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P R O C E E D I N G S  

[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. 

Does any participant have a procedural matter to 

raise this morning before we begin? I hope no. 

[No response. 1 

CHAIRMAN GLEIMAN: Good. Moving right along, as 

my colleague over here from Louisiana says, our first 

witness today is Michael Bradley. Dr. Bradley is already 

under oath. 

Mr. Koetting, or Mr. Cooper or whoever wishes to 

can proceed when ready. 

MR. KOETTING: Yes. Thank you, Mr. Chairman. The 

Postal Service calls Michael Bradley as its next witness. 

Whereupon, 

MICHAEL D. BRADLEY, 

a witness, having been recalled for examination and, having 

been previously duly sworn, was examined and testified 

further as follows: 

DIRECT EXAMINATION 

BY MR. KOETTING: 

Q Dr. Bradley, I have handed you a copy of a 

document entitled "Direct Testimony of Michael D. Bradley on 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  
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Behalf of the United States Postal Service," which has been 

designated as USPS-T-22. Are you familiar with this 

document? 

A I am. 

Q Was it prepared by you or under your supervision? 

A I prepared it. 

Q If you were testify orally today, would this be 

your testimony? 

A It would. 

MR. KOETTING: Mr. Chairman, the Postal Service 

moves the admission into evidence of the direct testimony of 

Michael D. Bradley on behalf of the United States Postal 

Service, USPS-T-22. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 

CHAIRMAN GLEIMAN: Hearing none, I will direct 

counsel to provide the reporter with two copies of Witness 

Bradley's testimony and the testimony is received into 

evidence. As is our practice, we will not transcribe the 

Postal Service direct testimony into the record. 

[Direct Testimony of Michael D. 

Bradley, USPS-T-22, was received 

into evidence. 1 

CHAIRMAN GLEIMAN: Are there any Category 2 

Library References? I heard a shake of the head that 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



_- 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3248 

indicated a no. 

MR. KOETTING: There are none, Mr. Chairman. 

CHAIRMAN GLEIMAN: Dr. Bradley, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available to you earlier 

today? 

THE WITNESS: I have. 

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: They would. 

CHAIRMAN GLEIMAN: No additions or corrections? 

THE WITNESS: No, sir. 

CHAIRMAN GLEIMAN: Counsel, if you would please 

provide two copies of the designated written 

cross-examination of the witness to the reporter, I will 

direct that the material be received into evidence and 

transcribed into the record. 

[Designation of Written 

Cross-Examination of Michael D. 

Bradley, USPS-T-22, was received 

into evidence and transcribed into 

the record. I 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



3 2 4 9  

BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 
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Secretary 
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Page 1 of 1 

Response of United States Postal Service Witness Bradley 
to 

Interrogatories of NAA 

NAANSPST22-1. Please referto page 15,lines23-25ofyourtestimony. where you state 
that 'Attributable costs Incorporate only the cost of the last unit produced, whereas 
Incremental costs incorporate the costs of all of the units produced.' 

a. Please confirm that the quoted statement assumes that 'attributable costs" are 
defined as marginal costs (or volume variable costs). 

Please confirm that the Postal Rate Commission has not, in past cases, defined 
"attributable costs' as marginal costs (or volume variable costs) in all cost 
segments. 

b. 

NAAIUSPS-T22-1 Response: 

a. Not confirmed. Attributable costs are defined as the sum of volume variable costs 

and specific-fixed costs. 

b. I'm not sure I understand the role of the qualifier "in all costs segments.' I believe 

that the Commission has attempted to apply a consistent definition of attributable 

cost In all cost segments. That definition specifies that attributable mst is the sum 

of volume variable and what the Commission has defined as specific tixed costs. 
I can thus confirmthat In cost segmentsthat contain specificfixed costs, ettributable 

cost will exceed volume variable cost. 
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Response of United States Postal Service Witness Bradley 
to 

Interrogatories of NAA 

NAANSPS-T22-2. Does the term 'intrinsic cosr as defined in your testimony at page 20 
include product speclfic costs that do not vary by volume (so long as at least one unit is 
produced)? If not, please explain. 

NAAIUSPST22-2 Response: 

Intrinsic costs do not vary with volume at the margin. There are two types of product 

specifw: costs in the Postal Service cost stntcture: specific fixed costs and intrinsic costs. 

Neither vary with volume at the margin but the former is a fixed cost and the latter is a 

variable cost. 
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Page I of 1 

Response of United States Postal Service Witness Bradley 
to 

Interrogatories of NAA 

NAARISPS-T22-3. Are the sass costs incurred by a city carrier in accessing a single 
subclass stop an example of an intrinsic cost? If not, how would you classify single 
subclass access costs? 

NAANSPS-T22-3 Response: 

No. I would classify the pool of single subclass costs as volume related incremental cost. 

As volume of a subclass increases, some of that volume may go to a previously uncovered 

stop. If so, a single subclass stop is created and additional access cost is incurred. 
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Response of United States Postal Service Witness Bradley 
to 

interrogatories of NAA 

NAANSPS-T224. Please identify the ways in which your definition of incremental costs 
differs from the Postal Rate Commission's definition of 'attributable costs." 

NAAIUSPS-T22-4 Response: 

The definition of attributable cost indudes volume variable cost. This means that all units 

of the product are multiplied by the marginal cost of the last unit produced. incremental 

wst. in contrast. multiplies each unit of the product produced by its own marginal cost. 

This means that in components in which the variability is less than one. incremental cost 

will exceed attributable cost. 

In addition. the definition of Incremental cost includes both specific fixed costs and intrinsic 

costs. The definition of attributable cost includes only specific fixed cost. it is informative 

to note, however. that the difference may be greater in definition than in measurement. 

In the past, the Commission swms to have classified some intrinsic costs as "specific 

fixed' and thus included them in attributable cost. 
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Response of United States Postal Service Wtness Bradley 
to 

Intemgatorles of UPS 

UPS/USPS-T22-1. Confirm that 'intrinsic costs.' such as the expedited air network 
premiums (see USPS-T-22, p.20, footnote 17), were previously called bpecific fixed costs" 
by the Postal Service. If you do not confirm, please explain. 

UPSNSPS-T22-1 Response: 

Not Confirmed. It is my sense that there was a bit of confusion about terms in this area 

in Docket No. R97-I. It is also my sense that intrinsic costs were never explicitly 

identified but were included as part of 'product specific costs.' For an explanation of the 

relationship among intrinsic costs, speclfiofixed costs, and product-specific costs, please 

see my answer to your interrogatory UPSNSPS-T22-3. 
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Response of United States Postal Service Witness Bradley 
to 

Interrogatories of UPS 

UPS/USPS-T22-2. Refer to Docket No. R97-I. USPS-T-41, p.4. where witness Takis 
presents a graphical comparison of Incremental costs and volume variable costs, and to 
Docket No. R97-1. Tr. 473537, where witness Takis discussed the use of the term 
"specific fixed." 

a. Confirm thatthe 'darkly shaded triangle'on page4 of USPS-T-41 represents 
those costs Which are associated with the economies or diseconomies 
which are reallzed or lost as volumes change" (Docket No. R97-1.Tr. 4735) 
If you do not confirm. please explain. 

Confirm that a product's specifiefixed cost is not included in this 'darkly- 
shaded triangle.' If you do not confirm, please explain. 

Are a product's intrinsic costs included In thls 'darkly-shaded triangle"? 

b. 

c. 

UPSIUSPS-T22-2 Response: 

a. As I understand it, the "darkly shaded triangle' represents the difference between 

incremental cost and volume variable cost in the diagram. In this diagram, 

incremental cost exceeds volume variable cost because the marginal cost of each 

unit of the driver decreases as the number of units provided increases. I believe 

that it is this latter characteristic that is associated with economies of scale. 

b. Confirmed. 

c. I don't think that this chart contemplated the role of intrinsic costs. 

.- 
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Response of Unlted States Postal Sefvice Witness Bradley 
to 

Interrogatories of UPS 

UPSNSPSl22-3. Providea precisedefinition oftheterm'product-specificcos~' Include 
in your definition the relationship between product-specific cost and each of the following 
terms: 

a. Specific-fixed costs; 

b. Intrinsic costs: 

c. Costs that are associated with the economies or diseconomies that are 
realized or lost as volume changes. 

UPSIUSPS-T22-3 Response: 

The definition of product- specific cost and the relationship among product specific costs, 

specifiofixed costs. and intrinsic costs are described in Section IV. B. of my testimony, 

starting at page 33. The definition of product-specific costs and its relationship to other 

costs are repeated here for convenlence: 

Before discussing their role in the incremental cost calculation, 
we should probably be dear as to what product specific costs 
are. Product-specffic costs are Incurred if any amount of the 
product is provided, butthey do not increase at the margin with 
additional unfts of that product. 

There are two types of product specfic cost in the 
Postal Service cost stnrcture: specifc fixed costs and intrinsic 
costs. Specific-tixed costs do not vary with variations in the 
product's volume; indeed, they would be incurred even if the 
product'svolumefelltozero. However,theyarecaused bythe 
provision of just one product and would not exist if the product 
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Response of Unlted States Postal Servke Witness Bradley 
io 

Interrogatories of UPS 

was not part of the Postal Service’s output vector.’ 

The other type of product-specific costs can be called 
inMnslc costs. These are variable costs that arise because of 
the particular characteristics of a product but do not vary at the 
margin. Consider two instances of intrinsic costs in the postal 
cost structure; these instances occur in the priority Mail 
distribution operations and in network air transportation. The 
Priority Mail distribution operations exist for the purpose of 
expediing the handling of Priority Mail. They can and do sort 
other classes of mail, but wlthout Priority Mail, those classes 
would be sorted in other operations. Consequently, if the 
Postal Servlce decided not to provide Priority Mail, the 
institutional costs for these operations would not exlst. These 
costs thus are part of Priority Mail’s incremental cost. 

In similar fashion, the network costs exist for the 
transportation of expedited mail. For example, it is my 
understanding that the Eagle Network exists forthe purpose of 
providing air transportation for Express Mail. Network air 
transportation is more expensive than commercial air 
transportation and this additional expense, In the case of the 
Eagle network, is caused by Express Mail. Regardless of 
what mail is actually carried on the network. the Intrinsic costs 
exists because of the characteristlcs of Express Mail. 

The roles of specific fixed costs and intrinsic costs in the 
incremental costcalculation can be illustrated analytically. The 
total cost in a cost component can be divided Into fixed cost 

’ Note that producing a product at zero volume and eliminating a product from 
the output vector are not the same thing. Product-specific advertising expenses are 
incurred before the fact and exist even i f  no units of the advertised product are soid. On 
the other hand, If the f in  did not plan to sell the product at all, no advertising would be 
incurred. 



3 2 5 9  

Page 3 of 5 

,- 

I 

Response of United States Postal Service Witness Bradley 
to 

Interrogatories of UPS 

and variable cost.' This Is described analytically as: 

Note the two types of fixed cost Fa and F,. The former 
represents futed and common cost. which exist for the 
provision of all products and are not part of the incremental 
cost of any. The F, represent specifidixed costs. Within the 
postal costing structure, variable costs are well defined and 
this equation can be rewritten as: 

Later on. at page 38. my testimony presents an analytical definition of intrinsic costs: 

The first of our two instances of intrinsic costs arise in the 
Priority Mail distribution operations. As explained above. 
other classes of mail are handled in these operations, but they 
are designed primarily for the handling of Priority Mail. That is. 
the operations were created because of the exlstenca of 
Priority Mail and would not exist otherwise. The incremental 
cost calculation reflects thls. From the base-year cost model, 
one obtains the volume variable costs of the individual 
products handled In a PdorHy Mail operation. One also then 
Mentifiesthe inetitutionalcost. The incremental costfor Priority 
Mail In a Priority Mail operation is thus calculated as its volume 
variable cost and the total InstiMional costs. Mathematically. 
the incremental cost of Priority Mail (IC,,) in one of these 

Variable cost is not the same thing as "volume variable cost." In fact, volume 
variable cost is a subset of variable cost found by multiplying the total variable cost times 
the relevant "volume variabllity' or cost elasticity. 
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Response of United States Postal Service Witness Bradley 
to 

Interrogatories of UPS 

operations Is glven by:' 

where e,, is Priority Mail's share of the driver. 

The other instance of htrinslc cost is for dedicated air network 
transportation. In these cost components.the volume variable 
cost is found by multiplying the amount of the driver (pound- 
miles) times the (constant) marginal cost of commercial air 
transportation. (8). In product cost model, the cost function for 
the dedicated air network is thus given by: 

where the bar on the driver indicates that Its amount is fixed 
with respect to small changes in volume and a, represents the 
cost of a pound mile of dedicated network air transportation? 
One can express the volume variable cost for Express Mail as 
the product of the cost of a pound-mile of commercial air 
transportation times the number of poundmiles required:' 

Wt+ p,D,. (23) 

Note that there am no k e d  costs In these components. 

It is my understanding that the air network is shed for a minium scale and 
more capacity exists than is required to handle just the Express Mail. Thus marginal 
increase in Express Mail volume do not affect the capacity of network. 

The volume variability of commercial air transportation is one. 

' 
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The incremental cost of Express Mail in this component adds 
in the intrinsic cost to the volume variable cost: 

.- 
I 

I'm not sure exactly what was meant by 'Costs that are associated with the economies or 

diseconomies that are realized or lost as volume changes." However, the other part of 

incremental cost (the only part that is left after accounting for specifiefixed and intrinsic 

costs) is the volume related cost caused by the product. That is represented by the 

term U,D?(I - (1 -e$() from equation 12 from my testimony, reproduced below for 

convenience. 
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UPSNSPS-1224. Wtness Kay usesthe ten Volume related incremental cost’at line 26. 
page 4 of USPS-T-23. Provide your definition or underetanding of this term. and describe 
the relationship between ’volume related incremental cosr and eachofthefollowing terms: 

. 

a. Product-specific costs, 

b. Specific-fixed costs; 

c. Intrinsic costs; 

d Costs that are associated with the economies or diseconomies that are 
realized or lost as volume changes. 

UPS/USPS-T22-4 Response: 

When Witness Kay uses the term ‘volume related incremental cost.’ she is referring to 

those costs that are caused by a product and that vary with the level of provision of that 

product. In the incremental cost calculation, they are give by the term: a,D?(l- (1 - e,)’’). 

I provide a detailed description of the relationship among product-specific costs. specific 

-fixed costs. intrinsic costs and volume related cost in my answer to USP/USPS-T22-3. 

However. the following taxonomy may be helpful. 

Product-specificcostsaremedeupofspedficfutedcostsand intrinisiccosts. 
(Neither of these costs vary with volume at the margin). 

A product‘s total InCnUnental cos! Is made up of& product-sped!lc cost and 
its volume related incremental cost. 
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UPSNSPST22-6. Refer to page 34 of your testimony. where you state that it Is '[your] 
understanding that the Ea te networkexlste *the pupnle of providing airtransportation 
for Express Mali.' USPS 82 , at34, lines f&17. ~lalnthebaslaforyourunderstanding. 

UPSRISPST224 Response: 

My understanding Is based upon the testimony of Wwess Takis on this subject in Docket 

No. R97-1 and discussions with Postal Service transportation experts. 
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UPS/USPS-T22-7. Please refer to page 2 ofthe testimony of witness Pickett, USPS-Tl9. 
where he sWes that 'Dremlutn costs of the Eagle and Westem networks are treated as 
Incremental io Expt8sa Mail." USPS-TI 0. at 2, lines 2-3. Is it your understandlng that the 
Western network exists for the purpose of providing alrtransportatlon for Express Mail. if 
80. provide the basis for your understanding. , 

UPSNSPS-122-7 Response: 

My testimony presentsthe new Postal Senrice method of computing incremental cost and 

provides the mathematical basis for calculating incremental costs. it was not necessary 

for me to review the details of the Westem network to develop that mathematical basis. 

However, because the Postal Service treats the premium cost of the Western network as 

incremental to Express Mail, then I would infer that the network exists for the purpose of 

'providing air transportation for Express Mall.' 
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UPSNSPS-T22-8. Refer to the testlqmny of witness Xle, USPS-T-1, page 24, Table 9. 
Confirm that, InBY96, ExpressMa~accountedbrQpercxtnt($1.161.0001$12,398,000)of 
non-premlum Westem Network costs. 

UPSNSPS-T22-8 Response: 

In response to your Interrogatory. I obtained a copy of witness XWs testimony. On page 

24 of witness Xle's testimony, I found a table entrtled 3YQ8 Western Network Costs and 

Confidence Intervals.' I found the numbers $1,161.O00 (assodated with Express Mail) 

and $12,398,000 (associated with the Total). When I dlvlded the two numbers I obtained 

0.36%. 
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UPSNSPS-T22-9 Refer to rootnote 28 on page 38 of your testimony, where you state that 
.It is my understandlq that the alr nehWkb sjzed for a mlnlmurn tcale.' Refer also to the 
responseoftha Postal Servleeto Inferrogatoly UPSNSPS-TI-17, redirected frornwitness 
Xie. in which fhe  ost tal SWvlce indlcates th@ on August 20,1999, the aircraft deployed 
on the Western network were upgraded from D G W s  and DG9-15s to 727-200s. 

a. On page 38, footnote 28. of your testimony are you referrlng to the scale of the 
Western Network prlorio AuOust 27,1999 or its current scale? 

b. If you were referring to the scale of the Western Network as it existed in BY98, is 
it you oplnlon that armntly, tdlowlng the upgrade to 727-200s. the Western 
Network le still at the minimum efficient scale needed for the transportation of 
Express Mal? 
Provide supporting data by mail class and subclass to show how rislng mail 
volumes have affected the scale ofthe Western network. 
Provide volume data by man class forthe Western Network from August 20.1999. 
through AP4, W2000. 

c. 

d. 

UPSIUSPS-122-6 Response: 

a. Neither. I was not aware of the physlcal contiguratkm of the aircraft on the Western 

network. I was just providing a general statement for the context of the following 

mathematical expression: 

In thh expression, C Is the acuued cost, D k the cost driver (pound miles of 

dedicated alrtransportetion), the bar on the driver Indicates that its amount is fixed 

with respect to small changes In volume. and a, representsthe cost of a pound mile 

of dedicated network alr transportatton. 

.. . . . . .  . .  
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b. My testimonyprovldes the analytical structure for calculating Incremental costs. On 

pages 37-38. I present the mathematkal basis for calculating inwemental costs for 

the dedicated air network under the condkion that arnall changes in volume do not 

bting forth changes In Its capadty. I dM not undedake, as It was not required for my 

testimony, an investigation of the nature of the Westem network either before or 

after August 27,1999. 

In response to your Inquiry, however, I investigated why the a l r d  were changed 

in the Western network. The response from Postal Service air transportation 

experts indicated that it did not have to do with volume but with technical aspects 

of network transpodation. I do not purport to be an expert in this area, but I was 

abletoobtain infomation thatwasrespon&etoyourquestlon. In particular, I was 

Informed that altemaUve aircraft wem specitled due to the following reasons: 

1. The fact that DG9s use different sired cargo containers than other aiwaft. 

'This apparently makes it diffiarlt and tima consuming to connect between 

DGOs and other alrwafi. In addition, I am told that it also reduces 

efficlencies when the Postal Servlce has to have multiple-slzed containers 

on &e. 
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2. DGQs apparently have a reduced presence in the marketplace. The Postal 

Senrice believes that OGQ’s cost and cargo displacement have W e  them 

less attractive to the industry. Therefore, the Postal Service was concerned 

that a sdlcitatlon requiring DGgS would have been meet with a lot less 

competition and availability. 

3. I was told that a reduced presence for the DGQ in the marketplace results 

in a higher cost. that is then comparable to the cost of the larger 727-100. 

For example, Postal Service transportation experts indicated that reduced 

availability can cause maintenance difficulties as parts and trained 

mechanics are more difficult to find. In fact, the Postal Service apparently 

had occasion8 In which they had contract bids induding 727s that were 

priced less then the current mst of using DGQs. 

4. The requirements for the Western Network solicitation did not spec’ify the 

type of almfl. Rather, I was told that it required containers that were 

compatible with the ‘ A 2  container. DG9s am not compatible with this type 

of container as they apparently cany’A4”containers. In addition. I was told 

that the solicitation required that ability to carry eight ’A-2. containers, which 
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cwld be satisfied by a 727-100. The Postal Service believes, however. that 

many offeror8 bid the equlpment that they had available. Because of the 

prevalence of 727-200s In the Industry, these larger elrcraft (which 

apparently can hold twelve 'A-2. containers) were included in the bids. 

Finally. I was Informed that the Postal Service believes that it obtained the 

setvices ofthe larger aircraft at a cost that it expected to pay forthe smaller 

aircraft. That is, they did not specify end pay for larger aircraft for volume 

reasons. 

Given thls Infomation. it seems reasonable that the Western network is sized for 

technical efficiencies associated with providing network transportation and not due 

to changes In the volume of Express Mail or any other class or subclass. 

c. This part of the interrogatory has  been redirected to the Postal Senrlce 

d. This part of the interrogatory has been redirected to the Postal SewiOe 

. .  . . _  . .  



- i 

8 

9 

10 

11 

12 

13 

14 

1 5  

16 

17 

18 

19 

20 

21 

22 

23 

24 

25  

3270 

CHAIRMAN GLEIMAN: Is there any additional written 

cross-examination for Witness Bradley? 

[NO response. 1 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross-examination. The Office of the Consumer Advocate is 

the only participant that I am aware of that filed a request 

for oral cross-examination. Is there anyone else who either 

filed or didn't file and wishes to cross this witness? 

[No response. I 

CHAIRMAN GLEIMAN: If not, then, Mr. Costich, you 

can begin when you are ready. I hope you are of stronger 

voice this morning. If not, pull the mike closer. 

MR. COSTICH: Well, it is early in the morning, 

perhaps that will help. 

CHAIRMAN GLEIMAN: Is it early in the day, but it 

is hardly early in the morning. 

MR. COSTICH: Right you are. 

CROSS-EXAMINATION 

BY MR. COSTICH: 

Q Good morning, Dr. Bradley. 

A Good morning. 

Q Could you look at your response to interrogatory 

UPS/USPS-T-22-3? 

A I have it. 

Q On page 3 of that response, toward the bottom, 
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there is a quotation from your direct testimony, is that 

correct? 

A That is correct. 

Q And you are discussing intrinsic costs, is that 

correct? 

A That is correct. 

Q And you give an example of intrinsic costs 

occurring in Priority Mail distribution, is that correct? 

A Yes, sir. 

Q You say that while these operations may process 

other classes of mail, the operation would not exist but for 

the existence of Priority Mail, is that the point you are 

making? 

A That is my understanding, yes. 

Q If I could pose a hypothetical to you, would the 

same concept of intrinsic cost apply where a combination of 

two subclasses of mail exist and cause the existence of a 

particular cost, would that be also - -  or conceivably an 

instance of intrinsic cost? 

A To be sure - -  I think the answer is yes, but to be 

sure I understand your question, in the hypothetical we have 

an operation which is in existence only because of the 

existence of the two products that we are discussing. And 

in that instance, there could be intrinsic costs which were 

incremental to those two products, yes. 
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Q Well, that is - -  I guess several folks are having 

a little difficulty figuring out where intrinsic cost fits 

in with the overall notion of incremental cost. 

A Sure. 

Q These are fixed costs? 

A Okay. If you would just, if you would allow me a 

little latitude, I would be glad to first explain sort of 

where they fit in and then specifically answer your 

question. No, they are not fixed costs. These costs are a 

little hard because, let's think about - -  specific fixed 

costs is a concept we are probably - -  we are familiar with, 

and these are costs which exist to provide the product but 

don't vary with volume. In most part, that is 

understandable. 

But the Postal Service is an organization that has 

a lot of labor, and they have a lot of variable costs. So 

there are certain things that they do which really aren't 

fixed costs in the traditional sense that you have to pay 

them even if you don't provide the product, but yet those 

costs exist even in their amount without any variation in 

volume. An example here might be Priority Mail operation in 

this case where there is a certain amount of cost dedicated 

to setting up and having that operation in place, and those 

are labor costs. 

Now, if you didn't have Priority Mail, you 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1014 
Washington, D . C .  20036 

( 2 0 2 )  8 4 2 - 0 0 3 4  



.-. 

- i 

i 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3273 

wouldn't have to pay those costs. So this isn't like 

lawyers' fees or fixed building costs, which is fixed, 

whether they have the operation or not, but yet once you set 

up that operation, those costs no longer vary with volume at 

the margin. So their responsibility goes to Priority Mail 

but they are not the classic fixed costs which - -  fixed 

costs means I have got to pay it whether I have the product 

or not. That is, you know, a commitment I as the firm has 

made and I have got to pay it. 

So, intrinsic costs are trying to fill in the gap 

in the Postal context when you have traditional variable 

costs that are part of the provision of a product, but 

really would go away if you didn't have the product itself. 

So, that very long answer to your question is, no, 

they are not specific fixed, and the reason that one would 

know that is if we didn't provide the product, the costs 

would disappear. 

Q Okay. The description you have given of fixed 

costs or intrinsic costs, or rather the distinction you are 

making between intrinsic and fixed sounds more like a 

distinction I used to be familiar with, a distinction 

between fixed and sunk. 

A Well, - -  

Q Does the concept of sunk costs get in here at all? 

A No. No. Neither of these costs are sunk. Sunk 
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costs are fixed costs which are not recoverable, have no 

salvage value, that once they are spent, they are gone. And 

that is not really the issue here at all. 

Q Okay. When you say the intrinsic costs are costs 

you have to pay, but would go away - -  

A Right. 

Q - -  if you eliminated the product, - -  

A Right. 

Q - -  I think I can follow that. 

A Okay. 

Q But when you were trying to distinguish fixed 

costs, you said costs that you have to pay whether you 

provide the product or not, is that - -  did I hear you right? 

A Right. The traditional - -  I will give a general 

traditional economic response and then we can think about 

some Postal examples. The classic case is the law firm. 

You know, a law firm goes into business and they have to 

contract for space and they sign a contract for that space 

or, you know, they buy it, and they pay those costs. Now, 

if the partnership doesn't work out and the lawyers never go 

into business, well, those costs were still incurred and 

they are fixed costs, even though the product was never 

provided. That is, you know, the classic story of what a 

fixed cost is. 

From the Postal perspective, fixed costs would be 
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similar. It is a cost that the Postal Service has incurred 

and that has to be paid even though zero amount of the 

product will be provided. 

Q Okay. I guess the trouble I am having is I was 

thinking of a similar example, a lease or a buying of space. 

You can always sublet or resell what you bought. At least 

in your lawyer example, I would think there would be a fine 

market for getting rid of your unfortunate lease or deed. 

A Not being an expert in real estate economics, it 

seems reasonable to me that there is some possibility the 

landlord may let you out of the lease. Maybe not, I don't 

know, it depends upon, I guess, how good a rental contract 

he negotiated with you. 

But that is really, the issue there is determining 

the size of the fixed cost. In other words, in your 

hypothetical, if the original rental contract was for 

$10,000 a year and I can sublet it for eight, then the two 

mixed be the fixed. Or it could be that, you know, the 

lease would not be a fixed cost. If you can - -  if it is 

costs you don't have to incur, then it wouldn't have to be 

fixed . 

Q Okay. In your example of a lease for 10,000, and 

you can sublet for eight, the eight would be something like 

your fixed costs, and the two would be a sunk? 

A I think the two is a fixed cost. That's - -  the 
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eight, actually, as it turns out, because you have the 

ability not to incur it, it would be - -  it's more variable 

costs. 

It's a cost I can get rid of if I no longer 

produce output. Again, I'm not that expert on the nature of 

leasing, and maybe that old example predates, it seems. 

But I think the idea of fixed costs is pretty 

simply defined as costs that the firm incurs, even at zero 

output - -  zero level of output. 

COMMISSIONER LeBLANC: Mr. Costich, I'm sorry to 

interrupt you. 

MR. COSTICH: Sure. 

COMMISSIONER LeBLANC: Dr. Bradley, are you saying 

then that you have a - -  it's almost a variable and an 

institutional combination? Forget what you call it, whether 

it's specific fixed or whatever it is; it's institutional; 

is it not? 

In other words, you're drawing a very fine line 

there between institutional and specific fixed, to me. 

THE WITNESS: Yes. 

COMMISSIONER LeBLANC: And what you just said, if 

we use your example of the attorneys, that cost is there; 

therefore, it is institutionalized. They still owe it, and 

it's just a play on words at that point as to what you call 

it. 
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THE WITNESS: Okay, let me try to be clear: The 

whole point of intrinsic costs is to avoid making costs 

institutional. In other words, the notion behind intrinsic 

costs is to recognize that there are some variable costs 

that are associated with individual products that should not 

be just put into institutional. 

That‘s its goal; it’s trying to increase the 

circumference of the costs that are attributed or 

incremental, to classes. 

So, I agree, it’s a bit awkward, but it’s an 

attempt to try and make sure that when one thinks about all 

the types of costs that the Postal Service incurs, you have 

this mechanism to get them back to products. 

They’re very much like specific fixed costs. And 

the distinction is one that just allows for the possibility 

that the Postal Service does incur costs that it cannot 

incur if it doesn’t provide the product, but don‘t vary at 

the margins. 

COMMISSIONER LeBLANC: Well, we’ll get into it 

later. I didn’t mean to interrupt you, Mr. Costich, thank 

you. 

MR. COSTICH: Sure. 

BY MR. COSTICH: 

Q Well, perhaps another way to go at this is to ask 

you to distinguish between two costs you just mentioned. 
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A Okay. 

Q Variable costs or even volume variable costs, and 

then costs that vary at the margin, do you see a distinction 

there? 

A Okay. Variable costs, broadly defined, are costs 

that are incurred if output is produced. 

So we're not saying whether they vary at the 

margin or not. Those are costs that are associated with 

production of the product. 

Volume variable costs are costs that are 

associated with additional production. They do vary at the 

margin. 

So I'd make a distinction between the general 

classification of variable costs, and volume variable costs. 

In the Postal contracts, labor is an example. 

Again, we can get into distinctions, but, generally 

speaking, labor has traditionally been characterized as a 

variable costs. 

It's something the firm generally has the ability 

to shed if they don't produce output. 

But as you know, not all labor costs are volume 

variable, because not all vary at the margin. So I would 

make the distinction between variable as a class of costs, 

and volume variable. 

Q Are you familiar with the phrase, inframarginal 
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costs? 

A I've heard it. 

Q Is that what you're trying to describe when you 

talk about intrinsic costs? 

A NO, no. 

Q Well, what is your understanding of inframarginal 

costs? 

A I'm reluctant to bring another term into this 

discussion, but inframarginal costs, I think was an attempt 

to try to get at this notion that when the Postal Service 

has scale economies, the cost of the last letter provided, 

the marginal cost incurred, is less than the cost of the one 

before, the one before that, the one before that. 

And so inframarginal costs is just a way of 

capturing the degree to which the cost of that last letter 

is below the cost of some previous amount. 

Q So this concept applies when the marginal cost 

curve is actually declining? 

A That's correct. 

Q So it really wouldn't apply in your analysis; 

would it? 

A I'm not sure where that came from. My analysis? 

Throughout my analysis, marginal costs were 

declining, virtually for every component. 

Oh, you mean in the discussion of intrinsic costs? 
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Q Yes. 

A Again, a5 I think I said, inframarginal and 

intrinsic aren't the same. 

Q Gee, and I thought I might have a handle on it. 

A I'm sorry. 

Q Let's see, could you look at page 45 of your 

testimony? 

A Sure. I have it. 

Q Line 2. 

A I have it. 

Q You mention that the Postal Service in this case 

is going beyond single product incremental cost and has 

looked at 2 6  pairs of products; is that correct? 

A That is correct. 

Q These pairs of products, Express and Priority, is 

that one of the pairs. 

A I think there is a - -  I don't know, offhand, to 

tell you the truth. I think the Postal Service does do a 

combination for expedited products, which is, I think, 

Express and Priority. I don't think there is anything else 

in there. 

Q Would a similar possible combination of two 

products be First Class letters and sealed parcels and 

Standard-A Regular? 

A Would that be a combination? Sure. 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 20036 

(202) 842-0034 



I 

I -  

- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

12 

13 

14 

1 5  

1 6  

1 7  

1 8  

1 9  

2 0  

2 1  

22 

23 

2 4  

25  

3 2 8 1  

Q Have you analyzed any possible incremental costs 

of that combination? 

A I actually haven't calculated incremental costs of 

any combinations, no. So the answer is no. 

Q I take it it's Witness Kay who does the actual 

calculations? 

A That's correct. I'd be happy to talk to, you 

know, issues in terms of feasibility and that kind of stuff, 

but the actual calculations, I haven't done. 

Q I began by asking you about a operation the Postal 

Service performs that might go away if two products were 

eliminated. 

Would it be reasonable to think about the 

possibility that the delivery network of the Postal Service 

would be radically altered if First Class letters and sealed 

parcels and Standard A regular were to disappear entirely? 

A Yes, sir. 

Q There would probably be a change in the delivery 

network? 

A I think that's fair. 

Q Instead of thinking about that in terms of groups 

of subclasses, if one - -  do you think it is reasonable to 

think about the delivery network in terms of shape if there 

were no letter-shaped pieces, only flats and parcels? Would 

there be likely a change, a significant change in the way 
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the Postal Service delivers the mail? 

A That one is a little harder because my somewhat 

ready agreement with the previous one wa5 under the 

assumption that the vast majority of volumes are First and 

Standard A regular. It is less clear if there were no 

letters what that would mean for the volumes of flats and 

whether indeed you would have the same significant volume 

reduction. 

Q Does your approach to analyzing incremental costs 

allow for the possibility that a product doesn't completely 

disappear but volume reduces significantly, say 80 percent? 

A The incremental cost of a product is defined as 

the entire amount of cost associated with its provision and 

I really haven't contemplated calculating the incremental 

cost of 80 percent of a product. 

It is not inconceivable to me that one could think 

about that exercise but one would have to be very careful in 

doing so because I hate to say this but it would affect the 

specific fixed and intrinsic cost parts of your calculation, 

and for those two parts it is not the amount of volume that 

matters but whether the product is offered at all. 

I just don't want to leave with the impression 

that the incremental cost of an 80 percent, 90 percent 

number would be 8 0  or 90 percent incremental cost of the 

whole product. 
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Q I wouldn't expect that either - -  

A Okay. 

Q - -  but if 80 or 9 0  percent of a product were to 

disappear, does it seem likely to you that after full 

adjustment to that volume change the technology used to 

supply the remaining volume would be radically different 

from what had been used to supply the original volume. 

A That would really be something I think you would 

want to do on a case by case basis and look  at the product 

and look at the technologies and analyze it. 

Q I am not asking you at this point about any 

specific products or any specific technology but just in the 

abstract would you expect that result, at least in a firm 

that had significant declining marginal cost. 

A Again I think it is a question that is very hard 

to answer in the abstract. 

It very much depends upon the nature of the 

activity and the nature of the size of the class compared to 

the overall activity and things like that. 

I don't think it is - -  I would not jump to the 

general rule to say well, just because 70 percent of a 

class's volume went away that would mean a radical 

alteration in its technology, no. 

Q I will probably reveal how long ago it was that I 

studied economics, but I read an article by George Stigler 
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entitled, "Economies of Scale Are Limited by the Extent of 

the Market." Is that either an article or a concept that 

you are familiar with? 

A I don't want to reveal how long ago I studied 

economics either but I do remember the title, yes. 

Q Does that title along suggest that if there is a 

60 or 80 or 90 percent drop in volume of a product that 

there may be economies of scale lost and therefore a 

significant change in the total cost of production of the 

new level of output? 

A I don't know so much how the title relates to the 

question but certainly it is possible that if a product 

loses a substantial amount of its volume the marginal costs 

will rise significantly because you have moved up the cost 

curve. 

You have lost the advantages of scale and 

economies, and I think that is your question, and the answer 

to that is yes. 

Q Back to the concept of intrinsic cost. 

Does that fit in anywhere in that situation, where 

the volume doesn't go to zero but it goes to significantly 

less? 

A Right. In that case the intrinsic cost would 

still have to be incurred. The idea behind intrinsic cost 

is that the provision of the product makes you have to be 
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ready to man the windows or accept the product in the 

processing facility or transport or whatever the case may 

be, and it is perhaps the expedited nature of the product or 

whatever that causes you to undertake these costs, so they 

are very much like specific fixed costs. They are, just as 

an economist would define them, variable costs, so they 

would still be there. 

Q Well, I think we have agreed that in a situation 

where 8 0  percent of the volume disappears that there can be 

some shedding of costs? 

A Yes. Oh, yes. 

Q But not intrinsic costs? 

A Correct. 

Q Is that what you are saying? 

A What you would shed there would be the 

volume-related incremental cost. 

Q But you couldn't use the current unit attributable 

cost or unit volume variable cost in order to estimate how 

much cost would be shed, could you? 

A If we are still in the world of declining marginal 

costs, then you would not use the current average 

incremental costs to estimate the total reduction of volume. 

You would have to redo the incremental cost exercise. 

Q And what you would have to pick up is what we were 

discussing earlier, the inframarginal costs? 
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A Yes, yes. 

