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My name is Jennifer Eggleston.  I joined the Postal Service in July 1997 as an Economist in the Product Cost Studies division of Product Finance, which has since be renamed the Special Studies division in the office of Activity Based Management.  Since joining the Postal Service, I have been involved with many issues dealing with Parcel Post and Standard (A) parcels.  I have visited several Bulk Mail facilities (BMCs), Processing and Distribution Centers (P&DCs), delivery units, and other postal facilities.  My previous work includes the Bulk Parcel Return Service (BPRS) Cost Study provided to the Postal Rate Commission in October 1998 to fulfill the requirements of Docket No.  MC97-4 and testimony in Docket No. MC99-4 (BPRS Expedited Minor Classification Case).


Before joining the Postal Service, I worked as an Economist for Research Triangle Institute (RTI), a non-profit research firm in North Carolina.  I worked with two separate groups at RTI.  In the environmental economics group, I was tasked with estimating the potential costs and benefits of specific government regulations.  In the health economics group, my main responsibility was to perform cost and benefit analysis of new drug treatments.  I also worked for one year for the Naval Center for Cost Analysis in Crystal City, VA.  My main responsibility was estimating the costs of procuring weapons systems.


I earned a Bachelor’s Degree in Economics from James Madison University in 1992 and a Master’s degree in Economics from North Carolina State University in 1995.





	


�
I.  PURPOSE OF TESTIMONY


The purpose of this testimony is to provide several rate witnesses with cost data to support their testimonies.  This testimony provides Witness Plunkett transportation and mail processing cost data to support Parcel Post worksharing and dropship discounts.  These cost data support the inter-BMC, intra-BMC, DBMC, DSCF, and DDU rates, as well as OBMC, BMC-presort, and pre-barcode discounts.  They also support the Parcel Post nonmachinable surcharge and oversize parcel rates.  In addition, this testimony provides Witness Kiefer (USPS-T-37) with cost data to support worksharing discounts for Special Standard.  


This testimony also provides cost data for two special services.  It supplies Witness Mayo (USPS-T-39) with cost data to support the Bulk Parcel Return Service (BPRS) fee and to support eliminating the Merchandise Return Service (MRS) fee.


In addition to supplying data to rate witnesses, another objective of this testimony is to provide Witness Campbell (USPS-T-29) with transportation costs for stamped envelopes.	


�
II.  MATERIALS RELATED TO THIS TESTIMONY 





The following materials are associated with my testimony:





LR-I-103:  Standard Mail (B) Parcel Post Mail Processing and Window Service Costs


LR-I-103 documents how several inputs to the Parcel Post and Bound Printed Matter (BPM) cost models are developed.  The inputs developed in this library reference are costs by basic function for Parcel Post and BPM, costs for operation 07 for Parcel Post, costs for ASFs for Parcel Post, and window service costs divided between DBMC and Non-DBMC Parcel Post.





LR-I-104:  Program Documentation for Appendix I.


This library reference documents the computer program used for the Parcel Post cubic-feet-per-piece regression analysis.  The regression analysis is described in Appendix I of this testimony.





LR-I-105:  Standard Mail (B) Parcel Post Volume, Cubic Feet and Weight Data. 


LR-I-105 contains Parcel Post data and the documentation necessary to support the data.  Data included in this library reference includes GFY 1998 Parcel Post volume, cubic feet, and weight data by weight and zone, BMC/ASF distribution data, and NMO/machinable distribution by BMC.  This library reference also includes GFY 1999, PQ3 volume and cubic feet data for oversize and balloon-rate parcels. 





LR-I-171:  Electronic Version of Attachments


LR-I-171 contains the electronic version of the attachments to my testimony. 


�
III.   Parcel Post Mail Processing Testimony


A.  Introduction/Background


This section provides the mail processing cost data used by Witness Plunkett to support the following rate categories:


the intra-BMC rate;


the nonmachinable (NMO) surcharge for inter-BMC, intra-BMC, and DBMC;


the oversize NMO rate for inter-BMC, intra-BMC and DBMC; and 


the pre-barcode discount.





The cost data developed to support the OBMC, BMC-presort, machinable DBMC, DSCF, DDU, oversize NMO DSCF, and oversize NMO DDU rates will be discussed in the next section.


As it has been done historically, the cost data supporting these rates are the estimated volume variable cost differences between two rate categories.  For example, the data supplied to support the inter-BMC NMO surcharge is the estimated volume variable unit cost difference between an inter-BMC NMO and an inter-BMC machinable parcel.            





B.  Description of Methodology Using Mailflow Models.


The methodology used in this rate case is similar to the methodology used by Witness Daniel in Docket No. R97-1, USPS-T-29.  Updated data were used as available.  The methodology has four parts.





Use mail flow models/cost summary worksheets to estimate the volume variable unit costs associated with the direct labor operations for each type of mailstream (i.e. machinable inter-BMC parcels).





Calculate a weighted average of all the modeled costs using the before-rates volumes (only rate categories existing in 1998 will be included in the weighted average).





Tie the weighted average cost to the Cost and Revenue Analysis Report (CRA) and produce both a fixed and proportional CRA adjustment factor. 





Apply the proportional and fixed CRA adjustment factors to the estimated cost of each mail stream, then compare these adjusted estimated costs to derive estimated cost differences.  





Each part will be discussed separately below. 





1.  Mailflow Models/Cost Summary Worksheets


Attachment A, pages 7 through 15 display the mailflow model/cost summary worksheets.  All are similar in format.  All of the inputs to the cost summary worksheets come from Attachment A, pages 3-5.  


The first column of data in the cost summary worksheets shows the number of handlings a parcel receives in that mailstream.  The next column on the cost summary worksheets is the “units per hour” or productivity for each operation.  The conversion factors are shown in the third column of the cost summary worksheets.  Conversion factors are the number of parcels that are included in one handling.  Usually this refers to the number of parcels that fit into each type of container.  When parcels are handled individually, the conversion factor equals one.   


The estimation of the conversion factors is displayed on page 6 of Attachment A.  There are two ways conversion factors are estimated.  The methodology used to estimate the conversion factor for pallets, postal paks, pallet boxes, and sacks on an in-house container (IHC) is displayed at the top of page 6 of Attachment A.  These conversion factors are estimated by calculating the number of average-sized parcels that would fit into each type of container, given the average fullness of that container.  For postal paks, pallet boxes, and sacks on an in-house container (IHC), it is assumed that 10 percent of the container is filled with air.  This is the same assumption used in Docket No. R97-1.  This assumption is used to reflect the fact that parcels tend to be dumped rather than placed neatly in these containers.  Since parcels tend to be stacked rather than dumped on pallets, the 10 percent air assumption is not used for pallets. 


The second method for estimating conversion factors is to extrapolate data from a conversion factor study that was first presented in Docket No. R84-1.�  This method is used to calculate conversion factors for sacks, sacks in an OTR, over-the-road containers (OTR), all-purpose container (APC), and hampers.  The conversion factors are calculated by multiplying the ratio of the average cube of a parcel in 1998 to the average cube of a parcel in 1984.


The fourth column in the cost summary worksheets displays piggyback factors.  Piggyback factors account for indirect costs associated with the direct labor costs of each operation.  


The fifth column in the cost summary worksheets is the cost per operation.  This is calculated as the product of the test year mail processing wage rate and piggyback factor divided by the product of the conversion factor and units per workhour.  


The sixth column displays the cost per facility.  This is calculated by multiplying the cost per operation by the number of handlings.





2.  Calculate the Weighted Average of all Cost Summary Worksheets.


At the bottom of each of the cost summary sheets is the total modeled cost of that mailstream.  The model weight is displayed directly below the modeled cost.  Model weights are derived from a combination of BY98 and test-year-before-rates (TYBR) data.  Rate categories that did not exist in BY98 are not given a weight and therefore not included in the weighted average modeled cost.  Row 1 on page 1 of Attachment A shows the total weighted average modeled cost, 84.0 cents. 





3.  Calculate the CRA Adjustment Factors


CRA adjustment factors are used to tie the modeled costs to the costs reported in the Cost and Revenue Analysis Report (CRA).  Page 2 of Attachment A shows the separation of CRA cost pools into two categories: proportional and fixed.  Proportional cost pools are those cost pools that are included in the model.  Fixed cost pools are those cost pools that are not included in the model.  Fixed cost pools are not included in the model for one of two reasons.  Either the fixed cost pool is not worksharing-related or the cost pool is not parcel-related.


 The next step is to calculate the CRA adjustment factors.  The proportional CRA adjustment factor is calculated by dividing the sum of CRA proportional costs by the total weighted average modeled cost.  This is shown on page 1 of Attachment A.  The proportional CRA adjustment factor is 1.154.  The fixed CRA adjustment factor is the sum of the fixed CRA components.  The fixed CRA adjustment factor is 30.7 cents.





