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Introduction

This library reference provides the supporting documentation and analyses used
to estimate the test year cost savings associated with reduction in bundle
breakage for flats mail. This is a Category 2 Library Reference associated with
the testimony of witness Schenk (USPS-T-43). The methodology used in this
analysis is described below.

This library reference relies on other witnesses’ library references and testimony
in this docket. The following sources are used:

e USPS-LR-J-61: flats mail processing cost models.

e USPS-LR-J-125, Table 125-1: test year before rates volumes.

Witness Patelunas (USPS-T-12) incorporates these cost savings estimates as

final adjustments in the roll forward.

Organization

This library reference consists of one Excel Workbook (LR-J-118 Tables.xls)
containing three spreadsheets: ‘Table 1’ (estimates for First-Class Mail), ‘Table 2’
(for Periodicals Mail), and ‘Table 3' (for Standard Mail). These tables are also
provided below. An electronic copy of the workbook is provided on the
accompanying diskette.

The methodology used in this library reference for calculating the test year cost
savings resulting from a 25 percent reduction in bundle breakage is similar for all
three mail classes analyzed. This methodology is discussed in general below,
with two exceptions noted afterward.

Witness Miller (USPS-T-24) has three flats mail processing cost models,
corresponding to First-Class, Periodicals, and Standard Malil flats, as |
documented in USPS-LR-J-61. The first step in the estimation process for this
library reference is to take each of these flats mail processing cost modeis and
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eliminate the piggyback factors (in Sheet ‘Piggybacks’) from the cost
calculations. There are two main steps used to eliminate piggyback factors from
USPS-LR-J-61. Unless otherwise noted, each step is applied to the indicated
spreadsheets in FCM.x!s, Period.xls, and Standard.xls in USPS-LR-J-61. The
first step is to set the piggyback factors given in cells B5:B11 in the spreadsheet
‘Piggybacks’ equal to 1.000.

The second step is to incorporate CRA costs without piggybacks in spreadsheet
‘CRA Flats’. This step is achieved by the following steps: in USPS-LR-J-53
workbook Shp03usps.xls spreadsheet ‘Pool’, change the non-zero values in cells
B29:B139 to 1.000 and in spreadsheet ‘Class’ change cells L7:L39 to 1.000;
copy B21:BC21 from spreadsheet ‘Flats(3)’ in Shp03usps.xls; paste (with options
special, values, and transpose) to cells H12:H65 in ‘CRA Flats’ in Period.xls in
USPS-LR-J-61 (for FCM.xIs copy cells B11:BC11, for Standard.xls copy cells
B29:BC29). Column [13] with the column heading ‘Total Mail Proc Unit Cost’ in
sheet ‘CRA ADJ UNIT COSTS’ provides the unit costs reported in column {2a] of
Tables 1 -3 in USPS-LR-J-118 (errata).

The resulting test year unit costs without piggyback factors are produced by the
model in the sheet ‘CRA ADJ UNIT COSTS." These unit costs are shown in
column [2a] of the ‘Table 1’ spreadsheet of LR-J-118 Tables (revised).xlIs for
First-Class Mail (Tables 2 and 3 for Periodicals and Standard Mail, respectively).

The next step in the estimation process for this library reference is to run the
modified cost models (i.e., those without piggyback factors) with the test year
bundle breakage rates, which are 25 percent lower than the current bundle
breakage rates. Two steps are needed to estimate the Test Year costs savings
for a 25 percent reduction in bundle breakage rates. After the piggyback factor
adjustments described in part (b) have been done, the next step is that the figure
for the cell labeled [9] in sheet ‘CRA ADJ UNIT COSTS' (i.e., for the CRA
Proportional Adjustment, which is in cell F25 in FCM.xls, in cell F27 in
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Periodicals.xls, and in cell F24 in Standard.xls) must be copied and pasted
(values) to the same cell. Then the bundle breakage rates are adjusted by
multiplying the current rates in celis C8, C10, C12, C14, D8, D10, D12, and D14
of sheet ‘Package Data’ in FCM.xls, Period.xls, and Standard.xls in USPS-LR-J-
61 by 0.75. Column [13] with the column heading ‘Total Mail Proc Unit Cost’ in
sheet ‘CRA ADJ UNIT COSTS’ then provides the unit costs reported in column
[3a] of Tables 1 — 3 in USPS-LR-J-118 (errata).

