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AUTOBIOGRAPHICAL SKETCH

My name is Cameron Kashani.  I am an Economist with the U. S. Postal Service and I have been working on the rollforward model and other costing issues since 1997.  I began my career with the U.S. Postal Service as an Economist in 1991 by transferring from the Internal Revenue Service where I was involved with estimating revenue losses due to noncompliance.  I worked for the U.S. Postal Service until 1994 and held two positions where my responsibilities included production of the Revenue, Pieces, and Weight (RPW) estimates, and revenue and volume forecasts.  

From 1994 through 1997, I held an Industry Economist position with the Federal Communications Commission (FCC).  I contributed to drafting rulemakings on restructuring of the FCC’s cost-of-service and price cap policies, such as cable refund orders, Common Carrier Tariffs, Local Competition Order, and Access Charge Reform proceeding.  

Prior to my federal career, I worked as an Analyst for both the executive and the legislative branches of the State of Alaska forecasting welfare cases and oil prices, as well as formulating, executing, and overseeing agency budgets.  

I received a Bachelor’s Degree in Public Administration from Tehran University, Iran, in 1977 and a Master’s Degree in Economics from the University of Colorado in 1982.  I also received an Executive Certificate in International Business from The Johns Hopkins University, School of Advanced International Studies in 1995. 

PURPOSE AND SCOPE OF TESTIMONY


The purpose of this testimony is to describe the procedures used to develop estimates of projected postal costs.  Estimates of accrued costs will be developed at current rates for Fiscal Year 1999, Fiscal Year 2000, and at current and proposed rates for Test Year 2001.  The discussion begins with the methodology used to project the Base Year 1998 costs to Fiscal Year 1999, and continues with the projection from Fiscal Year 1999 to Fiscal Year 2000, and Fiscal Year 2000 to Test Year 2001 at both current and proposed rates.  In some instances, this testimony summarizes the cost development and provides references to other sources for a more thorough discussion.



This testimony is divided into six sections.  The initial section is a presentation of the steps used in the rollforward model to project base year costs to the test year.  The second section is devoted to a detailed explanation of how the steps outlined in the first section are applied to rollforward from the Base Year 1998 costs to Fiscal Year 1999.  Sections III and IV present a detailed explanation of how the steps outlined in the first section are applied to roll- forward the Fiscal Year 1999 costs to Fiscal Year 2000 and Fiscal Year 2000 to Test Year 2001 at current rates, respectively.  Section V describes how the steps outlined in the first section are used to develop the test year costs at proposed rates.  The final section is a series of exhibits and appendices intended as an aid to understanding the narrative outlined above.

I.
Estimating Future-Year Costs


Future-year costs are estimated using the following process.  Test year estimates of volume variable costs are developed by adjusting base year volume variable costs for the effect of (a) changes in cost level, 
 (b) changes in volumes by category of mail or service, (c) changes in the nonvolume workload, (d) cost reductions, and (e) other programs, from the base year to the test year.  Test year estimates of costs which are not influenced by changes in volume are developed by adjusting base year costs for the effect of (a) changes in cost level, (b) changes in the number of workdays, (c) cost reductions, and (d) other programs, from the base year to the test year.  The summation of the aforementioned changes is adjusted for the impact of the Workyear Mix Adjustment. The Workyear Mix Adjustment reflects the anticipated shifts in work load due to automation, and refined scheduling and hiring practices.



Estimates of each type of cost are developed for Test Year 2001, and the following describes the steps employed to derive these cost estimates from Base Year 1998 accrued costs.  The steps, while numerous, are simply the repetitive application of seven basic steps and the additional Workyear Mix Adjustment.  However, two additional steps, listed as 1 and 8 on pages 5 and 6, respectively, are developed for Fiscal Year 1999 only and they will not be repeated in estimating future costs beyond Fiscal Year 1999.   The seven basic steps are:  (1) the cost level adjustment, (2) the volume level adjustment, (3) the nonvolume workload adjustment, (4) the additional workday adjustment, (5) the cost reduction adjustment, (6) the other programs adjustment, and (7) the summations.  For Fiscal Year 1999, the Workyear Mix Adjustment is added after an additional adjustment (Step 8) is made after Step 7, whereas for Fiscal Year 2000, the Workyear Mix Adjustment is added to the summations in step (17).  For Test Year 2001 at both current and proposed rates, the Workyear Mix Adjustment is added to the summations in step (25).  A brief description of each of the steps to rollforward costs from Base Year 1998 to Test Year 2001 follows:

(1) base year costs are adjusted to reflect the consolidation of Special Delivery Messengers (“SDM”) in Cost Segment 9 with Cost Segment 3 (Clerks and Mailhandlers, CAG A-J) at the beginning of Fiscal Year 1999;
 

(2)   base year costs without SDM are adjusted for changes in cost levels 




between Base Year 1998 without SDM and Fiscal Year 1999;

(3)
cost level-adjusted base year volume variable costs are adjusted for the



effects of volume changes between Base Year 1998 without SDM and



Fiscal Year 1999;


(4)
cost level-adjusted, volume-adjusted base year costs are adjusted for 



changes in nonvolume workload between Base Year 1998 without SDM 



and Fiscal Year 1999;


(5)
cost level-adjusted base year non-volume variable costs are adjusted for 



the changes in the number of workdays between Base Year 1998 without 



SDM and Fiscal Year 1999;


(6)
adjustments are made to realize the effect of cost reduction programs 



between Base Year 1998 without SDM and Fiscal Year 1999;

(7) adjustments are made to realize the effect of other programs between



Base Year 1998 without SDM and Fiscal Year 1999;

(8) adjustments are made to implement migration of Standard A Single Piece 



to First-Class and Priority Mail following the January 10, 1999 rate 



implementation and a mail volume reporting change in International mail



(see Appendix B); 

(9) estimated Fiscal Year 1999 accrued costs before the Workyear Mix



Adjustment  are the summation of all the cost changes developed in Steps 



(2) through (8) above;

(10)  the estimated Workyear Mix Adjustment is applied to the estimated Fiscal Year 1999 accrued costs developed in step (9);

(11)  Fiscal Year 1999 costs developed in step (9) are adjusted for changes in cost levels between Fiscal Year 1999 and Fiscal Year 2000;

(12)  cost level-adjusted fiscal year volume variable costs are adjusted for the effects of volume changes between Fiscal Year 1999 and Fiscal Year 2000;

(13)  cost level-adjusted, volume-adjusted fiscal year costs are adjusted for changes in nonvolume workload between Fiscal Year 1999 and Fiscal Year 2000;

(14)  cost level-adjusted fiscal year non-volume variable costs are adjusted for the changes in the number of workdays between Fiscal Year 1999 and Fiscal Year 2000;

(15)  adjustments are made to realize the effect of cost reduction programs between Fiscal Year 1999 and Fiscal Year 2000;

(16)  adjustments are made to realize the effect of other programs between Fiscal Year 1999 and Fiscal Year 2000;

(17)  estimated Fiscal Year 2000 accrued costs before the Workyear Mix Adjustment are the summation of all the cost changes developed in steps (11) through (16) above; 

(18)  the estimated Workyear Mix Adjustment is applied to the Fiscal Year 2000 accrued costs developed in step (17);

(19)  Fiscal Year 2000 costs developed in step (17) are adjusted for changes in cost levels between Fiscal Year 2000 and Test Year 2001;

(20)  cost level-adjusted fiscal year volume variable costs are adjusted for the effects of volume changes between Fiscal Year 2000 and Test Year 2001;

(21)  cost level-adjusted, volume-adjusted fiscal year costs are adjusted for changes in nonvolume workload between Fiscal Year 2000 and Test Year 2001;

(22)  cost level-adjusted fiscal year non-volume variable costs are adjusted for the changes in the number of workdays between Fiscal Year 2000 and Test Year 2001;

(23)  adjustments are made to realize the effect of cost reduction programs between Fiscal Year 2000 and Test Year 2001;

(24)  adjustments are made to realize the effect of other programs between Fiscal Year 2000 and Test Year 2001;

(25)  estimated Test Year 2001 accrued costs before the Workyear Mix Adjustment are the summation of all the cost changes developed in steps (19) through (24) above; and

(26)  the estimated Workyear Mix Adjustment is applied to the Test Year 2001 accrued costs developed in step (25).

