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NOTICE OF THE UNITED STATES POSTAL SERVICE
OF FILING OF THE SECOND SET OF REVISIONS TO LIBRARY
REFERENCE USPS-LR-1-150 AND THE TESTIMONY AND
WORKPAPERS OF WITNESS KAY ~ ERRATA
(March 13, 2000)

The United States Postal Service hereby gives notice that it is filing todéy the
second set of revisions to the testimony and supporting material of witness Kay. The
genesis of all of these revisions is a supplemental analysis of BY 1998 advertising
costs. The advertising costs originally employed for BY 1998 in the rate case were
those identified in preparing the FY 1998 CRA Report. In recently preparing the FY
1999 CRA, however, the Postal Service has used a more comprehensive approach to
the analysis of advertising costs. These refinements allow better allocation of
advertising costs to specific products and groups of products, in those instances in
which such allocations are appropriate. When questions arose regarding the BY 1998
advertising cost allocations refiected in witness Kay's testimony as filed, the
determination was made to do a supplementa! analysis of FY 1998 advertising costs,
using the new procedures developed for the FY 1999 CRA. The results of that analysis
(which also revealed and corrected certain flaws in the original analysis caused by

. simple miscommunication) are reflected in the attached revised hard copy pages of LR-
I-150 (Pages 5 and 5A), which serve as the inputs to witness Kay's use of advertising
costs for purposes of her incremental cost analysis. Changing those inputs led to the

instant revisions in witness Kay's testimony and workpapers.
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In the testimony (USPS-T-23), the changes are as indicated on the attached
sheet. Revised pages of the testimony are also attached. The individual products for
which the incremental costs reported in Table 1A change are Express Mail, Priority
Mail, Parcel Post, Money Orders, Post Office Boxes, and First-Class Mail Total Letters.
(The reason First-Class Mail Total Letter incremental costs change is because the
advalising costs originally included there have now been reallocated to the slightly
* broader praduct group of Correspondence, shown at the bottom of Table 1A.) Several
group product incremental costs change as well. Conforming changes are made to
several pages of the text of the testimony, as necessary.

With respect to LR-1-150, a replacement CD-ROM will be provided shortly. This
CD-ROM will replace 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 1A and 2A of the testimony. The only hardcopy pages
of LR-I-150 that change will be to substitute the attached pages 5 and 5A to replace the
original page 5. An attached sheet also lists the hardcopy pages of witness Kay's
workpapers that change as a result of the LR-I-150 spreadsheet changes. Seven
copies of those changed workpaper pages will be provided to the Commission.
Complete copies of those pages are available to the parties upon request to
undersigned counsel. As information, copies of two workpaper pages are attached to

this notice, as these summarize the new base year and TYAR advertising costs by
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product, and will be of the most interest to the parties.

Respectfully submitted,
UNITED STATES POSTAL SERVICE

By its attorney:

2P L

Eric P. Koetting

475 L'Enfant Plaza West, S.W.
Washington, D.C. 20260-1137
(202) 268-2992 Fax -5402
March 13, 2000




Errata to Testimony of United States Postal Service Witness Kay,
USPS-T-23
‘(March 13, 2000)

1. Page 14. Updated Priority and Express product specific costs for C/S 16
Advertising in Table 3. Priority product specific in Advertising changed
from $32.9 million to $71.2 million. Express product specific in Advertising
changed from $0.5 million to $0.9 million. Total product specific costs for
Priority changed from $302.4 million to $340.7 million. Total product
specific costs for Express changed from $225.5 million to $225.9 million.

2. Page 16. Revised footnote 3 (which begins on page 15) to add the
following paragraph:

“Product specific costs of $18.5 million (TY 2001 AR) for Standard (B) Zone Rate

were discovered after the filing of this Docket, in March of 2000. These product

specific costs do not change the substance of this discussion, except that
incremental costs for Zone Rate are now 2.6% higher than volume variable
costs.”

3. Page 17. Table 4. Change column heading in last cotlumn to include

“(Non-Product Specific)”

4. Page 17. Revised line 11 from “...Money Orders is 39.6% higher...” to

“...Money Orders is 41.2% higher ..."

5. Page 17. Revised lines 14 and 15 from “... $5.6 million in Advertising
costs in CS 16. These product specific costs account for 19% of the

difference between incremental and volume...” to “...$8.0 million in



Advertising costs in CS 16. These product specific costs account for

21.7% of the difference between incremental and volume...”

Page 17. Revised line 22 from “...62.4% of the difference” to “...60.0% of

the difference.”

Page 22. Table 1A. incremental costs change for Total (FCM) Letters,
Priority Mail, Express Mail, Parcels Zone Rate, Money Orders, Post Office
Box, Correspondence, Advertising, and Expedited, causing changes'kin

Rows 4, 8, 9, 10, 31, 35, 45, 49, 51, 52, 53, and 54.

