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NOTICE OF THE UNITED STATES POSTAL SERVICE 
OF FILING OF REVISIONS TO LIBRARY REFERENCE USPS-LR-I-150 

AND THE TESTIMONY AND WORKPAPERS OF WITNESS 
KAY - ERRATA 

The United States Postal Service hereby gives notice that it is filing today 

relatively minor revisions to the testimony and supporting material of witness Kay. 

In the testimony (USPS-T-23), the changes are as indicated on the attached 

sheet. Revised pages of the testimony are also attached. Of most interest to the 

parties is likely to be the change to the estimated incremental cost of Priority Mail. 

However, the estimated reduction of $3-4 million is a change of approximately one- 

tenth of one percent, so the impact of even this change is minimal. Changes are also 

made in the reported incremental costs for grouped products (one very minor change at 

the bottom of Table 1 on page 22, and throughout Table 2 on page 23). The Postal 

Service’s case does not rely on any of these numbers. Lastly, a new row is included on 

Table 2, which includes the combined category of all outside-county Periodicals 

(Regular, Nonprofit, Classroom). The change in the formula on page 18 corrects a 

typographical error, and has no effect on the analysis. 

With respect to LR-I-150, a replacement CD-ROM is provided. This CD-ROM 

replaces entirely that provided originally. The attached sheet (“Changes To 

USPS-LR-I-150”) describes the changes in the incremental cost model files that 

resulted in the changes in Tables 1 and 2 of the testimony. The last change described 

on that sheet (regarding “WPTables.xls in folder,Supporting Materials”) involves a 

correction to the table which crosswalks individual cost pools with the cost pool 
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categories defined by Prof. Bradley in USPS-T-22. This change has no effect on any 

calculation, but is made for purposes of analytic clarity, in order to better align the 

application of witness Kay’s model with Prof. Bradley’s theoretical outline. Since a hard 

copy of the table in question is also included within Volume 1 of witness Kay’s 

workpapers, a revised copy of that page of the workpapers is also attached, along with 

a sheet describing the changes. 

Although other avenues of inquiry are certainly available, because all of these 

changes are technical in nature, parties with questions about them may wish to pose 

such questions at the technical conference for witnesses Kay and Bradley, scheduled 

for next Friday, February 25th. 

Respectfully submitted, 

UNITED STATES POSTAL SERVICE 

475 L’Enfant Plaza West, S.W. 
Washington, D.C. 20260-I 137 
(202) 268-2992 Fax -5402 
February 18,200O 

By its attorney: 

-fzf&L- 
Eric P. Koetting 
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Errata to Testimony of United States Postal Service Witness Kay, 

USPS-T-23 

1. Page 18. Corrected multi-driver constant elasticity formula in footnote 6. 

2. Page 22. Revised entries in Table IA, line 9, for Priority Mail. 

3. Page 22. Revised entries in Table IA, line 52, for Correspondence Mail 

4. Page 23. Revised entries in Table 2A, columns 2,4, 6, and 8. 

5. Page 23. Added line 37 and 38 for Total Periodicals Outside County. 
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2/1a/oo 
USPS-T-23 

REVISED 

The incremental cost for Certified contains no product specific costs, yet incremental 

cost is 18.8% higher than volume variable cost. Two of the reasons for a large 

difference between volume variable and incremental cost apply to this accountable: 

a) the amount of driver in a subclass is large; and 

b) the volume variability is particularly low. 

77% of the $72.0 million difference between incremental and volume variable cost in 

BY1 998 incremental cost wmes from four city carrier (C/S 7) cost pools - Letter Route 

Load SDR, Letter Route Load MDR, Letter Route Load BAM, and Street Support Load5. 

Letter route load costs are driven by shape of mail, including letters, flats, parcels, 

accountables, collections, and deliveries. (See witness Baron, USPS-T-12, at 4-6.) 

The volume variability for loading acwuntables is particularly low - 4.2% for single 

delivery residential (SDR) stops, 1.3% for multiple delivery residential (MDR) stops, and 

24.5% for business and mixed (BAM) stops’. In addition, more than 60% of the driver 

for loading acwuntables is in the Certified special service. This combination of low 

volume variability and a large proportion of the driver in the Certified special service 

lead to an incremental cost that is significantly larger than volume variable cost. 

