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PROCEEDTING®GS
[9:31 a.m.]

CHAIRMAN GLEIMAN: Good morning. Today we
continue our hearings to receive testimony of Postal Service
witnesses in support of Docket R2001.

Before we begin today, I want to mention that
Presiding Officer's Ruling Number 40 was issued yesterday.
That Ruling established dates for participants to designate
for incorporation into the evidentiary record, Postal
Service institutional responses and written responses
provided by witnesses after completing their oral testimony.

Those designations are -- I know that this is a
mistake, a typo here. It says those designations are due on
March the 4th, but I know that they're really due on May the
4th.

Even we wouldn't try to pull a fast one like that
on you all.

[Laughter.]

CHAIRMAN GLEIMAN: Although the Postal Service has
told us they would like us to make it March the 4th.

Ruling Number 40 recognizes that participants have
the right to explore these materials, and it allowg for
requests for cross examination.

Hopefully we won't need to schedule additional

hearings, but if that becomes necessary, hearings for
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questions on institutional responses and written responses
provided by witnesses who have completed their testimony
will be held on May the 11th, 2000.

I must tell you that when I thought about this, I
remember some time ago, an Art Buchwald piece where he joked
about announcements from the White House. 2And this was many
years ago, so it's not relevant, who was in the White House.

And his problem was the announcement that, quote,
"the White House said today," and when we have
cross-examination on institutional responses, it will be
interesting to see if we have a little model of L'Enfant
Plaza Headquarters Building over there with a mouth in the
middle of it, opening and closing, giving us responses.

I'm not sure who responds to oral cross on
institutional responses. I almost hope someone will ask to
have some cross, just so I can see how it's handled.

For any of you who are keeping score, I note that
for the record, Ruling Number 40 was issued out of order.
Ruling Number 41 was issued on Friday, but Ruling 40 did not
get out until yesterday morning.

I hope that you all didn't find this any more
confusing than I did when I signed the order.

In any event, I'd like to know whether anyone elsge
has any procedural matters that they would like to bring up

today?
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[No response.]

CHAIRMAN GLEIMAN: There do not appear to be any.
There are three witnesses scheduled today, Witnesses
Robinson, Smith, and Miller.

And, Mr. Cooper, if you'd like, you can call your
first witness.

MR. COOPER: This is Richard Cooper for the Postal
Service, and the Postal Service calls Maura Robingon as its
first witness.
Whereupon,

MAURA ROBINSON,

a witnessg, having been called for examination and having

been first duly sworn, was examined and testified as

fellows:
DIRECT EXAMINATION
BY MR. COOPER:
Q Ms. Robinson, I'm handing you two copies of a

document marked as USPS-T-34, entitled Direct Testimony of

Maura Robinson on Behalf of the United States Postal

Service.
[Fause.]
You are familiar with that document; are you not?
A Yes, I am.
Q Was it prepared by your or under your direct
supervision?

ANN RILEY & ASSOCIATES, LTD.
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A Yes, it was.
Q If you were to be giving testimony orally today,
is this the testimony that you would give?
A Yes.

MR. COOPER: Mr. Chairman, I ask that this
testimony be admitted into the evidentiary record.

MR. McKEEVER: Mr., Chairman, if I may, there ig a
point of clarification that I would request the indulgence
of the Chair on.

CHAIRMAN GLEIMAN: Certainly.

MR. McCKEEVER: Ms. Robinson's response to an
interrogatory, specifically APMU/USPS-T-34-12, which was
filed on March 13 of this year, indicated that certain
numbers in Attachment E to her testimony, as originally
filed, were not correct.

Specifically, that Attachment, as criginally
filed, underestimated Emery contract costs for the test year
by $24 million, approximately.

I would like to ask whether Attachment E to Ms.
Robinson's testimony, as she has now adopted it, and as it
will be entered into evidence, contains the correct numbers
she provided in her response to APMU/USPS-T-34-12, or the
0ld numbers?

CHATRMAN GLEIMAN: Well, if the witness would

please respond?

ANN RILEY & ASSQOCIATES, LTD.
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THE WITNESS: Attachment E includes the original
number, the $498 millicon, I believe. The correct number is
the $522 million noted in the APMU response.

MR. McKEEVER: Thank you, Mr. Chairman.

MR. COCPER: We can make that correction now, if
you would prefer, Mr. Chairman.

CHAIRMAN GLEIMAN: I don't know whether that
interrogatory response has been designated or not.
Gentlemen, could you tell me whether it's been desgsignated?

MR. McKEEVER: I believe it has, Mr. Chairman.

CHAIRMAN GLEIMAN: Okay, inasmuch as it has been
designated, and given the exchange that just toock place, I
don't think that we have to go through the mechanics of
making an actual change in the testimony. I think the
record 1s pretty clear on the point.

MR. COQOPER: Then I renew my regquest that this be
admitted into the evidentiary record.

CHAIRMAN GLEIMAN: Is there any objection?

[No response.]

CHAIRMAN GLEIMAN: All right, hearing none, I'll
direct that counsel provide the Reporter with two copies of
the Direct Testimony of Witness Robinson. We've noted the
difference between an interrogatory response and the
testimony.

The testimony is received into evidence, however,
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as 1s our practice, will not be transcribed into the record.
[Direct Testimony of Maura
Robinson, USPS-T-34 was received
into evidence.]

CHAIRMAN GLEIMAN: Mr. Cooper, you have some
Category II Library References that this witness is
associated with?

MR, COOPER: Yes, sir, you are ahead of me on that
one.

CHAIRMAN GLEIMAN: You should have been here
earlier in the week. I'm sure that I would have been
playing catch-up.

BY MR. COOPER:

Q Ms. Robinson, in Ruling Number R2000-1/13, you
were asked to be prepared to sponsor Library Reference
I-165. Is that Library Reference associated with your
testimony, and are you prepared to sponsor it?

A Yes, 1t is, and yes, I am prepared to sponsor it.

CHAIRMAN GLEIMAN: That being the case, the
Library Reference in question is admitted into evidence. It
will not be transcribed into the record.

[Library Reference Number I-165 was
received into evidence.]

CHAIRMAN GLEIMAN: Ms. Robinson, have you had an

opportunity to examine the packet of Designated Written
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Cross Examination that was made available to you earlier
today?

THE WITNESS: Yes, I have.

CHAIRMAN GLEIMAN: And if so, would your answers
to those questions be the same?

THE WITNESS: My answers would be the same, with
one exception, a revised version of APMU/USPS-T-34-10 was
not included in the package. That revision has been
substituted.

CHAIRMAN GLEIMAN: All right, that being the case,
counsel, if you would please provide two copies of the
Designated Written Cross Examination to the Court Reporter,
I'1l direct that the Designated Written Cross Examination of
Witness Robinson be received into evidence and transcribed
into the record.

[Designated Written Cross
Examination of Maura Robinson was
received into evidence and

transcribed into the record.]
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 2000 Docket No. R2000-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS MAURA ROBINSON

(USPS-T-34)
Party . Interrogatories

Association of Priority Mail Users, Inc. APMU/USPS-T34-2e, 10-13, 15-19, 21-25, 28,
30-32, 40, 43-53

Douglas F. Carlson DFC/USPS-T34-2-5, 7, 12-15
DFC/USPS-52 redirected to T34

Newspaper Association of America APMU/USPS-T34-44, 52
VP-CW/USPS-T34-1

Office of the Consumer Advocate APMU/USPS-T34-10-13, 15-17, 19, 25, 28, 30-
31, 40, 43-45, 48-52 .
DBP/USPS-4-5, 10, 64, 126-128 redirected to T34
DFC/USPS-T344, 13
UPS/USPS-T34-12, 15, 25, 30-32, 35

United Parcel Service APMU/USPS-T34-2e, 12-13, 16-18, 21-25, 28,
30-32, 44-52
DBP/USPS-4-5, 10 redirected to T34
DFC/USPS-T34-4
Stamps.com/USPS-T34-1
UPS/USPS-T34-2, 5, 7, 10, 12-16, 23-25, 31-32,
35
VP-CW/USPS-T34-1 .

Val-Pak Direct Marketing, Val-Pak VP-CW/USPS-T34-1
Dealers, & Carol Wright
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Respectfuily submitted,
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Interrogatory:
APMU/USPS-T34-2e

APMU/USPS-T34-10
APMU/USPS-T34-11
APMU/USPS-T34-12
APMU/USPS-T34-13
APMU/USPS-T34-15
APMU/USPS-T34-16
APMU/USPS-T34-17
APMU/USPS-T34-18
APMU/USPS-T34-19
APMU/USPS-T34-21
APMU/USPS-T34-22
APMU/USPS-T34-23
APMU/USPS-T34-24
APMU/USPS-T34-25
APMU/USPS-T34-28
APMU/USPS-T34-30
APMU/USPS-T34-31
APMU/USPS-T34-32
APMU/USPS-T34-40
APMU/USPS-T34-43
APMU/USPS-T34-44
APMU/USPS-T34-45
APMU/USPS-T34-46
APMU/USPS-T34-47
APMU/USPS-T34-48
APMU/USPS-T34-49
APMU/USPS-T34-50
APMU/USPS-T34-51
APMU/USPS-T34-52
APMU/USPS-T34-53

DBP/USPS-4 redirected to T34
DBP/USPS-5 redirected to T34

DESIGNATED RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS MAURA ROBINSON (T-34)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Designating_Parties:
APMU, UPS

APMU, OCA
APMU, OCA
APMU, OCA, UPS
APMU, OCA, UPS
APMU, OCA
APMU, OCA, UPS
APMU, OCA, UPS
APMU, UPS
APMU, OCA, UPS
APMU, UPS
APMU, UPS
APMU, UPS
APMU, UPS
APMU, OCA, UPS
APMU, OCA, UPS
APMU, OCA, UPS
APMU, OCA, UPS
APMU, UPS
APMU, OCA
APMU, OCA

APMU, NAA, OCA, UPS

APMU, OCA, UPS
APMU, UPS

APMU, UPS

APMU, OCA, UPS
APMU, OCA, UPS
APMU, OCA, UPS
APMU, OCA, UPS

APMU, NAA, OCA, UPS

APMU
OCA, UPS
OCA, UPS
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DBP/USPS-10 redirected to T34
DBP/USPS-64 redirected to T34
DBP/USPS-126 redirected to T34
DBP/USPS-127 redirected to T34
DBP/USPS-128 redirected to T34

DFC/USPS-T34-2
DFC/USPS-T34-3
DFC/USPS-T34-4
DFC/USPS-T34-5
DFC/USPS-T34-7
DFC/USPS-T34-12
DFC/USPS-T34-13
DFC/USPS-T34-14
DFC/USPS-T34-15

DFC/USPS-52 redirected to T34
Stamps.com/USPS-T34-1

UPS/USPS-T34-2
UPS/USPS-T34-5
UPS/USPS-T34-7
UPS/USPS-T34-10
UPS/USPS-T34-12
UPS/USPS-T34-13
UPS/USPS-T34-14
UPS/USPS-T34-15
UPS/USPS-T34-16
UPS/USPS-T34-23
UPS/USPS-T34-24
UPS/USPS-T34-25
UPS/USPS-T34-30
UPS/USPS-T34-31
UPS/USPS-T34-32
UPS/USPS-T34-35
VP-CW/USPS-T34-1

OCA, UPS
OCA

OCA

OCA

OCA
Carlson
Carlson
Carlson, OCA, UPS
Carison
Carlson
Carlson
Carlson, OCA
Carlson
Carlson
Carlson
UPS

upPs

UPS

UPS

UPS

OCA, UPS
UPS

UPS

OCA, UPS
UPS

UPS

UPS
OCA, UPS
OCA
OCA, UPS
OCA, UPS
OCA, UPS
NAA, UPS, VP-CW
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE ASSOCIATION OF PRIORITY MAIL USERS

APMU/USPS-T34-2.

Under the contract with Emery Worldwide Airlines (“Emery”) referred to in your
testimony at pages 12-13:

a. How many planes are provided, and how much lift capacity is provided, by
Emery?

b. Is the lift capacity provided by Emery used solely to transport Priority Mail
between PMPCs in the Northeast and Florida?

c. U'nless your answer to preceding part (b) is an unqualified affirmative,
please describe fully how the lift capacity provided by Emery is used.

d. When the PMPCs operated by Emery have Priority Mail destinating to
cities or areas not served by Emery's own aircraft, please explain the following:

i. When and under what conditions does Emery tum the mail over to the
Postal Service at the nearsst AMF for transportation under the Postal
Service's contracts with the commercial air carriers?

il. When and under what conditions does Emery contract with other third-
party air carriers to transport the mail?

e. Does the Postal Service pay Emery a fuel surcharge when oil prices
increase? If so, how much is called for under the contract, and how did you
adjust for this in the roll-forward model program for TY 20017

RESPONSE:

(e) 1 am informed that there is no such fuel surcharge, all fuel chérges incurred by

Emery are passed through to the Postal Service.

APMU/USPS-T34-2(e) page 1 of 1
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APMU/USPS-T34-10.

Please refer to your Attachment J, page 1.
a. For the volumes of Priority Mail shown in Attachment J, please indicate
the number or percentage of pieces for which delivery was actually confirmed by
scanning the piece. '
b. For those pieces for which delivery was actually confirmed, please

indicate the percentage which received (i) ovemight delivery, (ii) 2-day delivery,
(iii) 3-day delivery, and (iv) delivery in more than three days.

RESPONSE:
a. | aminformed that for AP 13 FY 1898, the percentage of pieces for which delivery

was actually confirmed by scanning the piece was 85.9%. Similar data for FY 1999

as a whole is not available.

b. 1recently became aware of the following service performance data for Priority Mail
mail pieces with retail Delivery Confirmation service. This data is for Quarter 4, FY
19899.

One-day service standard on-time 89.9%

One-day service standard in two-days and two-day service standard on time 83.4%

Three-day service standard on-time 83.1%
Percentage delivered within three days 91.6%
Percentage delivered in more than three days 8.4%

APMU/USPS-T34-10 page 1 of 1
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APMU/USPS-T34-11.

Please refer to your testimony on page 6, lines 9-14. For Airbomne, Federal Express,
United Parcel Service, and any other competitors for which the Postal Service has
information, please provide summary information showing which competitors offer
guarantees (specify), free insurance (specify amount), free track-and-trace, and any
"other services” (specify) referred to in your testimony which the Postal Setvice does
not offer for Priority Mail, specifying in detail what those guarantees, insurance amounts
and other services are.

RESPONSE:

United Parcel Service provides guaranteed on-time delivery, free insurance against
damage and loss up to $100, and free track-and-trace. Federal Express provides a
money-back guarantee for service failures, and free track-and-trace. Airborne offers
free track and trace. This may not be, however, a comprehensive listing of the service
offerings of these competitors. Details of UPS's, FedEx’s, and Airborne’s product
offerings can be found at www.ups.com, www.fedex.com, and www.airbome.com

respectively or from the companies directly.

APMU/USPS-T34-11 page 1 of 1
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APMU/USPS-T34-12,

Please refer to Attachment B, line (c) to your testimony. The increase in Emery contract
costs from BY 98 to Test Year Before Rates is indicated to be $209,006,000.

a. How much of this increase is the resuit of increased volume of Priority Mait
expected to be handled by Emery through the PMPC network?

b. How miuch of this increase is the result of additional airlift suppliéd by Emery?

€. How much of this increase is the result of higher per unit fees which the Postal
Service will pay to Emery?

d. If your answers to the preceding questions do not explain all of the $209,006,000
increase, please provide a detailled explanation for the remainder.

RESPONSE:

a. | am informed that 160% of the ln.crease in Emery contract costs from BY 1998 to
the Test Year Before Rates is the result of increased volume of Priority Mail

expected to be handled by Emery through the PMPC network.
b. None.

c. None.

d. The increase in Emery contract costs of $209,006,000 from BY 1998 to the Test
Year Before Rates is incorrect in USPS-T34, Attachment E. This difference was
based on preliminary data for the Test Year Before Rates. The correct Test Year
Before Rates Emery contract cosis are $522,036,600. Therefors, the increase in

Emery contract costs from BY 1998 to TYBR 2001 is $233,005,531 ($522,036,600

less $288,030,069).

APMU/USPS-T34-12 page 1 of 1
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APMU/USPS-T34-13.

Have any of the Postal Service's costs under the contract with Emery been capitalized
in one year and written off over subsequent years? If so, please specify the amount,
the purpose, and the period used for amortization.

RESPONSE:

| am informed that none of the Postal Service's costs under the contract with Emery

have been capitalized in one year and written off over subsequent years.

APMU/USPS-T34-13 page 1 of 1
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APMU/USPS-T34-15.

in what month of what year did the first PMPC become operational? In what month of
what year did the last (tenth) PMPC become operationai?

RESPONSE:
| am informed that the first PMPC became fully operational in September 1997, and that
the tenth PMPC became fully operational in July 1998.

APMU/USPS-T34-15 page 1 of 1
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APMU/USPS-T34-16

Please refer to Attachment C, page 2 (Test Year Before Rates Volume (One
pound pieces realiocated)) and Attachment D, page 1 (Test Year After Rates Volume

with One Pound Rate) to your testimony.

a. Please confirm the following data:

2698

Priority Mail Current rate Proposed rate Percent increase
One-pound $3.20 $3.45 7.81 percent
Flat-rate $3.20 $3.85 20.31 percent -
Two-pound $3.20 $3.85 20.31 percent .
Priority Mail TYBR volume TYAR volume - Percent Decrease
One-~pound 500,703,317 461,227,583 8.56 percent
Flat-rate 35,085,441 33,148,328 5.56 parcent
Two-pound 493,746,619 454,819,354 8.56 percent

b. Why do you anticipate that a 7.81 percent increase in rates will have the same effect
on the TYAR volume of one-pound pieces as a 20.31 percent increase in rates will
have on flat-rate and two-pound pieces?

¢c. Priority Mail's own-price elasticity has been identified as -0.819 (see, e.g., USPS-T-
32, p.26). (i) Why doesn't the 20.31 percent increase in rates suggest a 16.63
percent decrease in the volume of two-pound and flat-rate Priority Mail? (i) With a
combined TYBR volume of 528,732,060, this would reflect a loss of more than 88
million pieces of Priority Mail volume at the two-pound and flat rate, substantially
more than the 41.8 million pieces which you project, would it not?

APMU/USPS-T34-16, page 1 of 4
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RESPONSE:

a. Confirmed that the first table with columns titled “Current rate,” “Proposed rate,” and
“Percent Increase” are correct. Not confirmed that the second table is correct: The

second table should read:

Priority Mail TYBR volume TYAR volume Percent Decrease
(a) (b) (€)= [(a)- (b)}/ (a)
One-pound 500,703,317 461,227,583 7.88 percent
Flat-rate . 35,885,441 33,148,328 7.88 percent
Two-pound 493,746,619 454,819,354 7.88 percent

b. Consistent with Postal Rate Commission precedent (see Docket No. R87-1, PRC-
Lib-Ref 12 at 9) and established Postal Service rate design methodology (see
Docket No. R97-1, Exhibit USPS-33M), | have allocated test-year-after-rates Priority
Mail volume to the individual rate cells using the test-year-before-rates, rate-cell
volume distribution as adjusted for the one-pound rate. | have no study that would

support the use of any other methodology.

c. (i) - (ii) It is my understanding that the Priority Mail own-price elasticity of -0.819 is
estimated for the Priority Mail subclass as a whole (see USPS-T8). This question
implies that the Priority Mail own-price elasticity for the entire class can be
appropriately applied to the individual rate cells. | do not have separate elasticities

or forecasting models for individual weight and zone combinations and | am unaware

APMU/USPS-T34-16, page 2 of 4
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of any study that supports this assertion. Therefore, | am unable to determine what
the volume change for any individual rate cell would be in response to a change in

the rate for that rate cell.

First, the amount of data needed to estimate elasticities at the rate cell level
would be extremely large. Specific market research would be required to evaluate
the dem?nd characteristics of customers in each rate cell, and to estimate the
demand for Priority Mail by rate cell. Even if this data were available, as discussed

below, it is unclear whether forecasting elasticity at the rate cell would be

appropriate.

Second, the type of market reséarch suggested above assumes that the séle
change in a customer’s mailing pattemn is based on the changes in individual rates.
It is not unreasonable to assume that, for many mailers especially those involved in
mail-order or internet-order fulfilment, mailing pattems are more likely to be driven
by the demand of these mailers’ customers for their product than to be driven by the
change in individual Priority Mail rate cells. For example, if due to marketing or a
change in tastés, a mailer's customers are ordering heavier items (e. g., five-pound
packages instead of four-pound packages), | would expect the average weight of the
mailer's pieces to increase. Even if it could be identified, associating this type of

demand-driven change in package weight with any concurrent price change for

APMU/USPS-T34-16, page 3 of 4




2701

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE ASSOCIATION OF PRIORITY MAIL USERS

individual Priority Mail rate cells would be likely to bias any rate-cell elasticity
estimates.

Third, customers' evaluations of the best vendor for their shipping
requirements do not solely depend on the change in Pricrity Mail rates for specific
rate cells. For exarﬁple, a customer may opt to use a vendor other than the Postal
Service because that vendor offers a more attractive overall “rate package.” That is,
the non-Postal Service vendor may offer an array of rates for pieces that would
otherwise be mailed not only as Priority Mail but also as St__anc_!ard Mail (8), or
Express Mail. Even if the customer’s shipping decision is solely based on rates, the
relevant cost measure may be the expected cost to maif a collection of different mail
pieces (the change in a range of rate cells possibiy across rate classes} NOT the
. cost to mail any one piece (the change in an individual rate cell.) To the extent that
a customer's choice of vendors also involves the evaluation of other service-related
characteristics (e.g., guarantees), the relationship between changes in individual

rate cell prices and the volume shipped at those rates becomes even more unciear.

APMU/USPS-T34-16, page 4 of 4
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APMU/USPS-T34-17.

Please provide all data in possession or control of the Postal Service showing
Priority Mail's share of the expedited delivery market in which it competes, i.e., the 2-
day to 3-day market.

a. Please provide base year 1998 data as well as the most current data available on
the market for second day delivery, showing the Postal Service's share of that
market in terms of pieces and in terms of revenues.

b. If available, provide the market share data for available weight ranges (e.g., up to
two pounds, more than two and less than five pounds, and over five pounds).

RESPONSE:
a. This data is available on a calendar year basis.

Priority Mail Market Share
Two- to Three-Day Market

Time Period  Market Share (pieces) Market Share {revenue)
Calendar Year 1998 62.4% 44.7%
Calendar Year 1999 61.3% 45.0%

(thru Quarter 3)

b. | am unaware of any analysis of market share by weight.

APMU/USPS-T34-17, page 1 of 1



2703

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE ASSOCIATION OF PRIORITY MAIL USERS
APMU/USPS-T34-18.

a. Please provide copies of all published rates of competitors (such as FedEx, UPS,
TNT, DHL, and Airborne) in the possession of the Postal Service for delivery
services that compete with Priority Mail. Please include rates for UPS guaranteed
three-day service if available, and Airborne's new Airborne@Home Service.

b. When you decided to propose a higher-than-average increase for Priority Mail, what
consideration did you give to the published two-day and three-day rates charged by
FedEx, UPS and other competitors?

c. To the best of your knowledge, information, and belief, what is the range of
discounts from published rates offered by FedEx, UPS, and other competitors?

d. What consideration did you give to discounts or negotiated or unpublished rates that
competitors are known to give to shippers who regularly use their respectlve two-day

services?

e. What consideration did you give to the market share of Priority Mail by welght
segment?

f. Prior to finalizing your proposed rate design for Priority Mail, did you assess the
competitive situation in consultation with persons assigned responsibility for
marketing Priority Mail?

RESPONSE:

a. Itis my understanding that the Postal Service does not maintain a database of
competitors' published rates. For some competitors, this information can be

obtained from the companies’ web sites. See, for example, www.ups.com and

www.fedex.com.

b. While | am generally aware of the published two-day and three-day rates charged by
FedEx and UPS, as described in my testimony, the proposed Priority Mail rates were

designed to meet the cost coverage proposed‘ by witness Mayes. ! did not design

APMU/USPS-T34-18, page 1 of 2
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Priority Mail rates with a goal of establishing predetermined relationships between

those rates and the published two-day and three-day rates of any competitor.

. It is my understanding that some competitors such as FedEx and UPS offer
discounts to their published rates. However, | am unaware of the size and

conditions under whigh these discounts are offered.

. As | am unaware of the size and conditions under which competitors offer discounts,

| did not consider these discounts in my rate design.

. The proposed Priority Mail rates were designed to meet the cost coverage proposed

by witness Mayes. | did not consider the market share of Priority Mail by weight.

Yes.

APMU/USPS-T34-18, page 2 of 2
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APMU/USPS-T34-19.

a. Please confirm that your proposed rates for Priority Mail include a full markup and
contingency on all distance-related transportation costs. If you do not confirm,
please explain how distance-related transportation costs are treated with respect to

markup.

b. When designing Priority Mail rates, please explain why distance-related
transportation costs should be subject to a full passthrough plus a full markup and
contingency, while dropship discounts in the Standard A subclass reflect only a
partial passthrough of distance-related transportation costs.

RESPONSE:

a. Confirmed.

b. This question appears to be based on the incorrect premise that distance-related
transportation costs are treated differently at the subclass leve! of rate design. While
distance-related, transportation costs are not separately identified in the rate design
for Standard Mail (A), like Priority Mail, a markup and contingency are applied to all

transportation costs including distance-related transportation costs.

APMU/USPS-T34-19, page 1 of 1
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APMU/USPS-T34-21.

Please refer to your Attachment F, line m, to your testimony.

a. Why is a Priority Mail Target Cost Coverage of 184.0 percent used for your Non

2706

Transportation Cost Per Piece Development, when the Postal Service is proposing a
cost coverage for Priority Mail of 180.9 percent (see USPS-T-32, p. 25)?

b. Please consult Attachment F, and confirm that, if the cost coverage of 180.9 is used
to calculate the net nontransportation cost per Piece Rate Element, instead of 184.0

percent, that element becomes $3. 02450 instead of $3 100746. If you do not
confirm, please explain.

c. Please refer to Attachment G, p.3, to your testimony. Please confirm the following

Per Pound Rate Element calculations. Column (1) was taken from attachment G,

p.3; column (4) is calculated here. If you do not confirm, please explain.

Zone (1) . (2) - (3) . . 4)
Cost Coverage PerPound | Cost Coverage Per Pound
Applied Rate Element . Applied Rate Element:
L,1,2,3 | 184.0% $0.415064 180.9% $0.408070
4 184.0% $0.658035 180.9% $0.646949
5 184.0% $0.675071 180.9% $0.663697 -
6 184.0% $0.769444 180.9% $0.756480
7 184.0% $0.963873 180.9% $0.947634
8 $1.270998 180.9% $1.249585

184.0%

d. Please confirm that such a correction in the cost coverage would support a reduction

in Priority Mail rates. If you do not confirm, please explain.

APMU/USPS-T34-21, page 1 of 2
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RESPONSE:
a. See response to UPS/USPS-T34-14.

b. Not confirmed that the calculation is correct or that the cost coverage of 180.9% is

appropriate (see response to UPS/USPS-T34-14). See below for the revised

calculation.
(2) USPS T34 Att F(k) Nontransportation Costs Including Contingency $2,286,319
{b) Assumed Cost Coverage 180.9%
{cy=(a)" {b) Net Nontransportation Costs mcludlng markup and contingency $4,135,851
(d) USPS T34 At F(n) Test Year Before Rates Priority Mail Volume _ 1,356,715
(e)=1(a)/(d) Net Nontransportation Cost per Piece including Confingency $1.685188
{fi=(c)/(d) Net Nontransportatlon per Piece Rate Element $3.048505

c. Confirmed that [Total Cost per Pound including Contingency (USPS-T34,
Attachment G, p. 3, (m))] * 184.0% = Column (2) above. Confirmed that [Total Cost
per Pound Including Contingency (USPS-T34, Attachment G, p. 3, (m))] * 180.8% =
Column (4) above. Not confirmed that Column (4) above is an appropriate

calculation of the Per Pound Rate Element. See response to UPS/USPS-T34-14.

d. Not confirmed that 180.9% is an appropriate “target cost coverage” given witness
Mayes’ testimo‘ny proposing the required test-year-after-rates Priority Mail cost

coverage of 180.9%. See response to UPS/USPS-T34-14.

APMU/USPS-T34-21, page 2 of 2
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APMU/USPS-T34-22.

Da distance-related air transportation costs shown in Attachment G to your
testimony reflect the full amount of such costs, or only some fraction thereof? Please
explain.

RESPONSE:

Yes, the distance-related air transportation costs shown in USPS-T34, Attachment G

reflect the full amount of these costs. See USPS-T19 at 4.

APMU/USPS-T34-22, page 1 of 1
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APMU/USPS-T34-23.

a. What percentage of the base year volume of the Postal Service's proposed one-
pound Priority Mail classification is believed to be subject to the Postal Service's

statutory monopoly?

b. What percentage of base year two-pound Priority Mail is believed to be subject to
the Postal Service's statutory monopoly?

c. What percentage of base year three-pound, four-pound and five-pound Priority Mail
is believed to be subject to the Postal Service's statutory monopoly?

d. What percent of base year zone-related Priority Mail is believed to be subject to the
Postal Service's statutory monopoly?

RESPONSE:

(a) - (d) | am unaware of ény study evaluating the percentage of Priority Mail by weight

that is subject to the Postal Service's statutory monopoly.

APMU/USPS-T34-23, page 1 of 1
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APMU/USPS-T34-24.

How does the Postal Service identify distance- and nondistance-related
transportation-costs for:

a. the Eagle Network?
b. C-Net?

c. Western Air?
RESPONSE:

(a) - (c) | understand that, for Priority Mail, only linehaul-related costs are treated as
distance-related. For the calculation, please see page 4 of the testimony of witness

Pickett (USPS-T-19) and USPS Library Reference 1-60.

APMU/USPS-T34-24, page 1 of 1
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APMU/USPS-T34-25.

In your opinion, does Priority Mail represent anything more than heavyweight
(over 13 ounce) First-Class Mail? Unless your answer is an unqualified negative,
please describe all distinguishing characteristics that you perceive (weight excepted, of
course) in terms of acceptance, processing, transportation, delivery, theoretical service
commitments, actual service performance, etc.

RESPONSE:

Yes. While Priority Mail does serve as heavyweight First-Class Mail, it differs from First-
Class Mail service in several ways. Priority Mail is sorted and processed separately
from First-Class Mail in Postal facilities and within the Priority Mail Processing Center
network which exclusively handles Priority Mail. In addition, Priority Mail receives
expedited handling and transportation. Priority Mail service standards, on average, are
quicker than First-Class Mail service standards. Lastly, Priority Mail customers are able
to use value-added services such as delivery confirmation and Postal Service provided

packaging that are not available to First-Class Mail customers.

APMU/USPS-T34-25, page 1 of 1



2712

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF THE ASSOCIATION OF PRIORITY MAIL USERS

APMU/USPS-T34-28.

Please refer to Attachment K to your testimony. (i) Since witness Musgrave
(USPS-T-8) uses a Base Year (for his Priority Mail volume estimates) of PFY 1999, and,
as you point out (p. 19 of your testimony), delivery confirmation was available during
PFY 1999, why do you make an adjustment to witness Musgrave's Priority Mail volume
estimates to reflect "Incremental volume from Delivery Confirmation"? (ii) Please
explain any role played by witness Musgrave in developing your upward adjustment of
his projection. (iii) Did he concur with your upward adjustments either before or after

your testimony was submitted?

RESPONSE:

(i} Since witness Musgrave uses data from-PFY 1999, some small effect of delivery
confirmation service on Priority Mail volume is included in his forecast. As indicated
in my testimony, the Postal Service expects delivery confirmation service to provide
an important value-added feature for Priority Mail attracting customers that might ﬁot
otherwise have chosen Prfority Mail. As these customers become familiar with the
availability and characteristics of delivery confirmation, they will be more likely to
purchase delivery confirmation service and the associated Priority Mail service. The
adoption curve proposed by witness Sharkey (Docket No. R97-1, USPS-33R at 6-8)
and adopted by the Commission (Docket No. R97-1, PRC Op. at 359) in Docket No.
R97-1, models this process for delivery confirmation itself. However, this shift in
preferences for Priority Mail itself, cannot be modeled with an econometric

projection, such as witness Musgrave’s, based on historical data that includes a very

short period with the new service.

APMU/USPS-T34-28, page 1 of 2
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(i)  Witness Musgrave piayed no role in developing my upward adjustment of his
projection.

(i)  While I informed witness Musgrave of my upward adjustment to his projection of
Priority Mail volume prior to the submission of my testimony, he neither concurred

with nor objected to my adjustment.

APMU/USPS-T34-28, page 2 of 2
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APMU/USPS-T34-30.

At page 18 of your testimony, you state that Priority Mail rate increases were
"constrained to be within a 5 percent band around the average rate change for Priority
Mail as a whole." What is the basis for the selection of 5 percent as the maximum
variance from the average rate change for Priority Mail?

RESPONSE:

The selection of 5 percent as the maximum variance from the average rate
change for Priority Mail was based on the proposed 20.3% change from the current
rates for the two-pound rate. This proposed rate change was approximately 5% above
the average rate change for Priority Mail as a whole. | determined that a reasonable
upper bound above the:éverége rate change for Priority Mail as a whole would be no
more than the approximately 5% increase being proposed for the weight step with the
largest volume. Similarly, to avoid significant relative rate changes, | determined that a
reasonable lower bound below the average rate change for Priority Mail as a whole

would be no more than a 5% deviation from the average rate change.

As discussed on pages 17 through 18 of my testimony, “[t]he uncertain future of
the Priority Mail network configuration makes significant changes in the relative rates
within the Priority Mail rate schedule undesirable.” Postal Service management is
evaluating the current Priority Mail network and has not yet determined how the network
will be configured in the future (see USPS-T34 at 13-14). The 5% constraint on the
deviation of any rate from the average rate increase was one method | used to mitigate

this uncertainty. This constraint is sufficiently large to incorporate some changes in

APMU/USPS-T34-30, page 1 of 2
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relative costs between rate cells without incorporating all the unique features of the
current network -- a network that may significantly change during the period in which the

Docket No. R2000-1 Priority Mail rates are in effect.

APMU/USPS-T34-30, page 2 of 2
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APMU/USPS-T34-31

Please identify the percentage of Priority Mail that was unidentified as such and
therefore handled as First-Class Mail during the Base Year.

RESPONSE:

I am informed that 29.8 percent of Priority Mail volume was unidentified in FY 1998.

APMU/USPS-T34-31, page 1 of 1
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APMU/USPS-T34-32.

In its Opinion & Recommended Decision for Docket No. R97-1, the Commission urged
the Postal Service “to analyze and address the issue of marking up distance-related
transportation costs in the subclasses where this is currently done in preparing its next
omnibus rate request." See p.366, para #5316. Has such an analysis been performed?
If so, please provide a copy. If not, why not?

RESPONSE:

'n preparing the Priority Mail rate proposal, | discussed with Postal Serviqe
management the issue of marking up distance-related transportation costs in the Priority

Mail rate design. No written report was generated.

APMU/USPS-T34-32, page 1 of 1
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APMU/USPS-T34-40.

The Inspector General's report, Priority Mail Processing Center Network (September 24,
1999) DA-AR-89-01, states that in FY 1998 the PMPC network incurred $13.2 million of
additional costs that included, inter alia, costs for track and trace services.

a. Please indicate what track and trace services the PMPC network has
acquired, and explain why the PMPC network requires track and trace services
not available to Priority Mail that originates and destinates outside the PMPC

network.

b. The report further states that all of these $13.2 million of additional costs
were included in the FY 1998 CRA Report, but "network personnel...considered
these to be start-up and non-recurring costs” (p. 7). Please indicate whether
these start-up and non-recurring costs have been included in or excluded from
the roll-forward projection to FY 2001. If your answer is to the effect that they are
included, please explain the rationale for rolling forward start-up and non-

recurring costs.

C. Please identify and provide the amount of all other start-up and non-
recurring costs of the PMPC network included in the FY 1998 CRA, and indicate
whether these other start-up and non-recurring costs have been included in or
excluded from the roll-forward projection to FY 2001.

RESPONSE:

a. | aminformed tl';a‘t under the terms of the PMPC contract, Emery is required to
provide a scan of Delivery Confirmation barcodes on entry into the originating and /
or destinating processing operations at a PMPC. | am further informed that this is a
pilot test program designed to test the operational feasibility of such a feature.

b. | aminformed that FY 1998 start-up and non-recurring costs are not included in the

projection for FY 2001.
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¢. |am informed that other FY 1998 start-up costs include: equipment and furniture for
headquarters office ($500,000); staff relocation costs ($285,000); and mail transport

equipment initial purchases ($12.6 million). | am further informed that none of these

costs are included in the projection for FY 2001.

APMU/USPS-T34-40, page 2 of 2
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APMU/USPS-T34-43

a. Please explain when Priority Mail sacks dropshipped to DBMCs or DSCFs are
scanned for delivery confirmation purposes. if they are not scanned at DBMCs or
DSCFs, why not?

b. Does the Postal Service maintain records on the percentage of Priority Mail
dropshipped sacks that is scanned for delivery confirmation purposes? If so, please
provide such data.

RESPONSE:

a. | am informed that Delivery Conﬂrmatfon is not currently available for Priority Mail
drop shipments. | am further informed that this service was tested but only one
mailer participated; therefore, because of the limited participation, the test results
were poor and there did not appear to be enough interest to extend Delivery

Confirmation to Priority Mail drop shipment.

b. Not applicable.

1)
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APMU/USPS-T34-44.

Please refer to your response to APMU/USPS-T34-18(f), where you state that
you consulted with persons assigned responsibility for marketing Priority Mait
during your assessment of its competitive situation before finalizing your
proposed rate design for Priority Mail.

In your consultations with persons responsible for marketing Priority Mail, did
you discuss the impact of imposing a 20-plus percent increase on the “weight
step with the largest volume” (see response to APMU/USPS-T34-30) which
represents over 39 percent of anticipated TYAR volume (the sum of flat rate
and 2-pound volumes taken from Attachment D, even after 1-pound volume is
removed)? (i) If so, were any concerns raised about the impact of this rate
increase by marketing staff? Did you communicate any such concemns to
witness Mayes, and, if so, did you take any actions in response to the
concerns that were raised? (ii} If not, why not?

Please refer to your response to APMU/USPS-T34-17(a). Did you discuss
with marketing staff the impact of across-the-board double-digit increases on
a product whose market share by volume fell in CY 1998 to its lowest level of
the decade? (i) If so, what concemns were raised about the impact of these
rate increases by the marketing staff? Were any actions taken in response to
the concems raised? (ii) If not, why not? -

Please provide a summary of your consultations with persons responsible for
marketing Priority Mail. Include in your summary the number of such people
consuited, the approximate number of hours which you devoted to such
consultations.

Please explain your understanding regarding changes in the competitive
environment for expedited 2-day package service (i.e., the market in which
Priority Mail competes) since the Base Year in Docket No. R97-1.

RESPONSE:

a. Yes.

(i) - (i) Yes. | communicated these concems to witness Mayes. My
understanding is that she tempered the cost coverage at least in part to
mitigate the rate increase (See USPS-T32 at 27). As described in my

testimony, | took a number of actions to mitigate the impact of the rate
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increase including: (1) proposing a lower one-pound Priority Mail rate; (2)
incorporating an adjustment to reflect the fact that the PMPC network was an
experimental program; (35 incorporating an even rate increment between the
2-, 3-, 4-, and 5-pound unzoned rate cells; and (4) imposing rate constraints

limiting the deviation from the average rate increase to no more than 5

percent.

b. Yes, | discussed the impact of the proposed Priority Mail rate increases
with the marketing staff. However, the assertion that the market share for
Priority Mail in CY 1999 is at its lowest level in the decade is incorrect. The

Priority Mail market share of pieces in Calendar Year 1995 was lower at

60.7%.

(i) - (i) The marketing staff was concemed about the impact of the proposed
rate increase on the competitive position of Priority Mail within the two- to
three-day package market and its impact on the ability of the Postal Service
to attract and retain Priority Mail customers. The actions described in

response to part (a) were taken in response to these concems.

c. The requested information is not available, | do not maintain either
telephone or activity logs. However, | did consult with the staff of the
Expedited and Package Services marketing and financial offices and the

content of the discussions is generally described in the responses to parts a.

and b. of this question.
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d. The market in which Priority Mail competes has become more competitive
since 1996. Increasingly, customers are demanding reliable service and
some customers want the ability to use computer-based applications to

manage and track their mailings.

APMU/USPS-T34-44, page 3 of 3
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APMU/USPS-T34-45.

Piease refer to your response to APMU/USPS-T34.25.

a.

Please identify in detail how (i) mail processing, (i) transportation, and (iii)
delivery provided to Priority Mail reflect greater expedition than is provided to
First-Class Mail. Please discuss actual practices as well as service
standards. For each function for which you maintain that Priority Mail
receives more expedited handling than First-Class Mail, please provide
copies of all documents, instructions, or other evidence upon which you rely
to support your position.

In those Postal Services facilities that process both First-Class Maif and
Priority Mail (i.e., not within the PMPC network area), is it your understandmg
that Priority Mail is processed ahead of First-Class Mail? s it your
understanding that Priority Mail has dispatches that precede those for First-
Class Mail?

RESPONSE:

a. While | am not an expert in Postal Service operations, | understand that
Priority Mail service reflects greater expedition than First-Class Mail in the

following ways:

)] Mail processing resources are allocated to Priority Mail before First-
Class Mail. See POM 453. In the Northeast and Florida, Priority Mail is
processed and transported using the PMPC network; First-Class Mail does

not have access to this network.

(i)  Priority Mail has earlier clearance times than First-Class Mail in order
to expedite the mail and ensure 'rt‘is “first in line” for transportation resources.
The d:’stén'ce réngé‘}or 'Pn"ority Mail that remains in the surface network is
smaller than the distance range for First-Class Mail that remains in the

surface network in order to meet service standards. Priority Mail being

APMU/USPS-T34-45, page 1 of 2
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transported on commercial airlines is assigned using a system that assigns it
to earlier flights than First-Class Mail. Priority Mail is transported on the A-Net

(Eagle Network) before First-Class Mail.

(i)  In preparing mail for delivery, Priority Mail receives a higher priority
than First-Class Mail. In the unlikely event that not all Priority Mail and First-
Class Mail can be taken out for delivery, Priority Mail is delivered first. During
the year-end holiaay season, if necessitated by local operating conditions,
Priority Mail would be delivered on supplemental Sunday delivery routes.

First-Class Mail would not be delivered on these routes.

There are more three-digit ZIP code pairs where the service standard for

Priority Mail is two days than for First-Class Mail.

Number of Three-Digit ZIP Code Pairs

One-Day Two-Day Three-Day
Service Standard  Service Standard Service Standard
First-Class Mail 8,744 157,081 683,281
Priority Mail 9,029 780,508 58,562

b. Seeresponse to a.

APMU/USPS-T34-45, page 2 of 2
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APMU/USPS-T34-46.

Please refer to your response to APMU/USPS-T-34-30. What possible
significant changes to the PMPC network have you been informed of?

RESPONSE:
See response to UPS/USPS-T34-16.
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APMU/USPS-T34-47.
Please refer to your response to APMU/USPS-T-34-16(c).

a.

How much variance would there likely be between the elasticity for Priority
Mail, and the elasticity for the rate cell which reflects 80 percent of Priority

Mail Base Year volume?

How much more difficult would it be to estimate the elasticity of the rate cell
which reflects 80 percent of Priority Mail Base Year volume, and the elasticity

for all Priority Mail?

RESPONSE:

a. | am unaware of any study that has estimated the elasticity of any
individual Priority Mail rate cell; therefore, | am unable to determine the size of
the variance between the elasticity for Priority Mail as a whole and the

elasticity of any individual rate cell.

b. For the reasons discussed in the response to APMU/USPS-T34-16(c), |
believe that it would be difficult to estimate the price elasticity for an individual

rate cell. However, | am unable to quantify “how much more difficult” it would

be.

APMU/USPS-T34-47, page 1 of 1
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APMU/USPS-T34-48.
Please refer to your response to APMU/USPS-T-34-17.
a. Please provide comparable data for CY 1997,
b. Please provide complete data for CY 1999 as soon as available.
RESPONSE:
a. - b. See below for revised table including CY 1997. | am informed that

complete data for CY 1999 wil} be available in May 2000.

Priority Mail Market Share
Two- to Three-Day Market

Time Period Market Share (pieces) Market Share {revenue)
Calendar Year 1997 62.7% 45.2%
Calendar Year 1998 62.4% 44.7%
Calendar Year 1989 61.3% ' 45.0%

(thru Quarter 3)
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APMU/USPS-T34-49.
Piease refer to your response to APMU/USPS-T-34-28.

a. When did testing of Priority Mail delivery confirmation begin with selected
mailers? '

b. When did the electronic version of Priority Mail delivery confirmation become
generally available?

c. When did the manual version of Priority Mail delivery confirmation become
available? : :

d. Please provide data of delivery confirnation usage by A/P for PFY 1999,
RESPONSE:

a. | am informed that testing of Priority Mail delivery confirmation began in

November 1296.

b. March 14, 1999,
¢. March 14, 1999.
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d.
Delivery Confirmation Volumes*
FY 1999
Priority Mail Standard Mail (B)
Electronic Retail - Electronic Retail Total
~AP1 1,584.0 0.0 0.0 0.0 1,584.0
AP2 1,798.6 0.0 0.0 0.0 1,798.6
AP3 1,803.5 0.0 0.0 0.0 1.803.5
AP4 2,696.5 0.0 0.0 0.0 2,696.5
AP5 1,999.4 0.0 - 0.0 0.0 1,999.4
APG6 2,046.0 0.0 0.0 0.0 2,046.0
AP7 2,360.3 856.8 0.0 55.5 3,272.6
AP8 2,243.2 1,581.1 0.0 79.9 3,904.2
AP9 2,378.5 1,677.8 0.0 724 4,128.7
AP10 2,254.0 1.695.0 0.0 68.8 4,017.8
AP11 2,478.2 1,844.4 39.1 73.1 4,434.8
AP12 2,690.0 2,128.7 314 84.4 4,934.5
AP13 29347 21434 184 899 51863
Total 28,266.9 11,9271 88.9 524. 41,806.9

* Delivery Confirmation program data.
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APMU/USPS-T34-50.

a.

Under the PMPC network contract with Emery, what payments for FY 1998
were called for in the original confract? Please explain if payments were
fixed, variable, or per piece.

What was the total amount of money paid to Emery for FY 19987

Please identify all claims or other adjustments by Emery stili outstanding for
FY 19987

For those additional FY 1998 amounts paid to Emery over and above the
amount stipulated in the original contract. Please set out the amount and
justification for each payment.

RESPONSE:

a.

I am informed that the contract did not call for particular payments in FY 1998
as the question seems to assume. There is also no distinction in the original
contract such as the question also seems to assume between fixed, variable,
or per piece contract prices or payments. Most payments that Emery could
and did eam under the contract for FY 1998 are based on fixed per piece
prices in the original contract, but payments were also made for FY 1998
under the original contract's cost-reimbursement provisions. Aithough the
original contract's FY 1998 fixed prices are per piece prices, they typically
vary according to a variety of other contractual factors such as mail volume,
origin point and destination point, type of mail piece (flat, parcel, or outside

piece), and the contractor's performance.

$289,030,069

| am informed that no Emery claims or adjustments are outstanding under the

contract for FY 1998 only. Emery still has an outstanding payment claim, a

APMU/USPS-T34-50, page 1 of 2
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portion of which is for work performed in FY 1998. See response to

APMU/USPS-T34-51(c) for a list of all outstanding claims.

d. | am informed that there is no such single payment amount stipulated in the
original contract for FY 1998 subh as the question presupposes. As a result
~of a supplemental letter agreement dated August 4, 1998, USPS paid Emery
approximately $20.8 million above that which the origimal contract would have
required. The supplemental letter agreement states only that all of its
provisions, taken as a whole, are “mutually beneficial.” It does not justify any
one particular provision, or any payments that might be made under it, in

isolation from the agreement's other provisions.

APMU/USPS-T34-50, page 2 of 2
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APMU/USPS-T34-51.

a.

Under the PMPC network contract with Emery, what payments for FY 1999
were called for in the origina! contract? Please explain if payments were
fixed, variable, or per piece.

What was the total amount of money paid to Emery for FY 19997

Please identify all claims or other adjustments by Emery still outstanding for
FY 19997

For those additional FY 1999 amounts paid to Emery over and above the
amount stipulated in the original contract. Please set out the amount and
justification for each payment.

RESPONSE:

a.

b.

| am informed that the contract did not call for particular payments in FY 1999
as the question seems to assume. There is also no distinction in the original
contract such as the question also seems to assume between fixed, variable,
or per piece contract prices or payments. Most payments that Emery could
and did earn under the contract for FY 1999 are based on fixed per piece
prices in the original contract, but payments were also made for FY 1999
under the original contract’s cost-reimbursement provisions. Although the
original contract's FY 1999 fixed prices are per piece prices, they typicaily
vary according to a variety of other contractual factors such as mail volume,
origin point and destination point, type of mail piece (flat, parcel, or outside

piece), and the contractor’s performance.

$503,373,935
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c. | am informed that Emery’s outstanding claims under the contract are as

follows:

(i} FY 1989 change-order claim for $28,498,816. The Postal Service
denied this claim in its entirety; however the twelve months that the law allows

Emery to appeal from the USPS’s decision have not expired;

(i)  a‘“recoupment” claim of $10,649,934 previously paid and then

"recouped” by USPS as an overpayment for FY 1998;

(ii) a pending payment claim of $16,786,397 for contract A/Ps 7-24, of
which A/Ps 7-18 are in FY 1898 and APs 19-24 fall in FY 1999;

(iv) a pending price redetermination claim of $163,115,691 for CY 1999

which includes portions of FY 1999 and FY 2000;

(v) a pending claim for an adjusted price for the balance of the contract for
$437,525,311 for contract A/Ps 26-63, of which A/Ps 26-31 are within FY

1996;

(vi)  a claim for the contracting officer’s present and future imposition of
volume variation pricing in accordance with original contract terms for

$29,167,878 for A/Ps 26-63 of which A/Ps 26-31 are within FY 1999,

APMU/USPS-T34-51, page 2 of 3
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d. 1 am informed that there is no such single payment amount stipulated in the
original contract for FY 1999 such as the question presupposes. As a result
of a supplemental letter agreement dated August 4, 1998, USPS paid Emery
approximately $42.8 million above that which the original contract would have
required. The supplemental letter agreement states only that all of its
provisions, taken as a whole, are “mutually beneficial.” It does not justify any
one particular provision, or any payments that might be made under it, in
isolation from the agreement’s other provisions. In addition, the Postal
Service paid Emery $2,309,?92‘in FY 1999 for a dedicated plane to service
the Midwest area and $116,715 in FY 1999 for a dedicated truck to service
Staten Island. These were service-based initiatives beyond the scope of the

initial contract for which Emery was compensated in accordance with

additional agreements.
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APMU/USPS-T34-52.
For FY 1897, FY 1998 and FY 1999, please provide ODIS (Origin/Destination

Information System) data regarding First-Class Mail and Priority Mail that shows

the percentage of each which meets its respective ovemnight, 2-day, and 3-day
standard. '

RESPONSE:
ORIGIN-DESTINATION INFORMATION SYSTEM

ON TIME SCORES FOR FIRST -CLASS
AND PRIORITY MAIL, FY 1887

Percent First-Class 1 Day Service Standard Mait Arriving in Cne Day.
Percent First-Class 2 Day Service Standard Mail Arriving in Two Days.
Percent First-Class 3 Day Service Standard Maii Arriving in Three Days.
Percent Priority 1 Day Service Standard Mail Amiving in One Day.
Percent Priority 2 Day Service Standard Mail Arriving in Two Days.

Percent Priority 3 Day Service Standard Mail Arriving in Three Days.

91

82

81
86
73

76

APMU/USPS-T34-52, page 1 of 2
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ORIGIN-DESTINATION INFORMATION SYSTEM
ON TIME SCORES FOR FIRST -CLASS
AND PRIORITY MAIL, FY 1988

Percent First-Class 1 Day Service Standard Mail Arriving in One Day.

Percent First-Class 2 Day Service Standard Mail Arriving in Two Days.

Percent First-Class 3 Day Service Standard Mail Arriving in Three Days.

Percent Priority 1 Day Service Standard Mail Arriving in One Day.
Percent Priority 2 Day Service Standard Mail Arriving in Two Days.

Percent Priority 3 Day Service Standard Mail Arriving in Three Days.

ORIGIN-DESTINATION INFORMATION SYSTEM
ON TIME SCORES FOR FIRST -CLASS
AND PRIORITY MAIL, FY 1899

Percent First-Class 1 Day Service Standard Mail Arriving in One Day.

Percent First-Class 2 Day Service Standard Mail Arriving in Two Days.

Percent First-Class 3 Day Service Standard Mail Arriving in Three Days.

Percent Priority 1 Day Service Standard Mail Arriving in One Day.
Percent Priority 2 Day Service Standard Mail Arriving in Two Days.

Percent Priority 3 Day Service Standard Mail Arriving in Three Days.

92
85
82

72
72

83
87
85
85
74
76
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APMU/USPS-T34-53.

Did you consider the development of a Priority Mail dropship discount for “open
and distribute” mailpieces {sacks) sent to DSCFs or other postai facilities, which
contain other classes of mail, and do not receive final delivery from postal
carriers? If not, why not? If so, why was not such a discount included among

your rate proposals?
RESPONSE:

Yes. Given the uncertainty surrounding the Priority Mail network and the
potential impact of changes in that network on Priority Mail rates, the Postal
Service decided not to propose any Priority Mail discounts in Docket No. R2000-

1.
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DBP/USPS-4. [a] Confirm that the Postal Service has run a pilot program for more than
a year now with some 250 Mail Boxes Etc, [MBE] franchises, including the MBE
franchise in Tenafly, New Jersey. [b] Confirm that Postal Service soon plans to add
some 700 additional MBE franchises to the program. [¢] Confirm that these MBE
franchises utilize an official USPS "round dater” for authenticating various mailing
receipts and/or postmarking mail accepted by them. [d] Confirm that these MBE
franchises sell postage stamps and postal stationery. [e] Advise which of the following
services [assume that this refers only to single piece mail and not to any bulk mailings] .
a mailer may present to an MBE franchise for determination of the mailability, the
postage required, and the acceptance of the mail in behalf of the United States Postal
Service: [1] First-Class Mail / {2] Priority Mail / [3] Express Mail / [4] Standard Mail [B]
including all classes of individual subclasses / [5] International Mail / [6] Certificates of
Mailing / [7] Certified Mail / [8] Registered Mail / [9] insured Mail / [10] Return Receipt /
[11] Postal Money Orders. If any of these services are not provided, please explain why
not. If additional services are provided, please advise the nature of the service. [f]
Confirm that these MBE franchises normally will provide shippers with a choice of other
private carriers, such as UPS and Fedex, for their shipments. [g] Provide a listing of
any differences that exist between the level and types of available service between an
MBE franchise and the standard type of contract station or branch that has existed for
many years. [h] Provide a copy of the standard contract that is utilized between the
Postal Service and the MBE franchise. [i] Explain and discuss any subparts you are not
able to confirm.

RESPONSE:

[a] Confirmed that such a pilot program exists and that one participant is located in
Tenafly, New Jersey.

[b] Confirmed. _

[c] | am informed that Contract Postal Unit operators including MBE franchisees are
authorized to use a USPS “round dater.”

{d] See USPS-LR--231 to be filed shortly.

DBP/USPS-4, page 1 of 2
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[e] [1]-[11] See USPS-LR-i-231 (to be filed shortly) for a list of the possible service
offerings. .I am informed that the choice not to provide one of more of the services
listed in this question was a mutual decision between the Postal Service and the
supplier.

[f] See USPS-L.R-I-231 to be filed shortly.

[g] | am informed that there is no “standard type of contract station or branch” and that
the list of services offered by any Contract Postal Unit is reached through mutual
agreement between the operator and the Postal Service.

[h] See USPS-LR-I-231 to be filed shortly.

[ii See responses above.

DBP/USPS4, page 2 of 2
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DBP/USPS-5 [a] Confirm that with respect to a flat-rate envelope which is utilized by a
mailer for Priority Mail under the present rates, there is no additional charge for using
the flat-rate envelope vs. any other type of enclosure. [Namely, an flat-rate envelope
will cost $3.20 regardless of weight and another type of enclosure will cost the same
$3.20 for weights up to two pounds and more than $3.20 for weights over two pounds).
[b] Confirm that under the proposed rates, Priority Mail would have the following rates:

Weight Flat-rate Envelope Other type of enclosure
Under one pound $3.85 $3.45

One to two pounds $3.85 $3.85

Over two pounds $3.85 $5.10 or more

fc] Confirm that these new rates being proposed will change from a scenario where a
mailer will not have to pay more [and could even pay less if the weight is over 2 pounds]
for using a flat-rate envelope [vs. any other type of container] to one where the maiter
could pay an extra 40 cents postage for just using a flat-rate envelope if the weight is
under one pound. [d] What plans does the Postal Service have to publicize this change
of scenarios to the USPS acceptance employees? [e] What plans does the Postal
Service have to publicize this change of scenarios to the mailing public? [f} Do you fesl
that this change in scenarios could result in confusion to the mailing public? If not,
explain why not.) [g] Do you feel that many mailers could pay 40 cents extra postage
either without understanding why or because they don't want to go to the trouble of
switching envelopes? If not, why not? [h] Will a mailer be able to cross out and/or
cover over the flat-rate envelope markings so as to eliminate the requirement to utilize
the flat-rate postage rate? If not, why not? [i] Please provide a complete listing of all
types of containers [envelopes, boxes, etc.] that the Postal Service provides to mailers
for either Express Mail or Priority Mail including the following specific data: {1] USPS
designation [such as EP-13A}/ [2] Date of the current version / [3] Whether utilized for
Express Mail or Priority Mail [Indicate any containers that may be utilized for both
Priority and Express Mail) / [4] Description of the container [such as 9.5" by 12.5"
envelope] / {5] Whether the container meets/mandates the requirements for mailing at
the flat-rate envelope rate / [6] The wording that is on the container to indicate that itis a
flat-rate envelope and the postage required / [7] The weight of the container without
contents / {8] The cost to the Postal Service to purchase the container from its supplier.
[Please show the price for 1000 containers so that the rounding errors will be less
significant]. [j] Explain and discuss any subparts you are not abie to confirm.

DBP/USPS-5, page 1 of 4
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
REDIRECTED FROM THE POSTAL SERVICE

RESPONSE:

{a] Confirmed that Priority Mail postage for a flat-rate envelope under the current rates
is $3.20. Also confirmed that the postage for any Priority Mail piece other than a flat-
rate envelope under the current rates is $3.20 or greater depending on the weight of
the piece and the number of postal zones between the origin and destination.

[b}] Confirmed.

fc] Confirmed that the proposed one-pound Priority Mail rate of $3.45 is 40 cents less
than the proposed flat-rate envelope rate of $3.85. Also confirmed that the proposed
flat-rate envelope rate of $3.85 would apply to a Priority Mail piece in a flat-rate
envelope if the piece weighed less than one pound.

[d] | am informed that the Postal Service has not yet finalized its plans to publicize the
rate and classification changes resuiting from Docket No. R2000-1. However, |
understand that the Postal Service intends to include information on the one-pound
Priority Mail rate and the flat-rate envelope rate for USPS acceptance employees.

[e] | am informed that the Postal Service has not yet finalized its plans to publicize the
rate and classiﬁcatioﬁ changes resulting from Docket No. R2000-1. However, |
understand that the Postal Service intends to include information on the one-pound

Priority Mail rate and the flat-rate envelope rate for the mailing public.

DBP/USPS-5, page 2 of 4
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
REDIRECTED FROM THE POSTAL SERVICE

tf] Itis possible that some members of the mailing public may be confused by any
change in postal rates and fees. However, the Postal Service intends to publicize
the new rates and classification changes resulting from Docket No. R2000-1 in order
to minimize any potential confusion among the mailing public and to ensure that
USPS acceptance employees have information to assist customers in choosing the
appropriate rate for their mail pieces.

[o] it is possibte that some members of the mailing public may be confused by any
change in postal rates and fees. To address this problem, USPS acceptance
employees will be provided the information needed to inform customers of their
options and determine which service offering best meets the customer’s needs.
However, if a customer chooses to pay the $3.85 flat-rate envelope rate for a mail
piece weighing less than one-pound because “they don't want to go to the trouble of
switching envelopes,” he or she clearly has a preference for the flat-rate envelope
because of its ease of use regardiess of its price.

fh] No. See DMCS 223.5.

[i] See attachmenf for a‘Iisting of the packaging materials available to the general
public. 1am informed that no listing of all packaging provided to commercial mailers
is available.

(1] See attachment.
[2] See attachment.

[3] See attachment.

DBP/USPS-5, page 3 of 4
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
REDIRECTED FROM THE POSTAL SERVICE

[4] See attachment.

[5] The Priority Mail flat-rate envelope rate is available only for material mailed in
envelopes EP-14B and EP-14F.

[6] See response to DFC/USPS-T34-14.

[7] | am informed that this information is not available.

[8] | am unaware of any report that contains the requested information.

[i] See responses to parts [a] to [i] above.

DBP/USPS-5, page 4 of 4
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
REDIRECTED FROM THE POSTAL SERVICE

DBP/USPS-10. In the response to interrogatory DFC/USPS-10, a total of ten Priority
mail Processing Centers [PMPC] were listed along with the areas that each cover. [a] Is
there an outside contractor that operates each of the ten PMPC facilities. If so, provide
the name of this contractor. [b] Are there any plans to change the number of PMPC
facilities or the area covered by each of the existing facilities? If so, please explain and
detail the change and projected date. [c] Describe the method that is utilized by the
Postal Service to process Priority mail for each of the following scenarios: [1] Originating
and destinating within the same PMPC area / [2] Originating in one PMPC area and
destinating in another PMPC area / [3] Originating in a PMPC area and destinating
outside of the PMPC area, and / [4] Originating outside of a PMPC area and destinating
within a PMPC area. Other scenarios may be necessary to provide for a full description
of the methods utilized. These descriptions should indicate when mait is transferred
between the Postal Service and the contractor and who is providing the transportation.
For example, a possibie response could be in the following format: Local post office
sends mail to P&DC, P&DC delivers mail to originating PMPC, PMPC transports mail to
destinating PMPC, mail is picked up from PMPC by local P&DC, and mail is sent to
local post office. [d] Is all transportation between the P&DC and the serving PMPC
done by ground transportation? tf not, provide a listing of those P&DC that utilize air
transportation to ship mail to or from the serving PMPC.

RESPONSE:

[a] Yes. Emery Worldwide Airlines.

[b] No.

[d] Not necessarily. | am informed that the contract requires Emery to provide
transportation between the designated USPS facility (not necessarily a P&DC) and
the PMPC in accordance with contractual service performance requirements. It is
within the discretion of the contractor to determine the appropriate mode of
transportation in order to meet the contractual service performance requirements. |
am also informed that, currently, a combination of ground transportation and four air

taxis are used to transport mail to and from the USPS facilities in Panama City, FL;

DBP/USPS-.10. paae 1 of 2
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TO INTERROGATORIES OF DAVID B. POPKIN
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Plattsburg, NY; Eastern Maine; and Houlton, ME to the serving PMPC. However, | am

informed that the contractor may convert these to solely ground transportation.

DBP/USPS-10, page 2 of 2




2748

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
REDIRECTED FROM THE POSTAL SERVICE

DBP/USPS-64. Provide a breakdown by volume and revenue showing the percentage of
Priority Mail that is transported in each of the following categories:

{1] Direct [as opposed to a hub and spoke] surface transportation
[2] Direct air transportation

[3] Hub-to-spoke surface transportation

[4] Eagle Network

[5] Other Hub-to-spoke air transportation

[6] Other methods of transportation [Break out and identify any which have 5% or greater
volume ot revenue]

RESPONSE:

{1] - [6] The requested data are not available.

DBP/USPS-64, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
(REDIRECTED FROM THE POSTAL SERVICE)

DBP/USPS-126. Please furnish a copy of USPS-LR-1-231 that was used to
respond to my interrogatory DBP/USPS-4,

RESPONSE:
| understand that a copy of USPS-LR-I-231 has been mailed to Mr. Popkin.

DBP/USPS-126 page 1 'of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
(REDIRECTED FROM THE POSTAL SERVICE)

DBP/USPS-127. [a] Refer to your response to DBP/USPS-5-i-3. Are there any
containers that are utilized for both Priority Mail and Express Mail?

RESPONSE:

a. Yes. | am informed that item 1098 — Tube 6" x 38" Express or Priofity —may
be used for either Express Mail or Priority Mails. This is indicated by the
graphics on the tube.

DBPAUSPS-127 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE ROBINSON
TO INTERROGATORIES OF DAVID B. POPKIN
 (REDIRECTED FROM THE POSTAL SERVICE)

DBP/USPS-128 With respect to the processing of Priority Mail in the areas

covered by a PMPC, answer and explain each of the following: [a} Does the

Postal Service pay Emery a fes for each Priority Mail article that they process?

{b} is there a financial advantage o process a Priority Mait article outside of the

Emery system? [c] Is there an operational advantage to process a Priority Mail

article outside of the Emery system? [d] To what extent does the Postal Service

trap Priority Mail articles, such as those destinating locally, in the same P&DC

area, and/or in nearby P&DC areas so that the article will be transported outside

of the Emery system?

RESPONSE:

fa] Yes.

[b] The term “financial advantage” is interpreted to mean “lower cost.” | am
informed that, on average, it is more expensive to process Priority Mail within

the PMPC network.

[c]-[d] Theterm "operaﬁonal advantage” is interpreted to mean one that
improved the probability that Priority Mail will be delivered on time. | am
informed that when Priority Mail arrives at a hand-off point too {ate to meet the
Priority Mail Processing Center (PMPC) operating plan (such as late arrivai at
a commercial airport); or when volume surges beyond the capacity of the

PMPC; the Postal Service will trap Priority Mail for processing at the local
P&DC.

DBP/USPS-128 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34.2. Please refer to footnote 9 in your testimony at page 16. Please
explain why the flat-rate envelope would be priced at the two-pound rate, even for a flat-
rate envelope that contained documents that weighed one pound or less.

RESPONSE:

The Priority Mait flat-rate envelope is a convenience product that allows
customers to prepare and mail a Priority Mail piece without determining the actual
weight and zone of the piece and the corresponding postage for that weight and zone.
Customers who are price sensitive and wish to use the one-pound rate for doguments
weighing one pound or less may do so by using any appropriate packaging material

other than the flat-rate envelope.

_In Docket No. R90-1, the Postal Rate Commission recommended a rate for the
Priority Mail flat-rate envelope stating “the additional convenience it provides will
enhance the value of the service to the customers, especially the small-volume and
household users. This is a proposal which simplifies customers’ transactions with the
Postal Service if they choose to take advantage of it.” [Docket No. R80-1, PRC Op. at

V-88, para. 5221]

DFC/USPST34-2, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS.T34-3. Please provide all data conceming the actual weight of fiat-rate
envelopes that customers mail under current postage rates.

RESPONSE:

The data below is from an RPW special weight report for GFY 1898. The data is
available in efectronic format in USPS-LR-1-165, Priority Mail Pricing Spreadsheets,
USPST34A.xls, worksheet “Input Data,” cell range A118::E153.

Ounce Increment  Flat Rate Envelope Volume

0.001-1.000 3,267,416
1.001-2.000 18,326,400
2.001-3.000 11,930,814
3.001-4.000 8,227,460
4.001-5.000 6,910,483
5.001-6.000 5,267,363
6.001-7.000 4,387 424
7.001-8.000 3,711,186
8.001-8.000 3,703,285
9.001-10.000 3,503,828
10.001-11.000 3,421,208
11.001-12.000 4,185,505
12.001-13.000 4,329,216
13.001-14.000 4,252,744
14.001-15.000 3,233,383
15.001-16.000 2,890,377
16.001-17.000 3,010,064
17.001-18.000 2,652,809
16.001-19.000 2,281,426
19.001-20.000 1,790,850
20.001-21.000 1,660,130
21.001-22.000 1,445,749
22.001-23.000 1,508,339
23.001-24.000 1,320,774
24,001-25.000 1,120,700
25.001-26.000 $70,750
26.001-27.000 841,025
27.001-28.000 846,470
28.001-29.000 712,902
29.001-30.000 696,428
30.004-31.000 585,522
31.001-32.000 566,692
32.001-99999 _____ 5475431
Total 119,934,151

DFC/USPS-T34-3, page 1 of 1
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TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-4. Please refer to your response to DFC/USPS-T34-3. Of the total
volurne of Priority Mail flat-rate envelopes in FY 1998, please confirm that:

a. 28.62 percent of the flat-rate envelopes weighed three ounces or less. If you
do not confirm, please provide the correct percentage.

b. 77.00 percent of the flat-rate envelopes weighed one pound or less. If you
do not confirm, please provide the cormrect percentage.

RESPONSE:
a. Confirmed.

b. Confirmed.

DFC/USPS-T34-4, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-5. Please refer to your response to DFC/USPS-T34-2.

a.

In the passage from the Commission that you quoted, please confirm that
the lowest Priority Mail rate being recommended in Docket No. R90-1 was
equal to the two-pound rate. If you do not confirm, please explain.

Please confimm that customers who find the two-pound rate for flat-rate
envelopes convenient and simple likely would continue to find the rate for
fiat-rate envelopes to be convenient and simple if this rate were the one-
pound rate. If you do not confirm, please explain.

RESPONSE:

Confirmed that in Docket No. R90-1, the lowest Priority Mail rate
recommended by the Postal Rate Commission was a $2.90 one-pound rate
which was equal to the $2.90 rate recommended for a two-pound piece.

See Docket No. R90-1, PRC Op., Appendix One, Rate Schedule 103,

* Priority Mail.