Q Okay. So in the case of declining marginal cost, 

if a significant volume disappears but doesn't go to zero - -  

A Right. 

Q - -  you are still left with the specific fixed 

costs? 

A Correct. 

Q You are still left with the intrinsic costs? 

A Correct. 

Q But you can shed these inframarginal costs that 

exist between the two volume levels? 

A Exact1 y . 

MR. COSTICH: Thank you. I have no further 

questions, Mr. Chairman. 

CHAIRMAN GLEIMAN: Thank you, Mr. Costich. 

Is there any follow-up? There doesn't appear to 

be. 

Any questions from the bench? 

[No response. I 

CHAIRMAN GLEIMAN: I just have one question. Mr. 

Costich touched on a number of questions that I had about 

the intrinsic nature of intrinsic. 

I am kind of curious about what a unit is, in your 

mind. You talked before about a letter; you actually had to 

spell the word out for the Court Reporter. Is a unit just a 
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single piece or is a unit something more or can it be 

something more? 

THE WITNESS: It could be. It could be. In part 

I think it depends upon which part of the postal activity we 

are talking about in terms of a unit could be a cubic foot 

mile of transportation or it could be - -  

CHAIRMAN GLEIMAN: I am talking in terms of 

volumes. 

THE WITNESS: Oh, okay. Could a unit be more than 

a single letter? 

CHAIRMAN GLEIMAN: Yes. 

THE WITNESS: Yes, it could be. 

CHAIRMAN GLEIMAN: Could it be more than 100,000 

letters if they came all at one distinct point in time? 

THE WITNESS: I would say probably not, given the 

nature of - -  well - -  I would say probably not because when 

we talk about units in this vague sense we are really 

talking about small additions to output and to my mind 

100,000 seems like it is big but maybe not compared to - -  is 

it 60 billion, dot, letters a year or whatever so - -  

CHAIRMAN GLEIMAN: Actually it is - -  

THE WITNESS: Sixty billion dollars - -  

CHAIRMAN GLEIMAN: In terms of letters it is 100 

billion, First Class letters or First Class pieces, excuse 

me. 
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THE WITNESS: I think the answer would be to look 

at the technology and to see if traditionally output is 

sized in 100,000 units - -  100,000 letter units - -  I used the 

word again - -  100,000 letter units. Is that a traditional 

unit of production? You know, is the end of a run filling 

up a truck and bringing 100,000 letters out? If so, then we 

could think of it as a unit. 

CHAIRMAN GLEIMAN: What about if it was filling up 

a whole bunch of airplanes? You had “x“ planes and then you 

had a whole bunch more mail and you suddenly had “x plus 

one” plane and you had to have that plane because you had 

however many pieces of mail - -  letters, parcels and whatever 

else it took to fill up that one additional plan. Is that a 

unit? 

THE WITNESS: No. See, there the airplane is an 

input not an output and units refer to the output, the 

letters and the flats, that kind of stuff. 

CHAIRMAN GLEIMAN: But the technology in this case 

is how you transport mail so it is delivering mail not 

through a machine, which has a throughput of 10-30,000 

pieces an hour, but it is the amount of mail that you need, 

the additional unit of mail that requires you to have some 

additional transportation costs. 

THE WITNESS: But in your hypothetical I don’t 

think it would be - -  was the plane carrying just that one 
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letter or was it filled again? I thought your hypothetical 

was just the additional letter, in which case the additional 

unit would just be that letter. 

CHAIRMAN GLEIMAN: Well, I am talking about a 

whole bunch of pieces of mail that suddenly appear on the 

scene and require you to go from "x" airplanes or "x" pieces 

of transportation equipment to " x  plus one" pieces of 

transportation equipment. 

You talked in terms of technology and throughput 

of machines and I am just talking about another part of the 

postal system. Instead of the processing I am talking about 

the next thing that happens after processing, which is 

transporting it and I am just wondering that in light of the 

fact that you said or I understood you to say that looking 

at technology, you know, it could be 100,000 letters if that 

is the way you measure maybe throughput on a machine, 

whether in terms of transportation costs you couldn't have a 

measure of intrinsic incremental costs that relates to this 

additional volume of mail that requires you to add another 

piece of transportation equipment. 

I think you would agree in that case that that is 

an intrinsic incremental cost because you are adding an 

airplane. 

THE WITNESS: I would certainly agree in that case 

that in that case it was incremental to the products that 
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caused you to add the airplane, yes. 

CHAIRMAN GLEIMAN: Okay, but on the other hand, so 

then a unit could be whatever it takes to fill up an 

airplane ? 

THE WITNESS: If the - -  I think it get it. If the 

Postal Service is buying air transportation in airplane 

chunks and it pretty much filled the airplane every time, 

then in that case, you could think of the unit as the volume 

to fill an airplane. 

Just like in the rail, I think they buy it by the 

van, and in that case, the unit would be a van. So, you 

know - -  

CHAIRMAN GLEIMAN: Christmas Air Network would be 

an intrinsic incremental cost, or volume variable cost? 

THE WITNESS: I think my understanding of the 

Christmas Network i s  that it is intrinsic incremental cost. 

CHAIRMAN GLEIMAN: Why? 

THE WITNESS: My understanding is that the network 

is put in place for the - -  

CHAIRMAN GLEIMAN: Excuse me, the network is put 

in place to handle a specific unit of additional mail that 

couldn't be carried on all the airplanes that the Postal 

Service had previously contracted for. 

You have to add a plus-one to the X-number of 

airplanes that you will use to transport the mail, so the 
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Christmas mail is a unit of mail. 

THE WITNESS: I see. I understand now. The 

difference is and the reason I would draw the distinction is 

the following: 

When w talk about the marginal cost of an 

additional unit, we're talking about in this case, I think, 

Priority Mail, adding another unit of Priority Mail 

throughout the whole year. 

That is, when you do a marginal cost of Priority 

Mail - -  when I do a marginal cost of Priority Mail for, 

let's say, a base year, that really is a marginal cost of 

Priority Mail, given its characteristics throughout the 

whole year. 

And I think what we have here is the Christmas 

peak. So it's really not an increase in volume in the sense 

of a year-over-year-over-year increase in volume, but just a 

blip in volume that causes Priority Mail to incur these 

additional costs at the peak. 

For example, if that mail came spread out 

throughout the year, the same volume would not cause those 

Christmas Network costs to be incurred. 

CHAIRMAN GLEIMAN: What rule is there in economics 

that says that you have to measure costs in terms of a year? 

Or is it just a convenience of the Postal Service? 

THE WITNESS: No, no. A year doesn't - -  it 
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doesn't have to be a year, but it has to be defined for a 

given product output. In other words, the rule in economics 

is that when I want to find out the marginal cost of a 

hamburger, I have to define that unit as the characteristics 

associated with producing it. 

And if it's a seasonal product, I want to include 

all the seasons. And so the reason to use the year here is 

simply because of the seasonality in mail. 

CHAIRMAN GLEIMAN: But there is no seasonality to 

Christmas mail, per se, as a unit; it comes every year at 

Christmastime. 

THE WITNESS: I guess if the product was Christmas 

Priority Mail or Priority Mail sent in December or whatever 

that two-week or three-week period of time is, then we might 

say that those costs were volume variable to Christmas 

Priority Mail, if that's a product sent only then, sure. 

CHAIRMAN GLEIMAN: Thank you. 

COMMISSIONER GOLDWAY: Can I follow up? 

CHAIRMAN GLEIMAN: Sure, please. 

COMMISSIONER GOLDWAY: Under this pattern of 

discussion, would that mean then that the costs or the rates 

for Christmas Priority Mail would be different from the 

costs and rates f o r  the rest of the year, because you've 

identified a unit that's just Christmas mail? 

THE WITNESS: Certainly the costs would be 
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different. Whether the rates would be different, would, of 

course, be a different matter, but the costs would be 

different , sure. 

COMMISSIONER GOLDWAY: So if we were to define 

that product in a certain way? 

THE WITNESS: That's right. 

COMMISSIONER GOLDWAY: And I have another question 

tnat I think also deals with Priority. In the example you 

used, you said that intrinsic fixed costs would be costs 

such as the labor, the established labor system developed to 

handle the Priority system. 

THE WITNESS: That's correct. 

COMMISSIONER GOLDWAY: Whether or not you had one 

piece or 100 pieces. 

THE WITNESS: That's correct. 

COMMISSIONER GOLDWAY: Are you saying that that 

labor cost is not now attributed to Priority Mail? 

THE WITNESS: I believe it is currently attributed 

to Priority Mail, yes. 

COMMISSIONER GOLDWAY: And how is it currently 

attributed? 

THE WITNESS: In the Postal Service model, it's 

part of Priority Mail's incremental cost, and in the Postal 

Rate Commission's model, it's part of Priority Mail's 

attributable costs. 
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COMMISSIONER GOLDWAY: So you're just identifying 

a different name for something that's already been captured 

in terms of costs? 

THE WITNESS: Yes, in that example. 

COMMISSIONER GOLDWAY: Are there costs that you 

think have not been captured and you're offering this new 

definition because we have to rethink this system and 

identify new costs? 

THE WITNESS: My motivation is to go through this 

definitional battle to ensure in the future when people do 

incremental costs, they - -  I think the Postal Service has 

done what they could to figure out what they are now. 

But, you know, as technology changes and process 

changes, I think it's important to be sure that you're 

capturing all the costs going to products. 

So, I introduced this difficult term to ensure all 

categories of costs are on the table when one does 

incremental costs. So I think in this case, they've done a 

job of trying to find all those. 

But, who knows in the future, and that's why I 

wanted to go through the battle. 

COMMISSIONER GOLDWAY: Thank you. That clarifies 

it for me. 

CHAIRMAN GLEIMAN: I got a little confused with 

the question and answer that just transpired. 
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Going back to what I was asking you, if we defined 

Christmas mail as a unit that occurred every year at the 

same time and it was an expected volume, which it is, and 

that's what the Postal Service contracts ahead of time for, 

a Christmas air network. 

Then those costs would be costs that varied with 

volume. 

THE WITNESS: O f  the Christmas mail? 

CHAIRMAN GLEIMAN: Of Priority Mail, because 

Priority Mail goes up every year at the same time, as 

opposed to being intrinsic costs. 

THE WITNESS: NO, they vary with the volume of the 

product called Christmas mail or Priority Christmas mail, 

not Priority Mail as a product. 

There are a lot of costs in the Postal Service 

that are higher at one time or another, but when volume 

rises, we want to take into account, whether it's 

distribution characteristics across stops or it's seasonal 

pattern throughout the year. 

CHAIRMAN GLEIMAN: So now you say that Christmas 

mail cannot be perceived as a unit of mail? 

THE WITNESS: No, no. Let me try to be clear: 

When we were agreeing that there was this new product called 

Christmas Priority Mail, that's when I agreed. 

CHAIRMAN GLEIMAN: I didn't say it was a new 
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product. 

THE WITNESS: Oh, I misunderstood. 

CHAIRMAN GLEIMAN: I said it was additional volume 

that occurred every year at the same time; that the Postal 

Service knew it was coming - -  just add that they know it's 

coming every year at this point in time. 

And I was asking about it in the context of how 

you defined a unit, whether a unit had to be a single piece. 

You told me that, no, it didn't have to be a 

single piece, that it could be the throughput on a piece of 

equipment which could be 10,000, 30,000, 100,000 pieces. 

And we then discussed the fact that you suddenly 

have, not looking at processing, but looking at 

transportation, you have a throughput issue here also, and 

you need another airplane to handle this additional volume 

of mail that suddenly arrives on the scene. 

And the cost of the airplane varies with volume, 

therefore. That's where I think you were. 

THE WITNESS: Almost. I think the difference is 

that what you're talking about, or what we were talking 

about there was month-to-month or season-to-season 

variations in volume, as opposed to year-over-year or 

sustained increases in volume. 

And when we talk about how costs rise with volume, 

we're saying if volume goes up throughout the production 
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process - -  and that production process might involve peaks, 

not shifting volumes from peak-to-peak. 

In the example you gave, if, all of a sudden, 

people decided to send more mail at Christmas and less mail 

in the summer, even though the total volume of Priority Mail 

stayed the same, costs would change. 

And so that's why I think those costs are 

intrinsic to the existence of that product, not the amount 

that's sent throughout the whole - -  through all the seasonal 

patterns. 

CHAIRMAN GLEIMAN: And if the Postal Service needs 

to hire - -  needs to have workers work overtime because the 

volume varies, then the overtime costs are intrinsic? 

THE WITNESS: Now, we're talking about over time? 

CHAIRMAN GLEIMAN: Just forget about - -  you ve 

decided that the convention is that you have to look at it 

for a year, and you have to look at it from year to year. 

So, during a given year, the Postal Service has to 

have its complement of workers work overtime at some times 

during the year. 

And at other times during the year, they just put 

in their 40 hours, sometimes, you know, working hard for the 

whole 40 hours, and sometimes because volume is rather 

light, perhaps not working as hard as they might otherwise. 

THE WITNESS: Right. 
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CHAIRMAN GLEIMAN: The machines aren't running as 

many hours, let's say that, because the workers always work 

hard. 

But if the overtime associated with cyclical 

volume, because nobody peak-loads, you know, plans for peak, 

I assume - -  that's why you have overtime - -  then overtime is 

intrinsic? 

THE WITNESS: Overtime would be volume variable to 

the extent that labor hours are overall. I wouldn't make 

the argument that overtime was intrinsic, per se. 

I don't know if it's 100 percent variable, but 

labor hours as a total vary with increases and decreases in 

volume, you know, assuming the seasonal patterns. 

CHAIRMAN GLEIMAN: Are labor costs the only costs 

that can vary with volume? 

THE WITNESS: Oh, no, of course. 

CHAIRMAN GLEIMAN: Okay, thank you. I have no 

further questions. 

Any other followup? 

[No response. I 

CHAIRMAN GLEIMAN: Okay, no followup questions 

from the Bench? 

[No response. I 

CHAIRMAN GLEIMAN: Would you like some time for 

redirect? 
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MR. KOETTING: I would like a few minutes, Mr. 

Chairman. 

CHAIRMAN GLEIMAN: How much is a few? Give me a 

unit? 

MR. KOETTING: Five minutes. 

CHAIRMAN GLEIMAN: Five minutes it is. 

[Recess. I 

CHAIRMAN GLEIMAN: Mr. Koetting? 

MR. KOETTING: I do have a couple of questions, 

Mr. Chairman. 

REDIRECT EXAMINATION 

BY MR. KOETTING: 

Q First, Dr. Bradley, there has been a fair amount 

of discussion of the cost of the Christmas Network and the 

intrinsic nature. 

Are all of the costs of the Christmas Network 

intrinsic? 

A No. I don't think I made that clear in my 

discussion that only the premium portion of the Network's 

intrinsic. The bulk of it's volume variable. 

Q The second question, Dr. Bradley, is, you had an 

exchange with Commissioner Goldway in which she was 

inquiring about the new terminology in your testimony. 

And her question, as I recall it, was something 

along the lines of, is all you're doing here is introducing 
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new terminology for costs that have already been attributed 

to products? 

And you pointed out that in the specific example 

she was talking about, that was true, both under the Postal 

Service's approach to costing and the Commission's approach 

to costing. 

Getting away from that specific example to a more 

general question, would it be true that all you're doing is 

introducing new terminology to merely reflect costs that are 

already identified with products under both the Commission's 

and the Postal Service's approach to costing? 

THE WITNESS: I think that my answer was 

specifically related to this costs and intrinsic costs. As 

a general matter, incremental costs are above the 

Commission's attributable costs, and so they're not exactly 

the same; in fact, they're larger. 

MR. KOETTING: That's all I have, Mr. Chairman. 

CHAIRMAN GLEIMAN: Do I understand correctly from 

having plowed through your testimony that none of the 

formulas that you've used have an element in them that 

reflects what you call intrinsic incremental costs? 

THE WITNESS: There are formulas for intrinsic 

incremental costs. 

CHAIRMAN GLEIMAN: In your - -  

THE WITNESS: In my testimony. 
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CHAIRMAN GLEIMAN: When you had variables in your 

- -  did you include intrinsic incremental costs as a variable 

in any equations? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: Could you just tell me where 

they are? 

THE WITNESS: Sure. 

CHAIRMAN GLEIMAN: Or not just everyplace, but a 

couple of places, and then I can take it from there, 

assuming you use the same designations. 

THE WITNESS: Where they generally appear is the 

section, the role of product-specific costs. For an 

example, if we look on page 38, there is this term, alpha 

minus beta times D. That is an example of intrinsic costs. 

It's a formula, Equation 24. 

CHAIRMAN GLEIMAN: Thank you, sir, I appreciate 

it. Is there any other follow on redirect? 

[No response. 1 

CHAIRMAN GLEIMAN: Is there any more re-redirect? 

MR. KOETTING: No. 

CHAIRMAN GLEIMAN: That being the case, Dr. 

Bradley, that completes your testimony here, an at least for 

this round of hearings on R2001. I don't know whether we'll 

see you back later on or not. 

We appreciate your appearance and your 
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contribution to the record. We want to thank you, and 

you're excused. 

[Witness Bradley excused.] 

CHAIRMAN GLEIMAN: Mr. Cooper, if you want to call 

your next witness? 

MR. COOPER: Yes, the Postal Service calls Charles 

Crum to the stand. 

CHAIRMAN GLEIMAN: Counsel, you can proceed. 

Whereupon, 

CHARLES L. CRUM, 

a witness, having been called for examination, and, having 

been first duly sworn, was examined and testified as 

follows: 

DIRECT EXAMINATION 

BY MR. COOPER: 

Q Mr. Crum, I'm handing you two copies of a document 

entitled Direct Testimony of Charles L. Crum on Behalf of 

United States Postal Service, marked as USPS-T-27. 

Are you familiar with that document? 

A Yes, I am. 

Q Was it prepared by you or under your direct 

supervision? 

A Yes, it was. 

Q I understand you had number of minor changes you 

wanted to point out today? 
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A The first one was on page 14, line 23. That 

should have been changed consistent with errata filed April 

14th; that number should be .385 and not .384. 

Similarly, on page 17, line 6 ,  that number should 

be ,385 and not ,384. 

Finally, Attachment J, Table 1, while I was going 

through my notes yesterday, I realized that the printed 

version of Attachment J, Table 1, was incorrect. 

The electronic version filed in LR-1-175 is 

correct, and the numbers in the body of testimony are 

correct; the numbers supplied to the pricing witness were 

correct, and the supporting numbers to that table were all 

correct. So this is purely a cosmetic change, and I have 

replaced that page in the packet. 

MR. COOPER: With those changes, I would move 

admission of this document into the evidentiary record. 

CHAIRMAN GLEIMAN: Is there any objection? 

MR. PRZYPYSZNY: I'm John Przypyszny on behalf of 

AAP. While we don't have any objection to the Postal 

Service revising the testimony of Mr. Crum, I'd just like to 

bring to your attention, the manner in which this has been 

done. 

On Friday, they filed some revisions to his 

testimony, including two revisions to Attachments H and I, 

which we believe could be significant. 
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And this morning, we were also provided with 

additional changes to Attachment J of his testimony, and 

again, we haven't had significant time or substantial time 

to really digest or understand the exact effect that this is 

going to have on his testimony or the effect that this could 

have on other testimony of witnesses who have offered 

testimony pertaining to bound printed matter and the 

substantial rate increases that are resulting f o r  that. 

I just would like to reserve our right to ask 

additional written questions, if necessary, regarding the 

changes to these attachments. 

We are prepared, though, today, to go ahead with 

our oral cross examination as well. 

CHAIRMAN GLEIMAN: The Commission would certainly 

entertain a motion to recall the witness if you made a case 

that you were prejudiced as a consequence of the 

late-arriving changes to his testimony. 

MR. PRZYPYSZNY: Thank you, Mr. Chairman. 

CHAIRMAN GLEIMAN: There was no objection, and I 

will direct, if counsel has not already provided the 

Reporter with two copies of the corrected direct testimony 

of Witness Crum, that he do so, and that the testimony be 

received into evidence, and not transcribed into the record. 

[Direct Testimony of Charles L. 

Crum, USPS-T-27 was received into 
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evidence. 1 

CHAIRMAN GLEIMAN: Mr. Cooper, does Witness Crum 

sponsor any Category I1 Library References? 

MR. COOPER: Yes, he does. I'll get those numbers 

in a second here. 

[Pause. I 

BY MR. COOPER: 

Q Now, Mr. Crum, consistent with Ruling Number 13 in 

this case, are you familiar with Library References 1 0 9  and 

175? 

A Yes, I am. 

Q Are they associated with your testimony? 

A Yes, they are. 

Q Are you prepared to sponsor them in this case? 

A Yes. 

CHAIRMAN GLEIMAN: That being the case, I'll 

direct that the Library References in question be entered 

into evidence and not transcribed into the record. 

[Library References 1-109 and 175 

were received into evidence.] 

CHAIRMAN GLEIMAN: Mr. Crum, have you had an 

opportunity to examine the packet of Designated Written 

Cross Examination that was made available earlier today? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: And if those questions were 
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asked of you today, would your answers be the same? 

THE WITNESS: Yes. 

CHAIRMAN GLEIMAN: That being the case, if the 

Reporter - -  excuse me, if counsel could provide two copies 

of the Designated Written Cross to the Reporter, I'll direct 

that the material be entered into evidence and transcribed 

into the record. 

[Designated Written Cross 

Examination of Charles L. Crum 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 WRllTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS CHARLES L. CRUM 
(USPS-T-27) 

Advo, Inc. 
lnterroqatories 
ADVOIUSPS-T27-1-2, 4-5. 8-9 
OCA/USPS-T27-5-6 

Association for Postal Commerce ADVOIUSPS-T27-8-9 
DMCIUSPS-T27-9 
NAA/USPS-T27-1-5 
PostComlUSPS-T27-lI 6 
VP-CW/USPS-T27-1 

Association of American Publishers AAPlUSPS-T27-1-6, 8-9, 11, 13-1 6, 18-32, 35-36 

District Photo, Inc., Mystic Color Lab & 
Cox Sampling 

DMC/USPS-T27-1-19 

Mail Order Association of America AAPIUSPS-T27-2, 8, 13-14 
NAA/USPS-T27-2 

Newspaper Association of America DMCIUSPS-T27-8-9 
NAAIUSPS-T27-4-5 
PostCom/USPS-T27-6 
PSNUSPS-T27-3, 5 
RIAAIUSPST27-3-4 
VP-CWlUSPS-T27-1 
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Office of the Consumer Advocate 

Parcel Shippers Association 

ADVOIUSPS-T27-1-2.4 
CSNUSPS-T27-1-2 
DMCIUSPS-T27-8, I 3  
OCNUSPS-T27-1-2, 3b. 4-9 
PostComlUSPS-T27-6 

OCNUSPS-T27-3b 
PSNUSPS-T27-1-3. 5 
RIAA/USPS-T27-2-3 

Recording Industry Association of DMCIUSPS-T27-8 
America, Inc. PostComlUSPS-T27-1,3-5 

PSNUSPS-T27-1-3, 5 
RIAAIUSPS-T27-1-4 
UPSIUSPS-T27-1 

Val-Pak Direct Marketing, Val-Pak vP-cwIusPs-127-1 
Dealers, & Carol Wright 

Respectfully submitted, 

\ Y  
Margaret P. Crenshaw 
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AAPlUS PS-T27-3 1 
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ADVOIUS PS-T27-4 
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AAP 
AAP 
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ADVOIUS PS-T27-8 
ADVOIUSPS-T27-9 
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CSNUS PS-T27-2 
DMClUS PS-T27-1 
DMClUS PS-T27-2 
DMClUS PS-T27-3 
DMClUS PST27-4 
DMCIUSPS-T27-5 
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DMCIUSPS-T27-11 
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DMCIUSPS-T27-18 
DMCIUSPS-T27-19 
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Advo 
Advo, PostCom 
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DMC 
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DMC, OCA 
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DMC 
DMC 
NAA, PostCom 
M O M ,  NAA. PostCom 
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U.S. POSTAL SERVICE WITNESS CBARtES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCUTION OF AMERICAN PUBLISBERS I 

.- t 
I 

AAP/USPS-T27-1 On page 1 of your testimony (lines 1&12), you state that USPS- 
LR-109 was ppared by you or under his supervision. With reapect to this statement: 

(a) Please v i d e  a full description of your p e r ~ ~ l  involvement in the preparation of 

(b) Describe the full nature of his activities in preparing any survey forms used to 
produce LR-109 and in supervising the work needed to complete USPS-LR-109. 

LR-10Q. 

RESPONSE 

e.&. When I was planning my analysis, I determined that there was no entry profile 

data available for Bound Printed Matter and that it would be required to cemplete my 

costing work. After some internal discussion, it was decided that a field study might be 

required to get this and other data and WB contracted with Christensen Associates to 

assist with the sample selection, design, and data collection porlion of the enalysis. I 

planned the study in vxxdination with Christensen personnel and drafted the site 

survey letten shown on pages 408 and 409 of LR-I-109. 

During the study, I responded to questions from field Postal personnel and either 

answered their question or referred them to the appropriate individual at Christensen 

Associates. i also visited one ~f the nearby survey sites to deck on the progress of 

the study and anewer any questions that may have arisen. 

After the data waa wlleUed, I weis in frequent contact with Christensen 

Associates as w~ interpnted the results. In August 1999, I traveled to Christensen's 

facility in Madison, Wisconsin to review Ihe coilscted survey forms and resolve issues 
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U S  POSTAL SERVICE WITNESS CHARLES L CRUM 
RESPONSE TO MTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLS- 

of how to present the data. Finally, I mviewed the draft IiaSry reference and provided 

comments and 6 w S t 8 d  Cht'QOS. 

-2- 
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U.S POSTAL SERVXQC WITNESS CHARLES L CRUM 
RESPONSE To IMERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-TZ7-2 On page 13 of your testimony (lines 9 1  1). you state that 'Because 
of its toned nature and locellnon-local rates, Bwnd Printed Matter is already entered 
fairly deep into the sy8tem. However, mail is often entered in weys that are 
inconsistent with current Postal operations.' With respect to this statement: 

(a) Please explain whether the entry of BPM in ways that are inconsistent with 
'currenr postal operations was aver consistent with postal operations in any past 
periods. 

(b) 
please explain the nature and timing ofthe changes in postal operations that rendered 
these entry practices inconsistent with current postal operations. 

RESPONSE 

a. 

If these entry practices had been consistent with postal operations in the past, 

They were more consistent than they are now. Please also see the response to 

P& (b). 

b. 

1939 and substantially predates the use of zip codes. Before zip unjes, mail could not 

The "Local"zone in Bound Printed Matter was introduced with the subclass in 

be split besod on the stetionldelivery unit. All mail for a given city generally went to the 

Main Post otlictt and then was dispersed ou! to the final delivery Post office. This was 

basically the definition of "Local" and all meit deposited in that area received the Local 

zoned rate. 

Today there is wnerally not transportation batwen post offices below the 

planVSCF level so any mail that must be transfemd between them must fimt go back to 

the plant and then out to the destination delivery unit The situation was not ideal in the 

past because there was not ahways direct transportation betwean Local post fices, but 

- 3 -  
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I 

today there is a means of ditlerentiating individual port offices with the t ip code thet 

was not previously available. 

The current postal network could k vary simply described as a hub and spoke 

system with the plant Wing as the hub and each delivery unit acting as a spoke. 

Therefore, the least.expensive routing involves depositing the mail at the destination 

delivery unit spoke. The next most aXpe&ve routing involves depositing the mail at 

the destination SCF/plant hub. The next most expensive routing is depositing the mail 

at a nondestination spoke. 

, . , . ._  : 

This question gets at the dinerence between zoneskipping and dropshipping. 

With zoneskipping, mail is deposited at a facility closer lo the final destination for the 

likely purpose of saving postage costs in a zoned rate strudure. with dropshipping, on 

the other hand, the mail in not just deposited at a dwer facility, it is deposited at a 

facility wnsistent with the Postal Service's mail processing end transportetion networks 

and in a way the maximizes the fiiciency of the postal system. 

- 4 -  
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us. POSTAL SERVXCE m s s  CHARLES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSocunON OF AMERICAN PUBLISHERS 

AAPIUSPS-TZ'I-J On page 13 of your testimony (lines 1516), you state that'...Local 
pieces can have higher costs then similar non-local pie=.' With mct to this 
statement, please provide a detailed exemple of Vle most likely situation d r e  local 
BPM pieces can hove higher costs than ilmilsr non-focal BPM pieces. Please identify 
and provide all studies, mports, data or other evident% that you relied upon to provide 
the example. 

RESPONSE 

A BPM piece is deposited at a post office in a given city and is destined for a 

different post Mce in the same city. The piece pays the Local rate. That mail will 

generally be sent back to its parent SCFlplant The plant sorts the mail to the 

appropriate destination delivery unit post office and ships It back to that facility. 

A similar BPM piece is deposited at tho post office in the SCFlplant and receives 

the Zone 112 rete. It is sorted and sent out to the appropriate destination delivery unit. 

This piece paid a higher rate end saved one leg of transportstion (from the non- 

destination post office back to the plant). 

Please also refer to witness Klngsleqr msponse to AAPIUSPS-TlO-1 (a). 

- 5 -  
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U.S. POSTAL SERVICE WITNESS CHARLES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

c 

AApNSPS-TZ74 On pago 13 of your testimony (lines 17-19) you aate that 'mil is 
sometimes entered at facilities ~ r e p h i c a l l y  doso to, but outside of the destinating 
wrvice erea oftha plea.' With r8speU to this statement, please ddne the destinating 
sewice area and explain whether, the destinatinQ service area wu ld  genemlly be 
Inside 01 outside Ute BPM locel zone boundary determined by the USPS. 

RESPONSE 

For a definition of service areas please refer to the Domestic Mail Manual. For 

SCF service areas please see DMM section LOO5 and for BMC service areas please 

see DMM section L601. The referenced part of my testimony is taken out of context. It 

was not intended to refer to the local zone boundary In any way. I would assume the 

local zone boundary would usually but not alweys be inside both the SCF and BMC 

service areas. 

A hypothetical example might better help explain what I was trying to get at with 

those lines in my testimony. A mailer located in Independence, Misrouri with a large 

Customer base in Denver, Colorado might deposit a BPM mailing at a postal facility in 

wesffcentral Kansas with the goal of paying lower zoned rates. Hcwmver, the Postel 

Service will ship those pieces back east to the Kansas City BMC (near the mailets 

facility), then sort them and $hip them to the Denver BMC who will sort them and ship 

them to the Mneting SCF DT directly to the final Sdigit destination for distribution. 

The extra trip the mailer mede to wedcentral Kansas lowered the rate they paid, but 

increased the total eaab to the Postal Service. Thus, the rates are currently set up in a 

way that can cew inefficiency in the US economy. The proposed rates, on the other 

hand, would attempt to create the proper incentive in line with postal wsts to either 

- 6 -  
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U.S. POSTAL SERVICE WITNESS CHARLES L CRUM 

OF ASSOCUTION OF AMERICAN PUBLISHERS 
.. RESPONSE M INTERROGATORIES 

deposit the pieces et origin (near or ai the Kansas City BMC) or at a destination facility 

such as the Denver BMC, the dertinating SCF, or destinating delivery unit. 

- 7 -  
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U.S. POSTAL SERVICE wn7vEss CaARLES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCUTION OF AMERICAN PUBLISHERS 

AAPNSPS-l27-6 On pege 14 of your testimony (lines 24), you state that 
'Dropship discounts have proven to be popular and appropriate in Periodicals, 
Standard Mail A, and Standard Mail B Parcel Pod' With respect to this statement, 
please state.whether any similar 'local' &e zones ware eliminated wt~en drop ship 
discounts were introduced in each of these sUbCIa~e8. 

RESPONSE 

No similar "local" rate zones ware eliminated when dropship discounts were introduced 

in those mail dasseslsubclasses. 

- 8 -  
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U.S. POSTAL $ERVICE WITNESS CHARLES L CRUM 
RESPONSE TO INTERROGATORlES 

OF ASSOCIATION OF AMERICAN PUBLEHERS 

AAPIUSPS-1274 On page 14 (lines 21-23) end page 15 (line 1) of your testimony, 
you state '[bleing consistent with the Postal Service's volrrme variability assumptions in 
this ase, I estimate that DBMC Bound Printed Matter will save 5.380 relative to non- 
DBMC entered places at Tost Year 2001 COa levels. P k w e  explain. in detail, how the 
cost savings for DBMCantemd BPM is 'consistent with h a  Postal Service's volume 
variability assumptions in this cam.. 

RESPONSE 

Errata tiled January 28,2OW changed the $360 figure referenced above to 5.384 

That number is produced in Attachment I, Table 3 of my testimony. Lines B and C of 

Table 3 refer to Attachment I, Table 1 of my testimony. Column 10 in Table I presents 

the Base Year 1998 volumevariable costs by cost pool. 7he Postal Service's volume 

variability assumptions are described in the testimony of witness Bozo (USPS-T-15) 

and presented by cost pool on pages 24-25 of witness Van-TySmith's testimony 

(USPS-T-17). To the extent that the "Pool VolumaVariable Faaor(s)" presented on 

pages 24-25 of witmas Van-Ty-Smith's testimony cbange, the numbers presented in 

Attachment I, Table 1, column 10 of my testimony would change and my estimate of 

test year DBMC mail prccesslng cost savings would change. 

- 9 -  
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U.S. POSTAL SERVICE WlTNESS CEARLES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-1274 follow in^ Attachment H, Table 2 of your testimony is a document 
entitled 'Appendix H, Table 2.1'which contains certein figures withwt column 
headings. Pleaso provide a corroded version of 'Appendix H, Table 2.1' that indudes 
column headings and make any other required corredions to this Table. 

RESPONSE 

The document should be titled Attachment H, Table 2.1. The column headings are the 

same as in the top section of the table showing the volume by zone. The purpose of 

Table 2.1 is to show the volume by zone for non-dropshipped mail. Note that the entry 

points labeled DDU, DSCF, and DBMC v o l ~ s  by zone are therefore removed. The 

percentage results at the bottom are used in Attachment K, Table 3, page 2, column 1. 

I have attached a new version of Table 2.1 that should make the purpose more clear 

and results easier to read. 
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U.S. POSTAL SERVICE m s s  CHARLES L CRUM 
RESPONSE TO MTERROCAIY)IUES 

OF ASSOCIAITON OF AMERICAN PUBLISHERS 

WNSPS-127.0 Please explain the dflerenws bebean the 'Mail Procsssing 
Version' of Attachment H (Table 1) and the 'Transportation Vmion' of Attachment H 
(Table 2). Why are the survey results dflerent for the twD versions? 

RESPONSE 

The 'Mail Processing Version" desaiks the Mtry protile where pieas enter the 

Postal Servics's mail processing network. The 'Transportation Version" describes the 

entry profile where pieces enter the Postal Service's transportetion network 

The major dflerence betwen the Iwo versions is for plantloaded mail in which 

the Postal Service (at its own convenience) pi& pieces up at the maifds facility and 

deposits them at the appropriate postal facility. For example, rather than having a 

mailer overload a nearby post mea or plant with a large amount of mail it is unsuited to 

accept, the Postal Service accepts the mail et the mailets plant and drives it to a facility 

such as the nearby BMC. For purposes of mail proc88sing. the entry point is that 

nearby oriuin BMC. kn for transportetion purposes, the entry point is the closest postal 

facility to the mailds plant since that is where the pi- enters the postal 

transportation network Relating the above emmpfe to Tables f and 2 of Attachment 

H, wa can sea that in the mail procasing version (Table 1) origin BMC rewives 24.0 

percent, orlgin A 0  recsive8 1.2 percent, and origin SCF receiver 3.9 percent. 

Alternately, in the tranaportetion version (Table 2) origin BMC receives 3.0 percent, 

origin A 0  m i v m  16.1 percent. and origin SCF receives 10.1 percant 

-12- 
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U S  POSTAL SERVICE WlTNlCSS CHARLES L CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIAnON OF AMWCAN PUBLISHERS 

UPNSPS.T27.11 With respect to Tabla 3 of Attachment H of your Testimony 
(Simpiifd Standard Mail (E) MaiMow). please rhow where BPM mail that is now 
rhipped at local zone rates generally would enter the mail now as described by the 
Table. 

RESPONSE 

The first section of Attachment H, Table 1 titled "Sum of Total Pieces" shows the 

volume by entry profile point for pieces entered at the Local rate in the first column. I 

have attached another version ofthe simplied Standard Mail (E) mailflow in response 

to this interrogatory that will allow you to match up the Table 1 results with the 

simplified mailflaw. 

- 1 4 -  
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-13. With respect to the Bound Printed Matter Entry Survey (the 
“Survef) provided with LR-1-109 (Bound Printed Matter Characteristics Study (the 
“Study”)), please confirm that the percentage of total BPM pieces reported in the Survey 
as Destination SCF pieces (15.58%) are all pfedicted to qualify for the Postal Service’s 
proposed Destination SCF discount recommended for BPM in this case by Postal 
Service witness Kiefer (USPS-T-37). Explain any answer that does not confirm this 
statement, 

RESPONSE 

It is my understanding that 15.6 percent of all Basic and Carrier Route Presorted 

Bound Printed Matter are assumed to take advantage of the DSCF discount. 

