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Autobiographical Sketch 

My name is Thomas M. Sharkey. I am employed by the U. S. Postal 

Service as an Economist in Pricing. My primary duties include analysis of 

postal reform proposals and development of domestic rate proposals. I also 

assist management in identifying rates and classification requirements in 

support of product redesign and new product initiatives. I have been employed 

by the Postal Service since March of 1974. Initially, I served as a distribution 

clerk, supervisor, and accounts payable technician in the New York Bulk and 

Foreign Mail Center. 

I moved to headquarters in February of 1979 as a Cost Systems Analyst 

and, after a series of promotions, became a Principal Economist in July of 

1986. As an economist I was responsible f&the development of new costing 

systems concentrating on city carrier and transportation costs. In Docket No. 

R84-1, I testified as the Postal Service witness on city carrier costing. In that 

testimony, I introduced new load and access time analyses and distribution 

keys which established the analytical framework for the functional analysis of 

cost variability. I managed the design and implementation of the city carrier 

cost system and implemented additional studies which form the foundation of 

the current city carrier costing system. I managed transportation and city carrier 

cost testimony in Docket No. R87-1. Following Docket No. R87,-1, I managed 
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carrier cost studies, developed analysis of proposed DOT Alaska air carrier 

rates, and performed a financial analysis of the Tanzania Post as part of a 

mission with the World Bank. 

In October of 1989, I moved over to manage the Revenue and Volume 

Statistics Branch where I was responsible for maintaining and improving the 

revenue, pieces and weight statistical systems. As Branch Manager I 

developed the Alaskan RPW system, managed the implementation of the 

Docket No. R90-1 rates, and moved the systems to fully automated data 

collection and processing. In November of 1992, I joined the Pricing team in 

Marketing where I was responsible for contract and international pricing and 

product development, as well as terminal dues analyses in support of the 

REIMS Terminal Dues Working Party. I chaired the Terminal Dues 

Implementation Task Force in 1994. 

I have a Bachelors of Arts degree in Political Science from Kean 

College, a Master of Public Administration degree with concentrations in 

Economics and Public Finance from American University, and a Graduate 

Certificate in Global Business Leadership from the Georgetown School of 

Business. I am also a graduate of the Advanced Management Program (AMP) 

at the W.F. Bolger Management Academy. I am a member of the National 

Honor Society, American Economics Association and American Society of 

Public Administration. 
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I. Purpose and Scope of Testimony 

The purpose of my testimony is to present the Postal Service’s 

proposed rates for Express and Priority Mail. 

No classification change to Express Mail is proposed. I calculate final 

adjustments to Express Mail revenue, volume, and costs for the impact of 

Priority Mail delivery confirmation, as well as a final adjustment for Packaging 

Services. The proposed rate change for Express Mail meets the cost coverage 

requirement of 204 percent proposed by witness O’Hara (USPS-T-30). 

I present the Postal Service’s proposed rate change for Priority Mail. I 

propose the elimination of Priority Mail Presort. I develop final adjustments of 

First-Class, Certified, Return Receipt, Express and Priority Mail revenue, 

volume, and cost to reflect the test year impact of Priority Mail delivery 

confirmation. I also adjust the Priority Mail test year revenue, volume, and 

costs to reflect the proposed elimination of Standard (A) Single piece, and the 

introduction of Packaging Service and a surcharge for Hazardous Materials. 

The proposed rates and classification change for Priority Mail meets the cost 

coverage requirement of 198 percent proposed by witness O’Hara. 

Finally, I propose an increased pickup charge for Express Mail, Priority 

19 Mail, and Standard (B). 
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II. Characteristics of Express Mail 

A. General Description of Service 

Express Mail is a premium service offering guaranteed next-day and 

secondday delivery nationwide. If guaranteed performance standards are not 

met, postage will be refunded. There are four service options: Next Day and 

Second Day Post Office to Addressee Service, Next Day and Second Day Post 

Office to Post Office Service, Custom Designed Service, and Same Day Airport 

Service. Same Day Airport Service has been suspended for security reasons. 

Any mailable matter weighing up to 70 pounds, but not exceeding IO8 

inches in length and girth, may be sent as Express Mail. In February 1992, the 

Postal Service initiated Computerized Tracking and Tracing, which provides 

customers information on the acceptance, arrival at the destination post office, 

and the delivery of Express Mail. 

Express Mail rates are unzoned and rounded to the nearest nickel. A 

letter rate for items weighing up to eight ounces is available. For Post Office to 

Addressee or Post Office to Post Office Services, an envelope rate for pieces 

that fit into the standardized envelope supplied by the Postal Service is offered 

at the two-pound rate. In 1996 Express Mail accounted for 0.3 percent of total 

volume and 1.4 percent of total revenue. 
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B. Express Mail Service Options 

1. Next Day and Second Day Post Office to Addressee Service 

Next Day Post Office to Addressee Service is available for overnight 

delivery from designated originating areas or locations. Second Day Post 

Office to Addressee Service is available to any domestic destination to which 

guaranteed Next Day delivery service is not available from the given originating 

office. The Postal Service will refund postage for qualifying Next Day Post 

Office to Addressee pieces that are not delivered by noon or 3:00 p.m. of the 

next day, and for qualifying Second Day pieces not delivered by noon or 3:00 

p.m. of the second day, depending on the service guaranteed to the 

destination address. ’ Approximately 98 percent of all Express mail volume is 

Next Day or Second Day Post Oftice to Addressee Service. 

2. Next Day and Second Day Post Office to Post Office Service 

Next Day Post Office to Post Office Service is available from 

designated 3-digit ZIP code areas for overnight service to designated post 

offices. Second Day Post Office to Post Office Service is available to 

designated post offices not guaranteed overnight service. The Post Office will 

refund postage for Next Day Post Office to Post Office pieces that are not 

available for claim by 10:00 a.m. of the next day the post office is open for 

retail business. Postage will be refunded for Second Day Post Office pieces not 

available for claim by 10:00 a.m. of the second day the destination office is 

’ See Domestic Mail Manual at E500.5.3 at E-87 for acceptance time requirements for Next 
Day. See Domestic Mail Manual at E500 6.2 at E-87 for acceptance time requirements for 
Second Day. See Domestic Mail Manual Domestic Mail Manual, D500. 1.3 at D-33 for service 
objectives and refund conditions. 
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open for retail business. Less than one percent of Express mail volume is 

Second Day Post Office to Post Oftice pieces. 

3. Custom Designed Service 

Custom Designed Service is available only on a scheduled basis for 

mailable matter tendered in accordance with a service agreement. For each 

Custom Designed shipment that is tendered, the service agreement specifies 

the scheduled day and date and places of origin and designation, which may 

be virtually any location in the United States. Approximately one percent of 

Express Mail is Custom Designed Service. 

Except where a service agreement provides for claim, or delivery, of 

Custom Designed Express Mail more than 24 hours after scheduled tender at 

point of origin, the Postal Service will refund postage for such mail not available 

for claim, or not delivered, within 24 hours of mailing.’ 

4. Same Day Airport Service 

Same Day Airport Service is currently suspended for security reasons. 