Confirmed that customers find fiat-rate envelopes to be convenient and
simple to use. Not confirmed that an appropriate rate for the flat-rate

envelope is the one-pound rate.

DFC/USPS-T34-5, page 1 of 1
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TO INTERROGATORIES OF DOUGLAS F. CARLSON

- DFCIUSPS-T34-7. Suppose a customer needs to mail a sheet of letter-size paper that
‘would fit in a #10 envelope from Qakland, Califomnia, to Raleigh, North Carolina. This
customer wants his letter to arrive in Raleigh as quickly as possible. He does not wish
to pay for Express Mail service, and he desires no additional services such as Delivery
Confirmation. If offered the choice between two services that have the same price, he
will choose the lower-priced service. He is not concemed with any visual impact of
Priority Mail packaging on the delivery end. Suppose further that this customer
approaches a retail window clerk in Oakland for assistance in sending this document.

Please confim that nothing unusual exists about the scenario described in

* - this question or this customer’s preferences to suggest that this situation

would be atypical of a retail transaction that may occur in Oakland. If you do
not confirm, please explain.

Please provide the delivery standard between Oakiand and Raleigh for
Priority Mait and First-Class Mail.

Please explain the.delivery options that the window clerk should discuss with
this customer. Please provide all training and other documentation that

‘guides the window clerk’s encounter with this customer regarding selection

of the appropriate type of delivery service.

. Will or could the window clerk’s retail terminal provide the window clerk with

the delivery standard for First-Class Mail or Priority Mail to Raleigh? If so,
are window clerks instructed to consuit this information routinely and provide
it to customers?

Please confirm that the window clerk may or should inform the customer that
Priority Mail, while not guaranteed, provides delivery in two to three days. If
you do not confirm, please explain.

Piease confirm that, based on the representation that Priority Mail provides
delivery, while not guaranteed, in two to three days, this customer may
choose to send his document via Priority Mail instead of First-Class Mail.
you do not confirm, please explain. '

Please explain any and all reasons why this customer would be better off
sending his document via Priority Mail instead of regular First-Class Mail.

Please confirm that this custorner, whose preferences are described above,
would, if informed that the delivery standard for both Priority Mail and First-
Class Mail was three days, choose First-Class Mail for 33 cents, rather than
Priority Mail for $3.20. If you do not confirm, please explain.

DFC/USPS-T34-7, page 1 of 4
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RESPONSE:

a.

Not confirmed. | am unaware of any study examining or evaluating “typical”

retail transactions in Oakland, CA.

I am informed that the service standard for First-Class Mail between Oakland
CA and Raleigh NC is 3 days and that the service standard for Priority Mail
between Oakland CA and Raleigh NC is 3 days.

| am informed that the clerk is instructed to ask the customer "when does it
need to get there?” The customer's answer to this question clues the clerk
on what delivery service will meet the customer's needs. The key clue in the
scenario described would be "as quickly as possible™. The clerk is trained to
suggest Express Mail and explain the guarantee. In this scenario, if the
customer says he or she doesn't want to pay for Expreés Mail, then the clerk
should offer the customer a choice between Priority Mail and First-Class
Mail. Our training emphasizes offering customers choices and giving them
information to help make the best choice for their needs.' In this case, that
information would be the difference in service standards between Priority

Mail and First-Class Mail (if there is one) and the difference in price.

| have identified three documents that are used in training window
clerks for this type of transaction; however, | recognize that there may be
other materials prepared, for example, at the local level, that are used in

training window clerks.

DFC/USPS-T34-7, page 2 of 4
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¢ Structured On-the-Job Training, Core Processes, Workbook,

Course #23Q01-06, NSN #7610 040009881 (December 23, 1999).

¢ Sales and Services Associate Training, Associate’'s Workbook,

NSN #7610 040008860, Course 23501-02 (October 1, 1999).

e Sales and Services Associate Training, Facilitator's Guide,

NSN#7610 040008859, Course 23501-02 (September 1899).
An electronic copy of these documents will be filed as USPS LR-|-196.

| am informed that the Oakland area has a combination of MOS IRTs and
NCR POS ONE systems. MOS IRTs do not display service standards for
First-Class Mail or service standards for Priority Mail when the service

~ standard is two days or less. When the destination has a three-gay Priority
Mail standard, they display a highlighted message on the screen, stating, “3-
day service area, advise customer”. NCR POS ONE terminals do not display
actual First-Class Mail service standards for eéch specific origin/destination
combination, and indicate a three-day First-Class Mail service standard for
every article. The NCR POS ONE system indicates a Priority Mail service
standard (either two days or three days) which is detérmined on the basis of

the specific origin and destination.

Confirmed that the window clerk may inform the customer that Priority Mail,

in general, while not guaranteed, provides delivery in two to three days.

Confirmed.

DFC/USPS-T34-7, page 3 of 4
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g. All other things being equal, a customer will generally ;;refer a lower-priced
product that meets his or her needs to a higher-priced product that meets his
or her needs. It appears that (1) this hypothetical cuétomer does not value
any of the services (e.g., delivery confirmation, packaging) offered by Priority
Mait that are not offered with First-Class Mail; (2) the service standards for
Priority Mail and First-Class Mail are identical and; (3) for this customer, all
other things being equal, price is the determining factor in his or her choice
between Priority Mail and First-Class Mail. Therefore, it appears that this
customer would choose to mail a one-ounce mail piece (a sheet of letter-size
paper in a #10 envelope) from Oakland, CA to Raleigh, NC using First-Class

Mail at a rate of 33 cents instead of using Priority Mail at a rate of $3.20.

h. See response to DFC/USPS-T34-7(g). -

DFC/USPS-T34-7, page 4 of 4
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-12. Please provide the weight of an empty Priority Mail flat-rate
envelope.

RESPONSE:

Priority Mail flat-rate envelope EP-14F weighs approximately 1.4 ounces. Priority Mait
flat-rate envelope EP-14B weighs approximately 0.8 ounces.

DFC/USPS-T34-12, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-13. From any originating city, please discuss the extent to which either
(1) First-Class Mail provides overnight service for a particular destination while Priority
‘Mail would provide two-day service or (2) Priority Mail provides overnight service for a
particular destination while First-Class Mail would provide two-day service. Please
provide all available data.

RESPONSE:

| am informed that there are 848,106 valid 3-digit ZIP Code pairs. (1) There are
currently 49 ZIP Code pairs where First-Class Mail provides ovemnight service, while

~ Priority Mail provides two-day service. These cases appear to be database errors and
are being resolved. (2) There are currently 151 ZIP Code pairs where Priority Mail

provides overnight service, while First-Class Mail provides two-day service.

DFC/USPS-T34-13, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-14. Please describe all Postal Service-provided mailing envelopes that
qualify for the flat-rate-envelope rate.

RESPONSE:
Priority Mail flat-rate envelope EP-14F is a cardboard envelope measuring

approximately 12.5 inches by 9.5 inches. Priority Mail flat-rate envelope EP-14B is a
cardboard envelope measuring approximately 6 inches by 10 inches. Printed on all flat-
rate envelopes is the Priority Mail logo and the endorsement “2 Ib. Priority Mail postage
rate required” and/or "2 Ib, postage rate regardiess of weight” or wording of similar

intent.

DFC/USPS-T34-14, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T34-15. Please confirm that customers mailing items weighing one to 13
ounces might be more likely to.use a Priority Mail flat-rate envelope, as opposed to
First-Class Malil, if the proposed one-pound Priority Mail rate applied to the flat-rate
envelope instead of the proposed two-pound rate. If you do not confirm, please explain.

RESPONSE:

Not confirmed. | am unaware of any studies that evaluate the relative importance of the
availability and price of the flat-rate envelope, the availability of Priority Mail value-
added services such as delivery confirmation, the service standards for both Priority
Mail and First-Class Mail and other factors in customers’ decisions to use the Priority
Mail flat-rate envelope to mail items weighing one to 13 ounces as opposed using to

First-Class Mail to mail these items.

DFCJSPS-T34-15, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF DOUGLAS F. CARLSON
REDIRECTED FROM THE POSTAL SERVICE

DFC/USPS-52. Please provide any evidence to indicate that customers would not find
the Priority Mail flat-rate envelope to be simple and convenient if the rate that applied to
flat-rate envelopes were the proposed one-pound rate, rather than the proposed two-
pound rate. ’

RESPONSE:

| am unaware of any study that would indicate that customer would not find the Priority
Mail flat-rate envelope to be simple and convenient if the rate that applied to flat-rate
envelopes were the proposed one-pound rate rather than the proposed two pound rate.

DFC/USPS-52, page 1 of 1
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TO INTERROGATORIES OF STAMPS.COM

STAMPS.COM/USPS-T-34-1

Please refer to the attached Postal News Release of February 11, 2000, {labeled
Attachment to STAMPS.COM/USPS-T34-1) on the Postal Service's expansion of its
pilot program with Mail Boxes Etc. (MBE). According to the news release, 700 MBE
locations will be added to the existing 250 focations, which "have offered a variety of
postal products and services such as stamps, . . . Priority Mail and Express Mail.”

{a) Please produce a copy of the contract and/or agreements with MBE related to
the pilot program.

(b) For each year remaining in the pilot program, blease provide the amount that
the Postal Service expects to pay MBE under the contract and / or
agreements in total, and individually, for stamps, Priority Mail and Express
Mail. . :

(¢) Do payhents to MBE vary with the number or dollar amount of stamb sales by
MBE? If so, please provide the procedures for calculating the payments.

RESPONSE:

(a) See USPS-LR-I-231.

(b) See USPS-LR-I-231. | am informed that information on the total expected payments
is unavailable.

(c) See USPS-LR-I-231.

Stamps.com/USPS-T34-1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-2. Identify all instances in which you have relied on or used in your
testimony in any way any FY 1999 cost, revenue, volume, or other data, and state in
each such instance why you used FY 1999 data instead of data for BY 1998.

RESPONSE:

| relied directly on FY 1999 cost, revenue, volume or other data in my testimony
in one instance. As described in my testimony (USPS-T34, page 19, lines 8 through 9),
*I project delivery confirmation volumes associated with Priority Mail and Standard (B)
based on FY 1999 delivery confirmation program scannerdata . .. .” This data is
presented in USPS-T34, Attachment J. 1 used FY 1999 data instead of 8Y 1998 data
because three of the four delivery confirmation service options (retail Priority Mail, and

electronic and retail Standard (B)) were not available during BY 1998.

] am unable to identify all instances in which | may have indirectly relied on or
used in my testimony in any way FY 1999 cost, revenue, volume, or other data which is

incorporated in the results of other witnesses used as inputs to my testimony.

UPS/USPS-T34-2, page 1 of 1



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-5. Refer to the attached article on a contract awarded to TIC
Enterprises, LLC ("TIC"), by the Postal Service (labeled Attachment to UPS/USPS-T34-

5).

(a) Produce a copy of the contract.

{b)  For the initial term of the contract, provide by year the amounts that the
Postal Service is obligated to pay, or expects to pay, TIC under the contract.

{c) Are the amounts of the payments to TIC under the contract dependent on
any measure or estimate of additional volume or additional revenue realized by
the Postal Service as a result of the contract? If so, provide the formula aor
formulas for determining the amounts to be paid to TIC,

(d) Provide by year and class, subclass, or type of mail, or to the greatest
extent of disaggregation possible, the amounts the Postal Service is obligated to
pay, or Is expected to pay, to TIC under the contract.

(e) Provide the cost to the Postal Service in the Test Year of the “dedicated
sales force that will be bringing the USPS' Priority Malil [and] Express Mail . . . to
small- to medium-sized businesses” that is referred to in the article.

(H  Are there members of the "dedicated sales force™ which devote their time
exclusively to marketing Priority Mail? If so, provide by fiscal year the cost to the
Postal Service of that part of the "dedicated sales force.”

(g) Arethere members of the “dedicated sales force” that devote their time
exclusively to Express Mail? If so, provide by fiscal year the cost to the Postai
Service of that part of the "dedicated sales fotce.”

(h) Are there members of the "dedicated sales force" whao devote their time
exclusively to both Priority Mail and Express Mail? If so, provide by fiscal year
the cost to the Postal Service of that part of the "dedicated sales force."

(i)  Are any of the costs of the TIC contract attributed to either Priority Mail or
Express Mail in the base year, or In any other year through (and including) the
Test Year? If so, indicate by year and by class of mail the amount of costs so
attributed to Express Mail and/or Priority Mail.

UPS/AUSPS-T34-5 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

)] The article states that the contract award to TIC "follows a successful 18-
month pilot program in which TIC marketed these products in the Los Angeles
and San Francisco areas.” State the dates of the pilot programn, and indicate
whether any of the costs of the pilot program were attributed to either Express
Mail or to Priority Mai!. If costs were attributed either to Express Mail or to
Priority Mail, state the amount that was attributed by year.

RESPONSE:

(a) See USPS-LR-1-202, to be filed shortly.
(b) See USPS-LR-1-202, to be filed shorily.
(c) See USPS-LR-I-202, to be filed shortly.
(d} See USPS-LR-1-202, to be filed shortly.

() Inthe referenced article, the term “dedicated sales force” is attributed to
James Greiff, President of TIC Enterprises. 1 am not aware of any agreement
with TIC Enterprises that results in a “"dedicated sales force” for any singie Postal
Service product or service, It is my understanding that all TIC Enterprises sales
representatives are trained and expected to offer four USPS products: Priority
Mail, Express Mail, Global Priority Mail and interational Express Mail.
Therefore, | cannot provide costs for any such “dedicated sales force” for Priority
Mail and Express Mail. '

43] See response to UPS/USPS-T34-5(e).
(g) See response to UPS/USPS-T34-5(e).
(h) See response to UPSAUSPS-T34-5(e).

0] 1 am not an expert on cost attribution. However, | am informed that these
costs are not attributed to Express Mail and / or Priority Mail.

{0 I am informed that the San Francisco pilot program contract was issued
on 3/20/1998 and ended on 12/2/1999. | am further informed that the Los
Angeles pilot program contract was issued on 6/23/1998 and ended on
12/2/1999. {1 am not ah expert on cost attribution. However, | am informed that
these costs are not attributed to Express Mail -and / or Priority Mail.

UPS/USPS-T34-5 page 2 of 2




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-7. Refer to the attachment (labeled Attachment to UPS/USPS-T34-7),
which refers to the Priority Mail packaging program.

(a)  Provide the total cost to the Postal Service of Priority Mail packaging other
than customized packaging (i.e., packaging containing a mailer's logo) for
each year from FY 1995 through FY 1999.

(b)  Inwhich cost segment and component, and in what account, are these
costs recorded?

(¢) Are all of these costs attributed exclusively to Priority Mail? If not, for each
of the years from FY 1995 through FY 1999, state how much is
attributed/assigned to Priority Mail, and how much is attributed/assigned to
other classes and services.

(d) Provide the total cost to the Postal Service of customized Priority Mail
packaging (i.e., Priority Mail packaging containing a mailer's logo) for each
year from FY 1995 through FY 1999, and state what cost segment and
component, and the Postal Service account, in which these costs are
collected.

(e) Are all of the costs of customized Priority Mail packaging attributed to
Priority Mail? If not, state for each year from FY 1895 through FY 1999 how
much was attributed/assigned to Priority Mail and how much was
attributed/assigned to other classes and subclasses of malil.

()  Provide the Postal Service's estimates of the costs it expects to incur for
Priority Mall packaging {other than customized packaging) in FY 2000, and,
separataly, in the Test Year, and state whether all such costs will be
attributed exclusively to Priority Mall. If not, state how much is expected to be
attributed/assigned to Priority Mail, and how much is expected to be
attributed/assigned to other classes and subclasses of mal.

(g) State how much the Postal Service estimates it will spend on customized
Priority Mall packaging in FY 2000, and, separately, in the Test Year, and
state whether all of those costs will be attributed exclusively to Priority Mail, It
not, state how much is expected to be attributed/assigned to Priority Mail, and
how much is expected to be attributed/assigned to other classes and
subclasses of mail.

UPS/USPS-T34-7 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

RESPONSE:

(a)(@) | am unaware of any report that contains the requested information. Itis
my understanding that the Postal Service neither tracks nor manages
packaging costs on the basis of whether or not the package has a mailer

logo.

UPS/USPS-T34-7 page 2 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-10. Has the Postal Service ever, at any time during the past three
years, given computers away for free to large Priority Mail users? If so, provide the total
~ cost of this program separately by year for BY 1998. FY 1989, FY 2000 (estimated),
and the Test Year (estimated), and indicate whether the total cost of the program has
been and is being attributed in full to Priority Mail.
RESPONSE:
It is my understanding that the Postal Service (Tactical Marketing and Sales
Development — TM&SD) established a developmental program to provide shippers with
manifest systems. These systems facilitate the shipper's use of Postal Service
package services by enabling the manifesting of paékages sent hsing the Postal
Service. The Postal Service entered into individual test a_dreements with nineteen
customers fbr up to é three-year peﬁod under which it Ieaéed, at ;io'charg-e_to the

customer, manifest mailing systems (hardware and / or softviare). At this time the

pregram Vhas been suspended. | am informed that total costs for these systems are:
FY 1998‘ $165,545
FY 1999  $425,561
FY 2000 $110,238

It is possible that offices other than TM&SD may have provided similar systems to
customers. | am unaware of the costs, If any, of these programs. | am not an expert
on cost attribution. Despite my best efforts, | have not been able to determine how or if

the cost of this program is being attributed to Priority Mail.

UPS/USPS-T34-10 page 1 of 1
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UPS/USPS-T34-12. Refer to Attachment A, which is the Compensation attachment to
Contract Postal Unit Contract No. 363199-99-U-0158, relating to a two-year contract
beginning on November 7,1998, to operate a Contract Postal Unit ("CPU") for the
Postal Service. The Compensation attachment states that the CPU operator “will be
paid 20% of the postal funds it receives and remits for the sale of domestic Priority Mail
and domestic Express Mail,” and "5% of the postal funds it receives and remits for the
sale of all other postal products and services” that are subject to the contract.

(a) Are the full amounts paid by the Postal Service to the CPU operator under
such contracts for the sale of Priority Mail attributed solely to Priority Mail? If so,
indicate how and where this attribution is reflected in the Postal Service's
presentation in this proceeding.

- (b) Are the full amounts paid by the Postal Service to the CPU operator under
-~ such contracts for the sale of Express Mail attributed solely to Express Mail? If
s0, indicate how and where this attribution is reflected in the Postal Service's
presentation in this proceeding.

(c) Inwhat cost segment and component are the payments made by the
Postal Service to CPU operators under such contracts recorded in the case of
Priority Mail? !dentify all accounts in which such payments on account of Priority
Mail are recorded.

(d) Inwhat cost segment and component are the payments made by the
Postal Service to CPU operators under such contracts recorded in the case of
Express Mail? Identify all accounts in which such payments on account of
Express Mail are recorded.

(e) Inwhat cost segment and component are the payments made by the
Postal Service to the CPU operators under such contracts recorded in the case
of other postal products? Identify all accounts in which such payments on
account of other postal products are recorded.

()  Provide separately for BY 1998 and FY 1899 the total amount of
payments made by the Postal Service under such contracts for the sale of
Priority Mail.

(g) Provide separately for FY 2000 and for the Test Year the Postal Service's
estimates of the total payments it will make under such contracts for the sale of
Priority Mail.

(h) Provide separately for BY 1998 and FY 1999 the total amount of payments
made by the Postal Service for such contracts for the sale of Express Mail.

UPS/USPS-T34-12, page 1 of 4
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(i) Provide separately for FY 2000 and for the Test Year the Postal Service's
estimates of the total payments it will make under such contracts for the sale of

Express Mail.

)] Provide separately for BY 1998 and FY 1998 the total amount of
payments made by the Postal Service under such contracts for the sale of all
other postal products,

(k)  Provide separately for FY 2000 and for the Test Year the Postal Service's
estimates of the total payments it will make under these contracts for the sale of
all other postal products.

] How many such contracts with a "Performance Payment Rate" structure
(see the attachment) that is the same as or similar to that reflected in the
attachment (i.e., where payments are made to the CPU operator on the basis of
a stated percentage of the funds received for the sale of Priority Mail and/or
Express Mail at a rate higher than for other postal products) are currently in
effect? :

{m) Provide the total amount paid by the Postal Service under all such
contracts-since the inception of this program up to the present, separately for
Priority Mail and for Express Mail.

RESPONSE:

(@) 1am not an expert on cost attribution; however, | am informed that the
amounts paid by the Postal Service under such contracts for the sale of Priority

Mail are not attributed to Priority Mail.

(b) ! am not an expert on cost attribution; however, | am informed that the

amounts paid by the Postal Service under such contracts for the sale of Express

Mail are not attributed to Express Mail.

UPS/USPS-T34-12, page 2 of 4



2774

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

(c) | am not an expert on cost attribution; howevér I am informed that
payments for Priority Mail under such contracts are recorded in account 52301,

cost segment 13, component 111.

(d) 1am notan expert on cost attribution; however | am informed that
payments for Express Mail under such contracts are recorded in account 52301,

cost segment 13, component 111.

(e) |am not an expert on cost attribution; howeﬁef | am informed that
payr'ﬁents for other postal prbduots under such contracts~ al;e recorded in account

52301, cost segment 13, component 111.

(f~(k) | understand that the data in the following table presents the Postal
Service’s expenditures under such contracts for the sale of Priority Mail, Express
Mail, and all other postal products through AP 2, 2000. It is my understanding
that the Postal Service has not prepared an official projection of the expected

expenditures under this program.

Fiscal Priority Express All Other Postal

Year ail Mail Products Total
FY 1998 $ 0o S 0 $ 0 $ 0
FY 1999 $ 520,957  $106,513 $ 601,281 $1,237,751
FY 2000 $ 101,674 $ 20,858 $ 131,310 $ 253,742
(thru AP2)

)] | | understand that there are 249 such contracts.

UPS/USPS-T34-12, page 3 of 4




2775

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

{m) See response to UPS/USPS-T34-12(f)-(k).

UPS/USPS-T34-12, page 4 of 4
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‘UPS/USPS-T34-13. The Final Adjustment for Delivery Confirmation amounts for air
Transportation and Surface Transportation listed in Attachment K to USPS-LR-1-165
are not contained in the source cited, USPS-LR-127, Chapter XV. Identify the source
and provide the refevant source document if it has not already been provided.

. "RESPONSE:

The source is USPS-LR-{-127, Chapter XV, page 78T7.

The allocation of the Final Adjustment for Delivery Confirmation for air transportation
and surface 'aan#portation iﬁ USPS-T34, Attachment K (electronic version USPS-LR-I-
165) is incorrect. The allocation was changed following the completion of the rate
design. The correct test year before rates totals ($000) as shown in USPS-LR-I-127
are:

Air Transportation = $9,877.451

Surface Transportation |

.= $5799.686-=5,702.056-(Highway) + 60.877-(Raiiroad) + 36.753 (Domestic Water)

UPS/USPS-T34-13, page 1 of 1
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UPS/USPS-T34-14. Provide the source of the assumptions used in Rate Design
Assumptions -- Target Cost Coverage of 184% in USPS-LR-1-165, Input Data
worksheet.

RESPONSE:

The “target cost coverage” of 184% referenced in USPS-LR-I-165, Input Data
worksheet is 2 rate design assumption whose use is described below.

Witness Mayes established the required test-year-after-rates cost coverage for Priority
Mail of 180.9 percent (see USPS-SZB,.p. :l)L The Priority Mail rate design is based on
test-year-before-rates-costs (see USPS-T34, Attachments F and G). Priority Mail unit
costs are greater in the test-year-after-rates than in the test-year-before-rates.
Therefore, if test-year-before-rates costs are marked up and rates designed using &
“target cost coverage™ of 180.9 percent, the resultiﬁg test-year-after-rates cost coverage
will be less than the 180.9 percent cost coverage required. To address this problem, |

increased the input or “target cost coverage” until the required test-year-after-rates cost

coverage of 180.8% was achieved.

UPS/USPS-T34-14, page 1 of 1
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UPS/USPS-T34-15. Provide the Special Weight Report —~ FY 1998 Priority Mail by
Ounce referred to in USPS-LR--165, Input Data and Att B tabs.

- RESPONSE:

See attached.

UPS/USPS-T34-15, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-16. Refer to your testimony on pages 17-18, where you propose to
“raintain the cutrent relative rate structure” so that “the Postal Service will be able to

2781

fully evaluate the operational feasibility of alterate network configurations without being .

‘constrained by having fully incorporated the unique features of the current contract into
rates.” Why is it appropriate to maintain the current relative rate structure when
significant changes to costs are likely?

RESPONSE:
It is appropriate to maintain the current relative rate structure because significant

unknown changes to the underlying costs for Priority Mail are likely. The premise of this

question suggests that the Postal Service should speculate on unknown future network
configurations, develop costs based on this speculation, and fully incorporate these
speculative costs into rateé. Instead, the rate design and the underlying assumptions
take a conservative approach and (1) assume the current network configuration
persists; (2) mitigate impact on relative rates of experimental network configurations
{the PMPC network) that may not persist; and (3) meet the required Priority Mail cost
coverage proposed by witness Mayes. _

As discussed on pages 13-15 of my testimony, the PMPC network, run by
contractor Emery Worldwide Airlines, is an experimental program. The Postal Service
is currently evaluating the Priority Mail network and has not yet decided how it will be
configured in the future. Many options are being discussed includingi continuing the
current network structure, expanding or reducing the PMPC network, or replacing the
Emery network with an alternate network run by the Postal Service or by an outside
contractor. In designing rates in this uncertain environment, as discussed on page 14 of

my testimony, | attempted to reconcile two factors: the existence of the Emery contract

UPS/USPS-T34-16, page 1 of 2
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and its impact on costs and the fact that Emery PMPC network is a test program. My
rate design mitigates the impact of the Emery contract and the unique assignment of
some transportation-related ‘costs into Cost Segment 16 on relative rates while
recognizing that the best available projection of overall Priority Mail costs is that
presented in test year roll-forward mode!.
As the Postal Rate Commission noted in Docket No. R87-1, the existing rate
relationships are presumptively reasonable.

[4025] A primary reference point in any case evaluating a Postal
Service request to change rates is-the existing rate schedule. The current
schedule reflects what postal customers are paying today, and any
proposed new rates must be viewed in light of what changes they involve
from rates recommended by this Commission and implemented by the

_ Governors.

[4026] The existing rate relationships are presumptively
reasonable. They have evolved over the years as a result of extensive
analysis, as described in Commission recommended decisions. Our
review of existing rates recognizes this evolution and the reasoning which
has led to past recommendations. [Docket No. R87-1, PRC Op. at-367]

UPS/USPS-T34-16, page 2 of 2
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TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-23. Provide the volume of Priority Mail by ounce increment for BY1998.

RESPONSE:
See USPS-LR-I-250 to be filed shortly.

UPS/USPS-T34-23 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-24. Provide the volume of Priority Mail by ounce increment for FY1899,
RESPONSE:
See USPS-LR-1-250 to be filed shortly.

UPS/USPS-T34-24 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-25. Confirm that one-day service Priority Mail has an overnight service
commitment or standard identical to that for First-Class Mail. If you do not confirm,
explain how they differ and the extent of the difference.

RESPONSE:

Not confirmed. | am informed that, for First-Class Mail, 8,744 three-digit ZIP Code pairs
have a one-day service standard, and for Priority Mail, 9,029 three-digit ZIP Code pairs
have a one-day service standard.

UPS/USPS-T34-25 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-30. For BY1998, provide the portion of the total volume of
Priority Mail pieces for which the customer purchased Detivery Confirmation
service.

RESPONSE:

No customers purchased Delivery Confirmation service in BY 1998. The

Delivery Confirmation fees were impiemented on March 14, 1999,

UPS/USPS-T34-30, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-31. For FY1999, provide the portion of the total volume of
Priority Mail pieces for which the customer purchased Delivery Confirmation
service.

RESPONSE:
2.4% of total FY 1999 Priority Mail pieces purchased Delivery Confirmation

service. All of these purchases were following the impleméntation of the Delivery

Confirmation fees March 14, 1999.

UPS/USPS-T34-31, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-32. For TY2001, provide the portion of the total volume of
Priority Mail pieces for which the customer is expected to purchase Delivery
Confirmation service.

RESPONSE:
12.9% of TYBR 2001 Priority Mail pieces are projected to purchase Delivery

Confirmation service.

UPS/USPS-T34-32, page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T34-35. Interrogatory UPS/USPS-T34-4 asked about a statement in
an analyst's report discussing the Postal Service's contract with Emery that
Ermery “has recognized $123.7 million in unbilled revenue to date” in relation to
the Priority Mall contract. In an objection filed at the Commission on February
25, 1999, the Postal Service advised that Emery’s “unbilled revenue” under the
contract is @ "matter under discussion.” As of the date of your answer, has the
Postal Service agreed to pay Emery any amounts over and above the amounts
which the Postal Service contended were to be paid under the PMPC contract,
either with respect to BY1898, FY1999, FY2000, or FY2001? If so, provide those
amounts for each year.

RESPONSE:
To the best of my knowledge, the Postal Service has not reached any such

agreement with Emery:;
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REVISED 4/14/2000

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.,
VAL-PAK DEALERS’ ASSOCIATION, INC., AND CAROL WRIGHT
PROMOTIONS, INC.

VP-CW/USPS-T34-1.

a. Please refer to your response to APMU/USPS-T34-19. Please confirm that,
in Priority Mail rate design, the difference in the rate for an item mailed to
zone L, 1, 2, 3, and an item mailed to, say, zone 6, reflects distance-related
transportation cost plus contingency plus markup. Please provide a detailed
explanation for any nonconfirmation.

b. Please confirm that the difference in the rate for pound-rated Standard A Mail
entered at, say, a DSCF, and the same mail entered at a OMBC reflects only
costs avoided by the Postal Service, without any contingency or markup,
which costs in tum may be muttiplied by a passthrough of less than 100
percent.

c. Please provide a detailed explanation for any nonconfirmation. Please
explain why this different treatment between subclasses (i.e., cost plus
contingency plus markup in one instance, and less than 100 percent of costs
avoided in the other) is (i) fair and equitable, (ii) consistent, and (i) smart
business for the Postal Service, '

d. Please refer to your response to APMU/USPS-T34-32.

(i) What different approaches to marking up distance-related
transportation costs for Priority Mail did you discuss with Postal Service
management?

(i) Whatled you to retain the method used in this docket?

RESPONSE:
a. Confirmed. See USPS-T34, Attachment G.

b. Confirmed.

{i) The difference in the rate design for zoned Priority Mail and Standard

Mail (A) is fair and equitable because of the dramatic differences in the mail

VP-CW/USPS-T34-1, page 1 of 4
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REVISED 4/14/2000

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.,
VAL-PAK DEALERS’ ASSOCIATION, INC., AND CAROL WRIGHT
PROMOTIONS, INC.

characteristics of the two classes and the resulting effect on costs. While
Standard Mail (A) pieces can weigh no more than 16 ounces, zoned Priority
Mail rates are used for mail pieces weighing from five to seventy pounds.
Transportation costs increase as weight and distance transported increase.
The zoned rates refiect this and application of the markup and contingency to
all costs including distance-related transportation costs is fair and equitable.
it would be inequitable, and patently absurd, for a five-pound piece
destinating in Zone 1 to pay the same contribution to institutional costs as a
seventy pound piece destinating in Zone 8. Nonetheless, this is what the

premise of this question implies.

Note: Total distance-related Priority Mail costs are $454,124,369 (=
267,629,452 air + 186,492,917 surface, see USPS-T34, Attachment G, page
1). Hthe rate deéign does not mark up these costs and include a contingency
on these costs, approximately $387,921,826 (= 454,124,369 * {(1.025) *
(1.809) - 1]) must be added to tﬁe costs recovered through the “per-piece”
charge to maintain the overall Priority Mail cost coverage proposed by
witness Mayes and meet the contingency proposed by witness Tayman. In
the test year before rates this is approximately $0.2859 (=387,921,826/
1,356,714,577) per piece.

VP-CW/USPS-T34-1, page 2 of 4
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REVISED 4/14/2000

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.,
VAL-PAK DEALERS’ ASSOCIATION, INC., AND CAROL WRIiGHT
PROMOTIONS, INC.

(i)  The difference in the rate design for zoned Priority Mail and Standard
Mail (A) is consistent when the two rate structures are compared on an
apples-to-apples basis. The scenario as described in APMU/USPS-T34-19
could be viewed as "unfair” to Standard Mait {A) — the discount for drop
shipment is only equal to a fraction of the avoided tranSportatibn costs instead
of the 100% of avoided transportation costs plus markup plus contingency
inherent in the “imputed discount” for Priority Mail destinating in Zone 1. Or
this scenario could be viewed as “unfair” to Priority Mail -- the cost of
transporting mail from Zone 1 to Zone 8 includes a markup and a contingency
while the Standard Mail (A) discount or “cost” of avoided Postal Service
transportation does not include a markup or contingency. Both these
arguments ignore the fact that the rate designs for end-to-end service for both
Priority Mail and Standard Mail (A) are consistent and include distance related
transportation costs to which both a mark-up and the contingency are applied.
The Standard Mail (A) dropship discount is designed to provide incentives for
mailers to reduce combined overall costs by dropping Standard Mail (A)
pieces deep in the postal system thus avoiding mail processing and
transportation costs. On the other hand, Priority Mail is structured as a
completely end-to-end system, the zoned structure reflects costs and not
incentives for mailer worksharing. If, in the future and following the

completion and evaluation of the appropriate costing studies, the Postal

VP-CW/USPS-T34-1, page 3 of 4
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REVISED 4/14/2000

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.,
VAL-PAK DEALERS' ASSOCIATION, INC., AND CAROL WRIGHT
PROMOTIONS, INC,

Service were to propose drop ship discounts for Priority Mail, it is unlikely that
these incentives would eliminate the zoned rate structure for pieces weighing

more than five pounds.

(i)  The difference in the rate design for zoned Priority Mail and Standard
Mail (A) makes smart business sense for the Postal Service because it
appropriately reflects the differences in the characteristics and costs for the

two classes of mail.

(i) In preparing the Priority Mail rate design for Docket No. R2000-1, |
discussed with Postal Service management witness Haldi’s proposals in prior
omnibus rate cases to eliminate the markup on the distance-related

component of transportation costs.

(i) Witness Haldi's proposal was rejected because the Postal Service
shares the Commission's concern (see Docket No. R94-1, PRC Op. at V-38)
that implementing such & proposal may result in significant disruption in

Priority Mail rates.

VP-CW/USPS-T34-1, page 4 of 4
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CHAIRMAN GLEIMAN: Is there Additional Written
Cross Examination?

MR. McKEEVER: Yes, Mr. Chairman.

CHAIRMAN GLEIMAN: Mr. McKeever?

CROSS EXAMINATION

BY MR. McKEEVER:

Q Ms. Robinson, I have just handed you a copy of
your resgponses to Presiding Officer's Information Request
Number 6, Questions 6, 7, 8, 10, 11, 12, and 13.

If those questions were asked of you teoday, would
your answers be the game?

A Yes, they would.

MR. McKEEVER: Mr. Chairman, I move that Ms.
Robinson's responses to Presiding Officer's Information
Request Number 6, Questions 6, 7, 8, 10, 11, 12, and 13, be
admitted into evidence and transcribed into the record.

CHAIRMAN GLEIMAN: If you would please provide
copies to the Reporter, I'll direct that that material be
received into evidence and transcribed into the record.

[Additional Designated Cross
Examination of Maura Robinson,
Presiding Officer’'s Information
Request Number 6§, Questions 6, 7,
8, 10, 11, 12, and 13, were

received into evidence and

ANN RILEY & ASSQOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
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~ b. Oneyear.

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 8

6. In response to AMPU/USPS-T-39-1 (a), witness Mayo states that “there is no
formalized use of Delivery Confirmation data to measure the quality of parcel
delivery service.” In responding to APMU/USPS-T38-1 (b)-(c), the Postal Service
states that "{d]elivery confirmation data, ODIS data and PETE data are available
to Headquarters and Field operations management.” In response to
APMU/USPS-T34-10 (b), which asked for Priority Mail delivery data available
from the Delivery Confirmation system, witness Robinson stated: “I am informed
that the requested data are not available.”

a. Please describe in detail the Delivery Confirmation data that is collected for
parcel post and Priority Mail.

b. For how iong is this data retained?

c. What delivery confirmation data [have been], are made available to
Headquarters and Field operations management?

RESPONSE:

At the time | prepared the response to APMU/USPS-T30-10(b), | understood that

a service performance measure based on Delivery Confirmation data was under

development and was not yet available. In the process of identifying information
responsive to part (c) of this question, | determined that a service performance

measure based on retall Delivery Confirmation 8 available. This

T
information has been provided in responseto UPSIUPS-TM-S@E‘ICI a revised

response to APMU/USPS-T34-10(b) will be filed.

a. Date item was delivered, delivery was attempted, item was forwarded, or item
was returned. If accepted over the retail counter, date of the acceptance
scan. Electronic Delivery Confirmation customers provide the Postal Service

with information on when and where a piece is expected to be entered.

POIR 6, Question 6 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

c. Data needed to calculate scanning percentages, that is, the number of
Delivery Confirmation pieces receiving a delivery scan within a certain area,
“divided by the total number of Delivery Confirmation pieces destined for that
"area. A service performance measure based on retail delivery conﬁrrnatioﬁ

scans is also provided.

POIR 6, Question 6 page 2 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON |

TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

7. Please refer to interrogatories UPS/USPS-T34-11 and 12, Attachment A.
Attachment A purports to be a compensation attachment to Contract Postal Unit
Contract No. 363199-U-0158, relating to a two-year contract for operating a
Contract Postal Unit for the Postal Service. The attachment states that the
operator will be paid 20 percent of the postal funds it receives and remits for the
sale of domestic Priority Mail and domestic Express Mail, and 5 percent of the
postal funds it receives and remits for the sale of all other postal products and
services subject to the contract.

a. Is UPS's characterization of this document accurate?

b. Please describe the cost-benefit analysis or other considerations that led to
establishing this compensation schedule. If documentation exists supporting
this arrangement, please provide it.

c. Are payments under these contracts treated as product specific costs, that is,
are payments made as a result of the sale of Priority Mail treated as a product
specific cost of Priority Mail?

d. What are the percentages of total revenue from Express Mail and Priority Mail
sold at Postal Service retail offices? What are the percentages of total
revenue from Express Mail and Priority Mail at contract units where
compensation is computed in such fashion?

RESPONSE: '

a. Yes. Contract 363199-U-0158 has an Attachment 4 containing such terms.
This contract is between the Postal Service and a Mailboxes, Etc. franchisee.
See USPS-LR-I-231.

b. [ am informed that the deliberative processes involved in contracting for
services on the terms described are not memorialized i documentation, | am

further informed that, as with all procurements, the considerations underlying
the compensation paid a supplier include providing fair compensation for

service/goods received, and obtaining fair value for the consideration paid.

POIR 6, Question 7 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

¢. 1 am not an expert on cost attribution; however | am informed that payments
for Priority Mail under such contracts are recorded in account 52301, cost
segment 13, compone_nt 111, and are not treated as product-specific costs for
either Priority Mail or Express Mail. - |

d. The percentage of total revenue from Express Mail and Priority Mail sold at
Postal Service retail offices is not known. | am informed that the percentage
of the total postal funds generated from Express Mail and Priority Mail
postage in contract postal units compensated as set forth in this question for

FY 1909 through AP 2 of FY 2000 was 21%.

POIR 6, Question 7 page 2 of 2




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 60 -

8. Please describe the extent to which PETE and EXFC data are made public,
Include in your response the extent to which the public data refers to
performance between specifically identified geographic areas.

RESPONSE:

EXFC ovemnight pérfonnance data are released to the public by USPS
Public Affaifs and Communicatiohs through a génerai news release, Postal
News, at the conclusion of each postal quarter. This news release Is posted on
our public web site at hitp://www.usps.com/news/press/ .

Upon request, Consumer Affairs provides an electronic copy of
summarized EXFC data. The data provided are limited to on-time service
performance and average days to deliver by service commitment and all service
commitments combined. Estimates of the margins of error associated with these
estimates are also provided. Data are provided at the national level, and from all
origins combined to a specific destination performance cluster level only.

The Postal Service does not officially release PETE data, even at the
national {evel because it is considered to be commercialiy sensitive.

The policy of the Postal Service always has been that data indicating
performance between specifically identified geographic areas (commonly

referred to a “point-to-point® data) are not public. Any public disclosures of point-

to-point data by any Postal Service office are contrary to policy.

POIR 6, Question 8 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

10. Please refer to the response of withess Robinson to DFC/USPS-T-34-13
concerning service commitments for Priority and First Class between 3-digit Zip
Code pairs. Witness Robinson states that there are 849,106 valid 3-digit Zip
Code pairs, and states there are 151 Zip Code pairs where Priority Mail provides
ovemnight service while First-Class provides two-day service.

a.

Please provide the number of Zip Code pairs where the service standard for
First Class equals that of Priority Malil, segregated into overnight, two-day and
three-day service areas.

Please provide the number of Zip Code pairs where the service standard for
First Class exceeds that of Priority Mail, segregated into overnight, two-day
and three-day service areas.

Please provide the total ovemight, two-day and three-day service standard
Zip Code pairs for Priority Mail and First Class mail.

Witness Robinson states in the same interrogatory response that database
errors appear to be responsible for the 49 Zip Code pairs where First-Class
provides overnight service while Priority provides two-day service. Please
clarify and update this conclusion.

RESPONSE:

a.

i am informed that the First-Class Mail service standard equals the Priority
Mail service standard in 225,239 ZIP code pairs: 8,744 are one-day service
standard, 166,933 are two-day service standard, and 59,562 are three-day

service standard.

| am informed that there are currently no instances where the First-Class Mail
service standard exceeds (are faster than) the Priority Mail service standards.
In preparing the response to DFC/USPS-T34-13, 49 ZIP code pairs were
identified as having a First-Class Mail service standard that exceeded the

Priority Mail service standard. | am informed that thesé 49 instances were

" erors and that the service standard database has been corrected,

POIR 6, Question 10 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

Number of Three-Digit ZIP Code Pairs

One-Day Two-Day Three-Day
Service Standard  Service Standard Service Standard
First-Class Mail 8,744 157.081 683,281
Priority Mail - 8,030 780,514 59 562

d. See response to part (b).

POIR 6, Question 10 page 2 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

11. In USPS-LR-I-1986, in the Sales and Services Associate Training, Facilitator's
Guide, NSN#7610 040008859, Course 23501-02 (September 1998) p. 111,
reference Is made to a Sommers Communication Video entitled “Priority Mail.”

Please supply a copy of the video.
RESPONSE:
The requested video will be filed shortly as USPS-LR-I-282.

POIR 6, Question 11 page 1 of 1
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

12, The Postal Service is proposing to eliminate the one pound minimum weight
requirement for parcel post and charge the minimum rate in each category for all
pieces weighing up to two pounds (USPS-T-36 at 12). For inter-BMC that
proposed rate is $3.47. The Service is also proposing a new one pound Priority
mail rate of $3.45 (USPS-T-34 at 16). Please explain the rationale for a one
pound priority rate that is lower than the one pound rate in parcel post.

RESPONSE:

As the questibn notes, the proposed $3.47 inter-BMC rate is for material
weighing no more than two pounds while the proposed $3.45 Priority Mail rate is
for material weighing no more than one pound. Both the Priority Mail and the
Parcel Post rates are based on the costs of providing these services and these
rates reflect those costs plus the contingency proposed by witness fayman and
the cost coverages proposed by witness Mayes. The intef-BMC Parcel Post rate

allows customers to mail heavier weight pieces (up to two pounds rather than

- only one pound). Therefors, by using the $3.47 inter-BMC Parcel Post rate,

some customers will be able to mail two-pound packages at a lower rate than i
they were to use the proposed $3.85 two-pound Priority Mall rate.

However, Parcel Post and Priority Mail have different rate structures, with
Parcel Post offering opportunities for customers to workshare and thereby take
advantage of discounts. Therefore, for many commercial customers, and some
retail customers, the appropriate comparison is not between the one-pound
Priority Mail rate and the two-pound inter-BMC rate, but rather between the one-
pound Priority Mait rate and the two-pound, intra-BMC, DBMC, DSCF, or DDU
rate. In each of these cases, the Priority Mail rate is greater than the

corresponding Parcel Post rate. However, for some customers - those who mail”

POIR 6, Question 12 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

one-pound, inter-BMC pieces - the lower Priority Mail rate would be more
economical. Previously, customers mailing these pieces would have had no
altemnative but to use Priority Mall; this rate proposal does not penalize them for

continuing to use Priority Mail.

POIR 6, Question 12 page 2 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

13. In USPS-T-34 witness Robinson discusses the Emery adjustment which
moves some of the costs of the Emery contract from the per piece to the per
pound rate element in Priority maif. The adjustment is made by, "assuming that
the Emery costs in cost segment 16 remain at the same level as in the base year
and reallocating the difference (based on base year proportions) between the
test year and the base year Emery costs to cost segment 3.1 (Mail Processing
Direct Labor), and cost segment 14 (Transportation).” Please explain the
rationale for reallocating only the difference between the test year and the base
year instead of the entire test year contract amount.

RESPONSE: _

As discussed in my testimony (USPS-T34 at 14-15), | reallocated only the.
difference between the test year and base year Emery contract costs to cost
segment 3.1 (Mail Processing Direct Labor) and cost segment 14
(Transportation) in order to mitigate the impact of the Emery contract on Priority
Mail rates. The Priority Mail Processing Center (PMPC) network tun by Emery
Worldwide Airiines is an experimental program (see, for example, my response
to UPS/USPS-T34-16), and the Postal Service has not yet determined whether
this network will continue, be expanded, be eliminated, or be replaced by another
network design. Therefore, in designing Priority Mail rates, | chose to mitigate
the impact of the Emery network on Priotity Mail rates by re-allocating the
difference between test year and base year Emery contract costs to cost
segments 3.1 and 14 based on base year proportions. This mitigates the impact
of the Emery coniract - and its novel impact on Postal Service costs through its
assignment to cost segment 16 — on Priority Mail rates while still recognizing that
the Emery contract does reduce the amount of costs that are identified by Postal

Service costing methodology as distance-related.. If the Postal Service's network

POIR 6, Question 13 page 1 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

evaluation results in a continuation of the PMPC network under the same
contract structure and with a similar assignment of these costs to cost segment
16, the rate design | proposed in this case is a step towards a cost structure with
fewer identified transportation costs. Conversely, if the Postal Service decides
(1) to eliminate tﬁe PMPC network; or (2) to modify the contract structure; or (3)
to directly assign some Emery network costs to transportation (C/S 14}, the
unique characteristics of the Emery contract will not have been fully incorporated
into the Priority Mail rate structure, and the rate design | propose in this case will
thus avoid the need for a potentially dramatic compénsating adjustmentin a

future omnibus rate case.

POIR 6, Question 13 page 2 of 2
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MR. McKEEVER: Mr. Chairman, I understand that
there was also a revised answer that Ms. Robinson gave to
APMU/USPS-T-34-10.

My understanding from counsel is that the revised
answer to that interrogatory, even though I'm not sure it
was designated as revised, has been included in the record
as part of the original package of written cross.

MR. COOPER: Yes, the witnesgsg earlier indicated
that she had made that substitution.

MR. McKEEVER: Thank you, Mr. Chairman.

CHAIRMAN GLEIMAN: Thank you. Is there any
Additional Written Cross?

MR. OLSON: Mr. Chairman, I have no objection, but
I'd like to examine the packet being provided to the
Reporter.

CHAIRMAN GLEIMAN: 2ll right, then we'll just wait
a moment while you have an opportunity to do that.

MR. OLSON: Thank you, Mr. Chairman.

CHAIRMAN GLEIMAN: Thank you, Mr. Olson. Any
additional designated written cross?

[No response.]

CHAIRMAN GLEIMAN: If not, that brings us to oral
cross-examination. Two parties have requested to
cross-examine Witness Robinson, the Association of Priority

Mail Users and ValPak-Carol Wright. Are there any other

ANN RILEY & ASSQOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
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parties that wish to cross-examine this witness?

[Ne response.]

CHAIRMAN GLEIMAN: If not, Mr. Olson, you can
decide which hat you are wearing and you can proceed.

MR. OLSON: Taking it alphabetically, Mr.
Chairman, William Olson, representing the Association of
Priority Mail Users.

CROSS-EXAMINATION

BY MR. CLSON:

Q Ms. Robinson, I would like to ask you to turn to
page 12 of your testimony. I have some questions about the
Emery adjustment which you make. And on page 13 you say
that the Postal Service's contract with Emery is on a per
piece basis that does not permit the Postal Service to
identify which payments to Emery are either a transportation
or non-transportation, correct?

A Yes, that is correct.

Q And because of that, if you were to lump all those
costs into, without trying to spread them between
trangportation and non-transportation, lump them into cost
segment 16 and put them in the per piece rate element, that
would skew the recommended rates, or requested rates, is
that basically what you are saying?

A The Emery contract costs are accounted for in cost

segment 16, which, under the Postal Service's methodology
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for designing rates and the methodology that has been used
by the Postal Rate Commission, is treated as -- cost segment
16 is treated as a cost that would result in per piece
costs. It would not recognize the transportation component
of the Emery contract.

Q And, therefore, you go through a procedure, do you
not, of trying to determine what percentage of those costs
should be treated as, I guess you have per piece air
transportation and surface transportation, is that correct?

A No, I don't think that is correct.

Q What categories do you break it into? Are we
talking about Attachment E now?

A Attachment E. What the Emery adjustment is doing
is taking the change in the Emery contract costs from the
base year to the test year before rates, and it is
reallocating a portion of that change to transportation
costs to air and to surface transportation costs based on
the proportions of air transportation, surface
transportation and maill processing in the base year.

Q You are not affecting then the amount in the bage
year, simply the amount of the increase between the base
vear and the test year before rates?

A I am reallocating only the amount of the increase
between the base year and the test year before rates, vyes.

Q Okay. Now, you say in your responses we just
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discussed, that the contract with Emery is on a per piece
basis. Does that mean that as volume increases, the amount
of the funds paid to Emery increase, or what do you mean by
per piece basis?

A I am not an expert on the Emery contract, but, in
general, my understanding of that contract is as volume

increases, the amount paid to Emery does increase.

Q What other factors cause amounts paid to Emery to
increase?

A The total amount paid to Emery?

Q Yes.

A The Emery contract prices are based on a number of

factors, including origin and destination of the mail
pieces, shape of the mail piece, and the per piece price.
There also are gsome clauses regarding contract performance.
Change in any of those could presumably cause the contract
payments under the Emery contract to increase.

Q What do you mean by origin destination, the first
factor you listed?

A It is my understanding of the Emery contract, that
there are different prices for different legs of
transportation between different city pairs, say.

Q So, if the pliece originated in Florida and went to
Boston, it might get a higher rating than a piece that

originated in Newark and went to Elizabeth?
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A It would likely have a different rate, I am not
sure i1f it would be higher or lower.

Q What is the performance change in payment to Emery
based upon, do you know?

A No, I don't.

Q Ags we look at this just in large numbers, and we
gee the amendment you have now made to Attachment E, you
show an increase in the Emery contract payments from base
yvear of 289 million to test year before rates of 522
million, is that correct?

2y Yeg, that is correct.

Q And that's a hefty percentage of increase, is it
not, about 80 percent?

piy I have not done the calculation, but it is in that
range.

Q Is an 80 percent increase between the test year --
I'm sorry, between the base year, '98, and the test year,
2000, likely to be significantly caused by a change in
volume?

A The increase in Emery costs between the base year
and the test year depends on several factors. During the
base year the Emery network was not fully up. There were
not the full ten sites operating during the entire portion
of the base year, so that impact of the network being

full-scale in the test year would affect those costs.
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In addition, if there are volume changes in the
volume projected to go through the Emery network, that would
also affect those costs.

Q Do you know how many of the ten plants were up by
the close of the base year, '98?

A The tenth and last PMPC that is currently
operating became fully operational in July, 1998, which
would have been before the close of the base year.

0 And the numbers that I saw were that five of them
were operational by December, '97, is that correct?

A I don't know.

Q Of the 80 percent increase in the Emery payment,
do you know how much of it is accounted for by the fact that
the contract was not fully -- all the plants were not up by
the end of the base year?

A No, I don't.

Q What other factors caused that to be increased?

A To increase the cost of Emery? Other than the
things I've already indicated, that is the amount of
information I have about the increase in the cost for the
Emery network.

Q On Attachment A you have three percentages --
shape -- I'm sorry -- share base year mail processing costs,
air transportation costs, and surface transportation costs.

Where did those percentages come from?
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A Those percentages are calculated based on the mail
processing, direct labor costs, air transportation costs,
and surface transportation costs that were brought I believe
by Witness Meehan.

Q And those are on {(d) through {(g), lines (4d)
through (g)?

A Yes, the totals are.

Q Now you say in your testimony and in your
responses to interrogatories several times that the contract
with Emery is -- I think you say it has uncertainty to it.
It has an uncertain future. It is not clear these costs
will be incurred in this way in the test year, et cetera.

Is that your -- the uncertainty with which you
confront the issue 1s you write your testimony?

A There is some uncertainty regarding the future of
the Priority Mail network. The Emery program is a test
program and my understanding is management is in the process
of evaluating that program.

Q What does it mean to be a test program? I think
you also called it a pilot program at one point. What does
that mean actualliy?

A It is my understanding that the Postal Service
instituted the Emery network to evaluate the operational
advantages of processing mail through a third party

contractor.
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Q And is this the first time, to your knowledge,
that it had been done by the Postal Service, at least since
we rode horses?

A I am not aware of any other circumstance. I don't
know that it is the first time.

Q Do you know what options the Postal Service has in
front of it with resgpect to the Emery contract. Could you
speak to the range of options that are possible outcomes at
the end of the current contract?

A There is a very wide range of possible outcomes.

I would be speculating if I said that Outcome A or Outcome B
would be the result.

I am generally aware of discussions among
management that include expanding the network, reducing the
network, having an alternative network of some sort, and
including bringing the process back within the Postal
Service in a more traditional manner.

Q And do the options also include perhaps other
vendors besides Emery?

i\ It is my understanding that has been discussed.

Q Is processing of Priority Mail within the Priority
Mail processing center network more or less expensive than
processing the same mail outside the network?

A Let's see, it is my understanding that it is

generally more expensive.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suilte 1014
Washington, D.C. 20036
(202} 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2816
Q And you were looking that up before you responded.

What source do you have for that conclusion?

A The source for the information?

Q Yes,

A That was provided to me by the operational people
who run the Emery network -- or the Postal people who work

with the Emery network.
Q Can you quantify that for us, how much more
expensive is it to have the Emery -- to process Priority

Mail through the Emery network?

A No, I can't.

Q Any order of magnitude you could give us?

A No.

Q You just know it is more expensive?

A That is what I have been informed.

Q Do you know when the Emery contract expires?
A I am afraid I don't remember the date, no.

Q If I were to suggest that we have been given the
date of February 2002, does that sound correct?
MR. COOPER: The witness has already answered that
she does not know the answer to this question.
MR. OLSON: Well, I am trying to refresh her
recollection. If she continues to gay she doesn't know, I
can't go any further. But I think I am allowed to suggest

an answer.
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CHAIRMAN GLEIMAN: If that date rings a bell with
the witness, she can tell us. And if it doesn't, then we
will move on to something else, Mr. Olson.
THE WITNESS: I am sorry, the date was?
BY MR. OLSON:

February 2002.

a I don't recall the specific date.
Q When you say that the network is a test or a
pilot, are you -- what do you think is being tested? 1In

other words, to give you some possibilities, are we trying
to see how Priority Mail could be delivered less expensively
by outside vendors, or are we trying to see if it could be
delivered more rapidly and meet service commitments more of
the time? Are those the sorts of things that are being
tested?

A I was not involved in the decision to institute
the Emery network. It is generally my understanding that
the Emery PMPC network was developed to look at both those
things, the cost of Priority Mail outside the network, or
outside the traditional Postal system of processing mail,
and alsc the speed or the service that could be achieved.

Q Okay. So, in terms of ite ability to deliver the
mail at the same or reduced cost, that so far has not
occurred, correct?

A I am sorry?
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Q In terms of the ability of the Emery PMPC network
to deliver Priority Mail at the same or reduced cost, that
objective has not been yet achieved, correct?

A It is my understanding that it is generally more
expensive to process and transport mail through the Emery
network, ves.

Q Then how about service improvements, have there
been improvements in delivery of the mail that is processed
through the network?

A I believe Witness Kingsley has stated in an
interrogatory response that there are some improvements.

Q Do you have any information of your own on that,
or are you simply relying on Witness Kingsley?

A I don't have any information of my own, no.

Q As the rate design witness for Priority Mail, did
it seem important to you to find out as to whether the Emery
contract was succeeding in terms of improving performance
for Priority Mail?

A The gquestion of whether the Emery network in and
of itself is improving performance does not address the
bigger issue that is used in rate design. Rate design is
typically done at the national level, not at some
subnational level, whether it is the Emery network area or
gome other geographic area.

Q Okay. But have you come to any conclusion as to
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whether the additional costs of operating the Emery PMPC
network are justified by any increases in service for
Priority Mail?

A I have not reached any conclusions on that, no.

Q Do you know the percentage of total Priority Mail
that both originates and destinates within the PMPC network?
And we are dealing with basically the Northeast and Florida,
correct?

A Yes. The PMP(C network is Northeast and Florida,
yes. I don't know the exact percentage, no.

Q Do you know the percentage of mail that originates
within -- any order of magnitude, by the way, of the pieces
that originate within and destinate within?

A I don't have that number, no.

Q Any idea how much volume originates within and
destinates outside the network?

A No.

Q How about the reverse, the pieces that originate
outside and destinate within the network?

A I don't have that, no.

Q How about in the aggregate, the number of
percentage of Priority Mail which is touched by the network
in some way?

A I don't know the specific number, no.

Q In having the network operated by a non-Postal
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Service contractor, there have to be handoffs of mail, mail
that is handed off by the Postal Service to the contractor
and taken back from the contractor to the Postal Service for
either further transportation or final delivery, correct?

A Yes, I would assume that there are transfers of
mail between the contractor and the Postal Service, vyes.

Q ind this may cause the Pogtal Service to incur

costs wheih otherwise it would not incur; is that not

correct?
A I don't know. I'm not an operations expert.
Q So you don't have any opinion as to whether the

Postal Service has to incur additional costs due to the
existence of the Emery network that it otherwise wcould not
have to incur?

A I'm not an operations expert. I don't know what

additional costs, if any, the Postal Service would incur.

Q Under the contract, who is responsible for cost
overruns?

-y I don't know.

0 Do you know if there is any penalty paid for

failure to meet certain service standards that are sgpecified
in the contract, financial penalty?

A It is my general understanding that there is a
performance clause within the contract. I am not sure

precisely how that clause operates.
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Q Are you aware as to whether payments have been
made to Emery because Emery has taken the position that it
is losing money on the contract?

A What type of payments?

Q Additional supplemental payments, not required
under the original contract?

[Pause. ]

A It's my understanding that payments to Emery under
thier contract have been made in accordance with the
contract. I'm not sure what sort of supplemental payments
you would be referring to.

Q Okay, let me ask you to refer to your response to
APMU 50 and 51.

A Yeg?

Q And there in 50, we asked you for the payments
that were made to Emery for Fiscal 1998, and you gave the
amount of $289 million, roughly, correct?

A Yes.

Q Okay. Do you know if that -- I'm not sure how to
ask that. Is that basically the full cost of the PMPC
Network for Fiscal 19987

A Yes, I believe so.

Q There is referenced in your response to Section D,
a supplemental letter agreement of August 4, 1998, where the

USPS paid Emery $20.8 million, correct?
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pay Yes. I was informed that as a result of a
supplemental letter agreement dated August 4, 1998, the
Postal Service paid Emery approximately $20.8 million above
that which the original contract would have required.
Q Okay, so that clearly is above that which the
original contract would have required, as you say in your

OWIl response, correct?

A Yes.

Q Okay, so you're aware of that?

A Yes.

Q Okay. And then in response to 51{(d4), and 51,

generally dealt with Fiscal '99. You say that as a result
of a supplemental letter agreement dated August 4, 1998,
USPS paid Emery approximately $42.8 million above that which
the original contract would have required, correct?

A Yes.

Q Okay, how do you deal with those two numbers? Is
one a subset of the other, or are they in addition to each
other? They're both --

In other words, the supplemental letter agreement
in both cases is dated August 4, 1998, but in one case it
says there was a payment of $20.8 million, and the other one
says $42.8 milliomn.

What's the difference between those two?

A I'm not an expert on the contract or the
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administration of the financial provisions of the contract.
It is generally my understanding that those two numbers do
not overlap; one is for '98 and one is for 1999.

Other than that, I can't provide any other
information.

Q Okay, so that's the difference, then, I take it,
that the $20.8 million is for Fiscal '988, and the $42.8
million is for Fiscal '99; is that correct?

A That is my understanding.

Q Okay. And, I take it, beyond the fact that you
guote the supplemental letter agreement as saying that it
was for reasons, I guess, that were, quote, mutually
beneficial, do you have anything else you can tell us about

why those payments were made, the total of, what, $63.6

million?
A No, other than they were made; that's all I know.
Q And in both cases, they were payments above that

which the original contract would have required, correct?
yiy That's correct.

Q Do you know if there were payments that were made
for additional work that the Postal Service asked Emery to
assume?

A Would this be work outside the scope of the
contract? Or --

Q Well, within or without the scope of the contract.
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It would -- in other weords, if the Postal Service said, we
know we negotiated that you wuold truck mail from Point A to
Point B, but from now on, we want you to fly it, so we want
to change the requirements of the contract, and pay you more
to compensate you for doing it.

Was it that kind of Postal Service-driven
improvements that caused these $60-some-odd million dollars
of costs to be made; do you know?

A I don't know the cause of those payments.

My general understand is, the Postal Service does
not determine how Emery does its job, how it processes or
transports mail.

In response to an interrogatory, there was at
least one instance where the scope of what Emery was
slightly modified, which resulted in additional payments to
Emery.

Q Do you recall what that was?

[Pause.]

MR. COOPER: I would direct the witness' attention
to the response to Part D of Question 51, APMU 51 as a
possibility.

THE WITNESS: Yesg, that is correct,
APMU/USPS-T34-51. The last two sentences.

BY MR. OLSON:

Q And those are payments of $2.3 million and
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$116,0007
A Yes.
Q Are there any other Postal Service payments to

Emery that you know of that were based on, as this calls it,
service base initiatives beyond the scope of the initial
contract for which Emery was compensated in accordance with
additional agreements, any others?

A I am not recalling any within the Emery PMPC
network context.

Q Now, let's take a look at your response ta 51(c),
and we asked you to identify all claimg or other adjustments
by Emery still outstanding for fiscal '99, and you
identified six, correct?

A Yes.

0 And these range from claims of $10 million to $437
million, correct?

A Yes, they do.

0 Okay. And these are -- I added them together, the
28 million, the 10 million, the 16 million, the 163 wmillion
and the 437 million, and got something like 685 million
total claims against the Postal Service. Does that sound
about right?

A I have not done the arithmetic, but that appears
the correct calculation.

Q And it appears from your explanation that that was

ANN RILEY & ASSQCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2826
in part for '98, in part for '99, and in part for 2000,

fiscal '98, '99 and 2000, correct?

A My understanding is the claims that are
outstanding are in part for fiscal '98, '99 and subsequent
years.

Q And your position is that these -- I am not really

sure how these claims work, but Emery comes to the Postal
Service and says you owe us more money and here is why, and
the Postal Service decides what its position is, is that the
way claims work, do you know?

MR. COOPER: I am going to object. We are getting
beyond the scope of the witness' testimony here. She is
certainly not a claims expert.

MR. OLSON: That is exactly what the witness spoke
to. If she deoesn't know, she dcesn't know. But I don't
think this is objectionable.

CHAIRMAN GLEIMAN: If the witness can answer, you
can get an answer from her. If not, she will tell you.

THE WITNESS: Would you repeat the gquestion,
please?

BY MR. OLSON:

Q Sure. Do you understand anything about the way
that the Postal Service claims process operates for these
$685 million of claims that you itemize?

F:\ I am not a contracting officer or an expert on
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this contract. My understanding is that these claims exist.
I don't know the process by which Emery submits a claim or
the Postal Service reviews it.

0 Okay. Or the process by which the Postal Service
determines what to pay, if anything?

A No, I am not familiar with that process.

Q When you say mutually beneficial under the
supplemental letter agreements that provided for the $63.6
million in supplemental payments for fiscal '98 and '99, do
you know what that means, "mutually beneficial" to whom?

A I am not certain as to what mutually beneficial
is, but I would presume it would be to Emery and the Postal
Service.

Q Any thoughts about whether that is mutually
beneficial to Priority Mail users?

A I am not sure that makes sense in this context.

0 I agree, for a different reason. I want to ask
you to look back in your testimony and ask you what
percentage increase in the two pound rate are you proposing
for Priority Mail?

A 20.3 percent increase.

Q And in your testimony at page 20, lines 5 and 6,
you talk about discussing with account managers the
availability of delivery confirmation service and how that

has been instrumental in making sales to new customers,
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correct?
A Correct.
Q Have you talked to those same account managers

about the effect of a 20.31 percent increase in the basic
two pound rate?

p:N I have spoken with individuals within the
marketing function at the Postal Service about the impact of
the 20.3 percent increase in the two pound rate. They are
not necessarily the same people I had discussed the delivery
confirmation or availability of delivery confirmation with.

Q Do you have any of their views that you would like
to share with us?

A It is my understanding that the people responsible
for the marketing of Priority Mail are very concerned about
the impact of a 20 percent increase in the two pound rate on
their ability to retain and attract new customers to
Priority Mail.

Q Okay. ILet me ask you to look at your resgponse to
APMU Number 2, and this is a quick question, but it says, I
believe that all fuel charges incufred by Emery are passed
through to the Postal Service, so there is no fuel surcharge
as such. I mean if the Postal Service is paying all of
them, there obviously wouldn't be a surcharge, because they
just pay them simply, is that correct?

A It is my undergtanding that under the Emery
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contract, all fuel charges are passed through so there would
not be a separately stated surcharge.

Q And do you know if they are passed through with a
profit factor added to it or an overhead or whatever you
would want to call it?

A I don't know.

Q In response to APMU 10 as revised today, you said
you became aware of certain performance data for Priority
Mail pieces with retail delivery confirmation, and you
provide that data, correct?

[Pause. ]
A I am afraid in the process of revising the

interrogatories I have misplaced the revised version of

APMU-10.

[Pause. ]
THE WITNESS: Thank you.
BY MR. OLSON:
Okay, do you see that?

A Yes.
MR. OLSCN: Thank you, Mr. Cooper.
BY MR. OLSON:

Q First of all, what is the source of this service

performance data? Is it the delivery confirmation scans
that you are relying on here?

A It is my understanding this information is based
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on the delivery confirmation date of the scans available for
Priority Mail pieces with delivery confirmation that were

sold at the retail counter.

Q So this is not ODIS data, correct?

iy No, it isn't.

Q It's not PETE data?

A No, it isn't.

Q By the way, can you explain to us what PETE is and

how that measures performance in just a sentence or two?

A I am not an expert on the PETE system. PETE
stands for Pricrity End to End, and it is a service
performance measure that involves the use of test mail to
measure service performance for priority mail.

Q And those numbers are generally I think in the UPS
designations of your response to POIR Number 6.

You indicate that those are not generally made

public, correct?

A That is correct.

Q Are the results of retail delivery confirmation

service generally made public, do you know?

A I don't believe so.
Q Well, they are being made public here, correct?
A In this circumstance, yes. We have also provided

some national PETE scores in institutional resgponses.

Q The first line, and this is Fiscal '99, Quarter 4
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data correct?

A Correct.

Q The first line talks about one-day service
standard on time, and it says 89.9 percent, and I have some
Postal Service responses to interrogatories -- as a matter
of fact, these are the interrogatories of Mr. Carlson.

This is DFC/USPS-T34-8, and perhaps I can give
this to you.

A Thank you.

Q Are you familiar with these -- this particular
interrogatory response by the Postal Service of an
interrogatory which was originally directed to you?

A Yes, I am.

Q and you did not respond to this, but the Postal
Service did, correct?

A Yes, it was an institutional response.

Q Okay. There do you see the percentage of Priority
Mail which have a one-day standard that arrive in one day?

A Subpart (e), 85 percent.

Q Right, so would that compare to this 89.9 percent
that you show? I know one is ODIS data and one is delivery
confirmation service data, but those are comparable numbers?

A I believe both numbers are measuring priority mail
with a one-day delivery standard that arrives in one day.

It is my understanding the data in the two systems is not
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necessarily the same. The delivery confirmation data is
restricted to those Priority Mail pieces mailed by customers
who chose to purchase retail delivery confirmation service,
and it may not necessarily be representative of the entire
universe of Priority Mail.

0 And it was the retail pieces also, not the
electronic delivery confirmation service --

A That is correct.

8] So in terms of a nationwide number, 85 percent ig
a nationwide number, correct?

A The ODIS number reported in response
DFC/USPS-T34-~8, Part ({(e), my understanding is that is a
nationwide number.

Q And then the next line you combine two categories
that I am not sure why you combine. I wanted to ask you,
you gay "one day service standard in two days" and that
would be mail which is late. Correct?

A That would be mail that is one day late.

Q And then you say "and two day service standard on
time" so that would be mail that is on time, correct?

A That would be mail that would be delivered in two
days or less.

Q Why do --

A For two day service standard mail that would be

delivered in two days or less.
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Q Why do you aggregate those two as you report this
data?
A This is the way that the retail delivery

confirmation data reports service performance.

Q That is the way they present their data?
A Yes, it is.
Q How do you interpret that, if some of it is late

and some of it is on time? I mean it is hard to figure out
what that means, isn't 1it?

A I think there would be some difficulty in
interpreting what that is. It is a mix of mail that is
delivered within two days.

Q But you can't tell whether it is late or on time?

A There is some portion of that mail, the one day
service standard mail that is delivered in two days, that

would be late, vyes.

