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1. COST AND REVENUE ANALYSIS





The Cost and Revenue Analysis (CRA) is prepared annually by the United States Postal Service (Postal Service) each year commencing October 1 and ending September 30 as an aid in determining that the Postal Service is meeting the statutory requirements under Title 39, U.S. Code, that “each class of mail or type of mail service bear the direct and indirect costs attributable to that class or service....”  The CRA presents estimates of the total and unit revenue of the categories of mail and services provided by the Postal Service during the year, as well as their estimated incremental and marginal costs.  Such estimates are considered as one element of the Postal rate making process.





CRA data are based on information from the postal system of accounts.  The postal system of accounts, however, generally does not accumulate financial data by class and subclass of mail.  Apportionment factors are, therefore, required for development of the data for CRA purposes.  These apportionment factors are derived from various postal operational and statistical information sources.  Some of these, such as the In-Office Cost System and the Revenue, Pieces and Weight System, are dedicated to this purpose and involve extensive statistical sampling of postal activity during the year.  New sampling procedures were partially implemented during Fiscal Years 1995 and 1996 for the Revenue, Pieces and Weights System to accommodate the effects of automation implementation.  Coincident with implementation of these new sampling procedures, the difference between actual revenue as derived from the Postal Service financial systems and extrapolated revenue derived from the Revenue, Pieces and Weights System (before the routine adjustment for such differences) increased.  During 1998, the Postal Service revised certain sampling procedures, which have decreased the difference between actual and extrapolated revenue. Management is continuing to refine and implement the new sampling procedures and explore further refinements and enhancements to sampling and expansion algorithms inherent in the Revenue, Pieces and Weights System.  While extrapolated sample revenue should approximate actual Postal Service revenue, the system has been designed to accommodate and adjust for such differences, and the accuracy of apportionment factors used to develop per piece information does not necessarily depend on how close sample revenue are to actual revenues.





In 1997, the Postal Service changed its methodology used in estimating costs related to classes and subclasses of mail, and introduced estimates of incremental, volume variable and marginal costs.  Development of such estimates included as one component the use of operational data included in the Management Operating Data System.  The Postal Service also developed variability factors intended to estimate the relationship between increases and decreases in mail volume with associated changes in costs.  Supporting information essential to the development of the CRA data is generally obtained from special studies.  The methods employed to determine variability factors, incremental volume variable, and marginal costs are documented in the Summary Description and in testimony filed by the Postal Service before the Postal Rate Commission.  The various criteria and methodologies utilized to develop the information presented in the CRA Report are available from Cost Attribution in Finance.





Beginning with the first quarter of Fiscal Year 1999, the U.S. Postal Service has refined certain RPW estimation methodologies.  Nonautomated office (non-PERMIT System) precanceled stamp and metered data for First Class Presort and Standard Mail (A) bulk are estimated with mailing statements from a panel of post offices.  Permit imprint Standard Mail (B) Parcel Post estimates are based on data from the PERMIT System.




















2. INCREMENTAL COSTS





The incremental cost of a subclass of mail or service is an estimate derived from Postal Service cost models of the cost the Postal Service incurs as a result of  providing the entire annual quantity of that subclass or service.  Conversely, it is the estimate of the cost avoided by eliminating a product, assuming that all other products continue to be provided at their current volumes. The purpose of this cost category is to provide an indication of whether the customers of one subclass of mail  (or group of subclasses) may be subsidizing customers of another subclass (or group of subclasses).   Note, the incremental cost of a class of mail is greater than the sum of the incremental costs of its constituent subclasses.  Class incremental cost includes common costs that are not caused by any one subclass alone but rather by the entire class.








3. VOLUME VARIABLE COSTS





The estimated volume variable cost (sometimes called total marginal cost) of a subclass is the product of its volume and its marginal cost.   The sum of the volume variable cost across all subclasses (total volume variable cost) is the revenue that the Postal Service would earn, at current volumes, if it priced each subclass at its marginal cost.  Therefore, the difference between the Postal Service’s total cost and its total volume variable cost represents the sum of dollars the Postal Service must earn by setting the price levels of its subclasses above their marginal costs, if the Postal Service is going to break even in a given year.  For the year ended September 30, 1998 volume variable costs comprised 56.22% of all costs incurred by the Postal Service.








4.  MARGINAL COST





The Postal Service estimates of the marginal cost of subclass or mail category is the change in cost that results from a small change in its volume alone, with the volumes of other subclasses or mail categories remaining constant.








5.  CONTRIBUTION MARGIN AND COST COVERAGE





The relation of unit revenue to marginal cost provides a measure of the contribution earned by a subclass or mail category at the margin of production.  The measure indicates the rate at which a given subclass offsets all other costs of the Postal Service.  The contribution margin percent column gives the same information as a proportion of revenue per piece.  The cost coverage column expresses unit revenue as a percentage of marginal cost.








6.  FEES





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




















7.  MISCELLANEOUS ADJUSTMENTS





The following differences exist between the revenues shown in the Fiscal Year 1998 Annual Report of the Postal Service (AR) and the Fiscal Year 1998 CRA:





a) The money order float of $42.1 million included with interest income in the AR is included with special services revenue in the CRA.


b) Mortgage Income of $0.7 million included with interest income in the AR is reported as miscellaneous revenue in the CRA.


c) Reconciliation with the Annual Report of the Postal Service (page 57):





							(dollars in millions)





Per the Annual Report			       		      Per the Annual Report:


     Operating revenue				$60,072			Operating expenses			$57,778


     Interest Income				         44			Interest expense on borrowings		       167


									Imputed interest on retroactive


								 	  assessment of employee benefits	         16


									POD Worker’s compensation expense	           8


									Interest Expenses on unfunded


									   retirement liabilities		                  1,597





Total revenue per the CRA Report (page 2)	 $60,116	    	       Total costs per the CRA Report (page 2)           $59,566








8.  INTERNATIONAL MAIL	


International mail costs include costs of both U.S. origin and foreign origin mail.  Volume statistics, however, do not include foreign origin mail.








9.  MISCELLANEOUS ITEMS





Miscellaneous items include philatelic sales, fees, fines, unclaimed money from dead letters, sales of services performed for government agencies and private contractors.








10.  ALASKA AIR TRANSPORTATION





The Postal Service spent $117.1 million on air transportation within the state of Alaska.  $96.1 million of this total was provided for parcel post mailers.  Alaska Bypass mail cost $55.4 million.  The Postal Service realized $10.4 million in revenue from Alaska bypass service.











11.  OTHER





All figures in the CRA are rounded; detail may not add to totals.  Percents are rounded to the nearest decimal.


-	Denotes zero values.


        ( )	Denotes negative values.








12.  PRODUCT SPECIFIC COST





Of the incremental cost of certain subclasses, a portion consists of product specific cost.  Those amounts are as shown below (in millions):





First Class Letters		            $18.7


First Class Cards		                7.0


Priority Mail		            278.5


Express Mail		            221.5


International Mail 		              79.5


Money Orders		              40.0








13.  CARDS 





Volume variable cost includes $3.2 million for stamped cards' printing cost.








14.  SPECIAL SERVICES





Excludes ancillary service revenue.
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