In the event that circumstances may in the future permit the Service to be 

made available again, the Postal Service is requesting new rates. As designed, 

Same Day Airport Service is available.between designated airport mail 

facilities. Mail tendered under this service is dispatched on the next available 

transportation to the destination airport facility. The Postal Service will refund 

postage for those pieces which are not available for claim at the destination 

mail facility at the specified time. 3 

2 See Domestic Mail Manual. D500. 1.2 at D-33 for service objectives and refund conditions. 
3 See Domestic Mail Manual. D500. 1 .l at D-33 for service objectives and refund conditions. 
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TABLE 1 
EXPRESS MAIL VOLUME 1/2/ 

(thousands of pieces) 

Fiscal Custom 31 
Yx T& % Chanqe Desiqned 
1970 - 

1971 8 
1972 61 
1973 204 
1974 413 
1975 767 
1976 1,760 
1977 5,334 
1978 7,717 
1979 12,344 
1980 17,140 
1981 23,322 
I 982 27.748 
1983 35,920 
1984 42,818 
1985 43,938 
1986 40,094 
1987 43,119 
1988 44,120 
1988r 45,631 
1989 53,306 
1990 58,582 
1991 57,306 
1992 53,176 
1993 52,378 
1994 56,192 
1995 56,691 
1996 57,573 

663% 
234% 
102% 
86% 

129% 
203% 

45% 
60% 
39% 
36% 
19% 
29% 
19% 
3% 

-9% 
8% 
2% 
3% 

17% 
10% 
-2% 
-7% 
-2% 
7% 
1% 
2% 

8 
49 

159 
314 
558 
820 

1,415 
1,521 
1,841 
1,933 
2,174 
2,416 

2,476 
2,311 
1,932 
1,566 
1,392 
1,098 
1,182 
1,023 

931 
340 
771 
718 
674 
603 
599 

Next 41 Same Day 51 

m!f w 
- -. 
- -. 

12 
45 
99 

209 
940 

3.877 
5,951 

10,002 
14,506 
20,343 
24,522 
32,602 
39,778 
41,464 
38,124 
41,365 
42,762 
44,185 
52,059 
57,438 
56,894 
52,374 
51,614 
55,469 
56,044 
56.974 

-. 
-. 
-. 
-. 

42 
245 
494 
69’1 
805 
810 
842 
720 
542 
404 
362 
260 
264 
224 
213 

72 
3’1 
46 
49 
44 

0 

Metro I6 
SeNice 

- 
- 
- 
- 
- 
- 
- 
- 
- 

7 
IO~I 

- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
_-- 
- 
- 
- 
- 

I/ Established as a pwmanent class of service in October 1977. 
7-I Volume based on Postal Fiscal Year through 1987; GFY thereafter. 
31 Introduced June 1970. 
41 Introduced September 1971. 
5/introduced December 1976. 
61 Introduced May 1979. 
71 Express Mail Metro Service discontinued May 17, 1980. 
r = Recast 1988 data and following years include penalty and franked with service categories. 
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C. Volume Trends 

AS Table 1 .above indicates, Express Mail volume grew at a rapid rate 

between FY 1977 and FY 1985. In FY 1985, Express Mail volume growth 

slowed to three percent. In FY 1986, volume declined nine percent. This was 

the first year Express Mail experienced an annual decline in volume. These 

trends were the result of a 15 percent increase in rates in February 1985, 

followed by the introduction of a $8.50 Next Day letter rate by United Parcel 

Service and a $11 .OO letter rate by FedEx. In addition, the impact of 

deregulation of certain aspects of the airline industry (often referred to as CAB 

Sunset) on service quality contributed to the decline in Express Mail volumes. 

Express Mail rebounded from 1986 to 1990, in part, due to the 

implementation of the Eagle network, a hut%and-spoke network of leased aircraft 

dedicated to moving expedited products, which enabled the Postal Service to 

provide much more reliable service for Express and Priority Mail between major 

markets, and to offer guaranteed morning delivery for Express Mail within 

designated areas. In 1988, as a result of Docket No. R87-1, a number of 

improvements and new features were introduced: unzoned rates for all weights, 

the introduction of a letter rate for Express Mail weighing eight ounces or less, 

on-call pickup, guaranteed next morning service, and the establishment of 

Second Day Service. In 1989, a new Eagle network contract was awarded with 

expansion to 31 major markets. As a result of the enhancements to the product 

offering, Express Mail was able to recover somewhat in 1989 and 1990. 

From 1991 to 1996, Express Mail volumes experienced an average annual 

10 
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growth rate of only 0.2 percent. On February 3, 1991, as a result of Docket No. 

R90-1, Express Mail rates were increased by an average of 15 percent. On 

January 5, 1995, as a result of Docket No. R94-1, Express Mail rates were again 

increased by eight percent. These rate increases, accompanied by sustained 

competition, accounted for the meager growth in the 1991 to 1996 period. 

D. Rate History 

Express Mail began as an experimental service in 1970, with permanent 

rates established in 1977. As a result of Docket No. R80-1, uniform two-pound 

rates were introduced in 1981. In Docket No. R84-1, the Commission 

recommended a 15 percent overall rate increase, with the two-pound rate 

increasing from $9.25 to $10.75 and the introduction of a uniform five-pound 

rate. As a result of Docket No. R87-1, unzoned rates were established for all 

weight increments, a letter rate of $8.75 was introduced for Next Day pieces 

weighing eight ounces or less and the Next Day two-pound rate was raised to 

$12.00, and the five-pound rate was raised to $15.25. The charge for pickup or 

delivery was lowered from $5.60 to $4.00 per pickup. The overall rate increase 

for Express Mail in Docket No. R87-1 was 1.9 percent. As a result of Docket 

R90-1, an envelope rate paid at the two-pound rate was introduced and one- 

pound rate increments were re-established for pieces weighing between two 

and five pounds. The letter rate was increase from $8.75 to $9.95, the pickup 

fee was raised from $4.00 to $4.50, and the overall Express Mail rates were 

increased by 15 percent. 

In Docket R94-1, Express Mail rates were raised by eight percent. The 

11 



1 Post Oftice to Addressee letter rate was increased from $9.95 to $10.75, and 

2 the pickup fee was raised from $4.50 to $4.95. A complete rate history for 

3 Express Mail is available in Library Reference H-187. 
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1 E. Financial Summary 

TABLE 2 
EXPRESS MAIL 

TEST YEAR VOLUME, COST, AND REVENUES 

Line No. Test Year Before Rates 

7 
8 
9 
IO 
11 
12 
13 

14 
15 
16 

17 
10 
19 

20 
21 
22 
23 
24 

Volume (USPS-T6) 
Revenue at Current Rates (includes pickup revenue), (Exhibit A, Line 6) 
Contingency Factor (USPS-T-B) 
Cost with no contingency (USPS-T-15) 
Cost with contingency (Line 3 x Line 4) 
Coverage Before Rates (Line 2 divided by Line 5) 

Test Year After Rates 

Volume (USPS-T-6) 
Revenue at Proposed Rates (Includes pickup revenue) (Exhibit A, Line 13) 
Cost with no contingency (USPS-T-15, Appendix D. Figure 1) 
Cost with Contingency (Line 9 x Line 3) 
Pickup Revenue (USPS33J) 
Pickup Cost (USPS33J) 
Coverage After Rates (Line 8 / Line 10) 

Deliven, Confirmation Adiustment 
Volume Migrated to Priority Mail (USPS33R. page 2 x l,OOO,OOO) 
Revenue Migrated to Priority Mail (USPS-33R, page 2 x l,OOO.OOO) 
Cost Decline from Migration (USPS33R, page 2 x l,OOO.OOO) 

Packaqinq Services Adjustment 
Volume II 
Revenue (Line 17 x Table 3. Line 3 ) 
Cost (Line 17 x Table 3, Line 4) 

Grand Totals After Rates with Adiustments 
Total Volume (Line 7 + Line 17 - Line 14) 
Total Revenue (Line 8 - Line 15 + Line 18) 
Total Cost (Line 10 -Line 16 + Line 19) 
Coverage After Rates (Line 21 I Line 22) 
Contribution (Line 21 - Line 22) 

I/ New volume from packaging services based on eshmates to be presented in 
a separate Commission filing. 