Q Some of it is late; some of it is on time.
A Correct.
Q And then the line that says -- well, I was going

to ask you about the three day service standard on time.
What would the number be from the Postal Service response to
the Carlson interrogatories for three say service standard
on time for Priority Mail?

A I believe that would be the response to Part (h),

the percentage of Priority Mail for which the delivery
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standard is 3 days that arrives in three days, and that
number is 76 percent.

Q Okay, so again this would be higher with the 83.1
percent, correct?

A 83.1 is higher than 76, ves.

0 And again for the same reasons you said before,
this would not necessarily be a representative sample,
correct, the retail delivery confirmation service?

A I am not aware of any study that has determined
whether the retail delivery confirmation service performance
data is based on a representative sample of Priority Mail.
It is possible that it is not.

Q But it is for one quarter of the year, correct? --

for Fiscal '987

A This is four Quarter 4, Fiscal, 1999.

Q Could you look at your response to Interrogatory
437

A APMU-437

Q Yes.

A Yes.

Q And this is one that has to deo with the

availability of delivery confirmation service for Priority
Mail that is drop shipped, correct?
A Correct.

Q Okay. And you say that, you confirm that you
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cannot get delivery confirmation on a drop shipped piece of
Priority Mail, correct?

A Yes, I was informed that delivery confirmation is
not available to drop shipped sacks.

0 Is the reason that it i1s not available that the
Postal Service, the reasons that you say here, that the
Postal Service didn't think there was enough interest among
Priority Mail drop shippers to buy the scanning equipment
for the DSCFsg that this mail is frequently sent to?

A I was not involved in the tests that evaluated the
use of delivery confirmation with Priority Mail drop
shipments. I was informed that, on the basis of how that
test was constructed, there was limited participation. I am
not sure if that necessarily implies that mailers under
other circumstances would not be interested in it.

0 But the decision was made, was it not, to not buy
the equipment and put it at the SCFs so that the incoming
sacks, typically, of drop shipped Priority Mail could be
scanned, correct?

A I am not aware of any decision to buy or not to
buy scanners at DSCFs.

0 Well, they didn't buy them, did they?

A I don't know.
Q You don't know if there are scanners at the SCFs
to scan?
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A No, I don't.

Q In other words, the equipment may be there, but
they simply chose not to use it for drop shipped Priority
Mail?

.\ I do not know how delivery confirmation scanners
are deployed in DBMCs or DSCFs, if they are.

Q Well, when the test occurred, there were various
mailers that had different opinions about delivery
confirmation service, but didn't there come a time when the
Postal Service decided to roll out the program and for all
mailers make it available, either retail or electronic
version? I am just wondering why they held back and did not
make it available to people that do Priority Mail drop ship?

A The delivery confirmation service was available on
a nationwide basis as of March 14th, 1999. You could call
that when the fees were implemented. My understanding of,
very limited understanding of this test program is there was
a test run and, for a variety of reasons, which I don't
think I am able to address, they decided not to extend the
program past the test phase, or to stop the program.

Q Is there any other Priority Mail which is not
scanned, other than upon delivery, and, of course, Priority
Mail drop ship is mail that is opened at DSCFs, correct?

A Priority Mail drop ship, my understanding, that it

is drop shipped using Priority Mail and opened at the DSCF.
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Q So that would be delivery, in essence, for that

Priority Mail piece, correct?

A What would be delivery? I'm sorry, I don't
understand.
Q The opening of the package and the opening of the

sack and the distribution of the pieces inside as whatever
they are, Standard A mail or something else. That would be
the functional equivalent of delivery, would it not be?

A I am not sure if you would characterize it as the
functional equivalent of delivery. It is the last step in
processing those sacks.

Q Well, that is when it -- that is the last step at

which it could be scanned, correct?

A The sack itself?
Yes.
A Based on a pretty limited understanding of when

one could scan sacks or not, I would assume that once the
sack has been opened and the mail is distributed, that would
be your last opportunity to scamn.

Q Well, I don't want to take thig any further, but I
am just not sure what relevance it has that it was tested
and one mailer participated in terms of a justification for
not offering it to all mailers once the program was rolled
out. Having sat through many -- I don't want to testify,

but I mean in many APMU meetings where thisg has been
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presented, I guess it has never worked its way to your level
to understand there is mailer interest in this and mailer
concern is not available.

A I have not heard any discussion on the part of
mailers, or am not aware of any discussion of mailers
requesting this service. What I do know is the test, as it
was configured and is referenced here, was such that one
mailer participated and there were concerns about the
limited participation.

Q Okay. Let me ask you to lecck at your response to
AEPMU 45. And there you talk about the greater expedition
that Priority Mail service receives and you have three
different categories of mail processing, earlier clearance
time, delivery and more three digit zip code pairs for two
day mail, correct?

A Yes.

Q Okay. Now, what I would like you to do is go back
to this Carlson interrogatory that I showed you before and
ask you to compare apples and apples, First Class mail
versus Priority Mail, and, basically, let's start with the
three day mail. If there is a piece of First Class mail
that has a three day delivery standard and a piece of
Priority Mail that has a three day delivery standard, that
ig an apples to apples comparison, is it not, when you take

a look at the QODIS data?

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2839

A Based on my understanding of the delivery
standards, Priority Mail and First Class mail have different
delivery standards. The three day service area for Priority
Mail would be smaller than the three day delivery standard
area for First Class mail. 8o I am not sure it is strictly
an apples to apples comparison.

0 Well, I know there are more of them, but for those
three digit zip pairs where there is a three day standard,
they both have a three day standard. Let me ask you to take
a look at this response to this interrogatory and maybe I
can ask you the question again. D says the percentage of
First Class mail for which the delivery standard is three
days, that arrives in three days, and H talks about the
percentage of Priority Mail for which the delivery standard
is three days, that arrives in three days. And which gets
better service there, based on this ODIS data?

A I am not sure you can make that comparison in that
the percentage of First Class mail for which the delivery
standard is three days, that arrives in three days, 1is a
much larger portion of the First Class mail stream than the
portion of Priority Mail for whom the delivery standard is
three days, that also arrives in three days. You are not
making an apples to apples comparisgon.

Q Well, I am not saying that they are the same zip

code pairs or there is the same volume. I am just saying
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that for pieces which have a three day standard, how many of
those pieces are delivered within three days? 2And I am
asking you, who gets better service, First Class or
Priority?

A Well, the numbers are as indicated in the
interrogatory regponse. The percentage of First Class mail
for which the delivery standard is three days, that arrives
in three days, is 85 percent. The percentage of Priority
Mail for which the delivery standard is three days, that
arrives in three days, is 76 percent. You can't compare
those two numbers and, based on the magnitude, make the
statement that a bigger number implies a better service
standard, because you are not measuring the same thing.

Q Aren't you in both cases taking a look at three
day mail that arrives in three days, irrespective of how
many pieces there are?

A You are lccking at three day mail that arrives in
three days, but a much larger portion of the First Class
mail stream has a three day service standard, and presumably
moves, if it meets its service standard, would be receiving
a lower quality of service than the Priority Mail.

) Oh, I understand you can make an argument that it
has more three digit zip code pairs that are two day versus
three day, I understand that. But I am at a losgs to

undergtand why you say that the numbers are not comparable.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2841
In both cases there are three day mail that arrives in three
days, isn't that comparable?

A No, I don't think it is unless it is three day
mail with the same zip code pairg, measuring that subsegment
of those numbers.

Q Well, let's take a look at overnight mail, let me
ask you to compare the numbers. First of all, you report in
your responsge to interrogatory APMU-45(a) (3) that Priority
Mail has slightly more overnight three digit zip code pairs

than First Class, correct?

A That ig correct.

Q Qkay. 8,744 versus 9,029, correct?

a Correct.

0 A difference of 285, certainly under a percent?
gy I haven't done the math, but I can assume that ig

under a percent.

Q I think it is around three-hundredths of a
percent, but --

A Okay.

o) Is that, just for purposes of discussion, can we
say that is about the same?

A it is my understanding that the First Class mail
and Priority Mail, one day service standard area, 1is
approximately the same.

Q Okay. ©Now, let me ask you to compare those
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numbers from Postal Service response to the Carlson
interrogatory. Who gets better service, First (Class or
Priority?

A The percentage of First Class mail for which the
delivery standard is one day, that arrives in one day, 1is 93
percent.

The percentage of Priority Mail for which the
delivery standard is one day that arrives in one day is 85
percent.

On the basis solely of this information, it would
appear that the First Class mail is somewhat more likely to
be on time.

Q What I'm trying to wrestle with is that in your
regponse to this Interrogatory 45, you talk about all these

ways that mail processing resources are devoted to Priority

Mail.

It has earlier clearance time. It gets
preferential delivery for -- I guess you don't say that
exactly.

You say it has a higher priority, and then you
talk about these factors that would lead one to believe that
Priority Mail would be delivered on time more often.

And any reason you can -- any way you can account
for these numbers that indicate First Class is getting

better service?
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Y.y I think vou need to make a distinction between
on-time gervice performance and better service. On-time
service --

0 Well, let me stick with that question. That's a
good distinction.

A Okay.

Q Better on-time service performance, any reason you

could give us as to why First Class is doing better than

Priority?
n The service performance is a measure against a
standard. It does not necessarily -- the reasons -- the

ways 1in which Priority Mail receives preferential service
correlate with the service performance, but they're --
[Pause.]
You need to loock at the entire picture. The
service --

Q I'm just asking you to focus on this one little
part of the picture. 2and with all the preferential
processing and preferential delivery that your interrogatory
response recites, can you give us any insight as to why
First Class is having a higher percentage of pieces that are
overnight in this case, delivered overnight, than Priority?

A I'm not sure I can address the operational reasons
why a higher percentage of the overnight Firgt Class seens

to meet its service standard than Priority Mail.
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However, I point ocut that a much larger portion of
the Priority Mail stream receives two-day service than the

First Class mail stream.

Q Right .

A And that weould suggest preferential use of
resources.

Q Now, I understand that point. I was trying to get

to the other.

ME. OLSON: I think that's all I have, but, Mr.
Chairman, I'd like to ask if I could designate this
regponse. I know we're going to be designating these on May
4th, but I'd like to ask this particular response to Carlson
Interrogatory be incorporated into the record at this point
for clarity.

CHAIRMAN GLEIMAN: Are you asking that it be
placed in as a cross examination exhibit?

MR. OLSON: Yes.

CHATIRMAN GLEIMAN: Then I don't think we have a
problem to that.

MR. COOPER: I have no objection to its
transcription for clarity.

CHAIRMAN GLEIMAN: If you mark it and identify it,
we'll transcribe it into the record as a cross examination
exhibit.

MR. OLSON: Thank you. I will provide that to the

ANN RILEY & ASSCOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2845
Reporter in a second.

I have just about one minute of questions for
ValPak, if I might finish?

CHAIRMAN GLEIMAN: Let's put that cross
examination exhibit in the record at this point, if you
would.

MR. OLSON: Well, I only have one, so I'm going to
have to borrow one back from someone.

CHAIRMAN GLEIMAN: Well, in that case, let's at
least identify how you've marked it at this point, and then
you can hold on to it, and we can give it back --

MR. OLSCN: Thank you. I identified it as
APMU-Robinson~-XE-1.

CHAIRMAN GLEIMAN: Okay, APMU-Robinson-XE-1, since
I'm sure that somewhere along the line, there's another APMU
cross examination exhibit, and you'll make sure that we get
that to the Reporter when you finish your additional
guestions.

[APMU-Rcbinson-XE-1 was marked for
identification and transcribed into

the record.]
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APy ~Roloiv 507
¥ - |

RESPONSE OF THE UNITED STATES POSTAL SERVICE
TO INTERROGATORIES OF DOUGLAS F. CARLSON
(REDIRECTED FROM WITNESS ROBINSON)

DFC/USPS-T34-8. Please provide the following information for the most-recent fiscal
year for which it is available, and please specify the measurement system from which
these data are obtained:

a. The percentage of First-Class Mail for which the delivery standard is one day
that arrives in one day.

b. The percentage of First-Class Mail for which the delivery standard is two
days that arrives in two days.

c. The percentage of First-Class Mail for which the delivery standard is three
days that arrives in two days.

d. The percentage of First-Class Mail for which the delivery standard is three
days that arrives in three days.

e. The percentage of Priority Mail for which the delivery standard is one day
that arrives in one day.

f. The percentage of Priority Mail for which the delivery standard is two days
that arrives in two days.

g. The percentage of Priority Mail for which the delivery standard is three days
that arrives in two days.

h. The percentage of Priority Mail for which the delivery standard is three days
that arrives in three days.

RESPONSE:

The following FY 1999 data was obtained from the Origin-Destination Information
System (ODiS). This data measures service performance from the origin office to the

delivery office, NOT delivery to the recipient’s address.
a. 93 percent.
b. 87 percent.

c. 41 percent.
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RESPONSE OF THE UNITED STATES POSTAL SERVICE
TO INTERROGATORIES OF DOUGLAS F. CARLSON
(REDIRECTED FROM WITNESS ROBINSON)

d. 85 percent.
e. 85 percent.
f. 74 percent.

g. 45 percent.

=

76 percent.

Source: ODIS Standard SSA Reports.

DFC/USPS-T34-15, page 1 of 1
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MR. OLSON: Great, thank you; I will.
BY MR. OLSON:

0 Mg. Robinson, I want to switch hats and just talk
about ValPak. And we only asked you one interrogatory, so
this can't last very long. But can you find ValPak-1 there?

.\ Yeg, I have it.

Q Ckay. We asked you to make some observations
about Priority Mail and Standard-A Mail and how the rate
design operates.

And the treatment of distance-related costs and
whether they're marked up and a contingency put on them and

such. Do you recall that?

A Yeg, I do.
Q Okay. And on page 3 of your response, you talk
about -- you know, we're back to apples and apples here.

It says that the difference in rate design for
zone Priority Mail and Standard Mail-A is consistent when
the two rates structures are compared on an apples-to-apples
basis.

And you talk about the scenario described in
APMU-T-34-19. Can you summarize what you mean by that
scenario?

[Pause.]

A APMU/USPS-T-34-13 asked a guestion --

COMMISSIONER GOLDWAY: Nineteen or 137
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THE WITNESS: Nineteen.

MR. OLSON: Nineteen,

THE WITNESS: Asked a question referring to
distance -- the treatment of distance-related transportation
in Standard-A versus how it is treated in the Priority Mail
rate design.

BY MR. OLSON:

0 And, specifically, APMU-T-34-19 asked about the
use of a markup and contingency, or the application of the
full markup and contingency to distance-related
transportation costs, correct?

A Yes, it did.

Q Okay, then you go on your sentence here to say
that that scenario could be viewed as unfair to Standard
Mail-& , dash, the discount for drop shipment is only equal
to a fraction of the avoided transportation costs instead of
the 100 percent of avoided transportation costs plus markup
plus contingency inherent in the imputed discount for
Priority Mail destinating in Zone 1.

Can you elaborate on what you meant there?

A The question 1s referring to the rate design
principles used for Standard Mail-A and Priority Mail.

I'm not an expert on the Standard-A mail rate
design. But my understanding is that drop-shipped discounts

for Standard Mail-A represent some fraction of the avoided
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transportation costs for mail that's drop-shipped.

Q So, we're not talking about, necessarily, the
markup and the contingency, but here we're even talking
about a discount which is only a fraction of the actual
avoided transportation costs, correct?

.\ It's my understanding that the Standard-A
discounts are based on a percentage of the avoided
trangportation costs, in part.

Q Right, and so when we try to compare and
rationalize rate design -- and I know that you're not a
Standard-A rate design expert, but trying to look at
different classes of mail and come up with principles,
requireg everyone to get outside their element perhaps.

But when you talk about the design for drop
shipment of Standard-A as being a fraction of the avoided
transportation costs, you're dealing with a different issue
than whether there is a contingency and markup on
transportation costs; correct?

A Yeg, I believe you are.

Q Okay. And do you have an opinion in terms of rate
design ag to whether it's better if at least rather than a
fraction of avoided transportation costs, the full avoided
transportation costs are reflected in rate design as a
principle of rate design?

A In computing discounts?
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Q Yes.

Y.y It's my general understanding that discounts are
computed based on some fraction of the avoided costs for the
Postal Service, whether they're transportation costs or
other mail processing costs.

Q Right, but do you have an opinion as to whether it
is better to pass through all the savings of drop shipment
as a principle of rate design?

A A principle of rate design, I believe the reason
for a pass-through of a portion of the costs is to ensure
that the discounts aren't overstated.

MR. OLSON: In terms of -- well, I don't want to
get too far afield, so I think I'll just leave it at that,
and thank you very much, Ms. Robinson, and thank you, Mr.
Chairman.

CHAIRMAN GLEIMAN: Before we get to what I believe
is some followup, I think we'll take a ten-minute break and
come back somewhere between five of and on the hour.

[Recess.]

CHAIRMAN GLEIMAN: Is there any follow-up?

MR. McKEEVER: Yeg, Mr. Chairman.

CHAIRMAN GLEIMAN: Mr. McKeever, you may proceed.

MR. McKEEVER: Thank you, Mr. Chairman.

FURTHER CROSS EXAMINATION

BY MR. McCKEEVER:
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Q Ms. Robinson, I am John McKeever for United Parcel
Service.

At the beginning of his cross examination, Mr.
Olson asked you some questions about what elements made up
the increase in Emery costs from the base year to the test
year, do you remember that?

A Yes, I do.

0 And you mentioned a number of elements including
two. You indicated that the charges under the PMPC contract
depend on the origin and destination of the mail and the
shape of the mail, is that correct? That is two of the
elements that make up that adjustment?

A It is my understanding that the Emery contract
prices are based on a price schedule which includes origin
and destination of the mail within the Emery network and
shape of the mail, yes.

Q Okay. Am I correct that the per piece charge
under that contract varies depending on the shape of the
mail handled?

A I believe that is correct.

Q And am I alsc correct that the per piece charge
varies depending on the origin and destination of the mail
handlied in that network?

A There is variation depending on the origin and

destination, yes.
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Q Are you not sure that that is reflected in

different per piece charges? Let me ask it more plainly.

A Yes.
Q Is that reflected in different per piece charges?
A For some set of origin and destinations there

would be different per piece charges. They are not
necessarily unique for each origin and destination.

Q Okay, thank you. Now the $24 million increase in
the test year adjustment that was the subject of your
response to APMU Interrogatory 12, am I correct that that
$24 million additional dollars in the test year is not

reflected in the cost numbers in Table 3 on page 8 of your

testimony?
A Are you referring to line (d) and line (1)?
Q Yes.
A The cost numbers for the test year before and

after rates are correct. The error was in the picking up of
the Emery contract cost itself.

Q Okay, so that the numbers that are shown in Table
3 do include the $24 million of additional costs that --

A Yes, they do.

Q Okay, thank you. Mr. Olson asked you some
questions about whether the PMPC network was operating, when
facilities went online. Do you recall that?

A Yes, I do.
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0 Am I correct -- oh, he also asked you if you knew
when the contract would expire and you didn't recall, is
that correct?

A I don't recall the date, no.

Q Do you know whether the Emery contract is
gscheduled to be in effect for all of the test year?

A As I don't recall the date it expires, I don't
know.

Q Okay. Am I correct that to the extent Priority
Mail volume is handled by Emery in the PMPC network, it's
handled less by the Postal Service outside of that network,
is that correct, because Emery does some of the work in the
network?

A It is my understanding that the Emery PMPC network
to some extent substitutes for Postal Service purchased
transportation and internal Postal Service mail processing.

Q Ckay, thank you. Could you turn to your response
to Interrogatory 51{c), which Mr. Olson asked you some
questions about?

A APMU-517

0) APMU, yes, and in particular APMU-51(c) (i) .

Am I correct that that answer indicates that Emery
requested approximately $28.5 million of additional payments
for FY 1999, but the Postal Service denied that claim and

therefore hasn't paid it yet, at this point?
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A Based on a very limited understanding of the
nature of the contract claims process, it is my
understanding that Emery had a claim for approximately $28
million. The Postal Service denied that claim and therefore
has not paid it.
Q Okay. Could you go back to your response to
Interrogatory 45, APMU-45, please.
Now the chart that you provide there on the sgecond
page indicates, am I correct, that Priority Mail has a

two-day service standard for approximately 780,500 zip code

pairs?
A That i1s correct.
] Whereas the First Clasgs two-day service standard

applies in the case of approximately 157,000 zip code pairs?

A Correct.

Q Am I correct that if a mailer goes to a post
office and has a choice to mail something either First Class
or Priority Mail, if that mailer chocoses Priority Mail, that
piece is more likely to get there on two days regardless of
what the service standard for the two classes isg?

I am trying to take the service standard out of
the --

A I am not aware of any study that has done the
crosswalk between Priority Mail, the ability for Priority

Mail to meet its service standard and the ability of First
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Class mail to meet its service standard.

Q Well, I am trying to put service standard aside.

Forget about what the standard is and just ask, 1if I go to

the post office and I have something to mail, is it more

likely to get there in two days if I send it by Priority

Mail than if I send it by First Class mail?

A I am not aware cof any data that evaluates the

probability of mail arriving within two days depending on

which class of mail you choose.

Q Okay. You don't know?

A No, I don't.

MR. McKEEVER: Okay. That's all I have, Mr.

Chairman.

CHAIRMAN GLEIMAN: Is there any additiocnal

follow-up?

MS. DREIFUSS: The OCA does have one or two

follow-up questions, please.

CHATRMAN GLEIMAN: Ms. Dreifuss.

CROSS EXAMINATION

BY MS. DREIFUSS:

Q Could you turn your attention to APMU

Interrogatory Number 45 again, please? I just wanted to

look at the one day service standard column at the bottom of

page 2 of the answer.

There are 8,744 2ip code pairs that the Postal
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Service would provide a one day service standard for First
Class and 929 for Priority Mail.
Can you tell me, if you know, what the overlap is
between the zip code pairs for First Class and Priority
Mail? In other words, how many of those zip code pairs

would be in common both to First Class and Priority Mail?

A I don't know.

Q Do you have a rough idea about the extent of that
overlap?

A I have not seen an evaluation of what the overlap

would be, no.

Q Do you know whether the Postal Service would be
able to determine the extent of the overlap, possibly
following the hearing, by making a comparison of each set of
zip code pairs?

A From my understanding of the service performance
database, we probably could identify which three digit zip
code pairs were in common in the 8,744 and the 9,029.

MS. DREIFUSS: Mr. Chairman, I was wondering if I
could, through you, ask the Postal Service to provide the
extent of the overlap between the First Class Mail zip code
pairs and the priority mail zip code pairs subject to a one
day service standard.

CHAIRMAN GLEIMAN: Do you think that we could come

up with that information?
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MR. COOPER: We'll sure give it a shot.

CHAIRMAN GLEIMAN: OQkay.

MS. DREIFUSS: Thank you.

CHAIRMAN GLEIMAN: Seven days.

MS. DREIFUSS: That's fine with us. Thank you. I
just have one more question that relates to this.

BY MS. DREIFUSS:

O Do you happen to know the amount of volume, First
Class mail volume, for which a one day service standard is
available? 2Again I guess it would be within these 8,744 zip
code pairs?

A No, I don't know that volume.

Q Would you know the answer for Priority Mail?

A No, I don't.

Q Do you know whether the Postal Service could
determine the amount of volume for those zip code pairs in
First Class and Priority Mail?

A I am not an expert on the data systems and I am
not sure whether that is possible to determine or not.

MS. DREIFUSS: Mr. Chairman, I guess I would ask
in this instance too whether you might direct the Postal
Service to look into that for the OCA and provide an answer
on the volume of the First Class mail, subject to a one day
service standard and the Priority Mail subject to a one day

service standard -- if it is possible and not too
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time-consuming an effort.

MR. McKEEVER: Mr. Chairman, if I may I would like
to extend that request to the volume of First Class mail
that falls in the two day service standard category, and the
volume of Priority Mail that falls into the two day service
category as well.

CHAIRMAN GLEIMAN: Mr. Cooper --

MR. McCKEEVER: And we may as well, I guess, go all
the way and --

[Laughter.]

MR. McKEEVER: -- and ask for the volume of First
Class that falls within the three day service standard and
the volume of Priority Mail that falls within the three day
service standard.

CHAIRMAN GLEIMAN: Mr., Cooper?

MR. CQOPER: In for a dime, in for a dollar, I
guess. We will try to come up with these answers in seven
days.

MR. McKEEVER: Thank you, Mr. Chairman.

MS. DREIFUSS: Thank you very much. I have no
more questions for Ms. Robinson.

CHAIRMAN GLEIMAN: Is there any additional
follow-up?

[No response.]

CHAIRMAN GLEIMAN: That brings us to questions
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from the bench. I just have a very few questiomns.

I need to understand a little bit about how you go
about your job. You are the rate design person for Priority
Mail?

THE WITNESS: Yes, I am,

CHAIRMAN GLEIMAN: Okay. In doing that, do you or
do you not apply the criteria that are listed in 36.22(b)?
Those are the ones that take intc account the value to this
person and the value to that person.

Do you look at those at all?

THE WITNESS: Those c¢riteria are typically applied
at the rate class level by Witness Mayes.

CHAIRMAN GLEIMAN: Okay. &Am I correct then that
somebody gives you some cost information and somebody else
gives us some mark-up numbers targets, and you take the
costs and the mark-up and you figure out how to spread the
mark-up across the various rate cells within the subclass,
in effect to come up with a set of rates that give you a
weighted average mark-up of what? -- 81 percent or something
like that.

In this case is that what you do?

THE WITNESS: The way the rate design was done is
I was provided the test year costs by Witness Kashani, the
markups by Witness Mayes. I used those to develop rate

designs that met the cost coverage proposed by Witness
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Mayes. 2And that is approximately 181 percent.

CHAIRMAN GLEIMAN: But not every cell is marked up
the same in Priority Mail. Some cells are marked up more
than others to come up with --

THE WITNESS: If you calculate the ratio of the
rates to the allocated unit costs, they do differ across
rate cells, yes.

CHATIRMAN GLEIMAN: How do you go about deciding
who gets a larger markup and who gets a smaller markup,
other than trying to find a combination, permutation of
numbers that come out to the weighted average? Is there
some other -- I mean are there some criteria that you
congider?

THE WITNESS: As was described in my testimony,
the rate design began with establishing the two pound rate
and that rate was based on the costs, some concerns about
the relative increagse of that rate. But following that, we
proposed a one pound rate that was, once again, established
based on the allocated unit cost for the one pound rate, the
Priority Mail -- excuse me, the First Class mail maximum
rate for the 13 ounce piece, the difference between the one
pound rate and the two pound rate. The following -- the
subsequent rates were set in order to maintain a relatively
consistent rate structure in the proposed rates, as compared

to what had been resulting from Docket RS7.
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CHAIRMAN GLEIMAN: So the law says that the
Commission has to look at certain criteria when it
recommends rates. And my assumption was that our
counterparts in the Postal Service also have to lock at
these criteria when they are developing their proposal that
they send over here.

In effect, if I understand what you have told me
in response to the two questions I have asked, it is not you
who takes into account alternative means of sending and
receiving, it is not you who takes into account the effect
of the rate increase on the general public or business mail
users, it is not you who takes into effect the simplicity of
a structure or the value to the sender and the recipient,
and all those other nice words that are in 3622 (b).

Somebody else takes that into account?

THE WITNESS: That is the subject of Witness
Mayes' testimony.

CHAIRMAN GLEIMAN: I just wanted to make sure who
to ask the questions of when we got there.

Now, it 1is very interesting to me, I was looking
at page 16 of your testimony, starting at line 19, where you
talk about the proposed one pound Priority Mail rate, and
you talk about, you know, why this was established. You
lead into it a little from a couple of paragraphs above, but

then you talk about how you established it, that there is a
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35 cent difference between the First Class 13 ounce rate
that has been proposed and the one pound rate that you are
proposing.

And you talk about some other benefits that accrue
to a person who buys up, I think is the term you use in your
testimony, without flipping to the next page, who buys up to
Priority Mail from First Class mail. And I will leave it to
someone else to talk about whether it is a buy up or a buy
down, based on some of the stuff that we have heard.

What I was kind of curious about is whether you
were aware when -- did you decide to establish the one pound
rate?

THE WITNESS: Yes, I did.

CHAIRMAN GLEIMAN: Were you aware that, I think
gomebody else, I don't believe it was you, was, at the same
time you were doing this, or perhaps in the same building,
maybe in the next room, establishing what is tantamount to a
one pound Parcel Post rate?

THE WITNESS: Yes, the Parcel Post rate design was
done at the same time as the Priority Mail rate design.

CHAIRMAN GLEIMAN: Well, if I wanted to move from,
if I had a one pound piece, and I wanted to move up, would I
go from Parcel Post to Priority Maill or Priority Mail to
Parcel Post, which way is moving up?

THE WITNESS: I am not sure what you mean by
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moving up.

CHAIRMAN GLEIMAN: Well, you indicated, you know,
in your testimony that going from First Class to Priority
Mail, and, again, I am looking at the paragraph that bridges
pages 16 and 17 of your testimony, is a buy up, from First
Class to Priority Mail is a buy up. Okay Using it in the
same sense, if you were moving from Priority to Parcel Post,
would you be buying up or down?

THE WITNESS: Typically, Priority Mail receives a
higher standard of service than Parcel Post.

CHAIRMAN GLEIMAN: So, if you moved from Priority
Mail to Parcel Post, you would be buying down, in effect?
Getting less?

THE WITNESS: For lack of a better term, yes.

CHATIRMAN GLEIMAN: Any idea of why you have to pay
two cents more for a one pound piece when you buy down?

This is very strange, I don't understand it.

THE WITNESS: I believe the rate you are referring
to is the 3.47 inter-BMC Parcel Post rate, as compared to
the Priority Mail 3.45 one pound rate.

CHAIRMAN GLEIMAN: Right on the money. That is
correct.

THE WITNESS: The Parcel Post rate is for mail
pieces weighing up to two pounds.

CHAIRMAN GLEIMAN: But if I have a one pound
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piece, you know, I could send it Priority Mail or Parcel
Post, and if I send it Priority, I would pay 3.45 and if I
send it Parcel Post, I would pay 3.47. I would pay, in
effect, the two pound rate.

THE WITNESS: If you are mailing it on the two
pound inter-BMC Parcel Post rate, you would pay 3.47. Yes.

CHAIRMAN GLEIMAN: And if T have a one pound
piece, do you think it makes sense for me to pay 3.47 to
mail it for what you agreed earlier on was a lesser service
than the 3.45 I would pay under Priority Mail?

THE WITNESS: If you were given the choice for a
parcel, you went into the post office to mail a parcel and
were given those options, I would suspect that the typical
mailer would choose to purchase the one pound Priority Mail
weight rated piece. However, the 3.47 rate is for a broader
-- or rate, rather, is for a broader range of weights and is
appropriate given the cost for Parcel Post up to two pounds.

CHATRMAN GLEIMAN: I understand that, I won't
pursue it any better. One last question, and it is a
follow-on to something that you were agked by Mr. Olson, and
I am not sure I understocod the numbers, perhaps you can help
me out. He was talking about delivery confirmation on one
day Priority Mail and, excuse me, service standards being
met on one day Priority Mail, and I thought I understood the

numbers toc be 98 percent of the time when you buy delivery
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confirmation and 85 percent of the time in the broader
sense, which would include delivery confirmation and not
delivery confirmation.

THE WITNESS: 98 does not --

CHAIRMAN GLEIMAN: I'm sorry, did I say 987 I
mean to say 89. 89 percent on time, one day service
standard area for Priority Mail, based on sampling of the
delivery confirmation data.

THE WITNESS: Okay.

CHAIRMAN GLEIMAN: And 85 percent based on a
broader sample that might also include delivery confirmation
pieces, but included pieces that were not delivery
confirmation pieces also.

THE WITNESS: Based on ODIS data for fiscal 1999,
the percentage of one day Priority Mail whose delivery
standard is one day, that arrives in one day, is 85 percent.
For the portion of Priority Mail pieces that purchase retail
delivery confirmation service, and this is only for Quarter
4 fiscal 1999, the percentage of one day service standard
mail that is on time is 89.9 percent, approximately 90
percent.

CHAIRMAN GLEIMAN: All right. Okay. Just so that
I understand what these numbers mean, delivery confirmation
actually tells you when the piece was delivered to someone's

house, it is scanned by the carrier when it is presented at
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the ultimate delivery point?

THE WITNESS: I am not an expert exactly on when
delivery confirmation pieces are scanned. In general, they
would be scanned when they are delivered. I believe there
are circumstances where they may be scanned when a delivery
is attempted.

CHAIRMAN GLEIMAN: I am aware of that and I think
you are absolutely correct. I even know of an instance
where something was delivery scanned on a federal holiday,
two days before it was actually delivered, but we won't go
into all the gory details of that one right now. I happen
to use Priority Mail frequently and use delivery
confirmation because I like to see how it works, and
sometimes it does.

Let me ask you about ODIS. We now know that
delivery confirmation generally is actually when something
is presented at the ultimate delivery address. Now, ODIS,
that doesn't have anything to do with ultimate delivery
addresses, that has to do, as I recall, with originating and
destinating offices. So it is when I take it up to 14th
Street and L and drop it off, and when it gets to the post
office on the other end, that is what that data representsg?

THE WITNESS: I am not an expert on ODIS, but that
is my understanding.

CHAIRMAN GLEIMAN: Okay. So, if you buy delivery

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2868
confirmation, not only is the percentage higher, but the
fact of the matter is that you really can't compare that 85
percent on ODIS and the 89.9 percent on delivery
confirmation one-on-one, because in the case of ODIS, it is
delivery to somebody's door and in the case -- excuse me, in
the case of delivery confirmation, it is delivery to
somebody's door? In the case of ODIS, it is Jjust delivery
to the destinating post office and it may take another day
tc get from there to somebody's house, depending on what
time it gets to that post coffice?

THE WITNESS: The numbers are not strictly
comparable. The delivery confirmation data is based on a
very small subsegment of the Priority Mail mailstream.
Those pieceg that received retail delivery -- or purchase
retail delivery confirmation.

CHAIRMAN GLEIMAN: I am just wondering if, you
know, you get better service when you pay the extra money
for the delivery confirmation.

I have no further questions at this point.

Commissioner LeBlanc.

COMMISSIONER LeBLANC: Ms. Robinson, a good thing
about following our Chairman sometimes is he asks a lot of
the questions that I was going to ask, so that is the good
side. The bad side is people may think we think alike, but

that 1s --
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CHAIRMAN GLEIMAN: If I may interrupt, I just want
to note for the record that this ig the first time I have
gone first. With all the other witnesses, I have let
everyone else go first. I intend to do that from here on in
also. I just was a little confused about some of these
things.

COMMISSIONER LeBLANC: I couldn't let him off
light, that is how you have to look at that one.

Jugt a clarification, in a follow-up to your
answer to the Chairman and Mr. Olson, you were talking a lot
about the overpayment of the c¢ontracts and then you touched
on with Mr, McKeever about there ig I think $20 million that
haven't been -- the board hasn't agreed to. You are not
sure of the dates oft he Emery contracts that are going to
-- whether or not they are going to fall in the test year,
outside the test year, or whenever it may be. And yet when
you degigned your rates, you put a 20 percent increase in.
What is going to happen? Who -- in effect, you are asking
our Commission here to buy this, and if something changes,
then what happens at that point? Where do we go with that?

Do you have any thoughts on that? In other words,
if all of these things come into fruition, it's going to
change that rate design, and/or the rate, pretty
dramatically, or it would seem to me it would.

Where would you have us go with that?
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THE WITNESS: The costs that were based -- the
costs that I based my rate design on were from Witness
Kashani's testimony. And they're based on a network
configuration that includes the existing PMPC Network, the
10 sites, and the remaining processing throughout the rest
of the country.

As I noted in my testimony, the way costs are
incurred under the Emery contract, it is somewhat unusual in
that it is a bundled contract where mail processing and
transportation are accounted for in Cost Segment 16 as
opposed to some of the transportation costs being accounted
for in Cost Segment 14 where they are traditiocnally put.

Because of that, I chose to use what I've termed
the Emery adjustment to try and mitigate the effect of that
unigue contract on the rate design.

What I've effectively tried to do is go halfway
and incorporate some of the characteristics of the Emery
contract into the rate design, recognizing that it exists
and it is a fact, while not fully incorporating them and
running a large rigk of having to backtrack or do the big
swing back in the other direction that you're talking about.

COMMISSIONER LeBLANC: Okay. Thank you very much.

CHAIRMAN GLEIMAN: Commisgsioner Omas has no
guestions. I just want to make a comment to put everybody

on notice. I erred before when I was talking about the
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percentage of one-day delivery in the Priority Mail area. I
said 98 when I should have said 89. I don't know whether
anybody picked up the evidence on that, but a 33-cent stamp
was very easy for me, being mildly dyslexic. You could wind
up with a 43-cent stamp in this case, so you're better be on
your guard.

[Laughter.]

CHAIRMAN GLEIMAN: Commissioner Goldway?

COMMISSIONER GOLDWAY: I thought you were calling
on George.

COMMISSIONER OMAS: I have no questions.

CHAIRMAN GLEIMAN: George has no questions.

COMMISSIONER GOLDWAY: I have many questions,

CHAIRMAN GLEIMAN: You need to turn your
microphone on.

COMMISSIONER GOLDWAY: I have many questions, and
some of my papers seem to be mislaid.

Let's begin with the decision to establish a
one-pound rate for Priority Mail. I'm a bit confused about
how this is going to work.

You're also continuing to have a flat rate,
two-pound envelope?

THE WITNESS: That's correct.

COMMISSIONER GOLDWAY: At $3.85.

THE WITNESS: Yes, the flat rate envelope rate is
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supposed to be $3.85.

COMMISSIONER GOLDWAY: So, somebody who has an
important document and wants to send it in a Priority Mail
envelope will have to use the $3.85, whether it weighs five
ounces or 10 ounces or 20 ounces?

THE WITNESS: No, that's not correct. The flat
rate envelope is a packaging option for customers. It is a
specifically-denominated envelope that states two-pound rate
required, on it.

It's my understanding that the office in charge of
packaging programs is in the process of designing an
envelope that will not be rate-denominated, but can be used
for any weight of mail that has characteristics similar to
the existing flat-rate envelope.

In addition, a mailer could use any of the other
Postal Service-provided packaging materials for Priority
Mail, or their own packaging materials.

COMMISSIONER GOLDWAY: But the mailer won't know
that up to one pound it could be $3.45. It won't indicate,
up to one pound, $3.457?

THE WITNESS: The packaging that has been proposed
will not be a denominated rate; it would be -- you could use
it for a one-pound piece or a three-pound piece, presumably,
and pay the weight-rated rate.

To the extent that those are clearly marked, there
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will be a distinction between the flat-rate envelope and the
non-flat-rate envelope, for lack of a better word, to allow
the mailer to make those distinctions.

COMMISSIONER GOLDWAY: Can I refer you to
DFC/USPS-T-24-3?

THE WITNESS: Yes?

COMMISSIONER GOLDWAY: This is a response to a
guestion about volumes for Priority Mail.

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: By weight. And as I read
it -- I haven't done the math, but it certainly loocks like
to me that the overwhelming majority of Priority Mail wvolume
by weight is under 13 ounces. BAm I reading that correctly?

THE WITNESS: This chart shows the flat-rate
envelope volume by ounce increment, and as is noted in the
regponse to DFC/USPS-T-24-4, approximately 77 percent of the
flat-rate envelopes weighed one pound or less.

COMMISSIONER GOLDWAY: Don't you think it would ke
appropriate to have an envelope that was a flat-rate
one-pound envelope, given the kind of usage and service that
customers seem to be making of the Priority Mail?

THE WITNESS: The flat-rate envelope i1s designed
to hold up to two pounds in weight. It's very easy to come
up with mail pieces that fit into the flat-rate envelope

that weigh more than one pound.
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The concern with using the one-pound rate for the
flat-rate envelope is putting upward pressure on the
one-pound rate. As mailers weigh mail above one-pound
pieces, it would tend to increase the one-pound rate.

COMMISSICONER GOLDWAY: I don't understand that.
Could you repeat that again?

THE WITNESS: If you use the one-pound rate for
the flat-rate envelope, the $3.45, say, you're running the
risk of putting upward pressure on that specific rate,
because the flat-rate envelope was designed to hold, fairly
easily, material weighing up to two pounds.

So when the rate -- in subsequent cases, when the
rates would be designed, you would have a tendency for
customers to stuff that envelope full, mail heavier-weight
pieces, and drive the costs up for the category, one-pound
and flat-rate envelopes.

COMMISSIONER GOLDWAY: Well, why not a slightly
smaller one-pound rate envelope, but one that accommodates
what's clearly the demand and the usage, because it looks to
me like the proposal that you're presenting, while it
indicates you want to reduce the spread between First Class
and Priority, that a two-pound rate would not provide for
that.

In fact, still it will continue to have that large

spread, even larger now, to $3.85, because the flat-rate
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envelope will ke offering $3.85, when the bulk of the
mailings are under one pound.

THE WITNESS: The Postal Service -- it's my
understanding we're planning on addressing that issue, in
part, by providing an envelope with gimilar characteristics
that can be used by mailers weighing pieces less than one
pound.

.COMMISSIONER GOLDWAY: I think we'll have to
consider that.

I'd like to --

COMMISSIONER OMAS: Ruth, would you speak up a
little bit, please?

COMMISSIONER GOLDWAY: OQOkay. I'd like to continue
that line of questioning, if I can make any of this
consistent, by asking you about the wvideo which was
submitted as a result of responses to Reguest for
Information Number 6.

And it's a video that is a training video for
Postal employees to sell Priority Mail.

THE WITNESS: The video you're referring to is a
part of the training procedures for window clerks, the sales
associlates.

COMMISSIONER GOLDWAY: Yes. And are you aware of
whether that training video will be changed as well?

THE WITNESS: I'm not aware of specific plans, but
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in the wvideo it refers to specific rates or rate comparisons
that would no longer be in effect, I would believe that it
would be changed to make sure the information was accurate.

COMMISSIONER GOLDWARY: ©Okay, if you'll give me a
moment to find my reference to that?

[Pause.]

Have you looked at the video yourself?

THE WITNESS: Yes, I have.

COMMISSIONER GOLDWAY: By the way, for the record,
it is filed as Library Reference 1282.

On two separate occasions in the video, the MC or
trainer is urging his listeners, the audience of people who
would be selling this product, to explain the benefits of
Priority Mail, and says that Priority Mail takes two to
three days, whereas Parcel Post takesg seven, eight, or nine
days. And that reference is made twice in comparing the two
products.

THE WITNESS: There is a comparison of the service
standards, and I'm aware they speak of Priority Mail service
standards as being two to three days. I don't gpecifically
remember the reference to Parcel Post.

COMMISSIONER GOLDWAY: They also refer to the
service standards of Parcel Post as seven, eight, or nine
daysg.

THE WITNESS: I don't recollect that,
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specifically, but there is a reference to Parcel Post
standards.

COMMISSIONER GOLDWAY: And in the ODIS Quarterly
Statistics Reports that the Postal Rate Commission receives
regularly -- and I'm looking at Postal Quarter One for this
year, 2000 -- I don't know if we need to submit this as a
document or if you'll just accept, subject to check, that
the chart I have here is, in fact, the regular submission
that the Postal Service presents on the quarterly basis for
ODIS.

This chart indicates that this -- yes, this is
data on ODIS delivery for Parcel Post, Standard B, and it
indicates that 85 percent of Standard B parcels are
delivered in six days or less, and that 42 percent of
parcels are delivered in three days or less.

THE WITNESS: I've not reviewed that chart; I
can't confirm that.

COMMISSIONER GOLDWAY: Well, if you acknowledge,
subject to check, that thig is the standard material that
I'm referring to --

THE WITNESS: 1I'll assume that's correct.

COMMISSIONER GOLDWAY: And also acknowledge that
in the video, Parcel Post Service standards are referred to
as seven to nine days, would you be concerned that the

accuracy of that video is questionable? Not fully
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descriptive of the services provided under Parcel Post?
THE WITNESS: I don't think the video is intended
to be a full description of the services available under

Parcel Post. It is part of a much larger amount of material

COMMISSIONER GOLDWAY: Or perhaps a fair
comparison of the two service standards?

THE WITNESS: DMNot specifically recalling the
reference to Parcel Pogt, I would assume the video was based
on scome data. I'm not sure I can reach that conclusion.

COMMISSIONER GOLDWAY: Do you think that I would
have some reason to be concerned that a new training video
describing the availability of one-pound rate versus
two-pound rate for Priority Mail might avoid the same sort
of -- might not include the more precise comparisons that
would give people the -- give consumers the fairer options
they might have with products, i1f we have a video that now
simply gives the extremes of service on two products and
ignores those overlaps, and we are now talking about a
one-pound rate that would probably address up to 75 percent
of users' needs, but may be described as a two-pound,
flat-rate envelope?

THE WITNESS: I would hope that any training
materials that the Pestal Service prepared would accurately

portray the various customers, options and products. I
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would note that the flat rate envelope volume is
approximately 120 million pieces. There is a very large
amount of Priority Mail that is under two pounds that does
not use the flat rate envelope.

COMMISSIONER GOLDWAY: We don't know what
percentage of that under one pound volume is using the flat
rate envelope at the moment, do we?

THE WITNESS: Actually, --

COMMISSIONER GOLDWAY: Could we get that
information?

THE WITNESS: Actually, I believe I have that. I
have done the percentages. Out of a total 1.174 billion
Priority Mail pieces in fiscal 1998, approximately 121
million pieces used the flat rate envelope. Approximately
418 million pieces weighed less than one pound and did not
use the flat rate envelope, and approximately 382 million
pieces weighed between one pound and two pounds and did not
use the flat rate envelope.

COMMISSIONER GOLDWAY: Could you provide us with
-- where is that chart? Perhaps I can do this myself.

THE WITNESS: In my testimony, Attachwment A, page

7 of 8.

COMMISSIONER GOLDWAY: Okay. Attachment A, page

THE WITNESS: Attachment A, page 7 of 8,
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COMMISSIONER GOLDWAY: Okay. Let me go now to
some of the service standard issues that I am concerned
with. In your response to Question 10(a) and 10(c¢) of POIR
Number 6, you gave the aggregate information for service
standards and zip code pairs. You have indicated, based on
other questions here today, that you would try and give us
the volumes for the mail that was in one day, two day and
three day, comparing First Class and Priority.

Are there volumes available for the mail that gces
beyond three days? In other words, not just the volume of
mail that is in those service standards, but the volume of
mail that sort of fallsgs beyond what the service standards
are.

THE WITNESS: I am not sure exactly how the data
systems measure the data, but if you are looking for the
volume of mail that is one day that is delivered in more
than one day, I don't know how data systems specifically
measure that.

COMMISSIONER GOCLDWAY: The volume for mail that is
delivered in four days or five days, or six days.

THE WITNESS: I am not an expert on the data
systems. I am not sure specifically what data is included
in those data systems.

COMMISSICNER GOLDWAY: How does the Pogtal Service

derive its standards for zip code pairs? 1Is there some
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formula, for example, for First Class service between zip
codes that are one or two days? It is not just a factor of
absolute distance, there must be some other factors
involved. And what are the factors that are used to
establish one day, two day, three day service standards?

THE WITNESS: I don't develop the delivery service
standards. I am not sure how they are developed. It is my
understanding that it is not a purely distance based
relationship, or if it is X miles, it is always Y service
standard. I believe there are some other operational
considerations that are taken into effect.

COMMISSIONER GCLDWAY: Would there be another
witness who could testify to service standards?

THE WITNESS: I am not aware of anyone who has
service standards as the subject of their testimony, no.

CHAIRMAN GLEIMAN: If I may, Commissicner Goldway,
I don't know whether there is another witness, but I will
tell you what, I think the witness who set the target markup
over cost had to look at those criteria, if I understand the
earlier exchange, so I think that the witness, Witness
Mayes, as I recall, is liable to get some questions from me
and perhaps you might want to think about asking questions
of that witness also about how the markup was established,
given the criteria and the law that are supposed to be taken

into account.,
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COMMISSIONER GQOLDWAY: I think we need the
criteria to establish service standards for both First Class
mail and Priority Mail.

CHAIRMAN GLEIMAN: That is the person.

COMMISSIONER GOLDWAY: All right. Perhaps he can
be alerted that those questions are going to be asked. Oh,
it is she.

CHAIRMAN GLEIMAN: I think I just alerted her, she
ig in the room today.

COMMISSIONER GOLDWAY: All right.

COMMISSIONER LeBLANC: She is even writing it
down.

COMMISSIONER GOLDWAY: We may want to ask her then
these questions again. But let me, for the record, repeat
that what we have so far is an indication that with delivery
confirmation, one day overnight service and Priority is
about B89 percent.

THE WITNESS: For those customers who use Priority
Mail and purchase retail delivery confirmation service, vyes.

COMMISSIONER GOLDWAY: With ODIS, we have
something about around 85 percent. And with those PETE
scores that we have available that were submitted in
response to APMU/USPS-T34-8, we have overnight service
standards of somewhere between 84 and 21 percent. 1 am

rounding off the numbers, but it is by quarter as opposed to
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annually. But we have three different measurement
standards.

THE WITNESS: There are three measurement systems
that measure performance, yes.

COMMISSIONER GOLDWAY: Yes. In different ways.

THE WITNESS: Yes.

COMMISSIONER GOLDWAY: Would you agree that all of
them come up with a number that is legs than the EXFC
service standard for First Class one day delivery?

THE WITNESS: I have not done that comparison. I
am not certain if that is correct.

COMMISSIONER GOLDWAY: Don't we have a regular
announcement that the service standards have been going up
and up and the last one was 94 and they have been hovering
at 93 for the last year-and-a-half? Do you recall that
number?

THE WITNESS: Yes, that is generally what I recall
the EXFC numbers being.

COMMISSIONER GOLDWAY: And that number is higher
than any of these numbersg?

THE WITNESS: I am not certain that it is higher
than any of the numbers. I haven't --

COMMISSIONER GOLDWAY: These numbers that I have
just quoted from.

THE WITNESS: I have not seen the PETE scores. I
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mean I have seen them, but I do not have them available, in
front of me.

COMMISSIONER GOLDWAY: That is -- oh, it is a
response from the Postal Service, redirected from you.

THE WITNESS: Correct.

COMMISSIONER GOLDWAY: So you haven't seen this.
84.85, 82.73, 88.16 and 91.26, are any ©f those over 937

THE WITNESS: None of those numbers are over 93.

COMMISSIONER GOLDWAY: So we can see from the
numbers we have here that none of those numbers match the
high number that is regularly announced for First Class
overnight service, of the numberg we have here?

THE WITNESS: Of those numbers you read, all of
those are below what I believe the EXFC overnight score is.

COMMISSIONER GOLDWAY: Okay. What I would like to
do to add to the record of evidence that we have is make
sure that our response, that the United States Postal
Service response to Presiding Officer Request for
Information, Number &, Question 9, is submitted into the
record. This was given to us just a few days ago, later
than the responses to the other 10 questions. Many of which
dealt with Priority Mail. And it was asking for the quarter
by quarter, to what extent First Class mail was delivered as
fast or faster in any five of the 85 clusters that the

Postal Service indicated performance clusters are
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comparable, Priority and First Class.

And this record also lists 78 clusters where EXFC
is better and only six where PETE is better. 79 where -- in
Quarter 2. I don't think I need to read the chart here. We
can submit this as part of the evidentiary record.

CHAIRMAN GLEIMAN: I think at this point we can
transcribe this response to Presiding Officer's Information
Request No. 6, Question 9, into the record and we will,
gsince it 1s an institutional response wait and put it in as
evidence when we get to that peoint in time when we are doing
institutional responses.

[USPS Response to Presiding
Officer's Information Request
Number 6, Question 9 was received
into evidence and transcribed into

the record.]
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RESPONSE OF UNITED STATES POSTAL SERVICE
TO PRESIDING OFFICER'’S INFORMATION REQUEST NO. 6 QUESTION 9

9. The Pastal Service's rasponse to DFC/USPS-49 includes an attachment
describing the PETE system stating that it is modeled closely after EXFC.
According to the attachment, data is collected for 85 performance clusters. For
each quarter of FY1998 and 1999, to what extent was First Class Mail delivered
as fast or faster than Priority Mail for any of the 85 clusters? Explain in detail
how you arrived at the analysis.

RESPONSE:
Comparison of EXFC and PETE Ovemight Service Performance

EXFC is an external measurement system of collection box to mailbox
delivery performance. Currently EXFC continuously tests a panel of 465 ZIP
Code areas selected on the basis of geography and volume density from which
90% of First-Class volume originates and 80% destinates. Through FY 1899 PQ
2, EXFC tested a panel of 303 ZIP Code areas. EXFC is not a system-wide
measurement of all First-Ciass Mail performance.

PETE is an external measurement system of collection point to mailbox
delivery performance. PETE continuously tests a panel of 301 ZIP Code areas
selected on the basis of geography and volume density from which 71% of
Priority Mail volume originates and 67% destinates. PETE is not a system-wide
measurement of all Priority Mail performance.

The EXFC and PETE 3-digit ZIiP Code area test domains are not the
same. The EXFC test area was expanded beginning FY 1999 PQ 3. The

following table compares the test domains.
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FY 1998 -
FY 1999 PQ 2 FY 1999 PQ 3/4
Total EXFC ZiP Code Areas 302 465
Total PETE ZIP Code Areas 301 301
EXFC ZIPs not in PETE 65 184
PETE ZIPs not in EXFC 63 20
Common PETE / EXFC ZIPs 238 281

Prior to FY 1999 PQ 3, the common test domain covered about 62% of

the originating and 56% of the destinating identified Priority volume. After EXFC

expansion, the common test domain covers about 69% of the originating and

63% of the destinating Priority volume.

The following table shows the compares destination cluster performance

in EXFC and PETE for ovemnight committed Priority Mail. Only the common.

service area between EXFC and PETE are included in these data.' There are 85

performance clusters. However, the Alaska performance cluster has no

overnight service area.

Common ZIP Clusters betterin | Clusters better in
Codes EXFC PETE
FY 1998 PQ 1 238 78 6
FY 1998 PQ 2 238 79 5
FY 1998 PQ 3 238 75 g
FY 1998 PQ 4 238 44 40
FY 1998 PQ 1 238 59 25
FY 1999 PQ 2 238 76 8
FY 1980 PQ 3 281 67 17
FY 1999 PQ 4 281 66 18
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| hereby certify that | have this day served the foregoing document upon all
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COMMISSIONER GOLDWAY: Okay. Well, one other
piece of information I have regarding service standards in
the context of this discussion -- I am aware of the concerns
that ordinary customers have about Priority Mail versus
First Class Mail and I did receive an experiment that was
conducted by a young man in eighth grade a few years ago
when Priority Mail -- actually it was just a year ago --
just before Priority Mail went up. This was at the $3.20
and 33 cent rate, so it's fairly current.

There was a discussion earlier about comparing
apples to apples and cranges to oranges, and in this
experiment 60 cards were mailed to ten different locations
and they weighed exactly the same and cost 33 cents and 60
Priority Mail envelopes were also mailed to the exact same
locations, costing $3.20.

The results of this survey indicate that on
average there appears to be no significant difference
between Priority Mail and Firgt Class Mail service except
that Priority Mail was slightly better. Now it is a small
sample of 60 so you can't really be statistically accurate,
but I think 1t 1s useful to submit this experiment into the
record, although it is neot an official or statistical sample
because it does demonstrate what an average citizen might
see about the relative value of Priority Mail and First

Class Mail and such a average person's evaluation I think is
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ugseful for us in determining service standards.

CHAIRMAN GLEIMAN: I would like to think --

COMMISSIONER GOLDWAY: May I introduce this into
the evidentiary record?

CHAIRMAN GLEIMAN: I would like to think that that
document which you received I believe since the case was
filed has found its way into our public commenter file, and
I don't think it is proper subject matter for inclusion in
the record.

I have no objection to it being established as a
Library Reference and we will do that.

COMMISSIONER GOLDWAY: Thank you -- so it will be
given a -- do we need to designate the number?

CHAIRMAN GLEIMAN: We will file it. We will make
sure it getg filed with the docket room and it will be
agsigned a library number. I don't believe that there are
any Rate Commission Library References at this point but
rather than give it a number right now and have it out of
order, I would rather wait until after the proceedings today
and then we will take appropriate action to ensure that it
is put in as a Library Reference in the docket room.

As I said, I would like to think, since it was
received since the case was filed, that it was also in the
commenter file at some point.

COMMISSIONER GOLDWAY : I have some other
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questions, Chairman, about how Priority Mail is advertised
or more specifically how it is explained to the customer at
post offices and at point of purchase, and I am not sure
that Witness Robinson is the right person to ask these
guestions of. Who would be the person to follow on in more
detail about these questions?

CHAIRMAN GLEIMAN: I think the way to find out if
Witness Robinson is the right witness is to ask the
questions of her. It never ceases to amaze me sometimes how
much witnesses, some witnesses, know and are willing to
offer up, and if she is not the right witness her counsel
can object and then we can find out from her counsel if this
is beyond the scope of her testimony and then we can find
out from counsel whether there is another witness to whom we
can direct these questions, but I would just start asking
the questions of the witness, if it were me.

COMMISSIONER GOLDWAY: In your answer to Carlson
USPS -- I think this is yours -- USPS8-T34-7(d), you indicate
that NCR POS 1 terminals do not display the actual First
Class Mail service standards for each specific
origin-destination combination and they indicate a three
day, First Class Mail service standard for every article.
Is that correct?

THE WITNESS: That is the information I was

provided.
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COMMISSIONER GOLDWAY: So a three day service
standard is indicated even if there is a First Class --
there is an overnight service standard for the particular
destination that the customer's purchasing this First Class
stamp for, is that correct?

THE WITNESS: That is my understanding.

COMMISSIONER GOLDWAY: And you also said that MOS
IRTs do not display service standards for First Class Mail
or service standards for Priority Mail when the service
standard is two days or less?

THE WITNESS: Correct. The MOS IRTs do display a
message when there is a three-day Priority Mail service
standard. It notes that there is a three day service area
and to advise the customer.

COMMISSIONER GOLDWAY: As an exception to what
would otherwise be the normal one to two day?

THE WITNESS: Based on a very limited
understanding of what the retail terminals do, I believe the
Priority Mail or a notice about the Priority Mail service
standard for the MOS IRTs is only displayed when it has a
three day service standard.

COMMISSIONER GOLDWAY: Is there any notice
digplayed for First Class?

THE WITNESS: I don't know. The information I was

provided for this interrogatory suggests it is not, for that
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specific sort of terminal.

COMMISSIONER GOLDWAY: So there would be no
comparative delivery standards available at those?

THE WITNESS: I don't know if the terminals are
configured to show a comparison of service standards, no.

COMMISSIONER GOLDWAY: What information source
would the window clerk have available or could that person
access to give the customer information about the comparison
or delivery standards for Priority Mail and First Class?

THE WITNESS: I have never worked in window
service and I am not familiar with the window operations.

There may be some reference materials. I really
couldn't say what they would be.

COMMISSIONER GOLDWAY: In my ad hoc survey of post
offices, it appears to me that the display information
available about Priority Mail and Priority Mail service
standards is inconsistent.

Would it be possible to get a list or a
compilation of all of the types of display information about
Priority Mail that is currently on view at post offices, or
perhaps that Priority Mail poster information that has been
produced in 1999 and the year 2000°?

CHAIRMAN GLEIMAN: Mr. Cooper?

MR. COOPER: I am not sure of the scope of the

request here. Is it the information that is displayed on
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the terminals that you are interested in or is it more than
that?

COMMISSIONER GOLDWAY: I am interegted in the
information that is displayed on the terminals and in the
post offices -- posters, brochures. T know that this may be
a large request so I think if we can narrow it to those
products that have been produced by the Postal Service
regarding Priority Mail for display in post offices in 1999
and 2000, rather than going back over the years, at least I
would get a sense of what is the current thinking in the
Postal Sexrvice about how to describe Priority Mail and its
service standards and what is the most current information
available to postal clerks and consumers about Priority Mail
at the post cffices.

MR. COQOPER: To the extent that some of those
materials may be generated on a local level, I am not sure
that we can get them all, but we will make an effort to do
S5C.

COMMISSIONER GOLDWAY: If there are materials
generated at a local level, isg there a policy directive
regarding the information on those materials that we could
be provided with?

MR. COOPER: We will look for one.

CHATRMAN GLEIMAN: Just so we all understand,

since you are concerned about the breadth of the request, we
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are talking about calendar years or fiscal years, which
would you like?

COMMISSIONER GOLDWAY: Fiscal years.

CHAIRMAN GLEIMAN: Fiscal Years '99 and 2000.
Okay .

MR. COOPER: We will make ocur best effort to
comply with this request.

CHAIRMAN GLEIMAN: And because it conceivably
could take you a bit longer than seven days, could you give
us a status report at the end of seven days as to progress
and whether we can expect something substantive and the
timeframe that we can expect it in?

MR. COOPER: Yes, sir.

CHAIRMAN GLEIMAN: Thank you.

COMMISSIONER GOLDWAY: And another question I
might ask is whether it might be possible in the POS 1
terminals to actually display the service standard for the
location that a person is purchasing Priority Mail versus
Parcel Post for as opposed to this general one is two to
three days and one is seven to nine days.

THE WITNESS: Perhaps I need to clarify this
response.

This response was specifically referring to Mr.
Carlson's question regarding the Oakland area. It is my

understanding there are a number of different retail
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terminals, some of which are not deployed in the Oakland
area. The various terminals provide different information
and I am not certain as to what sort of comparative
information is available.

COMMISSIONER GOLDWAY: Could we get a report from
the Postal Service on the kinds of comparative information
that are available through P0OS-17?

CHAIRMAN GLEIMAN: I think that that's already
going to be included in the information that you're
hopefully going to get in response to the earlier regquest.

COMMISSIONER GOLDWAY: You think so, okay.

CHAIRMAN GLEIMAN: Because you did ask for
information that was displayed on terminals, as well as
information that was displayed in front of the windows, if
you will. 8o I think that's probably covered.

If I could just clarify, you also asked a question
as to whether software could be modified to include not only
rates but service standards associated with the particular
destinating addressing, originating and destinating address?

COMMISSIONER GOLDWAY: Yes.

CHAIRMAN GLEIMAN: That's an additional request,
and if you could please explore what the -- whether that is
possible; that is, to upgrade or modify software that the
Pogstal Service uses on its retail terminals to include a

reference to the service standard for the particular type of
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mail in question, so that that information, I assume, could
then be conveyed to the customer at that point.

COMMISSIONER GOLDWAY: Yes.

CHAIRMAN GLEIMAN: So if you could check on that
also?

MR. COOPER: We will include that on the ligt.

COMMISSIONER GOLDWAY: Thank you for your
patience, Commissioners. That completes my gquestions.

CHAIRMAN GLEIMAN: Commissioner Covington has a
few questions, I believe.

COMMISSIONER COVINGTON: Good afternoon, Ms.
Robinson. I do intend for us to grab a bite to eat as soon
as possible.

I have several gquestions, more general than
technical in nature with regard to service performance.

The first thing I'd like to know ig, I know
initially -- and I would assume that this still may very
well be the case that the PMP sites were located in the
Northeast Region of the country and Florida.

And I was wondering, has there been another PMPC
opened gince the 10th one was opened back in July of 15987

THE WITNESS: No, there has not. The current PMPC
Network is the ten sites noted in the response to
DFC/USPS-T-34-1.

COMMISSIONER COVINGTON: Okay, and Mr. Olson,
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briefly, this morning, touched on PETE, which I found kind
of interesting, which is our priority, end-to-end analyses.

And if I'm correct in my thinking, Priority Mail
generally or should receive expedited handling and
transportation upon receipt, correct?

THE WITNESS: In general, Priority Mail receives
preference in handling and transportation, yes.

COMMISSIONER COVINGTON: Okay, in doing Quarter
Four, Figecal Year 1999, there was an 8.4 percent number
given as to Priority Mail delivered in more than three days.
What I was wondering was, what would cause this or this a
common number?

THE WITNESS: I believe the number you're
referring to was provided in a response to
APMU/USPS-T-34-10, and is based on the retail delivery
confirmation data for Quarter Four, 1999.

COMMISSIONER COVINGTON: That's correct.

THE WITNESS: The only information I have is the
percentage that was delivered in more than three days, 8.4
percent.

COMMISSIONER COVINGTON: Okay, well, let me ask
you this question, Ms. Robinson, doing the base year, it's
stated that 29.8 percent of Priority Mail was handled as
First Class Mail.

And being a new Commissioner, it might be helpful
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if you could explain what happened there.

THE WITNESS: I believe the percentage you're
referring to is the percentage of Pricrity Mail that is
unidentified; in other words, it does not bear markings that
indicate it as Pricority Mail, and from a casual observer who
does not weigh it, it would look just like First Class Mail.

Unidentified Priority Mail, since it cannot be
picked out as being Priority Mail is processed on the First
Class Mail Network.

COMMISSIONER COVINGTON: Okay, then, two other
questiconsg: In your testimony at page 13, line 8, I was
wondering why is it that UPS cannot or does not readily
identify air and surface transportation costs incurred under
the Emery contract but in the same paragraph, you state that
we here at the Commission and alsc at the Postal Service,
that Cost Segment 14 identifies it?

THE WITNESS: 1It's a unique feature of the Emery
contract. Typically, Postal Service purchased
transportation is reported in the accounting systems in Cost
Segment 14.

The Emery contract is unique in that it's a
bundled rate for mail processing and transpertation, both
alr and surface, and we don't have a number that can be
identified out of those contract payments as

transportation.
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Therefore, all of those costs have been reported
in Cost Segment 16 as purchases of services.

COMMISSIONER COVINGTON: Okay, and one final
question, Ms. Robinson: On pages 17 and 18 of your
testimony, I think doing this morning's proceedings, Mr.
Olson as well as Mr. McKeever and Mg. Dreifuss, have all
gstated it, and I feel quite sure that there's not that much
difference between a test and a pilot, so to speak, but as
far as the future of the Priority Mail processing network,
if I were -- if I wanted to know who ig going toc be charged
with the responsibility of evaluating the future, is there a
certain component?

Is there a team, or does that rest strictly with
you? Is it operational? Would it be on the expedited and
delivery? Who wold actually be charged with this
responsibility?

THE WITNESS: 1It's definitely not me.

[Laughter.]

THE WITNESS: It is probably going to be a senior
level management decigion in operations, would be my guess.

COMMISSIONER COVINGTON: Okay, individually, or
would it be a concerted effort on the part of the United
States Postal Service?

THE WITNESS: I don't know who will have the final

responsibility for that decision, but I would expect that it

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2902
would be fully examined by some group of people who are
familiar with operations.

CCMMISSIONER COVINGTON: And wit the time running
down on this contract period, what type of timeframe would
that decision be made?

THE WITNESS: I'm not aware of any specific
timeframe.

COMMISSIONER COVINGTON: Near future?

THE WITNESS: I really would not be able to
characterize when that decision is going to be made.

COMMISSIONER COVINGTON: Okay, thanks a lot, Ms.
Robinson. That's all I have, Mr. Chairman.

CHAIRMAN GLEIMAN: Commissioner Omas?

COMMISSIONER OMAS: Ms. Robinson, I have one
guestion. You had stated that it cost more to send mail
using the Emery contract, versus using the Postal processing
system.

My question is, specifically, why is that?

THE WITNESS: I'm not familiar with the
operational costs in the Postal Service or within the Emery
contract to be able to make that analysis, that judgment, or
to make that determination.

COMMISSIONER OMAS: Well, how did you make the
determination that it cost more?

THE WITNESS: The information I was provided by
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the operational people involved with the PMPC Network
indicated that it was more expensive to process Priority
Mail within the PMPC Network.

COMMISSIONER OMAS: Do you have any 1dea how much?

THE WITNESS: No, I don't.

COMMISSIONER OMAS: Thank you. That's all, Mr.
Chairman.

CHAIRMAN GLEIMAN: Commissioner LeBlanc?

COMMISSIONER LeBLANC: Ms. Robinson, I guess we'll
go to lunch sometime here, but just as a followup to
Commissioner Covington, did I understand you right when you
said that in the bulk situation there, you don't know
whether or not there is transportation involved, the amount?

THE WITNESS: It's my understanding of the way
that we reimburse Emery is that it is on a per-piece basis,
and that transportation is not explicitly identified.

COMMISSIONER LeBLANC: So if there is an overrun
on the contract, you don't know where the overrun is then?

It's just a figure, you just pay the fee and you
have no way of knowing where that overrun or breakout isg,
period?

THE WITNESS: From my understanding of how we pay
Emery, it is an amount of money that is not identifiable as
mail processing surface transportation or air

transportation.
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COMMISSIONER LeBLANC: So, when that contract is
set out, as far as you are concerned, then, if I'm
understanding you correctly, there are no specifications
that you have to deal with in setting up that contract or
whatever. It's just a figure that's given to you.

It's an overpayment or whatever it may be, and
that's all that you look at?

THE WITNESS: The Emery contract costs, I was
provided for use in the rate degign was the $522 million.
It's my understanding that cannot be disaggregated into
transportation mail processing.

COMMISSIONER LeBLANC: Do you know how that was
set up at all to begin with?

THE WITNESS: The contract payment? I was not
involved with that, no.

COMMISSIONER LeBLANC: Okay. Thank you, Mr.
Chairman.

CHAIRMAN GLEIMAN: Commissioner Goldway?

COMMISSIONER GOLDWAY: Yes, Commissicner Covington
brought up this issue of APM/USPS-T-34-31, the Priority Mail
unidentified. I had meant to ask you about that.

And you seem to gay that, as I understand it, that
there is an envelope with a $3.20 stamp on it. And nothing
else on the envelope? Somebody might have handwritten,

Priority Mail, but that wouldn't count; is that what you're
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saying?

THE WITNESS: Basically, it's just -- my
understanding of what unidentified Priority Mail is, is that
it has no indication on the envelope that it is Priority
Mail.

COMMISSIONER GOLDWAY: Well, then, how do you know
it's Priority Mail?