Page 23. Table 2A. Incremental costs change for any subclass
combination which includes the subclasses for which costs changed in

Table 1A, causing changes in Rows 1-15, 20, 25, 29, 32, 34, and 36.
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USPS-T-23
TABLE 3.
PRODUCT SPECIFIC COSTS FOR PRIORITY AND EXPRESS MAIL (TY2001(ARY)),
IN MILLIONS ($000,000)
Cost Component Priority Express Mail
Mail

C/S 3 Mail Processing $ 172.4 $ 73.1 |
Admin Clerks 0 11.7
Clerks/Messengers 0 6.2
C/S 7 City Carriers 0 8.7
C/S 14 Transporiation 69.6 124.3
C/S 15 Rents 2.9 0
Communications A 0
C/S 16 Misc. Supplies 5 0
Advertising 71.2 9
C/S 18 Headguarters 6.6 0
Supplies & Services 13.1 0
Misc. Support 4.2 0
C/S 19 Supplies & Services N 0
TOTAL $ 340.7 $ 225.9

Mail processing (CS 3) contributes significant product specific costs to both Priority
and Express Mail. For Priority, the costs of providing dedicated manuat Priority
operations are considered incremental to that subclass, because these operations
would be discontinued if Priority Mail were eliminated.  With respect to Express mail,
Dr. Bozzo (USPS-T-15) discusses a group of mail processing operations that consist of
a combination of costs that are fully volume variable and costs that are fixed. This
group of cost pools contains fixed costs for work related to Express Mail, which are
incremental to Express Mail.

Intrinsic costs associated with providing certain types of air transportation contribute
to the product specific costs for both Priority Mail and Express Mail. These premium
costs, which are the costs over and above standard commercial airline costs, are
product specific to Express on the Eagle Network and Western Networks, and product
specific to Priority on the Christmas Network (C-Net).
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USPS-T-23

There are also significant advertising costs for Priority Mail. These product specific
costs are not volume variable, and contribute to the difference between volume variable
and incremental cost.

Table 2A shows additional product specific costs that add to the difference between
volume variable and incremental cost for Express. These are comprised of product
specific costs for Express mail administrative clerks and clerks/messengers in cost
segment 3, and for city delivery carriers in cost segment 7. These include costs for
drops and pickups from Express Mail facilities, costs for accessing Express mailboxes,
and costs for fixed time at stop at Express mailboxes.?

Product specific costs for Priority are also found in cost segments 15, 16, 18, and
19.

In addition to the product specific costs listed in Table 3, there are two relatively
small cost pools with volume variable cost where the entire amount of the driver is in
Express Mail. The incremental cost for these components will equal the accrued cost
for the component (see page 7 of this testimony). These cost pools include costs for
loading of Express Mail boxes in CS 3.4 and the costs for window service clerks (CS
3.2) to provide Express Mail services.

1. First-Class, Periodicals, Standard (A), and Standard (B)
These four mail classes are discussed together because they have a common

feature — none of individual subciasses within these mail classes have product specific
costs.® Yet, the relationship between volume variable and incremental cost differs for

? These are actually six separate cost poois, as shown in my workpapers, including Drop/PU Express Mail
Facility SPR, Drop/PU Express Mail Facility MLR, Access EM Box Collect SPR, Access EM Box Collect
LTR, Time at Stop Collect EM Boxes SPR, and Time at Stop Collect EM Boxes LTR.

* The combination of two First-Class categories - Single Piece Letters and Presort Letters - has a small

amount of product specific cost, but it is only 0.1% of the difference between volume variable and
incremental cost for these combined categories.

15
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the subclasses within these mail classes. This section will compare the difference
between volume variable and incremental cost for the subclasses in First-Class,
Pericdicals, Standard (A) and Standard (B) that have the greatest volume variable cost.
These are First-Class Single Piece, Periodicals Outside County Regular Rate, Standard
(A) Regular Enhanced Carrier Route, and Standard (B) Zone Rate.

Incrementa! costs for First-Class Single Piece and Standard (A) Regular Enhanced
Carrier Route mail are 5.5% and 5.9% higher than volume variable costs, respectively.
However, incremental costs are less than 1% higher than volume variable costs for
Regutiar Rate Periodicals and for Standard (B) Parcels Zone Rate.

If alt other conditions are equal®, mail subclasses with a larger share of the driver will
have a larger difference between volume variabie cost and incremental cost. Table 4
compares the RPW volumes for selected mail subclasses with the percentage increase
of incremental cost over volume variable cost. The mail subclasses with a higher
percentage of RPW volumes have a larger perceht difference between incremental and
volume variable costs.

