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P R O C E E D I N G S  

[9:32 a.m.] 

CHAIRMAN GLEIMAN: Good morning to all these 

4 smiling faces out here today. Today we continue our 

5 hearings to received testimony of Postal Service witnesses 

6 in support of Docket R2001. 

7 Three witnesses are scheduled to appear today. I 

8 have the potential to mispronounce all three names, and 

9 let's see what my batting average is when I finish this next 

10 sentence. 

11 The witnesses are Witness Bozzo, Witness Degen, 

12 and Witness Van-Ty-Smith. I got that right, thanks to Mr. 

13 Koetting's coaching last Friday night at 8:OO. 

... 14 Does any participant have a matter that they would 

15 like to address before we begin today? 

16 MS. DUCHEK: Mr. Chairman, I have a brief one. 

17 There seems to have been a little bit of confusion among the 

18 parties as to the three witnesses and who was responsible 

19 for what. 

20 So I thought it might be helpful LL 

21 summarized that Dr. Bozzo does the econometrics for the 

just 
1% 7 

22 variabilities; Witness Degen does the operational 

23 justification for the reasonableness of the variabilities, 

24 as well as the theory or rationale behind - -  the why's, if 

25 you will, of the cost distribution; and Witness Van-Ty-Smith 
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is purely the mechanics &the how's.&the cost 

distribution. 

CHAIRMAN GLEIMAN: Does anyone find it troublesome 

that people reading Postal Service testimony get confused 

about what the witnesses are all about? 

[Laughter. I 

CHAIRMAN GLEIMAN: Before we get to the substance, 

which is difficult, in and of itself, well, we thank you, 

Ms. Duchek. 

And if there is no one else who has anything - -  

ah, yes? I thought I would escape this morning. 

MS. NOBLE: Good morning. I'm Ann Noble from 

Magazine Publishers of America. We have a few additional 

interrogatories to designate for Mr. Bozzo this morning. 

CHAIRMAN GLEIMAN: Well, I'll tell you what, if we 

can just wait a moment, because we need to get the witness 

sworn in and get his testimony in the record. 

MS. NOBLE: Sure. 

CHAIRMAN GLEIMAN: I wouldn't go too far away from 

the microphone, if I were you. 

MS. NOBLE: I won't. 

CHAIRMAN GLEIMAN: We'll get to that in just a 

moment. 

Ms. Duchek, do you want to introduce your witness? 

MS. DUCHEK: Yes, the Postal Service calls Dr. A. 

A" 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 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

6214 

Thomas Bozzo. 

CHAIRMAN GLEIMAN: For those of you who wondered 

why I stumbled over the word, today, one never knows whether 

a witness is going to be recalled or appear as a rebuttal 

witness later in the proceedings. 

And if I were to include the word, today, in the 

oath, then we'd have to swear witnesses in all over again 

later, and I chose not to do that, if I don't have to. 

Whereupon, 

A. THOMAS BOZZO, 

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

been first duly sworn, was examined and testified as 

follows: 

DIRECT EXAMINATION 

BY MS. DUCHEK: 

Q Dr. Bozzo, I have previously given you two copies 

of a document entitled Direct Testimony of A. Thomas Bozzo 

on behalf of the United States Postal Service, designated as 

USPS-T-15. 

Are you familiar with that document? 

A Yes, I am. 

Q 

A Yes, it was. 

Q Does it contain your errata of January 28th, 2000? 

A It does. 

Was it prepared by $%? o r  under your supervision? 
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Q Do you have any additional changes you wish to 

make today? 

A Yes, I do. 

Q Would you please indicate what they are? 

A I have three, essentially typographical changes to 

the testimony. The first is on page 44 of the testimony, 

line 17, after Volume 2; Appendix F should be inserted to 

clarify the citation. 

Second, on page 58, line 2;  the reference should 

be to Appendix C instead of Appendix D. 

Finally, on page 121, line 6, the word that 

appears as capital-T-A-B-L and the numeral, 3, should simply 

be Table. 

Q Do the copies of the document that I gave you 

contain those changes? 

A They do. 

Q With those changes, if you were to testify orally 

today, would this still be your testimony? 

A It would. 

MS. DUCHEK: Mr. Chairman, I'm going to give the 

two copies of the Direct Testimony of A. Thomas BOZZO on 

behalf of the United States Postal Service, USPS-T-15, to 

the Reporter, and I ask that they be entered into evidence. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 
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CHAIRMAN GLEIMAN: Hearing none, the testimony is 

received into evidence, and is our practice, it will not be 

transcribed into the record. 

[Direct Testimony of A. Thomas 

Bozzo, USPS-T-15 was received into 

evidence. 1 

CHAIRMAN GLEIMAN: MS. Duchek, I believe that the 

witness is sponsoring some Category I1 Library References. 

Would you like to move those? 

MS. DUCHEK: That is correct, Mr. Chairman. Dr. 

Bozzo is sponsoring LRI-107, and I ask that that be entered 

into evidence. 

CHAIRMAN GLEIMAN: Library Reference 1-107 will be 

entered into evidence and not transcribed into the record. 

[Library Reference LRI-107 was 

received into evidence.] 

CHAIRMAN GLEIMAN: Dr. BOZZO, 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. 
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CHAIRMAN GLEIMAN: That being the case, if counsel 

could please provide two copies to the Court Reporter, I'll 

direct that the designated written cross examination of the 

witness be received into evidence and transcribed into the 

record. 

[Designated Written Cross 

Examination of A. Thomas Bozzo was 

received into evidence and 

transcribed into the record.] 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

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

DESIGNATION OF WRITTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS A. THOMAS BOZO 
(USPS-T-15) 

lnterroaatories 

AAPIUSPS-T16-7 redirected to T15 
AAPIUSPS-T17-7 redirected to TI 5 

Association of American Publishers AAPIUSPS-TI 5-1 I 4-0 

AAPIUSPS-TI 6-7 redirected to T15 - 
Magazine Publishers of America 

MPAIUSPS-T15-1-2,4-13 

Office of the Consumer Advocate AAPIUSPS-Tl5-1-9 
AAPIUSPS-Tl6-7 redirected to T15 
AAP/USPS-T17-7. 16 redirected to TI5 
ABA&NAPM/USPS-T21-9-10 redirected to TI5 
ABA8NAPMIUSPS-T24-4 redirected to T I  5 
ABA&NAPM/USPS-T20-39 redirected to T15 
ADVO/USPS-T27-6 redirected to T i  5 
DFCIUSPS-TI 5-1 
MPAIUSPS-TI 5-1-1 3 
OCNUSPS-T15-1-39,41-64 
OCANSPS-TZ7-3a redirected to T I  5 

United Parcel Service AAP/USPS-T15-3.5 
MPNUSPS-T15-1-9, 12 
OCNUSPS-T15-1-20, 50 
UPSIUSPS-T15-9, 13, 18-20,23 
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Respectfully submitted, 

w9Ld 
Ma I U  garet P . Crenshaw 
Secretary 
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AAPIUSPS-T17-7 redirected to T15 
AAP/USPS-Tl7-16 redirected to T15 
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MPAIUSPS-T15-4 
MPAIUSPS-T15-5 
MPAIUSPS-T15-6 
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MPAIUSPS-Tl5-12 
MPAIUSPS-T15-13 
OCAIUSPS-T15-1 
OCAIUSPS-T15-2 
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AAP, OCA 
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AAP, OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
MPA. OCA, UPS 
MPA, OCA, UPS 
OCA, UPS 
MPA. OCA, UPS 
MPA, OCA, UPS 
MPA, OCA, UPS 
MPA. OCA, UPS 
MPA. OCA, UPS 
MPA, OCA, UPS 
MPA, OCA 
MPA,OCA , 

MPA, OCA, UPS 
MPA, OCA 
OCA, UPS 
OCA, UPS 
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OCAIUSPS-T15-42 

OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA, UPS 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 



6222 

.- 

OCAIUSPS-TI 5-43 
OCALJSPS-T15-44 

OCAIUSPS-T15-46 
OCAIUSPS-TI 5-47 

OCAIUSPS-TI 5-45 

OCAIUSPS-T15-48 
OCAIUSPS-T15-49 
OCAIUSPS-TI 5-50 
OCAIUSPS-T15-51 
OCAIUSPS-T15-52 
OCAIUSPS-T15-53 
OCAIUSPS-T15-54 
OCAIUSPS-T15-55 
OCAIUSPS-T15-56 
OCAIUSPS-T15-57 
OCAIUSPS-TI 5-58 
OCAIUSPS-TI 5-59 
OCAIUSPS-TI 5-60 
OCNUSPS-T15-61 
OCAIUSPS-T1 Si-62 
OCAIUSPS-TI 5-63 
OCAIUSPS-T15-64 
OCAIUSPST27-3a redirected to T15 
UPSIUSPS-T15-9 
UPSIUSPS-T15-13 
UPSIUSPS-TI 5-1 8 
UPS/USPS-T1 5-1 9 
UPSIUSPS-TI 5-20 
UPSIUSPS-TI 5-23 

OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA, UPS 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
OCA 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
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,- 

Response of United States Postal Service Witness Bono 
To Interrogatorles of Association of American Publishers 

AAP/USPS-T15-1 On page 32 (line 18) and page 33 (line I) of your testimony, 
you state Kwlhether the Postal Service's e,ctual plans and procedures are cost 
minimizing Is beyond the scspe of this testimony." With respect to this statement, 
please confirm that neither you nor any other USPS witness in this case has 
anafyzed or addressed in any way whether the Postal Service's actual plans and 
procedures &re cost mfnintizing. Please provide a full explanation for your 
answer. 

AAPRISPS-T15-1 Response. 

The presence of the cited passage in my testimony indicates that I address the 

issue of cost minimization in some way, therefore I cannot confin the statement. 

The primary purpose of the full passage that includes the quoted statement-see 

USPS-T-15 from page 32, line 1, to page 34, line 2-was to indicate that my 

analylical methods for estimating volume-variability factors are applicable 

whether or not the Postal Service's plans and procedures are cost minimizing. 

However, I confirm that I did not analyze whether or not those operating plans 

and procedures are cost minimizing. Whether any other Postal Service Witness 

In this case has addressed cost minimization in any way is beyond the scope Of 

my testimony, although I am not aware of any who have. 



Response of United States Postal Service Witness Bozo 
To lnterrogatorles of Association of American Publishers 

AAPIUSPS-T15-2 On page 107 of your testimony at Table 3, you present a 
summary of sample selectiorl rules for varlous MODS cost pools. Please provide 
the same information shown on Table 3 for the following MODS cost pools: 

a. MECPARC 'Mechanized Pamls" 

b. LD43 'LDC 43 - Unit Distribution Manual" 

c. LO44 'LDC 44 - Post OMCe Box Distribution" 

d. LD48 "LDC48- Customer SeM'ceBpec. Service" 

e. LD49 'LDC 49 - Computerized Forwarding Systemg 

1. MODS 99 1 Supp-F1 

g. MODS 99 1 Supp F4 

AAPNSPS-I15-2 Response. 

The table referenced in the interrogatory provides a summary of the effecf of the 

sample selection rules on the regression samples for the mail processing 

operations I RnalpBd econometrically. I did not conduct an econometric enalysls 

for any of the MODS operations listed in the interrogatory. Therefore. no 

comparable information exists. Please also 888 USPS-T.15 at pages 133-135 

for additional dlscusslon. 
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Response of United States Postal Senrice Witness Bono 
To lnterrogatodes of Association of American Publishers 

AAP/USPS-Tl5-3 On page 109 (lines 14-16) of your testimony, you state that 
for manual parcel operations, 'a non-negligible fraction of the observations" or 
3.8%, report fewer than forty work-hours per quarter. With respect to this 
stefement, please provide all underlying data used to derive the figure of 3.8%. 

AAPNSPST15-3 Response. 

The referenced percentage (as well as a corresponding percentage for the 

manual Priority operation group) was intended to be calculated from the data in 

Table 3, at page 107 of USPS-T-15. The TSP output files from which I obtained 

the observation counts In Table 3 are provided in USPS-LR-1-10?. However, it 

appears the percentages were transcribed incorrectly. The correct percentages 

are 3.6% and 1.3%. The derivation is provided in the table below. 
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Response of United States Postel Service Witness Bono 
To Interrogatories of Association of American Publishers 

AAP/USPS-TlH On page 109 of your testimony (lines 16-19), you state 
Te]xam’nlng the data, I found evidence that hoyn, volumes, or both are likely to 
be erroneous for most of the manual parcel and manual Priority Mall 
observation8 removed from the riampte by the threshold check.” Wah respect to 
this stateWt, please IdenMy and provide all manual parcel data examined by 
you and a description of the proCedure used to conclude that ’hours, volumes or 
both” were likely to be erroneous. 

AAPNSPS-Tl5-4 Response. 

The data I analyzed are provided In the reg9398.xls data file in USPS LR-1-107. 

The summary analysis upon which the quoted statement is based is provided in 

USPS-T-15, at page 100 (Table 4). 
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.- Response of United States Postal Service Witness Bouo 
To Interrogatories of Association of American Publishers 

AAPNSPS-T15-5 On page 126 or your testlmny at Table 9, you compare 
volume varlabllity fpr manual parceb in BY 1998 (R97-1) and BY 1998. The 
variability mea%& for manual parcels in BY 1998 is 322% greater than the 
estimate prepared by Dr. Bradley in R97-1. Please explain why the volume 
variability for manual pawls  has increased 80 dramatically since R97-1. 

AAPIUSPST156 Response. 

Please see USPS-1-15 at page 127, lines 5-8, where I state, mhere are large 

upward revisions to the manual parcel and Priority variabilities, due largely to the 

application of tighter sample selection rules.' The specific sample selection rule 

to which I refer in the statement is the productMty check. Please see USPS-T- 

15 at pages 101-102 and 110-1 12 for a discussion'of the productivity checks 

applied in my study and Dr. Bradleqs study. 
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Response of United States Postal Sewice Witness Bono 
To Interrogatories of Associatlon of American Publishers 

AAPILISPS-T15-6 On paQe 135 (lines 13-15) of your testimony, you state that 
7iInsofar a3 ule Postal Sewice does not have additional evidence that might 
persuade the Commlsslon to adopt Dr. Bradley's models and results, It was 
decided to use the preViusly accepted variability method for the BMCs." Witfi 
respect to this statement: 

. 

a. Please provide any calculatlons performed by you or any other Postal 
Service w'hesses that illustrate the effect of Dr. Bradley's models and 
results on BMC costs In this case. 

b. Please state if, and when, the Postal Service Intends to update Dr. 
Bradley's BMC models. 

AAPNSPS-Tl5-6 Response. 

a. The data required to compare the effect of Dr. Bradley's estimated 

BMC volume-variability factors may be found In witness Degen'e 

testimony In Docket No. R97-1, USPS-T-12 at page 15, and witness 

Van-7y-Smith's testimony In Docket No. R2000-1, USPS-T-17 at page 

25. In the attached table, I compute the BY 1998 volumevariable 

costs that would be obtained by applying Dr. Bradley's Docket No. 

R97-1 volume-variability factors to the BY 1998 BMC cost pools, and 

the percentage diierence between that figure and the BY 1998 BMC 

volume-variable msb uslng the method proposed by the Postal 

Service. 

b. Please see the responses to OCANSPS-TI549 and 20. 
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(4) 
Docket No. 
R97-1 
Volume 
Variabilii 
Factor 

Docket No. 
R97-1, 

USPS-T-12, 
pa98 15 

53.3% 

60.5% 

91.2% 

99.1% 

73.6% 

67.2% 

Comparison of BMC Volume-Varia 

(5) 
BY 98 
Volume 
Variable 
Cost, using 
Docket No. 

Variabilities 
col. 2 

x Col. 4 

R97-1 

1 10,836 

152,363 

84,541 

33,905 

47,238 

22,730 

451,610 

Methods 

SAS cost I Pool Total I Pool 
(1) I (2) I (3) 

pool d e  cost, BY vi luma 
98 Variable 

I I ~9~ 

PLA 

OTHR 

PSM 

SSM 
S PB 
NMO 

Total 

207,947 196,718 

251,839 248,565 

92,690 92,698 

34,213 34,213 

64,180 64,180 

33,824 33,024 

684,702 670,198 

b 

Attachment 1 
Response to AAPAJSPS-T15-6 

Page 1 of 1 

,le Cost under Attemative VolumeVariability 

(6) 
% Difference 
due to 
Variabilities 

(Col. 5 - Col. 3) 
/COl. 2 

41.3% 

-38.2% 

-8.8% 

-0.9% 

-26.4% 

-32.8% 

-31.9% 
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Response of United States Postal Service Witness Bono 
To interrogatories of Association of American Publishers 

AAP/USPS-Tl5-7 On page 136 (lines 5-9) of your testimony, you state ’I 
cannot rule out the’possibllity that the PlRS data issues are serious, but note that 
the PlRS workroad data would have to be 80 noisy as to be useless in order for 
the IOCS-based method not to signlflcanlly overstate the BMC volume-variable 
.costs relatlve to Dr. eradley‘a methods.” With respect to this statement, please 
provicte any mathematical examples fhat demonstrate or illustrate the magnitude 
of the difference involume variability for BMC costs that Is produced using the 
IOCS-based method as compared to Dr. Bradley’s methods. 

AAPNSPST15-7 Response. 

Please see the response to AAPNSPS-T1 %(a). 



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

AAPNSPS-115-8 .On page 137 (lines 14-15) of your testimony, you state that 
"(a~dtiQnally, descriptroos of platform activities have long recoQnized that 
vehicle arrivals and departures are also drivers of platform workload." With 
respect to this statement, please confirm that the Postal Service has not 
incorporated vehicle arrivals and departures as cost d h r a  for platform activities 
In any of the cost studies filed In thiscase. If you cannot confirm, please provide 
an explanation and Ident'Q the costs studies that incorporate vehicle arrivals and 
departures as cost drivers. 

AAPNSPST15-8 Response. 

The Postal Service's other cost studies are beyond the scope of my testimony, 

therefore I cannot confirm or deny the statement. However, I am not aware of 

any studies that incorporate this information. 
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Response of United States Postal Service W W s s  Bono 
To Interrogatories of Association of American Publishers 

AAPIUSPS-T1S-9 On page 138 (lines 13-17) of your testimony, you state ‘I 
explored the applicability of data on the number of ttuck arrivals and departures 
from the TIMES system for use aa a platform cost driver.“ Please provide a full 
descriptionand summary of your use of the TIMES system to analyze platform 
costs. In addition, please explaln when the TIMES system was first developed 
and us&d by the Postat Service. 

AAPNSPS-115-9 Response. 

Please see my response to MPARISPS-T15-1. It is my understanding that the 

TIMES system was in operation as of FY 1996. I do not know when the 

development of the system was started. 
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.- 

Response of Unlted states Postal senrice witness -0 
TO lntenogatorks d Assodation of Amerscan Pubiishers 

(Redirected from Witnecw -n, USPS-T-16) 

AAPRISPST16-7. On page 69 of yow testbnony, you describe the estimated 
volume VafiabllWes developed by Postal Senrice witness Bono (USPST-15) for 
allied operam thet wefw not i-w by the postal Se* in R2ooo.1. 
Please provkb any esumates or l u d y s e s t h a t m  the effeclon mail 
procesSinp costs that would result if Dr. Bszm's a n a m  of the varisbiliies of 
allied operations had been incorpora!sd into the current ffling. . 

AAPNSPS-T16-7 Response. 

In the attached table, I have provided acornparison ofthe Postal senrice'9 BY98 

volume-variable eosts for the MODS Platform, Opening, and Pouching cost pods 

with the results that would obtain horn the use of the estlmated Voiume-variability 

factors I provided in response to MPANSPS-T15-1. The table follows the 

approach of the response to AAPNSPS-T15-5. I am aware of no other aneJyses 

showing the effect of my estlmated allied labor variabilities on mall plocessing 

volumevariable costs. 
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Attachment 1 
Response lo AAP/uSPS-fl6-7 

Page1 of1 

Comparison of Volume-Varlabb Cost for MODS platform, Openlng, and 
Pouchkg Cost Pods under AJtemative VolumeVariablllty Methods 
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Response of United States Postel Servioe Witness Bono 
To Interrogatories of Association of American Publishers 

(Fledirected from w-6 VatrTy-Smith, UsPS-T-Ir) 

.- 

AAPNSPS-Tl7-7. On page 12 (lines 1-2) of your testimony, you slate that 
~c]osts assocht8d with 'overhead' activities are arnsidered volume varsable to 
the sarne degree as the nonoverhead activtties.' With respect to this statement 

a Please provide the Justihcation for considering costs wodated wiIh 
*overheaC ectMtles to be volume variable to the same degree as the non- 
w e b a d  actfvtties. 

b. Please state the amwnttf~at costs associated wkh'oveheeff aclivitb 
were treated as cosls attributable to the BPM subclass during BY 1998 and 
show where these costs are or would be induded in 0 Ed&~it USPS 11-A, 
appended to the testlmony ot Postal Selvlcs wimess Meehan (USPST-11) 
and (ii) Exhibit USPS 14-A, appended to the testimony of Postal Senrlce- 
witness Kashanl (USPST-14). 

AAPAJSPS-117-7 Response. 

a. Please see Docket No. R97-1, USPS LR-H-1, sE?ction 3.1.1 ("ActMties 

Related to Mail Processing"). 

b. The volumevariable 'overhead" costs for B W  would be Included In the Cost 

Segment 3.1 results (and, of course, any totals including Cost Segment 3.1) 

provided In witness Meehan's Exhibit USPS-11A and witness Kashani's 

Exhlbits USPS-149 thmgh USPS14K. It Is my ~ndentanding that Witnw 

Kashanl'a Exhibd USPS14A presents a variety of factors from the 

rollforward model that are substanblty if not completely unrelated to the 

treatment of volume-variable costs for 'overhead" actlvitles. 
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Response of United States P w  Service Wlbress Bono 
To Interrogatories of AWcIatjon of American Publishem 

(Rdrectsd from Witnes~ Van-Ty-Smlth, USPS-T-17) 

In the table provided in Attachment 1 to this response, I derive an estimate of 

the portion of the BPM volume-varlable cost presented in witness Van-Ty- 

Smith's Table 3 (USPS-T-17 at pages 274) under the assumption that the 

bverheaci' act'iles am vo~umevarhbk to the same extent as thti non- 

overhead activities in the same cost pool. Please note that the Table 3 

results are inputs to worksheet 3.1.1a in witnea Meehan's Wodcpaper 8; 

see the spreadsheet ?lie CSO3Jds in USPS LRI-80 
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BPM Volume 
Variablecost 

Column 
Column Source 

Overtiead Est. BPM 
Fraction . Vdume- 

Variable 

cost Pool 

10DS 11 Bcsl 11 
5 1ODS 11 

IODS 12 
lODS 12 
10DS 13 
IODS 13 
!ODs 13 
IODS 13 
IODS 14 
IODS 14 
1ODS 14 
IODS 14 
lODS 15 
IODS 17 
IODS 17 
IODS 17 
IODS 17 
IODS 17 
lODS 17 
IODS 17 
IODS 17 
IODS 18 
IODS 18 
IODS 10 
IODS 18 
IODS 18 
IODS 18 
IODS 19 
IODS 41 
IODS 42 
IODS 43 
IODS 44 

~~ ~ 

'Overhead' 
3 
1 

26.2?? 
26.80A ocw 

FSW 
LsMl 
MECPARC 
SPBS OTH 
SPBSPRIO 
1 SACKS-M 
MANF 
MANL 
MANP 
PRIORIT 
Y LD15 
1BUI-K P 
R lCANCMP 
lOPBULK 
lOPPREF 
1 PLATFRM 
1 POUCHNG 
1 SACKS-H 
1 SCAN 
EUSREPLY 
EXPRESS 
MAILGRAM 
REGISTRY 
REWRAP 
1 EEQMT 
INTL 
ID41 
LD42 
ID43 
LD44 

3,766 
1 

204 
3.602 

100 
513 

1,852 
61 1 

1,830 
179 

0 
37 

127 
2,496 
4,144 
6.105 
1.747 
1,451 

130 
23 
9 
0 
5 

' 4  
220 
163 
11 
0 

7,141 

IODS 48 LD46 EXP 
IODS 48 LD40 SSV 

25.5% 
18.Pk 
30.7% 
54.5% 
31 .O% 
37.4% 
25.0% 
22.9% 
32.2% 
30.2% 
19.3% 
43.7% 
26.1% 
37.3% 
36.2% 
35.2% 
34.9% 
36.7% 
30.7% 
12.7% 
23.2% 
32.4% 
10.1% 
29.6% 
82.4% 
23.3% 
23.5% 
24.9% 
28.0% 
18.1% 

Attachment 1 

Page 1 of2 
RBsponse to AAPNSPS-TI 7-7@) 

gso 
0 

63 
1,243 
32 

192 
414 
140 
589 
54 
0 

16 
33 

832 
1,502 
2,146 

610 
532 
40 
3 
2 
0 
1 
1 

182 
30 
2 
0 

1,997 
105 

(1) I (2) I (3) 
USPS-T-17. 1 Anahrsis of LR- I Cd. 1 x Cot. 2 

580 

720 

Table 3 . I 1-~2tallIes; I 
LR-I-106 

11 .S% 83 
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Cdumn 
Cdumn Source 

~~ 

Attachment 1 

P a g e 2 o f 2  
RWpOfISB to AAPNSPS-TI7-7@) 

(1) (2) (3) 
USPS-T-17, Analy6ii of LR Col. 1 ~ C o l .  2 

LR-1-106 
Table 3 1-12 WUes; 

cost Pod BPMVolumb Ovetbad . Est. BPM 
Variable Cost Fmdon Volume 

Variable 
'Overbad' 

MOOS 49 ID49 1,624 17.8% 289 
MODS 79 ID79 176 14.00-4 25 
MODS 99 1 SUPP-Fl 49 1 13.0% 64 

Subtotal MODS 41,331 12,499 
MODS 99 1SUPP F4 1,452 14.t% 205, 

Non-MODS EXPRESS 
Non-MODS MANF 
Non-MODS MANL 
Non-MODS MANP 
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Response of United States Postal Service Witness Ban0 
To lntenogatortso of Assodation of American Publishers 

(Redirected fmm Witness Van-Ty-Srnith, USPST-17) 

AAPNSPSTl7-16. In footnote 20 on page 18 of you [sic] testimony, you state 
that Tun Docket No. R97-1, the Postal Setvlce's propcued volume variability 
factor for the LD48 [SIC] cost pool was 0. Thus, there wem no volumevariable 
subclass casts associated wlth ttie LD48 ADM pool.' With respect to this 
statement, please explain why the Postal Service proposed this volume variability 
factor for the LD48 [sic] cost pool In Docket No. R97-1 and identify all Postal 
Senrice testimony in R97-1 that explains the volume variability factor for the 
LD48 [sic] COSt pool. 

AAPNSPST17-16 Response. 

I am unable to locate any Dockel No. R97-1 testimony spedfically justlfylng the 

zero variability for the LO48 ADM cast pool proposed In Docket No. R97-1. The 

justification for the variabilities applied to the other LDC 48 COa pools was 

provided in Dr. Bradley's Docket No. R97-1 direct testimony, USPS-T-14, a1 

pages 89-90. 
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Response of Wniied States Postal Service Witness Bozo 
to Interrogatories of American Bankers Association and National Association of 

Presort Mailers 
(Redirected f r m  Wjtness Smith, USPS-T-21) 

ABABNAPMIUSPST21-9 From LR-1-83. page 111-1, “Mail Processing Equipment 
Variabilities”, please explain the variability number 1.005 for RBCS: workroom, 
and also RBCS: remote encoding site. 

a. Does this number mean more than 100% volume variability? 

b. How can a cost segment be more than 100% volume variable? 

ABA&NAPM/USPST21-9 Response. 

a. Yes, the cited point estimate of the RBCS volume-variability factor 

(originally presented by Dr. Bradley in Docket No. R97-1) corresponds 

to 100.5 percent. It is my understanding that the 0.5 percentage point 

difference from 100 percent is not statistically significant. 

b. A cost segment (or, generically, cost pool) will be more than 100 

percent volume-variable when the marginal cost exceeds the average 

cost. In this case, the volume-variable cost, which is marginal cost. 

times volume, will exceed the total (“accrued”) cost, which is average 

cost times volume. See also USPS LR-1-1, Appendix H. Note that 

whereas volume-variable cost can exceed total (“accrued”) cost, 

incremental cost cannot. 
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Response of United States Postal Sewice Witness Bono 
to Interrogatories of American Bankers Association and National Association of 

Presort Mailers 
(Redirected from Witness Smith, USPS-T-21) 

ABA&NAPM/USPS-T21-10. 

a. From Page 111-8 of LR-83 [sic], why are “non-MODS” cost pool costs 
essentially 100% volume variable for manual letters while “MODS” cost 
pool costs for the (same) manual letters are 73.5% volume variable? 

c. From Page 111-9 of LR-83 [sic], why are Standard A mail BMC 
“aggregate mail processing ” labor costs nearly 100% volume variable 
(97.9%) while they are now claimed to be much less than 100% 
volume variable for First Class Mail? 

ABA&NAPWUSPS-T21-10 Response. 

There does not appear to be a part (b) to the interrogatory. 

a. The volume-variability factor for the MODS manual letters cost pool is 

an econometric estimate. Comparable data with which a volume- 

variability factor for the non-MODS manual letters cost pool might be 

estimated do not exist, so volume-variable costs for non-MODS cost 

pools are computed using the Commission’s method from Docket No. 

R97-1. Please see USPS-T-15 at pages 132-1 35 for further 

discussion. 

C. The cited 97.9 percent variability is for all BMC mail processing 

operations, not for Standard A. The cited page of LR-1-83 also does 

not report variabilities for First-class Mail, but rather for non-BMC 

operations and total mail processing ( ia ,  combined BMC and non- 

BMC operations). BMC volume-variable costs are computed using the 

Commission’s method from Docket No. R97-1. Some MODS 182 
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Response of United States Postal Service Witness Bono 
to Interrogatories of American Bankers Association and National Association of 

Presort Mailers 
(Redirected from Witness Smith, USPS-T-21) 

(non-BMC) cost pools employ econometric volume-variability factors, 

presented at pages 119-120 of USPS-T-15, Please also see USPS- 

T-15 at pages 132-133 and 135-136 for further discussion. 
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Response of United States Portal Service Witness B o z o  to Interrogatory of 
American Bankem Assocfation and Natlonal Association of Presort Mallers 

(Redirected from Witness Miller, USPS-1-24) 

ABA&NAPMIUSPS-T244. By cost pool, how, if at all, do your volume variability 
facton in R2000-1 vary quantitatively from those used by USPS in R97-1? For each 
difference, list the difference, the cost pool, and explain why the volume variability 
factor has changed. 

ABA&NAPMIUSPS-T244. 

For the requested quantitative differences, please compare witness Van-Ty-Smtth's 

Table 1 (USPS-T-17 at page 24) with the analogous material from Docket No. R97-1. 

which was presented as witness Degen's Table 4 (Docket No. R97-1. USPS-1-12, at 

page 15). For the cost pools with econometric results presented in the tables at pages 

119-120 of USPS-T-15, the volume variability factors used in Docket No. WOOO-1 have 

changed from their Docket No. R97-1 values to match the results of the econometric 

analysis presented in USPS-T-15. For the remaining costs pools, the volume-variability 

factors applied in Docket No. WOOO-1 result from an IOCS-based method similar to the 

Commission's method; see USPS-1-15 at pages 132-139 and USPS-T-17 at pages 11- 

12. 
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Response of United States Postal Service Witness Bozo ~ - _ ~ .  
To Interrogatory of American Bankers Association and National Association of 

Presort Mailers 
(Redirected from Witness Daniel, USPS-T-28) 

ABA&NAPM/USPS-T28-39. Please refer to your response to 
ABA&NAPM/USPS-T26-7. Do you have greater confidence in sample data that 
do not exhibit heteroskedasticity. and would you agree that your data plot in 
section 2, page 1 of 2 in LR-1-91. titled "Presort Letters Test Year Unit Costs by 
Detailed (112 ounce) Weight Increments' exhibits hetroskedasticity [sic]? 

ABA&NAPMIUSPS-T28-39 Response. 

Heteroskedasticily refers to a random sample with observations that have 

nonidentical variances (a sample that is not heteroskedastic is termed 

hornoskedastic). I do not believe there is any general reason to prefer a 

homoskedastic sample to a heteroskedastic sample. Whether one should have 

greater confidence in the heteroskedastic or homoskedastic sample depends on 

the variance of the homoskedastic sample. If the variance of the homoskedastic 

sample were as large as or larger than the largest variance in the 

heteroskedastic sample. then one would tend to prefer the heteroskedastic 

sample. If the variance of the hornoskedastic sample were as small as or smaller 

than the smallest variance in the heteroskedastic sample, then one would tend to 

have 'greater confidence" in the homoskedastic sample. Otherwise, the situation 

is ambiguous as some observations would have smaller variance in the 

heteroskedastic sample and the others would have smaller variance in the 

homoskedastic sample. 

It is my understanding that the cited data in LR-i-92 are heteroskedastic. 
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Response of United States Postal Service Witness Bozo 
to Interrogatory of Advo, Inc. 

(Redirected from Witness Crum, USPS-T-27) 

ADVO/USPS-T27-6. Assume a cost pool has a variability less than one but has 
a constant unit marginal cost (at least for some operations within the cost pool). 
please confirm: 

a. For those operations where there is constant unit marginal cost, 
avoidable unit cost equals constant unit marginal cost. 

b. Applying a variability factor of less than one to the constant unit 
marginal cost reduces the estimate below its true value. 

c. As long as there are any units to process, fixed costs in the cost pool 
are not avoidable with the elimination of some of the units. 

If  you cannot confirm, please explain why not. 

ADVO/USPS-T27-6 Response.. 

a. Confirmed that the cost avoided by reducing output by one unit (Le., on the 

margin) would be the hypothesized constant marginal cost. 

b. I cannot provide a positive or negative confirmation without knowing the 

object to which 'the estimate" refers and the technical meaning of "applying." 

c. Partly confirmed. If some of the hypothesized "fixed" (non-volume-variable) 

costs were specific to a given product, then if eliminating 'some of the units" 

were to eliminate all units of that product, a portion of the "fixed" costs might 

be avoided. If the hypothesized Tied" costs are not product-specific, 

whether they are avoidable even with elimination of all units of output 

depends on whether they are incremental to the cost pool's output taken as a 

whole. 
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DFCNSPS-115-1. Please refer to witness Meehan's response to DFCNSPS- 
T30-6 and -7. In responding to the following questions, please provide answers 
that a person who understands mall processing but who may not be familiar with 
jargon and other terms related to cost measurement and cost systems should be 
able to understand. Also, for these questions, if the mail-processing cost of 
mailing a retum receipt back to the customer is identical to the mail-processing 
cost of a post card, you do not need to discuss the cost issues related to the 
mail-processing cost of post cards. 

a. To the extent that your knowledge or testimony covers this issue, 
please explain why costs for certified mail, return receipt, and return 
receipt for merchandise have increased substantially since Docket No. 
FN7-1. In answering this question, please break the total cost for each 
service into each processing step or other factor (e.g.. window-clerk 
time, carrier delivery time, etc.) that contributes to the total cost of this 
service and explain the amount by which, and why, that cost has 
increased since Docket No. R97-1. 

b. To the extent that your knowledge or testimony covers this issue, for 
every processing step or other factor (e.g., window-clerk time, carrier 
delivery time, elc.) that contributes to the cost of certified mail, return 
receipt, and return receipt for merchandise, please explain exactly 
how the cost of that step or factor is measured and calculated. 

E. Please explain any assumptions implicit in methodologies that you use 
or advocate for measuring costs assodated with certified mail, return 
receipt, and return receipt for merchandise or attributing costs to those 
services. 

d. Please discuss any assumptions, changes in methodology, or other 
factors that may cause you l o  have any doubt about the accuracy of 
the costs for certified mail, return receipt, and return receipt for 
merchandise that are the basis for the Postal Senrice's proposed fees 
in this docket 

e. Has the Postal Service adjusted certined-mail Costs to account for the 
electronic signaturecapture process? Piease explain and provide 
details. 
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DFC/USPS-T15-1 Response. 

a. My testimony addresses changes to the volume-variability methods for 

mail processing operations Ccost pools”). Window service and carrier 

costs are beyond the scope of my testimony. The volume-variability 

factor for a mail processing operation indicates the fraction of the total 

costs of the operation that are distributed to the subclasses of mail 

andlor special services BS volume-variable costs. Other things equal, 

.- 

I 

a reduction in the volume-variability factor for an operation leads to a 

reduction in the volume-variable costs of the subclass(es) of mail 

and/or special services handled in that operation. 

In the Base Year 1998 mail processing cost analysis it proposes in this 

docket, the Postal Service has adopted two major changes in the mail 

processing volume-variability methods for mail processing operations 

compared to the Docket No. R97-1 methods. First, for a collection of 

mail processing operations listed in my testimony, USPS-1-15 at 

pages 119-120, the Postal Service employs volumevariability factors 

based upon econometric models that update and extend Dr. Bradley’s 

mail processing volume-variability analysis from Docket No. R97-1 

(see Docket No. R97-1, USPS-1-14). Second, for the remaining mail 

processing operations, the Postal Service adopts the volume-variability 

method, based on InMfice Cost System (IOCS) data, employed by 

the Commission in Docket No. R97-1. 
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Response of United States Postal Service Witness Bono 
to Interrogatory of Douglas F. Carlson 

In the table below, I estimate the effect of the volume-variability 

changes on the Certified Mail cost input to witness Meehan's B-series 

workpapers for clerk and mail handler mail processing labor (Cost 

Segment 3): note that witness Meehan's workpapers do not separately 

identify return receipt costs. Specifically, I compare the Postal 

Service's BY 1998 costs with those that would have obtained if the 

Postal Service had used the volume-variability factors it proposed in 

Docket No. R97-1, holding other factors equal. No costs are 

distributed to Certified Mail in the mail processing operations covered 

by my econometric analysis, so the update to the volume-variability 

factors in those operations has no effect on Certified Mail costs. 

However, I estimate that approximately $9.52 million, or 29.9% of the 

BY 1998 Certified cost input of $31.865 million to witness Meehan's 

WS 3.1 .la, can be attributed to the adoption of the Commission's 

volume-variability method for the other mail processing operations 

instead of Dr. Bradley's Docket No. R97-1 method. 

. 
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variabilities 

Estlmnted effect of BY1998 volume-varlabllitv chanaer on Certlfled Mall 

I 

- - 
COS& ($000) 

1 BY 1998 Method I BY 1998 costs I Difference 

variabilities 

I using R97-1 I variabilities. other 

I 
econometric I I I 

The effects, if any, of other potential causes for the referenced cost 

changes are beyond the scope of my testimony. 

b. Please see USPS-T-15 at pages 11 6-124 for a summary of the 

econometric methods I employ in my analysis and the main results. 

See witness Van-Ty-Smith’s testimony, USPS-T-17, at pages 11-12 

and USPS LR-1-106 for the computational methods used to determine 

the INS-based volume-variability factors. 

c. My analysis is an element of the Wume-variability/distribution key 

method for computing volume-variable costs for the subclasses of mail 

arid special services. See USPS LR-1-1, Appendix H, and USPS-T-15 

at pages 53-56 for a discussion. The IOCS-based volume-variability 

factors employed for the cost pools other than those covered by the 

econometric models described in my testimony embody assumptions, 

-- . 
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to lntemgatory of Douglas F. Carison 

adopted by the Commission for all mail processing cost pools in 

Docket No. R97-1, that classify activities recorded in IOCS as either 

100% volume-variable or non-volume-variable, 

d. I discuss shortcomings of the IOCS-based method for determining mail 

processing volume-variability factors at pages 5-13 of my testimony, 

USPS-1-15. 

e. Carrier costs and adjustments to projected test year costs to account 

for new technology are beyond the scope of my testimony. 
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MPANSPS-T-15-1. Please refer to Section V1116.3., where you describe your 
investigation and corroboration of Or. Bradley’s R97-1 results for the MODS 
allied operations. On page 138, you Indicate that you investigated several 
different models that enhanced Or. Bradley8 work with data on addltional cost 
drivers, specifically data on crossdocked Containers, destinating volumes, and 
truck arrivals and departures. 

a. Please describe the precise models that you investigated and the 
variability estimates you obtained for each. Please include 
descriptions of any and all alternate model specifications that you 
investigated. 

b. Please provide the data and programs for performing the analyses 
described above in MPPJUSPS-T-15-1 (a). 

c. Please describe any tests of significance or specification that you 
performed on these models. 

d. Please describe the statistical analyses underlying your conclusion on 
lines 14-17 of page 138 that Dr. Bradley’s ’proxy“ cost drivers provide 
We bulk of the explanatory power.” 

MPARISPS-T-15-1 Response. 

a. The labor demand models for allied operations that I Investigated have the 

general tom 

hnd = f(TPH,-.TPH,,.~H-,,TPH,,; 
DLE77ERSb, DFLATS, , DPARCEZS,; 
Cum, DEU, ,WAGE,, TRucDm ; 
Q7R2, v QTR3fi 9 Qm4,I 

where hrsn Is the number of MODS hours recorded for the allied operation In 

plant iand quarter t; TPHAvrou. T P H ~ , H ,  T P H ~ M ,  and TPHw,R are the 

MODS piece handlings recorded for plant land quarter tin the 
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automatedlmechanized letters (OCR + LSM + BCS), FSM, manual letters, 

and manual flats cost pools, respectively; DL#7ERSh DFLATSr, and 

DPARCELSI represent ODlS destinating volumes of letters, flats, and parcels 

in plant land quarter i; and the rernainlng variables are defined as they were 

in my direct testimony. 

AS I did with the estimation of labor demand functions for the sorting 

operations described in my testimony, I employed a flexible transbg 

functional form when estimating the allied labor demand equations. Thus, 

each current period variable enters with (log) linear and (log) quadratic terms, 

as well as interaction terms with all other current period regressors. In 

addition, four lagged quarters of the volume-related drivers (TPHs and 

destinating volumes) enter with (log) linear and (log) quadratic terms, but are 

not interacted with the other variables. (For example, besides I n ( T p H A ~ )  

and its square, the model also Includes (In(TPH~vroUr)(-l)], [ I n ( 7 P H d ( -  

2)], [ln(TPH*~ro&3)], and [ ln(TPH~~rcd(4)] and their squares.) The trend 

enters in levels rather than logs, with linear and quadratic terms, and is 

Interacted with all current period regressors. Flnally, the seasonal (quaftedy) 

dummy variables enter linearly in levels and are not interacted at all. Please 

see the computer programs w-aliied.tsp and w-allied-v2.tsp, whlch will be 

provided in LR-1-178, for the exact spedfication of the model. 

. 
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This model estimates many more parameters relative to that used to estimate 

mail processing labor demand in the direct distribution cost p i s  (136 versus 

38, exclusive of the facility inlempts, autoconelation coefficient, and 

standard error of the regression). For this r e m ,  I wm not surprised that 

some of the higherorder lagged t e n s  were found to be highly collinear with 

other included variables. I therefore also experimented with specifications 

with fewer lags. See the w-allied.oul and w-allied-v2.oul files, which will be 

provided in LFl-I-178, for the results. 
- 

b. I will provide two spreadsheets containing allied labor data sets in LR-1-178. 

The spreadsheet ai19398.xls contains MODS workhours for the Platform, 

Opening Pref, Opening Bulk, and Pouching operation groups; destinating 

letter, flat, and parcel volumes from ODIS; facilii square footage; and dummy 

variables indicating whether the facility is an ADC or AADC. The 

spreadsheets include a header row with variable labels. The data are 

organked such that when the header row is deleted, the date In al19398.xls 

align with the data provided in the reg9398.xls spreadsheet, provided in 

LR-1-107. 

The spreadsheet platform.xls contains information on crossdocked containers 

and dock square footage from Christensen Associates data (from a different 

study than that described in LR-I-115), matched MODS data on 'direct" piece 

handlings and platform workhours, PERMIT data on bulk entered mail 
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volumes, and truck arrivals and departures from TIMES or the analogous 

form 5398 data These data are organized as four weekly obsewations (from 

October lB, 1996 to November 15,l BB6) for each of seventy-six surveyed 

facilities, for a total of 304 observations. Data on other variables matched to 

this data set are not available. 

Two TSP programs, w-allied.tsp and w-allied-v2.tsp. that estimate the , 

general model described in part (a) will also be provided in LR-1-178, along 

with their output files. The programs provide OLS and feasible generalized 

least-squares (FGLS) estimates of the translog specification of the general 

model described in part (a), as well as the relevant elasticities evaluated at 

the sample arithmetic mean. The w-allied.tsp program estimates the model 

wfth four lags of the piece handling and destinating volume variables; the w- 

allied4.tsp program estimates the model wtih a single quarter lag of the 

piece handling and destinating volume variables. With appropriate 

modifications, specifications involving additional variables or alternative 

assumptions should be easily incorporated. Additionally, a simplified version 

of the model described in part (a) could be estimated using tbe data in the 

platfomJds spreadsheet. 

c. The main statistical tests performed on these models include a Lagrange 

multiplier test of the pooled model against an error-components model (see 

my direct testimony, USPS-T-15, at 123 for a description); a Hausman test of 
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the random effects against the fixed effects formulation of the error- 

components model (ibid.); a version of the Durbin-Watson test for serial 

correlation, suitably modified for panel data (see Docket No. R97-1, USPS-T- 

14, at 48 for a description); and a t-test on the estimated volume-variability 

factor. See the w-allied.out and w-allied-v2.out files, which will be provided 

in LR-I-178, for the results. 

d. I calculated the volumevariability factors for the allied labor models described 

In part (a) as the sum of the elasticities with respect to the piece handling 

variables and the elasticities with respect to the destinating volume variables. 

My statement was based on the observation that the piece handling 

elasticities constituted large fractions of the allied labor variabilities. 
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MPAIUSPS-T-15-2. Please refer to Section VII.C., where you discuss your 
alternate estimation methods. 

a k it the case that the pooled and %tweena estimation methods are 
identical except that the pooled model uses the full dataset and the 
%etween" model uses only the mean of each variable for each 
f a c i l i i  If this is not the case, please describe all other differences 
between the pooled and 'between. estimation methods. 

b. Please describe the general circumstance-wording to standard 
econometric theory and practice-ln which it is considered 
preferable to use averaged cross-section data rather than panel 
data when both are available. Similarly, please describe the 
wneral circumstances in which it is considered preferable to use 
panel data rather than averaged cross-section data. In each case, 
please briefly explain the rationale for these preferences or provide 
appropriate citations to such explanations contained in standard 
econometric references. 

c. Please confirm that the effect of using the mean of each variable for 
each facility is to remove information from the dataset about the 
nature of volume-variability within facilities. If this Is not the case, 
please explain why it is not. 

d. Please explain the difference (i any) between measuring volume- 
variability between facilities and measuring it within facilities in 
terns of the economic meaning of the demand function that is 
being measured in each case. 

MPARISPS-T-15-2 Response. 

a. Mostly, yes. Note that as I implemented the procedures for Section V1i.C of 

my testimony, both the pooled ordinary least squares (OLS) and between 

estimators use the same undertying set of observations, so the pooled OLS 

estimator does not use a "fulier" data set than the between estimator in one 
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sense. I believe a better characterization would be that the pooled OLS 

estimator uses the data h penel form, whereas the between estimator uses 

only the facility means of the data. Another difference is that there Is no need 

to compute regression results adjusted for auiocorrelation of the 

disturbances, sInce the between estimator is a type of cross-section 

estimator. 

b. I do not believe that there are any circumstances of general applicabWy In 

which using only the individual means of the data would be preferred over 

using the data in panel form, given the availability of both. Two texts 

frequently cited in Docket No. R97-1, Hsiao's Analysis of Panel Dats and 

Greene's Econometric Analysis, actually lack index entries for the between 

estimator. Greene and Hsiao only mention the between estimator In the 

contexl of demonstrating the algebraic fact that the pooled OLS estimator and 

generalired least squares (GLS) estimators such as the random effects 

model can be expressed as a weighted average of the within and between 

estimators. 

The use of panel data, and more specfflcelly estimation techniques such as 

the lixebeffects ("within? and randomsffects estimators, has several well- 

known advantages. As summarized by Hsiao, these are: 

(1) identification of economlc models and discrimination of 
competing economlc hypotheses, (2) eliminating or reducing 
estimation bias, and (3) redudng problems of data 
multicolllnearity. (Anelysls of PanelDafa, p. 213.) 
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The classic speckation question in panel data analysis is not whether to use 

the panel data versus facility averages (or aggregated time series data), but 

rather whether to apply the flxed-effects, randorrt-effects, or pooled OLS 

estimators to the data in panel form. See Hsiao, Analysis of Panel Data, pp. 

41-49. 

The underlying theoretical problem with the between estimator is that it is a 

biased and inconsistent esUmator of the slope coefficients ph of a general 

'error components" regression model with the form: 

unless the indiidual intercepts (or Yixed effects") cr, are uncorrelated with the 

other regressors (a special case of which is identical or 'pooled" Intercepts). 

Most soutces that state the result clearly, such as Davidson and MacKinnon 

(Estimation and Intimnce in Ecunomtrics, Word University Press, 1993, p. 

323), do not prove the result explicitly, presumably since it follows directly 

from general omitted variables results, such as the proof In Schmidt's 

Econotnefrics at 39-40. In the cases in which it is unbiased and consistent, 

the between estimator is an inefficient estimator of the coefficients in (l), 

since (depending on the precise specification of the intercept and error terms) 

the best linear unbiased estimator would be GLS applied to the data in panel 

form (which may reduce to pooled OLS; see Hslao, Analysis of Panel Data. p. 
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. 34). In contrast, the within estimator produces consistent estimates of the 

coefficients of equation (1) regardless of the presence of correlation between 

the fixed effects and the other regressors (id.), and is asymptotically efficient 

(as the number of time periods becomes large; see Hsiao, Analysis of Panel 

Data, p, 37). 

Note that with appropriate definitions of the xvarlables, equation (1) can, 

represent a very wide class of regression models, including the estimating 

equations on pages 117 and 118 of my testimony, USPS-1-15. Note ais0 

thal in section Vll.B.2 of my testimony, I report the resub of statistical tests 

that reject the hypotheses that the intercepts are Identical and that they are 

uncorrelated with the other regressors, indicating that the between model is 

indeed biased and inconsistent when applied to the mail processing data. 

c. Partly confirmed. I believe a more precise statement would be that the effect 

of using the facility means is to lose all information about within-facility 

variations of any sort in the data. As 1 state In my testimony at pages 67-71, 

explotting the withirrtacility variations in the data is extremely Important for 

fhe aaurate estimation of volume-variability factors, particularly given the 

importance of distinguishing the effects of mall volume from those of 

correlated non-volume factors (e.g., network effects) and unobserved fixed 

factors. 
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d. I assume that 'measuring volume-variability between facilities" means, 

technically, estimating the labor demand relationship using the between 

model (I read Whin facilities" the same way). As Hslao's enumeration of the 

advantages of panel data sugge-ee the response to part (b) of this 

intenogatory, above-some types of economic relationships may be difficult 

or impossible to identify and estimate using cross-section or aggregate time 

series analysis. 

For the most part, though, I see the between and within estimators simply as 

alternative strategies for estimating the labor demand functions undertying the 

Postal Service's operating data, Given labor demand functions with the form 

of equation (l), the within estimator is consistent (unbiased) whenever the 

between estimator is also consistent (unbiased), and remains consistent 

(unbiased) in cases where the between estimator is inconsistent (biased). My 

specification testing (see USPS-1-15, section V1I.B) indicates that the 

between estimates are, indeed, biased. Therefore, the question boils down to 

whether them b an economic interpretation to the potential bfas or 

Inconsistency due to mlsspecification of the between estimator (ommed 

variables bias). Since neither the direction nor the magnitude of the potential 

bias is easily knowable in advance, I believe there will be no stable economic 

interpretation of inconsistent results obtained from the between model. See 

also Mr. Degen's testimony for discussion of operational factors that give rise 
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to non-volume cost causing factors that may be correlated with, but not 

caused by, mail volumes (USPS-1-16 at 14 18-23). 
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MPANSPST-153. Did you perfom any alternate data scnrbs that are not 
reponed in USPS-T-15? If so, please describe each such data scrub and 
provide the results of any investigations you performed about the impact of the 
Scrub on the data characteristics and the resulting volume-variability estimates. 

- MPANSPS-T-153 Response. 

No. I did not implement any other types of sample selection Nles than m e  

described in USPS-T-15. 
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MPAILISPS-T-15-4. Please refer to Section VIII.B.1, Page 134. where You 
stale: 

While wimesS Degen’s testlmony does not directly address these operations, 
many of the factors he Identifies as consistent with lower volume-variability 
factors for Functlon 1 operations are also present in the analogous Function 4 

Please identify the analogous pairings of Function 1 and Function 4 operations, 
and of Function 1 and non-MODS operations, for which there are similar factors 
that are consistent with lower volume-variability factors. 

* and non-MODS operations. 

MPANSPS-1-15-4 Response. 

The following table matches Function 4 and non-MODS distribution and allied 

labor cost pods with analogous Function 1 cost pools. Note that the following 

table does no! suggest exactly the same pairings as Dr. Bradley proposed in 

Docket No. R97-1 (see Docket No. R97-1, USPS-T-14). Witness Degen also 

discussed the rationale for some of Dr. Bradley’s volume-variability assumptions 

for other operations without econometric variabilities in Docket No. R97-1 Fr. 

12/6385-6). 
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' Function 4 or 
non-MODS 

LD42 

LD43 

LD44 

AutdMec 
(non-MODS) 
Manual letters 

(non-MODS) 
Manual flats 
(non-MODS) 
Manual parcels 
(non-MODS) 
Allied labor 

(non-MODS) 

Predominant activities 

Automated letter distribuh'on 

Mechanized flat distribution 
Manual letter, flat, and parcel 
distribution; allied labor at 
stations and branches 
Manual distribution of letters 
and flats (lo PO Boxes) 
Automated letter distribution 
(mostly CSBCS) 
Manual letter distribution 

1 (mostly CSBCS) 

Manual flat distribution 

Manual parcel distribution 

Allied labor at non-MODS 
facilities 

Analogous Function 1 cost 
Pool(s) 

BCS 

FSM 
Manual letters, manual flats, 
manual parcels; platform, 

opening, pouching 
Manual letters, manual flats 

BCS 

Manual letters (Function 1) 

Manual flats (Function 1) 

Manual parcels (Function 1) 

Platform, opening, pouching 

I 
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MPANSPS-T-15-5. Please refer to Section ILB., page 19, where you state that 
the Commission's concluslon in R97-1 about biases introduced by Or. Bradley's 
data scrubs is "simply unsupported by the record in that case.' Please provide 
citations for the preclse model comparisons that substantiate your statement. 

MPANSPS-T-15-5 Response. 

T h  primary basis for the quoted statement Is Or. Neeis's table comparing 

regression results from Dr. Bradley's preferred sample (i.e., 'scrubbed" data) and 

results from the models re-estlmated with 'all usable" observations. This is the 

material found at the page (15618) I cite in volume 28 of the Docket No. R97-1 

transcript. Dr. NeeWs table reports results for 23 MODS and BMC operation 

groups. if the application of Dr. Bradley's 'scrubs- imparted a large downward 

bias on his results, one would expect most or ell of the variabilities from Dr. 

Neels's "all usable. exercise to be higher. However, according to Or. Neels' 

results, the variabilities based on 'all usable" observations are higher in eleven 

cases and lower In twelve. Since Dr. Neels's results fail to identify even a 

predominant direction, let alone a slngle direction, of the differences between the 

two sets of results, they are inconsistent with the presence of a large bias in 

either direction due to Dr. Bradley's 'Llcrubs.' 

__ 

The composite var&bilKy (using BY96 cost pool wights; me also the response 

to MPANSPS-T-15-8) for the cost pools in Or. Neels'8 table Is 5.4 percentage 

points lower using Dr. Bradley's preferred results (79.1 percent versus 84.5 

percent). The 5.4 percentage point difference is slightly less than the average of 
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'a Mt over 6 percentage points" reported by Mr. Higgins for the six letter nd flc 

distribution cost pools at one of the pages I cite in volume 33 of the Docket No. 

R97-1 transctipt (18019). The six cost pools discussed by Mr. Hlggins account 

for a bit over Wo thirds of the overall difference. See spreadsheet MPM.ds, 

which will be provided in LR-1-178. It Is likely that at least a portion of the 5.4 

percentage point net difference results from the admission of some highly 

erroneous data into the regressions in Or. Neels's 'all usable" results, but even 1 

the entire difference could be attributed to bias, the composite variability would 

stili be well below 100 percent. 