I 
I -  

- 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-14. With respect to the Bound Printed Matter Entry Survey provided 
w'th LR-1-109, please confirm that the percentage of total BPM pieces reported in the 
Survey as Destination DDU pieces (7.17%) are all predicted to qualify for the Postal 
Service's proposed Destination DDU discount recommended for BPM in this case by 
Postal Service witness Kiefer (USPS-T-37). Please explain any answer that does not 
confin this statement. 

RESPONSE 

It is my understanding that 7.2 percent of all Basic and Carrier Route Presorted 

Bound Printed Matter are assumed to take advantage of the DDU discount. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-15. Please confirm that at the time the BPM Mail Characteristics Study 
provided in LR-1-109 was conducted. the Postal Service had not determined or finalized 
the mail makeup and entry requirements that BPM mail will be required to meel in order 
to receive the DSCF and DDU discounts proposed by Postal Service witness Kiefer 
(USPS-T-37). Please explain any answer that does not confirm this statement. 

RESPONSE 

Confirmed 

I -  

- 
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RESPONSE OF UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF ASSOCIATION OF AMERICAN 

PUBLISHERS REDIRECTED FROM WITNESS CRUM 

AAPIUSPS-T27-16. Please state when the Postal Service will finalize the mail 
makeup and entry requirements that BPM mail will be required to meet in order 
to receive the DSCF and DDU discounts proposed by witness Kiefer (USPS-T- 
37). If such requirements are known, please provide the actual requirements. 

RESPONSE 

The Postal Service anticipates tiling a Federal Register notice that contains the 

requirements in approximately mid-July. Mailer comments to the proposed 

requirements will be taken into consideration when developing the final 

requirements. It is anticipated that the final requirements will be published in the 

Federal Register shortly (approximately 5 days) after the Governors issue their 

decision regarding the Postal Rate Commission's Docket No. 2000-1 Opinion 

and Recommended Decision. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T27-18. In LR-1-109, under the heading 'Survey Instruments." the Study 
states that "[iln all, seven different survey forms were used to gather data, with their 
development based on DMM rules for mail containerization and presentation.' With 
respect to each form, please list and summarize the relevant DMM rules for 
containerization and presentation that were relied upon in developing the forms. Please 
provide hard-copies of each these forms as the forms could not be downloaded from the 
electronic version of LR-1-109 obtained by AAP. 

RESPONSE 

A list of the relevant DMM citations is attached. The requested forms are in the hard- 

copy version of LR-1-109 available at both the PRC docket room and the Postal Service 

library. The information you request consists of pages 82-186 of the library reference 
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Attachment to Witness Crum's Response to AAP/USPS-T27-18 

Yellow - Sack MailingBedloaded Bundles Separated by Zones 
630.2.2 -zone separation 
630.3.4 - package preparation 
630.2.5 - sack preparation 
630.6.2 - sack preparation (machinable parcels) 
630.7.2 -zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 

630.2.2 -zone separation 
630.3.4 - package preparation 
630.2.5 - sack preparation 
630.6.2 - sack preparation (machinable parcels) 
630.7.2 - zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 
045 - pallet preparation 

630.2.2 -zone separation 
630.3.4 - package preparation 
630.7.2 - zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 
045 - pallet preparation 

Gray - Sacks on PalletslSacks in Pallet Boxes 

Pink - PalletizedlBoxed Pieces or Packages Separated by Zones 

Green - Sack MailinglBedloaded Bundles Commingled Zones or Correct Postage 
Affixed to Each Piece 

630.3.4 - package preparation 
630.2.5 - sack preparation 
630.6.2 - sack preparation (machinable parcels) 
630.7.2 - zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 
630.8 -zone commingling 

Blue -Sacks on PalletslSacks in Pallet Boxes Commingled Zones OT Cmect 
Postage Mixed to Each Piece 

630.3.4 - package preparation 
630.2.5 - sa& preparation 
630.6.2 - sack preparation (machinable parcels) 
630.7.2 - zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 
630.8 -zone commingling 
045 - pallet preparation 
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Attachment to Witness Crum's Response to AAP/USPS-T27-18 (page 2) 

Salmon - PalletizedlBoxed Pieces or Packages Commingled Zones or Correct 
Postage Amxed to Each Piece 

630.3.4 - package preparation 
630.7.2 - zone separation (bedloaded bundles) 
630.7.2 - bundle preparation (bedloaded bundles) 
630.8 -zone commingling 
045 - pallet preparation 
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US. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-19. With respect to the forms used in LR-1-109, please list each form 
that could be used to capture a trailer load of BPM mail, not in sacks, that was loaded 
on pallets. Explain the circumstances that would lead to the use of each possible form 
for this mail. Please provide hard-copies of each of these forms. 

RESPONSE 

Please refer to LR-1-109, page 65, Section 1II.A. For the case you mention, either the 

Pink form or the Salmon form would be used depending on whether the mailing is 

separated by zones or whether it commingles zones / has correct postage affixed. The 

Pink form can be found on pages 112-1 36 of LR-1-109. The Salmon form can be found 

on pages 167-186 of LR-1-109 
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U.S. POSTAL SERVICE WITNESS CHARLES 1. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T27-20. In LR-1-109 under the heading "Piece Controls,' the Study states 
that "[plieces from each office are first inflated to office totals from FY 1998 by the 
presort rate paid (basic bulk rate and carrier route rate).' Wth respect to this 
statement, please explain how the Survey would capture and inflate piece volumes for 
single piece BPM mail. Please state how many observations of single piece BPM mail 
and how many actual pieces of such mail were captured in the Survey results. 

RESPONSE 

The survey measured only Basic presorted BPM and Carrier Route preswted BPM 

Single-Piece BPM was not in the survey at all. According to the 1998 Billing 

Determinants, Single-Piece comprised less than 6 percent of total Bound Printed Matter 

by volume. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-21. Please provide the number of observations and the number of 
pieces of single piece BPM mail that were captured in the Survey that were single 
pieces mailed by the Postal Service back to BPM mailers in connection with the return 
of books. 

RESPONSE 

None 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T27-22. Please provide the number of observations and the number of 
pieces of non-single piem BPM mail that were captured in the Survey that were pieces 
mailed by the Postal Service back to BPM mailers in connection with the return of 
books. 

RESPONSE 

No such pieces were counted. 

1 
I -  

-. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

I 
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AAPNSPS-T27-23. With respect to the LR-1-109, please assume that a trailer load of 
BPM mail on pallets is physically delivered to the Postal Service at a BMC and that this 
trailer load was recorded in the BPM Survey. Please identify and list each row and 
column combination found in Attachment H of your testimony where this mail would be 
recorded. Please explain the criteria used to determine the row and column 
combination of Attachment H where this mail would be recorded. 

RESPONSE 

For the Transportation Version, pieces entered at a BMC could be recorded in 

Attachment H on the rows titled Origin BMC or Destination BMC. If the piece's final 

destination is in the service area of that BMC, it would be labeled Destination BMC. If 

the piece's final destination is outside the service area of that BMC, it would be labeled 

Origin BMC. The column is determined by the Postal Zone. The Zone is generally 

calculated based on the distance from the BMC to the destinating 3-digit Zip Code of 

the piece. For more detail on Postal Zones, please refer to DMM Section G030. Please 

also refer to page 8 of LR-1-109. For the differences associated with the Mail 

Processing Version, please refer to my response to AAP/USPS-T27-35. 
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U.S. POSTAL SERVICE WITNESS CHARLES 1. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T27.24. With respect to the LR-1-109, please assume that a trailer load of 
BPM mail on pallets is physically delivered to the Postal Service at an SCF and that this 
trailer load was recorded in the BPM Survey. Please identify and list each row and 
column combination found in Attachment H of your testimony where this mail would be 
recorded. Please explain the criteria used to determine the row and column 
combination of Attachment H where this mail would be recorded. 

RESPONSE 

For the Transportation Version, pieces entered at an SCF (plant) could be 

recorded in Attachment H on the rows titled Origin SCF, SCF (BMC Service Area), or 

Destinating SCF. If the piece's final destination lies within the service area of the SCF, 

the piece is labeled as Destinating SCF. If the piece's final destination lies outside of 

the service area of the SCF, but within the service of the parent BMC, the piece is 

labeled as SCF (BMC Service Area). If the piece's final destination lies outside of both 

the SCF and parent BMC service areas, the piece is labeled Origin SCF. The column is 

determined by the Postal Zone. The Zone is generally calculated based on the distance 

from the SCF to the destinating 3-digit Zip Code of the piece. For more detail on Postal 

Zones, please refer to DMM Section GOX. Please also refer to page 8 of LR-1-109. 

For the differences assmiated with the Mail Processing Version, please refer to my 

response to AAPIUSPS-12735. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-25. With respect to the LR-1-109. please assume that a trailer load of 
BPM mail on pallets is physically delivered to the Postal Service at a DDU and that this 
trailer load was recorded in the BPM Survey. Please identify and list each row and 
column combination found in Attachment H of your testimony where this mail would be 
recorded. Please explain the criteria used to determine the row and column 
combination of Attachment H where this mail would be recorded. 

RESPONSE 

For purposes of this response I will assume that you mean Delivery Unit in place 

of DDU. More precisely, DDU stands for Destination Delivery Unit. Therefore line 2 

and 3 in Attachment H should read "Delivery Unit (DU) - Destinating 3digit Zip Area" 

and "Delivery Unit (DU) - Destinating BMC Service Area" respectively. 

For the Transportation Version, pieces entered at a delivery unit could be 

recorded in Attachment H on the rows titled DDU, DDU - Destinating 3-Digit Zip Area, 

DDU - Destinating BMC Service Area, or Origin AO. If the piece's final destination as 

defined in the Dropship Product is the location where the piece was deposited, the 

piece would be labeled as DDU. If the piece's final destination is not that delivery unit, 

bu! it is in the destinating 3digit Zip Code area, the piece would be labeled DDU - 
Destinating $Digit Zip Area. If the piece is outside the destinating 3digit Zip Code 

area, but within the destinating BMC service area, the piece would be labeled DDU - 
Destinating BMC Service Area. If the piece is outside the destinating BMC service 

area, the piece would be labeled Origin AO. 

The Zone is generally calculated based on the distance from the entry point to 

the destinating 3digit Zip Code of the piece. For more detail on Postal Zones, please 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

refer to DMM Section G030. Please also refer to page 8 of LR-1-109. For the 

differences associated with the Mail Processing Version, please refer to my response to 

AAPIUSPS-T27-35. . 

- 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPST27-26. With respect to LR-1-109, did the Survey in any way identify or 
even consider specific exceptions to the normal BPM acceptance policies that may 
have been negotiated between a mailer and the local representatives of the Postal 
Service? Please explain the manner in which this possibility was addressed by the 
Survey. 

RESPONSE 

As described on page 8 of LR-1-109, mailer provided zone information was used when it 

was available. This may have taken into account any local exceptions coincidentally. 

Other than that I am not aware of how any spec& exceptions might have been handled 

though knowing what those exceptions were might make the question easier to answer. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-27. With respect to LR-1-109, assume a trailer load of BPM mail is 
physically delivered by a mailer to the Postal Service at an SCF. Please explain fully 
how the BPM Survey would have recorded the destination entry location for any BPM 
mail delivered by the mailer that does not qualify for the proposed destination SCF 
discount. 

RESPONSE 

As described in my response to AAP/USPS-T27-24, a piece deposited at an SCF could 

be labeled Destinating SCF. SCF - BMC Service Area, or Origin SCF. Therefore, the 

survey would have recorded pieces not deposited at a destinating SCF as either SCF- 

BMC Service Area or Origin SCF 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAPIUSPS-T27-28. With respect to LR-1-109. assume a trailer load of BPM mail is 
physically delivered by a mailer to the Postal Service at a DDU. Please explain fully 
how the BPM Survey would have recorded the destination entry location for any BPM 
mail delivered by the mailer that does not qualify for the proposed destination DDU 
discount. 

RESPONSE 

As described in my response to AAP/USPS-T27-23, a piece deposited at a delivery unit 

could be labeled DDU, DDU - Destinating &Digit a p  Area, DDU - Destinating BMC 

Service Area, or Origin AO. Therefore, the survey would have recorded pieces not 

deposited at a destinating delivery unit as DDU - Destinating >Digit Zip Area, DDU - 
Destinating BMC Service Area, or Origin A 0  
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-29. In LR-1-109 under the heading ‘Piece Controls,’ the Study states 
that ‘[plieces from each office are first inflated to oftice totals from FY 1998 by the 
presort rate paid (basic bulk rate and carrier route rate).’ With respect to this statement: 

(a) For each oftice surveyed, please provide the exact period during which the 
Survey observations were made. 

(b) Please provide workpapers and supporting calculations showing how these 
pieces from each office were first inflated to individual oftice totals from FY 1998 and 
then inflated to all of BPM for FY 1998. 

RESPONSE 

a. 

between June 21,1999 and July 21, 1999. 

b. 

Survey sites were directed to capture every bulk rate BPM mailing presented 

Please see the programs referenced in LR-1-109, Appendix D, Section 111, pages 

195-1 99. 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ASSOCIATION OF AMERICAN PUBLISHERS 

AAP/USPS-T27-30. Please refer to Attachment I. Table 1 of your testimony. With 
respect to the Direct Talley IOCSs Costs by Function that are shown at rows (1) through 
(4), please provide (in Excel spreadsheets if possible), the underlying IOCS tally 
information for all underlying mail processing activities that were totaled to produce the 
tallies shown for each of the 52 wst pools shown in column (l), column (2), column (3) 
and column (4). Please provide separate subtotals for each column. 

RESPONSE 

I am unsure exactly what you are asking for. I am informed that the detailed raw tally 

information is available in electronic form in USPS LR-1-12, but is not available in Excel 

spreadsheet form. I have attached the direct record counts that suppart Table 1. The 

attachments are output from an Excel spreadsheet. 
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0 0 0 0 0 
0 0 0 0 0 
0 19 0 0 19 
0 0 0 0 0 
6 38 0 0 44 
2 2 0 0 4 
0 0 0 0 0 

242 454 5 8 709 
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AAPIUSPS-T27-31. In LR-1-109, under the heading "Piece Controls," the Study states 
that "[v]olumes associated with the mailers permit numbers are deducted from the 
appropriate offices and strata before sampled pieces are inflated to national pieces.' 
Since the Survey was conducted in FY 99, please explain fully how the Postal Service 
deducted FY 99 volumes associated with mailer's permit numbers from FY 1998 office 
totals. 

RESPONSE 

1 am informed that pieces captured during the survey period for the mailer 

referenced are inflated to their 1998 volumes. This mailer's 1998 volumes are deducted 

from 1998 office and strata volumes for the purpose of inflation. 
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I 
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AAP/USPS-T27-32. In LR-1-109, under the heading "Estimation Procedures,' the Study 
states that '[i]n the final results, strata 2 and 3 are combined. Given the especially low 
response rate from stratum 3, it was determined that it was inadvisable to represent its 
mail volume by the single mailing sampled from that strata during the survey period.' 
With respect to this statement: 

(a) Please confirm that there was only one mailing sampled from stratum 3 during 
the survey period. 

(b) If you confirm that there was only mailing sampled from stratum 3 during the 
survey period, please state whether there is any way to measure the standard error of 
BPM mail sampled from stratum 3. Please explain your answer fully and provide any 
standard error calculations for BPM from stratum 3. 

RESPONSE 

a. Confirmed. 

b. 

an estimate of standard error for stratum 3. For nm-stratum 1 offices, the procedure 

selects mailings randomly from within each stratum to estimate standard errors. 

Because there is only one observation in stratum 3, no variance is generated using this 

procedure 

I am informed that the procedure for estimating the standard errors did not permit 
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AAPIUSPS-T27-35. In LR-1-109. under the heading.*Zone Calculation and Entry Profile 
Determination,' the Study states that '[elntry and destination ZIP codes determine the 
entry profile.' With respect to this statement, please explain fully how entry ZIP codes 
were determined for BPM that entered postal facilities on pallets. In particular, please 
explain how the Survey would determine the entry level zip code for a single pallet of 
BPM mail that was delivered by the mailer to the Postal Service at a SCF but was 
destined for another BMC service area. 

RESPONSE 

Transportation Version 

The entry Zip Code for mail entering a postal facility on pallets will depend on 

whether it is plantloaded (mail loaded onto a Postal or Postal contracted vehicle), 

dropshipped, or BMEU entered. For Plant Load, the entry Zip Code is recorded as the 

Zip Code of the mailer facility where the mail is loaded. For dropshipped mail, the entry 

Zip Code is recorded as the Zip Code of the postal facility where the mail is being 

deposited. For BMEU Entry, the entry Zip Code is recorded as the Zip Code of the 

BMEU. In the example presented, the entry Zip Code would be the Zip Code of the 

SCF at which the mail was deposited. 

Mail Processing Version 

The Mail Processing Version will be slightly different. It was assumed that 

containers sorted to a more aggregate level than the office where they are entered are 

first processed at the facility representing their sortation level. For example, SCF sacks 

first entered into an Origin A 0  would first be handled at an SCF. In the example 
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presented if the mail was on a BMC pallet, the entry Zip Code would be the Zip Code of 

the parent BMC of the SCF at which the mail was deposited. 
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AAP/USPS-T27-36. Appendix A of LR-1-109 provides 'Standard Error Estimates' for 
various volume estimates in the BPM Survey. With respect to each of these 'Standard 
Error Estimates": 

(a) Please provide all confidence intervals and statistical tests that were conducted 
for any and all tables contained in Appendix A. 

(b) Please provide all underlying data that were used to produce the tables provided 
in Appendix A. If possible, please provide this data in Excel spreadsheet form. 

RESPONSE 

a. 

procedure is described on pages 8-9 of LR-1-109. It is my understanding that 

confidence intervals can be calculated using the tables in the standard error section in 

coordination with the associated tables in the previous section. No statistical tests, as 

such, were conducted in the library reference. 

b. 

that the raw data used to generate the standard errors can be found in two text files - 
process-data.csv and transport-data.csv - in the Wibrefkputs subdirectory of the 

electronic version of the library reference. The data is not available in Excel 

spreadsheet form. 

Pages 41-56 of Appendix A present standard errors. The standard error 

Please refer to LR-I-109. Appendix D, Section 4, pages 199-204. I am informed 
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ADVOIUSPS-T27-1. With respect to the "BMC Realization Factor" identified as 
an input in LR 1-175, Attachment D - Table 16, please provide the following: 

(a) 

(b) 
addition to the ratemaking analyses. 

(c) 

(d) 

(e) When it was calculated. 

RESPONSE 

a. 

T-14, page 38), "The 'realization' measurement of efficiency at a BMS is 

calculated as the total direct labor hours earned for all mail processing operations 

divided by total direct labor hours clocked for the same operations over the sane 

time period." 

b. Please see my response to part (a). 

c. In m y  analysis, it scales down estimatPd cost savings at BMCs only. As 

stated in the testimony of witness Acheson (Docket No. MC95-1, Exhibit USPS- 

T-GF. paGe l ) ,  "Because engineeriag standards were used to estimate the time 

needed for each operation, the following factors were multiplied times the 

weighted-average time (and thus cost) per containerffacility to align the result 

with postal costs as determined by the CRA: a P. F, and D factor of 1.15. a mail 

processing overhead factor of 1.2841, an appropriate piggyback factor from 

USPS LR-MCR-9, a BMC realization factor (.9713) for application to BMC 

An explanation of its original purpose. 

An explanation of what it represents and how it has been used, in 

An explanation of what it represents in your analyses. 

An explanation of how it was calculated. 

As described in the testimony of witness Syrne (Docket No. R84-1, USPS- 



3354 

US. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ADVO 

costs only, and an FY 1995 clerk/mailhandler average hourly wage rate 

($24.06) that is multiplied by a premium pay factor (.957518) and divided by 60 

(the minutes in an hour)." 

d. 

e. 

The factor was calculated in Table A-2 of LR-F-151 in Docket No. R94-1 

It was calculated based on data in 1993. 

l -  
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ADVO/USPS-T27-2. With respect to the MTM productivities presented in 
Attachment E Tables 5, 6, and 7, please provide the following: 

(a) 

(b) 
analyses. 

(c) 

(d) When they were calculated. 

(e) 
were measured. If this is incorrect, please identify when each has been 
changed and describe how it was changed. 

RESPONSE 

An explanation of their original purpose. 

An explanation of how they have been used, in addition to the ratemaking 

An explanation of how they were measured. 

Confirmation that the productivities have not been changed since they 

a. 

nofitransportation savings of Standard Mail (A) dropship in Docket No. MC95-1. 

As stated in Library Reference MCR-27 in that docket, "Most of these MTM 

prsductivities were used in the pallet and sack models that were relied upon by 

the Commission !G recommend pallet discounts in Docket No. MC9'l-3 (see 

Exhibit USPS9C in that docket)." Page 5 of witness .4cheson's testimony in 

Docket No. MC91-5 further refws to Docket No. R8T-1, Tr.915723-30, 5782-84, 

anG 5912-15, and Tr. 29Q2309-24 for a more complete description. 

b. 

have been used by :he Postal Service outside of the ratemaking process. 

Describing Methods Time Measurement (MTM) in general, the Industrial 

Engineering Handbook has said that the uses to which that tool has been put are 

almost infinite in scope. - 

Witness Acheson first used MTM productivities to estimate the 

I am not sure exactly how (or if) those specifically referenced numben 
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c. Please refer to the transcript references cited in the response to part (a), 

d. The time figures were developed by the Office of Industrial Engineering in 

the early 1970's. Witness Acheson applied the appropriate standard time to the 

compcnents of the operations in the mail flow models in his testimony (USPS-T- 

12) in Docket No. R87-1. 

e. Confined 



3 3 5 7  

I 
I -' 

US. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF ADVO 

ADVOIUSPS-T27-4. For the Personal Needs, Fatigue and Delay (PFBD) Factor, 
please provide the following: 

(a) 

(b) 
analyses. 

(c) 

(d) 

(e) When it was calculated. 

RESPONSE 

a. 

productivity "is a 'model' time that is based on standard industrial engineering 

times estimated for the individual mail piocessing operations included in each 

model. It is not expected that this or other tctal weighted standard times 

computed by the models wili actually be achieved by Postal Sewice mail 

processing personnel; therefore, sn upward adjustment to tine model times is 

needed to account for the workforce's personal needs, fatigue, and delay (PF 

and D)." 

b. As stated in witness Acheson's r?spor;se ta OCA/USPS-T12-45 ir: Ducket 

No. R87-1 (Tr. 915T85j, ''the inclusion of this allowance is common practice in the 

development of a work standard and is generally used in the Postal Service's 

Office of Industrial Engineering. As far back as the 1960's. when the Postal 

Service used Basic Motion Time (BMT) Study as the means to develop work 

standards in all mail processing operations, 15 percent was routinely added to 

An explanation of the original purpose for its measurement. 

An explanation of how it has been used, in addition to the ratemaking 

An explanation of what it represents in your analyses. 

An explanation of how it was measured. 

As explained in Docket No. R87-1 (USPS-T-12, page 21), the MTM 
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BMT time standards because that factor was considered the norm to correct for 

miscellaneous delays." 

This standard 15 percent is also common across other industries. For 

example, in the text Motion and Time Study (Benjamin W. Niebel, 1982), it states 

that "in typical metal trade and related operations, the allowance for personal, 

unavoidable, and fatigue delays usually approximates 15 percent." (Docket No. 

R87-1, Tr. 29/22331). 

c. Please see my response to pari (a). 

d. Please see my response to part (b). 

e. As it is a standard that developed in the Industrial Engineering field, I am 

not aware exactly when it was "calcula!ed". Please see my responses to parts 

(a) and (b). 
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ADVOIUSPS-T27-5. With respect to the Van-Ty-Smith (USPS-T-17, Table 1) 
mail processing variabilities that you use to adjust the MTM productivities in LR I- 
175, please confirm: 

(a) A variability of less than one means average unit costs decline as units 
of the cost driver increase. If you cannot, please explain why not. 

(b) Declining average unit costs can occur when there is either: (a) fixed 
cost in the cost pool and marginal cost is constant; or (b) there is no 
fixed cost but declining marginal unit costs; or (c) both fixed cost and 
declining marginal unit costs. If you cannot ccnfirm, please explain why 
not. 

RESPONSE 

a. 

of dividing total cost in a cost pool by the number of units of the cost pool's cost 

driver. 

Confirmed, assuming that the term "average unit costs" refers to the result 

b. Confirmed that each circumstance listed in the interrogatory wouid iead to 

declining "average unit cost," inteipreting the term as in the response to part (a), 

at least over some range of output. The listed circumst2nces do not encompass 

all situations in which average cost would decline with4xreases ir? output For 

example. f the marginal cost curve is "u-shaped" (Le., decreases ov, o r  some 

range of output and then increases over another), average cos! will decrease 

over any range of catput for which averase c3st exceeds marginal cost, whither 

or not marginal cost is decrsasing. 
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ADVONSPS-T27-8. Please define completely the following terms: 

(a) Direct labor hours earned for all mail processing operations (at a 
Bulk Mail Center - BMC). In this definition, please include the types of 
BMC labor activities that cause or require 'hours earned: 

(b) 
Bulk Mail Center - BMC). In this definilion, please include the types of 
BMC labor activities that cause or requlre 'hours earned.' 

(c) 
labor hours earned or labor hours clocked (to conduct a specific MTM 
activity) or something else? Please explain. 

RESPONSE 

a. "Hours earned" are the expected hours for a BMC to handle a given 

plece. I am informed that the hours earned are from Planning Guidelines 

Wtrich are based on MTM standards. They indicate how much time a BMC 

should spend on the labor activities required to process a plece through 

the BMC. As I understand it, hours earned is the result of all expected 

BMC mail processing tabor activities. 

b. 

clockad Into the various labor operations at the BMC. As I undarsland it, 

hours clocked Is the result of all actual BMC mail processing labor 

activities. 

c. 

testimony. These productivities are intended to be consistent with labor 

hours earned. To the extent there is a difference between labor hours 

Direct labor hours clajted for all mail processing operations (at a 

Do Methods Time Measurement (MTM) productivities represent of 

"Hours clocked" are the hours actually recorded for employees 

I assume you refer to the MTM productivities presented in my 
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earned (theoretical) and labor hours clocked (actual), an adjustment needs 

to be made to the cost models to account for this difference. 
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ADVWSPST27-9. Please refer to your response to ADVO/USPS-T27- 
7@. 

(a) 
facta, rapresent anything other than a constant unit cost (i.e., as number 
of units change, unit time remains constant, with unit defined as in each 
individual MTM productivity)? 1f $0, please ldentii them and describe 
clearly how they represent something other than a constant unit cost. 

(b) 
represent anything other than a consfant unit cost (Le., as number of 
units change, unit time remains constant, with unit defined as in each 
individual MTM productivity)? If so, please identify them and describe 
how they represent something other than a constant unit cost (with unit 
defined as in each individual MTM productivity). 

RESPONSE 

Do any of the MTM produdivitles unadjusted by a volume-variability 

Do the MTM produdivities adjusted by a volumevariability factor 

a. 

constant unit average cost. 

b. 

constant unit marginal cost. 

I do not believe these productivities represent anything other than a 

I do not believe these productivitles represent anything other than a 
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L 

CSNUSPS-T-27-1 

Do the data on which your analysis of the cost differential between flats and parcels 
relies incorporate the elimination of the single piece Standard A parcel rate category 
shortly afler the end of the base year? 

(a) If not, what effect on the cost differences that you measure would the 
elimination of the single piece costs have on test year costs? 

(b) Please provide revised versions of your Tables 3-3.6 
to demonstrate your answer to sub-part (a) above. 

RESPONSE 

My analysis considers only the four bulk subclasses of Standard Mail (A). Those 

are Regular, Enhanced Carrier Route, Nonprofit, and Nonprofit Enhanced Carrier 

Route. The presence or absence of the former Single-Piece subclass has no bearing 

on my results 

a. None 

b. Since the presence or absence of Single-Piece has no impact on my analysis, 

Tables 3-3.6 would not change. 
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C S N U  S P S-T-27-2 

What would the cost of a Standard A single piece regular commercial parcel be versus 
Standard A bulk regular commercial parcel? Please provide versions of your Table 3.2 
for a Standard A single piece regular commercial parcel. 

RESPONSE 

I have done no analysis related to Standard Mail (A) Single-Piece parcels. The Base 

Year 1998 Cost Segments and Components contained in the testimony of witness 

Meehan (Exhibit USPS-1 l A ,  page 7) shows total Single-Piece costs of $213,628,000. 

The 1998 revenues of $123,859,000 and volumes of 150,276,000 can be found on 

pages 6 and 8 of the testimony of witness Hunter (USPS-T-5). All these data are for all 

of Single-Piece and not specifically related to parcels. 
L 
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DMWSPST27-1. Please refer to Exhiba f, Table 3. Under the column 
'Sum ovw Shepes,' you- total weight equal to 10.348,752.000 
pounds, and cubic feet equal to 506,070,000. 

a 
equal to 20.45 pounddcubic foot n you do not confirm, please explain. 

b. 
Total Standard A Mail is 17.7 pounds. Please reconcile the density 
computed from your data with the density provided in the CRA. 

c. 
Standard A letters in PI 1998 equal to 2,234,989,634 pounds. Your Table 
3 shows total weight of letters in FY 1998 equal to 2,309,766,000 pounds. 
Please reconale the two, and indicate the s o m  of data for your Table 3. 

d. The billing determinants, Table G-6, page 5. show total volume of 
Standard A letters in GFY 1998 equal to 44,738,715,475. Your Table 3 
shows total volume of letlm in FY 1998 equal to 45,174,555,000. Please 
reconcile the two different figures for the volume of Standard A letters in 
GFY 1998. and Indicate the source for thls datum in your Table 3. 

RESPONSE 

a. Confirmed. 

b. 

density fadors. Please refer to the U.S. Postal Sm"kx response to 

Please confii that the average density implied by your data is 

The 1998 CRA, at page 3, indicates that the weight per cubic foot of 

The billing determinants, Table (3-6, page 5, show total weight of 

The weight per cubic foot presented in the CRA comes from TRACS 

FGFSANSPSTI-10 fW mOre datails On TRACS dOnStfyfadws. That 

date Is not dwgregated by shape. I use two Wieu to get might per 

wbic foot by shape.  these^ densitias by shepe are wdghted together to 

get the totel weighl per wbc foot Ibr bulk standard Mail (A) pf?tsente.d in 

my testimony. Please note that since my number is only for bulk Standard 



3 3 6 6  

~ .- 
I .  > 

i. 
. 

Mail (A), it does not include Slngle-Flece while the 17.7 number prejented 

in the CRA does include Single-Piece. 

c.4. The soma for the vdghts and volumes psented in Attachment F, 

Table 3 is Attachment F, Tables 1 and 2. Attachment F, Tables 1 and 2 

show Permit volumes tied to official Fiscal Year 1998 RPW totals. The 

billing determinants do not have volumes broken out fully by shape (letters, 

flats, and panels) so 1 use Permit volumes. Please also refer to witness 

Daniel's response to ADVONSPS-T28-1. 
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DMWSPST27-2. Your Exhibit F, Table 3, shows thst in FY 1998 lPPs 
and parcels had total weight of 475,067,000 pounds and total cubic feet of 
58,506,OOO. Please confirm that your data imply an avetage density of 
6.12 poundslcubic foot for lPPs and parcels. 

RESPONSE 
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DMcNSPST27-3. Your Exhibit F, Tabla 3, shows that in PI 1998 flats 
had a total weight of 7,563.919,CXlO pounds and total cubic feet of 
366,291,660. Please confirm that your data imply an average density of 
20.65 pounddwbic foot for flats. 

RESPONSE 

COfltirmed. 

I 

l -  
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OMCRISPST274 Your Exhibit F, Table 3. shows that in FY 1998 letters 
had a total WaiQht of 2,309,766,000 pounds and ttw cubic feet of 
81,273,000. Please confirm that your data irnpiy an average density of 
28.42 pounddcubic foot for letters. 

RESPONSE 

confirmed. 
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DMCNSPST27-5. 

a. 
pwndslcubic foot. would you consider these two densities to be relatively 
similar? 

If the density of letters and fiats, respedvely, is 28.42 and 20.65 

b. 
8.12 poundslcublc foot, m i d  you consider these two densttles to be 
relatively sirnilan 

c. 
8.12 pounddcubic foot would you consider these two densities to be 
relatively sirnil& 

RESPONSE 

a. 

b. No. 

c. No. 

If the density of flats and IPPslparcels, respectively. is 20.65 and 

If the density of letters and IPPdparcels, respedively, is 28.42 and 

I would generally categorlte those two as relatively similar. 
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DMCNSPST27-6. Please Mer to your tesUmony at pages 1-7 and 
confirm that when cornpuling destination entry ccst savings for Standad A 
Mail, you average letferr, flats, lPPs and parcels together, treat them as 
homogeneous for purposes of all yow computations, and develop one set 
of DBMC, DSCF and DDU cost avoidances that you regard as applicable 
to letters, fiats. IPPs, and parcels. Please explain any answer that Is not 
an unqualified affirmative. 

a. Please d i m  whether your computation of cost avoidances 
represents a 'topdown' exercise in cost analysis and rate development. 

b. For purposes of this question, please assume lhat when mail Is 
entered at destinating DDUs, the Postal Service avoids (or saves) the 
costs which you have computed. Now consider the mail that Is not entered 
so deep in the postal network. 

(I) Would you agree that mail which Is entered upstream will 
cause the Postal Service to incur costs that, on average, m'ii be 
equal to your savings estimates? 

(ii) That is, will Standard A Mail entered at a DSCF cost the 
Postal Service an adddioMl50.0233 per pound ($0.1329 - 
$O.loSs)? 

(iii) 
Servica an additional $0.0367 pw pound ($0.1329 - $0.0962)? 

(iv) 
down approach) would be equal to costs inured (in a battomup 
approech)? If you do not agree. please provfde a detailed 

And will Standard A Mail entered at a DBMC cost the Postal 

In other words, would you agree that costs avoided (in a top 

explsnat iocrwhy~Bvddeders noteqlml toasts incurrsd. 

If you were to 'daaverage' your computation of destination 
entry cost avoidances, andcompltememldances sepamwy 
(using actual den8ity whab that ia the cost driver) for (i) lettsrs and 
flats, and (ii) IPPS and parcdawt~ch sswnated avddanaswoukl 
be htgherend whichmuldbe lomR 

(5) 
thtrerults. 

c. (I) 

tf you have perfwmd any such computation. please provide 
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RESPONSE 

confirmed. 

a. I am unsure e w d y  what you mean by "top down". The total 

transportation and norrtransportation costs per piece am an input to the 

quation presented in Attachment 8, Table 9 and Attachment C, Table 1. 

b. 

i. I assume that the total cost per pound of transporting and 

uossdocking all Standard Mail (A) to the destination delivery unR is 

comprised of the cost oftransporting and crossdocking DBMC entered 

mail plus DSCF entered mail plus origin entered mail to the delivery unit. 

6.0233 per pound is the estimated additional transportation ii. 

a ~ s t  savings of depositing pieces at the DDU versus the DSCF. 

iii. a.0367 per pound is the estimated additional transportation 

cost savings of depositing pieces at the DDU versus the DBMC. 

iv. I am unsure what you mean by %p.dorm' versus "bottom 

up", bld the "savings" by entering at an SCF auld sbo be viewed as the 

additional cost that is inarmd fthb piece isentwsd ata BMC instead of 

an SCF. 

C. 

i. All etsa equal, due to their density. lPPs and parcels wovld 
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1. 

provided only to fully comply with this discovery request. 

Please refer to !he attached page. This page is being 
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DMCRISPST27-7. 

a. Please refer to your testimony at pages 7-12 and confirm that when 
computing Standard A Mail nonlettar cost differenm for purposes of 
developlng a parcel surcharge, you 'unbundle' letters, flats, IPPs, and 
parcels and treat them as non-homogeneous. If not, please explain fully. 

b. 
cost of IPPs and parcels is, or is tantamount to, a botlomup approach to 
cost analysis and rate development? Explain fully any disagreement 

Would you agree that the methodology which you use to develop the 

c. 
Postal Service incurs the (bottomup) costs which you have estimated for 
Standard A IPPs and parcels. Would you agree that if(or when) some of 
those lPPs and parcels are entered deep into the postal ~etwork, the 
Postal Service avoids, on average, the costs which you estimate it incurs 
when they an entered upstream? Unless you agree fully, please provide 
a detailed explanaUon of why costs incurred in your (bottomup) approach 
to cost development in Exhibit F, Table 3, differ from Costs avoided in a 
topdown approach to cod analysis. 

RESPONSE 

a. 

separately for Letters, Flats, and lPPs CL. Parcels. 

b. I am unsure exactly what you mean by "battcmup'. I sum CRA 

coss by major segment to raach a total by shapa fur my mst analysis. 

 ate developmnt issuer sn, beyondthe stops drnyttwmony. 

c. 

seems basically reesonabk. The standard Mail (A) costfusults pnwwded 

For purposes ofthis question, please assume that on average the 

In Attachment F, Table 3 of my testimony I show cost estimates 

I am u ~ u b  & y M  is being asked hers, bu&M condudon 

in Attachmsnt F. Table 3 ant d w e t e d  by a p e  (Istler, flat, 8nd 
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.- 

. -  -.-, 
paral). The estimated dropship savings presented in Attechmen! B and 

Attachment C are not disaggragated by shape. 