Product specific costs of $18.5 million (TY 2001 AR) for Standard (B) Zone Rate were discovered afier
the filing of this Docket, in March of 2000. These product specific costs do not change the substance of
this discussion, except that incremental costs for Zone Rate are now 2.6% higher than volume variable
costs.

4 The assumption of ‘all eise being equa!’ is important here, because there are other factors that may
contribute to the difference between volume variable and incremental cost. The presence of large
amounis of product specific cost, as well as iow volume variability, will also contribute to this difference.

This discussion relating RPW volume to the percentage increase in incremental cost is for iflustrative
purposes. For some cost components, the driver is not mail volume. For example, the driver for city
carrier access cosis is the number of stops. Incremental cost is determined by the number of these stops
that are for a single subclass. In the single delivery residential (SDR) cost pool for city carrier access,
Standard (A) Regular ECR has a higher percentage of single subciass stops than First-Class Single
Piece mail, leading to a larger incremental cost. Similary, city camier Joad costs are driven by shape of
mail. Flat shape mail has a lower volume variability than letter shape. Standard (A} ECR has a higher
proportion of flat shape mail volume than First-Class Single Piece, leading to a higher incremental cost,

16
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TABLE 4
COMPARISON OF TY2001(AR) RPW VOLUMES WITH THE PERCENTAGE
INCREASE OF (NON-PRODUCT SPECIFIC) INCREMENTAL OVER VOLUME

VARIABLE COST
Mail Subclass RPW Volume, in Percent of Total RPW | Percentage Increase
Millions for Al Subclasses of {Non-Product
Specific) Incremental
over Volume Variable
First-Class Single Plece 52,878 25.5% 55%
Letters
Periodicals Qutside : 7,352 3.5% 0.9%
County Regular
Standard (A) 32,828 15.8% 5.9%
Commercial Standard
ECR .
Standard (B) Zone 374 0.2% 0.9%
Rate

2. Special Services

This section will highlight the two special services that show a large difference
between volume variable and incremental cost — Certified and Money Orders.
Incremental cost for Certified mail is 18.9% higher than voiume variable cost, while
incremental cost for Money Orders is 41.2% higher than volume variable cost.

Money Orders has product specific costs in two components - $5.4 million for Money
Order Division in CS 18, and $8.0 million in Advertising costs in CS 16. These product
specific costs account for 21.7% of the difference between incremental and volume
variable cost. Most of the remainder of the difference is due to the Money Orders cost
poo! in window service (CS 3.2). All of the volume variable costs in this cost pools are
in the Money Orders special service. The incremental cost for this component will
equal the accrued éost for the component (see page 7 of this testimeony). This cost
pool, combined with the dependent cost pool for window service supervision (CS 2),
adds another $38.1 million to the difference between incremental and volume variable
cost, 60.0% of the difference.

17
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TABLE fA. BY1998 AND TY2001(AR) VOLUME VARIABLE AND INCREMENTAL COST FOR SUBCLASSES AND USPS-T-23
CLASSES )

Y1998 TY20011BR) . TY20010AR) . Ll : 2001048

VOLUME BY1930 VOLUME  TY001BR)  VOLUME  TY2009AR MEL » NCREMENTALY
LINE CLASS SUBCLASS OR SPECIAL  VARIABLE INCREMENTAL YBRIABLE INCREMENTAL VARIABLE . INCREMENTAL KVARIABIECOST: COBT PER REw
NG SERVICE cosT €osT cOS?T cosT cost cosT PER RPYWRIELE  ~ PECE