64,377.ooo 
$833.065.233 

1.01 
$419.288.000 
$423.480,880 

197% 

63.410,OOO 
%850.498,703 
S413.661,OOO 
$417.797,610 

$4.708.868 
%4,571,341 

204% 

770,964 
$10.338,629 

$5,079.750 

81,662 
$1.056.740 

$537,184 

62,720.698 
$841,216,814 
$413.255,044 

204% 
$427.961,770 

13 



1 

2 F. Rate Design 

3 

4 

5 

Wetness O’Hara proposes a 204 percent cost coverage for Express Mail. 

Existing rates in the test year would result in a cost coverage of 197 percent. 

To meet this cost coverage, target Express Mail rates must be increased by 

6 3.65 percent. 
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I propose no structural changes to the Express Mail rate schedule 

Although the Same Day Airport to Airport Service has been suspended, I 

develop a proposed set of rates in the event that security measures are put in 

place which would enable the Postal Service to offer the service again. 

The cost base underlying the rate design is developed as follows: Test 

year Express Mail costs (USPS-T-l 5) are separated among distance, non- 

distance related transportation cost, and non-transportation cost (Exhibit 33-l). 

.TABLE 3 
EXPRESS MAIL 

PER PIECE TEST YEAR COST AND REVENUE 

Line Test Year Before Rates /I 

1 Revenue per Piece (Table 2 Iine 2 I Line 1) $12.94 
2 Cost per Piece (Table 2 Line 14 I Line 1) $6.56 

Test Year After Rates 

3 Revenue Per Piece (Table 2 Line 8 I Line 7) $13.41 
4 Cost per Piece (Table 2 Line 10 I Line7) $6.59 

5 Average Rate Increase (Before Adjustments) (Line 3- (Line l/Line 1)) 3.65% 

I/ Includes Pickup Revenue and Costs 

14 



1 

r- 

2 

3 

P 

5 

6 

7 

0 

9 

10 

11 

12 
.'- 

13 

14 

15 

16 

17 

16 

19 

20 

21 

22 

.I-- 
23 

Distance-related transportation costs are distributed to zones by service 

category based on the distribution of FY96 pounds to zones. Zone 2 through 

zone 4 pounds for Next Day and Custom Designed are split between air and 

surface pounds based on the allocation percents used in Docket No. FL87-1. All 

Same Day pounds are by definition air pounds. All zone 5 through zone 9 Next 

Day and Custom Designed pounds are assumed to travel by air. Non-distance- 

related costs are distributed to Next Day and Custom Designed total pounds. 

Transportation cost per pound for Same Day, and Next Day and Custom 

Designed is then calculated. Finally, a non-transportation weight-related cost of 

two cents per pound is added to the transportation cost per pound and 

adjusted by the contingency factor to arrive at a total cost per pound. (Exhibit 

USPS-33F and USPS-33G). 

The non-transportation weight-related cost is subtracted from the non- 

transportation cost. Piece-related unit cost is developed by dividing the 

resultant costs by total pieces. I rely on witness Nelson’s Express Mail cost 

study update (USPS-T-19) to apportion piece-related costs to the service 

options. (USPS-33H). Weight-related costs are distributed to rate cells based 

on postage weight. The markup of proposed rates above costs and the percent 

increase for each rate element formed the basis for designing rates. 

The rate increases for each rate element were constrained to be no 

more than 11 percent, rates were rounded up to the nearest nickel and rates 

for Post Office to Addressee were set to be at least twice the Priority Mail rates 

for zone 5. All rate elements cover cost. The popular letter rate is proposed to 

15 



1 be increased from $10.75 to $11.25, an approximate five percent increase. The 

2 two pound rate was lowered by a nickel or -0.3 percent which still results in a 

3 relatively high implicit cost coverage. Similarly, Custom Designed one-pound 

4 through 25pound rates and Post Office to Post Office 3 through 18pound 

5 rates were adjusted downward because of much greater than average 

6 markups. 



G. Proposed Express Mail Rates 

TABLE 4 
PROPOSEDEXPRESSMAILIUTES 

Pat onn 10 
m 
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III. Characteristics of Priority Mail 

A. General Description of Service 

Priority Mail consists of all First-Class Mail weighing 11 ounces or more. 

In addition, there are lighter weight items which are paid at Priority Mail rates at 

the mailer option. Priority Mail is a universal mail class, in that, virtually all 

manner of content weighing up to 70 pounds can be sent from any post office. 

The Priority Mail service standard is generally two days. 

Eighty percent of Priority Mail in FY 1996 was in the unzoned two pound 

and less rate. The average postage weight for Priority Mail for the same period 

was 2.11 pounds. Ninety-four percent of Priority Mail weighted less than five 

pounds. 

Priority Mail competes in the two-day document and package market. 

This market is competitive, as indicated by ubiquitous, aggressive and creative 

advertising of two-day product offerings among competitors. 

In the base year 1996 Priority Mail accounted for 0.5 percent of total 

volume and 6.1 percent of total revenue. 

B. Priority Mail Service Options 

1. Single Piece Rates 

Priority Mail can be sent at the full Single-piece rates. Rates are based 

on weight from two to 5 pound pieces, inclusive. A flat rate envelope is 

available. The flat rate envelope is charged the two-pound rate regardless of its 

contents. Rates for pieces weighing more than five pounds up to 70 pounds 
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are based on weight and distance. There are six zones based on distance: 

Zones Local, 1. 2 and 3 (combined), 4, 5, 6, 7 , and 8. 

2. Presort 

Currently there is an 11 cents per piece discount for presorted Priority 

Mail. To qualify for presort rates the mailer must mail a minimum of 300 pieces 

sorted to five-digit, three-digit and state sacks and bundles. Each sack or 

bundle must contain at least six pieces. Since its inception, Priority Mail presort 

has been met with very little mailer interest. In FY 1996, less than one ,percent 

of Priority Mail was presorted. 
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Fiscal Year Pieces %Chanqe 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

1988r 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 

16511 
197 21 
208 
209 
222 
206 
192 31 

,202 
21341 
229 
248 
269 
259 
271 
293 _ 
308 
330 
354 
405 
437 51 
471 51 
518 
530 
564 
664 
770 
869 

6% 
6% 
0% 
6% 

-7% 
-7% 
5% 
5% 
8% 
8% 
8% 

4% 
5% 
a% 

5% 
7% 
7% 

14% 
ax 

0% 

10% 
2% 

10% 
14% 
16% 
13% 

as 

TABLE 5 
PRIORITY MAIL VOLUME 

(millions of pieces) 
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12 
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20 

21 

22 

C. Volume Trends 

As indicated in Table 5, Priority Mail experienced strong volume growth 

from 1988 to 1995 with sustained double digit growth from 1992 to 1995. Since 

1994’s annual growth rate of 16 percent, the highest growth year in its history, 

Priority Mail annual growth declined to 13 percent in 1995 and 8 percent in 1996. 