... 
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US. POSTAL SERVICE WITNESS CHARLES L. CRUM 

RESPONSE TO INTERROGATORIES OF 
MSTRlCT P N T Q  INC., MYSTIC COLOR LAB, AND COX SAMPLING 

DMCIUSPST27-8. In the fatlowing table, BY 1996 Costs were taken from 
USPS-T-28, Docket No. R97-1 (revised 10/1/97), Exhibit K, Table 3: BY 1998 
Costs were taken from your response to PSA/USPS-T27-3. 

Parcels BY 1996 Costs BY 1998 Costs Percentaae Incr. 
Std. A Rea. S0.513 $0.768 49.7% 
Std. A ECk $0.455 
Std. A Nonprofit $0.659 
Std. A N. ECR $1.382 

$0.746 64.0% 
$0.984 49.3% 
$2.262 63.7% 

a. Please confirm the data in this table, or supply correct figures. 

b. Do you believe that these disproportionately high unit cost increases have 
resulted from: (i) sharp decreases in productivity, as has occurred with flats; (ii) 
random variations in the number of tallies in the IOCS; (iii) changes in the mail 
mix (Le., relatively more high cost pieces and relatively fewer low-cost pieces; or 
(iv) maybe something else. Please explain if these factors are different for each 
category of parcels? 

c. Did parcel processing become more mechanized between 1996 and 
1998? If so, please detail how, and describe the impact that such mechanization 
would have on parcel cost incurrence. 

d. Did any changes occur in the processes for identification of costs incurred by 
shape between 1996-98? 

RESPONSE 

a. Confirmed. 

b. 

testimony is to estimate the total cost difference between parcels and flats in all 

of bulk Standard Mail (A) ... I have provided Tables 3.1 through 3.4 because 

As described in my response to RIAAIUSPS-T27-1 “the purpose of my 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES OF 

DISTRICT PHOTO, INC., MYSTIC COLOR LAB, AND COX SAMPLING 

external parties expressed an interest in those numbers in Docket No. R97-1 and 

to present a more complete record." 

Any changes you note foF Nonprofit ECR parcel unit costs are likely to be 

related to variability associated with their very low volume. Please refer to my 

response to RIAAIUSPS-T27-3(a). I believe the majority of the other cost 

increases you note can be explained by the change in mail processing approach 

between Docket No. R97-1 and Docket No. R2000-1. Please refer to page 8, 

lines 7-14 of my testimony and my response to Postcom/USPS-T27-1. 

c. 

and 1998. 

d. I believe the only change of consequence is the new mail processing 

approach referred to in my response to b. I am informed that other smaller 

changes in approach can be found in the testimonies of witnesses Degen 

(USPS-T-16) and Van-Ty-Smith (USPS-T-17). I do know that the single Non- 

MODS cost pool in Docket No. R97-1 was broken into 8 cost pools in this docket 

though I am unsure what, if any, impact that particular change had on my cost 

results. 

I am unaware of any major changes in parcel processing between 1996 
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U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES OF 

DISTRCT PHOTO, INC., MYSTIC COLOR LAB, AND COX SAMPLING 

DMC/USPS-T27-9. Please provide data for FY 97 and PI 99 as presented in 
Attachment F. 

RESPONSE 

Please refer to the attached pages for all the FY 1997 data I have. I do 

not have the complete set as presented in Attachment F. These pages are not 

intended to be part of my testimony and are being provided only to fully comply 

with this discovery request. I have not carefully reviewed the results. I believe 

the Docket No. R97-1 mail processing volume variability approach was followed 

In the preparation of my testimony, I did not develop the requested 

Attachment F information for PI 1999 and, thus, cannot provide it. 



FY 1997 Bulk Standard Mail (A) Enhanced Carrier Route Table 3A(l) 
Costs by Shape ($000) 

Cost Categofy 

C.S. 3.1 Mall Pmcerslng 
3.la Mail Processlng Variable wl Pigbk 
3.lb Remots Encoding Costs 

3.1 Total 

C.S. 3.2 Wlndow Servke 
3.2b CRA Window Senrice Total 
3.2d W h d w  Service PQgybmk Factor 
3.2e piogybacked Costs 

3.2 TOW 

C.S. fJ 6 7 City Delivery Csrrlers 
6 Lkat t  In-Offlce 
7.1 Route 
7.2 Access 
7.3 Elemental Load 
7.4 Other Load 
7.5 Street Support 
687 Subtotal 
687 Pagyback Factors 
6&7 Piggybacked Costs 

687 Total 

C.S. 8 Vehlcte Sewke Drlvers 
8a Vehicle Selvice Drivers 
8b Piggyback Factors 
6c Piggybacked Costa 

6 Total 

I 

C.S. 10 Rural Dellvery Carders 
10a Rural D e l i i r y  Carriers 
10b Piggyback Factors 
1oc piggybacked costs 

10 Total 

Sum over 
Shapes 

444,112 
0 

444,112 

6,757 

9,613 

313,504 
21.089 
43.873 

232.871 
0 

96,504 
707.841 

216,941 

924.782 

43,115 

23.718 

66,833 

265,830 

52,781 

318.611 

Letters 

182,721 
0 

182,721 

2.418 
1.42261 

1,022 
3440 
3,440 

133,136 
7,940 

16.519 
108.471 

0 
43,072 

309.138 
1,30602 
94,603 

403,741 

4,638 
1.55010 

2,551 

7.189 

51,491 
1.19655 
10,224 

61.715 

Flats 

246.580 

246.580 

4,331 
1.42261 

1.830 
6161 
6,161 

173,181 
13,113 
27,279 

119,509 
0 

52,576 
365,639 
1.30602 
118.013 

503,652 

37,994 
1.55010 
20,900 

58.694 

214,259 
1.19655 
42.541 

256.800 

lPP5 & 
Parcels 

14,611 

14.811 

8 
1.42261 

4 
12 
12 

7,207 
36 
75 

4.890 
0 

1,927 
14.136 

1.30602 
4,326 

18.461 

484 
1.55010 

266 

749 

80 
1.19855 

16 

96 

Source I Derlvatlon 

WS 3.1.1 

=sum(3.la.3.lb) 

C.S. 3.2Totalfrom CRA 
LRM-77. 
=sum(3.2a,3.2c)73.2d ~ 1) 
bozo 
=sum(3.2a,3.2c,3.2e) 

C S. 6 CRA total 
= CS total from CRA dist. to shape by Volume 
= CS total from CRA del. to shape by Volume 
= CS total from CRA dist. to shape by ElemLoad 
= CS total from CRA del. to shape by Volume 
= CS total from CRA dist. to shape by 7.1 - 7.4 
=sum of6 through 7.5 
LR-H-77. 
= 687 subtotal *( 687 pig. fact - 1) 

= sum( 6&7 subtotal, 687 piggybacked costs) 

= CS total from CRA dist. to shape by Cube 
LR-H-77. 
= 8a * (8b -1) 

=sum( 8a. 8c) 

= CS total from CRA dist. to shape by RuralDel 
LR-H-77. 
= 9a * (9b -1) 

=sum( 9a. 9c) W 
W 
W 
0 



FY 1997 Bulk Standard Mail (A) Enhanced Carrier Route Table JA(1) 
Costs by Shape (MOO) 

Gost category 

C.S 14 Transportatlon 
14.laDomeslicAir 
14.lb Highway 
14 .1~ Railroad 
14.ld Domestic Water 
14.2 International Transportation 

14 Total 

All Other Costs 
A. CRA Total for Rate Category 
8. Sum of C.S. Totals from above 
C. Diierence 

Total All Othei 

Total AtMbutable 

Attibutable Cost per Pkce (Dollars) 

Dlstrlbutlon Keys 

1 Vdume of Mail (000) 
2 Weight of Mal (000) 
3 
4 Cube of Mail (000) 
5 
6 
7 
8 
9 Elemental Load K e y  
10 Rural Delivery Key 

Carrier In-Office Key 
Window Setvice Key 

Den* of Mail (pounds I CUM feel) 

Key - Volume of Mail (percent by shape) 
Key - Weight of Mail (percent by shape) 
Key - Cube of Mail (percent by shape) 

Sum over 
Shapes 

1,392 
38.401 
13,066 
1.048 

0 

53.907 

1,863,024 
1.817.857 

65.167 

65.167 

1,683,024 

0.060 

31,504,820 
4,518,459 

21.3060 
211,980 
100.00% 
100.00% 
100.00% 

100.00% 
100.00% 
100.00% 
100.00% 

Letters 

200 
4,130 
1,405 

150 
0 

5,886 

24,536 

689.227 
38.60% 

0.058 

11.861.918 
648.047 
28.4219 
22.801 
37.65% 
14.35% 
10.76% 

46.58% 
19.37% 
42.47% 
35.78% 

Flak 

1.189 ; . I 4  
33,840 .:{ ! 
11,514 ':,{ 

895 ' !  

0 4{ 
47.438 I 

I .  

40.519 

1,160,044 
61.61% , 

0.059 

19,588,836 ' 
3.857.952 

20.6526 
186.602 
62.18% 
85.42% 
88.12% 

51.32% 
80.6OU 
55.23% 
64.09% 

/US@ 

IPPS (L 
Parcels Source I Dedvatlon 

3 
431 
147 

2 
0 

583 

C.S. Total did to shape by Weight 
C.S. Total dist to shape by Cube 
C.S. Total did to shape by Cube 
C.S. Total dist to shape by Weight 
C.S. Total dist to shape by Weight 

=sum of 14.la through 14.2 

CRA total anrlbutable far rate categow 
Sum of C.S. totals above 
= A - B  

= C dist. lo shape by Volume 112 

3 4 . ~ 4  
185% 

0.644 

Key Name 

54,088 
10,460 

4.4 
2,377 
0.17% Volume 
0.23% Weight 
1.12% Cube 

2.10% ElemLoad 
0.03% RuralDel 
2.30% 
0.12% 

Source 

TaMe 1 
Table 1 
LR-MCR-13, LR-PCR-38 
= Weight/ Density 
Share of (1) by shape 
Share of (2) by shape 
Share of (4) by shape 

Table 5 
Table 6 

w 
w 
P 
m 
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a-rrw)CttmcEmu'r T ~ I  wi  W E S S  
FY 1997 Bulk Standard Mail (A) Regular 

Cost Category 
Sum over 

Shapes 

C.S. 3.1 Mall Processlng 
3.la Mail Processing Variable wl Pigbk 2,526.358 
3.lb Remote Encoding Costs 0 

3.1 Total 2,526,356 

C.S. 3.2 Window Sewlce 
3.2b CRA Window S e w b  Total 
3.2d Window Service Piggyback Factor 
3.2e Piggybacked Costs 
CHECK 
3.2 Total 

C.S. 6 II 7 Clty Delivery Carders 
6 Liocatt In-Oflice 
7.1 Route 
7.2 Access 
7.3 Elemental Load 
7.4 Other Load 
7.5 Street Support 
687 Subtotal 
687 Piggyback Factors 
687 Piggybacked Costs 

687 Total 

C.S. 8 Vehicle Sewke Drivers 
8a Vehide Secvlce Drivers 
8b Piggyback Factors 
8c Piggybacked Costs 

24.041 

34.189 

525.293 
17,206 
23,124 

166.738 
0 

116,391 
866.752 

271,719 

1,140,471 

40.862 

22.264 

8 Total 63,126 

C.S. 10 Rurat Delivery Carrkn 
10a Rural Delivevery Carriers 
lob Piggyback Factors 
10c Piggybacked Costs 

325,202 

64,556 

10 Total 389.758 

Table38(1) 
Costs by Shape(SOO0) 

IPPS L€ 
Letters Flak Parcels 

1.055.498 1,174,972 295.888 
0 

1,055,498 1,174,972 295.888 

12,907 9.918 1,216 
1.42210 1.42210 1.42210 

5,446 4,187 513 
16355 14105 1729 
16,355 14,105 1,729 

265,332 
10.323 
13;874 
92,977 

0 
60,061 

442.566 
1.31245 
136,260 

580.846 

220.838 
6,465 
6,689 

56,264 
0 

45,212 
337,469 
1.31245 
105.442 

442,911 

39,123 
418 
561 

37,497 
0 

12.005 
89,604 

1.31245 
27,997 

117,601 

12,568 17,929 10,365 
1.54487 1.54487 1.54487 

6,648 9,769 5,646 

19.415 27.696 16,013 

89.658 214.276 21.268 
1.19851 1.19851 1.19851 

17,798 42,536 4.222 

107,456 256.811 25,490 

Source I Derivatlon 

=sum(3.la.3.1 b) 

C.S. 3.2 Total from CRA 
LR-H-77. 
=sum(3.2a,3.2~)'(3.2d - 1) 
boa0 
=sum(3.2a.3.2c.3.2e) 

C.S. 6 CRA total 
= CS total from CRA dist. lo shape by Volume 
= CS total from CRA dst. to shape by Volume 
= CS total from CRA dist. to shape by ElemLoad 
= CS total from CRA dkt. to shape by Vobme 
= CS total from CRA dst. to shape by 7.1 - 7.4 
=sum of6 through 7.5 
LR-H-77. 
= 687 subtold *( 687 pig. fact. - 1) 

=sum( 687 subtotal, 687 piggybacked costs) 

= CS total from CRA dist. to shape by Cube 
LR-H-77. 
= 6a * (8b -1) 

=sum( 8a, 8c) 

= CS total from CRA dist. lo shape by RuralDel 
CR-H-77. 
= 9a '(9b-1) 

=sum( 9a. 9c) W 
W 

N 
m 
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FY 1997 Bulk Standard Mail (A) Regular 

Cost Category 
Sum over 

Shapes 

C.S 14 Transportalion 
14.la Domestic Air 19,309 
14.lb Highway 184,333 
14 .1~  Railroad 63.010 
14.ld Domestic Water 5,311 
14.2 lnternabonal Transportation 0 

14 Total 272,023 

AM Other Cosb 
A. CRA Total for Rate Category 4.405.671 
E. Sum of C S. Totals from above 4.425.925 
C. Difterence -20,254 

Total All Other -20,254 

Total Attributable 4,405,671 

Attlbutable Cost per Plece (Dollars) 0.135 

Distribution Keys 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Volume of Mail (000) 
Weight of Mal (OOO) 
Density of Mail (pounds I cubic feet) 
Cube of Mail (000) 
Key -Volume of Mail (percent by shape) 
Key - Weight of Mail (percent by shape) 
Key - Cube of Mail (percent by shape) 

Elemental Load Key 
Rural Delivery Key 
Carrier In-Ofice Key 
Window Senice Key 

32,527,735 
4,280,488 

19.8783 
215,334 
100.00% 
100.00% 
100.00% 

100.00% 
100.00% 
1W.OOH 
100.00% 

Table JB(1) 
Costs byShape(S000) 

Letters Flats 

8,491 8,802 
58.694 60.881 
19.380 27,647 
2,362 2.448 

0 0 

86.927 119,778 

-1 2.152 -7.611 

1.856.345 2,028.665 
42.14% 46.05% 

0.095 0.166 

19#515.470 12,222,726 
1.882.342 1,951,316 

28.4219 20.6526 
66,229 94.483 

60.00% 37.58% 
43.98% 45.59% 
30.76% 43.88% 

49.79% 30.13% 
27.57% 65.89% 
50.51% 42.04% 
53.69% 41.26% 

lPPs h 
Parcels 

2,016 
46,759 
15.983 

561 
0 

65.318 

-492 

521,547 
1 1.84% 

0.661 

789,539 
446.810 

8.18 
54.622 
2.43% 

10.44% 
25.37% 

20.08% 
6.54% 
7.45% 
5.06% 

Source I Derlvatlon 

C.S. Total dist to shape by Weight 
C.S. Total dist to shape by Cube 
C.S. Total dist to shape by Cube 
C.S. Total d i t  lo shape by Weight 
C.S. Total dnt to shape by Weight 

=sum of 14.la through 14.2 

CRA total attributable for rate category 
Sum of C.S. totals abave 
= A - B  

= C dnt. to shape by Volume 

Key Name source 

Table 1 
Table 1 
LR-MCR-13, LR-PCR-38 
=Weight I Density 
Share of (1) by shape 
Share of (2) by shape 
Share of (4) by shape 

Volume 
Weight 
Cube 

ElemLoad Table 5 
RurslDel Table 6 

W 

W 
m 



Letters 

Basic 
Basic BC 
35DQii 
315 Dig6 BC 
Carrier Route 
Hgh Density 
satuntion ' 

TOW Lmen 

Revenue per Weighl per 
R.2WllE P M  Weigh( Remue Pines Weigh( Piece (cents) Piece (02 ) 

430.493 1,679,583 97.317 43.828 1.683.678 97,625 25.6 0.9 
547.682 3.007.201 1w,663 548.102 3.014.532 170,193 18.2 0.9 
569.364 2.802.506 128.747 569.W 2.809.337 129.154 20.3 0.7 

1,965,352 11.965.370 €69,095 1.966.858 11.994.558 671.21 1 16.4 0.9 
1.131260 8,216.548 405.713 1,164,483 8,480,231 428.498 13.7 0.8 

41,475 326,947 n ,426 42.693 337.440 22.629 12.7 1.1 
345.451 2,949,590 186,404 356.596 3.044.247 196.872 11.7 1 .o 

5.IZ3l.oBJ 30347.746 1.678.366 5,078,562 31,264,005 1.716.189 16.2 0.9 

k c  BC 
36Digil 

FhtS 

315 D i t  BC 

Revenue per WoigM per 
R.2Wlue P m  WeigM R- Pikes WehM Pece(centl) Piece(0r) 

~~ . ~ ~ ~ .  
@si78 254.559 64;727 e5943 .&;irn 33.7 4.1 

3.3 
3.7 

463,939 1 . 8 1 8 . ~  . 374.892 I 464.234 1.823.300 376.077 
1.961.489 9.106.682 2.081.313 1.962.992 9,128.883 2.087.893 21 .5 

Car& R a e  
High Dcmi 
saturathl 
Tolal F$B 

1;685;089 10;019;153 2;101;877 1;734;577 10,340,684 2.219.919 16.8 3.4 
175.433 1.173.4x) i23.m 180.585 1.211.087 235,672 14.9 3.1 

1,055,654 7.787.162 1.327.581 1.068.275 8.037.065 1.402.139 13.3 2.8 
5.765.629 31,164,964 6,404,333 5.sS2,aW 31,803,762 6.618.174 18.4 3.3 

IPPs and Parcels 

Basic 131.410 254.677 129.926 
Bask BC 
36Digil 258.097 554,075 32o.w 
315 Dim* BC 
Canier Route 3.271 19.7W 3.594 
Hi Densay 845 5.198 1208 
Saturation 3.714 27.487 5.168 
Tdal lPPt and Parcels 397.337 861.137 460.580 

R-W PkCeS Weighl 

All Shams I I I Revenue per WeioM per 

Revenueper Weightper 
Revenue pi- WeigM Pi,(centr) Piece(0z.) 

131,511 255.298 130,337 51.5 82 

258.295 555.426 321,698 46.5 9.3 

3.367 20,352 3,795 16.6 3.0 
870 5.365 1,276 16.2 3.8 

vi3 28.369 5.458 13.5 3.1 
397.866 864.790 462.565 46.0 8.6 

Basic 
Basic BC 
36Dgi l  
315 Digit BC 
Carrier Route 
H i  D e m y  
Saturation 
Tdal All shapes 

Revenue Pieca Weigh( Revenue Picces weight Piece (ce+ PI& (0z.) 
919,856 2.939.374 457.m 920.561 2,946,539 459.m 31 .2 2.5 
633.560 3,261,760 234.390 634.045 3.269.712 235.131 19.4 1 .2 

1291.399 5,175,447 824.323 1.292.389 5.188.os3 826.929 24.9 2.6 
3.926.841 21,072,053 2,750,408 3,929,850 21,123,422 2.758.104 18.6 2.1 
2819.620 18.255.4W 2.511.1@3 2,902,428 18.841247 2.652212 15.4 2.3 

217,753 1.505375 245.964 224,148 1,553,892 m,m 14.4 2.7 
1,385,019 10.764.239 1.519.153 1.425.695 11,109.681 1.604.469 12.8 2.3 

11.194.050 62,973,847 8,543,279 11,329,117 64.032556 8.796.928 17.7 22 

GFY RPW Total 

Bask and 36Dige 
Canier Rude 

GFY RPW Factors 

Bask and S D i g i l  
Ca& RMe 

R C W U S  Pncs WdQM 
6.776.846 32,527,736 4.280.469 
4.552.271 31,!34.820 4,516,459 

11,329.117 64,M2.556 8,796,328 

R-ut piken W&M 
1.ooO77 1.00244 1.02316 
1.02937 ' 1.03XW 1.05616 
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Letters 

Basic 
Basic BC 
S O i g i l  

Carrier Route 
Hiih Der& 

315 DigR EC 

Table 2 

Revenue per Weight per 
Revenue pieces Weight Revenue Pieas WebM pine (cents) Piece (or.) 
166,146 1.272.oOo 55.527 165.512 1.27I.CS6 55.257 13.0 0.7 
105.528 1,066,144 55.140 105,125 1,065,386 54.872 9.9 0.6 
258.966 2.242736 86,747 238,053 2,241,143 86.326 10.6 0.6 

110,049 1.488.121 €5,014 110.P1 1.497.748 64.508 7.4 0.7 
2.519 39.677 1.027 2.523 39.934 1,019 6.3 0.4 

336,610 3,910.717 197.659 Ms.326 3.907.958 1W.mO 6.6 0.8 

FMS 

Bask 
Basic EC 
S D i g i l  
36 OigR EC 
Carrier Route 

saturation I 31,170 s35.m 27,763 I 31219 538.545 27.565 I 5.6 0 6  
Total Letters 990.987 10.554.477 488.882 I 987.980 10,561,790 486,235 I 9.4 0.7 

Revenue per Weight per 
R m w  Peas W&QM Revenue piaft WeigM pine (cents) Piece (az.) 

9.127 48.541 6,743 9,092 48.537 8,701 16.7 2.9 
74.075 472.630 71,070 73.792 472.355 70.725 15.6 2.4 
107.409 611.610 128.984 106.999 61 1 .Ma 126.358 13.2 2.5 
54.407 534.477 66.254 54.492 537.955 65.73 10.1 2.0 

67.935 318.690 56290 67,676 316.48 56,017 21.3 2.8 

High Denvty 
6aturalion 

1.186 12.870 1.371 1,167 12.953 1.360 92 17 
20.164 242.313 33.627 20.195 243.881 33.265 83 22 

IPPS and Parcels Revenue per Weight per 
Revenue Picccs Weight R N n W  pi- W e h t  Pine(sents) piea(or.) 

All S h i p s  I I I Revenue per Weight per 

Basic EC 
=Digit 
315 Dit EC 
Canier Route 
High DmSny 
SatUrntikll 
Total lPPs and Pa& 

. .  

6.033 24.316 9.734 6.W7 24.m 9.687 24.7 6.4 

44 380 Bo 44 382 79 11.5 3.3 
0 6 1 0 6 1 7.6 2.1 
47 585 111 47 589 110 8.0 3.0 

1o.m 42.992 15,m 10,823 42.969 15.723 25.2 5.9 

Easr: 
Bawc BC 
S O i g R  

Revenue P * a r  Weight R.3AXllI.S Peas WebM P e a  (cents) Pi& (az.) 
258.823 1.W8,m 117.692 237.912 1.607251 117.120 14.6 1.2 
114.655 1,114,685 a.883 114.2l7 1.1 13,893 63.573 10.3 0.9 
319.070 2.739.744 167.550 317.853 2.737.798 166.737 11.6 1 0 

35 Dipi BC 
Canier R d e  
High Oemny 
saturatm 

.~ T c g l W S h a p  

444;019 4.m.327 326.643 442.3% 4,7181972 3251058 9.4 1.1 
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DMC/USPS-T27-10. In the last docket, the Commission found merit in Dr. 
Haldi's alternative proposals that the shape costs be based on average 
transportation cost or, alternatively, that destination entry discounts be 
deaveraged by shape, because "the base rate should be consistent with the 
discount subtracted from it. Op. & Rec. Dec., Docket No. R97-1, para. 5483. In 
light of the Commission's finding: 

a. Did you or the Postal Service calculate destination entry discounts based 
on shape? If so, please provide such calculations and explain why you decided 
not to employ such a methodology in this case. If not, why did the Postal Service 
opt to ignore the Commission's analysis? 

b. 
shape? If so, please provide such calculations and explain why you decided not 
to employ such a methodology in this case. If not, why not? 

RESPONSE 

a. 

to the attachment to my response to DMCIUSPS-T27-7. Please refer to pages 

15-16 of witness Moeller's testimony (USPS-T-35) for a discussion as to why 

shape-based dropship discounts were not proposed in this docket. 

b. 

different presort discounts for the letter and nonletter shapes. Please refer to 

USPS-T-35, WP 1, page 11. 

Did you or the Postal Service calculate presortation discounts based on 

I calculated estimated transportation cost savings by shape. Please refer 

It is my understanding that the Standard Mail (A) rate design includes 
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DMC/USPS-T27-11. 

a. Please confirm the following figures, derived from USPS-T-28 (revised 
10/1/97). Docket No. R97-1. Exhibit K, and USPS-T-27, Attachment F, Table 3 
If you do not confirm, please provide the correct data. 

I Std. A FY 96 Mail FY98 Mail FY96 Deliv. FY98 Deliv. 
Parcels Proc. Costs Proc. Costs COStS costs 
Regular $0.2901 $0.483 $0.1261 $0.1818 
ECR $0.1462 $0.274 $0.2843 $0.458 
Nonprofit $0.3705 $0.7004 $0.2229 $0.1 895 
NP ECR $0.3672 $2.0193 $0.9938 $0.1876 

_- 

b. Please explain why mail processing costs have increased by over 70 
percent for non-ECR parcels, and more than doubled for ECR parcels. 

c. Please explain why Nonprofit ECR parcels’ mail processing costs 
increased by a factor of 5.5 between 1996 and 1998, while delivery costs for the 
same parcels decreased by a factor of 5.3. 

d. 
as delivery costs for parcels in the other three subclasses? Is there any 
difference in how Commercial ECR parcels are delivered? 

e. 
explain your answer in light of the cost variances documented above. 

RESPONSE 

Please explain why ECR parcel delivery costs are more than twice as high 

Do you have confidence in the reliability of these cost data? Please 

a. 

have interpreted “Delivery” as the sum of City Delivery Carriers plus Rural 

Delivery Camers. 

b. 

c. 

The corrected data has been provided in the table above. Like the table, I 

Please refer to my responses to DMC/USPS-T27-8(b). 

Please refer to my response to DMC/USPS-T27-8(b). 
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d. 

difference in how commercial ECR parcels are delivered. 

e. I have confidence in the cost results presented on page 10 of my 

testimony and used by witness Moeller to support the surcharge on Standard 

Mail (A) parcels. Please also refer to my response to PSARISPS-T27-5. 

Please refer to my response to PSA/USPS-T27-5(a). I am unaware of any 
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. DMCIUSPST27-12. Please refer to your testimony at page 8 (ll.8-13), where 
you state that 'In Docket No. R97-1, the Postal Service proposed explicit 
econometric-based volume variability factors as part of their mail processing cost 
presentation. That was not done in this docket for effectively all of the parcel 
operations and some portion of the flats operations. The impact of this change is 
to expand the cost difference between flats and parcels beyond its level under 
the Docket No. R97-1 volume variability proposal." 

a. 
volume variability factors as part of their parcel mail processing cost 
presentation? 

b. 
and parcels beyond its level under the Docket No. R97-1 volume variability 
proposal? 

RESPONSE 

a. 

T-15). Please also refer to my response to Postcom/USPS-T27-1. 

b. It is my understanding that the choice of volume variability approach was 

made without regard to its impact on the parcellflat cost differential in Standard 

Mail (A). Please refer to pages 132-139 of the testimony of witness Bozo 

Why did the Postal Service not propose explicit econometric-based 

Did the Postal Service desire to expand the cost difference between flats 

Please refer to pages 132-139 of the testimony of witness Bozo (USPS- 
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DMCIUSPS-T27-13. 

a. 
Standard A parcels (i.e., pieces subject to the Standard A parcel surcharge) in 
PI 1999. If these data are not yet available, please provide them as soon as 
they become available. 

b. For each of the four Standard A subdasses, what is the projected volume 
of Standard A parcels in Test Year 2001? 

c. When projecting the parcel volume for PI 2000, is the higher percentage 
increase in rates for parcels proposed by witness Moeller taken into account’ If 
so, please explain how, and to what extent If not, please explain why not. 

RESPONSE 

a. 

totals. They are calculated in a manner identical to the 1998 volumes presented 

in Attachment F, Tables 1 & 2 of my direct testimony. 

For each of the four Standard A subclasses, please provide the volume of 

The numbers below represent Permit volumes tied to 1999 official RPW 

Regular = 766,487,000 

ECR = 22,747,000 

Nonprofit = 33,352,000 

NPECR = 927,000 

The Test Year 2001 estimates of the volume of pieces paying the b. 

surcharge by subclass can be found in the workpapers of witness Moeller 

(USPS-T-35, WP1, page 14). 

c. I am informed that there is no PI 2000 parcel volume forecast 
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DMCIUSPS-T27-14. Since Docket No. R97-1, has the Postal Service conducted 
any studies of any kind whatsoever on Standard A parcels, including, but not 
limited to, the effect of the Standard A parcel surcharge? For example, a study of 
the effect of the surcharge on volume, or a survey 
to ascertain whether (or how many) firms repackaged the contents so as to be 
able to qualify as flats and migrate to the flats category? If so, please provide as 
a library reference copies of all such studies. 

RESPONSE 

I am unaware of any such studies. 

. .  . .  
. .  

, .  
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DMCIUSPS-T27-15. Other than the cost data which you present in your 
testimony, has the Postal Service conducted any other study or studies on the 
cost of processing and delivering parcels? Such a study or studies could be, for 
example: (i) an engineering-type study; (ii) an MTM study; (iii) 
a detailed cost model for Standard A parcels; (iv) an IOCS-based study of the 
cost of handling parcels classified in different ways, such as IPP Machinable, IPP 
Non-machinable, Parcel Machinable, and Parcel Outsides (Le., using the IOCS- 
based definitions); and/or (v) a study regarding the cost of processing and 
delivering parcels with detached address labels (“DALs”) versus the cost of 
handling parcels without DALs. If so, please provide as a library reference 
copies of all such studies. 

RESPONSE 

I assume you are referring specifically to Standard Mail (A) parcels. The only 

additional study I am aware of was originally presented in Appendix C of LR- 

PCR-38 in Docket No. MC97-2. It was called the Standard Mail (A) Bulk Parcel 

Characteristics Study and is most similar to option (iv) above. Additional portions 

of the study were also presented in LR-PCR-50 and LR-PCR-53. 
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DMCNSPS-127-16. As between the four subclasses within Standard A, the unit 
costs of processing and delivering parcels exhibit wide differences. 

a. Are these cost differences due chiefly or solely to vagaries in IOCS 
sampling, and the relatively small volume of parcels? 

b. Unless your answer to the preceding question is an unqualified affirmative, 
please itemize and discuss the principal cost drivers (e.g., shape, weight, other) 
and explain how they account for the substantial cost drfferences exhibited by 
yourdata. - 

RESPONSE 

a. 

due to the lack of volume in that category and the variability associated with that 

low volume. Please also see my response to DMCIUSPS-T27-8(b) 

b. As stated in my response to subpart (a), Nonprofit ECR unit cost 

measurements are heavily impacted by their low volume, however, I do not rule 

out the possibility that other characteristics may be involved because of the 

historically high unit costs in Nonprofit ECR. 

I believe the unit cost differences relating to Nonprofit ECR parcels are 

I think it makes sense to focus my discussion on the three major cost 

categories (Mail Processing, City Delivery Carriers, and Transportation) and am 

looking at the attachment to my response to RIAAIUSPS-T27-1 as I respond 

here. Mail processing costs are much higher in Regular and Nonprofit than in 

ECR principally because ECR pieces are already presorted to carrier route. 1 do 

not know exactly why Nonprofit and Regular mail processing costs differ. 

Nonprofit and Regular unit delivery costs are quite similar. Please refer to my 

response to DMC/USPS-T27-1 l(d) for a discussion of ECR delivery costs. 
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Nonprofit and Regular transportation costs are quite similar and exceed ECR 

transportation costs by a comfortable margin. This is predominantly because 

ECR pieces are more heavily dropshipped than Nonprofit or Regular pieces. 

Please refer to LR-1-225 for additional detail regarding dropship profile by 

subclass and shape. 
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DMCIUSPS-T27-17. 

a. 
cost? If so, please provide a copy of any such study and the results. 

b. 
shapes to cost? if so, please provide a copy of any such study and the results. 

RESPONSE 

a. 

For Standard A parcels, have you studied the relationship of weight to 

For Standard A parcels, have you studied the relationship of different 

I have not specifically studied the relationship of weight to cost for 

Standard Mail (A) parcels. For general discussion regarding weight, 

machinability and cost of these pieces please refer to Docket No. R97-1 (Tr. 5, 

2369-2370). The only study presented in this case that I am aware of relating 

weight to cost in Standard Mail (A) parcels can be found in USPS LR-1-92. 

b. I have conducted no such study. Because weight is limited to 1 pound, I 

expect the cost variance due to various shapes and sizes would be smaller than 

in a subclass such as Parcel Post where the weight limit is 70 pounds. 
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. .  

~. 
. .. . . .  
. .. 

DMCIUSPS-T27-18. Other than the cost data which you present in your 
testimony, please provide a brief recap of all efforts which you have made to 
investigate the costs of handling parcels. Include in your recap visits to parcel 
handling operations at Postal Service Plants, discussions with or 
briefings from operations personnel who specialize in or are familiar with the 
processing and delivery of parcels, visits to facilities of mailers that regularly 
enter Standard A parcels, etc. 

RESPONSE 

Since the fall of 1995 when I began my career with the Postal Service, I 

have been involved in the Standard Mail (A) parcel issue (then known as bulk 

Third-Class parcels). I will make a good faith effort to briefly describe my 

investigations over the last 5 years, but can not guarantee where or from whom I 

learned each piece of information I have picked up. Most of my planned 

operational investigations preceded the filing of Docket No. R97-1, though I have 

continued to observe the handling of these pieces as a matter of course while 

focused on other duties. 

Focused on the Standard Mail (A) parcel issue in the fallhinter of 1995, I 

visited approximately five delivery units in Arlington, Virginia and several delivery 

units in the Denver, Colorado area. I also visited the Washington Bulk Mail 

Center (BMC) and the Denver Bulk Mail Center and Processing and Distribution 

Center (P&DC). The Arlington visits were led by a local manager of delivery. 

The Washington BMC trip was led by a member of the Headquarters BMC 

Operations group and former BMC manager. The Denver trip was led by Docket 

No. R2000-1 witness Kingsley. I also spoke with numerous people local to these 

facilities regarding the handling of parcels. 
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During 1996 and 1997 I met frequently with various members of the 

Headquarters BMC Operations Group and attended a meeting of BMC managers 

in Springfield, Massachusetts. I continued to visit various postal plants, BMCs, 

and delivery units as part of my cost study preparations and desire to learn more 

about postal operations. To date, I have been to 9 of the 21 BMCs and a larger 

number of plants and delivery units. 

In 1995/1996, I called several meetings involving postal volume and cost 

experts to determine the most reliable approaches to developing unit cost 

estimates by shape. 

Throughout the period 1995-2000, I worked with numerous people at 

Postal Headquarters regarding Standard Mail (A) parcel issues. Besides the 

BMC Operations group mentioned previously, I also spoke with various other 

people in Operations. I spoke with a former manager of carriers who also has 

experience in costing. I have worked closely with other member of my current 

department including my manager. I have had numerous meetings with 

members of the Pricing group. I have spoken with a former manager of data 

collectors who spoke with current data collectors regarding these pieces. I 

visited RJ Reynolds and Sara Lee Direct mailer plants in North Carolina. In 

December 1998 I visited a Cox Direct facility in Greenville, North Carolina. 
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DMC/USPS-T27-19. 

a. 
Docket, and your knowledge about parcels in general, would it be your opinion 
that (i) the Postal Service loses a small amount of money on all, or almost all, 
Standard A parcels, or (ii) the Postal Service makes money on a significant 
subset of its Standard A parcel volume, but loses a substantial, offsetting amount 
on other parcels? Please discuss. 

b. 
small amount of money on all, or almost all, Standard A parcels, please explain 
how this can be in light of the very different costs you present for the four 
Standard A subclasses. 

c. If your answer to part (a) is to the effect that the Postal Service makes 
money on a significant subset of its Standard A parcel volume, but loses a 
substantial, offsetting amount on other parcels, please explain which types of 
parcels are generally profitable, which are highly unprofitable, and explain the 
principal factors that cause some parcels to be highly unprofitable. 

