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USPS/OCA-XE-2

Let C; be the cost in cost component i.
Let Vj be volume of delivered mail (final output, response to USPS/OCA-T1-
37(a)) for subclass j.

The marginal cost of a piece of subclass j in cost component i is:
(1) MCij = 3C|/3VJ = Ci'Sij/Vj
Where g;j is the elasticity of cost in component i with respect to the volume V.

The “constructed” VVC is:
(2) VVCij = MCij'Vj = Ci'Sij

Roberts RVVC;; (Response to USPS/OCA-T1-24):

(3) RVVCj=Cimis'dsj (single output)

(4) RVVCi=Ci-(nis,in"ds,inj Fis,ouT ds ouT,j) (two outputs)

Where nis (IN, OUT) is the elasticity of cost in component i with respect to FHP
(FHPIN, FHPOUT) for shape s; and ds; (IN, OUT) is the distribution key share for
subclass j in shape s FHP (FHPIN, FHPOUT).

Equivalence to constructed VVC implies
(5) Ci'nis'dsj = Ci'Sij > T]is'dsj = &jj (single OUtpUt)
(6) Ci-(nis,nds,inj FMis,ouT ds,ouT,j) = Ci'gj
= Mis,N"ds,inj FMis,outds,ouT = € (two outputs)

Using the chain rule,
. (7) &j =mis*6sj (single output)
Where 6y; is the elasticity of shape s FHP with respect to subclass j volume.

Combining (5) and (7), equivalence of (3) to (2) requires



