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FY 2007 COST SEGMENTS AND COMPONENTS REPORT
PREFACE

A.  Purpose and Content
USPS-FY07-2 is an output of the FY 2007 Cost and Revenue Analysis (CRA ) Model that shows product attributable costs for 18 cost segments, including Postmasters, Supervisors, Clerks and Mail Handlers, In-Office City Carrier Activities, City Carrier and Rural Carrier Street Costs, and Purchased Transportation.
The FY 2007 Cost Segments and Components Reports is provided both in hard copy and as an Excel workbook.  A detailed explanation of the attribution of the Postal Retiree Health Benefit Payment is provided as a separate supplemental Word document entitled “Treatment of Annuitant Health and CSRS Benefits Costs.”
B.  Predecessor Document
For Docket No. R2006-1, this material was presented as Exhibit USPS-9A in the Base Year cost testimony of witness Milanovic, USPS-T-9.

C.  Methodology 
Consistent with the Postal Accountability and Enhancement Act (PAEA), for purposes of the Annual Compliance Report, the FY 2007 Cost Segments and Components Report conforms to the Postal Regulatory Commission (PRC) methods, which differ from the Postal Service’s methods in two ways:  
1. The PRC uses higher variabilities for mail processing. 
2. The PRC uses 100 percent variability for the FEDEX dayturn whereas in FY 2006 the Postal Service used an 84 percent variability. 
Also, the PAEA stipulated that a $5.4 billion payment be made in FY 2007 for the Postal Retirees Health Benefit Fund.  As a result, costs increased in Cost Segment 18.  In addition, the PAEA allowed the Postal Service to discontinue payments to the Civil Service Retirement System for current employees, previously a 17.4 percent payment that was accrued in every labor cost segment.  As a result, the accrued costs for most labor categories saw some decline in FY 2007 as compared to FY 2006.  

The Cost Segments and Components Report uses the PRC methodology most recently reflected in their Docket No. R2006-1 Recommended Decision, except for the following updates and/or improvements:
Cost Segment 3
In Cost Segment 3, Clerks and Mailhandlers, in the construction of the distribution key for the remote encoding center, LDC 15, there were two improvements which are specified in USPS-FY07-7.  
In the cost pool formation, the costs for Express Mail out-of-office costs were separated out to show the costs by product more accurately.  These improvements are discussed in USPS-FY07-7.
Cost Segment 7

In Cost Segment 7, City Carrier Street Labor, the non-volume variable costs associated with Express Mail collection boxes were assigned to Express Mail as product specific, adding about $5 million to its attributable cost.  
The non-volume variable costs associated with collection boxes were assigned to First-Class Single Piece Mail as product specific, adding about $60 million to its attributable cost.   
The costs of delivery confirmation scans were assigned to Special Services, Other, where other identifiable delivery confirmation costs are shown.  
Cost Segment 8
In Cost Segment 8, Vehicle Service Drivers, the International densities were changed to reflect the new RPW international categories due to the International Rebranding Redesign.  

Cost Segment 10
In Cost Segment 10, Rural Carriers, tallies for delivery confirmation were available by shape, so that new information has been incorporated. 
Cost Segment 13 

In Cost Segment 13, Miscellaneous Local Operations, credit card fees, which are fees based on credit card purchases at retail (window) counters, were assigned to products based on the overall window service distribution key.  
Cost Segment 14

No major methodology changes were made in FY 2007 to Cost Segment 14, Transportation.  However,  TRACS provided an improved distribution key for the Christmas network using operational data. 

Cost Segment 16  

In Cost Segment 16, Supplies and Services, a new general ledger expense account for eBay fees was created.  These costs were attributed based on the contract fees and the classes of mail that paid the contract fees.
Cost Segment 18
In Cost Segment 18, Administration and Area Operations, Civil Service Retirement System (CSRS) escrow payments of $2.958 billion were accrued and expensed in the FY 2007 general ledger.  However, this amount was excluded from the FY 2007 CRA because it had been included as an institutional expense in the FY 2006 CRA.

The treatment of annuitant health benefits and CSRS pension costs was modified due to the PAEA.  The $5.4 billion Postal Retiree Health Benefit Payment and the $1.726 billion expense for annuitant health benefits were split into current-year and prior-year costs, with the current-year costs attributed to products based on all labor.  A detailed explanation can be found in the supplemental Word document entitled “Treatment of Annuitant Health and CSRS Benefits Costs,” also included in USPS-FY07-2.

During FY 2007, Accounting developed a new model for workers compensation.  This model is discussed in the FY 2007 Annual Report.  

Cost Segment 20

In Cost Segment 20, Other Accrued Expenses, CSRS supplemental liability interest, which was $231 million in FY 2006, became $0 in FY 2007 as a result of the PAEA.  In addition, the methodology used to develop equipment depreciation was updated to add a new equipment category for Intelligent Mail Devices (IMDs) scanners, as described in USPS-FY07-8.  
D.  Inputs/Outputs
The Cost Segments and Components Report is an output of the FY 2007 CRA Model documented in USPS-FY07-5.  As such, it utilizes as input the FY 2007 “B” workpapers contained in USPS-FY07-6; variabilities and distribution keys developed in USPS-FY07-7; equipment- and facility-related costs developed in USPS-FY07-8; In-Office Cost System-derived distribution keys documented in USPS-FY07-27; and expenses from the audited FY 2007 USPS general ledger.
The Cost Segments and Components Report is used in USPS-FY07-NP4, the FY 2007 International Cost and Revenue Analysis (ICRA) Model.
REVISIONS OF 3/20/08

The revisions of 3/20/08 reflect revised inputs from Cost Segment 14, as explained in the preface to USPS-FY07-32, filed 3/17/08.  Changes appear on pages C-3 and C-17 (as well as the cover page).
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