The next step in the process is to calculate the cost savings that result from a 25
percent reduction in bundle breakage rates. This involves subtracting the test
year unit costs without piggyback factors and with new bundle breakage rates
from the test year unit costs without piggyback factors and with current bundle
breakage rates by rate element. This difference is the test year unit cost savings
by rate element for a 25 percent reduction in bundle breakage rates, and is
shown in column [4a] of each table in LR-J-118 Tables.xls. Test year volumes by
rate element {column [1a]) are applied to these unit cost savings estimates and
the results (column [5a]) are summed across rate element to obtain an estimate
of total mail processing cost savings due to a 25 percent reduction in bundie
breakage rates.

As described below, there are two exceptions to the above methodology because
the models in USPS-LR-J-61 do not include cost models for Within County
Periodicals and Standard ECR flats.

For Within County Periodicals flats, the test year unit cost savings by rate
element for Outside County Periodicals are applied to test year before rates
Within County volumes to determine the total cost savings for a 25 percent
reduction in bundle breakage rates for Within County Periodicals flats.

For Standard ECR, the test year unit cost savings for 3/5-Digit Nonauto Presort
Standard mail is applied to test year before rates Standard ECR volume to
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determine the total cost savings for a 25 percent reduction in bundle breakage
rates for Standard ECR flats mail.




Table 1 (Revised): Cost Analysis of a 25 Percent Reduction in Bundle Breakage Rates (both initial and subsequent handlings) - First-Class Presort

Rate Category

Nonauto Presort

Mixed ADC Aute Presort
ADC Auto Presort
3-Digit Auto Presort
5-Digit Auto Presort

Total

[1a] [2a]
Unit Cost (current breakage rates;
TYBR Volumes in cents)
230,127,844 20.9092
82,141,637 25.5410
43,997,187 20.0702
58,394,364 20.0331
477,333,746 13.8953
891,994,678

[1a] USPS-LR-J-125, Table 125-1

[3a)

Unit Cost (incorporating a 25% reduction in

breakage rates; in cents)
20.8977
25.5410
20.0550
20.0088

13.8799

[4a]

Cost difference (cents
per piece)

0.0115
0.0000
0.0152
0.0242

0.0154
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[5a]

Total Cost
Difference

$26,5672
$0
$6,693
$14,139
$73.462

$120,865

[2a) Unit mail processing cost {without piggybacks) when First-Class Flats model {USPS LR-J-61) is run with current breakage rates
[3a) Unit mail processing cost {without piggybacks) when First-Class Flats model (USPS LR-J-61) is run with 25% reduction in breakage rates

[43] [2a] - [3a]
[5a] {1a] * {[4a] / 100)
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Table 3 (Revised): Cost Analysis of a 25 Percent Reduction in Bundie Breakage Rates (both initial and subsequent handlings) -- Standard Mail

[1a] [2a] [3a] [4a] [5a]
Unit Cost (incorporating a 25%

Unit Cost {current reduction in breakage rates; in Cost difference Total Cost
Rate Category TYBR Volumes breakage rates; in cents) cents) (cents per piece)} - Difference
Basic Nonauto Presort 961,554,953 12.6869 12.5926 0.0943 $906,301
3-/5-Digit Nonauto Presort 1,640,876,134 8.3600 8.3257 0.0343 $563,058
Basic Auto Presort ' 563,457,261 11.2502 11.2157 0.0345 $194,166
3-/5-Digit Auto Presort 14,279,104,475 7.5530 7.5266 0.0265 $3,779,283
Total Regular 17,444,992,822 $5,442,808
Total CR 8,134,404,554 0.0342 $2,783,377

[1a] USPS-LR-J-125, Table 125-1

[2a] Unit mail processing cost (without piggybacks) when Standard Flats mode! (USPS LR-J-61) is run with current breakage rates

[3a] Unit mail processing cost (without piggybacks)} when Standard Flats model (USPS LR-J-61) is run with 25% reduction in breakage rates
[4a] [2a] - [3a]

[5a] [1a] * ([4a] / 100)
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