Priori Mail has a high own price elasticity (Witness Musgrave USPS-T-8, page 

18). As such, even the modest 4.75 average price percent increase in January of 

1995 following Docket No. R94-1 may have contributed to the slowing growth. 

Price and service competition in the two-day market has further restrained growth 

of Priority Mail volume. 

D. Rate History 

Priority Mail originated with the merger of heavy First-Class Mail and air 

parcel post. The rate structure has evolved from that of air parcel post. ,As a result 

of Docket No. R94-1, Priority Mail rates increased by an average of 4.7:5 percent. 

In that docket, the two-pound rate increased 3.5 percent from $2.90 to $3.00 and 

the five-pound rate increased ten percent from $5.45 to $6.00. As a result of 

Docket No. R90-1, Priority Mail rates became separate and unzoned for each 

pound increment between two pounds and five pounds and zoned for weights 

exceeding five pounds up to a maximum of 70 pounds. The flat rate envelope was 

introduced. Pickup service for Priority Mail also became available at a rate of 

$4.50. Overall, rates increased 19 percent in Docket No. R90-1. In Docket No. 

R84-1, the unzoned, two-pound rate was introduced at a rate of $2.40. This rate 

21 



1 remained unchanged until 1991 when it increased 21 percent to $2.90. In Docket 

2 No. R80-1, rates were increased 32 percent, following a IO percent increase in 

3 1978. Prior to that, rates were increased 8.9 percent in 1975, 11.2 percent in 

4 1974, and 13.7 percent in 1971. A complete rate history for Express Mail is 

5 available in Library Reference H-l 87. 
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1 E. Financial Summary 

TABLE 6 
PRIORITY MAIL 

TEST YEAR VOLUME, COST AND REVENUE 

2 
3 
4 
5 
6 

7 
8 
9 

IO 
11 
12 
13 
14 

15 

16 
17 
18 
19 
20 

21 
22 
23 

24 
25 
26 
27 

28 
29 
30 
31 
32 

33 

34 
35 
36 
37 
38 

Revenue at current Rates (USPS-33L, page 3 OF 3) 
Revenue Per Piece (Line * I Line 1) 
Cost wfih Contingency (USPS-33N Line 1 x USPS33N Line 12) 
Cost Per Piece (Line 4 / Line 1) 
Cost Coverage at Current Rates (Line 2 I Line 4) 

Volume Wo new DC volume, (USPS-TG) 
Revenue at Propsed (USPS-i3t”t. page 2 of 2) 
Revenue Per Piece (Line 8 / Line 7) 
Test YearARer Rates Cost (USPS-T-15. W G. Table E, Co!. 1 + Cal. 2) 
Cost with Contingency (USPS-33N 6 Line 12 x Line 70) 
Cost Per Piece (Line 1, I Line 7) 
Cost coverage at Proposed Rates (Line 8 I line 11) 
Avg. Increase before Adjustments ((Line 9 - Line 3) I Line 3) 

Pickup Revenue and Cost 

Pickup Revenue at Proposed Rate (USPS 33J) 

Third Class Sinqk Piece 12 to 16 ounce Conversion 
Test Year After Rates Volume (USPS-T-32. WP II - 
Revenue per piece (2 pound prOpOSed rate, 
Revenue (line 16 x Line 17) 
Unit Cost TYAR at average weight and zone (USPS33R. page 5 Of 8) 
Cost (Line 19 x Line 16) 

Packaqinq Services 
Test YearARer Rates “plume /, 
Revenue (Line 2, x Line 9) 
cost (Line 2, x Line 12) 

Volume (USPS-33N Line 20) 
Reven"e(uSPS-33R. page2of 8) 
Cal (USPS-33R. page 2 O? 8) 
Base Cost (USPS93N. Line 18) 

Hazardo”s Materials Surcharqe 

Volume Decline (USPS-T42 page 20. Vol”me before-volume afler surcharge) 
Postage Revenue Decline (Line 28 x Line 9) 
Cost Decline (Line 28 x Line 12) 
Surcharged Pieces (USPS-T-,2 page 20) 
Surcharge Revenue (Line 3, x 1.50) 

1.123.760.000 
s3,9:?7,701.062 

$3.54 
%2.1!j2.262,530 

11.92 
185% 

,,OH7,829,000 
s4T34.385.99, 

S3.80 
~2,068.0,6.000 
52.OH8.695.160 

$1.92 
198% 
7.4% 

$2.1,5,315 

‘16.993.598 
$3.20 

$54379.514 
31.4 

%?4.415.8,0 

934.174 
163.550.407 
51.793.659 

46.686.795 
S157.190.048 

S69.755.871 
$9.982.571 

31,000 
m17.818 

s59:524 
469,000 

$234.500 

$955.000 

Grand Total Volume (Line 24 + Line 2, + Line 7 + Line IFsLine 28) 
Grand Total Revenue (line 25 + Un. 22 * Une 18 * Une 15 + Une 8. Line r) + Line 33) 
Grand Total Cost (line 27 + Line 26 + Line 23 + Line 20 + Line 1 ,-Line 30) 
Overall Coverage at Proposed (Line 35 I Line 36) 
Contr,b”t,on (Line 35 - Line 36) 

,,,52.4,2.567 
s44.3s2.592.958 
~2,,84.58-%.559 

19.9% 
S2.1!58.108,398 

li New volume from packaging Service based on esknates to be presented in a separate Commission filing. 
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TABLE 7 

PRIORITY MAIL 
ESTIMATED PER PIECE TEST YEAR COST AND REVENUE 

1 

* 

3 

4 

5 

6 

1 

2 

3 

4 

5 

6 

7 

6 

9 

10 

11 

12 

13 

14 

Revenue per Piece (Table 6 Line 3) 

Cost Per Piece Crable 6 Line 5) 

Coverage (Line 1 1 Line 2) 

Test Year ARer Rates V&r Adiustments) 

$3.54 

$1.92 

166% 

Revenue pet Piece (Table 6 Line 35 /Table 6 Line 34) 

Cost Per Piece (Table 6 Line 31 (Table 5 Line 29) 

Coverage (Line 4 / Line 5) 

Average Rote Increase (Before Adjustments) (TABLE 6 tine 14) 

F. Rate Design 

$3.78 

$1.90 

196% 

7.4% 

Witness O’Hara proposes a 198 percent cost coverage for Priority Mail. 

Existing rates in the test year would result in a cost coverage of 185 percent. 

To meet the cost coverage target, Priority Mail rates must be increased by 7.4 

percent. 