COLUMN NUM BER ) (2 3} ) (5) (5} 7} (8
T [FRST-CLASS BMAIL
2 | SINOLE-PIECE LETTERS 12412908 1aoeeor2| nsBIN 14200484 | 13437007 uiranrls o8t |8 028
3 | PRESORTLETTERS 4,167 8558 a200870| some13 8218014|  S.019.484 5188914 |8 otom| 0.9408
P TOTAL LETTERS 18,500,002 17005905 | 18,565,943 19972084 wasean 19800211 | $ o140 | § 0.1900
L] BMNGLE-PIECE CARDS 519574 531,388 554,794 567,008 539819 552198 ome|s 0.1908
8 | PRESORT CARDS 7,045 a8 172878 "M 168,958 om0 | § o033 | 0.0840
7 TOTAL CARDS eon.710 800,962 21872 102,001 08877 4554 |8 omis 01331
2 __|TOTAL FIRST-CLASS 17,247,321 18679363 192015 20903900 19165009 20,800,880 ; § owais 0.1975
[] PRIORITY MAJL 2395877 2,735,316 3,263,396 3643465 3,064,062 3A41926 | 8 2.‘.517 5 2
0 |exeress maiL L 208,433 am831 119220 40984 s sess|s 10,0098
14 INLGRANS 1.105 1,138 991 1,017 1.000 102618 02005 % 0.3073
12 [PERIODICALS:
3 | WCOouNTY ™73 751 o2z 2923 st %y 208 |s ovos s 0.0052
s | oursioe county:
1 REGULAR 178728 1705008 | 2031214 2080321| 190157 200031 | 5 o2 |s 0
” NONPROFIT 202,148 264,107 30,200 32 188,570 =on7|s omm|s 0. 1904
” CLASSROOM 12,991 1ms 28 1a321 14004 vagn | s oz 02554
w Jrora remomcais 2,202,736 2230504 | 2498005 2529870| 2465580 2407245 ] s onem|s 0.2420
" lﬂmlﬂlﬂk
2 | SINGLE-PCE RATE 213827 213,700 - .
2t | commerciaL sTANDARD:
22 | eranceED CARRRTE 2234405 2384000| 2577788 2675.004] 2471884 281708 | 8 oorma | 00097
2 | recuar 5,535,163 sezaswo| 7125005 7202821| smzaee eoa7sos | s otwed|s )
~ TOTAL COMMERCIAL 7.700 848 sisa17s|  9sn2a7e wises| 0208798 srstom |8 o1zm|s o3
2 | ABGREGATE NONPROFIT:
2 | nowerROF et cARRRTE 180633 100,087 21238 212580 208577 mensls oomst | s eon
7z | nowemoFITY 1,130,549 ra917] 138100 13%m) 132081 133443 | 8 o8| attes
» TOTAL AGGREG NONPROFIT 1,300,382 1313238  15mene 130011} 1520180 1564778 | S otort|s 0.1082
2 JTOTAL STANDARD 5.260,857 9.802 400 11,191,968 11312770 40,824,587 1243186731 % 012018 0 1298
20 |STANDARD WAL @5
31 | PARCELS ZONE RATE 281,700 ssot80|  10m202 1105088 ] 1082159 1| 281814 28053
- BOUND PRINTED MATTER 3 443 397,03¢ 490 424 498,001 AT9.204 482300 | % oS 09193
23 | SPECIAL STANDARD 247508 248,207 304,846 205,877 201,195 w200t 14628 14678
M | verary man. 08t 41,902 205 n¥s ™ as0e s 108078 168
33 |rovaL stanoano 150872 1570300 | 1920787 1975057 180002 1990707 |+ 1050218 1,708
¥ |us POSTAL SERVICE 2,798 263140
7 |meeman 441 N8 40302 0 0.8 20308 | $ orim]s onn
» HRATIONAL MAR 1,311,481 191457 1472908 15750] 1429910 18110818 1308118 14041
W |SPECIAL SERWICES:
w0 | recstry »3% 9,082 0272 881 85204 mor|s 7.0 | 8 17w
41 | certExDn o TH a4 04945 588,165 “w1re san000 | $ 1676 |8 15908
42 | mesurance #1050 61,738 162 78,08 18838 Te.m0 |3 11m|s 17
2 | con i 14193 15,105 8129 14991 1501818 az01[$ 4230
« | sPECWAL DEUVERY 1 1 1 1 1 1
4 | momeY oRDERS 122,000 176,35 130,008 24,831 153908 M1 0600t [ % 0.9004
# | sTawPED CARDS 2208 3208 3044 2404 34 2044
41 | STAMPED ENVELOPES 17m 13118 12542 12549 12504 12,551
» | sPeciaL HanoLNG 221 27 2484 2492 2452 2490
40 | posToFFCE BOX anam a747%8 8a7.451 508,677 580226 200,449
» | otHem 20,812 20,938 138,067 138,799 138842 138,975
57 JTOTAL SFECIAL SERVICES 1.263.588 1,441,539 1591677 1,796 487 159113 1,744,743
52 |CORRESPONCENCE TTI84% 8651508 | 19,204 606 095,113 D166 EIA D R0 K o0 |
53 |ADVERTISING 98678100 0,243,160 11,684,792 12,358, 252 11,304,191 11982T171{$ DI1ZS | S 0.1350
ﬂ_LE'KPEI:I'TED 3,930,920 4,558,958 5171371 5,924,308 4945478 569196 | $ 25621 |$ 2.9487