. 
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MPARISPST-15.6. Please describe the method used to construct your facility 
capital Index. Please describe and provide any nddional data used to construct 
this Index that have not already been described and provided in USPS-LR-I- 
107. 

I 

* MPANSPS-T-1- Response. 

The general methodology for the construction of my facility capital index is 

described in the report, 'USPS Quarterly Total Factor Productlvtty Methodology," 

w h i i  was provided by Mi. Degen as part of LR-H-272 in Docket No. R97-1.. The 

dollar value of facility cap'M is deflated by a national capital price index. The 

national caprtal price Index is a multilateral Temqvist Index, computed by the 

munilat" command in the LR-1-107 program load.qindex.epl. I am providing 

documentation of the methodology of the 'muitilat" command as Attachment 1 to 

this response. The spreadsheet Capital lndex.xls, which will be provided in 

LR-1-178, contains the requested data. 
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Attachment 1 

Page 1 of 5 
Response to MPANSPS-T-156 ~ - 

Em&amna 
GROUP pair, pair, ... pair. 
MULTllAT (method, type. orderl pnama $ 
MULTILAT (method, type, order) qname $ 
MULTlLAT (method, typr, order) pnama baseobservetion $ 
MULTILAT (method, type, order) qname brseoba8rvetion $ 
MULTlLAT (method, type, orderl pneme qneme 6 
MULTILAT (method, type, orderl pname qname baseobservrtlon $ 
MULTILAT (method, type, order) pname burobservetion beseveluep 0 
MULTILAT (method, type, order) qneme baseobservation besevelurq 8 
MULTILAT [method, type, order) pname qneme beseobservation beseveluep $ 
MULTILAT (method, type, order) pneme qneme baseobservation bawvduep basevelwq $ 

where pelr,, ... am pein of timeseries nemas thst  denote prices followed by 
quantities, quantities followed by velues, or prices followed by 
values for each of the concepts to b wgrepeted. 

ts one off the method optioru listed blow. Method 

Type Is one or both of the type options lined below. 

Order is  one of tho ordsr options listed balow. 

Baseobservation is the observetion number in which the resulting Indexes 
will be based. If e SAMPLE YEAR or SAMPLE PANEL YEAR 
statement Is In effect, tho YEAR rynonym for the base period 
m u n  be used. Beseobservdon muet be e number or a scelar. 

is the vmlm for the price Index In tho bow ohrvstlon. BaMveluep 
may be e number, e scalar m, e timeswbs MN, en esterirk 
(9, or the pound .ion(#) . If a wlr mna b wad, the base 
observation value of tho price indm wiu equal the .ccller. If e 
theseries n m  l a d ,  the b u ~  obrmtlon valm of the price 
WIIX will equal the bw oSravnbn vJur of the Umoaeuiec. If 
m en&k Is uwd, th. bau obrvatlon vJua of the price Index 
will equal tho sum of ttn bow o b s w a b n  Vrlw from the 
timewries of values. (If the ti- of V d l m  8m not 
8peclfid in tho GROUP commnd. they are impscltly calculated 
by muklpiying tho price tlnrrsr*r by th. quemity timeserles.) 

hc m a n  is 1. 

b the value for tho prim index in the bur obmvntion. h v e l u e q  
may be I number, e scsler m e ,  a t i m h s  MM, an asterisk 
1.1, or t h ~  pound sign(#) . If a w l w  name is used. tbn base 
observation value of the prim Index will equel the scalar. If e 
timsseries name is used, tho base obrsrvttion velw of the price 
index wlli eguel the base obsmmion value of tho timeseries. If 
an esterisk is used, tho base obrenntion valw of the price Index 
will equal the sum of the bego observetlon values from the 
timeseries of values. (If the timrorles of vdues are not 

Bareveluep 

If e pound sign Ir UMd, th W l X  Wnl h ~Cd8d SO that 

Bswvelueq 
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Attachment 1 
Response to MPANSPS-T-15-6 

Page 2 of 5 
MULTIIAT-2 

spedfied In the CROUP command, they ere implicitly calculated 
by mu!tlplylng the price timeseries by the quentlty dmereries.) 
If e pound slgn Is used, tho prim Index will be scaled so that 
Its mean Is 1. - 

Currently EPL ha8 a wide a m y  of prim end quantity Indexes that am based on 'bilateral 
anpe1i80ns.~ Thew Indexes am eccswed through the commend INDEJC. These Indexes ere 
w f u l  when OM Ir uring Urn ~ 6 0 s  date on en Individuel flm. Th... Indexes u e  brs useful, 
however, when one 11 looking e t  e cross section of firms or e panel of firms. There Is e class of 
multllnurd price and quanthy Indexes that are spodflcally designed for those drcumstances. 

The first Is the Multlleterel TomqvM Index, developed by Caves, Chrlstenren, and Diewart. This 
Index Is an extenslon of tho Tomqvin index, which Ir currently en option In EPL. The other two 
Indexes are the Gird-EKS +em end the Rsher Own Share system, which ere extensions of the 
Fisher Ideal Index, also e wmM option In EPL. The Glnl-EKS and Fisher Own Share systems 
have recently been edvoceted by Diewert becrwe the sebfy e IarQe number of axiomatic 
propertier end ere exact for e flexible functional form (i.6. ere wperbtivel. 

Method optlons denote which Index will be computed: 

T Tomqvlst 
G Olnl-EKS 
F Fisher Own Share 

Type options denote the. %ypo of index to b. computed 

0 Quentltylndex 

Order options describe the dnr ueed in the GROUP commend: 

W 
aV 
W 

P mce index 

The GROUP commend contelnr price followed by quentlty for each component. 
Tho GROUP commend ~ o n t r l ~  quantity followed by value for M C ~  component. 
Tho GROUP command contrlnr price followed by value for each component. 

8Uppo~e that then ma N c r o r r ~ l o n a l  observetiom end K commodltier that we wish to 
.ggngete. For p u m  of constructing e Muntlnerel TomQv*1 Index for e panel consisting of N 
fimu In T porlodr, one can think of the p r d  M e aoswectlon of M obrrvetions.) We will ure 
the following dolinitionr: 

p. rn tha price of commodity k for observation I 

the quentlty of commodity k for observation i 

(11 

(21 

r, i the velw rhere of commodlty k for observstion i 
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- 
= the avenge share of commodity k 

Attachment 1 
Response to MPANSPS-T-154 

Page it(&hAT-% 

(31 

The Multilateral Tomqvict quanti*/ Index lor observetion i i s  than given by the fonnule: 

The Multilaterel Tornqvist price index is obtained by subetitutinp prlces for quentlties in equations 
(51 end (81. 

The Gini-EKS 

Usin0 definitions (11 end (21, the Fisher Ideal Quentin, Index between observations i end j i s  
defined to k: 

Then the Gini-EKS Ouentity Index for o h a t i o n  1 is given by the fonnule: 

The Ginl-EKS Price Index le computniandiy parellel to the GinCEKS Quantity Index. It Ir obtalmd 
by epplylng equation (81 to tho set of F b k  Ideal Rice Indoxes. 

Fisher Own-Share 0- 

Using definltlonr (1) end (21. os well u the Fisher Ideal Quantity Index (71. the Fisher Own-Share 
Quantity Index for observation 1 is given by the lormule: 

Note that the bilateral Fisher Ideal comparisons In equation (9) i$ the mverse of the comperironr 
in (8). Not also thal the Fisher Ideal indax her the property: FUJI = lIF(i.jI. 
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Attachment I 
Response to MPANSPS-T-154 

Page 4 of 5 
MULTIIAT-4 

The .RctnOrsrrSham Price lndax la rompUtar0Mlly Da4Uel to the Fbhar Own-Share Quantity 
Index. It h obtalmd by rpplving equation (9) to the aet of Fisher Ideal Price Indexes. 

€?ulnQb 
1. 

2. 

3. 

4. 

6. 

GROUP PI ai ~2 02 ~3 03 t 
MULTILATiT,P.PQI plnd qind 6 

Thr MultWatenl Tornpvist price index will be computed and bawd such that observation 1 
b e ~ u d  to 1. Tho dual quantity indax wlll be computed such that plnd'qind is equal to 
the total vrlw of tho wriw klw .DgregMedd. 

GROUP 01 V l  O2 V2 03 V3 t 
MULTILATIF,P,Q.QW pind qind t 

The Fisher Own-Sham price Index and quantity Index wfll both be computed and based 
such that obsavaion 1 is equal to 1. 

GROUP P1 V1 P2 V2 P3 V3 t 
MULTLLATIG,P,PW plnd qlnd 3 t 

The Glni-€KS prim Index will be computed and based such that observation 3 is equal to 
tha total valua of the sedea being aggregated. Tho dual quantity index will be computed 
such that plnd*qlnd Is equal to the total value of the wries baing aggregated. Thus the 
aecond asterisk hae no affect. 

GROUP P I  Q1 P2 O2 P3 04 # 

~ 

MULTILAT iT,P,Q,wI pind qlnd 1 t 

The MuWateral Tompvia price index will be computed and based such that observation 1 
la equal to the total value of the reflea being aggregated. The quentltv Index will also be 
cornputad and base rush that obMrvetion 1 la equal to the total value of the eerlas being 
aggregated. 

GROUP PI ai PZ a2 ~3 a3 t 
MULTlIAT(T,P,W) plnd 1 I t 
The Multilmwal Tompvin priw lndax wlll be computed and m u l e d  such that tha mean 
of the Lndu la .qual to 1. 

N Q S Q L '  

1. If only the P option b urd, MULflLAT cornputas the pdw index. Thia price Index Is based to 
bawvdup at observation ba~oQ?w.llon. The dud pMnthy Index la also computed. This 
dual index takes valuu such that the priw index tlm tho dual quantity Index aquels the 
total value of tho series bdng aggrngmtd. The dual quantity index will not be rebased to 
baaavduq at the base observation. Bawvalue q Is Ignored unless the option is specified. 

If only the Q option is used, tha opposite to the preceding discussion will be computed. If 
both tho P and 0 optlonc are used, INDEX computaa priu end the quantity indexes and dual 
(nd.x.8 w not c0mPut.d. 
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Attachment 1 
Response to MPAIUSPST-15-6 

pag%?lef2AT-S 
2. MULTIIAT operates only on the obiervntloru In the current SAMPLE statement. 

3. MULTIUT acta on the most m m t  GROUP commend In effect. To compute several 
ekemathre Indexer from tho -me compocwnt pein b b not necessary to repeat ths GROUP 
commend. 

I 
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Response of United States Postal Service Wihess Bono 
to lnterrogatories of Magazine Publishers of America 

MPANSPST-157. Please explain why you have chosen to use quarterly data 
rather than accounting period data. 

MPANSPS-T-15-7 Response. 

Several factors moiiated the decision to use quarterly data rather than 

€mOUnting period (AP) data for my preferred model. These include: 

0 Using qumerly data mitigates several types of potential data errors. Data 

errors (particularly those due to sporadic errors such as data entry failures) 

that would be large relative to high frequency data (daily, weekly) would be 

much smaller relative to larger aggregates of the data. Quarterly data subject 

to hccounting adjustments" (data entries in one period that reverse an error 

in a previous period) will to be more accurate to the extent errors and the 

adjustments that reverse them occur in the same quarter but not the same 

accounting period. 

Using quarterly data fadlitates combining the MODS data with data from 

other sourc8s. My development of data from sources other than MODS 

follows procedures developed for the estimation of quarterly Total Factor 

Productivity (VP) for Postal Senrice field unb. See elm the response to 

MPAJLJSPS-T-15-6. 

Uslng quatterly data permits longer-term labor adjustment processes to be 

specified with fewer variables than with AP data. Specifying lag terns of 

piece handlings up to one year, with first and secondorder terms, requires 

eight regressors with quarterly data compared to twenty-six with AP data. 

-- . 
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Response of United States Postal Sewice Witness Bono 
to Interrogatories of Magazine Publishers of America - 

Consenring degrees of freedom is not vital for the panel data estimators I 

recommend using. but it would be relatively more difficult to reliably estimate 

cross-section estimators such as the between estimator, the more regressors 

that need to be included in the model. Additionally, using fewer regressors 

may mitigate mputatjonal diffitties resulting from near-multlcdlinearity of 

the data. 
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Response of United States Postal Service Witness Bono 
to Interrogatories of Magazine Publishers of America 

MPANSPS-1-15-8. Please refer to Table 9 on page 126. The composite 
variability factor for BY 1998 appears to be a weighted average using the Pool 
Total Costs derived by witness Van-TySmith and reported in Table 1 of USPS- 
1-17. Please conflrm that this Is the case. If it is not, please provide the 
appropriate formula for constructing the composite. 

MPANSPS-1-1- Response. 

Confirmed. Strictfy speaking, the '%Omposke variability^ is the (pool total) cast 

weighted average elasticity, or equivalently the ratio of volumevariable costs to 

pool total costs for the coat pools in question. 
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Response of United States Postal Service Wltnoss B O ~ O  
To lntefrcgatofies of Magazine Publishem of America 

MPANSPS-T-15-9. Pleaserefertoyourtesttmonyatpege 136,'lines 11-14and 
footnote 70, ,where yfN state plcrt the analysis In Witness Degen's testimony 
buggests that the operaW bask for leduced vdumsvarlabilfty factors 
(relative to the IOCS-based whd) b at least as strong tor allied operatrons as 
for 6orting operatiom? and 'ab0 indicates that allied opetations should be 
expected to have lower volumevMabfllty facfom than sarttng operations.' Please 
refer further to your testlnony at 
ecCqometllCany Wved voluhe- 3z Ie facfom for 10 MODS co4 pods. 
Ftnally, please refer to wiblers Van-ly-$mWs testimony (USPS-T-17) at page 
24, Table 1 ,  w t M  provides the vdumeva~Mle factors used by the Postal 
Service far the cast segment 3 cost pools. 

128, Table 0, where you provide your 

a Out of the eet of MODS test pooh for %rob you provide econometrlGaliy 
derived vdumevariable fama in Table 9, please state the subset of cost 
pools that are for sorting operetlons. Pfease fuurther provide a composite 
econbmetrlcally derhred volumevariable factor for these sorling operation 
cost pools. (To cafculate this composite, please use the same methoddogy 
that you used to calculate the composite volume-variability factor given in 
Table 9 of your testimony.) 

b. Please state the set of mail processing cost pools that are for allied 
operations for whlch you have not provided econometrically derived volume 
varhble factors In your testimony. 

c. For the allied operation cost pools listed in (b), please confirm that the 
volume-variable factors prwfded in Table 1 of USPST-17 are derived using 
the 'IOCS-based metnod to which you refer on page 136 of your testimony. 
If not conflrmed, please explain. 

d. For the allied operation cost 

econometric mposlte volume-variable factor for the sorting operation cost 
pools derived in (a). 

listed In @), please confim that the 
wfunle-variable factors p P ded in Table 1 of USPST-17 w larger than the 

e. Please confim that the use of allled operation volume-variable factors that 
are larger than sortlng operation volumevariable factors Is inconsistent wlth 
the operatlod anafysis of Witness W e n ,  which Witates that allied 
operations should be expected to have lower volume-varlsbility factom than 
sorting operations.' If not confirmed, please explain. 
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Response of UnHed %tea Postal Service W t m  Bono 
To lntenogatorisrr d Magezhe Publishera of Amerka 

MPANSPS-1-1- Response. 

a. All of the MODS cost pools presented in Table 9 (USPST-15, page 126) 

represent sodng operations except the Cancellation & mil Prep cost pool. 

The composite variability for the remaining nine cos! pools Is 772 percent. A 

spreadsheet providing the calarlation of the cornpoetto v a r i a b l ~  will be 

provided in LR-1-258. 

b. The set of MODS anled labor cost pools without econometrically estimated ~ 

volume-variability factors indudes Mechanized Sack Sorting (1SackS-M) and 

the cost pools under the 'Allied Operations' heading In witness Van-ly- 

Smith's Table 1 (USPS-T-17, page 24), except Callcellation and Mail Prep. 

c. Confirmed. 

d. Confirmed. 

e. Confirmed. 
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Response of UnHed States P O W  Service Wltnws Bouo 
To lnterrogatwles of Magazine Publishers of Amerlca 

MPANSPS-1-lBlO, Please refer to your answer to MPANSPS-T-154, 
where you were requested to 'Identify the analogous pairings of Function 1 
and Fundion 4 operations, and of Functlon 1 and non-MODS opemtions, 
for which there are slmilar factors that are msistent with lower volume- 
variablllty factors." 

a. Are there any anakgous pairings between Functkn 1 and BMC operations. 
'for whlch 
vadabnlty fadom 7 Please Identify any such analogous palrlngs. 

are dmUar factom that are consistent wlth lower volume- 

b. Please refer further to your testbnony at page 135 where you stat& 'I 
believe Dr. Bradley's models represent a much more accurate method for 
estimating the volume-varl&le costs in BMC operations than the IOCS- 
based method: Yoi describe at page 1% of your testimony the data 
Ilmitatlons that led you to exdude BMC operations from your econometric 
analyses of Volume-variable factors. As a result there are no econometric 
estimates for BMC cost pools for R2ooo-1 that am comparable to Or. 
Bradlefs for R97-1. In the absence of such sconometric estlmates. It would 
be posslble to use the analogous pairings betwein Function 1 and BMC 
operations listed In (a) to obtain Function 1 volumevariable factors that 
could be applled to analogous BMC operations. In your opinion, would the 
use of such anaJagous econometric volumevariaMe factom also be a 'more 
aaurate method for estimating volumevariable costs In BMC operations 
than the IOCS-based m e w ?  

MPANSPS-1-15-10 Response. 

a. Based on my undemtandlng of the testimony of Mr. m e n  (USPS-T-16) and 

Ms. Klngsley (USPS-T-lo), I klentWJ analogous pairings of BMC and MODS 

Function 1 cost pools that are reported In the table provided aa Attachment 1 

to this response. Please note that the analogies refer to the general types of 

activities petformed in the cost pools, and to general facton affectlng the 

correspondlng degrees of volumevarlabllty. They should not be construed 

as daims that the palred MODS and BMC operations are identlcal. 
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b. The MODS Function 1 operations anal- to BMC aperations am primarily 

allied labor opefattons. Thw, It would be necer;sary to first identlfy 

appropriate ocameMc volume-variabiri fadors to implement the palrings 

implied by the penuWmate sentence of this pa& of the Interrogatory. 1 belleve 

the use d ecimfnetric resub for analogous opemtlons b potentially superlor 

to the IOCS-based ~ t h o d  in that it makes use of the qualitatiw operational 

lnformatlon used to derive the analogles a8 well as the qosntitathre evidence 

for the analogoos operatkms. Whether the operattonal analogy method is 

actually superior to the IOCS-based method for a given cost pool depends on 

whether the analogy neglects any salient characterisucs of the BMC operatlon 

that would make Hs true degree of volume-variability closer to the IOCS- 

based result than the analogous ecanometric resuit@). However, 8s I state in 

my testimony at page 13!5, Unes 17-18, ’1 believe Or. Bradlefs effoti.3 [to 

estimate variabillues for BMC operetions], though flawed in some respects, 

provide the best available estimates of elasticities for BMC operations.’ 

Cleariy, the avallable econometric resob for MODS Functlon 1 operations, 

including the allied hbor results provlded in my response to MPANSPS-T-15- 

1, are both more consistent with Mr. Degen’s operational analysis and closer 

to Or. Bradley’s BMC variability estimates than the resulk of the IOCS-based 

method. 
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BMC cast pool Predominant AcUvltlm Analogous MODS Function 1 

, (SASCode) coet W( sl (SAS Codel ~ 

Platform (PIA) Platform actlvitb PtaWom (1 PIATFRM) 
Allied tabor & 
other Mall operaticas; other manual mall sack sOrtinQ'(lOPeULK, 
Processing P-lw 1 WUCHNG. 1SACKS-H) 
(OWR) 
Parcel Sorting Mechantzed parcel U n g  Mechanized Pareeb 

Machine (PSM) (MECPARC) 
Sack Sorting Mechantzed saclc soltino Mechanical Sa& Somg 
Machine (SSM) (1SACKS-M) 

Allled l abor  for  BMC wortlng Opening, pouchlno, manual 

Attachment 1 
Response to MPARIsPS-T-~~-IO(~) 

P a w l o f 1  

I '  
~ 

I 
SPBS & IPP I Mechanized sortlng of small I SPES (SPBS OTH) 1 
(SPB) parcels and IPPs 1 '  
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Response of United States Postal Service Wltness Bouo 
To Interrogatoiies of Magszh Publlshem of America 

MPA/USPS-~-~&~ 1. Please refer to your answer to MPNUSPS-T-15-4, 
where you were requested to 'identify the analo@ws pairings of Function 1 
and Fundl~n 4 operations, andof Function 1 and non-MODS operations, 
for whlch there are slmilar factors that are consistent with lower volume 
vadablRty factors." Please refer atso to Witness Van-Ty-Smith's testimony 
USPS-T-17, at TaMe 3 ,  whlch proWes the volume-variable factors used 
by the Postal Service for the cost segment 3 cost pods. 

E For each entry h the %mbgous Function 1 cost pool(sY cdumn of your 
answer to MPANSPS-f-15-4, please provide the volume-variability factor of 
@e associated Funcllon 1 cast pool@). In cams where yw have supplied 
multiple analogous Functlan ? cost pods, please provkh a composite 
volume-varlabillty factor that welQhts the fndMdual analogous Function 1 
cost poors In an approprtate way, and pleaease also explain the weighting 
procedure used. 

b. For each of the Fundon 4 and Non-MODS cost pools listed in your answer 
to MPARISPS-T-lS-4, please state whether you belleve that the volume- 
variable factor provldod In Table 1 of USPS-T-17 Is a better or a worse 
estimate of the true voluwvarlable factor when cMnpared to the volume- 
variable factors from the analogous Function 1 cost pools prwided in (a). In 
each cass, pl- explaln how your belief b justified by the besf cunently 
available knowledge d these Function 4 and Non-MODS cost pools. 

MPAIUSPS-1-15-11 Respom. 

a. Please 888 the table provided as Attachment 1 to thh response. The non- 

MODS allied labor vatiablWy is the composite MODS allied labor varlabllky, 

using econometric results from MPANSPS-T-15-1, from the material 

. provided in response to AAPNSPS-T16-7. A spreadsheet providing the 

calculations for the LDC 43 and LDC 44 cost p i s  wlll be provided In 

LR-1-256. The remaining variablllifes are the factors for the specified MODS 

cost pools. 



6 2 8 2  

I 

Response of United States Postal S e w  Wmw ~ o n o  
To lntenagetorles of Megdne Publihem of America 

b. I believe tha use of etanometrle r e w b  for analogous operations ia potentially 

superior to the IOCS-based method in that it makes use of the qualitative 

operetibnal Information used !o derive the analogies as well as the 

quantftathre evidence for the analogous operatkm. Whether the operational 

analogy method ts actually superior totha IOCSbamd methodfora ghren 

cost pool depends on whether the analogy neglects any d e n t  

characteristics of the Fundion 4 01 nonMODS operation that would make Its 

true degree of volume-vatiabllity closer to the Iocs-based resuit than the 

analogous econometric resuit(s). In contrast with the BMC situation 

described in my response to MPAIUSPS-T-15.10@), there is no quantitative 

evidence on the volumevariablli factors for Function 4 or non-MODS 

operations to faclliile a cornpartson. However, I note that the analogous 

econometrtc results are cansistent wtth the available qualitative evidence 

provided in Mr. Degen’s operational analysis. 
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Lo42 
LD43 

LD44 
AutoMeo 
(non-MODS) 

Manual lettern 
(non-MODS) 

Manual flats 
(non-MODS) 
Manual parcels 
(non-MODS) 
Allied labor 

(non-MODS) 

Attachment 1 
Response to MPANSPS-1-15-1 llal 

FSM 

Manual letters, manual fiats. 
manual parcels; platform, 
openlnEL Pouchln(l 
Manual letters, manual flab 
Bcs 

Manual letters (Function 1) 

Manual flats (Function 1) 

Manual parcels (Fundon 1) 

Platform. opening, pouching 

Page 1 oi i 

Function4 or 
non-MODS 

Analogouo Function 1 cost Vdm.variaMlii factor from 
anarogoua cost pod(s) 

0.885 

0.817 

0.677 

0.735 

0.7% 

0.622 

0.600 
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Response of United States Postal Service Witness Bono 
To Interrogatories of Magazine Publishers of America, Inc. 

MPNUSPS-Tl512. Please refer to your Testimony at page 35. where you state: 
"the fixed effects capture those unobserved cost-causing factors that are 
constant (or fixed) over the sample period for the sites.' Please further refer to 
your Testimony at pages 122-124 where you discuss the specification tests you 
conducted in relation to the fixed effects, random effects, pooled, and between 
models. Please further refer to Witness Degen's testimony (USPS-T-16) at page 
22, where he states: 'Plants In large urban areas tend to be less efficient than 
smaller plants ..." Please further refer to Wdness Degen's testimony (USPS-T- 
16) at pages 22-23, where he states: 'the scarcity of large building sites and high 
land prices in large urban areas require plants to be in less efficient multi-story 
facilities." Please further refer to Witness Degen's testimony (USPS-T-16) at 
page 23, where he states: The skill mix and discretionary effort of the workforce 
may vary with the relative wage level being paid by a plant. Postal Service wages 
are less competitive. relative to private sector wages, in high-cost areas.. Please 
further refer to Witness Bradley's rebuttal testlmony (R97-1 USPS-RT-5) at page 
33, where he states: "Data exist for three characteristics of facilities, their age, 
the number of mail processing square feet contained in the facility and the 
number of floors that perform mail processing.' Finally, please refer to USPS- 
LR-1-107 where you provide the mail processing facility data file REG9398.XLS. 

a. Please confirm that the pooled and between model specifications do not 
include any variables that control for the urban or non-urban location of mail 
processing facilities. 

* 

b. Please provlde an update of the REG9398.XLS data file that includes an 
urban dummy variable for the location of each facility. Please construct this 
dummy variable to indicate facilities located in or adjacent to major 
metropolitan areas. as measured by the population size of the relevant 
metropolitan area and reported in the latest issue of the Geogmphical 
Referhe Regorf (Economic Research Institute, Redmond WA), or in a 
substantially similar source. Please use a population cutoff for determining 
the urban dummy value that appropriately captures the meaning of the term 
Sarge urban areas" as used by Witness Degen. Please furVIer explain your 
cholca of population cutoff. 

c. Please provide an update of the REGQ396.XLS data file that includes a field 
with the population density of the place (city, town, village, or county) where 
the street address of each fac i l i  is located, as Indicated In the latest issue 
of the Geographical DIclionary (MerriamWebster, Springfield MA), or in a 
substantially similar source. If an individual "facili" encompasses multiple 
street addresses in different places, please use the address corresponding 
to the location where the greatest amount of mail processing occurs. 
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Please confirm that the pooled and between model specifications do not 
include any variables that control for the number of floors of mail processing 
faclliies. 

Please provide an update of the REG9398.XLS data file that Includes a field 
giving the number of floors that perform mail processing in each facility. If an 
individual 'facility' encompasses multiple buildings, please use the number 
of floors that perform mail processing corresponding to the building where 
the greatest amount of mail processing occurs. 

Please confirm that the pooled and between model specifications do not 
include any variables that control for the age of mail processing facilities. 

Please provide an update of the REG9398.XLS data file that includes a field 
giving the year of construction of each facility. If an individual 'facility' 
encompasses multiple buildings that were constructed in different years, 
please use the construction year corresponding to the building where the 
greatest amount of mail processing occurs. 

Please confirm that the pooled and between model specifications do not 
include any variables that control for the level of private sector wages in the 
area where the facility is located. 

Please provide an update of the REG9398.XLS data file that includes a field 
giving the average annual pay for the area where each facility is located. as 
indicated by the Bureau of Labor Statistics. If the facility is located in or 
adjacent to a metropolitan area, the average annual pay for the metropolitan 
area may be used for that facility. If the facility is not located In a 
metropolitan area, the average annual pay for the state where the facility Is 
located may be used for that facility. 

Please confirm that the pooled and between model specifications do not 
include any variables that control for the cost of lhring in the area where the 
facility is located. 

Please provide an update of the REG9398XLS data file that lndudes a field 
giving the cost of living for the area where each facility is located. Please 
use the cost of living index compiled by the American Chamber of 
Commerce Research Association (ACCRA) for the metropolitan area that is 
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closest to each facility. If available, a substantially similar cost of living index 
defined for metropolitan areas may be substiiuted for the ACCRA index. 

MPAIUSPS-T-15-12 Response. 

a. I assume for this and other relevant parts of the interrogatory, the referenced 

'specification' is that used to develop the results presented in Appendixes E 

and F of USPS-T-15. Confirmed that the pooled and between specifications 

include no variables to control for characteristics of the location of the facility. 

b. In LR-1-285, the data file MPA-12.xls provides a dummy variable for 'large 

urban areas" that I believe is consistent with Mr. Degen's description. The 

criterion is a service tenitory population exceeding 1.5 million or a service 

territory population density exceeding 5.000 per square mile. The population 

estimates by 3-digit ZIP Code were obtained from 1996 Claritas data and 

mapped to facilities using the ZIP Code to facility mapping procedure 

employed for certain other variables in REG9398.XLS. See the response to 

part (c) for a description of the population density calculation. 

c. In my opinion, the procedure specifkd in the interrcgatoly is not likely to 

produce population density data that accurately represent the facility 

characteristics described by Mr. Degen. In particular, it seems likely to 

overstate the applicable population density for facilities serving lowdensity 

territories, though conceivably it may also understate the density for facilities 

located in the outskirts of very high-density cities. In LR-1-285. the data file 
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MPA-12.xls provides estimated area in square miles for each facility‘s service 

territory. The area by 3-digit ZIP Code were obtained from 1996 Claritas data 

and mapped to facilities using the ZIP Code to facility mapping procedure 

employed for certain other variables in REG9398.XLS. The population 

density of the service territory Is computed as the ratio of the population 

variable described in the response to part (b) to the area variable described 

above. 

d.  Confirmed. 

e. In LR-1-285, the data file MPA-12.xls provides a variable indicating the 

number of floors at the facility (or, as appropriate, the main mail processing 

facility). Note that I was unable to obtain the requested information for some 

facilities. 

f. Confirmed. 

g. In LR-1-285, the data file MPA-12.xls provides a variable indicating the year in 

which the facility (or, as appropriate, main the mail processing facility) was 

first occupied. Note that I was unable to obtain the requested information for 

some facilities. 

h. Confirmed. 

i. In LR-1-285, the data file MPA-12.xls provides 1996-1998 per capita income 

estimates for each facility’s service territoty. The data by 34igit ZIP Code 
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were obtained from Claritas data and mapped to facilities using the ZIP Code 

to facility mapping procedure described in LR-1-107. It is my understanding 

that the Claritas income data are derived from decennial US. Census data, 

updated annually using a variety of local area sources. 

j. Confirmed. 

k. It appears that the ACCRA data specified in the interrogatory have some 

limitations that seriously limit their usefulness. There appear to be material 

omissions in the form of irregular reporting or non-reporting for a variety of 

areas, which may reflect the degree of attention (U any) the production of 

these data recelve by the local Chambers of Commerce to which the 

responsibility for compiling the data apparently falls. The local origins of the 

data also raise the possibility that there may also be material inconsistencies 

in the methods used in various areas. Consequently, in LR-1-285, I provide 

annual CPI-W index numbers for an applicable area (either the metropolitan 

area or region). While the CPI-W Is not a eost of living index per 68, it 

provides offsetting advantages in the form of consistent methodology and the 

availability of regionally applicable values to supplement those for specific 

metropolitan areas. The attachment to thls response provides the BLS series 

IDS from which the provided data are drawn. 
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,- Attachment 1 
Response to MPA/USPS-Tl5-12(k) 

Page 1 of 1 

BLS Series Ids used to develop response to MPA/USPS-T15-12(k) 

CWUSOOOOSAO 
CWUSOlOOSAO 
CWUSA100SAO 
CWUSAIOlSAO 
CWUSAl02SAO 
CWUSAl03SAO 
CWUSO2OOSAO 
CWUSO3OOSAO 
CWUSO4OOSAO 
CWUSAOOOSAO 
CWUSA209SAO 
CWUSA21 OSAO 
CWUSA211SAO 
CWUSA212SAO 
CWUSA213SAO 
CWUSAl04SAO 
CWUSA2OOSAO 
CWUSA207SAO 
CWUSA2OBSAO 
CWUSA318SAO 
CWUSA319SAO 
CWUSA320SAO 
CWUSA32lSAO 
CWUSA4OOSAO 
CWUSA214SAO 
CWUSA300SAO 
CWUSA311 SA0 
CWUSA316SAO 
CWUSA426SAO 
CWUSA427SAO 
CWUSA433SAO 
CWUSDOOOSAO 
CWUSA421SAO 
cwusA422sAo 
CWUSA423SAO 
CWUSA424sAO 
CWUSA425SAO 
CWUSX2OOSAO 
CWUSX3OOSAO 
CWUSX4OOSAO 
CWUSDZOOSAO 
CWUSD300SAO 

CWUSXOOOSAO 
CWUSXl OOSAO 



- .  . .  

6290 

Response of United States Postal Service Witness Bozo 
To Interrogatories of Magazine Publishers of America, Inc. 

MPNUSPS-T15-13. Please refer to your Testimony at page 137, where you 
state: "The use of volumes from sorting operations as allied labor cost drivers 
has an operational foundation since one purpose of the allied labor operations is 
to prepare mail for sorting In the facility, and to prepare mail that has been sorted 
for shipment to other facilities,' Please refer further to your Testimony at page 
138. where you state: "In general. the results from models enhanced with these 
additional data indicated that Dr. Bradley's 'proxy' cost drivers-the volumes from 
piece sorting operations411 provided the bulk of the explanatory power.' Finally. 
please refer to your analyses of allied operations provided in response to 
MPAIUSPS-T-15-1. 

a. 

b. 

C. 

Please confirm that the TPH data for the OCR, LSM, BCS. FSM, Manual 
Letters. and Manual Flats cost pools provide the bulk of the explanatory 
power for the regressions you performed for the Opening Unit-Preferred, 
Opening Unit-BBM, Platform, and Pouching Operations cost pools. 

Please confirm that volumes at the piece-sorting operations listed in (a) are 
either the true drivers of a portion of allied costs or good proxies for the true 
drivers of a portion of allied costs, 

Please confirm that the econometric evidence developed in this case cannot 
determine whether volumes at the piece-sorting operations listed in (a) are 
the true cost drivers of a potiion of allied costs or simply good proxies for the 
true cost drivers of a portion of allied costs. 

MPNUSPST-15-13 Response. 

a. Confirmed. 

b. Confirmed. 

c. Confirmed. 
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OCANSPS-T-15-1. USPS-LR-1-107 presents the programs and substantiation for your 
econometric work. You have provided a variety of files and comments in printed as well 
as electronic form. All of the analysis programs appear to be in TSP form, 

(a) Please indicate why you chose TSP as the programming language in place of 
SAS or, alternatively, RATS, SYSTAT, STATA, or SPSS. 

(b) Substantial analysis is available in the published literature on the computational 
and theoretical accuracy of SAS programs. Do you have such independent 
verification for TSP? If so, please provide it 

OCNUSPS-T-15-j Response. 

a. TSP is a well-known, sophisticated econometics research package. See, e.g., 

Julian Silk, TSP 4.4: A Review,” Journal of Applied EcofIOmetriCS, Vol. 12, pages 

445-453 (1997). TSP has a long history, originating with its initial development in 

the late 1960s by the noted economist Robert Hall. See Emst R. Bemdt, The 

Practice of Econometrics: Classic and Contemporary (Addison Wesley, 1991) at 

page 246. Several commercial econometrics packages are descended from Hall’s 

work (see Bemdt, op. clt, at page 15). See the response to part (b) of this 

interrogatory for discussion of TSP‘s accuracy. 

TSP has been recognized for its comprehensive panel data estimation procedure, 

which I use in the programs provided in LR-1-107. See Jeffrey K. MacKie-Mason, 

‘Econometric software: A User‘s View,’ Jouma/of Econom~c PerspeEties, Fall 

1992, at page 183. The TSP PANEL command automatically estimates all of the 

contending estimators (fixed- and random-effects, pooled O S ,  and between) from 

Docket No. R97-1 along with specification test statistics needed to discriminate 
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among the estimators, considerably simplifying the overall programming eff on 

relative to that required by packages with less comprehensive panel data facilities. 

- 

It is my understanding that SAS has some noteworthy limitations for panel data 

analysis. According to SAS technical support information, as of SAS Release 6.12, 

PROC TSCSREG (the SAS panel estimation procedure) cannot compute residuals 

without an additional DATA step and related programming, which significantly 

reduces its utility for estirnMing the fixed-effects model with an autocorrelation 

adjustment. In versions prior to Release 6.12, PROC TSCSREG could not be run 

on unbalanced panel data and did not produce R-squared or other goodness-of-fit 

statistics. 

_- 

Finally, TSP is fast, relatively inexpensive (less than $800 for the current shipping 

PC version 4.5), and is available for a range of computer operating systems. 

b. I do not believe the accuracy of any statistical software package should be taken 

for granted. Studies exist that document computational inaccuracies in certain 

SAS routines. See, e.g., 8. D. McCullough, 'Assessing the Reliability of Statistical 

Software: Part 11,' The American !Statistician, May 1999, at pages 149-159. 

Extensive computational accuracy benchmarks for TSP are available from the 

program's authors, using sources such as the NaUonal Insfiute of Standards and 

Technolo@ Statistical Reference Datasets archive. (The benchmarks are 

available on the internet at 
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httpd/w.tspintl.codproducts!tspbenchmarics!index.htm.) TSP fared well in a 

recent published comparison with EViews, LIMDEP and SHAZAM. See B. D. 
McCullough. 'Econometric Software Reliability: Niews, LIMDEP, SHAZAM, and 

TSP,' Journal of Applied Econometrics, VoL 14, at pages 191 -202 (1 999). Note 

that 1 use the double precision storage option in my TSP programs (implemented 

via the "options double. statement in the first line). 

... ... 
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OCMJSPS-1-15-2. Please provide SAS versions in printed as Well as electronic form 
r d b l s p  programs used in your wok. 

OCAIUSPS-T-15-2 Response. 

It is my understanding that the TSP code I used for my econometric analysis could be 

translated into SAS code by those who prefer to use SAS rather than TSP. In 

particular, I understand that PROC TSCSREG in S A W S  or PROC MIXED in 

SASSTAT could be used to compute the fixed effects estimator for my labor demand 

models, which I implemented with the TSP PANEL c6i..mand. It is also my 

understanding that significant additional programming would be required to-implement 

all of the relevant features of the TSP PANEL command in SAS code; see the response 

to OCNUSPS-T-lCl(a). I am not a SAS programmer and the programming details of 

the translation are beyond the scope of my testimony. 

For further information on SAS PROC TSCSREG, see S A W S  Software: Changes 

andEnhancemenfs for Release 6.72 (SAS Instiiute, Inc., March 1997). For further 

information on SAS PROC MIXED, see SAWSTATSoftware: Changes and 

Enhancements through Release 6.72 (SAS Institute, Inc., March 1997). For further 

information on the TSP PANEL command, see Time Series Processor Verslon 4.4 

Reference Manualby Bronwyn H. Hall and Clint Cummins (TSP International, 1998). 
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OCARISPS-1-158. You have provided an Excel database of the data input to your 
programs in Library Reference USPS-L-1-107 [sic]. You subsequently scrub the data in 
various TSP programs. Please provide an Excel database and documentation of the 
scrubbed data set as developed in yourTSP programs. 

OCAkJSPS-T-15-3 Response. 

Please see my testimony, USPS-T-15 at pages 100-1 15, and LR-1-107 at pages 4 to 5 

and 41 to 42, for descriptions and documentation of the sample selection procedures I 

applied. There is no separate kcrubbed" database. In LR-1-186, I will provide a 

spreadshset, sampsel.xls, reporting the dummy variables (fnn~OY!4, where nn denotes 

the operation group number) Indicating the regression sample for each operation group 

reported in USPS-T-15. The dummy variables have a value of one for Included 

observations and zero for excluded observations. 
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OCANSPS-T-15-4. Please refer to page 20 of your testimony, lines 14-15, in which 
you state, 'Having concluded that some selection criteria were warranted ....' 
(a) Please explain the basis for this statement. 

(b) Did you have a statistical test to substantiate the statement? If so, please provide 
the relevant information. 

OCNUSPS-T-15-4 Response. 

a. Please see my 'xtimony, USPS-I-15, at page 20, lines 3-13. 

b. The quoted staternen! was not based upon the results of a statistical test. 



.- 
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OCAIUSPS-7-15-5. Please refer to page 20 of your testimony, lines 1-3, in which you 
state that, "The absence of evidence that Dr. Bradley's scrubs blased his estimated 
elasticities was not, however, sufficient to commend their continued use in my study.' 

(a) If you are verifying that Dr. Bradley was correct in his approach, do you have a 
statistical measure of how much better your approach is? 

(b) If you are verifying that Dr. Bradley was wrong In his approach, please explain 
further. 

OCAIIISPS-T-15-5 Response. 

a. I believe the quoted statement as winten indicates that 1 am not 'verifying that Dr. 

Bradley was correct in his approach.' Please see also USPS-T-15 at page 21, 

lines 15-16. 

b. Please see USPS-1-15 at pages 94 to 102 (Section W.D). 

-- . 
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OCARISPS-T-15-6. You indicate in your testimony at page 21, lines 16-17, that, ’Firsf, I 
have fewer observations because of the use of quarterly data over a shorter time 

(a) Please explain why you used quartetiy data instead of following the procedures 
Dr. Bradley used in Docket No. R97-1. 

period....’ 

(b) Please explain why you chose to use a shorter calendar period of time than Or. 
Bradley used in Docket No. -7-1 for your analysis. 

OCANSPS-T-15-6 Response. 

a. Please see my response to MPpLIcISPS-’i--l5-7. 

b. Please note that the time period covered by my data set, PQ2 of FY 1993 to PQ4 

of FY1998, overiaps but is not a subset of the time period covered by Dr. Bradley’s 

data set in Docket No. R97-1, PQ1 of FY 1988 to PO4 of FY 1996. The shorter 

time interval I chose to use is the net result of adding two recent years (FY 1997 

and FY 1998) whose data were unavailable to Dr. Bradley, and not using data prior 

to PQ2 of FY 1993. 

My main motivation for employing data over a shorter time period was the desire to 

balance the potentially competing aims of efficient estimation and accurate 

estimation of the labor demand functions. Other things equal, Increasing the 

number of observations by admitting eaflier data would reduce the sampling error 

of the estimates. See also the discussion at USPS-1-15 at page EO, lines 3-9. 

However, extending the sample period back in time does not hold other things 

equal. It ralses the possibility of introducing nowampling errors in the estimates 

to the extent the earlier data are unrepresentative of current operations. 
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Particularly insofar as the estimated standard errors of my elasticity estimates are 

relatively small, I believe that I have struck a reasonable balance between these 

competing aims. 

I also considered two other factors. The composition of Dr. Bradlevs data set 

changed with the addition of MOD2 (PGMODS) sites In PI 1991; the earlier 

observations were entirely of MOD1 facilities, which tend to be larger. Using the 

later data avoids potential problems related to the c.... ,iposition shift. Additionally, 

the Postal Service's reorganization at the beginning of PI 1993 included a 

realignment of Finance numbers. Using the post-reorganization data eliminates a 

need for separate data mapping procedures for the earlier period. 

2 
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OCANSPS-T-15-7. You state In your testimony at page 21, line 22, 'Therefore, I 
believe the updated sample selection criteria are not 'excessive.' ' Do you have a 
statistical test to substantiate this statement? If SO, please provide it. 

OCANSPS-T-15-7 Response. 

No, my statement is based on the fact that I developed my sample selection tules to 

admit some otherwise usable observations that Dr. Bradley's sample selection 

procedures would have excluded (see USPS-T-15 at page 21, lines 20-21), and on a 

comparison of Dr. Neels' report of observations .discarded" by Dr. Wdley's sample 

selection rules (Docket No. R97-1, Tr. 28/15611) to the closest comparable figures on 

observations remaining after my sample selection rules (see USPS-T-15, page 107, 

Table 3, 'Minimum Obs" column). 
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OCANSPS-1-15-8. Please refer to your discussion of the Manual Ratio at pages 23-25 
of your testimony. Is it your conclusion that a computed manual ratio would measure 
the same degree of automation in small, medium, and large MODS sites, and that a 
computed manual ratio number would be comparable from site to site? Please explain 
your answer. 

OCAIUSPS-1-15-8 Response. 

As the manual ratio variables measure the propottion (rather than the level) of manual 

handlings for the appropriate shape of mail, they can provide comparable information on 

the degree of automation in "small, medium, and large MODS sites.' That is, I :-:pet 

two sites with the same measured manual ratio would tend to employ a similar relative 

mix of processing technologies, but not necessarily the same scale of operations. 

. .  . 
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-T-1sB YDU indicate in your testimony at page 33, lines 2-4, that The 
present analysis can be interpreted either in terns of the classical minimum cost 
function, oragenerafized 'non-minimum cost function' with a generally similar 
structure.' A review of standard economic theory indicates that economists derive a 
variety of marginai relationships in analyzing production, cost, and input factor demand 
functions. You have empirical data input from a variety of mail processing facilities for a 
variety of functions. Some Postal mail processing facilities and functions may be 
operated.on a cost minimization basis, and other Postal processing facilities and 
functions could conceivably be operated inefficiently. As you use data as input to your 
econometric analyses from all facilities, are your conclusions independent of whether 
the facilities are cost minimizers? 

OCNUSPS-T-15-9 Response. 

Yes. See also USPS-1-15 at page 33, lines 5-19. 
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OCNUSPS-T-15-10. In your testimony at page 40, lines 10-12, you assert that 
'...capital and labor variabilities will be identical, in equilibrium, under the assumption 
that the cost pool-level production (or cost) functions are homothetic..' 

(a) Do you have any proof or indication based on actual Postal operations that the 
functions are in fact homothetic? If so, please explain. 

(b) You quote Dr. Bradley's mail processing testimony In Docket No. R97-1 
extensively; was homotheticity one of his assumptions? 

(c) Please provide a derivation of your assertion in your testimony at page 40, lines 
12-14, that 'Homotheticity implies that changing the level of output of the operation 
will not altar relative factor demands such as the capital /labor ratio, in equilibrium 
(and othe? ;hings equal)." 

(d) What would be the impact of relaxing your assumption on homotheticity? 

(e) Does one normally assume homotheticity in developing an econometric cost 
study? If not, under what circumstances is the homothetic'Q assumption either 
assumed or not assumed? 

OcA/USPS-T-15-10 Response. 

a. No, as the quoted statement indicates, the purpose of that section of my testimony 

is to describe the economic assumptions underlying the Postal Service's 

methodology. 

b. Please note that i do not quote Dr. Bradley's testimony in this context. As far 85 I 

am aware, Dr. Bradley made no reference to noklabor costs or related 

assumptions in his Docket No. R97-1 mall processing testimony. 

c. The statement follows from the fact that a homothetic production function has a 

constant marginal rate of technical substitution along any ray from the origin of 
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input space. See, ag., Robert 0. Chambers, Applied Producton Ana&& 

(Cambridge University Press, 1968), page 38. 

d. The labor and capital variabilities would not necessarily be equal. 

e. Given estimated capltal demand functions, I believe the homotheticity assumption 

could be testable. I do not have an estimate of how common the homotheticity 

assumption is, though I note that some common functional forms such as the CES 

are intrinsically homothetic, and that Chambers describes homothetic production 

functions as '[plerhap; the most important special class of production functions" 

(Chambers, op. cit., page 37). See also USPS-1-15 at page 40, lines 14-16 and 

footnote 12. 
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OCANSPS-1-15-11. You indicate in your testimony at pages 46-47 that the 'manual 
ratio' variable is a measure of the degree of automation and is an indicator of the site's 
organization of mailflows in letter and flat sorting operations. 

(a) Is the manual ratio dependent on the location of the mail processing facility within 
the network of mail processing facilities? 

(b) Is the 'manual ratio' dependent on the characteristics of the territory which the mail 
processing facility serves? 

(c) Is the 'manual ratio' dependent on the characteristics of the sorting patterns within 
the mail processing plant? If your answer is 'yes', please explain in detail how the 
'manual ratio" is dependent on thn characteristics of the sorting patterns. 

(d) Is the 'manual ratio' dependent on the amount of equipment in the mail sorting 
plant? 

OCA/USPS-T-l5-11 Response. 

a. Conceivably, yes. To the extent network characteristics affect local mailflows and 

automation usage, they may affect the manual ratio variable. 

b. See the response to part (a) of this interrogatory. 

c. By construction, the manual ratio is indicative of the relative amount of automation 

usage in the "sorting patterns" at a site. I cannot specify additional detail without a 

more precise definition of "characteristics of the sorting patterns: 

d. See USPS-T-15 at page 56, line 18, to page 57, line 5. 
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OCmSPS-T-15-12. You appear to base your analysis on TPF (total pieces fed). 
Please provide FHP (first handled pieces) and TPH (total pieces handled) for all cases 
in which you provide TPF, including the relevant Excel spreadsheets. 

OCARISPS-T-15-12 Response. 

I use TPF as the output measure in automated and mechanized sorting operations 

(BCS, OCR, FSM, LSM, and SPBS). In the other operations I use TPH as the output 

measure (in those operations, TPH and TPF are conceptually identical). See USPS-T- 

15 at page 51, line 16, to page 52, line 4. Please note that I provide TPH data for all of 

the operation groups I studied in the reg9398.xls file'inLR-1-107. See also USPS-T-15, 
.. 

page 89, at lines 4-5. I will provide the requested FHP data in the Excel spreadsheet 

file fhp9398.xls in LR-1-186. See also USPS-T-15, page 50, line 22, to page 51, line 6, 

for a discussion of FHP. 
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OCANSPS-T-15-13. You state in your testimony at pages 54-55 that, The assumption 
implicit in the Postal Service's method that major changes in operations will not take the 
form of drastic Intra-year changes is not very restrictive, given that most national 
deployments of new equipment and substantial changes to operations require years to 
complete.' How many years are required for the national deployments and/or other 
activities to which you refen 

OCA/USPS-T-15-13 Response. 

The quoted statement does not refer to a specific program or imply a specific length of 

time lo complete a national equipment deployment. However, it is my understanding 

that t,tc.jor equipment deployments usually take more than one year. See, e.g., USPS- 
- .z  

T-10 at page 11, lines 19-29. ~- 
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OWUPS-T-S-14 YauataUin your testimony at page 55, lines 3-6, that, 'Likewise, 
it is  hard lo emrision raprd and dTElstic changes in the average work content of the mail 
subclasses in the absenceof correspondingly drastic changes to worksharing discounts 
and other economic lncenthms facing mailers.' In order to have a basis for the above 
envisioning, please indicate the length of time after which one might find such changes. 

OCPJUSPS-1-15-14 Response. 

The quoted statement does not imply a specific length of time. Note, however, that 

among the factors potentially affecting mailer behavior, mall classifications and postage 

rates will often be fiied for the period between omnibus rate cases. Mail c!nssifications 

and postage rates may or may not change significantly over longer periods of time, 

depending on the contents of the Postal Service's requests, the Commission's 

recommended decisions, andlor the actions of the Governors of the Postal Service. 



~ . .  
~ - .  
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Response of United States Postal Service Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

OCpfllSPS-T-15-15. Your testimony at page 56, line 9, indicates that the manual ratio 
should be treated as non-volume-variable. Could the manual ratio depend upon, 

(a) the position of the mail processing facilii in the network of mail processing 
facilities; 

(b) the internal layout of the mail processing faci l i i  

(c) the size of the mail processing facility as measured in TPF; andlor 

(d) the total TPF in a given operation? 

OCANSPS-T-15-15 Response. 

a. See the response to OCAIUSPS-1-15-11 (a) 

b. It depends on the definition of Yacility.' While building layout issues such as space 

availability may affect the mix of processing in the plant versus annexes (it any), 

the-manual ratio is developed from REGPO-level data and will thus represent the 

processing patterns at that level. 

c. Other things equal, no. See USPS-T-15 at page 145, lines 5-10. 

d. See USPS-T-15 at page 144, lines 1-4. 

-- . 



Response of United States Postal Senrice Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

~ ~~. 

OCANSPS-T-15-16. You state in your testimony at page 65, lines 13-15, that your 
choice of a translog functions [sic] is chosen, at least in part because, 'This allows me 
to place as few mathematical restrictions as possible on the functional form of the 
underlying cost and production functions.' 

(a) What are the underlying restrictions that you have avoided? 

(b) What are the underlying restrictions to which your study is subject? 

(c) Your discussion of the translog function specifically mentions a cost function, but at 
the bottom of the page in footnote 25 you indicate that you are not presupposing a 
translog cost function. It would appsar that your technical point is contradictory to 
your testimony. Please explain. 

OCAJUSPS-T-15-16 Response. 

a. See USPS-T-15 at page 65, lines 10-13, where 1 state, 'I chose ... the translog 

functional form for the mail processing labor demand models. The translog 

[functional form] has general applicability because 1 provides a second order 

approximation to a function of arbitrary form." The restrictions I have "avoided" are 

those associated with the use of a functional form for the labor demand models that 

does not have the translog's approximation properties. 

b. The choice of the translog functional form has the restrictions that the labor 

demand functions cannot be restricted to be globally concave or separable without 

losing the translog's approximation qualities. See also Robert G. Chambers, 

Applied Pmduction Analysis, page 181. 

c. In footnote 25, I state that d y  specifying translog labor demand functions, I do not 

presuppose a translog cost function.' My testimony does not state that I 

presuppose a translog cost fundon. There is no contradiction. 

. . .- . . . 
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Response of United States Postal Service Witness Bozo 
To Interrogatories of the Office of the Consumer Advocate 

OCANSPS-T-15-17. In your discussion of translog cost and production functions you 
have not discussed a derived demand function-the labor demand function. However, 
the estimation of such a function appears to be the key focus of your testimony. The 
demand for labor by a firm Is generally expressed in terms of the value of the marginal 
product of labor with quantiiies being expressed in terms of a wage rate and units of 
labor. 

(a) What mathematical restrictions have you put on the function that you are trying to 
estimate? 

(b) Does this labor demand function derive from another function, possibly cost and 
production functions? Please show this derivation, with particular attention to 
mathematical restrictions andlor assumptions thsl subsequently may lead to 
conclusions similar to your conclusions about hl ,notheticity. 

OCANSPS-T-15-17 Response. 

Your statement that I 'have not discussed a derived demand functiok-the labor 

demand function" is incorrect. See, e.g., USPS-T-15 at pages 42-44 (Section IV.A., 

Volume-variability factors can be obtained from labor demand functions defined at the 

mail processing operation (cost pool) level"). I also believe it would be more appropriate 

to say that the usual expression of a firm's labor demand relates 'units of labof &e., 

"real" labor input) to the level of output, the wage, and other variables that appear in the 

cost function (which results from the marginal analysis equating the value of the 

marginal product of labor with the wage rate). 

a. I assume that by 'mathematid restrictions.., on the function am] trying to 

estimate' you mean restrictions on the parameters of the estimating equations 

reported in USPS-1-15 at pages 117 and 118. I have not imposed any restrictions 

on the parameters of the estimating equations. 
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Response of United States Postal Service Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

b. Yes, I refer to this relationship in USPS-T-15 at, e.g., page 42, lines 11-15. The 

mathematical relationship between the cost function and labor demand function is 

known as Shepards Lemma, which provides that if the cost function is locally 

differentiable, the labor demand function is equal to the partial derivative of the cost 

function with respect to the wage. For a formal proof, see (e.9.) Hal R. Varian, 

Microeconomic Ana/ysis, Second Edition (W. W. Norton, 1984), page 54. 

Homotheticity is not a necessary condHion of Shepards Lemma. 
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Response of United States Postal Service Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

OCARISPS-T-15-16. You state in your testimony at page 66, lines 1-3, that, 'Another 
important feature of the translog labor demand function is that it does not restrict the 
output elasticities (volume-variability factors) to be the same for every site or every 
observation ....' Please state all additional important features of your translog labor 
demand function that have not been previously highlighted or stated. 

OCANSPS-T-15-16 Response. 

Regarding my use of the term "another" in the quoted statement, there is not a 'missing' 

important feature that has not been previously mentioned. The *other" advantage of the 

use of the translog function to which the quoted statement refers is the seconrl-order 

approximation property discussed in USPST-15 at page 65, lines 10-20. 
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Response of United States Postal Service WBness Bono 
To Interrogatories of the Office ofthe Consumer Advocate 

0&l#SP&S~ltk br reference to non-MQDS operations, In your testimony at page 
134, lines 17-19, you state, 'I expect that the Postal Service will be able to provide 
quantitafive wBmetr,bolsler the quantitativeanawis f o ~  some of these operations in 
the future.' Given your knowledge of the Postal Service's work in this area, when will 
this evidents be available? 