1. Priority Rate 

The cost base underlying the rate design for Priority Mail is developed 

as follows: Test year before rates costs (USPS-T-15) are separated among 

distance-related transportation, non-distance-related transportation costs, ,and 

non-transportation cost (USPS-33N). FY1996 costs are used to distribute test 

year before rates transportation cost by mode between distance and non- 

distance related components (USPS-33Q). Pounds and average haul data by 

zone for the Eagle network and passenger air transportation are used to 

develop distribution keys to zone for non-distance related and distance-related 
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/-.. 
1 transportation cost. These FY 1996 data are inflated to the test year by 

2 multiplying the air pounds by the ratio of test year before rates volume to PY96 

3 volume. Pound miles are calculated by multiplying air pounds, by the average 

4 haul by zone (USPS-33Q). Non-distance related air transportation costs are 

5 distributed based on total air pounds by zone. Distance-related air 

6 transportation cost is distributed to zone based on air pound miles (USPS-33 

7 0). Surface pound- miles are developed by subtracting Local 1, 2 and 3 air 

8 pounds from total Local, 1, 2 and 3 total pounds, subtracting out local pounds, 

9 and multiplying the result by an average haul of 250 miles. Zone 4 surface 

10 pound miles are developed by subtracting out air pounds from total pounds in 

11 Zone 4 and multiplying the result an average haul of 350 miles. The resultant 

,, 
12 distribution of Local, 1,2 and 3 and Zone 4 surface pound-miles (89.8 percent 

13 and 18.2 percent , respectively) is used to distribute distance-related surface 

14 transportation cost (USPS-330). Non-distance-related surface transportation 

15 cost is distributed to all the zones based on total postage pounds (USPS-330). 

16 Total distributed transportation costs are then summed by zone and divided by 

17 total postage pounds by zone to arrived at a total transportation cost per pound 

18 by zone. The weight-related non-transportation per pound charge of two cents 

19 per pound is then added to total transportation cost per pound by zone to arrive 

20 at the pound charge by zone (USPS-330). 

21 A per piece cost is developed by subtracting out the total weight-related 

22 non-transportation costs and transportation cost from test year before rates 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

total attributable cost and dividing by volume (USPS-33N). Per pound cost by 

zone and per piece costs are adjusted for the contingency. The markup above 

these costs and the percent increase by rate element form the basis for 

designing Priority Mail rates. Finally, the base cost for delivery confirmation is 

added into the cost base to be covered in the test year (USPS-33N, Line 18 

and Table 6 Line 27). Total test year Priority Mail delivery confirmation volume, 

66. 5 million pieces (See section 2. below for description of development), is 

multiplied by 14.9 cents, the unit base cost of Delivery Confirmation (USPS-T- 

22, Table 7) and adjusted for the contingency resulting in an additional $10 

million cost to be recovered in the test year. 

Proposed rate element increases were constrained to be no more than 

16 percent and were rounded to the nearest nickel. All rate elements cover 

cost. No change is proposed to the non-presorted Priority mail unzoned rate 

structure. Rates for 2, 3, 4 and 5 pound pieces will remain unzoned. The flat 

envelope rate is maintained. The two-pound rate, which represented 80 

percent of test year volume, is proposed to be raised from $3.00 to $3.20 - a 

6.7 percent increase. 

--- __- 
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1 2. Delivery Confirmation Adjustments 

,-- 2 Delivery confirmation will be offered as part of the basic Priority Mail 

3 service. Customers can obtain a package identification number electronically 

4 and apply their own barcoded labels to Priority Mail packages. The customer 

5 transmits the identification numbers for barcoded items on the day of 

6 acceptance. Inquiries are made via a toll-free telephone modem connection to 

7 the information service center. This option is called Priority Mail Base Delivery 

8 Confirmation (PMB DC) service. Priority Mail customers can also opt to obtain 

9 a delivery confirmation identification number on a USPS-supplied barcoded 

10 label at the retail counter and apply the label manually at a pelr-piece charge 

11 Inquiries can be made using a toll-free number to the corporate call 

12 management system. This is called Priority-Mail Retail Surcharge Delivery 

/- 13 Confirmation (PMRS DC) service. Witness Plunkett (USPS-T-10) addresses 

14 Priority Mail delivery confirmation as a special service. Witness Treworgy 

15 (USPS-T-22) addresses the costing of delivery confirmation service. I develop 

16 final adjustments to revenues, volumes, and costs associated with Priority Mail 

17 delivery confirmation. The adjustments are detailed in Exhibit :33-R. 

18 In summary, Priority Mail delivery confirmation test year volumes are 

19 developed from market research findings contained in Library Reference-H- 

20 166. The market research indicates the percent of First-Class, Priority, and 

21 Express Mail that will ultimately convert to Priority Mail with delivery 

22 confirmation. In addition, the market research indicates the percentage of the 

23 non-postal market which will convert to Priority Mail with delivery confirmation. I 
_- 
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21 

apply these percentages to test year after rates volumes. The resultant 

volumes are adjusted to the test year to reflect the phase-in of the market 

response. I use a phase-in adjustment defined by a standard S-curve formula 

which assumes that it will take six years to realize the market response alnd 

that half of the “full up” volume will be obtained in year three. (See USPS33R, 

page 6-8). Under this formulation year one volume is estimated to be 11.92 

percent of “full up” volume. In the test year 33.7 million pieces of First-Class 

Mail, 0.8 million pieces of Express Mail, and 12.2 million pieces from non-postal 

sources will convert to Priority Mail with delivery confirmation. In addition, 19.8 

million pieces of test year after rates Priority Mail pieces include delivery 

confirmation. The market research indicated that 89.4 percent o’f Priority Mail 

delivery Confirmation volume will be PMRS DC. The 66.5 million Priority Mail 

delivery confirmation volume will include 59.4 million PMRS DC pieces and 7.1 

million PMB DC pieces in the test year. 

The market research did not capture detailed data on the subclass and 

weight characteristics of converted and new volumes. To make revenue and 

cost adjustments, I made the following assumptions regarding the converted 

First-Class Mail: 1) All converted First-Class Mail will be nonpresorted single 

piece letters 4, 2) the extent of conversion across weight steps is in proportion 

to the proposed nonpresorted single piece proposed rates ‘, 3) the resulting 

average $1.84 revenue per piece implies that the average weight of converted 

’ See USPS-33R. page 1. 
’ See USPS-33R, page 3. 
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First-Class pieces is eight ounces ’ , 4) the cost coverage for these pielzs is 

200% percent which results in an estimated cost per piece of $.92 ‘, and 5) 

when this volume converts to Priority Mail, it pays the proposed two-pound rate 

of $3.20 for the basic postage and incurs the test year average cost of an eight 

ounce Priority Mail piece traveling in zones proportional to two-pound piece 

zone distribution, $1.33. * As regards Express Mail, I assume that the 

converted pieces would have had the average revenue and cost per piece of 

Express Mail as a whole and that these pieces will have the average revenue 

and cost of Priority Mail as a whole. I make the latter assumption for the non- 

postal delivery confirmation volume, as well. 

Finally, the market research does not indicate to what extent delivery 

confirmation will be used as a substitute for certified and return receipt. It was 

necessary for me to develop a means to reflect some revenue and cost impact. 

