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RESPONSE OF, UNITED STATES POSTAL SERVICE 
WITNESS DEGEN TO INTERROGATORIES OF 

THE ASSOCIATION OF AMERICAN PUBLISHERS 
(AAPIUSPS-TlGl - 6,6 - 9) 

The United States Postal Service hereby provides the responses of witness 

Degen to the following interrogatories of the Association of American Publishers: 

AAPAJSPS-Tl6-1 - 6,6 - 9, filed on March 14.2000. Number 7 was redirected to Dr. 

Each interrogatory is stated verbatim and is followed by the response. 

Respectfully submitted, 

UNITED STATES POSTAL SERVICE 

By its attorneys: 

Daniel J. Foucheaux, Jr. 
Chief Counsel, Ratemaking 
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~Response of United States Postal Service Wftness Degen 
To lnterrogatorfes of Assoolation of American Publishers 

VP/USPS-T1B-1. On page 8 (fines.g-18) of your testimony, you discuss the 
pogal Service’s u&e of base year and test year estimates of volume-variable 
oosts.for, malt p@essing. Please confirm ffiat tf the @&t of volume variability 
US@ by tha Ppt+l Servfce for a, partkqtar pool of matl processing costs durlng 
the base year in this case Is higher than the actuaf volunievariabilii of that cost 
poot;~~th+dlcted 1 eveI of a#ribr$lon~ for that,cost p&d&g the test year will be 
higher thantheaotual volume variable costs for that @ol experienced by the 
Postal Servtoe durtng the test ’ 

conr 
ar. 

any answer that does not 
Please provide 8~ izompfete explanation for 

rm thb statement. 

AAPAJSPS-TlG-1 Response. 

I can confirm only that lf the base year measured volume-vartabllii factor (or 

‘vartabllity”) for a cost pool is higher than the actual varlabiltty for that cost pool, 

then the measured base year volume-variable costs will be higher than the actual 

base year volume-variable costs. It is my understanding that whether the test 

year volume-variable costs would also be overstated depends on additional 

factors including-but not necessarily limited to-the difference between the 

measured base year and actual test year varlabllitles, the difference between the 

forecasted and actual test year volumes, and the presence of cost reduction and 

other program adjustments affecting the cost pool in the rollforward model. 

. . 



Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPIUSPS-Tl6-2. On page 10 (lines 1 l-13) of your testimony, you state that 
“[elconometrlc ‘models ares well-suited to measuring expected changes in cost as 
volume, changes, but are ill-suited for predicting changes in the underlying 
,,t&hnolagy.” With respect to this statement, please explain fully why econometric 
modefs are ill-suited for predicting changes in the underlying technology. 

AAPIUSPS-TIG-2 Response. 

Please see the response to OCAIUSPS-T16-2. 



Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPAJSPS-T16-3. On page 12 (lines 6-11) of your testimony, you discuss an 
hours and workload recording system for BMCs known as the Productivity 
lnfo’rmation Reporting System (‘PIRS”). Pfease identify and provide all manuals 
and other USPS documents that fully describe the current PIRS system. 

AAPAJSPS-TlG-3 Response. 

Please see Docket No. R97-1. Tr. 191871 Q-6723 and Tr. 1 Q/8877-8687. 



Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPAJSPS-T16-4. On page 44 (lines 18-20) of your testimony, you state that 
“[i]n,totai, volume variability of manual parcel sortation should be substantially 
less than lQ!l percent, prlmadly because set-up and take-down time are 
substantial relative.to time spent act&y sorting the parcels.” In view of this 
statement, please,explain why tn this case, the Postat Service used a pool 
volume variability function of .997 for manual parcels at non-MODS offices as 
shown in Table 1 on page 25 of you [sic] testimony. 

AAPIUSPS-T16-4 Response. 

I assume that the “Table 1” reference is to page 25 of witness Van-Ty-Smith’s 

testimony (USPS-T-17). For the requested explanation, please see witness 

Bozzo’s testimony, USPS-T-15, at pages 133-135. 



Response of ‘United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPIUSPS-T16-5. Cn page 50-51 of your testimony, you discuss platform 
operations. Please confirm that your description of platform operations pertains 
both to BMCs and MODS offices. Pfease identify any portion of your description 
that applies only to BMCs or to MODS offices. 

AAPAJSPS-T16-5 Response. 

Partly confirmed. Much of the cited description applies to both the MODS and 

BMC platform operations. However, the portions of the cited description dealing 

with handling of collection mail will not apply to BMCs. Additionally, some 

portions of the description are related to relatively narrow processing windows for 

First-Class Mail, and will not.apply equally since the BMCs primarily process 

Standard Mail (A and B). 



Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPAJSPS-TlG-6. On page 50 (line 19) of your testimony, you state that “[tlhe 
waiting time is r&volume variable.” With respect to this statement, please 
explain the extent to which~any costs associated with waiting time in platfOrII3 
operations have been included as volume variable costs for platform operations 
at BMCs it-r this proceeding. 

AAPIUSPS-TI6-6 Response. 

The IOCS-based volume-variability method employed for BMC operations 

classifies all tallies with activity code 6210 (waiting time in Platform acceptance 

activities) as non-volume-variable, regardless of the type of office. Thus, the 

Postal Service does not treat any BMC costs associated with activity code 6210 

tallies as volume-variable. See also page II-56 of Docket No. R2000-1, USPS 

LR-I-106, and section 3.1 .I of Docket No. R97-1, USPS LR-H-1. 



Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPRISPS-TI6-8. On page 69 (lines 11-14) of your testimony, you state that 
“[t]o compensate forthe use of 100 percent volume-variability for the allied cost 
poois, the not-handling tallies in those pools are distributed to subclasses using a 
key developed for all cost pools’ln Cost segment 3.1.” With respect to this 
statement, please explain fully the derivation of the new distribution key for not- 
ha.ncfling talties, how it differed from previous keys used for not-handling tallies 
and howthis key affected the mail processing costs distributed to Bound Printed 
Matter (YBPM”) in this case. 

AAPAJSPS-T16-8 Response. 

For the requested detailed description of the treatment of allied labor not- 

handling tallies, including a description of the previous not-handling methodology, 

please see witness Van-Ty-Smith’s testimony at pages 18-17 and USPS LR-I- 

106. To indicate the effect of the distribution key changes for BPM, in the table 

attached to this response, I compare the BY98 BPM distribution key shares for 

MODS allied labor cost pools presented by witness Van-Ty-Smith with the 

corresponding estimated shares using the previous method, employed in the 

Postal Sewice’s FY96 CRA. 



Attachment 1 
Response to AAPAJSPS-TIG-8 

Page 1 of 1 

Comparison of BPM distribution key shares, MODS allied labor cost pools 

cost Pool fV98 BPM 
Distribution Key 
Share (USPS- 

method) 

1 Bulk pr 0.13% 

1 Sacks-m 1.76% 

1 OpBufk 1.25% 

1 OpPref 0.78% 

1 Platform 1.01% 

1 Pouching 0.37% 

1 Sacks-h 1.49% 

1 SCAN 0% 

BY98 BPM 
Distribution Key 

Share 

USPS-T-17, Table 3 
(‘co1 Pet? 

0.32% 

1 .O% 

0.85% 

0.61% 

0.65% 

0.41% 

0.86% 

0.28% 



Response of United States Postal Ssrvlce Witness Degen 
To Iriferrogatorlee ot As&ociaUori of American Publishers 

AAPNSPS-119-Q. On page 99, (fines 19+X!) of your testimony, you state “jt]he 
bfoad #St~@!tiOn of alf@d oot4ts Y Wad a8 a Campry?se. hce the Postal 
ServG was nat ready to resubmit a method fnr#poratfng estfmated volume- 
varlabititfe~’ for~allfed oostspoofs. This OmpromBe yi@ds,reasonabfe results (i.e. 
pUbd+38 Co*) ~+si@sired to *ijae bid&&t estimated volume-variabllltles 
and distrlb~ion keys specfffc toeach cost pool.” With respect to this statement: 

(a) .Ple.@e provide a oomplete set of cafcufations showing the derfvatlon of mail 
pib0eSsirlg i&t8 fq BP&4 that re@ts f@m adopun the %ompromise” 
proposal and from adopt@’ estimated volume vartabllitles and dlstiibution 
&e* for’G&&st pod. L P 
%rasonable” for BPM. 

expfakr fulty why tiis compromise is 

~, jb) Please provide all w@papem and supporttrrg calarlations showing the 
dqfvatlon ~of maff ‘process&f costs for f$PM thatwoutd have resulted from 
adopting ,the Postal Se,rvice% estimated, volume vadabilfties for allied cost 
pooB In conjunctions@ any.other aftematfve ,distttbution keys for not- 
handling tallies that were considered by the Postal Service but not proposed 
In this case. 

AAPAJSPS-Tl S-9 Response. 

a. The %ompromise” Is embodied In the BY98 mail processing costs presented 

by witness Van-Ty-Smith; see USPS-T-17 and USPS LR-I-103 for details. 

The final Cost Segment 3.1 volume-variable costs are presented in Exhibit 

USPS-l 1 A of witness Meehan’s testimony, USPS-T-l 1, The Fiscal Year 

1998 (FY98) CRA, computed per the Postal Sews previous method, uses 

the Docket No. Rg7-1 variabilities and distribution keys, the latter not 

Incorporating the broad distribution of not-handling tallies. It is my 

understanding that the Segments and Components Report from the PY98 

CPA was filed under the Commission’s periodic reporting requirements. 



p3ponqe of UniteqStates Postal Service Witness Degen 
TO Mer?o@toriea of Association of American Publishers 

My statement that the compromise was reasonable was not specifically 

focused on BPM. I believe that the oompromfse method is reasonable in that 

it leads to relaflve costs am closer to those that would be obtained from the 

use eatlmated v&me-variability factors for allied operations than a method 

that employed 100 percent volume-variabiiii factors without the broad 

distribution of not-handling Wea. I am not saying that the compromise 

methodology always~providea a good ,approximation of the cost8 that would 

result from use of estimated allied labor variabilities. Rather, I am simply 

saying that the use of the 100 percent variability assumption with the broad 

not-handling distribution is better than the use of the 100 percent variability 

assumption alone. 

b. There are no alternative distribution keys considered by the Postal Service 

other than those resulting from the Docket No. Fi97-1 methods and the 

method proposed for the BY96 CRA. 



DECLARATION 

I. Carl G. Degen. declare under penalty of perjury that the foregoing 

answers ere true and correct to the best of my knowle nformation and belief. 

Date: 3 - a 7 -00 



CERTIFICATE OF SERVICE 

I hereby certiw that 1~ 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. 

475 L’Enfant Plaza West, S.W. 
Washington. D.C. 20260-l 137 
(202) 266-2992 Fax -6402 
March 26,200O 