OCANSPS-I-15-19 Response. 

The Postal Service already collects data that may eventually prove usable for estimation 

of volume-variability factors for some of the operations referenced in the quoled 

statement (see USPS-1-15 at page 134, lines 19-20). I am unable to estimate when the 

required analysis and related background work would commence or be completed. 

, .- ... . . 
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Response of United States Postal Service Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

OCARISPS-T-15-20. On page 135, line 7, of your prepared testimony, you indicate that 
time and resource constraints prevented the Postal Service from updating witness 
Bradley’s BMC models presented in Docket No. R97-1. 

(a) How much time, as measured in person years, did you estimate that such an effort 
would require? 

.- 

I 

I 

(b) For purposes of comparison, how much time was spent in the development of the 
current analysis that you are presenting in this case, as measured in person years? 

OCANSPS-T-15-20 Response. 

a. As a rwgh estimate, an update of Dr. Bradley’s models that did not require the 

development of new data systems might require one to two person-years’ work. If 

it were determined that a source of workload data other than PlRS were required, 

an indeterminate but very large additional amount of labor would be needed. 

b. The analysis presented in LISPS-1-15 involved approximately five person-years’ 

work. 

.. . 
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Response of United States Postal Service Witness Bono 
To Interrogatories of the O f f i i  of the Consumer Advocate 

OCAIUSPS-T-15-21. The Excel workbook file 'reg9398.xls' does not have any 
headings identifying the vaiiables. 

(a) Please provide the headings. 

@) There appear to be 19 variables. Is this correct, and is this the number of variables 
that the program reads? 

(c) There are a large number of columns in the program. Please ldentliy what is being 
read in each column. 

(d) It appean th@t data may be expressed in thousands or millions. Please define the 
actual total number of units for each data item. 

OCAAJSPS-T-15-21 Response. 

a. An Excel spreadsheet file containing the requested headings has been provided in 

LR-1-185. 

b. See the response to POlR No. 1, item 8(a) and (b). I do not know by what 

accounting you condude there are nineteen variables in the 'reg9398.xla' file. 

c. I assume you mean them are a large number of columns of data in the spreadsheet 

read by the TSP programs. See the response to part (a) and LR-I-107 at page 3. 

d. I assume that by "total number of units for each data item' you mean the unlts of 

measure for each varfable In the reg9398Jds data file. The u n b  are as follows: 

- IDNUM: WA (thls is a number identifying each site) 

- QTR: LR-1-107 at pa@ 3. 

- TPF, TPH thousands of plece handlings. 

- QICAP: WA (this is an indix number) 

- All other variables: units. 
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Response of WnltedStates Postal Service Witness Bono 
4.0 Interrooatoh ofthe o ~ c e  of the Consumer ACIVOCXW 

OCANSPS-T-15-22, Please refer to USPS-LR-1-107, page 4. Please d a m  the 
'procedures for me camputatm when you state that the fourth quarter piece-handling 
and hours vaiiables are rewiglited to make them comparabte with the corresponding 
vahm in other quarters. Please describe the reweighting approach In detail. 

OCAiUSPS-T-15-22 Response. 

The relevant data are muklplled by a factor of 0.75 (W4). See LR-1-107 at page 38, 

code following the comment headlng 'Rescales quarter 4 obsenmtlons ...' 
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Response of Unbd States Postal service Witness Bono 
To lnterrogatorles of the Office of the Consumer Advocate 

OCAIUSPS-T-15-23, Please refer to USPS-LR-107, pages 37 through 53. These 
pages present your TSP program "varftr-tpf-by.tsp? 

(a) Please identify and document any a~mputational steps that are not MentMed in the 
commentary. lo tha degree appropriate, page numbers and posrtion on the page 
In the Ubmy Reference should be adequate. 

(b) Which section of the program sets parameter values and creates Usts of variable 
M S ?  

(c) Which section of the program reads the data f r h  the Microsoft Excel version 4 
workbook file 're~939B.xW7 

(d) Which sectipn of the program provides the referenced data transformations? 
Please denote each tr&nsformation in t e r n  of formula(s) and variables used and 
the resulting computed variable(s). 

(e) Which section of the program reweights the fourth Postal quarter? 

(9 Which section of the program calculates the UX: wages and the manual ratios? 

(g) Which section of the program computes the operation-specific productMty filter 
bounds set? 

(h) Please identify the portion of the program that computes the lagged TPF terms. 

OCARISPS-1-15-23 Response. 

a. The commentary at pages 2-7 of LR-1-107 demidbes the program's computaUonal 

steps. 

b. See LR-1-107 at page 37, code following the comment line Wsts used to read data 

from Excel file,; LR-1-107 et pages 48-49, code fdlowlng the m m e n t  lines 7he 
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Resporrse of United States Postal Service Witness Boa0 
lo Interrogatories of the Office c4 the Consumer Advocate 

labor demand model speckation (used onfy to indicate correspondence of 

parameters and variables).' 

c. See LR-1-107 at page 38. code following the comment line %ad in data from ~ x C e l  

file? 

d. The question does not refer to any specific data transformations. See. however, LR- 

1-107 at pages 38-39,4244, end 51. 

e. See the response to OCANSPS-T-15-22. 

1. For the LDC wage, 888 LR-1-107 at pages 38-39, code following the comment line 

'set up wage variables." For the manual ratios, see LR-i-107 at page 40, fonnulas 

for 'man' and ?nanf' variables. 

g. See LR-1-107 at page 40, Set highprod .. .'and *set lowprod ...' statements. 

h. See LR-1-107 at pages 41-42, code following heading *Lagged piece handlings and 

associated flags.' 



6 3 2 0  

Response of United States Postal Senrice Wdness Bono 
To lnterrcgatorles of the Office of the Consumer Advocate 

OCANSPS-T-15-24. Please refqr to USPS-LRI-107, pages 37through 53. These 
pages present your TSP program 'v&-tpl-by.tsp.' For each logical 'loop' In your TSP 
program Varl?f-tpf-byQ&tsp: please identify the start and end of the loop and the 
variablets) or procedures bsinq effectuated. To the degree appropriate, page numbers 
and posltlon on the page In the Library Reference will suffice. 

OCANSPS-T-15-24 Response. 

The program contains four loops, each beglnnlng wlth a 'dot' 8tatement and ending with 

'enddot..' The first loop rescales the quarter 4 observations; see the response to 

OCAIUSPS-T-15-22. The second loop begins under the comment line Ydentifies 

missinghad cases of each LDC wage" (see LR-1-107 at page 39) and identifies 

observations wlth missing or Invalid NWRS data. The third loop Is the maln loop, 

beginning under the comment line 'Main loop estimates the model ...' (see LR-1-107 at 

page 40) and ending near the end of the prcgram at page 53. The fourth loop, within 

the main loop, beginning under the comment Transforms data for FGLS - AR (1) 

distuhances. (see LR-1-107 at page 51), transforms each regressor to Implement the 

FGLS estimatfon. 



Response of United States Postal Senrice Witness Bono 
To Interrogatories of the office of the Consumer Advocate 

OCANSPS-T-15-25. Please refer to USPS-LR-1-107, pages 37 through 53. These 
pages present wr TSP program %Nr-tpf-by.tap.' ptease MenWy In your TSP 
program 'varitr-tpf-by98.bp' lhe &MI of the program that selects and computes the 
tegressions. To the degree appropriate, page numbers and position on the page in the 
Limy Reference will suffice. 

OCANSPS-1-15-25 Response. 

The regressions are computed with the .paner aatements. See LR-1.107, page 49 

(estimates the models without the autocorrelation adjustment) and page 51 (estimates 

the models with the autocorrelation adjustment. 
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Response of United States Postal Service witness Bono 
To Intermgatorbs &he Office of the Consumer Advocate 

OCANSPS-T-15-26. Phase refer to USPS-LR-1-107, Pages 37 throOgh 53. These 
pages present your TSP pqrarn Vmitr-tpf-by.tep.' Please klentlfy in your TSP 
program 'varHr-tpf-bysB.tsp' the aeMion that identifies all usable observations. To the 
degree appropriate, page numbers and position on the page In the Ubrary Reference 
will suffice. 

OCANSPS-1-15-26 Response. 

See LR-1-107 at page 40, code following the comment line '$elects 'all usable' 

observations...' and at page 41, code followinq the comment line Vag5 observations 

with rnissin@nvalid wage data.' 

_- 



6 3 2 3  

Response of United States Postal Service Witness Bono 
To lnterrogatoii6s offhe Office of the Consumer Advocate 

OCANSPS-T-15-27, Please mfer to U$PS-LR-I-lO;I, pages 37 through 53. These 
p a p s  present your TSP program 'varltr-tpf-by.fsp.' Please identify in your TSP 
program Irarltr-tpl-byQQ.tspm aH filters. To the degree appropriate, page numbers and 
position on the page in the tibraly Refefence will suffice. 

! 
OCANSPS-T-15-27 Response 

See LR-1-107, pages 41-42, code following the comment lines 'threshold checv 

'productMty check,' and "minimum observations check? 
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Response of Unned States Postal Service Witness Bozo 
To lntenogatorles of fhe office of the Consumer Advocate 

OCANSPS-T-15-28. Please refer to USPS-LR-107, pages 37 through 53. These 
pages present your TSP program Vatitr-tpWy.tspp.' Please identify in your TSP 
program 'varltr-tpf-by98.b~' the portion of the program involving calculation of the 
legged TPF term8 and the lagging of the variables. To the degree appropriate, page 
nutnbers and posHion WI the page In the Library Reference will suffice. 

OCANSPS-T-15-28 R ~ s ~ ~ M s s .  

See the respOnSe to OCANSPS-T-l5M(h). 
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Response of United States Postal Service witness Bono 
To tntenogatories of the Office of the Consumer Advocate 

OCANSPS-T-15-29. Please refer to USPS-LR-1-107, paps 37 through 53. These 
p a p s  p p n t  your TSP prograin Varltr-tpf-by.tsp.' Please identify in your TSP 
program 'varltr.tgr-bysa.tsp' the portion of the program that makes a final check for the 

. eight obSefVatlons, which need to be consecuthre. lo the.degree appropriate, paw 
numbers end position on the page in the Library Reference will suffice. 

OCANSPST-15-29 Response. 

See the response to OCANSPS-T-15-27. Note that the statement of the interrogatory 

is incurrect: the eight observations need not be consecuthre. See USF'S-1-18 at page 

113, lines 5-6. 
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. Response of United States Postal Service Witness Bono 
To fnterrogafories of the Onice of the Consumer Advocate 

. OCANSPS-T-1 W. Pleese refer to USPS-LR-1-107, pages 37 through 53. These 
pages presenf Your TSPprogram Vartbr-tpf-by.tsp? Please Mentify in your TSP 

~ ptogram %aritr-tpf-byW,tsp‘ the portion of the program thaf transforms variables into 
iheir natural logarithms for the application of the transcendental logarithmlc functional 
form. To the degree appropriate, page numbers and position on the page In the Library 
Reference wlll suffice. 

OCANSPS-T-15-30 Response. 

See LR-1-107 at pages 42-43, code following the comment line %g levels and their 

squares.” 
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Response of United States Postal Service Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

OCANSPS-T-15-31. Please refer to USPS-LR-107, pages 37 through 53. These 
pages present your TSP progqm %rltr-tpf-by.tsp.' Please Identify in your TSP 
prbgrm Ytadtr-tpf-byg&tsp' the pomon of the program that effectuates the calculations 
of the 19 elasticities reporled. 'To- degree appropriate, page numbers and position 
on the page in the Ubrary Reference will suffice. 

OCARISPS-T-15-31 Response. 

See LR-1-107 at pages 49-50, code fdlowing comment line 'Elasticities w1r.t. piece 

handlin gs...' for the elasticities based on the regressbns without the autocorrelation 

adjustment; LR-1-107 at pages 51-52, code following the comment line 'Elasticities w1r.t 

TPH.. .' for the elasticities based on the regressions with the autocorrelation adjustment. - 
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Response of United States Postal Senrice Witness Bono 
To Interrogatories of the Office of the Consumer Advocate 

OCA#SPS-T-15-32. Please referta USPS-LR-1-107, page5 37 through 53. These 
pages present youl TSP pr@& C&r-tpf-by.lsp." Please identify In your TSP 

rogram '"varitr-tpf-by96.tsp' the portion of the program that defines each elastlclty 
!mction, Including the elasticity. To the degree appropriate, page numbers and position 
on the page In the Ubnry Reference wlll suffice. 

. 

OCNSPS-T-1532 Response. 

See LR-1-107, pages 45-47, code following the comment line 'Formulas for various 

elasticity calculations." 
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Response of United States Postal Service Witness Bozo 
To Interrogatories of the OMCe of the Consumer Advocate 

OCARISPS-T-15-33, Please refer to WPS-LR-1-107, pages 37 through 53. These 
pages present your TSP p r o g h  varttr-tpf-by.tsp.’ Please identify the portion of the 
program that estimates ffie variabilhy model using the TSP panel command, assuming 
the disturbgncm have a scalar.covariance matrix. To the degree appropriate, page 
numbers and position on the page In the ubmry Reference will suffice. 

e* 

WSPS-T-15-33 Response. 

See the response to OCANSPS-T-15-25. 
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Response of United States Postal Service WHness Bono 
To lnterrogataries of the Ohice of the Consumer Advocate 

OCAIUSPS-T-15-34. Please refer to LISPS-LR-1-107, pages 37through 53. These 
pages present your TSP program 'varftr-tpf-by.tsp.' Please delineate the part of the 
program where the fixedeffects residuals apd sbpe parameters are extracted for 
further processing. lo the degree appropriate, page numbers and position on the page 
In the Library Reference will suffice. 

I 

OCAIUSPS-T-15-34 Response. 

See LR-1-107 at page 49, code following the comment line 'Extracts ffxedeffecls 

residuals for autoconelation coeffidenc LR-1-107 a! page 51, 'unmake. and %?tar 

statements. 
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Response of United States Postal Service Witness Bono 
lo lntenogatorles of the mce of the Consumer Advocate 

OCANSPS-T-15-35. Please refer to USPS-LR-1-107, pages 37 through 53. These 
pages present ywr TSP program V@tr-tpf-by.tsp.’ Please identify the part of the 
program for the Crilculauon of !!B W g k L i  estimate. To the degree appropriate, page 
numbers and position on the page In the Ubrary Reference will suffice. 

OCARISPS-T-15-35 Response. 

See LR-I-107 al pages 50-51, code following the comment lines ‘computes the 

disturbance autoconelation coefficient (hoest);, and Wm Du~t~In-Watson statistic 

(dwstat).’ 
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Response of United States Postal Service Witness Bono 
To lntenogatories of the Omce of the Consumer Advocate 

OCANSPS-Ta15-36. Please Eefer to USPSIR-107, pages 37 through 53. These 
page8 present your TSP progrrun %arl&-tpf-by.tsp.’ Please Identify the part of the 
program for the celcuhtlon &the Bhargava-F~lnl-Narendranathan estimates of the 
panel Du~th-Watwn &V&, produced from the residuela. To the degree appropriate, 
page numbers and posttion on the page in the ubrary Reference will suffice. 

OCANSPS-T-15-38 Response. 

See the MpOW to OCANSPS-T-15-35. 
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Response of United States Postal Service Witness Bono 
To Intermgatorbs of the Offiice of the Consumer Advocate 

OCARISPS-T-15-37. Please refer to USPS-LR-1.107. pages 37 through 53. These 
pages present your TSP progrim 'varltr-!pf-by.tsp.@ Please Identify the portion of the 
progrm where the data are transformed so that a feasible Generalized Least Squares 
(FGLS) version of- model may be estimated. lo the degree appropriate, page 
numbers and position on ?he page in the Library Reference will suffice. 

OCARISPS-T-15-37 Response. 

See the response to OCANSPS-1-15-24. 
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Response of Unked States Postal Service Witness Bono 
To tntenogetorfesbf the office of the Consumer Advocate 

OCANSPS-T-15-38. PLea~e reler 10 USPS-LR-I-JO7, paOe~ 37 through 53. fheW 
pages present your TSP progr(vn ‘varftr-tpf-by.w.’ Please identify the portion of the 
program Mere the erasticitfes and their standard errors from theFGLS model are then 
CalCuMed and evaJuard. To the de~ree appropriate, page numbers and position on 

- Ihe page In the Library Reference will suffice. 

OCANSPST-15-38 Response. 

See the response to OCANSPS-T-15-31. 

.- 
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, Responge of United States Postal Service W h s s  Bono 
To Interrogatories d the OMCe of the Consumer Advocate 

OCANSPS-T-15-39. Please refer to page 7 of USPSLR-I-107 wherein you indicate 
fhat you assumed the existence of first-order autocorrelated disturbanms in your 
calculations. 

(a) What would be the characteristics of the economic process that m i d  be 
necessary for this ctsrrumption to be a reasonable assumption? 

@) Please State the necessary and sufficient conditions for the [sic] homotheticity. 

(c) Please state how your conclusions wwld have varied il you had not assumed 
homathetlclty. 

OCANSPS-T-15-39 Response. 

Please note that I demnsrmte the presence of serial correlation of the regression 

disturbances empirically, rather than assume it as the question asserts. See USPS-T- 

15 at pages 119-120 ("Autocorrelation coefficient' lines of Table 6 and Table 7). 

a. I assume the antecedent of %is assumption' is autocorrelation of the regression 

disturbances. Autocorrelated disturbances imply that "shocks' to the process being 

estimated (Le., the distuhnces) have effects that exhibit a degree of persistence 

owr time, though the mean effect Is zero. The residuals In models of economic 

processes invdving a time dimension are generally assumed to be autocarrelated, 

at least until proven othelwise. For example, cireene states that 91 Is reasonable to 

model mosl time series data as having some wrial correlation.' See William H. 

Greene, Eoonometrlc AnaryJIs (Maanillan, 1990) at page 420. 

b. A homothetic function Is a monotonic transfom of a homogeneous function. That ls, 

a function h(x) Is homothetic if it can be written as g ( f ( x ) )  , where Q k monotonic 

(Le., z, 2 r, g(2,)z g(6)) and f is homogeneo~~ (Le., f(tx) = r' f ( x )  , where d is 
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Response of United States Postal Service Witness Bono 
To Interragatorbs of the office of the Consumer Advocate 

the degree of homogeneity). See Hal R. Varien, M k m n o m k  Analysis, Second 

Edition, (W.W. Norton, 1984), p. 330. 

c. My conclusions about the presence of autocorrelation in the regression disturbances 

are Independent of homothetictty. 
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Response of Unlted States Postal Service Wnness Bono 
To Interrogatories of the office of the Consumer Advocate 

OCANSPS-T-15-41. Please refer to page 7, footnote 5 of USPS-LR-1-107. Please 
delineate the seCtiOn(8) of the program that @bo produce pooled, between, and random- 
effects estimates, Including commands for printout, statisUcal tests, and all other 
retevant econometric information. 

OCANSPS-1-15-41 Response. 

The paner commands automatically produce the pooled, between, and random-effects 

estimates as well as the specification test statlstb reported in USPS-T-15 at page 124. 

See also the responses to OCANSPS-T-15-l(a) and OCANSPS-T-15-25. 



6 3 3 8  

Response of Unlted States Postal Service Witness Bono 
To Intermgatorb of Ute Offtce of the Consumer Advocate 

OCANSPS-T-15-42. Please refer to page 15 of USPS-LR-1-107. You state that the 
Christensen Associates' pioprletary Economic Programming Language (EPL) soffvyare 
was used to perfon certain computations. 

(a) Please pmvlde appropriate dowmentatian far the EPL software and for the 
computations Witch you performed using the EPC [SIC] softwane. 

(b) Has this soffware begn Independently tested and peer revlewd for 8ccumcy and 
completeness? If $0, please provlde the doarmentation. 

OCANSPS-T-15-42 Response. 

a. The EPL reference manual will be provided as LR-1-187. 

b. EPL has not been Independently tested in the sense of the studies dted In the 

response to OCANSPS-T-15-1@). The terms 'accuracy" and 'completeness' are 

too vague for me to determine the extent to which other potentially relevant testing of 

EPL might apply. Note also that EPL was used only in the plocess of preparing data 

for the Veg9398.xls' data set All statistical analysis was performed using TSP. 

. 
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OCANSPS-T-15-43. You appear to have used an Index of capital intensity In your 
regressions. In order to have cpmputed the idex  h wtci appear that you would have 

' had the fdlowlng InfomM by site for each fuction: original acquisition cost of the 
equipment, average years of equipment Me, and year of equipment acquisition, 

(a) Please pmvlde thls Information by equipment type; In the event that any of the 
doltam relate to space, @ease atate them separately. 

(b) Please indlcate why you chose to use an index number instead of a depreciated, 
undepreciated, or other dollar measure of equipment. 

(c) , Do you maintain that two sites with equal q u w  Indices for facility capital employ 
the same amount of capital? 

OCANSPS-T-15-43 Response. 

a. See the response to MPANSPS-T-15-6. 

b. At a bask level, an index number Is shnply a (scalar) numerical representatlon of 

data Intended to facilitate comparisons. A dollar value of the plant's capital would 

be, generically, a type of Index number. Furlhermore, I make use of (dollar0 

valuations of caprtal In developing the capital Index. See the response to 

MPANSPS-T-15-6 and &I-107 at pages 27-28 and 32. Therefore, 1 do not see a 

relevant distinction. 

c. Not necesmliy. I wtd expecl two sltes employini) the mne amount of capital to 

have the same value of the capital quemtity index. However, I would only maintain 

that two sibs with equal capM quantity Indexes employ equhMf amounts of 

capital. 
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OCANSPS-1-15-44. These questions pertain to the QICAP variable presented in 
USPS-LR-1-107, page 3, where it is denoted as 'Quantity index for facility capital.' 

(a) 

(b) 

(c) 

Is QICAP a stock of investment capital at a facility site? 

Is QICAP a flow of capital used at a facility site? 

if the answer to (a) and (b) Is negative in both cases, please define exactly the 

nature of QICAP. 

OCANSPS-T-15-44 Response. 

(a) No. 

(b) Yes. 

(c) Not applicable. 
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OCAlllSPS-T-15-45. Please also refer to the aswcfated Excel file in the 
aforementiqned Library Reference LR-1-107, where the data for the analysis conducted 
and presented in your testimony are contained. In the worksheet Excel file, for IDNUM 
1 for the time period lB3, QlCAP has the value 890207; for the time period 293. QlCAP 
has the value 927301. For lONUM 2 for the time period 193, QiCAP has the value 
4530367; for the time period, 293 QICAP has the value 4792736. 

If one should wish to consider capital usage for IDNUM 1 and IDNUM 2 on a 
consolidated basis, would the total value qf QlCAP for 193 be 5420574 for the 
two facilities combined, where values of QICAP have been added for the two 
facilities for the same time period? 

If the answer to (a) is 'no', please state what the value for QlCAP would be. If 
QICAP could have more than one value or, if the value is indeterminate, please 
explain in detail, providing values to the extent possible. 

If one wished to consider a facir i  with lwice the amount of capital in time period 
193 as occurred at IDNUM 1, would the value of QICAP be 1780414 for the time 
period? 

If the answer to (c) is negative, please state how QlCAP would be computed and 
provide the value, showing all calculations. 

For the time pericd 293, is it correct that for facility IDNUM 2 there is 5.17 times 
the amount of capital,as Is the case at faCnity IDNUM 1 (the number is obtained 
by dividing QlCAP for IDNUM 2 for 293 by QlCAP for IDNUM 1 for 293). If the 
answer is "no', please explain in detail. 

detailed answer presenting the correct computation. 

In the case of (e), please indicate whether the capital value represents the stock 
of amital present or the flow of capital consumed or used: il neither alternative is 
applikabk, please define the meahng of the capital value. 

For any IDNUM for a Ohren year, would the total capital used be defined by 
summing the four quarters for the yean ll the answer Is 'no', please provide a 



6342  

..... 

Response of United States Postal Service Witness Bouo 
To Interrogatories of the Office of the Consumer Advocate 

Adding the values for tDNUM 1 and IDNUM 2 would provide a reasonable 

estimate of the consolidated capital usage for a given time period. However, the 

Ideal approach would be to apply the multilateral index procedure to the 

appropriately aggregated data. 

Not applicable. 

Yes. 

Not applicable. 

Yes. 

See the response to OCAIUSPS-T-l54(b). 

Adding the values for the quarters would provide a reasonable estimate of the 

consolidated capital usage. However, the ideal approach would be to apply the 

multilateral index procedure to the appropriately aggregated data. 
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OCARISPS-T-15-48. Index numbers are usually stated in terms of a base year of 100; 
the choice of the base year is usually tailored to the problem at hand. 

(a) What is the base year and base year value for QICAP? 

@) What are the units of measurement of QICAP? 

(c) Is QlCAP a cardinal number? Please explain explicitly-why or why not. 

(d) Is QlCAP an ordinal number? Please explain expllcyl-why or why not. 

(e) Are all QlCAP values In constant dollars? 

OCNUSPS-T-15-46 Response. 

The base period is 1993 quarter 1. The quantity index of facility capital is based 

to equal its current dollar value In that period. 

The units of measurement are 1993 quarter 1 dollars. 

QlCAP is a cardinal number, since a doubling of the index would indicate that 

twice as much facility capital is available. 

QlCAP is not an ordinal number since it does not indicate the order of a series. 

Yes. See the response to part (b) and also the response to MPANSPS-T-15-6. 
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. OCANSPS-T-15-47. It is our understanding that one of the calculations used to derive 
QlCAP was based on the accounting depreciation technique denoted as "1.5 declining 
balances'. 

(a) Please confirm that this is correct. If not, please state the accounting technique(s) 
used. 

@) Please provide the computations used to produce the numbers using the 
depreciation approach employed. H you refer to a library reference, please 
explicitly state the page(s) on which the '1.5 declining balances' or other 
depreciation approach was presented. 

(c) ,Why was the '1.5 declining balances' technique used In place of straight-line 
depreciation? If m e  other depreciation technique was used, please state why 
that technique was used. 

(d) in the case of each esset--e.g., LSM, BCS, or OCR machine-how was the period 
of years (Le., life of asset) chosen for the time period over which the asset was 
depreciated; what was the time period as measured in years? Please provide the 
asset lives for depreciation purposes for each of the various types of equipment, 
referencing which schedule applies by equipment type, e.g., OCR, BCS, FSM, etc. 

(e) Please provide information for owned buildings andlor other assets similar to that 
provided in (d). 

(9 Would a choice of depreciation technique different from that used have led to a 
different value of QCAP? 

(g) P l e m  state how yearly Investments are accrued andor treated in the QlCAP 
series. 

OCANSPS-T-1547 Response. 

(a) QlCAP is based in part on the pplication of the perpetual ink ntory model, with 

asset deterioration occurring at a geometric rate. The rates of geometric 

deterioration for mail processing equipment and postal suppon equipment were 
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estimated using the 1.5 declining balance formula. The geometric rate for 

buildings was not based on the 1.5 declining balance formula. Rather, it was 

taken from empirical estimates found in the economic literature. See also the 

report "USPS Annual Total Factor ProductMty Methodology," which was 

provided by Mr. Degen as part of LR-H-272 In Docket No. RQ7-1. 

(b) The geometric rates of deterioration used were taken from the US. Postal 

Service total factor productivity analysis. The rates, by equipment category, are: 

mail processing equipment, 8.3% per year, postal support equipment, 11.5% per 

year; buildings, 2.33% per year. 

(c) I believe the economic literature on asset deterioration supports the use of 

geometric decay over straight line decay. The 1.5 declining balance form of 

geometric decay is consistent wHh that literature. 

(d) As stated in the answer to part (b), the rates were taken from the Postal Service's 

total factor productivity analysis. In determining the deterioration rates, the total 

factor productivity analysis looked at the book lives of various assets that make 

up each asset class. The l i es  used to estimate the geometric rate of 

deterioration are 18 years for mail processing equipment and 13 years for postal 

support equipment. 

(e) As stated In the response to part (a), the rate for bulldings was based on the 

economic literature. 

Q Yes. 
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Assets contribute to capital input measured by QlCAP once they are put into 

senrice. As the asset ages Its level of contribution declines, according to the rate 

of geometric deterioration. 

(g) 
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OCANSPS-1-15-48. The following questions focus on QlCAP and investment. 

(a) Among the costs of installing a piece of equlpment are the engineering, planning, 
Installation, and supervlsory costs of In-house personnel andlor vendor and 
&tractor personnel in effectuating the instaliation of the equipment. Does the 
QICAP series incorporate any of these costs? 

(b) Does QICAP include any Operating and Maintenance costs? If not, are Operating 
and Maintenance costs carried under th6 direct hours in your Excel spreadsheet 
associated with each activity, e.g., FSM, LSM, OCR, etc? If your answer is 
negative to both questions, please explain. 

(c) Only one QlCAP number is available for each quarter for an IDNUM. Does this 
number refer to the total capital used In all activities analyzed (including machines, 
buildings, and any other capita1) at a site? If the answer Is 'no', please explain in 
detail. 

(d) Does QlCAP contain any dollars at a site for activities no! explicitly analyzed in 
your study at the site? 

(e) Are there individual QICAP series available for each function, i.e., FSM, OCR, 
LSM, BCS, etc.? 

(f) If the answer to (e) is 'yes', please provide the appropriate QlCAP values for each 
of the functions, e.g., FSM, OCS, LSM, BCS, etc. 

OCANSPS-T-15-48 Response. 

(a) To the extent that the engineering, planning, Installation, and supetvkory costs 

-are included in the book value of the asset, QICAP incorporates those costs. 

The presumption is that these activities add value to the asset put in place. 

(b) No, QICAP does not include operating and maintenance costs. The costs of the 

clerks who operate the machines are included In the mail processing labor cost 
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pools associated with each operation. The electricity used to operate the 

machines would be included in Cost Segment 15: Building Occupancy. The 

labor and parts used to maintain the machines would be included in Cost 

Segments 11 and 16, which are Custodial and Maintenance Service, and 

Supplies and Services, respectively. 

(e) Yes. 

(d) QlCAP is designed to be a measure of facility-level capital usage, so it Includes 

some capital assets used in mail processing and/or support activities that I did 

not otherwise model In the measures. 

(e) No. 

(9 Not applicable. 
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OCARISPS-T-15-49. It is ow understanding that the machinery at the mail facilities is 
depreciated. Assume that a FSM, BCS, OCR, or other type of machine has been 
depreciated on the books by a total of 40%. 

(a) Does a machine that has been depreciated by 40% have a productivity level that is 
60% of its original rating? 

(b) Assuming that two BCS machines of the same model, features, and capacity were 
purchased In two dtlferent yeam for different prices (prkxs differing based on 
market conditions) are they considered to have the same productivity, ceteris 
parfbus, after x years of service? 

(c) If the answer to (b) is 'no", how would the productivity of the two machines be 
compared and measured? 

OCAIUSPS-T-15-49 Response. 

(a) I cannot confirm or deny your asseflion with respect to accounting depreciation. 

From an economic standpoint, the machines have useful value, which is 

consistent with the geometric perpetual inventoly equation. 

(b) Yes, the two machines are assumed to have the same level of productivity when 

they are X years old, which would occur In different years according to your 

scenario. The stock of capital services is calculated in real terms so there are 

adjustments for changes in purchase prices. 

(c) Not applicable. 
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OCANSPS-T-15-50, These questions focus on the amount of capital equipment in 
each facility. 

For each facility and each operation, e.g., FSM, LSM, OCR, etc., are capital 
WplprIIent data available by facility IDNUM for each piece of equipment, 
including acquisition date of each piece of equipment, acquisition cost, and basis 
for depreciation? Please provide the Information. 

Are data available for the yearly costs for pieces of leased equipment, in terms of 
activity, site, and time period? If so, please provide the information. 

Are data comparable to (a) and (b) available for owned and leased space, by 
IDNUM, time period, and a c t i i  If so, please provide the information for the 
space used in the case of owned faciliiies, and yearly dollar values of the lease 
for leased space. 

For any case with a negative response, please explain. 

OCNUSPS-T-15-50 Response. 

Yes. The requested data will be provided in USPS LR-1-24. 

No. It is my understanding that there is no Postal Service data system that 

tracks leased equipment by activity, site, and t h e  period. Therefore, the 

requested data are not available. 

No. The FMS data do not identify space or space costs by activity. See also the 

response to UPS/USPS-T154(c). 

See the responses to parts (b) and (c). 
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OCNUSPS-1-15-51. In discussing the translog function in your testimony, lines 10-12 
at 40, you discuss homotheticlty and its implications. 

(a) In the course of your work did you consider whether the function was homogenous 
of degree n, wlth n assuming values equal to, greater than, and less than one? 
Please explain. 

(b) Did you perform any analysls of returns to scale? Please explain. 

(c) Is your consideration of homotheticity in any way related to homogeneity? Please 
explain. 

(d) Do you have any evidence of increasing, constant, or decreasing returns to scale 
for the actiiies analyzed? If so, please state them. 

(e) What are the physical characteristics represented by a homothetic function: i.e., 
how would we know, absent a statistical test but looking at the physical production 
line, whether such a function was homothetic? 

(9 Did you perform any statistical test for homotheticity? 

OCARISPS-T-15-51 Response. 

Please note that In the cited portion of my testimony, I am not discussing the translog 

function. Rather, that section discusses the assumptions on "the cost pool-level 

production (or cost) functions. under whkh "the capital and labor variabilities will be 

Identical, In equilibrium" (USPS-T-15, page 40, lines 10-1 1). 

(a) Given the relationship between homothetic and homogeneous production (or cost) 

functions-see the response to OCANSPS-T-15-39ln considering the 

irnpllcations of an assumption of homotheticity, I Implicitly also consider whether 

the production (or cost) functions are homogeneous. It is well-known that there 
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is a close relationship between the degree of homogeneity of production (or cost) 

functions and returns to scale. See, for example, J. M. Henderson and R. E. 

Quandt, M~cmscenornic Theory: A Mathemtical Approach (McGraw-Hill, 1980), 

at pages 105-106. Since a production (or cost) function may, In principle, exhibit 

constant, Increasing, or decreasing returns to scale on the margin, I did not 

impose any prior restrictions on the degree of mtums to scale. 

(b) The results I report at pages 119 and 120 of USPS-1-15 clearly indicate that the 

output (piece handling) elasticities for the mail processing operations I studied 

are less than one, or equivaientty the vdume-va.riabilii factors for the operations 

are less than 100 percent. It is my understanding that other economists studying 

Postal Service costs have interpreted volumevariability factors less than 100 

percent (e.g., for carrier activities) as indicating the presence of economies of 

%ale" (or locally increasing returns to "scale"). However, there are technical 

issues of what precisely constitutes economies of =scale,' as opposed to other 

types of economies (e.g., density, scope, size) that exceed the scope of my 

testimony. 

(c) See the response to pari (a). 

(d) See the response to pari (b). 

(e) I assume by "physical characteristics" you mean characteristics of the production 

process represented by a homothetic production (or cost) function. I am not 
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aware of any generalizations in the economic literature regarding the "physical 

characteristics" of such processes. However, as described in my testimony, 

homotheticity implies relationships between the level of output and relative factor 

demands, see USPS-T-15 at page 40, lines 12-14. Those relationships are 

observable, at least in principle. 

.- 

(9 No. See also the response to OCA/USPS-l-l5-lO(a). 
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OCANSPS-T-15-52. Please confirm that management labor hours are not included in 
the labor hour relationships that you have estimated. If you do not confirm, please 
explain. 

OCANSPS-T-15-52 Response. 

The analysis presented in USPS-T-15 pertains directly to a portion of Cost Segment 

3.1, which encompasses clerk and mailhandler labor expenses. Thus, the relationships 

I have estimated exclude labor hours other than those of clerks and mailhandlers. I am 

not sure what, precisely, you mean by 'management labor hours." Please note, 

however, that labor costs for supervisors and technical personnel are included in Cost 

Segment 2 labor costs for Postmasters are included in Cost Segment 1. Please see 

the corresponding sections of LR-1-1 for a description of those cost segments. 
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OCAIUSPS-1-15-53. You use the manual ratio as a measure of the degree of 
automation at a facility. Why did you use this variable instead of a measure of the 
amount of automated equipment at the facilii, for example-the value of installed OCR, 
BCS and other automation machinery? 

OCAIUSPS-1-15-53 Response. 

The interrogator)b assertion that I used the manual ratio instead ofa measure of the 

amount of automated equipment is not completely correct. The "amount of automated 

equipment" is captured in the QiCAP variable. 

The manual ratio variable indicates the relative utilization of the facility's manual and 

automated operations. A measure based on the value of installed equipment would not 

do so. 
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OCAWSPS-1-15-54. In OCAWSPS-1-15-16 [sic] you state, ‘The restrictions I have 
’avoided‘ are those assodated wlth the use of a functional form for the labor demand 
models that does not have the translog’s approximation properties.’ What, specifically, 
are the restrictions avoided to which you refer? 

OCANSPS-1-15-54 Response. 

In my response to OCANSPS-l-15-16,1 also quote the following passage, from USPS- 

1-15 at page 65, lines 11-13, where I state, The translog [functional form] has general 

applicability because it provides a second order approximation to a function of arbitrary 

form.” To specify further, it would be necessary to identify a specific functional form 

that embodies a priori restrictions not imposed by the translog functional form. There 

are, in principle, Infinite such functional fonns, so I clearly cannot exhaustively list the 

restrictions. However, to provide an Illustrative example, consider the Cob-Douglas 

(log-linear) functional form. The Cobb-Douglas functional form can be expressed as a 

special case of the translog in which the coefficients on all second-order and cross 

terms are restricted to be zero. -The CobDouglas restrictions further imply that the 

output elasticities, or volume-variability factors, are identical for all observations. Thus, 

in employing the translog function without the a priori restrictions of the Cobb-DOuglas 

form, I avoid the restriction that the volumevarlabilii factors are identical for all 

observatlons-a restriction that is, as the results presented in LR-1-107 indicate, 

rejected emplriceliy. 
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OCAAJSPS-T-15-55. Please refer to USPS-LR-1-178, focusing on the Excel file 'Capital 
Index.xls.' 

(a) Is REGPO in column 1 the same as IDNUM? If not, please explain the mappings 
of REGPO onto the IDNUM's. 

(b) Please define and explain all other column headings. 

OCANSPS-T-15-55 Response. 

(a) Yes. 

(b) The column headings In the referenced spreadsheet file are in plain English apart 

from the following abbreviations: AHE = Automated Handling Equipment, MHE = 

Mechanized Handling Equipment, PSE = Postal Support Equipment, P&D = 

Processing and Distribution. AHE and MHE collectively constitute Mail 

Processing Equipment, as the term is used in the text accompanying USPS LR-I- 

244. 
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OCANSPS-T-15-56. Please refer to your testimony, lines 7 through 11 at 
91. It is our understanding thet the function being estimated is now stated to be 
LI factor Input demand functi0n rather than a cost function. Economic textbooks 
Indicate that inputs for a labor demand function include payments to the factors 
at produdon as well II(, the price of the output. 

a Does your labor factor demand equation have output price and price of 
capital In the equation? 

b. If your answer to (a) is negative, please explain. 

c. Does your labor factor demand equation have other variables that are not 
specified by a typrcal textbook exposition as enunciated in this question? 

OCANSPS-T-15-56 Response. 

a. No. 

b. The statement of the interrogatoly appears to incorrectly identify the analylicei 

basis for my analysis. What is termed the Yactor input demand function’ in 

the interrogatory--or labor demand function in the cited passaage--is, to make 

a finer distinction, a conditional labor (or, more generally, factor) demand 

function. The conditional labor demand function can be derlved either from 

the pattiel equilibrium model of cost minimization (in which case my 

framework is a generalhed version of that dercribed in the Docket No. FB7-1 

lnterrogatoty USPs/ocA-T6oOg to Or. Smith, Tr. 28/15909-15910; see also 

USPS-T-15 at pages 4244 and the response to OCANSPS-T-15-59 pan d), 

or from a generalized nowosi minimizing model as mentioned in USPS-1-15 

at page 33, footnote 8; see also the response to oCA/USP!S-T-l5-58(c). In 
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either case, it is appropriate that the output quantity (rather than output price) 

appear In the model specification. 

With respect to the capital variable, my inclusion of the capital quantity rather 

than price is appropriate for a treatment of capital as a 'quasi-fixed' factor. 

While I would expeci capital costs to be volume-variable to some degree 

(possibly to the same degree as labor wsts, as discussed in USPS-T-15 at 

pages 39-41), I would nevertheless expect that the nature of the Postal 

Senrice's capital planning and deployment processes is such that capital and 

labor are not simultaneously determined, but rather that the available capital 

is taken as a "given" when labor work assignments are made. 

c. Yes. As I discuss in USPS-T-15 at page 45, lines 17-20, "textbook economic 

theory cannot specHy the full set of relevant cost causing factors for any 

applied study. To create an adequate econometric model, It is necessary to 

Memti?y the factors that sufficiently bridge the gap between generic theory and 

operational reality.' The labor demand models I use, and the cost functions 

implicitly associated with them, employ additional variables for that mason. 

See USPS-T-15 at page 46, lines 8-10. The implicit cost functions associated 

with my labor demand functions are consistent with the general framework 

employed in the Chrktensen, Caves, and Tretheway paper cited In USPS-T- 

15 at page 46, footnote 15. 
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OCANSPS-T-15.57. 
wherein you indicate that R. Chambers indicates that the production function’s 
’properties M even its existence was seriousty debated’. 

a. Do you give any credence to the question of the existence of a production 
function? H 80, please explain. 

Please refer to your testimony footnote, 7 at 32, 

b. If your answer to (a) is negative, why do you raise this issue? 

c. If you are concerned about the production function’s properties issue 
mentloned by R. Chambers, please explain in detail the Issues in doubt and 
also how you have resolved the issues. 

OCANSPS-T-15-57 Response. 

a. It depends on what is meant by ‘existence.‘ In one sense, I believe it should 

be clear that the “production function” does not ritemrlyexist, but rather it ‘is 

simply an analytical representation of [the firm’s operating] plans and 

procedures.” as I state In USPS-T-15 at page 32, lines 17-18. Nevertheless, I 

believe that the body of economic production theory derived from the concept 

of the production function is analytkalty useful and powerful. 

b. 1 raised the Issue in the context of explaining a conceptual error h Dr. Smith’s 

statement in Docket No. Rg7-1 that   ope rating] plans and procedures do not 

provide the anaryUcal form or explanatory power found in a correctly specified 

translog production function as defined by economiW (Docket No. R97-1, 

Tr. 28/15829). Production functions (in whatever functional form) are simply 

an analytical representation of firms’ operating plans and procedures; see my 

response to part (a). Therefore, I believe it follows virtually by definition that 
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production functions can provide no more or less explanetory power than the 

operating plans and procedures they represent. 

c. Not applicable. 
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OCAUSPS-T-15-58. 
33, and the accompanying footnote 8. You indlcate that 'Whether the Postal 
&rvice'r actual pbns and procedure8 are cost minimizing Is beyond the scope of 
this testimony.' You quote 'Estimation of a Cost Function When the Cost is Not 
Minimum: The Case of Soviet Manufacturing Industries, 1958-1971" by Yasushi 
Toda, Ihe RevRew of E m b  and Stafistics, 58 (lQ76) at 259-68, as the 
soum for informaUon on firms which do not minimize costs. 

Please refer lo your testimony, lines 1 through 4 at 

b. 

C. 

d. 

a. - Or. Toda indicates that the presence of a factor price disparhy creates a bias 
in the Index of totd factar productMty. Your analysis of capital and the 
QlCAP variable appeamlo be based to a significant degree on Total Factor 
Productivity. Accordingly, does not the assertion that Postal Service 
facilities may or may not be operated in a cost minimizing fashion limit or 
eliminate the accuracy of your QICAP variable and the associated capital 
analysis? Please explain.. 

Or. Toda also found that the shadow rental wage and observed rental wage 
ratios were significantly different in the case of a cost minimking and a non- 
minimizing cost situation. Assuming that according to your testimony cost 
non-mlnimlzatlon behavior may be a characteristic of some Postal Setvice 
facilities, may we condude that Dr. Toda's conclusions are applicable to the 
Postal Service? Please explain. 

In discussing cost minimization, would it be COtteEt to assume that you are 
indicating thaf some sites (as ldentiied by IDNUM) may be cost efficient, 
while other Snes may be inefficient? H your answer is yes, please indicate 
factors that could cause a site to be opereted in a non-cob)l minimizing way. 
If your answer is no, please indlcate the concept you are attempting to 
comrey in discussing cost non-minlmiratlon if you allege that it is not an 
issue. 

Assuming that cost minimization occum at a site (or does not occur at a 
site), then b H correct that over a period of time a site could mow from 
minimization to non-minimization (or the opposite)? Please explain. 

OCANSPST-1 H 8  Response. 

a. I do not believe so. The statement of the interrogatory fails to make an 

important distinction. My facility-level capital variable (QICAP) does not make 
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use of the Postal Service's Total Factor ProductMty (TFP) results (Le., the 

TFP index). Rather, it makes use of methods developed to measure capital 

input for the TFP analysis. That is, the relationship between my analysis and 

the Postal Service's TFP analysis is that they share common methods to 

develop data on economic input. My interpretath of the dted discussion in 

Toda's paper is that il malnly concern the methods by which measures of 

economic labor and capital input are combined to form an aggregate (labor 

and capital) input index for TFP measurement. Finally, while I have no 

reason to believe that the Postal Service TFP index is actually biased, the 

bottom line is that I do not use it to develop QICAP. 

b. I believe the statement of the interrogatory incompletely reports Toda's main 

empirical result, which is that there were (statistically) significant differences 

between the observed and shadow 'rental-wage ratios" for three Soviet 

industry sectors out of the eight studied. Toda observes that his results '[I'Jn 

large pa rt... fail to verify [his] expectationsg that "the use of primary factors 

may be in disequilibrium" in Soviet Industry (Toda, op. clt., at page 263). 

Nevertheless, Toda's empirical resub apply to Soviet industries operating 

under institutional conditions that, in my opinion, do not provide a good 

characterization of the Postal Service. Thus, I w i d  not be inclined to 

generalize Toda's results to the Postal Senrice. Also, please note that my 

citation of Toda's paper was with respect to the applicability of 'neoclassical" 

economic cost analysis methods in a nOncOSt minimizing context, and my 
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conclusion that cost analysis methods are applicable whether or not the 

Postal Service is a cost minimizer. 

c. My testimony does not indicate whether or not specific operations are 

operated in a 'cost Mcient" manner. As I indicate in the response to part (b), 

above, and in the cited portion of my testimony, the concept I am trying to 

convey Is the applicabilliy of heoclassicai" economic cost analysis methods 

in a n o n a  minlmking context. 

d. Yes. In principle, a site could move towards (or away from) the minimum cost 

frontier by employing the available resources more (or less) efficiently. 
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OcARISPS-T-I!i-59. Piease refer to your testimony, iines 13 through 15 at 
42, where you state, Therefore. estimating labor demand functions, rather than 
COS1 or production functions, to obtain the wiurne-variability factors Is a 
theoretically valid modeling approach.' 

e. Wwid this be true under all conditions, Le., both competitive and non- 
competitive equilibrium, non cost minimization, and cases of non- 
equilibrium? Pleasse explain. 

b. Do your results presuppose competitive market equilibrium? Please 
explain. 

c. in the case of attainment of a noncompetitive market equilibrium, would 
your results be the same? Please explain. 

d. You reference in the accompanying footnote 13 a book by R. Chambers to 
substantiate tbe theory of the modeling approach. Recognizing that 
Professor Chambers' book Is comprehensive and voluminous at least from 
the viewpoint of a cursory review effort limited by time, please specifically 
referem the pages that you use to substaniiate your theoretical economic 
analysis. 

oCAAJSPS-T-15aQ Response. 

a. I do not believe any theory holds under "all conditions.' with respect to the 

conditions Indicated In the statement of the interrogatory, the quoted passage 

from USPS-T-15 is in the context of a description Indicating that the model in^ 

approach is valid under coat minimization, (10 well as non-cost minimization 

represented per the Toda article diswssed in the response to OCANSPS-T- 

15-56. The modeling approach does not presuppose the existence of 

competitive or non-competitive general equilibrium; see the r e s p s e  to (b), 

below. I am not sure what exactly is meant by "cases of non-equilibrium.' 
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Tolhe extent that the term refers to dtwtlons under which the relevant 

theoretical oonbiiona of the cast minlmlzing (or generalized noncost 

minimlzing) model do not hold, my resub would still represent an empirical 

analysis of the Postal Senrlee's demand for labor in mail processing 

OperationS, but the mathematical relationship (Shepard's lemma") between 

the labor demand and cost ?unctions would not necessarily hold. 

b. I assume that by 'competitive market equllibriumg you mean Walraslan 

general equilibrium as described in, e.g., Chapter 5 of Varian's 

Mkroeconomlc Analysfs, Second Edition (Norton, 1984). In thls context, my 

approach ie a "partial equilibrium. model in that I do not assume that all 

markets clear. My models do not presuppose the existence of general 

equilibrium. See also the response to OCNUSPS-T-15-56. 

c. The question appears to ask whether my results would be the same under 

different economic structuresl.e., general equilibrium under perfect versus 

imperfect competition. Interpreting the question this way, I would not expect 

my resub to necessarily be lnvarlant wlth respect to the fundamental 

structure of the economy. However, I mwld expect my (partial equilibrium) 

results to embody any relevant characteristics of the structure of the economy 

as a whole. 

d. Please note that1 cited Chambers' bookin the general context of a treatment 

of the ' n e i c a r  approach to the economiw of cost and production. 
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However, a reader not otherwise familiar with the material miOht focus on 

Chapters 2 (%o~t hmctions”), 5 CFlexible fom and aggregation“), and 7 

(“Multioutput technokqlm”). 
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oCANSPs-~-15-60. Please refer to your testimony, lines 9 through 10 and 
the accompanying footnote 21 at 59. You Indicate that %e cost surface passing 
through the origin b neither necessary nor sufficient for the 100 percent volume- 
variability result: 

a. Please provide an example plus graphical representation of a cost surface 
passing through the origin and possessing 100 percent variability, a cost 
surface passing through the offgin and not possessing 100 perCem 
variability, and a cod surface not passlng through the origin and possessing 
100 percent variability, and any other possible case(s) not mentioned in this 
section of the Interrogatory. 

b. Please provlde the underlying mathematical proof. 

OCANSPS-1-15-60 Response. 

a. Consider a cost surface with the form C(D) = F + a D * ,  where C represents 

(real) cost, D represents the output or Ymt driver: Frepresents a Yied" 

component of cost (independent of D), and aand  eare poait*nre parameters. 

The elasticity of cost with respect to the cost driver 0, or volume-variability 

D dC &zD' 
C dD F+aD" 

factor, resulting from this specifkation in cCs =-e- = 

Technically, the term '1 00 percent [volume-]variabily refers to the situation 

where thin elasticity equals one. See the Preface and Appendix H of USPS 

LR-1-1 . 

For the cost surface spechd above to "pass through the origin" (Le., 

C(0) = 0), it must be that F = 0 ,  in which case the elasticity formula simplifies 
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to cCsD = E .  Thus, f the cost surface passes through the origin, 100 percent 

variability requires that E = 1. When E # I ,  costs are 1W.s percent volume- 

variable. This demonstrates that the cost surface passing through the origin 

b not wfflclenfor the 100 percent volume-variability resulkthe additional 

condiUon E = I  tS required in addHion to F = 0 .  

If the cost surface does not pass through the origin (Le., c(0) > O), 100 

percent volume-variability results when the equation EaD' t i  is satisfied, 

with F > 0. Given positive values of Fand a, there are three cases to 

F+aD' 

consider. First, there Is no solution to the equation mD' =1 (and the 

degree of volume-variability Is less than 100 percent) when E c 1, s i m  

E e 1 =s eaD' c F + aD' . When E = 1, the degree of volume-varjebilii 

approaches 100 percent In the limit as D tends to Infinity. When E > 1, soMng 

the equation for D indicates that the degree of volumeva~Iabllity will equal 

F+aD' 

100 p e m r ,  on the margin, for d (note that in thb 

case, the degree of volume-variability, on the margin. will be less than lo0 

percent at levels of output below D' and greater than 100 percent above DO). 

This demonstrates that the cost surface passing through the Migin Is not 

necesseryfor the 100 percent volume-variability resutt-tt Is possible to 
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establish conditions whereby the degree of volume-variability is 100 percent 

and the cosl surface does not pass through the origin. 

The graphs attached to this response provide the reque~ted graphical 

representation. 

b. Please see the response to part (a) for the requested proof. 
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OCANSPS-T-15-61. Please turn to your testimony, lines 8 through 12 at 
72. You state, 70 forge ahead and estimate a long-run cost function from cross- 
. section data when the data are not observed in lonprun equilibrium results, as 
Friedlaender and Spa& pdnt out, In biased estimates of the relevant economic 
quantkles (see A. Friedlaender and R. Spa& frdght Trensport Regulation, MK 
Press I@?, p.17): Subsequently In the text, the authors state that one should 
measure a short-run function In cases of longrun disequilibrium with chronic 
excess capam. 

a. Is your estimated function a short-run or a long-run function? 

b. Assuming that your reply is 'short-run,' Is this due to disequilibrium and 
chronic excess capacity? If so, please explain the chronic excess capacity 
and also the disequilibrium factors. 

c. If you reply that the function you have estimated Is long run, please explain 
what form a short run function would take in terms of variables. 

d. The authors state that the longrun function can be derhred as the envelope 
curve of the short-run function. Accordingly, have you derived the 
unobsewed long-run function, as indicated by Friedlaender and Spady? If 
so, please provide the function. 

e. Friedlaender and Spady advocate the specification of a cost function in 
terms of multiple outputs; did you conslder such an approach in your 
estimation efforts? Please explain your answer in detail. 

OCANSPS-T-lS51 R e s p ~ ~ e .  

a. Since capital is treated as a quasi-fixed factor, I am estimating "Short-N" 

fUnCtiOnS,. 

b. No, as I explain in the response to part (a), the functions are Short-run" 

because capital is treated as a quasi-fixed factor. This need not imply a 

disequilibrium condition. 
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c. Not applicable. 

d. No. Note that n ls my understanding that the rUnction" to which Spady and 

Fdedlaender refer b the total cost funczlon. Since I estimate the labor 

demand equation8 but not the full factor demand systems (Le., encompassing 

factors of production other than labor), my aMnysis doe0 not permit the 

underlying total cost function to be recovered. 

e. Yes. First, to characterire the set of operations for whlch I report econometric 

results, I employ ten equations with ten output (piece handling) variables; 

additionally, each equation Includes other non-volume 'cost drivers. in 

addition to piece handlings. Second, my analysis is an element of the Postal 

Senrice's 'distribution key" (or ~ o l u m e - v a r i a b i l ~ / d i s t ~ ~ n  kef) methods to 

estimate volume-variable casts by subclass (la., multiple outputs). See also 

Docket No. R2OOO-1, USPST-15 at pages 47-56, USPS LR-1-1, Appendix H; 

Docket No. R97-1, USPS-T-11 and Tr. 34l18220-18228. 
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OCAIUSPS-T-15-62. In your reply to interrogatory OCA/uSPS-T-15-20, 
you indlcate that an updating of Or. Bradby’s modela that did not require the 
updating of new data systems could requlre up to two person years of work, or 
more i f  significant changes were required. 

8. Would it be reasonable to awume that Dr. Bradley’s work also requlred 
possibly f i e  yean, of pem effoon for the initial development, similar to your 
efforts? .If you are unale to provide this information, please refer the 
question to the appropriate USPS source that can reply lo the question of 
how many pe-rson years of effort went into Dr. Bradley’s work. 

b. Please provide an estlmate of the m n t  of time required to complete your 
study to obtain the m e r a w  of the functions examined in Dr. Bradley’s 
study, but not examlned In your study. 

OCANSPS-T-15-62 Response. 

8. I believe it would be reasonable to assume that Dr. Bradley’s work employed 

at least five person-years’ work, measured comparably to the estimate I 

provided in response to OCANSPS-T-l5-2O(b). 

b. I provided an estimate of the time required to update Or. Bradley’s BMC 

results in my response to OCANSPS-T-l5-2O(a). With similar qualifications, 

I believe a comparable amount of time wwld be requlred to update the 

remote encodlng and registry results and to oomplete the work on allied labor 

operatiom, reported In the response to MPANSPS-1-15-1. 
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OCAUSPS-T-15-63. . These questions focus on the choice of variables for 
your equations on pages 117 and 118 of your testimony. 

a. Are any hours of management time included in the hours variable? 

b. Are any houra of plant and equipment maintenance time included in the hours 
variable? 

c. Are any hours of other overhead types of labor included in the hours variable? 

