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APC COST REDUCTION DISTRIBUTION KEY AND VOLUME VARIABILITY
USPS LR-L- 22
PREFACE

This is a category 2 library reference.  This is being filed as a library reference to document the work described by witness Smith’s testimony, USPS-T-13, part II.A.4, page 14.  It was prepared by Cost Attribution personnel working with witness Marc Smith.  
The distribution key and volume variability developed in this library reference were provided to witness Waterbury, USPS-T-10, who used them in the rollforward to distribute the Cost Reduction program savings associated with the APCs (Automated Postal Center).  This is an update of Docket No. R2005-1, USPS LR-K-121.

The Automated Postal Center distribution key and volume variability were developed using the following data:

1)
The number of APC transactions by transaction type from Retail.
2)
The average amount of time the transactions would have taken if the transaction had taken place at the retail window, from the FY05 transaction time study, with results shown in USPS LR-L-81.
3)
Number of Window Delivery Confirmation Pieces by Class and Subclass from Retail.

4)  RPW Volumes by class and subclass for stamped mail pieces and metered mail pieces.

5)  The volume variability of costs at the window for products sold by APCs from the workpapers of witness Milanovic, USPS-T-9 in USPS LR-L-5, C/S 3, WS 3.2.1.

Addendum with Corrected Results Provided:  The results provided to witness Waterbury, USPS-T-10, are shown in Part I.  However, after the completion of the test year costs by witness Waterbury, errors were found in the calculation of the distribution key in Part I.  The errors were made on items 1 and 2 listed above.  On APC transactions data, only the first quarter of FY05 data was used rather than all of FY05.  On item 2, the average transactions times used were based on preliminary work, rather than the final results contained in USPS LR-L-81.
Part II of this library reference is an addendum to correct these errors.  In addition, witness Waterbury, USPS-T-10, Appendix F contains an addendum based on the distribution key provided in the Part II addendum, which demonstrates the small impact of the error on test year costs.  See Page 9 for a comparison of the original and corrected distribution keys, along with an explanation of the corrections. 
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APC COST REDUCTION DISTRIBUTION KEY AND VOLUME VARIABILITY USED BY WITNESS WATERBURY
PART I

APC Cost Reduction Distribution Key and Volume Variability

The distribution key and volume variability developed in this library reference were provided to witness Waterbury, who used them in the rollforward to distribute the cost savings associated with the APCs (Automated Postal Center).
The Automated Postal Center distribution key and volume variability were developed using the following data:

1)
The number of APC transactions by transactions type during the first quarter of FY05.  This was provided by Retail.
2)
The average amount of time the transactions would have taken if the transaction had taken place at the retail window.  The average transaction times were from the preliminary results of the FY05 transaction time study. (The final results of the study are shown in USPS LR-L-81).
3)
Number of Window Delivery Confirmation Pieces by Class and Subclass, provided by Retail.
4)  RPW Volumes by class and subclass for stamped mail pieces and metered mail pieces.
5)  The volume variability of costs at the window for products sold by APCs from the workpapers of witness Milanovic, USPS-T-9 in USPS LR-L-5, C/S 3, WS 3.2.1.
Data on APC transactions by transaction type provide a distribution for the reductions in window transactions due to the APC.  The window average transactions time for these types of transactions times the number of each type of transaction gives us an estimate of the labor time savings by transaction type as shown on page 3.  Some of these transactions types on page 3 need to be further divided to relate to class and subclass.  For example, the savings on selling stamps at the window is distributed to classes and subclasses in the same way as the costs for selling stamps at the window.  Pages 4-6 show the division of selling stamps, other postage and Delivery Confirmation transactions to the classes.  The variability of the labor savings computed using the variability of the window service labor costs for the APC transactions mix.  This is shown on page 7.
ADDENDUM CORRECTING

 THE APC COST REDUCTION DISTRIBUTION KEY 
PART II
ADDENDUM to
USPS-LR-L-22
Corrected APC Cost Reduction Distribution Key

The difference between this Addendum and the calculation in Part I is the number of APC transactions used in the analysis to create distribution keys for APC cost savings and the use of final transaction times.  This addendum uses the volume of transactions for the entire 2005 Fiscal Year, whereas Part I used the volume of transactions for only the first three months of Fiscal Year 2005.  This addendum used the average transactions times from USPS LR-L-81, whereas Part I used preliminary estimates.  The following table shows the difference the transactions volume and transaction times make in the distribution keys used to distribute APC cost savings.
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Addendum

Express Mail 5.27% 6.1772%

Priority Mail 33.37% 32.3121%

First-Class Mail 41.80% 43.9438%

Parcel Post Mail 14.69% 12.6700%

Certified Mail 0.15% 0.6823%

International Mail 4.72% 3.9633%


The Automated Postal Center distribution key in this addendum was developed using the following data:

1)
The number of APC transactions by transaction type during all of FY05.  This was provided by Retail.
2)
The average amount of time the transactions would have taken if the transaction had taken place at the retail window, from the FY05 transaction time study, with results shown in USPS LR-L-81.
3)
Number of Window Delivery Confirmation Pieces by Class and Subclass from Retail.

4)  RPW Volumes by class and subclass for stamped mail pieces and metered mail pieces.

5)  The volume variability of costs at the window for products sold by APCs from the workpapers of witness Milanovic, USPS-T-9 in USPS LR-L-5, C/S 3, WS 3.2.1..
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