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Introduction

This library reference provides the supporting documentation and analyses used to estimate the test year cost savings associated with reduction in bundle breakage for flats mail.  This is a Category 2 Library Reference associated with the testimony of witness Schenk (USPS-T-43).  The methodology used in this analysis is described below. 

This library reference relies on other witnesses’ library references and testimony in this docket.  The following sources are used:

· USPS-LR-J-61: flats mail processing cost models.

· USPS-LR-J-125, Table 125-1: test year before rates volumes.

Witness Patelunas (USPS-T-12) incorporates these cost savings estimates as final adjustments in the roll forward.

Organization

This library reference consists of one Excel Workbook (LR-J-118 Tables.xls) containing three spreadsheets: ‘Table 1’ (estimates for First-Class Mail), ‘Table 2’ (for Periodicals Mail), and ‘Table 3’ (for Standard Mail).  These tables are also provided below.  An electronic copy of the workbook is provided on the accompanying diskette.  

The methodology used in this library reference for calculating the test year cost savings resulting from a 25 percent reduction in bundle breakage is similar for all three mail classes analyzed.  This methodology is discussed in general below, with two exceptions noted afterward.

Witness Miller (USPS-T-24) has three flats mail processing cost models, corresponding to First-Class, Periodicals, and Standard Mail flats, as documented in USPS-LR-J-61.  The first step in the estimation process for this library reference is to take each of these flats mail processing cost models and eliminate the piggyback factors (in Sheet ‘Piggybacks’) from the cost calculations.  The resulting test year unit costs without piggyback factors are produced by the model in the sheet ‘CRA ADJ UNIT COSTS.’  These unit costs are shown in column [2a] of the ‘Table 1’ spreadsheet of LR-J-118 Tables.xls for First-Class Mail (Tables 2 and 3 for Periodicals and Standard Mail, respectively).  

The next step in the estimation process for this library reference is to run the modified cost models (i.e., those without piggyback factors) with the test year bundle breakage rates, which are 25 percent lower than the current bundle breakage rates.  Bundle breakage rates are given in sheet ‘Package Data’ in the cost models in USPS-LR-J-61.  When the new bundle breakage rates are entered into the model in the ‘Package Data’ sheet, the resulting test year unit costs without piggyback factors and with new bundle breakage rates are produced by the model in the sheet ‘CRA ADJ UNIT COSTS.’  These unit costs are shown in column [3a] of the ‘Table 1’ spreadsheet of LR-J-118 Tables.xls for First-Class Mail (Tables 2 and 3 for Periodicals and Standard Mail, respectively).  

The next step in the process is to calculate the cost savings that result from a 25 percent reduction in bundle breakage rates.  This involves subtracting the test year unit costs without piggyback factors and with new bundle breakage rates from the test year unit costs without piggyback factors and with current bundle breakage rates by rate element.  This difference is the test year unit cost savings by rate element for a 25 percent reduction in bundle breakage rates, and is shown in column [4a] of each table in LR-J-118 Tables.xls.  Test year volumes by rate element (column [1a]) are applied to these unit cost savings estimates and the results (column [5a]) are summed across rate element to obtain an estimate of total mail processing cost savings due to a 25 percent reduction in bundle breakage rates. 

As described below, there are two exceptions to the above methodology because the models in USPS-LR-J-61 do not include cost models for Within County Periodicals and Standard ECR flats. 

For Within County Periodicals flats, the test year unit cost savings by rate element for Outside County Periodicals are applied to test year before rates Within County volumes to determine the total cost savings for a 25 percent reduction in bundle breakage rates for Within County Periodicals flats.

For Standard ECR, the test year unit cost savings for 3/5-Digit Nonauto Presort Standard mail is applied to test year before rates Standard ECR volume to determine the total cost savings for a 25 percent reduction in bundle breakage rates for Standard ECR flats mail. 
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