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12 
summarize each of the sources of change for FY 1999, FY 2000 and the Test Year that 

result from the factors developed by me and other Postal Service witnesses. The total 

Test Year revenue requirement is determined by adding final adjustments: the 

contingency, and the amount included to recover prior years’ losses, to the amount 

reflected on the after rates rollfonnrard model test year change report which has been 

adjusted for the workyear mix.‘O 

a. Cost level 

Estimating the increase in the cost of current year resources 

produces cost level changes for the subsequent year. Year-to-year price changes 

primarily consist of increases in the unit cost of personnel compensation and benefits 

and the cost of the previous year’s level of non-personnel resources. As detailed in my 

Exhibit QQ, cost level changes in salaries are estimated to average 3.1% in FY 1999, 

3.0% in FY 2000 and 4.0% in the test year. Cost level changes in benefits are 

estimated to average 4.8% in FY 1999, 6.5% in FY 2000 and 6.4% in the test year. 

The derivation of cost level factors is explained in detail in Chapters VIII and IX of 

Library Reference i-l 27. 

b. Mail volume effect 

Mail volume effect is cost changes due to increases or decreases 

in mail volume and special services volume. Cost variability due to the mail volume 

effect is detailed in the testimony and workpapers of witness Kashani (USPS-T14). 

C. Non-volume workload effect 

These are cost changes that result from variation in measurable 

workload characteristics other than mail volume. For example, city carrier street costs 

vary with the number of possible deliveries. The most significant of these in terms of 

financial impact are the number of possible city deliveries, the number of rural boxes 

and route miles, and the amount of facilities square footage. Non-volume workload 

factors are summarized in Table 8. The computation of non-volume workload factors is 

a Final adjustments are calculated by other witnesses and summarized and sourced in witness Kashani’s 
Exhibit USPS-141. 
” Exhibit 9B. page 9. 
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13 
explained in Chapter IVd of Library Reference l-127. The application of these factors to 

Postal Service costs is explained in the testimony and workpapers of witness Kashani 

(USPS-T14). 

Table 8 
Non-Volume Workload Factors 
% Change from Previous Year 

FY7WK! 1 Teat Year 1 

I 
Analysis of Work Days by Fiscal Year 

I C”.nno I ev,ggg 
rl IJWJ t-1 FY 2000 Test Year 

Weekdays *CA 251 LOI 251 250 
Saturdays 52 53 52 
3”I ^-?days 52 z; 52 53 

,. 
Hollaays I 

._ 

29:227 
I 

._ 
IO 10 

Workday Equivalents ( 1 29y27 293.94 292.40 
Total Days I 365 I 365 366 365 

-_- .--. .--. 
I 

d. Additional workday effect 

Some costs vary according to the number and composition of days 

in each Government Fiscal Year. For example, costs are higher on weekdays (except 

holidays) than Saturdays, and lowest on Sundays and holidays. The derivation of the 

additional workday factor is detailed in Chapter VII of Library Reference l-127 and the 

application of these factors to Postal Service costs is explained in the testimony and 

workpapers of witness Kashani. The number of days in each of the relevant years is 

shown in Table 9. 

Table 9 

” Weighted by Postmaster salaries by class, 
” Weighted average. 
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The Other Programs expense growth for FY 2000 and the Test 

Year are $0.4 billion and $1 .I billion respectively, or a total of $1.5 billion. This is 

substantially less that the $3.7 billion in Other Programs expense growth estimated for 

FY 1997 and the Test Year in Docket No. R97-1. The growth for FY 2000 and the Test 

Year is concentrated in corporatewide personnel costs, depreciation and interest. The 

remaining expense growth for these two years is more than offset by cost reductions 

reflected in Table 10. Reduced program expense reflects managements commitment 

to control costs. There is long term risk, however, in this strategy, as it requires deferral 

and cancellation of programs that would otherwise be planned to improve the quality of 

service, increase responsiveness to customers, and build and maintain our 

infrastructure. 

9. Base Year Unit Cost Adjustment 

This adjustment applies to Fiscal Year 1999 only and is 

documented in the testimony and workpapers of witness Kashani. 

h. Workyear Mix Adjustments 

The workyear mix adjustments represent the dollar impact of 

changes in the composition of workyears expected to occur during Fiscal Years IQQQ- 

2001. The methodology used in the Docket R97-1 filing, which reflected the lower cost 

of new hires as part of the workyear mix adjustment, has been changed. The cost 

savings related to new hires is now calculated as an offset to step increases which are 

reflected as part of cost level changes. This approach improves the estimate by 

including the new hire impact of rural carriers and other bargaining employees that 

previously were not estimated. The new method is also more accurate because it 

calculates the savings as the difference between employees’ retiring at the top step and 

their replacements’ being hired at the bottom step. The old method calculated the net 

savings as the difference between the average cost of an extended step employee and 

the overall average personnel cost. 

