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Overview and Summary:

Introduction

This is being filed as a library reference to provide support for the direct testimony of witness Marc A. Smith, USPS-T-15.  This library reference provides the supporting calculations for Attachment 15 of his testimony.  Part IV of witness Smith’s testimony describes the calculations in this Library Reference.  Witness Smith is the author of this library reference.  This is an update of Docket No. R2000-1, USPS-LR-I-81.

This library reference provides the Mail Processing Unit Costs by Shape for the test year.  These costs are inputs in developing costs avoided due to worksharing.  Unit costs by shape are test year volume variable mail processing unit costs by shape and presort level.  In addition, these costs have been developed for letter shape mail based on automation and non-automation as well as by indicia for First-Class single-piece letters.  These costs include piggyback or indirect costs as well.  These costs are provided by cost pool.  

Part I summarizes the results of this library reference.  Part II provides the sources for the volume data used to compute unit costs.  Part III provides the data by class/subclass which are used in the calculations, including inputs from test year costs, premium pay ratios, and subclass mail processing piggyback factors for the test year.  Part IV shows the data by cost pool used in the calculations, such as operation-specific piggyback factors for the test year.  Part V shows the base year costs by cost pool.  Part VI shows the calculation of unit costs by shape for the test year.  Below, the steps involved in Parts V to VI are described.

The following table lists the links between this library reference, witness Smith’s testimony and other witnesses.  This table lists the other witnesses and library references which make use of this library reference. 
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PART V


This library reference relies on the following sources.  

Part II relies on the RPW, data particularly as developed in USPS LR-I-112 for volumes by shape, indicia, and automation/nonautomation categories.  See part II for specifics on citations.

Part III relies on part II and base year mail processing labor costs of witness Meehan, USPS-T-11, from USPS-11A and also the test year mail processing labor costs (before rates) from witness Patelunas, USPS-T-12, from USPS-12F.  USPS-11C for witness Meehan and USPS-12A for witness Patelunas is the source for the subclass volumes for the base year and test year.  USPS-LR-J-52 is the source for premium pay ratios and mail processing piggyback factors by subclass for the test year.  See footnotes on pages III-2 and III-3.

Part IV relies on mail processing operation-specific piggyback factors for the test year from USPS-LR-J-52, part III.  In addition, the ratio of test year to base year costs for each of the mail processing labor cost pools is obtained from the calculations that are used to develop the test year operation-specific piggyback factors (see USPS LR-J-52, part III).  This ratio reflects the impact of cost reductions, other programs, wage growth, and volume growth occurring between the base year and test year.  See footnotes on page IV-5.

Parts V and VI rely on USPS LR-J-55, PART III, TABLE 3 from witness Van-Ty-Smith, USPS-T-13.  This is the cost pool labor costs by subclass, shape, indicia, and automation/nonautomation categories.  These parts also rely on the data in parts III and IV as well.  Footnotes on these pages give the formulas for the calculations.

Summary of Calculations for the Test Year Mail Processing Unit Costs in Part VI

There are three steps used to develop the letter, flats and parcels unit costs.  These steps are applied to the labor costs by cost pool (for subclass, presort, shape, and other characteristics as shown in Part V, pages V-1 to V-12 (from USPS-LR-J-55, Part III, Table 3.  This is the basis for the calculations in Part VI. Page V-13 is a calculation of the percentage of letter costs which are piece distribution related and non-piece distribution related.  This is an input for the calculations of operation-specific piggyback factors in USPS LR-J-52, page III-21.  (Note the pages shown in Part V have “BY” (for base year) as part of the right corner title.  Likewise Part VI has “TY” (for test year) in the upper right corner.)  Many of these pages in Parts V and VI have footnotes which give the formulas for the calculations.

1.
The first step involves two adjustments to the base year labor costs.  The first of these is to apply the same adjustment as those used develop base year CRA mail processing labor costs.  This adjustment is to apply the premium pay ratios to the non-BMC cost pools (see witness Van-Ty-Smith, USPS-T-13, part C.1.2).  The second adjustment is to apply the ratio of test year to base year costs for each cost pool.  (This latter ratio adjusts the costs for each column or cost pool up or down consistent with the percentage change projected between the base year and the test year.)  The results of making these worksheet adjustments are shown on pages marked either Letters (2), Flats (2) or Parcels (2), along with TY in Part VI.  