RESPONSE 

a. My testimony does not calculate contribution for individual pieces 

However, at current rates it is my belief that the Postal Service loses money on 

the vast majority of Standard Mail (A) parcels. As mentioned in my response to 

DMC/USPS-T27-1 7(b), I believe Standard Mail (A) parcels are relatively more 

homogeneous than a subclass such as Parcel Post. Revenue considerations 

aside, there would need to be large cost variations within subclasses if option (ii) 

Based on your studies of the cost of parcels in Docket No. R97-1 and this 

If your answer to part (a) is to the effect that the Postal Service loses a 

was indeed the case. 

If costs do not vary substantially within subclass and shape, then 

changes in revenue must be key in determining contribution. I suspect heavier 

pieces might lose somewhat less than lighter pieces because they pay higher 

rates. Regular parcels are the heaviest on average, pay the most in revenue, 
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and have the smallest average loss per piece. Witness Daniel attempts to 

develop costs by ounce increment in USPS LR-1-92. Quickly scanning the 

existing rate schedule and her analysis of Standard Mail (A) parcels, only 

Regular parcels weighing 1G13 ounces appear to be close to covering their cost. 

b. While the estimated loss per piece is indeed higher in ECR, Nonprofit, and 

Nonprofit ECR (not meaningful - please see my responses to DMCIUSPS-T27- 

8(b) and DMC/USPS-T27-16) than it is in Regular, the volumes are vastly 

skewed towards Regular. Please refer to the data presented below gathered 

from my testimony. 

Cateaory 1998 Estimated Lossbiece Volume Share 

Regular $0.29 89.8% 

ECR $0.59 5 3% 

Nonprofit $0.73 4.7% 

Nonprofit ECR $2.12 0.2% 

If the figures above are weighted together, the average pre-surcharge 

estimated loss per piece for parcels in all of Standard Mail (A) is $0.33. This 

number is very close to the $0.29 loss for Regular. Therefore, regardless of any 

variation (real or due to low volumes) in the other categories, the results for 

Regular will basically determine the results for all of Standard Mail (A). In 

regards to your question, I do not believe unit cost variation between subclasses 

is a major issue in that the final results are not greatly impacted by any variation. 

c. Not applicable. 



3400 

US. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES OF 

NEWSPAPER ASSOCIATION OF AMERICA 

NAAIUSPS-T27-1: Please refer to your testimony at page 4. lines 16-19. 

a. Please confirm that you suggest that volume could serve as an 
appropriate proxy in determining non-transportation savings. 

b. Please confirm that Witness Daniel converts your cost per pound 
estimates by destination type into cost per piece. If you used 
volume as a proxy, instead of weight, would your calculated costs 
per piece correspond with Witness Daniel's? Please explain your 
answer. 

RESPONSE 

a. Confirmed that I am suggesting that cubic volume could serve as an 

appropriate proxy in estimating non-transportation savings. I make no comments 

regarding volume (as in number of pieces) as an appropriate proxy 

b. 

transportation savings per pound by pounds to get total estimated non- 

transportation cost savings by entry point. She then divides by pieces to get an 

estimated cost savings per piece. 

In USPS LR-1-96, witness Daniel multiplies my estimated non- 

I am not sure I would necessarily reach the same total results as witness 

Daniel if I used volume (number of pieces) as a proxy. I use a conversion factor 

(pieceslpound) at a greater level of detail than witness Daniel. For example, in 

Attachment D. Table 1, I use pieces per pound for Origin A 0  sacks. Witness 

Daniel's calculations are at a more aggregated level. 
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NAAIUSPS-127-2: Please refer to your testimony at page 6, lines 13-16. 

a. Please confirm that these estimates are neither rate category- nor 
shape-specific. 

b. Please explain whether rate category and shape influence dropshipped 
proportions, and justify your response. 

C. If rate category and shape influence drop proportions. please justify 
the appropriateness of using non-specific cost per pound estimates. 

RESPONSE 

a. Confirmed. 

b. 

shape vary with dropship proportions. I have no information regarding any 

influence rate category and shape might have beyond simple correlation. 

c. Not applicable. 

The attached sheet attempts to describe briefly how rate category and 
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report. They were not chosen independent of the CRA analysis. Also, please see 

witness Bouo's response to OCNUSPS-T273(a). 

b. Yes. 

I. 

pages 24-25. 

ii. NA 

c. My treatment of costs is fully consistent with the Postal Service's broader 

presentation in this case. To the extent that the volume variabilities presented in Table 

1 of witness Van-Ty-Smith's testimony are an accurate understanding of how mail 

processing costs for the types of operations I model vary with volume, my worksharing 

savings are not overstated. I f  one were to use the Postal Service's volume variability 

estimates as presented in Docket No. R97-1. the costs avoided by workshared mail 

would tend to be lower. 

Please see Table 1 of Witness Van-Ty-Smith's (USPS-T-17) direct testimony, 
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OCAIUSPS-T27-2. 

Please refer to your testimony at page 19. lines 4-8. You state that: 

The productivities used in this analysis are adjusted only by implicit 
volume variability factors that are near 100 percent. This is done to be 
consistent with Postal Service assumptions in this docket and differs from 
the Postal Service presentation in Docket No. R97-1 where explicit volume 
variability factors ranging between about 50 percent and 100 percent were 
used. 

Please list, and describe in detail, all Postal Service assumptions in this docket 
with which you endeavor to be consistent. Include citations to document, page, 
and line for each such assumption. 

In the R2000-1 proceeding, does the Postal Service present explicit volume 
variability factors less than 100 percent? If so. then identify such explicit volume 
variability factors and fully explain your rationale for not using them. 

(a) 

(b) 

RESPONSE 

a. I endeavor to be consistent with the Cost Pool volume variability factors 

presented in Table 1 of Witness Van-Ty-Smith's (USPS-T-17) direct testimony, pages 

24-25. 

b. Yes. Please see witness Bouo's response to OCNUSPS-T-27-3(a) and witness 

Van-Ty-Smith's testimony (USPS-T-17), page 8. The question's implication that I do not 

use the econometrically estimated ("explicit") volume variability factors to the same 

extent as the Postal Service's mail processing CRA methods is incorrect. See also the 

response to part (a) of this interrogatory. 
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OCAJUSPS-T27-3. 

Please refer to your testimony at page 8, lines 7-13. You state that: 

The second change from my presentation in Docket No. R97-1 is the 
calculation of mail processing costs. In Docket No. R97-1, the Postal 
Service proposed explicit econometric-based volume variability factors as 
part of their mail processing cost presentation. That was not done in this 
docket for effectively all of the parcel operations and some portion of the 
flats operations. The impact of this change is to expand the cost 
difference between flats and parcels beyond its level under the Docket No. 
R97-1 volume variability proposal. 

Please present your justification for 'expand[ing] the cost difference between flats (b) 
and parcels beyond its level under the Docket No. R97-1 volume variability proposal." 

RESPONSE 

b. In my testimony at Attachment F, Tables 3.1 through 3.4, I directly input Mail 

Processing Costs By Shape. Mail Processing Costs By Shape is an output of the 

Postal Service's mail processing volume-variability cost methods from the CRA. This is 

a cost input that I have no involvement in producing. The result of this input is that the 

cost difference between flats and parcels is higher than it was under the Docket No. 

R97-1 presentation. In the quoted text I am merely trying to explain one of the reasons 

why parcel costs would be different (higher) than they were in my Docket No. R97-1 

presentation. 
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OCA/USPS-T27-4. 

Please refer to your testimony at page 15, lines 1-3. You state that: 

If one were to assume explicit volume variability factors similar to those 
presented for these types of operations by the Postal Service in Docket 
No. R97-1, the estimated savings would be lower. 

Please present the economic rationale for assuming volume variability factors in this 
proceeding that lead to higher savings for DBMC-entered Bound Printed Matter. 

RESPONSE 

Please see the testimony of Witness B o z o  (USPS-T-27). pages 132-139 and his 

response to OCAIUSPS-T-27-3(a). I have made no choice in assuming volume 

variability factors. I have merely made my testimony consistent with the Postal 

Service's overall presentation in this docket. This presentation puts, for example, all 

BMC and platform volume variability factors at or near 100 percent. The mathematical 

outcome of using higher volume variability factors (other things equal) is higher 

measured cost savings for workshared mail. 
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OCNUS PS-T27-5. 

Throughout your testimony and attachments. you use the abbreviation 'MTM." What 
does 'MTM" represent? 

RESPONSE 

"MTM" stands for Methods Time Measurement. MTM is defined as a procedure which 

analyzes any manual operation or method into the basic motions required to perform it 

and assigns to each motion a predetermined time standard which is determined by the 

nature of the motion and the conditions under which it is made. It has historically been 

used in the Standard Mail (A) dropship models to derive productivities used to estimate 

nontransportation cost savings. It is discussed in detail in Docket No. R87-1, Tr. 9 I 

5729-30, 5782-84, and Tr. 29 122309-24. 
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OCNUSPS-T27-6. 

In the introduction to Attachment C, Tables 5-7, you state that: '[EJngineering standards 
were used to estimate the time needed for each operation." Are the engineering 
standards the same as the 'MTM" productivity figures? If not, please explain all 
differences. 

RESPONSE 

Yes. 



3 4 0 8  

U.S. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

OF OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-T27-7. 

Please refer to Attachment E, Table 5, note. You state that the MTM productivities are 
the same ones used in Docket No. R97-1. Please give precise citations (including 
document title, page number, and line number) for all MTM figures obtained from 
Docket No. R97-1. 

RESPONSE 

Library Reference USPS-H-111, Appendix E. Tables 5-7. 

c 
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OF OFFICE OB THE CONSUMER ADVOCATE 

OCAIUSPS-T-27-8. 

Please refer to your testimony at page 5, lines 1-1 1. 

(a) 

(b) 

Please define the terms "implicit volume variability' and 'cost pool adjustment 
factof as you use these terms in line 5 and provide an example of each. 

Have you assumed the mail processing variabilities to be at or near 100 percent 
for the purpose of calwlatina mail processing cost savings? Please explain fully 
any negative answer. 

Please provide a representative calculation of a cost savings for Standard (A) 
mail using the veriabilities contained in USPS-T-17, Table I. 

What is the economic justification for using volume variabilities of less then 100 
percent to calculate attributable costs of mail processing on the one hand, and 
using variabilities at or near 100 percent to calculate cost savings for discounts 
on the other hand? Please explain fully. 

(c) 

(d) 

RESPONSE 

a. I mean no difference between the terms "implicit volume variability" and "mst 

pool adjustment factor". Both mean the same thing as "Pool Volume-Variable Factor" 

as described in the testimony of witness Van-Ty-Smith. These factors are listed in the 

testimony of witness Van-Ty-Smith. pages 24-25. An example of both would be PSM 

(BMC Group - Parcel Sorting Machine) 1 .OOO. 

b. 

to OCAIUSPS-T-27-3(a). 

c. 

printed format that will provide representetive calculations. 

d. 

those used to calculate the volume-variable costs of mail pmcessing. Please see my 

response to OCAiUSPS-T-27-l(b). The premise ofthe question is incorrect and there 

Please see my response to OCANSPS-T-27-l(b) and witness Bono's response 

I have reproduoed and attached a sheet similar to Attachment E, Table 7 in a 

I use the identical variabilities in my cost savings for discount calculations as 
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is no difference in methodology to justify. 

I 
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Amchnwnt E, Tabh 7 (kproduud) 
ProductMti.8 uld Conwnlon Facton uwd in Pallet Models 

(1 1 (2) 

opntlonr MlM Pmd. Pool VOl. 
fllmmmw- 

Transport ... 1 .e704 0.946 
Transporl .._ 0.6428 0.917 
Transport ... 1.3677 0.946 
Transport ... 1.2852 0.946 

BMC 
(3) (1 3 (1'3) 

Pool Vol. BMC Prod. SCF Prod. 
u i L # s & - w  

0.898 1.86(0 1.7855 
0.917 0.5693 0.5893 
0.898 1.3128 1.2434 
o.8m 1.2150 1.1515 

SCF 

m l -  
0.W = Pool Volume-VarlabllHy Fador for BMC Gmup - Platfonn 
0.917 .I Pool VoIumsVaffabllHy Fador for NON-MODS Group - Allisd Oprations 
0.806 = Pool VolumsVarlability Faabr for MODS 1 a 2 FacllHiss - Platform 
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OCNUSPS-T-27-9. 

I 

c 

Please refer to your testimony at page 8, lines 3-6. What would change in your analysis 
if you used 1999 data for the purpose of calculating Standard (A) mail nonletter cost 
differences? Please explain fully. 

RESPONSE 

Because of the uncertainties related to the issue described on page 7, lines 18-22 of my 

testimony, it might be difficult to accurately separate the volumes, revenues, and CRA 

costs by shape using 1999 data. At this point, I believe I could best estimate the 1999 

unit cost difference between flats and parcels in Standard Mail (A) by taking the 1998 

data and adjusting those results by the change in average postal wages between 1998 

and 1999. My estimate of the Test Year 2001 unit cost difference between flats and 

parcels in Standard Mail (A) would remain unchanged. 
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US. POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORIES 

0FASSOCUTIONFORF"AL.COMMERCE 

PostcomRISPS-T-27-1. 

You testify, at page 8, lines 8 - 11, that 

In W e t  No. R97-1. the Postal Service proposed explicit econometriC- 
based volume variability factors as part of their mail processing cost 
presentation. That was not done h this docket fweffecbLely all of the 
parcel operations and some portion ofthe &its operations. 

parcel operations In which explicit volume variabUi 
factors were ernployxi with dtations to the presentetion of this analysis. 

ewnometric-based volume variability factors (i) were. and (ii) were not 
proposed with dtatlons to the presentation of each variety of analysis. 

(a) What do you mean by the word 'effectivelf; MenWy all 

(b) Identify the portions of flats operations forwhlch 

RESPONSE 

a. 

the direct testimony of Wtness Van-Ty-Smith (USPS-T-17). pages 24 and 25. 

The cost pools with econometric-based volume variability factors are marked 

The cost pools and their associated volume variability factors are listed in 

with an asterisk. What I mean by 'parcel operation" or "Rat opetation* are those 

cost pools that contribute the most to the total costs of that shape of mail. In the 

statement that you reference above, I was trying to get a m s  a complicated 

point with language that was probably too brief. 

Tfiere are 54 separately calculated volume vatiability factors each 

corresponding to a separate cost pool. Of those 54.12 have econometrically- 

derived volume variability factors. While one could do a comprehensive analysis 

of this question by comparing the volume variability factors referenced in witness 

Van-Ty-Smith's testimony above with the Base Year cost pool costs of flats 

(pages V-33 through V-36) and parcels (pages V-37 through V-40) presented in 
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USPS LR-I-81, a relatively simple example would better get at the point I was 

trying ta make. In the Regular subclass, of the five cost pools with the higheat 

oosts for Hats. two of them (#1 highest - FSW and #3 highest - MANF) have 

econofnetrbllyderived volume variabilii fadom. The othen, do not Of the five 

ast pools with the highest cost$ for parcels, none of them have econometriCally 

derived volume variability factors. That is what I meant by "effectively". Other 

cast pools that cxmtrlbute fewer msts to p a d s  may indeed have 

eamotm6icalfyderlved volume variability fadors and this auld  vary somewhat 

by subclass. All the informetion necessary to confirm or deny this is available in 

the data sources cited above. 

b. See my response to (a). 
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P~stcornNSPS-T-27-3. 

You l n d i i e  at page 9 lines 1 -4 that you %have chosen to use the average 
density for all Standard (A) parcels from that study. . .. 

(a) Please desuibe every alternative meesure of density that 
you analyzed. with citations to the sourn ofthat densityand, ifaeated by 
a calculation done by you. the calculation and wums of every factor in it 

Disdose the bask on which yw came to believe that each 
of the alternative densities disdose (sic) above was less reasonable than 
the averege dendty that you employed. 

@) 

RESPONSE 

a. 

specific denslties from the referenced study or using the average density for all 

subdasses. As described in my testimony, I chose the latter. The relevant sheet 

from the MC97-2 study is attached for your convenience. It was also provided in 

response to AMMANSPST28-8 in Docket No. Rg7-I. 

b. 

cost difference between parcels and flats in all of Standard Mail (A). Whether I 

use the one average density or subdass sped% densities should not affect my 

final total results. The subclass specific results in Tables 3.1 through 3.4 are 

Indudedbecause external parties expressed an interest in those numbers in 

For this docket, the only two options I considered were using subdass 

The purpose ofthis sedion of my testimony is to estimate the average 

Docket No. R97-I. 

Over 90 percent of the pieces in the sampled universe in the MC97-2 

study were in the Regular subdass (labeled Bulk Reg Other). Thus, that 

subdass might be less subject to variation than other subclasses. Some of the 

other subclasses (for example NP Other) had results that seemed to be more 
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variable by processing categofy. The difference between the Bulk Reg Other 

resub and the averaged total resub k very small (8.18 versus 8.12). I 

therefore chose to simply use the averaged total results of 8.12 for all 

subdasses. Again. this decision should not have any signifiint impad on the 

final total results. 
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Bulk Reg CRT 2.30 2.25 2.25 

NP CRT 6.03 821 6.13 
Bulk Rep OIher 6.14 3.78 10.88 10.78 7*78 

NPOtha 6.45 5.79 11.13 4.64 a33 
TOW Bulk 3C 7.43 

BukRepcRT 6.72 4.28 4 . 4  
BulkRemoLhar 734 6.53 8.79 6.U 8 18 .. 
NP CRT 10.65 11.18 i1.03 

20.55 1299 15.34 229 13.36 
Total Bulk 3C 8.12 

. 
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PostcomRISPS-T-27-4. 

You f e w ,  at page 9 lines 14 - 15 that Wrndow service costs by shape were 
developed from a new analysis . . . taken from the testimony of witness Daniel.' 

Please dixlose each element of witnass Daniel's testimony (a) 
that you took in this regard wilh &tion to the place(s) in her testimony 
where that material appears. 

presentation Is to supply 'a general indication of how c a t s  am influenced 
by weight.. USPS-T-28 at 1, line 7. Do you believe that the material 
taken from her testimony Is appropriately used by you given that general 
disavowal of spedfidty? Please explain any aftirmatlve answer. 

(b) WRness Daniels (sic) testifies that one purpose of her 

RESPONSE 

a. This section of my testimony is not intended to supply exact citations, but 

is presented only to give a general idea where the data I used in my analysis is 

coming from. More pease citations can be found in Attachment F. Tables 3.1- 

3.4 of my testimony. Regardless of my Intent, please see witness Daniel's 

testimony at page 6, lines 10-20. She refars to USPS LR-1-99 as the direct 

swm of the numbers. The numbers presented in Attachment F. Tables 3.1-3.4 

of mytestimony can be found in Section IV, page 2 of USPS LR-1-99. Dividing 

the costs by shape (Letters, flats, and Parcels) by the Total for each subclass 

gives the" percentages presented in my testimony. 

b. Yes. I use only the total Window Service costs by shape and not the 

across-the-board costs by weight increment that witness Daniel uses and & 

refening to in the passage you cite. 
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OFASSOCUnONFORPOSTALCOMMERCE 

PostComNSPS-T-27-5. 

In the portion of your testimony cited in intermgatoly cited in USPS-T-274 
above. you testiry that the .new analysis [was] presented in the testimony of 
witness Degen: Supply citatlons to every place in witness Degen's testimony in 
which the analysis to which you refer appears. 

RESPONSE 

My testimony should have dted a new analysis presented in the testimony 

of witness Van-ly-Smith (USPST-17) and not witness Degen (USPS-T-16). 

Whess Van-Ty-Srnith references the window Service cost presentation on 

pages 20-21 of her testimony end further refers to Part N of LR-i-106. Please 

also see my response io PostmnJuSPS-T-27-4(a) above. 
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RESPONSE M INTERROGATORY 

OF ASSOCUTION FOR POSTAL COMMERCE 

PostComlLISPS-T-27-6. Please provide the Cost Segment costs for each 
element within each Cost Segment on a per piece basis for Letters and Flats in 
eachofTables3.1, 3.2,3.3and3.4. 

RESPONSE 

Please refer to my response to RWVUSPST27-I. I have provided the attached 

sheet for your convenience. 
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AlTACHMENT TO WITNESS CRUM'S RESPONSE TO POSTCoMNSPST27-6 

sQnm9.a 
C.S. 3.1 -Mall Pmcus.4~ 
C.S. 32 - window hrVlCe 
C.S. 867 - CHY DellVOryClnlen 
c.6.8 - VeMclb 8Snrlce mven 
C.S. 10 - Rural ~eiivery camen 
C.S. 14 - Transportellon 
All Other Costs 

Total 

SswIm 
C.S. 3.1 -Mall Processing 
C.S. 3.2 - window selvke 
C.S. a 7  - CHY DeiiveryComen 
C.S. 8 - Vehldo Servlw Dfivers 
C.S. 10 - Run1 Dellvey Camen 
c.6.14 - Trnnsprhtion 
All Other C W  

Tots1 

Lder  Unit coslo (cants) 

I a b l L & l m u 2 I n M a 3 I o k u A  

1.5 5.8 2.4 4.7 
0.0 0.1 0.0 0.1 
3 A 3.4 2.3 2.7 
0.1 0.1 0.1 0.1 
1.1 0.8 0.0 0.7 
0.0 0.2 0.1 0.3 
0.1 0.0 0.1 0.0 

8 2  10.8 5.6 8.6 

Flat UnH Cos& (cents) 

mUuTlb*3.2TIMe3.STIMs3d 

1.2 11.7 2.8 11.7 
0.0 0.1 0.0 0.2 
3.0 5.1 3.3 4.7 
0.3 0.3 0 2  0.3 
1.2 1 .E 0.7 1.5 
0.2 1.4 0.5 1.4 
0.1 0.0 0.1 0.0 

8.8 20.5 7.8 19.7 
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RESPONSE TO INTERROGATORIES 
OF PARCEL SHIPPERS ASSOCIATION 

PSANSPS-727-7 

Your testimony states that the Postal Service excludes parcels between .75 
inches and 1.25 inches from the shape charge applicable in Standard (A) where 
the parcels are prepared in compliance with Postal Service aiteria for the flat 
automation rate. 

(a) When did the Postal Service implement this exclusion? 

(b) Were any Federal Register Notices issued in connection with the 
proposed exclusion? 

(c) Is it the Postal Service's position that if is free to determine unilaterally 
which Standard (A) parcels are subject to the shape surcharge without a 
rmmendaf ion  of the Postal Rate Commission? 

(d) Does the Postal Service have any cost data to support its assumption that, as 
you testify, these types of parcels "are the most similar to flats and will likely have 
the most similar cost characteristics to flats?" (pp. 7 and 8) If the answer is in the 
affirmative please supply wtratever cost data y w  have to support your 
assumption. 

RESPONSE 

a. 

was in place before the surcharw was implemented on January I O ,  1999. 

b. Yes. 

c. 

the surcharge and the involvement of the Postal Rate Commission. 

d. 

merely a recognition based on the size of the pieces. Since Rets have a 

maximum thickness of .75 inches, parcels with a thidvress betwean ,750 inches 

and I .25 inches would physically resemble flats more than parcels of a greater 

thickness. We do know that increases in cubic volume relate to cost increases in 

The applicable rule was implemented on October 4. 1998. Therefore, it 

I am unaware of the Postal Service's position regarding implementation of 

My statement that these types of parcels are the most similar to flats was 
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nonpiece distribution mail processing. highway and rail transportation, and 

vehicle service drivers. Beyond that I em not aware of any cost data that shows 

that the parcels with a thickness below 1.25 inches are less costly than the 

' parcels with a thickness greater than 1.25 inches. 
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OF PARCEL SHIPPERS ASSOCIATION 

PSARISPS-127-2 

On page 9 of your testimony you state that you have chosen to use the average 
density for all Standard Mail (A) parcels from the parcel density study (PCR- 
38,Appendix C) as opposed to separating the densities by sub-class because 
you believe that that represents the most reasonable estimate available for 
Standard Mail (A) parcels overall. 

(a) Is it your belief that using that denslty represents the most reasonable 
estimate available for the Bulk Regular Standard Mail (A) category of IPPs and 
parcels? Please explain any affirmative answer. 

(b) Would the study you have used provide subclass specific densities? If. 
that study would provide such densities, please explain whether using the sub- 
dass specific density for the Regular Bulk rate parcel category would result in 
greater or lesser allocation of cost. 

RESPONSE 

a. 

estimate for the costs for all of bulk Standard Mail (A). My intention was to 

estimate the density for all of bulk Standard Mail (A) and not the Regular 

subclass of Standard Mail (A). Hypothetically, If I were estimating the density 

only for Regular, I would probably use the subdass specific density for Regular. 

The difference. however, is very small. The average denslty estlmate used in 

this docket is 8.12 while the subdass specific density estimate is 8.18. 

b. Yes. Please see my answer to (a). Using the subclass specific density for 

Regular parcels would result in slightly (unchanged to the nearest tenth of a cent) 

lesser costs allocated to that category. 

The data presented in Figure 2 on page 10 of my testimony shows my 
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RESPONSE TO INTERROGATORIES 

OF PARCEL SHIPPERS ASSOCIATION 

PSNUSPS-T275 

In your Attachment F. Table 6.1, you display the revenues, costs. and 
contributions per piece for Regular and ECR flats and parcels, as well as all 
shapes. Please supply, and provide the source for, the same information for Fy 
1998 for each of the four subclasses for fiats. and lPPs and parcels, specifically. 
for Bulk Standard Mall (A) Enhanced Carder Route, Bulk Standard Mail (A) 
Regular, Bulk Standard Mail (A) Nonproffi ECR. and Bulk Standard Mail (A) 
Nonprofit. Also, please supply the same information for each of these sub  
dasses for the Test Year After Rates, and provide the source of that information. 

RESPONSE 

I have attached a chart reformatting the Base Year 1998 information you ask for. 

The source for this data is found in my testimony in Attachment F -Table I, 

Table 2, and Tables 3.1 through 3.4. Test Year After Rates data is not available. 

Please also see Witness Moelleh response to PSNUSPS-T-35-2. 



3 4 2 6  

F 

sulxiks 

Regular nab 

Nonprofit nats 
Nonprofit ECR natr 

Regular parcsls 
ECR parcels 
Nonpmfil parcels 
Nmprofil ECR pamki 

ECR nata 

Attachment to Response to PWSPS-T-27-3 

Revenue Cost Contribution(Lorr) 
&un&=l m e r Q I 4  

s 0.234 S 0.205 s 0.029 
s 0.154 S 0.066 s 0.088 
s 0.153 $ 0.197 S (0.044) 
s 0.095 S 0.076 s 0.019 

S 0.470 S 0.768 s (02W 
s 0.156 S 0.746 s ( 0 . W  
S 0.255 s 0.984 s (0.729) 
S 0.147 S 2262 s (2.1 15) 
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I 

PSAlUS PS-T27-5 

Your Exhibit F Tables 3.1.3.2.3.3, and 3.4 purport to show the per piece costs 
and revenues for flats and parcels. Those Tables show that the per piece cost 
for Bulk Standard (A) ECR parcels is $.746. for Nonprofit-ECR it is $2.26 and for 
Bulk Regular it is S.768. 

(a) Can you rationalize why the ECR parcels. in the regular category. would 
seem to cost as much as the non-ECR parcels, and why the nonprofit-ECR 
would appear to cost three times as much as eitheR 

(b) Isn't it obvious at that the ECR costs for parcels are on their face 
unreliable? 

(c) Isn't it the case that the amount of volumes are so tiny as to guarantee 
that there will be statistical anomalies from your sampling systems? Please 
explain any negative answer. 

(d) Is it not the case that the volumes of all lPPs and parcels are so 
statistically insignificant that the results from your samples cannot be given any 
credibility? If the answer is in the negative, please explain why your sample 
volumes are sufficient to give reliable results. 

RESPONSE 

a. 

calculate that while ECR parcels do have lower mall processing costs than 

Regular parcels. ECR parcels have higher City Carrier In-Oftice costs (Cost 

Segment 6). I did not conduct my study with the intenkn of fully desaibing the 

unit cost results in every subclass and cost segment. However, based on my 

vlsits to delivery offices and discussions with carriers. canier supervisors, and 

other delivery personnel, the following might possibly account in part for the City 

Carrier In-Office results. 

By golng to Attachment F. Tables 3.1 and 3.2 of my testimony, one could 

Regular parcels usually come in one at a time and are processed as part 

of the carrieh normal dally activities. ECR parcels come In larger groups, and, 
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thus can cause the carrier to deviate from hislher normal routine, adding to the 

resulting costs. Also, ECR parcels require a detached label card. This card must 

be cased with the letters and flats while the parcel must also be prepared for 

delivery. This too could cause higher costs for ECR parcels. 

Additionally, there could be differences in average physical andlor tocation 

characteristics that might possibly have an impact. Finally, high Carrier In-Office 

costs for ECR parcels were also noted in Docket No. R97-I and spurred an 

intervenor to ask a similar question. 

While the Nonprofit ECR parcel costs have been historically quite high, 

the very high number in this docket could be the result of a variance due to the 

difficulties associated with estlmating and calculating extremely small volume 

categories. Fiscal Year 1998 Nonprofit ECR parcel volume was only about .2 

percent (I .914/904,090) of total bulk Standard Mail (A) parcel volume. 

b. 

parcels have been somewhat variable over the years, but have invariably far 

exceeded the associated mvenues. 

c. 

parcel volumes does contribute to their unit cost variability. but the Intent of my 

testimony is to estimate the unit costs of the combination of all bulk Standard 

Mail (A) parcels and not just ECR and Nonprofit ECR. Nonprofit ECR unit cost 

estimates will likely remaln variable as long as they continue to comprise only a 

very smalt percentage of Standard Mail (A) parcels. 

I do not believe they are 'on their face unreliable'. The ECR cost data for 

The fact that carrier route parcel volumes are lower than non-carrier mute 
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d. 

the body of my testimony to support witness Moellets surcharge, has been 

consistent from year to year. Please see the’attached table for cost data across 

the years. 

No. The overall flat and parcel unit cost data, which is what I present in 
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BULK STANDARD MAIL (A) UNADJUSTED UNIT COSTS BY SHAPE 

EYlPIUl€u%!!cEYlk85:R!u2w~ 
Parcels S 0.519 S 0.572 S 0.541 b 0.516 S 0.780 
Flats S 0.112 S 0.113 S 0.115 S 0.113 S 0.122 
DM. S 0.407 S 0.459 S 0.426 S 0.403 S Ob58 

* Source: Response to NDMSNSPS-128-18 (Tr. 2228-2234) Dockel No. R97-1. - Source: USPST-27. p Q c  10. Mail Processing costr are calculated under a different 
methodology than In the four previous cost numbem. See USPS-1-27, m e  8. Ilnes 7-13 

"SOUI'CC: USPST-28, p Q e  11. Docket NO. RE'-1. 
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RtAAIUSPS-T-27-1. Please provide the Cost Segment costs for each element 
within each Cost Segment on a per piece basis for IPPSs 8 Parcels in each of 
Tables 3.1, 3.2, 3.3 and 3.4. 

RESPONSE 

The data you ask for could be found by dividing the cost segment costs in the 

IPPs and Parcels column by the parcel Volume of Mail listed in the Distribution 

Keys section in each table. I have provided the attached sheet for your 

convenience. Please note that the purpose of my testimony is to estimate the 

total cost difference between parcels and flats in all of bulk Standard Mail (A) 

That data is contained in Table 3 and reproduced on page 10 of my testimony. I 

have provided Tables 3.1 through 3.4 because external parties expressed an 

interest in those numbers in Docket No. R47-1 and to present a more complete 

record. 