OCANSPS-T-15-63 Response. 

Please note that the hours variables are designed to include clerk and 

mailhandler mail processing (Cost Segment 3.1) wo.rkhours. Wokhours of 

management,' malntenance personnel, and other "overhead types of labor" are 

recorded and analyzed in cost segments other th;in 3.1. It is also my 

understanding that the workhours (at MODS facilities) of employees in these 

other labor categories are not available by cost pool. See, e.g., Handbook M-32 

(Docket No. RS7-1, USPS LR-H-147), Appendix A, at pages 18 (supewisors) and 

20 (malnienance personnel). 

a. See the response to OCANSPS-T-15-52. Also piease see above. 

b. No. Also please see abave. 

c. No. Alsopleaseseeabove. 
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OCAIUSPS-Tl5-64. Please refer to your response to interrogatory 
OCA/USPS-T-15-50, filed on March 24,2000. You provided a variety of files, 
variously labeled mpe.map, mpe93.W, pse.map, pse9Ztxt, among others. The 
following questions are focused on attempting to determine the meaning of the 
contents of the files. 
a. Please provide column headings for all files provided, including but not limited 

to the aforementioned files. 

b. On the assumption that mpe.map and pse.map present a listing of various 
types of equipment in terms of a type of functional number and equipment 
description, please explain why there are two different files and explain the 
contents of the files. If this assumption is incorrect, please provide 
information that would permit an understanding of the files. Please also 
provide any relevant documentation with the Postal Setvice that would assist 
in understanding the contents of the files. 

c. In the case of the pse93.M file and the mpe93.W file, on the assumption that 
the fourth column refers to the value of capital equipment, please indicate 
whether the value in the fourth column is in current year or constant year 
dollars, whether the value of the equipment is a stock of equipment or a flow 
of equipment dollars, and the year of the relevant dollars. 

form, please verify whether the data are consistent with the other data in your 
analysis. On the assumption that the data are In a stock of equipment form 
and that QlCAP is in a flow of equipment dollars form and is adjusted for a 
variety of depreciation, inflation, and other factors on a quarterly basis, please 
present the dollar values in a form consistent with the data used in your 
analysis. 

e. In the case of capital equipment designations, you do not appear to have 
referenced the equipment in terms of the functions performed as presented in 
your analysis, e.g., LSM, OCR, etc. Please provide the tie between the 
capital equipment entries and the function(s) being performed for each 
IDNUM. 

f. Please confirm that the aggregate of all of the data provided in the response 
for a facility IDNUM is equal to the total capital at a facility. If not, please 
explain. 

g. Assuming that these data provide an accurate measure of capital at a facility, 
why did you not use these data in disaggregated form on a quarterly basis in 
terms of functions in the analysis rather than using one QlCAP variable? 

d. In the event that you have provided dollar values in a stock of equipment 
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OCA/USPS-Tl5-64 Response. 

a. Please note that file format descriptions for all of the files in LR-1-24 were 

provided in the accompanying text, an electronic version of which was 

provided in the LR-I-24.doc file. See the section therein entitled, 

'Description of LR-1-24 data files." 

b. As the text description accompanying LR-1-244 indicates, mpe.map is a 

"[mlap [Le., list with descriptions] of all Property Code Numbers (PCN) for 

mail processing equipment (MPE)" and pse.map is a "[mlap of all Property 

Code Numben (PCN) for postal support equipment (PSE)." See also the 

response to part (a). There are two files because MPE and PSE are separate 

equipment categories. 

c. As the text description accompanying LR-1-24 indicates, the data in the 

fourth column of the mpe<r.txt and pse<r.txt files represent the acquisition 

cost of the pieces of equipment. It is my understanding that the data are in 

nominal terms. 

d. I assume that the "dollar values" to which the interrogatory refers are the 

acquisition cost data presented in the fourth column of the mpe<y>.kt and 

pse+.txt files in LR-1-24: see also the response to part (c). The nominal 

acquisition cost is neither a measure of the (real) stock of equipment 

(because it does not account for inflation or depreciation, among other 

things), nor is it, by definition, a measure of the flow of capital services per 

unit time from the equipment. Thus, the "assumption that the [acquisition 
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cost] data are in a stock of equipment form” is incorrect. However, I confirm 

that the provided PPAM data are consistent with QlCAP in that the PPAM 

data are used to impute the flows of capital services from the equipment. 

e. Contrary to the assertion of the interrogatory, a number of the PCN 

descriptions provided in the file mpe.map identii types of sorting equipment 

employed in certain operations for which I provide econometric results. 

Please note, however, that most of the MPE PCNs, and all (or nearly all) PSE 

PCNs, represent “support“ equipment that cannot be uniquely associated with 

mail processing cost pools. Accordingly, I did not develop a mapping of 

equipment to cost pools. Please see also USPS-T-15 at page 93, line 21, to 

page 94, line 1, and the response to UPSNSPS-T15-24(b). 

f .  I cannot confirm without knowing the aggregation procedure referenced In the 

interrogatory. Note, however, that the set of records associated with a facility 

IDNUM in the mpe<y>.txt or pse<y>.txt file would represent the stock of 

equipment belonging to the given equipment category installed at the facility 

at the beginning of fiscal year -+. 

g. Please see the responses lo  UPSIUSPS-T15-24(b) and 

UPSNSPS-T15-32(b). 
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(Redirected from Witness Cmm. USPS-T-27) 

OCNUSPS-T27-3. Please refer to your testimony [uSPS-T-27) at page 8, lines 
7-13. You state that: 

The second change from my presentation in Docket No. RQ7-1 is 
the calculation of mail processing costs. In Docket No. RQ7-1, 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 podon of the flats operations. The impact of 
this change is to expand the cost difference between flats end 
parcels beyond its level under the Docket No. R97-1 volume 
variability proposal. 

a. Please explain fully the Postal Service rationale for not proposing 'explicit 
econometric-based volume variability factors as part of their mail processing 
cost presentation.' (if you are not the witness responsible for this decision, 
then redirect this question to the responsible witness for an answer). 

.- 

OCNUSPS-T27-3 Response. 

a. The question's implication that the Postal Service does not propose 

econometric volume-variability factors in this docket is Incorrect. See 

my testimony, USPS-T-15, at pages 118120. For an explanation of 

the Postal Service's decision to employ the traditional IOCS-based 

mall processing variability method (i.e.. Smpliclt'variabilities) In mail 

processing operations not covered by my econometric models, please 

88% USPS-T-15 at pages 132-1 39. 
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1 UPSNSPST159. Refer to the data presented below for MODS group 1 (OCR): 

4 
5 
6 
7 
8 
9 

10 
11 
12 

13 

14 

15 

16 

17 

For each time period for site 111, HRS > 40, TPH > 0, PRODLOW c TPWHRS c 
PRODMIGH, DPT > 0, QlCAP > 0 and WAGES [sic] 5 0, yet you drop all of these 
observations from your analysis sample. Why? 

UPSNSPSrTl5-9 Response. 

The referenced observations were inadvertentty omitted from the regression 

sample due to a programming enor. In the tables attached to this response, I 

provide versions of Table 3, Table 6, Table 7, and Table 9 from USPS-T-15 as 

they would appear with corrections to this programming error and to another 

minor programming error that prevents a small number of observations with a 

missing or invalid NWRS wage from being flagged for exclusion from the 
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regression samples (note that TSP eliminates observations in the sample with 

missing data prior to computing the estimates). The results reported in my 

testimony are correct given the regression samples actually employed in the LR- 

1-107 programs, but the samples themselves are slightly dierent from those that 

would result from the selection rules as intended. None of the estimated 

elasticities reported in the attached tables differ from the values in USPS-T-15 by 

an amount greater than the estimated standard error. The other changes to the 

results are correspondingly slight. I am providing the TSP programs and output 

that generate the attached results, with changed or added code clearly marked 

with comment lines, in USPS LR-1-239. 
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Manual 
cost Pool BCS OCR FSM LSM Flats 

Output .E97 .752 .a20 .956 .773 
Elasticity or 
Voiume- (.030) (.038) (.026) (.021) (.027) 
Variability 
Factor 

Deliveries 248 .333 221 .037 .317 
Elasticity 

(.045) (.061) (.037) (.M) (.W) 

Wage -.E25 -.597 -.611 -.139 -.241 
Elasticity 

(.052) (.071) (.041) (.On) (.060) 

Manual 
Letters 

.737 

( . O W  

.461 

(.039) 

-.688 

(.051) 

observations 

N sites 298 289 236 274 278 300 



6 3 8 5  

Manual Manual SPBS 
Parcels Priority 
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Cancellation 
& Meter 
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522 

(.028) 

Table7. Prln 

cost Pool 

. S O  .645 .a7 

(.024) (-045) (.ow 
output 
Elasticity or 
Volume- 
Variability 
Factor 

Deliveries 
Elasticity 

Wage Elasticity 
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.loo 
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Attachment 3 
Response to UPSNSPS-TI 59 

Page 1 of 1 
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.os3 .116 .065 
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:bal resultsfor other omrations with piece handling data, 

~~ 

.933 

3037 

182 

340 .987 .983 

3234 1584 5251 

200 95 291 

579 1,501 I 596 I .671 I 
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BY 1996 
Variability (Docket 

NO. R97-1, 
cost Pool USPS-T-14) 

. 
I. 

BY 1998 Percent dinerence 
Variability - BY98 VS. BY96 

d 

BCS 

OCR 

Attachment 4 
Response to UPSIUSPS-T15-9 

Page 1 of 1 

~ 

.945 ,897 -5.1% 

.786 ,752 -4.3% 
~ _ _ ~  ~ 

Manual Flats .866 

Manual Letters .797 

.773 -1 0.7% 

.737 -7.5% 

FSM 

LSM 

SPBS 

~ ~ 

.918 .820 -10.7% 

305 .956 5.6% 

.552' .&I5 16.8% 

Manual Parcels 

Manual Prioritv 

Cancellation and 1 .654 1 .547 I -16.4% I Meter PreD I 
.395 .522 32.2% 

.448 .540 16.8% 

Composite 

' Volume-variable cost percentage for combined SPBS - Priority and SPBS - 
Non-Priority cost pools. See Docket No. R97-1, USPS-T-12, at 15 Fable 41. 

.E10 .762 -5.9% 
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Response of United States Postal Service WBness Bono 
To Interrogatories of United Parcel Service 

UPWSPS-T15-13. A number of sites appear to have an intermittent presence of 
various MODS operations. For example, site # 6 has an intermittent presence Of 
Manual Parcels O D s  group 7) (from 193 to 194 TPH07 > 0, from 294-295 
TPH07 = 0, then in 296, TPH07 > 0 again) and Priority (MODS group 8). Explain 
why these operations appear only intermittently. 

- 

J 

UPSRISPS-T15-13 Response. 

The term "intermittent presence" is vague; without a more precise definition, I 

cannot comment in general on the extent of the problem or potential causes. In 

the case of site #6, positive manual parcels workhours are reported for each 

period from PQ1 Fy93 to PQ3 N98; manual Priority workhours are reported for 

all periods covered by my data set. In that sense, the presence of these 

operations is not 'intermittent." The reporting of manual parcels TPH at this site 

appears to be intermittent as specified in the interrogatory, but manual Priority 

TPH are reported for each period from PQ4 FY94 to PQ4 FY98 after a gap from 

PQ3 FY93 to PQ3 FY94. In contrast to the other MODS operations I studied, 

manual parcel and Priority volumes must be manually logged, so the volume 

data collection process is considerably more labor intensive than for operations 

in which volume data are transmitted from equipment or scales via electronic 

interfaces. 

In the case of site #6, the result of inquiries indicated that the intermittent 

repotting of manual parcel piece handlings may reflect periods in which manual 

and SPBS parcels were commingled, and the gap in the manual Priorii volume 

reporting may reflect a period prior to the filling of a related in-plant support 
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Response of United States Postal Senrice Witness Bono 
To Interrogatories of United Parcel Servlce 

position. Nofe also that the manual parcels observationsfrom this site do not 

enter the manual parcel regression sample, while a portion of the manual Priority 

observations (during the later period of continuous recording of TPH) are 

included in the manual Priority regression sample (see the sampsel.xls 

spreadsheet, LR-1-186). 
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39 

48 
128 

160 
168 
177 
188 
189 
192 
196 
266 
267 

Response of United States Postal Service Witness Bono 
to Interrogatories of United Parcel Service 

Existing facility added to MODS 

Existing facility added to MODS 

New facility 
Existing facility added to MODS 

Existing facility added to MODS 

Existing facility added to MODS 

Existing facility added to MODS 
Existing facility added to MODS 

New facility 
New facility 
New facility 
Existing facility added to MODS 

UPSRISPST15-18. In the estimation dataset contained in library reference 
USPS-LR-I-107, the following sites have no piece handlings in any of the 
MODS operations at the start of the 24 periods sampled, but come in with 
positive piece handlings elsewhere in the sample: 

Sites27,39,48,128,160,168,177,188,189,192,196,266,267. 
For each of these sites, explain whether (a) this is a new site which came into 
existence during the time period sampled, (b) this site did not report data into the 
MODS system, or (c) there is some other explanation for the zero piece 
handl i i  across all MODS groups at the start of the sample. If your answer is 
(c), provide the explanation or explanations. 

UPS/USPS-T15-18 Response. 

The requested explanations are provided in the table below. It is my 

understanding that additions of facilities to MODS are most commonly related to 

expansions of the facilities to include automated sorting equipment. 

Site ID I Reason 
27 I New facility 
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I 7 7  

- 1 

J 

delivery distribution center) 
Site no longer reports MODS (mail processing volumes were 

- 

I 

320 

Response of United States Postal Service Witness Bozo 
to Interrogatories of United Parcel Service 

moved to another facility beginning Q498; now an Associate 

Off ice) 
Site’s data not uploaded to Corporate Data Base in Q498 

UPS/USPS-T1519. In the estimation dataset contained in library reference 
USPS-LRI-107, the following sites have no piece handlings in any of the 
MODS operations at the end of the 24 periods sampled: 

For each of these sites, explain whether (a) this site closed down its operations, 
(b) this site did not report data into the MODS system, or (c) there is some other 
explanation for the zero piece handlings across all MODS groups at the end of 
the sample. If your answer is (c), provide the explanation or explanations. 

Sites 44, 177,320. 

UPSIUSPS-T15-19 Response. 

The requested explanations are provided in the table below. 

Site ID I Reason 
44 I Site no longer reports MODS (downsized from plant to 
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Site ID 
196 
231 

31 6 

.- 

Reason 
See above 
Removed from list of MODS sites in FY94 due to lack of plant 
designation. Added back in FY95 due to amount of mail 
processing and automation equipment 
Site's data not uploaded to Corporate Data Base in Q198 

I 

Response of United States Postal Service Wfness Bono 
to lnterro$atories of United Parcel Service 

UPSNSPST15-20. In the estimation dataset contained in library reference 
USPS-LRI-107, the following sites have intermittent periods of zero piece 
handlings across all MODS groups during the sample: 

For each of these sites, explain whether (a) this site temporarily closed down its 
operations, (b) this site did not report data into the MODS system, or (c) there is 
some other explanation for the intermittent zero piece handlings across all MODS 
groups. If your answer is (c), provide the explanation or explanations. 

Sites 196,231,316. 



6392 

Response of United States Postal Service Witness Bono 
lo lntefrogatorles of United Parcel Service 

UPWSPS-T15-23. The FOCUS data dictionary. provided in Ubrary Reference USPS 
LR-1-201 In response to UPSnrSPS-f154(a), shows that the MODS data contain 
informetion on machine downtime (DOWNTIME), number of machines (MACHINE), and 
machine run time (RUNTIME). Provide an Excel data file containing DOWNTIME, 
MACHINE, andRUNTlME by MODS operating group for each quarter from the first 
quarter of pl1993 to the last quarter of FY1998, for each of the 321 sites examined In 
your testimony. 

UPWSPS-T15-23 Response. 

The requested data will be provided In LR-1-286. 
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CHAIRMAN GLEIMAN: Is there any Additional 

Designated Written Cross Examination for this witness? 

MS. Noble? 

MS. NOBLE: Yes. I'd like permission to approach 

the witness? 

CHAIRMAN GLEIMAN: Certainly. 

CROSS EXAMINATION 

BY MS. NOBLE: 

Q Dr. Bozzo, I have just handed you answers you 

previously provided to questions designated as 

UPS/USPS-T-15-15, 1 6 ,  17, 2 4 ,  and 27. 

[Pause. I 

Have you had a chance to review them? 

A I have. 

Q Did you provide the written testimony that I have 

given to you this morning? 

A I did. 

Q And if you had to answer these questions orally 

today, would your answers be the same? 

A They would. 

MS. NOBLE: With the Commission's permission, I'd 

like to move these into evidence. 

CHAIRMAN GLEIMAN: If you'd please provide two 

copies to the Court Reporter, I'll direct that the 

Additional Designated Written Cross Examination be received 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

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

1 into evidence and transcribed into the record. 

2 [Additional Designated Written 

3 Cross Examination of A. Thomas 

- 

4 B O Z Z O ,  UPS/USPS-T-l5, 16, 17, 24 

5 and 27 was received into evidence 

6 and transcribed into the record. 
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Response of United States Postal Service Witness BOZO 
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UPS/USPS-T15-15. What other econometric estimators did you consider? 
Describe each such econometric estimator and explain why you decided not to 
pursue it. 

UPS/USPS-T15-15 Response. 

I did not compute any estimators other than the seven presented in USPS-T-15 

andlor LR-1-107 (i.e., the between estimator plus OLS and FGLS versions of the 

pooled, fied-effects, and random effects estimators). I considered the 

applicability of the 'seemingly unrelated regression" (SUR) estimator (Le., 

allowing for potential correlation between the equations for different mail 

processing operations), but did not pursue this approach due to time and 

resource constraints, as well as the fact that the only potential improvement from 

the use of SUR would be a potential gain in statistical efficiency of the estimates. 

For a discussion of why I prefer the fixed-effects estimators over the other 

estimators I did compute, please see USPS-T-15 at pages 122-4, 130-1 and the 

response to MPNSPS-Tl5-2. 
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Response of United States Postal Service Witness Bono 
To Interrogatories of United Parcel Service 

UPSNSPS-T15-1.6. What other error structures, other than the AR(1) structure, 
did you consider? Describe each such error structure and explain why you 
decided not to pursue it. 

. UPs/uSPS-T15-16 Response. 

I did not compute FGLS estimators for any "error structures" other than the 

AR(1). However, my decision not to pursue alternative FGLS estimators is 

based in part on the consideration that my results are consistent (though not 

necessarily statistically efficient) for an arbiirary 'GLS" error process (Le., the 

error vector has mean zero and covariance matrix proportional to some 

nonsingular matrix a). 
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Response of United States Postal Service Witness Bozo 
To hienogatones of United Parcel Service 

UPSNSPS-T15-17. What other functional forms, other than the translog form, 
did you consider? Describe each such functional form and explain why you 
decided not to pursue it. 

UPS/USPST1!5-17 Response. 

In reaching my conclusion that the use of the translog functional form is 

appropriate, I reviewed the relevant economic theory, and accordingly 

considered other functional forms to that extent. See USPS-T-15 at pages 65- 

67, and footnote 29 on page 69. Insofar my review revealed no a priori 

advantages for other functional forms (for example, since all of the explanatory 

variables should take on positive values if accurately reported), I did not compute 

estimates using alternative functional forms. 
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Response of United States Postal Service Witness Bono 
To Interrogatories of United Parcel Service 

UPSIUSPS-Tl5-24. Refer to pages 93 through 94 of your testimony, where you state, 
Since each PPAM equipment category encompasses a variety of equipment types, 
there is no simple correspondence between the categories and specific mail processing 
cost pools." However, the PPAM data contain the PCN or property code number for 
each piece of equipment. Handbook F-26, provided in Library Reference USPS-LR-I- 
201, describes each of the six-digit PCNs used to classify capital equipment. 

(a) Explain whether all, some, or none of the equipment can tie classified by mail 
processing cost pools using the equipment PCN. 

(b) If your answer to part (a) is either all or some, explain why you did not create 
separate capital indices for each mail processing cost pool. 

(c) If your answer to part (a) is none, explain why the PCN cannot be used to classify 
equipment by mail processing cost pool. 

UPSNSPS -T15-24 Response 

Please note that the "categories" to which I refer in the quoted statement are the AHE, 

MHE, PSE and CSE categories, not the PCNs. 

(a) Some of the equipment could, in principle, be classified by cost pool using the 

equipment PCN. 

(b) Several important factors motivated my decision to employ a facility capital 

measure as opposed to cost pool-level capital measures. First and foremost, as 

I indicated in my response to part (a), it is not possible to classify all equipment 

bycost pool using the PCN. The resulting cost pool-level capital measures 

would not represent the cost pool's capital per se, but rather the portion of the 

cost pool's capital that can be associated with the cost pool using the PCN. This 

is compounded by the fact that data on facility space, an important non- 

equipment component of a hypothetical cost pool capital index, are not available 
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Response of United States Postal Service Witness Bono 
To Interrogatories of United Parcel Service 

. 

by cost pool, as my responses to UPSNSPS-T15-8 and OCAAJSPS-T-15-50 

indicate. Furthermore, it is not obvious that a cost pool level capital measure 

would be the sole-or even the primary-economically relevant measure of 

capital. The effect of including the facility capital index is to capture the net effect 

on labor demand in a given cost pool of the capital services employed.in that cost 

pool as well as the capital services employed in other cost pools (that may be 

complements or substitutes for the cost pool, or that otherwise affect the cost 

pool's labor usage). 

(c) Not applicable. 
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Response of United States Postal Service Witness Bono 
To Interrogatories of United Parcel Service 

UPSAJSPS-T15-27. Chapter 3, page 13 of Postal Service Handbook F-26, provided in 
Library Reference USPS-LR-1-201, explains that The Postal Service uses the straight- 
line method of depreciatlon to allocate the cost of an item in equal increments over 
service life." In your testimony, you explain that in your calculation of the capital index, 
"the value of each year's equipment is depreciated using a 1 5  declining balance rate of 
replacement." USPS-T15, at 94, lines 1-3. Explain why you do not adopt the Postal 
Service's convention of straight-line depreciation. 

UPSAJSPS-Tl 5-27 Response 

The purpose of the capital index is to represent the quantity of capital services (or 

capital input) employed at each facility. In order to obtain such a measure, it would be 

inappropriate to use the straight line method of depreciation. See also the response to 

OCA!USPS-T-~S-~~(C). 
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CHAIRMAN GLEIMAN: Is there anyone else? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross examination. Requests for oral cross examination were 

filed by the Office of the Consumer Advocate; United Parcel 

Service; and Time Warner, which filed to preserve its right 

to conduct followup. 

Is there any other party that wishes to cross 

examine the witness? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, Mr. Richardson, you may 

begin. 

MR. RICHARDSON: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. RICHARDSON: 

Q Dr. Bozzo, good morning. 

A Good morning, Mr. Richardson. 

Q If you would turn, first, to your testimony on 

pages 17 and 18, where you discuss the time period or the 

longevity of your model, and first, on page 18, I would like 

to refer you to lines 16 through 19 where you indicate that 

Dr. Smith's contention that Dr. Bradley's estimates were 

short run was shown to be false. 

And there you cite some testimony in the previous 

docket, rate docket, R97-1, but you don't refer to the 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

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

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



6402 

8 

9 

1 0  

11 

12 

13 

14 

15 

16 

17 

1 8  

19 

2 0  

2 1  

2 2  

23 

2 4  

25 

- 

Commission's opinion at all in that citation. 

Did the Commission find that Dr. Bradley's 

estimates in R97-1 were short run? 

A Well, first, I should say that in my full 

statement in the cited section of my testimony, page 18, 

beginning at line 16, I'm specifically addressing Dr. 

Smith's - -  what I describe as Dr. Smith's contention that 

the high frequency of Dr. Bradley's data, in combination 

with the use of the fixed effects model, caused the Postal 

Service's econometric variability estimates to be, quote, 

"short run. '' 

It is my understanding that the Commission found 

Dr. Bradley's estimates to be short run. As an economic 

matter, I don't believe there was any dispute over the issue 

that from a purely economic, theoretical perspective, that 

Dr. Bradley's models constituted a short run analysis. 

Q And his analysis consisted of utilizing accounting 

period data; is that correct, four-week data? 

A It is my understanding that Dr. Bradley's data 

frequency was accounting period and the Postal Service's 

accounting periods are a period of four weeks. 

Q And in your analysis, what period do you use? 

A The periodicity of my data is quarterly. 

Q Twelve weeks? 

A It is either three or four Postal Service 

ANN RILEY & ASSOCIATES, LTD. 
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accounting periods. Because there are 1 3  accounting periods 

in the Postal Service year, the fourth Postal quarter 

consists of four accounting periods. 

As I describe in my testimony, I adjust the fourth 

quarter data to account for the extra accounting period. 
acl\hst i t  

Q Do you &downward to essentially be three 

accounting periods? 

A Yes. 

Q As opposed to adjusting the three quarters up to 

be four accounting periods, which wouldn't make any sense, 

correct? 

A I don't know that it wouldn't make any sense. 

Certainly, given that there is one longer quarter, it seemed 

to make sense to scale that quarter down to be the 

equivalent of the other three, rather than to scale the 

other three up to the scale of the fourth quarter. 

However, I would believe that one could have done 

it either way, in principle. 

Q And so in effect you're using 1 2  weeks or three 

accounting periods where Dr. Bradley used 4 weeks or one 

accounting period? 

A Per observation, yes. 

Q On page 17 of that same portion of your testimony, 

that same section, you agreed or indicate that pretty much 

everybody agrees that the economic concept of long run and 

ANN RILEY & ASSOCIATES, LTD. 
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1 the firm is free to vary all the factors of production - -  

2 you say that on lines 7 and 8 of page 17 in your testimony? 

3 A Yes. I state that the economic concept of the 

4 long run refers not to calendar time but rather to a 

5 hypothetical condition in which the firm is free to vary all 

6 of the factors of production. That is my statement at lines 

7 6 though 8 of the testimony. 

8 Q And then over on page 18 you make a statement that 

9 concludes on lines 11 through 13, you say, “However, the 

- 

10 longer term process of adjusting the clerk and mail handler 

11 complement operates more slowly. Our operational 

12 discussions suggested up to a year.” 

13 First of all, I want to ask you, you say “our 

- 14 operational discussions” - -  who did you discuss this matter 

15 with. The titles rather than the individual names is what I 

16 am asking for. 

17 A Well, in this case I believe it is simpler to 

18 provide a name. I discussed it primarily with Witness 

19 Kingsley and members of her staff. 

20 Q Okay. 

21 A That statement was also based in part on my 

22 interpretation of Witness Moden‘s testimony from Docket 

23 Number R97-1, in part. 

24 Q Did you have extensive discussions concerning the 

25 mail processing operations with Witness Kingley? 
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A It certainly depends on what you would define as 

extensive. I would say that with either Witness Kingsley or 

various members of her staff I certainly discussed it over 

the course of many hours. 

Q Now you indicate also that your operational 

discussions suggested up to a year in the process. How do 

you take that into account in your model? 

A I take that into account in my model by including 

additional lagged values of piece handlings, either total 

pieces handled or total pieces fed, according to the 

operation that is under consideration by including up to 

four quarterly lagged values of piece handlings. That means 

that in the terminology that was used sometimes in Docket 

Number R 9 7 - 1  I am using up to the previous year's piece 

handlings to explain the current quarters, work hourss and 

the operation. 

/ 

Q So that is a total of 52 weeks you are utilizing 

in that instance? 

A Four quarters. As I state - -  that is as I state 

in lines 13 to 1 5  of page 1 8  of the testimony. I state, 

*The models I present in this testimony therefore include 

lagged effects, by which I mean lagged piece handlings up to 

the SPLY or Same Period Last Year quarter. That  would be 

the same quarter of the previous year and the volume 

variability factors are calculated as the sum of the current 
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and lagged or TPF elasticities. 

Q NOW did Dr. Bradley in the previous case utilize a 

lag period? 

A It is my understanding that he did. 

Q And what was that? 

A I believe that Dr. Bradley included the previous 

accounting periods' value of TPH in his models. 

Q A total of 8 weeks that would be? 

A Well, again, he included the current period and 

the previous period's piece handlings in the models. 

It would be the case that the timespan covered by 

those two observations would be 8 weeks. 

Q By utilizing the same period last year quarter, is 

it your testimony that you are correcting for all factors of 

production that vary in the long run? 

A No, it is not. 

Q Also on your testimony on page 18, on lines 19 to 

23,  you dismiss the rate cycle as being relevant for the 

term of the mail processing analysis, and you indicate that, 

quote, "Real field planning processes do not take the 'rate 

cycle' into account so there is no operational basis for 

that modeling approach." 

My question to you is will investments in mail 

processing equipment such as flat sorting machines that are 

made this year and next year affect mail processing 
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operations during the next rate cycle or the forthcoming 

rate cycle which is the subject of this docket? 

A They may. 

Q And would you say the investments in mail 

processing equipment made last year would affect mail 

processing operations this year? 

A Certainly. 

Q So in your opinion Postal Service expenditures on 

investment for mail processing have an impact on mail 

processing costs? 

A That would be my expectation and that was a major 

driver of the consideration to include a measure of capital 

in the mail processing econometric models. 

Q Is that factor taken into account in any other 

place in your models other than the capital measure that you 

just mentioned? 

A I'm sorry, which factor? 

Q The effect of Postal Service expenditures on mail 

processing equipment - -  is that taken into account in your 

model in any place other than the factor that you just 

mentioned, your capital factor? 

A I believe that it is only explicitly taken into 

account in the capital variable. Again investments in 

Postal Service equipment would appear in the fixed asset 

records that I used to develop measures of capital stock, 
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from which I impute measures of capital input for the mail 

processing models. 

That is the natural way of including it in the 

model in my opinion. 

Q And could you for the Commission or for the record 

explain what you would call that particular variable? 

Is that QICAP - -  Q-I-C-A-P? 

A The variable name used in the LR-1-107 programs is 

Q-I-C-A-P or Q-I-CAP. It is a quantity index of capital 

input for Postal Service facilities. 

Q And again that is the only explicit variable that 

is taken into account in your model for that, for capital 

expenditure? 

A That's the explicit measure of capital input in my 

models, yes. 

Q Okay. I would like to switch now to questions 

that related to your labor demand function and OCA asked you 

some questions on OCA/USPS-T15-56, which related to this, 

although I don't want to ask you any particular question 

about that interrogatory response. 

You stated you have estimated a conditional labor 

demand function, and what variables does textbook economic 

theory normally include in a labor demand function? 

A It is my understanding that a textbook labor 

demand function derived from a textbook cost function, 
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which, of course, would necessarily involve some abstraction 

from whatever problem was actually being studied, would 

include a measure of the output of the production process 

being studied, a price of the variable inputs for the 

process being studied, and then the quantity of the 

so-called quasi-fixed inputs of the process being studied. 

The quasi-fixed inputs being any inputs like, for instance, 

mail processing equipment that would be in place and taken 

as a given when one decides, for instance, how to assign 

labor or other factors to the mail processing operations, or 

generally a production process under study. 

Q Now, are all these variables in your function? 

A I have variables that represent all of those in my 

function, yes. 

Q Have you included any variables that are not what 

you would say normally in a textbook specification for a 

labor demand function? 

A Yes. As I explain in my testimony, it is 

necessary to include additional variables in order to come 

up with an appropriate characterization of the factors that 

drive mail processing costs. The main additional variable 

that I include is a quantitative variable to measure the 

effect of the Postal Service network served by a mail 

processing facility on the costs in the mail processing 

operation. The specific variable that I included was 
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e deliveries, although I do discuss, generically, 

in measuring the Postal Service's delivery network in 

timony in particularly Section 4 . B  and 4 .C ,  beginning 

at page 44 of USPS-T-15. 

I, additionally, included a variable for which I 

used the R97 name, the manual ratio. The manual ration 

measures the fraction of piece handlings for a given shape 

of mail, either letters or flats, that are processed in 

automated or mechanized activities, and that serves as a 

measure of the effect of different mail flows at the 

facilities on the costs of particular operations, and, also, 

I believe with standard practice, I do include a 

time trend term in the equations to account for, 

generically, factors that might affect the costs at all mail 

processing facilities simultaneously, for instance, national 

Postal Service policies or contracts that might affect 

staffing. And I, additionally, include facility-specific 

terms in my preferred models to account for unmeasured 

characteristics of the plants themselves. 

Q So the record will be clear, I just want to sort 

this out, because my question related to those variables 

that you included that are not cited, normally included in a 

textbook on economic theory, and I believe you pointed to 

two specifically, the network variable related to possible 

deliveries and the manual ratio. And then you mentioned two 
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other variables, the time trend and the facility-specific 

terms, and I gather from your response that those two are 

normally included and that perhaps they may be in textbooks 

on economic theory. Could you clarify that? 

A Certainly. I mentioned those because, depending 

on exactly what type of textbook you looked at, you may or 

may not see a discussion of those variables. However, it is 

extremely common in my experience that variables such as 

those are included in any applied study. 

Q NOW, going back to the network and the manual 

ratio variables, can you cite any theoretical economic text 

that advocates using those two variables to provide a 

derivation that you are doing here? 

A Well, as a general preface, I should perhaps quote 

my testimony at page 45, beginning at line 17, where I 

state, "The textbook economic theory cannot specify the full 

set of relevant cost causing factors for any particular 

applied study. To create an adequate econometric model, it 

is necessary to identify the factors that sufficiently 

bridge the gap between generic theory and operational 

reality. 'I is page 45, line 17 through 20. K&t. 

Again, I believe with respect to variables such as 

the possible deliveries or network variable and the manual 

ratio, it really depends on what textbook you look at. On 
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Christensen, Doug Caves and M. Tretheway, and I can't 

remember what the M stands for offhand, entitled "Economies 

of Density Versus Economies of Scale, Why Trunk and Local 

Service Airlines Differ." I offered that as a 

representative citation to a body of cost: analysis 

literature that stresses in industries where network factors 

are important, and I would certainly include both the 

airline industry and the Postal or delivery industries in 

those, that it is a standard practice to include 

quantifications of networks served by the firms in a cost 

analysis. 

Q Other than the Christensen article, you don't have 

any other article that you, or a textbook that you can point 

to for the networks or the manual ratio? 

A Well, if one were to follow the citations in the 

Christensen, Caves and Tretheway papers, one would find 

references to other literature on the subject. 

Additionally, the paper cited in footnote 16, which I raise 

in the context of stating, beginning at line 1 2 ,  in the cost 

estimation literature, the result that estimates of costs 

and/or factor demand function parameters will be biased 

unless all relevant, quote, "technological factors", 

unquote, are taken into account, dates back at least to a 

1978 paper by McFadden. 

And the specific paper I refer to is a paper by 
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Dr. McFadden from a collection of articles entitled 

"Production Economics." The article was titled "Cost, 

Revenue and Production Functions." And 1 believe that that 

McFadden paper is also cited, for instance, in the book on 

freight transport regulation by Friedlaender and Spady that 

I cite elsewhere in the testimony. So tnose would be at 

least two additional citations. 

Q In your judgment, - -  your judgment has been 

utilized in determining whether to use a network variable in 

this case, isn't that correct? 

A My judgment to use the network variables, or at 

least to attempt to use the network variables is part of the 

decision to employ them in my preferred specification. The 

additional factor, of course, is the statistical result that 

the network variable is, in fact, a significant factor 

affecting mail processing costs. 

Q To your knowledge, has the Commission, this 

Commission, ever used a network variable in reaching a 

decision on mail processing? 

A I believe that it has not insofar as the 

Commission's methodology has been based upon the in-office 

cost system, essentially, since Docket Number R71-1, as I 

understand it. However, it is the case that network factors 

as a driver of mail processing, or, more generically, clerk 

and mail handler costs were at least discussed in some of 
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the material presented by the Postal Service in the 

inaugural docket. 

Q I would like to discuss network costs a little 

later. Right now I would like to ask you again about 

investments in mail processing equipment. And you say you 

had a chance to review with Witness Kingsley some of the 

operations. Did you discuss capital investment in mail 

processing equipment with Witness Kingsley? 

have you discussed why the Postal Service is investing in 

mail processing equipment, or what the purpose is? 

Specifically, 

A I don't know that the purpose of the Postal 

Service investment in mail processing equipment was 

specifically discussed. I believe the role of investment in 

mail processing equipment for the Postal Service was 

generally understood in the discussions leading to the 

testimony. 

Q But, certainly, one reason would be to impact the 

mail processing costs of the Postal Service, wouldn't it? 

A I believe so, yes. 

Q Is investment exogenous or endogenous to your 

model? 

A I believe it is strictly speaking neither 

exogenous nor endogenous. I treat as being predetermined as 

of when the Postal Service makes its decisions as to how to 

staff particular mail processing operations. 
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Q You mean that investment is given, a given in your 

model when you say predetermined? 

A By predetermined, what I mean is that my models 

treat the process of staffing mail processing operations as 

field managers and supervisors take the equipment that they 

have in the plants as given at the time that they assign 

employees to actually staff the operations to process mail. 

Q I think I will get back to that a little later. I 

have some other questions related to that issue. I want to 

focus on your use of TPF and TPH in your modeling. That is 

Total Pieces Fed and Total Pieces Handling in your modeling. 

You use those in lieu of First Handled Pieces, which is 

another measure of volume. But would you agree that First 

Handled Pieces is a measure of individual pieces of mail 

going through a facility? 

A It is my understanding that that is what First 

Handled Pieces is intended p' to-. M fd-. 
Q And to your knowledge, could a measure of the 

individual pieces of mail going through a facility be 

developed based on FHP? 

A I believe that in theory it could, however, in my 

testimony at pages 50, line 18th, through approximately 51, 

line 6, I discuss some factors which make it comparatively 

difficult to construct an econometrically appropriate output 

measure for mail processing operations from FHP. 
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Q Let me move on to another area: Have you defined 

the capacity of each mail processing activity for each site? 

And I would define capacity for you as the level 

of total pieces handled that could be processed during a 

time period with equipment operating on a continuous basis, 

except for breakdowns during scheduled work hours. 

A I have not. 

Q And do you refer to capacity for mail processing 

activities in your testimony? We weren't able to locate it, 

and I'm wondering if you could help us with that? 

A I don't believe I discuss it explicitly in the 

testimony. Certainly, to the extent that there are measures 

of equipment - -  well, to the extent that, of course, 

measures of capital equipment entered into the capital input 

variable in the models, there may be some representation of 

capacity, at least implicit in the use of that variable. 

I suppose that it's also the case that whether or 

not it is important to include capacity may depend on the 

operational specifics of given operations. 

Q But it's possible that the level of capacity 

utilization for an activity at a site will affect the costs 

of mail processing for that activity? 

A It's possible that it may affect the level of 

costs. 

Q And I'd like to also ask you about the efficiency 
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of the operation. You have examined a total of 11 mail 

processing activities. 

But a site will not necessarily have all 

activities present and operational. Some subset of the 

activities may be present and active during a time period. 

A Is that my statement that you're quoting? 

Q No, I'm just making a statement as a predicate for 

the question. My question to you is: 

Does the mix of activities actually in operation 

at a site have any impact on the hours per =or the hours 

per TPH relationship in the terms of the efficiency with 

which the individual activities operate? 

A Could you just run me through the question there? 

It seems there were a couple of parts to it, at least 

implicitly. 

Q Okay, does the mix of activities actually in 

operation at a site have any impact on the hours per TPF or 

hours per TPH relationship? 

A I believe that it does, and, indeed, I include the 

manual ratio variable to capture the effect of mail flows or 

specifically the degree of automation or mechanization of a 

given mail stream on the cost in a particular operation. 

Q Thank you. On page 47 of your testimony, you 

discuss cost drivers. You start a section on cost drivers. 

And on lines 6 through 8 at the beginning of that 
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section, you indicate you had discussions with Postal 

Service operations experts that determine network 

characteristics are important factors that drive costs in 

sorting operations. 

Could you explain again the experts you discussed 

these characteristics with? 

A As I stated previously, the discussions I 

reference included discussions with Witness Kingsley and her 

staff, as well as both individuals from Christensen 

Associates, with mail-processing-related expertise, and 

other Postal Service employees, primarily in what at least 

used to be cost attribution, but I'm not sure what the name 

of the group is these days with name changes of the group. 

Q Did you go into the field at all to discuss 

operations, current operations with personnel in the field? 

A I did not go into the field specifically for this 

study, however, my observations of field mail processing 

activities certainly did influence the study in this case as 

well. 

Q Now, on page 47 also, at the end of the page, you 

make the statement that volume does not cause network 

characteristics. 

Now, logically it seems that volume would have an 

effect on network characteristics, so would you explain why 

it doesn't? 
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A Well, of course, I wouldn't agree with the 

statement in your question that volume does cause network 

characteristics. I'm sorry if I misrepresented the 

quest ion. 

The statement that I have in mind is at lines 19 

and 20 of the testimony is that the observable network 

characteristics, which are primarily the location of the 

delivery points the Postal Service actually serves, are 

clearly not determined by mail volumes, Dut rather that the 

other way around; that the patterns of mail volumes and 

deliveries of pieces in the Postal Service are determined by 

the geographical dispersion and other characteristics of the 

Postal Service's network. That's what I mean by the 

statement. 

Q You're focusing on delivery points? 

A I am focusing primarily on possible deliveries or 

delivery points. And delivery points, in turn, are 

certainly, at least in my understanding, an important driver 

of carrier routes zip code boundaries and related factors. 

Q By delivery points, you mean addresses? 

A Essentially, yes. 

Q So you're assuming that the volume is driven by 

the number of addresses; is that what you're saying? 

A I am saying that the number of addresses is not 

determined by mail volumes. 
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Q Now on page 49 your testimony indicates, as this 

whole section discusses, two principal cost drivers, volume 

and network characteristics. Now did Dr. Bradley specify 

network characteristics as a cost driver in the last case? 

A It is my understanding that Dr. Bradley didn't 

explicitly include a measure of network characteristics. 

While I don't have Dr. Bradley's testimony in front of me, I 

believe that Dr. Bradley had felt that network 

characteristics may have been captured by the fixed effects 

terms in his preferred regression models 

Q Now you also refer to a library reference on page 

47 in the same section that was in Docket Number R 9 0 - 1 ,  and 

you refer to that on page 4 7 ,  line 18 - -  excuse me for 

jumping back and forth here your testimony. 

Did the Commission rely on that reference in the 

R90-1 opinion? 

A Rely on it for what? 

Q For its decision, for reaching the conclusions and 

recommendations that it made. 

A I am not certain in what context that Library 

Reference was originally filed, so I cannot specify. 

Q Do you know of any place the Commission has relied 

upon the theory that the network is a significant driver of 

mail processing costs? I believe I may have asked you that 

question earlier. 
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A I believe so. 

Q And I think you said you weren't aware of any. 

Now again in this section there is a lot of 

discussion about network interaction but on line 19 of page 

47 you indicate the volume and network characteristics 

interact in complicated ways and in your view it is very 

complicated, is that correct? 

A That's my statement. 

Q And then you make similar comments on page 4 8 .  

YOU indicate that modeling network characteristics is 

inherently challenging and then again on pages 48 and 4 9  

that the details of networks' interconnections tend to be 

difficult, if not impossible, to quantify. 

Given that, you then considered three variables. 

You say possible deliveries, the number of five-digit zip 

codes, and the number of post offices, I believe. 

A If you are intending to refer to page 49, lines 12 

to 14, it is the number of possible deliveries served by the 

facility, the number of five digit zip codes in the 

facility's serving territory, and the number of post office 

stations and branches in the facility's serving territory. 

Q And of those three you selected to rely on the 

number of possible deliveries, and that is your variable for 

the network characteristics, is that correct? 

A That's correct. As I discuss later in that 
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paragraph on page 49, I found that you could not reject the 

hypothesis that all three should be included collectively 

into the models. However, I also report that in the course 

of investigating the appropriate way to specify the model 

that I found that in effect the zip code and post office 

variables were too highly correlated with deliveries to make 

it worth specifying all three variables to quantify the 

network. 

Q Not having run regressions myself, it does seem 

rather simplistic to me, perhaps you can explain it to me, 

why after you have made three statements as to the 

complexity of this issue why you are able to dispose of this 

with one relatively simple number, the possible deliveries, 

does that fully satisfy you that you are taking into account 

network characteristics? 

A As I state a little bit further up on page 49,  

beginning at line 6 ,  I state that I use a method of, among 

others, Caves, Christensen and Tretheway and I cite to a 

paper from the Rand Journal of Economics of including in the 

regression models available quantitative variables 

pertaining to the network characteristics in a flexible 

functional form in conjunction with site specific 

qualitative variables or fixed effects to capture 

non-quantified network characteristics. 

In other words, I include the possible deliveries 
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in the mail processing, labor demand equations in the 

functional form including interaction terms with the other 

variables, which certainly again would get at the 

quantitative impact of the interactions between the network 

characteristics and other variables including volumes that I 

discussed previously in the testimony. 

Again, it is certainly not my expectation that the 

number of possible deliveries alone would provide a full 

quantification of the network effects. However, it is also 

my belief that many of these hard-to-measure characteristics 

of network - -  for instance, its geographic dispersion or 

whether it is located in an urban or rural area - -  are 

features of the facilities that are unlikely to change much 

if at all over time, so, as I state in the portion of the 

testimony that I just read, the fixed effects terms are 

present in the model in part to capture the effects of 

unmeasured characteristics of the network. 

Q If you had additional time to study this issue, 

would you consider adding any other variables for that 

network characteristics? 

A I believe that the network characteristics issue 

was, at least as far as it can be dealt with with the 

available data, was adequately disposed of with the 

investigation I describe on page 49 of the testimony. 

Q I would like to discuss a little about the 
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observations and the scrubbing process that you used. 

In the case of mail processing facilities where 

you believed the data were inaccurate, did you contact or 

visit the field personnel in operations to confirm and 

discuss the accuracy of the data which was available to you? 

A I did not, and I additionally don't believe that 

would be a reasonable way of attempting to determine the 

accuracy of the data in most circumstances. 

That is, I believe that if I were to call a field 

employee responsible for MODS data collection and asked them 

if I knew why an observation of MODS piece handlings that 

was three or four years old was "x" instead of "y" that 

unl e s s '' x '' was grossly erroneous it is unlikely that I could 

get a more definitive answer as to the validity of the 

observation than I could get myself by using statistical or 

other techniques. 

Q One last question relating to the economics of 

scale: Your testimony doesn't seem to have any analysis or 

reference to the economies of scale. 

Could you explain how scale economies relate to 

your various micro economic assumptions and your results on 

volume variability? 

A Well, I don't believe that it would be correct to 

say that my testimony does not discuss economies of scale, 

and I would refer you to my response to OCA/USPS-T-15-51, 
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And in that response, I state that other 

economists analyzing Postal Service costs have interpreted 

less than 100 percent volume variability factors as 

something that has been termed, economies of scale, 

although, again, if you were going to dot: all the 1's and 

cross all the T's with economic theory, it would be 

debateable as to whether or not the actual phenomenon is an 

economy of scale versus an economy of something perhaps 

related to scale. 

There is, additionally, some discussion of the 

concept of economies of scale, and what's sometimes termed 

in the economics literature, economies of density, in the 

testimony itself. 

MR. RICHARDSON: Thank you, Dr. Bozzo. Those are 

all the questions I have right now, Mr. Chairman. 

CHAIRMAN GLEIMAN: United Parcel Service? 

CROSS EXAMINATION 

BY MR. MCKEEVER: 

Q Good morning, Dr. Bozzo. I'm John McKeever for 

United Parcel Service, 

A Good morning, Mr. McKeever. 

Q I'm fighting a losing battle against a cold, so I 

hope you'll bear with me, if, on occasion, I falter a little 

bit here. 
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A That is perfectly all right. I am just at the 

tail end of the war myself. 

Q Okay. Could you turn to your response to 

Interrogatory UPSfUSPS-T-15-9, please? 

A I have it. 

Q Now, you note in your response to that 

interrogatory that certain observations in your database 

were inadvertently omitted from the regression sample due to 

a programming error; is that correct? 

A The first sentence of the response is the 

reference to observations that were inadvertently omitted 

from the regression sample due to a programming error. 

Q Okay. And you include in your answer, new 

versions of Tables 3, 6, 7, and 9 ,  in your testimony; is 

that correct? 

A That's correct. Those were provided as 

Attachments 1 through 4 of the response. Again, as I stated 

in the response, the results in the original tables in the 

testimony were correct, given the samples that were used. 

The results in the Attachment to the Interrogatory 

reflect the results from the intended sample, which is, I 

would characterize, different. 

Q Okay. Am I correct that those tables are more 

correct, let's say, than the tables in your testimony, 

because they correct for the programming error? 
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All I'm trying to establish here - -  I'm going to 

ask you some questions on some of these numbers, and I just 

want to make sure I use the better numbers 

A I believe that for the most part, it doesn't 

matter very much, quantitatively, which set of numbers he 

used. However, the results in those tables would, as I 

stated in the response, be reflective of my intended sample 

selection procedure. 

Q The results in the tables attached to the 

interrogatory response? 

A Right. 

Q Thank you. Now, your threshold check and your 

productivity check are intended to remove bad data from the 

database; is that correct, or erroneous data? 

A That is the primary intent of those, yes. 

Q Okay. And you also require that each site have a 

minimum number of eight observations; is that correct? 

A In my preferred results, yes, although as I 

indicate in the testimony, I also examined a requirement of 

only four, as well as a requirement that each site have all 

19 possible observations as a sensitivity check. 

Q But your preferred result uses a test of a minimum 

number of eight observations; is that correct? 

A Eight observations, yes. 

Q So if there's less than eight, you remove the data 
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for that site from the database; is that right? 

A Just for that operation. 

Q Right. Now, can we take a look at your Table 3 

for a minute? Again, I'd like to look at the table that's 

attached to your interrogatory response, because that 

conforms more with what you intended, in accordance with 

your testimony. 

Again, this is j u s t  really to make sure we're 

using the same numbers, you and I. 

Okay, let's take a look at the manual parcels 

operations. Is that MANP? 

A Yes. 

Q Okay, there you show that after your threshold 

productivity and minimum observation standards are applied, 

there are 3 , 9 3 6  observations left; is that correct? 

A That is the number reported in the table. 

Q Okay, and to make sure I understand the percentage 

underneath. That 6 7 . 5  percent indicates that 6 7 . 5  percent 

of all of the observations for which you had data were used 

in the case of that operation? 

A With the eight-observation requirement, yes. 

Q Okay. And just to state it another way, that 

means that 3 2 . 5  percent of the observations where you had 

data for that operation were not used; is that correct? 

A That's correct, although just to clarify, on your 
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previous question, the primary purpose of the minimum 

observations check is not necessarily to identify erroneous 

data, per se, but rather to ensure that in the fixed effects 

models, I have sufficient observations per site to reliably 

estimate the fixed effects coefficients. 

Q Right. But after you apply the two checks, the 

threshold and the productivity checks that are intended to 

remove erroneous data, and then apply your requirement that 

there be a minimum of eight observations, 3 2 . 5  percent of 

the observations where you had data were not used; is that 

right? 

A That's correct. 

Q Just looking at that chart, that's the highest 

percentage of not used operations for any of the operations 

listed in your Table 3; is that correct? 

A That's correct. 

Q The next highest percentage of not used 

observations was in the manual priority operation; is that 

correct? 

A That's correct. 

Q And after that, the next highest was the SPBS 

operation? 

A That's correct, although I would note that the 

SPBS percentage is considerably higher than the Priority. 

Q And the manual parcels? 
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A Yes. 

Q Okay. Could you turn to your response to 

UPS/USPS-T-l5-13, please. 

A Yes. 

Q Now the volume data for the manual parcel and the 

manual priority operations are manually logged, is that 

correct? I think you indicate that in your answer. 

A That's my understanding, yes. 

Q Okay. For all of the other operations the volume 

data is transmitted electronically, is that correct? 

A That is my understanding, either from machine 

counts for the automation equipment or for scale entries and 

related calculations for manual operations. 

Q Okay, thank you. 

Now as a result of UPS Interrogatory 13 you 

checked into the reason why there was a gap in the reporting 

of manual parcels TPH at one of the sites, Site 6, is that 

correct? 

A That is correct. 

Q And you found out that there were time periods in 

which manual parcels and SPBS parcels were commingled is the 

term you used, is that correct? 

A That is correct. 

Q Does that mean that manual parcels and SPBS 

parcels were handled together in the same operation, or let 
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me just you what did you mean by commingled? 

A I believe that by commingled I meant that that 

site had handled manual and SPBS parcels together up to a 

point prior to separating them according to the mail 

processing technology that was used to sort them. 

Q Okay. Now let me go back to your Table 3 for a 

minute, the one attached to your response to UPS 

Interrogatory 9. 

Do you have that? 

A Yes, I do. 

Q Now we talked about the percentage of observations 

for certain operations that were and were not used by you in 

your regressions. Those percentages represented percentages 

of observations where you had data, is that correct? 

A That is correct. 

Q Now there were also observations, I guess I can 

use that term, where data was missing or not recorded, is 

that right? 

A That is correct. As I believe the preamble to one 

question, I can't remember whether it was from you or from 

OCA, had indicated, not all sites have all operations in 

place at any given point in time. 

Q Well, are the observations where there is no data 

always an indication that the site didn't have operations or 

could it also indicate something else? 
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A Strictly speaking, it could indicate something 

else. It could indicate some sort of invalid data and 

another variable. 

Q Okay. In fact, for each operation you could have 

had a total of 7,704 observations with data if there was 

data for every possible observation, is that right? 

A If there were data for every position for a 

facility in the file, yes. 

Q Okay. 

A Again, not every position - -  for instance, not 

every position in the file actually has a plant associated 

with it so it would be expected that some would be simply 

empty. 

Q Okay. Could you turn to your response to UPS 

Interrogatory 19, please. 

A I have it. 

Q There you give the reasons why certain sites show 

data for earlier time periods in your study but don't show 

data for later time periods in your study, is that correct? 

A That is correct. 

Q And in the case of Site Number 44 ,  you indicate 

that it no longer was a MODS office because it was, and I am 

quoting her, "downsized from plant to delivery distribution 

center." That is the end of the quote. Is that correct? 

A That is correct. 
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Q Do you know why it was downsized, that office? 

A Not offhand, no. 

Q How about Site Number 177? There you indicate 

that it was no longer a MODS office because, quote, "mail 

processing volumes were moved to another facility beginning 

Postal Quarter 4, 1998, and that facility, Site 177, is now 

an associate office" - -  is that right? 

A That I s right. 

Q Do you know why the mail processing volumes were 

moved to another facility? 

A Again, the reason why those volumes were moved to 

another plant would be an operational decision of the Postal 

Service that I am not aware of. 

Q Okay. Could you turn to your response to UPS 

Interrogatory 20, please. 

A Yes, I have it. 

Q And there you indicate that Site 231 was removed 

from the MODS list due to lack of plant designation, is that 

correct? 

A That is what is says, yes. 

Q What does that mean? What did you intend to 

convey there? 

A I mean to convey that that site had been included 

as a MODS reporting facility prior to FY '94, even though it 

was not officially designated as a plant. 
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Q Try me again. I am focusing on the phrase "due to 

lack of plant designation" - -  what does that mean? 

A By that I mean that the facility was not 

designated or named as a plant processing and distribution 

center. It is essentially I am referring to the way the 

Postal Service classified the facility. 

Q But it had been designated as a plant before it 

was removed? 

A No, it had not. What I am stating is that it had 

been included as a MODS site prior to FY '94 despite the 

lack of a plant designation, so it was never a plant but it 

had been included in MODS for a period of time prior to ' 9 4 .  

Q Do I understand correctly that it should not have 

been included in MODS prior to ' 9 4 ?  

A That question calls for a value judgment that I 

can't provide you. Certainly MODS provides a fairly 

comprehensive characterization of Postal Service activities 

so while I would have expected that that facility would not 

have been reporting Function 1 MODS data, there is no reason 

why it couldn't in theory have reported some MODS data for 

non-Function 1 operations. 

Q Does your answer mean you are not sure? 

A Why don't you restate the question? 

Q Yes. I was reading your prior answers and I 

really just want to make sure I was reading them correctly 
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to mean that when the site was on the list of MODS sites it 

was on there incorrectly because both before and after it 

was removed it didn't have a plant designation. 

Now is that a correct reading of your answers? 

A Not necessarily. Again, I think that the term 

"correct" or "incorrect" calls for a value judgment that 

doesn't necessarily apply to this situation. 