THE WITNESS: When the data collectors go out and
do their samples, they look at the postage paid on the piece
to determine whether it paid Priority rates of First Class
Mail rates or another class of mail's rates.

COMMISSIONER GOLDWAY: So it's just the postage on
it which is what they're identifying as Priority Mail?

THE WITNESS: Unidentified Priority Mail isg, to
use a bad term, identified as Priority Mail based on the
postage paid.

COMMISSIONER GOLDWAY: In the figures that we
talked about earlier, about the amount of -- the volume of
Priority Mail which is under 16 ounces, was any of that
unidentified Priority Mail included?

THE WITNESS: Yes, I believe it would be.

COMMISSIONER GCLDWAY: So, there is a statistical
accounting for that then?

THE WITNESS: Yes, that's my understanding.

COMMISSIONER GOLDWAY: Do we have any idea of that
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unidentified Priority Mail, how that unidentified Priority
Mail breaks down in terms of weight?

THE WITNESS: I don't know what's in the data
systems regarding that.

COMMISSICNER GOLDWAY: Okay, but you are confident
that that 29.8 percent of Priority Mail volume is included
in the volume numbers that you submitted for all of Priority
Mail?

THE WITNESS: Yes, it is.

COMMISSIONER GCLDWAY: And somehow in the
breakdown of weights as well?

THE WITNESS: Yes, I believe it is.

COMMISSIONER GOLDWAY: Thank you.

CHATRMAN GLEIMAN: I'm reluctant to ask any more
questiong, but I'm just kind of curious now, too, about
unidentified Priority Mail.

You gave some service standard figureg earlier on,
and we focused on the one-day service areas. I'm just kind
of curious as to when you do your service standard figures,
or when the Postal Service does them, whether it includes
unidentified Pricrity Mail when it measures percentage of
mail that has met service standards, and not necessarily one
day, but in all the service standard areas?

THE WITNESS: Based on my information, the

delivery confirmation service standard information is for
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retail pieces that purchased delivery confirmation in
adjunct to Priority Mail, and I believe that would most
likely be identified. PETE data is based on Priority Mail
test pieces that are identified. I don't know how ODIS
measures identified versus unidentified mail for service
standards.

CHAIRMAN GLEIMAN: Okay. So I sent a package, if
I sent an 11 pound package Priority Mail, and paid the
postage on it and bought delivery confirmation, and the
clerk forgot to put the tape on there that said it was
Priority Mail, and it wound up being delivered in a much
longer period of time than might otherwise have been the
case, it would be picked up as a piece of late delivered
Priority Mail based on the delivery confirmation stamp?

THE WITNESS: For that, I am not certain how it
would work for that specific example.

CHAIRMAN GLEIMAN: Like I said, I knew I shouldn't
have asked that question, anyway, but, you know.

I believe that is it for questions from the bench,
and it looks like there may be some follow-up. Mr.
McKeever.

MR. McCKEEVER: Thank you, Mr. Chairman. I only
have two or three gquestions.

FURTHER CROSS EXAMINATION

BY MR. McKEEVER:
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Q Ms. Robinson, Commisgion LeBlanc asked you some
questions about a situation where there might be cost
overruns under the Emery contract. Am I correct that the
amount the Postal Service pays per piece for Emery to handle
Priority Mail wvolume in that network, in a given period of
time, is the same whether or not it actually ends up costing
Emery more to handle those pieces?

A I am not familiar enough with the Emery contract

pricing structure to be able to reach that conclusion.

Q You don't know one way or the other?
A No, I don't.
Q QOkay. At the beginning of the questions from the

bench, the Chairman asked a series of questions that noted
that the rate for a Parcel Post one pound piece was two
cents higher than the proposed rate for a one pound Priority
Mail piece, do you recall that?

A Yes, the rate for inter-BMC Parcel Post, two
pounds, is 3.47, which is two cents higher than the proposed
3.45 rate for one pound Priority Mail.

Q Of course, 1f the rate for a one pound Priority
Mail piece were to be an even $3.50, that would change that
situation, i1s that correct?

y:y $3.50 would be more than $3.47, yes.

MR. McCKEEVER: That is all I have, Mr. Chairman.

CHAIRMAN GLEIMAN: &g an editorial gide note, just
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thinking about the current rates, if you have a two pound
Priority Mail piece and a two pound Parcel Post piece and
you buy delivery confirmation for each of them, the Parcel
Post winds up costing more than the Priority Mail piece.
That is under current rates. I haven't looked at it under
the new ones yet.

MR. McKEEVER: I believe we had tried to address
that in the last case, Mr. Chairman.

CHAIRMAN GLEIMAN: I am afraid that my memory bank
is a bit muddled at this point.

Mr. Clson.

MR. OLSON: Mr. Chairman, thank you.

BY MR. OLSON:

Q Just to add further confusion to the issue of
identified Priority Mail, it is my understanding that if a
piece is in a Priority Mail envelope, that is identified
Priority Mail, correct?

A In Postal Service provided packaging, yes.

Q and if it has a Priority Maill sticker on it, it is
identified Priority Mail, correct?

iy That is my understanding, yes.

0 And if it has Priority Mail tape on it, it is
identified Priority Mail, correct?

A Correct.

Q and if someone writes on there in noticeable
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letters, "Priority Mail," it is considered identified
Priority Mail, correct?

A I believe that is correct.

Q But if it has, just as Commission Goldway saild, a
little stamp up there that says "Priority Mail" on the
stamp, and $3.20, that is not considered identified Priority
Mail, correct?

A Now, by stamped, do you mean the postage that is

applied to the letter?

Q Just the little postage stamp in the corner,
correct, that is the only -- the only place the word
"Priority" appears on the envelope is -- I don't even know

if the word "Priority Mail" is on the stamp, frankly, but is
to have a Priority Mail stamp on it, that is not identified
Priority Mail, isn't that correct?

A I may be stretching my understanding of identified
Priority Mail, but my understanding is postage alone does
not result in a piece being considered to be identified
Priority Mail.

o) Even if it had a meter strip for $3.20, for
example, and that is --

A If it were solely a meter strip for $3.20, I
believe it would be unidentified.

Q And if it had $3.20 of postage stamps, it would be

unidentified, correct?
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A If it were solely the postage stamp, that is my
understanding, yes.

Q And even if it used a Priority Mail postage stamp,
it would be unidentified, correct?

A If the postage stamp says "Priority Mail" on it, I
am not certain about that.

Q Okay. And with respect to all this discussion of
First Class and Priority Mail performance and comparisons,
do you know if -- the performance standard for which class
is used in determining bonuses of managers? If you know.

iy I am not certain of how the management
compensation program works. I am not sure of all the
details of that.

Q You don't know if they use First Class performance
as a facter?

A I am not certain exactly how things are weighed
into that, no.

MER. COLSON: Thank you.
CHAIRMAN GLEIMAN: If there is no further --
MS. DREIFUSS: The OCA does have a couple of more.
CHAIRMAN GLEIMAN: Sorry. Nice try on my part.
Ms. Dreifuss.
FURTHER CROSS EXAMINATION
BY MS. DREIFUSS:

Q I wanted to ask about unidentified Priority Mail,
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of course. Why be different? Do you know what the
in-office cost system and the city carrier cost system does
about this unidentified Priority Mail?

A No, I don't.

Q I also wanted to ask you, this follows up on the
Chairman's question about ODIS, the figures that were
provided by the Postal Service in response to Carlson
Interrogatory Number 8 come from ODIS, I believe. He asked
you about delivery standards, and I guess what he probably
meant by that was a service standard, do you think that is
right, when he was asking about the delivery standards for
Priority Mail, what he had in mind was the service standard?

A That was my understanding, yes.

Q Right. ODIS is not able to give the full picture
on meeting service standards, though, is that correct?

A ODIS measures service performance from the origin
office to the delivery office, it does not include the final
leg to the customer's premise.

Q Right. So it takes a little bit more time, and,
as the Chairman suggested, possibly up to a day more to
actually accomplish delivery, beyond what ODIS would pick
up. Does that sound about right to you?

A It would take some additional time, I don't know
how much additional time.

Q To the extent that it takes additional time, and
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perhaps up to a day, and I understand that you are not an
expert on ODIS, you don't know how much more time, the
percentages that are given in response to Carlson
Interrogatory Number 8 are scomewhat overstated, does that
gsound right to you? That is -- let me restate it. If, in
gsome cases, additicnal days are necessary to accomplish
delivery, then the percentages that we see in response to
Carlson Interrogatory Number 8 would tend to be somewhat
gmaller, would they not?

p:\ I am not sufficiently aware of what ODIS measures
and how much additional time it would take between when the
ODIS data measures service standard and delivery to the
address, the recipient's address. I presume it would take
some additional time. Whether that is sufficient to reach
the conclusion that these numbers would be overstated or
understated, I don't know.

0 If, in some cases, it does take an additional day
beyond the ODIS measurement to accomplish to delivery, then
in those cases, and as they are reflected in these overall
percentage figures, the percentage figures would be somewhat
smaller, but we don't know how much smaller. Dces that
sound right?

A If, in some cases, it would take an additional day
or more to deliver past the point where ODIS measures, that

would appear to be correct that these might be somewhat
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overstated. However, I don't have sufficient information on
how the ODIS system works and what percentage of cases that
would be to reach a firm conclusion.

MS. DREIFUSS: Okay. Thank you.

CHAIRMAN GLEIMAN: Any more follow-up?

[No response.]

CHATRMAN GLEIMAN: If not, that brings us to
redirect. Mr. Cooper, would you like some time with your
witness?

MR. COOPER: She has had to face quite a few
questions. I think I would like to take a couple of minutes
just to assess where we are at.

CHAIRMAN GLEIMAN: All right. Do you want five,
ten?

MR. COOPER: I think five is enocugh.

CHAIRMAN GLEIMAN: Okay. Five minutes then.

[Recess.]

CHATRMAN GLEIMAN: Mr. Cooper?

MR. COOPER: I have no redirect.

CHAIRMAN GLEIMAN: If there is no redirect, then
Ms. Robinson, that completes your testimony here today. We
appreciate your appearance, your contributions to our
record, and your putting up with all the guestions that we
probably need to ask of other witnesses but don't know who

to ask them of -- again I want to thank you, and you are
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excused.

[Witness excused.]

MR. McKEEVER: Mr. Chairman, if I may ask one
question of clarification, there was a request made of the
Postal Service to provide certain information, and that is
the volume that falls within the one day, two day, three
day, et cetera timeframes.

There was no year specified for that data --

CHAIRMAN GLEIMAN: Qh, you are right.

MR. McKEEVER: -~ and --

CHAIRMAN GLEIMAN: Just the beginning of time.

MR. McKEEVER: I would like to make that request
with respect to Fiscal Year 1999. They only need to look at
1999 data, which is, I believe, number one, the most recent
data available, and also most of the information -- not all
of it -- but most of the information concerning the extent
to which one class or the other meets its service standard
is also for fiscal year 1999.

CHATRMAN GLEIMAN: Well, I think that is an
important clarification and I suspect that the Postal
Service won't have a problem with making the clarification
and limiting it to just the one year.

MR. COOPER: I think we would have made that
limiting assumption in any case but thank you for clarifying

that.
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CHAIRMAN GLEIMAN: Well, this way we avoid
potential for motion practice later on, so before we break
for lunch, and thank you again, Ms. Rcobinsgon, before we
break for lunch I understand that the one party that
indicated they wanted to cross Witness Smith does not plan
to cross examine Witness Smith, and if there is anyone else
in the room that wanted to cross examine Witness Smith --
aha! -- speak now.

MR. WIGGINS: We are obviously doing something
wrong in our designations, because we did designate.

CHAIRMAN GLEIMAN: We may not be picking them up.

MR. WIGGINS: We are doing a single document
designating cross -- I mean indicating a desire to do oral
cross and maybe that is a mistake, but we did that.

CHAIRMAN GLEIMAN: Well, I will take you at your
word and, that being the case, Mr. Smith, see you after
lunch.

Let's come back at 1:30.

[Whereupon, at 12:35 p.m., the hearing was

recessed, to reconvene at 1:30 p.m., this same day.]
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AFTERNCON SESSION

[1:32 p.m.]

CHAIRMAN GLEIMAN: Counsel, would you like to call

your next witness?

MR. TIDWELL: Postal Service calls Marc Smith to

the stand.

stand.

CHAIRMAN GLEIMAN: Mr. Smith, if you would please

Whereupon,

a witness,

MARC A. SMITH,

wag called for examination by counsel for the

United States Postal Service and, having been first duly

sworn,

Q

document entitled,

was examined and testified as follows:

CHAIRMAN GLEIMAN: Pleage be seated.

DIRECT EXAMINATION

BY MR. TIDWELL:

Mr. Smith, I am handing you two copies of a

"Direct Testimony of Marc A. Smith on

behalf of United States Postal Service," marked for

identification as USPS-T-21.

Are you familiar with this document?

Wag it prepared by you or under your direct

A Thank you.
Q
A Yes.
Q
supervigion?
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A Yes, it was.
Q I understand that you found a number of minor

changes or clarifications that you want to make at this

time.
A That's right, I have four minor changes.
Q Would you describe those for us?
A Sure. Page 9, line 12, the number 127 should

instead be 126, so it is LR-I-126.

Page 11, it turns out the last two lineg of page
11 were also repeated at the top of page 12, so I am
deleting the last two lines of page 11.

At the end of the testimony before the attachments
there is a list of attachments and the list will list the 18
attachments. The titles there for Attachments 1, 17 and 18
have been revised to be consistent with the titles in the
Attachments.

Finally, Attachment 3, on the column headings for
the depreciation costs, right below Depreciation Costs is in
parentheses (CS 20); that should be (CS 20.1) because that
refers to a cost segment 20.1.

0 Have those changes been made in the two copies
that I handed you?
A Yeg, they have.
MR. COOPER: Mr. Chairman, with those corrections,

I would ask that this testimony be admitted into the
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evidentiary record.

CHAIRMAN GLEIMAN: Is there an objection? Hearing
none, I will direct counsel to provide two copies of the
testimony of Witness Smith to the Court Reporter and the
testimony will be received into evidence and not transcribed
into the record.

[Direct Testimony and Exhibits of
Marc A. Smith, USPS-T-21, was
received into evidence.]

CHAIRMAN GLEIMAN: Mr. Cooper, Category 2 Library
References?

BY MR. COOPER:

0 Now Mr. Smith, in Ruling Number 13 in this case
you were asked to prepare, to sponsor Library References --
COMMISSIONER LeBLANC: Is your mike on?

MR. COOPER: Yes, it is. 1I'll speak right into
it.

COMMISSIONER LeBLANC: Thank you.

BY MR. COOPER:

Q You were asked to prepare Library References I-77,
81, and 83. Were those prepared by you and are they
associated with your testimony, and are you prepared to
sponsor them?

A Yes, they were prepared by me and/or under my

supervision, and I am prepared to sponsor them.
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CHAIRMAN GLEIMAN: Those three Library References
will be entered into evidence.

[Library References LR-I-77, I-81
and I-83 were received into
evidence. ]

CHAIRMAN GLEIMAN: Mr. Smith, have you had an
opportunity to examine the packet of designated written
cross examination that was made available to you earlier
today?

THE WITNESS: Yes, I have.

CHAIRMAN GLEIMAN: And if those questions were
asked today, would your answers be the same?

THE WITNESS: Yesg, they would. I do have one --
well, there is one change though. With the exception of one
response.

I found an error in my answer to
ABA/NAPM/USPS-T-21-6.

CHAIRMAN GLEIMAN: And could you tell us what the
correction is?

THE WITNESS: Yes. It is I had in the question
that asked me what equipment, what types of equipment was
covered by the expenses of $281 million and $170 million, as
shown in my Attachment 1 and I incorrectly had included in
that -- I listed the equipment and I incorrectly had

included in that list that there was custodial, maintenance,
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building equipment and vehicle maintenance egquipment, so I
have deleted those.

CHAIRMAN GLEIMAN: They have been deleted on the
copies that you have there?

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: That being the case, if counsel
would please provide two copies of the corrected designated
written cross examination of Witness Smith to the reporter,
the material is received into evidence and will be
transcribed into the record.

[Corrected Designated Written
Cross-Examination of Marc A. Smith
was recelved into evidence and

transcribed into the reccrd.]
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Interrogatory:
ABAGNAPM/USPS-T21-4

ABA&NAPM/USPS-T21-6
ABA&NAPM/USPS-T21-7
ABAGNAPM/USPS-T21-8
ABA&NAPM/USPS-T21-13
ABA&NAPM/USPS-T21-16
ABA&NAPM/USPS-T21-17
ABA&NAPM/USPS-T21-19
ABA&NAPM/USPS-T21-22
ABASNAPM/USPS-T21-23
ABAGNAPM/USPS-T21-24
ABA&NAPM/USPS-T21-29
ABA&NAPM/USPS-T21-30
ABA&NAPM/USPS-T21-33
ABA&NAPM/USPS-T21-38
ABASNAPM/USPS-T21-41
ABA&GNAPM/USPS-T21-43
ABA&NAPM/USPS-T21-44
ANM/USPS-T21-1
ANM/USPS-T21-2
ANM/USPS-T21-3
ANM/USPS-T21-4
ANM/USPS-T21-5
ANM/USPS-T21-6
ANM/USPS-T21-7
ANM/USPS-T21-8
ANM/USPS-T21-9
ANM/USPS-T21-10
ANM/USPS-T21-11
ANM/USPS-T21-12
DMA/USPS-T21-1
DMA/USPS-T21-2
DMA/USPS-T21-3

DESIGNATED RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS MARC A. SMITH (T-21)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Designating Parties:

ABA&NAPM
ABASNAPM
ABA&NAFPM
ABA&NAFPM
ABA&NAPM
ABA&NAPM
ABAZNAPM
ABA&SNAFPM
ABA&NAPM
ABA&NAPM
ABABNAPM
ABA&NAPM
ABAGNAPM
ABASNAPM
ABA&NAPM
ABASNAPM
ABA&NAPM
ABA&NAPM
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom
ANM, PostCom

ANM, PostCom

ANM, PostCom
PostCom

NAA, PostCom
NAA, PostCom
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MPA/USPS-T21-1¢
MPA/USPS-T21-1j
MPA/USPS-T21-2d
MPA/USPS-T21-2e
PostCom/USPS-T21-1
PostCom/USPS-T21-2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T2I4. On page 4, lines 10-11 you assert that your mail
processing costs by letter shape have been developed using “indicia for First -
Class single - piece letters.”

a. In this exercise have you used single piece letters as a benchmark for

developing costs avoided due to worksharing?

b. Did you in any way use actual data on BMM directly as a benchmark for

developing costs by letter shape avoided due to worksharing?

Response:

Page 4, lines 10-11 is merely a summary of listing of the various unit
costs by shape which | provide in my testimony. If you would rather not rely on
such summaries or so-called “assertions,” see Attachments 17 and: 18 of my
testimony to see the specific unit costs provided in-my testimony.

a. No. As indicated in my testimony at page 4, lines 7 to 8, my testimony
provides costs to be used in developing costs avoided due to. -
worksharing. My testimony, however, makes no designations of costs as
"benchmarks” nor does it provide estimates of costs avoided due to
worksharing.

b. No. As noted in my response to part “a,” | have not designated any costs
as "benchmarks.” In addition, if “BMM" refers to “bulk metered mail” then '
it should be noted that I provide "First-Class Single-Piece Bulk Entered
Meteréd Letters” unit costs of 9.87 cents per piece for the base year (see

Attachment 17, page 2) and 10.47 cents per piece for the test year (see

Attachment 18, page 2). These unit costs are based on cost data for all




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Page 2 of Response to ABAANAPM/USPS-T21-4.

First-Class, Single-Piece Metered Letters. See also witness Miller's response to

ABASNAPM/USPS-T24-20.

2926




Revised 4/18/00

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABASNAPM/USPS-T2!1-6. In Attachment 1 of LR-83, “Maintenance Labor, and
Parts and Supplies for Mail Processing Equipment by Category for FY 1998,
please explain in detail what $281 million in “non-mail processing equipment”
labor costs, and $170 million in parts and supplies costs, consists of.

Response:

These amounts are the maintenance labor costs and parts and supplies costs for
certain types of non-mail processing equipment. This includes the following:
office furniture; print shop and communications equipment; computers; lobby,
window, and vending equipment; cafeteria, audio-visual and closed circuit TV
equipment. For additional information see USPS-LR-I-201. Please note that

Attachment 1 is part of my testimony and that the excel spreadsheet copy of this

attachment to my testimony is contained in the USPS-LR-I-83 spreadsheets.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-7. Consider Attachment | of LR-83 and Page |-11,

“FYOI Adjustments Due to Deployments”, column (I}, Mid-FY 98 Deployments.

a. Please confirm that annual labor maintenance costs per deployed mail

processing machinery were as follows for BY 1998: $43,885 per DBCS; $94,403

per OCR, $132,309 per RBCS deployment

b. How many manhours by machine category do these costs entail? At what

wage rate? '

¢. What does the $132,309 figure “per RBCS deployment™ mean, i.e. is this the

maintenance cost for all remote video stations per site and related equipment?

Response:

a. Confirmed.

b. The FY 1898 hours for maintenance of DBCSs, OCRs and RBCS were
4517,023.6, 2,015,023.6 and 784,128 respectively. The hourly wage rate
was $29.52. The product of these hours and wage rate provides the
costs shown in column 2 of page II-6A of USPS-LR-I-83. These costs are
adjusted to reflect break, washup, administrative and supervision as
indicated in column 5 of page II-6A. The hours by equipment listed

above do not reflect break, washup, administrative and supervision time.

c. This is the RBCS maintenance labor cost per plant with RBCS.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-8. On page i-11 of LR-83, DBCS deployments increase
from BY 1998 to TY2001 from 4661 to 5117, while OCR and RBCS deployments
appear at steady state levels, respectively, of 830 and 250. Depreciation charges
for this equipment appear at Page IV-2 of your LR-83. As would be expected for
a steady state, the depreciation charges from BY98 to TY2001 are about the
same for the 930 OCRs deployed for both years, but they increase by 73% from
$50 million to nearly $87 million for RBCS deployments between base year and
test year. With 250 deployments for both years, how can depreciation charges
grow by this much?

Résponse:

Page I-11 of USPS-LR-1-83 shows 250 plants as having RBCS in both years.
The increased capital cost stems mainly from the additional purchase of more
advanced Remote Computer Reading equipment. See the testimony of witness
Kingsley, USPS-T-10, at page 9. Also purchases of additional Qutput
Subsystems (OSS) for DBCS and for LMLM Linerless Label Applicator also add
to test year depreciation. See USPS-LR-I-126, pages 9-11 for a description of

these programs.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-13. From LR-83, Attachment 8, please explain why the
variabilities for all letter and flat mail processing equipment facility spaces (lines
13- 18) are uniformly listed at 80%. |s this an assumption, the result of a study?

Response:

These variabilities from Attachment 8 of my testimony, are those established in

Docket No. R76-1 as indicated in my testimony at pages 13-14.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABAZNAPM/USPS-T21-16. In a “full up” automated environment of 2001,
please explain how a 1992 facility study referenced on lines 14-15, page 11, can
be used to estimate current facility space, e.g. for RBCS not even deployed yet,
and for other mail processing equipment such as the largest bin BCSs or
MLOCRs?

Response:

This is explained in my testimony at pages 11-12. Adjustments in facility
space by category due to equipment deployments since FY 1992 to FY 1998
have been provided in Docket No. R94-1, USPS-LR-G-137, pages 14 to |-6; in
Docket No. R987-1, USP-S-'LR-H-1 27, pages |-4 and -5 and in the current case in

USPS-LR-I-83, pages |4 and I-5. Adjustments due to anticipated deployments

between FY 1898 and FY 2001 are shown in USPS-LR-I1-83, pages I-10, I-11

. and|-12.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABASNAPM/USPS-T21-17. a. Please explain why as you indicate on page 12,

lines 7-8, a residential rent index (DRI) is used to measure postal commercial

facility space, much of which is in warehousing districts?

b. For each facility for which a residential rent index is applied in costing postal

facilities, state the actual, annual out of pocket cost to the Postal Service for

such facilities, e.g. lease payments made, mortgage payments made inciuding

actual interest payments, records of monthly rent actually paid to another party,

etc.

¢. From FYi992 through BY1998, by years, are the changes in actual facility

costs from b. greater than, less than, or about the same as your DRI index?

Response:

a. Just to be clear, the DRI Rent -Residential index is used to update the
rental rates obtained for earlier fiscal years to both the base year and test
year. For example the imputed rent per square foot for OCRs in FY 1896
was $7.22 per square foot (see line 13 of page I-2, of USPS-LR-1-83).
The ratio of the FY1998 to FY1996 DRI Rent-Residential indices or
403.94 to 380.78 (shown on page |-3 of USPS-LR-I-83) is used to
escalate this rental rate to $7.65 per square foot for FY 1998 (see page |-
7). 1 use the DRI Rent-Residential index to update imputed rents since
that is used in our budget forecasts of rental costs (see USPS-LR-I-127,
Chapter lil, Section a).

b. | use the DRI Rent-Residential index to update imputed rents for all facility

categories and therefore all facilities. | have made no use of the individual

facility rental and other payment information for FY 1998. Much of this
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Page 2 of Response to ABAGANAPM/USPS-T21-17.

information, which is often obtained through Freedom of Information Act
requests, is available for purchase. The attached materials describe the
data available on a set of CDs and provide a contact for obtaining this.

C. | have made one comparison of the average rent paid per square foot and
the DRI Rent-Residential Index for the two years FY 1992 to FY 1998.
The average rent per square foot grew 20 percent from $5.83 per square
foot in FY 1992 to $6.97 per square foot in FY 1998. The DRI Rent-
Residential Index rose by 17 percent going from 345.73 in FY 1992 to
403.95in FY 1998. (Rent per square foot based on private lease

payments and real estate taxes, as per accounts 54101, 54121, and

54133).



ATTACHMENT TO RESPONSE
TO ABASNAPM/USPS-T21-17.
PAGE 1 OF 4

USPS LEASED FACILITY DATA INFORMATION

AVAILABLE UNDER THE FREEDOM OF INFORMATION ACT

. FILE ORGANIZATION

Data is broken out by State. Each State is presented in an Microsoft Excel format.

n DATA COLUMN NAMES

COLUMN NAME

PNAXE<CHOAIPDVOZIr A" IPTMOOD>

P
GmMmoDoOom

DESCRIPTION

Facility ID

Post Office

Unit Name

Street Address

State

Zip Code

County

Lease Effective Date
Lease Expiration Date
Annual Rental
Responsible Area/District
Renewal Options Available
Renewal Option Years
Next Renewal Option Rental
Maintenance Responsibility
Net interior Square Feet
Total Site Square Feet
Building Ownership Code
Land Ownership Code
Building Occupied Date
Tax Rider

Purchase Option Rider
Owner Name

Owner Address 1

Owner Address 2

Owner Address 3

Owner City

Owner State

Owner Zipcode

Payee Name (only if different from owner)
Payee City

Payee State

Payee Zipcode
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M. SUPPORT
For information and support, you may call:

Jenny A. Herndon

information Systems Coordinator
Faciiities Program Support

US Postal Service

4301 Wilson Boulevard #300
Arlington, VA 22203-1861

Phone: 703/526-2802
Fax: 703/526-2710
Email: jhermndon@email.usps.gov

IV. CODE TRANSLATION

Facility Building Ownership

Code Description

Private Lease

Standard Lease
Renewal Option
Extension Agreement
Month-to-Month Lease
Automatic Renewal
Fixed Term Lease
Federal

GSA Controlled

Other Agency Control
Military Controlled

USPS

Lease Purchase
Purchased, Prev. Leased
‘| Purchased, Not Prev. Lsd
Constructed by USPS
Transferred
Miscellaneous

Free Building

Bidg on another record
No Building

USPS Personal Property

omio|O|o|>

slx|o

<|X|0|0] |K<{Z|~|T|™

ATTACHMENT TO RESPONSE
TO ABAGNAPM/USPS-T21-17.
PAGE 20F 4

2935



http://usps.gov

Facility Land Ownership

Code Description

Private Lease

Standard Lease

Renewal Qption

Extension Agreement

Month-to-Month Lease

Automatic Renewal

Fixed Term Lease

N|O(F{Oj0|®@| >

Ground Lease

Federal

GSA Controlled

Other Agency Control

s[x[e

Military Controlied

USPS

| éase Purchase

Purchased, Prev. Leased

Purchased, Not Prev. Lsd

Land Banking

Transferred

Miscellaneous

Free Land

Land on another record

X010 L[|~ ™

No Land

Building Maintenance Responsibility

ATTACHMENT TO RESPONSE
TO ABA&NAPM/USPS-T21-17.
PAGE 3 OF 4

Code Description

1 Lessor

USPS

GSA

USPS(Not Roof)

Shared

2
3
4
5 Federal Agency
6
7

Lap Maintenance Rider

Lease Tax Rider Code

Code Description

0 None Specified

1 Percentage

2 Reimbursable
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Lease Purchase Option Type

ATTACHMENT TO RESPONSE
TO ABA&NAPM/USPS-T21-17.
PAGE 4 OF 4

Description

Fixed Dollar and Date

Fixed Dollar/Date and LAP Option

QOption Under LAP

Fixed Date at FMV

C
1
2
3
4
5

Non-Standard, Specified in Lease
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-19. Regarding your labor-based distribution keys for
equipment and facility cost allocations by subclass, does one-subclass run on a
machine cause more downtime than another subclass, for example, from
jamming the machine? How are the machine downtimes and associated labor
costs allocated by subclass, to the subclass causing the jam, or are they
aliocated to an institutional cost pool?

Response:

IOCS does not separately identify machine downtime due to jams, so { do not
have any evidence to suggest that any particular subclass causes a
disproportionate share of that downtime. In principle, some subclasses may
cause relatively more jams and related downtime than others. In the case of
automated letter sorting equipment, heavy and flimsy letters will tend to cause
more jams. It is my understanding that the mail processing cost methodology
includes machine downtime in the labor cost pools for mechanized and
automated sorting, and in the corresponding workhours used in the volume-
variability models. Since the downtime is not identified separately, there is no
bianket treatment of the downtime as either fully volume-variable or institutional.
The estimated volume-variability factors will reflect, among other things, the
volume-variable portion of machine downtime. Also, to the extent that jammed
mail requires additional handling, it wilt tend to result in relatively more IOCS
“handling mail” tallies for the associated subclasses. Those subclasses will, in

turn, tend to account for a relatively large share of the volume-variable cost

distribution keys.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-22. Referencing lines 11-12 on page 20, does your
rollforward/budget process incorporate any network economies or econormies of
scale or scope in arriving at test year estimates of costs?

Response:

My roliforward process should incorporate the same economies of scale and
scope as included by witness Kashani, USPS-T-14, with the following minor
caveat: As discussed in my response to ABAGNAPM/USPS-T21-23 | attempt to
roliforward costs in the same way as witness Kashani, USPS-T-14. As noted in

that response, however, | must use some approximations of his calculations, so

this would lead to some minor differences.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-23. On pages 28-29, you state that you apply the
“same adjustments” that witness Kashani uses for his aggregated mail
processing labor cost data to your disaggregated cost pool data. How can you
be certain that his aggregated adjustment factor is appropriate for each and
every one of your cost pools, and is this a reasonable assumption on your part?
Response:

As stated in my testimony on page 29, in developing test year unit costs
by shape and cost pool, | approximate the calculations done by witness Kashani,
as well as those of witness Meehan. (See page 29, lines 9-11). it would be very
difficuit to replicate their calculations in all detail. Doing so would require a very
large modeling exercise to reflect all aspects of base year cost development and
all of the factors considered in the roliforward. The modeling of the roliforward
process needs to consider specific volume changes for each subclass by year,
and the distribution of cost reductions and other programs according to specific
distribution keys as done by the roliforward, for each year. As a result, itis
reasonable to use approximations.

As stated on page 29 of my testimony, | reconcile my calculations back to
the aggregate mail processing costs by subclass of witnesses Meehan and
Kashani because of my use of approximations. | reconcile my caiculations back
to the aggregate mail processing costs by subclass for the base year and the
test year (both for labor and for total labor and piggybacked costs) as discussed

in pages 29 to 31. This reconciliation assures overall consistency of my

calculations with witnesses Meehan and Kashani.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T2I-24. On page 29, you note the existence of new IOCS

data on non-carrier route presort letters. Does this {OCS data include tallies of
labor time spent on automation versus non-automation presort letters? At what
stage of the mail processing is the information gathered?

Response:

Yes, |IOCS data contains labor time separately for automation and non-

automation presort letters. This information is gathered at all stages of mail

processing.
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RESPONSE QOF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-29. Why is the square footage for RBCS shown as
increasing by nearly 200,000 square feet (Attachments 6 & 7) between FY 1988
and FY 2001, when the number of “deployments” listed in LR 83 remains
constant at 250 between those years?

Response:

The FY2001 facility space for RBCS is increased over the FY 1998 by
approximately 13 percent, which is the projected overall growth in facility space,
once we exclude the equipment categories for which only deployments affect

space usage. This overall growth is called the “General Growth Factor” which is

line 7 of page I-13 of USPS-LR-I-83.




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABAGNAPM/USPS-T21-30. Regarding Attachment 9, please explain why mail
processing labor costs would go down by a greater percentage for Standard A
commercial mail than for First Class presort letter mail (19.48% vs. 12.15%).
Response:

As explained in my response to ABA&NAPM/USPS-T21-14 these percentages
are the distribution key for the savings of the program Improve Function 4

Productivity. They do not indicate the percentage decline in labor costs for each

subclass.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABAGNAPM/USPS-T21-33. Regarding Attachment 14:

a. why is the piggyback factor for DBCS so much greater than for other bar code

sorters?

b. Why is there no piggyback factor for RBCS “other workroom”, please define

this term and explain the difference between this category and RBCS

“‘workroom”.

¢. What is RBCS LMLM, and why does this piggyback have indirect costs 262.3%

greater than direct labor costs?

Response:

a. The basis for the deveiopment of the separate piggyback factors for
MPBCS, DBCS and CSBCS is shown in USPS-LR-I-77, page 442. This
data reflects the data obtained from our accounting, engfneering and
I0CS sources. [t would appear that DBCSs are less labor intensive given
these costs.

b. See my response to ABA&NAPM/USPS-T21-25. In addition, “RBCS:
Other Workroom” includes all RBCS equipment at the plant except
LMLMs. All RBCS related costs are inciuded in the RBCS cost pool
piggyback factor of 1.958 in Attachment 14, page 1. However, witness
Miller, USPS-T-24, uses the separate piggyback factors for LMLM and
RBCS: Remote Encoding in his processing cost models. in addition, the
additional RBCS: Other Workroom costs of $109,317,075 for the test year
(covering costs for the IPSS, RCR, and OSS) is incorporated into the cost

modeling directly by witness Miller, without a piggyback factor.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Page 2 of Response to ABA&NAPM/USPS-T21-33.

C. The LMLM is described by witness Kingsley, USPS-T-10, at page 6. The
costs developed for the LMLM piggyback factor are shown in USPS-LR-I-
77, at page 443. This shows that the equipment related costs (columns 5-
7) for LMLMs are unusually high relative to labor costs, since these

equipment related costs are about the same as the labor costs.



RESPONSE OF UNITED STATES POSTAL. SERVICE WITNESS SMITH

TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND

NATIONAL ASSOCIATION OF PRESORT MAILERS

ABAS&NAPM/USPS-T21-38

Please refer to your testimony at page 8, where you note that ". Thls assumes

that there is a constant proportion of labor and equipment-related costs for the

marginal and accrued costs."

a. With increasing deployments of DPBCS expected through the test year, how
good an assumption is this?

b. Ingeneral, as automation in mail processing proceeds to equip each
productive worker with more and more capital, how good an assumption is
this?

c. If you were to drop this assumption, what would happen to your results?

Response:
a. The quoted statement given above is meant to apply by operation or cost

pool rather than for mail processing as a whole. The quoted senlence

would be clearer if it were prefaced with “for individual operations.” This is

also discussed by witness Bozzo, USPS-T-15, at pages 40-41 and in his

response to OCA/USPS-T15-10. Increased deployments of Delivery
Barcode Sorters or any other equipment does not imply changing
proportions of labor and equipment related costs for the individual
operations.

b. See my response to part a and also please note that the assumption of
éonstgnt proportions of labor and equipment-related costs is made with
respect to different ieve!s of volume. Certainly over time, as technology

changes, there wili be modifications in the proportions of labor and

equipment-related costs. My statement does not preciude such changes.
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- RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Page 2 of Response to ABA&NAPM/USPS-T21.38
c. As indicated by witness Bozzo in his response to OCA/USPS-T15-10, part

d, the labor and equipment variabilities would not be equal.




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T21-41

Please refer to your response to ABASNAPM/USPS-T21-2. For the
classifications of piggyback factors you do have, “by cost pool . . . or by
subclass” for R97-1 and R2000-1, in each instance where they are not identical
please list the values for R97- 1 and R2000-1 in a table, and please explain
whether the change is due to wage rates or other factors. If other factors, please
explain what other factor(s).

Response:

| provide about 250 to 300 piggyback factors in both my Docket No. R87-1
testimony, USPS-T-45, and in my testimony for this case. Each of these
piggyback factors relies on numerous test year costs as inputs. In preparing my
testimony, | have not done an analysis comparing the piggyback factors from
each case as you seek, for any of these 250 to 300 piggyback factors.

Apart from the general discussion of why piggyback factors change case
to case as provided in my response to ABAGNAPM/USPS-T21-2, it may be of
help to discuss some specific examples. Consider two cases for the operation
specific mail processing piggyback factors where the change was relatively
large. The test year BMC Sack Sorting Machine (BMC SSM) piggyback factor
was 2.414 in my R97-1 testimony (see USPS-LR-H-77, page 232) and itis 1.935
in my current testimony (as shown in Attachment 14). The primary reason for
this difference is the relatively larger growth of the volume variable SSM labor

costs leading to a relative increase for the denominator.. This is due to the

increase in labor costs between the base years for the two cases and increases
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Page 2 of the Response to ABA&NAPM/USPS-T21-41

in the projected rise in these costs for the test years (see USPS-LR-H-77, page
194, line 15 from Docket No. R97-1 and USPS-LR-I-77, page 444, line 15).
Another factor in the increase in volume variable SSM labor costs is the higher
volume variabilities for BMC 1abor, in particular for “Allied Laber & All Other Mail
Processing” (see the Docket No. 97-1 testimony of witness Degen, USPS-T-12,
page 15, and the testimony of witness Van-Ty-Smith, USPS-T-17, page 25}. In
addition, the non-labor costs have remained about the same (see USPS-LR-H-
77, page 192, line 15 from Docket No. R97-1 and USPS-LR-1-77, page 442, line
15),

- The test year Remote Barcode System (RBCS) piggyback has increased
significantly between the last case and this one. it was 1.450 in Docket No. R97-
1 {(see USPS-LR-H-77, page 231, under the.heading “‘mods 15 LD 15" and it is
1.958 as shown in Attachment 14 under the heading “MODS 15 LD15." This
increase has two primary causes. First, the Remote Encoding Site labor

projected for test year FY 2001 (see USPS-LR-I-77, page 442, line 28) is a lot

2949

lower than what was projected for test year FY 1998 (see USPS-LR-H-77, page

192, line 28). Second, as shown in these same sources, the projected capital
costs are a ot higher for test year FY 2001 due to the purchase more advanced
Remote Computer Reading equipment (see my response to ABAGNAPM/USPS-

T21-8).
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOC!IATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T2143
Please refer to your response to ABAGNAPM/USPS-T21-4. With regard to your
response to a., have you used single piece letter costs (other than directly
measured metered letter costs) in any way in your testimony, and if so in what
ways? With regard to your response to b., is your data for BMM taken from
sources which directly measure BMM costs, or is your data taken from sources
which measure (i) single piece non-metered letter costs or (ii) single piece
metered letter costs, which you then infer are good proxies for BMM?
Response:
With respect to your question concerning my response to part a., | have used
single-piece letter costs as an input in the calculations of piggyback factors and
costs by shape as described in my testimony. The results that | provide for First-
Class single-piece letters are shown in the first line of Attachment 17, page 1, the
first two lines of Attachment 17, page 2, the first line of Attachment 18, page 1
and the first two lines of Attachment 18, page 2.

With regard to my response on part b, if BMM refers to “butk metered

mail,” then my BMM costs are based on “{ji) single piece metered letter costs,” as

discussed by witness Miller in his response to ABA&NAPM/USPS-T24-20.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF THE AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

ABASNAPM/USPS-T21-44

Please refer to your response to ABAANAPM/USPS-T21.17. Please answer the
question as to why a residential rent index is used to escalate
commercialfwarehousing facility space. Are you applying a DRI residential rent
escalator from FY1992 forward, as indicated at page 12, line 6 of your testimony,
or are you apply the DRI index from FY 1986 forward as indicated in your
response? With response to your answer to c., for this case and R97-1 and R94-
1 and MC95-1, which costs have been the binding costs actually used as costs
in the case, the historical costs, or the DRI adjusted imputed rent costs? if you
have only calculated these for FY1992 and FY 1998, how do you know for
costing purposes whether to use the book cost cap, or the imputed rent figure?
Response:

As indicated in my response to 17a, | use the DRI Rent-Residential index
to escalate {or deflate) imputed rents, because this same index is used in our
roliforward forecasts of rental costs. It is used to reflect changes in the average
rental rates, whether up or down. | have used the DRI Rent-Residential index
from FY 1992 forward.

As to which cost is binding, in all four cases you cite, the volume variable
imputed rents exceeded book cost and were capped at book cost. Book cost
provided the upper bound. In each of these cases and for each fiscal year,
volume variable imputed rents and book costs are computed to determine if
imputed rents need to be capped. The “book” rental rate per square foot (for
payments to private lessors) was provided in my response to

ABA&NAPM/USPS-T21-17¢ for FY92 and FY98. This is not needed to check

whether to use the book cost as a cap for volume variable imputed rents.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS

ANM/USPS-T21-1. Attachment 6 to your testimony, at line 18, shows a total of

4,061,004 square feet allocated to, or occupied by, flat sorting machines
(“*FSMs"} in FY 1998, with annual rental value of $30,978,000.

a. What was the total number of FSMs that occupied the above-indicated
total FSM space in FY 19987

b. Please provide the breakdown, or count of FSMs, as between FSM 881s,
FSM 1000s, and any other FSMs included in the total number supplied in
response to preceding part a.

c. What was the average square footage occupied by a FSM 881 in FY
19987

d. What was the average square footage occupied by a FSM 1000 in FY
19987

e. What was the average square footage occupied by each other type of
FSMin FY 19887 '

f. Confirm that in FY 1898 the annual rental value of real estate for FSMs
amounted to $7.63 per square foot. if you do not confirm, please explain
fully.

Response:

a. The calculation of the 4,081,004 square feet was based on 1,046 FSMs,
which is the average number of FSMs, or the mid-year number of FSMs in
FY 1998. See USPS LR-1-83, page 1-5.

b. The breakdown of the 1,046 FSMs is 812 FSM 881s and 234 FSM 1000s.

c. The calculation of the FY 1998 FSM square footage is based on 3,832...1

square feet per FSM 881. This includes the amount of space taken up by
the FSM 881s as well as an apportionment of space for staging, storage,
corridors, stairwells, and elevators in the workroom and space for
custodial, heating and building maintenance. This abportionment is
shown in Docket No. R94-1, USPS-LR-G-120, page HI-18 and in

Schedules 4 and 5.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS
ANM/USPS-T21-1, page 2 of 2

The answer is the same as for FSM 881s. However, this fails to account
for the greater amount of space used by the FSM 1000s, as indicated in
my response to ANM/USPS-T21-2, partc.
No other types of FSMs are included in the calcuiations.
Confirned. As indicated in my testimony at pages 12-13, however, the
volume variable costs for space provision (rent, depreciation and interest)
is capped at "book” costs. As a result, the volume variable space

provision cost per square foot included in the base year costs is lower

than $7.63 by about 19 percent (see USPS-LR-1-77, page 404, line 15).



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS

ANM/USPS-T21-2. In attachment 7 to your testimony, you show at line 18 a
total of 6,126,832 square feet occupied by FSMs in FY 2001, with annua! rental
value of $51,477,000.

b,

What is the total number of FSMs that will occupy the above-indicated
total FSM space in FY 20017

Please disaggregate this total number among FSM 881s, FSM 1000s,
AFSM 100s, and each other model of FSM that is projected to occupy
FSM space in FY 2001.

What is the average square feet assumed to be occupied by an FSM 881
and an FSM 1000 in FY 20017 If these figures differ from those provided
in response to ANM/USPS-T1-1(c) and (d), please expiain fully and
produce documents sufficient to verify your explanation. '

How many square feet is an average AFSM 100 projected to occupy in FY
20017 :
Does the number of AFSM 100s planned for deployment by FY 2001
account fully for the increase of 2,065,828 square feet aliocated to FSMs
between FY 1998 and FY 20017 If not, please explain fully what
accounts for this approximate 50 percent increase in space attributed to
FSMs.

Confirm that in FY 2001 the annual rental value of real estate for FSMs is
projected at $8.40 per square foot. If you do not confirm, please explain
fully.

Please explain the increase in rental value from $7.83 [sic} in FY 1998 to
$8.40in FY 2001. in particular, piease explain the extent to which the
increase results from an increase in the rate for existing space and higher-
than-average rental value for new space added between FY 1888 and FY
2001.

Response:

The calculation of the 6,126,832 square feet was based on 1,316.5 FSMs,
which is the average number of FSMs, or the mid-year number of FSMs
projected in FY 2001. See USPS LR-|-83, page 1-12.

The breakdown of the 1,316.5 FSMs is 812 FSM Bais. 338 FSM 1000s,

and 166.5 AFSM 100s.
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TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS
ANM/USPS-T21-2, Page 2 of 3

The calculation of the FY 2001 FSM 881 square footage is based on
3,882.41 square feet per FSM 881 as reported in ANM/USPS-T21-1, part
¢. The calculation of FSM 1000 square footage for FY 2001 is based on
5,739.8 square feet per FSM 1000. This is different than reported in
ANM/USPS-T21-1, part d. Engineering estimates indicate that the FSM
1000 requires nearly 50 percent more space than a FSM 881. The
projection for the space for the FSM 1000 in FY 2001 is shown in USPS-
LR-I-83, at pages !-11 and I-12. My calculation for FY 2001 rectifies the
problem which [ noted in my response to ANM/USPS-T21-1, part d. The
square foofage per FSM amounts given above include the space |
occupied by the FSMs as well as ancillary space as indicated in my
response to ANM/USPS-T21-1, part c.

The caiculation of AFSM 100 square footage for FY 2001 is based on
6.211.9 square feet per AFSM 100. The AFSM 100 requires 60 p=rcent
more space than a FSM 881. The projection for the space for the AFSM
100 in FY 2001 is shown in USPS-LR-I-83, at pages [-11 and I-12.

No. The space projected for the AFSM 100 is 1,034,275 square feet.
The projection for the space for the FSM 1000 in FY 2001 increases by
1,031,544 square feet over that in FY 1998 due t0 the increase in the
number of FSM 1000s deployed and due to raising the amount of space

per FSM 1000 as indicated in my response to part ¢ of this question.
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ANM/USPS-T21-2, Page 3ot 3

f. Confirmed. As indicated in my testimony at pages 12-13, however, the
volume variable costs for space provision (rent, depreciation and interest)
is capped at “book” costs. As a resu't, the volume variable space
provision cost per square foot included in the test year costs is lower than
$8.40 by about 16 percent (see USPS-LR-I-77, page 456, line 15).

g. The increase in rental vaiue from $7.63 in FY 1998 to $8.40 in FY 2001 is
based on the change in the DRI, Rent-Residential index. The index was
403.85 in FY 1898 and is projected to be 444.93 in FY 2001. This results
in a 10.14 percent increase in the rental values for FSMs and all other
categories. (See USPS-LR-I1-83, page I-9.) As noted in part f, the volume
variable space provision cost per square foot included in both the base
year and test year costs are capped at “book” costs. As a result the

change between the base year and test year volume variable space

provision costs is based on the projected change in “book™ costs.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS

ANM/USPS-T21.3. In attachment 2 to your testimony, equipment group 6, you
show depreciation costs (CS 20.1) for FSMs of $31,607,001 in FY 1998.

Of the total number of FSMs which the Postal Service owned in FY 1998
(see your response to ANM/USPS-T21-1a), how many were still being
depreciated on the Postal Service's books?

Of the total number supplied in response to the preceding part, how many
of those FSMs will be fully depreciated on the Posta! Service’s books by
(i} the end of FY 2000, and (ii) the end of FY 20017

Response:

Approximately 533 of the 812 FSM 881s were being depreciated in FY
1898. Allthe 234 FSM 1000s were being depreciated in FY 1998, for a
total of 767.

Of the 767 FSMs being depreciated in _FY 1 998, the number of FSMs that
are fully depreciated by the end of FY2000 is 272. Of the 767 FSMs
being depreciated in FY 1898, the number of FSMs that are fully

depreciated by the end of FY2001 is 322.
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TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS

ANM/USPS-T214. In attachment 3 to your testimony, equipment group 6, you
show depreciation costs (CS 20) for FSMs of $78,599,672 in FY 2001.

b.

c.

What is the tota! number of FSMs that the Postal Service will be
depreciating in FY 20017

What is the average expected cost of an AFSM 100 that was used for
estimating depreciation in FY 20017

Over how many years will the AFSM 100 be depreciated, what method of
depreciation will be used, what survivor curves are assumed, and what is
the estimated salvage value (if any)?

Do the AFSM 100s planned for deployment by FY 2001 account fully for
the $36,992 671 [sic] increase in depreciation betwsen FY 1998 and FY
20017 If not, please explain fully what accounts for the more than 100
percent increase in FSM depreciation between FY 1998 and FY 2001?

Response:

a.

The Postal Service will be depreciating approximately 261 FSM 881s, as
well as all FSM 1000s and AFSM 100s it has acquired. The mid-year
average is 261 FSM 881s, 338 FSM 1000s and 166.5 AFSM 100s, fora
total of 765.5.

The average expected cost of an AFSM 100 used in estimating
depreciation was $2,285,714.

The method of depreciation, which | used in my calculations, is straight
line depreciation with a ten year service life and a zero salvage value.
The FSM depreciation increases by $46,992,661 between FY 1998 and
FY 2001, from $31,607,011 to $78,588,672, as shown in my Attachments
2 and 3 of my testimony, USPS-T-21. This increase. results from the

AFSM 100 depreciation of $31,428,571, an increase in the FSM 1000
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TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS
ANM/USPS-T21-4, Page 2 of 2

depreciation of $3,220,000, an increase in FSM 881 depreciation of
$4.450,352, and the apportionment of tray transport and staging systems
costs of $7,893.737. See USPS-LR-I-B3, pages V-2 to IV-7. The
increase in the FSM 1000 depreciation is from the additiona! deployment
and the addition of the barcode readers. The increase in the FSM 881
depreciation results from the addition of the OCRs to the FSM 881. The
tray transport and staging systems cost apportionment is shown on page

IV-6 of USPS-LR-I-83 and is discussed in my testimony at page 7,

footnote 7.
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ANM/USPS-T21.5. For FY 1998 and FY 2001, please provide the total
equipment and facility-related volume variable costs attributable to FSMs
(or FSM cost pools) for each of the following components (see your
testimony at page 2):
Rents (component 15.1)
Depreciation (component 20.3}
Interest (component 20.5)
Fuel and Utilities (component 15.2)
Custodial Services Labor (component 11.1)
Contract Cieaners (component 11.1.2)
Building Equipment Maintenance Labor (component 11.3)
Custodial Services and Supplies (component 16.3.1)
Buiiding Security (component 18.1.2)

“Teeaoow

Response:

a-i. TheFY 1998 cost for components a to ¢ is $28.524 million which is
$13.657, $13.470 and $1.397 million, respectively, for rents, depreciation,
and interest. The FY 1998 cost for components d-i is $26.726 million,
which is $6.156 million for fuel and utilities, $11.472 million for custodial
services labor, $0.811 million for contract cleaners, $5.522 million for
building maintenance, $1.697 million for custodial supplies and services
and $1.089 million for building security. The FY 2001 cost for componerits
a to c is $48.501 million, which is $22.117, $22.857 and $3.527 miliion,
respectively, for rents, depreciation, and interest. The FY 2001 cost for
components d-i is $41.705 million, which is $9.117 million for fuel and
utilities, $18.650 million for custodial services labor, 51 .286 million for
contract cleaners, $8.807 million for building maintenance, $2.288 million

for custodial supplies and services and $1.547 miltion for building
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ANM/USPS-T21-5, Page 2 of 2

security. These calculations are based on USPS-LR-1-77, pages 381,
404, 442, and 456. It should be noted that the facility space on which
these costs are based includes space discussed in ANM/USPS-T21-1 and
2 plus additional anciliary space. This ancillary space is for employee
facilities (lunch room, restrooms, etc.), office space for supervisors and

administrative, space for FSM maintenance labor, and space for mail

transport equipment centers (see USPS-LR-I-77, pages 398 and 451).



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SMITH
TO INTERROGATORIES OF ALLIANCE OF NONPROFIT MAILERS

ANM/USPS-T21-6. Please identify and quantity any other costs, inciuding any
indirect and piggy-backed costs, that are included in total volume variable
costs attributable to FSMs in FY 1988 and FY 2000.

Response:

For FY 1998, the other indirect and piggybacked costs are shown in USFS-LR-I-

77 at page 391, line 10. This includes $235.6 million for supervisory,

administrative and benefits; $31.9 million for FSM depreciation and interest

expense; $53.0 million for FSM maintenance labor cost; and $12.0 million for

FSM maintenance parts and supplies. | do not have these estimates for FY

2000. For FY 2001, which was requested in ANM/USPS-T21-5, the other

indirect and piggybacked costs are shown in USPS-LR-I-77 at page 442, line 10.

This includes $336.8 million for supervisory, administrative and benefits; $78.3
million for FSM depreciation and interest expense; $86.4 miliion for FSM
maintenance labor cost: and $15.8 million for FSM maintenance parts and

supplies.
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ANM/USPS-T21-7. Piease refer to your testimony at pages 9-10, where you
mention that the AFSM 100 is an example of an equipment deployment that is
anticipated to reduce the manual sorting of flats.

Are you the witness responsible for developing the estimate of anticipated
cost savings from deployment of the AFSM 100 that witness Kashani
used as an input in the roll-forward model? If not, please identify the
witness whose testimony sponsors, or is responsible for, the estimated
Test Year cost savings anticipated from deployment of the AFSM 100.
Please quantify the gross (or total) cost savings in manual sorting of flats
{including all piggy-back and indirect costs) that are anticipated to result
from deployment of the AFSM 100 in (i) FY 2000, and (ii) FY 2001.

Please explain fully how these figures are derived, and produce suffi caent
documentation to verify your explanation.

Response:

No, | am not the witness responsible for developing the estimate of
anticipated cost savings from deployment of the AFSM 100 that witness
Kashani used as an input in the roll-forward model. This cost savings
estimate is provided in USPS-LR-1-127, which is discussed by witness
Tayman, USPS-T-8, in his testimony at page 1, lines 6-7.

| have no estimate for FY 2000. The gross cost savings in manual flat
sorting for FY 2001, which | have estimated for the purposes of
developing operation specific piggyback factors, is $274.8 million. This is
computed as the sum of the net savings of $36.6 and $53.2 million
reported for the AFSM 100 (by witness Kashani, USPS-T-14, Appendix A,
page 24, lines 17 and 18) and the AFSM 100 staffing costs of $185.0

million (provided in USPS-LR-I-77, page 446, line7). The AFSM 100
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staffing cost was computed based on the staffing cost for the FSM 881,
$674.5 million (shown at USPS-LR-I-77, page 444, line 10A). This figure
is multiplied by the ratio of AFSM 100s to FSM 881s which is 167/812 and

by the ratio of staffing for each machine, which 8/6.
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ANM/USPS-T21-8. At page 2 you state that “This part of my testimony is
supported by LR-I-83, ‘Equipment and Facility-Related Costs.™

a. Was LR-1-83 prepared by you, or under your supervision?

b. Are you sponsoring LR-I-83? If not, what witness is?

Response:
a. Yes.
b. This material is presented as a foundation for my testimony. Any

questions that you have on this materia! can be directed to me.
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ANM/USPS-T21-9. Your testimony also references LR-|-127.

a. Was LR-1-127 prepared by you, or under your supervision?
b. Are you sponsoring LR-1-1277? [f not, what witness is?
Response:

a. No.

b. Witness Tayman, USPS-T-9, discusses this library reference in his

testimony at page 1, lines 6-7.
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ANMIUSPS-T21-1 0. Please refer to LR-I-83, p. I-5. In the row IaBeied “FSM
1000," please explain the source and meaning of the numbers shown in columns

I-3.
a.

Are these numbers (807, 842 and 1,150 respectively) intended to
represent the number of FSM 1000s deployed? If so, please reconcile
with witness Kingsley's statement (USPS-TIO, p.11) that the number of
FSM 1000s deployed is 340, with no plans to increase that number.

If these numbers in the above-referenced row do not refer to the number
of FSM 1000s, how should they be interpreted?

Do the 1,150 FSMs deployed at the end of FY 98 (column 3) consist of
812 FSM 881s and 338 FSM 1000s? Please explain any negative answer

Response:

No. This row, which is labeled “FSM 1000 (Included in FSM category),” is
intended to reflect the total number of FSMs, both FSM 881 and FSM
1000. The first column is mid-FY96 deployments of FSM B81s, which is
shown as 807. .The second column is end of FYQ? deployments of both
FSM 881s and FSM 1000s, which are shown as 942. The third column is
the end of FY98 deployments of both FSM 881s and FSM 1000s, which
are shown as 1,150.

See the response to part a.

Yes.
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ANM/USPS-T2I-11. Please refer to LR-I-83. On p. I-12, in column 1 you show
the square feet per FSM and in column 5 the number of FSMs deployed in mid-
FY 01. Multiplying the number of FSMs times the square feet per FSM yieids a
total of 3,945,248 square feet. Please reconcile this number with the 6,126,832
square feet shown at p. [-14, line 18, column 1.

Response:

The 3,945,248 square feet is, essentially, the amount of space necessary
to operate and maintain the FSMs according to engineering estimates, as
discussed below. The 6,126,832 square feet, which is based on the FY92 facility
space survey and adjustments for additional deployments (as described in
USPS-LR-1-83, part I), is fully consistent since this includes space for staging,
empty equipment storage, corridors, stairwells, and elevators and space for
custodial, heating and building maintenance. To show this consistency, | will
show how adjusting the 3,945,248 square feet to include the space for these
additional purposes leads us to about the same result.

Page I-12, column 1 shows the following square feet per machine 2,500,
3696. and 4000 for FSM 881, FSM 1000 and AFSM 100 respectively. (These
are the square feet per FSM used to compute the 3,945,248 square feet, as
noted in the question.) These square footage per machine correspond to those
described in the Witnhess Kingsley's resbonse to NNA/USPS-T10-13, as “the

physical space necessary to operate and maintain the equipment.” As indicated

in that résponse. to compute the total “Work Space Units” (WSUs) associated
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Page 2 of Response to ANM/USPS-T21-11.

with each piece of equipment, it is necessary to add 15 percent additional space
for staging of mail. Adding 15 percent to the 3,945,248 square feet gives us
4,537,035 square feet of total WSU space for test year FSM equipment.

Of course, for each operation on the workroom floor there is much
additional support space needed, in addition to the space used for the operation
itself. Space is needed for aisle space, main corridors, empty equipment
storage, stairwells, elevators, custodial, heating and building maintenance. The
FY92 survey of facility space showed that the space for these purposes
accounts for a significant share of space. In FY 1992 we found that the FSMs
occupied 2,326,750 square feet (see Docket No. R94-1, USPS-LR-G-120,
Schedule 4, ‘Pag.;e 1). The space for FSMs was adjusted to include an
apportionment or share of the space for these support purposes, listed above, as
described in Docket No. R84-1, USPS-LR-G-120, page ili-19, and Schedule 5,
Page 1, leading to total FSM space of 3,133,107 square feet. Thus, the
inclusion of the support space adds 34.68 percent additional space. [f the above
total WSU FSM space for the test year of 4,537,035 square feet is increased by
the same percentage, the result is virtually the same as the 6,126,832 shown at

page |-14, line 18, column 1.
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ANM/USPS-T21-12. In LR-I-83, p, I-12, you show a total of 175 AFSM 100s
deployed by the end of FY 01. Another library reference, LR-1-126, p. 18, under
the sections “Accelerate FSM Buy Into 2001" and "Additional Advanced Flat
Sorter Machine (AFSM) To Upper Bound,” computes savings/costs for the roll-
forward model for an additional 88 AFSM 100s. Please reconcile your assumed
deployment of 175 AFSM 100s with the data and information shown in LR-I-128
for accelerating the FSM buy and acquiring an additionat 88 AFSM 100s.

Response:

They don't reconcile. | have not, as your question implies, included any
additional facility space for the additional 88 AFSM 100s for the test year. The
reason | need not include such space is that { am unable to make a
corresponding reduction in FSM 881 space. Withess Kingsley indicates that
ultimately the AFSM 100 will replace the FSM 881. See witness Kingsley,

USPS-T-40 at 11. There is no available timetable or information on the removal

of FSM 881s.
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DMA/USPS-T21-1. Standard (A) Regular unit attributable cost increased
approximately seven percent from FY 1987 to FY 1998 (from 13.5 cents per
piece to 14.5 cents per piece) while the unit cost for all mail remained stable over
the same period.

is there an operational explanation for why the unit cost for Standard (A)

Regular increase so dramatically from FY 1997 to FY 19987 If so, please
provide it.

Response:
With regard to the unit cost changes between FY 1997 and FY 1988, you are
correct. It shouid be noted that there was a decline in the Standard (A) Regular
unit cost between FY 1996 and FY 1997, As a result, Standard (A) Regular unit
volume variable cost increased approximately five percent from FY 1986 to FY
1998 (from 13.8 cents per piece to 14.5 cents per piece). The FY 1996 costs
referred to are from the base year FY 1996. from Docket No. R§7-1.
Concerning operational explanations, see my responses to DMA/USPS-

T21-2, DMA/USPS-T21-3 and DMA/USPS-T21-6.
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DMAJUSPS-T21-2. The unit clerks and maithandlers cost for Standard (A}
Regular mail increased from 5.2 cents per piece in FY 1897 to 5.7 cents per
piece in FY 1998 while the unit clerks and maithandlers cost for First-Class
Letters and Parcels and for mail as a whole dropped from FY 1997 to FY 19098,

Please provide unit clerks and mailhandlers costs for First-class letters for
FY 97 and FY 98B.

By what percent did the unit clerks and mailhandlers cost for Standard (A)
Regular fiats increase from FY 1997 to FY 19987 What was the unit
clerks and mailhandlers cost for Standard (A) Regular flats in FY 19977
What was itin FY 19987

Is there an operational reason for this large increase?

- Did flat sorting productivity (expressed in piece handiings per labor hour)
decrease from FY 1997 to FY 19987

If so, why did it decrease? (Migration of flats from higher-productivity
FSM-881s to lower-productivity FSM-1000s? Decrease in FSM-881
productivity from FY 1997 to FY 19987 Decrease in productivity on FSM-
1000s from FY 1997 to FY 1998? Increase in allied operation unit costs?
if there is a combination of reasons, please explain what the major
reasons are.)

If flat sorting productivity is decreasing, what is the Postal Service doing to
reverse the negative trend in flat sorting productivity?

Please provide nationwide MODS productivity figures (expressed in piece
handlings per labor hour) for flats by sorting method (i.e., FSM-1000,
FSM-881, small parcel and bundie sorter, and manual flat sorting) and
year for 1996, 1997, and 1998.

By what percent did the unit clerks and mailhandlers cost for Standard (A)
Regular letters increase from FY 1997 to FY 19987 What was the unit
clerks and maithandlers cost for Standard (A) Regular letters in FY 19977
What was itin FY 19987
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Response:

a. The unit clerks and mailhandlers costs for First-Class letters for FY 97 and
FY 98 are as follows. The unit costs | am providing are for the “letters” subclass.
consisting of both First-Class single-piece and presort categories for ail shapes
combined as reported in the FY 1997 and FY 1988 CRAs. The tdtal cost
segment 3 unit costs for FY 1997 and FYY 1998 are 7.23 cents and 7.1 cents
respectively, a decline of 1.8 percent. The mail processing unit costs
(component 3.1) for FY 1997 and FY 1998 are 6.28 cents and 6.11 cents,

respectively, a decline of 2.6 percent.

b. The unit mail processing clerks and mailhandlers labor cost for Standard
(A) Regular flats increased by 15.2 percent from FY 1897 to FY 1998. Itwas
6.19 cents in FY 1997. it was 7.13 cents in FY 1998. Also please note that the
FY 1997 unit cost was below the FY 1996 Standard (A) Regutar flats mail
processing labor cost, which was 6.53 cents. During the period FY 1996 to FY
1998, these unit costs increased 9.1 percent. Wage increases of 5.4 percent

accounted for the major share of this increase.

C. An analysis of the change in costs by cost pools shows that the increase
in unit costs is from the FSM, Non-MODS, and SPBS cost pools. The increase in

the FSM cost poai cost per piece results from the deployment of the FSM 1000
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as well as the decline in FSM 881 productivity as reported below. | am told that
the decline in FSM 881 productivity is likely a result of the increased focus on
providing service and the difficulty in maintaining separate barcoded and non-
barcoded mailstreams. There does not appear to be a commensurate decrease
in manual flat sorting costs, which | am told is partly due to the expected lag
(about 2 months) between equipment deployment and work hours savings. In
addition, | am told that increased bundle breakage may have lead to more

sortations for both mechanized and manual.

d. Flat sorting productivities (manual, FSM 1000 and FSM 881 combined)
declined from 594 pph in FY 1997 to 575 pph in FY 1998, as shown in
Attachment 1. Please note that MODS productivities only reflect the processing

in the plant. See also the individual productivities by machine type given below.

e. As shown in Attachment 1, the decline reflects a decline in the FSM 881
productivity and an increase in the FSM 1000 productivity. | am told that the
decline in the FSM 881 productivity may refiect the increase focus on service.
The growth in productivity for the FSM 1000 would likely reflect improvement as
operational experience was obtained. The deployments of FSM 1000 helped

offset the declines in the FSM 881 productivity as well. .
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f. | am told that the Postal Service is addressing these concerns beyond the
base year, through the deployment of the OCRs to the FSM 881and the
deployment of the AFSM 100. The AFSM 100s will initially reduce manual work
hours and, as deployment proceeds, start replacing FSM 881s. In the interim,
the OCRs on the FSM 881s will eliminate the need to maintain separate
barcoded and non-barcoded mailstreams, a requirement that proved
operationally cumbersome. The OCRs on the FSM 881s will also reduce costs
by reductions in operator keying time.

Other efforts to reduce costs are to improve FSM utilization and n?anual
flats sorting productivity as described in LR-1-126, page 18. | am told that
dperations management has responded to the flats sorting productivity challenge
by making reduced manual work hours and increased FSM utilization key

performance indicators for mail processing.

g. Nationwide MODS productivities for FY 1996, FY 1997 and FY 1998, for

the requested operations are provided in Attachment 1.

h. The unit mail processing clerks and maithandlers labor cost for Standard
(A) Regular letters increased 3.5 percent from FY 1997 to FY 1998. This unit

cost was 3.3 cents in FY 1997. it was 3.42 cents in FY 1998.
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National MODS Productivites

Volumes (in 000s) Workhours  Productivity(PPH*)

FY86

FSM 881 17.107.575 23.673.307 723
Manual Fiats 9.577.819 20.503.382 467
SPBS 2.588,396 9,587,770 270
FYS7

FSM 881 17.744 305 25.627.752 692
FSM 1000 807,122 1,441,892 560
Manual Flats - 9.744 406 20.594.264 473
Total of Above 28295833 47663.908 504
SPBS 2.879.063 11,416,212 252
Fyos

FSM 881 17.231 906 27.055,773 637
FSM 1000 4,024 661 6.753.932 596
Manual Flats 8031 254 17.110,578 469
Total of Above 29.287 820 50.920.283 575
SPBS J3.100.251 12.827.226 242

Note: Productivity is Volume/Workhour Volume 1s Total Pieces Fed (TPF) for all
operations except manual fiats, for which it 1s Total Pieces Handled (TPH). FYS96
FSM and manual flats data from Docket No R97-1, USPS-LR-H-113, pages 101-102.
FY 98 FSM and manual flats developed in USPS-LR-I-107. FY97 data, including
SPBS productivities based on methods used In USPS-LR-1-107.

“PPH is Pieces Per Hour.
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DMA/USPS-T21-3. The Standard (A} Regular unit city carrier in-office cost
increased ten percent from FY 1997 to FY 1998: from 1.6 cents per piece to 1.8
cents per piece. Please confirm that this increase occurred while the unit city
carrier in-office cost for all classes of mail as a whole barely changed (a one-
percent increase).
Is there an operational reason for the ten percent increase in the Standard
(A) Regular unit cost from FY 1997 to FY 19987 Would you expect unit

city carrier in-office costs to decrease because of the increasing use of
delivery point sequencing by the Postal Service?

Response:
I confirm both the calculation of the increase in the Standard (A) Regular city
cérrier in-office unit cost and the small change in in-office unit cost for all classes
as a whole.

A possible operational reason for the ten percent increase in the Standard
(A) Regular unit {city carrier in-office} cost from FY 87 to FY 98 is as follows. As
described by witness Kingsley, (USPS-T10, page 26, lines 1 to 9), WSS bundles
must frequently be cased. This resulted from an arbitration with the NALC, the
"Snow award" in 1997. | am told that carniers generally find it more efficient
overall to case this mail first, so the non-carrier-route flats are then cased into a
case that is already partially full, with concomitant loss of efficiency for this mail.