For example, BY 1998 volume variable cost for Certified in the Letter Route Load 

SDR cost pool is $37.8 million, while incremental cost is $61.4 million - an increase of 

62%. The Street Support Load cost pool borrows the variability and distribution in large 

part from these three Letter Route Load cost pools, so the incremental cost for Certified 

in this dependent component is also much higher than volume variable cost. Table 6 

shows the incremental and volume variable costs for all four cost pools. 

‘These cost pools are aggregated into the CS 7 Load component for use in the Roll-foneard model. 
There is not enough information to determine the TY2OOl(AR) costs in the individual cost pools. 
Therefore this discussion uses BY1998 costs. 

6 The incremental cost for letter route load is calculated with a variation of the constant elasticity formula 
that takes into account the multiple drivers. This is represented mathematically by 

Ic,, = a,D:DID:D:D~[l-(1-Ed)* (1-eW)‘1 (l-e,)‘D (I-9,)” (l-e,)“‘] 

where I represents letters and collections, f represents flats, p represents parcels, a represents 
eccountables, and d represents deliveries (the deliveries term is not used for SDR stop types). 
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CHANGES TO USPS-LR-I-150 

The constant elasticity calculation for the Cancel and Mail Preparation 
cost pool in C/S 3 Mail Processing was incorrect for Priority Mail. The formula 
was corrected in incremental cost workbook IC3-1 .xls, worksheet Consalas, 
C12Lll. BY 1998 Incremental cost for Priority Mail went from $2,898,914(000) 
to $2,893,697(000) after this correction was made. TY 2001 incremental cost for 
Priority Mail went from $3,406,568(000) to $3,402,686(000). 

A complete list of all changes to the incremental cost model and other 
supporting materials follows. 

1. /IC3-1 .xls]Conselas - Corrected formula for Priority Mail in Cl2Lll. 
2. [ICSum,mary.xls]lnputs PS -Corrected Data Source line to link to Data 

Source line in[lC-Forms.xls]Prod Spec 
3. [IC-Forms.xls]lC-03.1 - Corrected tile of worksheet. 
4. [IC-Forms.xls]Product Specific MP - Corrected title of worksheet. 
5. [IClrl.xls]Cost Pools - Corrected formula for Correspondence mail in Intra- 

PDC cost pool, C4L55. 

Incremental Cost Model. in folder IC Model/two-subclass 

1. [IC07.xls]ConsElasLoad - Fixed denominator for letters and collections in 
Lines 3-38 of C6, C14, and C22 to include accrued cost for collections. 

2. [IC07.xls]Access Sum -Corrected links to [IC07.xls]ConsElas in C7-C12. 
Had been linked to incorrect columns. 

3. ~2~IC.xls]Vol-Related TY - Corrected formula for equipment interest in 

4. ~2~IC.xls]Vol-Related Ty - Corrected formula for equipment interest in 

5. [SPACE.xls]Burdens -Corrected formula for city carrier burden in C5. 
6. [ICSummary.xls]lnputs PS 2SC - Corrected Data Source line to link to Data 

Source line in [IC-Forms.xls]Prod Spec. 
7. [IC-Forms.xls]lC-03.1 - Corrected title of worksheet. 
8. [IC-Forms.xls]Product Specific MP - Corrected title of worksheet. 

1. Incremental costs in Tables IA and 2A were updated for changes made to 
incremental cost model. 
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WPTables.xls. in folder Suo~ort Materials 

1. Table I, column labeled ‘Type, as Defined in USPS-T-22, Table 1 [b]‘. The 
type was changed from six (6) to two (2) for several cost pools in cost 
segments 7 and 9. Corrections are marked in red type. 

Page 2 
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Revised Page of Witness Kay’s Workpapers 

Volume I, Page 12 In the last column, “Type, as Defined in 
USPS-T-22, Table 1 [b]“. the entries for 
certain cost pools in Segments 7 and g 
have been changed from ‘6” to ‘2”. Every 
‘2” in that column on the revised page was 
originally a ‘6”. 
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USPS-T-23 WORKPAPERS 

Page 12 

TABLE 1 
INDEPENDENT COMPQNENTS -SOURCE OF VOLUME VARIABLE COST AND 

INCREMENTAL COST TREATMENT, BY1998 
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CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon all 
participants of record in this proceeding in accordance with section 12 of the Rules of 
Practice. 

L& 
Eric P. Koetting 

475 L’Enfant Plaza West, SW. 
Washington, D.C. 20260-l 137 
(202) 266-2992 Fax -5402 
February 16,200O 