Changes in the workyear mix are estimated to result in greater 

personnel costs for Fiscal Years 1999 through 2001 before rates, and a slight decrease 

in costs for the Test Year after rates. These amounts are relative to the personnel 



Table 39 
Contractual Transportation of Mail 

($000) 
Amount % Change 

FY 1998 4,242.170 
FY 1999 4,279,550 0.9 
FY 2000 4,559.054 6.5 
Test Year before rates 4,755.068 4.3 
Test Year after rates 1.3 _ 4,619,553 
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This segment includes the cost of non-Postal Service contractual 

resources used to transport domestic mail between Postal Service facilities within the 

United States of America. Also included are the costs of transporting international mail 

between the United States and foreign countries, and the impact of fluctuations in 

international currency conversion exchange rates. As reflected in Table 40, Contractual 

Transportation costs are mainly impacted by cost level changes, mail volume workload, 

cost reductions, and other programs. Cost level changes result from the level of 

inflation forecasted by DRI. Cost reductions relate to Priority Mail Processing Centers, 

new efficiencies in Air System Contracts, Mail Transport Equipment Centers. Prior Year 

International Adjustments, parcel dropship savings and a challenge to absorb inflation. 

Other programs relate mainly to initiatives that improve the quality of service by adding 

new or upgraded transportation links. In Fiscal Years 1999 through the Test Year, final 

adjustments reflects mail mix adjustments as calculated by witnesses Robinson and 

Daniel. 

Additional wow 

Table 40 
Significant Changes in Cost 

Contractual Transportation of Mail 
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the past two rate cycles. Our interim year projections also show that equity restoration 

will continue up to the Test Year. As shown in my Exhibit 9L, which depicts historical 

net incomes, losses, and equity, a fifth straight net income was realized in FY 1999, 

and a net income of $65.6 million is estimated for Fiscal Year 2000. This will improve 

equity to a negative $380.4 million by the end of FY 2000. 

Notwithstanding this progress, rising cost levels and weak revenue 

growth will tend to undermine the Postal Service’s equity position in Fiscal Year 2001. 

In this regard, the Board of Governors of the Postal Service has affirmed the Postal 

Service’s commitment to restoring and maintaining equity over time. In Resolution No. 

95-9, adopted on July 10, 1995, the Board issued a policy statement outlining a goal of 

restoring equity between general rate increases cumulatively in relation to the amount 

included for recovery of prior years’ losses in the most recent rate case.” In connection 

with that goal, the resolution further stipulates that, whenever it is projected that 

restoration of equity as specified might not be met, the Board and the Postal Service 

will take action to reduce costs and/or increase revenues. A report on equity 

restoration prepared by Price Waterhouse LLP for the Board of Governors provides 

significant advice as background to the Board’s policy ResoIution.20 The Report 

recommended that “the Board of Governors adopt a Policy Statement affirming a 

commitment to the goals of breaking even over time and taking actions to improve the 

Postal Service’s equity position.“2’ 

A Fiscal Year 2001 before rates Test Year with a projected net loss 

of $1.7 billion indicates the need for additional net revenue. As reflected in my Exhibit 

9N, the Postal Service projects it will fall short of the Board of Governors equity 

restoration goal if rates are not increased during Fiscal Year 2001. 

Although in the past two rate cycles significant equity was restored, 

the Postal Service’s current equity position is still negative. If there had been no 

provision for recovery of prior years’ losses, however, the erosion of equity would have 

* Docket No. MC96-3. Library Reference SSR-112. 
2~ Id. 
u Id. 
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DELIVERY CONFIRMATION -This portion of the program is to reflect the cost 
s for the supplies and services. The delivery confirmation infrastructure program 
purchased 310,000 scanners for delivery employees (carriers, box section 
clerks, and retail clerks). These scanners are used to scan the delivery 
confirmation barcode at the time of delivery and enhance special service options 
for expedited and package products. The costs of this program were estimated 
by the program manager for the costs for supplies and services, information 
systems maintenance and upgrades, equipment supplies and support, and 
printing. Costs for FY 1999 were estimated by the program manager to increase 
by $1.633 million and FY 2000 were estimated to increase by $11.275 million. 
Savings for FY 2001 were estimated to be $7.398 million. 

TIME AND ATTENDANCE COLLECTION SYSTEM (TACS) -This project will 
standardize all time and attendance applications nationally. There will no longer 
be five time and attendance systems (Postal Source Data System, Electronic 
Time Clock, Electronic Time Clock Local Area Network, Personal Computer City 
Time and Attendance Processing System, and City Time and Attendance 
Processing System). It will provide managers with local information at the 
performance cluster level through the use of a database. There will be 85 data 
base servers, one for each of the districts and connected to the LAN network. It 
will allow remote dial-in capability for locations not connected to the LAN. The 
project will reduce workload as well as provide managers with information to 
assist them in managing their operations more effectively. The costs and 
savings were developed based on the difference between the costs of the 
mainframe application and the resources necessary to support that application 
and the costs of the placement of a server in a local office and the resources 
necessary to support it. Savings for FY 1999 were estimated to decrease 
$10,000. The non-personnel costs for FY 2000 were estimated by the program 
manager to increase by $10,000 in various supplies and services accounts. 

OFFICE OF WORKERS’ COMPENSATION PROGRAM (OWCP) COST 
REDUCTIONS - The workers’ compensation cost reduction is an effort to 
reduce long term workers’ compensation liability. This program supports long- 
term return-to-work strategies, e.g. the workers’ compensation task force and 
early medical case management efforts. This program also aggressively controls 

28 
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