Yes, ceteris paribus, DPS should lead to a decline in costs. However, in
1997 - 1998, the loss of workioad due to DPS may have been overshadowed by
the increase in flats casing costs. See Witness Daniel's response to

DMAJUSPS-T21-5.
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DMA/USPS-T21-4. How does the Postal Service measure city carrier in-office
productivity? Based on this measure, did city-carrier in-office productivity
decrease between FY 1997 and FY 19987 if so, by what percentage? If not,
why did the unit cost for the Standard (A) Regular subclass increase so much?

Response:

| am informed that the primary Postal Service measure of city carrier in-office
productivity is the Office Efficiency Indicator (OEl), defined as the number of
delivery points served by an office divided by the in-office workhours, i.e.
deliveries per hour. The OEIl improved from 138.33 in FY 97 to 141.83 in FY 98.
Standard (A) Regular costs increased nonetheless because of the shift in

workload from lefters to flats, as explained in my response to DMA/USPS-T21-3.
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DMA/USPS-T21-6. Standard (A) Regular unit costs for several support (or
piggyback) cost segments (e.g.. supplies and services — 23 percent; custedial
and maintenance services -~ 11 percent; supervisors — 9 percent) increased
significantly between FY 1997 and FY 1998. Are there operational reasons for
these increases?

Response:

The reasons for the increases in these unit costs are as follows. The 23 percent
increase in supplies and services (cost segment 16) unit costs for Standard (A)
Regular is mostly due to the increase in “Other Miscellaneous,” component
18.3.4. This is due to an increase in costs for contractual services and general
supplies. In addition, the share of these costs borne by Standard (A) Regular
rose due to the increase in costs for Standard (A) Regular in mail processing
fabor (component 3.1} and city carrier in-office costs (cost segment 6). (The
processing and city carrier labor cost increases are discussed in my responses to
DMAJ/USPS-T21-2, 3 and 4 and witness Daniel's response to DMA/USPS-T21-
5.) The distribution of these component 16.3.4 costs is proportional to the all
labor costs. See USPS-LR-1-1, page16-5.

The 11 petcent increase in custodial and maintenance setvices (cost
segment 11} unit costs for Standard (A) Regular is primarily due to the increase
in “Operating Equipment Maintenance,” component 11.2 for Standard (A) in
particular. This is due to increases in the DBCS, FSM, powered transport
equipment, and SPBS maintenance labor costs. The IOCS tallies used in

distributing these costs (see Attachment 4 of my testimony, USPS-T-21) indicate
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significant growth in the Standard (A) Regular processing in these operations.
The @ percent increase in supervisors (cost segment 2) unit costs were for
increases in mail processing and city carrier supervisors costs. These increases
stem from the increased costs for Standard (A) Regular in mail processing labor
(component 3.1) and city carrier in-office costs (cost segment §). This is
because the distribution of supervisor costs is proportional to the craft labor
supervised. See USPS-LR-I-1, pages 2-2 and 2-4 for description of the

development of supervisor costs.
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DMA/USPS-T21-7. While the Standard (A) Regular unit cost increased seven
percent from FY 1997 to FY 1998, the Standard (A) ECR unit cost dropped two
percent. Why did these two subclasses behave so differently?

Response:

See my responses to DMA/USPS-T21-2, 3, 4 and 6 and witness Daniel's
response to DMA/USPS-T21-5. In general, Standard (A) ECR mail processing
costs would not include much piece distribution costs and probably does not
have as much bundle handling costs. As a result, its processing costs are
probably not going to be affected by the factors described in DMA/JUSPS-T21-2

for Standard (A) Regular fiats.
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MH/USPS-T21-1: With reference to the Attachment to your response to
Presiding Officer's Information Request No. 4:

a.

Please explain why the mail processing unit costs for First-Class non-carrier
route/presort flats would nearly double from 1996 to 1897 (as set forth in
Table 2).

Please explain why the mail processing unit costs for First-Class carrier
route/preson flats would increase more than five-fold from 1996 to 1997 (as
set forth in Table 3).

Please explain why the unit mail processing costs for Periodicals Regular
Rate mail in 1998 would increase by 9.5 percent over 1997 {as set forth in
Table 4), while the unit mail processing costs for Standard A Nonprofit flats in
1998 would decrease by 15.2 percent from 1997 (as set forth in Table 7).
Piease explain the role in this regard of the non-automation processing of
machinable, prebarcoded, non-carrier-route Periodicals mail.

Please explain why the unit mail processing costs for Periodicals Regular
Rate mail in 1999 would increase by 2.3 percent over 1998 (as set forth in
Table 4), while the unit mail processing costs for Standard A Regular flats in
1899 would decrease by 2.6 percent from 1998 (as set forth in Table 5).
Piease explain the role in this regard of the non-automation processing of
machinable, prebarcoded, non-carrier-route Periodicals mail.

Response:

Based on the costs by cost pool from the base year 1896 and the FY
1997 CRA, the largest increases are in the FSM, platform, opening,
pouching and Non-MODS cost pools. | have no explanation for this. itis
probably relevant that the implementation of Classification Reform in July
of 1996 meant significant changes in the makeup requirements for both
First-Class presort letters and flats.

] don't know. Classification Reform, which was implemented at the end of
FY 1896, eliminated this category. As shown in USPS-LR-1-233, available

data do indicate costs and volumes for this category in FY 1897. Volume
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in FY 1996 was 43.8 million, and only 9.3 million in FY 1897. No costs or
volumes are reported for this category in FY 1998,
Based on comparing the mail processing costs by cost pool from the FY
1897 and FY 1998 CRAs, we can say the following. Periodicals Regular
Rate costs rose due to significant increases in the unit costs for FSM
sorting, platform and opening units, and Non-MODS cost pools. This was
offset partially by a decline in plant manual flat sorting unit costs. The
cost increase for Periodicals Regular Rate appears to share some of the
same factors prompting the increase in Standard A Regular ﬁats unit
costs as discussed in my response to DMNUSPS-T21-2. The decline in
Standard A Nonprofit flats costs occurred due to a large reduction in the
plant manual flat sorting unit costs and declines in platform and opening,
and Non-MODS costs pools. An increase in FSM unit costs partially
offset this decrease. | have no information concerning non-automation
processing of machinable, prebarcoded, non-carrier route Periodicals
mail. Also see withess Kingsley's response to MH/USPS-T10-4.
A comparison of the Periodicals Regular Rate mail processing unit costs
for the base year FY 1998 with the preliminary costs for the FY 1899 CRA
indicates there is a slight decline in wage adjusted unit costs. Thus, this is
a case where the pre-R97-1 and current Postal Service casting

methodology provide different results on the direction of cost changes. As
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to non-automated flats sorting, based on comparing the mail processing
costs by cost pool from the FY 1988 base year and FY 1999 CRAs, the
plant manual flat sorting unit costs decline between FY 1998 and FY

1998.
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MPA/USPS-T21-1. Please refer to Table 4 from witness Degen's testimony in R97-1
(USPS-T-12) and to Table | from witness Van-Ty-Smith's testimony in R2000-1 (USPS-
T-17). These two sources give fotal mailing processing costs by cost pool for 1996 and
1998, respectively. A comparison of these figures shows that the FSM cost pool
increased by 41 percent over this two-year period, from $737 million to $1.04 billion.
Over the same period, the MANF cost poo! decreased by 11 percent, from $515 million
to $460 million. Combining the figures for these two cost pools shows that the total
costs for both mechanized and manual flats processing increased by 20 percent, from
$1.25 billion to $1.50 billion.

(a) Please provide total flats volumes for 1996 and for 1898, respectively, and
further indicate the percentage change in flats volumes over this two-year period.

(b)  Please provide the unit cost for fiats processing for 1996 and for 1988, ‘
respectively, and further indicate the percentage change in the unit cost over this
two-year period.

(¢)  If the unit cost for flats processing increased between 1896 and 1998, please
' explain why this occurred and further explain how any such increase is
consistent with a general movement from manual to machined flats processing.

{d)  State what percentage of machinable flats is processed by manual methods and
what percentage is processed by machine methods. Please provide figures for
1996, for 1998, and those projected for 2001.

(e) State what percentage of machinable periodicals flats is processed by manual
methods and what percentage is processed by machine methods. Please
provide figures for 1896, for 1998, and those projected for 2001.

N State what percentage of machinable First Class flats is processed by manual
methods and what percentage is processed by machine methods. Please
provide figures for 1996, for 1998, and those projected for 2001.

(g) State what percentage of machinable Standard A flats is processed by manual
methods and what percentage is processed by machine methods. Please
provide figures for 1096, for 1898, and those projected for 2001.

(h)  State what percentage of machinable flats is projected to be processed on
ASFM 100s in 2001.

(i) State what percentage of machinable peripdicals flats is projected to be
processed on ASFM 100s in 2001.

MPA/TISPS.T21-1_ Pace 1 o3
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State the percentage of machinable periodicals flats that could be processed on
ASFM 100s in 2001.

Response:

a.-C.

Please note that the sum of the FSM and MANF cost pools is not the “total costs
for both mechanized and manual flats processing” as the introductory paragraph
to this question states. The FSM and MANF cost pools are for FSM and manual
flats sorting at MODS plants. This does not include the labor costs for stations,
branches and non-MODS facilities.

The total flats volumes for FY 1996 and FY 1998 are, respectively,
43,363,715,000 and 51,146,314,000. There was an 18 percent increase
between FY 1996 and FY 1998.

1 am not sure what “unit costs for flats processing” is being requested. If |
used the costs provided in the introductory paragraph to this question along with
the volumes requested in part a, | come up with unit costs of 2.88 and 2.93 cents
per piece for FY 1996 and FY 1998, respectively. This is a two peroént increase
in unit costs. This is not a useful or valid comparison for two reascns. First, as
noted above, these costs are only for MODS plants. Second, these unit costs
are the aggregate of many categories of flats, including carrier route and non-
carrier route presort. For further information see my response to DMA/USPS-

T21-2.

These parts are being answered by witness Yacobucci, USPS-T-25.

AETVA STIOMO a1 1 TP e -
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It is not clear what is requested on this part. See witness Yacobucci's response

to parts d-i of this question as wel! as his response to MPA/USPS-T25-4.
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MPA/USPS-T21-2. Please refer to your response to POIR #4.

a. Please provide Periodicals Regular Rate billing determinants for FY 1889, FY
1992, and FY 1999. Please provide the billing determinants in an electronic
spreadsheet using the rate categories that the Postal Service is proposing in this
docket.

b. Please describe the methodology that you used to develop billing
determinants for FY 15888 and FY 1992.

c¢. Please confim that Periodicals Regular Rate mailers performed more
worksharing in FY 1999 than they performed in either FY 1989 or FY 1992. If not
confirmed, please explain.

d. In an electronic spreadsheet format, please provide the following information
from MODS individually for each year from FY 1889 to FY 199¢:

1. Manual flat sorting total piece handlings (TPH)

2. Manual flat sorting work hours
3. Manual flat sorting productivity
4. FSM TPH

5. FSM work hours

6. FSM productivity

e. [n an electronic spreadsheet format, please provide the following information
individually for each year from FY 1989 to FY 1999. if you cannot provide this
exact information, please disaggregate wage- level-adjusted Periodical Regular
Rate unit mail processing costs in

as similar a fashion as possible:

(1) wage-level-adjusted Periodicals Regular Rate unit cost for allied/support mail
processing operations;

(2) wage-level-adjusted Periodicals Regular Rate unit cost for piece distribution
operations;

(3) wage-level-adjusted Pericdicals Regular Rate unit cost for bundie distribution
operations;

(4) wage-level- adjusted Periodicals Regular Rate unit cost for all other mail
processing operations.

Response:

a-c. Redirected to witness Taufique, USPS-T-38.

MPA/USPS-T21-2, page 1
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The requested data are provided in USPS-LR-1-283. The data available
for the years prior to FY93, employ a different data editing procedure than
for the data available for FY93 and after. In order to assist users of this
data we have provided the results using three different editing procedures,
including the results of alternative editing procedures for a portion of the
years. MODS FSM and manual flats sorting productivities, workhours,
and TPH for FY 89 to FY 96 are provided based on the “scrubbed” data
from Dr. Bradiey’s testimony, USPS-T-14, from Docket No. R97-1. The
“unscrubbed” data was not readily available. These same data for the
years FY93 to FY98 are provided based on the “unscrubbed” data set
from Dr. Bozzo's testimony, USPS-T-15. In addition, a third set of
productivities, workhours, and TPH data for FY96 to FY99 is provided,
which was developed by eliminating the observations containing the
highest one percent and lowest one percent of the productivities. 1t is this
method which has been used to provide the productivities for mail
processing cost models in both Docket No. R87-1 and this case.

Costs can not be provided, in a meaningful way, by operations or
groupings of operations using the costing methodology for processing
costs contained in POIR No. 4. Doing so requires use of MODS based
costiné, which is not available for the requested time period as discussed

in my response to POIR No. 4.

MPA/USPS-T21-2, page 2
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POST COM/USPS-T-21-1. Please refer to Attachment 1 to DMA/USPS-T-21-2.
Supply the same information, as it is estimated, for FY99, FY00 and FYO01.

Response:
See the attached productivities for FY99. Similar information for FY00 and FY01

are not available. The data available for FY00 has been provided in response to

TW/USPS-1, and is contained in USPS LR-I-190.
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National MODS Productivities

Volumes (in 000s)
FY99
FSM 881 16,857,616
FSM 1000 6,251,222
Manual Flats 6,256,220
Total of Above 29,365,058
SPBS 3,356,697

Workhours

27,640,684
10,450,837
15,390,590
53482211
14,096,518

Productivity(PPH")

610
598
406
548
238

Note: Productivity is Volume/Waorkhour, Volume is Total Pieces Fed (TPF) for all
operations except manual flats, for which it is Total Pieces Hangled (TPH).
FY99 productivities based on methods used in USPS-LR-1-107, section Il

*PPH is Pieces Per Hour.
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POST COM/USPS-T-21-2. Please refer to your response to DMA/USPS-T-21-
i(e). By whom were you “told that the decline in the FFM 881 productivity may
reflect the increase[d} focus on service"?

b. What do you interpret the phrase “increase[d] focus on service”

to mean?

Response:

a. Witness Linda Kingsley told me that increased flat processing costs were
related to increased attention to improving service. Witness Kingsley
indicated that this was based on information from various Area and field
managers.

b. It is my understanding that the Postal Service added additional staff at the
end of FY88 for the FY99 fall mailing season in anticipation of larger
volume increases than what actually cccurred. This was done to address
industry's concerns to ensure improved service over the previous fail

mailing season by reducing on-hand volumes at BMCs, plants and

delivery units.
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CHAIRMAN GLEIMAN: Isg there any additional written
cross examination? Mr. Wiggins?
MR. WIGGINS: Mr. Chairman, Frank Wiggins for the
Agsociation for Postal Commerce.
CROSS EXAMINATION
BY MR. WIGGINS:

Q Mr. Smith, I handed you before we convened two
copies of a document styled Response of the United States
Postal Service Witness Smith to PostCom Interrogatories
(PostCom/USPS-T21-3) .

Have you had a chance to look at that document?

A Yes, I have.

Q And is it what the title describes it to be?

A Yes, it is.

Q And if I were to ask you today the questions that

are set out in T21-3 from PostCom, would your responses be
the same as recorded in that document?
A Yes, they would.

MR. WIGGINS: Mr. Chairman, I would like to hand
the reporter those two copies of the document and ask that
they be entered inte the record.

CHAIRMAN GLEIMAN: It is so order. The additional
designated written cross examination will be entered into
evidence and transcribed inte the record.

[Additional Designated Written
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PostCom/USPS-T-21-3. In your response to ANM/USPS-T-21-11, you rely on
USPS-LR-G-120 of Docket No. R94-1 as support for adding 34.66 % additional
space to the “4,537 035 square feet of total WSU for Test Year FSM equipment.”

(a) Please disclose your understanding of how the
“apportionment or share of the space for these support purposes” was
calculated in USPS-LR-G-120 and your understanding of the rational for
that distribution.

(b)  Are you clear that the USPS-LR-G-120 calculation does not
include the “15 percent additional space for staging of mail" to which your
answer refers?

(i) If s0, explain the basis for this conclusion.

{iiy  If not, explain why the inclusion of the 15 percent
factor is appropriate.

(¢)  You say that the number “6,126,832 shown at page [-14, line
18, column 1" is “virtually the same” as the number derived by multiplying
1.3466 by 4,557,035. If your answer to the ANM interrogatory accurately
describes your analysis, why are the numbers not identical?

Response:

a.

A description of how the apportionment of support space was made to
operational space and the ratipnale for doing so is described in pages Ili-
18 and 11-19 of USPS-LR-G-120. As 1 noted in my response to ANM, for
each operation on the workroom floor there is much additional support
space needed for operational space. Space is needed for aisle space,

main cofridors, empty equipment storage, stairwells, elevators, custodial,

~ heating and building maintenance. The required amount of such space is

a function of the amount of operational space. The more operational

Page 1 of 4
Response to
PostCom/USPS-T-21-3
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space a facility has, the greater amount of supporting aisle, stairwells,
elevators, space for empty equipment storage, heating, custodial and
building maintenance space. As a result, such support space is
considered to be indirectly related to operational activities and is volume
variable and distributed in the same way as the operational space it
supports. This support space is therefore apportioned to operational
space in proportion to the relative size of fhe operational space. In other
words, if FSMs use one-tenth of operational space, then one-tenth of
support space is included in the FSM space.

The FY82 survey of facility space showed that the space for
support purposes accounts for a significant share of space. The survey
showed that of the total 217.0 million square feet of interior space (at
“mailhandling” facilities) there is:

- 9.5 million sq. ft. workroom corridors, stairwells, elevators

- 10.7 million sq. ft. workroom storage, including staging empty
equipment

~ 21.9 million sq. ft. for general space for custodial, building
maintenance, corridors, stairwells, elevators, HVAC and electrical

power and other.'

! Other support space for employee facilities (cafeteria, locker rooms, restrooms, etc.), office space, and
equipment maintenance are separate space categories as shown in my Attachment 8, lines 45 to 48.

Page 2 of 4
Response to
PostCom/USPS-T-21-3
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The 9.5 million sg. ft. of workroom corridor, stairwells and elevators
is apportioned to all workroom operations including lobby, processing and
delivery (as indicated in item no. 2 of page Ili-19). The 10.7 million
workroom storage (including empty equipment staging) is apportioned to
all processing and delivery operations (as indicated in item no. 3 of page
I1-19). Finally, the 21.9 million sq. ft. in general building space is
apportioned to all operations and functions including lobby, processing,
delivery, employee facilities, office and equipment maintenance (as
indicated in item no. 4 of page lli-19). The result of this apportionment for
FSM space, as described in my ANM response, was as follows. In FY
1892 we found that the FSMs occupied 2,326,750 square feet (see
Docket No. R84-1, USPS-LR-G-120, Schedule 4, Page 1). The space for
FSMs was adjusted to include an apportionment or share of the space for
these support purposes, discussed above, leading to total FSM space of
3,133,107 square feet (see Docket No. R94-1, USPS-LR-G-120,
Schedule 5, Page 1). Thus, the inclusion of the support space adds 34.66
percent additional space.
The space for staging mail for the FSMs would likely have been included
in {he 2,326,750 square feet directly measured as FSM space.
Instructions to the surveyors were to include the space for staging mail for
an operation (if it could be identified as such) as part of that operation
Page 3 of 4

Response to
PostCom/USPS-T-21.3
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(see page C-38 of USPS-LR-G-120). [n addition, the measured space of
2,326,750 is an average of 2,883 sq. ft. per FSM 881 (for 807 FSM 881s
deployed at that time). This is nearly identical to FSM 881 “Work Space
‘Units™ (WSU) of 2875 sq. ft. — which includes the 15 percent staging
allocation described in the Witness Kingsley's response to NNA/USPS-
T10-13. Thus the support space, which is apportioned in USPS-LR-G-
120, would generally not have inciuded the “15 percent space for staging
of mail.”
c. The difference is due to the small difference between the surveyed space
per machine of 2,883 sq. ft. and the total WSU of 2,875 sq. ft. per

machine.

Page 4 of 4

Response to
PostCom/USPS-T-24-3
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I, Marc A. Smith, hereby declare, under penalty of perjury, that the foregoing
Docket No. R2000-1 interrogatory responses are true to the best of my
knowledge, information, and belief.
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Marc A. Smith

Y /140w

Date




CERTIFICATE OF SERVICE

I 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

Lk 7 logr

Richard T. Cooper ¥

Practice.

475 L'Enfant Plaza West, S.W.
Washington, D.C. 20260-1137
Aprit 14, 2000

3001



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3002

CHATIRMAN GLEIMAN: Anycne else? If not, that
brings us to oral cross. Two parties requested oral cross
examination. American Bankers Association -- National
Association of Presort Mailers and the Association for
Postal Commerce -- I understand from Mr. Hart that American
Bankers/NAPM does not intend to cross examine this witness,
so Mr. Wiggins, on behalf of Association for Postal
Commerce, when you are ready.

MR. WIGGINS: Thank you, Mr. Chairman. Let me
apologize to the Commission --

CHATRMAN GLEIMAN: Excuse me. Are there other
parties that wish to cross? There are none. Thank you. I
apologize for the interruption.

MR. WIGGINS: Now let me apologize twice. I
apclogize to the Commission and the Staff. My effort at
indicating my desire to cross examine was sorely deficient.
I have the same problem -- I warn you -- tomorrow with
regard to Mr. Crum, but I am sure that I won't have that
problem again.

CROSS EXAMINATION

BY MR. WIGGINS:

0 Mr. Smith, in your answer to the interrogatory
that I just handed to you, PostCom/USPS-T21-3, we had asked
you about an answer that you had earlier given to ANM --

that as ANM/USPS-T21-11.

ANN RILEY & ASSOCIATES, LTD.
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1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{(202) 842-00234



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3003

In that ANM answer you explained that in
calculating the number of square feet preparatory to
calculating the cost of square feet associated with FSM
operations, you calculated the actual footprint of those
machines. You then added, mimicking Ms. Kingsley, a 15
percent factor, and then, and this is the testimony on which
our follow-up will focus, you added an additional 34.66
percent of space. Did I get that mostly right?

A Yes.

Q ind we asked you -- and that 34.66 number came
frem a Library Reference in an earlier case, Library
Reference-G-120 in R94, right?

Yy That's right.

Q And we asked you whether you understood, what your
understanding was of how G-120 performed the calculation or
performed the appertionment that led you to this 34.66
number.

You tell me that support space is therefore
apportioned to operational space in proportion to the
relative size of the operational space -- do you see that
over on page 2 of 4, bottom of the carryover paragraph?

A Yes.

Q I tried to examine that proposition and ran into
some difficulties. Do you have Library Reference G-120 with

you?

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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A I do.

Q Could you take a look at the places you pointed me
to in the ANM answer for the calculation that you made were
page 1 of Schedule 4 and page 1 of Schedule 5 of that
document. Do you have those? I have copies here if you
would like to have the two pages in a more concise form.
Would that be helpful?

piy Not today. I have this, thanks. Thank you.

MR. WIGGINS: Okay, good.

MR. COOPER: I would appreciate a copy.

MR. WIGGINS: Oh, you would like a copy. Would
the bench care for copies?

CHATIRMAN GLEIMAN: No.

BY MR. WIGGIBS

Q The numbers that you employed to make the 34.66
calculation, if I'm right, are to take the number from page
1 of Schedule 5 associated with the flat sorting machine
line, and divide that by the comparable line from Schedule
4, page 1, is that correct?

A That's right.

Q Okay, and that gives you the 34.66, or a little
less than that, actually. In order to check the hypothesis
that these numbers were created in proportion to sgize, let
me make sure I have it right:

The far right-hand column in each of those pages

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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is square feet; is that correct?

A That's right.

Q Qkay, so I compared another set of square feet,
and I divided the row, Row 40, for sorting to flat cases,
from Schedule 5, page 1, by Schedule 4, page 1. Is that a
valid comparison?

gy Yeg, 1t should be similar, but it won't be the
same. The actual calculation is done by sample strata, and
so you'd need to actually do it by the individual groupings.

So, for instance, Schedule 5, page 3, shows the
results for --

Q Can you hang with me just for a second? I don't
have page 3 immediately in front of me.

A Okay .

[Pause.]

Okay, Schedule 5, page 3, for the column for ADCs,
the survey results for ADCs, if you took the FSM amount
there, which, let's see, is 1.8 million, and if we divided
that by the comparable number --

I guess what I'm trying to say is that for any
given column, the ADC column, you will have the same ratios,
but the column that you referred to with the total colummn,
that ratio is an aggregate, the ratio of the adjusted, total
adjusted space to unadjusted.

That last column is an aggregate of all the

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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preceding columns. That is, on page 1, the column you were
referring to said total, group totals for Groups 1-8, and
the individual -- the ratios, the actual calculations are
done on the subgroups, and so the ratios will be the same
within subgroups.

Q But the calculation that you made to come up with
the 34.66 percent, that was taken from the far right-hand
column on Schedule 4, page 1, and Schedule 5, page 1; is
that correct?

A That's right; that's the aggregate result for
FSMs, and that's what you'd use. Similarly, if you wanted
the same result for line 40, you'd use that same column.

I'm just saying that the ratio may not be the
same.

Q QOkay, well, I did that calculatiocon for line 40,
and I came up with a number that was amazingly, surprisingly
close. It was 34.82. Okay, and then I said, okay, if T
want to see -- and that means that that number was blown up
from Schedule 4, page 1, to a number, 34.8 percent figure on
Schedule 5, page 1; is that right?

A That's right; the process of adjusting the space
to include the custodial, heating, the stairwells,
elevators, empty equipment storage.

Q If I wanted to know what that inflating factor was

for the operation of sorting to flat cases, I would use the

ANN RILEY & ASSOCIATES, LTD.
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number that I calculated, right?

A Right, the --

0 Assuming that I did the arithmetic right, 34.82?
.\ That's right, that's right.

Q And yet the total number of square feet for

sorting to flat cases, whether you take it from Schedule 5
or Schedule 4, is about half as much as the total for line
19, flat sorting machines.

Is that consistent with your recitation that the
support space is apportioned to operational space in
proportion to relative size?

iy Yes, it is. The amount of support space should be
twice as much, approximately, for FSMs, if they occupy about
twice as much operational space.

Q It's the other -- so they should increase by a
proportionate amount; is that right?

A Right. I would expect the same proportions on
Schedule 5 to be support space.

Q The fact that an activity with roughly three
million sguare feet receives an additional 34.82 percent in
order to account for hallways and corridors and all the rest
of that stuff, is not inconsistent with the fact that a
function that has about six million square feet receives the
same percentage increase? That's what I'm asking.

A That's right.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
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Q Okay. In Note 1 to your answer to PostCom #3 to
you, you point to another what I will characterize,
provisionally, on your correcting me, as another inflating

factor; do you have that?

A I'm sorry, which interrogatory?

Q Number 2 from PostCom.

A Okay, and you said Number?

Q The footnote at the bottom of page 2, Footnote 1.
A Right, I'm sorry.

Q Do you have that?

A Yes.

Q And this is talking to other support space for

employee facilities?

A That's right.

Q And that's another factor by which you increase
the amount of space associated with any given activity such
as flat sorting machines; is that right?

A Yes, although that isn't included in the totals
shown on Schedule 5, page 1. That, the cost for employee
facilities, or the employee facilities space and its costs
-- and that would include cafeteria, locker rooms, rest
rooms, as well as office space and equipment, maintenance
space -- those are all distributed to classes of mail in
proportion to, in the case of employee facilities, in

proportion to the overall labor costs.

ANN RILEY & ASSOCIATES, LTD.
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Q And that comes from Library Reference I-77 in this
case; 1s that right? Have a look perhaps at your answer to
ANM/USPS-T-21-5.

A Yes. That calculation is shown there in Library
Reference 77, but the calculation for the base year and the
test year, of course, are as part of those -- part of those
testimonies, but for the purposes of the piggyback factor

calculations, it's shown in the Library Reference 77.

QO Do you have 77, bulky as it is, handy as well?
A Yes.
Q Could you look, please, at pages -- you cite in

the ANM-T-21-5, the pages 398 and 451, which are, I believe,
in the case of 398, the base year calculation of mail
processing facility-related costs. And 451 is the test year
equivalent of that.
Did I figure that out right?
A It sounds right. I'm sorry, 398 is the page?
0 Actually, in photocopying, I cut it off, but, yes,
398 and 451 is what you cite to.
A Okay.
[Pause.]
All right, I have those.
Q And we see again that there is a line, line 10,
for flat sorting machines.

A Yes.
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O And that's the case on both of those, 398 and 4517
A Yes.
Q And there are a number of columns on each of the

pages with at the columns 10 and 11, that have a header that
says Summary. Are they a summation of columnsg 1-9?

A Column 10 is a sum of certain other columns, 1
through 9, and 11 is the sum of certain of the other
columns. Do you want me to indicate -- in fact, it is
listed at the bottom.

Q Yeah, I misspoke. The imputed rent columns, 3, 6
and 9, are excluded from that summation, correct?

A Well, those items are summed in Column 12.

Q Correct. They are not included in 10 and 117

A Right.

Q Okay. Are the numbers that are included in 10 or
11, for, say, row 5 -- did I say 5? -- row 10, flat sorting
machines, are those numbers, in any fashion comparable to
the numbers that we just loocked at for flat sorting machines
from the earlier Library Reference, Number G-120 from R94°?

A Let's see. The costs, the direct calculations
based on the facilities survey are shown in Columns 1
through 3 of each of those pages. That shows the cost for
rent, imputed rents, the cost for custodial and heating and
lighting, supplies and services. So, Columns 1, 2 and 3

show the costs, for instance, in row 10, Columns 1, 2 and 3
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show the costs for the space identified as being occupied by
FSMs.

The other columns, Columns 4 through 6, are the
facility related costs assoclated with the equipment
maintenance for FSMs. Columns 7, 8 and 9 are the facility
related costs associated with the employee facilities,
office space, mail transport equipment space. Let's see, I
think that covers it.

So there is a an apportionment of the costs for
this type of space made to the FSM function based on the

relative amount of employees working at FSMs. So that is

what the Columns 4 through 9 would reflect -- or Columns 7
through 9.
Q Qkay. S0, those are the restrooms and lunchrooms

and the like that your footnote talks about, is that right?

A That's right.
Q I would look at 7, B8 and 9 to get those numberg?
A That's right.,
Q Thanks. Have a locok, please, at your answer o

ANM/USPS-T-21-2.

A Okay. Okay, I have got that.

Q And there you are giving us the square feet that
you associate with an individual unit of FSM 881, an
individual FSM 1000, and an individual AFSM 100, correct?

A Yes.
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Q And those numbers are the built-up numbers that we
were talking about, they are inflated by the additional
associated space factor, is that correct, the 36.44°?

A I think it is the 34.66, but the --

Q 34.66, yes.

A Yeah. 1In other words, it includes the corridors
and stairwells, elevatorg, custodial space. It doesn't
include the employee facilities and office space, things
like that, though.

Q It is just that first inflating factor that you
and I talked about?

A That's right.

Q Should I be able to -- and you make reference in
here at some point, to the space footprints that Ms.
Kingsley offered in response to NNA/USPS-T-10-13. Should I
be able to walk between her numbers and yours?

A I think for the most part, yes.

Q I couldn't do it. I took her numbers, for
example, she tells me that an FSM 881 increased by the 15
percent factor that she uses is 2875 square feet, and T
multiplied that by the 34.66 and didn't get your number. Is
there some reason -- did I do something wrong, or is there
something methodologically wrong with that?

A No, well, I think the number you get would be

pretty close, and there should be a difference due to -- the
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number that Witness Kingsley provides is the engineering
work space units, it is the engineering specification for
the amount of space FSMs should take, whereas, the number I
am providing comes from the facilities survey, which was --
the results were fairly close.

Q The numbers were quite cloge, I didn't mean to
miglead you. I just wanted to be clear that you didn't
build your numbers from hers?

4 That's right.

Q Her numbers are close to those from which you
built yours?

y:\ That's right. The survey did reflect -- well, the
survey only included FSM 881, since there wasn't any
deployment of FSM 1000s or AFSM 100s. And, so, my use of
engineering numbers, I made use of engineering numbers to
reflect the space for this newer equipment, for the FSM
10008 and the AFSM 100. But my number -- I made use of that
in making -- in adjusting for this new equipment.

0 Look with me at ANM/USPS-T-21-3, please.

A Okay.

0 And you are talking here about the depreciation
higtory of some of the flat sorting machines, right?

A Yes.

Q You tell me in subpart (a} of that response that

533 of 812 FSM 881s were being depreciated in FY '98. Does
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that mean that the difference between those two numbers,
which I make to be 279 FSM 881ls, were fully depreciated in
15987

A Yes.

Q and then you tell me, and this is where I got a
little confused. I understood that part. But in (b),
gubpart (b) of your answer, you tell me that the number of
FSMs that are fully depreciated by the end of FY 2000 is
272, or fewer than were fully depreciated in 1998, and that

got me downright confused. Can you help me out with that?

A Qkay. Let me see here.
Q 812 less 533 is 279, I believe.
A 812 less 533. Okay. I think that -- let me do

this calculation.

Q I'm sorry, I didn't mean for this to be an
aricthmetic test. I thought maybe there was some logic that
I was missing out on.

A Okay. Okay. The answer in part (b) is referring
to those that are being depreciated in 1998. So, in other
words, it is an additional --

Q T see. BAn additional 272. So, if we add 27% and
272, we would know the total number fully depreciated for
1998 through 2000, is that right?

yiy That's right.

Q Good. Thank you. Have a look now at
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ANM/USPS-T-21-4.

A Okay.

0 And, again, we are talking about depreciatiomn.

And in Subpart D, you tell me about changes in depreciation
between FY 1998 and the test year.

And you cite me to some parts of Library Reference
I-83. Boy, I tried to follow that, and just couldn't.

Could you help me out with that? Do you have I-83
with you?

A Yes. That's a small one.

Q Yes, that's a good one. It's small in size, but I
found it impenetrably dense. Could you just give me an
example of one of the illustrations that you give in this,
any one of the illustrations that you give in this
interrogatory answer, to how you figure out changes in
depreciation?

A Okay. Let me just take a moment to read the

question again.

O Sure.
A This is Part D?
Q Subpart D, yes.
yiy Okay.

[Pause.]

Ckay, you're asking me to choose one of these

numbers and explain?
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Q Well, you cite me over toward the end of that
answer to pages Roman IV-II to Roman IV-VII, and maybe the
easier thing is for you just to get those pages in front of
you and tell me what they mean and how they fit together.
That's what I'm really looking for.

A Okay .

Q You tell me which thing is easier, explaining the
calculation or just walking me through those pages? What's
going to be most efficient, assuming that I'm educable?

A Let's see, why don't I trace one of these numbers
through all those pages, and that will cover us.

Q Perfect, thank you.

A -Okay. The depreciation for the individual types
of FSMs can be most readily compared by comparing page Roman
IV-II to Roman IV-V,

And so --

Q Roman IV-II being the test year, and IV-V -- I'm
-- IV-II being the base year, and IV-V, the test year?

A That's right, thank you. For the 881ls, the
depreciation goes from 17.7 million to 22.1 million.

Q Now, pause with me there for just a moment. And
there has not been an increase in the number of 881lg, base
year to test year; correct?

iy That's right.

Q Why does the depreciation go up?
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Due to the addition of the OCR to the FSM 881.

2nd would I find that somehow in the QCR line of

No, no. The OCR component -- the OCR,

it's been included in the

depreciation for the FSM 881s.

Q

the very first line that's called OCRs?

since it is

So I'd never see it separately stated in this

material?

A

Q

That's right.

Okay, that explains to me, IV-II and IV-V.

is just a continuation of IV-II; is it not?

A

Okay, IV-III is the apportionment of tra
P Y

IV-ITII

transport and staging systems costs, line 17 on page 2. And

in the base year,

processing bucket sorters, DBCSs and LSMs,

results on page 4.

Q

that gets apportioned to OCRs, mail

and gives us the

I see. Page 4 1s page 2 beefed up by page 3; is

that correct?

A

equipment distribution,

Right, with these tray transport and staging

so it's the results,

results of page 2, but the distribution of the tray

transport and staging costs.

Q

test year,

A

And the same thing ig true of 5, 6, and 7,

Yes.

the same relationships?
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Q That's perfect, thank you. That wasn't so bad.
Take a look now, please, at ANM/USPS-T-21-7.

A Okay, I have it.

Q In subpart (b} you are quantifying the gross or
total cost savings in manual sorting of flats that are
anticipated to result from deployment of the AFSM-100 in
2000 and the test year and you say I can't do it for 2000,
and then you proceed to do it for the test year, right?

A That's right. This was a calculation I did as an
input into the calculation of the piggyback factors as shown
in Library Reference-I-77.

Q And as you describe the calculation that you made,
you say you borrowed two numbers, 36.6 million and 53.2
million from Witness Kashani, and I found those in his
testimony -- I was heartened to find.

You then say, you give a very precise citation
which I might say is much appreciated by poor dumb lawyers
trying to make their way through this stuff -- you then say
that you added AFSM staffing costs of 185 million and you
cite me to page 446 of Library Reference-I-77.

Can you look at 446 with me for just a minute?

A Ckay, I've got it.

Q And the 185 million, is that really the number
184,956,000 that I see over in column 3 across from AFSM

parcel sorting or in column 4, total, across from AFSM?
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A That's right.
Q And the other numbers on this page, though you
called them -- I think that's what maybe got me confused --

you call them in your answer to ANM Number 7 to you
"staffing costs." Would it be more accurate to say staffing

cogt reductions?

iy In terms of the 185 million?

Q Yes. Is that a cost or a cost saving?

A That is the additional cost to staff the AFSM-100
under my estimate. It is not -- I did that based on the

costs associated with the FSM-881.

Q Go back now to Part (b) of ANM Number 7 to you.
You say, "The gross cost savings is $274.8." I added up
36.6, 53.2 and 185 and got that number. Was that the
correct calculation to get that number?

A Yes.

0 Why are you including costs of staffing the
AFSM-100 as a part of the gross cost savings?

y: For the purposes of the piggyback factor
calculations I needed an estimate of the savings in manual
flat sorting and the cost reduction numbers only provide the
net savings. In other words, they would provide the -- with
a new program like the AFSM-100 you'll have additional
expenses to run the AFSM-100 and then there will also be

reductions in staff associated with manual flat sorting, and
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the cost reductions reported by Witness Kashani are just the
net of the two, but I needed a calculation of both the
staffing costs and the total change in the manual flat
sorting costs and so I did, I made these estimates.

Q You used the projected cost for running the new
AFSMs in the test year as a surrogate for the manual sorting
costs that they replaced, is that right?

¥\ As a surrogate for the additional, in other words
the savings reported as the cost reduction is part of the
savings but then in addition the savings in manual flat
gsorting would also include, should also be the same amount
as the additional staffing costs -- the additional savings
needed to get to the gross savings should be the staffing
costs for the AFSM-100.

Q Does that entail an assumption that the manual
sorting labor, the gross cost of manual sorting labor that
is going to be made unnecessary because of the AFSM is the
same as the gross cost of the new labor required to run the
AFSMs in the test year?

A I'm sorry, could you say that again?

8] Sure. Are you assuming that the 185 million,
which represents labor costs to run the AFSMs in the test
year, right?

A Right, that's my estimate of that cost.

Q Right. Those are the people huddled around the
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machine running it, and we know they are there huddled and
running, and we also know that if things go according to
plan the Phase I deployment of the AFSM is going to replace

gsome manual sorting activity. Correct?

y:\ That's right.

Q Is that your understanding?

A Yes.

Q Okay, and what we are trying to do is to estimate,

because you don't have a hard number for it, the gross labor
costs of those manual sorters who are not going to be
huddling around anymcre because they have been replaced by
the AFSM-100, correct?

A That's right. That is what I was trying to do,
that and also get a cost of the staffing for the AFSM-100.

0 Right, well, you had to do the first before you
could make the assumption about the second, correct?

A Right.

0 Is there still a further assumption embedded in
there, Mr. Smith, is there an assumption about the relative
efficiency of the vanished employees? I don't mean to say
they are out of the Postal Service, but they are no longer
doing manual sorting -- those who are not any longer manual
sorting -- in comparison with the work that is being done by
those who are now running AFSM machineg?

Is there any assumption about relative
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productivity?

A I don't make any assumptions on relative
productivities. I suppose you could argue implicit in the
program is an assumption or an estimate that productivities
are going to increase, but I haven't made any --

Q So you don't know whether this same $18% million
worth of person power is going to be sorting more or fewer
flats when they are huddling around the AFSM-100 than when
they were huddling around the flats casing area?

You haven't examined that?

A No, not -- I haven't.

0 In your answer to ANM/USPS-T21-12, you make a
statement that I want to be sure I understand., In the
second sentence you say "I have not, as your question
implies, included any additional facility space for the
additional 88 AFSM-100s for the test year" -- and I have two
sort of clarifying questions.

First, have you in the test year added additional
space, and let us be clear with one another that when I say
additional space I mean gpace in addition to that in the
year 2000 for Phase I, the first 173 AFSM-100s?

Is there any space in the tegt year in addition to
that in 2000 for the firgt 173 AFSM-100s?

A Yes, there is. There's those additional 173 for

the most part will be deployed most of the year, so they
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are -- based on the average numbersg -- average amount of
deployment time, I am counting 166, approximately 166, of
those 173 in my facility space calculations.

166.5, wasn't it, to be precise?

A That sounds right.

Q And your explanation though for no additional
space for the 88, the Phase II AFSM buy, a little different
from that and I want see if you can help me understand that.

You go on to say Witness Kingsley indicates that
ultimately AFSM-100 will replace the FSM-881 and you give a
citation to her testimony.

A Yes.

0 You say there is no available timetable or
information on the removal of FSM-881ls, and up above you
said "I am unable to make a corresponding reduction in
FSM-881 space." Could you just elaborate on all that, just
a little bit, tell me what -- I am sure you are saying it
clearly there but it is not coming through clearly to me.

A Okay, what I'm saying there is that I haven't
shown any additional -- I don't project any additional space
for the AFSM-100 associated with a second buy.

and my -- the reason I don't is that along with
that deployment, there will be a retirement of some of the
FSM-881s. So there will be a facility space reduction at

that time, and so the two are going to offset each other.
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and, moreover, I just don't have the information
to do any sort of adjustwment, since I don't have information
on the amount of -- I didn't really have deployment
information for the second buy or the removal of the 881s,
at least at the time I was doing my work.

Q Okay. Take a look now, if you would please, at
DMA/USPS-T-21-2, and, particularly, Subpart C of your answer
there.

A I'm sorry, which one?

Q DMA Number 2 to you, and I'm focusing initially on
Subpart C as in Charles, of your answer.

A Okay, ves.

Q In the last sentence of C, you say I am told that
increased bundle breakage may have led to more sortations
for both mechanized and manual flat sorts, right?

A That's right.

Q Can I ask you who told you that?
A Witness Kingsley.
Q And did she seek to quantify the level of increase

that she anticipated or that she observed, I guess? This is
past tense; ig it not?

A That's right. ©No, she didn't provide any
quantification.

Q 2And now have a look at a PostCom interrogatory,

having used up everybody else's. Take a look at
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PostCom/USPS-T-21-1, if you would, please?

A Qkay. I'm sorry, which one?

Q Number 1 from PostCom.

A Right.

Q And what you did there was to expand on some

information that you had earlier provided to the DMA in
DMA/USPS-T-21-2.
And what one sees across this progression, and

what we've got is in the DMA part of it, Fiscal Year '96,
97, and '98, and you provided us with '99.

A Yes.

Q And what you're giving us there is preductivities
in '96 for the FSM-881 and manuals, in '97, and '98, the 881
and 1000, as in the case of -- and also manual -- as 1is the
case in '99, right?

A That's right.

Q The productivities seem, in every instance,
regularly to fall as we cascade across those years. Do you

have an explanation for that or an understanding of why it

happened?
A No, I don't.
Q Did you seek to examine the question?
A Well, I guess what I'm saying is that I don't have

an further explanation, other than the one I provided in

Part C of my response to DMA-T-21-2(c).
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And my information there -- I sought information
from Witness Kingsley and did a report of that in my answer
to Part C, and also further report of that on my response to
your Question Number 2, PostCom Question Number 2 to me.

So I don't have any further information on that.

Q Let's think about your answer to
PostCom/USPS-T-21-2, for just a moment, and particularly
Subpart B of that, in which you say one of the reasons for
declining 881 productivity was that the Postal Service added
additional staff at the end of FY99 Fall mailing season, and
there turned out not to be as much boom in volume as was
anticipated.

But when you have more people in expectation of
volume and you don't get the big volume, productivity goes
down; 1s that the essence of it?

A Yes.

Q Do you know whether those extra people who were
hired at the end of '98 were in any sense tenured employees

of the Postal Service?

A No, I don't.
Q Did you examine that question at all?
A I haven't.

MR. WIGGINS: Thank you. Mr. Chairman, I have no
further questions. Thank you, that was very helpful, if

tedious, and I'm sorry.
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CHAIRMAN GLEIMAN: Is there any followup?
[No response.]
CHAIRMAN GLEIMAN: Questions from the Bench?
COMMISSIONER GOLDWAY: Mr. Chairman.
CHAIRMAN GLEIMAN: Commissioner Goldway?
COMMISSIONER GOLDWAY: You indicated that you did
not have any information about the savings that would result
from the new buy of AFSM-100s in the test year, I believe.
You had gone through the 163 buy, but you weren't sure about

the remainder.

You said at the time
have that information. Do you
Could you get that information

THE WITNESS: As far

schedule as far as the removal

you did your work, you didn't
have that information now?
now?

as I know, there is no

of the FSM 881ls at this time.

There is more information, perhaps, on the deployment of the

gecond buy of the AFSM-100g, but the second half of that
isn't available.

Let me just clarify that my -- Witness Kashani
does include savings due to this second deployment. Now,
what T -- in my work, I didn't include any additional space,
any additional costs for facilities space for this second
AFSM-100 buy, with the notion that that additional space, a
lot of that would be offset by reductions in the space being

used by the FSM-881.
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So it's just a question of the amount of
space-related costs that are part of my work.

COMMISSIONER GOLDWAY: The reason I ask is because
if we have known and certain costs, we would, at the time we
make our review, we would like to have them, and it -- the
way you worded your answer, I thought perhaps you had more
information.

THE WITNESS: I think there is more informaticn on
the deployment schedule for the second buy of FSM-100s, but
I'd still be missing the part on the retirement of the
FSM-881s.

COMMISSIONER GOLDWAY: Thank you.

CHAIRMAN GLEIMAN: Any other questions from the
Bench?

Followup to guestions from the Bench?

MR. WIGGINS: No, thank you.

CHAIRMAN GLEIMAN: That brings us to redirect.
Would you like some time with your witness?

MR. COOPER: Five minutes.

CHAIRMAN GLEIMAN: Five minutes it is.

[Recess. ]

CHAIRMAN GLEIMAN: Mr. Cooper?

MR. COOPER: We have no redirect.

CHAIRMAN GLEIMAN: That being the case, Mr. Smith,

that completes your testimony here today. We appreciate
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your appearance, your contributions to the record. We thank
you, and you are excused.

THE WITNESS: Thank you.

CHAIRMAN GLEIMAN: Mr. Tidwell asked if you would
take all that stuff of the edge of the desk there, too.

THE WITNESS: I could easily get it lost in my
gstuff here.

[Witness excused.]

MR. TIDWELL: That is our plan.

[Pause. ]

CHAIRMAN GLEIMAN: Mr. Tidwell, do you want to
identify your witness?

MR. TIDWELL: The Postal Service calls Michael
Miller to the stand.
Whereupon,

MICHAEL W. MILLER,

a witness, having been called for examination and, having

been first duly sworn, was examined and testified as

folliows:
DIRECT EXAMINATION
BY MR. TIDWELL:
Q Mr. Miller, on the table in front of you are two

copies of a document entitled "The Direct Testimony of
Michael W. Miller on Behalf of United States Postal

Service." It has been designated as USPS-T-4 for purposes
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of this proceeding. Have you had a chance to examine that

document?
A Yes. I think you said T-4, did you mean T-247
Q T-24, yes.
A Yes, I have.
Q It was prepared by you or under your supervision?
A Yes, 1t was.
Q You filed some errata with the Commission on this

testimony on March 3rd, March 31st and April 1lth. Can you
confirm that those errata are reflected in that, in the
copies of the document before you?

A Yes, they are.

Q Are there any additional changes you need to make
to the document?

A Yes, there is one more revision that needs to be
made to page 4. On line 20, the term "work sharing related
fixed cost pool" needs to be changed to "non-work sharing

related fixed cost pool."

Q And that is the only change you have to offer
today?
A Yes, it is.

9] With that change, if you were to give this
testimony orally today, would it be the same?
A Yes, it would.

MR. TIDWELL: Mr. Chairman, the Postal Service

ANN RILEY & ASSOCIATES, LTD.
Court Reportersg
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then moves the direct testimony of Mr. Miller into the
record evidence.

CHAIRMAN GLEIMAN: Is there any objection?

[No response.]

CHAIRMAN GLEIMAN: Hearing none, 1if counsel would
please provide two copies of the corrected testimony of
Witness Miller to the court reporter, I will direct that the
testimony be received into evidence, and, as is our
practice, it will not be transcribed.

[Direct Testimony of Michael W.
Miller, USPS-T-24, was received
into evidence.]

CHAIRMAN GLEIMAN: Mr. Tidwell, do you have any
Category 2 Library References?

MR. TIDWELL: Yes, Mr. Chairman, we do.

BY MR. TIDWELL:

Q Witness Miller, is it not the case that you rely
on Postal Service Library Reference 1647

A Yes, I do.

Q And are you sponsoring that Library Reference in
support of your testimony here today?

A Yes, T am.

CHAIRMAN GLEIMAN: That being the case, the
Library Reference in question will be entered into the

record as evidence. It won't be transcribed.
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[Library Reference 164 was recelved
into evidence.]

CHAIRMAN GLEIMAN: Mr. Miller, have you had an
opportunity to examine the packet of designated written
cross-examination that was made availabkle to you earlier
today?

THE WITNESS: Yes, it was.

CHAIRMAN GLEIMAN: And if those questions were
asked of you today, would your answers be the same as those
you previously provided in writing?

THE WITNESS: Yes, they would.

CHAIRMAN GLEIMAN: Counsel, if you would please
provide two copies to the reporter, I will direct that the
designated written cross-examination of Witness Miller be
received into evidence and transcribed into the record.

[Designation of Written
Cross-Examination of Michael W.
Miller, USPS8-T-24, was received
into evidence and transcribed into

the record.]
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABASNAPMIUSPS-T24-2

a. Please confirm that your "non-worksharing fixed" costs are listed as mail
processing costs in the audited version of the annual CRA,

b. Please confirm that these costs were included in the calculation of discounts
by the USPS and the Commission in R97-1.

¢. Please confirm that there have been no substantive changes to the technology
of mail processing for workshared letters since R97-1.

RESPONSE:

a. It can be confirmed that the "non-worksharing related fixed" costs are
included in the Test Year CRA mail processing unit cost estimates for various
categories, as included in the testimony of Postal Service witness Smith (USPS-T.21,
Attachment 17). However, it should be noted that these mail processing unit cost
estimates include costs above and beyond those found solely in Cost Segment 3.1,
“Mail Processing Direct Labor." The CRA mail processing unit cost estimates also
contain indirect ("piggyback") costs that are found in other cost segments (see USPS-T-
21, page 186).

b. Confirmed.

c. Not confirned. The term "substantive changes” is subjective. | consider the

fetter automation projects that the Postal Sarvice has implemented, and continues to
implement, to be substantive (see USPS-T-10, Section IL.A.4 "Automation Update” and

Section I A.5 "Description of Future System").
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T24-3

a. Are the volume variability factors you adopt from USPS-T-17 less than 100%
volume variability for mail processing labor?

RESPONSE:

a. The volume variability factors that { use to calculate the marginal
productivities (MODS productivity / Volume Variability Factor) can be found in
Appendices | (page 1-43, column 1), Il (page (I-30, column 1), and IIf (page (-30,
column 1) of my testimony. In most cases, these factors are less than 100%.
However, the factors related to the Remote Encoding Centers (REC) and Letter Mail
Labeling Machine (LMLM) operations are both 1.005, or 100.5%, which is greater than
100%.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCJATION OF PRESORT MAILERS

ABASNAPM/USPS-T24-5 By cost pool, how, if at all, do the piggyback. premium pay,
and MODS productivities/BCS accept rates factors “associated with your testimony"
(page 2, line 22) vary quantitatively from those used by USPS in RS7-1? For each
difference, list the difference, the cost pool, and explain why the piggyback, premium
pR%y_r,?r MODS productivities/BCS accept rates factors have changed from those used in
RESPONSE:

In general, the inputs used in my cost models consist of average data or, where
possible, data by subclass (e.g., premium pay factors). The CRA proportional
adjustment factors are applied to the cost model results in order to compensate for; 1.)
the fact that average data are used, and 2.) the fact that simplified processing
assumptions {e.g., no circular mail flows) are used.

Piggyback Factors: The operation specific piggyback factors associated with
my testimony are taken from the testimony of witness Smith (USPS-T-21, Attachment
14). In general, the factors used in Docket No. R97-1 are close in magnitude to those
used in this docket. | made one significant change regarding piggyback factors in my
testimony. In Docket No. R97-1, the Mail Processing Bar Code Sorter (MPBCS)
piggyback factor was used for all automation operations. In reality, both the Delivery
Bar Code Sorter (DBCS) and MPBCS are used to process automation mail. For
example, the DBCS is now used to process roughly 86% of the mail in the outgoing
primary operations (871/891). The DBCS, however, is used to a lesser extent for
operations that are further "downstream.” Therefore, | have developed weighted
MPBCS/DBCS piggyback factors based on the volume of mail that is processed on
each maéhine for each operation (see USPS-T-24, page 9, Iinés 20-29). As a result,

some automation piggyback factors have changed significantly in this docket.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
RESPONSE to ABAGNAPM/USPS-T24-5 (Continued)

The Letter Mail Labeling Machine (LMLM) piggyback factor also changed
significantly (44.72%} in this docket. This change has occurred because the LMLM
piggyback factor is basically a new factor. In Docket No. R97-1, the same piggyback
factors were used for both the Remote Encoding Center (REC) and the LMLM. In this
docket, separate factors have been calculated to reflect the fact that LMLM machines

are located at plants and not at REC sites.

Docket Docket

Piggyback Factor R2000-1 R97-1 ifference % Change
Outgoing 1SS 2.001 2.085 - 0.084 ~ 470%
Outgoing REC 1.516 1.450 0.066 4.35%
QOutgoing OSS 1.757 1.719 0.038 2.16%
Outgoing LMLM 2623 1.450 1.173 44.72%
Qutgoing Prim Auto 2.263 1.718 0.544 24.04%
Outgoing Prim Man 1.360 1.372 - 0.012 - 0.88%
Outgoing Sec Auto 1.236 1.719 - 0483 -39.08%
Outgoing State Man 1.360 1.372 - 0.012 - 0.88%
Incoming 1SS 2.001 2.095 - 0.094 - 4.70%
Incoming REC 1.516 1.450 0.066 4.35%
Incoming OSS 1.621 1.719 - 0.098 - 8.05%
incoming LMLM 2.623 1.450 1173 44.72%
Incoming MMP 2.151 1.719 0.432 20.08%
incoming ADC Man 1.396 1.372 0.024 1.72%
Incoming SCF/Prim Auto 2.024 1.719 0.305 15.07%
Incoming SCF/Prim Man 1.360 1.372 - 0.012 - 0.88%
Incoming 5-Digit BC Sort 2.024 N/A N/A N/A
Incoming Sec Auto Carrt 2.083 1.718 0.344 16.67%
Incoming Sec Auto 3-Pass DPS 1.854 1.848 - 0.094 - 5.07%
incoming Sec Auto 2-Pass DPS 2.280 2434 - 0.144 - 8.20%
{ncoming Sec Man Plant 1.360 1.372 - 0.012 - 0.88%
Incoming Sec Man DU 1.380 1.372 - 0.012 - 0.88%
Box Section DPS 1.396 1.366 0.030 2.15%
Box Section Other 1.386 1.368 0.030 2.15%
Tray Bundie Sort (FCM) 1.542 1.607 - 0.085 - 422%

Tray Bundle Sort (STDA) 1.528 1.600 - 0.072 - 471%



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

RESPONSE to ABALNAPM/USPS-T24-5 (Continued)

Premium Pay Factors: The premium pay factors that support my testimeny can
be found in the testimony of witness Smith (USPS-T-21, Attachment 15). These factors
are nearly identical to those used in Docket No. R97-1,

Docket Docket

Premium Pay Factor R2000-1 R87-1 Difference % Change
First-Class Mail 1.023 1.01 0.012 1.17%
Standard (A) Regular 0.961 0.958 0.003 0.31%
Standard {A) Non Profit 0.961 0.858 0.003 0.31%

MODS Productivities: The MODS productivities associated with my testimony
can be found in USPS LR-I-107. The values listed below are the MODS values only;
they are not the "marginal productivities” that have been adjusted using volume
variability factors (where appropriate). The unadjusted MODS productivities are being
compared here because the volume variability methodology between dockets has also
changed. | have made one significant change regarding the productivities in my
testimony. In this docket, the productivities have been de-averaged by operation.

For example, in Docket No. R97-1, an average productivity was used for the
input Sub System (ISS) operations. [n this docket, separate productivities have been
calculated for both the outgoing and incoming 1SS operations. As a result, the outgoing
1SS productivity (8,847} is higher than the average value used in Docket No. R97-1
(5,779), while the incoming 1SS (4,370) productivity is lower than that used in Docket
No.R97-1.

The REC productivity used in this docket is lower than that used in Docket No.

R97-1 because that figure represented the "images lifted” per Data Conversion
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

RESPONSE to ABAZNAPM/USPS-T24-5 (Continued)

Operator (DCQ) hour. in other words, the impact from the Remote Computer Read
(RCR) system was imbedded in the productivity value. In this docket, the RCR
finalization rate has been considered separately. This change has been made to
enhance model! flexibility because the RCR finalization rate continues to increase as
image recognition technology improves. Therefore, the finalization rate itself can be
changed to reflect different processing scenarios. As a result, the REC productivity that
is being used in this docket is the "images keyed” per DCO hour, rather than the
"images lifted” per DCO hour.

The Output Sub System (OSS) productivities in this docket are lower than those
used in Docket No. R87-1. This may be the result of DBCS-OSS deployments. The
productivity used in Docket No. R97-1 was based on the MPBCS-OSS operation
numbers only. In this docket, the DBCS-OSS operation numbers have also been
included. The DBCS is generally considered to have higher machine throughputs than
the MPBCS, but the number of bins and machine configuration result in a greater
amount of sweeping time.

The BCS automation operations have all been de-averaged in a manner similar
to that described previously for the iSS. Some operation productivities are therefore
lower, while others are higher, than the average value used in Docket No. R87-1. in
addition, these productivities may be lower overall because the DBCS is canying a

greater workload burden for non-incoming secondary operations than it did in the past.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

RESPONSE to ABAZNAPM/USPS-T24.-5 (Continued)

The manual productivites that have changed may be due to the fact that the

specific MODS operation numbers used in this docket do not always match those used

in Docket No. R97-1.

Finally, the last four productivity values listed below have not changed at all

because Docket No. R87-1 data have also been used in this docket.

Docket
MODS Productivity R2000-1
Out 1SS 6,847
Inc 1SS 4,370
REC 673
LMLM 3,871
Qut 0SS 8,976
Inc 0SS 8,118
Qut BCS Primary 5729
Out BCS Secondary 8,323
Inc BCS MMP 5,565
tnc BCS SCF/Primary 5896
Inc BCS Sec Camt 5214
inc BCS Sec DPS B, 737
inc CSBCS Sec OPS 13,334
Manual Out Primary 488
Manual Out Secondary 477
WManual MMP 601
Manual In¢c SCF/Prim 638
Manual inc Sec MODS 511
Manual Inc Sec Non-MODS 1,143
P.O. Box Sort DPS 2,341
P.0. Box Sort Other 1,171
Tray Open Bundle Sort 160

BCS Accept Rates: The BCS accept rates can also be found in USPS LR-1-107.

Docket
R97-1
5,779
5779

B16
4,699

11,321

11,321
7.054
7,054

7,054

7.054
6,266
7,928
17,124
527
551
605
714
448
515
1,143
2,341
1,171
160

Difference

1,068

- 1,409

143

-1,128
-2,345
- 3,203
-1,325

1,269
1,489
1,158
1,052

808

3,790

41
74
4
76
180
4

0

0

0

0

% Change

15.60%
32.24%
21.25%
29.14%
28.13%
39.46%
23.13%
15.25%
26.76%
19.64%
20.18%
8.25%
28.42%
8.44%
15.51%
0.78%
11.81%
29.78%
0.78%
0.00%
0.00%
0.00%

0.00%

in general, the BCS accept ratas changed very little between Docket No. R97-1 and

Docket No. R2000-1. The biggest change, in percentage terms, occurred in the non-

Delivery Point Sequencing (DPS) incoming secondary operation (a 6.45% increase).
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
RESPONSE to ABAANAPM/USPS-T24-§ (Continued)

Docket Docket

BCS Accept Rate R2000-1 R97-1 Difference % Change
Out BCS Primary 95.20% 85.00% 0.20% 0.21%
Out BCS Secondary 95.80% 95.00% 0.80% 0.84%
Inc BCS MMP 95.80% 85.00% 0.80% 0.84%
Inc BCS SCF/Primary 85.70% 95.00% 0.70% 0.73%
inc BCS Sec Carrt 96.10% 89.80% 6.20% 8.45%
Inc BCS Sec DPS Pass1 87.50% 85.00% 2.50% 2.56%
inc BCS Sec DPS Pass 2 87.50% 85.00% 2.50% 2.56%
tnc CSBCS Sec DPS Pass1 98.90% 98.50% 0.40% 0.40%

Inc CSBCS Sec DPS Pass2,3  98.90% 98.00% - 0.10% - 0.10%




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABASNAPM/USPS-T24-6 On page 3, lines 11 and 12, you assert you have excluded
certain costs from mail processing unit costs because they are “non-worksharing
related costs.”
a. State why, in your opinion, these cosls are "non-worksharing related” costs.

b. Ware these costs exciuded by the Postal Service in its R97-1 calculation of
mail processing costs? If your answer is "No ", explain why.

c. Were these costs excluded by the Postal Service in MC95-1, or in earlier rate
cases? If your answer is "No." explain why for each case.

d. Were these costs exciuded by the Commission in its O & RD in R87-1, in
MCS51, in R94-1, in R90-17

e. Have you similarly excluded any cost pools in this case for Standard Mail A in
connection with setting worksharing discounts for that class of letter mail. If
not explain, why not.

RESPONSE:

a. See my response to ABAGNAPM/USPS-T24-12.

b.c.d. These questions do hot always afford a "yes" or "no" response because
the cost methodology being used has been changing over time. For example, the use
of cost pools, as well as the number of cost pools, has changed.

e. The cost pools that have been classified as "non-worksharing related fixed” for

the Standard (A) Regular and Standard (A) Non Profit CRA mail processing unit cost

categories have also been excluded from the worksharing related savings calculations.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

ABASNAPM/USPS-T24.7

a. Do you agree that a "hybrid” cost methodology (page 3, line 3) is in principle

inferior to a pure cost methodology, for example a CRA that measured actual

rather than modeling mp costs by rate calegory? If not, explain fully why not.

b. Referencing line 23 of page 4 in your testimony, has the USPS ever tried to

upgrade the CRA to rate category level? Please list all information as to why the

USPS has not made such an effort, or if it has, why the work was not completed.
RESPONSE:

a. No, 1 do not agree. As per PRC Op. MC95-1 paragraph 4214, it may be more
appropriate to use a specific cost methodology under specific circumstances. For,
example, when new discounts are offered, "clearly capturable cost avoidance"
methodolegies are often used, rather than "hybrid" or “full cost difference”
methodologies. In addition, | would think that the in-Office Cost System (10CS), as with
any work sampling system, would always have limitations in terms of how various data
can be grouped and categorized. Therefore, | could see where it would not always be
possible to calculate CRA mail processing unit costs, for example, at the rate category

level.

b. Redirected to the Postal Service.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

ABAZNAPM/USPS-T24-8 On page 4, line 9-10, you state that your definition of fixed
cost pools include costs that do not vary directly as a resutt of the "specific worksharing
options chosen by a given mailer.”

a. Which of your fixed costs vary indirectly, if not directly, with specific
worksharing options chosen?

b. Do your fixed costs vary with the volume of mail workshared at rate category
levels combined, or are they fixed regardiess of volume?

RESPONSE:

a. See the cost pools classified as "Other Worksharing Related (Fixed) Mail
Process Cost Pools” in USPS-T-24, Appendices 1 {(pages 7-15), Il (pages 5-6) and ill
{pages 5-6).

b. In my testimony, | do not use the term "fixed cost" to refer to costs that do not
vary with volume, as that term is used in economics. The “fixed" cost pool classification
means that those costs are assumed to be the same for the r'até'categories that are
being de-averaged using cost models.

For example, the automation basic, 3-digit, and 5-digit letter cost models are
used to de-average the CRA mail processing unit costs for "First-Class automation non-
carrier route presort letters." The "LD 49" {Computerized Forwarding System) cost pool
is classified as "worksharing related fixed." This classification simply means that the
costs are affected by worksharing and are assumed to be the same for all three rate

categories.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABAANAPM/USPS-T24-12 Please identify every component of mail processing costs
included in the annual CRA, and which components you have excluded from your own
measures of maii processing costs for the purpose of measuring worksharing savings.
For each excluded CRA component, justify the basis for your exclusion of the CRA
measure.
RESPONSE:
in this docket, | have used a more conservative hybrid cost methodology to

calculate the worksharing related savings for each rate category when compared to that
used in Docket No. R97-1. Rather than assuming that all cost poois are affected by
mailer worksharing (prebarcoding and presorting) activities, | have only included those
cost pools that contain presort letter/card piece distribution and/or package distribution
costs. The remaining cost pools have been classified as "non-worksharing related

fixed" cost pools. The rational behind the cost pooi classifications is as follows:

1. BMC NMO FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains costs for processing Non Machinable Qutside (NMO}
parcels at Butk Mail Centers (BMC) and shouid not be affected by mailer worksharing
activities related to letters and cards.

2. BMC OTHR FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost poo! contains the costs related Fo allied labor at BMCs. First-Class Maif
is not processed at BMCs and would therefore be classified as indicated. Standard (A)
Mail is processed at BMCs, but this cost pool does not involve piece distribution or
package distribution activities. Therefore, it has been classified as indicated.

3. BMC PLA FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed
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RESPONSE to ABAANAPM/USPS-T24.12 (Continued)

This cost pool contains the costs related to platform operations at BMCs. First-
Class Mail is not processed at BMCs and is therefore classified as indicated. Standard
(A) Mail is processed at BMCs, but this cost pool does not involve piece distribution or

package distribution activities. Therefore, it has been ciassified as indicated.

4. BMC PSM FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost poo! contains the costs related to Parcel Sorting Machines (PSM) at
BMCs and should not be affected by mailer worksharing activities for letters and cards.
5. BMC SPB FCM: Non-Worksharing Related Fixed

STDA {Nonauto): Worksharing Related
Proportionai
STDA (Auto): Worksharing Related Fixed

This cost pool contains the costs related to Small Parcel and Bundle Sorter
(SPBS) operations at BMCs. First-Class Mail is not processed at BMCs and would
therefore be classified as indicated. The SPBS, however, is used to process Standard
{A) bundles at BMCs. Standard (A) nonautomation presort letter trays can contain
bundles and bundle sorting costs are included in the cost models; therefore a
"worksharing related proportional” classification is used. Standard (A} automation
presort letter trays shouid not contain bundles. In this instance the classification
"worksharing related fixed" is used. Automation letters are still classified as
"worksharing related” in order to maintain the proper cost relationship between
nonautomation and automation presort letters. However, a “fixed" classification is used

so that the cost relationships between the automation rate categories themselves are

not skewed when cost models are used to de-average CRA mail processing unit costs.




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
RESPONSE to ABA&NAPM/USPS-T24-12 (Continued)

6. BMC SSM FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to Sack Sorting Machines (SSM} at
BMCs. First-Class Mail is not processed at BMCs and is therefore classified as
indicated. Standard Mail (A) is processed at BMCs, but this cost pool does not involve
piece distribution or package distribution activities. Therefore, it has been classified as
indicated.

7. MODS BCS/ FCM: Worksharing Related Proportiona!
STDA: Worksharing Related Proportional

This cost pool contains the costs related to Bar Code Sorter (BCS) operations at
MODS facilities. These costs are included in the First-Class Mail and Standard Mail (A)
cost models and are directly affected by mailer worksharing activities for letters and
cards. Therefore, a "worksharing related proportional” classification has been used.

8. MODS OCR/ FCM: Worksharing Related Proportionai
STDA: Worksharing Related Proportional

This cost pool cantains the costs related to Optical Character Reader (OCR)
operations at MODS facitities. These costs are included in the First-Class Maif and
Standard Mail (A) cost models and are directly affected by mailer worksharing activities
for letters and cards. Therefore, a "worksharing related proportional” classification has
been used.

9. MODS FSM/ FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to Flat Sorting Machines {FSM) at

MODS facilities. This cost pool does not include costs related to the piece distribution
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RESPONSE to ABA&NAPMW/USPS-T24-12 (Continued)
or package distribution of ietters or cards. Therefore, it has been classified as “non-

worksharing related fixed."

10. MODS LSM FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs related to Letter Sorting Machine (LSM)
operations at MODS facilities. As witness Kingsley indicated in her testimony (USPS-T-
10, page 3, line 27 to page 4, line 3), very few LSMs remain in the field. The cost
models do not include LSM operations as a result of this fact. Despite the assumption
that LSMs are no longer used, this cost pool has been classified as "worksharing
related proportional” to reflect the fact that some sites may still be using the LSM for
piece distribution of letters and cards.

