Summary Description of Summer Sale Model
Results 
The Commission conducted preliminary analyses of the Summer Sale Proposal, using data submitted by the Postal Service.  The results indicate positive contributions under various scenarios.  These findings contributed to the Commission’s conclusion that a positive contribution is likely at program completion.  However, the Commission noted that results are sensitive to the scope of mailer shifting from First-Class Mail to Standard Mail, and the Postal Service’s assumption that certain attributable costs will remain fixed in the short-run.
This model is not a precedent for conducting analysis of net revenue impacts, but the first step in developing such a tool or series of tools.  For example, after completion of the Summer Sale, the Commission will analyze mailer-specific program data submitted by the Postal Service to estimate Summer Sale program incremental costs and revenues.  The evaluation might lead to the development of one or more tools for future program evaluations.  In short, the Commission views the development and use of program evaluation tools as an evolutionary process in which all stakeholders can and should participate. 
 The Commission considered the Postal Service’s low and high volume percent increase assumptions of 2.0% and 5.15% and estimated program contributions of 18.8$M and $50.0M, respectively.  Contributions are calculated by estimating program revenues, and then subtracting estimated short-run attributable costs and the Postal Service’s estimate of program administration costs of $0.977M.  
Separately, the Commission conducted an analysis using own and cross price elasticities from the most recent set of Postal Service demand models to estimate the potential diversion of First-Class Mail to Standard as a result of the Summer Sale program discounts and found a much lower, but still positive program contribution of $6.5M.[footnoteRef:2] The resulting net volume increase from this scenario is 7.34%.  This analysis incorporates migration of high unit contribution First-Class Mail presort volume into lower unit contribution Standard Mail (Standard regular letters), consistent with cross price effects found between First-Class Mail and regular Standard Mail in the Postal Service’s models.  In response to CHIR No.1, Q. 2, the Postal Service claims that it expects the magnitude of this migration to be negligible.[footnoteRef:3]        [2:  Demand models filed with Commission as: United States Postal Service FY 2008 Demand Analysis Materials Market Dominant, January 16, 2009. ]  [3:      See response to CHIR No.1, question 2.a.   


] 

However, the Commission observes that the cross price effects in the models are measured using system level First-Class Mail presort volume.  In the current context, First-Class Mail users who are not users of Standard Mail are ineligible for the Summer Sale program. Therefore to the extent that any shift is limited to users of both First-Class Mail and Standard Mail, the effect from the present model is overstated by some unknown amount.  The Commission will thoroughly examine this issue as part of its final assessment.

Model Worksheets   
DATA INPUTS – All data used in the model are entered in this worksheet.  In particular, the short to long term variability ratios the Postal Service provides in response to CHIR No. 1 are used in this worksheet to estimate unit capacity-related costs by cost segment from the attributable costs reported in the FY 2008 Cost Segments and Components Report (CSCR).  These unit costs are the attributable costs that the Postal Service considers fixed in the short- term but can vary in the long-term with a sufficient volume response.  Accordingly, subtracting unit capacity-related costs from total (long-term) unit attributable costs yields short-term unit attributable costs, as the Postal Service estimated by Standard Mail product.  
The model is also able to distinguish between “used”  and “excess” portions of capacity-related costs by using cost segment-specific excess capacity ratios.  Further, the model uses these ratios to calculate capacity-related expenditures, if volumes are sufficiently high.  For example, a 50 percent capacity ratio means that if volume more than doubles, then added capacity-related expenses are incurred.  Otherwise, resources generating the existing cost level are sufficient to support the volume expansion and these costs remain fixed.    
In particular, the model applies a percent equal to one less the excess capacity ratio to adjust the capacity-related unit costs, obtained from the previous step.  For its analyses, the Commission assumed 10 percent excess capacity across all cost segments and therefore entered 90 percent to adjust capacity-related unit costs down by that amount.  This downward adjustment is sufficiently high to allow the anticipated program volumes under all scenarios to be absorbed within existing capacity, as the Postal Service expects.  
UNADJUSTED UVVC – This worksheet calculates total unit volume variable costs by cost segment and product from the FY 2008 CSCR and CRA. 
SHORT TERM UVVC – This worksheet adjusts the total unit volume variable costs down for each cell from the UNADJUSTED UVVC worksheet by applying the short term to long term variability ratios provided by the Postal Service in its response to CHIR request No. 1.     
ADJUSTED CAPACITY-RELATED UVVC – This worksheet calculates adjusted capacity-related unit costs by cost segment and product through a two step process.  First, it subtracts the short term UVVCs calculated in the SHORT TERM UVVC worksheet from the unadjusted UVVCs shown in the UNADJUSTED UVVC worksheet to obtain unadjusted capacity-related unit costs. Second, the latter set of unit costs are then multiplied by the portion of total capacity that is assumed to be used (the 90 percent values entered in the DATA ENTRY worksheet).  The result is a matrix of adjusted capacity-related unit costs.  Unit cost values in this matrix are then used to determine the amount of existing excess capacity that is subsequently used by Summer Sale program volumes. 
VOLUME EFFECTS - This worksheet calculates incremental program volumes for Standard mail, using either Postal Service specified percent volume changes, or elasticities from their demand models.  In the latter case, a FIRST-CLASS shift into Standard letter mail is also calculated.  The Postal Service’s First-Class work-shared letters demand equation includes a “discount” elasticity with respect to Standard letter mail.  This discount elasticity is converted to a cross-price elasticity in this worksheet for use in determining the shift effect. 
SHORT TERM VARIABLE COSTS - This worksheet calculates short term variable costs by cost segment and product based on the volume impacts calculated in the VOLUME EFFECTS worksheet and the short term unit attributable costs contained in the SHORT TERM UVVC worksheet.  	 
CAPACITY-RELATED COSTS – This worksheet estimates remaining excess capacity by cost segment based on the volume impacts from the VOLUME EFFECTS worksheet and the adjusted capacity-related unit costs from the ADJUSTED CAPACITY-RELATED UVVC worksheet.  For those cost segments, where remaining excess capacity is negative, a positive capacity-related cost of the same absolute amount is shown in the last column.  Otherwise, capacity-related expenses are zero, consistent with the Postal Service’s assumption that only short term variable costs affect the program contribution.
The worksheet also includes a series of adjustments to the unadjusted excess capacities shown by cost segment under the first column in order to provide current fiscal year estimates for these values.  The first column values are calculated using the FY 2008 CSCR and the excess capacity percentages assumed by cost segment (in this case,100% less the 90% values shown in the DATA ENTRY worksheet).  These values are then adjusted to the current fiscal year using first half volume and capacity-related changes for FY 2009 compared to the SPLY.  Values in the resulting Adjusted Excess Capacity column (in the middle of the worksheet), then become the starting points for further adjustments due to the Summer Sale incremental volumes.     
INCREMENTAL REVENUES – This worksheet calculates incremental revenues using volumes from the VOLUME EFFECTS worksheet and the average per piece revenues from the DATA ENTRY worksheet. 
SUMMARY – This worksheet calculates the program contribution in total and by product. The product contributions are the differences between the product incremental revenues and the product short term attributable costs. Capacity-related costs (if any) and program administrative costs are then subtracted from the sum of these product-specific amounts to obtain the program contribution.  
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