(See USPS-33R , page 4 for details). Certitied and return receipt service is 

used to document the sending and delivery of items, in many cases to meet 

legal requirements or serve as formal notice. The extent to which customers 

will perceive USPS delivery confination to have the same value remairls to be 

seen. Nonetheless, it can be assumed that some customers will find Priority 

Mail with delivery confirmation sufficient to meet their needs. For the purpose of 

test year adjustment, I assume that this will be so in one of terl cases. I ,adjust 

= See USPS-33R. page 4. 
’ See USPS-33R. page 3. 
’ See USPS -33R. page 5. 

29 
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9 

10 

11 

12 

13 

ten percent factor and adjust the result by the year one percentage. I estimate 

converted return receipt volume by applying the FYI 996 percent of certified 

return receipt to total certified to converted certified volume. As a result, 3.5 

million pieces of certified mail, of which 2.9 million pieces include return receipt, 

will convert to Priority Mail delivery confirmation in the test year. I apply the 

proposed certified and return receipt fees and the certified and return receipt 

TYAR unit costs to estimate the revenue and cost impact of Priority Mail 

delivery confirmation. 

The resultant adjustments to after rates volumes, revenue, and costs 

are detailed in USPS-33R. The changes are also reflected in final adjustments 

to First-Class Mail (Witness Fronk, USPS-T-32), Certified Mail (VvXness 

Needham. USPS-T-39), Return Receipt (Witness Plunkett, USPS-T-40) 

Express Mail in Tables 2 and 3, and Priority Mail Tables 6 and 7. 



1 3. Elimination of Priority Mail Presort 

TABLE 8 
Presort Priority 
Volume History 

(in millions) 

Fiscal Year TM presort % of Total 

1991 530 3 0.6% 
1992 5&Q 5 0.9% 
1993 664 5 0.6% 
1994 770 6 0.6% 
1995 869 a 0.9% 
1996 937 7 0.7% 

The Postal Service is requesting the elimination of the Priority Mail 

presort discount. Table 8 presents the volume history of Priority Mail Presort. 

As can be seen, Priority Mail Presort volume peaked in 1995. Volume declined 

by seven percent from 1995 to 1996. Since its introduction, Priority Mail 

Presort has been less than one percent of total Priority Mail volume. In addition 

to the lack of market response to the discount, the Postal Service is requesting 

2 

3 

4 

5 

/- 6 

7 

8 elimination of the Priority Mail Presort option because presorting will have a 

9 diminished workshare value in the Priority Mail Processing Center (PMPC) 

10 mailprocessing environment. The PMPC contractor will be required to sort 

11 Priority Mail to the five-digit level. As such, the discounts would provide an 

12 incentive for mailers to perform sorting at a less fine level 
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1 G. Proposed Priority Mail Rates 

TABLE 9 
PROPOkED PRIORITY MAIL RATES 
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IV. Proposed Pickup and Delivery Fee 

Pickup service is available for Express Mail, Priority Mail, and Standard 

(B) service on an on-call or scheduled basis. The current fee is $4.95. ‘The 

average cost per stop for each option is developed by witness Nelson. In USPS- 

33J, I develop a weighted average cost based on the test year estimated number 

of stops for Express Mail, Priority Mail, and Standard (B) Parcels. The weighted 

average cost is $8.11 cents. I propose a fee of $8.25 for pickup yielding a 102% 

cost coverage.’ In this case the relatively low cost coverage is justified due to the 

large percentage increase of 67 % required to cover the estimated test year cost. 

,_ 

‘The average number of pieces per pickup stop in PFY 1996 was 246 for parcel post, 123 for 
Priority Mail, and 11 for Express Mail. Thus, the increase of $3.30 per pickup stop increases the 
total price per piece for Parcel Post by SO.01 for Parcel Post, $0.03 for Priority Mail, and $0.30 for 
Express Mail. 
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USPS-33A 

1 Post O&c to Addressee 

2 Post OffIce to Post office 

3 Custom Designed 

4 same Day *on 

5 PI&up 

6 T&l 

7 w/o Pickup 

EXPRESS MAIL 

BEFORE RATES REVENIX AND VOLUME 

Revenue /I Volume /I 

(1) (2) 

5799,061,324 63,419,286 

7,803,146 287,901 

23,331,188 669,771 

1,168 42 

2.868.407 I3 

833,065,233 64,377,ooo 

$830,196,826 

Per Piece /2 

(3) 

$12.60 

27.10 

34.83 

27.50 

512 94 

EXPRESS MAIL 

AFTER RATES REVENUE AND VOLUME 

Service Cateeorv Revenue /4 Volume /4 

8 Post Office to Addressee %814,945,499 62,466,672 

9 Post office to Post office 7,824,668 283,576 

10 CustomDesigned 23,018,413 659,710 

11 Same Day Aiqoa 1,254 42 

12 plckuo 

13 TOLlI 

14 Tmal w/o Pickup 

4.708.868 I3 

850,498,703 63,410,OOO 

$845.789.835 

/I USPS-33D~ 

/2 Column (1) I column (2) 

13 USPS-33J 

I4 USPS-33E 

Per Pxce 12 

%13,05 

27.59 

34.89 

29 97 

$13.41 

7 



USPS-33B 

Post Office to Addressee 

Post office to Post Of&e 

Custom Designed 

Same Day Aqmt 

TOM 

Semce Cateeorv 

Post Office to Addressee 

Post Offxe to Post Ofike 

Same Day Anport 

Total 

EXPRESS MAIL 

VOLUMES BY SERVICE 

1996 and Ten Year 

56,717,489 

257,477 

598,993 

18 

57,573,997 

Test 12 

Before Rates 

63,419,286 

287,901 

669,771 

42 

64,377,OOO 

98.5123% 

0.4472% 

1.0404% 

0.000156 

Test /3 

tier Rates 

62.466.672 

283,576 

659,710 

42 

63.410.000 

/ I USPS-33c 

12 TYBR volume total distributed on 1996 percentages by smite. 

/3 TYAR volume total distributed by 1996 percentages by setice. 
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EXPRESS MA!L 

DISTRmUlTON OF TRANSPORTATION COSTS 
TEST YEAR BEFORE RATES 

&Q& 

1 Total TYBR Postage Pounds (USPS-33G) 

2 Total TYBR Air Postage Pounds (USPS-33G) 

3 Domeshc TYBR Air Costs (USPS 331) 

4 Air Cost per Pound (Li& 3 /Line 2) 

5 TYBR Same Day An Postage Pounds (USPS 33G) 

6 TYBRND & CD Ax Postage Pounds &me 2 -Lie 5) 

7 TYBR Surface Postage Pounds (L,nc 1 -Line 2) 
8 

9 

10 

11 

12 

13 

14 

15 

16 

TYBR Distance-R&d Surf&Costs (USPS-351) 

Distance-Related Cost Per Pound (Line 8 / Line IS) 

18,827,689 
18,669,OfA 

0.991575 

TYBR Non-Distance Related Costs (USPS-331 TYBR Sur. - Line 8) 12.999.936 

Total CD and ND Postage Pounds (Lmc 6 + Line 7) 99,289,112 

Non-Disrance Cost Per Pound (Lme 10 /Line 11) 0.130930 

Trans. Cost Check sum (Line 3 + Line 8 + Line 10) 70,452,0@0 

Postage Pounds Check sun (Lme 2 + Line 7) 99,289,873 

Same Dav Ax 

Transportation 
Cost ,XI Pound 

(1) 

