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�
Autobiographical Sketch


	My name is Karen Meehan.  I am an economist in Cost Attribution, Finance at Postal Service headquarters.  I have been in my current job since November 1994 and have been employed by the Postal Service since 1991. 


My postal experience includes a number of positions at headquarters.  I served as a senior economist in the Demand Research Division in 1991 and 1992.  From 1992 to 1994, I was a principal operations research analyst in the Economic and Analysis Forecasting Group.  Since 1994, I have been an economist in Cost Attribution. 


Previous to my employment at the Postal Service, I was a teaching assistant at the George Washington University in the Economics Department.  


I hold a Bachelor of Science, with honors, in industrial and systems engineering from the Georgia Institute of Technology and a Master in Economics from George Washington University. �
PURPOSE AND SCOPE OF TESTIMONY


	This testimony presents the development of Base Year 1998 costs.  A number of changes in the treatment of costs are introduced in this proceeding, resulting in differences between the Fiscal Year 1998 Cost and Revenue Analysis (CRA) and Base Year 1998 costs.  My testimony and related workpapers provide a brief overview of these changes and report their results.  However, a more thorough treatment of these changes is addressed in the testimony of other witnesses.  


	This testimony is divided into four sections.  The first section defines the postal costing concepts used in the identification and development of base year costs.  The second section summarizes the changes in the treatment of costs between Base Year 1996 and Fiscal Year 1998.  In the third section, I describe the changes in the treatment of costs between Fiscal Year 1998 and Base Year 1998.  The last section of my testimony provides an overview of the development of Base Year 1998 costs.  I present these costs as a series of exhibits, which follow this narrative.





I. Postal Costing Concepts


Base Year costs are classified as either volume variable or other in the base year cost presentation.1 


�
A.  Volume Variable Costs�	As in Docket No. R97-1, the term “volume variable costs” refers to costs that change (increase or decrease) in response to a small change in mail volume.  The degree of variability is the ratio of the percentage change in costs to the corresponding percentage change in volume.  The degree of variability is usually referred to as the “variability” and is commonly expressed as a percentage.  


B.  Other Costs


The term “other costs” refers to all costs that are not volume variable.  They represent the difference between total accrued costs and total volume variable costs.





II.  Changes in the Treatment of Costs Between Base Year 1996 and Fiscal Year


     1997, and Fiscal Year 1997 to Fiscal Year 1998





     A.	Base Year 1996 to Fiscal Year 1997





The treatment of costs employed in the Fiscal Year 1997 CRA departs from that used in Base Year 1996 in a few respects.


First,  responding to a recommendation from the Postal Rate Commission in the Special Services case, Docket No. MC96-3, the FY97 CRA has a new line:  “Ancillary Service Revenue”.  This line shows the revenue associated with return receipts and other ancillary revenue (i.e. restricted delivery, COD alteration of charges), which was formerly included with Registry, certified mail, COD, and Insurance.� 


Next, responding to a recommendation from the FY96 CRA audit, we separated the costs of some programs clearly related to existing products.  The programs identified as affecting products in FY97 were the International Business Unit (IBU) and the Priority Mail Processing Centers (PMPCs).  This necessitated 4 new components (i.e. Cost Segment 15, Component 234, Product Specific Imputed Rents; Cost Segment 16, Component 197, Other Postal Supplies and Services; Cost Segment 20, Component 233, Product Specific Equipment Depreciation; and Cost Segment 20, Component 247, Product Specific Imputed Depreciation – Leasehold).


Last, to improve the treatment of Component 177, Miscellaneous Supplies and Services, in Cost Segment 16, we changed its variability from “variable with space” to “variable with all labor” and moved it within Cost Segment 16 (from Custodial and Building, 16.3.1, to Other Miscellaneous, 16.3.4).  Since the expenses within that component tend to vary with all work (therefore, all salaries) rather than with space, the Postal Service decided that a variability with all labor was the best choice for this component.


�
     B.	Fiscal Year 1997 to Fiscal Year 1998


Fiscal Year 1998 spreadsheets were streamlined and improved in their 


formatting.  The improvements to the spreadsheets can be found after the 


table of contents of WP-B, Base Year 1998 Cost Segment Spreadsheets. 





III.  Changes in the Treatment of Costs Between Fiscal Year 1998 and Base 


      Year 1998





A number of changes to the treatment of costs are introduced in Base Year 1998.  


A.  General Revisions to FY98


First, responding to another recommendation from the Postal Rate Commission in the Special Services case, Docket No. MC96-3, the Base Year CRA has a new line item in the special services:  “Stamped Cards.”   This new line item appears in Exhibit USPS-11A: Cost Segments and Components, Exhibit USPS-11C: Cost and Revenue Analysis, and WP-A, Tables 1-4.  This line item shows the printing costs associated with Stamped Cards. 


The volumes used are the revised Revenue, Pieces and Weight (RPW) volumes, which are different from the FY98 volumes appearing, for example, in the 1998 Postmaster General’s Annual Report, due to improvements in the RPW estimation.  The revised RPW includes higher volumes and revenues for parcels.  The RPW system and revised volumes are part of the testimonies of witnesses Pafford, USPS-T-4 and Hunter, USPS-T-5.