2. The costs resulting from step 1 are adjusted in three ways in this step.  First, costs by shape summed and reconciled with the test year mail processing labor costs by subclass from witness Patelunas.  This step adjusts costs to escalate and/or reconcile to the test year mail processing labor costs.  The calculation of the reconciliation & escalation ratio is in Part III.  Second, the respective cost pool piggyback factor from Part IV is applied to each column to reflect piggyback or indirect costs.  Finally, costs are divided by the volumes for each category (shown in Part III) to obtain unit costs.  The results of these steps are shown on pages marked either Letters (3), Flats (3) or Parcels (3). 

3.
The results of step 3, and for the entire calculation, are shown in pages marked either “Letters (4), Flats (4) or Parcels (4).  Costs average for all shapes are shown in Total (4).  This is the total unit costs by shape and category, as well as the unit costs by cost pool.  Only one change is made to the costs in pages Letters (3), Flats (3) or Parcels (3) to obtain these results.  Costs from step 2 are multiplied by the final reconciliation factor.  The reconciliation factor is developed by subclass as shown in Part III.  This reconciliation factor reconciles both labor and piggybacked costs provided in Letters (3), Flats (3) or Parcels (3) with the test year mail processing labor costs from witness Patelunas Exhibit USPS-12F and with test year processing piggyback factors by subclass from USPS LR-J-52, page 9. 

PAGE II-2

FOOTNOTES FOR PAGES II-1


ROW NUMBER:


SOURCE:

7 [a] , TABLE 10

9



[a] , TABLE 12

11



[a] , TABLE 12

13



[a] , TABLE 10

15, 17



[a] , TABLE 12

19 TO 23


TOTAL IN COL “J” APPORTIONED BY







SHAPE BASED ON LINE 74



27, 29



[a] , TABLES 16, 19



47



[a] , TABLE 10



49, 51, 53, 55

[a] , TABLE 12



57, 59



[a] , TABLES 16, 19



65



ROW 49 + ROW 9



67



ROW 53 + ROW 15



69



ROW 9 + ROW 11



71



ROW 15 + ROW 17

74 [a], TABLE 14, BASED ON TOTAL

COPIES BY SHAPE FOR ALL







PERIODICALS

[a] --  USPS-LR-J-112

PAGE III-2

FOOTNOTES FOR PAGE III-1


COLUMN:


SOURCE:



B


TY TOTAL (2), COLUMN “BG”






ALSO SEE BELOW ON ROWS 47-71



C


WITNESS PATELUNAS, USPS-T-12,






EXHIBIT USPS-12F, PAGES 19-20



D


BY VOLUMES FROM WITNESS MEEHAN,






EXHIBIT USPS-11C,  TY VOLUMES FROM






WITNESS PATELUNAS, EXHIBIT USPS-12A






ALSO SEE BELOW ON ROWS 47-71



E


USPS-LR-J-52, PAGE 1






ALSO SEE BELOW ON ROWS 47-71



G-J


SEE PART II



L


USPS-LR-J-52, PAGE 9



M


PAGE III-3, COL “F”/ PAGE III-3, COL “E”


M, ROWS 9, 11, 15, 17
PAGE III-3, COL “F”/ PAGE III-3, COL “G”






ALSO SEE BELOW ON ROWS 47-71

ROWS 47 TO 71, (APART FROM VOLUMES) TAKE ON THE SAME VALUE AS ITS SUBCLASS.  FOR INSTANCE, THE RECONCILIATION RATIO FOR LABOR COSTS (COLUMN “B”) FOR ROW 51 IS THE SAME AS THAT FOR ROW 11.

PAGE IV-5

NOTE ON 

TEST YEAR TO BASE YEAR COST RATIOS BY COST POOL

This note explains the source for row 14 for the pages IV-1 to IV-4.  The test year to base year cost ratios are used to incorporate the projected change in costs by mail processing labor cost pool.  The test year to base year mail processing labor cost ratio for each cost pool is computed using the same two steps as used to compute the operation-specific piggyback factors (see witness Smith testimony, USPS-T-15, part III.C).  

First, the test year to base year ratio is computed for the 29 “old” piggyback categories.  This ratio is the test year mail processing labor cost divided by the base year mail processing labor cost for each of the “old” piggyback factor categories.  (This is the ratio of column 6 to column 1 on page III-3 of USPS-LR-J-52. 

Then we use the cross-walk matrix, which is shown at USPS-LR-J-52 at pages III-40 to III-42, to convert these cost ratios from the “old” categories into the 54 mail processing labor cost pools.  This calculation is done in the same way the “old” category operation-specific piggyback factors are used to compute the operation-specific piggyback factors by mail processing labor cost pool.