11. MODS MECPARC FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to mechanized parcel sorting
~ operations at MODS facilities and should not be affected by mailer worksharing
activities related to letters and cards.
12. MODS SPBS OTH FCM: Non-Worksharing Related Fixed

STDA (Nonauto): Worksharing Related

Proportional
STDA {Auto): Worksharing Related Fixed
This cost pool contains the costs related to Smal! Parcel and Bundle Sorter

(SPRS) bundie sorting operations at MODS facilities. The SPBS is not typically used to

process First-Class Mail letter bundles. It is, however, used to process Standard (A)
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RESPONSE to ABAANAPM/USPS-T24-12 (Continued)

letter bundles. Standard (A) nonautomation presort letter trays can contain bundles
and bundle sorting costs are included in the cost models; therefore a "worksharing
related proportional” classification is used. Standard (A) automation presort letter trays
should not contain bundles. In this instance the classification "worksharing related
fixed" is used. Automation letters are stilf classified as "worksharing related” in order to
maintain the proper cost relationship between nonautomation and automation presort
letters. However, the "fixed" classification is used in order not to skew the relationships
between the three automation rate categories that are being de-averaged using cost

models.

13. MODS SPBS PRIO FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to Small Parcel and Bundle Sorter
(SPBS) priority mai! sorting operations at MODS facilities and should not be affected by
mailer worksharing activities related to letters and cards.

14. MODS 1SACKSM FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to mechanized sack sorting operations
at MODS facilities. On occasion, these sorting machines may be used to process letter
trays. However, these operations are not related to piece distribution or package
distribution of letters or cards. Therefore, the "non-worksharing related fixed"
classification is used.

15. MODSMANF  FCM: Non-Worksharing Reiated Fixed
STDA: Non-Worksharing Related Fixed

3051



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
RESPONSE to ABAANAPM/USPS-T24-12 (Continued)
This cost pocl contains the costs related to manual fiat sorting operations in
MODS facilities and should not be affected by mailer worksharing activities refated to

letters and cards.

16. MODS MANL FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the casts related to manual letter sorting operations in
MODS facilities. These costs are included in both the First-Class Mail and Standard (A)
cost models and are direclly affected by mailer worksharing activities for letters and
cards. Therefore, a "worksharing related proportional” classification has been used.

17. MODS MANP FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to manual parcel sorting operations in
MODS facilities and should not be affected by mailer worksharing activities related to
letters and cards. |

18. MODS PRIORITY FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to manual priority mail sorting
operations in MODS facilities and should not be affected by mailer worksharing
activities related 1o letters and cards.

19. MODS1D15 FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs related to Labor Distribution Code (LDC) 156
operations in MODS facilities. This LDC contains the costs related to REC keying

operations and LMLM operations. These costs are included in both the First-Class Mail
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RESPONSE to ABASNAPM/USPS-T24-12 (Continued)
and Standard (A) cost models and are directly affected by mailer worksharing activities
for letters and cards. Therefore, a "worksharing related proportional” classification has

been used.

20. MODS 1BULKPR FCM:; Worksharing Related Fixed
STDA: Worksharing Related Fixed

This cost pool contains the costs related to tray sortation (based on the next
operation) once presort mail has been accepted and verified by the Bulk Mai! Entry Unit
(BMEU). These costs have therefore been classified as worksharing related. However,
it is assumed that these costs are identical for rate categories that use cost modefs to
de-average a CRA mail processing unit cost category. As a result, the “worksharing
related fixed" classification is used.

21. MODS 1CANCMMP FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs reiated to cancellation and meter mail
preparation operations in MODS facilities and should not be affected by mailer
worksharing activities related to presort letters and cards.

22. MODS 10PBULK FCM (Nonauto): Worksharing Related Proportional
FCM (Auto). Worksharing Related Fixed
STDA {Nonauto): Worksharing Related Proportional
STDA (Auto): Worksharing Related Fixed

This cost poo! contains the costs related to opening units and package sorting
operations in MODS faciities. For both the First-Class Mail and Standard Mail (A)

nonautomation presort rate categories, these costs are classified as "worksharing

related proportional" because package sorting costs are included in the cost models.
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For the autormnation presort rate categories, these cost pools are still classified as
“worksharing related" in order to maintain the proper cost relationships between the
nonautomation presort rate categories and the automation presort rate categories.
However, a fixed classification is used so that the cost relationships between the
automation rate categories themsetves are not skewed when the cost models are used
to de-average CRA mail processing unit costs.
23. MODS 10PPREF FCM (Nonauto): Worksharing Related Proportional
FCM (Auto). Worksharing Related Fixed
STDA (Nonauto); Worksharing Related Proportional
STDA (Auto). Worksharing Related Fixed
This cost pool contains the costs related to opening units and package sorting
operations in MODS facilities. For both the First-Ciass Mail and Standard Mail (A)
nonautomation presort rate categories, these costs are classified as "worksharing
related proportional’ because package sorting costs are included in the cost models.
For the automation presort rate categories, these cost pools are still classified as
“worksharing related" in order to maintain the proper cost relationships between the
nonautomation presort rate categories and the automation presort rate categories.
However, a fixed classification is used so that the cost relationships between the
automation rate categories themseives are not skewed when the cost models are used

to de-average CRA mail processing unit costs.

24. MODS PLATFORM FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Retated Fixed
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RESPONSE to ABAANAPM/USPS-T24-12 (Continued)

This cost pool contains the costs related to platform operations at MODS
faciliies. These operations do not involve piece distribution or package distribution
activities. Therefore, the cost pool has been classified as indicated.

25. MODS POUCHING FCM (Nonauto). Worksharing Related Proportional
FCM (Auto): Worksharing Related Fixed
STDA (Nonauto): Worksharing Related Proportional
STDA (Auto): Worksharing Related Fixed

This cost pool contains the costs related to package sorting operations in MODS
facilities. For both the First-Class Mail and Standard Mail (A) nonautomation presort
rate categories, these costs are classified as "worksharing related proportional”
because package sorting costs are included in the cost models. For the automation
presort rate categories, these cost pools are still classified as "worksharing refated” in
order to maintain the proper cost relationships between the nonautomation presort rate
categories and the automation presort rate categories. However, a fixed classification
is used so that the cost relationships between the automation rate categories
themselves are not skewed when the cost models are used to de-average CRA mail

processing unit costs.

26. MODS 1SACKSH FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to manual sack sorting operations at
MODS facilities and should not be affected by matler worksharing activities related to

letters and cards,
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27. MODS SCAN FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool includes the costs for activities related to the Air Contract Data
Collection System (ACDCS) that is used to route First-Class air shipments. These
operations do not involve piece distribution or package sorting activities. In addition,
the costs are affected by whether mail is local or non-focal, rather than whether mail is
prebarcoded and/or presorted. As a result, it has been classified as "non-worksharing
related fixed."

28. MODS BUSREPLY FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs for postage due activities. In a sense, its title is
a misnomer. Some Business Reply Mail (BRM) costs {(e.g., accounting) will fall into this
cost pool. However, the automation and manual BRM sorting operations do not have
their own operation numbers. As a result, some BRM costs will be found in other cost
pools (e.g., BCS/, MANL). In any event, these costs are not related to the piece
distribution or package distribution of presort letters and cards. Therefore, a non-
worksharing related fixed classification has been used.

29. MODS EXPRESS FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs refated to express mail operations in MODS
facilities and should not be affected by mailer worksharing activities related to letters
and cards.

30. MODS MAILGRAM FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed
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This cost pool contains the costs related to mailgrams and should not be

affected by mailer worksharing activities related to letters and cards.

31. MODS REGISTRY FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to registered mail operations and
should not be affected by mailer worksharing activities related to letters and cards.

32. MODS REWRAP FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to rewrap operations and should not be
affected by maiter worksharing activities related to letters and cards.

33. MODS 1EEQMT FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost poot contains the costs related to empty equipment operations and
should not be affected by mailer worksharing activities related to letters and cards.

34, MODSINTL FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pooi contains the costs related to intemational mail sorting operations
and should not be affected by mailer worksharing activities related to letters and cards.

35. MODS Lb41 FCM: Worksharing Related Proportionai
STDA: Worksharing Related Proportional

This cost pool contains the costs related to automated distribution at Customer
Service MODS facilities. These costs are included in the First-Class Mail and Standard
Mail (A) cost models and are directly affected by mailer worksharing activities for letters

and cards. Therefore, a "worksharing related proportional” classification is used.
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36. MODSLD 42 FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs related to mechanized distribution at Customer
Service MODS facifities. These costs are not included in the First-Class Mail and
Standard Mail (A} cost models. However, they are classified as such for the same
reasons described earlier for cost pool number 10 (LSM/).

37. MODS LD43 FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs related to manual distribution at Customer
Service MODS facilities. These costs are included in the First-Class Mail and Standard
Mai) (A) cost models and are directly affected by mailer worksharing activities for letters
and cards. Therefore, a "worksharing related proportional” classification is used.

38. MODS LD44 FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs relsted to Post Office box distribution at
Customer Service MODS facilities. These costs are included in the First-Class Mail and
Standard Mail (A) cost models and are directly affected by mailer worksharing activities
for letters and cards. Therefore, a "worksharing related proportional” classification is
used.

39. MODS LD48EXP FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs for express mail operations at Customer
Service MODS facilities and is classified as "non-worksharing related fixed" for the

same reasons specified for cost pool number 28 (EXPRESS).
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40. MODS LD48SSV FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to special service operations at
Customer Service MODS facilities and should not be affected by maiter worksharing
activities for letters and cards. Therefore, a "worksharing related proportional"
classification is used.

41. MODS LD4g FCM: Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to Computerized Forwarding System
(CFS) operations at MODS facilities. These costs are worksharing related in the sense
that First-Ciass presort mailers are required to meet strict addressing standards.
However, these costs are not included in the cost models, As a result, this cost pool is
classified as “worksharing related fixed." For Standard Mail (A}, this cost pool is
classified as "non-worksharing related fixed" as this mail is not forwarded.

42. MODSLD79 FCM: Worksharing Related Fixed
STDA: Worksharing Related Fixed

This cost pool contains the costs related to Bulk Mail Entry acceptance and
verification at MODS facilities. These costs are obviously worksharing related, but they
are not included in the cost models. As a result, the "worksharing related fixed"”
classification is used.

43. MODS 1SUPPF1 FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to support operations at MODS facilities

and should not be affected by mailer worksharing activities related to letters and cards.
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44, MODS 1SUPPF4 FCM: Non-Worksharing Related Fixed
STDA: Non-Workshering Related Fixed

This cost pool contains the costs related to support operations at MODS facilities
and should not be affected by mailer worksharing activities related to letters and cards.

45. NONMODS ALLIED FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to allied and platform operations at
Non-MODS facilities. This cost poo! does not involve piece distribution or package
distribution activities and has therefore been classified as indicated.

46. NONMODS AUTO/MECH FCM: Worksharing Related Proportional
STDA: Worksharing Reiated Proportional

This cost pool contains the costs related to automation and mechanization
operations at Non-MODS facilities. These costs are induded in the First-Class Mail and
Standard Mail (A) cost models and are directly affected by mailer worksharing activities
for letters and cards. Therefore, a "worksharing related proportional" classification has
been used.

47. NONMODS EXPRESS FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs for express mail operations at Non-MODS
facilities and is classified as "non-worksharing related fixed" for the same reasons
specified for cost pool number 29 (EXPRESS).

48. NONMODS MANF FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed
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This cost pool contains the costs related to manual flat sorting operations in Non-
MODS facilities and should not be affected by mailer worksharing activities related to

fetters and cards.

495, NONMODS MANL FCM: Worksharing Related Proportional
STDA: Worksharing Related Proportional

This cost pool contains the costs related to manual letter sorting operations in
Non-MODS facilities. These costs are inctuded in both fhe First-Class Mail and
Standard (A) cost models and are directly affected by mailer worksharing activities for
letters and cards. Therefore, a "worksharing related proportional” classification has
been used.

50. NONMODS MANP FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool contains the costs related to manual parcei sorting operations in
Non-MODS facilities and should not be affected by mailer worksharing activities related
to letters and cards.

51. NONMODS MISC FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed

This cost pool containg the costs related to miscellaneous support activities in
Non-MODS facilities and should not be affected by mailer worksharing activities related
to letters and cards.

52. NONMODS REGISTRY FCM: Non-Worksharing Related Fixed
STDA: Non-Worksharing Related Fixed




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
RESPONSE to ABA&NAPM/USPS-T24-12 (Continued)
This cost pool contains the costs related to registered mail operations at Non-

MODS facilities and should not be affected by mailer worksharing activities related to

|etters and cards.
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ABAZNAPM/USPS-T24-18 What is the justification for using onty one month's mail
volume data from a single accounting period as the sole basis for estimating certain
piggyback factors, and hence certain indirect costs, as you claim to do at page 9, line
257 Is one month's data statistically reliable for this estimation?
RESPONSE:

Over time, the Delivery Bar Code Sorter (DBCS) has been increasingly relied
upon to process mail in operations that are "upstream” from the incoming secondary
operations. The AP 11 FY 1999 MODS volume data are used to determine the
percentage of mail that is processed in these operations using the DBCS versus the
Mail Processing Bar Code Sorter (MPBCS). This specific AP was chosen because it
was the most recent data available at the time the modeis were constructed.
Therefore, the data reflected the most current mail processing environment. The
results show that the DBCS shoulders a greater portion of the processing burden for
outgoing operations than it does for operations fhat are further downstream. These
findings are consistent with current fieid practices.

The data have not been evaluated in purely statistical terms. However, the
usage of these data to de-average indirect cost "piggyback” factors is an improvement
over the methods that were used in Docket No. R97-1, when no such analysis was
performed. In addition, CRA adjustment factors are appiied to compensate for the

many assumptions that must be made in developing cost models.
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ABASNAPM/USPS-T24-20 Please cite all cost data that you used to develop BMM
mail processing unit costs. Note each and every instance in which the cost pool is not
based on a direct measurement of BMM mail, but is based on a proxy for that cost pool.
Give a complete description for each proxy used.

RESPONSE:

The BMM letters mail processing unit cost estimate that | use in my testimony
can be found in LR-1-81. The CRA cannot be used to isolate the costs for BMM letters.
As a result, the mail processing unit costs by cost pool for all metered lstters are used
as an estimate. The one exception is the "1CANCMMP" cost pool, which is set to zero.
This cost pool is set to zero to reflect the assumption that BMM letters are entered in
trays. These letters would therefore bypass the operations associated with isolating,

facing, and traying mail. The costs for these operations are contained in the

"{CANCMMP" cost pool. Therefore, that cost pool is set to zero.
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ABA&NAPM/USPS-T24-21

a. Cite any data or studies you have which supports the assertion that BMM is
the maif most likely to convert to worksharing in First-Class.

b. Does any Standard A mail convert to First-Class? What amounts?
RESPONSE:
’ a.b. Volume forecasts can be found in the testimony of witness Tolley (USPS-T-
| 6). However, to the best of my knowledge, no such studies have been conducted that

are specific to First-Class Bulk Metered Mail (BMM) letters.
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ABAANAPM/USPS-T24-22

a. Cite any data or other quantitative measurements you have of the amount and
percentage of BMM entered in full trays.

b. Please confirm thati the cost difference between single piece letters as a whole
and the BMM subset could be due to BMM mail not being entered in full trays.

¢. Why should the delivery costs for BMM be assumed to be the same as the

nonautomation presort category rather than single piece letters? Without a

direct measurement of such costs for BMM, how can you assume one proxy over

the other? :
RESPONSE:

a. Redirected to the Postal Service.

b. Not confirmed.

¢. The average delivery unit cost for First-Class single-piece letters is 5.362
cents (USPS-T-28, Table 5, page 26). In order to determine the delivery unit cost for
BMM letters using witness Daniel's methodology (USPS-T-28), this figure would have to
be de-averaged for the many mail types that can be found within the single-piece rate
category. n order to accomplish this task, it would have been necessary to develop
cost models and calculate De{ivery Point Sequencing (DPS) percentages for all single-
piece mail types.

As an alternative, the delivery unit costs for nonautomation presort letters (5.229
cents) and BMM letters are assumed fo be identical. It should be noted, however, that
the DPS percentage from the metered letters cost model (70.39%) is much higher than

the corresponding weighted percentage from the nonautomation letters cost models

(52.90%).




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS

RESPONSE to ABA&NAPM/USPS-T24-22 (Continued)

Given the relatively smal! difference between the delivery unit costs for single-

piece letters and nonautomation presort letters (5.362 - 5.229 = 0.133), it is not

unreasonable to expect that a delivery unit cost estimate for BMM letters based on de-

averaging might have been lower than the estimate used in my testimony. In that case,
the worksharing related savings results for rate categories that use BMM letters as a
benchmark would be lower than those found in my testimony. If anything, the

assumption | have made has probably led to conservative results.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABASNAPM/USPS-T24-23
a. Referencing page 186, line 29, list the specific technology improvements for
First-Class prebarcoded letter mail that have been made since R97-1, with
associated increases in productivity for each change. Be specific by machine
type and operation.
b. Do the same for BMM and First-Class single-piece letter mail.
RESPONSE:
The technology improvements that affect the three mail types are listed below.
The number of technology changes that affect Bulk Metered Mail (BMM) letters and
single-piece letters are greater than the number that affect prebarcoded presort letters.
This is the reason why | stated that the worksharing refated savings associated with the
presorting and/or prebarcoding of letters and cards may be decreasing, or at the very
least, may be surpressed over time (USPS-T-24, page 16, lines 23-29).
a. The technology improvements that affect prebarcoded presort letters are listed
below:
1. DBCS Enhancements (USPS-T-10, page 5, line 13 to page 6, line 5)
Many DBCS have been expanded to include more bins. This change would
affect the density tables (Miller Workpaper 1). | have not attempted to quantify the
impact that this enhancement would have on the mail processing costs for specific mail
types.

b. The technology improvements that affect BMM letters and First-Class single-

piece letters are listed below:
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RESPONSE to ABA&NAPM/USPS-T24-23 (Continued)

1. AFCS Deployments (USPS-T-10, page 3, lines 15-26)

Since Docket No. R97-1, this program has been fully deployed. It is my
understanding that some additional Advanced Facer Canceler System (AFCS) may be
purchased in the future. | have not studied the productivity impact associated with the
increased usage of the AFCS.

2. MLOCR Enhancements (USPS-T-10, page 4, lines 4-15)

The enhancements discussed in witness Kingsley's testimony (e.g., co-directory)
would affect BMM letters and single-piece costs. These changes would probabiy not
affect the productivity so much as they would affect the acceptance rates. | have not
attempted to quantify the impact that these enhancements have had on mail processing
costs for specific mail types.

3. Low Cost MLOCR Deployments (USPS-T-10, page 4, lines 16-24)

This machine has been initially deployed to SLOCR sites. This change would
affect costs in terms of: improved acceptance rates, less reprocessing of mail in
downstream operations (due to an increase in the number of bins), and increased
machine throughput. | have not attempted to quantify the impact that these changes
have had on mail processing costs for specific mail types.

4. RBCS Enhancements (USPS-T-10, page 9, lines 24-25)

The Remote Computer Read (RCR} finalization rate continues to improve. In
Docket No. R87-1, the finalization rate was built into the Remo;e Encoding Center
(REC) productivity used in the cost models (although cost models have not typicaily

been developed for BMM letters or single-piece lefters). The finalization rate at that
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RESPONSE to ABA&NAPM/USPS-T24-23 (Continued)
time was thought to be roughly 25%. in this docket, the finalization rate is a separate
cost mode! input and is assumed to be 69.03% (USPS LR-1-164). Mail that is finalized
by RCR would bypass the REC keying operation and avoid mail processing costs.
5. DBCS Enhancements (USPS-T-10, page 5, line 13 to page 6, line 5)
Many DBCS have been expanded to include more bins. This change would
affect the density tables (Miller Workpaper 1). In addition, many machines have been
retrofitted to be an Output Sub System (OSS). This change would affect the 0SS |
accept rates, productivities, and density tables as mail is moved from an Mail
Processing Bar Code Sorter-OSS to a DBCS-0OSS. | have not attempted to quantify the
impagct that these changes have had on mail processing costs for specific mail types.
6. ID Code Sortation (USPS-T-10, page 6, line 29 to page 7, line B)
For unreadable bar codes, it will be possible to sort mail pieces using the
information containeg in the Remcte Bar Code System (RBCS) 1D tag. These

deployments have already begun. | have not specifically studied the impact that this

change will have on mail processing costs by mail type.
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INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
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ABAS&NAPM/USPS-T24-26 Under your new methodology in this case, unit mail
processing cost avoidance has risen for 3 digit presorted First-Class letters, over basic,
by comparison with USPS estimates in R97-1 (0.89 cents in this case, 0.77 cents in
R97-1), but has falien for 5 digit presorted letters, over basic, (1.0850 cents in this case,
1.5212 cents in R97-1).

a. How does this discrepancy comport with your generalized conclusion that cost
avoidance is shrinking?

b. Does your view that cost avoidance is shrinking focus on just mail processing
cost avoidances?

c. If your answer to b. is other than an unqualified "Yes", please explzin where
delivery cost avoidances are shrinking by comparison with USPS R37-1 numbers
for any of the following three rate categories of First Class workshared letter
mail: basic automation, automation 3 digit, automation 5 digit.

RESPONSE:

First of all, [ prefer the term "worksharing related savings” to "cost avoidance,” as the
jatter is often interpreted to be an engineering mode! cost for a specific rate category
subtracted from the engineering model cost for a specific benchmark.

a. | did not conclude in my testimony that "cost avoidance is shrinking." 1 stated
on page 16 (lines 26-28), that "from a cost standpoint, the worksharing related savings
results for some rate categories have decreased from those found in Docket No. R97- |
1." | then proceeded to discuss on page 17 how both cost methodology enhancements
and technology improvements may have affected the results. In terms of the
comparison between Docket Nos. R87-1 and R2000-1 automation 3-digit and 5-digit
results, | do not view these findings as " discrepencies.” | view the worksharing related
savings results as more accurate cost estimates based on the cost methodology
enhancements that have been implemented in this docket.

b. Yes. As stated in a., | do not have the “view” that "cost avoidance is
shrinking." However, the comments | made on page 17 as to how the cost
methodology enhancements and technology improvements may have affected the
worksharing related savings resuits are directed toward the mail processing unit costs.

c. Based on my response to b., no response to ¢. is required.
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INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABASNAPM/USPS-T24.27

a. Please confirm that your Column (1), Mail Processing Total Unit Cost from
your Appendix |, page I-1, table "First-Class Letters Summary”, is the same
methodologically as USPS witness Hatfield's column (4), page 1, of Exhibit
USPS-25A from R97-1, labeled "Total cost” (copy attached).

b. If you do not confirm in a. please answer only sub-part b. of
ABAGNAPM/USPS-T24-28 below, and please explain here in full detail by cost
pool or other factor, model or non-mode!, exactly what the differences are, and
do this in a manner which is methodologically consistent with the Hatfield
number from R87-1.

c. if you do confirm in a., please answer all sub-parts to the ABA&G&NAPM/USPS-
T24-28 below.

RESPONSE:

a. Not confirmed.

b. Part a. asks me to confirm that | use the same (| assume this means
consistent) methodology as witness Hatfield. 1 have not confirmed that statement.
Given my response to a., part b. asks me to discuss the differences "in a manner which
is methodologically consistent with the Hatfield number from R97-1." This does not
seem possible given my response to a. However, | will discuss the differences between
the cost methodologies used for First-Class presort letters by witness Hatfield in Docket
No. R87-1 and myself in this docket.

CRA MAIL PROCESSING UNIT COST CATEGORIES

in Docket No. R97-1, withess Hatfield used two First-Class letters CRA mail
processing unit cost categories: 1. "non carrier route presort letters" and 2. "automation
carrier route presort letters.” The first category contained the aggregate costs for the
nonautomation presort letters, automation basic presort letters, automation 3-digit
presort letters, and automation 5-digit presort letters rate categories. Therefore,
models were developed for these rate categories and used to de-average the CRA mail
processing unit costs. The latter category was a rate category. As a result, no cost
models were required to de-average the CRA costs.

In this docket, | have used three separate CRA mail processing unit cost
categories: 1. "nonautomation presort letters," 2. "automation non-carrier route presort
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letters,” and 3. "automation carrier route presort letters.” The first and third categories
are rate categories. Therefore, no cost models are required to de-average the CRA
costs. The second category contains the aggregate costs for the automation basic
presort letters, automation 3-digit presort lefters, and automation 5-digit presort letters
rate categories. Therefore, models have been developed for these rate categories and
are used to de-average the CRA mail processing unit costs.

COSTMODELS

in Docket No. R2000-1, a new simplified base mail flow model spreadsheet and
cost spreadsheet have been developed for letters and cards. These spreadsheets are
used for all modeled rate categories. The new mail flow model consolidates the RBCS
operations into "outgoing" and "incoming" operations, eliminates the usage of
letters/cards coverage factors, and combines the automated and manua!l incoming SCF
and incoming primary operations. This latter change has been made to reflect the
assumption that the mail volumes routed to either the incoming SCF or incoming
primary operations are typically separated in "upstream" operations. In other words,
little mai! flows from the incoming SCF to the incoming primary (and vice versa).

In addition, some model inputs have changed. The automation productivities
have been de-averaged in a manner simitar to the manual productivities, the density
tables have been updated (see USPS-T-24, Appendix [V and Miller Workpaper 1), and
"weighted" piggyback factors have been used for automated operations. These
changes are all described in my testimony.

COST POOL CLASSIFICATIONS

In Docket No. R97-1, the CRA mail processing unit cost estimates contained 46
cost pools. Each cost pool was classified as either "proportional” or “fixed,” with the
exception of the "non-MODS” cost pool. This latter cost poo! was broken up into
proportional and fixed components using the percentage distribution from the other 45
cost pools. ‘

In this docket, the CRA mail processing unit costs contain 52 cost pools. Each
cost pool is classified as either "worksharing related proportional,” "worksharing related
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ﬁxed,“_or “non-worksharing related fixed." For a description as to how each cost pool is
classified, please see my response to ABA&G&NAPM/USPS-T24-12.

CRA ADJUSTMENTS

CRA adjustment factors are used in both dockets in cases where mail
processing cost models are used to de-average CRA mail processing unit costs.

In Docket No. R97-1, a weighted model cosf was calcuiated using base year mail
volumes. The sum of the CRA proportional cost pools was then divided by the
weighted model cost. The result was the CRA proportional adjustment factor. The
remaining fixed cost pools were summed and classified as a fixed adjustment.

In this docket, a similar proportional adjustment (refered to as "worksharing
related proportional"} has been made. However, fewer cost pools have been classified
as proportional. Fixed adjustments are also made in this docket, but two separate fixed
components are calculated: "worksharing related fixed" and "non-worksharing related
fixed."

WORKSHARING RELATED SAVINGS CALCULATIONS

In Docket No. R97-1, the total mail processing unit costs (proportional and fixed
costs) were included in the worksharing related savings calculations (refered to as "cost
difference™). The total mail processing unit costs and delivery unit costs for a specific
rate category were subtracted from the corresponding costs for a seiected benchmark
and were used as a basis for establishing discounts by the pricing witness. The
calculations were performed in the testimony of the pricing witness.

In this docket, | have included the worksharing related savings calculations in my
testimony. In addition, the "non-worksharing related fixed” mail processing unit costs
are excluded from the calculations. The "worksharing related " (proportional and fixed)
mail processing unit costs and delivery unit costs for a specific rate category are
subtracted from the comresponding costs for a selected benchmark and are used as a

basis for establishing discounts by the pricing witness.

{c) No response is required.
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- . Attachment to ABAIAPM/USPR.T24.2%

Exhibit A: First-Class Mail Processing Cost Summary
Cailcuiation of Total Mail Processing Costs

First-Class Letiers

1 2 )] [}
i Mods! Proportional Fixed Total
1 . Cost Adjustment Adjustment Cost
Nonautomaton presort 59053 1.1588 0.3573 7 1893
Automation basic presornt 42822 1.1586 0.2573 523188
) Aunomation 3-dgit presorn 36167 1.1586 0.3573 4 5477
Automaton S-chort preson 23038 1.1586 0.3572 20265
! . AUIOMatOn Carmer mute presorn 22810 )
|
Firs1i-Class Cards
I5) 16! 1y} L)}
Model Proportional Fizxed Tota!
Cost Adjustment Adjustment Cost
Nonautomation presort 41783 1.0869 0.1754 47178
Automation basic presort 3.0306 1.0859 0.1754 34693
Autornation 3-8igit presor 2.55%6 1.0859 0.1754 28574
Automation 5-digit presort 1.6304 1.0865 0.1754 1.89475
Automauon camer route presor! 06204 2

Fow 1/, Extund USFS-25A, page 2 of 3. fow 4.
Row 2/ Exnid USPS-254 page 3 of 3. row §.
Column (1] Exhibxt LISPS-25A. page 2 of 3, colmn §
Column [2] Exhibe USPS-25A, pepe 2 of 3. row B.
Column [3] Exhixt USPS-25A page 2of 3. row ¥
Column [4] Column 1* column 2 « eplumn 3,
Column [5] Exhbet USPS-254, page 3 of 3, cotumn 2
Column [6] Exhadit USPS-254 page 3073 row §
Column [T} Extubd USPS-25A. page 2 of 3. row 10
Column [8) Column & * column 7 « column §
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INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS
ABAGNAPM/USPS-T24-28

a. Please confirm that using USPS witness Hatfield's, Hume's, and Daniel's
methods from R87-1 for both that case and this case, total cost avoidances have
increased from 5.698 cents in R97-1 to 6.2170 cents in R2000-1 for a basic
automation First Class letter, and have increased (over basic) from 0.8301 cents
to 0.9850 cents for a First Class automated, 3 digit letter.

b. Please confirm that using USPS witness Hatfield's, Hume's, and Daniel's
methods from R97-1 for those cost avoidances, and your new methods for
R2000-1 cost avoidances that: (i) the cost avoidance for a First-Class automation
3 digit letter a First Class automation basic letter has increased from 0.8301
cents to 0.9850 cents.

¢. In creating a new methodology for measuring cost avoidance for basic
automation letters in this case, were you at all knowledgeable of or did you
suspect the fact that under the R87-1 methodology, cost avoidance of First Class
automation basic letters had increased by over 0.5 cents since the last rate
case?

d. If your answer to c. is in the affirmative, in creating your new methodology,
were you at all influenced by the increase in cost avoidance noted in ¢.?

RESPONSE:

| have answered all parts of this interrogatory, despite the instructions in
ABAGNAPM/USPS-T24-27, because | think there may be some confusion as to
whether | used the "same methodology” as witness Hatfield in Docket No. R87-1. | did
not use the same exact cost methodology as witness Hatfield to calculate the total mail
processing unit costs in this docket. However, the usage of total mail processing costs
to calculate the worksharing related savings is a separate issue. [Note: In my testimony,
| use the "worksharing related" mail processing unit costs, not the total mail processing
unit costs, to calculate the worksharing related savings.] As a resutt, | have answered
this interrogatory assuming that this latter issue is what is important to ABAGNAPM.

a. | can confirm that when the "Mail Processing Total Unit Cost" [Appendix |,
page |, column (1)] is used in the worksharing related savings' caiculations, the results
are as indicated below. However, | use the "Mail Processing Worksharing Related Unit
Cost" [Appendix 1, page 1, column (2)] in the calculations in my testimony to better
isolate the worksharing related savings associated with mailer worksharing activities.
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R97-1 R2000-1

Total MP Total MP

& Delivery & Delivery

Rate Category Unit Cost Unit Cost
First-Class Bulk Metered Mail Letters 14.7274 15.699
First-Class Automation Basic Letters 0.0298 9.482
Cost Difference 5.6976 6.217
First-Class Automation Basic Letters 9.0298 5.482
First-Class Automation 3-Digit Letters 8.1997 8497
Cost Difference 0.8301 0.985

b. Confirmed.

¢. d. No. When | began working on the cost studies included in my testimony, |
did not take the approach that my task was to simply recreate the cost studies using the
exact same cost models and methodology that had been used in previous rate cases. |
adopted the mindset that my job was to develop the most accurate cost estimates
possible. My goa! was to get as close to the truth as possible given the limitations that
are associated with developing any cost estimate.

After months of reviewing the cost models and cost methodology used in
previous cases, | identified several areas where improvements could be made. In this
docket, | have implemented those improvements. The results of these changes are
included in my testimony.

In addition, most of the cost methodology changes were completed months
before the data inputs {e.g., CRA mail processing and delivery unit cost data, piggyback
factors) were available. As a result, it would not have been possibie to know exactly
how the cost methodology changes would have influenced the results pricr to the time
period that the changes themselves were implemented.
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ABASNAPM/USPS-T24-34 Page I-1 of Appendix | to your testimony sets forth First
Class unit cost estimates for, inter alia, the Bulk Metered FCLM Benchmark, non-
automated presort FCLM and automated FCLM. Please confirm that these unit cost
estimates do not reflect any cost differences as a result of the move update
requirements which are applicable to non-automated presort and automated FCLM,
and which are not applicable to the Butk Metered FCLM benchmark; and explain why
these move update savings were not included in R2000-1. if you cannot confirm this
fact please explain why not. If you believe that your testimony does capture cost
savings of move update requirements, does this include not only mail processing
savings, but also the savings of transportation and delivery of forwarding/returning
Undeliverable As Addressed Mail?

RESPONSE:
See my response to MMA/USPS-T24-21(d). That response only addresses the mail
processing unit costs and delivery unit costs found in my testimony.
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ABAEGNAPM/USPS-T24-36 In your testimony on page 17, lines 12-17, you state that
the use of an R97-1 methodology for estimating non-automation presort unit mail
processing costs resulted in a 7.199 cent measure while the different methodology
used in this case results in a 10.337 cent measure for the same rate category.

a. How much of this change is due to a change in methodology, and how much
is due to a change in other factors, e.g., mail processing wage rates?

b. Assuming, as your discussion implies, that the difference is mostly due to your
change in methodology, please explain what credibility the USPS mail
processing cost methodology procedures have if the estimation for one rate
category is 44% different than the estimation of R97-17

c. Please confirm that, ceteris paribus, if the methodology in R97-1
.underestimated "true" unit mail processing costs for non-automation presort,
then: (i) it overestimated true unit mail processing costs for the other three rate
categories in the "non-carrier route presort” category; (ii} underestimated mail
processing cost avoidances for the other three rate categories in the "non-carrier
route presort" category.

RESPONSE:

a. | have not attempted to determine the extent to which the change in mai
processing unit costs between Docket No. R87-1 and this docket are due to cost
methodology changes compared to other factors, such as increasing wage rates.
However, | would suspect that the change that has had the biggest affect on the results
is the separation of CRA "nonautomation presort letters” mail processing unit costs
from the corresponding costs for "automation non-carrier route presort letters.”

b. | might suspect the credibility of a specific cost methodology if the results
were to change dramatically between dockets, given that an identical cost methodology
had been used. However, if a cost analyst discovers that the IOCS system can be used
to isolate CRA mail processing unit costs for a rate category that had previously been
modeled (as is the case in this docket), [ would not necessarily question the credibility
of the results. | view the change that has been made in this docket as a means to

obtain more accurate cost estimates.
¢. Not confirmed. | have not conducted any analysis using the Docket No. R97-1
data and would therefore have no basis for drawing these conclusions.
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ABASNAPM/USPS-T24-39 On page 7 of your testimony, lines 18-19, you state that
“you rely upon the estimated test year finalization rate" in a publication entitied RCR
2000 Decision Analysis Request (DAR).

a. Please confim that your RCR percentages for First Class single piece and
metered mail are hypothetical, that is in the nature of a forecast DAR for test
year 2001.

b. Piease confirm that the finalization rate for the tast year of actual data is 53%,
while your test year forecast is 69%.

c. Please confirm that the conclusions about the reduced unit costs of
processing single piece and metered mail in your test year models hinge on the
hypothetical number in a. being an accurate forecast.

RESPONSE:

a. Not confirmed. The percentage used in my testimony is an aggregate value
for ail mail pieces that are processed through the RCR system. This percentage is not
specific to a given mail type. It is an estimate using the projected finalization rate for
the Test Year, which can be found in LR--164.

b. Not Confirmed. The RCR finalization rates are as follows (as per the

Corporate Information System):

FY 1998 Actual 32.7%
FY 1999 Actual 48.1%
FY 2000 (YTD AP 7) Actual 58.5%
FY 2001 Forecast (DAR) 69.0%

¢. Not confirmed. 1do not use the cost models in my testimony to develop
"single piece" letters costs. My testimony inciudes a cost mode! for metered letters, but
that cost model is used for comparison purposes only. The Bulk Metered Mail (BMM)
letters mail processing unit costs shown in Appendix |, page 1-7, are CRA-derived and
do not rely upon the mode! costs.
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ABA&NAPM/USPS-T24-41 In your testimony at page 11 you characterize your mail
processing cost methodology as differing from USPS witness Hatfield's in R97-1
primarily in that you separate mail processing "fixed costs" into "worksharing related”
and "non-worksharing related,” while USPS witness Hatfield assumed all fixed costs to
be worksharing related. However, comparing witness Hatfield's percentages in his
Figure Ill-A (R97-1, USPS-T-25, page 6) to your in Appendix |, pages 12 and 13,
(nonautomation presort and automation non-carrier route presort respectively), you
appear in the first instance to have moved many costs out of witness Hatfield's
"proportional” cost pool into your two "fixed" cost pools. For example, Hatfield's
proportional costs for his benchmark CRA (non-carrier route presort) at 4.2 cents are
81.3% of his totai CRA benchmark costs (4.6 cents) while your proportional costs for
your benchmark (automation non-carrief route presort) are only 65.85% of your total
CRA benchmark costs [and 80% of your nonautomation presort costs, the fourth rate
category in the Hatfield aggregate benchmark].

a. Please confirm that you have reclassified several proportional cost pools from
R97-1 as fixed cost pools in this case. List each such change for your 52 cost

pools.

b. Please justify each and every such change in a cost pool that you have made
from proportionat to fixed (whether worksharing related or non-worksharing
related). That is explain why that cost pool was classified as proportional up
through R97-1, and why it is suddenly no ionger so classified.

RESPONSE:
In Docket No. R97-1, witness Hatfield (USPS-T-25) calculated the total mail processing

unit cost estimates for First-Class letters and cards. He did not calculate the cost
difference (referred to as "worksharing related savings" in this docket) in his testimony.
The cost difference calculations were performed in the testimony of witness Fronk
(USPS-T-32). In my opinion, these calculations should be the responsibility of the cost
witness. As a result, | have included them in my testimony in this docket and have
given them a greater amount of scrutiny.

a. Confined. The following cost pools were classified as "proportional” in
Docket No. R97-1, but have been classified as either "worksharing related fixed" or
"non-worksharing related fixed” in my testimony in this docket.

Fsm/
Mechparc
SPBSOth
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SPBSPrio
Manf
Manp
Priority
1Bulkpr
1CancMMP
10pBulk
10pPref
1Pouching
1Scan
BusReply
Express
Mailgram
Registry
Rewrap
1Eegmt
Intl

LD 48 Exp
LD 48 SSv
LD 49

LD 79
1SuppF1
1SuppF4

b. 1 classify a cost pool as "worksharing related proportional” if it represents a
piece distribution or package sorting activity that is actually included in a specific model.
in my opinion, these should be the only cost pools that the cost model results are tied to
"proportionally” because the CRA proportional factors are used as a means to adjust
the results to compensate for the fact that the models rely on average data inputs and
simplified processing assumptions. In general, [ rely on the MODS operation numbers
that are "mapped"" to each cost pool as a means to determine its cost pool
classification. These operations can be found in LR-I-106. See my response to
ABASNAPM/USPS-T24-12 for the rationale behind each cost pool classification.
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. RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION & NATIONAL
 ASSOCIATION OF PRESORT MAILERS

- ABA&NAPM/USPS-T24-42

a. Please group by number of bins the current array of MLOCRSs in use by the
Postal Service for First Class Letter Mail. For example, 100 OCRs have 80 bins,
150 have 90 bins, etc.

b. What assumption concemning the number of sweepers per MLOCR for each

grouping identified above underlies your mail processing cost studies for First

Class Letter Mail?

RESPONSE:

a. Itis my understanding that the 875 MLOCR-ISS machines described by
witness Kingsley (USPS-T-10, page 4, line 5) have either 44 or 60 bins. In checking my
equipment inventory resources, | was unable to find information that specifically
mentioned how many of each machine type are currently in the field. However, the
number of MLOCR-ISS bins wotld have affected the density tables resuits. Therefore,
the number of bins would have been incorporated into the cost estimate results found in
my testirmony.

b. | made no specific assumptions regarding the staffing of MLOCR-1SSs in my
testimony. The impact of MLOCR-ISS staffing would be imbedded in the marginal
productivity-values that [ use for these operations.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORY OF AMERICAN BANKERS ASSOCIATION & NATIONAL
ASSOCIATION OF PRESORT MAILERS REDIRECTED FROM WITNESS FRONK
ABAGNAPM/USPS-T33-10 Refer to footnote 2 on page 18.

b. Do the BMM activities of traying the mail, and metering it, save the Postal
Service any costs, and if so what costs at what levels?

c. Piease confirm that worksharing mailers perform traying operations that save
the Postal Service costs, including the front end activity of building the trays and
cardboard flats, and removing USPS tags from the trays.

d. Piease confirm that use of the BMM benchmark denies worksharing mailers
the avoided costs of traying and metering even though they perform this activity.

RESPONSE:

b. ¢. d. The worksharing related mail processing unit costs and deflivery unit costs
for Bulk Metered Mail (BMM) letters are used as the benchmark in this docket for the
First-Class Mail nonautomation presort letters and automation basic presort letters rate
categories. As stated in my testimony (page 12, lines 9-10), it is assumed that BMM
letters are entered in trays. As a result, the unit costs related to the activities specified in
this interrogatory have not been studied and are not included in the worksharing related

savings calculations.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T24-8 Does Postal Service headquarters request or require P&DC's to
provide holdouts on their BCS machines for FIM mait destined to certain large-volume
recipients? Please discuss and provide the number of such recipients, if available.

RESPONSE:

Yes. it is my understanding that plants are currently required to maintain 7 specific firm
direct separations in their automation outgoing primary operations. This requirement,
however, is undergoing review as some facilities do not receive large volumes of mail
for those firms. For the remaining FIM, mail volume dictates what firm direct holdouts
receive a dedicated bin on a given sort plan at a given plant.
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RESPONAE OF LINITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF E-STAMP CORPORATION

E-STAMP/USPS-T24-1 On page 18 of your testimony there is a table listing all of the
work-sharing related cost savings by rate categories. That table shows that non-
automated presort letters have total mail processing unit costs of 10.337 cents, 0.091
cents less than bulk meter mail letters. This table alsc shows that, in the case of
automation basic letters, there are work-sharing related savings of 4.919 cents per
piece compared to bulk meter mail letters (including 0.901 cents of delivery cost
savings).

(a) In the case of non-automation presort letters, where the work-sharing savings
is.=hown to be .0.091 cents per piece compared to metered mail, is al! of that
0.091 cents savings altributable to the fact that the letter is presorted? Please
explain any negative answer.

(b) Do these numbers suggest that, compared to a bulk meter mail letter, a basic
automated presort letter costs 4.918 cents less per piece due solely to the fact
that the letter is automated and is basic presorted? Please explain any negative
answer.

(c) If the answer to (a) and (b) above are in the affirmative, does it aiso follow
that, of the work-sharing related savings of 4.919 cents per piece for automation
basic letters, all but 0.091 cents, or 4.828 cents, of the 4.819 cents savings is
attributable to the fact that it is automated, and only 0.081 cents of the 4.919
cents is attributable to the fact that it is presorted? Please expiain any negative
answer.

(d) USPS witness Campbell, on page 40 of his testimony, states that QBRM mail
costs 3.38 cents per piece less than handwritten single piece letters; and in
response to E-Stamp/USPS-T28-1, states that the cost difference between a
QBRM piece and a metered mail piece is 1.75 cents. If these responses are
correct, then this wouid mean that the difference between a handwritten piece
and a piece of metered mail is 1.63 cents (3.38 cents minus 1.75 cents). if you
have confirmed in {c) above that the cost avoidance is due solely to automation,
compared to a metered mail piece, is 4.828 cents per piece, then is it not the
case that the cost difference between a handwritten single piece letter and an
automated basic letter, due solely to the fact that it is automated, would be 6.458
cents per piece (4.828 cents plus 1.63 cents)? Please explain any negative
answer.

RESPONSE:
(a) No. The worksharing refated savings shown in Table 1 (page 18} of my

testimony reflect the cost difference between the worksharing related mail processing



RESPONSE to E-STAMP/USPS-T24-1 (Continued)

and delivery unit costs for the Bulk Metered Mail (BMM) letters estimate and the
corresponding costs for the First-Ciass nonautomation presort letters estimate. These
numbers are strictly CRA-based and reflect all cost differences between the two mail
categories, inciuding the savings associated with presorting nonautomation letters.
There may, however, be other cost causing characteristics (e.g., weight distribution
differences, the per:--riage of mail that is entered at the destinating facility, etc) that
affect the worksharing related savings results to some extent. It is not possible to
completely exciude these other cost causing characteristics using CRA data nor is it
possible to determine the extent to which they may be affecting the results.

(b) No. The worksharing related savings shown in Table 1 (page 18) of my
testimony reflect the cost difference between the worksharing related mail processingr
and delivery unit costs for the Bulk Metered .Mail (BMM) letters estimate and the
corresponding costs for the First-Class automation basic presort letters estimate. The
BMM letters figure is strictly CRA-based. The automation basic letters figure is
indirectly CRA-based in that cost models are used to de-average the CRA mail
processing unit costs for First-Class automation non-carrier route presort letters. As a
result, the worksharing related savings results reflect all cost differences between the
two mail categories, including the savings associated with barcoding and presorting
automation basic letters. There may, however, be other cost causing characteristics
(e.g., weight distribution differences, the percentage of mail that is entered at the

destinating facility, etc.) that affect the worksharing related savings results to some
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RESPONSE to E-STAMP/USPS-T24-1 (Continued)
extent. 1t is not possible to completely exclude these other cost causing characteristics
using CRA data nor is it possible to determine the extent to which they may be affecting
the results.

(c) The response to {a) and {b) have not been answered in the affirmative.

(d) The answer to (c) has not been answered in the affirmative.

e
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF E-STAMP CORPORATION
REVISED 4/12/2000

E-STAMP/USPS-T24-2

In Appendix |, page 1, you have listed a summary of First Class letters where in you
compare Bulk Metered Mail letters as a benchmark to the various presort categories of
First Class letters, and eslimate the work sharing related savings for each category.
Please provide the same information for the non-automation presort letters and
automation basic presort letters, using a benchmark of handwritten letters rather than
Bulk Metered Mail letters.

RESPONSE:

As stated on page 1, the purpose of my testimony is to develop cost estimates related
to the First-Class Mail presort letters and cards and the Standard Mail (A) presort letters
rate categories. | have not attempted to develop worksharing related savings estimates
using specific single-piece mail types as benchmarks, other than Bulk Metered Mail
(BMM) letters. In order to develop a handwritten estimate using a cost methodology
that is consistent with the remainder of my testimony, it wouid be necessary to de-
average the First-Class single-piece letters mail processing unit costs from LR 1-81 for
all single-piece mail types. | have not performed the background work necessary to
accomplish this task as it is clearly outside the scope and purpose of my testimony.

In order to develop First-Class handwritten letters cost estimates, the following tasks
would have 1o be performed: (1) a new CRA mail processing unit cost category would
have to be calcuiated, (2) a single-piece EXCEL workbook would have to be created
from the base model workbook, (3) the density tables would have to be revised, and (4}
the delivery unit costs for single piece letters would have to be created.

(1) CRA MAIL PROCESSING UNIT COSTS

The single-piece letters rate category contains the following mail types: Courtesy Reply
Mail (CRM) letters, Business Reply Mail (BRM) letters, handwritten letters, machine
printed letters, and metered letters. One of these mail types, BRM letters, has a unique
rate and fee structure. As a result, it would at least be necessary to calculate a CRA

mail processing unit cost category that excludes BRM. Since LR-1-81 already contains
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF E-STAMP CORPORATION
REVISED 4/12/2000

RESPONSE to E-STAMP/USPS-T24-2 (Continued)

the unit costs for single-piece metered letters, it may be best to calculate the mail
processing unit costs for "single piece non-metered non-BRM letters.”

In addition, it may also be necessary to evaluate the impact that weight differences
between the mail types would have on the final result. For example, it is likely that the
average weight for a CRM letter is less than that for a handwritten letter. These weight
differences could affect the results. Therefore, this issue would have to be investigated.

The RPW system can be used to obtain single-piece ietters mail volumes by ounce
increment, but cannot be used to determine the single-piece letfters mail volumes by
mail type. On the other hand, the OD!S system can be used to determine the single-
piece letters mail volumes by mait type, but cannot be used to obtain single-piece
letters mail volumes by ounce increment. It is therefore possible to apply the ODIS
percentages by mail type to the RPW volumes, but it is not possible to further break
down those volumes by both mail type and ounce increment. Since the RPW volumes
are a crucial element in calculating CRA mail processing unit costs, it is not possible to
fimit the impact that weight differences between mail types might have on the final

result.

It is estimated that it would take at least one week to determine and calculate the
proper CRA mail processing unit cost category for single-piece letters. | would consider
this optimistic based on my cost estimating experience as it is rare that some
unforeseen issue does not surface.

FIRST-CLASS SINGLE-PIECE LETTERS EXCEL WORKBOOK
i would also have to create a new single-piece letters EXCEL workbook from my base
model workbook. This workbook would consist of mail flow spreadsheets and cost
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF E-STAMP CORPORATION
REVISED 4/12/2000

SPONSE to E-STAMP/USPS-T24-2 {Continued
spreadsheets for CRM letters, handwritten letters, and machine printed ietters
(assuming that "First-Class single-piece non-metered non-BRM letters" proves to be the
proper CRA mail processing unit cost category). In addition, a supporting summary
spreadsheet and CRA adjustment spreadshest would have to be created. The latter
spreadsheet would rely on mail volume data. Therefore, both ODIS volumes and RPW
volumes for these mail types would have to be obtained and analyzed. | estimate that it
would take at least 2 weeks to complete these tasks in @ manner where | would fee!
confident in the results.

{3) DENSITY TABLES
The density tables that have been updated in this docket (see USPS-T-24, Appendix IV

and Miller Workpaper I} would also have to be recalculated to include single-piece mail
volurmes that were ignored when the presort tables were calculated last fall. In updating
those tables, | analyzed the End-Of-Run reports, bin-by-bin, for all the sort plans used
for a given set of operation numbers from 38 different plants. The raw data alone
involves hundreds of spreadsheets that would have to be reviewed and changed to
include single-piece mail volumes. In addition, it may be necessary to develop multiple
tables for the different mait types. This point would require further investigation.

The process of updating the tables last fall required 6 weeks of full-time data entry and
consolidation. | would estimate that the process of revising these tables would take at

ieast 2 weeks and could very well require more time.

4) DELIVERY UN! STS

) assume that the average single-piece letters delivery unit costs would be used as a
proxy for handwritten letters. It is my understanding that the process of de-averaging
the single-piece letters delivery unit costs is more complicated than that used to
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF E-STAMP CORPORATION
REVISED 4/12/2000

RESPONSE to E-STAMP/USPS-T24- inued

de-average presort letters delivery unit costs. As a result, if E-Stamp wishes to have

the single-piece letters delivery unit costs de-averaged, additional time would be

required. Itis difficult to estimate the time necessary to perform this task as single-
piece letters delivery unit costs are not typically de-averaged.

Accordingly, | would suggest using data that exists within some other data source (e.q.,
LR-I-81) as a proxy for the mail processing costs for single-piece handwritten letters.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF MAJOR MAILERS ASSOCIATION
’ REVISED 3/21/2000

MMA/USPS-T24-1 On page 11 of your prepared testimony, you state that
platform costs should be fixed and not related to worksharing. You also note that -
in Docket No. R97-1, bulk metered mail (BMM) platform costs were .212 cents
higher (or 84%) than the platform costs for First-Class non-carrier route presorted
letters,

(a) If this difference is not presort-related, please explain why metered
mail platform costs are so much higher than presorted letter platform costs.

(b) If this cost is not presort-related, doesn't removing this cost from your
analysis implicitly assume that the unit [abor costs for this operation are the
same for non-carrier route presorted and BMM letters. Please explain your
answer.

(c) If your answer to part (b) is no, then please explain how any other factors

which affect costs will not undermine your entire CRA-derived unit costs

for the five First-Class mail categories included in Appendix |, pages -7

through Kl 1.

{d) If these costs were, in fact, not related to worksharing, and if, in fact, these

costs were the same for each of the two categories of mail, then wouldn't

inclusion of these costs have no impact on the derived cost differences
between the unit labor costs? If no, please expiain.
RESPONSE:

(a) CRA mail processing unit costs for Bulk Metered Mail (BMM) letters are not
available. As a result, the CRA mail processing unit costs for all metered letters are
used as an estimate. One modification is made to reflect the assumption that BMM
letters are entered in full trays; the costs for the “1CANCMMP” cost pool are set to zero.
Therefore, the collection costs normally associated with isolating, facing, and traying
metered letters are ignored. However, some costs that are related to collections (e.g..
loading and unloading trucks at the dock) are still imbedded in the "1PLATFORM" cost
pool. As a result, were it possible to isolate the platform costs for BMM letters, those

costs would likely be lower than the platform costs for all metered letters (which is the

value contained in the estimate).
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In addition, if mailer presortation were a primary cost driver for the
"1PLATFORM" cost pool, it is unlikely that the costs for the BMM iletters estimate (0.761
cents) would be nearly identical to those for the nonautomation presort letters categdry
(0.752 cents). One might suspect that other factors, such as mail piece weight, might
be affecting these costs. (BMM letters and nonautomation presort letters can weigh up
to 13 ounces, but automation presort letters are limited to 3.3103 ounces.)

(b) No. The exclusion of platform costs from the worksharing related savings
calculations means that those costs should not be affected by worksharing. It does not
mean that the platform costs for different mail types should be identical. For example,
the weight limitations for BMM letters (13 ounces) and automation presort letters
(3.3103 ounces) are not identical. Therefore, one would not expect the mail processing
unit costs to be identical.

(c) The mail processing unit cost estimates and worksharing related savings
estimates contained in my testimony are developed using the best data available.
There are many limitations associated with the development of any cost estimate. Cost

is obviously an important factor, but Postal Service pricing witne;ses consider all nine
factors specified by U.S.C. §3622(b) when proposing rates and fees.
(d) As stated in (b), the platform costs for different mail types would not
- necessarily be the same. Therefore, the inclusion of these costs could erroneously
affect the worksharing related savings resuits, even though these costs are not affected

by mailer worksharing activities.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
* "INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T24-2 On page 12 of your prepared testimony, you set the value of the

" canceMation and metered mail pteparation cost pool (1Cancmmp) to zero in order to

flle.lrlher isolate the costs for bulk metered mail (“BMM") letters from those for metered
tters

.(a) Please provide copies of all Postal regulations that are applicable to the entry

" requirements for BMM.
(b} in deciding to set the 1Cancmmp cost pool to zero, did you assume that postal
., service personnel perform no acceptance procedures to insure that BMM letters
*“tendered to the Postal service meet all applicable entry procedures, including
* confirmation that the rhailer has affixed the proper postage to the BMM fetters? I
yes, how can you justify a zero cost? If no, please justify your answer?

(c) Are the model costs for BMM in all other respects (other than the 1Cancmmp cost
'pool), the same as for non-buik metered mail? If not, please explain.

{d) Do postal personnel ever pick up BMM at the mailer's place of business? If not,
pleasé provide copies of the relevant Postal regulations which prohibit postal service
persennel from picking up BMM at the mailer's place of business. _

(e) Do you assume that BMM and non-bulk metered mail exhibit all of the same cost
_ characteristics, except that the former is brought to the post office in trays whereas
the latter is not? If not, please explain.

() What was the cost figure for 1Cancmmp before you assumed it to be zero?

RESPONSE:

(a) Redirected to the Postal Service.

(b) No. The "{CANCMMP" cost pool contains the costs for culling, facing, and
canceling single-piece mail. Buik Metered Mail (BMM) letters are assumed to be
entered in bulk, similar to presort letters. Therefore, this mall would bypass these

cancellation and metered mail preparation operations. This is the reason why the

"1CANCMMP" costs are set to zero.

Like all metered letters, BMM letters must be "deposited in locations under the

jurisdiction of the licensing post office,” as per DMM 55, Section D100.2.1. In terms of
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
' INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

-RESPONSE to MMA/USPS-T24-2 (Continued)
postage payment, BMM letters are subject to the same postage and payment method
requirements that are specified for all metered letters in DMM 55 Section P030.

{c) No. The CRA cannot be ﬁsed to isolate the mail processing unit costs for
BMM letters. As a result, those costs are assumed to be identical to the mail
processing unit costs for all metered letters (butk and non-bulk), with the exception that
the "{CANCMMP" cost pool has been set to zero.

(d) Redirected fo the Postal Service.

(e} } assume that BMM letters exhibit the same cost characteristics as all
metered letters, with the exception that BMM letters are entered in trays. In developing
the cost estimate, this assumption is used because the CRA does not provide mail
processing unit costs specific to BMM letters.

{f} The "tCANCMMP" cost pbol value is 0.300 cents as shown in LR-I-81 for "F-

C Single Piece Metered Letters.”
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

~ MMA/USPS-T24-4 On page 12 of your prepared testimony, you indicate that the 1.83-
‘cent average unit cost dxfference between BMM and First-Class nonpresorted letters is
“relatively narrow.”

(a) Confirm that the comparable cost difference in Docket No. R87-1 was 1.16 cents.
(See USPS Response to Presiding Officer’s Information Request Nos 5, 19G) Iif
you cannot confirm, please explain.

' (b) Do you agree that, all things being equal, the following factors affect the average
*unit cost differénce betwéen BMM and First-Class nonpresorted letters in the
“manner describad below? If you dnsagree please explain.

(1) Increase in labor rate—increases the difference;
(2) Technological advances in mail processing-—decreases the difference;

(3) Redefining [abor costs into three categories rather than two—decreases the
difference;

(4) Utilizing marginal productivities that assume costs do not vary 100% with
volume—decreases the cost difference;

(5) Increase in the number of prebarcoded reply envelopes returned by nonpresort
mailers—decreases the cost difference;

{6) Cost model results that overstate (as opposed to understate) actual (CRA)
costs—decreases the cost difference;

_(7) Please list any other factor(s) that you can think of and state the effect such
factor(s) has on the apparent cost difference.

-{c) Confirm that it is not appropriate to compare directly the 1.83-cent average unit cost
différence between BMM and First Class nonpresorted letters developed by you in
this case and the 1.16 cents average unit cost difference developed in the Docket
No. R97-1 proceedlng. becausa of the thanges in methodology that you have
implemented in your cost models in this case. If you cannot 80 confirm, please
explain.

(d) How much of this cost difference is due solely to your assumption in this case that
mail preparation costs for BMM are zero?

RESPONSE:

(a) Not confirmed.
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As stated in my testimony in footnote 17, the comments and cost comparison on
page 12 reference PRC Op., R97-1, paragraph 5098 where the Commission states:

“In recommending the adoption of BMM as the benchmark, the Commission

notes some concem over the narrow difference in the mail processing unit cost

of single-piece and BMM (14.10 cents versus 12.58 cente).”

This cost difference (14.10 — 12.58) is equal to 1.52 cents. In this docket, the
cost difference is 1.83 cents, which is also relatively narrow. Given the Commission's
concern in Docket No. R87-1, | thought | would directly address this issue and offer
some reasons in my testimony as to why this mfght be occurring.

(b1) ] agree, given that the [abor rates increase and there are no simultaneous
changes related to any of the other factors. However, | do not think that it is realistic to
expect one factor to change without seeing changes in other factors simultaneously.

{b2) in general, techhological advances reduce mail processing costs. However,
| can neither agree nor disagree with this question because it is focusing a general term
(“technological advances”) on the cost difference between two specific mail types. A
technology change could affect one or both mail types and, as a result, the cost
diﬁérenoe could either decrease or increase. It depends on the specific change.

(b3) | assume this question refers to the three CRA cost pool classifications
described on page 4 of my testimony. ! agree given that the non-worksharing related
fixed cost pools are excluded from the savings calculations, which has not been the
case in past dockets.

(b4) 1 can neither agree nor disagree with this question. it would be necessary to
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" INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE to MMA/USPS-T24-4 (Continued)
complete an entirely separate analysis based on a specific change to the volume
variabilities because the variabilities do not solely affect the marginal productivities; they
also affect the CRA mail processing unit costs and comesponding CRA adjustment
factors. .

(b5) | do not agree with this statement. An increase in the volume of
prebarcoded Courtesy Reply Mail (CRM) will affect the mail processing unit costs for
the single-piece rate category. However, CRM is not the only mail type within that rate

~ ‘category. A change to the mail mix between the various mail types is what would

actually have an impact on the average single-piece mail processing unit costs.

(b6) | do not agree. The cost difference between single-piece letters and BMM
letters that is referenced on page 12 of my testimony was based solely on CRA mail
processing unit costs. 1t did not rély on cost modeling.

(b7) Any operational change or change to the sampling systems thﬁt would
enhance the Postal Service's ability to isclate the CRA mall processing unit costs for
BMM letters would also affect the cost difference. Such an improvement would
probably increase the difference, but it is difficult to say what the magnitude of that
increase might be.

(c) Not confirned. As stated in (b6), cost models were not used to calculate the
mail processing unit costs for single-piece letters or BMM letters in either docket.
Those costs are CRA-based mail processing unil costs.

(d) The "1 CANCMMP" cost pool that was set to zero is not directly related to the

single-piece letters mail processing unit costs. The specific cost pool in question can
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be found in a subset of single piece letters referred to as “F-C Single Piece Metered
Letters,” as specified in LR-1-81. In that library reference, the maif processing unit costs
for "F-C Single Piece Metered Letters” are 10.770 cents. When the “ICANCMMP" cost
pool (0.300 cents) is set to zero, the mail processing unit costs decrease to 10.470
cents (10.770 cents — 0.300 cents). This value s referred to as “F-C Single Piece Bulk
Entered Metered Letters® in LR--81 and is what | use as a BMM letters mail processing

unit cost estimate in my testimony.
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" INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T24-5 Please refer to your Appendix |, p. I-43.

(a) Please Confirm that for manual operations, your cost variability factor is 73.5% [f
* you cannot confirm, please explain.

(b) Please confirm that for manual operations, USPS witness Hatfield's cost variability
factor in Docket No. R97-1 was 80%. (Ses LR-H-113, p. 100) If you cannot
confirm, please explain.

(c) Please confirm that for automated operations, your cost variability factor is 89.5%. If
‘you cannot confirm, please explain.

(d) Please confim that for automated operations, USPS witness Hatfield's cost
" variability factor in Docket No. R87-1 was 94%. (See LR-H-113, p. 100) if you
cannot confirm, please explain,

, (e) Do you agree that, as compared to USPS witness Hatfield’s findings in Docket No.
_R97-1, (i) your marginal productivities for manual and automated operations have
increased, and (i) the amount of labor costs attributed by the Postal Service for

manual and automated operations has decreased? If you cannot confim, please
explain.

(). Do you believe it Is fair to compare the results from USPS Witness Hatfleld’s cost
~ models in the last rate case directly to the results of your cost models in this case?
Please explain your answer.

(g) Do you believe it is fair to compare the results from the Commission’s cast models in
the fast rate case fo the results of your cost models in this case? Please expiain
your answer.

RESPONSE:

(a) Confirmed.
{b) Confirmed.
(c) Confirmed.
(d) Confirmed.
(e-) For manual operations, | do not agree. It depends on the specific operation.

Some marginal productiv’rti'es have remained virtually the same in this docket, whiles

others have either increased or decreased.
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—~Marginal Productivity-
(LR--113) (LR-I-107)

Operation Docket No. Docket No.
Description_ _R97-1  R2000-1
Manual Outgoing Primary 662 661
Manual Qutgoing Secondary 691 849
Manual MMP (State Distr.) 758 818
Manual incoming SCF/Prim  896/582 668
‘Manual Incoming Secondary 648 695

For automation operations, | do not agree. In Docket No. RS$7-1, average
marginal productivities were used for some operations. In this docket, the marginat
productivities are de-averaged by operation in a manner similar to the manual marginal
productivities. Some of the automation productivities are therefore higher than the

averages that were used in Docket No. R97-1, while some are lower.

- —Marginal Productivity--
(LR-H-113) (LR-{-107)
Operation Docket No. Docket No.
_ Description R97-1  _R2000-1
Outgoing OSS 11,984 10,029
Incoming OSS 11,984 9,070
Outgoing BCS Primary 7,467 6,401
Outgoing BCS Secondary 7,487 9,299
Incoming BCS MMP 7.487 6,218
Incoming BCS SCF/Prim 7,467 6,588
Incoming BCS Sec Cart 8,633 5,826
Incoming BCS Sec DPS 8,383 9,762

Incoming BCS Sec CSBCS 17,424 14,898

(e-ii) 1 do not agree. For example, the attributable costs for the "/BCS" and
“/MANL" cost pools have increased in Docket No. R2000-1 for Bulk Metered Mail
(BMM) letters.
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(LR-H-106) (LR--81)
. Docket Docket
Cost No. R97-1 - No. R2000-1
RA Ceteqo Pool {Cents) {Cents)
BMM Letters fcs 1.766 1.973
BMM Letters Imanil 1.646 1.681

() | believe it is fair in the sense that Postal Service pricing witnesses used
witness Hatfield's results as a cost basis for establishing discount proposals in Docket
No. R87-1 and have now used my results as a cost basis for establishing discount
proposals for the same rate categories in Docket No. R2000-1.

(g) | believe it is fair In the sense that the Commission used their resuits as a
cost basis for their discount recommendations in Docket No. R97-1 and Postal Service
pricing witnesses have now used my results as a cost basis for establishing discount

proposals for the same rate categories in Docket No. R2000-1.
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MMA/USPS-T24-6 In Appendix |, p. I-7 you derive the CRA First-Ciass letter mail
processing unit osts for BMM letters by dividing up the individual cost pools into the
followlng three cost classifications: (1) worksharing related and related to volume, (2)
‘worksharing related but fixed, (3) non-wbrksharing related but fixed. .

(a) For each of the following cost poois, please provide the standard definition or

- description of the specific processing operations covered by such cost pool and
explain in detail why you claim that the particular cost is worksharing related but
unrelated to volume:

(1) MODS 22 10PBULK;

(2) MODS 23 10PPREF;

(3) MODS 25 1POUCHING;

(4) MODS 41 LD48;

(5) NONMODS 46 AUTO/MECH; and
() NONMODS 49 MANL.

Please provide all documents that def ine or describe each of the foregoing
cost pools and how costs are assigned to such cost pool.

(b) For each of the following cost pools. please provide the standard definition or

.description of the specific processing operations covered by such cost pool and
explain in detait why you claim that the particular cost is non-worksharing related
and unrelated to volume.

(1) MODS 24 1PLATFORM;
(2) MODS 26 1SACKSH;
(3) MODS 43 1SUPPF1;
© . (4) MODS 44 1SUPPF4,
(5) NONMODS 45 ALLIED; and
(6) NONMODS 51 MISC.

Please provide alt documents that define or describe each of the foregoing
cost pools and how costs are assigned to such cost pool.

(c)Since your new methodology of classifying costs in various cost pools in the
manner described above disaggregates costs down to a lower level of cost
‘measurement, what further analyses did you perform to insure that the individual
cost pools are, in fact, accurate? Please explain your answer in detail and provide
any documents, or references to portions of the Service's filing in this case, you
relied upon in formutating your response.

RESPONSE:

First of all, | would like to clarify that cost pool classification (1) as specified in the
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guestion should have used the term "worksharing related proportional,” not
“worksharing related and related o volume.” |

(a1,2,3) The MODS operation numbers and corresponding descriptions for these
cost pools can be found in LR-1-108 ("{OPBULK" - page 1-21, "{OPPREF" - pages |-21
to 1-22, and “1POUCHING" - pages I-22 to 1-23).

These cost pools contain the costs for some package sorting activities.
Therefore, | classified them as worksharing related because | wanted to maintain the
proper cost relationships between the Bulk Meter Mail (BMM) letters benchmark (which
can contain packaging), the nonabtomation presort letters rate category (which can
contain péckaging), and the automation presort letters rate categories (which should not
contain packaging).

In addition, these cost pools also contain the tray sortation costs typically
associated with opening units. | therefore classified them as fixed, rather than
proporticnal, because the latter classification would have skewed the cost relationships
between the three automation presort letters rate categories (basic, 3-digit, and 5-digit).
Opening unit costs for these rate categories are avoided based on whether a mail piece
is entered at the destinating facility. These costs are not necessarily avoided based on
the level of presortation. Therefore, | have assumed that the "{OPBULK" costs for
these rate categories are roughly the same arid classified them as “worksharing related

fixed.”
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(a4) The MODS operation numbers and corresponding descriptions for this cost
pool can be found in LR-1-108 ("LD49" - page 1-28). This cost pool contains the costs for
Computer Forwarding System (CFS) operations. Therefore, | wanted to maintain the
appropriate cost relationships between BMM letters (which do not have to meet spacific
addressing standards) and the presort letters rate categbries (which do have to meet
specific addressing standards).

This cost pool is classified as fixed, rather than proportional, because the lavel of
presortation should not affect these costs. For example, automation basic, 3-digit, and
5-digit presort letters must meet the same addressing standards. Therefore, one would
expect that the CFS costs for these three rate categories would be roughly the same.
As a result, a fixed classification is used.

| (a$,6) These cost pools are non-MODS cost pools developed using dollar-
weighted tallies as specified in LR-I-108, page I-2. In Qddhion. it is assumed that these
cost pools have been en'oneously' included In this question as they haﬁé been classified
as "worksharing related proportional" in rﬁy testimony.

