  They do not include the $48.8 million in revenue earned from  the money order float, which is included in special services and international mail revenue in the CRA.





Combined Mail Categories – The following mail categories include more than one subclass due to the enactment of Public Law 106-384  (October 27, 2000):





	“Outside County” contains Nonprofit Periodicals, Classroom Periodicals and Regular Periodicals.


	“Enhanced Carrier Route” (ECR) contains Standard A Nonprofit ECR and Standard A Regular ECR.


	“Regular” contains Standard A Nonprofit and Standard A Regular.


	“Media Mail” contains Library Rate and Special Standard.





3.   Miscellaneous Adjustments





Mortgage income of $0.6 million was included with interest income in the Annual Report and is reported as miscellaneous revenue in the CRA.





							           (in millions)


	  Operating Revenue per Annual Report		$64,540.0


	  Mortgage Income					             .6


    Other Interest Income 				         40.4	 		


	  Annual Report Revenue			              $64,581.0





	  CRA Report Revenue				$64,581.0





Interest expense on borrowings and unfunded retirement liabilities shown separately in the Annual Report is reported as part of CRA Report Expenses.


							           (in millions)


	  Operating Expenses per Annual Report		 $62,992


	  Interest expense on borrowings			        220


	  Interest expense on unfunded retirement liabilites	     1,568


	  Annual Report Expenses				 $64,780





	  CRA Report Expenses				 $64,780


4.   Product Specific Costs





Product specific costs represent a portion of the incremental cost of certain subclasses of mail.  Though these costs make up a very small portion of overall costs, they are a significant part of certain subclasses, as shown below (in millions):





		Priority Mail					$276.7


		Express Mail					  284.3


		International Mail				    64.5





5.   Cards





Volume variable costs are for the printing costs related to stamped cards.





6.   Other





All figures in the CRA are rounded and may not add to totals. 


Percents are rounded to the nearest decimal.


 -     Denotes zero values.


( )    Denotes negative values.
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