22




TABLE 2A. BY1998 AND TY2001(AR) YOLUME VARIABLE AND INCREMENTAL COST FOR SELECTED SUBCLASS COMBINATIONS

REVISED 3/13/00
USPS-T-23

TY2001{AR] TYzOol4iAR) TY2001{AR,
BY{938 TY2001{BR) TY201(BR) VOLUNME TYZ2004{AR) YOLUME INCREMENTAL
LINE BY1998 VOLUME INCREMENTAL  VOLUME  INCREMENTAL VYARIABLE INCREMENTAL VARIASLE COST COST PER RPW
NO. CLASS SUBCLASS OR SPECIAL SERVICE VYARIABLE COST COsT VARIABLE COST COsT COST cosT PER RPW PIECE
] ©
3740027 L7143 [

2472750 2,814,367 3345822 aT6528] 3145450 3sMi0n s Y 11 10501

4,145,003 4514884 5204010 s08845]  5.045050 sdseas|s 05857 |3 08333

2,758,023 2103028 3833878 am7esa] 3as2002 3susm|s 1od1als 1.1508

2,400,805 2,790,457 3277080, 3es7mez| 3078008 3456005 | 8 23Me |8 28213

2500420 2800520 4500 498 agea e8| 484074 arnazls 0MS5 (S 03788

3257087 2,648,250 4341508 amiome] 41821 ass17e ] 8 25137 |3 27707

2.790,320 2148028 31750820 4158505]| 3543208 TS 10815 | 2.2044

461,487 663 948 53,858 801,003 562,382 WSAMW $ 00017 | § 08022

2134340 23r2974 2507845 20402 | 2482572 21001 | 8 03M7 s D.3670

746,700 LY 240,911 1,001,404 809,555 1114385 S o403 |s 0545

208,005 820514 80,910 7335% 405,019 b AR R 3ses s sS4

1,515,183 1,740,002 1,802,731 2068527 1,801.508 2057,7001 & 01567 |$ 0.9790

14 |EXPRESS 8 STANDARD (B ZONE RATE 1,246, %4 1,408 937 1,554,834 100613 1533143 100473418 sams|s 4040
15 _|EXPRESS & STANDARD (i) BPM 718,067 1,003,008 970,055 1,218,172 960,188 12007701 8 10082 |8 20204
15 |PERIODICALS IN-COUNTY & PERIODICALS REGULAR 1528509 1.845427 2,113,440 2135405 | 2062905 2004838 § 025128 0.2538
17 | PERIODICALS IN-COUNTY & PERIODICALS NON-PROFIT 439,019 4421 452,507 455,758 400,088 amnaei{s o113 s 0.1824
12 |PERIODICALS IN-COUNTY & PERICDICALS CLASSROOM 90,804 "5 8511 97,258 05,432 saimis D104t |S 01040
19 [PERIODICALS tN-COUNTY & STANDARD (A) NON-PROFIT 1,207 422 1,219.754 1,408,327 142719 1402000 1010501 s ol4at s D.1153
20 |PERICDICALS IN-COUNTY & STANDARD (B) ZONE RATE 508,853 007,017 1100429 10284 1133568 L0 om7mo|s 0.0402
21 |PERIGDICALS IN-COUNTY & STANDARD (E) BPW 471,316 74777 575,050 579,000 560,601 se47m| s 04042 |3 0.4072
22 |PERIODICALS REGULAR & PERIODICALS NON-PROFIT 2111872 21380Mm 2,401,494 2420303 | 2,570,158 2397068 [ § 02520 [ § 0.2560
23 |PERICDICALS REGULAR & PERIODICALS CLASSROOM 1,700 17 1,780173 2,045,408 2084871 | 1905622 201482 |8 02004 | § 02720
M |PERODICALS REGULAR & STANDARD (A} NON-PROFIT 2,800,275 2013183 335731 3mez20| 302100 330758 01750 |s 014779
25 |PERIODICALS REGULAR & STANDARD (B) ZONE RATE 2811,508 2,003,102 3100418 atesxe| 3o 7as somper | s 027 s 0,300
2 |PERIODICALS REGULAR & STANDARD (i) BPM 2,144,100 2,188,001 2520% 2551642 | 2400701 2487211 | & oM |s 0.3158