4.   Apply CRA Adjustment Factors and Estimate Cost differences


The next step is to apply the CRA adjustment factors to the modeled cost of each mailstream.  Since the proportional CRA adjustment factor accounts for differences in modeled costs compared to their respective CRA cost pools, the proportional adjustment factor is multiplied by the modeled cost of each mailstream.  Since the fixed CRA adjustment factor accounts for those cost pools that were not incorporated into the model, it is added to each of the modeled costs after they have been multiplied by the proportional CRA adjustment factor.  This is shown in Table 2, on page 1 of Attachment A.


The last step is to estimate the cost differences related to each of the rate categories mentioned above.  This is shown in Table 3 on page 1 of Attachment A.  These are the cost estimates that Witness Plunkett uses to develop the Parcel Post rates.





C.  Changes in the Methodology from Docket No. R97-1


	There are two major changes to the mail processing models presented in this testimony compared to the mail processing models presented in the last rate case.  The first major change is the inclusion of parcel singulators.  Parcel singulators will separate the parcels into a single mail stream and will have the ability to read a barcode on all six sides of each parcel.  Since parcel singulators will take the place of some of the labor on the secondary parcel sorting machine (PSM), they will reduce the direct labor cost of this operation.  This change is accounted for in the model by adjusting the number of handlings on the secondary PSM by the percent of parcel volume that will be "handled" by the parcel singulator.  In addition, it is assumed that three percent of all barcodes will be unreadable by the parcel singulators and will have to be keyed by a clerk.�  This is accounted for in the model by increasing the number of handlings at the primary PSM.�   


	 The second major change to the cost summary worksheets is the addition of a "move" operation before and after the NMO sort at the BMCs.  The "move" before the sort was added to account for that fact that while machinable parcels travel to the PSM on the conveyor, NMOs are often manually moved to the NMO sort area.  Since there are some instances where NMOs are inducted into the conveyor system, the number of handlings associated with the "move" before the NMO sort is less than one.  


The "move" after the NMO sort is added to account for the fact that NMOs are sometimes moved manually from the sort area to the docks.�   Since some NMOs will be moved from the sort area to the dock using the towveyor system, the number of handlings associated with the "move" after the NMO sort is also less than one.


The proportion of NMO volume moved manually was estimated in the following manner.�  First, it was assumed that if a BMC has the ability to induct NMOs into the conveyor system, then all non-oversize NMOs at that BMC are inducted into the conveyor system.  Second, it was assumed that if a BMC has a working towveyor, all NMOs in wheeled containers (in-house containers (IHC), over-the-road containers (OTR), and other-wheeled containers (OWC)) in that BMC are moved using the towveyor.�  


The assumptions for oversize NMOs vary from the assumption of other NMOs in one way.  Since by definition oversize NMOs are very large parcels, it was assumed that one hundred percent of oversize NMOs are too large for the conveyor system and will be moved manually to the sort area. 





D.   Methodology for each Cost Difference


Intra-BMC Cost Savings


Intra-BMC parcels are parcels that both originate and destinate within the same BMC service area.  For this reason they are only handled at one BMC and incur fewer BMC-related costs than inter-BMC parcels. 


As can be seen in Table 2 on page 1 of Attachment A, the modeled costs of an intra-BMC machinable parcel and an inter-BMC machinable parcel are 92.2 cents and 120.6 cents, respectively.  Both of these costs are adjusted using the CRA adjustment factors.  The cost difference between an inter-BMC machinable parcel and an intra-BMC machinable parcel is calculated in Table 3 on the same page.  The estimated cost difference is 32.8 cents.  





Inter-BMC, Intra-BMC, and DBMC NMO Cost Difference 


The nonmachinable surcharges applies to parcels more than 34 inches long, 17 inches wide, or 17 inches high; weighs more than 35 pounds; or meet certain other criteria.�  NMOs are more expensive to process than machinable parcels for several reasons.  By definition NMOs are parcels that cannot be sorted on the PSM.  Therefore, they are either manually sorted or sorted on a less efficient mechanical sorter.  This is reflected in the model through lower productivities associated with the "sort" operation.  Since the productivity of sorting a NMO is less than the productivity of sorting a machinable parcel, each NMO parcel has more costs associated with it.  In addition, since NMOs are more burdensome to sort, they are currently only sorted to 3-digits at the BMC.  This means that they will incur additional costs associated with receiving a sort at the plant.  Since machinable parcels are sorted to 5-digits at the destination BMC, they simply need to be crossdocked at the plant.  


Another reason why NMOs are more expensive to process than machinable parcels is that they are larger than machinable parcels.  In BY98, the average size of a NMO was 1.99 cubic feet and the average size of a machinable parcel was .58 cubic feet.  Since NMOs are larger than machinable parcels, fewer fit into each type of container.  This is reflected in the model through lower conversion factors.  Since conversion factors are used to unitize containerized costs, smaller conversion factors will result in more costs being allocated to each parcel.  


Table 2 on page 1 of Attachment A displays the modeled and adjusted modeled costs of inter-BMC, intra-BMC and DBMC NMOs.  Next, the adjusted modeled costs of NMOs are compared to the adjusted modeled cost of machinable parcels for each of the three rate categories.  The estimated cost difference is used by Witness Plunkett to derive the nonmachinable surcharge.  The estimated cost differences for inter-BMC, intra-BMC, and DBMC NMOs are 179.0, 117.3, and 127.7 cents respectively.  





Inter-BMC, Intra-BMC, and DBMC Oversize NMO Cost Difference.


Oversize NMOs are parcels that have a length plus girth between 108 inches and 130 inches.  These parcels are more costly to handle than other NMOs for many of the same reasons that NMOs are more costly to handle than machinable parcels.  Since oversize parcels are larger than other NMOs, fewer oversize parcels fit in each type of container.  This is reflected in the conversion factors shown on page 6 of Attachment A.  Since a smaller number of parcels fit into each container, the costs of loading, unloading, and moving that container are distributed among a smaller number of parcels.  In addition, while some non-oversize NMOs may be sorted on mechanized equipment, oversize parcels have to be sorted manually. 


The adjusted modeled costs for inter-BMC, intra-BMC parcels and DBMC oversize NMOs are shown in Table 2 on page 1 of Attachment A.  Table 3 on the same page shows the estimated cost differences between the adjusted modeled cost of NMOs and oversize NMOs for each of the three rate categories.  The estimated cost differences for inter-BMC, intra-BMC, and DBMC are 1115.5, 563.7, and 771.6 cents, respectively.  These estimated cost differences are used by Witness Plunkett to derive the oversize NMO parcel rate.





Pre-barcode Cost Savings


The difference between a pre-barcoded parcel and a non pre-barcoded parcel is how it is handled on the PSM.  The clerk on the PSM must key the ZIP Code on non pre-barcoded parcels.  In contrast, for a pre-barcoded parcel the clerk needs only orient the parcel so that the scanner can read the barcode.  The cost savings associated with a pre-barcoded parcel are modeled in Attachment B page 1.  Since the only operation affected by the presence of a barcode is the PSM, it is the only operation modeled.  


Since parcels handled by the parcel singulator will avoid the direct labor costs associated with a clerk having to handle the parcel, the inclusion of the parcel singulator increases the modeled cost savings of the pre-barcoded parcel.  This is incorporated in the model by adjusting the number of handlings on the secondary PSM downward by six percent, the percent of parcels that will be "handled" by a parcel singulator in the test year. 


The cost savings associated with the parcel singulator are partially offset by the fact that some of the barcodes will not be readable.  This is incorporated into the model by assuming that three percent of the pre-barcoded parcels "handled" by the parcel singulator will need to be keyed.�  The cost of keying a parcel includes the cost of ribbon and label used to apply the barcode.  After applying both the proportional and the fixed CRA adjustment factor, the estimated per piece cost savings is 2.9 cents.� 


�
IV.  Dropship Parcel Post


A.   Introduction/Background


This section estimates the non-transportation cost savings to support the following rate categories:


the machinable DBMC rate, 


the BMC presort discount,


the OBMC presort discount,


the normal and oversize NMO DSCF rate, and 


the normal and oversize NMO DDU rate.





Although the DBMC rate was introduced in Docket No. R90-1, the other rates and discounts (DSCF rate, DDU rate, OBMC discount and BMC-presort discount) were not introduced until Docket No. R97-1.  Since these rates were not implemented until January 10, 1999, the base year cost and volume data do not include any information on these rate categories and discounts.  In addition, these new rates and discounts were implemented less than one year before this cost study was completed.  Since with any new rate it takes awhile for the mailers to ramp up to using the new rate category, there was not a large period of time to collect data.  As a result, it was necessary to make several assumptions in estimating the cost savings associated with these new rates and discounts.  Since the rate categories and discounts are not fully examined, the assumptions used in this cost study were made in a manner to mitigate the possibility of overstating cost savings.  For this reason, the CRA adjustment factor discussed in Section III.B of this testimony is not applied to the cost saving estimates in this section.


The summary of the estimated cost savings for this section is shown in Attachment C.  Attachment D displays some of the data that are used for inputs for the models.  Attachment E displays the FY1998 Revenue, Pieces and Weight (RPW) volume summary that is also used in the models. 