II.
Development of Fiscal Year 1999 Cost Estimates
A. Base Year 1998 Accrued Costs with and without Special Delivery 
 Messengers



This section is a detailed description of the development of the Fiscal Year 1999 costs using steps (1) - (10) outlined in Section I.  The Base Year 1998 cost matrix for each segment and component, shown in the Base Year workpapers (USPS-T-11, WP-A), is the initial rollforward input for Base Year 1998 Costs without Special Delivery Messengers (“SDM”).  Subsequently, Base Year 1998 costs are adjusted as described in Step 1 on page 5, and those adjusted costs without SDM are rolled forward to Fiscal Year 1999.  These costs are shown in the workpapers (WP-A and WP-B, Table 1) associated with this testimony.



B.
Cost Level Changes Between Base Year 1998 and Fiscal Year 1999


Cost level changes for each labor and nonlabor cost category are calculated as a ratio (i.e., a multiplicative factor) or a dollar value (i.e., an additive amount) reflecting the cost-level changes occurring between Base Year 1998 without SDM and Fiscal Year 1999.  These factors are developed in USPS LR-I-127, Chapter III, Section a, and they are shown in Exhibit USPS-14A of this testimony.



Base Year 1998 without SDM accrued costs by class, subclass, and type of service for each segment and component are adjusted by the appropriate cost-level factors.  Changes in costs between Base Year 1998 without SDM and Fiscal Year 1999 due to changes in price levels are presented in Table 2 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



C.
Mail Volume Changes Between Base Year 1998 and Fiscal Year 1999


Price-level adjusted Base Year 1998 without SDM volume variable costs are adjusted for the effect of changes in mail volume occurring between Base Year 1998 without SDM and Fiscal Year 1999.  The volumes used to develop these adjustments appear in the testimony of witness Tolley, USPS-T-6, Attachment A; these volumes also appear in Exhibit USPS-14A of this testimony.  The effects of mail-volume changes between Base Year 1998 without SDM and Fiscal Year 1999 for each segment, by class, subclass and type of service are presented in Table 3 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



There are five types of volume variable costs, each of which receives different treatment relative to the determination of the effect of mail-volume changes:




1.
Costs That Vary Directly With Volume


Costs that vary directly with volume, i.e. direct costs, are adjusted in the following manner:  (a) a ratio is developed for each class, subclass and type of service by dividing the difference between Fiscal Year 1999 volume and Base Year 1998 without SDM volume by the Base Year 1998 without SDM volume, and (b) the ratio representing the volume change between Base Year 1998 without SDM and Fiscal Year 1999 is applied to price-level adjusted Base Year 1998 without SDM costs.  The effect of the volume adjustment is such that the unit variable costs remain unchanged relative to the volume increase.  For example, mail processing direct labor costs in Cost Segment 3, Component (35), vary directly with volume.




2.
Cost Distributions That Vary Directly With Volume


The distribution of city delivery carrier access costs is piece related.  Consequently, a mail volume effect is reflected by a redistribution of the costs among classes, subclasses, and types of service relative to the mail volume changes.



The adjustment to Base Year 1998 without SDM costs for this change is developed in the following manner:  (a) price-level adjusted Base Year 1998 without SDM costs are redistributed in proportion to the mail-volume changes expected in Fiscal Year 1999 for each class, subclass, and type of service, and (b) the mail-volume effect is calculated as the difference between the cost redistribution developed in (a) and the costs before redistribution.




3.
Costs That Vary Indirectly With Volume


Variable costs that do not vary directly with volume, but vary with factors which are directly variable with volume, i.e. indirect costs, fall under this heading.  For each of these indirect costs, the direct cost or factor with which it varies is identified and treated in the same manner as in the Base Year 1998 without SDM cost presentation.  For example, mail processing supervisor hours, Component (4), are indirectly variable with volume; they vary with the mail processing direct labor costs, Component (35), discussed in Part 1 of this section.