3432 

I 

- 
AlTACHMENT TO WITNESS CRUM'S RESPONSE TO RIAANSPS-T27--1 

snnment 

C.S. 3.1 - Mall ProcBssing 
C.S. 3.2 - Wlndaw Sew& 
C.S. 067 - CHy DollveryCanion 
C.S. 8 - Vehlde Sewlco Mivets 
C.S. 10 - Rural Odhrery Carrler~ 

All Other Cons 

Totnl 

C.S. 14 - Tnnrporratlon 

Parcel Unli Costs (con&) 

~~~ 

27.4 48.3 201 .e 
0.0 0.3 0.3 

45.5 10.1 18.5 
0.7 1.8 1.0 
0.3 2.1 0.3 
0.0 8.2 3.5 
0.1 0.0 0.1 

74.0 70.8 220.2 

IekWA 

70.0 
0.4 

17.4 
1.0 
1.0 
7.4 
0.0 

08.4 

I -  

- 
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RIAANSPS-T-27-2. In your a n m r  to OCAIUSPS-T-27-9 you referred lo "the 
uncertainties related to the issue described on page 7, lines 18-22 of my 
testimony. . . * 

(a) What are the 'uncertainties' to which your response refers? 

(b) Please confirm that for all of 1998 mail pieces meeting the 
dimension and preparation requirements for flats in all particulars 
but thickness and having a thickness between .75 inches and 1.25 
inches were categorized as parcels. 

Please confirm that mail pieces desuibed in subpart (b) above 
were at and after October 4, of 1999 categorized as flats. 

Please provide the mail processing costs for the mail pieces 
described in subpart (b) above for (I) FY 1998 and (ii) FY 1999. 

What do you project the mail processing costs for the mail pieces 
desuibed in subpart (b) above to be in the FY 20017 

(c) 

(d) 

(c) 

RESPONSE 

a. If I were to use 1999 data, the existing regulations for the flat 

automation rate could cause uncertainty in my present cost study 

methodology for the .75 inch to 1.25 inch thick qualifying pieces 

regarding what is a parcel and what is a flat. This would make it 

more difficult to acarrately estimate the cost difference between 

the two shapes. 

b. Confirmed in all respects. 

c. Not confirmed. All pieces exceeding .75 inches in thickness are 

still considered parcels in !he costing systems. The pieces having 

a thickness between .75 inches and 1.25 inches and meeting all 
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the dimension and preparation requirements of the FSM 1000 Flat 

Automation rate (including bearing a barcode) are considered flats 

for postage payment purposes. These pieces generally continue 

to be treated as parcels operationally. Please refer to the 

testimony of witness Kingsley (USPS-T-10, pages 16-17). 

This data is not available. Please also see my response to d. 

PSAIUSPS-T27-l(d). 

e. I have no Test Year 2001 estimate of mail processing costs 

specifically for these pieces. 
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US. POSTAL SERVICE WITNESS CHARLES L CRUM 
RESPONSE TO INTERROGATORY 

OF RECORDING INDUSTRY ASSOCUTION OF AMERICA 

RVWUSPS-T-27-3. 

Please refer to your attachment to your answer to RIAAIUSPS-T-27-1. 

Do you have an explanation for the disproportionately high 
mail processing cost reflected in Table 3.3? 

Do you have an explanation for the fact that cost segments 
6 and 7 in Table 3.1 are substantially (almost three times) higher than 
those in Table 3.2 but the same costs are close lo equal in Table 3.3 and 
3.4? 

(a) 

(b) 

RESPONSE 

a. This is likely due to variability associated with the low volume of Nonprofit 

ECR parcels. In Fiscal Year 1998, Nonprofd ECR parcels constituted only about 

.2 percent of total bulk Standard Mail (A) parcels. Please also refer to my 

response to PSAIcISPS-T27-5 (c). 

b. 

(a) makes it unlikely that comparisons involving Table 3.3 will yield useful 

information. The only other information I have related to this question can be 

found in my response to PSNUSPS-T276(a). 

The limited volume of Nonprofit ECR parcels discussed in my response to 
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U S  POSTAL SERVICE WITNESS CHARLES L. CRUM 
RESPONSE TO INTERROGATORY 

OF RECORDJNC INDUSTRY ASSOCIATION OF AMERICA 

RIAAIUSPS-1-27-4. Please refer to your response to PSAIUSPS-T-27-5. You 
there say "Also, ECR parcels require a detached label card." 

Please provide a DMM citation to the provision containing 

Your answer goes on (in the same paragraph) to intimate 

(a) 
this requirement. 

(b) 
though not really to say that this characteristic increases costs. Is this the 
conclusion that is intended by this portion of your answer? 

this case containing, all documentation and analysis on which you rely to 
support this conclusion. 

In subpart (d) of your response to this interrogatory you say 
that 'unit cost data . . . has been consistent from year to year" and attach 
a table that shows the cost increasing by five cents between FY 1993 and 
FY 1994, decreasing by 3.3 cents between FY 1994 and M 1995, 
decreasing by further 2.3 cents between FY 1995 and M 1996 and 
increasing by 25.5 cents between Fy 1996 and FY 1998. Please explain 
how these data support the quoted conclusion. 

RESPONSE 

a. 

b. 

costs noted. 

c. I have reached no conclusion. I am pointing out a possibility 

described in my response to PSNUSPS-T275(a) "based on' my visits to 

delivery offices and discussions with carriers, carrier supervisors, and 

(c) If so, please provide copies of, or citations to evidence in 

(d) 

Please refer to my response to VP-CW/USPS-T27-1. 

My intent was to present one possible explanation for the higher 

other delivery personnel". I have conducted no studies or analysis. 

d. Between 1993 and 1994, costs rose 10.1 percent. Between 1994 

and 1995, costs fell 5.4 percent. Between 1995 and 1996, costs fell 4.6 

. , . . _ .  . . .  . . .  . . . . . .  . . _  
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U.S. POSTAL SERVICE WITNESS CHARLES L CRUM 
RESPONSE TO INTERROGATORY 

OF RECORDING INDUSTRY ASSOCIATION OF AMERICA 

percent. The PSA interrogatory you refer to suggested variability so great 

that the numbers could not be trusted. Given the thrust of the question, 

then, I fully stand behind my response as worded. I do not believe results 

must be identical to be consistent particularly given real data in an ever- 

changing and non-homogeneous section of the postal mail-stream. 

The large change between 1996 and 1998 reflects the Postal 

Service's change in mail processing volume variability assumptions. This 

was mentioned in the footnotes of the attached table to which you refer. 

Please refer to the testimony of witness Bozo  (USPS-T-15) for more 

information regarding the Postal Service's mail processing approach in 

this docket. Since the two mail processing methodologies are so 

different, I did not consider 1998 data part of the statement regarding 

costs as consistent. While the underlying costs may have been 

consistent, those presented will vary substantially. 
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US POSTAL SERVICE WITNESS CAARL!2S L. CRUM 
RESPONSE TO INIERROGATORY 
OF UNmD PARCEL. SERVICE 

UPS/USPS-T27-1. 

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 I999 data instead of data for BY 1998. 

RESPONSE 

The Standard Mail (6) Bound Printed Matter Mail Characteristics Study 

contained in USPS LR-1-109 was conducted during FY 1999. However, the data 

presented in Attachment H, Tables I through 2.1 of my testimony and the 

entirety of the study tie the entry profile data collected to the official volumes from 

FY 1998. 

Both the "Percent Sorted to 5-digits ..." and the "Destinating BMCs will 

feed .,.I' mail flow operating assumptions contained in Attachment J, Table 1.3 of 

my testimony use data from FY 1999. Please see the third paragraph of witness 

Eggledon's response to UPS/USPS-T264 for an explanation of why 1999 data 

was used. 
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.- U.S. POSTAL SERVICE WITNESS CHARLES L CRUM 
RESPONSE TO INTERROGATORY 

OF VAL-PAK, et nl. 

VP-CW/USPS-T27-1 

Please refer to your response to PSA/USPS-T27-5(a), where you 
assert that "Also, [all] ECR parcels require a detached label card." 

a. Please cite section@) of the DMM on which you rely for your above- 
quoted statement. 

b. Please refer to DMM Section A060, Detached Address Labels ("DALs"), 
subsection 1.3, Standard Mail (A) Merchandise Samples, and confirm that 
this section of the DMM does not require that all ECR parcels require a 
DAL. If you do not confirm, please explain fully. 

RESPONSE 

a. Please refer to DMM section C600.1.ld. It is my understanding that 

ECR pieces exceeding the maximum ECR flat shape dimensions must be 

mailed with a DAL. 

b. 

explicitly say "all ECR parcels require a DAY, it does, in conjunction with 

DMM section C600.1 .Id, effectively result in a requirement that all ECR 

parcels be mailed with a DAL. DMM section A060 1.3 says "Merchandise 

samples more than 5 inches wide (high) or 114 inch thick, or nonuniform in 

thickness, mailed at bulk Standard Mail (A) rates, must be mailed with 

DALs when prepared for general distribution on city delivery routes." 

Parcel-shaped merchandise samples (the only parcels allowed in ECR) 

would exceed the maximum thickness in the quoted section presented 

here and therefore require a DAL. 

It is my understanding that although DMM section A060 does not 
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CHAIRMAN GLEIMAN: Is there any additional written 

cross examination for Witness Crum? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross examination. There are five parties who have 

requested oral cross examination, the Association of 

American Publishers, District Photo, Mystic Color Lab, Cox 

Sampling - -  that's all one party; Parcel Shippers 

Association, the Recording Industry Association of America, 

and ValPak Direct Marketing Systems, ValPak Dealers 

Association, Carole Wright Promotions, again, all one party; 

are there any other parties that wish to cross examine? 

[No response. 1 

CHAIRMAN GLEIMAN: There do not appear to be. I 

hope I get your name right, Mr. Przypyszny. 

MR. PRZYPYSZNY: Correct. 

CHAIRMAN GLEIMAN: If you would begin when you're 

ready? 

CROSS EXAMINATION 

BY MR. PRZYPYSZNY: 

Q Good morning, Mr. Crum. My name is John 

Przypyszny. I am counsel to the Association of American 

Publishers. How are you this morning? 

A Good. 

Q I would like to begin by asking you a few 
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Court Reporters 
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questions regarding your response to AAP/USPS-T27-1. Do you 

have that with you? 

A Yes, I do. 

Q In that interrogatory you were requested to 

provide a full description of your personal involvement in 

the preparation of Library Reference 109, which is the Bound 

printed Matter Mail Characteristics Study, is that correct? 

A Yes. 

Q I would just like to refer you to a few - -  

COMMISSIONER LeBLANC: Counsel, I'm sorry. I am 

having trouble hearing you. Can you just maybe bring the 

mike down just a little bit? 

MR. PRZYPYSZNY: Be happy to. 

COMMISSIONER LeBLANC: I'm sorry. 

MR. PRZYPYSZNY: There we go. Is that better? 

COMMISSIONER LeBLANC: Much better, thank you. 

MR. PRZYPYSZNY: Okay, thank you. 

BY MR. PRZYPYSZNY: 

Q In your response to AAP/USPS-T27-1 you state I 

think with respect to the study that you contracted with 

Christensen Associates to assist you with the sample 

selection, design, and data collection portion of the 

analysis. I take it by the word "analysis" you mean the 

study, is that correct? 

A Yes. 
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Q The bound printed matter characteristics study. 

A Well, actually I meant analysis in the broader 

sense of the bound printed matter analysis but it would 

probably apply to the study as well. 

Q And I take it that the study is composed of 

primarily there is a survey of bound printed matter that was 

conducted by Christensen Associates, is that correct? 

A Yes, that is the study. 

Q Okay. Now I take it in choosing Christensen 

Associates for the purposes of the study that you took bids 

from other firms or were they the only firm that you 

contacted regarding this work for the Postal Service? 

A I believe - -  

MR. COOPER: I would object on the grounds of 

relevance. 

COMMISSIONER LeBLANC: Do you care to comment, 

sir? 

MR. PRZYPYSZNY: We just generally just believe 

that we would like to know how the study was put together, 

the basis for it. We are trying to test the credibility of 

the study and it is helpful to know how the Postal Service 

selected Christensen Associates, but I will withdraw the 

question. It is not that important. 

COMMISSIONER LeBLANC: Thank you, moving right 

along. 
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BY MR. PRZYPYSZNY: 

Q Now would it be correct to say that you had a high 

level of involvement with the study, is that correct? 

A Yes. 

Q And you visited Christensen Associates I think in 

Madison, Wisconsin to oversee the study at one point? 

A Well, to discuss the study results. 

Q Discuss the study results, so you visited them at 

the conclusion of the study or during the performance of the 

study? 

A After the study was completed. 

Q After the study was completed, but you routinely 

checked the progress of the study, is that correct? 

A Yes, we were in frequent contact both before and 

during the study. 

Q Okay. Now in your response to AAP/USPS-T27-1 you 

also state that, quote, "I reviewed the draft Library 

Reference and provided comments and suggested changes." So 

then I take this statement to mean that you did not yourself 

draft the Library Reference, is that correct? 

A That's correct. 

Q So assuming you did not draft LR-109, who did? 

A Christensen Associates were the ones who drafted 

the Library Reference. 

Q Now in your response to AAP/USPS-T2?, you also 
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state that, “When I was planning my analysis I determined 

that there was no entry profile data available for bound 

printed matter and that it would be required to complete my 

costing work. ‘I 

Just curious as to what is the approximate date, 

when did you determine that this information in the study 

would be needed? 

A I don’t remember the exact date. If I recall 

correctly it would be very early in 1999, perhaps 

January-February timeframe of ‘99. 

Q And the study itself was conducted I believe in 

the summer of 1999, June through July, is that correct? 

A Yes, June 21st through July 21st, I believe. 

Q Now was the study your idea only or were there 

others who were involved in the decision to go ahead with 

the study? 

A There were others involved in the decision to 

ahead with the study. 

Q Can you identify who those individuals were? 

A Yes, I could. If I remember correctly it was 

Mohammed Adra, who was a member of the Pricing Group, his 

manager at the time - -  I assume you want the names, is that 

correct? 

Q That‘s fine. 

A Ashley Lyons, his manager, and Doug Madison, my 
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manager. 

There may have been other people involved but I 

believe those were the four people I remember being 

involved. 

Q Thank you. Was a similar study ever conducted for 

purposes of prior rate cases? 

A No, I believe this was the first study of that 

related to bound printed matter 

Q And then could you please clarify again why in 

this particular rate case it was determined that such a 

study should be conducted when such a study had never been 

conducted for prior rate cases? 

A Right. Previous to us planning the study, postal 

management had decided to go ahead with a program for bound 

printed matter drop ship, and I was assigned to be the cost 

witness to determine the costs of bound printed matter drop 

ship. 

To produce my analysis, this data would be 

required. 

Q This decision to go ahead and explore drop ships 

for bound printed matter, if I understand your testimony 

that then predated your decision to do the study? 

A Yes. 

Q When was that determination made to go ahead with 

the drop shipments or to explore drop shipments? 
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MR. COOPER: Mr. Chairman, I am going to object 

again. I am having trouble determining the relevance of all 

these timeframe questions. Where is he going with this? 

Does the timing of these decisions really matter? 

CHAIRMAN GLEIMAN: Well, I frequently have 

difficulty telling where attorneys are going with their 

questions and I thought that was part of the game plan when 

they cross examine, that they got better answers that way. 

Do you want to respond? 

MR. PRZYPYSZNY: Well, without disclosing the 

extent of our strategy to the Postal Service here, I guess I 

would just say that I think the dates are relevant because 

there are some significant changes that have been made to 

the structure of bound printed matter and we need to know 

why those changes were made and when they were begun. 

CHAIRMAN GLEIMAN: You have convinced me. 

MR. PRZYPYSZNY: Thank you. 

BY MR. PRZYPYSZNY: 

Q Would you like me to ask that question again? 

A If you don't mind, just to get it clear in my 

head. 

Q I guess the question is at what point did the 

Postal Service make a decision to explore drop shipments for 

bound printed matter? 

A Okay. The first that I heard about this was 

.- 
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actually about a week before the filing of the Docket R97-1 

case. A memo, some kind of request, came down to our group. 

It was explained to the individual or group - -  I have no 

idea. You know, I was kind of at the end of this line and 

we explained that five days is not enough to prepare cost 

testimony for a new drop ship program, so we said that 

during the next postal rate case we would investigate bound 

printed matter drop ship. 

After the completion of R97, then a more formal 

and more reasonable request was made to cost bound printed 

matter drop ship and that is how that project began. I 

believe that happened some time during 1998. 

Q With respect to your costing work that you did for 

this rate case, that began before the study, you began the 

study, or did you have to wait for the study to be completed 

to complete your costing work? I am just trying to get a 

sense of whether you needed this study to complete your 

costing work. 

A My - -  the broader costing analysis, if you could 

think of that perhaps as a shell, and this is data that I 

needed to have to populate that shell, so to complete the 

costing work, the analysis of that study, that data was 

required to fulfill that shell and to complete the cost 

work. I'm sorry, does that answer your question? 

Q Well, let you ask you, did you begin any costing 
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1 work prior to the study? 

2 A Yes. 
./- 

3 Q Okay. What was the extent of that costing work, 

4 in summary? 

5 A That could probably be better described as a 

6 costing plan, however, a number of the models - -  again, I am 

7 trying to - -  I don't remember the timing exactly of all 

8 this, given that this wasn't the only thing I was working 

9 on. There were a number of things kind of all happening at 

10 once. But I certainly had begun the study before - -  I had 

11 begun my analysis before the completion of the study, but I 

12 don't remember the exact dates or how everything came 

13 together. But it certainly was started before the study 

I ,  14 results were completed. 

15 Q Well, let me ask you this, at the time that you 

16 determined that the study was necessary, and I think you 

17 said that was maybe in January of 1999. 

18 A Approximately. 

19 Q Were you aware that there were going to be 

20 significant increases in the rates for bound printed matter, 

21 that those lie ahead? Did you have any knowledge of that? 

22 A No, I was not. 

23 Q At what point did you become aware of the 

24 increases, of whatever magnitude, that would be requested by 

25 the Postal Service for bound printed matter in this case? 

- 
ANN RILEY & ASSOCIATES, LTD. 

Court Reporters 
1025 Connecticut Avenue, NW, Suite 1014 

Washington, D.C. 20036 
(202) 842-0034 



1 

2 

3 

4 

5 

6 

- 

7 

8 

9 

1 0  

11 

12 

1 3  

I ,  14 

15 

1 6  

17 

18 

19 

20  

21 

22 

23 

24 

25 

3449 

A Let's see, again, I believe the CRA - -  this was 

going to be base year 1998, I believe that the CRA results 

for base year 1998 are available in approximately April to 

May timeframe, so that would make it about April and May of 

'99. 

Q So, I take it, at that time, you also were not - -  

when I say at that time, I mean January 1999, you weren't 

aware of any increases in cost or possible increases in 

costs that may exist for bound printed matter? 

A I think there might have been some increases in 

'97, but since the base year, I don't believe there being 

any discussion of the base year being '97. I didn't 

certainly consider that in any way. 

Q Thank you. I would like to move on to a different 

topic, and I would like to refer you to the notice of United 

States Postal Service filing a second of errata to testimony 

of Witness Crum. This document contains the revisions to 

your testimony filed on April 14th, 2000. Do you have a 

copy of that filing with you? 

A Yes, I do. 

Q Okay. Thank you. I want to confirm that you have 

seen this document as it has been filed by the Postal 

Service. 

A Yes, I have. 

Q And I want to confirm that this statement 
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1 represents changes to your testimony, is that correct? 

2 A I would say it represents changes to my testimony, 

3 albeit the only material change to my testimony is the 

4 change of one number by one-tenth of a cent. 

5 Q I would like to also confirm that this notice was 

6 only filed on April 14th, 2000. 

7 A That's correct. 

8 Q Okay. Now, the notice, and I am speaking to the 

9 pleading portion of the notice, it states that substantive 

- 

10 changes were made, though, to Attachments H and I of your 

11 testimony. Is that correct? 

12 A Yes. 

13 Q And, in general, Attachment H, in particular, that 

14 really constitutes a summary of the bound printed matter 

15 survey results that was performed by Christensen Associates, 

16 is that correct? 

17 A I think that sounds mostly correct, yes. 

18 Q You say mostly, is there any doubt you have? 

19 A The changes, I guess, didn't broadly impact 

20 Attachment I, just certain portions. That's why - -  that is 

21 the only reason I put in that qualifier. 

22 Q But as to Attachment H? 

23 A Attachment H, it would be considered one of the 

24 major outputs of that study. 

25 Q Now, would it be a correct statement that you made 

..... 
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these changes to your testimony, and I am particularly 

speaking to the changes to Attachments H and I, because you 

determined that certain portions of those attachments were 

incorrect upon your review of your response to 

AAP/USPS-T27-35? 

A Let me just check that one quickly. 

Q Okay. 

A Yes, that was the interrogatory which started the 

discussion to make us realize there had been - -  that a 

change needed to be made. 

Q Discussion, what discussion are you referring to? 

Among the Postal Service? 

A The discussion I was referring to at that point 

was between myself and several of the members of Christensen 

Associates. 

Q So I take it then that Christensen Associates 

reviewed the interrogatory in question, AAP/USPS-T27-35, and 

your response? 

A Yes, as a matter of course, in my interrogatory 

responses, I will usually have one or more people review 

them for comments and that is how - -  that is when the 

discussion started there. 

Q With respect to Attachment H, can you please walk 

me through what the thought process was here that caused 

you, upon review of your response to mP/UsPS-T27-35, to 
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conclude that those revisions needed to be made? 

A I'm sorry. Did you want me to go through the 

response to 35 or to the Attachment H? 

Q Let me clarify. What I would like you to do is 

explain what exactly caused you to make revisions to 

Attachment H as, upon your review of your response to 

AAP/USPS-T27-35, the notice that was filed on April 14th 

states that the changes to Attachment H resulted from the 

response to AAP/USPS-T21-35? 

A If I remember correctly, it was me providing a 

draft response, Christensen reading that draft response, and 

then a series of e-mails and then phone calls got to why 

they perhaps didn't like my initial wording, and then we got 

down to the core, like, oh, okay, well, this is the small 

thing that is going on here. 

Q What wording did they not like? 

A Again, I don't - -  this was a series of back and 

forths, and there are obviously a number of interrogatories 

in there, so I don't remember, you know, Draft 1, which 

probably went through of iterations. So I am not going to 

be able to trace through exactly how we got to the final 

point, but I can explain to you the final point. 

Basically, what had been assumed was that, as 

described in response to T27-35, I can go through, it says, 

"The mail processing version will be slightly different. It 
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was assumed the containers sorted to a more aggregate level 

than the office where they are entered or first processed at 

the facility representing their sortation level. For 

example, SCF sacks first entered into an origin A0 would 

first be handled at an SCF. In the example presented, if 

the mail was on BMC pallet, the entry zip code would be the 

zip code of the parent BMC of the SCF at which the mail was 

deposited. 

Basically, - -  the miscommunication was that 

Christensen had interpreted that for all of the four entry 

types in Attachment H, whereas, I meant it to apply only for 

the plant load of the four entry types, not to - -  let me 

just make sure I read these correctly. 

Q Take whatever time you need. 

A Not to BMEU entry, BMEU verified drop shipment or 

plant verified drop shipment. 

Q So, to the extent that there were changes to 

Attachment H, that was something that you believe was caused 

by Christensen Associates. If there was an error in the 

original version of Attachment H, that was an error that 

resulted from the study performed by Christensen Associates, 

or did that result from - -  I am just a little bit confused 

here. Did that result from the interpretation of a response 

to AAP/USPS-T27-35? 

A I would hesitate to call it an error on 
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Christensen Associates' part. I don't - -  I probably 

shouldn't consider myself blameless in that respect. I 

would perhaps call it a miscommunication between myself and 

the technicians at Christensen Associates. 

Q And that miscommunication occurred at the time of 

_ _  at what time? 

A In August. 

Q In August. 

A Yes. 

Q I just want to confirm that you did not 

discover - -  I guess I call them errors at the time the 

testimony was originally filed or at the time that you 

responded in your initial response to AAP/USPS-T27-35, is 

that correct? 

A The response to 35 went out with us knowing 

that - -  how do I? - -  let's see. The due date for that 

coincided with the discussions of this and as those 

discussions progressed we were moving toward a definitive 

understanding of what had happened. 

I believe that this answer is consistent with - -  I 

know that this answer is consistent with the facts as we 

understand it but we did not have, we certainly did not have 

the new results at that point, because that took, even 

after - -  then again maybe we fully - -  again, I don't 

remember the exact timing of this. 
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I know we did not have the numbers available to 

file our corrections until that day because it involved them 

reinterpreting the results as I had understood them. 

Q Reinterpreting the results of what exactly? 

A How we would in the mail processing version, how 

we would get the entry point based on the survey data that 

we had. 

Q I want to also confirm that your response to 

AAP/USPS-T21-35 was filed on April 4th, 2000 and if I 

understand you - -  

THE REPORTER: That is a yes? 

THE WITNESS: Yes, it was, 4 April 2000. 

BY MR. PRZYPYSZNY: 

Q And if I understand you, at the time you filed 

that response you had some understanding that you were 

probably going to need to make revisions to Attachment H? 

A I can't say that we knew we were going to have to 

file but that was at the point where perhaps we both thought 

that the other person was just rephrasing the thing that we 

understood in another way, so I can't say - -  there was some 

confusion out there but I can't say we knew there was 

definitely a problem. 

Q Confusion? Can you elaborate on what confusion 

means in this context? 

A It would be analogous to perhaps me saying that 
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that wall was blue and you thinking that well, of course he 

knows the wall is white but he is calling the wall blue. 

Q Well, not being color blind, I think I understand 

that. 

A I just assumed that my interpretation was the only 

possible interpretation and had - -  and they had saw that 

their interpretation was the obvious interpretation, and it 

took us a number of discussions to realize, oh, perhaps you 

look at this in this way and I looked at it in this slightly 

different way. 

Q So just to summarize, the study - -  you 

conceptualized the study back essentially in I think January 

of 1999? 

A Yes. 

Q The study was conducted in the summer of 1999, in 

June, July, maybe August time period. What actually was the 

approximate end date of the study in terms of the survey 

being completed? 

A I believe it was July 21st of '99. 

Q Okay, and when was the study actually completed 

and in your hands? 

A I'm not certain, but I believe that was September 

of '99. 

Q So you essentially had a completed version of the 

study since September of 1999 that was filed as Library 
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Reference-109 in this rate case and it wasn't until last 

Friday that you all finally determined that this anomaly or 

error existed in Attachment H? 

A Yes, that's correct. That is the truth. 

Q Thank you. My next question really goes to again 

these attachments, and I want to know if you have really 

with respect to Attachment H, do you have the original 

version and do you have the revised version as that was 

filed last Friday? I would like to walk you through some 

questions. 

A The only version I have is the version as revised 

April 14, 2 0 0 0 .  

MR. PRZYPYSZNY: Mr. Chairman, I would like to 

approach the witness and provide him with a copy of the 

original version of Attachment H. 

CHAIRMAN GLEIMAN: Certainly. If you could try 

and speak up a little bit, it would be very helpful. 

MR. PRZYPYSZNY: I will try. 

CHAIRMAN GLEIMAN: Thank you. 

BY MR. PRZYPYSZNY: 

Q For purposes of making my next questions a little 

bit more simple to follow on everybody's part I would also 

like to pass out a copy of the revised version of Attachment 

H, which I believe Witness Crum already has, if I may do 

that. 
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A Yes, I already have a copy of the revised version. 

Q Now Table 1 of both versions of Attachment H is 

titled, quote, "Bound Printed Matter Survey Results: 

Volumes by Entry Profiles and Zone Distribution Mail 

Processing Version" - -  is that correct? 

A Just to be correct, I believe you misspoke 

slightly. It is the "Bound Printed Matter Survey Results: 

Mail Volume by Entry Profile and Zone Distribution Mail 

Processing Version." 

Q I did misspeak, thank you. I would like to 

confirm that Table 2 of both versions of Attachment H, 

meaning the revised and the original version, is titled, 

"Bound Printed Matter Survey Results: Mail Volumes by Entry 

Profiles and Zone Distribution Transportation Version" - -  is 

that correct? 

A Yes. 

Q Now I take it that there is a difference between 

the mail processing version of the survey results and the 

transportation version of the survey results, is that 

correct? 

A Yes, there is a small difference between those 

two. 

Q What is that difference? 

A The difference is for the - -  I can probably 

explain this best in two ways. 
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trying to get at the difference in plant loaded mail between 

where mail joins the postal network, where mail joins the 

postal transportation network versus where mail joins the 

Postal Service mail processing network, so for example if a 

piece is - -  if a mailing is picked up from a mailer's plant, 

which could very possibly be in a small, remote, rural area, 

the Postal Service will choose to go pick that mail up 

rather than having the mailer just deposit it - -  you know, 

swamp a local post office or similar facility, so the 

transportation version says that when the truck picks up at 

the mailer's facility in that small town, the closest 

associated perhaps post office, plant, whatever it may be, 

that is where the mail joins the Postal Service's 

transportation network. 

That truck leaving the small, perhaps rural 

facility will then drive to another postal facility, often 

the local Bulk Mail Center. Thus the mail has been on the 

postal transportation network, say, from a facility close to 

the origin post office but it does not enter the Postal 

Service's mail processing network until it enters that 

origin BMC and is unloaded from the postal transportation 

vehicle that took it from the mailer's plant to the Postal 

Service's Bulk Mail Center. 

Q So if mail was on pallets and it is being loaded 
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onto trucks, those trucks would be the mailer's trucks? 

A No, in the case of plant load it is actually the 

Postal Service's or Postal Service's contracted trucks. 

Q It would be the contracted trucks? 

A Yes. 

Q But there would be - -  what would be the difference 

if it was the mailer's trucks? 

A Well, if it was the mailer's trucks by my 

understanding that would not be plant load. That would be 

one of the other four entry practices such as plant-verified 

drop shipment. 

In that case that would be mailer's trucks 

because - -  again I am looking at the item down at the bottom 

of Attachment H, for example, Table 1. It says three equals 

plant verified drop shipment. That means that there are 

postal employees at the mailer's plant and they verify the 

mail, which then goes on the mailer's truck and they drive 

it to whatever postal facility they choose to, but then that 

would be the mailer's truck, whereas four equals plant load, 

that would be the Postal Service's truck. 

Similarly, with BMEU entry or BMEU verified drop 

shipment, I believe that would be mailer or mailer 

contracted trucks also. 

Q I'd like to walk you through now, a comparison of 

what was provided to us on Friday as part of the April the 
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14th changes, and the original version of Attachment H. 

Do you have both in front of you? 

A Yes. You specifically mean Table 1. There 

shouldn't have been changes to Table 2, I don't believe. 

Q Okay, let's refer to Table 1 of Attachment H, and 

let's refer to the original version, and under the column 

that's identified - -  strike that. 

Let me rephrase that. 

COURT REPORTER: Can you keep your voice up, 

please? 

MR. PRZYPYSZNY: Okay. 

BY MR. PRZYPYSZNY: 

Q I'd like you to refer to the row on the original 

version of Attachment H, Table 1, which is the mail 

processing version of Attachment H. 

The row is titled Destinating BMC. Do you see 

that? 

A Yes, I do. 

Q Okay, now, under the column that's identified as 

grand total, the amount of destinatinq BMC pieces is stated 

as 204,818,209; is that correct? 

A Yes. Again, for purposes of the exercise, I am 

assuming that the sheet that you're giving me titled 

Original Version, is the original version, since I do not 

have that. But I can certainly assume that for purposes of 
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this cross examination. 

Q I understand, and the only difference would be 

that I have typed in the upper right-hand corner, Original 

Version. 

A Okay. 

Q Now, I'd like to refer you to the row on the 

revised version of Attachment H filed on April 14th, Table 

1, the mail processing version, and it's the row, again, 

entitled Destinating BMC. 

Do you have that? 

A Yes, I do. 

12 Q Okay, now, under the column identified as Grand 
I 
I 13 Total, the amount of destinating BMC pieces is stated as 

14 being 190,527,357; is that correct? 

15 A Yes, it is. 

16 Q Okay, now, this reflects a decrease in destinating 

17 BMC pieces, as between the two versions, of, by my 

18 calculation, 14,290,852. I'd like to ask you if you believe 

19 that's correct as well? 

20 A I have not made that calculation, but for the 

21 purpose of this exercise, I will assume that you've done 

2 2  that math correctly. 

23 Q I understand. I'd like to ask you if you consider 

24 that as a significant change as between the two versions? 

25 A Well, how I would answer it is that I would answer 

I -  
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that in two ways: That if you're talking about Attachment 

H, Table 1, 14 million could be construed as a large change, 

and that perhaps is a significant change, I believe, is how 

you characterized it. 

If you go through to Attachment I, Table 3, the 

bottom line impact of that significant change is an 

insignificant change, just from .384 to , 3 8 5 .  

So while the significant change in the input 

results - -  and there may be a significant change in the 

input results - -  there is a completely insignificant change 

to the output results. 

Q Can you explain now why you made that adjustment 

in Attachment H, and, if you would, if you'd also tell me 

how you made that adjustment? 

[Pause. I 

A I'm not sure exactly what you're asking f o r .  Are 

you talking about the technical way that adjustment was 

made, or how that flowed through my testimony? 

Q Well, let me ask it in two steps: First, why did 

you make that adjustment? 

A Well, you're talking about the difference between 

the 204 and the 190 number? 

Q Yes, that would be the destinating BMC row of the 

revised - -  original and revised versions of Attachment H 

under the column identified as Grand Total. 
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A Right. This gets back to the miscommunication 

between myself and the technicians at Christensen 

Associates. 

Once we realized there had been this, I went back 

to them and asked them, once we determined that there was a 

miscommunication, to rerun it, based on the interpretation 

that I had had all along. 

So they actually did the - -  they have all the 

survey results. It fills up pretty much an entire room. I 

certainly don't have that much room in my cubicle. 

When they went back and went through the survey 

forms and reanalyzed that, they actually then reran it and 

e-mailed that spreadsheet back to me. That was the 

technical way of how that change happened. 

And that happened for each grand total or each 

line item that changed. 

MR. PRZYPYSZNY: I'd like to know if it would be 

possible for us, as a followup, to get a copy of the 

spreadsheet you just referred to. 

MR. COOPER: That shouldn't be a problem. 

MR. PRZYPYSZNY: Thank you. 

CHAIRMAN GLEIMAN: Seven-day rule. 

BY MR. PRZYPYSZNY: 

Q Now, I'd like to refer you to the row on the 

original version of Attachment H, Table 1, which I'll call 
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the mail processing version. It's the row titled SCF 

Destinating BMC Service Area. Do you have that? 

A Yes, SCF BMC Service Area. 

Q I'm sorry, SCF Destinating BMC Service Area. 

A Okay, right, that's how it's worded on - -  yes, on 

Attachment H, Table 1, as revised April 14, 2000, yes, so 

SCF Destinating BMC Service Area. 

Q So, to clarify, on the original version, it's 

actually - -  the item is titled SCF BMC Service Area, but on 

the revised version it is now titled SCF Destinating BMC 

Service Area; is that right? 

A But there's no difference meant between those two. 

Q Now, as to the original version, under the column 

identified as Grand Total for the row, I guess, SCF BMC 

Service Area, the amount of pieces stated is 5,986,923; is 

that correct? 

A Five-nine-eight-six-nine-two-three, yes. 

Q Now, I'd like to refer you to the revised version 

of Attachment H, Table 1, again, the mail processing 

version, and to the row on that version that's titled SCF 

Destinating BMC Service Area. 

A Yes, I'm there. 

Q Under the column again identified as Grand Total, 

I have the amount of SCF Destinating BMC Service Area pieces 

as 16,526,027; is that correct? 
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A Yes. 

Q Okay. NOW, as I see this, this appears to reflect 

a positive variance between the two versions, meaning an 

increase that is reflected on the revised version of 

Attachment H for SCF Destinating BMC Service Area pieces of 

1 0 , 5 3 9 , 1 0 4 ,  which I calculate to be a 176-percent change. 

Is that - -  

A For purposes of this analysis, 1'11 assume your 

math is correct. 

Q Now, surely that's a significant cnange; is it 

not? 

A I would answer that the same way I answered the 

previous one; that the changes to the Attachment H Table 1 

could certainly be described as significant, but the outputs 

from the testimony, those changes, again, are insignificant 

and change only by one-tenth of a cent. 

Q And now I'd like to compare the same line items on 

Table 2 of Attachment H, the original versus the revised 

versions. And I'd just like you to confirm that there are 

no changes to the revised version of Attachment H as to the 

transportation version, and that would be for the 

destinating BMC row, the grand total, and for the SCF 

destinating BMC Service area total. 

A Yes, this shows no changes between the two for the 

- -  there are no changes between those two. 
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Q So you - -  by your revisions, you changed the mail 

processing version of Attachment H ,  but you made no 

revisions to the transportation version? 

A That's correct. 

Q Would you agree that the mail processing version 

most accurately shows where mail enters the Postal Service 

or service system or is it the other way around? 

From a perspective of how the mail is actually 

entered, which is more accurate? 

A I wouldn't characterize either one as any more 

accurate. Again, it gets back to the difference of plant 

load is kind of a complicated entry practice to describe. 

So, again, if you're talking entering the Postal 

Service's mail processing network, then the mail processing 

version describes it better. 

If you're talking about it entering the broader 

Postal transportation network, then the transportation 

version would describe that better. 

So I - -  depending on what you're looking for, I 

wouldn't characterize either one as more or less accurate. 

Q But you needed to make adjustments to the 

transportation version in order to create the mail 

processing version of Attachment H? 

A I don't believe we had to change the 

transportation version to do the mail processing version. 
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It was more or less - -  the reason for the two versions was 

to try to get at this complicated nature of plant load and 

just don't assume the same for both. 

We thought that was an improvement to the study 

output results and believe that was actually my suggestion 

to do that, that it would get more to the complicated nature 

of plant load than perhaps similar historical studies, not 

in bound printed matter but that have ignored that 

difference. 

Q I just want to understand the relationship between 

the transportation version and the mail processing version 

of Attachment H a little bit more and what I would like to 

know from you is are any adjustments made? Is there some 

sort of formula or calculation or changes that you make when 

you look  at the transportation version that lead you to the 

numbers in the mail processing version, or does this relate 

basically back to the survey and different responses that 

you receive in categorizing those? 

A If you are talking about the technical means by 

which a roomful of paper becomes survey results on one 

sheet, I am uncertain as to exactly how that is entered, if 

that is done via programs or if they are entered 

separately - -  I am uncertain as to the technical nature of 

how again that full room of survey results entered this 

point although based on my discussions would most likely be 
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through a computer program in changing a couple of lines in 

that computer program. 

Q So some adjustment was made by Christensen 

Associates? 

A Yes. 

Q But you are not particularly sure what that 

adjustment is? 

A I don't know the technical details of the program. 

Q And that adjustment results in the difference 

between the transforation version and the mail processing 

version? 

A I am not sure exactly what you are asking there. 

Could you just - -  

Q I am trying to understand and what I am trying to 

get to is the relationship between the transportation 

version and the mail processing version particularly as to 

those grand total amounts and if the transportation version 

is used as a baseline of some sort to get you to the mail 

processing version. 

A I don't believe either version is used as a 

baseline. They both are separate and distinct, although 

they use the same source data. 

Q So interpreting that source data they reach - -  

different determinations were made about entry points? 

A Exactly. 
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Q And that source data again is held by Christensen 

Associates? 

A Yes, the source survey result data is held at 

Christensen Associates' facility. 