B.   Methodology


The methodology for each of the rate categories and discounts is discussed separately below.





DBMC


The cost savings for DBMC are the estimated cost savings of DBMC parcels compared to intra-BMC parcels.  The methodology used in this testimony is similar to the one used by Witness Crum in Docket No. R97-1.  Cost savings are estimated for two separate categories: 1) window service and 2) mail processing. 


  


a.  Window Service Cost Savings


Page 1 of Attachment F displays the methodology for estimating the window service cost savings.  In order to estimate the window service cost savings, it is first necessary to separate the total window service costs for all Parcel Post into two categories: DBMC and non-DBMC parcels.  This is done by assuming that total window service costs are distributed to DBMC and non-DBMC parcels in the same proportion as direct window service costs.  Next, unit window service costs are calculated by dividing window service costs for DBMC and non-DBMC parcels by their corresponding volumes.  


Next, the unit cost difference between DBMC and non-DBMC is calculated by subtracting the DBMC window service unit cost from the non-DBMC window service unit cost.  This cost difference in then multiplied by both the wage adjustment factor and the window service piggyback factor to calculate the total window service cost savings associated with DBMC.  The estimated window service cost savings is 10.5 cents.





b.  Mail Processing Cost Savings


	The methodology used in this testimony to estimate the DBMC mail processing costs savings is similar to the methodology used by Witness Crum in Docket No. R97-1, with two modifications.  As can be seen in Attachment F, page 2, the first step in this analysis is to estimate the outgoing mail processing costs that DBMC parcels avoid.  During the course of the Docket No. R97-1 rate case proceedings it was pointed out that several costs included in this estimate would not necessarily be avoided by DBMC parcels.  


	The first cost that should be excluded from the outgoing mail processing costs that DBMC parcels avoid is the outgoing mail processing costs at Auxiliary Service Facilities (ASFs) when the ASFs are functioning like BMCs.  ASFs are plants that sometimes perform functions similar to a processing and distribution center (PD&C) and at other times perform functions similar to a BMC.  In the latter, the costs at the ASF are similar to costs that DBMC parcels incur at the BMC.  Therefore, DBMC parcels do not avoid these costs and they should be excluded from the outgoing mail processing costs that DBMC parcels avoid.  To be able to exclude these costs, it is first necessary to know what percentage of the outgoing mail processing costs at ASFs are associated with the ASFs acting like a BMC.  In Docket No. R97-1, Witness Crum did not make this distinction because of a lack of adequate data, although Witness McGrane provided rebuttal testimony that estimated the maximum percent of outgoing ASF costs that should be excluded from the costs DBMC parcels avoid.�  


	For this analysis, data from the field were collected to estimate this percent.  It was found that ASFs perform "BMC-like" functions for 36.1 percent of their parcel volume.  This percent is used as an estimate of the percent of outgoing mail processing costs that should be excluded from the costs DBMC parcels avoid.


	The second issue raised in Docket No. R97-1 was that it is not appropriate to assume that DBMC parcels avoid platform acceptance costs at other facilities.  Even though DBMC parcels will actually avoid these costs at the upstream facilities, they may incur similar costs at the BMC.  This is because parcels that are entered at the delivery unit or plant will instead arrive at the BMC in postal paks.  In contrast, the majority of DBMC mail is bedloaded.  Therefore, DBMC parcels may incur platform acceptance costs at the BMC that are similar to the costs other parcels incur when they are entered upstream from the BMC.  Outgoing platform acceptance costs are shown in row 4 on page 2 of Attachment F.   


	It was also suggested in the Docket No. R97-1 that mail preparation costs should be excluded from the mail processing costs that DBMC parcels avoid.  In his rebuttal testimony, Witness McGrane explained that DBMC parcels do in fact avoid these costs.  Therefore this testimony assumes that DBMC parcels avoid outgoing mail preparation costs at facilities upstream of the BMC.


	The outgoing mail processing costs that DBMC parcels avoid is shown in row 5 on page 2 of Attachment F.  The appropriate piggyback factor has already been incorporated into this cost.  Next, the unit cost is calculated by dividing the total cost in row 5 by the volume of Parcel Post that is entered upstream of BMC/ASF.  This volume is estimated on page 3 of Attachment F.  Next, the unit cost in row 7 is multiplied by the wage adjustment factor to derive the estimated mail processing costs avoided by DBMC parcels, 59.3 cents.  





BMC Presort


	The estimated cost savings of BMC presort is shown on page 1 of Attachment G.  The cost savings are estimated by subtracting the modeled BMC presorted cost per piece (column 2) from the modeled nonpresorted (inter-BMC) cost per piece (column 1).


	The BMC presorted cost per piece is estimated on page 2 of Attachment G.  It is estimated using a methodology similar to the mail processing models discussed in Section III of this testimony.  The operations in the model have been changed to reflect the fact that the BMC presorted parcels only need to be crossdocked at the origin BMC.  In addition, the conversion factors have been changed to reflect the BMC presort requirements.  Machinable parcels must be sorted in a 69 inch pallet box with a minimum of 52 inches of mail in each, and NMOs must be sorted onto pallets with a minimum of height of 42 inches of mail.�    


	The estimated BMC presort unit cost savings is 23.2 cents.  





Origin BMC


	The estimated cost savings of Origin BMC (OBMC) parcels are shown on Attachment H page 1.  Since the OBMC discount is off the inter-BMC rate, the cost savings are the costs avoided by an OBMC parcel compared to an inter-BMC parcel.  The estimated cost savings has two parts.  The first part is the costs an OBMC parcel avoids by being dropped at the origin BMC.  Since they avoid the costs at the facilities upstream of the BMC, these costs are equivalent to the costs a DBMC parcel avoids.�  The second part of the cost savings is the cost avoided by the OBMC parcels being presorted by destination BMC.  These avoided costs are the same costs a BMC-presorted parcel avoids.  Therefore, the estimated costs avoided by an OBMC parcel are the sum of the DBMC unit cost savings and the BMC presort unit cost savings.  This estimated OBMC cost savings is 93.0 cents.


 


DSCF


	The estimated cost savings of a DSCF parcel compared to a DBMC parcel is shown on Attachment I page 1.  The cost savings are estimated by comparing the modeled costs of DBMC in Section III of this testimony to the modeled cost of DSCF parcels.  DSCF modeled costs are calculated using a mail processing model similar to the models discussed in Section III of this testimony.  Machinable, NMO, and oversize NMO DSCF parcels are modeled separately.  The inputs to the mail processing model have been changed to reflect the DSCF requirements.  The requirements for DSCF give mailers several options.�  As mentioned earlier, since there was not enough time to gather adequate detailed data, assumptions had to be made in the cost analysis.  These assumptions were made in a manner that would mitigate the probability of overstating cost savings.  


	One assumption in the model is that only pallets are being used for the DSCF rate.  Although mailers have the choice of using sacks or pallets, the area coordinators in the field reported that mailers were using only pallets.  Therefore, this analysis assumes that only pallets are used.  This is reflected by a zero number of handlings for sacks in the model on page 2 of Attachment I. 


The next assumption is the average number of parcels on a DSCF pallet.  The requirements for DSCF give mailers several options for minimum pallet requirements.  The number of machinable, nonmachinable, and oversize parcels on a DSCF pallet is estimated in Attachment D, page 1.  The average for each requirement was estimated using the minimum number and maximum number of parcels on a pallet.  Since it is unlikely that fifty NMOs will fit on a pallet, it was assumed that NMOs are only entered using the 36” of mail rule.  Also, since many mailers had expressed fear that they did not have an adequate number of parcels to meet the requirements for machinable parcels, the minimum number was weighted by 0.7 and the maximum number of pieces was weighted by 0.3.�


Another assumption used in the DSCF mail processing model is that 12.3 percent of the pallet volume is dropped at BMCs.  This assumption is derived from the assumption that 12.3 percent of parcel volume has direct transportation from the BMC to the DDU.  In these cases, mailers are required to enter DSCF volume at the BMC.  Although mailers are allowed to request an exception to this rule, at the time of this cost analysis it did not appear that any exceptions had been granted.  In addition, the cost estimate is not very sensitive to this assumption since the parcels are only handled once, either at the BMC or at the SCF. 


	The estimated cost savings for a DSCF parcel is calculated separately for a NMO and a machinable parcel.  Then the proportion of machinable and the proportion of NMO parcels are used to calculate a weighted average of the cost savings.  The estimated cost savings for the average DSCF piece are 42.8 cents.  The estimated cost difference between the average DSCF parcel and the oversize NMO parcel are 364.0 cents.   





DDU


	The non-transportation cost savings for a DDU parcel is estimated as the cost that a DDU parcel avoids compared to a DBMC parcel.  Since DDU parcels are required to be unloaded by the mailer, the only mail processing costs they incur are the costs associated with sorting the parcels to the carrier at the delivery unit.  Since the DBMC mail processing model in Attachment A does not include any handling costs at the delivery unit other than unloading costs, the model essentially estimates the costs that a DDU parcel avoids. 