The effect of mail-volume changes on indirect costs is computed in the following manner:  (a) for each class, subclass and type of service, a ratio is calculated that quantifies the relationship between the mail-volume change in the direct cost and the price-level adjusted base year direct cost, and (b) the ratio is then applied to the price-level adjusted indirect cost by class, subclass and type of service.




4.
Costs That Vary With Both Direct and Indirect Costs


Costs, such as those associated with Time and Attendance Clerks, Time and Attendance Supervisors, Employee and Labor Relations Clerks, and Employee and Labor Relations Supervisors vary with other labor costs, both direct and indirect.  For the purposes of the discussion in this sub-section, these costs are referred to as “mixed” costs.  For example, Time and Attendance Clerks, Component (228), vary with the direct costs described in Part 1 and the indirect costs described in Part 3 of this section.



The mail-volume effect on “mixed” costs is derived as follows:  (a) the appropriate price-level adjusted Base Year 1998 without SDM labor costs from Cost Segments 1 through 12 are summed, (b) the mail-volume effects associated with these labor costs are summed, (c) the ratio of mail-volume effects developed in (b) to price-level adjusted base year cost developed in (a) is calculated for each class, subclass and type of service, and (d) this ratio is then applied to the price-level adjusted base year costs by class, subclass and type of service for the “mixed” costs in question.




5.
Cost Distributions That Vary Indirectly With Volume


Servicewide personnel costs are developed and presented in USPS LR-I-127, Chapter III, Section a, as either cost level or other programs effects.  The mail-volume effects developed in the workpapers associated with this testimony consist of a redistribution of these costs among the classes, subclasses and services such that the relationship between these costs and total labor costs is maintained.  This procedure follows the development that underlies Base Year 1998 without SDM.



The redistribution is accomplished by the following procedure:  (a) price-level adjusted, volume-adjusted labor costs are accumulated by class, subclass and type of service, (b) the sum of the costs developed in (a) is divided into the total of each cost-level adjusted servicewide personnel cost, and (c) the result derived in (b) is multiplied by the costs by mail category developed in (a).



The resulting redistribution includes the appropriate mail-volume effect.  The mail-volume effect, in this instance, drives the distribution, not the level, of indirect costs.



D.
Nonvolume Workload Changes Between Base Year 1998 and




Fiscal Year 1999



Base Year 1998 without SDM costs restated to Fiscal Year 1999 cost levels and adjusted for changes in mail volume, are adjusted for changes in nonvolume workload between the Base Year without SDM and Fiscal Year 1999.  This is accomplished by applying a ratio that apportions these nonvolume changes to the appropriately adjusted Base Year 1998 without SDM costs.  The factors are developed in USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A of this testimony.  Changes in nonvolume workload factors are presented in Table 4 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



Changes in costs resulting from these factors are distributed to classes, subclasses and types of service according to the Base Year 1998 without SDM costs adjusted for changes in cost levels and mail volumes between Base Year 1998 without SDM  and Fiscal Year 1999.  Indirect costs, as identified earlier in this testimony, which vary with affected direct costs, receive proportional changes.



Nonvolume workload factors affect city delivery carrier costs.  Changes in possible deliveries tend to be accompanied by similar changes in actual deliveries.  As a result, the number of city delivery carrier accesses will tend to move in the same direction as changes in the number of possible deliveries.  Hence, changes in possible deliveries between Base Year 1998 without SDM and Fiscal Year 1999 affect city delivery carrier access costs.  Based on this logic, Base Year 1998 without SDM city carrier volume variable access costs, restated to Fiscal Year 1999 cost levels, are adjusted for changes in the nonvolume workload factor -- possible deliveries -- between Base Year 1998 without SDM and Fiscal Year 1999.



Several other components receive similar treatment by applying nonvolume factors to the price-level adjusted, volume adjusted base year costs.  Rural routes are adjusted for the expected growth in the number of delivery boxes and route-miles traveled, and Postmasters are adjusted to account for the anticipated change in the number of Post Offices.  In like fashion, Contract Station salaries and Postmaster Rental Allowances are adjusted for the projected changes in the number of Contract Stations and the number of CAG L Post Offices, respectively.  Finally, total rents and fuel and utilities are adjusted according to the estimated changes in total leased space and total interior space of occupied facilities.