SO,48 

NOIItranspO~UOll contingency 
50.02 Add-O,, g&Q 

(2) (3) 

SO.02 LO1 

Cost per Pound 

CCllltiWElCV 

((IY(2))*(3) 

SO.51 

Nexl Day and Custom Desiencd 

Transportation Nontiansportatmn 

Cost per Pound $0.02 Add-On 

(11 (2) 

SO.71 so 02 

Cost per Pound 

contingency 

w(2))*(3) 

$0.74 

USPS-33F 

99,289,873 

80,462,133 

38,783,OOO 

0 482003 

761 

80,461,4:!2 





EXPRESS MAIL 

TEST YEAR PER-PIECE cosrs 

* 

Custom Dosigned 

Same Day Axport 

Post Ollice to Post Oflicc 

Cast Study 
Per-Piece 

Diff 

-$I.836 

-1.721 

-I 721 

Post OOice to Addrcsacc 

Told 

0.022 

TYBR Calculated 

y&&&i Carts 

669.771 %2,366,690 

42 $155 

287,901 ~1,050,430 

63.419.286 $341.930.350 

64,377.OOO S345,347,625 

Avg Cost per P,ecc--> 

Devolomncnl of Adjusted TYBR CRA Cost 

TYBR total Express Mnil Cost (Table 2 Line 4) $419.288,000 

TYDR Total Express Mail Cosl with Conlmgency (Linl x Line 5) b423,480,880 

TYDR Cosl Segment 14 Cm, (Exhibit 33, Lm 6) $70.452.000 

TYBR Coal Segment 14 with Contingency (Lmc 3 x Line 5) $71.156.520 

Cdngency I’actor (Table 2, Line 3) 

TYBR Pickup Cost (Exb,bi, 331) 

1.01 

$4,64 1.054 

‘Total Postage Pounds (Exhibit-331’. Line I) 

Two Cent Pound Charge 

Total 2 CCII~ Poat,d Cost (Limbe 5 x Line 7 x Line 8) 

Adjusted CRA wlh Contmgcncy (Line I x Line 5).Line 4-Line h-I.ino 9) 

Sum Cheek (Line 10 + Lmc 9 + Line 6 1 Line 4) 

Cost w/o Pckup (Limo 1. Line 6) 

99.289.873 

so,02 

32,005,655 

$345,677,650 

S423.480.880 

S414,646,946 

I/ IJSPS-19, Exhlbir 4 

2/ “SPS-3313 

3, CON Sludy CDS, per piece mnnan Per Piccc DilTeerence mult,pl,ed hy TYBR YOIUIIIB. 

41 Cslculsled Cost by Service dwcded by Total Celculaled Cost tmes Adlustcd TYBR Cast (Lint IO) 

5, Adjusted TYHR Cost divided by TYBR “olumc 

6/USPS-33F 

Adjusted Per 

Adjusted CRA Per- Pound 

TYBR 41 Piece Cost 

$2.368.952 $3.54 $0.74 

$155 S3.65 60.51 

$1,051,434 $3.65 $0.74 

$342.257.110 s&Q m 

$345.677.650 

$5.37 



USPS-331 

Distribution of TYBR Purchased Transportation Costs 

To Distance-Related and Non-Distance Related Costs 

Using FY 1996 Breakdown of Costs 

cost Sc,ment 14 

i&Jf& 

1 Air Total 

2 Highway Total 

3 Railroad Total 

4 Water Total 

5 Total &face 

6 Total all modes 

FY 1996 I1 

Distance-related 

(1) 

17,897,OOO 

14,888,OOO 

187,000 

11,000 

32,984,OOO 56,100,OOO 41,422,260 70,452,OOO 

w 
(2) 

30,515,000 

25,341,OOO 

204,000 

40,000 

m 
Distance-related 12 

(3) 

22,746,169 

18,438,889 

217,250 

12,925 

18,669,064 

Total 

(4) 

38,7X3,000 

31,385,OOO 

237,000 

47,000 
31,669,OOO 

II USPS-T-5, WF’ - B, WIS 14.0,7 

21 Cohmm (l)/Column(2) * Column (5) 

3/USPS-T-15 



USPS-33J 

Parcel Post 

CaliS 

COS 

Priority 

C& 

Cost 

Revenue at Current 

Revenueat Proposed 

Test Year Pickup Fee Development 

On-Call Scheduled 
41,439 244 

$344,742 $1,872 

250,515 5,887 

%2,084,099 $45,167 

PO-PO 

CdlS 

cost 

Custom Designed 

CdlS 

Cost 

Express 
cost 

Revenue at Current 

Revenueat Proposed 

Total 

CdlS 

Revenue at Current 
Cost 

~~eragecorrincludescontingency 

Revenue atProposed 

coveragcar Proposed 

301,738 27,559 

%2,510,237 $211,434 

250,206 

$1,919,599 

$4.95 

/ 1 - USPS-T-19 
12 - Cost per Stop times Contingency 

T&d 

41,683 

$346,614 

256,402 

%2,129,266 

%1,269,189 

$2,115,315 

329,297 

$2,721,672 

250,206 

$1,919,599 

$4,641,271 

%2,868,541 

$4,780,901 

877,588 

4,344,061 

7,117,151 

$ 8.109899 

$8.25 7,240,101 

102% 

.--- -- 
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PRIORITY MAIL 

TEST YEAR BEFORE RATES 

NONTRANSPORTATION COST DEVELOPMENT 

L,ne No 

1 Total Altributable Costs (TYSR Rollforward June 5, 1997) 

2 Total Transpollation Costs (TYSR Rollforward) 

3 Total Nontransportation Coslst Delivery Confirmallon Base Cost (Line 1 .LineZ+ Line 18) 

4 Nonlransporlalion cosl per Pound 

5 Nonlranspotiation cosl per Pound jncluding conlingency and markup (Line ax Line 11 x Line 12) * 

6 Postage Pounds (USPS-33G page 2 of 3) 

7 Nontranspotiation costs per pound element (Line 5 x Line 6) 

6 Net Nonlransportat~on Cost Piece Cost (Line 3 -Line 7) 

9 Test Year Belore Rates Volumes (RCF Forecast) 

10 Nel Nontranspodalion Cost Per Piece (Line a I Line 25) 

11 Markup lo Achieve Target 

12 Contingency (From Wllness Fostermayman) 

13 Net Nontransporlalion Cost Per Piece includes markup 8 conlingency (Lines 10 x Lines 11 x Lone 12) 

14 Weight Related Cost (Transpodalion plus NowTranspodalion Pound Cost) (Line 2 + Line 7) 

15 Test YearAfter Rates. Total “ol”me Forecast (RCF Round 4 Forecast a/23/97 ) 

16 Test Year Delivery Conlirmation Volume (USPS- 33R x 1, 000, 000) 

17 Test Year Priority Mail Unit Allnibulable Base Cosl for Delivery Confirmation (USPS-T-22, Table 7) 

16 Test Year Priorily Mail Delivev Conformation Cost Base wlh Conlingency (Line 16 x Line 17x Lne 12) 

19 Test Year Attrlbulable Cost Including Delivery Conformation Base 

20 Test Year New Delivery Confirmation Volume (Non-Postal + ExpresstFirst Class) (USPS- 33R, p. x 1 million) 

21 TYAR Volume Forecast (RCF Forecasl) + New Delivery Confirmation Volume (Line g + Line 20) 

USPS-33N 

92,130.953,000 

5723,114,OOO 

$1,417,821.571 

$0.02000 

so 04000 

2,369.626.656 

$94,775,568 

s1,323,045,9a3 

1.123.760.000 

$1 16616 

196% 

101% 

$2.33212 

$817,689,586 

1,087.629.000 

66,487,284 

$0.146656 

$9,982,571 

62,140,935,571 

46.686,795 

1.134.515,796 



PRlORllY MAIL 

DISTRIBUTION OF TRANSPORTATION COSTTO ZONES 

TOTALTESTYEAR BEFORE RATES 

“Disl” meana dlslribuled In proportion lo designated column 

1, USPS-33P. Cd”mn (6) 

2, USPS-33P. Col”mn (5) 

13 USPS-33L. page 2 of 3. totals by zone. 

,4 “SPS.33P, COl”rn” (6, 

,5 USPS-33a. 