Again, in theory - -  my answer was that in theory 

the MODS system can characterize the operations of virtually 

any Postal Service facility, so to the extent that the 

Postal Service decided that it were appropriate to have a 

facility's data reported in MODS there is no reason why it 

would be inappropriate to exclude specific types of 

facilities. 

Q But you don't know if that is the situation or not 

in this case, is that correct? 

A I do not know what the Postal Service's 

decision-making process was, no. 

Q Okay. Now you indicate that the same site was 

added back in FY '95 due to amount of mail processing and 

automation equipment. Do you see that? 

A I do see that. 

Q Does that mean that additional equipment was added 

to that site in FY 95? 

A I believe that was the understanding I reached 
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from my inquiries into that facility. 

Q Okay. Do you know why that equipment was added to 

the facility? 

A No. Again that would concern the operational 

matters of the Postal Service that are outside the scope of 

my analysis. 

Q You didn't think to ask why that automation 

equipment and mail processing equipment was added to the 

facility in FY ' 9 5 ?  

A No, and I don't believe that was the question that 

I was asked about it. 

Q You mean that wasn't the question in the 

interrogatory? Is that what you mean? 

A That's correct. 

Q Okay. 

A As a general matter I would assume that the Postal 

Service decided that it was appropriate to locate some 

automated mail processing operations at that facility and I 

do not personally know why that conclusion was reached. 

Q You just accepted that and didn't ask why? 

A That's correct. 

Q But in any event when it was added back it then 

started reporting data to MODS again? 

A That's correct. 

Q Could you turn to page 1 2 0  of your testimony, 
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A I have it. 

Q Now, in that table you report a number of 

elasticities, including a capital elasticity, is that 

correct? 

A That's correct. 

Q And for manual parcels, the capital elasticity is 

, 1 0 3 ,  is that right? 

A That's right. 

Q Does that indicate that there is a relationship 

between the use of capital and the cost in the manual 

parcels operation? 

A Yes, I believe that would be the interpretation of 

the result. 

MR. McKEEVER: That's all the questions we have, 

Mr. Chairman. 

CHAIRMAN GLEIMAN: Thank you, Mr. McKeever. 

Is there any follow-up? 

[No response. 1 

CHAIRMAN GLEIMAN: Questions from the bench? 

[No response. I 

CHAIRMAN GLEIMAN: No questions from the bench. 

That brings us to redirect. Would you like some time with 

your witness? 

MS. DUCHEK: Five minutes, Mr. Chairman. 
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CHAIRMAN GLEIMAN: I tell you what, we will make 

it ten, and we will come back on the hour. How about that? 

MS. DUCHEK: Fine. Thank you. 

[Recess. I 

CHAIRMAN GLEIMAN: Counsel, is there any redirect? 

MS. DUCHEK: No, Mr. Chairman, there is not. 

CHAIRMAN GLEIMAN: Since there is no redirect, Dr. 

Bozzo, that completes your testimony here today. We 

appreciate your appearance and your contributions to the 

record. We want to thank you, and you are excused. 

[Witness excused. 1 

CHAIRMAN GLEIMAN: Next witness. Mr. Koetting. 

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

Postal Service calls as its next witness Carl Degen. 

Whereupon, 

CARL G. DEGEN, 

a witness, having been called for examination and, having 

been first duly sworn, was examined and testified as 

follows : 

DIRECT EXAMINATION 

BY MR. KOETTING: 

Q Mr. Degen, I have handed you a copy of a document 

entitled "Direct Testimony of Carl G. Degen on behalf of the 

United States Postal Service," which has been designated as 

USPS-T-16. Are you familiar with this document? 
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A Yes, I am. 

Q If you were to testify orally today, would this be 

your testimony? 

A Yes, it would. 

Q It was prepared by you or under your supervision? 

A Yes. 

Q Do you have any corrections to make today? 

A No, I do not. 

MR. KOETTING: Mr. Chairman, the Postal Service 

would move that the direct testimony of Carl G. Degen, 

USPS-T-16 be admitted into evidence in this proceeding. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. 1 

CHAIRMAN GLEIMAN: Hearing none, I will direct 

counsel to provide two copies of the direct testimony of 

Witness Degen to the reporter and that will be entered into 

evidence, and, as is our practice, the material will not be 

transcribed. 

[Direct Testimony of Carl G. Degen, 

USPS-T-16, was received into 

evidence. 1 

MR. KOETTING: Mr. Chairman, there is one Category 

2 Library Reference associated with the testimony of Mr. 

Degen. That would Library Reference LR-1-115. 

BY MR. KOETTING: 
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Q Mr. Degen, are you prepared to sponsor that into 

evidence? 

A Yes, I am. 

CHAIRMAN GLEIMAN: That being the case, Library 

Reference 1-115 will be entered into evidence, but not 

transcribed into the record. 

[Library Reference 1-115 was 

received into evidence.] 

CHAIRMAN GLEIMAN: Mr. Degen, have you had an 

opportunity to examine the packet of designated written 

cross-examination that was made available to you earlier 

today? 

THE WITNESS: Yes, I have. 

CHAIRMAN GLEIMAN: If these questions were asked 

of you today, would your answers be the same as those you 

previously provided in writing? 

THE WITNESS: They would. I would like to note 

one typo. 

CHAIRMAN GLEIMAN: Certainly. 

THE WITNESS: On my response to DFCj’USPS-T-16-1, 

the header in the response erroneously indicated T-15, so I 

have changed that on both copies. 

CHAIRMAN GLEIMAN: Thank you, sir. 

If counsel would provide two copies of the 

designated written cross to the court reporter, I will 
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direct that the material be received into evidence and 

transcribed into the record. 

[Designation of Written 

Cross-Examination of Carl G. 

Degen, USPS-T-16, was received 

into evidence and transcribed 

into the record.] 
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BEFORE THE 
POSTAL RATE COMMISSION 

WASHINGTON, DC 20268-0001 

ti 

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

DESIGNATION OF WRllTEN CROSS-EXAMINATION 
OF UNITED STATES POSTAL SERVICE 

WITNESS CARL G. DEGEN 
(USPS-T-16) 

Interroaatories 
ANMIUSPS-T2-2. 6, 8 redirected to TI6 Alliance of Nonprofit Mailers 

Association of American Publishers AAPIUSPS-TI6-IO-I1 
AAPIUSPS-T17-1, 5, 9-10, 12-13 redirected to TI6 

.- 

Magazine Publishers of America DMNUSPS-T16-1-3 
MPNUSPS-TI 6-1 -1 7 
OCNUSPS-TI 6-1 

Office of the Consumer Advocate 

Time Warner Inc. 

United Parcel Service 

OCAIUSPS-TI 6-1 -3 

TWIIJSPS-T17-19 redirected to TI6 

AAPIUSPS-TI 6-4-6,8-9 
AAPIUSPS-T17-1. 5, 9-10, 13 redirected to TI6 
ABA8NAPMIUSPS-T21-27 redirected to TI6 
ANMIUSPS-T2-2, 6, 8 redirected to TI6 
DFCIUSPS-TI 6-1 
DMNUSPS-T16-1-3 
MPNUSPS-T16-Id, 9-16 
OCAIUSPS-TI 6-1 -2 
TWIUSPS-T17-19 redirected to TI6 
UPSIUSPS-TI6-1-2, 5-7, 8C-f 
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INTERROGATORY RESPONSES OF 
UNITED STATES POSTAL SERVICE 
WITNESS CARL G. DEGEN (T-16) 

DESIGNATED AS WRITTEN CROSS-EXAMINATION 

Interroqatorv: 

AAPIUSPS-TI 6-4 
AAPIUSPS-TI 6-5 
AAPIUSPS-TI 6-6 
AAPIUSPS-TI 6-8 
AAPIUSPS-TI 6-9 
AAPIUSPS-T16-10 
AAPIUSPS-T16-1 1 
AAPIUSPS-T17-1 redirected to TI6 
AAPIUSPS-TI 7-5 redirected to TI  6 
AAPIUSPS-TI 7-9 redirected to T I  6 
AAPIUSPS-T17-10 redirected to TI6 
AAPIUSPS-T17-12 redirected to T16 
AAPIUSPS-T17-13 redirected to TI6 
ABA&NAPMIUSPS-T21-27 redirected to T I  6 
ANMIUSPS-T2-2 redirected to TI6 
ANMIUSPS-T2-6 redirected to TI6 
ANMIUSPS-T2-8 redirected to TI6 
DFCIUSPS-TI 6-1 
DMAIUSPS-TI 6-1 
DMAIUSPS-TI 6-2 
DMAIUSPS-T16-3 
MPAIUSPS-TI 6-1 
MPAIUSPS-TI 6-2 
MPAIUSPS-T16-3 
MPAIUSPS-TI 6-4 
MPAIUSPS-TI 6-5 
MPAIUSPS-TI 6-6 
MPAIUSPS-TI 6-7 
MPAIUSPS-TI 6-8 
MPAIUSPS-T16-9 
MPAIUSPS-T16-10 
MPNUSPS-T16-I 1 
MPAIUSPS-T16-12 

Desiqnatinq Parties: 
UPS 
UPS 
UPS 
UPS 
UPS 
AAP 
AAP 
AAP, UPS 
AAP. UPS 
AAP. UPS 
AAP, UPS 
AAP 
AAP. UPS 
UPS 
ANM, UPS 
ANM, UPS 
ANM, UPS 
UPS 
MPA, UPS 
MPA. UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA 
MPA. UPS 
MPA. UPS 
MPA. UPS 
MPA, UPS 
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MPAIUSPS-T16-13 
MPAIUSPS-TI 6-1 4 
MPAIUSPS-T16-15 
MPAIUSPS-T16-16 
MPAIUSPS-T16-17 
OCAIUSPS-TI 6-1 
OCAIUSPS-TI 6-2 
OCAIUSPS-T16-3 
TW/USPS-T17-19 redirected to TI6 
UPSIUSPS-T16-1 
UPSIUSPS-T16-2 
UPSIUSPS-T16-5 
UPSIUSPS-T16-6 
UPSIUSPS-TI 6-7 
UPSIUSPS-TI 6 - 8 ~  
UPSIUSPS-TI 6-8d 
UPSIUSPS-TI 6-8e 
UPSIUSPS-TI 6-8f 

MPA. UPS 
MPA, UPS 
MPA, UPS 
MPA, UPS 
MPA 
MPA, OCA, UPS 
OCA, UPS 
OCA 
Tw. UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
UPS 
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Response of United States Postal Service Witness Degen 
TO Interrogatories of Association of American Publishers d,  

MPNSPS-T16-4. On page 44 (lines 18-20] of your testimony, you state that 
m n  total, volume vahability of manual parcel sortation should be substantially 
less than 100 percent, primarily because set-up and take-down time are 
substantial relative to time spent actually sorting the parcels." In view of this 
statement, please explain why in this case, the Postal Service used a pool 
volume variability function of .997 for manual parcels at non-MODS offices as 
shown in Table 1 on page 25 of you [sic] testimony. 

AAPIUSPS-TI64 Response. 

I assume that the "Table 1' reference is to page 25 of witness Van-Ty-Smith's 

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

Bozo's testimony, USPS-T-15, at pages 133-135. 
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Response of United States Postal Senrice Witness Degen 
To Interrogatories of Association of American Publishers 

AAPNSPS-T16-5. On page 50-51 of your testimony, you discuss platform 
operations. Please cprifinp that your description of platform operations pertains 
both to BMCs and MODs offices. Plea& Identify any portion of your description 
that applres only to BMCs or to MODs offices. 

AAPNSPS-T16-5 Response. 

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

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

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

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

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

Standard Mail (A and B). 
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Response of United States Postal Service Witness Degen 
To lnferrogatories ofAss&Uon of American Publishers 

AAPRISPS-T16-6. On page 50 &ne 19) of your testimony, you state that '[tlhe 
waiting time is not volume variable.' With respect to this statement, please 
explain the extent to which any costs associated with waiting time in platform 
operations have been included as volume variable costs for platform operations 
at BMCs in this proceeding. 

AAPNSPS-TI 6-6 Response. 

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

classifies all tallies with act*@ code 6210 (waiting time in Platform acceptance 

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

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

tallies as volume-variable. See also page 11-56 of Docket No. R2000-1, USPS 

LR-1-106, and section 3.1.1 of Docket No. R97-1, USPS LR-H-1. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPIUSPS-T16-8. On Daae 69 (lines 11-14) of Your testimony. YOU state that . -  
‘[tlo compensate forthe use of 1bO percent ~olthpvariability?ooi the allied cost 
pools, the not-handling tal1ies.h those pools are distributed to subclasses using a 
key developed for all e s t  pools In Cost segment 3.1.’ With respect to this 
statement, please explain fulty the derivation of the new distribution key for not- 
handling tallies, how it differed from previous keys used for not-handling tallies 
and how thls key affected the mail processing costs distributed to Bound Printed 
Matter (“BPM”) in this case. 

AAPNSPS-116-8 Response. 

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

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

please see witness Van-Ty-Smith’s testimony at pages 16-17 and USPS LR-I- 

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

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

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

corresponding estimated shares using theprevious method, employed in the 

Postal Sem’ce’s N 9 B  CRA. 

-_ 

I 

-~ - ___- -~ ~ 
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Attachment 1 

.- 

Response to AAPNSPS-Tl6-8 
Page 1 of 1 

Comparison of BPM distribution key shares, MODS allied labor cost pools 
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. 
.s, a) ... , Please.prwlde .. ... . .  a ;. complete . . setd calcu@tronqsMng the derivation of mi 

- ' .. Mys (oi~ach'cost pod. ~baikkqta~ii turn why this compromise b 

@) Pleas? provide .dl ~ p r k p s p e ~ . ~ d  supportl calarlatioris showlq the 
.. . derhratron of qu$l $ ~ . s s ~ ~ . c o s t s  fo!BPM%~uld have resulted ftom 

I .  adopiing'the Postal SerGii$s edin$ed volurii& w'abilitles for allied cost 
''. pools in ionjunction with ey.ottIei aRem&tive dlstributlon keys for not- 

p r t c q s ~  cbstsfor BPM thai~ksuits trom ailijpttng the .%ornpmmlse9 
.proposal ard !!om adopting.estimat6d volriirre vafWni i  and dktribotion 

.' for BPM. 

handling tallies that were Mnsldered 6y the Postal Setvice but not proposed 
in this case. 

AAPNSPS-TIS-9 Response. 

a. The 'compromise' is embodied In the BY98 mail processing costs presented 

by witness Van=Ty-Smith; see USPS-7-17 and USPS LR-1-106 for details. 

The final Cost Segment 3.1 volumevariable costs are presented in Exhibit 

USPS-11A of witness Meehan's testimony, USPS-T-11. The Fscal Year 

1998 (WOE) CRA, computed per the Postal Servke's previous method, uses 

the Docket No. R97-1 variabilities and distribution keys, the latter not 

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

understanding that the Segments and Components Report from the FY98 

Cf?A was filed under !he Commission's perlodlc reporting requirements. 



6 4 5 2  

.- 

Response of United States Postal Service WHness Degen 
TO Interrogatories of Association of American Publishers 

My statement that the compromlse was reasonable was not specifical~ 

fowsed on BPM. I believe that the compromise method Is reasonable in that 

it leads to d a h  costs are closer to those that would be obtained from the 

use esttmated volume-variability factors for allied operations than a method 

that employed loo percent volumvariabili factors without the broad 

distribution d not-handling tallies. I am not saying that the compromise 

methodolooy always provides a good approximation of the costs that would 

resuti from use of esfimated allied labor variabilities. Rather, I am simply 

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

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

assumption alone. 

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

other than those resulting from the Docket No. R97-1 methods and the 

method proposed for the BY98 CRA. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAP/USPS-Tl6-10. Please refer to your response to subpart (c) of 
AAPIUSPS-T17-9, (Redirected from Witness Van-Ty-Smith, USPS-T-17). With 
respect to the original interrogatory directed to Witness Van-Ty-Smith and your 
subsequent response to that interrogatory: 
a. Please provide a revised and detailed response which describes how the 

Postal Service made the determination that distribution of not-handled tallies 
to the BPM subclass (as opposed to other subclasses or all subclasses as 
whole) was based on a "reasonable inference." Please provide all documents 
which show how this distribution was made and which support the 
"reasonable inference" made by the Postal Service. 

b. Please provide a detailed explanation and definition of the term "reasonable 
inference" as it pertains to the determination of the distribution of mixed tallies 
and not-handled tallies by the Postal Service. 

AAP/USPS-TlG-lO Response. 

a. For further discussion of the basis for witness Van-Ty-Smith's treatment of 

not-handling tallies, please see the response to AAPRISPS-T16-11. 

b. Note that the exact term "reasonable inference" is not witness Van-Ty-Smith's 

term. The relevant statement, quoted in interrogatory AAP/USPS-TI 7-9, is, 

"operational associations, from which the subclass or mail class distribution 

mix can be reasonably inferred" (USPS-T-17 at page 14, lines 5-6; emphasis 

added. In addition to the material cited in the response to 

AAPNSPS-TI 7-9(a), the operational associations I discuss in the response 

to AAP/USPS-T17-9(b) are the basis for the mixed-mail distribution 

procedures described by witness Van-Ty-Smith. I am aware of no other 

meaning of "reasonable inference" in this context. See also PRC Op., Docket 

No. R97-1, Vol. 1,13143-3144. For further discussion of not-handling tallies, 

please see the response to AAPIUSPS-T16-11. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

AAPIUSPS-T16-11. Please refer to your response to AAPIUSPS-T17-12. Please 
contirm that no studies, reports, data, documents or other evidence support the 
statement on page 16 (lines 2-4) of USPS witness Van-Ty-Smith‘s testimony that 
”the not-handling tallies for non-allied cost pools are proposed by the USPS to be 
distributed to subclasses using the direct and distributed mixed tallies within the 
same cost pool.” If  you do not confirm this statement, please identify, in detail, all 
documents which support witness Van-Ty-Smith’s statement on page 16 (lines 2- 
4) of her testimony and provide all such documents with your response. 

AAPIUSPS-T16-11 Response. 

Not confirmed. The key statement is in the response to AAP/USPS-T17-9(b), 

which I cite in response to AAP/USPS-T17-12, is, “Please note that witness Van- 

Ty-Smith’s treatment of not-handling tallies in non-allied labor cost pools is such 

that they do not affect the subclass distribution key shares. See also my 

testimony, USPS-T-16, at pages 73-74, and my response to ANM/USPS-T2-8.” 

In other words, witness Van-Ty-Smith’s treatment of the not-handling tallies is 

equivalent to ignoring the not-handling tallies and basing the distribution key 

subclass shares on the handling tallies (both direct tallies and distributed mixed- 

mail tallies). This approach was justified in the evidence from Docket No. R97-1 

cited in the response to AAP/USPS-T17-1 (c), which I also referenced in the 

response to AA.P/USPS-T17-9(a). 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

AAPIUSPS-T17-1. On page 8 of your testimony, you state that in Part I /  of LA- 
106 ”[a] pool-specific distribution key is then applied to the volume variable cost 
to obtain costs in that pool for each subclass.” In addition, Table 1 of your 
testimony shows pool total costs for six mail processing cost pools at BMCs and 
shows pool total costs for eight mail processing cost pools at non-MODS 
facilitates. 

a. With respect to the six mail processing cost pools at BMCs shown in Table 1, 
please describe each pool-specific distribution key that was used within each 
pool, the Postal Service’s justification for its choice of each distribution key 
and the value of that key for the Bound Printed Matter (“BPM”) subclass. 

b. With respect to the eight mail processing cost pools at non-MODS facilities 
shown in Table 1, please describe each pool-specific distribution key that 
was used within each pool. the Postal Service’s justification for its choice of 
each distribution key and the value of that key for the BPM subclass. 

AAPIUSPS-T17-1 Response. 

a. The distribution key subclass shares (including those for 6PM) for the non- 

MODS cost pools are provided in witness Van-Ty-Smith’s Table 3; see 

USPS-T-17 at pages 37-38. The computational procedures are described in 

detail in USPS-LR-1-106. For a justification of the BMC cost pod 

methodology, please see Docket No. R97-1, USPS-T-12. See also the 

Docket No. R97-1 testimony of witnesses P a m r  (USPST-11) and 

Christensen (USPS-RT-7) for a discussion of the related economic theory. 

b. The distribution key subclass shares (including those for BPM) for the non- 

MODS cost pools are provided in witness Van-Ty-Smith’s Table 3; see 

USPST-17 at pages 37-38. The computational procedures are described in 

detail in USPS-LR-I-106. For a justification of the non-MODS cost pool 



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

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

methodology, please see USPS-T-16 at pages 69-72. See also the 

response to part (a). 

6 4 5 6  
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Response of United States Postal Service Witness Degen 
To Inferfogatones Ol Association of American Publishers 
(Redirected frmWitnew Van-Ty-Smith, USPS-T-17) ~ 

AAPIUSPS-T17-5. Footnote? on page 10 of your testimony categories specific 
activities as allied operations. pfease confirm that the activities listed (Le., 
Platform) are exactly the same, when performed at non-MODS offices, MODS 
offices or BMCs. Please explain any answer that does not confirm this Statement. 

AAPIUSPS-T17-5 Response. 

Partly confirmed. The acfnrities performed in MODS, BMC, and non-MODS 

offices under a given IOCS acfnrity classification will not be exactly the same, 

because of the differing roles each rype of facility plays in the Postal Service's 

mail processing network. However, many activities classified as (for instance) 

Platform activities in IOCS will be similar in different types of facilities. See also 

USPS-T-16 at pages 11-15 and 50-51. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

AAP/USPS-T17-9. On page 14 (lines 3-6) of your testimony, you that state 
"[mlixed tallies and not-handled tallies are subsequently distributed to subclasses 
or mail classes, using all available tally information based on operational 
associations, from which the subclass or mail class distribution mix can be 
reasonably inferred." With respect to this statement: 

a. (Please explain how non-handled tallies can be associated with individual 
subclasses since, as noted on page 14 (lines 1-3) of your testimony, these 
tallies do not contain information such as mail shape or item type that can 
be associated with subclasses. 

b. Please define 'operational associations" and list all operational associations 
that were used in this case to distribute not-handled tallies to subclasses. 

c. Please define "reasonably inferred," and provide all studies, reports, data or 
other evidence that you relied upon to make a determination that a 
distribution of not-handled tallies to the BPM subclass was based on a 
"reasonable" inference. 

AAPIUSPS-T17-9 Response. 

a. "Not-handling" costs, to the extent they are volume-variable, can be 

associated with subclasses of mail via the subclass shares of the volume- 

related 'cost driver" for a given cost pool. In the case of mail processing 

operations, the 'cost drivef is usually handlings of mail. See also USPS-T-16 

at page 73 and the Docket No. R97-1 testimony cited in the response to 

AAP/USPS-TI7-1 (a). 

b. It is my understanding that witness Van-Ty-Smith's use of the term 

"operational associations" refers to the association of various types of mixed- 

mail tallies with certain shapes of mail andlor mail classes. See my response 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

(Redirected from Wltness Van-Ty-Smith, USPS-T-17) 

to ANMIUSPST2-6. Please note that witness Van-Ty-Smith’s treatment of 

not-handling tallies in non-allied labor cost pools is such that they do not 

affect the subclass distribution key shares. See also my testimony, 

USPS-T-16, at pages 73-74, and my response to ANWUSPS-12-8. 

c. See the response to part (a). 



6460 

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

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

AAP/USPST17-10. On page 14 (lines 21-23) of your testimony, you stale that 
'[mlixed item and non-empty container tallies are then distributed to subclasses 
by 'filling' the mixedhmpty single items and the pieWitem in non-empty 
containers in proportion to the direct tally subclasses from the same item and 
piece snapes." Please provide any studies, reports, data or other evidence that 
supports the use of this procedure. 

AAPfUSPS-T17-10 Response. 

Please see Docket No. R97-1, USPS-T-12; see also Docket No. WOOO-1, 

USPS-T-16 at pages 58-68. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

AAPIUSPS-T17-12. On page 16 (lines 2-4) or your testimony, you state that in 
this docket, ?he not-handling tallies for non-alliedcost pools are proposed by the 
USPS to be distributed to subclasses using the direct and distributed mixed 
tallies within the same cost pool.” Please provide any studies, reports, data or 
other evidence that support the use of this procedure. 

AAPIUSPS-TI 7-12 Response. 

Please see the response to AAPIUSPS-T17-9. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Association of American Publishers 

(Redirected from Witness Van-Ty-Smith, USPS-T-17) 

AAP/USPS-T17-13. On page 16 (lines 9-13) of your testimony, you state that in 
this docket 'the not-handling tallies for the a//iedcost pools are distributed to 
subclasses, based on the aggregated handling tallies in all distribution and allied 
operations for each of the BMC, MODS and non-MODS facility groupings." With 
respect to this statement: 

a. Please provide any studies, reports, data or other evidence that support the 
use of this procedure. 

b. Please explain why the Postal Service has chosen, in this docket, to depart 
from the procedure for not-handling tallies for the allied cost pools relied 
upon by the Postal Service in Docket R97-1. 

AAPfUSPS-TI 7-13 Response. 

a. Please see USPS-T-16 at page 69 and the responses to ANMIVSPS-T2-8, 

AAPIUSPS-T16-8 and AAPfUSPS-T16-9. 

b. Please see the response to part (a). 
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Response of Unlted States Postal Service Witness Degen 

To Interrogatories of Amenian Bankers Association and National Association of 
Presort Mailers 

(Redirected from Witness Smith, USPS-T-21) 

ABA&NAPWUSPS-TZ1-27. 
Regarding your use of IOCS labor time distribution keys for distributing 
mail processing costs, what percentage of the time is the labor running 
mail of only one rate category through automation equipment? 

What percentage of the time is the labor running mixed rate categories 
through automation equipment? 

What percentage of the time is the labor running more than one class of 
mail through the automation equipment? 

For the mixed mail in items b. and c. above, how can the labor time 
sampled be assured to represent the correct percentages of that mixed 
mail by class, subclass, or rate category? 

ABA&NAPM/USPS-T21-27 Response. 

(a)-@) IOCS tallies data identify, where possible, the class, subclass, and/or "rate 

category" of the mail (if any) being handled at the time of the reading, but 

not whether a single rate category or multiple rate categories of mail were 

being run in the operation. Therefore, data do not exist to compute the 

requested percentages. 

My understanding is the Postal Service's operating procedures normally 

commingle rate categories within a class of mail. At any given moment, 

mail of a single rate category might be processed in a particular operation. 

For example, one or more trays from a given mailing might be worked 

consecutively on one piece of equipment. Sometimes, mail classes are 
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i Response of United States Postal Service Witness Degen 
To Interrogatories of Am6rican Bankers Association and National Association of 

Presort Mailers 
(Redirected from Witness Smith, USPS-T-21) 

also commingled. Commingling of mail classes will occur most commonly 

in schemes where mail is "finalized" (e.g.. DPS). 

(d) In general, the appropriate distribution key for a pool of volume-variable 

labor costs in a given mail processing operation would be the subclass 

distribution of piece handlings in that operation. However, piece handling 

data are not available for mail processing operations by class, subclass, 

and rate category of mail, so distribution keysare formed using IOCS 

tallies to estimate the proportions of time spent handling mail of various 

subclasses. The relationship between the time and piece handling 

proportions was discussed in Dr. Christensen's testimony in the last rate 

case (szDc%ketNo. 1397-1, Tr. 34/18221-18223). The randomness of 

the IOCS sample ensures that a representative sample of handling time in 

the automation operations, and thus of the piece handlings, will be 

obtained. A portion of the handling tallies-the "mixed-mail" tall ies40 

not indicate the subclass(es) being handled at the time of the reading, and 

therefore provide incomplete information, but do contain useful information 

with which the likely subclasses can be inferred. Thus, the distribution of 

mixed-mail tallies is intended to avoid biased estimates of the subclass 

distribution of all piece handlings that would result from throwing out the 

information in the mixed-mail tallies. 

- 
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Response of Uhited States Postal Service Witness Degen 
To Interrogatories of Amehan Bankers Association and National Association of 

Presort Mailers 
(Redirected from Witness Smith, USPS-T-21) 

Note also that the phrase "mixed mail" as you apply it with respect to parts 

(b) and (c) of the interrogatory does not correspond to the notion of mixed- 

mail tallies as it is used in my testimony. The latter refers to tallies , 

generated by aclerk or mailhandler reading taken in IOCS when the 

sampled employee is handling multiple non-identical mail pieces, or an 

item or container containing non-identical mail. The actual contents of 

'mixed-mail" observations may, therefore, be mail of a single subclass or 

rate element, as well as mail of multiple rate elements, classes, or 

subclasses. 
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Response of United States Postal Service Witness Degen 
to Interrogatories of Alliance of Nonprofit Mailers 
(Redirected from Witness Ramage, USPS-T-2) 

ANM/USPS-T2-2. During the period FY 1990 through N 1999, the Postal 
Service has increased the volume of letter mail sorted on automation equipment 
and the volume of flats sorted on mechanized equipment. At the same time, the 
percentage of not handling tallies has also increased. 

(a) 
many more not handling IOCS tallies. 

(b) 
generated since Docket No. R97-1 that support your response to part (a). 

Please explain why automation and mechanization have resulted in so 

Please produce all studies, analyses, reports and similar documents 

ANM/USPS-T2-2 Response. 

(a) I do not believe it is correct to draw a direct link between the automation of 

the leter mail stream and the increase in the percentage of IOCS not- 

handling tallies. The proportion of not-handling tallies in letter automation 

operations is actually lower than the average for all mail processing cost 

pools (see Docket No. R97-1, Tr. 1Z6227-6228). Between FY 1996 and FY 

1098, a period in which the applicable data collection rulss have remeined 

unchanged, the overall not-handling percentage (of dollar-weighted tallies) in 

mail processing has changed very little - from 42.6 percent to 43.35 percent. 

Direct comparisons of not-handling tally percentages with ezrlier years are 

not possible because of significant changes in data collection des;  see 

Docket No. R97-1, Tr. 36/19338. Note that automation will tend to reduce 

clerk and mail handler labor, and therefore tallies of all types, in sortation 

operations but not (other things equal) allied labor and some support 

operations, which have higher not-handling tally proportions. Such a change 

could increase the observed not-handling tally percentage in mail processing 
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Response of United States Postal Service Witness Degen 
to lnterroiatories of Alliance of Nonprofit Mailers 
(Redirected from Witness Ramage, USPS-T-2) 

as a whole without a change in the not-handling percentages for any given 

mail processing cost pool. 

(b) I obtained the FY 1998 not-handling percentage from USPS LR-1-184. I 

obtained the FY 1996 not-handling percentage from my analysis that 

generated the table at Docket No. R97-1, Tr. 12/6227-6228: I computed FY 

1996 dollar-weighted not-handling tallies in mail processing cost pools of 

$5,401,594,000 and total dollar-weighted mail processing tallies of 

$12,679,788,000. 
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Response of United States Postal Service Witness Degen 
to Interrog6torie.s of Alliance of Nonprofit Mailers 
(Redirected from Witness Ramage, USPS-T-2) 

ANWUSPST2-6. Please confirm that, if the costs associated with mixed mail 
tallies are distributed within MODS pools in proportion to direct tallies, mixed mail 
tallies add no independent information to cost estimates for the classes and 
subclasses of mail. If you fail to confirm unconditionally, please: 

(a) Explain fully. 

(b) 
tallies increases or decreases. 

Explain'how the cost distribution can change as the proportion of mixed 

ANM/USPS-T2-6 Response. 

Not confirmed. 

a. A mixed-mail tally adds information to the cost process to the extent 

information in the tally (e.g., the item type or container contents) identifies the 

likely shapc(s) or class(es) of mail contained in the item or container. See 

Docket No. R97-1, Tr. 12/6580. 

b. The cost distribution can change as the proportion of mixed-mail talks varies 

to the extent the subclass shares in the mixed-mail distribution key(s) differ 

frcm the subclass distribution of the applicable set of all direct tallies. Please 

see witness Van-Ty-Smith's response to ANWUSPST2-5 for a description 

of the actual subclass distribution process for mixed-mail tallies. 
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Response Bf Upifed States Postal Service Witness Degen 
to Interrogatories of Alliance of Nonprofit Mailers 
(Redirected from Witness Ramage, USPS-T-2) 

ANM/USPS-T2-8. Please confirm that, if the costs associated with "not 
handling" mail tallies are distributed within MODS pools in proportion to direct 
tallies, "not handling" mail tallies add no independent information to cost 
estimates for the classes and subclasses of mail. If you fail to confirm 
unconditionally, please: 

(a) Explain fully. 

(b) Explain how the cost distribution can change as the proportion of "not 

(c) Identify any other additional information that you contend is gained from "not 

handling" tallies increases or decreases. 

handling" mail tallies. 

ANMIUSPS-T2-8 Response. 

a. - c. Confirmed that not-handling tallies add no information to the subclass 

sistribution of mail handlings; see USPS-T-76 at pages 73-74. Please see 

witness Van-Ty-Smith's response to ANM/USPS-T2-8 for a description of the 

actual subclass distribution process for not-handling tallies. Please also see the 

response to ANWUSPS-T2-6(b). Note alsc that, in most cost pools other than 

allied labor cost pools, the not-handling distribution (in proportion to direct and 

distribu!ed mixed-mail tallies in the same cost pool) has the same effect on the 

subclass shares as ignoring the not-handling tallies. In the allied labor cost 

pools, the broad distribution of not-handling tallies reflects the lack of information 

on pattems'of cost causation by subclass in the not-handling tallies. My analysis 

of mail processing operations indicates that a portion of allied labor costs are not 

"driven" (as volume-variable costs) by the subclasses of mail observed in the 

allied cost pools. Given the use of the Commission's volume-variability 

assumptions, I believe that the broad distribution of not-handling tallies is 
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to Interrogatories of Alliance of Nonprofit Mailers 
(Redirected from Witness Ramage, USPS-T-2) 

appropriate to ensure that the subclasses of mail observed in allied operations do 

not bear an inappropriately large share of the measured volume-variable costs. 
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to Interrogatory of Douglas F. Carlson 

DFCNSPS-T16-1. Please refer to witness Meehan's response to DFCNSPS- 
T30-6 and -7. In responding to the following questions, please provide answers 
that a person who understands mail processing but who may not be familiar with 
jargon and other terms related to cost measurement and cost systems should be 
able to understand. Also, for these questions, if the mail-processing Cost of 
mailing a return receipt back to the customer is identical to the mail-processing 
cost of a post card, you do not need to discuss the cost issues related to the 
mail-processing cost of post cards. 

a. To the extent that your knowledge or testimony covers this issue, 
please explain why costs for certified mail, return receipt, and return 
receipt for merchandise have increased substantially since Docket No. 
R97-1. In answering this question, please break the total cost for each 
service into each processing step or other factor (e.g., window-clerk 
time, carrier del'hy time, etc.) that contributes to the total cost of this 
service and explain the amount by which, and why, that cost has 
increased since Docket No. R97-1. 

b. To the extent that your knowledge or testimony covers this issue, for 
every processing step or other factor (e.g.* window-clerk time, wrier 
delivery time, etc.) .that contributes to the cost of certiied mail, return 
receipt, and return receipt for merchandise, please explain exactly 
how the cost of that step or factor is measured and calculated. 

c. Please explain any assumptions implicit in methodologies that you use 
or advocate for measuring costs associated with certified mail, return 
receipt, and retum receipt for merchandise or attributing costs to those 
services. 

d. Please discuss any assumptions, changes In methodology, or other 
factors that may cause you to have any doubt about the accuracy of 
the costs for certified mail, return receipt, and return receipt for 
merchandise that are the basis for the Postal Service's proposed fees 
in this docket. 

e. Has the Postal Service adjusted certified-mail costs to account for the 
electronic signaturecapture process? Please explain and provide 
details. 
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Response of United States Postal Service Witness Degen 
to Interrogatory of Douglas F. Carlson 

ca 
DFC/USPS-TI$l Response. 

a. My testimony addresses the rationale behind changes to the methods 

by which volume-variable mail processing costs are'distributed to the 

subclasses of mail and special services. These include changes to the 

'encirclemenf' rules that determine whether an In-Office Cost System 

( I N S )  tally where the sampled employee is handling a special service 

piece should be associated with the special service or the underlying 

subclass of mail. Please see my testimony, USPS-1-16, at pages 57- 

58,and 70-74 for a discussion; the details of the implementation are 

addressed in the testimony of witness Van-Ty-Smith (USPS-T-17). 

Window service and carrier costs are beyond the scope of my 

testimony. 

In the table below, I estimate the effect of the volume-variable cost 

distribution changes on the Certified Mail cost input to witness 

Meehan's B-series workpapen for clerk and mail handler mail 

processing labor (Cost Segment 3); note that witness Meehan's 

workpapen do not separately identify return receipt costs. The table 

compares the Postal SeM'ce's BY 1998 costs with those that would 

have obtained if the Postal Service had used the volume-variable cost 

distribution method it proposed in Docket No. R97-1, holding other 

factors equal. I estimate that volume-variable cost for Certified mail 

would have been approximately $36.41 1 million, $4.546 million (14.3 
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Response of United States Postal Senrice Witness Degen 
to Interrogatory of Douglas F. CarlSOn 

peicent) higher than the BY 1998 Certified cost input to witness 

Meehan's WS 3.1.la, had the Postal Service employed its Docket No. 

R97-1 distribution method without modifications. 

t I factors equal I 
31,865 36,411 -4,546 

The effects, if any, of other potential causes for the referenced cost 

changes are beyond the scope of my testimony. 

b. Please see witness Van-Ty-Smith's testimony, USPS-1-17 at pages 7- 

20, and USPS LR-1-106 for descriptions of the computational methods 

used to distribute volumevariable costs to the subclasses of mail and 

special services. 

c. My analysis is an element of the 'volume-variabili~/distnbution key" 

method for computhg volumevariable costs for the subclasses of mail 

and speclal services. See USPS LR-1-1, Appendix H, and witness 

Bono's testimony, USPS-1-15, at pages 53-56 for a discussion. 

d. The changes in methodology increase my confidence that, other things 

equal, the Postal Service's methods provide the most accurate 

c 
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to Interrogatory of Douglas F. Carlson 

available estimate of the actual costs incurred for the subclasses of 

mail and special services in ihe Base Year. 

e. Carrier costs and adjustments to projected test year costs to account 

for new technology are beyond the scope of my testimony. 
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Interrogatories of Direct Marketing Association 
To United States Postal Service Witness Degen 

DMAfUSPS-Tl6-1. Please refer to Appendix A of LR-1-115 and Table 8 on page 66 of 
your testimony. 

(a) Please confirm that the 1995 platform survey collected information about single- 
piece handlings and item handlings as well as information on container handlings. 
If not confirmed, please explain. 

(b) Individually for each shape of mail, please provide (using data from the 1995 
platform study) a subclass profile of single pieces being handled at the platform. 
Please provide the profile in an electronic spreadsheet in a form similar to Table 8 
of your testimony. 

(c) Individually for each item type, please provide a subclass profile (using data from 
the 1995 platform study) of single items being handled at the platform. Please 
provide the profile in an electronic spreadsheet in a form similar to Table 8 of your 
testimony. 

(d) Individually for each item type and mail shape, please provide a subclass profile 
(using data from the 1995 platform study) of items and loose pieces in identical 
containers being handled at the platform. Please provide the profile in an electronic 
spreadsheet in a form similar to Table 8 of your testimony. 

(e) Individually for each item type and mail shape, please provide a subclass profile 
(using data from the 1995 platform study) of items and loose pieces in non-identical 
containers being handled at the platform. Please provide the profile in an electronic 
spreadsheet in a form similar to Table 8 of your testimony. 

(9 What percentage of container tallies in the 1995 platform study was for identical 
containers? 

DMNUSPS-TI 6-1 Response. 

(a) Confirmed. 

(b) See Spreadsheet l b  in LR-1-204. 

(c) See Spreadsheet IC in LR-1-204. 
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To lnterrogatdries of the Office of the Consumer Advocate - 
(d) See Spreadsheet i d  in LR-1.204. 

(e) See Spreadsheet l e  in LR-1-204. 

(9 There were 719 container tallies of which 53 were for identical containers. 

Identical containers represent 6% of the weighted container tallies. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of the Ofke of the Consumer Advocate 

DMNUSPS-Tl6-2. Please refer to question 4a on page 8 of Appendix A of LR-1-115. 

(a) For tallies where the employee was working "inbound transportation", in what 
percentage of handling tallies was the mail or equipment being handled "staying 
within the operation"? In what percentage of handling tallies was the mail or 
equipment proceeding to another operation within the facility? Please provide an 
operation profile of where the mail or equipment is going after the handling. 

(b) For tallies where the employee was working "outbound transportation', in what 
percentage of handling tallies was the mail or equipment being handled coming 
from another operation within the facility? Please provide an operation profile of 
where the mail or equipment came from. 

DMNUSPS-TI 6-2 Response. 

(a) There were 1004 tallies collected where mail or empty equipment were being 

'handled.' Of those, 157 tallies were recorded for employees working inbound 

transportation and 164 tallies were recorded for employees working outbound 

transportation. The remaining tallies were not associated with a vehicle. For 

tallies whare the employee was working "inbound transportation". 29% of the 

weighted handling tallies represented mail or equipment where the next operation 

recorded was "staying within the operation." For tallies where the employee was 

working "inbound transportation". 57% of weighted handling tallies represented 

mail or equipment where the next operation recorded was "another operation.' 

For the remaining tallies where the employee was working "inbound 

transportation". the next operation was not recorded. A profile of the destination 

operation for employees working inbound transportation is provided in 

Spreadsheet 2a of LR-1-204. 
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Response of United States Postal Service Witness Degen 
To Interrogatories of the Oflice of the Consumer Advocate 

(b) Of the 164 handling tallies recorded for employees working outbound 

transportation, 41 % of the weighted tallies represented mail from another operation 

within the facility. A profile of those prior operations in which the mail came from is 

provided in Spreadsheet 2b in LR-1-204. 
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Response of Cnited States Postal Service Witness Degen 
To Interrogatories of the Office of the Consumer Advocate - 

DMNUSPS-Tl6-3. Please refer to Table 8 on Page 66 of your testimony. 

(a) Were the percentages in the column labeled 'FY95 Platform Study Distribution" . 
developed using all container handling data from the platform study or just data for 
non-identical containers? If the figures were developed using data for all container 
handlings, please provide a revised version of Table 8 that is developed using only . 
data for non-identical containers. 

(b) To develop the figures in the column labeled "95 IOCS Platform Dist. Key" did 
you use the same method as witness Van-Ty-Smith is using to develop a 
distribution key for identified containers at the MODS platform cost pool? If not, 
please describe in detail the method you used to develop the figures in the column 
labeled "95 IOCS Plalfonn Dist. Key." 

DMNUSPS-T16-3 Response. 

(a) The percentages in the column labeled 'FY95 Platform Study Distribution' were 

developed using weighted data for all items in all of the container handling tallies 

collected from the platform study. A revised version of that column using only data 

for non-identical containers is provided in the Spreadsheet 3a in LR-1-204. 

(b) The percentages in the column labeled 'FY95 IOCS Platform Dist. Key" were 

generated using the cost disttibution methodology proposed in R97-1 (LR-H-146). 

which is similar to Witness Van-Ty-Smith's proposed methodology in R2000-1. 

Please refer to the testimonies of Witness Degen (USPS-T-16) in Section 111, Part 

G and Witness Van-Ty-Smith (USPS-T-17) in Sections IIA and I1.B for detailed 

descriptions of the differences between the R97-1 and R2000-1 cost distribution 

methodologies. 
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Interrogatories of Magazlne Publishers of America 
to United States Postal Selvice Witness Degen 

MPARISPS-TI6-1. Please refer to Docket No. R97-1, Oplnbn and 
Recommended Decision. at pages 141-1 42, paragraphs 3178-3179, where it 
states: 

mhe Commlsslon concludes that mixed mail costs in a given 
alUd MODS pool should be dlstributed in proportion to the direct 
costs across all MODS pools, and that not handllng costs in a given 
died pool should be dlstributed on the comblnatlon of its direct costs 
and ita redlstrlbuted mixed mall cosfs. It does so on the 
understgndlng that thls Is an interim solution to the lack of data on the 
true subc!ass distribution d mixed mall and not handling costs. The 
Cofnmisslon agrees wHh wttndss Shew that the assumptlon that 
uncounted'mbted mil costs have ths same subclass distribution as 
direct maii costs is one that wuld be tested, if not systemwkle, at 
least by spot sampnng Qr. iW15627-28.) It would appear that an 
approach SimHar to the one that the Postal Inspection Service used to 
audit MODS data could.be used to a& lOCS distribution keys. 
Uhder that approach, a small number of offices could be selected for 
an audh and an adequate audit team pm-ded to count all ellglble 
mixed mail ilems at the .ylected facility. The Postal Service should 
also conslder ~lleecfing rnformation that Identifies the presence of mail 
of particular shapes and subclasses In contalnen, even If it Is not 
counted. It is also clear that better models of cost responsibility for 
allled operations are urgently needed. 

Please also refer to page E5 of your testimony, where you state The 
plalform study prcduqd a relathrely small sample from whlch to draw 
inferences.' and to Table 8 on page 66 of your testimony. 
(a) Please confirm that the 1995 Platform Study Is the only data cdlectlon that 

. the Postal Service has'performed on the subclass composition of Inked- 
mall Cost$ at allied operations. If not confirmed, please describe all other 
studies and provide copies of the reports resulting from these studles. 
How many contalners comprise your %mall sample from which to draw 
Inferences? 
Please provide coefficients of variation around the class percentages for 
the FY95 Platform study Dlstrlbutlon column of Table 8. 

Please provide wffidents of variation around the subclass percentages 
underlying the class percentages for the NO5 Platform Study Dlstriiution 
column of Table 8. 

Do you believe that the 8.8 percent difference in the 'Priority+Express" 
'row between the IOCS column and the Platform Study column Is because 
'Priority+Express' mall 1s more Ukely to be in mixed contalners than in 

(b) 

(c) 

(d) 

(e) 
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. Interrogatories of Magdne Publishers of America 
to UnitedStates Postal Selvice Witness Degen 

direct tallies or Is simply due to sampling error in the plat(0rm study7 
Please explaln your answer In detail. (I) If We former, please explain 
operatkpally why this would mur. QO If the latter, why do you believe the 
platform study Is reliable for other classes if It is unrellable for 
'Priority+Expres# mail? 

Do you believe that the 7.4 percent difference In the 'Standard (A)" row 
betwe6n thp IOCS column and the Platform Study column Is because 
Standard (A)' n@ is more likely to be in direct tallies than In mlxed 
' contaMers or Is simply doe to wimpling enor in the platform study? 
Please explain your answer In &kit. 0 if the former, please explain 
o@%atbnally why thls'wuutd occur. (io If the Iamr, why do you believe the 
platform study Is rellaMe for other classes If it is unreliable for 'Standard 
(A)" mail? 

MPANSPS-T16-1 Response. 

(a) Other than the 1995 Christensen Assoclates study referenced, I am unaware 

of any studies of the subdass composition of mixed-mail tallies In Allied 

operatlons. 

@) The number of containers sampled In the 1995 Platform Study Is 719. 

(c) Obtaining coefficients of variation about the referenced elements of the 

column In Table 8 Involves a non-trlvlal bootstrapping analysis. I have begun 

this analysis, and will file the results as soon as they are available. 

(d) See answer to MPANSPSTIG-1 (c). 

(e) Please note what Is being compared In the questfon. The 'FY95 lOCS 

Platfon Dist. Key" Is based substantially on tallies of 'identified' containers: 

nomidentical contalner tallies in whlch the IOCS data collector has estimated 

the percentage of the container's cube taken up by items and loose pleces by 

type. The dollar weight of each such tally Is dlvlded among the tern types 

and loose shapes it contains using the estfmated percentages as weights, 
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and the subclass distribution d each type of item or loose shape c-served in 

the contalner is then Inferred from the subclass distribution of the 

corresponding direct tallles of the same type. The 'FY95 Platform Study 

Distributlon: on the other hand, is based on actual counts of mail in the 

sampled items found in the sampled container. See LR-1-115 at page 4. 

It would be more accorate to describe the difference Cited in the question as 
a difference of 8.8 perceniege phis, rather than as an 8.8 percent 

difference. The percent difference between the W 9 5  IOCS Platform Dist. 

Key" entry for Priority+Express and the comspondlng entry from the 'FY95 

Platform Study Distributlon' column is not 8.8 percent, and dtffers depending 

on which entry is used as the denominator In the computation. Also, please 

note that the 'NS5 Platform Study Distribution. entries in Table 8 are based 

~ on tallies for items found Inside of allcontainers on the platform - both 

identical and non-identical containers. When the proportlons for the 'FY 95 

Platform Study Distribution' are recalculated using only tallies of non- 

idenffcal containers, the share of 'PrloriIy+Expressw is 6.0 percent, whkh 

corresponds to a difference of 3.4 percentage points from the corresponding 

'PI 95 IOCS Platform Dist. Key' entry. See also my response to 

DMANSPS-116-3 (a). 

- 

- __. 

. In the absence of information on their respective standard errors, it would be 

inadvisable to view an 8.8 percentage point difference (or a 3.4 percentage 
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polnt difference) between the 'Priority+Express'proporlions In the two 

referenced columns as evidence that "Pdorlty+Express' mall is more likely to 

be in mixed container8 than In direct taiiles.' Withwt knowledge of the 

standard errors, one cannot make any staUsUcalJy meanlngfui statement 

about whether the two proportions differ and, if they do, how blg that 

difference mighl be. 

(9 Again, please note what Is being compared in the question. To reiterate what 

was said In the answer to part (e) above. the IOCS Platform disttibution key 

is based substantially on tallies of Identified containers. The dollar weights of 

such tallies are divided among the item types and/or loose shapes observed 

within them, and the subclass distribution of each Hem type or loose shape is 

inferred from the subclass dlstribution of the corresponding direct tallies of 

the same type. The distribution derived from the Platform Study, on the other 

hand, is based on actual counts of mail observed In items found Inside the 

sampled containers. See LR-1-115 at page 4. 

It would be more accurate to describe the difference cited in the question as 

a difference of 7.4 percentage pol&, rather than as a 7.4 percent difference. 

The percent difference between the T Y  95 IOCS Piatform Distniutlon Key' 
entry for Standard (A) and the corresponding entry from the 'FY 95 Platform 

Study' column is not 7.4 percent, and differs depending on which entry is 

used as the denominator In the computation. Also, please note that the 

. 
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-5 Platform &idy DlsMbution* entrlor in Table 8 are based on tallies for 

items found Inslde of BUaampIed mlalners on the platform - both Identical 

and non-Identical containers. When the proportions for the 'FY95 Platform 

Study Distribution' am recalculated uslng only tallies of noddentical 

wnteJnen, the share of 'Standard (AY is 29.1 percent, whlch corresponds to 

a difference of 3.6 percentage points from the wrrespondlng 'W95 IOCS 

Platform Dist. Key' enty See also my to DMANSPS-T16-3 (a). 

in the absence of information on their respective standard errors, it would be 

inadvisable to view a 7.4 penXn@Qe polnt difference (or a 3.6 percentage 

point difference) between the %tandad (A)' proportions in the two 

referenced columns as evidence that ''Standard (A)' mall Is more likely to be 

in direct tallies than in mked containers.' Wahwt knowledge of the standard 

errors, one cannot make any statistically meaningful statement about 

whether the two proportions dMer and, if they do, how big that difference 

might be. 
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MPANSPS-T16-2. Please refer to Docket No. R97-1, Opinion and 

Recommended Decision, at page 140, paragraph 3174, where it states: 

The risk that witness Degen's distribution keys for allied pools 
suffer from the blase's described above Is maOnHled by the fact that 
dlrect Ciwts are a $mall rnfnoirty of the total costs In most allled pools. 
For example, 10 pemnt of the cosb In the platform MODS pool are 
direct, while 80 percent are mixed and not handllng costs. AU else 
belng equal, the risk that a 10 percent sample misrepresents the 
whole is much greater than the risk that a 75 percent sample 
mlsrepresents the whole. 

' 

(a) Please confirm that in Base Year 1998, less than 10 percent of the costs 
in the platfomMODS pool were direct If not confirmed, what percentage 
of platform MODS pool costs 
Please confirm that in Base Year 1998 less than 25 percent of the costs In 
all allied MODS pools were direct. If not confirmed, what percentage of 
allied MODS pool costs were direct? 

direct? 

(b) 

MPAAJSPS-TI 6-2 Response. 

(a) Confirmed !hat less than 10 percent of the total dollar weighted tallies In the 

MODS platform cost pool were direct tallies (Le., tallies containlng subclass 

Information). However, directs made up 25 percent of the total dollar 

weighted handling tallies in ths  pool in BY 1998. 

@) Confirmed that less than 25 percent of the dollar weighted tallies In aU MODS 

allied cost pools were direct tallies. However, directs made up 50 percent 

percent of the total dollar weighted handllngtallles In these pools in BY 1998. 
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MPWSFS-TI-. Pleqse refer to WI-115 from Docket R2OOO-1, and your respnae 
to MPANSPSTl2-11 (e) trOm Docket No. R97-1, where, In retponse to the question, 
Has the Postal SeivrCe perfanned any quantitatfw studies'ta tfetermlrm whether hems 
In containers are similar to Re& not In contalnera (with respect to Class. Subcla~e, and 
shape)?,' yw anawered: "I am aware of no such atudles.' 

(a) Please Connrm thal the 1695 Platform Study was perlomred by Christensen 
Assodates lor the Postal Servlce. If notkon!irmed. please expIaln. H confirmed, 
please provide the names irl all'Chrlstensen Asscclates employees who were 
involved In the study. 

(b) Please ptate whether you were aware of the 1995 platform ttudy whem you 
rwpondedto MPA/USPS-112-11 (e) In Docket No. R97-1. If so, please explain In 
detail why you responded that you were 'aware of no such studies' in that case. 

(c) Please state when you were made aware of the 1995 pktfom study. 

(d) Please state what the original purpose was of the 1995 platform study. 

(e) Please state why you did not present the results of this study in Docket No. R97-1 
as part of your testimony or in response to the aforementioned Interrogatory. 

(9 Please k t  all studies lor which data from the 1995 PlaWorm Study was used, and, 
for each, please indicate 0 whether any Christensen Assodates employees were 
involved In wrlting the report, (10 when report writing began, and fin when the 
report was completed. Please also provide a copy of each report 

(9) Are you currently aware of any other studies that assess whether Hems in 
containen are similar to items not In containen (in terms of &sa and sobc~ass)? 
If 00, please provide a copy of each. 

(h) Please state whether you are currently aware of any other data with whlch one 
could a w s s  wheVler Rem in containen are similar to Hem no1 in corltainers (in 
terms of clas and subchw). If so, please provlde an slsctronlc copy of tho data. 

(i) Please state whether you are curren!ly aware of any other studies that assess 
whether dlrect Hems are olmllar to tnlxed items (In terms of class and subclass). If 
so, please provide a copy of each. 
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Response d Vnrted state? Postal Selvics witnou Dogen 
To I&rrogatorles Of Magatlne Pubtlshen Of Amerlca Inca 

(D Please stale wtwther yw am cunently aware of any other data with whlch one 
auld msess whether dt& Hem #ue similar to mked items (In t e r n  of class and 
robclass). It 80, plea& provide an efecbonlc mpy of the data. 

Q Please identify when CMstensen Assodates performed tho mlyxls of the 1995 
Platlorm Sudy data ihat you present in your testimony. 

0 Plebse state whether anatpis presented in your teathnony is the only analyak 
that Christensen Assocfatrs has petformed using 1 g E  Platlorn Study data? 

MPANSPS-T-16-3 Response. 

(a) Confirmed. The followlng employeesTonner employees of Christensen Associates 

were involved In study: Carl Degen, Kerry Ehllnger, Noelle Chesley. Dan Talmo, 

Joseph Hennlngfield, Stacey McCullough, Marianne b y ,  Molly MWsebNgger, 

Margaret Schuster, Mike McGrane, Pam Hennann, Quentin Balrd, Tom A p n ,  and 

Patrlcla Stachowiak. 

(b) When I responded to MPANSPS-Tl2-1 l(c) In W e t  No. R97-1, the data 

collection phase of the 1995 Platform Study was complete, but the findlngs and 

reports presented In my testimony and in USPS-LR-1-115 had not been prepared. 

The question clearly pertained to studies for which there were findings and reports, 

as lndlcated by the flnal senfence, whlch read, TP]lease summarlre th ffndlngs of 

each study and provide a copy.. At the V m e  d my response to MPANSPS-112- 

11 (c), I w89 aware of no su& studies. 