The resulting cost changes are distributed to classes, subclasses and type of service according to the distribution of Base Year 1998 without SDM costs restated to Fiscal Year 1999 cost levels and redistributed to reflect changes in volumes between Base Year 1998 without SDM and Fiscal Year 1999.



E.
Number of Workday Changes Between Base Year 1998 and Fiscal 




Year 1999



The additional workday factors used to develop estimates of accrued cost for each of the years are shown in USPS LR-I-127, Chapter III, Section a, and also in Exhibit USPS-14A of this testimony.  The effect of the changes in the number of workdays is shown in Table 5 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



The adjustment is developed in the following manner:  non-volume variable costs, restated to the appropriate cost levels, are multiplied by the relevant percentage change in workdays.



F. Cost Reduction Programs Between Base Year 1998 and Fiscal Year 


    1999



The effects of the cost reduction programs between Base Year 1998 without SDM and Fiscal Year 1999 are calculated in USPS LR-I-127, Chapter III, Section a.  These amounts also appear in Exhibit USPS-14A of this testimony.  Additionally, Appendix A that accompanies this testimony explains how the sources provided in USPS LR-I-127 are used to calculate the impacts of mail processing cost reduction programs that require specific distribution keys.  Changes in costs between Base Year 1998 without SDM and Fiscal Year 1999 due to cost reduction programs are shown in Table 6 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



G.
Other Programs Changes Between Base Year 1998 and Fiscal Year 



1999



The effects of the other programs between Base Year 1998 without SDM and Fiscal Year 1999 are estimated in USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A.  As in the case of cost reductions, Appendix A to this testimony explains how the USPS LR-I-127, Chapter III, Section a, sources are used to calculate the impacts of mail processing other programs that require specific distribution keys.  Changes in costs between Base Year 1998 without SDM and Fiscal Year 1999 due to other programs are presented in Table 7 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



The changes in costs resulting from these programs are distributed to the relevant components or subcomponents in proportion to the distribution of Base Year 1998 without SDM costs adjusted for price-level, mail-volume, nonvolume workload, additional workday (where applicable), and cost reduction programs effects.  Indirect costs not receiving a specific other programs effect are adjusted in proportion with the direct labor by which they are affected.



H.
 Total Changes In Cost Between Base Year 1998 without SDM and Fiscal 



 Year 1999 Before Workyear Mix Adjustment



The combined effect of the price-level, mail-volume, nonvolume workload, additional workday, cost reduction programs, and other programs effects are added to Base Year 1998 without SDM costs to produce an estimate of projected Fiscal Year 1999 costs before the Workyear Mix Adjustment.  These total estimated Fiscal Year 1999 costs are presented in Table 8 of the Fiscal Year 1999 cost segment workpapers (WP-B) associated with this testimony.



I. Total Changes In Cost Between Fiscal Year 1999 Before Workyear Mix  


   Adjustment and Adjusted Fiscal Year 1999 Before Workyear Mix


   Adjustment



Total costs for Fiscal Year 1999 before the Workyear Mix Adjustment are adjusted to include migration of Standard A Single Piece to First-Class and Priority Mail (Appendix B, Figure 1) and a mail volume reporting change in International mail (see Appendix B for calculation).  These costs are shown in Table 8 of the Adjusted Fiscal Year 1999 cost segment workpapers (WP-C) associated with this testimony.

J. Workyear Mix Adjustment Between Base Year 1998 without SDM and

    Adjusted Fiscal Year 1999



The effect of the Workyear Mix Adjustment is treated as a cost reduction program adjustment to total estimated Adjusted Fiscal Year 1999 costs.  This effect, as calculated in USPS LR-I-127, Chapter X, Section e, and appearing in Exhibit USPS-14D of this testimony, represents the Workyear Mix Adjustment for the period Fiscal Year 1999.  The estimated Workyear Mix Adjustment effects are presented in Table 6 of the Fiscal Year 1999 cost segment workpapers associated with this testimony (WP-D).  Total estimated costs for Fiscal Year 1999, including the Workyear Mix Adjustment, are presented in Table 8 of the Fiscal Year 1999 cost segment workpapers (WP-D) associated with this testimony.  The PESSA-related cost distributions are presented in Table B of the Fiscal Year 1999 cost segment workpapers (WP-D) associated with this testimony.



