PAGE  
4

UNITED STATES OF AMERICA

POSTAL RATE COMMISSION

WASHINGTON, D.C. 20268

Postal Rate and Fee Changes


           Docket No. R2000-1

PRESIDING OFFICER'S INFORMATION REQUEST NO. 14

 (June 29, 2000)

The Postal Service is requested to provide the information described below to assist in developing a record for the consideration of its request for changes in rates and fees.  In order to facilitate inclusion of the required material in the evidentiary record, the Postal Service is to have a witness attest to the accuracy of the answers and be prepared to explain to the extent necessary the basis for the answers at our hearings.  The answers are to be provided on or before July 10, 2000.

Item 1 of POIR 13 and OCA/USPS-99 addressed cost reductions 

announced by the Postmaster General in a speech at the National Postal Forum in Memphis, TN on March 20, 2000.  In that speech (copy attached) the PMG announced that the Postal Service intends to reduce expenses “…by at least $4 billion by 2004.”  He also said that ” Some of the savings will come from overhead reductions, about $100 million a year. …One hundred million dollars annually will come from more efficient paperwork and purchasing.  Another $100 million a year will come from reducing transportation costs.”  OCA/USPS-99 and POIR 13 both asked whether any of the cost reductions mentioned in the PMG’s speech were included in interim year and/or test year cost reductions in this docket.  OCA/USPS-99 also requested information about the completed comprehensive study of the activities and transactions noted in the speech.  The response to Presiding Officer’s Information Request (POIR) No. 13, item 1 did not adequately address the issues raised in that document.  In reply to this POIR, please provide detailed responses to each specific question.

1. In the general response to OCA/USPS-99 the Postal Service referred 

to the proposed cost reductions as the “affordability challenge” addressed by the PMG in his speech.  The Service also noted that the study, referred to as a ‘Transactions Survey’, is a work in progress and that the full survey “…including development of an implementation plan will not be completed until the December 2000/January 2001 time frame.”  Additionally, the response to part b of OCA/USPS-99 says, “…the specific overhead savings have not yet been identified.  Accordingly, they are not incorporated in the interim years or the test year.”  

However, the Service noted that there are various cost reductions in FY 

2000, such as “local management initiatives” and “absorb inflation”, which 

would be part of the PMG’s “affordability challenge”.  The cost reductions 

identified as “Local Management Initiatives” (LMIs) and “absorb inflation” are 

detailed in USPS LR-I-126.  The library reference describes LMIs as “…the

 amount of expenses the organization needs to cut to achieve its targeted net 

income goals.”  The LMI cost reductions affect cost segment 2, supervisors, 

cost segment 3, clerks & mailhandlers, CAG A-J, cost segments 6 & 7, city 

delivery carriers, and cost segment 11, custodial maintenance.  LR-I-126, 

Exhibit E.  The absorb inflation costs reductions are described as 

“…management initiative to reduce costs in various supplies and services 

areas.  These cost reductions affect cost segment 12, motor vehicle service, 

cost segment 16, supplies and services, and cost segment 18, administrative 

and regional operations.  LR-I-126, Exhibit B.  There are additional cost 

reductions for cost segment 14, transportation.  LR-I-126, Exhibit E.

Please provide a definite response concerning whether or not the specific 

LMI and “absorb inflation” cost reductions above are included in the cost 

reductions referred to in the PMG’s speech.  If they are, please provide a table showing what portion of the “overhead reductions,” “more efficient paperwork and purchasing,” and “transportation costs” reductions are accounted for by the items specified above?

2. In response to POIR 13, Postal Service witness Tayman refers to the 

Postal Service response to OCA/USPS-99 and reiterates that the FY 2000 cost reductions noted above would be part of the “affordability challenge”.  He also said, “…some of the cost reductions reflected in the test year (FY 2001) are early estimates of “the affordability challenge” or breakthrough productivity savings.”  He goes on to say “… total test year savings for breakthrough productivity is about $550 million, rather the $1 billion specified in the question.  The Postal Service’s revenue requirement includes about $181 million in the test year cost reductions that are considered breakthrough productivity.”  

The Postmaster General in his speech says “…some $700 million a year—will come from dramatic, breakthrough productivity in our processing system.  He defines breakthrough productivity to be “…reducing costs through everything from machine utilization, to standardized processes, to staffing and scheduling, and to resource management.  …Tracking mail throughout the system…benchmarking, measuring performance, and understanding the costs of every activity.  …Managing our capital investments in line with changes in our volume patterns, our need to create new products and channels, and investing in the next generation of automation for flats and parcels to offset the cost of labor.”

a. Please provide the type of savings the $550 million, referred to by 

witness Tayman, represents, the cost segments affected, and where in LR-I-126 the savings are reflected.  If the savings are not reflected in LR-I-126 or the revenue requirement workpapers, LR-I-127, please specify where the savings can be found. 

b. Is witness Tayman’s identification of breakthrough productivity 

savings of $550 million an indication that the Postmaster General overestimated cost reductions in mail processing by $150 million?  If not, please reconcile the $700 million in breakthrough productivity cost reductions referred to in the PMG’s speech with the $550 million referred to in witness Tayman’s answer to POIR 13, item 1.

c. Witness Tayman refers to cost reductions in the test year revenue 

requirement amounting to $181 million that are considered to be breakthrough productivity savings.  Please specify which cost reductions in the test year he is referring to.

d. Witness Tayman has reduced the breakthrough productivity 

savings from the $700 million mentioned in the PMG’s speech to $550 million in the test year in his answer to POIR 13.  He also says in that answer that there are $181 million of breakthrough productivity savings in the test year revenue requirement.  Does this mean that there are $369 million ($550 million less $181 million) or $519 million ($700 million less $181 million) in test year cost reductions that are not now reflected in the test year revenue requirement?  If so, what cost segments will the additional cost reductions affect?  Please provide as specific a description as possible of the types of cost reductions that are likely to make up the additional savings in a format similar to LR-I-126.

e. Can the Commission conclude that test year processing costs will 

be reduced by either $369 or $519 million?

Edward J. Gleiman

Presiding Officer