(c) I became aware of the flndings of the 1995 Platform Study In December 1899 

when the tally data were welghted and analyzed. 
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To Inte-ea 01 M a ~ a z h  ~ubrishen 01 Amorlca Inc. 

(k) The snelyals of the 1995 phtlonn study data waa petformod In late 1999. 

(I) Other lhan that d e m i  in my response to pan (f), I am not aware of any data or 

resub from the 1995 Platform SaKfV released by Chrfatensen Asooclates prlor to 

carnpletlon ot the sbdy h December 1999. 

6489 
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MPARISPS-TIM. Pleaso refer to your rssponse to DMANSPS-11 W(e). 

(a) Please conflnn that the FY@ IOCS Platform D-n Key was developed uslng 
Rem and loose shape tallkis for ell allied operations. nq just tallies in tho platform 
operath. Hnot conffi-mkd, $ w e  Nst all cost pooh from which direct item and 
loose ahape talks wen W d  to develop the key. 

@) Please conf@ that wttnes8 Van-lflmkh'r rnlxed-mall dlebibutlon keys for all 
allied operations ofher than plrHonn ue only tallles from the ram pool (unless 
there are no tallies to develop the key). H not confirmed, please explaln. 

(c) Please provide a mvised FY95 IOCS Platform Dlbtrlbutlon Key that is dsveloped in 
the same way tu lhe kby provlded In your respome to DMANSPS-TlM(a) 
excspt that il only uses tallies from the MODS Platfotm cost pool. 

(d) Please confirm that mixedqall mb In the MODS Platfom, cost pool comprise 
approximately 42 psmt d mixed-mall cosb at MODS allled operations. If not 
confirmed, please state vrhat percent of MODS allied mixed-mall costs are 
comprised of MODS Platform mixebmail costs. 

MPWSPS-T-16-4 Response. 

The Ff95 IOCS Platform Dislrlbutlon Key was not discussed in the response to 

DWSPS-T153(a). I assum the questlons refer lo the response to OMANSPS- 

T16-3(b). 

(a) Conflrmed. Please note that thls approach ie conrlstont WHh witness Van-ly- 

Smlth's procedures for Wnr@ the IdenUfIed' mixedmail cwnainen. 

@) Canflrmed. . 

(c) The requested data are provided In Attachment 1 to thls response. Please note that 

the FY95 IOCS Platform Distribution Key referenced contains the subclass 

distribution of the dollarweighted dlrect item tallbs In the allied labor cost pools, 

which are the tallies used lo dlstrlbute the dollar-welghted tallle8 for Items In 
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identified contaners. However, the auual dlabibuNon process for Identifled 

contalner tallies does not apply e slngle disbibutlon key (nee Docket No. R97-1, 

USPS-1-12 at pager 9-10). The Implicit 6ubdass diehibutton key for Platform items 

In oontainek welghts the direct item tanles (used to lorn the dlatributlon kw) 

according to the prorated dollar welghts of tha Hems obm& In the container tallies 

(the quantities to be distribuled). In the tablo in Attachment 1 I provide the hpfldt 

distribution key for Platform Hems in containam conospondlng to the key given in 

Table 8, as well as the implii key using only Platform tallles, as requested. 

(d) Assuming that empty Rem and rontalner tallies are coruldered part of the set of 

mixed-mall tallies. I mnflrm that 42.3 pereent of the total dollar-weighted mlxebmail 

tallies In the MODS Allied cost pools are from the MODS Platform cost pool. If 

empty item and container Miles are not Included part of mlxed-mail, the share rises 

to 47.1 permnt. 
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lmplkit 
m 5  locs 

Table 8 impiicn DhMbution Key 
'FY95 IOCS we5 IOCS Using Only MODS 

ChsS Mstriiution Kef Distrbutlon Key phiiormianies 
nrst class 60.59% 65.86 55.05% 

Priority+Express 2.63% 9.91 9.51% 

Standard (A) 32.71% 21.79 22.90% 

Standard (8) 1.10% 1.51 2.09% 

All Other 1.44% 3.11 3.78% 

Total 100.00% 100.00 100.Oc)% 

Periodicals 11.53% 7.82 6.68% 



6493 

! 

Response pl U& suws PW s~rvicr W- men 
To lntenogatorlea 01 Megazine Publlshen 01 h e r i m  Ino. 

MPPJUSPS-TIM. PleaPo r#er to your Tpstitimony u page 62, nnr 5. More you ttate: 
There ts no questlon of aslectlon b b  with respectto empty Nema: P b w  nfer further 
to y y r  Testlmon a! pwe 65, Uno8 4-8, whom you state: 'Auumptlon 4 uses the 

ilmm in containers ...b again, thlr assumptbn cannot bo &tIdzed for relectlon 
Wao: Also, please refer flllher to youit~timwy at page 88, llnes 1-2, where you 
state: 'Assumption 5 Involvrr empty conminer Wiles..~. AB WHh empty nema, the lssoe 
b not 6eIectlon blas.' Wty, please refer to your Tealmony at page 60, Table 4. In 
partlnrlar, pbato  refer to the 'Relevant A~sumpUon' cdumn. 

rubckss d@trib Ix on of dlrect HMllB not In contalnm to Infer the wbdau dlstrlbutlon of 

(a) Please confirm that dlred Item tallles form the dlstrlbution key for mixed non4rnpty 
Item tanks, rnlxed empty #em tallles, find the mlxed Idenwed contalner tallies that 
Wude Items. If not confirmed, please explaln. 

@) Please confirm that identical contalner tallies and fliled mlxed Identified cohiner 
tallies form the distribution key for mixed non-Identifled container tallies and empty 
container tallies. If not confirmed, please explain. 

(c) Please confirm that the cornblnation of a end b above implles that dlrect Item 
talliis-by forming the distribution key for mixed IdenMed container tallies that 
inctude items--therefore also Indirstly form pad of the disttibutlon key for rnlxed 
nowidentified Eonhlner tallies and empty contalner tallies. 

(d) Please confirm that If there Is seleakn plas for direct item bllii. It blase6 not mly 
the distribution of.mked non-ernpty Item tallies, but also the dlstrlbution of mixed 
empty Item tallies, mlxed Identified mta lner  tallles that Include Items, mixed non- 
Identified container talllet, and empty container tallies. If not confirmed, please 
explaln. 

.- 

(e) Ploase conflm, !hat Assumption 4 (The cvsts associated wlth tallies of Items In 
mIx8d-mall contafnen have the samB Subdess dlstrlbutlon BI the costa amdated 
wfth dim Item ta!Nea, by Item typey & relevant for empty contalnen because thls 
wumptton Identifies the subclass proflk, for nonampty containers, which Is used 
to Identify the subclass p d l e  of empty containen. If not cdlrmed, please 
explain. 

(9 Please confirm that Assumptlon 3 (7he costs aesodated with non-Identtfied 
container tallles have the &e hem dlstrlbutron M the costs as8oclated wlth 
Identified container tallies of !he same confalner rupe') is relevhnt for empty 
contalnen because thls assumption affects the subclass profile for non-identified, 
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(g) Please conflrm that AIsumpuon 1 (The m e n b  of nem talnod as 'mlxec!-malr in 
IOCS have the mmo rubclass di8trihtlon t# direel item tallies of the name item 
type7 18 n r e m t  for all mldentical ~ t a l m n  because Hamixed-dr talller do 
not heve the m e  w b c b  db!rib&on as direci Rem talllea then the nubclass 
profik of dlrect Hem tanks doe8 not awratety represent the subclau proflie of 
Hems. If not confirmed, please explain. 

(h) Please conflfp that If d i r w  item tallies aren't representative of dl hein tallles, there 
I8 no reasan to betieve that they would be representative of container tallles. If not 
confirmed, please explaln. 

MPAIIISPS-T-16-5 Response. 

(a) Partly confirmed. It may be broadly correct to say that the distribution keys for 

mixed and empty item tallies, as well as for the prorated portion of "identified" 

containers occupled by items, am based upon direct Hem tallies for the same tern 

type and, where possible, the same cost pod. For the full detalls of the distribution 

key fonnatlon process, please see USPST-17 and USPS-LR-1-107. There is not a 

slngle key for distnhtlng all mixed-mal item and identified container tallies, &is the 

question seems to Imply. 

_ _ _ _ ~  - _ _ _  -_  - - ~ - _  ~ ~ ~ 

@) Partly cmflmed. As wlth part (a), the statement may be broadly correct as a casual 

description of the distribution process, but it omits the details that the dietributlon 

keys are fonned by container type and, where posrlble, cost pool. For the full 

dete'ls of the distribution key fomtlon process, please see USPST-17 and USPS- 

LR-1.107. 

(c) Partly confirmed, subjec! to the caveats stated In the reoponse to p f l s  (a) and (b). 
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-- 

(d) Partly confiimed. 6ecdus-e of the detai!a of tho PO&~ S e W s  rnkobmall 

distribution mood, the ‘mlsctlon bias. prssupposed by the alatemnl would have 

to Was tho rubcia- distribution k o ~ ,  rrt the kve~ the tol~ier are employed. I have 

Ioslified that I believe no significant reledion bias extsta for Item tallies, mainly 

because the Vast WOfity Of them am subject to Vle rOp piOC0 Nk.’ Fur!her, by 

using assoclatlons between cosi pool, ahape, item type, anuor container tvpe and 

the nkely subclass contents of mixedmail observations, the Postal Service’$ 

distniutlon methodolcgy largely avoids this potentla1 source of bias. See US-T- 

16 at pages 59-61. 

(e) Confirmed that Assumption 4 Is relevant to empty containers because empty 

contalners are categorized with non-idenllfled non-empty containers for the 

purposes of witness Van-TySmi’s  distribution key procedures. 

Q Conflnmrd that Assumption 3 Is relevant to empty containers because empty 

confainen am categorized wkh non-ldentlfied non-empty containers for lhe 

purposes of witnesr VarrTy-SmIth’s distributbn key procedures. 

(Q) Not confirmed. The assumed relationship b w n  direct lem and mixed container 

tallies is specifled In Assumption 4. See also the response lo part (0). 

(h) The statement. as M e n .  is practically tautdogical. Please note that il is not my 

testimony that diroct Item tallies are, as a general matter, representatha of container 

tallies. 
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. . .  . . . .- . . .. . , 

MPANSPS-TIMI. Please refer to paw 68 of yourTe$tJmony a1 Table 8. 
and your response to DWSPS-TlM(a), 

(a) Please ante what pewntafp of welmted conlalner tallies b for Mentlcal 
contalnenr according to tho 1695 Platform Srudy, 

@) Please wnf!rm that, amrdlng to Table 8, P e W i  comprbed 13.3 penent d 
Hems in conlainera In the 1995 Platform Study. t i  not confirmod, please provide 
the coned flgure. 

(c) Please confirm that the percenlage of perlodlcal? In contalnen In the 1895 Platfonn 
!W& (see @), above) lncludeo both Items In idenUcal confainem and items In non- 
identical containers. If not confirmed, please expldn. 

(d) Please confirm that Periodicals comprised 11.2 percent of items in norridentical 
contalners h the 1995 Platform Study. I f  not conflrmed, please provlde the Mrrect 
figure. 

(e) Please stale the percentage of welghted Items-In-ldontlcalctainar tallies In the 
1995 Platform Study that was comprised of Pefiodkals. 

(9 In an electronic spreadsheet, please provide a table (in a format slmSlar fo that of 
Table 8 In your teiltnony) that shows the subclass proflte of Items h klentlcal 
containers from the 1995 Platform Study, 

(9) In an electronic apreadsheet, please provide a table (In a format shllar to that d 
Table 8 In y w r  testimony) that'shows the subdabs profile of aiingle items from the 
is85 Platform Study. 

(h) lgan electronic spreadsheet us@ the 1995 P h U m  Study data, please prOvlde a 
table that provldee the IternfypB and locao shape proflie indlvldually for ldontlcal 
containers, MentMed cbntatnen, non-identifbd contalnen, and single Items. 
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MPAAJSPST16-6 Response. 

(a) Aa atated in my response to DWSPS-Tl&l(f), lt]here were 710 container 

tallies of which 53 were for Identical containers. ldentlcal containen represent 6% 

of the weighted wntalner tallies? 

(c) Confined. 

(d) Confirmed. 

(e) 01 weighted items In identlcal containers, 17.4% were Periodicals. 

(9 I am prwlding the requested subclass prOnle of Hems In ldentlcal containers from 

the 1995 Platform Study on worksheet '6r of workbook file mpa-3-1 1 .xk In USPS- 

LR-1-246. 

(0) I am provldlng the requested subclass profile of single Items from the 1995 

Platform Study on worjmhee! of wodcbook file mpa-3-1 lJdt in USPS-LR-1-246. 

(h) I am providing the item type and loose shape profile IndMdually for Mentical 

containers and single items on worksheet '6K of workbook fiie mpa-3-11 As. 
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MPANSPS-TI6-7. Please refer to the document labeled USPS LR-1-115 1995 Platform 
Study. 

(a) Please provlde,a copy of all !raining materia that wre provided to tho 
Chtiatensen Associates pmorinel who cdlected data for the 1995 Platform Study. 

@) Please provide a copy of all written Instructions that wore provided to the dala 
colledoJs. 

(c) Please descrlbe all tralning that was provided to 1995 Platform Study data 
collectors. 

(d) Please desaibe all oral lnstruc!lons that were g h n  to the dah collectors. 

(e) Before performlngthe study, were the data collectors Informed !hat there is a 
strong association behvwn kern type @artiwl@rly sack color) and mail class? If 
so, please explain who ln lomd them ofthls strong arisccbtion. 

(9 Before performing the study, did the data allectore have any reason to believe 
that there ts a sfrong assqciation between lfem type (partkularfy 68ck color) and 
mail class? If so, why did they believe that there wan a strong assodation? 

(9) Old the data collectors report to you? If not, to whom, at Christensen Associates, 
dld they report? 

(h) In the 1995 Platform Study, how long were data collecton given to complele a tally 
for one wntalner (Imludlng any Information they collected about 8lngle Hems and 
locse shapes)? 

(i) Please state what the time interval was between tallies In the 1995 Platform Study. 
If thls figure was variable, please provide the average Ume Interval between tallles 
and describe the method used lo determlm, how large tho time interval should be. 

(j) What instructions were given to mallhandlere to ensure that they dM not intempt 
the data co l l don  effort? Who provlded them M h  these lnstrudlons (e.g., USPS 
facility manager, Christensen Assoclate personnel)? 
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~ d U r ~ W S i r t e a P o c i . l S o r v k r W l i n e u D e g e n  
To tntemgatorier 01 Magazine P u W  o( A ~ ~ r k a  Ina 

(k) Please describe how factntb w e n  Wormed that ChrittoMen Parodales 
pornomet were golng to &Ct data at h l r  trt9llty. 

(I) What perantage d tallles In the 1995 Platform study w r o  recorded as not 
handling taIIes? 

MPANSPS-TI 6-7 Response. 

(a) I &IN providing a copy of the tralnlng matarlals from the 1995 Platfm Study in 

USPSLR-1-246. 

@) I am prodding a copy of the wrltten Instructions from the 1995 Platform Study in 
USPS-LR-1-246. 

-- 
(e) The materials described In parta (a) and @) were provided lo data collectors at a 

daylong tralning sesslon conductsd at Christensen Assodatas. In addiUon IO 

- ___ -going through the data collecUon foms, inst&n3lons, andhedo-, a v-dety Of 

mail places were provlded so that dad collector8 could practice identifying 

subclasses of mail. 

(d) Oral instructtons ware Q i v m  that reitsrated m e n  mafertale.. 

(e) Data cdkctoo were not specMCally told what mall classss to expect In sack9 or 

any other Item type. 

(9 Several of the data collector8 had had previous acceptanceunlt and lwplant 

experience, and so would have known the common operatlndmail preparation 
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Respolur p( U n k d  Stam Pcstd Wltnetr w e n  
To lntonogatorka 01 Mapuine Publkhen 01 & n e b  Inc. 

sssodatbna of M& cob to dau, but also would haw boon aware that Ihow 

asacdnUon8 were not 100 p m n t  reliable. 

@) MIke M c G m  was In cbarge of the study. I rend as lead data collector at two of 

the elfit eurvey rltes. In edmm to Mr. McGmne, Dan Talmo, M~rbnne Ley, and 

Stacey McCuUouph senred ar omlto lead data collecton at the other 8uwey 

facllltles. 

(h) As eqplalned In USPS-LR-1-115, Yt]b minimum tim for a tally was set at f i e  

minutes ...’ In other words, talllea taklng less than flve minutes to wmplek were 

spaced five mlnutes apart Tallies requiring more then fhre mlnutes to record took 

m long CIS required to complete counting of !he observed container, kem or mail 

p l e a  of as long as possible to count without delaying proceaslng d the mail. 

(I) For taffies taklng more than five minutes to complete, there was no time Interval 

between me complellan at one tally and the Mrf of the next tally olher than the 

tJme H took to fud the next employee for sampling. Tallies requlrlng less than five 

mlnutes to complete were spaced flve minutes apart between tally start h s .  The 

ASCII  XI ale, mm95.pm. submitbd as part of USPS WI-115 IS a list of an tally 

. observations and includes the start tlme for each taay. 

0 To my knowledge. Poatal tupefvbors specnlcalb’ Instructed mall handler8 to 

cooperate wlth data collection efforts to the Qreatest extent possible without 

delayinp tho mail. 
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RerpoMI c4 Wkl Sktator Postal ServicS Witneri Dogen 
To Inlencgatorbr 01 Megazim Publlshen Of America 1%. 

(k) FacllIUes teloded for data wllecuon were natHied by two letlera, one from Willlam 

Hendenon (ExeaNvo ylce PresMent'Chlef Operating Ol7lwr) dlrecbd at the p h l  

managen and one dlrocbd to finance ma~gen from Michael Rlky (Senior Vice 

PresldenVChld FInandal OtRcar). Copies of both letten are belng prwlded in 

USPS-LR-1-248. 

(I) There were 1,708 iallles taken In the 1995 PlatIom Study, of which 704 wore not- 

handling taUles. Not-handling tallies represent 34 percent of the welgMed tallies in 

the study. 

i 
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Responee of United States Postal Service witness Degen 
To lntenogatories Of Magazine Publishers Of America Inc. 

MPANSPS-W. please refer to spreadsheet dmati6qi.x1s, worksheet le, which you 
provided in response to DMAIUSPS-T16-1. Please pmvide a coefficient of variation for 
each percantage on this worksheet 

MPARISPSTl6-8 Response. 

I did not cmpute coefficients of variation for the petcentages contained in this 

worksheet, and 80 am unable to provide them. 
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MPM.lSPS-T16-9 Response. 

I am providing the requested subdas8 profile of dlred item lallleo d n g  1995 IOCS tally 

data on worksheet '9' d wodchok file mpa-3.11 .XIS in USPS-LR-1-246. Please note 

that IOCS identical container tallies do not contaln InformaUon on Hem types (we 

USPS-LRI-14. Handbook F-45, In-office Cost System; Field Operating Instructions, at 

pages 12-5 through 12-7). Therefore I am unable to 8upply the requested rubcIas6 

profiles by item type for Hems In identical containers. 
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c 

I am providing the requested subclass profile of the handling lalllea from the 1995 

Plalform study M worksheet -10' of wokbook file mpa-3-ll.jds in USPS-LR-1-246. 

Please note that I did not oompute coefficients d varlation for these petwntages, and 

so am unable to provide them. 
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. . .  . 

(a) Please explafn what the 'number of item8 (unwelghted)' refen Io, 

(b) Please stale whether - when a worker who is handlln~ a contalner Is sampled - a 
tany Is taken for %MY Hem In fhe coi?tabwr 01 whefhsr the data colleaw m r d r  
only &e tally for each item t y p  In the sampled container. If the latter, @ease state 
whether tho data collector e&rnpled all items of the ltem type or just one Rem of the 
Hem type. 

(c) Please state the number of Identical containers that was sampled and the number 
of non-fdentlcal containers that was sampled In the 1995 Platform Study. 

MPANSPST16-11 Response. 

(a) Tho 'number of 'nema (unwelghted)' refera to how many actual items were 

surveyed to develop the proflle shown for each Hem type. 

(b) Each tally represents a sampled worker. In the case of a worker who Is handllng a 

con!ainer, the number of item by type and loose p l m  by shape and subclass 

contalned vdthln the container am recorded, Then for each Item type found In the 

container, two Hems am completely Inventorled to get a p lea  distribution by shape 

and rubclaes. 

(c) There were 719 contalnera Mmpled of which 63 were recorded aa Identical and 

666 were non-identlcal. 

..,. . .. . I  . . ,  . , .  . .  - . . . . .  . 
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Response of United-&ates'PostaI Sef9lce Witness Degen 
To Interrogatories of Magazine Publishers of America, Inc. 

MPNUSPS-Tl6-12. Please refer to your response to DMNUSPS-T16-2, 
where you describe results from the 1995 Platform Study: 'For tallies 
where the employee was working 'inbound transportation,' 57% of 
weighted handling tallies represented mail or equipment where the next 
operation was recorded a s  'another operation.'" Please also refer to the 
section of your response to the same interrogatory, where you state: 'Of 
the 164 handling tallies recorded for employees working outbound 
transportation, 41% of the weighted tallies represented mall from another 
operation within the facility.' Please confirm that, according to the 1995 
Platform Study, a portion of the work load in the platform operation is 
driven by work load in other operations. 

MPNUSPS-T16-12 Response. 

Confirmed that the Platform Study data support the conclusion that a portion of 

platform workload is driven by other operations. Strictly speaking, the Platform 

Study data indicate the movements of mail within the facility, not patterns of cost 