The Workyear Mix Adjusted Fiscal Year 1999 costs underlie Exhibit USPS-14B (Cost Segments and Components, Fiscal Year 1999), Exhibit USPS-14C (Final Adjustments, Fiscal Year 1999) and Exhibit USPS-14D (Cost and Revenue Analysis, Fiscal Year 1999).

III. Development of Fiscal Year 2000 Cost Estimates 



This section is a detailed description of the development of the Fiscal Year 2000 costs using steps 11 - 18 outlined in Section I.  The projected costs for Adjusted Fiscal Year 1999 are adjusted to reflect changes in costs occurring between Adjusted Fiscal Year 1999 and Fiscal Year 2000.  These cost changes are the result of changes in price-level, mail volume, nonvolume workload, number of workdays, cost reduction programs, and other programs. 



Adjusted Fiscal Year 1999 costs utilized as the initial input to the rollforward model are provided in Table 1 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.  Accrued costs by class, subclass, and type of service for each segment and component are then adjusted by the appropriate cost level factor.  These factors are developed in USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A.  Changes in costs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 due to changes in price levels are presented in Table 2 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.



Price-level adjusted volume variable costs are adjusted for the effect of changes in mail volume occurring between Adjusted Fiscal Year 1999 and Fiscal Year 2000.  The volumes used to develop these adjustments are presented in the testimony of witness Tolley, USPS-T-6, Attachment A; these volumes also appear in Exhibit USPS-14A of this testimony.  The effects of mail volume changes between Adjusted Fiscal Year 1999 and Fiscal Year 2000 for each segment, by class, subclass and type of service are presented in Table 3 of the Fiscal Year 2000 (Before Workyear Mix) cost segment  workpapers (WP-E) associated with this testimony.



Estimated Adjusted Fiscal Year 1999 costs, restated to the appropriate cost levels and adjusted for changes in mail volume, are adjusted for changes in nonvolume workload between Adjusted Fiscal Year 1999 and Fiscal Year 2000.  These factors are calculated in library reference USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A of this testimony.  Changes in costs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 due to changes in nonvolume workload factors are presented in Table 4 of the Fiscal Year 2000 cost segment workpapers (WP-E) associated with this testimony.  The additional workday factors used to develop estimates of accrued costs for Fiscal Year 2000 are developed in library reference USPS LR-I-127, Chapter III, Section a, and they are shown in Exhibit USPS-14A of this testimony.  The effect of changes in the number of workdays for Fiscal Year 2000 is shown in Table 5 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.



The effects of the cost reduction programs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 are calculated using sources found in USPS LR-I-127, Chapter III, Section a, and they are displayed in Exhibit USPS-14A that accompanies this testimony; additional detail is provided in Appendix A to this testimony.  Changes in costs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 due to cost reduction programs are presented in Table 6 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.  The keys used to distribute the cost reductions and the detail underlying the mail processing cost reductions are presented in Appendix A to this testimony.



The effects of the other programs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 are developed in USPS LR-I-127, Chapter III, Section a.  They also appear in Exhibit USPS-14A of this testimony and additional detail is provided in Appendix A to this testimony.  Changes in costs between Adjusted Fiscal Year 1999 and Fiscal Year 2000 due to other programs are presented in Table 7 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.



The combined effects of the price level, mail volume, nonvolume, additional workday, cost reduction programs and other programs effects are added to the Adjusted Fiscal Year 1999 costs to produce an estimate of the projected Fiscal Year 2000 costs before the Workyear Mix Adjustment.  These total estimated Fiscal Year 2000 costs are presented in Table 8 of the Fiscal Year 2000 (Before Workyear Mix) cost segment workpapers (WP-E) associated with this testimony.  The PESSA-related cost distributions are presented in Table B of the Fiscal Year 2000 cost segment workpapers (WP-E) associated with this testimony.