/6 Multiplied by USPS-33N, Line 11 and Line 12. 

USPS - 330 
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DEYELOPUENT OF DISTANCE AND NON-DISTANCE RELATEDTRANSPORTATlON COST USPS-330 

34.52% $267267 

5342% 17.655 

499% 5694 
5&77x s10.012 

8, .76% s29,76=5 

asm% 15,511 

76.47% 127.524 

86.14% s15.069 

$353.497 

=.6f= 

563.932 

$177 
$11.661 

24.06) 
$63 

m37 

so 

$437 
5139,622 

92.326 

1232 

so 

$246 

sz806 

$171 

$259 

s439 

3526.355 

/I USPS-T-5. WP-6, WS, W/S 14.0.7 

n USPS-T-15, Ted Year apptid on 19% distance and ran-dkianct related split 



TYARVOL H 

(1) 

Single Piece - Letlers 
Total First Class Mail 
Priority Mail 

Mail Exoress 

Total 

54,41x367 
100.969.614 

1,087.829 
63.410 

Percent of Class 
Volume Switched 

to Pliolitv W/DC r-2 

(2) 

Priorlly Mall Delivery Conflrmstion 
Revenue. Cost and Volume Adluatments 

[In millIons) 

0 28% 
15.27% 
WA 

Subclass 
Volume &itched 

to PriOrit+ W/DC 13 

(3) 
(1)x(2)x Yr 1 U 

Volume from 
Non-Postal 
sources I4 

102.485 

(4) 

33.700 
33.700 
19.600 12.216 
0.771 

54.271 12.216 

l/ USPS-T-6 
2I LR-H-166 Priority Msjl Delivery Confirmation Market Response Research - Survey Metiodolo~ 8 Results June, 12, 1997, page 34, 
3/ Includes current Priority Mail which converk to Priority Mall vAth Delivery Comirmatlon. 
4/ The volume from non-postal sources, 102.465 million plecas, Is developed by appwng percent switched of Ovemlght (2.65 %) , Second snd Third Day (4.62%) 

and Ground Market (.6K) from LR-H-166 to projected GFY’96 non-postal volume of 1,272.966,000, 663,705,OOO and 4,442,726.000, rsspsdivety. 
The Year 1 Percent adjustment factor is based on en “Scurve” hmctlon to describe the adoption rate for thls new product feetwe. Under the phase-in 
calculation, with the constraint that it till take six years for the full-up volumes to be realized and the assumption that ban the volume will be obtalned in year 3, 
the year 1 adoption rate is 11.92% (See page 6 for description of model.) Both Postal and Non-postal volumes are adjusted by the year 1 sdjustmerrt factor. 

USPS - 33R 
Page 1 of 8 

Year 1 Percent I4 
Ii 92% - 
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Delivery ccmiimution Diffusion Model USPS-33R 
Page 6 of 8 

The phase-in percentage for delivery confirmation volume was detamkd by wing a pure imitative 

ditlision m&l. By using a pure imitative model it is assumed that the predictrd phase-in volume results 

solely horn imitation or word of mouth. This model, developed Ly Fisher and F%y in 1971, has histotic&y 

worked wdl when a produn using new tcchnolosy has been intrcduad’. 

The eqaaticm which results is in the form of a S- shaped curve or more qccScally a logistic fundion. 

Since ddivcry mnfidon is a new setice and limited information about adaption rates was known 

h&n predicting a diffusion model, the most common S- shaped curve, the logisdc timction was chow?. 

f =lYactionofmarkethavingadoj)tdnewprodllct 
b = constant charact- growth to poterdial associated with pariicular technology 
t=t.iLnesinceintrcdllclion 
t, =timewhenadoptionofnewproducthaspenetratedhall‘themarket 

Since there is no information mnceming the gmwh to porenrial axbated with delivery confkmaIioq b 

is taken to equal to one. This result5 in the simplified equation: 

f = 1 + ,!l,t-.,, 

/- 

’ Lilien, G.L.. Kotler, P. and Moorthy, S. Malketina Models. Englewocd Cliffs, NJ: Prentice-Hall. 
1993, p-466. 
2 Lilien, G.L., Kotler, P. and Moorthy, S. Marketina Models. Englewood Cliffs, NJ: Prentice-Hall, 
1993, P.659. 

._-. 



USPS-33R 
Page 7 of 8 

The phase in percentage,f, is the phawl in volnme peraznage and is equal to tie tiprwal of one plus 

an exponential goti auvz where tk exponential growth factor is based on the anticipati infkction 

point yea Less the current year of implementation Tbe~inflectioo point year, k, is the year in which the 

phase-in percentage will reach 50 percent. It is assumed that it wiU take three years to reach the 

i~cctionpointinthephaseinnuve.Inthe1998ttstyearCyrarl)lhisRsultsan11.92pcrceotphasein 

f = 1 + ,!~,w, = 11.92% 

The innecrion point at year three implies that the rate of volume phase in will in- at an in&g 

rate until the end of year thmz at which point the phased in volume will mntinue to increase but at a 

decreasing rate. The growth rate pattern of Express Mail was used as a beocbmak for delivery 

cmkmation as both involvt the intmducfion of new technologies and btb are !nxe new pmdtuXkn’ia 

iJmcdlJcdom. As seen in the following tile the point at which Express hiail volume ocaes to inclmse 

Years fmm 
J.ntmduction 

0 
I 
2 
3 
4 
5 

75% 151% 
157% 126% 
194% 86% 
51% 46% 
53% 20% 

- 
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USPS-33R 
PageSof 

OnereasonthatyearthretwaschosenastheinncaionpointyearisthatwhileExpressMailwasanew 

product and had no customer kase, delivery cm&nation is a special service so the primary customer 

base (current Fii-Clas?, Priority Mail, Standard B and Express Mail cmzomers) has already been 

established Another reason is that delivery oxdinnation is ~gnificantiy 1s~ cxpxsive than Express 

hfail and therefore less of a commitment for the customer. 

The following graph repmsents the volume for the 61% 6 years after implementation of delivery 

Phase in Percentage 

luJ.cm - 
1 

9o.m ,,/ j 

mm% 

7o.ms 

,/" 

I-Phasein%/ 