(b1) The MODS operation numbers and comesponding descriptions for this cost
pool can be found in LR-1-108 ("IPLATFORM" - page [-22). | classified this cost pool
as "non-worksharing related fixed" for the reasons discussed in the response to
MMA/USPS-T24-1.

(b2) The MODS operation numbers and corresponding descriptions for this cost
pool can be found in LR-1-108 ("1SACKSH" - page I-23). | classified this cost pool as

"non-worksharing related fixed" because letter mail processing is predominantly tray
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based. The MODS operation numbers mapped to this cost pool are all related‘ to
manual sack sortation, not tray sortation, '

(b3,4) The MODS operation numbers and corresponding descriptions for this
cost pool can be found in LR-1-106 ("1SUPPF 4" and "1SUPPF4" are subsets of
"1SUPPORT" - page I-25). These costs poois contain the costs for clerical activities
(e.g., mail processing stewards) that are not related to mailer presorting and
prebarcoding activities. Therefore, this cost pool has been classified as non-
worksharing related fixed.

(b5,6) These cost pools are non-MODS cost pools developed using dollar-
weighted tallies as specified in LR-1-106, page |-2. They contain the same types of
activities for non-MODS facilities that are found in the "tPLATFORM" and
"1SUPPORT" cost pools for MODS facilities. Since | classified tﬁese cost pools as
"non-worksharing related fixed” for MODS facilities, 1 also classified them as such for
non-MODS facilities.

(c) As an input to my cost studies, 1 assume that the mait processing unit costs

by cost pool are accurate. The discussion regarding how mail processing unit costs are

developed at the cost pool level can be found in LR-1-108.
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MMAJUSPS-T24-7 Please refer to Appendix 1, pages I-1, 7, and 18 where you derive
CRA and cost mode! unit variable labor costs for Farst-CIass metered mail letters.

(a) Does the cost model on Appendix |, p. I-186 for “First-Class Metered” letters
represent the processing costs for bulk metered mail (EMM) letters? If not, please
explain.

~ {b) Please confirm that the mail processing work-sharing related unit cost figure of
'8.330 cents for BMM letters shown on Appendix I, p. I-1, Is derived from your

~analysis of CRA cosis for BMM letters, &s shown on page -7 (Unnumbered Total
Line (6.878 cents + 1.351 cents}, with no CRA adjustment. if you cannot confirm,
please explain.

(c) Please explain how the cost model unit variable cost of 5.269 cents for "FIRST-
'CLASS METERED" shown on Appendix {, p. I-18, Column (1 0) was utilized in your
testimony.

(d) What is the relationship between the CRA variable unit cost of 6.979 cents derived

- on Appendix I, p. 1-7 for BMM, and the 5.269 cent variable unit cost for “metered"
letters derived from your cost mode! on page [-16, Column (10)?

(e) Please explain why your cost-model derived unit variable cost for BMM letters
(5.268 cents shown on Appendix I, p. 1-18) is 25% lower than your CRA-derived unit
vanabre cost for such letters (6.969 cents shown on Appendix i, p. I-7.

(f) ‘Please confirm that you did not use a CRA Adjustment factor for Bulk Metered Mait
in your testimony. If you cannot confirm, please explain.

RESPONSE:

(a) The cost model on page 1-18 of Appendix | in my testimony relies upon
accept and upgrade rates from Docket No, R87-1 LR-H-130 for all metered
letters. Therefore, it does not contain cost data specific to Bulk Metered Mail
(BMM) letters. _

(b) Confirmed. No CRA adjustment is required because the CRA mail
processihg unit costs themselves are used to develop the estimate.

(c) The cost model on page I-16 in Appendix | of my testimony is not used to
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support any of the total mail processing unit cost estimates or worksharing related
savings estimates related to BMM letters'on page I-1. This model was developed for
comparison purposes only as a second means to evaluate the relationship between
metered letter mail processing hnit costs and nonautomation presort letter mail
processing unit costs. It was created because the separation of the CRA
"nonautomation presort mail processing unit costs” from the “automation non-carier
route presort mail processing unit costs” had a significant impact on the cost results,
when compared {o the cost relationships in Docket No, R97-1.

(d) As stated in (c), the cost model on page 1-18 has been created for
comparison purposes only. | did not inteﬁd to compare the mode} cost result (5.269
cents) to the worksharing related proportional mail processing unit costs for BMM letters
on page I-7 (6.979 cents). Cost models are used to de-average a CRA mail processing
unit cost benchmark when that benchmark contains costs for more than one rate
category. In this instance, there is no other category or mail type other than metered
letters. The application of CRA adjustment factors based on the CRA data on page I-7
and the one cost model on page 1-16 would lead to the sarhe BMM letters resuilts as
shown on page I-1.

(e) The cost models rely on average data inputs and simplified processing
assumptions such that the weighted mode! cost results will not always be equat to the
CRA mail processing workghaﬁng related proportional costs. The CRA worksharing
related proportiona! adjustment' factors are applied to the final model cost results to

compensate for this fact.
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(f) Confirmed. The total mail pmceésing unit costs and worksharing related
savings calculations that are related to BMM letters and found on page I-1 of Appendix |
in my testimony are CRA-based numbers and do not rely on cost modeling

methodology.
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,MMNUSPS-TZM P!ease refer to Appendix |, pages -8, 18, 20, and 22 where you
derive CRA and cost mode! unit variable labor costs for First-Class non-automation
presorted Ietters
(a) What is the relationship between the CRA variable unit cost of 7.700 cents, derived
on Appendix I, p. 1-8 for non-automation presorted letters, and cost-model variable
unit costs derived for letters that are
(1) non-automation OCR upgradable: 4.872 cents (Appendix I, p. !—18).
. (2) non-automation OCR Uparadable_ 5.760 cents (Appendix |, p. I-20);
(3) non-automation non-OCR upgradable: 7.947 cents (Appendix I, p. I-22)?
(b) Please explain why yoyr cost-model derived weighted average unit variable
cost for non-automation presorted letters (8.296 cents shown on Appendix |, p. -4)
is 18% lower than your CRA-détived unit variable cost for such letters (7. 700 cents
shown on Appendix |, p. I-8).
- (c) Please explain how the weighted average cost-model derived unit variable
' cost of 8.296 cents for non-automation presort letters (shown on Appendix |, p. 1-4)
Is used in your testimony.
RESPONSE: |

(a) (c) The cost models found in Appendix |, pages 1-18, |-20, and 1-22 of my
testimony are not used to support the total mail processing unit cost estimates or
worksharing related savings estimates related to nonautomation presort letters on page
I-1. These models are developed for three reasons.

The first is to provide a DPS percentage for the nonautomation presort rate
category to witness Daniel (USPS-T-28). The weighted DPS percentage can be found
in Appendix {, page -4, column (2) of my testimony.

These models are also developed as a second means to evaluate the
relationship between metered letters mail processing unit costs and nonautomation
presort letters mail processing unit costs as described in response to MMA/USPS-T24-
7(a). The weighted average model cost for the nonautomation presort letters rate

category can be found in Appendix |, page 14, column (3).
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The third reason is to provide a "nonautomation CRA proportional adjustment
factor” (1.223) to witness Campbell (USPS-T-29). Th‘i.s factor is calculated fo be the
7.700 cents (worksharing related proportional costs) on page 1-8, divided by the
weighted model cost of 68.298 cents on page 4.

(b) The cost models rely on average data inputs and simplified processing
assumptions such that the weighted'model cost results will not ‘always be equal to the
CﬁA mail processing yvorksharing related proportional costs. The CRA worksharing
related proportional adjustment factors are applied to the final model cost results to

compensate for this fact.
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MMA/USPS-T24-9 Please refer to Appendix |, pages I-5 and 9 where you derive CRA
and cost model unlt variable labor costs for First-Class automation presorted letters.

. (a) Please explain why your cost-model derived weighted average unit variable cost for
automation letters (2.866 cents shown on Appendix !, p. I-5) is 12% higher than your
corresponding CRA-derived average unit variable cost for such letters (2.553 cents,

" as shown on Appendix 1, p. 1-8).

(b) To your knowledge, has any cost model presented by any other Postal Service
witness ever resulted in a derived unit cost that was higher than the corresponding
CRA cost?

(c) Please confirm that within the RBCS operation, as depicted by your cost models,

- {1) the 1SS culls, féces. cancels and reads 'an address using an optical
character reader,;

(2) the RCR and REC operations obtain and place a barcode on a letter
- - through other, more costly means,

(3) the OSS sorts the mail by using a barcode sorter; and

(4) the LMLM operation places a label on the letter onto which a barcode can
be applied.

If you cannot confirm, please further explain.
RESPONSE:

(a) The cost models rely on average data inputs and simplified processing
assumptions such that the weighted model cost results wili not always be equat to the
CRA mail processing worksharing related proportional costs. The CRA workgharing
related proportional adjustment factors are applied to the fina! model cost results to
compensate for this fact.

(b) Yes. The cost model results from witness Daniel in Docket No.

R97-1 for Standard Mail (A) Nonprofit letters resuited in & CRA proportional adjustment
factor that was less than 1. (See Docket No. R97-1, USPS-1;-29. Appendix Ill, page 1.}
{c1) The Advanced Facer Canceler System input Sub System (AFCS-ISS)
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culls, faces, applies RBCS ID tags, fifts images, cancels mail, and sorts mall into one of
four bin types (rejects, prebarcoded FIM A and C, séript. and all othér). The AFCS-ISS,
however, is not included in the cost model as these models are used primarily to
calculate the costs for presort rate categories that should bypass the cancgllétion
operation. _

The Multi Line Optical Character Reader Input Sub System (MLOCR-ISS)
applies RBCS ID tags, detects POSTNET barcodes, reads addresses, applies
POSTNET barcodes, lifts images, and sorts mail as dictated by the sort plan. The
MLOCR-ISS is the ISS that is included in my cost models.

(c2) Mail pieces that cannot be finalized on the ISS have their images forwarded
to the Remote Computer Read (RCR) and/or the Remote Encoding Center (REC).
These mail pieces require additional processing steps and therefore incur additional
costs. The RCR and REC, however, do not "obtain and place" a barcode on the mail
piece.

The RCR is a computer system that uses image recognition technology to
- finalize the images lifted from the [SS. if the RCR-software is able to determine the
appropriate depth-of-sort ZIP Code, then the result is sent to ancther computer system,
the Decision Storage Unit (DSU).

Mail pieces that ﬁ1e RCR cannot finalize are then sent over T-1 (telephone) lines
to the REC. Atthe REC, a Data Conversion Operator (DCO) kays the address image

data for a given mail piece as seen on a Video Display Terminal (VDT) until the
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appropriate depth-of-sort ZIP Code is obtained. The result is then also sent back to the
DSU at the plant.

(c3) The Mail Processing ‘Bar Code Sorter Output Sub System (MPBCS-0SS)
and the Delivery Bar Code Sorter Output Sub System (DBCS-OSS) can detect
POSTNET barcodes, read RBCS ID tags, access the cotresponding depth-of-sort ZIP
Code from the DSU, apply the appropriate POSTNET barebde. and sort mail as
dictated by the sort ﬁlan. '

(c4) The Letter Mail Labeling Machine (LMLM) can be used to place & label on
the back of a mail piece so that a "clean” ID tag can be applied. The LMLM can also be
used to place a tag on the front of a mail piece so that a "clean” POSTNET barcode

can be applied.
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MMA/USPS-T24-11 Please refer to your cost models in Appendixes ] and I,

(a) Please confinm that you use identica! productivities by operation in alf of your models
for both First-Class letters and Standard Mail (A) letters.

(b) Assuming you confirm part (a), please explain why It is appropriate to use the same
‘productivities by operation for First-Class letters and Standard Mall (A) letters.

RESPONSE:

(a) Confirmed.

(b) The Postal éewlce does not maintain separate MODS operation numbers
that can be used to distinguish Standard (A) letters mail processing from First-Class
letters mail processing. In addition, these classes of mail are sometimes processed
through the same operations at the same time (e.g., DPS incoming seéondary
~ processing). It would be very expensive and difficult to calculate separate input data for
those same rate categories and/or mail types. As a result, it is often necessary to use
average data (for all rate categories and/or mail types) when developing cost models.
For example, | use average marginal productivities in my cost models. The worksharing
related proportional CRA adjustment factors are applied to the model cost results as a

means to compensate for the fact that average data must, on occasicon, be used.
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MMA/USPS-T24-13 Piease refer to Appendix J, pages I-7 and I-9 to your prepared
testimony. In those analyses you have removed non-worksharing related (fixed) labor

" . costs for Bulk Mefered Letters (2.141 cents) and Automation Non-Carrier Route

" Presorted Létters (843 cents) from the cost differences that you derive.

(é) Please confirm that had these costs not been rgmoved. thé derived cost differences
would-be as much as 1.3 cents higher (the difference between the unit costs for
Bulk Metered Mail Letters (2.141 cents) and Automation Non-Carrier Route
Presorted Letters (.843-cents). If you cannot confirm, please explain.

(b) If this difference is not related to worksharing characteristics, what causes this very
" significant difference?

RESPONSE: ,

(a) This can be confirmed for the automation basic presott letters rate category,
which is the only automation First-Class Mal! presort letter rate category that used BMM
letters as the benchmark when calcutating the worksharing related savings. The
remaining automation First-Class Mail presort Ieﬂér rate categories use other
automation rate categories as benchmarks and would not be affected.

(b) The maijority of this cost difference is due to the "IPLATFORM" and
"ALLIED" cost pools [(0.761 +0.435) - (0.203 +0.185) = 0.718 cents). These cost pools
represent 55% [0.716/(2.141-0.843)] of the difference between the non-worksharing
related fixed mail processing cost pools for BMM letters and the corresponding cost
pools for automation non-carrier route presort letters. They also contain tﬁe costs for
platfdrm type operations at MODS and non-MODS facilities. Platform costs are
discussed in detail in the response o MMNUSPS-T24-;|. As discussed in that
interrogatory, BMM letters can weigh up to 13 ounces while automation presort letters
must weigh 3.3362 ounces or less. As a result, weight could also be a factor that is

influencing the cost differences that exist between cost pools.
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MMA/USPS-T24-14 In order to qualify for automation rates, First-Class mailers are
required to meet strict address requirements to make sure that the addresses are
correct and current.

. (a) Do you agree that mailers’' compliance with such addressing requirements causes
~ . mailers to incur extra costs and reduces forwarding and retumn costs for the Postal -
Service? If you do not agree, please explain.

(b) Are the savings to the Postal Service that result from mailers’ compliance with these

‘address requirements incorporated in First-Class Automation presort cost savings
" you have derived? Please explain any affirmative answer.

(c) For the latest calendar year for which the data are available, please provide:

(1) the volume of First-Class Presorted Letters that Were forwarded or
returned;

(2) the volume of First-Class Nonpresorted Letters that were forwarded or
returned;

(3) the unit cost to forward or return a First-Class Presorted Letter;

(4) the unit costs to forward or return a First-Class Nonpresorted Letter.
RESPONSE: |

(a) 1 possess no knowledge as to how maiter compliance with addressihg
requirements affects total mailer costs. 1 also have not sPeciﬁcally studied
the effect of mailer address hygiene on Postal Service forwarding costs.
However, the effect that mailer address hygiene has on forwarding costs
should be reflected in the worksharing related savings calculations because
the impacted cost pools (e.g., /bes,” "manl,” and "LD48") are classified as
either "worksharing related proportional” or "workshaﬁng refated fixed.”

(b) Yes. As stated in (a), the costs pools that would be affected by a change to
Postal Service forwarding costs have been classified as either “worksharing related
proportional” or "worksharing related fixed,” and would therefore have been included in
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the worksharing related savings calculations found in USPS-T-24, Appendix |, pages |-1
and I-2. For example, the costs for the -Computer Forwarding System (CFS) cost pool
"LD40" have been classified as "worksharing related fixed." -

(c1) Redirected to the Postal Service.

(c2) Redirected to the Postal Service.

(c3) Redirected to the Postal Service.

(c4) Redirected to the Postal Service.
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MMA/USPS-T24-18 In order to qualify for automation presorted rates, First-Class
mailers who want to Include reply envelopes in their outgoing letters are required to use
envelopes that are prébarcoded and automation-compatible.

(a) Do you agree that such a requirement causes mailers to incur extra costs and
reduces the costs incurred by the Postal Service for processing and delivering
noripresorted letters? If you do not agres, please explain.

(b) Are these savings to the Postal Service incorporated in your derivation of First-Class
’ Automation presort cost savings? Please explain.

(c) For the base year, what volume of First-Class Automation Letters included a
prebarcoded reply envelope?

{d) What percent of the reply envelopes distributad via First-Class Automation Letters
- was returned as First-Class Single Piecs letters?

RESPONSE:

(a) | possess no knowledge as to how reply envelope requirernents affect total
mailer costs. | have collected data pertaining to reply envelopes in the past
(e.g., Docket No. R97-1, USPS-RT-17, Exhibit USPS-RT-17A), but have never
specifically studied the address quality of mailer-provided reply envelopes. To the
extent that these envelopes meet all the requirements specified in DMM 5_5. t would
expect that they reduce First-Class single-piece letters mail procéssing unit costs, when
the mailers' customers elect to use them over CRM alternatives (e.g., handwritten
envelopes, electronic bill payment).

(b) No.' Courtesy Reply Mail (CRM) envelopes enter postal' facilities as part of
the First-Class single-piece letters mail stream. The cost characteristics
related to CRM would therefore be imbedded in the CRA rﬁail processing unit
costs for First-Class single-piece letters found in LR-1-81.

(c) Redirected to the Postal Service.

(d) Redirected to the Postal Service.
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- MMA/USPS-T24-16 On page 1-9 of your Appendix | you provide the CRA cost
derivation for automation non-carrier route presort. On that table you show that certain
costs are considered non-worksharing related and fixed.

(a) For each of the following MODS cost pools, please confirm that in Docket No. R97-
1, the Commission treated these costs as worksharing related and variable.

(1)  1CANCMMP
(2) 1EEQMT
(3) 1SCAN
(4) 1SUPPORT

(b) For each of the following MODS cost pools, please confirm that in Docket No.
R87-1, the Commission treated the costs as worksharing related and fixed.

(1) 1PLATFORM
(2) 1SACKSH
(3) 1SACKSM

. (c) Please confirm that, for each of the MODS cost pools referenced in parts (a)

and (b), you classified the particular costs as “unrelated to worksharing and fixed”
and removed such costs from your unit cost differences you derived. If you cannot
confimm, please explain.

. (d) For each of the MODS cost pools referenced in parts (a) and (b), is it your

objective not to reflect these particular costs in your theoretical mail flow modeis?
(e) For each of the MODS cost pools referenced in parts (a) and (b), please
indicate what changes, if any, you made since Docket No. R97-1 in your theoretical
mail flow models, to insure that the particular cost pools cited would not be reflected
in those mail flow models.
RESPONSE:
(a) Confirmed, but the term used was "proportional,” not "variable.”
(b) Confirmed. |
| (c) Confimed. These costs were classified as "non-worksharing related fixed"
and were not included in the worksharing related savings calculations in my testimony.

{d) (e) The cost models have focused on piece distribution costs and have not

included the costs for those activities listed in (a) and (b). The cost modeis used in
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Docket Nos. MC85-1 and R87-1 also focused on piece distribution costs and did not
Include the costs for thqse activities listed in (a) and (b). Therefore, no changes have
been made.
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MMA/USPS-T24-17 Please refer to your response to MMA/USPS-T24-1(a). There yof:
to imply that weight would have a greater impact on BMM costs than non-carrier route
presorted costs, because BMM letters could weigh as much as 13 ounces whereas
automation presorted letters are limited to 3.3362 ounces.

(a) Please confirm that non-carrier route automation presorted letters are allowed’
to weigh as much as 3.3362 ounces since this is about the maximum weight that
barcocde sorters can handle. If you cannot confirm, please explain why the
weight limit for First-Class automation presorted letters is 3.3362 ounces.

{(b) Please confirm that, according to LR-1-91B, Section 1, page 1, the chances of
a First-Class single piece letter weighing over 3.5 ounces is 1.6 out of 1,000
letters. If you cannot confirm, for every 1,000 single piece First-Class letters,
how many letters weigh over 3.5 ounces?

(¢) Please explain how each of the factors listed below affects your CRA-derived
unit costs differently, for each of the various mail categories included in your
presort cost savings analysis. If you have assumed that the factor has the same
impact on the derived cost differences for all of the mail categories studied,
please so state. In addition, if you assume that the factor has a significant
impact on the derived cost differences, please so state and explain the reasons
for your assumption. :

(1) local/noniocal mix;

(2) origin/destination pattern;

(3) shape;

{4) weight;

(5) machinability; and

(6) likelihood of being undeliverable-as-addressed.

(d) Please explain how each of the factors listed below affect your model-derived
unit costs differently, for each of the various mail categery model flows included
in your presort cost savings analysis. If you have assumed that the factor has
the same impact on the derived cost differences for all of the maii categories
studied, please so state. if you assume that the factor has a significant impact
on the derived cost differences, please so state and explain the reasons for your
assumption.

(1) local/nonlocal mix;

(2) origin/destination pattern;

(3) shape;

(4) weight,

(5) machinability; and

(6) likelihood of being undeliverable-as-addressed.
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(e} Aside from those factors listed in parts (c) and (d), are there any other factors
that affect the CRA and model-derived unit costs differently? If so, please
identify all such factors and explain how each of them affects the derived unit

costs.

(f) In order for your CRA-derived and model-derived unit costs to accurately
reflect and compare presortation and automation cost differences, do you agree
that it is your objective to remove all other cost causing attributions, such as
those listed in parts (¢) and (d) and any additional factors identified by you in part
(e) of this interrogatory? If you do not agree, then please state what your
objectives are,

(g) In your opinion, have you sufficiently removed from your analysis the impact
of all other cost causing attributes, such as those listed in parts (c) and (d) and
any additional factors identified by you in part (e) of this interrogatory? Please
explain your answer. '

RESPONSE:

(a) Confirmed for 3.3103 ounces. (Note: The response to MMA/USPS-T24-1
' has been revised. It incorrectly stated that the weight limit for automation presort letters
was 3.3362 ounces. The current weight limit is actually 3.3103 ounces.)

(b) | was unable to find this information in LR-1-91, Section 1, page 1. | can,
however, confirm that 0.16% of the total single-piece lefters weighed over 3.5 ounces in
the "Summary by Ounce" spreadsheet found in the "dps98_fcmsp.xlw" workbook that is
contained in LR-{-102. |

(c) These factors could all conceivably affect the CRA mail processing unit costs
and delivery unit costs that have been used to calculate the worksharing related
savings in my testimony. Howei.rer, | am not aware of any studies that have been
conducted to determine how these factors specifically affect the mail processing unit
costs and delivery unit costs for the CRA categories that support my testimony.

(d) Mddels are used to de-average CRA mail processing unit costs when those
costs are not available at the rate category level. Therefore, these factors could alf
affect the model-derived mail processing unit cost estimates to the extent that they also
affect the CRA mail processing unit cost estimates. As stated in my response to (c), |
am not aware of any studies that have been conducted to determine how these factors
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specifically affect the mail processing unit costs and delivery unit costs for the CRA

categories that support my testimeny.
(e) To the best of my knowledge, there are no cther factors that affect these

costs.
(f) 1 do not agree. The purpose of my testimony is stated in USPS-T-24, page 1.

In regard to the worksharing related savings calculations, | have attempted to isolate
the savings related to the presorting and prebarcoding of First-Class Mail letters and
cards and Standard Mail (A) Regular and Non Profit letters using the best data
available. Given the limitations associated with any data collection system or field
study, it is not always possible to isolate the effect other factors, such as those factors
flisted in parts (c) and (d), wouid have on the results.

- {g) Given my response to (¢) and (d), | can not answer yes or no to this question
because | have not studied the effect that these cost causing attributes might have on
the CRA mail processing unit cost estimates. As 1 stated in my response to (f), | have

used the best data available, given the limitations associated with any data collection

system or field study.
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MMA/USPS-T24-18 Please refer to your response to MMA/USPS-T24-2(b). There you
explain why the "1CANCMMP" cost pool was assumed to be zero for Bulk Metered Mail
{BMM).

{a) Please confirm that since you assumned that BMM mail are "entered in bulk,
similar to presort mailers” and that BMM "would bypass these cancellation and
metered mail preparation operations”, you set the 1CANCMMP unit cost for
BMM equal to zero. If you cannot confirm, please explain why not.

(b) If Bulk Metered Mail (BMM) is assumed to be entered into the mail stream in
the same manner as First-Class presorted mail, please explain why you did not
also assume that the TCANCMMP cost for automation presorted letter mail
would be zero.

(c) Please confirm that of all 22 cost poals with costs greater than 0.004 cents
that you deemed were "non-worksharing” related (fixed}", the BMM unit cost is
higher than for Automation presorted letters, with one exception. The onily
exception is the 1TCANCMMP cost pool that you assumed would be zero for
BMM and made no similar assumption for automated presorted letters.

(d} If not for presortation and automation differences, what causes the BMM unit
cost to be higher for every cost pool other than the one cost pool that you
artificially set the relationship for -- the 1CANCMMP cost pool?

RESPONSE:

(a) Confirmed.

(b) The CRA can not be used to isolate the costs for Bulk Metered Mail (BMM)
letters. In developing the BMM letters mail processing unit cost estimate, the CRA mail
processing unit costs for all metered letters are used as a starting point. In order to
improve the BMM letters estimate, the "1CANCMMP" cost pool is set to zero to reflect
the assumption that BMM letters are entered in full trays.

Unlike BMM letters, it is possible to isolate the CRA mail processing unit costs
for autormnation presort letters. Therefore, it is not necessary to make any changes to
the CRA-derived mail processing unit cost estimate. In addition, the "1CANCMMP"
cost poo! is classified as “non-worksharing related fixed" and would not affect the
worksharing related savings results, whether this cost pool is set to zero or not.

(¢) | can confirm this for the cost pools shown in my respanse te (d).

(d) The cost pools specified in (c) are shown below for BMM letters, First-Class
nonautormation presort letters and automation presort letters. When determining how to
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classify each cost pool, | iooked at the relationships at the cost pool level for all three
CRA mail processing unit cost categories. In most cases, the cost differences by cost
poc! are not significant between BMM letters and nonautomation presort letters. This is
the reason why | stated in my response to MMA/USPS-T24-1(a) that other cost causing
attributes (e.g., different weight limits) might be also be affecting the unit costs.

Cost Pool BMM Lettors
BMCS NMO 0.000
BMCS OTHR 0.000
BMCS PLA 0.000
BMCS PSM 0.000
BMCS SPB 0.000
BMCS SSM 0.000
MODS FSM/ 0.040
MODS MECPARC 0.001
MODS SPBS OTH 0.018
MODS SPBSPRIO 0.001
MODS 1SACKS M 0.035
MODS MANF -0.020
MODS MANP 0.003
MODS PRIORITY 0.004
MODS 1CANCMMP  0.000
MODS 1PLATFORM 0.76%
MODS 1SACKS H 0.103
MODS 1SCAN 0.041
MODS BUSREPLY 0.007
MODS EXPRESS 0.001
MODS MAILGRAM 0.000
MODS REGISTRY 0.014
MODS REWRAP 0.008
MODS 1EEQMT 0.031
MODS iNTL 0.006
MODS LD48 EXP 0.000
MODS LD48 SSV 0.022
MODS 1SUPP F1 0.118
MODS 1SUPP F4 0.290
- NONMODS ALLIED 0.435
NONMODS EXPRESS 0.000
NONMODS MANF 0.006
NONMODS MANP 0.001
NONMOQDS MISC 0.171

NONMODS REGISTRY 0.008

Nonauto Letters

0.000

0.000

0.000
0.000
0.000
0.000
0.048
0.004
0.003
0.006
0.046
0.008
0.004
0.000
0.069
0.752
0.118
0.043
0.000
0.001
0.000
0.005
0.004
0.035
0.006
0.000
0014
0.112
0.149
0.428
0.000
0.010
0014
0.215
0.004

Auto Letters

0.000
0.001
0.000
0.000
0.000
0.000
0.009
0.000
0.008
0.001
0.019
0.002
0.002
0.001
0.025
0.293
0.053
0.021
0.004
0.000
0.000
0.001
0.003
0.012
0.002
0.000
0.009
0.039
0.070
0.185
0.000
0.000
0.000
0.079
0.003
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MMA/USPS-T24-19 Please refer to your respense to MMA/USPS-T24-6(b)(3) and (4).
There you indicate why the two cost poois "1SUPPF1" and "1SUPPF4" are unrelated to
mailer presorting. :

(a) What causes these costs to be 407 cents for metered mail and .108 cents
for automation mail, as shown in your CRA cost derivations?

(b) Is the cost difference between metered mail and automation mail of .229
cents (.407 - .108) statistically significant? Please explain.

RESPONSE:

(a) The distribution methodology used for these cost pools is described in the
testimony of witness Degen (USPS-T-18, pages 57-58).

{b) | have not performed a statistical analysis for these specific cost pools. As an
input to my analysis, | asshme that the mail processing unit costs found in LR--81 are
accurate. As | stated in my response to MMA/USPS-T24.-6(b), | have used the
operations listing for these cost pools (LR-I-106, page 1-25) as the basis for determining

| the proper classification. In this instance, | have classified these cost pools as "non-

worksharing related fixed."
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MMA/USPS-T24-21 Please refer to your responses to MMA/USPS-T24-14(a) and (b)
and the Postal Service's institutional response to MMA/USPS-T24-14(c). In your
responses, you explain how mailers' compliance with Move Update requirements is
incorporated into your cost savings analysis. The Postal Service response provides
actual volumes that were forwarded or returned by subclass for 1999,

(a) Please confirm that the added work performed by mailers to comply with the
move update requirements should increase the derived cost savings between
your benchmark BMM and automation basic letters? If you cannot confirm,
please explain why not.

(b) Please confirm that, according to the Postal Service's institutional response,
in 1999, the percentage of letters forwarded or returned for presort letters
(1.74%) is higher than for nonpresorted letters (1.21%). If you cannot confirm,
please explain why not. '

(c) Please explain how the move update program has impacted the percent of
presorted letters that are being forwarded or returned, in view of finding reported
in the Executive summary of the Address Deficiency Study {which appears at the
following Uniform Resource Locator: http://ribbs.usps.govffiles/uaa/uaasum.pdf)
that various move updated programs saved the Postal Service at least $1.5
billion in 1998,

(d) Assuming that you can confirm the percentages provided in part (b}, please
confirm that your inclusion of the worksharing related savings in the impacted
cost pools, i.e., reflecting a greater UAA percentage for presort letters than for
nonpresorted letters, has the effect of reducing any derived cost differences
resulting from the Move Update requirement? Please explain your answer.

RESPONSE:

(a) Not confirmed. As stated in the institutional response to MMA/USPS-T24-
14(c), the percentage of First-Class presort letters that is forwarded or returned is
higher {1.74%) than the percentage of First-Class nonpresorted letters that is forwarded
of returned {1.21%). Since the Bulk Metered Mail (BMM) letters benchmark is a subset
of the latter category, there may not be any associated cost savings related to Move
Update compliance.

(b} Confirmed.

(c) | was not involved in the Address Deficiency study. From what I've read of
the electronic summary of the Undeliverable-As-Addressed study on the postal website,
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it could very well be that the greatest impact of the Move Update program has been to
correct a problem related to outdated mailing lists that existed in the past. If this is in
fact the case, | would not view the correction of such a problem as "worksharing.” In
addition, as stated in my response te (a), the percentage of mail that is forwarded or
returned is still higher for First-Class presort letters when compared to First-Class
nonpresort letters. Finally, as the study pointed out on page 14, it is to everyone's
benefit to ensure that the addresses they place on a given maii piece are accurate
because it results in postage costs that are lower than they otherwise would have been.
(d) Not confirmed. The worksharing related savings calculations measure the
mail processing and delivery unit cost differences that exist between a Bulk Metered
Mail (EMM) letter benchmark and the First-Class automation basic presort letters rate
category. The cost pools that include the mail processing return and forwarding costs
" have been classified as warksharing related. Therefore, any retum and forwarding cost
difference that exists between the BMM letters benchmark and the automation basic
presort letters rate category are reflected in the worksharing related savings results. No
attempt has been made to quantify what savings would, or should, be attributed to
mailer Move Update compliance based on a percentage of retumed and forwarded mail
that might have been the result of different circumstances (e.g.. the absence of a Move

Update program).
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OCA/USPS-T24-5 Please refer to your testimony at page 20, lines 23-30. You
describe how a mail piece with a nonstandard aspect ratio might not be culled by an
AFCS. (Please consult witness Kingsley if necessary.)
(a) When you refer to a piece that may end up on its side rather than its long
edge, are you referring to "square" pieces - i.e., pieces with an aspect ratio less
than 1.3? If not please explain why a piece with an aspect ratio greater than 2.5
would be likely to end up on its side.
(b) Please confim that perfectly square pieces (aspect ratio of 1.0) shouid be
properly faced 50 percent of the time simply by chance. If you do not confirm,
please explain.
(c) Please confirm that pieces with an aspect ratio between 1.0 and 1.3 should
be properly faced more than 50 percent of the time - i.e., such pieces have less

propensity to “tumble" than perfectly square pieces and therefore are more likely
to be properly faced. If you do not confimm, please explain.

(d) Please describe the specific operations and pieces of equipment where a
piece with an aspect ratio of less than 1.3 would be likely to "tumble.”

(e) Please provide an estimate of the proportion of pieces with an aspect ratio
less than 1.3 that are properly faced and canceled by AFCSes.

() Please provide an estimate of the proportion of pieces that are nonstandard

solely because of an aspect ratio less than 1.3
RESPONSE:

(a) The comments made on page 20, fines 23-30 of my testimony refer to mail
pieces that have aspect ratios of 1 (i.e., are square shaped), or mail pieces that have
aspect ratios close to 1 (i.e., are nearly square shaped).

(b) Not confirmed. Cancellation operations are not performed in a controlled
laboratory environment. Mail pieces processed through the AFCS are affected by the
mail pieces next to them as well as their own mail piece characteristics. 1 would have

no basis for hypothesizing that a specific mail piece would tumble 50 percent of the
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_‘time. In addition, the question relates this probability to "facing." For a mail piece to be
properly faced, it must pass through multiple systems on the AFCS, all of which would, 1
assume, have separate probabilities associated with their ability to successfully process
a mail piece. | have not conducted any studies that would attempt to address aspect
ratios and how they might, or might not, “tumble” on pdstal mail processing equipment.

(c} Not confirmed. See my response to (b).

(d) Aspect ratios could become problematic in any operation performed on mail
processing equipment that ié used to process letters and cards. However, as 1 stated in
my response to (b), | have not conducted any studies that would attempt to address
aspect ratios and how they might, or might not, cause "tumbling" on postal mail
processing equipment.

(e) (f) To the best of my knowledge, these data do not exist. In addition, these
data wouid be very difficult to obtain in a "real world" environment due to the fact that
the volume of nonstandard letters is quite small and nonstandard letters are mixed with

other letters as they move through the postal mail processing network.
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OCAJ/USPS-T24-6 Please refer to Attachment USPS-T24B. (Please consult witnesses
Kingsley or Pafford if necessary.)

(a} Please describe precisely how the nonstandard volumes by shape of First
Class single piece mail are estimated.

(b) is a First Class piece that is nonstandard solely because ils aspect ratio is
less than 1.3 just as likely to be counted as other nonstandard pleces? Please
explain how equal likelihood is ensured.

(c) Are nonstandard First Class pieces identified by RPW solely on the basis of
the postage they pay? By measurement? How are they identified?

(d) Do the proportions of nonstandard First Class pieces by ‘shape found in AFCS
reject bins match the RPW proportions of nonstandard pieces by shape? Please
explain the basis for your response.

(e) Please explain how the estimates of under and over payment of postage
provided in response {0 interrogatory OCA/USPS-69 are made.

(f) Please provide a version of your Appendix |, pages 34-35, that reflects the
actual proportions of and down fiow densities for nonstandard (i) First Class
letter-shaped pieces that enter automation mait flows from the AFCS and (ii) First
Class letter-shaped pieces with an aspect ratio less than 1.3 that enter
automation mai! flows from the AFCS. |If you cannot provide a complete
response {o this request, please provide all input data you can and state whether
the estimates of nonstandard letter-shaped First Class unit cost would increase
or decrease if full data were available.

(g) Please explain why the cost difference between CRA SP flats and letters is a
reasonable proxy for the additional ¢osts of nonstandard First Class flats and
parcels. Please provide a version of Part B of Attachment USPS-7-24B that
uses the unit costs from LR-{-91.

(h) Please provide a version of Part B of Attachment USPS-T-24B that uses the
unit costs from LR-I-91 and reflects the actual proportions of and down flow
densities for pieces that enter automation or mechanization. If you cannot
provide a complete response to this request, please provide afl input data you
can and state whether the estimate of nonstandard First Class unit cost would
increase or decrease if full data were available.

RESPONSE:
(a)(b)(c) The nonstandard letter single-piece mail volumes shown in Attachment
USPS-T-24B are RPW volumes that have been disaggregated by shape (letters, flats,
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and parcels). The total volume tracks to the number found in the First-Class Billing
Determinants (USPS LR-1-125). My understanding is that it is possible to disaggregate
this data because the RPW data collectors are asked to record both: (1) mail piece
shape (USPS LR-I-37, page 3-71), and (2) whether that mail piece is a "nonstandard"
mail piece (USPS LR-1-37, page 3-74). On this latter point, the Data Collector's User's
Guide (USPS LR-I-37, page 3-74) instructs data collectors as to what constitutes a
nonstandard mail piece. ! would assume that a nonstandard mail piece with an aspect
ratio that is less than 1.3 is as likely to be sampled as any other nonstandard letter
given the fact that the RPW system is a sampling system.

(d) } am not aware of any special studies that have been conducted in AFCS
operations in an attempt to validate the RPW estimates.

(e) Redirected to the Postal Service.

(f) Density information has not been collected and compiled which is specific to
nonstandard single-piece letters (or subsets thereof). [t is doubtful that such an
undertaking would be feasible given the relatively small volume of nonstandard tetters
and the fact that nonstandard letters are mixed with other single-piece letters when they
are processed through the postal network. Since | have not collected this information, !
have no basis for hypothesizing how the cost estimates would be affected.

(9) As stated in my testimony (page 22, lines 15-17), “it may be difficult to
precisely estimate CRA mail processing unit costs by both ounce increment and shape
for low volume categories such as nonstandard First-Class Mail pieces." As a result, |
use the mail processing cost difference between an average single-piece flat and an
average single-piece letter as a proxy for the cost difference between an average
single-piece parcel and an average single-piece letter. 1 use this approach in order to
be conservative. As requested, however, | have revised USPS-T-24B to include the
cost difference between an average single-piece parcel and an average single-piece
letter (see Attachment). i

(h) Given my response to (f), | assume that the attachment associated with my
response to (g) sufficiently answers this request.




ATTACHMENT USPS-T-24B (REVISED 2/22/2000)
FIRST-CLASS NONSTANDARD SURCHARGE COSTS

A. INPUTS

1. AVERAGE TEST YEAR MAIL PROCESSING UNIT COSTS (CRA)

First-Class  First-Class
Singile Piece Presort

Shaps {Cents}
Letters 12.296 4717
Flats 38.108
Parcels 76.324

2. VOLUMES BY SHAPE

First-Class  First-Class  First-Class  First-Class

Single Pisce Single Piece Presort Presort
FY 98 Fy 88 FY 93 FY 98
Shapa Volume Percent Yolume Peorcent
Letters 64,552,853  17.41% 10,559,356  14.27%
Flats 287,299888  77.47% 61873570 835%
Parcels 18094784  512% 1583073  2.14%

370,847,625  100.00% 74015000  100.00%
3. MANUAL LETTER MAIL PROCESSING UNIT COSTS (MODELS)

Firat-Class = First-Class
Single Plece Presort
Shape {Cents) {Cents)
Letters 23.841 89675

B. RESULTS

Formuia;
(Manual Mode| SP Letters - CRA SP Letters) * (% SP Letters)
+ (CRA SP Flats - CRA SP Letters) * (% SP Flats)
+ {CRA SP Parcels - CRA SP Lefters) * (% SP Parcels)
Additional Nonstandard Single Piece Letter Costs

{Manual Mode! Prst Letters - CRA Prst Letters) * (% Prst Lefters)
+ (CRA SP Flats - CRA SP Letters) * (CRA Prs{ Letters / CRA SP Letters) * (% Prst Flats)

+ (CRA SP Parcels - CRA SP Lefters) * (CRA Prst Letters / CRA SP Letters} * (% Prs{ Parcale

Additional Nonstandard Presoit Letter Costs
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First-Class
Single Piece
(Conts)
2027
18.995
3.280
25.301

First-Class
Prasort
{Cents)

0.707
8.277

0526

9.509

Page 1 of 1

% Total
Cost
8.01%
79.03%
12.66%
100.00%

% Total

7.44%
87.04%

5.52%
100.00%
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PB/USPS-T33-1 Your testimony at page 19, lines 2-4, states that "[c]onsistent with
precedent, the discounts the Postal Service is proposing here use the same
approaches as in Docket No. R87-1, that is, the bulk metered benchmark is used in
conjunction with mail processing and delivery costs to measure costs avoided.”

{a) For (i) Base Year 1998 and (i) Test Year 2001, what is the estimated unit
cost of First-Class bulk metered mail (as defined in footnote 2 at page 18 of your
testimony)?

(b) For (i) Base Year 1998 and (ii) Test Year 2001, what is the estimated unit
cost of all First-Class single piece nonpresornt mail (i.e., including bulk metered
maif}?

(c) For (i) Base Year 1998 and (ii) Test Year 2001, what is the estimated unit
cost of ali First-Class singie piece nonpresort excluding bulk metered mail?

RESPONSE:

The mail processing unit costs that | have used in my testimony ¢an be found in
USPS LR-1-B1. The delivery unit costs can be found in USPS LR-{-95.

(a) In LR-|-81, the Base Year mail processing unit cost estimate for Bulk Metered
Mail (BMM}) letters is 9.87 cents (page I-2). The Test Year mail processing unit cost
estimate is 10.47 cents (page }-4). In LR-I-95, the Base Year delivery unit cost estimate
is 4.98 cents. The Test Year delivery unit cost estimate is 5.48 cents. [Note: The First-
Class Mail nonautomation presort letters delivery unit costs are used as a proxy for
BMM letters. This is consistent with the methodology used in Docket No. R97-1,)

(b) In LR-I-81, the Base Year mail processing unit cost estimate for all First-
Class singie-piece letters is 11.65 cents (page I-1). The Test Year mail processing unit
cost estimate is 12.30 cents (page I-3). In LR-1-95, the Base Year delivery unit cost
estimate is 5.21 cents. The Test Year delivery unit cost estimate is 5.36 cents.

(c) The CRA cannot be used to isolate costs specific to Bulk Metered Mail (BMM)
letters. As a result, the mail processing unit costs for all metered letters are used as a
proxy, with the exception that the "1CANCMMP" cost pool is set to zero. In addition,
the delivery unit costs for First-Class nonautomation presort letters are used as a proxy
for BMM letters. It is therefore not possible to exclude BMM letters costs and calculate
the mail processing and delivery unit costs for all other single-piece letters.
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CHAIRMAN GLEIMAN: Is there any additional
designated written cross-examination for this witness?

[No response.]

CHAIRMAN GLEIMAN: If not, that brings us to oral
cross. Three parties have requested oral cross-examination,
American Bankers Association, National Association of
Presort Mailers, Major Mailers Association, and the Office
of the Consumer Advocate.

Does any other party wish to cross?

[No respomnse.]

CHAIRMAN GLEIMAN: Mr. Hart, you don't want to
pass on this cross-examination, too?

MR. HART: No thanks.

CHAIRMAN GLEIMAN: In that case, fire when ready.

MR. HART: Thank you. Is the mike on?

CHATIRMAN GLEIMAN: It is on, but you have to pull
it a little closer.

CROSS-EXAMINATION

BY MR. HART:

Q Again, for the record, my name is Henry Hart,
representing the National Association of Presort Mailers.
Good afternoon, Mr. Miller.

A Good afternoon.

0 Could you please turn to Table 1 of your

testimony, which is page 18. I think that was one of the
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pages that was revised on April 11.

A Yes.

Q In that table you set forth mail processing unit
costs and work sharing related savings for, among others,
First Class letter mail. Do you agree that the work sharing
related savings reflected in that Table 1 are smaller than
what would have resulted had you used the same methodology

that was utilized by the Postal Service in R97?

A Could you define what you mean by the same
methodology?

Q If you had used the same methods that Hatfield and
Daniel --

a Are you referring te using the total mail

processing costs, as opposed to what I called the work

sharing related mail processing costs?

Q Yes.
A Yes, I can confirm that.
Q When you adopted the work sharing related savings

method that is reflected in your testimony, in particular
that includes labeling some cost components as non-work
sharing related fixed, were you not aware that that would
result in smaller cost savings than had you utilized the
former method, the R97 method?

A Are you talking about the results from R97

compared to this docket?

ANN RILEY & ASSOCIATES, LTD.
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Q No. In other words, had you -- when you
determined, in preparing your testimony, that you were going
to label certain cost components as non-work sharing related
and exclude them from the measurement <of work sharing
related savings, in doing that, you were aware of the fact
that that was going to reduce the measurement of work
sharing savings, is that correct?

A Well, had I excluded those cost pools using the
R97 numbers, and with the R97 methodelogy, it would have had
that result, compared to the R37 results.

Q And, of course, had you not excluded the cost
pools at all, I mean you knew at the time, by excluding
them, that that was going to reduce your measurement of work
sharing related savings?

A Well, that was why I was asking if you were
talking compared to this rate case, because there were other
changes made. So, if you are talking about the end result
for R2000 compared to R97, I would have not really known
what the ultimate result would have been. But if I was
talking about making the change to the R97 data, or using
the R97 data, then I would have expected the savings to be
lower. But I would also like to clarify that, although I
excluded the non-work sharing related cost pools, there were
some cost pools that were classified as non-work sharing

related in the last rate case, by the cost witnesses.
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Q I want to go back to something you just said,
because I don't think it was -- you may have answer a
guestion that I didn't ask. I am not asking you whether the
cost savings that were measured in this case are greater or
lesser than were measured in R97. What I am asking you is
when you elected to adopt this method of labeling over 22
cost components as non-work sharing related, when you
elected to do that, and, thereby, took them out of the
measure of what you considered in measuring work sharing
related savings, you were aware, were you not, that that was
reducing the measure of work sharing savings?

A I guess that is why I was using the example from
R97, that had I made this change, or excluded those cost
pools in R97, the savings would have been lower than what
the result was in RS7. Because when you are talking R2000
compared to R97, you have increased wage rates. We
de-averaged some of the CRA cost categories, we did a lot of
things. So, I wouldn't -- on a rate category level, I
wouldn't have really been able to know what the result, how
it would have been impacted.

Q So what you are saying is that you did.know that,
had the R97 witnessges excluded the cost components that you
excluded, they would have come up with smaller work sharing
savings?

A That would have been true, yes, but, as I said,
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the R97 witnesses clagsgified some cost pocols as non-work
sharing related. And, actually, that was the starting point
where I reevaluated the cost pools and decided to have three
clasgifications in this rate case, and I changed the actual
terminology they used. They called them fixed, but they,
also, in their testimony, said they were non-work sharing
related.

Q Turn, if you would, to the interrogatory
responses. One 1s your response to Major Mailers,

MMA /USPS-T-24-18, where you set forth cost amounts for
several excluding cost pooclg. That's Major Mailers Number
18.

A Eighteen.

Q And keep your thumb in that, because I'm going to
ask you to go to one other one. Actually, for starters, vyou
can just stick at 18.

[Pause.]
Let me know when you have it.

A I have 18.

Q Okay, C, Subsection C, asks you to confirm that
all of the 22 cost pools which had costs greater than .001
cent, which you deemed were non-worksharing-related, fixed,
that the BMM unit cost is higher than that for automation
presorted letters with the one exception, the one exception

being the one CANCMMP, where you assumed zero for BMM.
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And you say that you can confirm this for the cost
pools shown in your response to D, and then in D you set

forth those numerous cost pools, right?

A Yes, that's true.
Q So in every single one of those cost pools that
you excluded as worksharing-related -- I'm sorry, as

non-worksharing-related, in every one of those, the costs
for BMM letters was greater than the cost for auto letters?
[Pause.]
I'm not trying to trick you. I think that's what
you confirmed in your response.
A Well, that's why I listed the cost pools, because
I wasn't really sure in trying to get 22, and since they
weren't specified in your question, I also have other costs
pocls in there that are not -- that wouldn't be true.
But I think for the ones that you meant, that is
true.
Q So, in excluding these cost pools, it's pretty
obvious that you're reducing your measure of

worksharing-related savings?

A I'm reducing my measurement compared to what?
Q Compared to leaving them in?
A Had I left them in, would it -- if T used total

cost as a premise for measuring the worksharing-related

savings, it would have been higher.
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0 In your response to 18, you stated that in most
cases, those cost differences were not significant between
the BMM letters and the non-automation. I think that's
right about three lines above where you start listing all
the cost pools in your respcnse to 18(d4d).

Can you find that statement?

A Yes.

Q In most cases, the cost difference by cost pool
are not significant between BMM letters and non-automation
presort letters. Okay, you're saying non-automation presort
letters there.

So, in total, the difference between BMM letters
and automation letters, the total of those cost pools, the
difference is about 1.3 cents?

I'll tell you where I'm getting that from, is --
turn, if you would, to our response to Major Mailers Number
13, MMA/USPS-T-24-13.

[Pause.]

And I think, in particular, (a) asks you to
confirm that had the non-worksharing-related fixed labor
costs not been removed, there would have been a 1.3 cents
difference. I believe that in terms of the effect on basic
automated, you confirm that.

A Yes, that's true.

Q Turning back to 18, the fact that every one of
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those cost pools listed there the cost for BMM letters is
greater than for automated letters and those are cost pools
that you are excluding based on a conclusion that they are
not related to workshare, and yet every single one of them
the cost for the automated letters isg less.

Doegn't that imply to you that in fact those cost
components are affected by worksharing?

A I think I have said in some other responses that
there are other differences between metered letters and
automation presort letters, such as the fact that they have
different weight limits. It could have to do with the
local/nonlocal nature of the mail as opposed to just
measuring avoided operations.

Q Exclusive of any attorney-client privileged
communications, because I don't expect you to discuss those
at all, but did you have any discusgions with other USPS
officials before you prepared your testimony concerning your
approach to measurement of worksharing savings?

y: Are you talking in terms of the way I classified
cost pools and actually performed the savings calculation?

Q I mean for example, the decision to eliminate
numerous cost components that you determined were
non-workshare and related, wasg that your own idea or did
that come from -- and again, I don't expect any, if it is

within the attorney-client privilege I don't expect you to
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address 1it.

A Actually, this all started from reading, when I
was assgigned the task in this rate case I was reading the
testimonies of Witness Hatfield and Witness Daniel in the
last rate case, and they both, they used terminclogies for
their cost pools which were referred to as proportional and
fixed.

In their testimonies both of them said that fixed
cost pools were not related to worksharing. The problem is
the actual gavings calculation in the last rate case was not
performed in their testimonies and that is one reason why I
brought it back into my testimony in this rate case, because
I thought the cost witness was more qualified to evaluate
those costs, but they did classify some cost pools as
non-worksharing fixed but I didn't -- that is something that
I came up with after reading through their testimonies but I
did talk to, for example, my manager about it.

Q Is it fair to say that the Postal Service or your
manager, the people you talked with in the preparation of
your testimony, were of the opinion that worksharing savings
in R97 were overstated?

A I don't know if anyone really said -- I don't
recall hearing anyone say anything along those lines. Most
of the discussion had to do with the methodologies that were

used and there are so many elements that go into coming out
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with the final result such as that that's in Table 1 of my
testimony that it is more of an issue of just evaluating the
different approaches you could use.

Q So you think there was no predisposition on the
part of the Postal Service to narrow the cost measurements
of workshare and savings in this case?

A Well, I was the person that actually first was
reading the testimonies, as I said earlier, and spotted that
gome cost pools had been classified as
nonworksharing-related yet they were included and that rate
case it was called "cost difference" and no one certainly
gave me any direction that that is what they thought or what
I should do.

Q If yvou had any inkling that there were some cost
savings attributable to worksharing that were not captured
in the last case, did you take it upon yourself to try to
identify those and if not measure them at least identify
them as additional worksharing savings that should be
considered?

A Had there been any additional worksharing related
savings that I was unaware of that came to my attention, T
would have attempted to evaluate it.

Q Please refer to page 12 of your testimony, lines 9
and 10. You state that for purposes of your testimony you

assume that the Bulk Metered Mail letters are entered in

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3147

full trays, is that correct?

A Yes, that is correct.
Q Can you quantify, and of course the Bulk Metered
Mail letters are the benchmark by which the costs -- the

workshare-related savings for the basic automated First

Class letter mail are determined, can you quantify what the

effect on the cost savings was of that assumption?

A The assumption that they were entered in trays?
Q Yeag.
A Well, that assumption is reflected in the Bulk

Metered Mail letters benchmark by virtue of the fact that
for one of the cost pools we set it to zero and the value
that cost pool I believe was .3. It was the -speJCANCMMP
cost pool.

O The one CANCMMP --

A The one C-A-N-C-M-M-P -- I assume it stands for
Cancellation and Metered Mail Prep.

Q Perhaps I was looking too quickly. When I

of

loocked -- if you would turn to your lengthy response to ABA

and NAPM/USPS-T24-12, where you listed all 52 cost

components and explained why you put them as either

worksharing related or non-related?

I think I just found it. Is Number 21 the
CANCMMP?

iy Yes, that's it.
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Q Okay, and if you keep your thumb in 12 and turn to
Major Mailers 18 -- oh, I'm sorry, you didn't exclude that
one, but you set the Bulk Metered Mail at zero. Is that
right?

A Yeg, by assuming that they are entered at postal
facilities in trays by the mailers, we are assuming that
they would not go through the cancellation meter mail prep
operations.

Q Do you know why the USPS didn't make that

assumption in R97-17?

A I believe they did in R97-1. That is my
understanding.

0 Did the Commission --

A I am not really sure of the answer to that

question. My understanding was the Commission usged the
postal methodology with the exception that they did not use
the volume variability that was presented in our case, so if
they did that, then I'd imagine they probably used that same
assumption.

Q Are there any postal regulationsg that would
require Bulk Metered Mail letters at which you are paying 33

cents for the first ounce, to be delivered in trays?

A There's actually an inst%%utional response to
enir
MMA/USPS-T24-2 that asked about i requirements and

according to that response I believe it says they are the
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same as for all metered mail letters, as per the DMM.

Q By assuming that Bulk Metered Mail is entered in
trays, is it correct then that that takes out of the
worksharing savings calculation any activities of workshare
mailers invelved in isolating, facing and traying the mail?

A On the part of mailers I am not really sure what
sort of task would be reguired to fill a tray with metered
letters. I do know that the Postal Service and their
customers have a constant flow of trays that go back and
forth, unless there is a problem with the trays falling
apart or for whatever reason they don't tend to take them
apart and put them back together.

Q Are you aware that presort bureaus that deliver
workshare mail would typically check for unsealed envelopes
or envelopes which are stuck together?

a I wouldn't really have any knowledge in that area.

Q About the fact that those same presort bureaus
check the eligibility of the mail, making sure that its size
and shape qualifies for the mailing?

A Once again I am not really an expert on presort
mallers so I wouldn't know the answer to questions in terms
of what they do prior to entering their mail at a postal
facility.

Q Well, let me ask it a different way. By assuming

that worksharing mail is delivered in trays, are you
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assuming that -- I'm sorry, not workgharing -- that BMM mail
is delivered in trays, the benchmark mail, are you assuming
that it has been checked for unsealed envelopes and
envelopes that are sticking together?

A I don't know if I really even considered that. I

just considered that the mail was entered in full trays.

0 Similarly, let me just run down a list --

A Ckay.

Q Checking the eligibility of the maill such as its
size and shape -- the question would be i1s this BMM mail

that's been delivered in a tray, has it alsoc been checked
for eligibility for size and shape? Has a tap test been
performed on any of the envelopes that might have a window
address block to make sure that the window, the information
is readable through the window? Has it been checked to see
whether there are illegible meter dates? Has it been
checked to see whether it is short of postage?

n B lot of the tasks you are describing to some
extent would be performed in the cancellation operations by
the AFCS culling out mail that does not meet the standard
size letter definition for length, thickness and height or
for checking for indicia and metered mail marks and stamps.

Is that what you are asking? It seems to me that
what you are basically asking is if you are saying Bulk

Metered Mail, by using the assumption that Bulk Metered
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letters are entered in full trays, it seems to me that vou
are really questioning whether that is the proper benchmark,

Q Well --

A I am not sure if that is your question. If you
added that back in, perhaps you are saying maybe you think
metered letters as a whole is a proper benchmark? I am not
sure --

Q No, no, I am not asking you to comment on that.

The question is does your assumption that Bulk
Metered Mail is delivered in trays also assume that as a
result of that all these functions that I have just listed
have been performed on the mail?

[Pause.]

THE WITNESS: I guess to some extent it would.
Otherwise, if there are problems it would surface later in
various operations -- if a postal employee found that there
was no postage or there was a problem with the window being
aligned, it would be rejected on the machine.

BY MR. HART:

0 Turn, if you would, I would like you to discuss
about four or five of the components that you identified in
your response to ABA and NAPM Number 12. That is where you
listed the 52 cost components.

If you would turn to -- and I am going to ask you

to talk about some of the larger, relatively larger ones. I
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say large -- where the difference in costs between Bulk
Metered Mail and Automated Maill was more significant.

Number 24, MODS platform --

A Yes.

Q FCM -- and you have listed that as nonworksharing
related fix, which means you took it out of the equation for
measuring worksharing related savings, and your
justification for that is the cost pcol contains the costs
related to platform operations at MODS facilities.

These do not involve piece distribution or package
distribution. Therefcre it has been classified as
indicated.

What are platform operations?

A I believe that the operations that are mapped to
that cost pool include tasks related to loading and
unlcading trucks, what they call mule drivers, that tow
mail. Generally, tasks that occur out on the dock.

Q If you get 10 deliveries instead of 200
deliveries, is that going teo affect platform operations?

A Are you talking in total or a per piece basis?

MR. TIDWELL: A point of clarification, for
purposes of the gquestion, who is "you"? For purposes of the
question, who is "“you"?

MR. HART: I have forgotten the question.

COMMISSIONER LeBLANC: Do you want it read back,
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Mr. Hart? Do you want it read back?
MR. HART: No, I will just try it again.
BY MR. HART:

Q The Postal Service is what I mean by that. If the
Postal Service has a million pieces of mail delivered in 10
trucks instead of being delivered in a hundred trucks. It
was 10 deliveries instead of a hundred deliveries. Will
that affect the platform operations?

A I would imagine it would,

Q So that if work share mailers reduced the number
of deliveries that the Postal Service receives by
commingling mail of several mailers, that affects platform
operations?

Jiy It would have an affect on platform operations,
but I haven't really taken into analyzing the costs at that
level of detail. I mean it would have to do a lot with the
docks, the trucks, how much mail is in each truck, how it is
assembled.

Q But you excluded the entire component from the
work sharing related.

A Well, I would also like to say that this cost pool
was classified as fixed in the last rate case by both
witnesses and, by definition, according to their testimony,
they were also classified as non-work sharing related. This

isn't a change from the testimony in the last rate case.
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But I did exclude it all, some reasons I excluded it, for
example, is you could have -- a lot of it has to do with
whether mail is local or non-local in terms of avoiding
platform costs.
dﬁ@ﬁhjﬂ]@if the case of Standard A letters, some of the
desigratien entry discounts that you will find in Witness
Crum's testimony actually have platform costs as part of
their calculations. S0, to the extent, if I would have
included that cost pool, it seemed to me it would have been
double-dipping. Those types of reasons are why I ended up
excluding that.

Q Could you go to Cost Component Number 44°7?
o uzus

Q Which is MODS -I\Supp—F-4. Again, the explanation

A Yes.

given there is that for excluding it as non-work sharing
related i1s that the cost pool contains costs related to
support operations at MODS facilities. What are the support
operations that you are talking about?

A I don't actually have the listing of the operation
numberg in Library Reference 106, but the title on most of
the operations that were mapped to the support cost pools,
as well as -- I think, for example, in the last rate case,
there was one called Miscellaneousg.

They were very generic titles that basically just

said support. It didn't say presort support, single piece
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support, it just said support. And my understanding, in
talking tc other people I used to work with in the field, a
lot of them didn't even have any idea what the operation
numbers were. And from what I could gather, a 1ot of them
had to do with paper work types of activities and clerical
work, And, to me, that really wasn't something that based
on the operation number, it had to do with work sharing. So
I classified them as non-work sharing related fixed.

Q Basically, there wasn't much information on it, so
you threw it out?

A I don't know if I would say I threw it out. I did
not include it because I was trying to determine what was
related to work sharing, as opposed to trying to determine
-- having the standard of comparison be what is not related
to work sharing.

Q And if you go back for just a second, keep your
thumb in 12, because I want to go by two more of those, but
if you go back to Major Mailers Number 18, and if you find,
which is where you listed the cost of the cost components,

if yo%E%EW

MODS 1 Supp-F-4, which is this one we are just talking

?an about eight from the bottom, you will find

about. Number 18 to Major Mailers. Look up about eight

from the bottom of that column, and do you see the MODS 4—

15 PPF
Supp-F-47

A Yesg.
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Q And doesn't it look like the difference between
bulk metered mail and automated letters is about 2. -- .27
tenths -- a little more than two/tenths of a cent?

A Yes.

0 Point 27. Flipping back teo 12, if you would,
non-MoODS -- Number 45, non-MODS allied support.

A Actually, that would have been .22, I think, on
that -- what you said before.

Q You're right. You're right. That is what I have
written down.

A I'm sorry. And you said the next?

0 Number 45, the next one. Back on your response to
Number 12 for ABA and NAPM. Another category which you
labeled as non-work sharing related fixed, and your reason
is that the cost pool contains costs related to allied and
platform operations at non-MODS facilities. What are those,
allied and platform operations?

A A lot of the costs that get mapped to this cost
pool, it is my understanding that they have to do with mail
handler tasks. For example, a lot of those costs are
related to cancellations, or support of cancellation
operations, and some of it, it is my understanding, that it
is also related to the platform.

Ch, I am sorry, this is non-MODS allied. This is

really the platform version of the costs at non-MODS

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3157
facilities, whereas, the platform operation was at MODS
facilities.

Q It is fair to say that you gave significant
thought and devoted significant efforts to arrive at what

you felt was an accurate measure of work sharing related

savings?
A Yeg.
Q Do you think there are some work share related

cost savings which are not reflected in your measurements?

A Given the limitations associated with trying to
develop any estimate, there could be some costs in some of
these cost pools that might be related to work sharing, but
the problem is you can't really iscolate below that level to
determine how much of a given cost pool might be work
sharing related.

Q Did you make any effort to try to capture work
sharing savings resulting from the avoidance of costs which
regult to the USPS in the event that large volumes of work

share mail reverted to the USPS as non-work share mail?

A I didn't use that as a basis for my study.

0 Reversion was not considered?

A No.

Q Are you aware of the fact that presort bureaus

engage in substantial customer education efforts with their

customers, in particular, trying to get them to get the mail
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in an eligible fashion, size, shape, color, postage amount?
A I am not really familiar with the details of
presort mailer operations.

Q So if the Postal Service has to spend less money
on customer education efforts because of the efforts of
workshare mailers -- and I say, if -- that's not in your

cost savings; is that correct?

A That wasn't something I included in my study.
Q Could you turn -- I'd like to talk a little bit
about -- I've got two more areas now, one of which is mail

forwarding costs.

And I'd like you to turn, if you would, to your
response to Major Mailers Number 21.

[Pause.]

Do you have that in front of you?

A Yesg.

Q In Question (a) of Number 21, it asks you to
confirm that the added work performed by mailers to comply
with the move update requirements, should increase the cost
savings between the BMM benchmark and automation basic.

And you were unable to confirm that in your
regponse to (a), and, in fact, you say that since bulk
metered mail -- you cite an institutional response stating
that the undeliverable as addressed, UAA mail, there's a

higher percentage of presort letters, 1.74 percent that's
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UAL, than the 1.21 percent of single-piece.

And you therefore say that there may not be any
associated cost savings related to move update compliance;
is that right?

A I guegss what I wag implying there was that when
you're measuring worksharing-related savings between a
benchmark and rate category, as I've done in my testimony,
that the costs related to return and forwarding are part of
the cost pools that are included in the savings calculation.

I don't know if it would be possible to isolate
what the cost difference is between the benchmark and any
given rate category specific to those tasks, but it should
have been included in that.

But given that the percentage is higher, if you're
-- for the rate category compared to the benchmark, I was
saying there might not be any savings.

Q Are you aware that the interrogatory mentioned a
Postal Service website that referenced $1.5 billion worth of
gavingg from mail forwarding, reduction of mail forwarding?

A Yes, I'm aware of that.

Q Is it correct that the move update requirements
which were implemented MC-95 were certainly made in an
effort to reduce mail forwarding coste?

A I believe that was the intention. I can't really

comment on whether that's what's happened. But I can say
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that's the intention of move update. I haven't studied it,
perscnally, though.

Q Are you aware that it was a significant objection

by workshare mailers to having the move update requirements

imposed on them; that that was a -- if you're not aware
that's --

A No, I wasn't aware of that.

Q If you get a figure like $1.5 billion of potential

savings, and you realize that a program, move update, was
propeosed to reduce forwarding costs, and you don't see it
showing up anywhere in your figures, doesn't that make you
think, if you're so concerned with accuracy, that maybe I
ocught to loock at little harder at this mail forwarding?
That's a lot of savings.

A Well, I believe I also said in this interrogatory
that if there was a major problem with the presort percent
of mail that was forwarded or returned, and they're
correcting that problem -- and, once again, I haven't
studied this, so I don't know how move update originated,
that I don't know if I would really consider that
worksharing, if the intent was to fix a problem.

But, I mean, it's in everyone's interest to make
sure that each mail piece they mail is addressed properly.

Q Are you at all familiar with the 1995 Price

Waterhouse study on UAA mail and the costs of forwarding and
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sending it?

A Is the same one that you were referring to that
was on the website?

Q No, that is, I believe, a 1998 --

A Oh, 1998.

Q Would you be surprised if I told you that a 1995
Price Waterhouse study that was actually a Library Reference
in MC-95, showed that 2.69 percent of First Class Mail was
UAA, and that 88 percent of that was from businesses, as
opposed to from households?

A I'm sorry, could you repeat that?

Q Two figures: That the percentage of single-piece
mail in that 1995 study, which was shown to be UAA, was 2.69
percent, and that 88 percent of that First Class UAA mail
originated from businesses and not from households?

a I guess, no, I wouldn't be surprised by that.

Q So, and you agree that the move update
requirements were intended to reduce mail forwarding costs;
is that correct?

A I assume that; I don't really know what the origin
of the move update program was.

Q So, if you were loocking for a category of mail
that might have a real UAA problem, you would prcbably look
to mail coming from businesses, right?

A If that's where the bulk of the problem existed, I
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guess I would.

Q And can you think of a category that might be a
real potential problem because it's coming from businesses,
but doesn't have any move update requirements imposed on it?

A I haven't read that study.

Q Do you want a hint? How about bulk metered mail?
That's coming from businesses, right, and it doesn't have
move update, right?

A At this point, I'm not sure what your question
was .

Q Okay. Does bulk metered mail come predominantly

from businesses?

A I would assume go.

Q Is it subject to a move update requirement?

A Not that I know of.

Q Wouldn't you expect the UAA problems for bulk

metered mall to be substantially higher than for automated
First (Class letter mail?

A I don't know if I'd necessarily say that. I would
think bulk metered mail, each mail piece would have likely
have gotten more attention than the automation mail pieces
because I would think the latter relies more on mailing
lists and automated processing to address a mail piece, and
if there were problems with mailing lists or something like

that.
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o) You have got a response in 21(d) to the Major
Mailers Association interrogatory saying, again, saying that
no attempt has been made to quantify what savings would or
should be attributed to mailer move update compliance based
on a percentage of return to forwarded mail. Again, are you
comfortable with the accuracy of your measurement of work
sharing savings in light of the fact that you have got
potential savings of one-and-half-billion-dollars due to
move update and it appears that the biggest culprit on maiil
forwarding problems is your benchmark, BMM mail?

y:y I am comfortable given what I knew at the time I
constructed my testimony, and, actually, even what I know
now, because I haven't investigated this, and I have no
reason to know what caused the problems or how move update
came about. It might be something to investigate in the
future, but from what I know so far, I have no reason to not
be comfortable with what I have done.

Q A couple of more questions, if I may. Would you
agree that if, in fact, i1t is established that Bulk Metered
Mail does have substantially higher mail forwarding costs
than automated mail, that that should be reflected in the
work sharing savings?

A I'm gorry, did you say higher move update costs or
did you say higher return and forwarding costs?

Q I meant the latter.
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A Well, as I said, the return and forwarding costs
would somehow fall out‘in the CRA cost pools for the bar
code sorter, the manual letter sortation, the CFS operation.
And, so, to the extent that there is any cost difference
between Bulk Metered Mail letters and a specific rate
category, it should be measured already in my testimony.

Q and if it is not, it should be?

A I am not sure I really understand that question.
If the costs that are related to return forwarding are
already mapped to some cost pools, I don't understand why it
wouldn't be in the estimates already.

Q Well, you said there are a lot of -- in your
tegtimony, you point to a lot of characteristics of Bulk
Metered Mail to say that it is cheaper. You exclude a lot
of work sharing components, a lct of cost components. You
asgume that it is trayed. Thege are the benefits that you
get from using a Bulk Metered Mail benchmark, it lowers the
work sharing savings.

If it turns out -- I understand you are gaying
that you think, based on what you have studied, that there
is not a demonstration that Bulk Metered Mail is much more
expensive from a forwarding standpcoint than automated, but
if it turns out that you have missed something, and that, in
fact, Bulk Metered Mail has a much higher percentage of mail

that has to be forwarded and returned than does autocmated,
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that should be reflected in the work sharing savings that
are used to set work sharing discounts. Would you agree
with that?