	The estimated cost savings of the average DDU parcel is calculated as the weighted average of the modeled cost of a machinable DBMC parcel and a NMO DBMC parcel.  This calculation is shown on page 1 of Attachment J.  The estimated cost savings of an oversized NMO DDU parcel is calculated as the modeled cost of an oversize NMO DBMC parcel.  The estimated cost savings for a DDU parcel and an oversize NMO DDU parcel are 73.0 and 555.8.cents, respectively.      


�
V.   Parcel Post Transportation


A.  Introduction/Background


	The cost analysis presented in this part of the testimony takes the transportation costs allocated to Parcel Post by TRACS and develops Parcel Post transportation unit costs.  This analysis estimates the unit cost per cubic foot for each zone for each of the following three rate categories: inter-BMC, intra-BMC and DBMC.  In addition, the unit cost per cubic foot is estimated for DSCF and the unit cost per cubic foot savings is estimated for DDU.


	The Parcel Post transportation model presented in this testimony uses the same methodology used by Witness Hatfield in Docket R97-1.�  The methodology introduced by Witness Hatfield incorporated several major improvements.  The two main improvements were dividing transportation costs into transportation function (local, intermediate, and long distance) and dividing costs into distance-related and non-distance-related.�  These two concepts are briefly described below.  





1.  Transportation Functions


	The transportation functions are defined in the Parcel Post transportation model as follows:


Local:  Costs associated with transporting parcels between facilities that are within the service area of a P&DC, primarily between AOs and P&DCs.  Local costs include the costs of postal owned vehicles.





Intermediate:  Costs associated with transporting parcels between facilities that are within the service area of a BMC, primarily between P&DCs and BMCs.





�symbol 183 \f "Symbol" \s 12�·�   Long distance:  Costs associated with transporting parcels between facilities that are in different BMC service areas, primarily between two BMCs.  Long distance cost is associated only with inter-BMC parcels.





Zone Related (ZR) vs. Non-Zone Related (NZR)


	The Postal Service measures great circle distance (GCD) as the distance between the 3-digit origin and the 3-digit destination of a parcel.�  GCD can be quite different from the distance a parcel actually travels.  Since the true cost of transportation is associated with the distance a parcel actually travels, GCD is not always an accurate indicator of the cost.  Witness Hatfield made a distinction between when the distance a parcel travels is related to GCD (zone-related) and when it is not related to GCD (non-zone related). 





	The following table displays the results of this analysis.





Table V-1.   Zone and Non-Zone Costs


�
Inter-BMC�
Intra-BMC�
DBMC�
�
Local�
Non-zone related�
Non-zone related�
Non-zone related�
�
Intermediate�
Non-zone related�
Non-zone related�
Zone related�
�
Long-Distance�
Zone related*�
N/A�
N/A�
�






	There is an asterisk by zone related for inter-BMC long-distance costs because although the majority of these costs are considered to be zone related, there are some exceptions.  The first exception is the costs related to hub and spoke networks.  These include the Eagle Network, the Western Air Network, and a proportion of Christmas air costs.  No matter where the origin and destination are (within each hub and spoke network) the parcel must first travel from the origin to the hub, and then travel from the hub to the destination.  Therefore, GCD distance is not a good indicator of actual distance traveled.  The other exception is the terminal costs of commercial and Christmas air.  In Docket No. R94-1, PRC Op, pages III-54-56; the Commission stated that terminal costs should not be considered zone related because every flight receives these costs regardless of the distance they travel. 





B.  Methodology


	This section of my testimony provides an overview of the methodology.  For a more detailed discussion of the methodology and the justifications for using the methodology, please see Docket No. R97-1, USPS-T-16.  


	The development of Parcel Post transportation unit costs are discussed in the following four sub-sections.  


Estimation of parcel post cube-weight relationships.


Cubic feet and cubic foot miles.


Division of Parcel Post transportation costs by function and rate category.


Calculation of unit transportation costs.





 Estimation of Parcel Post Cube-Weight Relationships


	One of the pieces of information needed for this analysis is the cube-weight relationship of Parcel Post.  This relationship is used for two purposes.  It is used by Witness Plunkett to derive rates and it is used in this testimony to estimate the total cubic feet in each zone.  The later will be discussed in more detail in Section V.B.2.of this testimony.


	The regression analysis used to estimate the cube-weight relationship is described in Appendix I.  Following Witness Hatfield’s methodology in Docket No. R97-1, the cube-weight relationship is estimated separately for inter-BMC, intra-BMC, and DBMC parcels.  The results are expressed in terms of an estimated cubic feet per parcel for each pound increment.  The results of the regression analysis are shown in Attachment K.  Pages 1 and 2 display the equation results.  Page 3 shows the results graphically.    


	


Cubic Feet and Cubic Foot Miles


	In order to develop unit transportation costs it is necessary to estimate the number of cubic feet in each zone for each of the three rate categories.  This is done by multiplying the test-year before-rates volume estimates in each rate cell by the corresponding estimated cubic feet per parcel estimate in Attachment K.  The cubic feet estimates for each rate cell are shown on pages 1 through 6 of Attachment L.  The total cubic feet per zone for each of the rate categories are summarized on page 7 of Attachment L.


	Other data that are needed in this analysis are the total cubic-foot miles in each zone for each of the three rate categories.  These data are needed to distribute distance-related costs.  These data come from LR-I-105 and are shown on page 7 of Attachment L.  





 Division of Parcel Post Transportation Costs by Function and Rate Category.


	There are 4 steps to divide the Parcel Post transportation costs into functions and rate categories.


Separate base year costs into functions.


b.   Estimate test year costs.


c.   Estimate the number of legs traveled by rate category and function.


d.   Distribute test year costs to three rate categories: inter-BMC, intra-BMC and DBMC.





 Separate Base Year Costs Into Functions


	The first step is to distribute base year costs from USPS-T-11, WP.B., cost segment 14.1 into the three transportation functions: local, intermediate, and long distance.  In addition, long distance costs are broken down into two categories, ZR and NZR.  This is shown on page 1 of Attachment M.�





b.   Estimate Test Year Costs


	The next step in dividing Parcel Post transportation costs into functions and rate categories is to use the percentage of base year costs in each function to allocate total test year costs to each function.  This step is shown on page 2 of Attachment M.  At the bottom of this page, test-year local costs are adjusted by adding test-year postal owned vehicle costs.


	As can be seen, plant load costs and Alaska air non-preferential costs are pulled out of all other intermediate costs.  This is because these two costs are attributed only to the inter-BMC and intra-BMC rate categories, while the rest of intermediate costs are attributed to all three rate categories.  This is different from how these costs were handled in the last rate case. 


	 Although plant load costs were allocated among all three rate categories in the last rate case, it was decided to not allocate these costs to DBMC parcels in this analysis.  Since plant load costs are the costs associated with the Postal Service's picking up parcels at a mailer’s plant, and since by definition DBMC parcels must be dropped off at the destination BMC, plant load costs cannot be associated with DBMC parcels.


 	Alaska non-preferential air costs were not included in the Parcel Post transportation model in the last rate case.  Instead, the pricing witness incorporated these costs into the rate design separately from other transportation costs.  It should be pointed out the base-year Alaska non-preferential air costs used in this model are from the roll-forward Cost Segments and Components report (LR-I-2).  These costs do not match the Alaska non-preferential air costs in the base-year transportation work papers (USPS-T-11 WP.B.).  That is because the Postal Service is using the Commission's approach and therefore only allocating a proportion of Alaska non-preferential air transportation costs to Parcel Post.  The base year transportation work papers show the total Alaska non-preferential air costs.  The roll-forward cost segment and components report shows only the costs attributed to Parcel Post.	


	 


c.   Estimate the Number of Legs Traveled by Rate Category and Function.


	Before distributing test year costs to each rate category, it is first necessary to estimate the average number of legs the average parcel travels on each transportation function of each rate category.  Table V-2 shows the full path of the inter-BMC mailstream.  If a parcel follows the full path of the inter-BMC mailstream, it will incur costs associated with 2 legs of local transportation, 2 legs of intermediate transportation, and one leg of long distance transportation.





Table V-2.  Full Path of an Inter-BMC Parcel





�
Local Leg�
Intermediate Leg�
Long


Distance Leg�
�
AO to P&DC�
1�
�
�
�
P&DC to origin BMC�
�
1�
�
�
Origin BMC to destination BMC�
�
�
1�
�
BMC to P&DC�
�
1�
�
�
P&DC to AO�
1�
�
�
�
Total Legs�
2�
2�
1�
�



	


	Table V-3 displays the full intra-BMC mailstream.  If a parcel follows the full intra-BMC path, it will incur costs associated with 2 legs of local transportation and 2 legs of intermediate transportation.