causation as such. 
- ~~~~ ~ ~~ 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Magazine Publishers of America, Inc. 

MPNUSPS-T16-13. Please refer to your Testimony, at page 50, lines 2-8, 
where you state: "The platform operation group covers a range of activities. 
Workers clocked into the platform are responsible for unloading inbound 
trucks (with the exception of some local collection runs, which may be 
unloaded by workers clocked into culling and cancellation), determining 
where the mail needs to be taken, moving the mail to staging areas in the 
plant, moving the mail between operations, moving the mail from the final 
sorting operation to the outbound dock, and loading outbound trucks." 
Based upon your description of platform activities, please confirm that if the 
volume of mail requiring piece-sorting increased, costs in allied labor 
operations would also increase. 

MPNUSPS-T16-13 Response. 

Confirmed, other things held equal. Note that the percentage increase in the 

relevant costs would be expected to be smaller than the percentage increase in 

volume requiring piece sorting, reflecting the factors that lead to less than 100 

percent volume-variability. 
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Response of United States Postal Service Witness Degen 
i o  hasrogaoriels dUagazim eubtishers ad America, Inc. 

MPAIUSPS-Tl6-14. Please refer to WMess Christensen's rebuttal 
testimony in Dockat No. R97-1. USPS-RT-7, at pages 8-9. where he 
states: 'Suppose that workhours in the manual flats operation did, in fact, 
depend on both the handlings in the operation and on handlings in letter 
automation operations. The correct procedure in this case would be to 
separately identify pools of volumevariable cost associated with each cost 
driver, and then to distribute each pool of volume-variable cost in 
proportion to the subclass distribution of the respective cost driver.' 
a. Please confirm that your operational analysis. partially described in the 

passages quoted in MPAIIISPS-T16-12 and MPAIIISPS-T16-13, indicates 
that volumes at n w  allied operations are a driver of a portion of allied costs. 

b. Please confirm that the econometric analyses of allied costs provided by 
Witness B o n o  in response to MPNUSPS-TIS1 and by Waness Bradley in 
Docket No. R97-1 (USPS-T-14) are consistent with the conclusion in (a). 

c. Pending a complete quantitative analysis of the variability of allied costs with 
respect to all relevant cost drivers, please confirm that there is sufficiently 
strong operational and econometric evidence that non-allied volumes drive 
a portion of allied costs to warrant an adjustment in the allied distribution 
keys used in the current case to reflect the role of non-allied volumes in 
driving allied costs. 

d. As an interim adjustment pending a complete quantitative analysis of the 
variability of allied costs with respect to all relevant cost drivers, please 
confirm that one way to reflect the costdriving role of non-allied volumes in 
the allied distribution keys would be to distribute some portion of allied labor 
costs using a distribution key based upon tallies from non-allied operations. 

e. Please confirm that the not handling portions of the allied labor cost pools 
could be distributed broadly as  an interim adjustment to reflect the role of 
non-allied volumes as  drivers of allied costs, as  described in (d). 

Please confirm that the mixed-mail portions of the allied labor cost pools 
could be distributed broadly as  an interim adjustment for the role of non- 
allied volumes as drivers of allied costs, as described in (d). 

f. 

MPNUSPS-T16-14 Response. 

a. Confirmed. In effect, the volumes at sorting (or other appropriate 'non-allied" 

operations) drivea portion of allied labor costs i n d i r d y  by causing various 

, 
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Response of United States Postal Service Witness Degen 
To Interrogatories of Magazine Publishers of America, Inc. 

types of mail handling and related work in the allied operations. Note, 

however, that the cost drivers of allied operations can be characterized in 

several (non-exclusive) ways, including the description above (see also 

witness Christensen's testimony at Docket No. R97-1, Tr. 34/18226), but also 

in terms of the handlings of mail in the allied operations. 

b. Confirmed. 
> .  

c. Confirmed that it is my opinion that there is sufficient operational and 

quantitative evidence to permit the implementation of a volume-variable cost 

distribution procedure using ihe approach described by witness Christensen 

at Docket No. R97-1, Tr. 34/18225. Any appropriate "adjustment" for the 

specified reason would need to be consistent with witness Christensen's 

approach. 

d. Confirmed, but not all adjustments would necessarily be appropriate. 

e. Confirmed to whatever extent that such a procedure could be justified in 

terms of the volume-variable cost distribution approach described by witness 

Christensen at Docket No. R97-I, Tr. 34/18225. Note that there is no a priori 

reason why costs associated with not-handling tallies should be considered to 

be any more or less associated with non-allied operations than costs 

associated with handling tallies. 
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Response of United States Postal Service Witness Degen 
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f. The fundamental issue with mixed-mail distribution is inferring the subclass 

contents of the associated items and/or containers. 'Broad' distribution of 

mixed-mail across cost pools, in the context of a distribution methodology that 

makes appropriate use of the information contained in item and container 

tallies, may be justifiable for that purpose. Note that the Postal Service's 

method makes use of a broadened distribution of 'identified" containers in the 

MODS and BMC platform and non-MODS Zr;&d labor cost pools; see the 

response to MPA/USPS-T164(a) and USPS-T-17 at page 15. 

I .  . 
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MPNUSPS-T16-15. Please refer to Witness Bono's Testimony (USPS-T- 
15) at page 136, footnote 70, where he states: 'Mr. Degen's analysis also 
indicates that allied operations should be expected to have lower volume- 
variability factors than sorting operations." Please refer further to your 
Testimony at page 69, lines 16-18, where you state that, "(t)he Postal 
Service was not ready to resubmit a method incorporating estimated 
volume-variabilities for allied cost pools." Finally, please refer to your 
Testimony at page 69, lines 1-3, where you state: "Pending further study of 
allied labor cost causation, the 'not handling' portions of the allied labor 
cost pools should be distributed broadly." 
1 
operations should be expected to have lower volume-varia;.i'ity factors than 
sorting operations." 

b. Please confirm that the econometric estimates of the variability of allied 
costs provided by Witness Bozo in response to MPNUSPS-Tl5-1 and by 
Witness Bradley in Docket No. R97-I (USPS-T-14) are consistent with the 
conclusions of your operational analysis described in (a). 

c. Pending a complete quantitative analysis of the variability of allied costs with 
respect to all relevant cost drivers, please confirm that there is sufficiently 
strong operational and econometric evidence that allied volume-variabilities 
are below 100 percent to warrant an adjustment in the current case to 
reflect that fact. 

d. As an interim adjustment pending a complete quantitative analysis of the 
variability of allied costs with respect to all relevant cost drivers, please 
confirm that one way to reflect the true lower allied volume-variabilities 
would be to use variability estimates for allied costs that are substantially 
below 100 percent. 

Please confirm that your operational analysis "indicr'w that allied 

MPNUSPS-TI615 Response. 

a. Confirmed. 

b. Confirmed. 

c. Confirmed that it is my opinion that there is sufficiently strong qualitative and 

quantitative evidence that volume-variability factors are below I00 percent in 
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allied labor operations to warrant appropriate ‘adjustments” to the allied labor 

distribution methodology, such a s  that described at page 69 of my testimony. 

d. Confirmed. 
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MPANSPS-T16-16. Please refer to interrogatory MPAIUSPS-TI 6-1 0, which requested 
"a corresponding spreadsheet that aggregates the subclass profiles for each piece and 
item type." The intent of this interrogatory was to obtain a table providing subclass 
profiles for each piece and item type, aggregating over 'all tallies for single pieces and 
single items ..., all tallies for items and loose pieces in identical containen ..., and all 
tallies for items and loose pleces In non-Identical contalne n... from the 1995 Platform 
Study." The intent of this Interrogatory was not to obtain a table that aggregated over 
the piece and item types. Please provide a table that aggregates over container type 
(non-container, identical container, non-identical container) but that still provides full 
detail on both subclass profile and piece and item type. 

MPNUSPS-TI 6-1 6 Response. 

I am providing the requested subclass profile by Item and piece type, aggregating over 

all weighted handling tallies (i.e.. single piece tallies, single item tallies, and identical 

and non-identical container tallies), as workbook file mpa-16.xls in USPS-LR-1-301. 

. 

. .  .. .. . .. . . ,  . 
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MPNUSPS-T16-17. Please refer to your response to MPAIUSPS-TlG-l4(f), in 
which you state that: "'Broad' distribution of mixed-mail across cost pools, in the 
context of a distribution methodology that makes appropriate use of the 
information contained in item and container tallies, may be justifiable ....' 
a. Please state whether you had a distribution methodology in mind when you 

b. If the answer to part (a) is affirmative, please specify the nature of the "broad 

made the quoted statement. 

distribution of mixed mail cost pools' and the 'appropriate use of the 
information contained in item and container tallies." 

from the distribution methodology described in response to part (b), in a 
format comparable to Table 3 at USPS-T-17. Please also provide an 
electronic (Excel) version. 

d. Please provide the SAS code used to generate the response to part (c) in 
hard copy and electronic form. 

c. Please provide the volume-variable costs by cost pool and subclass resulting 

MPA/USPS-T1&17 Response. 

a. I did not have a specific mixed-mail distribution method in mind when I made 

the quoted statement. However, I had considered some general types of 

modifications to the mixed-mail procedures. which I describe in the response 

to part (b). 

b. I considered two general types of modifications to the mixed-mail procedures 

implemented by the Postal Service for the BY 1998 mail processing subclass 

distribution keys. First, the *broader" mixed-mail procedures employed for the 

MODS and BMC Platform cost pools could be extended to other allied labor 

cost pools. Second. for the MODS office group, the 'broader" distribution of 

mixed-mail for the Platform (and, potentially, other allied labor cost pools) 

could be extended to additional non-allied labor cost pools. In any case, the 
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use of shape, item, or container information in the Postal Service's methods 

would be preserved. These types of modifications encompass a large 

number of specific alternative mixed-mail methods, which I have not 

considered individually. However, I specify what I believe to be the 'broadesr 

acceptable mixed-mail distribution method in the table provided as 

Attachment 1 to this response. The results that I present in response to parts 

(c) and (d) employ this method. 

c. Estimated volume-variable costs and distribution key shares, based on 

Fortran versions of the programs that compute volume-variable costs by 

subclass, are provided in Attachment 2 and Attachment 3 to this response. 

The requested Excel file will be provided in library reference USPS-LR-1-313. 

d. SAS code that performs the same function as the Fortran programs used to 

produce the results in Attachment 2 and Attachment 3 will be provided in 

library reference USPS-LR-1-313. 
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cost Pool 
Group 

MODS 

BMC 

Non-MODS 

'Broader' distribution in USPS 
Base Year method 

Identified" containers in 
'latfoim cost pool are Tilled" 
rsing piece- and item-handling 
lirect tallies in all allied labor 
nst pools 

Mixed single items and 
dentified containers in 
)latform cost pool are filled 
Jsing piece- and item-handling 
jirect tallies in all BMC cost 
~ O l S  
Mixed identified containers in 
Mied cost pool are filled using 
piece- and itemhandling direct 
tallies in all non-MODS cost 
pools except Registry and 
Miscellaneous 

'Broadesr acceptable method 

Broaden set of cost pools 
used to fill Platform 
identified container tallies to 
the set of cost pools used 
to distribute MODS allied 
labor not-handling tallies' 
Extend the broadened 
treatment of identified 
container tallies in the 
Platform cost pool to 
identified container tallies in 
other allied labor cost 
pools, except 
CancellationiMeter Prepz 
Extend the broadened 
treatment of identified 
container tallies in allied 
labor cost pools (except 
CancellationlMeter Prep) to 
tallies of mixed single items 
in atlied labor cost &XIS 

Extend the treatment of mixed 
single item and identified 
container tallies in the Platform 
cost pool to the BMC allied 
labor cost pool (USPS-T-17 
SAS Code "OTHR") 
Extend the treatment of 
identified container tallies in 
the Platform to tallies of mixed 
single items 

' Note that the set of cost pools used to distribute MODS allied labor not-hsndling tallies is the set 
of Function 1 cost pools (except 1Misc. 1Supporl. Regkt~y. and BusReply) plus LDC 79. .%e 
USPST-17 and LR-1-108 for details. ' Note that i intend mat the set of allied labw cost pools include the mechanized sack sortinQ tost 
pool in LDC 13, in addition to the LDC 17 cost pools exduding CanceliationlMeter Prep. 
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1.511 

17,255 
191 

4,219 
296 

1.628 
599 

0 
13,917 

1 
1.077 

26 
1 
0 
0 
0 
0 
0 
0 

9.202 

258.319 

MODS 
LO79 

6,413 
6,047 

698 
0 

460 
29 
0 

181 
588 
475 

0 
23 

2,090 
12.819 

793 
8,497 

430 
176 
10 
0 

2.734 
0 

28 
19 
0 
0 
0 
0 
0 
0 
0 

79 

42369 

m 
m 
N 



! I 

W P  AUTOlMEC REGISTRY EXPRESS sub(OtalM0Ds 
3,990224 

983.123 
150.576 
28.685 
5232s 
82,584 

173 
7,305 

400.072 
69.219 
3,010 

83204 
203,872 

1,406.928 
33.864 

318,412 
m a  
42,457 
28.439 
4.507 

94.897 
8.747 

2p.691 
33.336 
15,216 
1.335 

341 
3.855 

122 
284 

2.887 
33.588 

8.808.098 

MANL 
434.809 
9 18.697 
23.169 
7.572 
2.382 

142 
0 

831 
6.476 

301 
4 

2.219 
14.839 

103,808 
1.916 
35.448 

915 
74 
9 
2 

4.434 
477 

4.088 
0 
4 
0 
0 
0 
0 
0 
0 
0 

MANF 
154.643 
15,073 

0 
0 

23.180 
886 

0 
3 9 5  

75276 
1 1,020 
1 ,m 
4.749 

21.765 
174,800 

2.645 
19.359 

611 
3293 
1.124 

209 
2.m 

34 
1,130 

0 
0 
0 
0 
0 
0 
0 
0 
0 

762.451 516.050 

14204 
1.094 

5 
3 

51.798 
143 

0 
32 

1.780 
108 

1 
1,739 

259 
22.344 

6 
1224 

20.659 
8.749 
5.465 
1,102 
3.719 

942 
904 

. o  
0 
0 
0 
0 
0 
0 
0 
0 

136259 

75,713 
3B.807 
2.108 
1.537 

272 
9 
0 
3 

724 
170 

3 
825 

4,813 
2 3 m  

785 
4,987 

185 
37 
5 
1 

295 
150 
338 

8 
2 
0 
0 
0 
0 
0 
0 
2 

154.637 

2.m 
691 

1 
1 

315 
270 

0 
0 

231 
1 
0 
2 

175 
184 

1 
111 
58 
6 
3 
0 

782 
1 

840 
2.792 

0 
0 
0 
0 
0 
0 
0 
0 

9.008 

0 
0 
0 
0 
0 

6.434 
0 
0 
0 
0 
0 
0 

M) 
0 
0 
0 
0 
0 
0 
0 

255 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

6.775 

m 
ul 
N 
W 



Estimated VoIurtm-Vadabb caslby svbdass and Cost pool 
Uses Broadened Mixed.MeR DPlMbutlon Method fmn Resum- to MPANSPSTl517@) 

Nan-MoDs W O D S  
ALLIED 

2 1 9 m  
59.165 
5.012 
1,372 

33.028 
5.1M) 

0 
l.m 

35.199 
8 . W  

3,820 
32,611 

103.418 
3.027 

17210 
14.659 
5,- 
2.467 
663 

5,123 
1335 
2.127 

1 
2 
0 
0 
0 
0 
0 
0 
1 

558.750 

377 

MlSC tMotalNorrMOOS 
78.007 978,011 
24.176 257.703 
2.591 
1.129 
7.458 
1,404 

0 
209 

7,760 
953 
60 

2.640 
4.195 

24.W 
407 

4 , w  
2,497 
1.198 

555 
78 

3,001 
122 
645 

16.830 
538 
322 

0 
0 
0 
0 

7,710 

194,834 

1.126 

32.887 
11,614 

118.389 
14.189 

0 
5.378 

127.433 
19293 
1.510 

15.993 
78.7U 

452.572 
8.767 

82.387 
39,584 
19.338 
9,627 
2.054 

19,813 
3,062 

10251 
3.928 

16.845 
538 
322 

0 
0 
0 
0 

7.7i3 

2338,763 

BMC 
SSM 

86 
0 
0 
0 

103 
0 
0 

12 
3.385 
909 
317 
542 

2.184 
12.582 
363 

2,233 
5.163 
2.217 
1,481 

0 
101 
257 

2.29e 
0 
0 
0 
0 
0 
0 
0 
0 
0 

34213 

BMC 
OTHR 

1 .os0 
241 
I79 

0 
1.429 

0 
0 

63 
11.008 
2.550 

250 
4.722 
8 3 7  

95,284 
1,599 
13m 
49,181 
21.771 
15.447 
1.482 
7.337 

755 
13.844 

118 
0 
0 
0 
0 
0 
0 
0 

439 

248,565 

Atlachment 2 
Responre to MPANSPST16-17 
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BMC 
PSM 

477 
50 
0 
0 

078 
0 
0 
0 

87 
139 

0 
1,871 

437 
33.053 

557 
1,842 

1 5 W  
16.528 
13.331 
1,497 
662 
548 

5,313 
0 
0 
0 
0 
0 
0 
0 
0 
0 

e 6 9 8  

BMC 
SPB 

565 
0 
0 
0 

364 
0 
0 

20 
2.979 

153 
82 

2238 
1.594 

34,890 
358 

4 m  
5821 
2,412 
1296 

83 
1 .aw 

252 
5,018 

0 
0 
0 
0 
0 
0 
0 
0 
0 

84.180 

m 
in 
N 



Estimated Vohrme-VariaMe cos( by Subclass and Cost Pwl 
Uses Bmadened M W d f  Dbilriknion Method from Response to MPANSPST1617(b) 

BMC 
NMO 

183 
0 
1 
0 

e43 
0 
0 
0 

38 
381 

1 
850 
347 

7.340 
4 

574 
13.980 
3,069 
1,879 

884 
1.891 

12 
1.787 

0 
0 
0 
0 
0 
0 
0 
0 
1 

33.824 

BMC 
pbtfonn S u W B M C  QrandTolal 

704 
161 
60 
0 

1.392 
0 
0 
58 

7.932 
2.335 
220 

3.516 
5.189 

69.602 
1.378 
8,788 

45,308 
19.488 
13.705 
1.348 
4,321 

550 
10,432 

89 
0 
0 
0 
0 
0 
0 
0 

168 

196.718 

3,105 
452 
239 

0 
4.91 1 

0 
0 

153 
25.408 
8.447 

870 
13,738 
18.318 

252.551 

30,985 
134,800 
85.484 
47.118 
5294 

18- 
2.373 

38.673 
208 

0 
0 
0 
0 
0 
0 
0 

808 

870.198 

4258 

4,972,340 
1,221.279 

183.703 
38278 

s46.558 
96.773 

173 
12.838 

552.912 
94*550 
5,391 

92.938 
288.934 

2,114,049 
47,007 

43 1,783 
244.820 
127279 
88.185 
11,855 

130,518 
14,182 

271.814 

32.082 
1.874 

883 
3,855 
m 
294 

2.887 
41390 

11.817.059 

37,472 

Attachmen12 
Rerpmw to MPANSPSTlB-17 
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Eatimatad DlsbbuNon Kay Shares by Subclass and Cost Pool 
US- Brdened MI~ed-Mall Distribution Method fmm Response to MPANSPS-T1517(b) 

Subdam 
1st L&P 
lprel 
lCdS 
1 Prec 
Rlany 
EWn= 
Maagrams 
21c 
2Reg 
2NP 
2CL 
3SP 
3BRCRT 
3BRO 
3NPCRT 
3NPo 
4zpP 
4BPM 
4spc 
4LIB 
USPS 
FIW 
lntl 
Reek@ 
certified 
InwrWrCe 
COD 
M W W  
Stamp Em 
Sp Hndhg 
Po BOX 
wlecspecialsvt 

Total 

MODS MODS 
bcs 

50.3% 
24.3% 
1 A% 
0.5% 
0.1% . 
0.0% 
0.0% 
0.0% 
0.1% 
0.1% 
0.0% 
0.5% 
2.1% 

14.4% 
0.5% 
4.5% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 
0.0% 
1 .O% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 

100.0% 

ou 
64.4% 
14.4% 
2.7% 
0.4% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 
0.0% 
0.4% 
2.3% 
9.5% 
0.3% 
3.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.3% 
0.0% 
1.8% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
k m  

45.1% 
4.1% 
0.1% 
0.0% 
1.8% 
0.0% 
0.0% 
0.1% 
7.5% 
12% 
0.1% 
0.9% 
1.9% 

30.6% 
0.3% 
4.0% 
0.1% 
0.4% 
0.3% 
0.0% 
0.6% 
0.1% 
0.9% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
Ism 

70.5% 
11.9% 
5.9% 
0.5% 
0.3% 
0.0% 
0.0% 

' 0.0% 
0.0% 
0.0% 
0.0% 
0.1% 
0.0% 
5.5% 
0.0% 
2.6% 
0.0% 
0.0% 
0.0% 
0.0% 
0.8% 
0.0% 
1.9% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
ISackS-m 

34.5% 
9.5% 
I .2% 
0.2% 
8.2% 
1 .0% 
0.0% 
0.1% 
8.5% 
1.2% 
0.2% 
1.1% 
3.1% 

18.3% 
0.6% 
3.9% 
2.4% 
0.8% 
0.3% 
0.0% 
0.7% 
0.1% 
3.6% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
mecpam 

6.5% 
2.5% 
0.0% 
0.0% 

50.2% 
0.3% 
0.0% 
0.0% 
5.8% 
0.9% 
0.0% 
1.7% 
1.2% 

10.2% 
1 .O% 
0.2% 
6.8% 
2.4% 
1.3% 
0.0% 
7.2% 
0.0% 
1.8% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

AItachmenl3 
Response to MPANSPST16-17 

Page 1 of7 

MODS 
spbs O b  

20.3% 
2.4% 
0.0% 
0.0% 
8.0% 
0.1% 
0.0% 
0.0% 
9.5% 
1.9% 
0.0% 
I .4% 
8.3% 

34.9% 
0.6% 
5.1% 
1.4% 
2.0% 
1 A% 
0.2% 
0.9% 
0.6% 
0.9% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
SpbSPrb 

12.3% 
1.7% 
0.0% 
0.0% 

88.3% 
0.7% 
0.0% 
0.0% 
4.2% 
0.8% 
0.0% 
0.3% 
1.3% 
4.6% 
0.2% 
0.4% 
I .I% 
0.2% 
0.2% 
0.0% 
1.6% 
0.3% 
1.6% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 



Estmaled Dktributian Key Sham by Subclass and Cost Pool 
Uses Broadened Mked-MaR Disbkvtkn Melhod fmm Response to MPARISPSTlB17(b) 

MOOS 
manf 

37.3% 
4.1% 
0.1% 
0.0% 
2.4% 
0.0% 
0.0% 
0.3% 

16.0% 
2.4% 
0.1% 
0.9% 
I .8% 

28.6% 
0.4% 
4.9% 
0.1% 
0.5% 
0.3% 
0.1% 
0.5% 
0.0% 
1 .O% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 

60.4% 
10.9% 
4.9% 
0.8% 
0.4% 
0.1% 
0.0% 
0.0% 
0.6% 
0.2% 
0.0% 
0.5% 
1 .O% 

122% 
0.3% 
4.9% 
0.1% 
0.1% 
0.0% 
0.0% 
0.9% 
0.1% 
1.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
02% 

100.0% 

MODS 
m a v  

15.9% 
2.8% 
0.0% 
0.0% 

26.7% 
0.5% 
0.0% 
0.0% 
4.2% 
0.6% 
0.0% 
0.9% 
3.1% 

14.2% 
0.1% 
0.3% 

17.3% 
5.8% 
4.5% 
0.0% 
I .4% 
0.4% 
1.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
Priwity 

4.7% 
0.3% 
0.0% 
0.0% 

86.3% 
1.4% 
0.0% 
0.0% 
0.4% 
0.1% 
0.0% 
0.2% 
0.6% 
1.1% 
0.0% 
0.1% 
0.5% 
0.1% 
0.1% 
0.0% 
2.2% 
0.0% 
1.8% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
Id15 

70.8% 
13.2% 
2.3% 
0.1% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 
0.6% 
6.1% 
0.5% 
2.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 
0.0% 
3.4% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
lbulkpr 

39.8% 
17.9% 
1.3% 
0.2% 
4.9% 
0.6% 
0.0% 
0.0% 
4.5% 
0.6% 
0.0% 
1.1% 
4.4% 

15.6% 
0.3% 
4.0% 
0.6% 
0.4% 
0.3% 
0.5% 
0.7% 
0.1% 
2.0% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

I 
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MODS 
ICancMPP 

83.6% 
4.5% 
2.2% 
0.1% 
3.2% 
0.0% 
0.0% 
0.0% 
0.4% 
0.1% 
0.0% 
0.4% 
0.2% 
2.3% 
0.1% 
0.6% 
02% 
0.1% 
0.2% 
0.1% 
0.7% 
0.0% 
1 .0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MOOS 
IOpBulk 

35.1% 
9.0% 
13% 
0.2% 
4.8% 
0.7% 
0.0% 
0.1% 
6.4% 
16% 
0.0% 
0.7% 
4.5% 

25b% 
0.7% 
5.1% 
0.9% 
0.8% 

0.1% 
0.7% 
0.2% 
1.7% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

oa% 

m 
m 
N 
4 



Estimaled Distribution Key Shams by Subclass and Cost Pool 
k Broadened MixedMail Dlstributkn Method horn RespOn~e to MPANSPS-T16-17@) 

subclass 
1st L6P 
I P r d  
lCdS 
lprec 
priwity 
Express 
hiailgrams 
21c 
2Reg 
2NP 
XI. 
3SP 
3BRCRT 
3BRo 
3NPCRT 
3NPo 
4zPP 
4BPM 
4sPc 
416 
USPS 
FtW 
lntl 

ctvulied 
Insurance 
COD 
Marayw 
Stamp Env 
Sp Hndlng 
POBOX 
OtherSpeJalSvs 

Total 

Rseisby 

MODS 
IOPpref 

43.0% 
10.1% 
1.3% 
0.3% 
7.7% 
0.8% 
0.0% 
0.1% 
7.5% 
1 .0% 
0.0% 
0.8% 
2.6% 

15.7% 
0.4% 
3.4% 
0.9% 
0.6% 
0.3% 
0.1% 
0.9% 
0.2% 
2.2% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
1PlanMn 

39.4% 
9.4% 
I .3% 
0.3% 
9.8% 
1.2% 
0.0% 
0.1% 
5.9% 
1.0% 
0.0% 
0.9% 
2.9% 

16.2% 
0.4% 
3.5% 
1.9% 
0.8% 
0.5% 
0.1% 
1 .0% 
0.1% 
2.7% 
0.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
1 Pouching 

43.4% 
10.4% 
1.3% 
0.3% 
7.9% 
I .O% 
0.0% 
0.1% 
5.8% 
0.8% 
0.0% 
0.8% 
2.4% 

16.3% 
0.3% 
3.5% 
0.9% 
0.5% 
0.3% 
0.1% 
0.6% 
0.2% 
2.6% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
1 SackS-h 

35.6% 
9.1% 
1.2% 
0.2% 
9.7% 
1.2% 
0.0% 
0.2% 
8.7% 
1.3% 
0.1% 
0.8% 
3.9% 

16.9% 
0.5% 
3.6% 
2.0% 
0.9% 
0.4% 
0.1% 
0.8% 
0.4% 
2.3% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
lscan 

39.6% 
10.6% 
1.3% 
0.2% 

152% 
3.6% 
0.0% 
0.1% 
4.1% 
0.6% 
0.0% 
0.6% 
2.1% 

13.4% 
0.3% 
3.1% 
0.8% 
0.4% 
0.4% 
0.0% 
0.9% 
0.1% 
2.4% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS 
1 EEqmt 

37.7% 
9.3% 
1.5% 
0.3% 
5.4% 
1.2% 
0.0% 
0.1% 
5.6% 
1 .8% 
0.m 
0.9% 
3.1% 

14.7% 
0.5% 
3.3% 
0.8% 
0.5% 
8.7% 
0.0% 
1.0% 
0.1% 
3.1% 
02% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 

100.0% 

Attachment 3 
ReSpOnSe to MPANSPS-T16-17 
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MODS 
Isuppat 

46.2% 
10.4% 
1.1% 
0.3% 
5.9% 
0.9% 
0.0% 
0.1% 
4.4% 
0.7% 
0.0% 
0.7% 
2.2% 

16.4% 
0.4% 
3.6% 
0.7% 
0.4% 
0.3% 
0.0% 
0.W 
0.1% 
2.6% 
0.4% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.3% 

100.0% 

MODS 
BUSRW 

28.0% 
3.5% 
1 .O% 
0.0% 
3.6% 
0.0% 
0.0% 
0.0% 
0.2% 
0.0% 
0.0% 
1.5% 
0.1% 
1.1% 
0.3% 
0.1% 
1.9% 
0.1% 
1.7% 
0.0% 
8.3% 
0.0% 
0.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

48.3% 

100.0% 
m 

m 

Ln 
N 



Estimated Disbibutkn Key Sheres by subdsss and Cod Pod 
Uses  Bmedaned Mkad-Mail Dbtrlbuthm Method from Response to MPANSPS-TIG-I7(b) 

subdaas 
Id L6P 
lhd 
lCdS 
lprec 
Rbrity 
Express 
Mailgram 
21c 
2Ree 
ZNP 
X L  
3SP 
3BRCRT 
3ERO 
3NPcRT 
3NPo 
4zPP 
4BPM 
4sPc 
4LIB 
USPS 
FfW 
Inti 
R S g W  
catified 
I n s u m  
COD 
Money ord 
stamp Em 
SP Wing 
Po BOX 
OtherspeclalSVS 

Total 

MODS 
Ev-= 

6.5% 
0.2% 
0.2% 
0.2% 
1.5% 

72.9% 
0.0% 
0.0% 
0.4% 
0.1% 
0.0% 
0.1% 
0.2% 
2.0% 
0.0% 
0.3% 
0.1% 
0.0% 
0.0% 
0.0% 
5.7% 
0.0% 
9.5% 
0.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
02% 

100.0% 

MODS 
Mailgram 

0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
Mlsc 
46.m 
10.4% 
1.7% 
0.3% 
5.9% 
0.9% 
0.0% 
0.1% 
4.4% 
0.7% 
0.0% 
0.7% 
2.2% 

18.4% 
0.4% 
3.8% 
0.7% 
0.4% 
0.3% 
0.0% 
0.9% 
0.1% 
2.0% 
0.4% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.3% 

100.0% 

MODS 
Registry 

9.3% 
0.9% 
0.8% 
0.0% 
0.9% 
2.5% 
0.0% 
0.0% 
0.2% 
0.0% 
0.0% 
I .2% 
0.0% 
0.1% 
0.0% 
0.1% 
1.3% 
0.0% 
0.2% 
0.0% 

15.1% 
0.0% 

16.9% 
50.4% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
R-P 

54.0% 
6.1% 
4.5% 
0.0% 

11.2% 
0.0% 
0.0% 
0.0% 
0.9% 
0.0% 
0.0% 
0.9% 
0.1% 

10.2% 
0.0% 
1 .O% 
4.2% 
0.0% 
1.0% 
0.0% 
I 2% 
0.0% 
3.7% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
Inti 

4.7% 
1.8% 
0.6% 
0.2% 
2.5% 
2.4% 
0.0% 
0.0% 
0.3% 
0.0% 
0.0% 
0.0% 
0.1% 
12% 
0.3% 
0.4% 
2.2% 
0.2% 
0.0% 
0.0% 
0.8% 
0.0% 

81 5% 
1 .0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

AnXhmenl3 
~ e ~ p o n ~ e  to MPAWSPS-~iei7 
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MODS 
LM1 

43.8% 
332% 
0.9% 
0.3% 
0.5% 
0.0% 
0.0% 
0.0% 
0.1% 
0.7% 
0.0% 
0.0% 
42% 

13.1% 
1 .0% 
1.7% 
0.1% 
0.0% 
0.0% 
0.0% 
0.3% 
0.0% 
02% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

MODS 
LD42 

49.8% 
9.7% 
3.1 % 
0.0% 
2.6% 
0.1% 
0.0% 
0.0% 
3.8% 
1.5% 
0.0% 
0.1% 
3.0% 

22.1% 
I .0% 
0.4% 
0.0% 
0.0% 
0.0% 
0.0% 
2.4% 
0.0% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

m 
w 
N 
W 



E S t k n a t e d D l s ~  Key Sharesbysubdass and Costpod 
Uses Broadened Mlxed-Maa Oistributbn Method (mm Response to MPMJSPST1&17@) 

MODS 
Lo43 

36.3% 
0.0% 
I .2% 
02% 
0.4% 
0.6% 
0.0% 
02% 
5.8% 
0.0% 
0.0% 
0.6% 
5.5% 

19.0% 
0.5% 
3.1% 
2.5% 
1 A% 
0.8% 
02% 
0.8% 
0.1% 
0.6% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 

MODS MOOS 
LD44 W - p d m  

53.5% 
17.3% 
0.8% 
0.1% 
4.6% 
0.7% 
0.0% 
0.1% 
3.8% 
0.5% 
0.1% 
0.6% 
1.3% 

11.8% 
0.1% 
2.1% 
0.6% 
0.4% 
0.1% 
0.1% 
0.8% 
0.0% 
0.6% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

1w.0% 

- 
42.7% 
11 6% 
2.0% 
0.3% 
5.8% 
1.5% 
0.0% 
0.2% 
4.4% 
1 .O% 
0.0% 
0.9% 
2.8% 

11.0% 
0.3% 
2.0% 
1.3% 
0.8% 
0.4% 
0.1% 
2.1% 
0.1% 
1.1% 
0.4% 
2.1% 
0.5% 
0.1% 
2.0% 
0.1% 
0.0% 
1.6% 
1 .0% 

100.0% 

MODS 
LM8-EXp 

28.3% 
0.0% 
0.0% 
0.0% 
6.6% 

51.1% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

14.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.016 

42.7% 
11.6% 
2.0% 
0.3% 
5.8% 
1.5% 
0.0% 
02% 
4.4% 
1 .0% 
0.0% 
0.9% 
2.8% 

11.0% 
0.3% 
2.0% 
1.3% 
0.8% 
0.4% 
0.1% 
2.1% 
0.1% 
1.1% 
0.4% 
2.1% 
0.5% 
0.1% 
2.0% 
0.1% 
0.0% 
I .6% 
1 0% 

100.0% 

4.3% 
1.5% 
0.0% 
3.6% 
8.9% 
0.0% 
0.4% 
1.0% 
0.0% 
0.0% 
1 .0% 
2.1% 
4.4% 
0.0% 
1 .O% 
0.7% 
12% 
0.0% 
0.0% 
3.2% 
0.0% 
6.2% 
3.6% 

19.0% 
0.4% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
3.0% 

100.0% 

AlWlment3 
Response to MPANSPST16-17 
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MODS 
LM9 

38.1% 
23.8% 
2.5% 
0.8% 
1 .0% 
0.0% 
0.0% 
02% 
8.7% 
3.0% 
0.0% 
2.6% 
0.6% 
6.7% 
0.1% 
1 6% 
0.1% 
0.6% 
0.2% 
0.0% 
5.4% 
0.0% 
0.4% 

0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
3.6% 

100.0% 

0.0% 

MODS 
LO79 

15.1% 
14.3% 
1.6% 
0.0% 
1.1% 
0.1% 
0.0% 
0.4% 
1.4% 
1.1% 
0.0% 
0.1% 
4.0% 

29.8% 
1.9% 

20.1% 
1 .0% 
0.4% 
0.0% 
0.0% 
6.5% 
0.0% 
0.1% 

0.0% 
0.W 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 

100.0% 

o.a% 



EsUmated Distribution Key S h w  by Subclass and Cost Pod Attachment 3 
Response to MPANSPSTIG-17 
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Usas Broadened MlxedMail DlstrsbuHon Memod fmm Response to MPANSPS-T1517(b) 

Nm-MooS W D D S  Nm-MODS Now~~OOS W O D S  W O D S  NUI-MODS 
MANP AVTONEC REGISTRY EXPRESS Subdass 

1st L6P 
1Rel 
1CdS 
IReC 
Riorlty 
Ew- 
Malgrarm 
21c 
2Ree 
2NP 
X L  
3SP 
3BRCRT 
38Ro 
3NPCRT 
3NPO 
4zpP 
4BPM 
4sPc 
4LIB 
USPS 
FIW 
IIlU 
Reabby 
CerSRed 
IIl!3urana, 
COD 
Monsym 
Stamp Env 
Sp Hndlng 
PO Box 
OtherspedalSVa 

TOM 

MANL MANF 
30.0% 67.0% 

15.6% 
3.0% 
1 .0% 
0.3% 
0.0% 
0.0% 
0.1% 
0.8% 
0.1% 
0.0% 
0.3% 
1.9% 

13.6% 
0.3% 
4.6% 
0.1% 
0.0% 
0.0% 
0.0% 
0.6% 
0.1% 
0.5% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

2.9% 
0.0% 
0.0% 
4.5% 
0.1% 
0.0% 
0.6% 

14.6% 
2.1% 
0.2% 
0.9% 
4.2% 

33.9% 
0.5% 
3.8% 
0.1% 
0.6% 
0.2% 
0.0% 
0.4% 
0.0% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

10.4% 49.0% 
0.8% 
0.0% 
0.0% 

38.0% 
0.1% 
0.0% 
0.0% 
I .3% 
0.1% 
0.0% 
1.3% 
0.2% 

16.4% 
0.0% 
0.9% 

15.2% 
6.4% 
4.0% 
0.8% 
2.7% 
0.7% 
0.7% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

25.0% 
1.4% 
I .O% 
0.2% 
0.0% 
0.0% 
0.0% 
0.5% 
0.1% 
0.0% 
0.5% 
3.1% 

14.9% 
0.5% 
3.2% 
0.1% 
0.0% 
0.0% 
0.0% 
0.2% 
0.1% 
0.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

26.0% 
9.9% 
0.0% 
0.0% 
3.5% 
3.0% 
0.0% 
0.0% 
2.6% 
0.0% 
0.0% 
0.0% 
1.9% 
2.0% 
0.0% 
1.2% 
0.6% 
0.1% 
0.0% 
0.0% 
8.796 
0.0% 
9.3% 

31 .O% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

95.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
1.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
3.8% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

ALLIED 
39.2% 
10.6% 
0.9% 
0.2% 
5.9% 
0.9% 
0.0% 
U.2% 
6.3% 
1.2% 
0.1% 
0.7% 
5.8% 

18.5% 
0.5% 
3.1% 
2.6% 
1.1% 
0.4% 
0.1% 
0.5% 
02% 
0.4% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 



! I i 

Estimated DitrbuHon Key Shams by Subclass and Cost Pod 
Uses Broadened Mlxed-Mail DhWuticn Method hum Response to MPANSPS-T16-17@) 

subdasa 
1st L&P 
1 W  
1Cds 
1PreC 
Prkmv 
GV- 
Maagarno 
21c 
2Reg 
2NP 
2CL 
3SP 
3BRCRT 
3BRO 
3NPCRT 
3NPo 
4zPP 
4BPM 
4sPc 
4LIB 
USPS 
FIW 
lntl 
R e g m  
certified 
InsUranr, 
COD 
M a ~ y  Ord 
stamp Env 
Sp Hndlng 
Po BOX 
Other speclal Svs 

Total 

Nan-MODS 
MlSC 

40.0% 
12.4% 
1.3% 
0.6% 
3.8%. 
0.7% 
0.0% 
0.1% 
4.0% 
0.5% 
0.0% 
1 A% 
2.2% 

12.8% 
02% 
2.1% 
1.3% 
0.6% 
0.3% 
0.0% 
1.5% 
0.1% 
0.4% 
0.6% 
8.6% 
0.3% 
02% 
0.0% 
0.0% 
0.0% 
0.0% 
4.0% 

100.0% 

BMC 
SSM 

0.3% 
0.0% 
0.0% 
0.0% 
0.3% 
0.0% 
0.0% 
0.0% 
9.9% 
2.7% 
0.9% 
1.6% 
6.4% 

36.8% 
1.1% 
6.5% 

15.1% 
6.5% 
4.3% 
0.0% 
0.3% 
0.8% 
6.7% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

BMC 
DTnR 

0.4% 
0.1% 
0.1% 
0.0% 
0.6% 
0.0% 
0.0% 
0.0% 
4.4% 
1 .O% 
0.1% 
1.9% 
2.6% 

38.3% 
0.6% 
5.3% 

19.8% 
8.8% 
6.2% 
0.6% 
3.0% 
0.3% 
5.6% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.2% 

100.0% 

BMC 
PSM 

0.5% 
0.1% 
0.0% 
0.0% 
1.1% 
0.0% 
0.0% 
0.0% 
0.1% 
0.2% 
0.0% 
2.0% 
0.5% 

35.7% 
0.6% 
2.0% 

16.6% 
17.8% 
14.4% 
1.6% 
0.7% 
0.6% 
5.7% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

BMC 
SPB 

0.9% 
0.0% 
0.0% 
0.0% 
0.6% 
0.0% 
0.0% 
0.0% 
4.6% 
0.2% 
0.1% 
3.5% 
2.5% 

54.1% 
0.6% 
6.8% 
9.1% 
3.8% 
2.0% 
0.1% 
3.0% 
0.4% 
1.8% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

Attechment 3 

Pag07d7 
Response b MPMJSPS-T16-17 

BMC 
NMO 

0.5% 
0.0% 
0.0% 
0.0% 
1.9% 
0.0% 
0.0% 
0.0% 
0.1% 
1.1% 
0.0% 
2.5% 
1 .wc 

21.7% 
0.0% 
1.7% 

41.3% 
9.1% 
5.6% 
2.6% 
5.6% 
0.0% 
5.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

100.0% 

BMC 
platform 

0.4% 
0.1% 
0.0% 
0.0% 
0.7% 
0.0% 
0.0% 
0.0% 
4.0% 
12% 
0.1% 
1.8% 
2.6% 

35.4% 
0.7% 
4.5% 

23.0% 
9.9% 
7.0% 
0.7% 
2.2% 
0.3% 
5.3% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 
0.1% 

100.0% 
0, 
m 
W 
N 
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Response of .United States Postal Service Witness Degen 
to Interrogatories of the Office of the Consumer Advocate 

, 

OCANSPS-T1G-1. On page 5:lines 1-6, you Indicate that OCAwitness Smith and UPS 
witness Neels, in Docket No. R97-1, ignored features of the Postal Service network and 
operations that are vital to distinguishing the cost effects of volume changes from the 
effects of non-volume factors. 

(a) Please specifically delineate which variables are vital to the analysis. 

(b) FQr each variable identified, please Indicate whether such a variable was used by 
Dr. Bradley in his analysis in Docket No. R97-1 on the subject of mail processing 
vankbilii. 

OCANSPS-T-16-1 Response. 

My exact statement referenced in the question is that "My analysis of the structure of 

mail processing operations also reveals that the pooled regression approach advocated 

by OCA witness Smith and the cross-sectional analysis favored by UPS witness Neels, 

in Docket R97-1, potentially ignores [sic] features of the Postal Service network and 

operations that are vital to distinguishing the cost effects of volume changes from the 

effects of non-volume factors.' 

(a) My testimony is that a regression analysis that does not control for sitespecific, 

non-volume, costcausing factors does not accurately reflect the facts that mail 

processing plants are located to serve delivery points; that mail processing plants 

have unique facilii, work force, and that management characteristics tend not to 

change over the "rate cycle" and, to the extent they do, are primarily driven by non- 

volume factors; and that additional volumes will be handled, to some extent, In all or 

nearly all mail processing plants. The referenced statement indicates that variables 

that control for site-specific, non-volume, cost factors are 'vital." My testimony does 

not address the details of the selection of variables; however, I believe they can be 
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Response of United States Postal Senrice WHness Degen 
TO Interrogatories of the Office of the Consumer Advocate 

modeled with site-specific dummies (as in the fixed-effects model) andlor specific 

measures of factors such as facility, network, work force, and management 

characteristics. It would be nearly impossible to specify and measure all such 

characteristics, so site specific dummy variables should always be included to avoid 

bias in the estimated variables. 

. 

(b) As I indicated in my answer to (a) above, I believe that sitespecific dummy 

variables are vital. My understanding is that Dr. Bradley's intent in including the 

site-specific dummy variables was to capture the effects of non-volume cost 

causing factors. Additionally, the "manual ratio" variables Dr. Bradley specified can 

be interpreted as indicators of the sites' sorting technology as well as measures of 

the 'quality" of the mailstreams. While Dr. Bono's models are to be preferred 

because they include additional measures of important non-volume characteristics, 

the general similarity of the results indicates that Dr. Bradley's models, by and 

large, successfully controlled for the site-specific, non-volume, cost-causing factors. 
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OCAIUSPS-Tl6-2. Please refer to your testimony at page 10, lines 11-13. You 
indicate that, 'Econometric models are well-suited to measuring expected changes in 
.cost as volume changes, but are ill-suited for predicting changes in the underlying 
technology.' Please define what typ.e(s) of changes in the underlying technology are 
being referenced, in terms of specific capital equipment, personnel, operating 
personnel, or other resources. Aisoaddress these two examples, 

(a) Would a decision to purchase a new type of OCR be considered technological 
change if the new OCR were more efficient andlor had improved capabilities? 
Please explain. 

@) Would a decision to purchase a new OCR of an existing type of OCR be 
considered a change in technology? Please explain. 

OCANSPS-T-16-2 Response. 

The quoted statement was made in the context of a discussion of the respective roles of 

the Base Year and rollfolward models in capturing the effects of cost reducing programs 

implemented between the base year and test year. See USPS-T-16 at page 9, line 18, 

to page 10, line 13. The statement does not refer to specific programs, but rather the 

general issue of 'evaluat[ing] the forecast assumptions and expected changes in the 

operating plan [in the test year cost moder (USPS-T-16 at page 10, lines 10-1 1). Each 

of the changes listed (capital equipment, personnel, operating personnel, or other 

resources) would have to be evaluated in terms of whether it would be expected to 

cause a change in the fundamental volume-variability of a cost pool, or alter the mix of 

cost pools. with respect to the quoted statement, it would be a gross misinterpretation 

to read my statement as a suggestion that econometric models are inessential to 

measuring test year costs. I believe that econometric models are weii-suited to 

predicting cost changes when the underlying technology is stable, or when they are 
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subject to changes that can  be extrapolated from historical data. Econometric models 

also play a critical role in accurately estimating cost savings from new technology, since 

they are needed to estimate the level of costs under the existing technology as the 

'base" for the cost savings. Addihonally, some fundamental changes in the Postal 

Service's operating plan should probably be reflected in the CRA by developing new 

cost pools, rather than modifying the definition of existing cost pools. This depends on 

whether introduction of a new technology would affect the degree of volume-variablility 

for a cost pool. 

(a) Introduction of a new type of equipment with fundamentally different capabilities 

would, I believe, widely be viewed as a type of technological change. Whether the 

effect of the technological change can (or should) be captured in an existing cost 

pool's econometric model is an empirical issue. 

(b) The change that is described amounts to adding OCR capacity and, I believe, would 

not be considered to constitute a technological change with respect to the OCR cost 

pool. Adding capacity in a given operation can change the technology (cost pool) 

mix in the plant, to the extent the added equipment were intended to relieve binding 

capacity constraints. In terms of cost modeling, given aforecast of the additional (or 

percentage change in) volumes to be processed in the OCR cost pool, there would 

be no conceptual problems in predicting the additional (or percentage change in) 

OCR costs from the econometric models. Correspondingly, this type of adjustment 

is usually made as program savings in the roll forward process, not as alterations of 

the volume-variability of the OCR pool. 
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OCNUSPS-T1B-3. Please referto pages 18 through 24 of your testimony, wherein you 
provide a discussion of nefworkand location-r&W faolors that affect costs, but do not 
change with volume. Is it correct that the bulk of this material was not presented in 
Docket NO. R97-17 Please identify any of the referenced material that was previously 
presented in the same level of detall In Docket No. R97-1. 

OCAIUSPS-T-16-3 Response. 

It is correct that the material provided in pages 18-24 of testimony did not appear in the 

R97-1 testimony at the same level of detail. However, the importance of location- 

related non-volume factors was discussed briefly in Dr. Bradlevs mail processing 

testimony: 

"The fixed effects model allows for sitespecific effects that would cause 
two facilities to have different levels of hours for the same amount of piece 
handlings. Reasons for these differences include things like the age of the 
facility, the quality Ot the local work force, and the quality of the mail that 
the facility must process. (Docket No. R97-1, USPS-T-14, pp. 39-40; 
footnote omitted.) 

The need to discuss the fixity of the Postal Sewice's delivery network relative to volume 

changes didmot become evident until UPS witness Neels testified that the Postal 

Service would be expected to handle additional volumes by "repricatinf its most 

efficient facility. (Docket No. R97-1, Tr. 28/15791). Dr. Neels's erroneous testimony on 

the Postal Service's response to volume changes was addressed in my rebuttal 

testimony (Docket No. R97-1, USPS-RT-6, pp. 47-48 Tr. 36/19365-6). 
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TWNSPS-T17-19 The foliowlpg questions concern your attribution and 
distribution of costs In the two Functlon 1 and two Function 4 'suppof pools. 

a. 

b. 

C. 

d. 

Please confirm that the dlrect tallies, identifying specific subclasses 
and special services, In cost pools IMisc, lsupport, LD48Adm and 
LD480th represent $89.713 million In %illy dollars' or $83.192 million 
In accrued BY98 costs. If not confirmed, please supply COKeCted 
figures. 

Confirm that your method distributes the volume variable portion of 
these direct costs in a manner that ignores all subclass and handling 
specific information recorded by IOCS clerks for these tallies. 

GraMed that many other (not handling) tallles in these cost pmls 
indicate general and admlnistrative functions for which a broad 
distribution over all.mail processing costs may be justified, what 
exactly is your Justification for ignoring the specific information on the 
direct tallies instead of simply distributing the costs of those tallies to 
the subclasses and services indicated? 

List all reasons you have, if any, to believe that ignoring the subclass 
and service specific Information on the direct tallies referred to above 
leads to a more accurate distribution than you would get by simply 
using the Ignored information. 

TWNSPS-117-19 Response. 

a. Confirmed. 

b. Confirmed. 

c. As I explaln In my testimony, The direct tally data represent actual 

handlings of mall by the sampled employees, but we believe these 

handlings are Incidental to the support activities that constitute the bulk 

of the tallies in these cost pools, and, therefore, do not necessarily 
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represent the true patterns of cost causation.' Please see USPS-T-16 

at page 57, lines 1518. The statement of the interrogatory seems to 

imply that the causal factors behind the handling portion of these cost 

pools is fundamentally different from the not-handllng portion. I believe 

this Is Incorrect. All of the MODS operatlons (and associated costs) 

mapped to the mall processing support cost pools (see USPS LR-1-106 

at 1-25 and 1-27) constitute what you call "general and adminlstrative 

functions.' Accordingly, one should not expect the relatively small 

number of handling tallies observed in those operatlons to be 

representative of the drlvers of costs in the supported activities. 

d. See the response to part (c) of this interrogatory. 
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UPS/USPS-Tl&l. Identify all instances in which you have relied on or used in your 
testimony in any way any FY 1999 cost, revenue, volume, or other data, and state in 
each such instance why you used FY 1999 data instead of data for BY 1998. 

UPSIUSPS-T-16-1 Response. 

There are no instances where I have used or relied on any p/ 1999 cost, revenue, 

volume, or other data in my testimony. 

I 
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UPSNSPST16-2. Refer to Table 8 at page 66 of your testimony. Provide the 
FY95 IOCS Platfon distribution key for items in containers for all individual mail 
subclasses. 

UPSNSPST16-2 Response. 

The requested data are provided in Attachment 1 to this response. 
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Presort Letters and Parcels 

Attachment 1 
Response to UPSNSPS-T16-2 

Page 1 of 1 

37.60% 
11.74% 

Table 8 
FY95 IOCS 

Bilk - Reiular Other 
Subtotal Third Bulk Regular 
Bulk - Nonprofit Carrier Route 
Bulk - Nonprofit Other 
Subtatal 'Third Bulk Nonprofit 
Total Third Class 

20.45% 
26.33% 
0.59% 
4.91% 
5.50% 
32.71 Yo 

Postal Cards 0.00% I Private Mailing Cards I 0.86% 

- USPS 
Free for BlindMandicapped 
International 

Presort Cards I 0.39% 
Total First Class 50.59% 

0.29% 
0.10% 
1.05% 

Priority I 2.17% 
Express 0.46% 

9.43% 
1.76% 

Bound Printed Matter 0.39% 
0.21 % 
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UPSNSPS-T16-5. Refer to page 36 of your testimony, when you state that 
'most primary parcel sortation occurs in BMCs: Refer also to page 44 of your 
testimony,-where you state that ~o]utgoing pawls are sent to the BMC without 
any sortation.' Refer also to page 45 of your testimony, where In your diswssion 
of Manuel Flat Sortatlon and the Small Parcel Bundle Sorter (SPBS'), y w  state 
that i h e  SPES sph parcels and bundles when the keyere enter a numeric 
code-h Rrst few dlgrts of the UP Code for an outgoing 8chyne . . .. Explain this 
apparent contradiction. 

UPSNSPS-116-5 Response. - .- 
There is no contradiction. insofar as the first two quoted statements refer 

to BMC operations, the tern "parcel' should be understood to refer primarily to 

Standard A and Standard B pawls. The statement quoted from p. 45 of my 

testimony refers to bundles and small parcels sorted in (non-BMC) plants on the 

Small Parcel and Bundle Softer (SPBS). Thus, my use of the word 'parcels' in 

that context chiefly refers to Priority Mail and FirstClass Mail parcels that are not 

normally processed in the BMC network. 

That said, there are always exceptions. The standard operatha1 plan 

may not always be efficient for ell indivklual pieces, and the Postal Senrice 

expects Its mail proccwsing personnel to ad appmpriately in Instances whem this 

Is true. For Instance, local parcels that are accepted over the counter at a plant, 

or kcal parcels received at a mmote plant where the assodated BMC is very far 

away, may be held out for local sortation and dispatch. 
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UPS/USPS-Ti6-6. Refer to pages 32 through 34 of your testimony, where 
Indicate that the standard operating plan for the piece sortation of letters 

begins with cancellation and culling of automstion incompatible letters from the 
mailstream. Automation incompatible letters are then either sortad manually or 
sorted on a lemr sortingmachine (‘L$M’). AutomaUon compatible pieces are 
sent either directly to the bar code srirter (‘BCS) or are diverted into various 
processing streams that pnpare them for eventual sortetkn by the BCS. 

Confirm that under the standard operating plan, all the actual soMion of 
letters Is petformed either manually, by an LSM, or by a BCS. If not 
wnfirnied, identify all ofthe other operatfons In which letlers are sorted, 
and describe types approximate percantapes of mail mtad in 
these other ways. 

Specify the number of times uder  the standard operating plan that a 
specific letter ai a Specific ptocessing plant would be processed either 
manually, through an LSM, orthrough a BCS before leaving the plant. 

If the answer to (b) varies either from letter to latter or from plant to plant, 
indicate the minimum number of times a letter wwld be processed in one 
of these three operations under the standard operating plan. and the 
maximum number of times it would be procescled. 

If the answer to (b) above varies either from letter to letter or from plant to 
plant, describe the circumstances and conditions that determine how 
many times a letter would be processed. 

UPWSPS-T I64  R&ponse. 

(a) Not confirmed. The phrase ‘actual 8ortatbn‘ k ambiguous. For purposes 

of my response I will assuma It meam piece dlstrbutbn as defined in 

section 412.11 ofthe h4-32 MODS handbook (ow Docket No. R97-1, 

USPS LR4-147), which does not indude sortation by &e, weight, dass, 

or facing. I also exdude operations where Item or containers of letter 

mail are sorted. even though individual piecss may be handled therein due 

to spillage. According to the Standard Operating Plan, letter mail Is plece 
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distributed in manual, LSM, OCR, and BCS operations. (The 

interrogatory, as stated, omilted OCRs.) 

(b) The number of distribution handlings per piece in manual, LSM. OCR, and 

BCS operations would vary bv. the level of sonaion at which the mall was 

presented to the Postal Sewice, the number of separations for which the 

opsdon was designed, the quality of t t ~ ~  address, and the destinatkm 

(specific delivery address) of the piece. The level of sortation ranges from 

collection mail, the least hi@hly prepared, to carrier route trap sorted to 

non-DPS zones, the highest level of preparation. The number of 

separations varies by equipment type (manual case types, OCR and BCS 

models) and by local schemes. Unreadable bar codes or addresses Will 

tend to affect the mix of operations where the handlings occur, possibly in 

addition to the total number of handlings. Since readability is sometimes a 

function d the Interaction of the machine and characteristics of the 

mailpiece. it is very unpredictable, and subject also to local pradices and 

timaof-day mstraints as to when (or whether) unreadable pieces would 

be rerun. The address Itself can determlna wbelher a plece would be 

finalized to a firm holdout on a prlmary rchems (e.g., a utility payment) or 

requlre multiple handlings In a secondary scheme because It was 

addressed to a low volume zone in a 3di~It a m  With more zones than the 

number of ceparations. 
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(c) N o n e r o u t e  kltm should receive at least one distribution handling in 

at least one ofthe manual, LSM. OCR. or BCS operations. For all the 

reason8 specified in my reqmnse to (b) above, I cannot say what a 

maxlmum number of distribution handlings would be for an lndivldual 

' 

piece. 

(d) See response to (b) and (c) above. 



6547 

Response of Unlted States Postal Service Witness Degen 
to Interrogatories of United Parcel Servlce 

UPS/USPs.TI6-7. Refer to page 3-3 of Llbrary Reference USPS-LR-1-1. 

a. Whlch MOPS 182 cost pools Indude the costs for platform operations 
(e& loading and unloading trycks, crossdocklng pallet0 and other 
containers of mail) at Associate Oft7ces, Stations and Banches? 

b. Which MODS 182 cost pmls Include the costs for cancellation and 
mail preparation at Associate offices, Stations and Branches? 

c. Which MORS 182 cost pools include thg costs of a typlcal outgoing 
parcel entered at the window of an Assoclate otlice, Station or Branch 

' Incurred prior to its leaving the Associate Ofnce, Station or Branch. 

d. Which MODS 182 cost pools Include the costs of a typical outgoing 
parcel entered at the platform of an Assodate office, Station or 
Branch incurred prior to its leavlng the Assoclate Oftice, Station or 
Branch. 

e. Which MODS 182 cost paois include the costs of a typical incoming 
parcel Incurred after the parcel reaches the platform of an Associate 
Oftice, Station or Branch. 

UPSIUSPS-TlB-7 Response. 

a. It is my understanding that the cost of platform operations at associate 

offices (AOs), stations, and branches would largely appear in the LDC 

43 cost pool. See also witness Van-Ty-Smith's response to 

TWRISPS-Tl7-4, whlch indicates that approximately 50 percent of 

allied labor costs per the non-MODS definition (which includes. but Is 

not limited to, platform operatlons) in LDCs 414,48. and 49 appear 

In the LDC 43 cost pool. 

b. It Is my understanding that the cost of cancellation and mail 

preparation operations at associate oftices (AOs), stations, and 

branches would largely appear in the LDC 43 cost pool. See also 
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witness Van-TySmith's response to W/USPS-Tl7-4, which indicates 

that approximately 50 percent of allled labor costs per the non-MODS 

definition (which Includes. but is not llmlted to. cancellation and mail 

preparatbn operations) in LDCs 41-44,48, and 49 appear in the LDC 

43 cost pool. 

c. The window service costs of a hypothetical 'typical outgoing parcel' 

entered at the window of an AO, station, or branch would be captured 

in Cost Segment 3.2. It Is my understanding that the mall p w s s i n g  

cost of such a plece would largely be Incurred in LDC 43. Additionally, 

related Function 4 mail processing and window service support costs 

would appear In the LDC 48 cost pools (LD48-ADM and LD48 OTH). 

Additionally, costs for some, not necessarily typical. parcel pieces may 

appear in other Fundon 4 cost pools. 

d. It Is my understanding that the mail processing cost of a hypothetical 

"txpical outgoing parcel' entered at the platform of an AO. station. or 

branch would largely be incurred In LDC 43. Related Fundon 4 mail 

processing support costs would appear In the LDC 48 cost pools 

(LD48-ADM and LD48 Om). Additlonally, costs for some, not 

necessarily typlcal, parcel pleces may appear in other Function 4 cost 

pools. 

. . .  .. . 
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e. It Is my understanding that the mall processing cost of a hypothettcal 

'typical Incoming parcel' lncuned aRer the piece reaches the platform 

of an AO. statlon, or branch would largely be incurred In LDC 43 andlor 

LDC 44. Related Function 4 mall processing support costs would 

appear In the LDC 48 cost pools. Additionally, costs for wme, not 

necessarily typical. parcel pieces may appear in other Function 4 cost 

pools. 

. . .  . .  .... . .  . .  . . . .  . . 
. . .. :, . . . .  . . . A  . , -  
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UPS/USPS-T16-8. Refer to your response to interrogatory UPWSPS-T16-7. 
a. WBh respect to your reference to witness Van-Ty-Smith's response to 

TWNSPS-T17-4, provide all SAS programs used to create the tables 
referenced in response to TWNSPS-T17-4 in hardcopy and electronic format. 

b. Describe in detail how the LDC cost pools were separated into the non- 
MODS cost pool classifications. 

c. Confirm that the costs discussed in witness Van-Ty-Smith's response to 
TWNSPS-T17-4 that you referenced in your response to UPWSPS-Tl6-7 
were for all subclasses of mail and not just for parcel post. 

TWNSPS-T17-4 that you referenced in your response to UPSNSPS-T16-7 
were only for cost segment 3.1. 

portion of each of the non-MODS cost pools (Allied, Auto Distr, Express, etc.) 
separately for each non-MODS cost pool. 

f. Describe the activities that would be considered 'incoming" for the LDC 43 
portion of each of the non-MODS cost pools (Allied, Auto Distr, Express, etc.) 
separately for each non-MODS cost pool. 

d. Confirm that the costs discussed in witness Van-Ty-Smith's response to 

e. Describe the activities that would be considered "outgoing" for the LDC 43 

a. Redirected to witness Van-Ty-Smith (USPS-T-17). 

b. Redirected to witness Van-Ty-Smith (USPS-T-17). 

c. Confirmed. Please note that parts (a) and (b) of UPSNSPS-T16-7, in 

response to which I reference witness Van-Ty-Smith's response to 

~ w ~ ~ ~ s - T l 7 - 4 ,  inquires about MODS 

without limitation to the Standard (B) Parcel Post subclass. 

(mail processing) cost pools, 

d. Confirmed. Please note that all subparts of UPSNSPS-T16-7 inquired about 

"MODS 182 cost pools." I understand "MODS 182 cost pools" to mean mail 
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processing cost pools, which are included in Cost Segment 3.1 in the Postal 

Service's BY 1998 CRA. 

e. I assume that the interrogatory intends to inquire about non-MODS cost pools 

(as written) as opposed to portions of the MODS LDC 43 cost pool associated 

with each non-MODS operation groupings. I also assume that the 

interrogatory intends to refer to non-MODS mail processing cost pols. In this 

context, please note that data (similar to the MODS operation numbers) do 

not exist to crosswalk the non-MODS cost pools to LDC. However, based on 

LDC definitions and witness Van-Ty-Smith's crosswalk of the MODS Function 

4 cost pools to the non-MODS operation groupings, I expect costs in the non- 

MODS AUTO/MEC, EXPRESS, REGISTRY, and MlSC cost pools would be 

substantially incurred under LDCs other than LDC 43. In the following 

descriptions-as well as those under part (-1 interpret the terms 'outgoing" 

and "incoming" per the rules used to determine "Basic Function" in IOCS; see 

Handbook F-45 (USPS LR-1-14) at pages 17-5 to 17-7. Finally, the following 

descriptions should not be interpreted as exhaustive. 

AUTO/MEC. This cost pool is primarily associated with LDCs 41 and 42. 

Note that it is my understanding that automation equipment in 

non-MODS offices is primarily used for incoming tertiary (DPS) 

letter sorting and, usually to a lesser extent, incoming secondary 

sortation. It is also my understanding that most non-MODS 

offices perform relatively l i l e  outgoing sortation. 
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MANL. Manual piece sorting of letters destinating outside the area 

served by the office (or its serving PDCPDF); this may include 

sortation of local mail commingled with non-local mail. 

However, note that it is my understanding that most non-MODS 

offices perform relatively l i e  outgoing sortation. 

Manual piece sorting of flats destinating outside the area served 

by the office (or its serving PDCPDF); this may include 

sortatiqn of local mail commingled with non-local mail. 

However, note that it is my understanding that most non-MODS 

offices perform relatively little outgoing sortation. 

Manual piece sorting of parcels destinating outside the area 

served by the office (or its serving PDCPDF); this may include 

sortation of local mail cornmingled with non-local mail. 

However, note that it is my understanding that most non-MODS 

offices perform relatively lile outgoing sortation. 

Handling of mail destinating outside the area served by the 

office (or its serving PDCPDF) other than piece sorting; this 

may include handling of local mail prior to incoming operations. 

This may include platform-type activities such as moving mail 

from other operations to outbound transportation as well as 

cancellation and mail preparation activities. 

MANF. 

MANP. 

ALLIED. 

-- . 
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EXPRESS. This cost pool is primarily associated with LDC 48. However, 

some incidental handling of outgoing Express Mail by 

employees working in LDC 43 may be classified under this cost 

pool in IOCS. 

REGISTRY. This cost pool is primarily associated with LDC 48. However, 

some incidental handling of outgoing Registered Mail by 

employees working in LDC 43 may be classified under this cost 

pool in IOCS. 

MISC. This cost pool is primarily associated with LDC 48. However, it 

is my understanding that this cost pool also may encompass 

miscellaneous and support activities pertaining to LDC 43 

outgoing sortation and allied activities that are not classified 

under an IOCS activity associated with the sorting or allied cost 

pools discussed above. 

Also please see witness Bono's response to MPNUSPS-T-15-4. 

f. Please note that the caveats in the response to part (e) also apply to the 

descriptions provided below. 

AUTONEC. This cost pool is primarily associated with LDCs 41 and 42. The 

primary activities are automated incoming tertiary (DPS) and 

incoming secondary sortation of letter mail, mainly on CSBCS 

equipment. It is my understanding that a few non-MODS offices 
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have FSMs and thus would also perform incoming secondary 

flat sortation. 

MANL. Manual piece sorting of letters destinating inside the area 

served by the office to carrier route, box section or P.O. Box. 

MANF. Manual piece sorting of flats destinating inside the area served 

by the office to carrier route, box section or P.O. Box. 

MANP. Manual piece sorting of parcels destinating inside the area 

served by the office to carrier route, box section or P.O. Box. 

ALLIED. Handling of mail destinating inside the area served by the office 

other than piece sortation. This may include platform and 

opening activities. 

EXPRESS. This cost pool is primarily associated with LDC 48. However, 

some incidental handling of incoming Express Mail by 

employees working in LDC 43 may be classified under this cost 

pool in IOCS. 

8 

REGISTRY. This cost pool is primarily associated with LDC 48. However, 

some incidental handling of incoming Registered Mail by 

employees working in LDC 43 may be classified under this cost 

pool in IOCS. 

MISC. This cost pool is primarily associated with LDC 48. However, it 

is my understanding that this cost pool also may encompass 
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miscellaneous and support activities pertaining to LDC 43 

incoming piece sortation and allied labor activities that are not 

classified under an IOCS activity associated with the sorting or 

allied cost pools discussed above. 

Also please see witness Bozo's response to MPIVUSPS-T-15-4. 

c 
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CHAIRMAN GLEIMAN: Is there any additional 

designated written cross? Ms. Noble. 

MS. NOBLE: Yes. Ann Noble for MPA. MPA 

previously designated Witness Degen's answer to 

MPA/USPS-T-16-17 in its lists of designations, however, the 

actual answer was not filed until last Friday at 5:OO p.m., 

so we entering at this time the answer to that question that 

has been previously designated. 

CHAIRMAN GLEIMAN: Mr. Koetting, Mr. Degen, do you 

have a sense of whether the answer perhaps found its way 

into the package in some mysterious way? 

MR. KOETTING: I thought it was in there, but we 

should take a look. 

CHAIRMAN GLEIMAN: Sometimes these things 

mysteriously happen. The little gnomes who stay late and 

get here early and make it all work. 

Could you give me the number again? 

MS. NOBLE: Y e s ,  sir. MPA/USPS-T-l6-17. 

MR. KOETTING: Mr. Chairman, it does appear to be 

in the packet. 

CHAIRMAN GLEIMAN: With the answer. 

MR. KOETTING: Yes. 

CHAIRMAN GLEIMAN: It found its way in. 

MS. NOBLE: Good. 

CHAIRMAN GLEIMAN: Your work was done for you, and 
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for us. 

Anyone else? 

[No response. I 

CHAIRMAN GLEIMAN: If not, that brings us to 

cross-examination, oral cross-examination. There are two 

parties who have requested oral cross-examination, United 

Parcel Service and Time Warner, which has filed to preserve 

its right to conduct follow-up cross. 

Is there anyone who wishes to cross? 

[No response. I 

CHAIRMAN GLEIMAN: If not, then, Mr. McKeever. 

MR. McKEEVER: Mr. Chairman, we have no questions. 

CHAIRMAN GLEIMAN: Does Time Warner have any 

follow-up to the no questions? 

[No response. I 

CHAIRMAN GLEIMAN: That being the case, there is 

no follow-up, of course, and I don't know whether there are 

questions from the bench or not. 

[No response. I 

CHAIRMAN GLEIMAN: There are no questions from the 

bench. And there is no redirect. There is no time for 

redirect. Sorry. But if you want to ask some questions of 

your witness to flesh out the record, we would be delighted. 

[No response. I 

CHAIRMAN GLEIMAN: That being the case, Mr. Degen, 

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 

- 

6558 

that completes your testimony here today. We appreciate 

your appearance and your contributions to the record. We 

want to thank you, and you are excused. 

THE WITNESS: Thank you. 

[Witness excused. 1 

CHAIRMAN GLEIMAN: And we will move to the next 

witness. Ms. Duchek. 

MS. DUCHEK: The Postal Service calls Eliane 

Van-Ty-Smith. 

Whereupon, 

ELAINE VAN-TY-SMITH, 

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

been first duly sworn, was examined and testified as 

follows: 

DIRECT EXAMINATION 

BY MS. DUCHEK: 

Q Ms. Van-Ty-Smith, I have handed you two copies of 

a document entitled Direct Testimony of Elaine Van-Ty-Smith 

on Behalf of United States Postal Service, designated as 

USPS-T-17. 

Are you familiar with that document? 

A Yes, I am. 

Q Was it prepared by you or under your supervision? 

A Yes. 

Q Do you have any changes that you would like to 
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make today. 

A I have one change on page 17. This is to be 

consistent with a response I gave to AAP/USPS-T-17-15, and 

the number 49, should be changed to 72. 

Q And what line is that in? 

A It's line 1. 

Q And has that change been made on the two copies of 

the testimony that I gave you? 

A Yes. 

MS. DUCHEK: Mr. Chairman, I'm going to hand two 

copies of the Direct of Elaine Van-Ty-Smith on Behalf of the 

United States Postal Service, USPS-T-17, to the Reporter, 

and I ask that they be entered into evidence. 

CHAIRMAN GLEIMAN: Is there any objection? 

[No response. I 

CHAIRMAN GLEIMAN: Hearing none, Witness 

Van-Ty-Smith's testimony will be entered into evidence but 

not transcribed into the record. 

[Direct Testimony of Elaine 

Van-Ty-Smith was received into 

evidence. 

CHAIRMAN GLEIMAN: Is the witness sponsoring any 

Category I1 Library References? 

MS. DUCHEK: Yes, Mr. Chairman, she is, Library 

Reference 1-106. Ms. Van-Ty-Smith sponsors that, and I ask 
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that it be entered into evidence. 

CHAIRMAN GLEIMAN: So ordered, and it will not be 

transcribed into the record. 

[Library Reference 1-106 was 

received into evidence.] 

CHAIRMAN GLEIMAN: Ms. Van-Ty-Smith, have you had 

an opportunity to examine the packet of Designated Written 

Cross Examination that was made available earlier today? 

THE WITNESS: Yes, I did. 

CHAIRMAN GLEIMAN: And if these questions were 

asked of you today, would your answers be the same as those 

you previously provided in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN GLEIMAN: That being the case, counsel, 

if you would please provide two copies to the Reporter, I'll 

direct that the material be entered into evidence and 

transcribed into the record. 

[Designated Written Cross 

Examination of Elaine Van-Ty-Smith 

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 WRITEN CROSS-EXAMINATION 

WITNESS ELIANE VAN-TY-SMITH 
(USPS-T-,I 7) 

OF UNITED STATES ~QSTAL SERVICE 

Interroqatories 
ANM/USf%-T2-5, 7 redirected to T17 Alliance of Nonprofit Mailers 

Association of American Publishers AAPIUSPS-T17-6, 8, 11, 14-15 

Magazine Publishers of America DMNUSPS-T17-1-5 

Time Warner Inc. 

United Parcel Service 

AAPIUSPS-T17-2-4, 6, 8, 11, 14-15, 17 
TWIUSPS-T17-1-4, 7-13, 14b. 16a. 17-18, 20-23, 
26 
UPSIUSPS-T16-8sb redirected to TI7 

AAPIUSPS-T17-11, 14-15, 17 
DMNUSPS-TI 7-3-5 
TWJUSPS-T17-2-4, 7, 13, 14b, 18,20-23, 26 
TW/USPS-T2-3c-d redirected to TI7 
UPS/USPS-T17-1 
UPSIUSPS-TI 6-8a-b redirected to TI7 

Respectfully submitted, 

Ma&& P. Crenshaw 
Secretary 
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INTERROGATORY RESPONSES OF 
UNITED STATES POSTAL SERVICE 

DESIGNATED AS WRllTEN CROSS-EXAMINATION 
WITNESS ELIANE VAN-TY-SMITH (T-17) 

Interroctatow: 
AAPIUSPS-T17-2 
AAPIUSPS-T17-3 
AAPIUSPS-T17-4 
AAPIUSPS-TI 7-6 
AAPIUSPS-TI 7-8 
AAPIUSPS-T17-11 
AAPIUSPS-TI 7-1 4 
AAPIUSPS-TI 7-15 
AAPIUSPS-T17-17 
ANMIUSPS-T2-5 redirected to T17 
ANMIUSPS-T2-7 redirected to T17 
DMAIUSPS-TI 7-1 
DMAIUSPS-T17-2 
DMAIUSPS-T17-3 
DMAIUSPS-T17-4 
DMAIUSPS-T17-5 
TWIUSPS-TI 7-1 
TWIUSPS-T17-2 
TWIUSPS-TI 7-3 
TWIUSPS-T17-4 
TWIUSPS-T17-7 
TWIUSPS-T17-8 
TWIUSPS-T17-9 
TWIUSPS-TI 7-10 
TWIUSPS-T17-11 
TWIUSPS-T17-12 
TWIUSPS-T17-13 
TWIUSPS-T17-14b 
TWIUSPS-T17-16a 
TWIUSPS-T17-17 
TWIUSPS-Tl7-10 
TWIUSPS-T17-20 
TWIUSPS-T17-21 

Desisnatins Parties: 
Tw 
Tw 
TW 
AAP. TW 
AAP, TW 
AAP. Tw, UPS 
AAP, TW, UPS 
AAP, TW, UPS 
TW, UPS 
ANM 
ANM 
MPA 
MPA 
MPA. UPS 
MPA, UPS 
MPA, UPS 
TW 
TW, UPS 
Tw, UPS 
Tw, UPS 
TW, UPS 
Tw 
Tw 
TW 
Tw, UPS 
TW 
Tw 
Tw, UPS 
Tw 
Tw 
Tw, UPS 
Tw, UPS 
Tw, UPS 
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TWIUSPS-T17-22 

TWIUSPS-T17-23 

TWIUSPS-TZ-3c redirected to TI  7 
TWlUSPS-TZ-3d redirected to T17 

UPSIUSPS-T17-1 

UPSIUSPS-T16-8a redirected to T17 

UPSIUSPS-T16-8b redirected to T17 

TwIUSPS-TI 7-26 

Tw, UPS 

Tw, UPS 

Tw. UPS 

UPS 
UPS 

UPS 

Tw, UPS 

Tw. UPS 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-W-SMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-Tl7-2 On page 8 (lines 9-1 1) of your testimony, you state that "Table 3 in 
the attachment lists the subclass volume-variable costs (before clocking inIout and 
premium adjustments) and distribution factors (Col Pct) for all mail processing cost 
pools for the BMC, MODS 1B 2 and non-MODS facilities." With respect to each cost 
pool allocated to BPM in Table 3, please show separate clocking inlout and premium 
cost adjustments that are required in order to derive total mail processing costs for BPM 
in Base Year 1998. 

. 

RESPONSE TO AAPNSPS-Tl7-2 

The BY98 mail processing clocking inlout subclass adjustments are relevant only 

to the BMC and Non-MODS facilities, and are done separately for each facility 

grouping. See footnote 3 of my testimony and witness Meehan's response to 

AAPIUSPS-TI 1 4 .  

The subclass premium adjustments are done for all combined facilities. See 

Workpapers A-2, p. 14 of Witness Meehan (USPS-T-11). 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-Tl73 On page 9 (lines 13-14) of your testimony. you state that '[tlhe 
IOCS tallies are grouped into the BMCs. MODS and non-MODS facilities, based on 
finance numbers sampled in the IOCS." With respect to this statement, please list all 
finance numbers sampled in the IOCS that were assigned to each the three groups. 
Please provide a general narrative description as to how these group assignments were 
made. 

RESPONSE TO AAPNSPS-117-3 

The IOCS tally file in USPS-LR 2 contains encryptel finance numbers. To 

partition that file into BMC, MODS, and Non-MODS facilities, please refer to: 

1 .  The SAS program "MBC" contained in one of the two diskettes filed in USPS-LR- 