Q By the way, have you reviewed all that source data 

or were you involved to that extent? 

A Again, it is a large amount of survey data. I 

certainly have not gone through every single piece of the 

survey. I looked through, I probably looked through the raw 

survey results for about an hour would be my guess at the 

time spent reviewing the actual handwritten responses of 

those survey forms. 

MR. PRZYPYSZNY: Mr. Chairman, would it be 

possible for me to have a moment to consult with a colleague 

before I continue my questioning? It would be about a 

minute. 

CHAIRMAN GLEIMAN: Yes, if it would be just a 

minute or two. 

MR. PRZYPYSZNY: I'll continue. That's fine. 

CHAIRMAN GLEIMAN: I'm sorry, I couldn't hear you. 

MR. PRZYPYSZNY: I will continue. 

BY MR. PRZYPYSZNY: 

Q I would like to refer you to your response to 

AAP/USPS-T27-36. 

A Okay. I'm there. 
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Q Now that question pertains to standard error 

estimates provided in Appendix A of Library Reference-109, 

is that correct? 

A Yes. 

Q Could you briefly just give me a very, very brief 

description of what standard error estimates are in the 

context of this survey? 

A As that is more of a statistical term, I am not 

sure I feel comfortable discussing the technical details 

related to standard errors in this setting. 

Q Is there another Postal Service witness who would 

be more familiar with the standard error estimates in this 

survey that we should direct questions to? 

A I am not sure if there is someone in this docket. 

I assume there, I believe there would be statisticians that 

could describe that. 

MR. COOPER: I would point out, Mr. Chairman, that 

this Library Reference has been available for many months. 

CHAIRMAN GLEIMAN: I think I am going to allow 

counsel to continue. 

BY MR. PRZYPYSZNY: 

Q Actually, I only have one more question and I am 

not sure, given what you have just told me, that you can 

answer this, but I will ask it anyways. 

Based on the changes that you made to Attachment H 
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dated April 14th, 2000, do you believe that there will need 

to be changes made to the standard error estimates that are 

contained in Library Reference-109? 

A Yes. I believe that those changes would perhaps 

result in changes to some of those standard errors as 

presented on pages 41 through 56 of Appendix A of the 

Library Reference. 

Q But you don’t know those specific changes today or 

the extent of those changes? 

A That is correct. 

MR. PRZYPYSZNY: Mr. Chairman, I have no further 

questions. 

CHAIRMAN GLEIMAN: Thank you. Next we will hear 

from District Photo, et al. 

CROSS-EXAMINATION 

BY MR. OLSON: 

Q Mr. Crum, I am Bill Olson, District-Mystic-Cox. I 

want to begin by directing you to your testimony at page 7 

where you discuss the Standard A non-letter cost differences 

that are used to support the residual shape surcharge 

changes in this docket. Do you have that? 

A Yes, I do. 

Q Okay. You have two factors that you discuss, one 

on page 7, one on page 8, as to how your analysis has 

changed since the testimony you presented in R97-1, and the 
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first has to do, does it not, with the FSM 1000 issue and 

how pieces that qualify for the FSM 1000, even though they 

are between .75  and 1.25 inches, can be thereby exempted 

from the surcharge. Is that the essence of what is? 

A I believe that, yes, expanding the thickness 

limits for the flat automation rate, I believe is related to 

the FSM 1000. 

Q Okay. And if those pieces which are between 

three-quarters of an inch and an inch-and-a-quarter are 

taken out of the parcel mix, then are you saying that the 

remaining parcels would have a higher unit cost? 

A I am saying that is a logical conclusion, although 

I don't know that definitely to be the case. 

Q You haven't attempted to quantify that in any way 

then, it is just an analytical offering you give us in your 

testimony? 

A I have not tried to quantify that difference, 

that's correct. 

Q Okay. And when did the residual shape surcharge 

go into effect? 

A I believe that was with the implementation of 

Docket R97-1, and that would have been January 10 of 1999. 

Q And as you point out, that was after the end of 

base year '98, so that would not account for any changes in 

parcel costs in '98, would it? 
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A That's correct. 

Q And it wouldn't account for any changes in the 

parcel flat cost differential in '98, correct? 

A That's correct. 

Q Now, the other one that you discuss there, 

beginning on line 7, I do not understand. I have read your 

responses to some interrogatories. Could you explain in a 

few sentences what you are talking about? 

A I have gotten a number of interrogatories on that. 

If you have read those, maybe I will try a different tack 

there. "In R97-1," - -  I can just, let me start by reading 

through this here. "In R97-1, the Postal Service proposed 

explicit econometric based volume variability factors as 

part of their mail processing presentation.'' 

Now, in this docket there were only - -  only in 12 

cost pools were explicit econometric based volume 

variability factors. There were only - -  in this docket. So 

the remaining cost pools were - -  those costs were estimated 

based on pre-R97-1 mail processing costing assumptions. 

Q Why was that change made? 

A I am going to have to refer you to the testimony 

of Witness BOZZO, pages 132 through 139. I don't believe he 

has appeared yet, and you should probably talk to him about 

that. 

Q When you, in line 7, say that the change from your 
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presentation in R 9 7 - 1  is in the calculation of mail 

processing costs, do you mean the calculation of mail 

processing costs for base year? 

A Yes. 

Q So, in other words, unlike the factor we just 

discussed, which would not affect base year costs, this 

factor does affect base year parcel costs? 

A Yes, this factor does impact base year costs, base 

year costs in R2000. 

Q So, in that way, it is different from the effect 

of the FSM 1000 that we discussed a minute ago, which would 

not affect base year costs? 

A That's true, it is - -  if you are talking about the 

base year costs, yes, those two would be different. 

Q Okay. NOW, do you have any order of magnitude as 

to how much of the increase in parcel handling costs is due 

to this change by Witness - -  I'm sorry, how do you pronounce 

his name? 

A Are you talking about - -  all he would do, his 

testimony describes why econometric based volume variability 

factors were proposed for certain cost pools and not for 

others. He did not produce those numbers as far as I 

understand it. Those numbers are presented in the testimony 

of Witness Van-Ty-Smith and the cost numbers that I use come 

from Witness Smith, not Van-Ty-Smith, Smith. 
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Q Well, I guess what I am asking, though, is if you 

have attempted to quantify how much of the increase in 

parcel mail processing and carrier in-office costs which 

occurred between, say, base year '96, which was the base 

year in R97-1, and base year '98, the base year in this 

docket, is accounted for by this analysis on lines 7 to 13 

of your testimony? 

A First of all, it wouldn't be carrier in-office, it 

is just related to mail processing. And, no, I have no 

calculated the specific difference due to the changes in 

cost pool factors. 

Q Do you know how you would determine that? 

A I believe it would be possible to go into those 

cost pools. It is not something that I could do, but that 

the further upstream in the process, someone would have to 

put in the R97 factors and compare them to the docket number 

R2000 factors, then run the model and produce the results 

that I would then feed into my analysis. 

Q Are you describing something simple and easy or 

incredibly complex and laborious? 

A Since I am not the one that would do it, I 

probably shouldn't answer that question. I don't know. 

MR. OLSON: Mr. Chairman, having not asked for 

anything yet from a witness verbally, I would ask that if 

this is something that can be done easily, that this might 
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be information that explains changes in parcel handling 

costs that might be worth quantifying. I ask if the Postal 

Service could provide that, if it is not too cumbersome. 

CHAIRMAN GLEIMAN: Can the witness prepare that 

mat e r ial ? 

THE WITNESS: I cannot prepare that material, no. 

CHAIRMAN GLEIMAN: Can the Postal Service, can 

someone at the Postal Service prepare that material? 

MR. COOPER: Mr. Chairman, I think that is unclear 

at the moment. We would have to talk to the relevant 

parties back at headquarters and see what that would entail. 

CHAIRMAN GLEIMAN: Mr. Volner. 

MR. VOLNER: Mr. Chairman, on behalf of the RIAA, 

I would request that counsel for the Postal Service contact 

the relevant party and see whether it could be done, and 

that we get an answer to that opportunity as quickly as 

possible. 

MR. COOPER: I would also point out, Mr. Chairman, 

that the opportunity to ask for this has existed for many, 

many months. And waiting till - -  

CHAIRMAN GLEIMAN: Well, I think many, many - -  a 

couple of months maybe, but not many, many. Be that as it 

may, as we search for truth, virtue and the American way, 

could you please find out who, if anyone, at the Postal 

Service can produce the material? 
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MR. COOPER: I suspected you would say that, and 

for the clarification of the record, I would ask counsel to 

restate specifically what it is he would like us to do. 

MR. OLSON: Sure. This witness, in his testimony, 

page 8, lines 7 through 13, has identified a change in his 

presentation from that which he made in Docket R97-1 in 

calculating mail processing costs in the base year, and he 

attempts to explain, I guess, that other witnesses have 

ceased using explicit econometric based volume variable 

factors as part of the mail processing cost presentation and 

that the effect of that was to expand the cost differences 

between flats and parcels beyond the level in Docket R97-1. 

And my question is, is there some way to quantify how the 

methodological changes have affected costs as presented in 

this docket? 

CHAIRMAN GLEIMAN: And could someone prepare the 

analysis that shows what those differences would be? 

MR. OLSON: Yes. And what we are trying to do is 

to determine how parcel - -  how unit parcel mail processing 

costs are affected by the change in methodology. 

MR. COOPER: If we could limit it to parcel mail 

processing costs, that would be helpful. But if there are 

any specific shapes or types of parcels that are of 

interest, it would be helpful if those could be identified 

at this time. 
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CHAIRMAN GLEIMAN: That may come yet. 

MR. OLSON: I don’t think it has anything to do 

with shape of parcel, Mr. Chairman. I think it has to do 

with the testimony of this witness, and we are just trying 

to find out whether it is significant or insignificant, and, 

if so, how much. 

MR. COOPER: We will try to get an answer to that 

question. 

CHAIRMAN GLEIMAN: Will you let us know by the end 

of the week whether you can get use an answer and at that 

point tell us when we might have the answer? 

MR. COOPER: We will report back as to whether we 

think it is feasible to get an answer and what that would 

entail, and how soon that could be provided. 

CHAIRMAN GLEIMAN: I would expect that somebody 

probably did the calculation and it is lying around in one 

of those cubicles. 

MR. COOPER: We shall see. 

CHAIRMAN GLEIMAN: Or perhaps at Christensen in a 

bigger room full of paper. So, we look forward to hearing 

back. 

BY MR. OLSON: 

Q Mr. Crum, could you look at your testimony? Just 

one second. 

[Pause. I 
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BY MR. OLSON: 

Q I'm sorry, page 2 of your testimony, and this is 

shifting to the section of your testimony that deals with 

the development of destination entry cost savings. DO you 

see that? 

A Yes, I do. 

Q Okay. And you talk about two kinds of avoided 

costs, the first being transportation savings and the other 

is non-transportation savings, correct? 

A Yes. 

Q Okay. Let's start with transportation savings. 

There you say that, somewhere in lines 11 to 17, you talk 

about how the cost driver is cubic feet and not weight, 

correct? 

A For most of the costs, not for all of the costs. 

Q But then you say weight is a good proxy, correct? 

A Yes, I say weight can generally be considered a 

good proxy. 

Q And the reason you say that is that the majority 

of volume in bulk Standard A mail consists of the same 

material paper and has a relatively similar density pounds 

per cubic feet, correct? 

A Yes. 

Q Now you give a parallel section of your testimony 

dealing with non-transportation savings on page 4, which 
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reads just about the same, as I analyze it. 

You say that the costs are described on a per 

container basis and consist of unloading containers in 

inbound docks, movement of containers through the facilities 

to outbound docks, loading of containers to trucks at the 

outbound docks. Is it your testimony that cubic feet is the 

main cost driver for these non-transportation cost savings? 

A Non-transportation is a little bit more 

complicated in that there are probably also piece elements, 

particularly with letter trays, because I believe there are 

certain volume minimums, therefore a tray may be filled up 

volume-wise while not necessarily being filled up cubic 

volume-wise, so it is a little more complicated there. 

Q Is cubic feet the main cost driver, pieces being 

secondary? 

A I believe it is an important cost driver. I don't 

believe I have done analysis to more fully describe the 

breakout between pieces and cubic volume. I can certainly 

say it is an important cost driver. 

Q Then you go on in a section that is parallel to 

what you say about transportation savings and you say cubic 

volume - -  excuse me - -  "Weight can be a good proxy and is 

used here because of the relative similarity and density for 

the majority of Standard A mail pieces" and that section is 

comparable to what you say about transportation, correct? 
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A Yes. 

Q If you had concluded that the densities are not 

relatively similar for letters and flats and parcels, what 

would be the consequence to your methodology of that 

conclusion? 

A I would say that the density of parcels is not 

relevant to that statement because that comprises, if I 

remember correctly and it varies on the year, about one and 

a half percent by volume of the mail in Standard Mail A, so 

that would go back to the question of between letters and 

flats. 

To the extent that their densities are drastically 

different, that would have an impact on that statement. 

Q Well, let's not throw parcels away quite so 

quickly. Let's talk about parcels. I mean they may be a 

small percentage of the volume but putting aside the fact 

that they are perhaps small and can disappear in the 

rounding for some purposes, if you look at the - -  you are 

saying that letters, flats and parcels have - -  are 

relatively similar in density, do you not? 

A Well, no. I actually say that - -  

Q You say the majority of pieces. 

A Yes, meaning letters and flats. 

Q Okay, so you disregard parcels when you make that 

statement? 
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A Yes. I don't believe that parcels are relatively 

similar in density. 

Q As a matter of fact, we asked you that question, 

did we not, in Number 5 - -  

A I think someone did, yes. 

Q DMC Number 5, and we asked you to verify the 

density numbers and I think they are around 8 for parcels, 

20 for flats, and 28 for letters, roughly, correct? 

A Yes, roughly. 

Q And I think you said that the 20 for flats and 28 

for letters were - -  I think the term is "relatively 

similar" - -  correct? 

A Yes. 

Q But that the 8 for parcels was not relatively 

similar to flats, correct? 

A Yes. 

Q And was certainly not relatively similar to 

letters, correct? 

A Yes. 

Q Okay, so there when you try to figure out what 

type of surcharge you want to put on parcels, you do treat 

parcels separately. Why don't you say, well, they are only 

1.5 percent of the volume, as you did a minute ago, in 

destination entry discounts, and ignore them in your 

analysis? 
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A I believe that is what happened up from the 

beginning of the Postal Service up until January 10 of 1999. 

Q Right, and what is the rationale for ignoring them 

as being de minimis when you work on destination entry 

savings but focus on them when you come to this part of your 

testimony to try to develop the bases for a surcharge? 

A Well, let me go back to the, if you will go back 

to page 1 of my testimony and go towards the purpose of my 

testimony: "The purpose of my testimony is to supply 

Witness Moeller with cost data necessary to support the 

Standard Mail A destination entry discounts. Witness 

Moeller determines how the destination entry discounts are 

to be set up and the surcharge on Standard Mail A pieces 

that are neither letter nor flat shape." 

So again I do the cost analysis. It is not my job 

to determine whether pieces consider shape or how that 

works. It is to do the cost work, and for another person to 

determine how that feeds into the rates. 

Q No, I know that, and we will have our shot next 

week, but I am trying to deal with your testimony because 

you do, in response to our interrogatories, say that these 

densities are not relatively similar, parcels to letters, or 

parcels to flats. 

Yet when you deal with destination entry cost 

savings then you say, well, we are not going to think about 
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them as to whether they are relatively similar or not. We 

will just look at letters and flats and say those are 

relatively similar, and I am asking you, is that not an 

inconsistency in ttie way that you treat these densities? 

A If you will notice in my response to 

DMC/USPS-T27-6(c), I also did that analysis including all 

those densities. 

Q Yes, and I appreciate that, but is it not true, if 

I could get an answer to the question, that the way you 

treat densities is different for the development of cost 

savings for destination entry and the development of the 

residual shape surcharge? 

A The treatment between those two is different as 

presented in my testimony, yes. 

Q Now just taking a look at that chart - -  and I 

appreciate your having provided those data in response to 

6(c) - -  did you have those or did you develop that data? 

Did you have those before we asked you for them - -  

A Yes. 

Q - -  or did you develop them for us? 

A That was prepared this summer and all I did was 

make a copy of that sheet. Probably the only change I made 

was to slide over the far right column because the last two 

numbers slid over onto another page. Other than that, all I 

did was make a copy of numbers that I had produced. 
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Q And that attachment is only transportation 

savings, correct? 

A Yes, that's correct. 

Q Did you do a similar chart for non-transportation? 

A No, I did not. 

Q Did you provide this to Witness Moeller, this 

Attachment to 6 (c) ? 

A Yes, Witness Moeller was aware that I did, that I 

produced the analysis in 6(c). 

Q Do you know if you gave it to him? 

A I know that we had a meeting. I don't know if he 

walked away with that particular sheet or not. 

Q In response to our Interrogatory 18, you gave a 

rather complete list of what you'd done to study partial 

costs. Do you recall that? 

A Yes. I'm not sure it's complete. It was meant to 

be a brief analysis. 

Q Okay, are there additional items you'd like to add 

to that list as to what you've done to study partial costs? 

A If you go through five years of working at the 

Postal Service, the number of things I believe I would 

probably - -  could, if asked to, fill up another 50 pages, 

but I believe that for purposes of this testimony, that 

briefly describes what I've done. 

Q And this shows you've been out to delivery units 
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and processing and distribution centers and BMCs. You've 

talked to people at Headquarters, talked to people in the 

field, and attended meetings, called meetings, visited 

mailer facilities. 

I mean, you have done all those things; have you 

not? 

A Yes, I've done all of those things as presented in 

that response. 

Q And one would think that you probably know as much 

about costs of parcels as anyone at the Postal Service, 

based on that. Do you think that might be true? 

A I'm not sure I'd want to say that, but that's a 

possibility, I guess. 

Q Okay. How many ways are parcels sorted in the 

field? In other words, on what equipment, manually, and 

what are the different ways parcels can be sorted? 

A Well, I believe questions discussing how parcels 

are sorted would probably have been better asked of Witness 

Kingsley . 

If you'd like me to give you a very brief rundown, 

I'd be glad to do that. 

Q Thank you. 

A Parcel sorting machine is the main piece of 

equipment that's sorts parcels in bulk mail centers. 

Q Okay, now, we'll talking about Standard A parcels 
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under a pound? 

A Yes. 

Q And parcel sorting machines are used on parcels 

under one pound? 

A Yes. I've seen literally thousands of Standard A 

parcels on parcel sorting machines. 

They generally - -  parcel sorting machines - -  I 

don't want to get into the testimony of Witness Kingsley, 

but briefly, they sort parcels down to the five-digit level. 

They can also be sorted manually, both at BMCs and 

at Postal Service plants. It's also possible that they 

could run on small parcel and bundle sorters or other 

machines like the LIPS machine, which is, I believe, a 

Postal-developed machine as opposed to a commercially 

available machine. 

Q What are those initials? 

A L-I-P-s. 

Q And what does that stand for? 

A I don't know for certain. 

Q Okay. Now, you said it's possible that they could 

go on an SPBS. Isn't that something that's likely? Is that 

a rarity? 

A I can't speak to the percent. I don't know the 

percentage of Standard A volume that goes on an SPBS. I 

only know that, based on my personal observations, I have 
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seen more of it on PSMs than on SPBSs. 

I make no claim that that's representative of the 

broad array of the Postal Service. 

Q But when you've been out in the facilities and 

you've seen small parcel and bundle sorters, have you seen 

that they're mostly handles bundles of letters and bundles 

of flats as opposed to parcels? 

A I have seen in my experience with the SPBS - -  

again, I'm not saying that this is representative of the 

Postal Service - -  there have been more bundles than parcels 

on the SPBS. That's just my personal experience. 

Q Have you heard people discuss shortages of SPBSs 

to handle available work, and certain work gets pushed over 

to manual operation because of inadequate amount of 

machinery? 

A I have not heard that discussion, but I probably 

wouldn't be in the type of meetings where those things would 

be discussed. 

Q Do you know if there are shortages of SPBSs in the 

field? 

A I have no idea. 

Q Have you or anyone you know at the Postal Service 

done any modeling of parcel costs of the sort that we've 

seen for letters and flats at other times, you know, taking 

like 10,000 pieces and tracking them through and reporting 
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on downflow densities and all those types of analyses as to 

where these - -  how the various parcels can be handled? 

A There are parcel models in the testimony of 

Witness Eggleston, but that was for the purpose of Parcel 

Post and not for parcels under one pound, the Standard A 

parcels. 

So, no, I do not believe there has been any 

similar modeling as in letters and flats for the Standard A 

parcels. 

Q In other words, there's not only nothing that has 

been introduced before the Commission in this docket, but 

that there is nothing that the Postal Service has done; is 

that what you mean? 

A Yes, there are no models similar to, for example, 

the flats models that I'm aware of. 

Q Have you considered doing that as a cost expert to 

try to track these costs and understand them better? 

A That topic of discussion has come up, yes. 

Q Anything we could do to help it along? 

[Laughter. I 

THE WITNESS: Briefly, the results of that 

discussion got at why are those types of models done, given 

that they're very expensive in individuals' time and 

complicated. 

That you need a purpose behind that, and the 
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purpose behind that is to get at the differing values of 

presort. 

If letters, flats, and parcels were to have 

separate rate schedules, then a study like that would need 

to be done. If what you're doing is trying to get the cost 

difference between flats and parcels, a study like that 

doesn't add anything because you generally tie these studies 

back to CRA data. 

If your goal is just to get the CRA unit cost 

differences, for example, between flats and parcels, the 

model is just a needless exercise since you would come back 

with the total anyway. 

You would only need that if you were separately, 

as in letters and flats, if those were completely separate, 

separate rate categories. 

BY MR. OLSON: 

Q Let me just ask you to postulate for a second, the 

situation where parcel costs are escalating rapidly at the 

Postal Service, parcel mail processing costs and in-office 

carrier costs. 

And the Postal Service would like to not only know 

what those costs were, but figure out how to control them. 

Would this kind of a modeling study be useful for 

that purpose? 

A Well, first, let me say I'm only accepting this on 
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a theoretical. I don't necessarily agree with your points. 

Q I'm sorry, what do you disagree with? 

A You just said, let's postulate that parcel costs 

are out of control. I'm just saying that I agree with you 

for purposes of your question. I'm not taking that as a 

fact. 

Q Oh, okay. 

A There are a number of ways that costs could be 

analyzed. If that was my task and it said certain costs are 

growing or falling, please investigate that, that would not 

be the first thing I would do, although that might be a 

piece of evidence that would be valuable if it had been done 

for other purposes. 

That's not the first thing I'd do, although the 

evidence out of study such like that could be helpful. 

Q And the first thing you would do is? 

A I would probably look  at a more - -  at a very 

drilled-down analysis of mail processing costs, perhaps 

geographically, and go across the country by facility and by 

cost pool, and see specifically where these pools had 

changed to see if you could then determine, theoretically, 

the Western Area has changed from mechanized to manual 

processing, something like that. 

That's opposed to a model which is just meant to 

get a snapshot of how pieces are processed in general. If 

_- 
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you could actually go to the costs, rather than just saying 

these are the total parcel costs, let's go to all the 

elements that feed up to that, and more or less work 

backwards. 

Q Okay, have you had occasion to analyze Standard A 

parcel processing changes like that, I mean, as to whether 

fewer pieces are now being handled on machinery and more 

pieces are being handled manually? 

A No, I have not done that. 

Q Do you know anyone who has at the Postal Service? 

A I don't know of anybody that has done that, but 

that is certainly - -  there are a lot of things I don't know 

that happen at the Postal Service, so there certainly could 

be somebody, but I certainly - -  I do not know of any study 

like that that has been going on. 

Q Okay. Let's go to the premise of my question 

about costs and as to whether they are in control or not, 

and I am going to show you some charts that I think you may 

have seen before. Let me ask you first, did you help 

prepare the Postal Service's response to Presiding Officer 

Information Request 4 ?  

A I'm sorry, I don't know them by number. If you 

have a - -  

Q It had to do with unit costs of handling letters, 

flats and parcels, mail processing costs. 
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A Mail process handling of letters, flats and 

parcels. Okay, I know the one you are talking about and, 

no, I did not - -  I don't believe - -  let's see. I know the 

individual that prepared that. I might have commented on 

their draft, but I was not the one responsible for that, 

although I have seen pieces of that. I am not sure I saw 

the final report, but I knew of it. 

Q Who prepared the response? 

A The person I spoke to about it was Witness Smith. 

Q Okay. We took those numbers that were filed by 

the Postal Service, probably prepared by Witness Smith, and 

tried to see what was happening with respect to First Class 

parcels and Standard A parcels, and actually filed a motion 

before the Commission. I don't know if you have seen the 

charts that we prepared or, if not, I could - -  

A I did see what you filed to the Commission. 

[Pause. 1 

BY MR. OLSON: 

Q What I have handed you is what we appended to the 

motion we filed. Is this what you have seen before? 

A Yes, I have seen this. 

Q Okay. And what this is designed to be, and, as 

the caption says, "Mail processing plus city carrier 

in-office units costs, cents per piece, wage level adjusted 

to fiscal ' 8 9 . "  And what we did for smoothing purposes is 
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do a three year moving average there. Do you see? 

A Yes. 

Q Now, I know you haven't - -  they are not your 

numbers, and you didn't develop them, but I am going to ask 

you to accept the validity of the numbers there for purposes 

of the cross-examination, if you don't mind. 

A Yes, for purposes of the cross-examination, I will 

accept that. 

Q Okay. There are certain - -  just take a look at 

First Class parcels for a second, there are certain points 

where the lines begin to sharply increase. There is - -  and 

I know, since these are three year averages, they sort of 

obscure in some ways the year-to-year changes. But in ' 9 4 ,  

the First Class single piece parcel costs began to go up 

dramatically, and in ' 9 6 ,  the presort costs began to go up 

dramatically. Do you see that? 

A Yes. 

Q Anything you can think of from your time in the 

field and DDUs and processing and distribution centers, and 

BMCs, that might have happened to cause any of this? 

A Well, yeah, let me first say that I certainly did 

not mean my response to 1 8  to - -  I can't say that I know 

much about First Class parcels. While I have certainly seen 

them, I have never really paid a lot of attention to First 

Class parcels when I have seen them, so I am not going to 
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feel comfortable answering any questions on your page 1 of 3 

here. 

Q Well, let's skip right past it and go to the 

Standard A parcels. I didn't really know if you had looked 

at First Class parcels, also. 

A No. 

Q Okay. Let's just deal with Standard A then. 

There you can see that in '95, I guess, the ECR, which are 

the more presorted, I guess one could say, of those Standard 

A commercial parcels, they began to take off, and on the 

next sheet, the same thing is true for non-profit ECR, and 

they are also - -  that is also sort of break point for 

regular and non-profit. Anything you know of that happened 

in '95 that might have caused those costs to begin to 

dramatically increase? 

A No, I don't know of anything. Are you 

specifically looking at ECR? I'm sorry, did I confuse the 

question? 

Q I am looking at all of it, all four lines on both 

page 2 and 3. 

A I guess what struck me reading these was the 

regular and non-profit, there didn't seem to be as dramatic 

increases as there were in ECR. To answer your question on 

ECR and non-profit ECR, I am not aware of anything that 

would have caused that increase in costs. When I looked at 
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this, the important thing to me was if you combine regular 

and non-profit, that comprises 9 5  percent of the volume in 

Standard A. So, large increases, although, as your chart 

shows, are very large, that comprises approximately 5 

percent of the volume. 

Q Right. What I am trying to do is find out what is 

happening and try to elicit from you what you can - -  what 

input you can give me. I mean, for example, would you have 

an expectation as to whether Standard A commercial parcels 

which were regular or ECR would have a higher unit cost? 

And, again, all these are wage level adjusted. 

A Right. 

Q So the inflation has been wrung out of them, 

correct? 

A If the brunt of your question is, do I have a way 

to describe why, for example, ECR parcels have gone up, and 

if they should - -  if I would expect them to be, their cost 

to be higher than regular, then the answer to both of those 

questions is no. If there is - -  

Q In other words, - -  

A If there has been any piece of everything I have 

looked at that has caused a question, then that would be it. 

I don't know the answer to why ECR parcel unit costs have 

gone. 

Q Would you consider that to be counter-intuitive 
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that ECR unit costs would be higher than non-ECR unit costs? 

A I am not sure if I would use the word 

counter-intuitive. I don't understand their results, let me 

stick with that. 

Q Well, if pieces are more finely presorted, they 

are supposed to permit the avoidance of certain steps in 

processing and, therefore, avoid certain costs, and if the 

pieces that are more finely presorted and incurring more 

costs, wouldn't you call that counter-intuitive? 

A Perhaps. I would probably call it surprising or 

unexpected, might be the words I would use. 

Q We asked you a question about your confidence in 

your data, and this, I think, was ll(e), you said, "I have 

confidence in the cost results presented on page 10 of my 

testimony." And I think those are the ones where you 

aggregate all four subclasses of Standard A parcels, 

correct? 

A Yes. 

Q Okay. At least in the aggregate, you do have 

confidence in your data for fiscal '98, the base year, 

correct? 

A Yes. 

Q Okay. How about for pr io r  years? Now, I know you 

haven't been there forever and haven't been doing this 

forever, but it has been several years, do you have equal 
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confidence in the data for prior years? 

A I would say I have equal confidence in the base 

year ‘96 numbers that I presented in R97, because I was able 

to look through those carefully. Perhaps also I would have 

confidence in the results presented in Docket Number MC97-2 

that were then recalled. Beyond that, I have not checked 

the numbers carefully enough to be confident in them. 

Q What was the base year in Docket MC97-2? 

A I don’t remember if that was ‘95 or ‘96. 

Q So a few minutes ago I asked you a question and I 

prefaced it with a comment about parcel handling costs being 

out of control, and you recoiled from acceptance of that 

premise. 

Looking at these numbers, do you have any comment 

as to whether those costs are in control or out of control? 

A Given the variety of definitions of “in control” 

or “out of control“ again if you look to the 95 percent of 

the volume in nonprofit and in regular, that would certainly 

be in control to me. Those are very close to straight 

lines. 

For ECR and nonprofit ECR they comprise 

approximately 5 percent. They do appear to be going up 

rapidly. 

Q Do you know from your visits to the field, do you 

have any insights as to what is driving those cost increases 
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for - -  let's deal with everything except Standard A 

commercial regular, which I'll get back to. 

A Right. If you go to my response to 

PSA/USPS-T27-5, that would describe my only supposition as 

to what could be going on there. I have asked this question 

of people. My response in PSA/USPS-T27-5 represents the 

responses that I have gotten to that question of people in 

the field and by my own witnessing of their handling of 

those pieces. 

Q So every analytical assist you could give us as to 

why these costs are going up is contained in your response 

to PSA-5? 

A Yes. As I said before, I would say that would be 

the one area where I don't feel like the numbers are clearly 

consistent with what I have seen in the field, although 

there are pieces that could perhaps get at describing some 

differences. 

Q Okay, then let's 90 back to the Standard A 

regular, or commercial regular. I think it is about 90 

percent of the volume, correct? 

A Yes, just shy of 90 percent, I think, depending on 

which year you are talking about. 

Q And you describe this as a flat line. Could you 

tell us what the beginning and end points are here of that 

line from 1990 through 1998 in terms of unit cost? 
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A Again, given the numbers presented here, which I 

am taking for purpose of this analysis - -  those two numbers 

are 1 5 . 3  and 2 2 . 9 .  

Q And considering the fact that these are 

inflation-adjusted or wage level adjusted, would you still 

stand by your characterization of that as a flat line from 

1 5 . 3  to 2 2 . 9 ?  

A Again I am not making an analytical description of 

this. I just merely, based on looking at it, it appears to 

go approximately across the sheet. If you saying the 

numbers are 1 5 . 3  and 2 2 . 9  that would speak to more 

accurately where the numbers have gone. 

Q The only reason it looks like a flat line is that 

we needed the height of the sheet to make up for a place to 

put the ECR costs, correct? 

A Then it could be a flat line relative to the ECR 

costs. 

Q But looking at the numbers, 1 5 . 3  to 2 2 . 9  - -  that 

is a pretty dramatic increase in parcel handling costs, 

would you not say? 

A I don't know I would call that a dramatic 

increase. Again, even just looking at these numbers - -  but 

again, more carefully if I were to know exactly how they 

were produced in the background, there might be perhaps a 

number of reasons. 
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Whenever you do historical data trends going back, 

there are a number of changes in the way costs are analyzed. 

Usually with each rate case there's new understanding and 

new studies. Certainly some of this information could 

theoretically be explained based on that, although i don't 

know off the top of my head. 

Q Okay. I am going to give you another number, 

which I know you don't have in front of you and you didn't 

develop, but this is the 1 9 9 5  unit cost of Standard A 

parcels, again wage adjusted, just for ' 9 5 ,  and the unit 

cost was 1 5 . 1  cents. For 1 9 9 9 ,  I would ask you to accept 

this, that the - -  for purposes of the cross - -  that the 

comparable number is 2 9 . 0 .  

How would you compare those two unit costs? Is 

that in control? 

A That would be a large difference. Again for 

purposes of the cross I will take those two numbers. I 

would expect there are methodological differences associated 

there, but I don't know that, but if you are talking about a 

change between 1 5  and 2 9  over the course of four years that 

would suggest uncommon growth, growth beyond expectations. 

Q Have you ever developed these numbers before as a 

cost witness to try to get at what is driving these costs 

that I have just given you, or is this new news? 

A Are you talking about the Attachment A - -  I'm 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D.C. 20036  

( 2 0 2 )  8 4 2 - 0 0 3 4  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3503 

sorry, which numbers are you referring to? 

Q Well, either - -  not the three-year moving average. 

I mean I am not necessarily saying you would develop that, 

but I am asking if you have ever taken a look  at year by 

year wage adjusted unit costs of handling parcels, Standard 

A parcels. 

A Let’s see. I can tell you what I have looked at. 

If you go to my response to PSA/USPS-T27-5, there is an 

attachment to Crum Response to PSA-5, and that goes back for 

all of Bulk Standard Mail A unadjusted unit cost by shape. 

Q This is your - -  I’m sorry - -  your response to 

PSA- 5 ? 

A Attachment to my response to PSA-5. 

Q Now those of course are unadjusted unit costs, 

correct? 

A Yes. 

Q And so once you wring out of it the changes in 

wage level you can get very different numbers, correct, as 

we have demonstrated? 

A I am not sure I would say “very different. ‘‘ I 

would perhaps say “different . ‘I 

Q Let me give you one more number for that little 

chart. The 1989 unit cost differential - -  excuse me, the 

1989 unit cost of parcels, Standard A, was 13.6. Between 

‘89 and ‘99 therefore it went from 13.6 to 29.0 - -  more than 
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doubled. 

I am just trying to get as to whether these - -  

A Are you going back to the response to P O I R ?  I 

just want to make sure - -  

Q Yes. 

A - -  we are going to the results of the numbers. 

Q The numbers are pulled from there and then they 

are spread-based on - -  well, that is the source of the 

parcel unit costs, yes. 

Again I am just asking you if this were true, if 

this was demonstrated to you - -  well, I guess I am not even 

asking if it were true but if it were demonstrated to you, I 

am asking if you have ever done this yourself, have you ever 

looked at the wage level adjusted unit cost of parcels and 

said what's happening out there? 

A I have not looked at the wage level adjusted. The 

increase in postal wages, particularly back in the 

mid-'90s - -  I don't think there were drastic, I don't 

remember there being drastic changes from year to year, so I 

have not gone through wage adjusted changes. I haven't gone 

back to '93. 

I don't know that we have gone back before that, 

but again looking at '93 - -  I don't remember the exact 

numbers, exact years I looked at, again first starting in 

the results presented in MC97-2 and then in R97-1. We did 
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look at previous years and the variation of the years that 

we looked at did not appear to be that large. I do remember 

that. I don't remember the specific numbers we looked at, 

although these are numbers taken from a response in R97-1. 

I certainly had not seen the '89, '90, '91 or '92 

numbers until the results from POIR were released, and again 

having not produced them or even know more fully how they 

were produced, I can't comment to them, and had not seen 

them and had not looked at them. 

Q Do you have anything you could tell us about 

trends of changing shape of Standard A parcels over the 

years you have observed them? 

A You mean for example a changing - -  when you mean 

by shape a difference between a long pole versus a square 

object, that type of thing? 

Q Exactly. 

A I have not noticed any change. That does not mean 

it hasn't happened, but to my eye and going to facilities I 

have not seen a dramatic change that caught my eye. 

That certainly does not exclude the possibility or 

likelihood that something could have happened. 

Q When I cross examined Witness Kingsley she said 

something about video boxes being prevalent. 

Do you have any opinion as to whether video boxes 

have been prevalent five years ago as much as they are now? 
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A No, I don't have an opinion. I know I have seen 

them kind of all along. I don't have any feeling for the 

relative presence of those. 

Q Have you done any type of study or anyone else in 

the Postal Service done a study of the change in shape 

within parcels over time? 

A No. The only study we did took a snapshot, and I 

believe that was during 1996, but we have not done a new 

study to, for example, compare any changes that may have 

occurred, so the answer to that is no, I am not aware of any 

although certainly people in Operations who are at mail 

facilities every day and see it come in would probably be 

more able to provide an anecdotal response, such as Witness 

Kingsley was able to. 

Q The snapshot study you just referenced, was that 

made a matter of record in some prior docket, do you know? 

A Yes. 

Q Which? 

A In R97 - -  it was first presented MC97-2 and I 

can't speak to - -  basically you are asking me in what case 

was it evidence. I mean all I know is that I answered a 

number of questions and put it out there. I don't know 

exactly what the state of it is now, but I answered a number 

of questions and provided Library References and as far as I 

know gave everything we had. 
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Q Right. I didn't mean for you to speak on the 

evidentiary status, but rather, I think there was one that 

was appended to a Library Reference and maybe that's it. 

Do you know what the study is described as, 

entitled, or the timeframe for it? 

A I believe that in one of my interrogatory 

responses, I get to the exact title. 

Q If that's the one you're referencing, then you 

don't need to find it, because I do recall. 