	Table V-3.  Full Path of Intra-BMC Parcel


 


�
Local Leg�
Intermediate Leg�
�
AO to P&DC�
1�
�
�
P&DC to BMC�
�
1�
�
BMC to P&DC�
�
1�
�
P&DC to AO�
1�
�
�
Total Legs�
2�
2�
�






	If a parcel follows the complete DBMC mailstream it will incur costs associated with one intermediate leg and one local leg of transportation.  Table V-4 displays the full DBMC mailstream.





Table V-4.  Full Path of a DBMC Parcel


 


�
Local Leg�
Intermediate Leg�
�
BMC to P&DC�
�
1�
�
P&DC to AO�
1�
�
�
Total Legs�
1�
1�
�









	In reality, not all parcels travel the full path of either the intra-BMC or the inter-BMC mailstreams.  The Parcel Post transportation model assumes that 3.17 percent of intra-BMC parcels are held out at local AOs, 4.48 percent of inter-BMC parcels are entered at the origin BMC, and 7.11 percent of DBMC parcels are entered at SCFs.� Table V-5 displays the adjusted number of legs for Parcel Post in the Parcel Post transportation model. 








Table V-5.  Parcel Post Transportation Model - Number of Legs, Adjusted





�
Inter BMC�
Intra-BMC�
DBMC�
�
Local�
1.96�
1.94�
1�
�
Intermediate�
1.96�
1.94�
.93�
�
Long Distance�
1�
�
�
�






d.  Distribute Test Year Costs to Inter-BMC, Intra-BMC and DBMC


	The next step is to distribute test year costs to three rate categories: inter-BMC, intra-BMC and DBMC.  Costs are not distributed to either of the DSCF or DDU rate categories because these rate categories did not exist in the base year and are not included in the test-year cost data used in this testimony.� 


	Costs are distributed based on total cubic feet in the rate category and number of legs traveled in that function.  This distribution is shown on page 3 of Attachment M.  As mentioned earlier, plant load costs and Alaska nonpreferential air costs are only allocated to the inter-BMC and intra-BMC rate categories.  





4.  Calculation of Unit Transportation Costs 


	The final step is to calculate the unit transportation costs.  This will be discussed separately for each rate category.  


	


a.  Inter-BMC Unit Transportation Costs.


	The calculation of unit transportation costs for the inter-BMC rate category is shown on page 2 of Attachment N.  The first column shows the percentage of cubic feet in each zone.  These are used to distribute the NZR costs (local, intermediate and NZR long distance costs) to zones.  These calculations are shown in columns 3, 4, and 6.  The second column displays the percentage of cubic foot miles in each zone.  These are used to allocate ZR costs (ZR long distance costs) to zone.  These calculations are shown in column 5.   


	The next step is to calculate the unit cost per cubic foot in each zone for each transportation function.  This is done by dividing the total costs in each zone (columns 3-6) by the total inter-BMC cubic feet in each zone (Attachment L, page 7, column 1).  Next, the total unit cost per cubic foot for each zone is calculated as the sum of the unit cost per cubic foot for each transportation function.  This is shown in column 11 on page 2 of Attachment N.  





b.  Intra-BMC Unit Transportation Costs.


	The methodology used to calculate unit transportation costs for intra-BMC parcels is slightly different than the methodology used for inter-BMC parcels.  There are two reasons for this.  First, there is no need for cubic foot miles, because none of the intra-BMC transportation costs are zone related.  Second, it is assumed that fifty percent of the local intra-BMC parcels are held out at the AO.  This assumption is consistent with methodology used by the Commission in Docket R97-1.  The held-out parcels will avoid most of the transportation with the exception of local transportation costs that are incurred below the delivery unit.  These costs, intra-city and box route, are pulled out of the local costs, and distributed separately.


	The calculation of the unit cost of transportation for intra-BMC parcels is displayed on page 3 of Attachment N.  Column 1 shows the total cubic feet in the local zone and the non-local zones.�  These data come from page 7 of Attachment L.  Column 2 displays the average number of local and intermediate legs.  Since 50 percent of local intra-BMC parcels incur zeros legs of local transportation, and since 50 percent incur 2 legs of local transportation, on average, local intra-BMC parcels incur one leg of local transportation.�  


 	Column 3 on page 3 of Attachment N displays the average cubic foot legs for local and non-local zone.  This is calculated as the product of cubic feet (column 1) and average number of legs (column 2).  Column 4 shows the percent of cubic foot legs in local and non-local zones.  Column 5 uses the percentage shown in column 4 to distribute local costs to local zone and non-local zones.  Intra-city and box route costs are shown separately.  Column 6 uses the percentages in column 4 to distribute intermediate costs to local zone and non-local zones.   


	Column 7 on page 3 of Attachment N calculates the unit local cost for each zone.  The local unit cost in local zone is calculated as the total local cost in local zone (column 5) divided by the total cubic feet in local zone (column 1) plus the total intra-city and box route cost (column 5) divided by the total cubic feet of all intra-BMC (column 1).  Local unit costs for zones 1/2 through zone 8 is calculated as the total local cost in non-local zones (column 5) divided by the total cubic feet in non-local zone (column 1) plus the total intra-city and box route cost (column 5) divided by the total cubic feet in all zones (column 1).


	Intermediate unit costs are calculated in column 8.  These costs are calculated similarly to local costs, without the extra step of adding in intra-city and box route costs.  Column 9 displays the total unit costs, the sum of local and intermediate unit costs.  


	


c.  DBMC Unit Transportation Costs.


	The methodology to calculate DBMC unit costs is very similar to the one used for inter-BMC unit costs.  These calculations are shown in Attachment N page 4.  The main difference is which transportation functions are ZR and NZR.  As discussed earlier, it is assumed that DBMC intermediate costs are ZR and therefore are allocated to zone by cubic-foot miles.  This is displayed in column 4.  DBMC local costs are assumed to be NZR and allocated to zone by cubic feet.  Local costs by zone are displayed in column 3.  There are no DBMC long-distance costs.  


	Unit local costs (column 5) are calculated as local costs by zone (column 3) divided by DBMC cubic feet by zone (Attachment L, page 7, column 9).  Unit intermediate costs (column 6) are calculated in a similar manner.  However, since it is assumed that 7.11 percent of cubic feet are dropped at SCFs, only the cubic feet dropped at BMCs are used in the calculation of unit intermediate costs. �  The cubic feet dropped at DBMC is shown in column 11 of Attachment L, page 7.  


 


d.  DSCF Unit Transportation Costs.


	Since the majority of DSCF parcels is dropped at SCFs and will only incur the costs associated with a local leg of transportation, it is assumed that the DSCF unit cost of transportation is equal to DBMC local unit costs (Attachment N, page 4, column 5).  This implicitly assumes that the 12.3 percent of DSCF volume dropped at BMCs incurs costs associated with a local leg of transportation.  The 12.3 percent assumption is a mix of DDUs co-located with SCFs and DDUs that are located near the BMCs.  Although the exact mix is not known, since there is a relatively small number of plants compared to the number of delivery units, only a small proportion of the 12.3 percent can be delivery units co-located in plants.  Therefore, the majority of the 12.3 percent of parcel volume with direct transportation from BMC to delivery unit is associated with delivery units located close to BMCs and it is not unreasonable to assume that the leg of transportation from BMCs to delivery units is a local leg of transportation. 





e.  DDU Unit Transportation Cost Savings.


	For the DDU rate category, the unit cost savings is calculated on page 5 of Attachment N. DDU parcels only incur a portion of local costs.  Since DDU parcels enter the mailstream at the delivery unit, they do not incur any transportation costs associated with transporting a parcel from the SCF to the delivery unit.  Local transportation costs can be broken down into two sub-components:  (1) highway and POV and (2) water.  Since the costs associated with water do not necessarily occur between the SCF and DU, it is assumed that DDU parcels will not avoid water costs.  


Next, total intra-SCF costs for all classes of mail are used to estimate the percentage of highway and POV costs a DDU parcel avoids.  It is assumed the DDU parcels avoid intra-SCF van and trailer costs and therefore avoids 83.57 percent of all highway and POV costs.  Therefore, a DDU parcel avoids 83.07 percent (.8357 * 160,849/161,825) of all local costs.  Multiplying the unit cost of DSCF by the percentage of local costs a DDU parcel avoids result in the total DDU unit cost savings, 44.5 cents.   


�
VI.  SPECIAL STANDARD MAIL PROCESSING COSTS





A.  Introduction/Background


	This section of my testimony provides Witness Kiefer with mail processing cost data to support the Special Standard BMC presort and Special Standard 5-digit presort rates.


	As discussed in Section III, the cost data supporting these rates is the estimated volume variable cost difference between two rate categories.





B.  Methodology


The Special Standard mail processing cost data are developed using the same methodology used to develop Parcel Post mail processing cost data in Section III.


	The cost summary worksheets for Special Standard are found on pages 8 through 14 of Attachment P.  The inputs to the model are displayed on pages 3 through 7 of the same Attachment.  The summary of the cost data is on page 1 of Attachment P.  As was done with Parcel Post in Section III, CRA adjustment factors are applied to the modeled costs.   