A Well, if the costs that are related to return and
forwarding Bulk Metered Mail letters, regardless of what the
percentage of return and forwarded mail is for that
category, are already mapped to the CRA cost pools, I don't
understand how it could not be included in the cost
estimates of my testimony as they are.

Q But if you have missed them somehow, and we
establish that, and it turns out that they are a lot higher,
they ought to be considered, right? In other words, a
reduction in mail forwarding savings, if, in fact, it can be
established that it is attributable to automated mail?

A JSo, are you talking about what the percent of Bulk
Metered Mail letters that are returned and forwarded would
have been had there been no move update, is that what you
are referring to? Or are you talking about as they are now?

Q No. I am simply saying, would you agree that if
it turns out that one of the characteristics of Bulk Metered
Mail is that it has a very forwarding and return percentage,
that the costs resulting from that should be reflected in
the work sharing savings that you measure and, therefore, be
reflected in the discount for work sharing mail?

y:\ I guess I am still not following what you are
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asking, because an input to my analysis is not the percent
of mail that is returned or forwarded. Whatever that
percentage is, as it exists in the test year, should be
embedded in those costs.

Q Would you agree that that if the benchmark by
which work sharing related savings is measured is
inaccurate, that the measurement of the related savings for
work sharing mail will be inaccurate?

A That 1s true, it could be either higher or lower.

Q But it clearly is going to have a direct impact on
your measurement of the savings if it is inaccurate, right?

. That is true.

Q So, if your assumption about BMM mail being
delivered in trays is inaccurate, then your measurements of
work sharing savings are going to be inaccurate?

A I would be more likely to say that, if that is the
case, that our definition of what we perceive as Bulk
Metered Mail letters is inaccurate. If they are not entered
in full trays, then -- my understanding is that is what
everyone has always referred to as Bulk Metered Mail
letters. So, if they are not really entered in full trays,
then -- or in trays, there is no such thing as Bulk Metered
Mail letters.

Q Ig it correct, there have been no studies done? I

believe you said that 1in response to ABA & NAPM Number 6,
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that there have been no studies done that you are aware of
on whether Bulk Metered Mail is, in fact, the most likely

candidate of various mail groups to convert to work sharing

mail?
A This was MMA 67
Q I'm sorry, ABA & NAPM Number 6.
A No, I don't think that's your guestion.

Q Hang on. Well -- don't work about the cite to the
interrogatory. Are you aware of any studies that have beef
made to determine whether or not Bulk Metered Mail is the
most likely candidate to convert to worksharing -- and I am

not trying to trick. Loock at 21(a) and your response --

A I was looking in my index to find it. ABA --
Q ABA and NAPM Number 21.

A You were asking if I am aware of any studies?
Q Yes. Correct.

A No.

Q Two more questions, if I may.

Do you believe that workshare mailers are unable
to automate a substantial portion of stamped mail, that is
single piece mail that is not metered?

A I'm sorry, could you repeat that question?
Q Do you believe that the worksharing mailer
community is unable or in the test year will be unable to

automate a subgtantial volume of stamped single piece mail?
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A I would think that is true.

0 If the automation capabilities of the industry
change so that it looks as though they can now go to the
so-called "dirtiest mail" -- beyond the BMM mail to the
single piece stamped mail, and upgrade it, automate it, get
a barcode on it and get it to the Postal Service, at that
peoint in time don't you think that the BMM as a benchmark
will have had its heyday and be ready to be retired?

A I don't know if T could really answer that
gquestion unless I had more specific information about what
sort of change to the current system you are talking about.
It would depend, I suppose, on the volume.

Q We'll put it another way. Your use of the Bulk
Metered Mail as a benchmark, doesn't that essentially
reflect a conclusion on your part that stamped mail is not a
candidate for workshare, we can't bring it into the system,
and would you agree that if the Commission were to be
convinced otherwise or that there was substantial evidence
to convince the Commission otherwise that stamped single
piece mail was a candidate to be brought into the
worksharing system, that the BMM would then be an
inappropriate benchmark?

A I guess I could then agree that it would maybe
need to be re-evaluated.

MR. HART: That's all I have. Thank you.
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Thank you, Mr. Miller.

THE WITNESS: Yes.

CHAIRMAN GLEIMAN: Mr. Hall?

CROSS EXAMINATION

BY MR. HALL:

Q Good afternoon, Mr. Miller. My name is Mike Hall,
and I'm going to ask you some gquestions on behalf of the
Major Mailers Association.

First, I'd like to start with filling in some
additional questions that I had, based on the discussions
that you had just recently with Mr. Hart.

In those -- in your testimony, you indicated that
as part of your preparation for this case, you had certain
discussions with your manager before deciding what to do; is
that correct?

A I don't know if it was before I decided what to
do. It was in the process of while I was developing my
testimony, I presented what I was doing, and he agreed with

the apprcach I was taking.

Q Okay. What's the name of your manager?
A Douglas Madison.

Q And what's his title?

A He's the Manager of Special Studies.

0 Okay, thank you.

Now, also in your cross examination by Mr. Hart, I
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believe you indicated that witnesses Daniel and Hatfield in
the last case, identified certain costs and said they were
-- or characterized them as not worksharing-related; do you
recall that testimony?

A Yes.

Q Now, in this case, you have excluded those costs
from your calculation of worksharing savings; is that right?

A Yes.

Q But in the last case, Witness Daniels and Hatfield
didn't exclude those costs; did they?

A Well, the purpose of their testimony, I believe,
was, as they stated it, was to calculate the total mail
processing costs.

They did not actually perform what was called the
cost difference calculation. I believe that was in the
testimony of the pricing witnesses.

Q Well, in any event, those costs that you referred
to were not excluded; were they, in that case?

A No.

Q Now, you've not made any additional studies with
respect to the costs that you have excluded in this case to
determine that they should, in fact, be excluded; have you?
Isn't what you've done basically a logical exercise?

A I guess I'm not really sure what you're asking. I

can say the basis that I used for determining how to
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clasgify the cost pools was taken from Library Reference
106.

It was the listing of Mods operations, mapped to
each cost pool.

Q Okay, well, let me have you turn to your regponse
to Interrogatory MMA-T-24-18 where you list the variocus cost
pools.

[Pauge. )

And I think there's already been some discugsion
of thig, so I don't want to burden or overburden the record
any more than I have to. {PM%%SOKHW

But let's look, for example, at Mods t—pratfexm
costs. The costs for BMM letters is higher by .468 cents
than the costs for presort automation letters; isn't it?

A Yes, it is. 4§UPPF,

Q And similarly, for Mods T8upp ¥=<Y, the difference

between BMM letters and presort automation letters is .077

cents?
h That's true.
0 and for the next one, the cost difference in the

same direction is .22 centg? I believe you confirmed that
with Mr. Hart?

a Yes.

QO and finally, for non-Mods allied costs, the cost

difference is .25 cents, right?
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A Yes.
Q Now, those are observed cost differences, right,
but you made no study to determine whether or not they were

related to presort; is that correct, presortation or

worksharing?
[Pause.]
A I think what I said in response to maybe part of

this interrogatory and other interrogatories is that one
thing that I evaluated when I was determining what cost
pools might or not be worksharing-related, was comparing
bulk metered mail letters to non-automation letters, which
are also listed in this interrogatory.

And as you can see, with the exception of the .ome—

iSUPP F-4 cost pool, the value between bulk metered mail

letters and non-automation letters is very close.

And so I don't know if I could say that the
difference would be -- for example, in that case, I don't
see the difference related to presortation.

And in addition, bulk metered mail letters and
automation letters both have weight limits up to 13 ounces,
and automation presort doesn't, so I wouldn't really expect
the costs to always be the same,

Q Okay, well, let's take some of those answers as
you've listed them. First, I was puzzled that you made the

statement in this response that in most cases, quote, "in
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most cases, the cost differences by cost pool are not
significant between BMM letters and non-automation presort
letters."

The question only asked you to compare BMM letters
and presort automation letters; didn't it?
[Pause.]

A That's true, but as I also stated in that
response, when I was determining what cost pools were
worksharing-related, I didn't just look in a vacuum at one
rate category compared to the benchmark; I was looking at
relationships between all the CRA categories that I was
using, including non-automation letters.

Q But the fact remains that there are significant
differences; aren't there, between BMM letters, differencesg
by cost pool, are significant between BMM letters and

presort automation letters; aren't there?

A That's true between BMM letters and automation
presort.
Q Okay, now, I believe we haven't totaled up the

category of costs that we've just talked about, but will you
accept, subject to check, that that's 1.015 cents?

A That's the cost difference between bulk metered
mail letters and automation.ggygérrier route letters?

Q Yes, for the four categories that we've discussed.

A Just for those four?
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Yes.
A Yes, I'll accept that, subject to check.
0 and, I believe, in response to another area of

cross examination by Mr. Hart, you indicated that the total
difference for all of these cost pools was approximately 1.3
cents; is that right?

A That's correct.

Q Okay, now, you suggest that in this answer -- and
I assume that you're uging the term, e.g., to mean for
example -- you suggest that different weight limits may be
one of the costs -- one of the explanations why there are
differences in the cost pools between BMM letters and what
you term here as auto letters, presort automation letters;
is that correct?

A That's correct. I believe you listed -- you
actually did a pretty good job of listing different costs
characteristics in the questions for MMA/USPS-T-24-17, and
welght was one of them.

Q Okay, I'd just like to stick with weight for the
moment. But I think we'll go back to those others.

In terms of weight limits, do you know what
percentage of the mail stream is -- this is for First Class
letters -- is above 3.5 ounces?

Let me help you out here.

A I believe it's in the response. That 1s what I
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was locking for or actually it wasn't in the response. I
believe it was a question that either came from the MMA or
ABA and NAPM.

Q Let me refer you to MAA-T24-17 (b) where you didn't
find what we were pointing you to, but you found an
independent source to verify the number.

What we are talking about here is you are saying
there is a difference between BMM letters and Presort
Automation letters in that Presort Automation letters have a
weight limitation, an outside weight limitation of about 3.3
ounces, 1is that right?

A That's true.

Q Whereas the BMM letters could be as heavy as 13
ounces, 1s that right?

A That's true.

Q So now that we have the framework here, do you
know, can you tell us what proportion of the First Class
single piece letters are over 3.5 ounces?

A I believe you have it listed in your question. In
part (b) you say that it is 1.6 out of 1000 letters but that
doesn't really analvyvze weight in any detail in terms of the
distribution by ounces or any other characteristic related
to weight. It just talks about the percentage that is over
a specific weight limit.

0 Well, you said the difference in weight limits
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could be significant, could be a significant factor, wasn't
that your testimony?

A Well, weilght could be a factor. It could be like
the distribution by ounces. I would think some of the
higher weight pieces would have a disproportionate amount of
the costs.

It is not something that has been screened out I
guess is what my point was in saying that there could be
other elements that are causing the cost difference between
Bulk Metered Mail letters and Automation Presort letters.

o) Okay, well, but that's the one thing that you did
tell us there, that weight could be the difference. You
used that as your "for example!" --

A In that response that is what it says, yes.

Q Right, and when we are talking about the
proportion of First Class letters that are over 3.5 ounces,
so we are clear here, we are talking about .16 percent of
all letters, is that right?

That is what you found in this --

A I think it was. What you said was "all single
piece letters" -- in Part (b) in your question.

0 That's right, single piece letters, right.

A Yes.

Q Now so do yvou think that weight differences

involving such a small percentage of the single piece mail
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stream is going to have the impact of 1.3 cents in terms of
the differences between BMM and Automation Presorted mail?

A As I said, I haven't really screened out the
results for weight. It wasn't something that I specifically
studied in relation to this, but part of the reason I listed
weight as a possible factor that might be impacting those
costs is because non-Automation Presort, which also has the
same weight limit, is very close in value to the Bulk
Metered Mail letters in several of the CRA cost pool
categories.

0 Well, all I want is your judgment whether it is
reagsonable to say that .16 percent of the letters is going
to be the cost driver that changes the, that accounts for a

difference of 1.3 cents.

A Well, I haven't studied this and --
Q Okay .
A -- and also it is 1.6 for all of single piece, so

I mean obviously you would want to try to narrow that down
further to Bulk Metered Mail letters.
Q Okay, well, if you haven't studied it, that's
fine.
Now back to MMA-T24-17{c), and in that question we
list a bunch of different factors and ask you the extent to
which you are taking them into account in determining

whether they could explain the differences in your CRA
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derived unit costs. Do you see that?
A Yes.
Q And I believe you have indicated that they could

all conceivably, all these factors could conceivably affect
the CRA mail processing unit costsg and delivery unit costs
that you used to calculate the worksharing related savings,
is that right?

A That's true.

Q Did you implicitly assume that all of these other
cost-causing attributes essentially affected the derivation

of unit costs equally?

A I believe I said --
o] That is for Bulk Metered Mail versus Automation.
Yy I believe I said I hadn't really studied it and

wasn't aware of any studies where someone tried to isolate
the impact of any given one of them.

I don't know if I would say equally or really what
you mean by that.

Q All I am asking is if you didn't study them,
didn't you implicitly assume that they affected the costs
for these two types of mail essentially equally or that they
cancelled each other out?

A I didn't specifically make that assumption.

Q Okay. If you don't know that, how do you know

that you have isolated worksharing?
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A I believe, as I said in my regponse tc (g) that T
haven't studied the effect of those attributes but given the
limitations of the data that i1s available I used the best
data that I could find.

Q So, in other words, you are telling us that,
although you used the best data, you don't really know that
you have isolated those cost differences that are
attributable to presort?

A I isolated the work sharing related savings to the
best of my ability, given the data that was available.

0 Le £ﬁfk to MMA-T-24-18, if we could. Back

'
?pf@ﬁg Fo _
to the MODS i~platfoem costs, where I think you agreed that
the difference between BMM letters and auto letters was .468
cents, is that correct?

A Yes.

Q And, by the way, that is the biggest difference in
all of these cost pools, isn't it?

ya I believe it is, and, as I said, it also was
classified as non-work sharing related in the last rate case
as well. This specific cost pool has not been classified
any differently.

Q But in the last case, they left the costs in, is
that correct?

A Well, in the last cagse, the savings calculation

was in the testimony of the pricing witnesses, and that is
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part of the reason why I brought it back into the cost
witness testimony this time, because both the cost witnesses
clagsified this cost poecl as fixed and stated that their
fixed cost pools were not work sharing related. So, in my
opinion, if they are not work sharing related, they
shouldn't have been included in the savings calculation.

But I think it may have been a disconnect because of where
the calculation was actually performed.

0 Well, in any case, this -- they didn't exclude it
in the last case, right?

A No, it wasn't excluded.

Q And your exclusion of it in this case reduces work

sharing savings by approximately half a cent, isn't that

right?

A It reduces it by half a cent had I not excluded
it. I am not sure if you are comparing R97 to R2000. If I
hadn't excluded it -- or if I had included it in the savings

calculation, the savings would have been .468 cents higher.
Q Thank you. Now, I think you have agreed that you
didn't do a study to determine that it should be excluded,
is that right?
A I think I also said that I -- the reason I
classified each cost pool the way I did is in the response
to ABA & NAPM/USPS-T-24-12, and that I based those decisions

on the MODS cost pool listing by operation -- or MODS
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operation listing by cost pool, that is in Library Reference
106. I think I also stated some reasons why, for this
specific cost pool, I thought it should be classified as
non-work sharing related fixed.

Q Now, previously, the Postal Service excluded
incoming secondary sortation costs on the same basis, that
they weren't work sharing related, isn't that right?

n When you say previously, what time period are you
referring to?

0 I am referring to the time period, I think R84-1.

Excuse me, maybe I went back too far. But certainly R87-1

and R90-1.

A I wouldn't really know the answer to that
question.

Q Okay. Then you also wouldn't know the answer to

the question, but, subsequently, in MC95-1, the incoming
secondary sortation costs were included.
2y I have seen enough of MC95-1 that I think I could

say that I knew they were included. The incoming secondary

costs?
Q Incoming secondary sortation costs.
A Yes.
Q Oh, and delivery costs as well,
A Yes, I believe that is true.
Q Thank you. Could you turn to your response to
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interrogatory MMA-T-24-21, please? There you are discussing
in part (a) the 1.74 percent which is the percentage of
First Class non-prescrted letters that is forwarded or
returned. Pardon me. First Class presort letters is 1.74
percent and First Class non-presort letters forwarded or
returned ig 1.21 percent. Do you see that?

A Yes.

Q and your following suggestion that there may not
be any associated cost savings related to move update
compliance?

b Tco the extent that you are comparing Bulk Metered
Mail letters which may have a lower percentage of return and
forwarded mail to a presort category that has a percentage,
there may not be any savings. But the cost differences
should be reflected in the savings calculation by virtue of
the fact that I designated those cost pools as work sharing
related.

Q Okay, BMM is, as you said in your response there,
a subset of non-presorted letters; is that right?

A That's true.

Q So, do you have a separate percentage in mind for
that subset?

A I believe I stated earlier as well, that the
percent of return and forwarded mail is not an input to my

cost analysis, but costs related to those operations are
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mapped to the cost pools, and those cost pools have been
classified as worksharing-related, so any difference related
to whatever the percentage of return and forwarded mail is,
between a benchmark and the rate category should be embedded
in the savings calculation.

Q Is there any such thing as BMM cost poolg?

a Are vou referring to a cost pool that's specific
to BMM operations?

0 That's correct.

A I don't believe there's a cost pool specific to
really any mail type. The cost pools are specific to
operation numbers, and so mail types that are processed
through those given operations should have costs showing up
in those cost pools.

Q And the only cost that would show up there was for

buﬂk

A Are you referring to the baoked metered mail

metered mail; isn't that right?

letters benchmark?

Q No, I referring to -- I was asking you about where
I would find the cost poolgs for BMM or bulk metered mail, as
you've called it, but isn't it correct that the cost pools
would show up as metered mail cost pools, and you're just
assuming that bulk metered mail equals metered mail; that
there's no difference between the two for this purpose?

A Well, I think, as I said, the cost pools are
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defined by operation number and like all the mail types for
letters, we don't really have in most case, operation
numbers specific to mail type.

So to the extent that they're processed on any of
the operations that are mapped to given cost pools as
they're defined in Library Reference 106, there should be
costs for any given mail type.

Q Okay, well, when you concluded -- let's pass that
on now -- when you concluded that there may not be any
associated cost savings related to move update compliance,
first, you didn't provide these two UAA percentages; did
you?

A I believe they were institutional responses to
MMA/USPS-T-24-14(c) .

Q Right, but the original questions went to you. It
was just they had to be redirected to the Postal Service
because you didn't know the answers; is that correct?

A That's true.

Q Well, can you tell me --

MR. TIDWELL: It's alsc because the witness wasn't
the source of the information.

CHAIRMAN GLEIMAN: Mr. Tidwell, we can't hear a
word you're saying.

MR. TIDWELL: I'm sorry, I was saying -- 1t was an

extraneous comment. We can skip it, no need to repeat it.
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BY MR. HALL:

Q Okay, well, let's see, I'm trying to make some
sense out of the numbers that the institution has given me,
and the numbers that appear in Library Reference I-82, which
is the Price Waterhouse study, I believe, of UAA, that was
done in 1998.

And, for example, what we did with the two numbers
that the institution provided with the numbers you put in
your interrogatory response here, was to develop --

A Well, it was an institutional response; it wasn't

my response.

0 Well, I'm looking at number (a).

A Oh, you mean, that I referenced in my response?
Q Right, you referenced them.

A Yes.

Q And suggested that there might not be any

associated cost savings related to move update compliance,

based on those numbers, right?

A [No audible response.]
Q Isn't that what you did?
A Well, I referenced those numbers and said, to the

extent that that is the percent of return and forwarded mail
for non-presort or single-piece mail and presort mail, there
may be no savings in terms of return and forwarding costs

between the bulk metered mail letters benchmark and the
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automation presort letters rate category, because those
costs are embedded in those cost pools.

e} Well, the UAA study that I just referred to, which
is Library Reference I-82, has a UARA percentage, if you
will, of 2.72 percent.

And I believe that relates to Fiscal Year 1998.
Is that generally congistent with your understanding?

A I wasn't involved in the development of the UAA
study, so I'm not really sure what percentage is in there.

0 Well, again, I'm just trying to make sense of the
numbers. We developed, for example, using the two numbers
that you have used here, the two percentage numbers that you

used here, we developed a weighted average percent of UZAA

mall for all First Class, and came up with -- and I'm going
to ask you to accept thisg, subject to check -- 1.45 percent.
A What did the --
Q Will you accept that, subject to check?
A Yes.

MR. TIDWELL: Could you make clear how you derived
the numbers or what the sources are so that we can check?

MR. HALL: The source -- the way we derived the
numbers was to use the determinants for -- we used the
volumes for FY99, and applied them to the separate
percentages shown there.

Sc we had the volumes, for example, for presort
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letterg, and we applied it to the 1.74 percent, and then we
applied the separate volume for non-presorted letters, and
applied that to the 1.21 percent.

And that's how we developed the 1.45 percent that
I've asked you to accept, subject to check.
MR. TIDWELL: FY9% from what source?

MR. HALL: I believe it was Library Reference

I-51

THE WITNESS: The billing determinants?

MR. HALL: I'm sorry --

THE WITNESS: 1257

MR. HALL: It was the billing determinants.

THE WITNESS: I think that's FY98 that was 125. I
know that.

MR. HALL: Then that's -- if we can have a moment,
we'll confirm that.
[Pause.]
I am advised it ig Library Reference 259.
BY MR. HALL:
Q Do we have a question? Have you accepted that
weighted average percentage?
A Yes, subject to c¢heck. Yes.
Q Now, 1.45 percent is a fair drop from 2.72
percent, isn't it?

A Well, as I said, I wasn't involved in that study
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and, so far, I haven't heard -- I don't think you guys said
what the 2.72 percent reflected.

Q Well, I was going to ask you what it reflected.

A I wasn't involved in that study, so I have no idea
what the measurement for 2.72 percent, if it was a sgpecific
mail type, I don't know the answer to that.

Q Well, could it be all classes, could it be First
Class, right?

A I don't know.

Q Okay. Well, maybe that is part of the problem,
because in order to determine if there were any associated
cost savings, wouldn't it be helpful if you knew what the
1.74 percent was for presorted letters prior to the
implementation of the move update programs? Wouldn't you
also like to know what the percentage of UAA mail was
non-presorted letters prior to that time?

h In my last sentence, or the last sentence to my
response to (d) for Interrogatory 21, I think I gaid that I
had made no attempt to quantify what the savings would or
should be attributed to mover -- or, I am sgorry, mailer move
update compliance based on a percentage of return and
forwarded mail that might have been the result of different
circumstances such as the absence of such a program. That
was not an input, that was not something that was part cf my

analysis.
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Q Right. Well, in any case, Library Reference 84
refers to $1.5 billion of savings, right?
.\ I wasn't involved in the UAA study. I have seen
that number, but I have no idea what it was measured over or

what was invelved in that study.

0 Okay. Well, certainly, it 1is not chump change is
it?

A $1.5 billion?

Q Right.

A No.

Q Okay. Now, 1f the Postal Service imposes move

update requirements on presort mailers, and presort mailers
spend a lot of money to comply with the program, and the
program is successful and reduces Postal Service costs by
$1.5 billion in one year, then could you imagine that
perhaps presort mailers might be asking for some portion of
the savings?

A I think I also stated earlier that I have no
knowledge as to what was involved in move update
implementation, why 1t came about. As I stated in my
response, if there was a problem with the percentage of mail
that was returned and forwarded for presort mailers, and
they were correcting that problem by implementing move
update, I don't know if I would view that as being work

sharing related.
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It also gays, and the one thing I do remember from
the UAA studies, it said it is in everyone's best interest
to make sure their mail is addressed correctly, because it
ensures that our costs in general are kept low.

Q Well, T am certainly sure that we could all agree
on that statement. By the way, I couldn't find that
statement where you said it was. Do you know where it is?

yiy I don't have that study with me. I would have to
logk, I could get back to you.

Q Well, I have it here.

A Is this Library Reference 82?

MR.. HALL: Yes.

MR. TIDWELL: Isg the witness looking for a
particular guote in about a 150 page document?

THE WITNESS: Well, the thing is I have never read
this particular document. What I read was off the -- their
reference to what is on the USPS Internet web site and that
is not the UAA study.

CHAIRMAN GLEIMAN: Well, wait a minute. Time out
here. What document do you have in your hand? Let's look
at the front cover and read it, so we know what you have
got.

THE WITNESS: This is Library Reference I-82.

CHAIRMAN GLEIMAN: Okay.

MR. HALL: It is right here.
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CHAIRMAN GLEIMAN: Mr. Hall, do you have a
particular gquestion or a particular page you want to refer
this gentleman to?

MR. HALL: Yes. Well, I am referring him
specifically to his response to part (c) to interrogatory
MAA-T-24-21, where he states, "Finally, as the study pointed
out on page 14, it is to everyone's benefit to ensure that
the addresses they place on a given mail piece are accurate
becauge it results in postage costs that are lower than they
otherwise would have been."

THE WITNESS: That page reference was taken from
what you cited in your guestion as the Internet web site, I
believe.

MR. TIDWELL: Which is the address deficiency
study, which is 182 -- 192,

THE WITNESS: Yeah, that is where it came from.

CHAIRMAN GLEIMAN: Mr. Tidwell, you know, I don't
know whether there is something wrong with the microphone,
or whether you just are under-powered today, or whatever it
is, but we just can't hear.

MR. TIDWELL: Have you been talking to Mrs.
Tidwell by any chance?

CHAIRMAN GLEIMAN: Not that I can recall. Not to
the best of my recollection. I am practicing up to be a

Postal Service witness.
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[Laughter.]

CHAIRMAN GLEIMAN: No offense, Mr. Miller, that
wasn't directed at you. It is just a general statement.

MR. TIDWELL: Just kind of a test, how is this?

CHAIRMAN GLEIMAN: That is somewhat better, but I
do think we may have a problem with the mike, so you are
going to have shout into it or something like that.

MR. TIDWELL: Okay.

MR. HALL: I don't think that is a question of
great moment in any event. We do have the other study as a
different Library Reference. We did not bring that one with
us today, but we did search for it.

CHAIRMAN GLEIMAN: Okay. Well, we have got a
document that you handed the witness. You have got'looked
at the interrogatory response and talked about a page that
has been quoted. Where does that leave us? I mean is there
a question that you want to put to the witness?

MR. HALL: No, I am going to move along and we
will leave it with --

CHATRMAN GLEIMAN: Sounds good.

MR. HALL: With Mrs. Tidwell.

BY MR. HALL:

0 What was the source of the 1.74 percent the 1.21
percent UAA figures that we have been discussing?

A My understanding is that they are ODIS figures.
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MR. HALL: I see. Could we get the same
information with the same breakdown for the last five years?
In other words, beginning in a representative period before
implementation of the move update programs.

MR. TIDWELL: If I understand the request clearly,
counsel is asking for this witness to provide ODIS data for
the last five years that would match the ODIS data that the
Postal Service provided in an institutional interrogatory
response back in February. If that.is the request, and
since the request doesn't pertain to the testimony of this
witness, and follows up on a February 22nd interrogatory
response, if the Postal Service is willing to provide the
information, I would like to ask if the Postal Service could
have the full 14 days instead of seven days to respond,
since it doesn't follow up on the witness' testimony.

CHAIRMAN GLEIMAN: And what if we find out the
Postal Service is not willing, will you let us know that in
advance of 14 days?

MR. TIDWELL: I will impose my will on the Postal
Service and make them willing.

CHATIRMAN GLEIMAN: Will you be satisfied to have
that information within 14 days?

MR. HALL: We would prefer to have it within seven
days. I don't think it is probably that difficult to get.

If it is, I will certainly be willing to wait 14 days. But
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we do have to be preparing our testimony, so we need --
CHAIRMAN GLEIMAN: A week from this Friday. We
will split the difference more or less, since nobody wants
to come in that weekend to see if a document arrives. That
is the best I can do.
MR. HALL: A Solomonic resolution.
CHAIRMAN GLEIMAN: I get that way right before
Passover.
BY MR. HALL:
Q Mr. Miller, could you turn to Interrogatory
MMA-T24-15, please.
First, you were the QBRM witness in the last case,
weren't you?
A Yes, I was.
Q And you provided the cost savings that supported

the 30 cent First Class rate for QBRM pieces, is that

correct?
A Yes, I did.
Q And the cost gavings that you determined that

supported that rate was 4 cents, is that correct?

2 That is correct.

Q And the cost savings resulted solely from
pre-barcoding, is that correct?

A I think I stated it from what I recall in terms of

the cost savings was a result of a pre-barcoded mail piece
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not going through the RBCS system.
Q Right. You compared, if I can refresh your
recollection, you compared pre-barcoded letters with

handwritten letters, didn't you?

A Yes.

Q Thank you. Now the same is true of CRM, isnt't it?
A I am not sure what you are asking. What is true?
0 Well, you have the same cost savings associated

with CRM, don't you?

A Yes.

Q Now the addresses on QBRM and CRM are pretty
accurate, aren't they?

A I haven't specifically studied the quality of
those typeé of addresses, but I would assume they have a
high degree cf accuracy.

Q Well, certainly for QBRM you are aware, aren't
you, that the mail piece is submitted to the Postal Service
for a determination that it is accurate and correct --

A Actually, I think both CRM and QBRM are supposed
to meet those standards. I just mean in the sense that from
time to time there are some problems that occur, but I
haven't really studied the extent to which that might occur.

Q Okay. Your answer is very helpful. The fact that
these addresses are very accurate helps to reduce the

overall percentage of non-presorted First Class letters that
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incur UAA expenses, doesn't it?

A I am not sure I follow that question. You are
connecting QBRM and CRM mail piece design with costs for
UAA?

Q Maybe I left something out here. Those are
entered in the system as single piece mail, aren't they?

A Yes, they are.

Q And so that that would help -- and they are
non-pregorted, cbviously.

A That's true.

Q And so the fact that those addresses are highly
accurate would help to reduce the overall percentage of
non-presorted First Class letters that require UAA, wouldn't
it?

[Pause.]

THE WITNESS: I understand what you are asking but
I am not really sure I could respond to that because I
haven't really studied it, first of all, but the percentage
of CRM and QBRM as a function of total single piece, I think
there are other mail types that -- it actually depends on
the mail mix, I guess.

BY MR. HALL:

Q Well, certainly we have agreed that these are
letters which have by definition highly accurate addresses

and bar codes.
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A That's true.

Q And you can imagine that there's other mail,
perhaps all the rest of or most of the rest of what is
called single piece mail, that is certainly not subjected to
prequalification standards applicable to CRM and QBERM,
correct?

A That's true.

Q So wouldn't it be logical to assume then that the
accuracy of the addresses and prebarcodes on QBRM and CRM
would tend to lower the overall peréent of First Class
single piece letters that require UAA?

a I would say to the extent that the percent of
those mail pieces where they have accurate addresses, if
that percentage is higher than the residual single piece
volume then I would say that is true, but I don't really
know because I haven't studied it.

Q But just from a matter of logic, you would expect
it to be, right?

A Well, based on the fact that there are
requirements you would, but there are also issues that come
up from time to time with those types of mailers where the
barcode is not -- doesn't match the address block or the
address is incorrect.

I just haven't studied it so I don't really know.

Q Ckay. Well, if that is -- I don't want to push
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you into something that you haven't studied or are
uncomfortable in opining on.

CHAIRMAN GLEIMAN: Mr. Hall, do you have a sense
of how much longer you are likely to go?

MR. HALL: Probably not more than half an hour.

CHAIRMAN GLEIMAN: If that is the case, I would
like to take a break now for about 10 minutes or so. I
think witness could use one. I know the reporter could and
I know I could.

[Recess.]

CHAIRMAN GLEIMAN: Whenever you're ready, Mr.
Hall.

BY MR. HALL:

Q Mr. Miller, would you please turn to your responsge

to Interrogatory MMA-T-24-57?
[Pause.]
I'm sorry, did you say 5°?
Yes.
Okay.

Do you have it?

20 rE o P

Yes.

Q In Part G, we asked you, do you believe it is fair
to compare the results from the Commission's cost models in
the last case, last rate case, to the results of your cost

models in this case? Please explain your answer.
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And your answer is, and I quote, "I believe it is

fair in the sense that the Commission used their results as
a cost basis for their discount recommendations in Docket

Number R97-1, and Postal Service pricing witnesses have now
used my results as a cost basis for establishing discount

proposals for the same rate categories in Docket Number

R2000-1."
Do you see that?
A Yes.
Q Now, I'd like to point out some differences to

you. Isn't it the case that you excluded what the Postal
Rate Commission included, what you characterized as
non-worksharing-related fixed mods cost pools?

A Yes.

Q And it's also true, isn't it, that your costs were
based on a methodology that assumes that labor costs do not
vary 100 percent with volume; is that correct?

A I don't know if I'd use that terminology. I would
have said that the numbers I rely on use the Postal
Service's volume variability methods.

Q Well, do those --

A Which are not identical to the Postal Rate
Commission's.

Q ind is the difference that the -- let's try to

work it the other way. In R97-1, isn't it the case that the
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Postal Rate Commission's cogsts were based on an assumption
that labor costs do vary 100 percent with volume?

A Well, I hate to get caught up on this one issue,
but my understanding is that the volume variability factors
or whatever factors you want to call them, aren't actually
100 percent.

They're close to 100 percent. That's why I tried
to say that my numbers rely on the Postal Service method as

opposed to the Postal Rate Commission method.

Q In any case --

A Exactly.

Q -~ their's is almost 100 percent?

A Yes.

Q Good enough for windage, probably. And yours is a

lot lower?

A Well, for -- I believe it was 180 cost pools that
it was lower.

Q Okay, thank you.

But the result of your using these different
methodologies that we've been discussing, is that you derive
a worksgharing-related savings of -- I believe, on a revised
or corrected basis, of 5.1 cents; is that correct?

I'm sorry, I'm trying to focus you here on basic
automation letters.

[Pause.]
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.\ Did you say 5.178 cents? Is that the number

you're referring to?

Q I just said 5.1 cents.
A Where did that number come from?
Q I'm advised that you're correct that it is 5.178.

It comes from page 18, Table 1, Revised.

a That's the actual figure for automation basic
letters.
Q That's right. Now, in a compelled response of the

United States Postal Service to ABA and NAPM/USPS-T-24-1,
received April 13 at the Commission, the Postal Service is
providing a calculation of worksharing-related savings.
Again, I'm focusing on automation basic letters,
based upon the Commission's methodologies in the last case.

Is that your undergtanding of what's been done

there?
A [No audible response.]
Do you have a copy of it?
A Yes.

I don't know if T would say it's the Commission's
methodologies, because there were several other changes that
were made between R97 and R2000, such as separating the
non-automation presort letters costgs from the automation
presort letters costs.

And all those changes had an effect on the result.
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Q Okay, but in any case, the result is 6.88 cents?
yiY Yeg, that's true.
Q and would you say that that's comparable to the

Commission's results in the last case?

A [No audible response.]

Q Do you know what the results of the Commisgsion's
cost models --

A I don't have the opinion or recommended decision
with me, no.

Q Well, would you accept, subject to check, that for

automation basic letters, it was 7.2 cents?

A I accept that.
Q So would you characterize the 6.88 cents in the
interrogatory response that we've been -- compelled

interrogatory responsge that we've been discussing --
comparable?

A I guess I'm not really sure what you mean by
comparable. Are you saying close in value?

Are you saying, using the same methods?

Q The latter.

A Well, as I said earlier, there were a lot of
things that were changed in the methodoclogy between rate
cases, and those are still reflected in this 6.880 number.
So I'm not sure --

Q Well, as compared with --
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A If you're talking about using total mail
processing costs as a basis for the worksharing-related
savings calculations, using the PRC volume variabilities,
then I can say that those costs are comparabkle.

Q Could you now please turn to your responses to
MMA-T24-6? I am referring you specifically to your response
to part (¢) and also your response to MMA-T24-19 as well.

Now there 1 think you are saying pretty much the
same thing. Our question asked you basically since your new
methodology of classifyving costs in various cost pools has
the effect of disaggregating costs down to a lower level of
cost measurement, did you perform any additional analyses to
ensure that the individual cost pools are in fact accurate,
or in effect were you concerned about that issue?

I believe your regponses in both situations were
that you simply tock these costs as an input, what you call
an input in your analysis and you assumed that the costs
were accurate, isg that correct?

A I don't know if I was asked. I don't think I was
asked if it concerned me but I did say that as an input to
my analysis I assume they were accurate.

Q Okay, and you also indicated that you didn't
perform any statistical analysis for the specific cost
pools, right?

A That's true.
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Q Okay. Now you gaid you talked to your manager. I
believe you said that was Mr. Madison, is that correct?

A Yes.

Q Now if he expressed any concern about the accuracy
of costs when you are getting down to the lower cost pool
levels, would that be something that you think you should
take into account?

A I would take that into account if someone brought
it to my attention or there was some reason to believe
there's a problem, if you are looking at the data and it
seemed like there was an anomaly in one of the cost poocls
for just one category of mail -- maybe that would be scome
sort of indication there is a problem.

Q Okay, thank you. Now could you look at your

responses to ABA-T24-12 and I believe also T24-22.

A That is ABA-227?

Q Yes. I think we may have the wrong first
designation but just bear with me a moment -- no -- I have
it here.

It is part of your introductory response. You say

that you have used a more conservative hybrid cost

methodology -- do you see that language?
A Yes.
Q And similarly in response to T24-22 you say, "If

anything, the assumption I have made has probably led to
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congervative results."

Now by "conservative results," or a more
conservative cost methodology, do ycu mean that you have
been careful not to overstate the workshare cost savings?

A is your question in reference to a specific
interrogatory, because thesgse two questionsg are not about the
same topic I don't think. One of them is about delivery

unit costs.

Q That's part of the cost savinge, right?
A Yes.
Q In both of these interrogatcriesg, you have used

the same type of language to characterize what you have
done, and I am just trying to figure out with you what you
mean by "more conservative" --

A Well, I'm sorry, in response to the first one,
which is ABA/NAPM/USPS-T24-12, my response addresses the
cost pool so my comment was related to the cost pools and
how I classified them.

Q And so what you are saying is that as compared
with the classification in R$7-1, your classification in
this case resulted in lower worksharing related savings, is
that correct?

A Actually I meant it more in terms of the amount or
the number of cost pools that were classified as being

proportional.
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There were fewer cost pools in the last rate case

that were classified as fixed.

0 Well, from whose point of view is that
conservative?
A I guess it is conservative in the sense that I

didn't autcomatically assume that cost pools were worksharing
related. I actually went through each cost pool and looked
at the operationsg that were mapped to each cogt pool and
only classified them as worksharing related if the

operations that were being mapped to that cost pool were

ple
related to letterﬁsortation.
Q So then the answer to my original question was

that you were conservative in being careful not to overstate
worksharing related savings, isn't that right?

A I guess you could say that would ke the end result
of my conservative methods that I used to classgify the cost
pools.

Q Thank you. Now I would like to ask you some
questions about the your BMM benchmark if we could.

Did you choose the BMM benchmark because it
essentially has the attributes of Presort or Automation
Mail, except for the actual presortation and application of
a barcode?

A Actually, I selected Bulk Metered Mail letters as

the benchmark because, as I stated in my testimony on page
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12, line 4, that as the Commission discussed in Docket
Number R97, this is the mail most likely to convert to
worksharing.

Q Okay --

A And I agreed with that statement.

Q Okay, so you -- did you make any independent
determination that BMM letters were the most likely to
convert to worksharing?

A No.

Q So your choice of the benchmark was related solely
to the Commission's choice of a benchmark in the last case,
is that right?

A That's true and in addition I believe i%has also
been used by Postal Service witnesses in previous cases.

Q Okay, I would like to sort of determine how
much -- and we actually tried to determine how much Bulk
Metered Mail there is out there, and so we propounded to you
a gquestion which was Interrogatory MMA-T24-3.

Do you see that?

A Yes.

Q Okay. But, actually, what happened here was you
didn't answer any of those questions that we put there to
you. It is, I guess, probably (a) through (j) or (a)
through (k). Several questions, and you didn't answer them.

You directed all but -- redirected all but (k) to the Postal

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3208
Service for an institutional responsge, and (k) vou
redirected to Witness Fronk for his respcocnse. And I am a
little puzzled, because we are just trying to get some basic
information about, you know, the volume of First Class
letters that was entered as BMM during the base year and
similar information about the benchmark mail that you have
chosen. Why was it that you felt you couldn't answer this
question, or these questions?

A Are you asking me why they were redirected as
institutional responses, or, in the one case, redirected to
Witness Fronk?

0 Yes. Well, I am asking why you didn't answer
them. I mean you are the one that chose this benchmark.

A Well, most of these questions relate to volumes
and there are other witnesses that are relied upon to
provide volume estimates. That is not something that I am
typically familiar with or would have done in my own
testimony. So it ig not something that I would have been
calculating.

Q Okay. But I guess no other witness picked up that
ball, did they?

A I guess I am not sure what you mean by that.

Q Well, you said other witnesses would be more
familiar than you about that, but we didn't get a response

from any other witnesses either, what we got was an
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institutional response. Does that -- should be conclude
from that that there was no other witness in the case that
dealt with wvolumes that cared to answer thig particular
question about Bulk Metered Mail?

MR. TIDWELL: I am geoing to object to that
question. That gets into the reasoning as to why the
interrogatory was answered institutionally, as opposed to by
some other witness, and that gets into matters well outside
the scope of this witness' testimony. I hope that came
across on the microphone.

CHAIRMAN GLEIMAN: I heard you.

MR. HALL: Well, maybe, I don't want to make a
secret of thisg, but, basically, we are convinced that there
really is no such thing as -- there ain't no such animal as
Bulk Metered Mail. This is just a theoretical construct
that has been used for pricing purposes.

CHAIRMAN GLEIMAN: You will get a chance to argue
that both when you file Major Mailers' case and on brief.
But for right now, I think that the witness chose -- I am
not exactly sure how it works at the Postal Service, but the
witness felt that he could not respond and they were
referred for institutional responses or to another witness.
I don't know how pursuing the whys and wherefores of a
referral of an interrogatory is going to further the

arguments that you started to present a moment ago, so I
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think we ought to move on to another area.
MR. HALL: Okay.
BY MR. HALL:

Q Well, it would be fair to say that, based upon
your analyses, such as they were, you don't know if there
is, in fact, any Bulk Metered Mail out there, do you?

.\ I haven't specifically studied that, but I would
algo like to point out that in several interrogatory
responses, I stated that the Bulk Metered Mail letters
estimate is actually the cost for all metered letters with
one c¢ost pool set to zero.

0 And that wasg, for example, in your interrogatory
response to MMA-T-24-27?

a Did you say 2°?

0 Yes.
A Well, I think, yes, it would be in 2(c).
0 Right. Well, as it is defined, I guess, does Bulk

Metered Mail, it has to be clean and have a printed or
typewritten address, doesn't it?

¥: I don't think that is necessarily true. Metered

mail refers to how the postage is applied, and you can apply

metered strips to any mail piece, whether it is handwritten,

CRM, typewritten.

Q Well, does use of that benchmark assume that it is

clean mail?
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A I don't think that is necessarily true.
8] Okay .
A It just assume that it is metered mail that comes

from mailers that have a large volume, so they put it in
trays before they give it to the Postal Service.
Q Okay. Does it have to be uniform in weight, shape

and size?

A No.
Q Deces it have to be properly faced?
A I believe that if you look at the institutional

response to MMA/USPS-T-24-2, where in Part A the guestion
had to do with regulations for entry for BMM, the response

states that they're the same for all metered letters as per

the DMM.
o] So what's the answer?
A I'm not sure what it states in the DMM. I don't

think there are any specific requirements to tray mail or --

at all in the DMM for metered letters.

Q So the same would then be true of BMM, right?

A True.

Q But you've assumed -- I think you discussed this a
little bit in your colloquy with Mr. Hart ~-- that all of

this BMM, all of these BMM letters, if they exist, are
brought to a Postal facility; is that correct, by the

mailer?
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[Pause.]

A I don't recall saying that. I think what I meant
is that it's entered at a Postal facility.

What I was looking at is a response to 2(b) that
asked is Postal personnel ever pick up BMM at maller's place
of business.

And, once again, the response was that the
requirements for BMM letters would be the same as for all
metered letters.

So if they don't have a requirement for that, for

metered letters, it wouldn't be there for BMM letters.

Q Okay, now, you've also assumed in your testimony,
haven't you, at -- I believe it's page 12, but maybe you can
help me out here -- the assumption that BMM letters are

entered in full trays; is that correct?

A Yes, that's what it states.

Q Okay, and did you tell Mr. Hart that there's no
requirement in the DMM that they be presented in trays?

iy I'm not sure if I said that to Mr. Hart, but as
the response to Interrogatory 2 says, there are no
requirements for BMM letters by themselves; they're the same
as for all metered letters.

0 Okay, so, once again, the question is, so what is
the reguirement? 1Is there a requirement?

A No.
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Q Okay. So, the basis for your assumption that they
are all entered in full trays is what?

A It's the assumption that these are mailerg that
have enough mail volume where they would probably in their
own internal operations be traying up mail and have enough
that they bring it to the Postal Service in trays rather
than giving it to a carrier or throwing it in a blue box or
something like that.

But by making that assumption, that assumption is
just made so -- I mean, the result of that assumption would
be that the one cost pool was set to zero.

0 Okay. And that had the effect of reducing the

workshare cost savings by cne-half cent, approximately;

didn't it?
A It was .3 cents.
Q Okay, I stand corrected. Now, this BMM mailer,

wherever he exists, or she exists, they've got a tray out
there.
How many letters can you put in a tray? These are

letters of an ounce or less.

A I think usually the number, 500, is what I recall.
I think it's 500 pieces per tray.

0 And what's a poor mailer to do if the mailer
doesn't have 500 pieces? He's only got 300. Are they

supposed to wait till they can fill up a tray?
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MR. TIDWELL: What category ©of mail would this be?

MR. HALL: This is First Class Mail. This is the
First Class, the magical -- the unicorn mail, we'll call it,
the --

THE WITNESS: Actually, a better way to phrase
that in my testimony would have been to say that the BMM
letters are entered in trays, as opposed to full trays, the
assumption being that it bypasses the cancellation and
metered mail preparation operations.

BY MR. HALL:

Q Okay, so now the mailer doesn't have to have
well, what's the definition of bulk?

A I didn't really try to apply a definition of bulk;
I just made the assumption that these are mailers that have
enough mail that they would bring the mail in trays to the
Postal Service, or would enter the mail in trays to the
Postal Service.

Q Okay. &And let's figure out what is the Postal
Service offering mailers in return for doing all of these
things that we've been discussing, so that you can avoid all

of the mail prep costs?

a Offering them in terms of what?
Q Dollars and cents.
¥\ Well, I believe if you look at the institutional

regponse to MMA/USPS-T-24-3, Part F, it says there are
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currently no rate incentives for BMM letters.

Q Okay. So, in other words, no incentive?
A I believe that's what it said.
Q Okay. Well, let's say one of our BMM mailers

lives in Vienna, but actually the convenient Post Office to
go to is McLean? It's just geographically easier, it
involves less traffic or whatever.

If he's got a ~- 1f he got his meter -- since the
mail's got to be metered mail, right?

If he got his meter in Vienna, can he take it to
McLean?

A I'm not completely sure, but I think if you lock
at the metered mail entry requirements in the DMM, there is
language in there that states that you can make agreements
locally with Postmasters, and it all depends on a lot of
factors like that.

So I think it would be dependent on whether the
Postmaster at that facility wanted to accept it.

Q Okay, so¢ our bulk metered mail person who's not
going to get any incentive for doing any of this, has to go
and make a special arrangement with the McLean Postmaster?

Becauge, normally, he would have to take his
metered mail and deposit it in the Postal facility where it
was licensed or in the jurisdiction where it was licensed;

isn't that right?
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A I'm not sure what the specific requirements are in
the DMM for metered mail.
MR. HALL: Those are all my questions, thank you.
CHAIRMAN GLEIMAN: Mr. Costich?
MR. COSTICH: Thank you, Mr. Chairman.
CROSS EXAMINATION

BY MR. COSTICH:

Q Good evening, Mr. Miller. I'm Rand Costich.
y:\ Good evening.
Q Could you turn to your regponse to Interrcgatory

DFC/USPS-T24-67?

COMMISSIONER LeBLANC: Mr. Costich, I know it is
late, but you are going to have to speak up, please.

MR. COSTICH: Let me see if I can squeeze a little
more power out of this microphone.

BY MR. COSTICH:

Q Do you have that, Mr. Miller?
A Yes.
Q Here you say that mail processing plants are

required to maintain a certain number of firm specific

gseparations on their outgoing primary operations, is that

correct?
A Yes.
Q Can you tell me why that ig?
A I can't really tell you why this is currently
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happening. All I know is in attempting to answer Mr.
Carlson's question I talked to some Operations people and
someone in logistics told me that currently that is the
requirement, but they also stated, as I mentioned later,
that it is under review and she wasn't really sure what was
going to happen later.

¢ Would it make sgsense for a local plant to try to
separate out at the earliest possible time turn-around mail
that was going to a large recipient, larger in terms of
volume?

A In general, I think as I state at the end of this
regponse, that in most plants mail volume dictates what firm
direct holdouts receive a dedicated bin --

Q That sounds to me --

A -- on a given sort plant so it depends on what the
mail on a given sort plan and what the volume is for any
given mailer on that sort plan.

O Well, you can create a sort plan that does
virtually anything in terms of an individual mailer, can't
you?

I guess "mailer" again is not the right term. We
are talking about recipients but large volume recipients you
can always --

A Yes, you can program a sort plan to do anything

based on the zip code informatiomn.
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Q But you have no idea what local plants might put
into these seven firm separations?
A I am not sure really what you are asking -- on the

local level what firms would be holding out?

Q What kind of firms? Say, utilities, cable
companies?
A Well, it depends on the given plant, I guess, but

in general on the outgoing primary or an outgoing primary
for example in a large metropolitan area you would probably

have bins for your larger volume mail recipients

0 Such as utilities and cable companies?
A Utilities, phone bills, cable companies.
Q Do the local plants maintain records on how much

volume goes into these seven separations?

A I don't know if they keep records in the sense
that they document it and save that information but at most
large plants they have a software system called End-of-Run
that you can accesg so you can loock at any given bin on any
gsort plan for most letter automation and determine what

wvolume went to that bin.

O That would be literally at the end of a run,
correct?
A Well, you can group the information in different

ways, like there may be more than one actual end of a run

report. They may have run the same sort plan more than once
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and you could get the aggregate information for a given a
day or a week.

Q And when you say that the requirement is
undergoing review, you suspect that whoever is conducting
the review would be looking at those end-of-run reports?

A Actually I think there's maybe some confusion on
my response to this. What I meant in my response is there
are seven specific actual mail recipients that according to
what I was told, that every plant is required to have a "bin

for"™ on their outgeing sort plan. Is that what you thought?

Q No, that's not what I thought.
A I think there was some confusion, vyes.
0 50 we are talking about seven huge

national recipients of mail, aren't we?

A Maybe in total nationwide, but I think as I said
in this response it is undergoing review because many
facilities are saying they don't have very much volume for
those specific recipients. I think that is why it is
undergoing review but I don't know how it got to this point.
I am sorry about the confusion.

Q All right. Let'g see how fast we can do
nonstandard surcharge.

Would you look at page 19 of your testimony, lines
3 through 7.

Here you are attempting to address criticisms of
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the nonstandard surcharge that arose in the last rate case?

A Yes.

Q And there's three of them that you are addressing?
A Yes.

Q And could we summarize all of your testimony by

saying that you haven't fixed any of those three?

A I don't know if I would say that.

Q Okay. I guess we can't do it fast. With respect
to the first criticism, the validity of the definition of a
non-standard piece, --

A Yes.

Q -- you contend that the current generation of mail

processing equipment relies on that definition, is that

correct?

A Yes.

Q aAnd you refer to some operating manuals for an OCR
and BCS?

A Yes, I do.

Q And that is at page 21, lines 8 through 11?

A Yes, that is true.

o} The handbooks that you refer to are in Library

Reference I-154, is that correct?

A Yes.
Q Do you have that with you?
A No, I don't.
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Q Well, maybe you will remember the small part of it

that matters. For the OCR, the requirements that are shown
there are maximum height, length, thickness and minimum

height, length, and thickness, is that correct?

A I believe that is true.

Q and that is for both an OCR and BCS?

A Yes.

Q In terms of current generation mail processing

equipment, the handbooks you referred to aren't current
generation, are they?

A Actually, those two specific handbocks I put in
there deliberately because they weren't current generation
equipment, because I was using it to support my statement on
page 21, line 13, where I say these requirements are the
focal point around which the current letter mail processing
network has been designed, and that this wasn't a carryover
from 20 years ago. It has always been there, including in
the '70s when i1t first came about, in the '80s when we had
the Bell and Howell bar code sorter and the Burroughs OCR,
and including now when we have the AFCS, which feeds all of
the other current generation of equipment.

Q Let's get back to the actual limits that are
listed in the operating handbooks. They don't list an
aspect ratio, ig that correct?

4 That ig true.
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Q So, at least in terms of aspect ratio, you have
nothing in your testimony now to support the particular
choices there, the aspect ratio must be between 1.3 and 2.5,
ig that correct?

A I haven't specifically studied aspect ratios.

Q But is there in your testimony any support for the
specific aspect ratios that currently exist as part of the
definition of non-standard?

A Well, I believe I address what can happen to mail
pieces that may not meet the aspect ratio requirements, but
I believe I also state that it is somewhat problematic in
that our systems aren't able to always screen out mail
pieces that may violate the aspect ratio.

Q The piece of equipment that is supposed to do that
igs the AFCS, right?

A I don't know if I would say it is supposed to do
it, that would be the best place, if it were possible to
screen out the mail pieces that don't meet the aspect ratio.
To the best of my knowledge, we are not able to pull those
mail pieces out now.

Q Now, with respect to the second criticism that you
were addressing, the gquestion of whether non-standard pieces
receive 100 percent manual processing, you acknowledge that
not all non-standard mail is manually processed, correct?

iy Correct.
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Q If you could lock at page 21 again, lines 21 and
22, you gay in some casges ncn-standard letters are

successfully processed through one or more operations,

correct?
A Correct.
Q Now, 1if a piece makes it through the OCR or the

0S8, it will be sorted to some level, will it not?

A I'm gsorry, could you repeat that?

Q If a non-standard piece actually is successful in
making it through the OCR or an 0SS operation, that means it
will be in a sort bin, correct?

A So you are defining successful as, I assume,
having a bar code? Well, I am just asking because the OCR,
if it is a handwritten address, it is likely that the OCR
itself is not going to apply a bar code.

Q Well, that is what the 0SS does, isn't 1t?

A Yeg, that is why I was asking, are you defining
successful as it has a bar code applied?

Q I guess I don't understand whether it would get
sorted into a sort bin off of an OCR or 0SS without --

A It will get sorted into a bin no matter what. It
just could be a reject bin. That is why I am asking.

Q Well, okay, I was trying to distinguish a sort bin
from a reject bin when I --

A So then it would have a bar code, I guess you are
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gaying.

O Okay. 8o a successful sort on the OCR means it
gets a bar code and it gets into a bin other than a reject
bin.

A Okay .

Q If it has done that, then it has gone through what
amounts to an outgoing primary, correct?

A I think of an outgoing primary asg either operation
871, which is on a regular mail processing bar code sorter,
or 891, which is,éﬁ-delivery bar code sorter. I am not sure

what you mean by outgoing primary.

Q Well, OCRs have bins on them, right?

A Yes.

Q Some degree of sortation is accomplished on the
OCR?

A Yes.

Q Do you have another name for that other than

outgoing primary?

A Well, their outgoing primaries aren't -- they are
called outgoing primary on an OCR, but that operation
specifically, because of the changes that were made over
time, and the smaller number of bins compared to other sort
plans, or pieces of equipment, its function really now is to
lift an image of a mail piece. It is not so much sortation,

so that -- I was just trying to understand what you were
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asking me. But the operation and number itself might

officially be called outgoing primary.

Q Well, the OCRs have, what, 96 sort binsg on them?

A Actually, they have either 44 or 60. The MPBCS
has 96.

Q So, if we knock off the reject bins, at least 40

possible separations on an OCR?

A Well, it depends, 1 suppose, on the specific
facility, but I would assume that is a good estimate,

Q And if a piece makes it through there, it is
sorted, to some extent, right?

A Yes.

Q 2All right. And there is some probability that
non-standard pieces, that is pieces with a square aspect
ratio, or almost square, will keep on going through the
automated system and being successfully processed, correct?

a They could be.

Q Well, T used some probability in my question.

A I haven't really studied probabilities associated
with aspect ratics, so I wouldn't know what that probability
would be.

Q Have you considered the possibility that letter
shaped pieces with low aspect ratios are similar in terms of
the degree of manual sorting to presorted nonstandard pieces

rather than nonpresorted, nonstandard pieces?
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A So your question was did I compare single piece
nonstandard letters that I guess by definition did not meet
the aspect ratio requirement, did I compare that to presort
letters instead of -- or manual presort letters instead of
manual single piece letters?
Q Yes. 1If these square pieces make it through some
degree of automated procesgsing and then get rejected into
manual, aren't they more like presorted pieces in terms of

the manual handling that they receive?

A I didn't consider that.
Q Could you consider it now?
A I am not really sure I am following what you are

saying. If they are not presorted, if they went through an
outgoing primary I wouldn't consider them presorted so I
wouldn't be comparing it to presorted maill pieces.

Q In terms of the entry characteristics of presorted
mail, some of it is equivalent to mail that has received
only an outgoing primary, is that correct?

iy That's correct.

Q And if a square piece made it farther into the
automated mail stream, got sorted more finely but then
rejected at some point before carrier route, that would also
be similar to at least one type of presort mail, would it
not?

A I guess I am still not really following where you
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are going with that question, but I can say that the costs I
used in Exhibit -- I'm sorry, Attachment B for manual single
piece letters were just for manual sortation and to revise
that model based on the percent of mail that might wviolate
the aspect ratio yet gets processed successfully at
different stages of the postal mail processing network, I
would have had to have data that I did not have, so I used
manual letter sortation as a proxy, I guess.

Q Could you look at page 22, line 1 -- lines 1
through 3. Here you are saying it would be costly to try to
figure out what we were just talking about, is that correct.

A That is correct.

Q And you say that the benefits from attempting tc
study that particular situation would outweigh the costs?

A In my opinion, yes.

Q And is that because most nonstandard pieces aren't
letters anyway?

A That might be one factor.

Q I mean that is the point you go on to make in the
next sentence, correct?

A Correct.

Q So whether you went to the trouble of determining
how many square pieces get sorted on automation or get
partially sorted on automation would not affect the ultimate

number that you get as the additional cost of nonstandard
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pieces?
y:\ It wouldn't have a significant impact.
Q I guess the question becomes if there is no

gignificant impact on cost, why impose the surcharge on
these pieces in the first place?

MR. TIDWELL: Mr. Chairman, the Posgtal Service
would observe that the gquestions relating to why a
particular surcharge should be imposed are guestions which
ought to be directed to the witnesses who are designing the
rates and surcharges in thisg case as opposed to the cost
witness.

MR. COSTICH: Well, Mr. Chairman, I understoocd
this witness to be addressing the criticisms that had been
directed at the nonstandard surcharge in the previous case,
and it seems to be that is what his testimony is here for,
to explain why there is a nonstandard surcharge for these
types of pieces.

MR. TIDWELL: He ig explaining what costs are
associated with it and there is another witness who then
explains why there ought to be a surcharge associated with
those costs, and your question was why charge a surcharge,
and so it seems to me that the question is one that is more
appropriately directly to the witness sitting to my left,
who proposes the rates for First Class Mail.

CHAIRMAN GLEIMAN: If we can get an answer cut the
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witnegs sitting to Mr. Tidwell's left, who I assume will be
across from Mr. Tidwell sitting on the witness stand and not
have that witness refer us back to this witness when he gets
up there, does that satisfy your needs or do you wish to
pursue thisg?

There is a cost difference, is that what you are
trying to pursue?

MR. COSTICH: I am trying to get this witness to
acknowledge that there is virtually no cost difference,
which I thought I had him acknowledge, and then again it
becomes a gquestion of why this particular portion of the
nonstandard mail stream gets the surcharge.

CHAIRMAN GLEIMAN: Well, we will get that argument
as was the case with Mr. Hall when OCA puts on its case
and/or files its brief.

If I understcod you correctly, vou -- I think the
information you got from the witness is the information you
are going to get from the witness, and I think that perhaps
you can reserve that question for the pricing witness, whose
name, by the way, is?

MR. TIDWELL: Mr. Fronk.

CHAIRMAN GLEIMAN: Okay -- just so we all
remember, and I think I heard some heads shake in the
affirmative that Mr. Fronk would not refer it back to Mr.

Miller.
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BY MR. COSTICH:

0 Mr. Miller, that's why we are still cross
examining.

Could you look at page 23 of your testimony, lines
5-77

[Pause.]

You say that in order to ensure that letters
received by the Postal Service are best suited for the
current equipment designs, it is important that the
non-standard surcharge also be applied to letters with
non-standard aspect ratios; is that correct?

A That's true.

Q But when we were talking about specifications for
current generation of mail processing equipment, there was
nothing in there about aspect ratios; correct?

A There was some tegtimony discussing aspect ratios
and that they can be problematic. Are you asking me if

there was 1nformation about the aspect ratio in the

handbocoks?
0 I think we agreed there wasn't.
A Yes, that's true, but my testimony does discuss

the aspect ratio.
Q Okay, let's look at lines 3 and 4 on page 23. You
say the one element, I guess of your cost analysis, that is

not conservative is the assumption that non-standard letters
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are processed manually; is that correct?

A That's correct.

0 And this is because some non-standard letters, the
ones with the non-standard aspect ratios, do get processed
on automation, correct?

A In one or more operations, that's correct.

0 If we can go back to page 19, lines 3-7, the third
criticism you're addressing is the lack of specific

supporting CRA cost data; ig that correct?

A That's correct.
Q And what have you done to improve that situation?
A On page 22, lines 12 to 14, I state that Witness

Daniel regponded to that criticism by calculating costs for
pieces that weighed one ounce or less.

Q And she's done-bBiat-in this case as well?

A Well, I believe that wasn't done in the last rate
case, but in this rate case, it has been done.

Q And how did you make use of Witness Daniel's
information?

A Well, as I state in the following égéégzéion page
22, it may be difficult to precisely estimate those costs by
both ocunce increment and shape for mail pieces weighing less
than an cunce.

So we did calculate those costs; it just may not

be possible to rely on those costs.
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Q And you didn't; did you?

A No.

Q In fact, there's no change in the methodology for
calculating the non-standard cost difference, correct?

A Well, there's very little change to the ultimate
methodology, but we did attempt to address the concerns from
the last rate case.

Q And by address the concerns, you mean you
calculated costs by shape and weight increment?

A Well, that was one area that was investigated.

Q Well, that's the area we're focusing on now. You
-- or, rather, Witness Daniel caculated those costs and you
decided not to use them; is that correct?

A I don't know if I would say that I sgspecifically
decided not to use them. After discussgions with her, I
decided not to use them.

Q And that's because they're not reliable?

[Pause.]
BY MR. COSTICH:

Q I think you want to look at your Attachment B,
although I guess the formula is in the text part of your
testimony.

A That is actually what I was looking for. I used
average costs, I did not use cogts for any wail piece,

regardless of shape, that weighed less than an ounce. Had I
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used the costs that weighed less than an ounce, the results
in Attachment B would have been higher.

0 Well, I guess my question is going beyond that.
If we look at page 22, line 29, that is where you have got
the cost difference for flats, is that correct?

A Yes.

Q And what you start with is the average unit cost

for single piece flats, correct?

A Correct.

0 So that 1is flats of all welights, correct?

A Correct.

Q What we wish we had there is flats of one ounce,

is that correct?

A Correct.

Q And then you subtract the average single piece
cost of letters.

A Actually, I should have rephrased what I -- when
you said you want the costs for flats that weigh less than
an ounce, you want those costs to the extent that you are
comfortable with the result that you obtain. And Witness
Daniel had costs for all these shapes that weigh less than
an ounce for both single piece and presort mail, and after
talking to her about it, I made the decision to use average
cost as a proxy. But had I uged the cost that she digd

calculate, the result would be higher.
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Q Okay. That would be, if we look at line 29,
replacing average single piece flats unit cost with unit
cost of cne ounce flats?
A You are asking, if I had used her data, is that

what it would say?

Q Right.
A Yes.
0 and with respect to what you are subtracting

there, average sgingle piece letters unit cost, we would be
using the average cost of all single piece First Class under
one ounce-?

A That is correct.

Q And is that what you did in response to an OCA
interrogatory? Again, it was Number 6 that we were looking
at earlier.

A That interrogatory, I believe it is labeled as --

I'm sorry, that revised Attachment B is labeled the response

to &{(qg).
Q Yes.
A Which is discussing the proxy for single piece

flats, the cost difference between single piece flats and
single piece letters is a proxy for parcels. And, so, in
regponse to that, I have included the cost, average cost far
parcels.

Q But, again, that is the average for all First
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Class single piece parcels?

A Yes, that is true.

Q And you got a higher difference when you did that,
right?

A Yes.

Q Have you anywhere presented what we were talking

about a moment before, using Witness Daniel's --

gy All the cost results for one ounce or less?
Yes.
A No.

MR. COSTICH: Mr. Chailrman, could we asgsk that that
be provided?

CHAIRMAN GLEIMAN: We sure can.

MR. TIDWELL: Seven days?

CHAIRMAN GLEIMAN: Seven days.

MR. COSTICH: ©No further questions, Mr. Chairman.

CHAIRMAN GLEIMAN: Is there any follow-up?

[No response.]

CHAIRMAN GLEIMAN: There doesn't appear to be any
follow-up.

Questions from the bench?

[No response.]

CHAIRMAN GLEIMAN: I just have two real guick
ones, I think they are real quick anyway. Question are real

guick, I don't know about the answers. ABP/NAPM-USPS-T-24-1
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was request to you. It was the subject matter of some
motion practice, including a motion to compel and we denied
the motion to compel with respect to part (a) and directed
the Postal Service to respond to part (b). The Postal
Service did respond to part (b). Was that response prepared
by you or under your supervision?

THE WITNESS: Yes, it was.

CHAIRMAN GLEIMAN: How long did it take to prepare
that?

THE WITNESS: I would say roughly one day.

CHAIRMAN GLEIMAN: To add up a couple of columns
of numbers, would you say that amounted to --

THE WITNESS: Well, I think part of, in this case,
answering that motion to compel was really trying to

understand what people wanted, and we talked quite a bit

about -- actually, more than a day in that instance, about wf&éitd

we thought people really were asking for, because it wasn't
clear to me anyway.

CHAIRMAN GLEIMAN: Okay. Thank you.

Follow-up to gquestions from the bench?

[No response. ]

CHAIRMAN GLEIMAN: That brings us to redirect.

Mr. Tidwell, would you like some time with your witness?

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{202) 842-0034




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3237
EVENING SESSION
[6:00 p.m.]

MR. TIDWELL: Yeg we would. Could we have 10
minutes, please.

CHAIRMAN GLEIMAN: You certainly may.

[Recess. ]

CHAIRMAN GLEIMAN: Mr. Tidwell?

MR. TIDWELL: Mr. Chairman, the Postal Service has
no redirect.

CHAIRMAN GLEIMAN: Then there 1s really going to
be a very, very little bit of follcow-up.

MR. TIDWELL: I don't know. With this crowd you
never know.

CHAIRMAN GLEIMAN: Zero is a number I was told.

MR. HALL: Yes, Mr. Chairman, I think I only have
a half an hour of follow-up, so --

CHATIRMAN GLEIMAN: Well --

MR. HALL: No, I do have one minor procedural
matter, with your indulgence.

Today 1 filed a motion to compel more responsive
answers to interrogatories that Keyspan had put to USPS
Witnegs Campbell.

As to many of those answers, the motion was timely
filed. As to some, it probably should have been filed

yvesterday.
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In fact, I did try my best to get it on file
vesterday but my office was cloged up early because of the
prctest going on in Washington, the office being located
within three or four blocks of the World Bank.

CHAIRMAN GLEIMAN: We didn't notice anything. We
were here.

MR. HALL: I didn't say I did either, but my
office staff was not available to prepare the motion and get
it on file, go I would agk leave to file it one day out of
time to the extent that it may be deemed untimely.

CHAIRMAN GLEIMAN: Ordinarily I would ask you to
file a motion but in light of the fact that it is late in
the day I wouldn't dare ask you to file a motion asking for
late acceptance and we will accept the late-filed motion to
compel and the Postal Service will have an opportunity to
respond to the motion.

MR. HALL: Thank you, and there ig one other
matter that counsel for the Postal Service and I have agreed
upen, and that is I had requested in here a shortened
regponge period of April 21 and counsel informs me that he
needs to be preparing a witnessg before the end of this week,
so I have graciously agreed that the answer could be filed
on Monday and he agrees to that as well.

MR. TIDWELL: Counsel has gracicusgly agreed that I

can work on the response on Easter Sunday is what he has
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done.
[Laughter.]

CHAIRMAN GLEIMAN: You have until 4:30 in the

afternocon on Easter Monday to file the response, but if need

be, have Mrs. Tidwell call me and I will explain the
situation to her, that it is all Mr. Hall's fault.

[Laughter.]

CHAIRMAN GLEIMAN: If there is nothing further
that concludes our business for the day.

Mr. Miller, we appreciate your appearance here,
your contributions to the record. You are excused.

[Witness excused.]

CHAIRMAN GLEIMAN: We will reconvene tomorrow at
9:30 and receive testimony from Postal Service Witness
Bradley again, and from Witness Crum.

You all have a nice evening.

[Whereupon, at 6:14 p.m., the hearing was
recessed, to reconvene at 9:30 a.m., Wednesday, April 19,

2000.]
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