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COST SEGMENT 3 COST POOLS AND OTHER RELATED INFORMATION

I.  PREFACE

I-A. Purpose:  

USPS-FY08-07 documents the formation of C/S 3 cost pools, the development of mail processing accrued costs and volume-variable subclass costs by cost pool, and other related calculations that are inputs to the B Workpapers, the CRA model and the Special Cost Studies.  

I-B. Predecessor Documents: 

USPS-FY08-7 consists of 8 parts (see section II below for the contents of each part). Parts III through VIII correspond to parts III through VIII of USPS-FY07-7 in Docket No. ACR2007.  Part I corresponds to parts I and II of USPS-FY07-7, and is formatted similarly to the Table 1- links provided on February 14, 2008 in response to CIR No. 2  #10 in Docket No. ACR2007.  Part II shows the FY08 list of MODS operations, similar to the FY07 list of MODS operations provided on February 11, 2008 in response to CIR No. 2 #8. 

I-C. Corresponding Non-Public or Public Document.

The more detailed and specific rate categories shown in the tables in USPS‑FY08-7 are those requested by the Commission. However since USPS‑FY08-7 is the public version, all competitive and international mail and services are aggregated.  The detailed rate categories are shown in USPS‑FY08‑NP18, which is the non-public version of USPS‑FY08-7.

USPS-FY08-7 does not include any SAS programs.  Since the SAS codes access the IOCS file and contain information relating to competitive and international mail and services, they are included in USPS-FY08-NP18.  Additionally, USPS-FY-8-NP18 also incorporates the requests specified in CIR No. 1 #9 and in CIR No. 2 #7 (responses to both filed on February 11, 2008) in Docket ACR2007, by providing the SAS logs and the SAS output tables generated by the SAS programs. 

I-D. Methodology:  

USPS-FY08-07 uses the PRC mail processing methodology, most recently reflected in the Docket No. R2006-1 Recommended Decision and the improvements presented in USPS-FY07-7 that were accepted by the PRC (see the Commission’s ACD or Annual Compliance Determination, filed on March 27, 2008, Appendix B – Cost Attribution and Distribution Issues)

The accepted FY07 improvements include: 

· using MODS operations for forming the BMC cost pools; 

· relying on the LDC 48 MODS operations associated with IOCS tallies to disaggregate the LDC 48 costs into the same cost pools as those shown in Docket No. R2006-1;

· including in NonMods subclass costs their share of clocking in/out time;

· allocating the LDC 15 costs to various image streams based on the percents of webROADS keying hours logged at consoles and distributing the allocated costs to subclass based on IOCS proxy distribution keys corresponding to the sources of those image streams;

· providing for a separate treatment of the Express Mail Out-Of-Office costs from other costs but with the changes discussed below In section 2.

In addtion, USPS-FY08-07 contains a correction/refinement to the treatment of the LDC 15 costs and two methodological changes relating to Proposals Three and Five approved under Commission Order No. 115 (October 10, 2008).

1.
Correction/Refinement of LDC 15 costing.

In Docket No. ACR2007, the total LDC 15 cost was allocated to the COA, PARS, APPS, LETTER and FLAT image streams based on keying hours logged at consoles at the RECs (Remote Encoding Centers), which are not sampled in IOCS. However, part of the total LDC 15 cost includes activities at the LMLMs (LETTER MAIL LABELING MACHINEs) which are usually found at plants and which are therefore sampled in IOCS.

In this docket, only the non-LMLM portion of the FY08 LDC 15 cost (based on the non-LMLM share of the LDC 15 MODS hours), is allocated to the various image streams at the RECs. The LMLM portion of the cost is distributed to subclasses based on the IOCS tallies associated with the LMLM MOD operation (or with the LMLM IOCS operation if the tally does not have either a MODS operation code or is associated with an invalid MODS operation code). As a result, it is possible to have some non-volume-variable costs in the LMLM operation that are associated with IOCS fixed activity codes.

Thus, the FY08 LDC 15 cost is partitioned as follows:

	LMM operation
	4.5%
	Source: MODS file

	Non-LMLM ooperations
	95.5%
	

	Image Stream

Console Hours
	COA
	4%
	Source: WEBMODS

	
	PARS
	53%
	

	
	APPS
	8%
	

	
	LETTER
	22%
	

	
	FLAT
	13%
	

	
	  Total
	100%
	


2.
Cost of Delivery of Express Mail by Clerks.

This costing is based on Proposal Five submitted by the Postal Service and approved under Commission Order No.115 (October 10, 2008).  As was done in Docket No. ACR2007, the C/S 3 out-of-office cost for Express Mail continues to be be derived from IOCS Q18A07, option A – “Express Mail Pickup, Delivery or Transport (Express Mail only).”  The 43 percent volume-variability for special delivery messengers last displayed in C/S 3.4 of the FY02 B Workpapers continues to be used to obtain the volume-variable portion of the Express mail out-of-office costs. There are however two changes made in this docket as follows, one to the distribution key for the volume-variable portion of the costs, and another to the treatment of the non-volume-variable portion of the costs. 