2T |{PERICDIGALS NON-PROFIT & PERIODICALS CLASSROOM 378137 378,178 384,565 306,060 02,605 ey ) 0101 |§ 01521
2  |PERICDICALS NON-PROFIT & STANDARD {A) NON-PROFIT 1,002005 1,507 107 1,000,381 1, 1M2679] 1,700,182 1785034 | s 01200 s 01281
20 |PERICDICALS NON-PROFTT & STANDARD {E) 2ZONE RATE 1,223.920 1,254,810 1,408,453 1m0002| te0720 vanxszls 0see | s 0.0008
3 |PERIGDICALS NON-PROFIT & STANDARD (B) BPM 756,550 761,873 863,704 899,950 847,774 sTap27 | § 03307 |3 0.3%2
31 |PERIODICALS CLASSROOM & STANDARD (A) NON-PROFTT 1,144,540 1,156,037 1,340,385 TBANT] 1,334,846 1385131 & CRIGERE? 01175 |
22 |PERIODICALS CLASSROOM & STANDARD (B) ZONE RATE 8151 903,251 1,002,487 1,120308| 1006193 1000008 | $ 208428 2547
33 [PERIDDICALS CLASSROOMS STANDARD (A) BPM 408,434 411,084 507,708 511,038 03,8 woamls 08s07 1§ 0.8563
M |STANDARD {A) NON-PROFIT & STANDARD (B) ZONE RATE 1,902,120 2,032,308 2,404 303 2447877} 2372770 2418221 | § 02011 {$ 02048
35 ‘srmno {A) NON-PROFIT & STANDARD (B) BPM 1,524,902 1,539,304 1810,5M 1m7154]  1r08m5 181770 | § ats08 | 0.1521
36 |STANDARD (B) ZONE RATE & STANDARD (B) BPM 1,256,223 1,263,481 1,571,626 1812075 1,531,383 15711318 17087 | $ 1.7462

37 |PERICOICALS:

2 |TOTAL PERIODICALS OUTSIDE COUNTY 2,125,863 2,150,381 2415778 2443000 | 284,192 24122101 3 0251 |8 0.2550
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CHANGES 7O USPS LR--150

Product specific costs for C/S 16 advertising have been updated, as
shown in folder Support Materials, file BY98data.xls, pages 5 and 5A.
Replacement pages are attached. The updated product specific costs have been
entered into the incremental cost model, causing the following changes:

Incremental Cost Model Folder IC Model/R00-1

1. [IC Forms.xIs)PROD SPEC - New adveitising product specific costs entered
in column 5.

2. [ICSummary.xis]Costspp — Incremental cost in colutnn 2 reﬂects new product

specific advertising costs. Additional changes due to updated product

specific costs appear in columns 3 and 7.

[ICSummary.xis]inputs PS — New advertising product specific costs in column

5.

[ICSummary.xis]IC Independent — New incremental cost for advertising in

column 58. New total incremental for independent components in column 75.

[ICSummary.xis)IC All — New incremental cost for advertising in column 106.

New total incremental cost for all components in column 1389.

[ICSummary.xis]Prod Spec — New product specific costs for advertising in

column 13, with new product specific outputs in column 18.

[TYARIC.xis]Summary — New incremental cost reflecting updated test year

advertising product specific costs in column 2. New incremental cost per

RPW piece in column &.

[TYARIC.xIs]Prod Spec — Calculation of advertising product specific costs

changes in column 13. Total test year product specific in column 18.

9. [TYBRIC.xIs]Summary — New incremental cost reflecting updated test year
advertising product specific costs in column 2. New incremental cost per
RPW piece in column 5.

10.[TYBRIC.xIs]Prod Spec - Calculation of advertising product specific costs
changes in column 13. Total test year product specific in column 18.

N o o A W

o

Incremental Cost Model, Folder IC Model/two-subclass

11.[IC_Forms.xis]PROD SPEC — New advertising product specific costs entered
in column 5.

12.[ICSummary.xis]Costspp — incremental cost in column 2 reflects new product
specific advertising costs. Additional changes due to updated product
specific costs appear in columns 3 and 5.

13.[ICSummary.xis]inputs PS — New advertising product specific costs in column
5. Note that this worksheet may be hidden to facilitate printing.

Page 1
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14.[ICSummary.xIs]IC ladependent - New incremental cost for advertising in
column 58.

15.[ICSummiarv.«I3H1 All = New incremental cost for advertising in column 106.
New total increinental cost for all components in column 139.

16.[ICSummary.xis}Prod Spec — New product specific costs for advertising in
column 13, with new product specific outputs in column 18.

17.[TYARIC.xIs]Summary — New incremental cost including contingency
reflecting updated test year advertising product specific costs in column 2.
New total prodiict specific costs including contingency in column 3. New
incremental cost per RPW piece in column 5.

18.[TYARIC.xlIs]Prod Spec ~ Calculation of advertising product specific costs
changes in uolumn 13. Total tast year product specific in column 18. Note
that this worksheet may be hidden to facilitate printing.

19.[TYBRIC.xIs]Sumiary — N2w incremental cost including contingency
reflecting updated test year advertising product specific costs in column 2.
New total product specific costs including contingency in column 3. New
incremental cost per RPW piece in column 5.