The total estimated Fiscal Year 2000 costs are adjusted for the impact of the Workyear Mix Adjustment and these can be seen in the workpapers (WP-F) associated with this testimony.  The Workyear Mix Adjustment is developed in USPS LR-I-127, Chapter III, Section a, and it also appears in Exhibit USPS-14A of this testimony.



The Workyear Mix Adjusted Fiscal Year 2000 costs at current rates underlie Exhibit USPS-14E (Cost Segments and Components, Fiscal Year 2000), Exhibit USPS-14F (Final Adjustments, Fiscal Year 2000) and Exhibit  USPS-14G (Cost and Revenue Analysis, Fiscal Year 2000).

IV.
Development of Test Year 2001 Cost Estimates at Current Rates



This section is a detailed description of the development of the Test Year 2001 costs at current rates using steps 19 - 26 outlined in Section I.  The projected costs for Fiscal Year 2000 are adjusted to reflect changes in costs occurring between Fiscal Year 2000 and Test Year 2001.  These cost changes are the result of changes in price-level, mail volume, nonvolume workload, number of workdays, cost reduction programs, and other programs. 



Fiscal Year 2000 costs utilized as the initial input to the rollforward model are provided in Table 1 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.  Accrued costs by class, subclass, and type of service for each segment and component are then adjusted by the appropriate cost level factor.  These factors are developed in USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A.  Changes in costs between Fiscal Year 2000 and Test Year 2001 due to changes in price levels are presented in Table 2 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.



Price-level adjusted volume variable costs are adjusted for the effect of changes in mail volume occurring between Fiscal Year 2000 and Test Year 2001 at current rates.  The volumes used to develop these adjustments are presented in the testimony of witness Tolley, USPS-T-6, Attachment A; these volumes also appear in Exhibit USPS-14A of this testimony.  The effects of mail volume changes between Fiscal Year 2000 and Test Year 2001 at current rates for each segment, by class, subclass and type of service are presented in Table 3 of the Test Year 2001 (Before Rates) cost segment  workpapers (WP-G) associated with this testimony.



Estimated Fiscal Year 2000 costs, restated to the appropriate cost levels and adjusted for changes in mail volume, are adjusted for changes in nonvolume workload between Fiscal Year 2000 and Test Year 2001 at current rates.  These factors are calculated in library reference USPS LR-I-127, Chapter III, Section a, and they also appear in Exhibit USPS-14A of this testimony.  Changes in costs between Fiscal Year 2000 and Test Year 2001 at current rates due to changes in nonvolume workload factors are presented in Table 4 of the Test Year 2001 cost segment workpapers (WP-G) associated with this testimony.  The additional workday factors used to develop estimates of accrued costs for Test Year 2001 at current rates are developed in library reference USPS LR-I-127, Chapter III, Section a, and they are shown in Exhibit USPS-14A of this testimony.  The effect of changes in the number of workdays for Test Year 2001 at current rates is shown in Table 5 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.



The effects of the cost reduction programs between Fiscal Year 2000 and Test Year 2001 at current rates are calculated using sources found in USPS LR-I-127, Chapter III, Section a, and they are displayed in Exhibit USPS-14A that accompanies this testimony; additional detail is provided in Appendix A to this testimony.  Changes in costs between Fiscal Year 2000 and Test Year 2001 at current rates due to cost reduction programs are presented in Table 6 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.  The keys used to distribute the cost reductions and the detail underlying the mail processing cost reductions are presented in Appendix A to this testimony.



The effects of the other programs between Fiscal Year 2000 and Test Year 2001 at current rates are developed in USPS LR-I-127, Chapter III, Section a.  They also appear in Exhibit USPS-14A of this testimony and additional detail is provided in Appendix A to this testimony.  Changes in costs between Fiscal Year 2000 and Test Year 2001 due to other programs are presented in Table 7 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.



