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Discussion on Allocating Costs
Assuming that the USPS has two types of customers, which are, the people who mail first-class letters, and the businesses that ship packages to customers, the determination of the profitability of each of these two customers will help in cost allocation. In determining their profitability, we can assess the profit margin and profit share per customer (Olic, 2016). To calculate the profit margin, we can take the sum a customer paid and subtract amortized fixed costs (office, taxes, lease, etc.) and variable costs (the time you worked) (Olic, 2016). To calculate the profit share per customer, we divide the customer profit by the sum of all the profit and multiply the result by 100% (Olic, 2016). Additionally, we can estimate the cost of each serving each customer through a bottom-up approach which establishes the cost of each element of the mail or package handling and delivery process, which are summed to estimate the cost of each product (USPS, 2012).
In allocating the USPS network costs to these two customers, I would recommend that the USPS allocate most of their costs to the customers mailing first-class letter since there is no other company apart from USPS that provides this service. Fundamentally, this follows the Inverse Elasticity Pricing Rule, which holds that a product’s markup over its marginal cost is inversely proportional to its price elasticity of demand (Shapiro, 2016). As such, the allocation of costs should be based on the customers’ demand for the products provided by USPS. Conversely, they should allocate the lesser amount of their costs to the businesses that ship packages to customers, such that they undercharge them since they are the more price-sensitive customers of its competitive products (Shapiro, 2016).
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