	As can be seen on page 1 of Attachment P, the estimated cost difference between nonpresort and BMC presort is 10.4 cents.  The estimated cost difference between nonpresort and 5-digit presort is 36.2 cents.


�
VII.  BULK PARCEL RETURN SERVICE


A.  Introduction/Background


Bulk Parcel Return Service (BPRS) was introduced in October 1997.  It is a service that is available for the return of Standard (A) parcels to the original sender.  BPRS requires a minimum annual volume of 10,000 returned parcels per year.  To qualify for BPRS, parcels must weigh under a pound, be machinable as defined by DMM § C050.4.0, and carry a “BPRS requested” endorsement.


The Postal Service will deliver the returns to the recipient in bulk at a time and frequency that is convenient to the Postal Service.  In addition, recipients have the option of picking up their returned parcels at a designated postal facility.  In those instances where the recipients calculate postage due, they must leave an audit trail that can be used by the Postal Service to verify the calculations.  In some cases, the Postal Service calculates postage due if it can do so in a low cost manner.


	In October 1998, the Postal Service submitted a BPRS cost study to the Commission to fulfill the Postal Service’s obligation to develop a more refined per-piece cost estimate for Bulk Parcel Return Service (BPRS) in accordance with the BPRS study plan submitted in Docket No. MC97-4.  The following testimony uses the data collected for the October 1998 study (as corrected by letters of December 2, 1999 and December 21, 1999 to the Secretary of the Commission re: Docket No MC97-4 and Docket No. C99-4) to estimate the test year BPRS unit cost.  


During the data collection phase, only eight mailers used BPRS.  To collect data, the postage due sites for those eight BPRS recipients were visited along with pertinent delivery units, processing and distribution centers (P&DCs), and Bulk Mail Centers (BMCs).�  Some of the data collected on these visits is summarized in Table VII-1 below.  The average weight and average cube of BPRS parcels are calculated in Attachment R.





Table VII-1.  Characteristics of BPRS Parcels


�
Weight per Piece (oz.)�
Average Cube 


Per Piece (Cubic Feet)�
Average Daily Volume�
No. Days per Week Mailer Receives Returns�
Who Calculates Postage Due �
Method of Postage Due�
Who Takes Mail to Mailers Plant�
�
    Mailer 1�
15.04�
0.08�
1,085�
6�
USPS�
Average weight�
USPS�
�
Mailer 2�
10.35�
0.09�
810�
5�
Mailer�
Manifest�
USPS�
�
Mailer 3�
12.50�
0.14�
455�
6�
Mailer�
Manifest�
Mailer�
�
Mailer 4�
9.36�
0.13�
900�
5�
USPS�
Average weight�
USPS�
�
Mailer 5�
12.80�
0.02�
760�
5�
Mailer�
Average weight�
Mailer�
�
   Mailer 6�
14.00�
0.08�
200�
6�
Mailer�
Manifest�
Mailer�
�
Mailer 7�
9.00�
0.04�
420�
2�
Mailer�
Manifest�
USPS�
�
Mailer 8�
9.88�
0.02�
71�
6�
USPS�
Physically count pieces�
Mailer�
�






B.  METHODOLOGY


This study calculates the estimated TY01 volume variable unit cost of BPRS.  For the purpose of this study, costs are divided into five cost components:


collection costs,


mail processing costs,


transportation costs,


delivery costs, and


postage due costs.





As mentioned above, site specific data, as well as additional information from plants and BMCs, were collected for this cost study.  These data are incorporated into the cost estimates as necessary. 


In addition, as with any cost study, the BPRS cost study employs several assumptions.  Since BPRS is a relatively new service, most of the assumptions are made in a manner that has more potential to overstate rather than understate costs.�





1.  Collection Costs


Collection costs is the only cost component estimated entirely using a proxy.  A proxy is used because it is impractical to collect data on how BPRS parcels enter the mailstream in the absence of a distinguishing mark on the BPRS parcel that indicates the means by which the parcel was collected.  In addition, the volume of BPRS is not large enough to find samples in collected mail. 


BY98 single-piece Standard (A) collection costs are used as a proxy for BPRS collection costs.  Although single-piece Standard (A) was eliminated as a rate category on January 10th, 1999, it was still in existence during the base year.  In addition, since most mailers did not start using BPRS until after halfway through BY98, the BPRS parcels were actually in the single-piece Standard (A) mailstream for part if not most of BY98.  For this reason, it was decided that single-piece Standard (A) collection costs were a good proxy for BPRS collection costs.  The collection cost estimate is calculated in Attachment S.  The ratio of TY01 wages to BY98 wages is used to adjust the cost data to reflect TY01 costs.  The total estimated TY01 volume variable unit cost for collection is 3.2 cents.





2.  Mail Processing Costs


	During the site visits, it was found that BPRS parcels follow the same mailstream as non-dropshipped Parcel Post and single-piece Special Standard.  Therefore, the mail processing model discussed in Section III can be used to estimate the mail processing costs of BPRS parcels.  The total estimated FY01 volume variable unit cost for mail processing is 57.1 cents.  


	Several inputs in the model were changed to account for the unique characteristics of BPRS parcels.  These changes, and the rationale behind each, are discussed below.





a.   Change average cubic feet to reflect the average cubic feet of BPRS parcels.


The average cubic feet of a parcel were changed to 0.08 to reflect the average cubic feet of BPRS.  Since BPRS parcels are smaller than both Parcel Post and Special Standard, the change in average cubic feet is reflected in higher conversion factors (the smaller the parcel, the more parcels fit in a container).





b.    Assume one hundred percent machinability. 


BPRS parcels must be machinable as defined by the DMM (DMM § 050.4.0).  During the data collection phase, it was confirmed that BPRS parcels are in fact run on parcel sorting machines and no problems with machinability were reported. 





c.    Assume arrival profile contains no bedloaded loose parcels.


The arrival profile of Special Standard (within the service area) from Docket No. R97-1, LR-H-131, is used as a proxy since both types of mail contain small, lightweight parcels.�  In addition, Special Standard contains a large proportion of returns that are handled similarly to BPRS parcels.�  Since the Postal Service does not bedload trucks with loose machinable parcels, it is assumed that all bedloaded mail is in sacks.





d.    Use Special Standard CRA adjustment factor  


The main use of mail processing models has been to estimate the cost differences between two separate mailflows.  For this reason, only the characteristics that differ between the two mailflows need to modeled.  A proportional CRA adjustment factor is then used to tie the modeled cost components to those same costs components reported in the CRA.  A fixed CRA adjustment factor is used to account for the cost components that are not included in the model.  


	Some examples of activities that are not included in the model are miskeying on the PSM, parcels falling off the PSM, and parcels hitting the wrong belt on the PSM.  There are also costs not included in the model that are specific to returns.  These are costs associated with the necessity of peeling off the old barcode when it covers the return address, obliterating the old barcode, and parcels ending up in loops from being resent to the original address by mistake.  Since Special Standard also contains a lot of lightweight returns, the non-modeled components of Special Standard should be similar to non-modeled components of BPRS. 


In addition, there are several cost components that are dependent on size.�   Table VII-2 shows that Special Standard parcels are relatively small, but still twice the size and weight of the average BPRS parcel.  Since Special Standard is closer to BPRS in size and weight than other types of Standard parcels, variances in the inputs should be similar for these two types of mail.  However, since Special Standard is on average larger and heavier than BPRS, using the Special Standard CRA adjustment factor has the potential to overestimate the true volume variable unit cost of BPRS mail processing.  Since this is consistent with the approach taken in this study to make assumptions that will avoid underestimating costs, the Special Standard CRA adjustment factor is used.�





Table VII-2.  Average Cube and Weight of BPRS vs. Special Standard 


�
Average Weight (oz)�
Average Cubic Feet�
�
BPRS�
12.2�
.08�
�
Special Standard��
25.8�
.15�
�



Only model two mailstreams.


It is assumed that one hundred percent of BPRS parcels are machinable non-dropshipped parcels.  Accordingly, only two mailstreams are modeled: machinable inter-BMC mail and machinable intra-BMC mail.





Adjust mailflow with BPRS Specific information.


Since BPRS parcels are returned in bulk to the recipient, there are several instances where the parcels do not follow the complete mailstream.  For example, in one case the Postal Service delivers the returns directly to the recipient from the destination BMC.  Information about the processing path of BPRS parcels is used in the mail processing model to adjust the number of handlings at the destination SCF and destination delivery unit.  Page 5 of Attachment T shows the calculations behind these adjustments.





h.     Weight inter-BMC modeled costs by (20/21) and intra-BMC modeled costs by (1/21).


Seven out of the eight BPRS recipients receive returns on a national basis.  Rather than incur the costs of collecting Origin-Destination (O-D) specific information for a product still in its infancy,� an assumption was used for the intra/inter mix of BPRS.