The combined effects of the price level, mail volume, nonvolume, additional workday, cost reduction programs and other programs effects are added to the Fiscal Year 2000 costs to produce an estimate of the projected Test Year 2001 costs at current rates before the Workyear Mix Adjustment.  These total estimated Test Year 2001 costs are presented in Table 8 of the Test Year 2001 (Before Rates) cost segment workpapers (WP-G) associated with this testimony.  The PESSA-related cost distributions are presented in Table B of the Test Year 2001 Current Rates cost segment workpapers (WP-G) associated with this testimony.



The total estimated Test Year 2001 Current Rates costs are adjusted for the impact of the Workyear Mix Adjustment and these can be seen in the workpapers (WP-H) associated with this testimony.  The Workyear Mix Adjusted costs are shown in workpapers (WP-H) associated with this testimony.  The Workyear Mix Adjustment is developed in USPS LR-I-127, Chapter III, Section a, and it also appears in Exhibit USPS-14A of this testimony.



The Workyear Mix Adjusted Test Year 2001 costs at current rates underlie Exhibit USPS-14H (Cost Segments and Components, Test Year 2001 at Current Rates), Exhibit USPS-14I (Final Adjustments, Test Year 2001 at Current Rates) and Exhibit  USPS-14J (Cost and Revenue Analysis, Test Year 2001 at Current Rates).

V.
Development of Test Year 2001 Cost Estimates at Proposed Rates



This section describes how the development of Test Year costs in Section IV is affected by the rates proposed in this case.  Projected costs are affected by changes in volume resulting from the changes proposed in this case.  Estimates of costs assuming proposed rates are developed using the same procedures employed in the description of the Test Year 2001 development at current rates, except that the proposed rate volumes are substituted for the current rate volumes.  The After Rates volumes are substituted for the Before Rates volumes at step 20 of the 26 steps listed on pages 7 - 8 of this testimony.  The After Rates mail volume forecast appears in the testimony of witness Tolley, USPS-T-6, Attachement A; these volumes also appear in Exhibit USPS-14A.  The costs reflecting the volume change using proposed rates are shown in workpaper (WP-I) associated with this testimony.



There are other changes resulting from the rate proposals that impact the test year besides the volume effects.  The Workyear Mix Adjustment is affected by the change from current to proposed rate levels.  These changes are reflected in steps 24 and 26 respectively, of the steps listed on page 8 of this testimony.  The calculation of these adjustments can be found in USPS LR-I-127, Chapter III, Section a.  The total estimated Test Year 2001 at proposed rates costs are adjusted for the impact of the Workyear Mix Adjustment and these can be seen in the workpapers (WP-J) associated with this testimony.


The Final Adjustments to the Test Year 2001 costs are also impacted by the After Rates environment.  The Final Adjustments are shown in Exhibit USPS-14L and in workpaper WP-J, Table E.  Final Adjustments are summarized in the testimony of witness Robinson, USPS-T-34, Attachment K; witness Daniel, USPS-T-28, Table 8; witness Eggleston, USPS-T-26, Attachment X; and witness Davis, USPS-LR-I-108, Section D.



The Workyear Mix Adjusted Test Year 2001 costs at proposed rates with Final Adjustments and Contingency underlie Exhibit USPS-14K (Cost Segments and Components, Test Year 2001 at Proposed Rates), Exhibit USPS-14L (Final Adjustments, Test Year 2001 at Proposed Rates) and Exhibit USPS-14M (Cost and Revenue Analysis, Test Year 2001 at Proposed Rates).

� Cost level refers to the price levels of inputs to the Postal Service; thus, they are changes in costs to the Postal Service.  “Cost level-adjusted” and “price level-adjusted” are used interchangeably in this testimony.


� For purposes of this testimony and associated workpapers, the term “ Without Special Delivery Messengers (SDM),” refers to the environment following the consolidation of Segment 9 with Segment 3.  The functions previously performed in Segment 9 are now performed in Segment 3 and Segment 9 is not used.  Since this consolidation occurred at the beginning of FY 1999, the Base Year 1998 costs presented in witness Meehan’s testimony (USPS-T-11) do not reflect this change.
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