A Yes, there has only been one Standard A-specific 

parcel study that we put out. 

Q Okay, what studies have you done or anyone else at 

the Postal Service done about Standard A parcels in terms of 

changes in average weight, or changes in weight? 

A Other than looking at the weight numbers each year 

as they become available, I haven't done any study. I don't 

know of any studies that have been done. 

Q Do you think these costs are being driven by any 

changes in weight that you have observed? 

A That's a possibility, but to my knowledge, weight 

doesn't have as large an impact on Standard A parcels, per 

se, as it does in other categories. It doesn't have as much 

of an impact on costs as it does in other subclasses. 

Q Okay, what studies have you or anybody else at the 

Postal Service done with respect to changes in point of 
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entry for Standard A parcels? 

A I'm not aware of any studies, other than each time 

- -  point of entry, specifically to Standard A parcels, when 

I remember when the mail characteristics studies, because of 

the relative volumes, they found it difficult to capture 

Standard A pieces. 

I don't know that there is any statistic or 

reliable entry profile available for parcels, in particular. 

That could be wrong, but to my understanding, I don't know 

of any. 

Q Do you know if more pieces are being 

destination-entered now than before in terms of Standard A 

parcels? 

A I don't know that off the top of my head. There 

may be data somewhere available that would get at that. 

MR. OLSON: Mr. Chairman, I'm almost done, if 

you'd like to stay with us for a second. 

BY MR. OLSON: 

Q On the charts that I have given you, Mr. Crum, is 

there - -  as the Postal Service's expert on Standard A 

parcels and their cost witness, is there any other guidance 

you can give us as to what is driving these costs upward, 

besides the things you've discussed already today with me? 

I point out, by the way, that there are no street 

costs in this analysis, correct, carrier street costs? This 
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is just in-office? 

A I'm taking this as the title describes mail 

processing plus carrier, in-office. 

Q Right. 

A Street costs are calculated separately. 

Q Right. 

A Off the top of my head, I don't have any reason 

for that. I don't know why those have gone up somewhat. 

Q Do you believe there are limitations in 

understanding the factors that are driving costs when one 

does studies that are primarily IOCS tally-based? 

A I would say there are limitations in any study, so 

I would say that's true. 

Q Okay, but is it not true that when you base cost 

studies on IOCS tallies, as the Postal Service has been 

doing, that it doesn't tell you really anything about where 

the piece has been entered or the shape of the piece within 

the category of Standard A parcel or many of the other cost 

drivers we've discussed today? 

A Right, the purpose of IOCS is merely to get costs 

by subclass, so it doesn't drill down to any of the more 

specific characteristics that someone might be looking for, 

in general, although there they can be used for a variety of 

things. 

MR. OLSON: Mr. Chairman, I'd like to ask that the 
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charts which we’ve discussed today be marked as a cross 

examination exhibit, not as evidence but solely for the 

purpose of clarifying the cross exam, that it be marked as 

DMC-Crum-XE-1. 

CHAIRMAN GLEIMAN: They are so marked. 

[Exhibit Number DMC-Crum-XE-1 was 

marked for identification and 

transcribed into the record.] 
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MR. OLSON: Yes, and I can provide those to the 

Reporter. Other than that, I have no - -  

CHAIRMAN GLEIMAN: I take it that you want them 

transcribed into the record? 

MR. OLSON: Yes, I'd like to task that, too. 

CHAIRMAN GLEIMAN: So be it. 

MR. OLSON: Other than that I have no further 

questions, Mr. Chairman. Thank you, Mr. Crum. 

CHAIRMAN GLEIMAN: I'm probably going to 

disappoint some people and make other people happy, but I 

think we're going to take a break for lunch now and come 

back at quarter after the hour, and we will pick up 

according to my list, with Parcel Shippers Association, if 

they're present and ready to roll. 

[Whereupon, at 12:25 p.m., the hearing was 

recessed, to reconven this same day at 1:15 p.m.1 
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A F T E R N O O N  S E S S I O N  

[1:16 p.m.1 

CHAIRMAN GLEIMAN: Parcel Shippers Association 

doesn't appear to be in the room. We will move on to the 

next party, Recording Industry Association of America. Mr. 

Volner. 

Whereupon, 

CHARLES L. CRUM, 

the witness on the stand at the time of the recess, having 

been previously duly sworn, was further examined and 

testified as follows: 

CROSS-EXAMINATION 

BY MR. VOLNER: 

Q Mr. Crum, my name is Ian Volner and I will be 

examining you this afternoon for the Recording Industry 

Association of America, and I hope we can get you out of 

here quickly. Could you start at page 8 of your testimony, 

please? 

A Okay. 

Q I want to ask you some questions about the 

statement you make on lines 3 and 4 of that page in which 

you say, it is also important to note that the definition of 

a parcel has not changed in the Postal data systems, and 

that all the data from the base year presented in this case 

precedes the implementation of the surcharge. Let's start 
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with the definition of a parcel in the Postal data systems. 

I assume you are talking about the cost systems? 

A I believe that sentence got at the cost and the 

volume systems. 

Q It got at cost and volumes. Okay. Now, what is 

the definition of a parcel for purposes of the cost and 

volume systems? 

A Boy, I know that was a big discussion back in the 

Docket Number R97 case, but I don't have those numbers here 

with me. If you are talking about the exact dimensional 

characteristics, there is a page out of the DMM that is 

relevant, but I don't have that with me. 

Q You were using the DMM definition? 

A Yes. 

Q Now, will you accept, subject to check, that there 

are, in fact, two DMM definitions of a flat at the present 

time? 

A Yes. 

Q And that one of them stops at three-quarters of an 

inch and the other one goes an inch-and-a-quarter? 

A Yes. 

Q Well, then let's take a look for a moment at your 

response to RIAA Interrogatory 2(c). 

A Okay. I am there. 

Q And you say, all pieces exceeding .75 inches, 
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three-quarters of an inch, in thickness are will still 

considering parcels in the costing systems. Now, are they 

still considered parcels in the volume systems as well? If 

you don't know - -  

A No, not necessarily. 

Q Not necessarily. 

A It would depend, it is a - -  this is based on 

PERMIT with a mailer identified piece, and if the pieces 

were entered as automation flats between .75 and 1.25, I 

believe they would be marked as automation flats. 

Q For volume purposes? 

A For volume purposes. 

Q But for costing purposes, if the piece was between 

.75 and 1.25, it would be treated as what? 

A Those pieces would still - -  should still be 

treated as parcels, whereas, in the volume system, while, 

again, this is - -  I haven't done any data to go in to make 

sure it is being done correctly now with these new rules, 

but in the IOCS, any piece exceeding .75 inches should be 

considered a parcel is the way the rules are set up. 

Q Now, you used the word "still" in this answer. 

All pieces exceeding .75 inches in thickness are still 

considered parcels in the costing systems. Now, I don't 

want to get too literal about the word "still," but I have a 

couple of questions. Did you mean in FY 1998, which was the 
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base year? 

A Probably the best way to answer that is there has 

been - -  there has never been a change in the costing systems 

over what is considered a parcel. Anything exceeding .75 

inches is a parcel, in thickness. 

Q Regardless of how it is prepared? 

A Regardless of how it is prepared. 

Q And that continued to be true in the base year 

1998? 

A Yes. 

Q And that was true in FY 1999? 

A Yes. 

Q And that is true in the current fiscal year? 

A As far as I understand now, there is an employee 

being sampled in IOCS and they have a piece that is, for 

example, one inch thick, that piece will be considered a 

parcel regardless of how it was entered. 

Q And that will be true, continue to be true in the 

test year? 

A Unless a change would be made between now and the 

beginning of test year 2 0 0 1 ,  that would be the case. 

MR. VOLNER: Mr. Chairman, may I approach the 

witness? We are going to do a little illustrative 

examination here. 

CHAIRMAN GLEIMAN: Most certainly. I always enjoy 
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seeing what types of little surprises you have in your 

briefcase - -  or sticking out of your briefcase. 

MR. VOLNER: Well, that one is later. 

BY MR. VOLNER: 

Q Mr. Crum, what I have handed you, just so the 

record is clear, is four video boxes of different 

dimensions, and in two cases, different weights that matter, 

and I have marked them A, B, C and D. And what I would like 

you to do is just accept, since I am not going to try to 

introduce these into the record, that Box A is 

three-quarters of an inch thick. 

A Okay. I can assume that. 

Q And let me ask the question then, under the 

costing systems, that box is treated as a flat? It does not 

exceed three-quarters of inch. 

A Yes, that is my understanding. Again, I may have 

a slight misunderstanding over what would happen if the 

piece was to some like exactly .75, I don't know whether it 

is up to "74999. But I will assume that that is inclusive 

of those pieces. 

Q Okay. I see what the problem is. Then let's 

hypothesize, since the measurement of these boxes is not the 

easiest thing in the world, - -  

A Exactly. I have tried to do that before. 

Q .?499. _ _  
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A Yes. Then that piece would be considered a flat 

in the costing systems. 

Q And that would be true whether I bundled it, 

whether it runs across a flat sorting machine or not? 

A Exactly. It does not have to do - -  should not 

have to do with where it is being sorted, it should be the 

actual size of the piece. 

Q Okay. The next two items, the next two boxes are 

B and C. And assume with me that Box B is seven-eighths of 

an inch thick and Box C is also seven-eighths of an inch 

thick, in other words, an eighth of an inch more than Box A. 

A Okay. 

Q Now, let us suppose - -  you would agree that that 

is less than an inch-and-a-quarter? I am not very good at 

that particular provision of the DMM. 

A Yes, I would agree. 

Q It is less than an inch-and-a-quarter. Now, let 

us suppose that Columbia House, which produced those boxes, 

bundled those and sorted them in accordance with the flat 

sortation rules, and they were presented to the Postal 

Service on pallets and they were run across the FSM 1000, 

which is capable of handling pieces up to an 

inch-and-a-quarter, they would, for costing purposes, 

nonetheless be a parcel, is that correct? 

A Regardless of any of the pieces in your 
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assumption, yes, those pieces would be considered parcels in 

the costing systems. 

Q Okay. Now the last piece is - -  I got lucky - -  it 

is not an inch and a quarter. It is one and a half inches 

thick. 

COMMISSIONER LeBLANC: Now just to make sure I am 

with you, you say you want to put B and C together? 

MR. VOLNER: Yes. I am going to come back to B an 

C in a moment. 

COMMISSIONER LeBLANC: Okay, but that was what you 

were alluding to, not individually? 

MR. VOLNER: Putting them together in a bundle. 

COMMISSIONER LeBLANC: Okay, thank you. 

MR. VOLNER: Or producing a bundle of 10 of either 

B or C. Either way I have got a bundle of 10 pieces, which 

is the minimum you have to have for a sort level - -  

COMMISSIONER LeBLANC: Right. 

THE WITNESS: Both B and C are separate, but 

within the same bundle, for example. 

MR. VOLNER: That would be one possibility, though 

there is a complication there and that is that B - -  and this 

is accurate, because we did it on the Pitney Bowes scales in 

our office. 

COMMISSIONER LeBLANC: I was just trying to make 

sure I understood whether he was separating them, combining 
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them or and/or. 

MR. VOLNER: And/or is really what I am doing 

COMMISSIONER LeBLANC: Okay. 

BY MR. VOLNER: 

Q Will you accept that B weighs 3.6 ounces and C 

weighs 5.5 ounces? 

A Okay, I can assume that - -  it is 3.6 and 5.5. 

Q Okay, we will come back to this. 

Item D is one and a half inches thick and just so 

I understand what you are telling me is that for costing 

purposes and the way in which you derive the 78 cents that 

you show on page 10 of your testimony, the piece that is one 

and a half inches thick is a parcel and the pieces, plural, 

that are seven-eighths of an inch thick are also parcels? 

A Let me just go back to page 10. Well, we need to 

be a little careful there, because that has unit costs which 

has volume as the denominator so if you are talking about - -  

Q In order to get the unit cost you do need a 

denominator - -  

A Yes. 

Q - -  and the denominator is the volume. 

A Yes. If you are talking about the costs that feed 

into the numerator then, yes, both the seven-eighths of an 

inch piece and the one and one-half inch piece would be 

considered parcels. 
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Q And a three-quarter inch piece would not be 

considered a parcel? 

A Exactly. 

Q Even though the three-quarter inch piece might in 

fact be handled as a parcel in the operations of the system? 

A Correct. 

Q Well, that raises a question, raises two questions 

I guess. 

You were asked this morning by Mr. Olson about the 

question of modeling, and as I understood your response you 

said that a functional mail flow really didn't produce 

anything of value except when you are dealing with separate 

rate categories such as letters and flats. 

A Yes. 

Q Now I take it implicit in that statement is the 

proposition that you do not consider parcels for costing 

purposes to be a separate rate category? 

A That is the way it is set up now. If that were to 

change then a functional mail flow model would be required 

to help produce the costs necessary for the pricing witness. 

Q Well, now a functional mail flow model might tell 

us a great deal more about how the mail is moving and what 

the associated cost is other than simply the dimension of 

the piece, mightn't it? 

A If we were to do a functional mail flow model, 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1 0 2 5  Connecticut Avenue, NW, Suite 1 0 1 4  
Washington, D . C .  2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

17 

18 

I - 

1 9  

2 0  

2 1  

2 2  

23 

2 4  

25 

3524  

yes, we would know - -  we would try to get where those pieces 

were entered and how those pieces flow through the system, 

be it manual or a parcel sorting machine or any of the other 

options that they could go through, yes. 

Q And it might turn out, to go back to my 

hypothetical, that the piece that is seven-eighths of an 

inch thick but is prepared and entered as a flat is less 

costly than the piece that is three-quarters of an inch that 

is not being prepared and entered as a flat, mightn't it? 

A That is possible and the reverse is also possible. 

That would have to be done to determine that. 

Q Now why do you conclude that the parcels are not a 

category for purposes of doing a functional mail flow? 

A That would be something that the people in Pricing 

determine how the rates are going to be set up. 

Unless there are separate rate categories with 

separate presort discounts and drop ship discounts such as 

letters and nonletters are currently, then the functional 

mail flow model would not serve that purpose because the tie 

is back to total CRA costs. 

Q Well, we will take the rate design up on Monday 

with Mr. Moeller, but my question to you is from a costing 

standpoint your purpose was to derive data for the purposes 

of developing what with respect to parcels? A surcharge. 

A Exactly. My purpose of my testimony is to develop 
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the cost difference, the average cost difference between 

flats and parcels for purposes of a surcharge. If I had had 

a different goal of my testimony I would perhaps have 

produced different studies and different cost results. That 

was my assignment. 

Q I understand that was your assignment but what I 

don't understand - -  I mean you do recognize that as a result 

of your assignment parcel mailers will pay more than flats 

ma i 1 ers ? 

A Right. Parcel mailers right now are paying more 

than flats mailers - -  

Q Right. 

A - -  under the current rates. 

Q And they will pay still more if the rates based on 

your costs go into effect as proposed. 

A Right, but that has - -  

Q That has nothing to do with the creation of a rate 

category? 

A I was going to say that the change in the 

surcharge, that was not anything that I am speaking for in 

my testimony and whether that - -  whether to have parcels be 

a surcharged subsegment of nonletters or whether parcels are 

to be their own rate category, that is also outside the 

scope of my testimony. 

If it was determined that parcels were to be a 
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rate category, additional costing work would need to be done 

including mail flow models to get separate presort discounts 

by the different category but that is not the way the rates 

are currently set up or proposed in this case. 

Q I want to go back for a moment to this question of 

the definition and I guess the first question is suppose 

instead of video pieces I had put in front of you a catalog. 

I don't want to use a particular name. I might represent 

them or them might not like it, in either event. The XYZ 

Catalog that was three-quarters of an inch thick, that 

catalog would qualify as a flat for purposes of your costing 

demonst ration? 

A Yes. We're talking about our hypothetical . 7 4 9 9  

thick piece, yes. That would be a flat. 

Q Right, and if it was seven-eighths of an inch 

thick, it would be a parcel? 

A Yes. 

Q Regardless of the fact that - -  will you accept 

subject to check that other than the thickness, all of those 

pieces that I have handed you meet the dimensional 

requirements of a flat? Will you accept that for purposes 

of - -  

A Yes, I will assume that for purposes of this 

discussion. 

Q And my X Y Z  Catalog meets all of the dimensions of 
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a flat. 

A Okay, yes, I am assuming that for purposes of this 

discussion, both the catalog and your Exhibit A. 

Q You may be the wrong witness and if you are don't 

hesitate to say so, and I will take it up on Monday with Mr. 

Moeller, but it seems to me that for costing purposes, would 

you agree that for costing purposes only you have got to 

have a clear definition of what a parcel is and what it 

applies to if you are going to impose a surcharge. 

What the surcharge applies to? Would you agree? 

A I would think that would be more appropriately 

dealt with with the rate witness. 

Q I will take it up with the rate witness. 

And this question may also need to go to the rate 

witness, but let me do it just in case. 

The piece that I have marked as Exhibit D is too 

thick to be even an FSM-1000 flat? 

A Yes. 

Q The piece that I have marked as Exhibit B is a 

parcel for costing purposes, but could be entered as a flat 

because it's below an inch and a quarter? 

A That's correct. 

Q Now, let's suppose, as is the case, obviously with 

Columbia House, whose boxes those are, that they're mailing 

both, and that because the surcharge does not apply to 
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pieces that are a flat and prepared and entered as flats, 

they sort - -  they go to the expense of sorting the 7/8ths of 

an inch-thick piece and making sure that it's set up so that 

it can be run on the flat sorting machine. 

And that happens. But they also have to mail that 

one and a half inch-thick piece because there are some 

customers who like more than one CD or more than one 

cassette, as the case may be. 

Isn't your definition such that for costing 

purposes, the preparation of these pieces as flats is a 

waste of time, because they're going to be treated as 

parcels anyway when the time comes to cost? 

A Yes, I think if you go to the testimony of Witness 

Kingsley, she describes that these pieces, for example, the 

7/8th inch thick pieces, are still generally being treated 

as parcels, operationally. 

Q That wasn't quite my question. My question is, 

for costing purposes, isn't it a waste of time to prepare 

pieces for flat sortation, to put the bar code on them and 

do all those nice things that have to happen to get onto the 

FSM-1000, if the net effect is that for costing purposes, 

you treat it as a flat anyway - -  as a parcel anyway, I'm 

sorry. 

A Again, this, to me, is more of an operational 

question, but if you're talking about is there additional 
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value to that if those pieces are treated as parcels, I 

don't know if I would characterize that as a waste of money. 

I don't know what effort Columbia House would go 

to do that, but it would not add value, would not help the 

Postal Service save costs. It may not. 

Q Okay. 

A It may not. I would be a very complicated 

question. 

Q And so far as you're concerned for purposes of 

this discussion, everything except B of that - -  I'm sorry, 

everything except Exhibit A of that set is a parcel? 

A Yes. 

Q Now, would you indulge me for a moment? Would you 

hold up or stack A and B side-by-side on the table, upright, 

so that the Commission can see it? 

A They're not standing up, but I can hold them there 

for a second if that will be helpful. Is that what - -  

Q Is that A and B? 

A A and B. Do you want to hold them at whatever 

angle - -  

Q I'm sorry A and C. Just so that the record is 

clear, there is absolutely no difference in the external 

dimensions of these. 

A Of B and C, right. 

Q B and C. But there is a difference in weight; 
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A You said 3.6 versus 5.9. 

Q Okay. But for costing purposes, they're both in 

excess of 3/4 of an inch, an they're fungible; is that 

correct? 

A I'm not sure exactly what you mean by fungible. 

Q For purposes of defining whether they're a parcel. 

A Yes, they would both be considered parcels. 

Q Okay. Let's change subjects. You've answered 

tliis in several places, and I'm not going to bother to take 

you to the interrogatory, but I take you did not use FY 1999 

data at all in the development of the costs of the 

surcharge? 

A That's correct. 

Q Now, since 1998, as the Chairman pointed o u t ,  I 

think, in his first Presiding Officer's Inquiry, or it may 

have been the first Notice of Inquiry, was before the 

implementation of the 1997 rate case rates. 

What we're dealing with here is volume as to 

parcels that reflects no Surcharge at all. 

A Yes, the base year, 1998, has costs before the 

surcharge was implemented in January of 1999. 

Q And the mix of the mail in terms of parcels shows 

no effect of the surcharge at all? 

A That's correct. 
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Q Now, the Parcel Shippers Association in PSA-3 - -  

if you could turn to that for a moment? 

[Pause. I 

They provide some information which we're going to 

come back to. But they asked you to provide it for test 

year after rates, and you said that information is not 

available. 

Is that because in order to develop test year 

after rates volumes in this case, you'd need to know what 

the surcharge was? 

A I don't believe so, because I know that in the 

past, we've not been able to supply test year after rates 

data as far as costs. It's - -  that gets into a complicated 

way of what comes - -  you know, chicken and eggs of which is 

first . 

But I don't believe that cost information is 

generally available in test year after rates. I'm probably 

not the correct person to describe exactly why thatls not 

available. 

Q I think we may be focusing on two different 

things. Costs are a function of volume. I'm not asking 

about costs. I can understand the problem of developing 

test year after rates costs because it is a chicken and the 

egg problem. 

You don't know what the costs are until you know 
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what the mix is going to be, and you don't know what the mix 

is going to be until you know what the rate is. 

A Right. 

Q What I'm asking you here is, what about test year 

after rates volumes? 

A Test year after rates volumes should be available 

for Standard A overall, but I'm not - -  I don't believe they 

forecast parcels separately. 

Q Okay. What we're dealing with here is test year 

- _  

A I don't believe the forecast those separately. 

Q So we don't have past year after rates volumes for 

parcels? We don't have, I take it, based on your 

conversation with Mr. Olson earlier today, in this case, we 

don't have data about parcels, however, you choose to define 

it, by the content. 

D o  you recall you discussed with Mr. Olson, a - -  

A By content, you mean, for example, CDs versus 

boxes of checks or some other similar type thing? 

Q Right. 

A Correct. We did a - -  the study that was done in 

MC-97-2, I don't believe that got at costs. I know it 

presented data of different shapes, but I don't believe it 

got a cost by those shapes, and certainly not based on any 

changes that have happened. 
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Q Do you recall whether it presented data by 

different shapes, or whether it also presented, or primarily 

presented data by assessment of what was in the box? 

A I remember some of the categories. For example, I 

know that CD box was one choice, but I don't remember 

exactly how that data was broken out. I do remember that CD 

box was one choice. 

Q And did you make the decision not to use that 

study in this case for any reason? 

A Well, I mean, the only thing - -  I did use data, 

the density data from that study. 

Q You did use the density data? 

A Yes. The rest of it was more or less general 

information that wouldn't have had an impact on my cost 

analysis. 

Q Including dimensions? 

A I believe there was some dimensional data in 

there. 

Q Well, in view of your definition of the term, 

parcel, wouldn't that have been a useful tool? 

A Again, since my analysis was done for ' 9 8 ,  base 

year '98, I'm not sure. I don't see how that data would 

have been helpful. 

Q Now, the other thing we don't have here is any 

cost data correlating shape and weight; do we? 
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A I did not present any - -  did not present that 

data. I do believe some other Postal Service witnesses have 

broken out volumes by weight increment. 

Q By weight increment, that is not my question. My 

question was, correlating weight increment to shape, that is 

to say, a piece, hypothetically, being 5 . 9  ounces and 

seven-eighths of an inch thick, in the case of one of our 

exhibits. 

A Right. I don't believe that is available. 

Q In the case of Exhibit C. That data is not 

avail ab1 e 

A Right. 

Q And we also don't have, do we, data by bar code, 

that is the extent to which there are bar codes on parcels 

now? 

A But I believe we measured, again, in the study 

which I think took place during '96, I believe there was 

data as of then as far as how many pieces were machineable 

and had bar codes, but I don't believe we have any 

information for now. 

Q Okay. 

A Someone might have assumed that in their 

testimony, but I don't believe that there has been a study. 

Q That someone might be Mr. Moeller? 

A That is who that that someone would likely be, if 
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that were to be available. 

Q Now, is it fair to conclude that bar codes will 

yield - -  that the application of a bar code will yield cost 

savings to the Postal Service? 

A I would say yes, the presence of a bar code would 

be beneficial as far as savings. For example, at the parcel 

sorting machine, the piece could be swiped rather than 

keyed. 

Q Now, is it also fair to conclude that, to the 

extent that they are eligible to do so, the migration of 

those CDs, or the heavier weights of them, to Special Rate 

4th would reduce cost savings in Standard A? Would reduce 

costs? I'm sorry, I didn't mean to say cost savings. Would 

reduce the costs, the total accrued costs and the total 

attributable costs of Standard A? 

MR. COOPER: The migration of which two? 

MR. VOLNER: Of the CDs that are on that table. 

MR. COOPER: Any particular ones or all of them? 

MR. VOLNER: Well, let's take it at the one that 

is an inch-and-a-half thick. 

THE WITNESS: So you are saying if certain pieces, 

and I believe this is Special Fourth Class rate on here, if 

that piece were to go Special Fourth Class rate and not 

Standard A, because of the rates that are charged, and this 

- -  and in one scenario, this piece is a Standard A piece and 
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then it is mailed Special Rate 4th, you are saying, will the 

removal of that lower Standard mail A cost? 

BY MR. VOLNER: 

Q That is my question. 

A Well, certainly, any time a piece is removed from 

the mailstream, those costs would go down. Whether the unit 

costs would go down would be another question. I am not 

sure what the answer to that would be. 

Q And let us suppose, hypothetically, that there are 

some books that weigh less than a pound, that are an 

inch-and-a-quarter thick - -  an inch-and-a-half thick, to 

keep this simple. Those books could conceivably migrate to 

bulk bound printed matter in the test year, in this case, 

isn't that correct? 

A Again, I have not compared that, but, 

theoretically, it is possible that pieces under a pound, 

formerly mailed as bulk Standard A could move to bulk bound 

printed matter, given the change in the minimum weight that 

I believe is implemented. 

Q That is exactly what I was getting at, and you 

made it easier for me. But these possibilities are simply 

ignored in your costing study? 

A Yes. Since my analysis is base year 1998, any 

changes to the mix would not be in my cost analysis. 

Q Now, let's go back - -  well, let me, just so that 
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we have a clear record here, state the hypothetical obvious, 

that a piece, regardless of its dimension, that migrates to 

Standard - -  to Special Rate 4th, now called Media Mail 

Service, or to bulk bound printed matter, which hasn't 

changed its name, will no longer be a parcel for purposes - -  

in a cost study done for Standard A, is that correct? If it 

migrates. 

A Right. It would be a Special Fourth Class rate or 

bound printed matter parcel. 

Q Would you turn to your response to part (a) of 

RIAA-T-27-2? 

A Okay. 

Q Which was really a follow-up to an earlier OCA 

interrogatory, but the answer stands on its own, and I must 

confess I don't understand it. You said that you couldn't 

use the 1999 data because, to do so, in view, I presume, of 

the change in the regulations, would make it more difficult 

to accurately estimate the cost difference between the two 

shapes. The two shapes being flats and parcels? 

A Yes, but I didn't say I could not use 1999 data. 

I just said if I were to use 1999 data, there could be 

uncertainty. 

Q And you maintain that your current study is 

certain as to the cost of parcels? 

A It is my testimony in ' 9 8 ,  that, yes, this 
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confusion is not there, albeit, with 900 million pieces, I 

am not saying that every piece has been categorized 

correctly, but I believe that for 1998, these uncertainties 

did not exist and there are not problems. 

Q So that we just ignore the existence - -  well, what 

we know happened in 1999, on January 10 or 11, 1999, that is 

to say, a surcharge went into effect and, at the same time, 

according to answers to a number of interrogatories, pieces 

up to an inch-and-a-quarter were held by the Postal Service 

because of the dimensions, definitional dimension of a flat, 

no longer to be treated as a flat, but not for - -  except for 

costing purposes. 

I'm sorry, I misstated that question. 

A Yes. 

Q Let me try that again. In January of 1999, there 

were two changes that occurred. The first is that the 

surcharge went into effect and the second is that the 

surcharge did not apply to pieces up to an 

inch-and-a-quarter. 

A If, with filing in a l l  the details, if they were 

prepared on the flat automation rate and had a bar code, et 

cetera, et cetera. 

Q Correct. Okay. Well, let's go back to page 8 of 

your testimony for one moment, and then we can conclude this 

line. On lines 1 and 2 of your testimony, you say that the 
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logical conclusion - -  let's not be unfair because it is 

important, if we go back over to page 7 for a moment, you 

explain that parcels with thicknesses, at lines 22 and 23, 

parcels with thicknesses between three-quarters of an inch 

and an inch-and-a-quarter, and fully prepared as automated 

flats, are the most similar to flats and will likely have 

the most similar cost characteristics to flats. 

You say, go on to say that the logical conclusion 

then is that the pieces still subject to the surcharge will 

have a higher cost that those presented in this analysis. 

Let me do this mildly. Is it fair to conclude that your 

logical conclusion is not based upon any cost study, nor is 

it based upon any empirical observation of what actually 

happened to mail after January 10, 1999? 

A That is correct, it is merely a logical 

conclusion. 

Q Okay. And isn't it just as logical to conclude 

that if migration occurred at that time, and if a large 

volume went to flats and, in fact, was handled as flats, 

that the cost of the remaining pieces declined, in the 

absence of any empirical study? 

A I assume that one could develop a stream of logic 

which, to them, could make that a logical conclusion. 

Q Thank you. Let's turn - -  

MR. VOLNER: Fortunately, as I explained, Mr. 
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Chairman, Mr. Olson has made my life simpler in one respect, 

and I am now on my last line and I will be done very 

quickly, I hope. 

BY MR. VOLNER: 

Q Could you turn to the attachment to your response 

to PSA-3? 

A Okay. 

Q And this is base year revenues, base year costs, 

and base year contribution? 

A Yes. 

Q Now, that means that the revenue does not include 

the 10-cent surcharge? 

A That's correct. 

Q And, of course, we know nothing about what 

happened to the flats, the cost of flats in 1999, of the 

cost of either parcels or flats for these purposes. 

But let me ask a question: Assuming all things 

remain constant, except for the implementation of the 

surcharge, am I being unreasonable in concluding that the 

loss of contribution among regular parcels was not 2 9  cents, 

as you indicated here, but, in fact, 1 9  cents? 

A [No audible response.] 

Q I recognize that - -  

A Right, exactly. If you're saying in the - -  I 

mean, a simple way for me to answer this is, the revenue per 
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piece that I show there, does not include the surcharge. 

And if you add ten cents to the minus 29, then you 

get minus 19; that's correct. 

Q That's fine. Let's turn to RIAA-3, if you will 

indulge me? 

A Okay. 

Q In order to do this, we're going to need RIAA-1 as 

well. I guess, let's start with the Attachment to RIAA-1, 

because there is something that I need to make sure that 

I've got right. 

The Attachment to RIAA-1 shows four tables which 

are labeled Table 3.1, 3.2, 3.3, and 3.4. 

A Yes. 

Q Am I correct that Table 3.1 depicts the ECR 

segment cost there? 

A Yes. 

Q And the Table 3.2 depicts the regular or what is 

sometimes referred to as other, used to be referred to as 

other? 

A Yes, regular is what I call it now. 

Q And Table 3.3 is the nonprofit ECR? 

A Yes. 

Q And Table 3.4 is the nonprofit regular? 

A Yes. 

Q Okay, good. Now, looking at this data, there are 
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- -  and you've been asked a number of interrogatories about 

this, but I just want to make sure that we understand. 

There are some significant differences among these 

four subclasses in the cost segments you've depicted; aren't 

there? 

A Yes, because the numbers here vary. 

Q And, in fact, for example, the mail processing 

costs of nonprofit regular is almost three times the mail 

processing cost of ECR commercial, and one and a half times 

the mail processing cost of its most closely corresponding 

class, regular? 

A Right. 

Q Now, in response to RIAP-3(b), if you'd look at 

that for a moment, you explain that Table 3 . 3 ,  the nonprofit 

ECR category, is not to be used for comparisons because why? 

A The volumes there are so small they comprise only 

. 2  percent of Standard A parcel volume. Standard A parcel 

volumes are only 1 . 5  percent of all of Standard A. 

The volumes there are so low that you would expect 

wide variations from year to year, and we've seen that. 

Q Right, now, but that is not true, is it, of the 

volumes of regular nonprofit? They comprise almost five 

percent. 

A Correct. 

Q Of the total. 
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A A much - c  approximately ten times as much volume. 

Q Ten times as much volume. And yet one and a half 

times the cost, when compared to the most closely 

corresponding class in mail processing alone? 

A Yes, you're comparing nonprofit Table 3 . 4 ,  with 

regular Table 3 . 2 .  

Q Right. $0 that the sampling error problem cannot 

explain that difference; can it? 

A Well, the volume of regular is more than ten times 

the volume of nonprofit, so it's - -  to exclude that as a 

possibility, I don't think is accurate. 

It certainly - -  the low volume is certainly going 

to be less of a problem for nonprofit than it was for 

nonprofit ECR. But to suggest that it's no problem at all, 

I don't think is fair, either. 

Q But you don't know? 

A I don't know. 

Q And you don't know whether the revenue format with 

its content limitations on parcels in the nonprofit category 

may influence the costs of either of those two subclasses; 

do you? 

A That's correct. 

Q Well, then, let me ask you the question flat out: 

Given the fact that you don't know what may be causing these 

rather marked differences in cost, why did you consider it 
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to be your purpose to do the calculations as you did for 

total, that is to say, all of the subclasses, in aggregate? 

Could you not have presented cost data that showed 

it separately, as you have done here for each of the 

subclasses? 

A I believe - -  I mean, this data, as I say in my 

response to T-27-1, the data you asked for could be found by 

dividing the cost segment costs and the IPPs and parcels 

the parcel volume of mail listed in the 

on keys in each section of my tables. 

So this data - -  I did present this data in my 

So, to suggest that it's only here because of 

the attachment, is not correct. 

The reason that the numbers are presented in my 

testimony as such is that the pricing witness has determined 

that there is to be, you know, a - -  there was to be a set 

surcharge, so I would do all my costs together. 

Q That is very helpful. Let me make sure that I 

understand this absolutely. What you're saying is that the 

pricing witness said to you, Mr. Crum, you're doing my 

costing data. I don't want separate surcharges for each of 

the four subclasses; I want you to give it to me in 

aggregate. 

A Right. 

Q Did you? 
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A I don't know if those were his exact words, but 

the discussion went along lines as we're not planning to 

institute - -  

Q Separate surcharges for separate subclasses. 

A That was my original understanding. Now, I know 

that they are actually proposing different surcharges in the 

ECR versus regular categories, and I believe that more or 

less just has to do with the bar code discount and to 

prevent anomalies. 

But the idea was certainly to have one surcharge, 

and the only intervening issue was the bar code discount. 

Q And, in fact, you do not have one surcharge, 

despite the fact that you've got one set of costs, for 

precisely the reason you just gave; isn't that the fact? 

A Could you just run over that last part again? I 

was unsure where the question started. 

Q The rate design witness ultimately did not produce 

a single surcharge for all four subclasses? 

A That's correct, the rate design witness did 

ultimately - -  there are different surcharges. 

Q Now, two further questions: When the rate design 

witness suggested to you that you wanted aggregate data for 

all four subclasses, did you point out to him, this data 

which did, indeed, appear in your testimony? And the only 

reason we had to ask it as an interrogatory was, we were not 
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able to open that page of the workpaper, electronically? 

A I'm - -  

Q Did you say to him, gee, Joe, you know, you have 

big differences here, and you can certainly explain away 

Table 3 . 3 ,  but it gets a little bit harder, particularly, to 

explain away Table 3 . 2 ,  and particularly when you look at 

the test year before rates revenues, which we did in 

conjunction with Exhibit 5 with PSA-5? 

A If you're trying to get at what the discussion was 

that took place between Witness Moeller and myself, it was 

more or less, given that this was not - -  this was probably, 

you know, maybe a year ago, basically the discussion went 

something like these are the costs or regular. That's where 

90 percent of the volume is. 

The costs in some of the other subclasses are 

higher. I don't know if I gave him a table listing it all 

out, but I do know that he was aware of the basic cost 

differences by subclass, and that regular, with most of the 

volume, was such that it is with its contribution - -  and 

then the other ones were as they were. 

Q Was he also aware of the difference in revenue 

effects? 

A Yes, we talked about revenue effects a lso ,  and I 

had sent him similar data. 

Q Let's go back and conclude this with one last 
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quest ion. 

Would you take Exhibits B and C that I have given 

you, the two boxes, and I think we agreed at least for 

purposes of this demonstration Exhibit E weighs 3.6 ounces 

and Exhibit C weighs 5.9 ounces. 

Now what you have shown on Attachment to PSA-3 is 

the average revenue per piece, is that correct? 

A Let me just get there real quickly. Yes, the 

Attachment to PSA-3 has the average revenue per piece - -  

subclass and shape. 

Q Now let's hypothesize that the 3.6 ounce piece is 

so close to the average as to not make a difference. In 

fact, it is probably slightly above average, but for 

purposes of the illustration, that will serve. 

Now the other piece is 1.3 ounces heavier. It 

would pay more than the 47 cents that you show here. 

A Well, let me - -  I am not sure I agree with your 

average weights. Let me check something here real quick. 

I haven't divided this through but it looks like 

the weight of a regular parcel is closer to - -  if my math - -  

off the top of my head is it 7 to 8 ounces? I don't see 

that as being 3.6. Perhaps I am looking at a different 

number here but I don't think these are the same weight as 

the average regular parcel. 

Q Well, what I meant was for rating purposes they 
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A Yes. 

Q And that is what I was really getting at. 

A Okay. 

Q Because they are both above the break point, they 

will pay the piece plus per pound. 

A Right. 

Q And the piece that weighs 5.9 ounces is going to 

pay more than the piece that weighs 3.6 ounces? 

A Yes. 

Q And ceterus paribus, what we agreed was 19 cents 

in the case of some pieces might be considerably less than 

19 cents, mightn't it? 

A That is correct. A heavier piece would bring in 

more revenue, ceterus paribus, and that number for a given 

piece certainly could be lower. 

MR. VOLNER: I have no further questions, Mr. 

Chairman. Thank you. 

CHAIRMAN GLEIMAN: Is there any follow-up? 

[No response. I 

CHAIRMAN GLEIMAN: Questions from the bench? 

[No response. I 

CHAIRMAN GLEIMAN: Would you like some time for 

redirect? 

MR. COOPER: Could I take ten? 
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CHAIRMAN GLEIMAN: You may take ten and we will 

take ten also. 

[Recess. I 
CHAIRMAN GLEIMAN: Mr Cooper? 

MR. COOPER: We have no redirect. 

CHAIRMAN GLEIMAN: That being the case, Mr. Crum, 

that completes your testimony here today. We appreciate 

your appearance and your contributions to our record. 

We thank you and you are excused. 

[Witness excused. I 

CHAIRMAN GLEIMAN: This concludes today's hearing. 

We will reconvene at 9:30 tomorrow morning and we will 

receive testimony from Postal Service Witnesses Tolley, 

Thress and Musgrave. 

Thank you all and have a good afternoon. 

[Whereupon, at 2:17 p.m., the hearing was 

recessed, to reconvene at 9:30 a.m., Thursday, April 20, 

2000. I 
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