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right-hand side term. 
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mail handlings themselves serve as estimates of dlnD/dInM .’ In other words, 

the elasticity of the cost driver with respect to volume is equal to the ratio of 

handlings of subclassj in cost pool i (Of) to the total handlings in cost pool i (0,). 

It follows that the appropriate distribution key for a distribution cost pool is the 

subclass distribution of the mail handlings in that cost pool. 

The requirement that the distribution keys provide estimates of the 

variabilities of mail volumes with respect to the cost drivers exposes the error 

witnesses But, Cohen and Stralberg make by adopting witness Bradley’s 

elasticities while proposing unrelated cost distribution methods. A fundamental 

assumption of their alternative mail processing cost distribution proposals is that 

it is inappropriate to construct mail processing distribution keys at the cost pool 

level. This is contrary to the theory set forth by witness Panzar linking unit 

volume-variable costs and economic marginal costs. 

B Consider a typical mailpiece of subclass j. that requires a, TPH in distribution activity i. 
Mathematically. this may be written as: 

D, =a,M, 

Total handling6 in the activity are 

D; =&D, =xjagM,. 

So, for any subclass j. 
??D;I~M,, = au 

Also note that we can write: 
alnD,/alnMj=(M,lD,).(ao,/aMj). 

Combining results, 
JI~D,/~~~M~=(M~/D,).(~D~/~M~) 

=(MjlD,).o, 

= n,M, JD, 

=D,lD[. 