Since there are twenty-one BMCs across the country, it is assumed that BPRS parcels will use the intra-BMC mailstream 1/21 or 4.8 percent of the time.  Since BMCs are not evenly distributed throughout the country, this is a simplified assumption.  The maximum amount this assumption could underestimate cost is by 0.4 cents.  This is the difference between the unit cost estimated in this analysis and the unit cost that would be estimated if it were assumed that 100 percent of BPRS parcels use the inter-BMC mailstream.  If instead, it were assumed that 100 percent of the BPRS parcels use the intra-BMC, the estimated mail processing cost would fall by 8.3 cents to 48.8 cents.  





3. 	Transportation Costs


In the data collection phase of this study, it was found that BPRS parcels followed the same transportation network as Parcel Post.  For this reason, transportation costs are estimated using data from Section V of this testimony.  The cost per cubic foot per transportation leg from the Parcel Post transportation model in section V of this testimony are multiplied by the estimated number of legs traveled by a BPRS parcel.  This is shown on page 1 of Attachment U.  


The number of legs traveled by a BPRS parcel is estimated on page 2 of Attachment U.  First, the average number of legs for local and intermediate is estimated separately for each mailer.  The rationale behind each estimate is described at the bottom of page 2 of Attachment U.  The average number of long distance legs was assumed to be 0.95 for each mailer.  This accounts for the assumption that 95 percent of BPRS parcels use the inter-BMC mailstream.   


Next, the weighted average of the number of legs is calculated for each transportation function (local, intermediate and long distance).  The final result for the average number of legs for local, intermediate and long distance transportation is 1.53, 1.82, and 0.95, respectively.


	There are two other main assumptions behind the estimated cost of BPRS transportation.  The first is that is assumed that BPRS parcels use the inter-BMC mailstream 95.2 percent (20/21) of the time and intra-BMC 4.8 percent (1/21) of the time.  This assumption affects the cost estimate in two ways.


Since inter-BMC parcels incur a long distance cost and intra-BMC parcels do not, the estimated cost increases as the percent of parcels assumed to use the inter-BMC mailstream increases.  For this reason, the 4.8 percent intra-BMC assumption has a larger impact on transportation costs than mail processing costs.  Since it is assumed that 95.2 percent of BPRS parcels travel through the inter-BMC network, there is little chance that this assumption leads to an underestimation of transportation costs.  Even it were assumed that 100 percent of BPRS parcels use the inter-BMC network, the estimated cost would rise from 42.3 to 43.7 cents, a difference of only 1.3 cents.  If instead it were assumed that 100 percent of BPRS parcels use the intra-BMC mailstream, the estimated unit cost of transportation would decline to 16.1 cents.





Implicit in the estimated BPRS long distance transportation cost is the average distance traveled by inter-BMC Parcel Post.  If O-D specific information had been available, the cost per cubic foot for each zone could be multiplied by average cubic feet of BPRS in each zone.  The cost of a long distance leg used in the BPRS transportation model is greater than the cost of a long distance leg in the Parcel Post model for every zone, up to zone 5.  Since several of the mailers are located in an area that will rarely use zones above zone 5, this assumption should not lead to underestimating costs.  





The second assumption is that none of the BPRS parcels are held out at the local AO.  This differs from the Parcel Post transportation model, where it was assumed that 3.17 percent of intra-BMC parcels are held out at the local AO.  Since it is not know what percent of BPRS parcels are held out at local AOs, this assumption was made in a manner that ensures that costs are not overestimated.  This assumption does not have a large impact on the cost estimate, especially since such a small percentage of BPRS parcels are assumed to use the intra-BMC mailstream.


The estimated test year volume variable transportation unit cost of BPRS is 42.3 cents.





4.    Bulk Delivery Costs


The first step in estimating the BPRS delivery cost is to estimate a separate delivery cost for each of the eight mailers.  Four of the eight BPRS recipients do not have their returns delivered to them by the Postal Service.  These four pick up their returns at a minimum of once a day.�  Typically, the returns were worked near the dock and did not need to be moved until the mailer loaded the truck.  Although there may be some costs associated with greeting the mailer and taking up dock space, these costs are difficult to quantify, and are most likely negligible on a per piece basis due to the large volume of mail.  Therefore the delivery costs for these four mailers are assumed to be zero.


The other four BPRS recipients have their returns delivered to them by the Postal Service.  The delivery trucks are either postal owned vehicles or contracted transportation.  None of the transportation to these four mailers’ plants was put into place specifically for BPRS.  In most cases, the trucks not only dropped off returns, but also picked up mail.�  In one case, there was a possibility that the truck would not make a stop at the mailer's plant if volumes were sufficiently low.�  On the days that BPRS parcels were delivered to this mailer, BPRS was not usually the only mail delivered.  


Since the delivery leg of transportation is not dependent on BPRS, the full cost of that leg of transportation should not be attributed to BPRS.  Therefore, a costing methodology is needed that can be adjusted for the characteristics of BPRS.  The cost of a local leg of transportation is used to model the cost of delivery for these four mailers.  This methodology has two benefits.  The first benefit is that both the cost of postal owned vehicles and the cost of contracted transportation are included in the cost of a local leg of transportation.  In addition, this cost can be adjusted for the average cube of BPRS parcels for each recipient.  Attachment V shows this analysis.


The final step in estimating delivery cost is to calculate the weighted average of delivery cost for all eight BPRS mailers.  Since half of them have an estimated cost of delivery equal to zero, the weighted average volume variable test year unit cost of delivery is only 3.3 cents.





5.    Postage Due Costs


For the purpose of this cost study, the following elements will be included in the calculation of postage due:


The manual sortation of parcels into a container that only contains BPRS parcels.


The steps involved in calculating postage due.


The steps involved with auditing the postage due calculations of the BPRS recipients.





Since BPRS recipients vary by daily volume and type of postage due, a separate postage due cost was estimated for each BPRS recipient.  Attachment W, pages 3 through 10, display these calculations.  Next, a weighted average is calculated by weighting the cost of postage due for each mailer by that mailer’s weekly volume.  This calculation is displayed in Attachment W, page 1.  The estimated test year volume variable unit cost of postage due is 4.6 cents.





C.  Summary


The summary of the results is shown in the Table VII-3 below.  The total estimated test year volume variable unit cost of BPRS is 110.5 cents.





Table VII-3.  Summary of Unit Costs








COST COMPONENTS�
UNIT COSTS (cents)�
�
Collection�
    3.2�
�
Mail Processing�
  57.1�
�
Transportation�
  42.3�
�
Delivery�
    3.3�
�
Postage Due�
    4.6�
�
Total�
110.5�
�



�
VIII.   Merchandise Return Service 


A.  Introduction/Background


In her testimony (USPS-T-39), Witness Mayo has proposed the elimination of the Merchandise Return Service (MRS) per-piece fee.  This cost analysis gives cost support for that proposal. MRS was introduced in 1979 (Docket No. MC79-4).  Originally MRS was a two-part card system.  One card was sent though the mail and another card/label was attached to the returned parcel.  


To use MRS, an individual had to bring the MRS parcel to the window at a post office.  The window clerk would weigh and rate the parcel and write the postage due amount on a MRS card.  Then the MRS card, which was similar to a postcard, was mailed to the postage due unit at the destination postal facility.  Total postage due was calculated at each respective postage due unit by adding up the amounts written on all the MRS cards for a particular mailer.  The second part of MRS was the ‘card’ or label placed on the parcel.  The card was a signal that the parcel was being paid for by the mailer through the postage due unit.  Since the postcard was used to calculate postage due and postage due was determined at the window, window service acceptance was required to use this service.  The original MRS cost study estimated the cost of acceptance, processing, and delivery of the postcard and the related cost of postage due.  


The procedure to use MRS was changed with rate implementation in February 1985 to the one-part card/label system that is used today.  To return a parcel to a mailer, the customer simply puts the mailer-supplied MRS label on the parcel and places the parcel into the mailstream.  Weighing and rating is performed at the postage due unit in the destination postal facility.  Since the parcel does not need to be weighed and rated at the window, window service acceptance is no longer a requirement of MRS.�  


In 1986, the MRS cost study was updated to account for the changes in MRS.  The new cost study had three components:  





distribution and separation,


weighing and rating, and


billing and trust fund accounting.





Since that time, the service has remained relatively unchanged, and therefore so has the cost study methodology.  The next section re-analyzes the previous cost methodology used in Docket No. R97-1, which is essentially the methodology used from 1986 to 1997.





B.  Previous Cost Study Methodology Re-analyzed


The previous cost study did not explicitly state the benchmark it used.  For this reason, it is first necessary to determine the appropriate benchmark.  To determine the appropriate benchmark, it is important to ask what service is MRS actually offering.  MRS allows a business mailer to pay for postage on a return that has been opened and resealed by one of their customers.  Without MRS, an individual would have to take the package to the local post office, go to the window, and pay for the postage before the mail piece could enter the mail stream.  Therefore, the appropriate benchmark is a parcel that an individual sends to a business mailer by taking it to the window for weighing and rating.


The previous cost study can now be analyzed using this benchmark.  As discussed above, the cost study consisted of three cost components.  Each cost component is discussed separately below.  