In this docket, the method for apportioning the clerk Express Mail delivery costs to domestic Express Mail and International Inbound Express Mail no longer uses the IOCS-based distribution key described in USPS-FY07-7, which is associated with the clerks’ activities on premises (note that in IOCS, no mail piece identification is ever collected when the employee is off premises).  Instead, the distribution key now relies on volume data (as suggested by the Commission): the volume of domestic Express Mail is obtained from the FY08 RPW Report and the ICRA volume of International Inbound Express Mail from USPS-FY08-NP2.

The 57 percent non-volume-variable portion of the costs continues to be treated as institutional in C/S 3 B Workpapers and in the Cost Segment and Component Report,  as it was in Docket No. ACR2007.  Additionally, it is assigned as group-specific to competitive products as described in USPS-FY08-NP10. 

3.
Using IOCS Shape Information to Distribute Allied Mail Operations.

This change is based  on Proposal Three submitted by the Postal Service and approved under Commission Order No.115 (October 10, 2008).       

In Docket No. ACR2007, the great majority of all mixed mail tallies and the associated costs are assigned to all shapes and classes in allied operations. By using  additional information collected from IOCS surveys regarding the contents of containers,  the number of allied “all shape and class” tallies is reduced in the IOCS file by being assigned to letter, flat, and parcel mail shapes as appropriate (see USPS-FY08-NP21).  As a result, the majority of the costs in allied operations can now be attributed to the correct shape and to classes that only include that shape.

I-E. Inputs/Outputs:  

The FY08 information from the same data systems identified in USPS-FY07-7 (Pay Data system LDC expenses, MODS hours, and IOCS tallies) are inputs to USPS-FY08-7.  The FY08 IOCS tallies are in attachment USPS‑FY08-NP21.  In addition to those data systems,  the webROADS LDC 15 console hours in USPS-FY08-23,  the Express Mail volume from the FY08 RPW and the Inbound Express Mail volume from USPS-FY08-NP2 are inputs to this attachment. 

USPS-FY08-7 outputs are used in other attachments as follows:
Part I 


( USPS-FY08-8, USPS-FY08-25, USPS-FY08-NP10




     USPS-FY08-NP14

Part III


( USPS-FY08-26

Parts IV

( USPS-FY08-NP14

Parts V & VI

( USPS-FY08-2, USPS-FY08-NP12, USPS-FY08-NP13




     USPS-FY08-NP14

Part VII & VIII
( USPS-FY08-8, USPS-FY08-11, USPS-FY-8-12, 




     USPS‑FY08-13, USPS-FY08-15, USPS-FY08-16,    



     USPS‑FY08-21, USPS-FY08-26, USPS-FY08-28, 




     USPS‑FY08-29

A summary table of C/S 3 cost pools displaying for each cost pool total accrued costs, mail processing accrued and volume-variable costs, and the volume-variable percent of mail processing costs is included at the end of this preface.  The links to the table is included in Part I.
II.  ORGANIZATION

USPS-FY08-07 consists of 8 parts, each contained in an Excel worksheet.  The contents of each Excel worksheet are indicated below.  For each part, the actual tables and their titles are listed at the beginning of each Excel worksheet in the electronic file.  

Table Of Contents

Part I:
Development of Cost Pools for Cost Segment 3.

Preface Table Links.

Summary Tables of FY08 C/S 3 accrued costs by facility type.


Tables of MODS Operation Hours by cost pool and by LDC for MODS 1&2 Facilities and for BMCs.


Tables of percent of cost pool MODS hours by LDC for MODS 1&2 Facilities and for BMCs.


Tables of nonMODS cost pools.




FY08 Subclass Volume-Variable Costs and Variabilities, By Cost Pool  (Cost Pools Include “Migrated” and “Fixed” Tallies by IOCS Activity Code).

Part II:
FY08 List of MODS Operation Codes.

Part III:
FY08 Subclass Volume-Variable Costs Disaggregated By Shape And By Cost Pool For First Class, Periodicals, Standard And Package Services, by Metered mail for Letter-Shaped First Class Single Piece, and by Permit Imprint for Ipp/Parcel-Shaped First Class Single Piece. (Shapes identified are letter, flat, and ipp/parcel) 

Part IV:
Administrative And Window Service Input Costs to B Workpapers
Part V:
Premium-adjusted Subclass Costs for C/S 3 Component 035,  Distribution Keys for C/S 11, 15, 16, 18, 20 Components (inputs to the CRA model)

Part VI:
Equipment Volume-Variabilities for C/S 11, 16 (inputs to the CRA model)

Part VII:
Premium Pay Adjustment Factors By Subclass, Overhead Factors By Cost Pool, Crosswalk of Selected CRA Equipment Categories to MODS Mail Processing Cost Pools (inputs to special cost studies)

Part VIII:
Disaggregated Wage Rates (inputs to special cost studies)

III.  PROGRAM DOCUMENTATION

Programs are developed in SAS for processing on an IBM mainframe.

The SAS program codes, the SAS logs, and the SAS output tables are included in USPS-FY08-NP18.
ACR2008