20. [TYBRIC.xIs]Prod Spec - Calculation of advertising product specific costs
changes in column 13. Total test year product specific in column 18. Note
that this worksheet may be hidden to facilitate printing.
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FISCAL YEAR 1998 ADVERTISING COSTS

REWVISED 313/00

SpecServ EPS AdMall - CAT Other
Row % Cost Row % Cost Row % Cost Rowr % Cost Cost

Product {Fves cost
CorpBrand $15,810,193 200%|  $3.162,030 s0%]  $790510] $11,257.645
Sponsors $3,003,950 20.0% $600,790 so%] $150198]  $2,252,963
Ad Mail $22,371,464 100.0%| $22,371,464 so|
Greast Cancer $235.315 $235,315
CTCentury $24,763,052 $24,783,052
Con&Trans $5,568,537 100.0%] $5.568,537 $0{
INTERNTL $22,612,4% $72,812,436]
Holiday $22,561,803] 200%]  $4.512.961 so0%| $1.128000] s18,921,352
IndustMingmt $551,543) 100%]  $551.543 $0
DesktopPO $2,802,884 $2,892,884
DineroSeguro $8,397,815 $6,397.815
PhoneCard $2,435,031 $2,435,031
LargeBusiness $361,570 $361,570
{LibertyCash $1,997.312 $1,997,312
Moneyhovers $1,274.923 $1.274,923
{NewBusiness $488 650 $488,650]
{Rotail Products 35,815,608 $5,915,608]
PackageServices $71,905,637 1000%| $71,905837 0]
SalesSupprt $8,420,053 00%]| s2526016] 00%| $2526016] 250%] $2,105013] 31,263,008
SpecSery $6,251,110] 100.0%]  $6,251,110] ~ so]
SpecialtyMrits $9.255932] 200%] $1.851,186] 40o0%] $3.702,373] $3,702,373]
Stamps $8 646,245 $8,646,245
500 CaCrirs $7.772,041 $7,772,041
Retak Channel $10701.2711]  150%] $1.605191]  350%]  $3.745.445 so%| $535084]  se815572
" |Aress $29,040,533 s0%| s1.452027] 350%] st0164187F  10.0%] $2,904,053] $14,520,267
$0

Total $291,254,908 $11,159, 514 $100,318,848 $27,901,633 $10,828,954 | $141,146,061

* The actual amount used for FY 1998 Intemational advertising is $26.923 million, which was the resutt
of an independent examination of intemational advertising, using accounting information reported
under the International Business Unit's finance numbers and working directy with the advertising agencies.

ROW PERCENTAGES ESTIMATED BY THE RESPONSIBLE PRODUCT/CHANNEL MANAGERS
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REVISED 3/13/00

SpecServ Total $11,159.5814
|

Money Orders 80%| $8,927.611

PO Boxes| 10%] $1,115,951

Balance To Other Special Services
Special Services Proportions Estimated By Special Services Product Manager

EPS Total $100,318,848

Priority 79%1} $79,251,888
Parcel Post 20%)] $20,063,769
Express Mail 1%] $1,003,188

EPS Proportions Estimated By Advertising Agency Based On Analysis of
Relative Shares of 1998 Media and Production Expenses
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CHANGES TO WORKPAPERS OF
WITNESS KAY (USPS-T-23)
MARCH 13, 2000

The changes in the LR-1-150 spreadsheets described separately cause

changes In the hardcopy workpapars, appearing on each of the following
pages:

IA-787 - 788
HA-829 - 830
IA-833 - 834
IA-851 - 854
1A-902 - 903
1A-908 - 910
1A-913 - 914

A4 -5
A-272 - 275
IA-428 - 429
IlA-687 - 690

Only pages llIA-272 and 273 are attached, as those pages summarize the
most relevant changes. Complete copies of all the changed pages are
available to the parties upon request.