1.    Distribution and Separation


To estimate the cost of the first component, distribution and separation, the previous cost study assumed that MRS parcels receive an additional sort.  However, when MRS parcels are compared to the appropriate benchmark, it can be shown that this is not an accurate assumption.  All parcels destinating at the same mailer will follow the same path until the postage due facility where a clerk may sort each "type" of return into separate containers.  The existence of MRS might add a separation to an already existing sort, but most likely will not add a full sort.  In fact, if there were not a separate fee charged for MRS, MRS would not have to be separated from other "non-prepaid" returns such as undeliverable as addressed (UAA) parcels.  Therefore, if a separate fee were not charged, MRS would not even cause an additional separation to an existing sort for mailers that also receive other non-prepaid returns.


Even with a separate fee, there are cases where the existence of MRS does not even cause an additional separation to occur.  For example, for some mailers the Postal Service uses weight averaging to calculate postage due.  For these mailers, each container of parcels is weighed and postage due is calculated using a predetermined weighted-average equation.  In these cases, MRS does not need to be separated from the other types of parcels.  Therefore, the assumption that MRS parcels receive an additional sort is not valid and the cost of a sort should not be attributed to MRS.





2.    Weighing and Rating


The previous MRS cost study assumed that the second cost component, weighing and rating, is included in the original postage.  This is a valid assumption.  The benchmark parcels are weighed and rated at the window by the window clerk.  In contrast, MRS parcels are weighed and rated at the postage due unit by a postage due clerk.  There is no reason why this function should be more costly at the postage due unit than at the window.  In fact, it makes sense that weighing and rating parcels in bulk is more efficient than weighing and rating parcels at the window by a window clerk who must "meet and greet" each customer.�





3.   Billing and Trust Fund Accounting


For the third cost component, billing and trust fund accounting, the previous cost study uses Business Reply Mail (BRM) billing and trust fund accounting data as a proxy.  The problem with this approach is that this cost component is already included in the postage rate.  The Postal Service "bills" individuals at the window.  Surely collecting money from each individual at the window is less efficient than billing one company for many parcels.  Therefore it is not appropriate to attribute billing and trust fund accounting to MRS. 





C.  Summary


By comparing costs associated with MRS to the costs associated with the benchmark, it can be shown that there are no additional costs associated with MRS.  Therefore, this cost analysis supports eliminating the MRS per-piece fee.   





  





� Docket No. R84-1, Exhibit USPS-14I.  This is the most current study of the number of parcels in BMC containers.  This study was used by the Commission in Docket No. R97-1.


� Assumption used by Operations.


� The parcels with unreadable barcodes will either be sent to the primary parcel machine or sent to a keyer on the secondary parcel machine.  In either case, the cost of the keying the parcel is similar to the cost of an additional handling on the primary PSM.


� For machinable parcels, the "sweep" operation includes the costs associated with moving a machinable parcel from the sort area to the dock.  


� See USPS-T-26, Attachment Y.


� A towveyor consists of a track built into the BMC floor in which wheeled containers can be attached and then moved around the building.  


� Other criteria defining nonmachinable parcels are:  a parcel containing more than 24 ounces of liquid in glass containers, or 1 gallon or more of liquid in metal or plastic containers; an insecurely wrapped or metal-banded parcel; a can (paint, etc), roll or tube, or wooden or metal box; a shrub or tree; a perishable, such as eggs; books, printed matter, and business forms weighing 25 pounds; a high density parcel weighing more 15 pounds and exerting more than 60 pounds per square foot pressure on its smallest side; and a film case weighing more than 5 pounds or with strap-type closures, except any film case authorized to be entered as a machinable parcel under DMM § E630.1.4 


� Assumption used by Operations


� The proportional CRA adjustment factor accounts for variances in the inputs, such as an increase in the number of handlings of non pre-barcoded parcel due to several factors, including miskeying on the PSM and the probability of the barcode either missing the parcel or falling off the parcel.


� Docket No.R97-1, USPS-RT-12.


� BMC presort requirement from DMM § M045.8.3.  The cost analysis assumes that on average the pallet boxes and pallets will be filled halfway between the minimum requirement and the maximum fullness.


� Although both DBMC and OBMC parcels avoid the costs at facilities upstream of the BMC, DBMC parcels avoid these costs compared to an intra-BMC parcels while OBMC parcels avoid these costs compared to inter-BMC parcels. 


� Options for pallets include: (1) minimum 50 pieces and 250 lbs OR 36 inches of mail on a pallet, (2) minimum of 35 pieces and 200 lbs on a pallet with a documented average of 50 pieces on a pallet.  Sacks can also be used with a minimum of 7 parcels per sack.  Sacks could be bedloaded or palletized.  Overflow sacks can also be used with the pallets.  


� As mentioned above, this assumption is also made in a manner that will reduce the estimated cost savings.  Not only is the average number of pallets on a DSCF parcel not known, it is also not known the quantity of overflow sacks that are used.  A large number of overflow sacks containing only a few parcels per sack could reduce the cost savings if each sack is not attached to its corresponding pallet.


� Docket No. R97-1, USPS-T-16.


� For the remainder of this testimony, these costs will be referred to as zone related and non-zone related.  This is to avoid confusion with other witnesses that use the term ‘distance related’ in a different manner.


� The earth is divided into units of area 30 minutes square, identical with a quarter of the area formed by the intersecting parallels of latitude and meridians of longitude.  Postal zones are based on the distance between these units of area.  The distance measured from the center of the unit of area containing a point representing the 3-digit ZIP Code area of dispatch.  DMM § GO301.1.


� As mentioned earlier in this testimony, these costs were referred to as distance and non-distance related in Docket No. R97-1, USPS-T-16.


� These assumptions were used by the Commission in Docket No. R97-1.


� Cost adjustments for DSCF and DDU parcels are made in the final cost adjustment.   


� The term "local zone" is from the rate chart (local zone, zone 1/2, zone 3, zone 4, etc).  "Non-local zone" refers to zones 1/2 through zone 8.  The term "local" refers to the separation of costs into cost function (local, intermediate, and long distance).  In order to avoid confusion the terms "local zone" and "non-local zone" will be italicized.


� As mentioned earlier, it is assumed that 50 percent of local intra-BMC parcels are held out at the local AO.  These parcels will incur zero legs of local transportation.


� The assumption that 7.11 percent of DBMC parcels are dropped at the destination SCF is consistent with the methodology accepted by the Commission in Docket No. R97-1.


� Site visits occurred between April 20, 1998 and August 30, 1998. 


� There is also some potential for this study to understate BPRS costs in the test year.  This potential exists because at the time of the study the lowest volume BPRS mailer had an annual volume of approximately 22,000 BPRS parcels.  This is more than twice the required minimum of 10,000.  Therefore, the data collected in this study cannot necessarily be extrapolated to mailers with lower annual volumes of mail.  Therefore, there is potential for the unit cost of BPRS to rise if a large number of mailers with annual volumes close to the minimum start to use BPRS.


� The current rate structure encourages mailers to only use Special Standard for lightweight parcels.  Although Special Standard is on average larger and heavier than BPRS, it is closer to BPRS in size and weight than other subclasses for which arrival profile data are available.


� For most rate cells the Standard A bulk rate is lower than the Special Standard bulk rate.  For this reason, several mailers use Standard A bulk rates for their outgoing parcels and Special Standard rates for their returns.  Therefore, a large percent of Special Standard volume is lightweight single-piece parcels and it is believed that a large proportion of these parcels is returns.


� One example of costs that vary with size is the costs associated with sweeping containers.  The smaller the parcel, the less often containers need to be swept.


� The proportional CRA adjustment factor is 1.04 and the fixed CRA adjustment factor is 21.1 cents.


� 1998 Cost and Revenue Analysis, BY98 Average cubic feet = total cubic feet (28,342,000) divided by volume (191,093,000) = .148.


�Several of the mailers had been using BPRS for only a couple of weeks during the data collection phase of this study.  This precluded the possibility of coordinating an analysis to determine whether the BPRS O-D profile is subject to significant seasonal variation.


� Other types of returns were picked up in addition to BPRS.   


� Postal employees could not distinguish which was the original reason for the trip; picking up mail or delivering returned parcels.


� The truck may pick up mail while it is at the mailer’s plant, but would only make the run if there were enough returns to justify a trip.


� For security reasons, parcels over one pound cannot be put into collection boxes.  For this reason, individuals may still bring some MRS parcels to the window for acceptance.  However, these parcels will only need to be handed to the window clerk, not weighed and rated at the window.  In addition, individuals can still avoid going to the post office by leaving the MRS parcel at their mailbox for their carrier to pick up.  


� As mentioned earlier, due to the fact that parcels under one pound cannot be placed in collection boxes, there may still be some instances where individuals bring the MRS parcel to the window for acceptance.  However, the MRS parcel only needs to be handed to the window clerk, not weighed and rated.  Therefore the MRS parcel is weighed and rated in a more efficient manner than the benchmark parcel.
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