B.  New Studies�	A number of new studies affecting the volume variability of selected segments and components are introduced in the Base Year costs.  The following is a summary of these new studies, as well as a reference to their respective sponsoring witness.  


	Changes in mail processing variabilities and to the subclass distribution of volume-variable mail processing labor costs are presented by witnesses Bozzo, USPS-T-15, Degen, USPS-T-16, and Van-Ty-Smith, USPS-T-17. Witness Degen discusses the updated mail processing variability analysis in operational terms, based on the description of mail processing activities presented by witness Kingsley, USPS-T-10.  


Witness Bozzo presents the economic and econometric theory underlying the updated mail processing variability analysis, as well as the results used in witness Van-Ty-Smith’s mail processing volume variable cost calculations.  Witness Degen presents the rational underlying modifications to the Docket No. R97-1 cost distribution approach.  This work affects Cost Segment 3.  


Witness Bozzo also presents the economic theory supporting witness Smith’s application of mail processing labor variabilities to mail processing non-labor costs in Cost Segments 11, 16, and 20.  


Witness Stevens, USPS-T-20, presents an improved means of apportioning accrued costs to activities in Cost Segment 12 (Motor Vehicle Service) and part of Cost Segment 20 (Vehicle Depreciation, 20.2).


Witness Smith provides the following in USPS-T-21:  updated depreciation costs for mail processing equipment in Cost Segment 20 (Equipment Depreciation, 20.1); updated mail processing equipment maintenance costs in Cost Segment 11 (Operating Equipment Maintenance, 11.2); updated mail processing equipment parts and supplies costs in Cost Segment 16 (Equipment, 16.3.2); and updates to facility-related costs affecting Cost Segments 11, 15, 16, 18 and 20.�	Witness Baron, USPS-T-12, presents modifications affecting both city and rural carrier costs. His work affects portions of Cost Segments 6 (City Delivery, Office Activities), 7 (City Delivery, Street Activities), 10 (Rural Carriers), 12 (Motor Vehicle Service) and 20 (Other Accrued Expenses).�	Witness Bradley provides a further update to purchased transportation variabilities and cost pools in USPS-T-18.  In addition, witness Pickett, USPS-T-19, develops transportation distributions for the postal holiday network (i.e. C-NET), calculations of premiums for network air transportation (i.e. Eagle, WNET, C-NET), the calculation of distance related transportation costs (DRTC) and the calculation of the Alaska air adjustment.  He also makes an adjustment to the costs in the Eagle network accounts (53541, 53543, and 53547). This adjustment removes the cost of Eagle planes used in daytime network activity (i.e. Daynet). Their work affects portions of Cost Segment 14 (Transportation).


C.  Cost Concepts


Previous to Docket No. R97-1, the Base Year cost presentation included identification of specific-fixed costs.  The Base Year 1998 cost presentation, like Base Year 1996 in Docket No. R97-1, is limited to the estimation of volume variable costs for each category of mail and special service.  Estimates of product specific costs are still developed and allocated to categories of mail and special services in the estimation and application of incremental costs, in order to ensure that all categories of mail and special services meet the incremental cost floor, which includes product specific costs3. Product specific costs are shown in the footnotes of Exhibit USPS-11C.





IV. Development of Base Year 1998 Costs


	Base Year 1998 costs are based on the established cost segments and components.  Accrued costs for Base Year 1998 are grouped into 19 cost segments structured along costs for craft activities (e.g., rural carriers), work activities or major functions (e.g., purchased transportation).  The cost segments are disaggregated into cost components and subcomponents.  For each component or subcomponent a determination of cost variability is made, and then applied to the accrued costs for that component or subcomponent to arrive at the level of volume variable cost.  An appropriate distribution key is then employed to distribute this cost to the classes and subclasses of mail and types of special service.


	Ongoing statistical sampling systems collect data and produce estimates that underlie the costs presented in Exhibit USPS-11A.  These cost systems are IOCS, TRACS, CCS, and RCS.  See witness Ramage for IOCS, USPS-T-2, witness Xie for TRACS, USPS-T-1, and witness Harahush for CCS and RCS, USPS-T-3.


Cost segments and components for Base Year 1998 are presented as Exhibit USPS-11A to my testimony.  Final adjustments are reported in my Exhibit USPS-11B, and a Cost and Revenue Analysis report for Base Year 1998 is provided as Exhibit USPS-11C.


1 Exhibit USPS-11C also includes a column called Incremental Cost which is discussed by witnesses Kay, USPS-T-23 and Bradley, USPS-T-22.


� As before, the FY97, FY98 and BY98 CRA identifiable return receipt costs are shown on the Special Service line, “Other”, along with other special service costs such as merchandise return receipt, business reply, address correction, and Forms 3547/3579 (i.e. Notice to Mailer of Correction in Address/ Undeliverable Standard Mail (A) and (B)).


3 See witnesses Kay’s testimony, USPS-T-23, and Bradley’s testimony, USPS-T-22.
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