TY2001(AR) INCREMENTAL COST
TEST YEAR INCREMENTAL COST MODEL
TEST YEAR PRODUCT SPECIFIC COSTS

CLASS, SUBCLASS, OR SPECIAL SERVICE

C/S 18 MISC

SUPPLIES AND
SERVICES

C/S 18 ADP SUPPLIES
AND SERVICES

C/518.3.5
ADVERTISING

Cka .’
. | C{S18.2 SUPPLIES &

SERVICES

Revised ¥/13/00
mA-272

C/S 18.2 MISC SPT

COLUMN NUMBER (1) (12) (13) (14) (15)
CALCULATIONS L15.422=14..L11 /12; | L15.122=L4..L11 /L2; | L15.122=0L4.L11 [ L2; | L15.L22=L4.L11/12; | L15.L22=14.L 11 /L2,
L26..L34 = L25 x L26.L34 = L25 x L26..L.34 =125 x 128 LM =125x 126..L34 = 125 x
L15.122 15,022 Li15.122 Li1s.122 L15.L22
UNITS $(000) $(000) $(000) $(000) $(000)
COLUMN SOURCE/NOTES L4.L11 from 14.L11 from L4..L11 from L4, L1t from L4..L11 from
fICSummary.xis) fICSummary.xis} pCSummary.xist | RCSummary.xis] CSummary.xis]
InputsPS C3; L2 from | InputsPS C4;12 from | InputsPS C5; L2 from | InputsPS C8; L2 from | InputsPS C8; L2 from
CRA Model B Report; | CRA Modet B Report; | CRA Model B Report; | CRA Model B Report; | CRA Model B Report;
L25 from Roltforward L25 from Roliforward L25 from Rolforwara L25 from Roltforward | 125 from Rolfforward
Model B Report. Model B Report. Model B Report. Model B Report. Model B Report.
1 COMPONENT 177 174 248 210 211
2 BASE YEAR INSTITUTIONAL COST 488,393 323,143 300,800 322,238 61,631
3 |BASE YEAR PRODUCT SPECIFIC COST
4 TOTAL LETTERS - - 11,813 1,273
5 CORRESPONDANCE 10,829
-] PRIORITY MAIL 501 - 79,252 0,452 2,962
7 EXPRESS MAIL - - 1,009 - -
8 ADVERTISING 27,802
9 ZONE RATE 20,064
10 INTERNATIONAL MAIL - 8,471 26,923 16,027 2,408
11 MONEY ORDERS - - 8,928 - -
12 PO BOXES 1,118
13 SPECIAL SERVICES 11,160
14 ]|% INSTITUTIONAL
15 TOTAL LETTERS 0.00% A8T™% 207%
16 CORRESPONDANCE 3.60% )
17 PRICRITY MAIL 0.10% 26.35% 293% 3.83%
18 ‘EXPRESS MAIL 0.33%
19 ADVERTISING 9.24%
20 ZONE RATE 887% ]
21 INTERNATIONAL MAIL 2.62% 8.95% 4.97% 3.91%
22 MONEY ORDERS 297T%
23 PO BOXES 0.37%
249 SPECIAL SERVICES 3.71%




Revised 3/1300
MA-273

TY2001{AR) INCREMENTAL COST
TEST YEAR INCREMENTAL COST MODEL
TEST YEAR PRODUCT SPECIFIC COSTS

L3

C/S 16 MISC

" C/S 18.2 SUPPLIES &
SERVICES

C/5 16335
ADVERTISING

SUPPLIES AND
SERVICES

C/S 18 ADP SUPPLIES
AND SERVICES

CLASS, SUBCLASS, OR SPECIAL SERVICE C/S 18.2 MISC SPT

LERERVLEIBUIBN

COLUMN NUMBER (11) (12) . (13) {14) (15)
ICALCULATIONS L15.L22=L4 L11 /L2 | L15.0.22=14 111 /02; | LI15.122=04. L11/0L2; | L15.22=04. L1 /L2 | L15.122=14.0L11/L2;
L26.L34 = 125 x L26.L34=126x L26. LM =125 x 128,34 =25 x L26..L3 = 125 x
L15.122 L15.L22 L1522 L15..1L22 L15.022
UNITS $(000) $(000) $(000) $(000) $(000)
COLUMN SOURCENOTES L4..L11 from L4..L11 from £4..L11 from L4.L11 from L4..L11 from
FCSummery.xis] {ICSummary.xis] [ICSummary.xis) [ICSummary.xis} i8]
InputsPS C3; L2 from | InputsPS C4; L2 from | InputsPS C5; L2 from | InputsPS CB; L2 from | InputePS C9; L2 from
CRA Model B Report; | CRA Model B Report; | CRA Model B Roport: | CRA Model B Report; | CRA Model B Report;
L25 from Roliforward | L25 from Roltforward | L25 from RoMforward | L25 from Rotforward | 125 from Rolforward
Model B Report. Moded B Report. Model B Report. Model B Report. Model B Report.
TEST YEAR INSTITUTIONAL COST 481,635 366,168 270,200 445,635 108,550
TEST YEAR PRODUCT SPECIFIC COST
TOTAL LETTERS - - - 16,337 2242
CORRESPONDANCE 8,727
PRIORITY MAIL 494 - 71,190 13,072 4,180
EXPRESS MAIL - - 201 - -
ADVERTISING 24,974
ZONE RATE 18,023
INTERNATIONAL MAIL - 9,599 24,184 22,164 4,241
MONEY ORDERS - - 8,020 - -
PO BOXES 1,002
SPECIAL SERVICES 10,025
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CERTIFICATE OF SERVICE

| hereby certify that | 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. f / K’A

Eric P. Koetting

475 L'Enfant Plaza West, S.W.
Washington, D.C. 202601137
(202) 268-2992 Fax —5402
March 13, 2000