1-106, which lists the BMC encrypted finance numbers under the caption 'BMC 

encrypted finance numbers." 

The 'MODFIN98" file contained in one of the two diskettes in USPS-LR-1-106. 

which lists the MODS 1 8 2 encrypted finance numbers. 

The remaining finance numbers (i e. those not listed in 1. or 2.above) in the 

IOCS tally file consist of the Non-MODS encrypted finance numbers. 

Please refer to USPS-LR-1-1. sections 3 0. 3 1 2, 3.1.3 and 3.1.4 for a general 

2. 

3. 

narrative description of these three groups, which underlies these group assignments. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-1174 On page 10 (tines 5-8) of your testimony, you state that ‘Mor the 
BMC and non-MODS sampled finance numbers, the cost pool tally mapping, which 

‘relies on the IOCS Uniform Operation codes and Questions 18 and 19 responses, is 
the basis for partitioning the total BMC and non-MODS costs into cost pools in Part I of 
LR-1-106.” With respect to this statement, please provide the exact language used in 
Questions 18 and 19. 

RESPONSE TO AAPIUSPS-lt74 

Please refer to Chapter 11 of Handbook F-45, In-Office Cost System, Field Operating 

Instructions filed in USPS LR-1-14. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPNSPS-117-6 On page 11 (tines 17-18) or your testimony, you state that '[tlhe 
procedure used to derive volume-variable cost fractions in this docket is based on the 
Postal Service's pre-R97-1 method, but is applied by cost pool. This method separates . 
not-overhead tally activities into those that are volume-variable and those that are not 
100% volume variable." With respect to this statement: 

(a) 
using the Postal Service's pre-R97-1 method, but not applying that method by cost 

(b) 
using the Postal Service's R97-1 method exactly as that method was proposed by the 
Postal Service in R97-1. 

(c) 
please provide separate lists of all non-volume variable tally activities and all 100 
percent volume-variable tally activities. With respect to each of the 100 percent volume 
variable tally activities listed, please explain fully, with examples, why the non-overhead 
tally activity is considered 100 percent volume variable. 

Please provide data comparable to Table 1 and Table 3 showing the effect of 

pool. 

Please provide data comparable to Table 1 and Table 3 showing the effect of 

With respect to each "non-overhead tally activity-" referenced in this statement, 

RESPONSE TO AAPIUSPS-117-6 ~~ ~~~ 

a. It is my understanding that the file MP-97-99.~1~. contained in USPS-LR-1-233 

provides the comparable information - total and volume-variable costs -for mail 

processing based on the LlOCAlT method, which was used by the Postal 

Service prior to Docket No. R97-1 method. 

b. Data comparable to Table 1 and Table 3 based on the method proposed by the 

Postal Service in Docket No. R97-1 are contained in the diskette filed in USPS- 

LR-1-251 (See Resp to 6b Tab1.xls. Resp to 6b Tab3MODS.M. Resp to 6b 

Tab3BMCS.W and Resp. to 6b Tab3 NM0D.W). Also note that the mail 

processing PI 98 data for Table 1 can also be found in USPS-LR-1-1, pp. 3-3 

and 3 4 .  
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,RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

c. With respect to the first question in (c 1, the non-volume variable tally activities 

are listed in the description of SAS programs. MODlVARB, NONMODVB, and 

BMCSVARB contained in Part II of USPS LR-1-106 (p.ll-40, p.II-49, p.ll-56), and 

in the USPSFIXD and the MODSVARB (at lines 00162000-00169000) SAS 

program codes contained in one the two diskettes f ikd in USPS-LR-1-106. 

The 100 percent volume-variable tally activities consist of all the remaining tally 

activities. except for those associated with the overhead activities (6521.6522, 

6523) 

With respect to the second question in (c ), it is my understanding that the PI 96 

Summary Description of USPS Development of Costs by Segments and 

Components contained in USPS-LR-H-1. and filed in Docket No. R97-1, provides 

such information. 
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RESPONSE OF UNmD STATES POSTAL SERVICE WITNESS VAN-M-SMITH TO 
AAP I"TERROGAT0RCS 

AAP/USPS-Tl7-8 On page 14 of your testimony (lines 2-3) of your testimony, you 
state that'not-handled tales' do not contain information on mail shapes and item 
types. Weh respect to not-handled tallies. please list and identify each datum of 
information that is contained in such tallies. 

RESPONSE TO AAPIUSPS-T17-8. 

By definition, the 'not-handling' tallies exclude both the direct tallies (which have 

recorded subclass or mail class information), and the mixed tallies (which are item and 

container handling tallies with no recorded subclass or mail class information). For 

additional details on how the SAS programs identify the not-handling tallies, please 

referto the description of the SAS programs MODIDIR (p.ll-41). NONMODl (p.1148) 

and BMCl (p.11-54) in Part I1 of USPS-LR-1-106. 

Thus, the not-handling tallies contain no data for IOCS Questions 21-25 which 

are skipped for these tallies (see Chapters 12-17 of Handbook F-45. In-Office Cost 

System, Field Operating Instructions filed in USPS LR-1-14), For data included in all 

other fields, please refer to Appendix A. p 2-34 in USPS-LR-1-12, and USPS-LR-1-14. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-Tl7-11 On page 15 of your testimony (lines 12-13). you state that 'Mor the 
BMC platform pool, the 'filling' of items and nonempty containers is with direct piece 
and item subclasses from all BMC cost pools." With respect to this procedure, please 
provide a step-by-step calculation showing how the procedure was used by the Postal 
Service to distribute mixed tally BMC platform pool costs to the BPM subclass. 

. 

RESPONSE TO AAPIUSPS-Tl7-11. 

The responses to this interrogatory and to interrogatory No.14 are contained in 

the diskette filed in USPS-LR-1-251. For a step by step calculation, see the 'Overview of 

SAS programs", and the description of SAS programs BMCl and BMC2. in Part II of 

USPS-LR-1-106. 

Tables l a ,  2a'and 2b in USPS-LR-1-251 are relevant to this interrogatory. 

Table l a  provides, for all cost pools combined, the subclass direct tallies (tallies 

refer to dollar-weighted tallies) by piece shape, item type and container type. The 

subclass distribution factor for a piece shape or item type is obtained by dividing the 

subclass tallies by the total tallies for all subclasses for the piece shape or item type. 

Each column total in Table 2a provides the Platform cost pool tallies associated 

with handling mixed single items. by item type. When the column total for an item type 

in Table 2a is multiplied by the subclass distribution factor of the same item type from 

Table la,  it produces the subclass distributed mixed tallies shown in Table 2a. 

Each column total in Table 2b provides the Platform cost pool tallies associated 

with handling "identified" containers, pro-rated by the percentages of volume occupied 

by shapes of loose mail pieces andlor types of items (see footnote 14 of my testimony). 

When the pro-rated tallies (or column total) for a piece shape or an item type in 

containers from Table 2b is multiplied by the subclass distribution factor of the 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

corresponding piece shape or item type from Table la, they produce the subclass 

distributed mixed tallies, shown in Table 2b. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-Tl7-14 On page 16 (lines 22-23) of your testimony, you state that "[flor the 
BMCs the same distribution key for the not-handling tallies on the Platform is now 
extended to the 'Allied Labor and Other Mail Processing' Cost Pool." With respect to 
this statement, please provide a step-by-step calculation for the Platform cost pool at 
BMCs separately showing 1) distribution of direct tallies to the subclasses, 2) 
distribution of mixed tallies to the subclasses, 3) distribution of not-handling tallies to the 
subclasses and 4) use of the same distribution key that was used for not-handling 
tallies on the Platform to distribute the Allied Labor and Other Cost pool to the 
subclasses. 

. 

RESPONSE TO AAPIUSPS-Tl7-14. 

The response to this interrogatory (and interrogatory No.11) is contained in the 

diskette filed in USPS-LR-1-251. For a step by step calculation, see the 'Overview of 

SAS programs", and the description of SAS programs BMC1-BMC4, in Part II of USPS- 

LR-1-106. 

Table 1 provides the direct tallies distributed to subclasses. For the distribution of 

mixed tallies associated with single items and identified containers, see my response to 

AAPIUSPS-T17-11. 

Each column total in Table 2c provides the Platform cost pool tallies associated 

with handling "unidentified" and empty containers, by container type. The numerator for 

the subclass distribution factor for these tallies is obtained by adding the Platform 

subclass distributed tallies (or row total) for an identified container type from Table 2b 

with the Platform subclass direct tallies for direct containers of the same type from 

Table IC. The denominator for the subclass distribution factor for these tallies is 

obtained by adding the total Platform tallies for an identified container type from Table 

2b with the total Platform direct tallies for containers of the same type from Table IC. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

When the tallies for a type of 'unidentified" or empty container in Table 2c are 

multiplied by the subclass distribution key for a container of the same type, they 

generate subclass distributed tallies for 'unidentified" or empty containers, by container 

type, in Table 2c. 

Table 2 shows the total distributed mixed tallies for all cost pools. 

Table 3 provides the Platform total not-handling tallies (cumulative total). 

Table 4 provides the distribution key for the Platform not-handling tallies. The 

numerator for a subclass distribution factor is obtained by adding the subclass tallies 

(row total) from Table 1 to the corresponding subclass tallies (row total) from Table 2. 

The denominator is obtained by adding the grand total from Table 1 to the grand total 

from Table 2. The distribution key is then applied to the total Platform not-handling 

. 

tallies from Table 3 to obtain subclass distributed not-handling tallies. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-TIT-I5 On page 16 (line 24) and page 17 (line 1-2) of your testimony, you 

state '[tlhe not-handling tallies in the Platform and Allied cost pools represent about 49 

percent of all not-handling tallies for the mail processing costs pools in the BMCs." 

Please provide all calculations used to derive this percentage. 

RESPONSE TO AAPIUSPS-TI7-I5 

The 49 percent was obtained from the same table as the BMCS Table in USPS- 

LR-1-184, by adding the not-handling dollar-weighted tallies for the P IA  and OTHR cost 

pools and dividing them by the total not-handling dollar-weighted tallies ((62,270 + 

98.168)/329,607). These numbers did not include the cost pool portion of the break 

time which is shown as a separate cost pool in that table. Thus, they are revised below 

to include the break time. 

The distributed breaks for the PIA and OTHR cost pools are: 

OTHR 

PIA 

*see Tables 1-3 and 1-38, OTHR and PIA pool costs before and after distributed breaks. 

45,704 obtained as (251.839 - 206,018)u x (791.481/793.500). 

31,907 obtained as (207.947 - 175958)* x (791,481/793,500) 

A revised percentage for the OTHR and PIA not-handling tallies (which now includes 

the distributed break time for these cost pools) is then 72 percent ((62,270 + 45,704 + 

98,168 + 31,907)/329,607). 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
AAP INTERROGATORIES 

AAPIUSPS-111-17 On page 21 (lines 11-1 3) of your testimony, you state that ‘[iln WIS 
3.3, the inputs Cnable the Administrative Service activities to be classified with those 
directly associated with subclasses, or with not-handling mail activities, some of which 
are determined to be non-volume variable.” With respect to this statement, please 
describe the procedures and methods by which Administrative Services activities were 
classified. Please state fully the bases upon which these classifications were made. 

RESPONSE TO AAPIUSPS-117-17 

The IOCS activity codes provide the information necessary to class@ the 

Administrative service (Cost Segment 3.3) tallies into those where the sampled 

employee was handling mail with identified subclass(es) (Le. “directly associated with 

subclasses”) and those where the sampled employee was not handling mail. Also, see 

the description of the SAS program ADMIN in Part IV of USPS-LR-1-106. It is my 

understanding that all subparts related to Section 3.3.of the F” 98 Summary 

Description of USPS Development of Costs by Segments and Components, filed in 

USPS-LR-1-1, provide information on the classification of the activity codes into volume- 

variable and non-volume-variable. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-M-SMITH TO 
ANM INTERROGATORIES 

(Redirected from Witness Ramage, USPS-TI) 

ANWUSPS-T2-5. Please confirm that within MODS pools, mixed mail tallies are 
distributed to the classes and subclasses of mail in proportion the direct tallies. If you do 
not confirm. please explain how costs associated with mixed mail tallies are distributed. 

RESPONSE TO ANWUSPS-TZ-5. 

Except for the MODS Platform cost pool and the empty container tallies, the statement 

that, within MODS pools, mixed tallies are distributed to the classes and subclasses of 

mail in proportion to the direct tallies, is not incorrect on general principles. The statement, 

however, needs to be qualied. This distribution is not performed in the aggregate but by 

item type and piece shape. W ~ i n  a MODS cost pool, mixed tallies of an item type or 

piece shape are matched with direct mail tallies of the Same item type or piece shape for 

the distribution. 

For further details, please refer to: 

- Section llB of my testimony, in particular: 
the introductory part on p.13 which defines .dirt&. "mixed" and 'not-handling" 
talliis 
Part, 38. on p. 14, mut ion of Mixed T m  to Su bclassep 
Part II A of LR-1-106 on p.ll.2. Overview of SAS Prwrams 
Part II B of LR-1-106. pezK: riDtion of SAS Prwram , the sections on MODlDIR, 

The SAS program coda for MODlDIR, MOD2lTEM, MOD221TM and MOD3CONT 
contained in the diskette in LR-1-106 

- 
- 

MODZITEM, MOD221TM. MOD3CONT. p. 1141 - p. 1145 
- 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
ANM INTERROGATORIES 

(Redirected from Witness Ramagr. USPS-T-2) 

ANMIUSPS-T2-7. Please confirm that within MODS pools. "not handling" mail tallies are 
distributed to the classes and subclasses of mail in proportion the direct tallies. If 
you do not confirm, please explain how costs associated with not handling mail 
tallies are distributed. 

RESPONSE TO ANMNSPS-12-7. 

Not confirmed. As a general principle, "not handling" tallies are distributed to the classes 

and subclasses of mail in proportion to the direct and distributed mixed tallies. The 

distribution is performed at the aggregate level. For non-allied cost pools, the distribution 

of the aggregated 'not-handling' tallies is based on the aggregated direct and distributed 

mixed tallies within a MODS pool. For the allied cost pools, the distribution of the 

aggregated "not-handling" tallies within a MODS cost pool is based on the aggregated 

direct and distributed mixed tallies across all MODS allied and distribution cost pools. 

For further details, please refer to: 

- Section 118 of my testimony, in particular: 
the introductory part on p.13 which defines " d i d ,  'mixed' and 'not-handling" 
ta l l i i  

ion of Not-Handlina Tallies to S ubclasses Part, 3b, on p. 16, Dutnbut 
Part II B of LR-1-108, BscriDtion of SAS Proamma. the section on MOMDIST. 

The SAS program codes for MOWDIST contained in the diskette in LR-1-106 

. .  
- 
- 

p.1145 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY- 
SMITH TO DMA INTERROGATORIES 

DMANSPS-117-1. Please refer to Table 2 (Page 26) of your testimony. Please 
disaggregate dollar-weighted tally costs by cost pool and by the same categories 
as in Table 2 (e.g., Direct Tallies - Pieces, Direct Tallies - Items, Direct Tallies - 
Containers. Miid Tallies - Uncounted Items). Please provide in an electronic 
spreadsheet format and in a format similar to Table 2. 

RESPONSE TO DWSPS-117-1 

The excel table for the disaggregated data for Table 2 is filed in LR-1-184, 



. .  
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-N. 
SMITH TO DMA INTERROGATORIES 

DMANSPS-117-2. Please refer to Table 3 of your testimony, your library 
reference LR-H-106, and pages 140-142 of the Docket No. RQ7-1 Opinion and 
Recommended Decision. Note that in the Docket No. R97-1 Opinion and 
Recommended Decision the Postal Rate Commission "conclude[d] that mixed 
mail costs in a given allied MODS pool should be distributed in proportion to the 
direct costs across all MODS pools." 

a. Did you or anyone else working for the Postal Service (whether as an 
employee or contractor) perform a distribution of mail processing Costs 
that both distributes mixed-mail tallies in allied operations in the way that 
the Commission recommended in Docket No. Rg7-1 and distributes not- 
handling tallies at allied operations according to the distribution method 
you are proposing in your testimony? 

1. If so, please provide summary results from the method in an 
electronic spreadsheet format and in a format similar to Table 3 of 
your testimony. 

2. If so, please provide as a library reference all of the programs 
and data sources you used to implement this distriiution method. 

b. Did you or anyone else working for the Postal Senrice (whether as an 
employee or contractor) perform a distribution of mail processing costs 
that distributes mixed-mail tallies at allied operations using direct tallies 
from distribution operations (in addition to direct allied tallies) but in a 
manner that differs from the Commission's recommendation in Docket No. 
R97-17 

1. H so, please describe all of these distribution methods. 

2. If so, please provide summary results horn these distribution 
methods in an electronic spreadsheet format and in a format 
similar to Table 3 of your testimony. 

RESPONSE TO DMAAJSPS-111-2. 
a. No. 

1. and 2 . Not applicable. 

b. No. 

1. and 2. Not applicable. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
DMA INTERROGATORIES ~ 

DMAIUSPS-TI73. Please refer to Table 2 (page 26) of your testimony. For each 
percentage figure in this table, please provide the corresponding total number of tallies 
and the corresponding total tally dollar amount of those tallies. 

RESPONSE TO D W S P S - 1 1 7 3 .  

The total tally dollar amount corresponding to each percentage figure in Table 2 of my 

testimony was provided in the 'Facility' sheet of the excel table in LR-1-184 (see my 

response to DWSPS-T17-I) .  The corresponding total number of tallies is provided in 

the table attached to this response (please see the footnote to the table for an.. 

interpretation of what the numbers for the identified containers represent). 



! 

1 

Note: the number of tallies for 'mix cont pieces' and 
'mixd contlltems' is the number of records resulting from 

Program MODIDIR where a separate record is created for each 
non-zero percentage recorded for an item type or shape ot 

loose mail identified with a container tally 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-MSMITH TO 
DMA INTERROGATORIES 

DMNUSPS-Tl74. For each facility grouping, please provide the percentage of dollar- 
weighted direct tallies by class and subclass. Also provide the corresponding total 
number of direct tallies for each class and subclass of each facility grouping, and the 
total tally dollar amount of the  direct tallies for each class and subclass of each facility 
grouping. - 

RESPONSE TO D W S P S - T l 7 4 .  

See the two tables in the attachment to this response. The total direct tally dollar 

amount and the direct tally dollar-weighted percentage by class and subclass for each 

faciltty grouping are provided in the first table. The corresponding total number of direct 

tallies by class and subclass for each facility grouping is provided in the second table. 



I 1 

1 

Response to DMATl7-04 
Dollar-Weighted Direct Tallies by Clam and Subclass 

BY Facility Grouping 
Col Pct 9 Percentage oL Dollar-Weighted Direct Tallies 

Response to DMATl7-04 
Dollar-Weighted Direct Tallies by Clam and Subclass 

BY Facility Grouping 
Col Pct 9 Percentage oL Dollar-Weighted Direct Tallies 

TABLE OF MAIL BY FACILITY 

.PIAIL FACILITY 

P r e qu e n c y 
Percent 
COl PEL _______.-_______. 
l--LTRS !3QL Pc 

S--PRIORXTV 

0.67 5.25 4.50 

6-  -EXPRESS 38830 48093 

0.00  0 . 8 8  

Total 205587 4417881 1461961 6085426 
3.38 72.60 24.02 100.00 

(Continuedl 
m 
Lr 
W 
W 
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Rtaponae to DMaT17-04 
Dollar-Weighted Direct Tallies by Claas and Subclasa 

Col Pct - Percentage of Dollar-weighted Direct Tallies 
TABLE OF MAIL BY FACILITY 

BY Facility Grouping 

HAIL FACILITY 

I BMCS lMODS INONMODS I Total 

Frequency 
Percent 
COl PCt 

2580.4 
0.04 

45011 
0.74 

ll--lA) 712984 
11.72 
16.14 - - - _  
15793 
0.26 
0.36 

275899 
4.53 
18.87 -----_-. 

4530.2 
0.07 
0.31 

50056 
0.82 
3.42 

---_--_. 

1071084 
17.60 I 

,+ 
21902 1 0.36 

.4  
220739 I 3.63 

16-- (El SPECIAL 

17--(El LIERART 

0.75 0.05 0.08 

Total 

(Continued) 

205582 .4417882 .1461962 '6085426 
3.38 72.60 24.02 100.00 

2 
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Ree&mse to CMTl7-04 
Number of Direct Tallies by Class and subclass 

By Facility Grouping 

TABLE OF MAIL BY FACILITY 

HAIL FACILITY 

Frequency Total 

35281 

8294 

1489 

294 

4624 

900 

2 

224 

3885 

804 

162 

643 

2001 

14120 

302 

8569e 

4 

m 
Lr 
m 
m 
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Responae to bdT17-04 
Number of Direct Tallies by Claas and Subclaas 

By Facility Grouping 

Total 

2991 

1362 

709 

4 87 

72 

1011 

93 

4564 

482 

360 

12 

13 

1 

384 

128 

85698 

5 

, 

m 
m 
m 
4 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-MSMITH TO 
W A  1NTERROGATORIES 

DMNUSPS-T17-5. Please refer to programs MBC, MODIPOOL, NONMODl, and 
BMCl associated with LF-1-106. Running theseprograms on the IOCS data file 
produces datasets containing three activity codes that are not referenced in Tables 8-1 
or 5 2  of USPS LR-1-1. These activity codes are 2068,3068, and 4068. From 
program MOD1 POOL (rmes 06940002-06960002). it appean that these activity codes 
are related, respectively, to the activi codes 2060,3060, and 4060. Please confirm 
that the shape, class, and subclass information for activity codes 2068,3068. and 4068 
k the same as for the cotresponding activity codes 2060,3060, and 4060, respectively. 
If this is not the case, please provide the appropriate shape, class, and subclass 
information for these activity codes. 

RESPONSE TO DMNUSPS-Tl7-5. 

I 

c 

Confirmed. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
%' INTERROGATORIES 

TWNSPS-TI74 Please provMe electronic spreadsheet (e.g.. Excel) formats for all the 
tables presented In LR-1-106. W an electronic spreadsheet format has already been 
provided for =me of all of these tables, please Identify all relevant fiks. 

RESPONSE TO TWILISPS-Tl7-1. 

Tha excel spreadsheets of all the tables precented in LR-1-106 are contained in the 

diskette filed in USPS-LR-I-180. Note that Tables 11-1 (A through C) in USPS-LR-1-106 

correspond to Table 3 in my testimony, which can be obtained from the PRC website. 
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RESPONSE OF UNITED S.TATES POSTPL SERVICE WITNESS VAN-M-SMITH TO 
TW INTERROGATORIES 

TWNSPS-TI79 Please refer to the breakdown of Non-MODS clerklmailhandler costs 
in Tables 14A and 1-48 in LR-1-108. 

a. 

b. 

c. 

d. 

e. 

f. 

Please confirm that thb breakdown was produced using IOCS tally information. 
If not Confirmed, please Ment i  all data and explain how they were used. 

Pkase name tho SAS program(s) which produced the above mentiorwd tables 
and explain exacUy where and under what file narne(s) 1 (they) can be found. 

Pkase name the IOCS file used to produce these tables and explain under what 
file name and in what library referenu, it can be found. 

Besides uniform operation codes, please explain precisely what IOCS data items 
were used to assodate each non-MODS mall processing tally with indlvidual 
poots. Please Identify the tklds of IOCS tally records that were used, the 
specific IOCS questions that those fields contain the answer to, and the logic 
applied to select the pool for each tally. 

Precisely what characteristics of an IOCS tally causes it to be Included in the 
MANF pool? What causes it to be included in the allied pool? 

For each mail processing Non-MODS cost pool specified in Tables 14A and 1- 
4B. please provide a furlher breakdown by mail processing uniform operation 
code. 

RESPONSE TO TWNSPS-Tl7-2. 

a. Confirmed for Table M A .  

ForTable 1-48, the breakdown of the costs is based on IOCS tally dollars. But 

the total CosOI which are apprd to this breakdown are those described In 

formula (I) and (ii), page 1-3. Part I of LR-1-106. 

The immediate SAS program whkh produced the above mentioned tables Is 

NONMODl, lines 0007009340935098. wiul Tabb M A  and Table 1-46 identified 

as titles of SAS outpub at lines 00630098 and 00931098. The IOCS Non-MODS 

b. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
' TW l"ERROGATORlE9 

RESPONSE TO TWNSPS-Tl7-2. (Cont'd) 

tally file used as input Into the SAS program NONMODI is created by the SAS 

program MBC which partitions the SAS IOCS file Into three temponry tally files, 

BMCSI, MODS1 and NONMODSI (see page 11-38, Part 2, USPS LR-1-106). The 

NONMODSI temporary tally fiie then sones as the NMOD input into the SAS 

program NONMODI (see line 000800Q3). Both SAS programs, NONMODI and 

MBC, are contained in the diskette filed in USPS LR-i-106. The JCL dowment, 

(which is also contained in the diskette filed in USPS LR-1-106) provides the set 

up and sequence for running the SAS programs. . 

E. The IOCS SAS file used in Program MBC is the mainframe IOCS SAS fiie 

'ALB.HQTAL98.BYITEM.PRCALL' listed in the JCL document contained in the 

diskette filed in USPS LR-1-106 (at line number 00120099). The PC SAS version 

of the IOCS mainframe SAS fiie b filed in USPS-LR-1-12 under the name 

'PRCQ8.SD2'. USPS-LR-1-12 also includes a flat file version of this data under 

the name 'PRCFIAT.DAT.' Both PC SAS and flat file versions dthe IOCS am 

documented In Appendix H of USPSLR-1-12. Please note that some minor 

modifications may be required for a mainframe SAS program to execute properly 

In a PC environment. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
'TW INTERROGATORIES 

RESPONSE TO IWNSPS-117-2. (Cont'd) 

d. The IOCS data item used to associate each non-MODS mail proceasing tally 

with individual pools and the logic applid to rdcd the pool for each tallyme 

contained In the SAS program NONMODl (see the answer to b. above). They 

are also described on page 1147, Part I1 of USPS LR-1-108. The 'PRCgB.SD2' 

PC SAS file already contains the names of the fields of IOCS tally records that 

were used, as listed in NONMODl. To ident'fy the same fields in the 

'PRCFL4T.DAT flat file, please see Appendlx H of USPS-LR-1-12, which 

contains the program that writes the SAS file into a flat file and gives the field 

positions for the flat file. The specific IOCS questions that those fields contain , 

the answer to and the value assignments for those fields are contained in 

Appendix A of USPSLR-1-12. 

The msponses to IOCS Question l g  are the basis for induding the tallies in the 

MANF. The responses to IOCS Questions 19 and 18 are the basis for including 

the tallies in the ALLIED cost pool (see the answers to b. and d. above). For 

further details on these lOCS questions, please see Chapter I 1  of Handbook F- 

45, In-ORw Cost System, Field Operating Instructions filed In USPS LR-1-14,. 

e. 

f. A further breakdown by mail processing uniform operation code of each mall 

processing Non-MODS cost pool specified In Tables M A  and 1-46 b provided in 

the two tables attached to this response. 



! I 

. .  
1 

Rempmsc to TW/USPS-T-~~-~F 
TABLE I - 4A 

TOIU napcaW IOCS TALLY WlUR U 8 I m  BY 
W L  PROCBSSIM; POOLS AND BY IOCS OPERATION -E3 

IS LISTED As A SEPARATE €UOL ( I . E .  2 8-1. 
W L  PROC. WOW DO WOT INCLUDE D I S T R I B W  B R W  TIUE WHIQl 

m 
L r  
ID 
W 
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Reaponw to n/usPS-T-17-2r 
TABLE I - 48 

HAIL P R ~ I K i  mOL6 AND BY IaC.5 OPsR4TIoW CODBs 

YHCIX f8 LISTED AS A S E P a T B  POOL 1I.B. 2 BUBAKSI. 

TABLE OF eooL BY P260 

roc6 T U Y  DO- *BIwCS BY 

UhIL PROC. POOLS Do RJT INCLUDS D I S I R X B m  BRRM TIME COST 

+ 
+ 
+ 
+ 
+ 

I 
I 
I 
I 
I . 

-1 

554113 

140766 

iwes 
469761 , 

694058 ' 

124286 
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29146 
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248178 
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31426 
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317101 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-N-SMITH TO 
Tkr INTERROGATORIES 

TWIUSPS-TI73 Please provide a breakdown of FYW non-MODS costs similar to that 
8hWn In Tables H A  and 1-46, using FY96 IOCS data. 

RESPONSE TO TWNSPS-TI73 

A breakdown of FY88 Non-MODS casts similar to that 6 h m  in Tables MA and 1-48. 

using FYQ6 IOCS data, b provided in the two tables attached to this response. The total 

Non-MODS cost for the attached Table I4B corresponds to the one provided on page I- 

S, Table 1-1, Part I of LR-H-146 in Docket No. R97-1 (see ‘Total for NONMODS 

Faciliies’). which exclude the FYQ6 derk and maihandler uniform allowance and lump 

sum. These excluded costs are incorporated in Cost Segment 3 ofthe B Wokpapers of 

Wtness Alexandrovitch (LISPS-T-5) in Docket No. R97-1. 



! ! 

Breakdom of BY96=Um-1*x)8 obsta eimilar to Table 1-4A 
mu mowom ~ocs 00- *BI(~MS ai  MIL PROC. POOLS w 

m1B) 501893.8 13.0 502893.8 13.0 
um)/MEC 63643.13 1.6 566537 14.7 
BXPRSSS 13701.5 0.4 500138.5 15.0 
luwp 350261.2 9.1 930499.7 24.1 
llliyL 741336.0 19.1 1671836 43.1 
nNlP 91456.61 2.4 1763193 45.6 
NIM: 211014.4 5.7 1984317 . 51.3 
LBO18211 30793.66 0.8 2015111 51.1 
a mums 198920.7 5.1 7114032 57.3 
OS 1084077 28.0 3298108 05.3 
10 451705.6 11.7 3750014 97.0 
17 11631.45 0.3 3763445 97.3 
14 30773.09 0.8 3794119 98.1 
15 7095.653 0.1 3801314 90.3 
26 141r7.29 0 .4  3815451 911.7 ... ... ~~~~ ~. 
i 5 i z  51367.88 1.3 3866819 100.0 

BY 96 - woHIw18 

1 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
lW INTERROGATORIES 

lwNsPs-ll74 

a. Please apply the logic used to create Tables I 4  and 1-46 in LR-106 to the 
IOCS clerk and mailhandler tallies assigned to each of the fo l ldng MODS cost 
pools: LD41, L043, L W ,  LMB, LO49 and U79. Present resub in the ram8 
manner as b used in tables 14A and 1-48. 

Is it fiir to conclude that most allied labor performed in Function 4 offices is 
d d  uder LD437 

. 

b. 

RESPONSE TO lWNSPS-TI74 

a. The breakdown of the LD41. LD43, L W .  LD48, LO49 and LD79 MODS cost 

pools into categories similar to the Non-MODS pools shown in Tables M A  and I- 

4B is provided in the two tables attached to this response. The LD48 group 

Includes the LD48 EXP. LD48- SSV and the 1SUPP-F4 cost pools. 

This does not seem to be the case. From the two tables provided in response to 

a. above, the LD43 cost pool share of the total " A l l i i  cost (row pct) is about 37 

percent. 

b. 
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46509 
3.00 
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134559 
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0.33 
66.74 

1.18 

. -. - _- -. 

._--___. 

1893.1 

30.55 

3059.4 

62.46 

1655.9 
0.11 
76.46 

o.ia 

0.10 

.------. 

.---___. 

5616.1 
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ao.67 

409711 
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4646.a 3011.1 
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0.30 1~ 0.19 
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t0t.1 

155663 
10.03 

64038 
4.13 

m o i a  
14.70 

7771.1 
0.50 

6196.7 
0.40 

1897.8 
0.31 

Il6S.6 
0.14 

17175 
1.75 

551490 
100.00 

. .  . .  
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

TWIUSPS-T17-7 Please refer to the IOCS data in file PRC98.sd2 in USPS LRI-12 

a. Please confirm that the file contains FY98 clerk and mailhandler tally data. 

b. Please confirm that not a single Non-MODS tally has been assigned activity codes 
5610,5620 or 5700. 

c. Please confirm that the FY96 IOCS data used in R97-1 by the Postal Service and 
the Commission for Non-MODS facilities contained a substantial number of both 
"not handling" and mixed mail tallies that had been assigned activity codes 5610, 
5620 and 5700. 

d. Please confirm that in MODS offices, activity codes 5610,5620 or 5700 have 
been assigned only in the following cost pools: MISC, SUPPORT, EEQMT. 
EXPRESS, INTL, LD480TH, LD48ADM, LD48-SSV, LD49 an3 REWRAP. If not 
confirmed. please explain. 

e. Please confirm that the FY96 IOCS data used in R97-1 by the Postal Service and 
the Commission for MODS offices contained substantial numbers of both "not 
handling" and mixed mail tallies that had been assigned activity codes 5610, 5620 
and 5700 for practically all cost pools, including the various allied and piece 
distribution operations. 

f. Please explain all changes made by the Postal Service since its R97-1 filing. 
including computer programming changes and documented or undocumented 
instructions to IOCS data collectors. that have caused most uses of activity code$ 
5610. 5620 and 5700 to disappear. If documentation of such changes exists on 
the record in this or previous dockets, Please provide all relevant references. If 
documentation exists that has not been provided earlier, then please provide it. 

g. I: tallies that previously would have been assigned activity codes 5610. 5620 and 
3700 [sic] are now being assigned different codes, please explain which 
alternative codes are used and the circumstances under which they are used. 

h. Does there exist another version of the FY98 IOCS data where activity codes 
5610. 5620 and 5700 have been assigned in the same way as in previous 
dockets? If yes. please provide a copy. 

Was there a deliberate decision made to no longer assign activity codes 5610, 
5620 or 5700 for Non-MODS tallies or for MODS tallies at allied and piece 
distribution operations? If yes. please explain all reasons why this decision was 
made and by whom it was made. 

Apart from the apparent change in the assignment of activity codes 5610, 5620 
and 3700 from Question 19 responses by IOCS data collectors, have there been 

i. 

j 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

other changes made in the way that activity codes are assigned to IOCS tallies on 
the basis of the raw data? If there are other such changes, please document 
them in detail. 

RESPONSE TO TWIUSPS-1-17-7. 

This question erroneously assumes that changes in either data collection andlor 

computer programming have caused instances of activity codes 5610,5620, and 5700 

to "disappear." In reality, activity codes 5610, 5620 and 5700 are assigned to the 

tallies in the PRC98.sd2 file in USPS LR-1-12 as they were in Docket No. R97-1, 

however, they are now stored in the tally field F9806. The assignment of these codes 

is otherwise unchanged from Docket No.R97-1. 

Please note that the mixed shape activity codes 5610, 5620, and 5700 are not based 

on collected mixed mail shape data. They are assigned by Pragram ALBlOlSl '  to all 

tallies with activity code 57502, based on the predominant shape of the piece 

distribution operation where the employee was observed to be in Question 19 

a. Confirmed. 

b. Not confirmed. See the discussion prior to the response to par! a. above. 

' Program ALBlOlSl dowmentatbn is contained in USPS-LR-1-12, section VILA, and the pqrarn 
listing itself is contained on the CD-ROM accompanying USPS-LR-1-12, as described in Appendix H of 
USPS-LR-1-12, The assignment of 5610.5620, and 5700 occurs in the SAS data step "data tallylol" 
which immediately Follows the comment 

5. Assign shape related a&* codes to mixed all 
shapes based on operation codes. 

; 

Those tallies include all tallies with activity codes 5750 in lOCS field F244. as well as those with activity 
codes 5740 and 5745. which the program recodes as 5750. 
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TW INTERROGATORIES 

c. Confirmed that activity COdeE 5620.5620. and 5700 were also assigned to tallies 

taken at non-MODS facilities in Docket No. R97-1. 

d. Not confirmed. See the discussion prior to the response to part a, above. 

e. Confirmed that activity codes 5610,5620, and 5700 were also assigned to tallies 

taken at MODS facilities in Docket No. R97-1. 

f. See the discussion prior to the response to part a, above. 

g. See the discussion prior to the response to part a, above. 

h. See the discussion prior to the response to part a, above. 

i. See the discussion prior to the response to part a, above. 

j. See the discussion prior to the response to part a, above. 

I 
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TW INTERROGATORIES 

TW/USPS-T174 Does there exist a version of the aggregated FY98 IOCS data 
containing the actual responses to Question 19? If yes, please provide it and identify 
the field(s) in which the Question 19 data are located. If such a file already has been 
provided on the record, please refer to it. 

RESPONSE TO TWIUSPS-TI74 

The PRC98.sd2 file in USPS LR-1-12 contains the actual responses to Question 19. 

They are located in IOCS fields F128. F9211 and F9212. My responses to TW/USPS- 

T-17-2 c & d indicate the sections of the library reference which contain information 

relevant to these fields. 

I 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

a. 

b. 

C. 

d. 

IWIUSPS-117-9 Please tabulate the results of Question 19 responses by IOCS data 
collectors in the base year as instructed below. Please provide the information in the 
form of an electronic spreadsheet, separately for each MODS, Non-MODS and BMC 
cost pool, and in terms of number of tallies as well as tally dollars. 

For all "not handling" tallies at a given pool, excluding tallies related to breaks, 
clocking idout or handling empty equipment, please tabulate the responses to 
Question 19 in all cases where the data collector responded to 
this question. Specifically, tabulate the number of tallies and corresponding tally 
dollars for each response A through U in the first table on page 11-30 in LR-1-14, 
and in case the choice made was A (manual) provide a further breakdown 
according to responses a through i listed in the second table on page 11-30 of LR- 
1-14. 

For all "not handling" tallies at a given pool with activity code 6323 (empty 
equipment) where the data collector also responded to Question 19, please provide 
a tabulation of those responses similar to that explained in part a of this 
interrogatory. 

For all "mixed mail" tallies representing empty equipment (or unidentified container) 
handling at a given pool, where the data collector also responded to Question 19. 
please provide a tabulation of those responses similar to that explained in part a of 
this interrogatory, but separately for each type of container or item. 

For all "mixed mail" tallies representing handling of nonempty containers at a given 
pool, where the data collector also responded to Question 19. please provide a 
tabulation of those responses similar to that explained in part 2 of this interrogatory, 
but separate!y for each type of container. 

RESPONSE TO TWNSPS-Tl7-9 

(a)-@! 

in USPS-LR-1-22. Please ncte that the responses to a. and b. are consolidated into ;he 

same table. 

The requested tables in EXCEL format are contained in the diskette filed 
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lW INTERROGATORIES -. 

TWIUSPS-T17-10 Does your mail processing cost distribution make any use of the 
activity codes 5610.5620 or 5700 for some mixed mail and not handling tallies at any of 
these cost pools: MISC. SUPPORT, EEQMT, EXPRESS, INTL. LD480TH, LD48ADM, 
LD48-SSV, LD49 and RRNRAP? If yes, please explain how you use this information, 

RESPONSE TO TWIUSPS-17-10, 

No. 
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RESPONSE Or UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

TWIUSPS-TI7-11. For each mail processing cost pool and for each type of sack 
represented in the IOCS data base, please provide, in an electronic spreadsheet 
format, the BY98 processing costs your method attributes'to use of the given sack type, 
at the given pool, by each subclass. Please also speclfy the portion of the cost 
attribution for each combination of sack type, cost pool and subclass that is caused by 
each of the following types of tallies: 

a. Direct tallies of the given sack type at the given pool. 
b. Mixed mail tallies of the given sack type that are distributed on the basis of the direct 

sack tallies. 
c. Tallies of tk given sack type when empty, that are distributed based on the direct 

sack tallies. 
d. Tallies of mixed mail containers recorded as carrying sacks of the given type, 

attributed on the basis of direct mail tallies for the given sack type. 
e. Tallies of empty or unidentified containers, whose costs are attributed based on the 

portion of the corresponding type of containers wlh mail that relates to these 
containers carrying sacks of the given type. 

f. Not handling tallies, to the extent that the costs associated 'with such tallies are 
distributed over any of the sack related handling costs described above. 

RESPONSE TO lWIUSPS-T17-11. 

(a) - (9. 

TWNSPS-T17-12 and for TWIUSPS-T17-13, are contained in the diskette filed in 

USPS LR-1-234. The data are SAS output tables in text format. There are seven text 

files in the diskatte. The first six text files correspond to the six questions (a) - (9 
whereby for each question, the data in each file are shown by subclass and by cost 

pool, for each type of sack, each type of tray and for pallets. Please note that three cost 

pools are not included in the first six text files: the LDC15 cost pool (LDIS). and the two 

support cost pools for Function 1 and Function 4 (1SUPPORT-Fl and 

1SUPPORT-F4). For these three cost pools, the derivation of the distribution keys 

(based on dollar-weighted tallies, and then applied to the pool volume-variable costs for 

The volume-variable costs for the requested data for TWNSPS-TI 7-1 1, for 
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TW INTERROGATORIES 

RESPONSE TO TWIUSPS-TI7-11 (continued). 

all cost pools except those three), does not quite fit the steps underlying (a) 49  (See 

footnote 10 and section ll-B-4 of my testimony). The applicable volume-variable costs 

for the LDC 15 cost pool are provided as a separate table in the seventh text file. The 

subclass distribution factor forthe 1SUPPORT-F1 cost pool and for the mail processing 

component of the lSUPPORT_F4 cost pool can be obtained by: 1) summing the 

volume-variable costs provided in the diskette for the relevant cost pools (see section II- 

B-4 of my testimony); and 2) dividing the numbers from 1) by the corresponding pool 

volume-variable costs from Table 3 of my testimony. The subclass distribution factor for 

the window service component of the lSUPPORT-F4 cannot be obtained at the same 

level of detail underlying questions 11 through 13 (a) - (9, as for the mail processing 

component of it. 
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I 

TWIUSPS-117-12. Please provide cost information similar to that sought in TW/USPS- 
T17-1 1, but for each type of m. rather than sacks. 

RESPONSE TO TWIUSPS-T17-12. 

See my response to TWNSPS-T17-11. . 

. .  
. .  : . . :  . .. . . .  

-. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

TWIUSPS-TI7-13. Please provide cost information similar to that sought in TWIUSPS- 
TI 7-1 1, but for Q&& instead of sacks. 

RESPONSE TO TWIUSPS-T17-13. 

See my response to TW/USPS-Tl7-11. 

.. . -. . .  . . . .  . . 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

TWIUSPS-T17-14. Please consider an employee sampled by an IOCS clerk while using 
a forklift to move a pallet that is loaded with empty letter trays. 

a. Please confirm that under current data collection instructions the IOCS clerk has no 
way of recording the fact that the observed pallet was used to carry letter trays. See 
my response to TW/USPS-Tl7-11.lf not confirmed. please describe how such 
information would be recorded and how it would appear in the IOCS data base. 

b. Please confirm that a tally resulting from the type of observation described above 
would not cause any cost to be associated with letter trays. If not confirmed, please 
explain. 

c. How would the IOCS clerk record the situation described above? Specfically. 
would he/she record it as: (1) an empty pallet; (2) a pallet whose content could not 
be determined; or (3) something else (describe)? Are the current instructions clear 
as to what choice should be made in this situation? 

d. Assume that instead of being empty, the trays on the pallet contain letter mail, but 
the [OCS clerk is unable to determine whether all mail on the pallet is identical and 
concludes that counting the mail would require removing the shrink wrap or banding 
on the pallet and would be prohibitively time consuming. What type of tally would 
result in this case? Would it be recorded as a mixed mail pallet? if not, how? 

RESPONSE TO TWNSPS-TI714 

a. Redirected to Witness Ramage (USPS-T-2) 

b. Not confirmed. 

If this is considered an IOCS single item and is recorded as an empty pallet, 

then the tally cost for the empty pallet is distributed based on the subclass contents 

of the direct tally pallets. To the extent that some direct tally pallets may be loaded 

with somq letter trays and that all subclass pieces on these pallets are counted and 

recorded during the IOCS reading, the tally cost for the empty pallet may be 

distributed to the subclasses in the letter trays on those direct tally pallets, even 

though the letter trays are not explicitly recorded. 

If this is considered an IOCS container. and is m r d e d  either as an empty "j. 

Other Container", or as 'i. Multiple items not in container", then the tally cost for the 
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RESPONSE TO TWIUSPS-T17-14 (continued). 

recorded empty or unidentified container is distributed based on the subclasses of 

the loose piece and item contents of a nonempty identified container of the same 

type. To the extent that letter trays are recorded as one of the item contents of non- 

empty identied containers under IOCS option (i) or (j), the tally cost for the empty 

or unidentified container recorded under IOCS option (i) or (j), is then distributed 

based on subclasses that include those associated with letter trays for nonempty 

identified containers of the same type. 

(c) - (d). Redirected to Wfiness Ramage (USPS-T-2). 

.c 

.. 
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WVIUSPS-TI7-16. In today's mail processing plants, including BMC'S, one frequently 
sees pallets carrying empty trays, empty sacks, trays with letter or flat mail in them, 
sacks with mail in them, pallets loaded with other empty pallets, as well of course as 
pallets loaded with flats bundles, parcels, IPP'S, etc. 

a. Has there been any recent study to determine the frequency with which each of the 
above occurs in different types of facilities? If yes, please identify each such study, 
summarize the results and provide copies of each relevant study report. 

b. Please identify all uses the Postal Service itself makes of pallets in today's 
environment, to transport mail as well as other items (e.g., sacks and trays). 
Indicate whether each type of usage is'part of normal operating procedures or 
whether it occurs only in unusual circumstances. Please also indicate the types of 
facilities in which each type of usage occurs, any estimates of how frequently it 
occurs, and provide copies of any relevant operating instructions. 

RESPONSE TO TWIUSPS-117-16. 

a. 1 am not aware of any such study. 

b. Redirected to Wtness Kingsley (USPS-T- IO) .  
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- 

TWNSPS-TI717 There appear to be 453 IOCS tallies for mail processing in MODS 
offices, with a combined tally dollar value of $22.729 million, that are shown as "not 
handling" but have assigned activity codes 30, 50, 60 and 90. Such tallies appear in 
the four "support" pools (I Misc, I Support, LD48Adm and LD48Oth) as well as in pools 
BusReply, Express, Intl. LW&SSV, and Registry. 

a. 
b. 

Please confirm the above figures, or if incorrect please correct them. 
Why is the 'not handling designation used with activity codes that normally 
represent direct tallies? 

RESPONSE TO TWIUSPS-TI~-~~. 

a. Confirmed. 

b. Please see Chapter 11 of Handbook F-45, In-Office Cost System, Field 

Operating Instructions filed in USPS LR-1-14, Question 20, Option C on p.11-34 

and p.11-35). 
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TW INTERROGATORIES 

TWWSPS-ll7-18. Please refer to Table I and Table 1-49 in LR-1-1 06, and your 
answer to TWNSPSTl7-2d and e. 

a. Confirm that in order to transform the breakdown of NonMODS mail processing 
costs into cost poots that is shown in Table 1-48 to the breakdown into eight cost 
pools shown in part 2 of Table 1, you simply distributed the costs from the 
ZBREAKS pool, formed from the tallies with activii code 6521 (breakslpenonal 
needs), proportionately among the other eight pools. If not confirmed. which 
method did you use? 

b. - Confirm that you did not use any Question 18 or Question 19 data to distribute the 
ZBREAKS costs. If not confirmed, what information did you use and how? 

c. Confirm that the portions of the ZBREAKS costs that are distributed to other pools 
are as shown below. If not confirmed, please give correct figures. 

. 

ALLIED 
AUTOlMEC 
EXPRESS 
MANF 
MANL 
MANP 
MlSC 
REGISTRY 

Total ZBREAKS Costs 

5521 1,285 
14,025.832 
1,871,710 

46,806,559 
69,155,339 
12,383.701 
25,256,203 
2,904,047 

227,614,677 

d. Assume that instead of a proportional distribution of the NonMODS break time 
costs you had distributed those costs by applying Question 18 and Question 19 
data for the break time tallies in the same way as you did for other tallies. Please 
show what the distribution of ZBREAKS costs to NonMODS cost pools, and the 
distribution of NonMODS volume variable costs to subclasses and special 
services, would be in that case. 

RESPONSE TO lWI1USPS-TI7-18. 

a. Confirmed. 

b. Confirmed if you mean, as in d. below, that I did not use Questions 18 or 19 for 

the break time tallies as I did for the other tallies. Please note that because the 

Non-Mods cost pools are based on Questions 18 or 19, a proportional 

distribution of the ZBREAKS costs based on these cost pools carries an 

association with Questions 18 and 19. 
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- 
RESPONSE TO TWltuSPS-Tl7-18 (continued). 

c. confirmed. 

d. The attached Table 1 shows a comparison of the distributed ZBREAKS costs to 

NonMODS cost pools between between the USPS BY 98 method (where the 

ZBREAKS costs are proportionately distributed among the other eight pools) and 

the method described in TWRISPS-Tl7-18d (where the ZBREAKS costs are 

distributed based on Questions 18 and 19). 

The attached Table 2 provides a comparison of the volume-variable mail 

processing costs for subclasses and special services between the USPS BY 98 

method (where the ZBREAKS costs are proportionately distributed among the 

other eight pools) and the method described in TW/USPS-Tl7-18d (where the 

ZBREAKS costs are distributed based on Questions 18 and 19). 
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Non-MODS Pmls 

I Response to TW/USPS-Tl7-lBd. Table 1 I 
Distributed ZBREAKS Costs Total Pool Costs 

Proportional Method Proportional Method 
Distribution of Descrikd'in Distribution of Described in 

Zbreaks TW-Tl7-18d Zbreaks lW-Tl7-18d 

Allied 

Total 

55.21 1 37.743 

1.872 478 

69,156 96,855 

2,904 2,056 

14,026 11,035 

47,509 47.624 

12.383 15,871 
25,256 16.655 

228.317 228,317 

609,324 591.856 
154,792 151.801 
20,657 19,263 

516.567 516.682 
763,214 790,913 
136.669 140,157 
278.733 270,132 
32,050 31,202 
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979,647 
251.466 
32.822 
11,583 

1281,518 

118259 

14,423 

5.378 
127.642 
19,261 
1.489 

153,770 

16,045 

78.440 
452.110 
530,550 

8.711 
82.300 
91,011 

637.606 

39,931 
19.321 
0.- 
2.054 
7o.m 

19,850 

3.- 

10242 

3,9@ 
16.843 

538 
322 

7,712 
29.43 

986.658 
256,457 
33,579 
11.822 

1290,514 

116.955 

13.885 

5.403 
126.655 
18.998 
1.463 

152.539 

15,868 

77,230 
453,604 
530,834 

8.842 
63.269 
91,911 

633,613 

39,704 
19.285 
SrsOe 
2.051 

70,655 

19,468 

3.029 

10,396 

3,633 
15,453 

494 
29s 

7,075 
27.151 

2.338.764 2.344.315 

0.7% 
0.4% 
2.3% 
2.0% 
0.7% 

0.1% 

4.4% 

0.5% 
-0.8% 
-1.4% 
-0.4% 
-0.8% 

-1.1% 

-1.6% 
0.3% 
0.1% 

-0.8% 
1.2% 
1.0% 
02% 

4.6% 
-02% 
0.6% 
0.1% 

-0.3% 

4.8% 

-1.0% 

0.6% 

-4.0% 
-9.0% 
49% 
4.8% 
9.0% 
4.3% 

5.551 0.2% 
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TW INTERROGATORIES 

TWNSPS-M-20 The MODS mail processing "not handling" tallies appear to include 
tallies showing window seMce activities, represented by activity codes 5020-5195 and 
6000-6206. with-a total "tally dollar' vaiue of $79.63 million. This includes $12.48 million 
in Function I cost pools with the rest in Function 4 pools. 

a. 
b. 
c. 

Please confirm the above numbers. 
What are the volume variable costs represented by these tallies? 
What portion of these costs is attniuted to each Periodicals subclass under your 
distribution method? 

RESPONSE TO TWNSPS-T17-20. 

. 

a. Not confirmed for $79.63 million: it should be $76.63 million in tally dollar for the 

not-handling tallies with activity codes 5020-5195 and 6000-6200. Confirmed for 

$12.48 million in Function 1 cost pools. 

The costs for these tallies are 100% volume-variable in all cost pools where the 

econometric volumevariability factors were not derived in BY98. For the twelve 

cost pools where the volume-variability factors were econometrically derived, the 

not-handling tallies are not considered separately and have no role: the total pool 

volume-variable cost is multiplied by the pool distribution key, which is based on 

the handling tallies. If we assume these not-handling tallies to represent a 

proportion of the total cost in each these twelve cost pools, and if we assume the 

pool volume-variability factor applies to these costs, then the "volume-variable" 

costs associated with not-handling tallies with activity codes 5020-51 95 and 6000- 

6200 amount to $69.85 million in total. with $10.28 million in Function I cost pools. 

The volume-variable costs associated with the not-handling tallies with activity 

codes 5020-5195 and 6000-6200 are distributed to each Periodicals subclass as 

follows: 

b. 

c. 
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- 
RESPONSE TO TWNSPS-Ti7-20 (continued). 

( in million ) 

InGounty $0.119 
Outside County Regular $2.738 
Outside County Non-Profn $0.549 
Outside County Classroom $0.021 

TOTAL $ 3.427 

For (a)-(c) , please refer to pp. 55-58, Section 111 A. and B. of witness Degen's testimony 

(USPST-16) for a discussion of the 'migrated' tallies 



6627  

.- 

e 

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
Tw INTERROGATORIES 

TWNSPS-117-21 what are the accrued and volume variable costs associated with not 
handling tallies with activity codes equal to, respectively. 6220 (Special Delivery). 6230 
(Registry) or 6231 (Express Mail)? Please also indicate what portion of these costs is 
attributed to Periodicals mail under your methodology. 

RESPONSE TO TWNSPS-TI~-~I 

The MODS accrued costs associated with not-handling talks with activity codes 6220, 

6230, and 6231 are respectively $4.017 million, $60.892 million and $39.997 million. 

For all cost pools where the volume-variability factors were not econometrically derived, 

the costs associated with those three activity codes are considered fixed (see USPS- 

LR-1-106, Part II C, Descn‘ption of SAS Programs, Section 2, MODIVARB, p.ll-41). For 

the twelve cost pools where the volume-variability factors were econometrically derived, 

and given the assumptions stated in my response to TWNSPS-T17-20 b, the ’volume- 

variable” costs associated with activity codes 6220,6230 and 6231 total to $1.215 

million. The portion of these volume-variable costs which is distributed to Periodicals 

amounts to $0.032 million. 
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TW INTTEROGATORIES 

TWIUSPS-Tl7-22 Please refer to Table 1-46 in LR-106 and your response to  
TWNSPS-TI74 which produced a similar table using FY96 data. The table below lists 
the accrued FY96 and IT98 cost in each NonMODS cost pool, as well as the percent 
change in each cost pool. 

NonMODS Mail Processing Cost Pools ($1,000'~) BY96 8 
BY98 

POOL BY96 BY98 Change (%) 
ALLIED 527,983 554,113 4.95% 
AUTOMEC 66,818 140,766 110.67% 
EXPRESS 14,385 18,785 30.59% 
MANF 367,736 469,761 27.74% 

MANP 96,019 124,286 29.44% 
MlSC 232,052 253,477 9.23% 

Z BREAKS 208,845 227,615 8.99% 
TOTAL 2,324,491 2,512 8.07% 

MANL 778,322 694,058 -10.83% 

REGISTRY 32,330 29,146 -9.85% 

a. Please confirm the numbers in the table, or if incorrect please explain, and give 
corrected figures. 

b. Please confirm that the cost of manual flat sorting in NonMODS offices increased 
by $102 million, not including break time or clocking inlout costs, and that the 
percentage increase was 27.74%. If not confirmed, please explain, and give 

. corrected figures. 
c. Please confirm that in the same period (FY96 through FY98) the combined cost of 

FSM and manual flat sorting in MODS Function 1 offices increased by $250.485 
million, or 20 percent. If not confirmed, please explain, and give corrected figures. 

RESPONSE TO TWNSPS-Tl7-22. 

a. Confirmed. 

b. Confirmed for the MANF cost pool in Non-MODS offices. 

c. Confirmed, for the Function 1 FSW and MANF/ cost pools in MODS offices. 

Please note that some changes between BY 96 and BY 98 may have a potential impad 

on the results seen in (a)-(b): see p.4 of the response of United States Postal Service 

Whess Smith to Presiding ofiicer's Information Request No.4 that relates to the IOCS 

weighting factors. 
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TWIUSPS-TI7-23. Please refer to your answer to TwNsPS-174, in which you 
provided a tabular breakdown of Function 4 MODS cost pools into the same type of 
cost pools that you use to analyze NonMODS costs. The MANF components add up to 
$109.016 million, excluding break time costs. 

a. 

b. 

Please provide a corresponding breakdown of Function 4 cost pools into 
NonMODS type pools, but using FY96, rather than FY98, data. 
Apart from the FSM and MANF components of Function 1 costs, the MANF 
components of the Function 4 cost pods and the MANF component of the 
NonMODS costs, are there any other pools or parts of pools that represent flat 
sorting in the postal system? H yes. what are they and what were their combined 
flat sorting costs in FYQ6 and FY98? 

RESPONSE TO TWNSPS-Tl7-23 

a. A breakdown of Function 4 cost pools into NonMODS type pools for BY96 data is 

provided in the attached table. 

It is my understanding that, other than the cost pools enumerated in the 

interrogatory, there are no other cost pools that represent the Postal Service's 

piece sorting operations for flats. See also pp. 35-36 of witness Degen's testimony 

(USPS-T-16). Of course. flats are handled in many other mail processing 

operations, notably (but not only) the allied labor cost pools. For details on costs 

for flat-shaped mail by cost pool and subclass, please see pp. 111-12 to 111-20 of 

LRJI-106 filed in Docket No. R2000-1, and pp.llI-7 to 111-9 of LR-H-146 filed in 

Docket No. R97-1. 

b. 
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Rceponse to W/USPS-Tll-l3m. 
Breakdom of Punctlon 4 LDC Costpools and Lx19 Costpml 

Into Non-1IoDs categories Exhiblted In Tables I-4B 
of LR-1-106 - based on Cost Pool Dollara 

TABLE OF FUOL BY COSTFUOL 

POoL(Non-p1oa8 Categorice) COSTFUOL(HODS Coat b l s )  

09 

L M l  __-____. 
1804.4 
0.13 
1.13 

0 
0.00 
0.00 

886.84 
0.06 
0.44 

0 
0.00 
0.00 

0 
0.00 
0.00 

0 
0.00 
0 .00  

341.8 

1.41 
o.oa 

ILD43 ILD44 lLD48 ILD19 

21904 
1.59 
26.39 

11189 
1.93 
13.89 

814.33 
0.06 
11.11 

1408.4 
0.10 
16.31 

1004.1 
0 . 0 1  
11.96 

402.9 
0.03  
14.11 

- -. - - - - - 

-_-----. 

- - - - - - - - 
9563.5 
0.66 
41.25 

6101.3 
0.43 
1.15 

6084 .8 
0.41 
3.04 

iai.83 
0.01 
2.33 

1115.2 
0.19 
41.85 

1166.4 
0.08 

16.61 

- - - - - - 

--_--__. 
145.06 

0 . 0 3  
16.31 

55254 
3.84 
63.66 

114111 
1.94 
57.11 

- _ - - - _ - _  

4198.6 
0.29 
53.82 

3071 ,4  
0.11 
35.18 

0.34 
10.95 

-__-_.  
204.89 
0.01 
0.24 

1164 .8 
0.50 
3.63 

---____. 

- - - - _ _ - _  
58’1.51 
0.04 
1.53 

n 
0.0;  
0 .00  

0 
0 .00  
0 .00  _ _ _ - _ _ _ _  

4410.5 
0.31 
19.18 

. - - - - - - - . 
2111.3 
0.15 
2.56 

43802 
3.04 
11.89 

1959.4 
0.14 
25.11 

. - - - - - - - 

. - - - - - - -. 

0 
0 .00  
0 .00  

48.921 
0.00 
1.12 

Total 18541.6 521510 126758 385519 . 152327 . 134835 .1439610 
1.19 36.23 8.81 16.18 11.53 9.31  100.00 

86192 
6.03 

200099 
13.90 

mol. i 
0.54 

8601 
0.60 

1121.6 
0.19 

23183 
1.61 

m 
m 
w 
0 

BY 96 USPS WRSION - HODS 



Response to 1W/VSPS-T17-23a 
Brtakdown of Function 4 LDC Costpools and LDc79 costpool 

Into Non-MODS Categorice Exhibited in Tables 1-48 
O€ LR-1-106 - baaed on Cost Po01 Dollars 

TABLB OF POOL BY COSTPOOL 

POOL(Non-wOS Categories) 

Row Pct I MI41 Im43 

Frequency 
Percent 

m i n s c  j 1;:;; 1 13370 
0.93 

43.19 41.25 

LD4 4 

35956 
2.50 
14.55 

209.6 
0.01 
0.65 

- - - - - 

299.91 
0.02 
3.09 

8429 
0.59 
10.48 

43607 
3.03 
21.44 

.- _-_--. 

- - - - - -. 

1318.4 
0.09 
2.73 

4262.3 
0.30  
1.34 

368. 09 
0 . 0 3  
2.07 

tD4 8 --_-__-. 
33428 
2.32 
13.52 

1306. 8 
0.09 
4.03 

._ ____-. 

1117.4 
0.49 
73.33 

6428.5 
0.45 
7.99 

21446 
1.19 
10.55 

_ _ _ - - _  _. 

- - - - - - - . 
4313.2 

0 . 3 0  
8.75 

88130 
6.16 
27. 80 

14205 
0.99 
79.72 

LD4 9 _ - _ - _  -_. 
8616 
0.60 
3.19 

1916.5 
0.13 
5.91 

0 
0 .00  
0 . 0 0  

414.33 
0.03 
0.52 

661.78 
0.05 
0 . 3 3  

0 
0.00 
0 .00  

195873 
13.61  
61.38 

0 
0.00 
0 .00  

252327 
17.53 

- - - - -. 

--___--. 

- - - - - - - . 
- - - - -. 

- - - - - - -. 

- - - - - - - . 

_ _ _ _ - -  -. 

- - - - - - - . 

LD79 I Total 

70698 247196 
4.91 I 17.17 
28.60 

32416 

- - - - - - -_  + 

_ _ _ _ _ _ - -  + 

4.97 - - - -_- - -  
216.8 9705.4 
0.02 I 0.67 
2.54 

49385 
316*55 0.02 I 3.43 

0.64 I 

251.68 178f9 I 1.24 
1.41 

4 
134835 1439610 
9.37 100.00 

_ _ _ _ _ - - _  

m 
m 
W 
tJ 

BY 96 USPS VERSION - MODS 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
TW INTERROGATORIES 

TWNSPS-T17-26 Please refer to your answer to TWNSPS-T17-20b, in which you say, 
referring to the window service related not handling costs in mail processing related 
costs pools: 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

"The costs for these tallies are 100% volume-variable in all cost pools where the 
econometric volume-variability factors were not derived in BY98." 

Please confirm that the mail processing cost pools with the largest number of 
window service related not handling tallies are LD48ADM. LD48 OTH, LD44 and 
L043, in that order. If not confirmed, please explain. 

Please confirm that none of the pools listed in part a above have econometrically 
determined volume variability factors in this docket, but that the IOCS based 
volume variability factor is less than 100% for each pool. 

Does your statement quoted above mean that in assigning IOCS based volume 
variability factors for the pools without econometrically determined factors, you 
assumed 100% variability for the portion in each pool that consists of window 
service related tallies? If not, please explain. 

If, for example, the LD48 - ADM pool has a volume variability factor of 0.534. and 
the window service related component within that pool is considered 100% volume 
variable, does it then follow that the average variability for the remaining 
components within the pool must be less than OS%? If not, please explain. 

Is the determination of IOCS based volume variability factors for pools without 
econometrically determined factors based on the activty codes for the costs within 
each pool? If not, please explain precisely what these factors are based on. If so, 
is any other information besides activity codes used to determine this variability? 

Please specify, for each IOCS activity code, how tallies with that code contribute to 
the IOCS based volume variability of the pools the tallies are in. In particular, which 
activity codes are assumed to correspond to fixed costs, which are assumed to 
represent 100% volume variable costs, etc.? 

Are break time and clocking idout tallies in fact ignored in the process of assigning 
IOCS based volume variability factors to individual pools? If not, what role do they 
play in determining volume variability? Which other types of tallies (by activity 
code) are ignored in determining IOCS based variability factors? 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
TW INTERROGATORIES 

RESPONSE TO TWIUSPS-T17-26 

a. Confirmed - see the dollar-weighted tallies for these cost pools relative to all other 

cost pools in the attached table to this question. It is my understanding that the 

presence of a relatively large number of tallies with window-related activity codes in 

LDC 48 is symptomatic of the operational basis for including window service costs 

in the Function 4 Support distribution key described by witness Degen at pp.57-58 

(USPS-T-16). 

b. Confirmed. 

c. Yes, I made the 100% variability assumption when I applied the pre-R97-1 method 

without adjusting for the so-called "migrated" costs at MODS offices, consistently 

with witness Degen's treatment of the "migrated" tallies (see pp. 55-58 of his 

testimony). In following this procedure, tallies with activity codes 5020-5195 and 

6000-6200 are neither "overhead" nor "fixed" tallies. Consequently, they are 

included in the 100% volume-variable category of activity codes. 

d. Yes, if we were to remove the tallies with activity codes 5020-5195 and 6000-6200 

from the cost pool. 

e. In response to the first part of your question. yes. the volume variability factors are 

based on the activity codes (see section 11.8.2 of my testimony. and my response to 

AAPNSPS-Tl7-6c). 

In response to the second part of your question, no, no other infonation besides 

activity codes are used to determine the volume-variability factor. 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
TW INTERROGATORIES ~- 

RESPONSE TO TWIUSPS-Tl7-26 (continued) 

f. Please refer to USPS-LR-H 1 filed in Docket No. 97-1 and my response to e. 

above. 

g. In response to the first part of your question, yes, the overhead tallies are ignored in 

the computation of the volume-variability factor for the cost pool. But they are not 

ignored in the pool volume-variable costs. When the pool cost (which includes the 

overhead costs) is multiplied by the volume-variability factor, the volume-variable 

portion of the overhead costs is included in the resulting pool volume-variable costs 

that get distributed to the subclasses. Note that the same pool volume-variable 

costs can be obtained by adding the total pool costs associated with the 100 

percent volume-variable activity codes, and the pool volume-variable overhead 

costs obtained by multiplying the pool total overhead costs by the pool volume- 

variability factor. 

In response to the second part of your question, no tallies, other than the overhead 

tallies. are excluded fram the cornputation of the IOCS based variability factors- 

- 
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Dollar-weighted Tallies by Pool and for a&=? 

MODS 1 & 2 Facilities 

SAS code Cost Pool We 

Automated Equipment 
ECSl BCS, BCS on OCR 
ocw OCR 

FSMl SPFSM, FSM 6 FSWBCR 
LSMl LSM.MPLSM b SPLSM W/BCR 

Mechanized, Other 
1SACKS-M Mechanical Sort - Sack Outride 
MECPARC Mechanized Parcels 
SPES O W  SPES - Non Pnotity 
SPBSPRIO SPES - Prionty 

Manual Distn'bution Operations 
MANF Manual Flats 
MANL Manual Letters 
MANP Manual Parcels 
PRIORITY Manual Pnom 
LDl5 LDC 15 - RBCS 

1SCAN 
1BULKPR Bulk Presort 
lCANCMPP Cancellation (L Mail Preparation - meterec 
ISACKS-H Manual Sort - Sack Outside 
lOPPREF Opening Unit - Preferred Mail 
1OPBULK Opening Unit - BBM 
1PLATFRM Platform 
1POUCHG Pouching Operations 

m e r  Operations 
BUSREPLY Business Reply I Postage Due 
REWRAP Damaged Parcel Rewrap 
1EEQMT Empty Equipment 
EXPRESS Express Mail 
MAILGW"Ma1gram 
lSUPPORT Mail Processing Support 
lMlSC Miscellaneous Acrivity 
REGISTRY Registry 
INn International 

W1 LDC 41 - Unii Distribution -Automated 
LD42 LDC 42 - Unit Distribution - Mechanized 
LD43 LDC 43 - Unit Distribution - Manual 
LD44 LDC 44 - Post-office Box Distribution 
LD48 EXP LDC 48 - Customer Service / Express 
LD48-ADM LDC 48 - Customer Service / Admin 
LD48-SSV LDC 48 - Customer SeM'ce I Spec.Servc. 
W 8  OTH LDC 48 - Customer Service / m e r .  
LD49 LDC 49 - Computerized Fotwarding Syst 

u 7 9  LDC 79 -Mailing Req' 6 Bus. Mail Entry 

Mechanized, Lemn Flats 

Allied Operations 
Air Contiact DCS and Incoming 

Table Provided in Response to TWIUSPS-Tl7-26a. 

0.0% 
0.1% 

0.1% 
0.1% 

0.0% 
0.5% 
0.1% 
0.1% 

0.1% 
0.2% 
0.1% 
0.2% 
0.0% 

0.0% 
1.4% 
0 2 %  
0.0% 
0.1% 
0.1% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 
1 .OK 

15.6% 
0.6% 
0.8% 
0.3% 
0.4% 

0.5% 
32% 
1.3% 
5.3% 
5.3% 

12.7% 
5.4% 

11.9% 
0.0% 

1.3% 

l-5195,60004. 

Total Pool 
2ollar-Weighte 

Tallies 
(8) 

1,075,041 
230.236 

948,037 
78,093 

55.885 
13,946 

296.736 
78.593 

460.877 
1,538.123 

73,211 
187,612 
23.608 

55,589 
15,060 

311,888 
155,581 
686.360 
267,930 

1,060,393 
424,928 

37,754 
15.862 
49,363 
94,035 
934 

212,943 
142,997 
158.703 
130,155 

46,336 
9,168 

615,671 
153,598 

4,400 
175,576 
94.741 

151,047 
293,963 

153,370 

10,577,743 

)within each Pool 
I Dollar-Weight€ 
ITaIlie;;; aav 

5020-5195,d 
Percent 6000-6200 
IC ) I  (a) 

4 
11: 

SO! 
5; 

71 
24( 

8t 

41: 
j867i 

5; 
32' 

I f  
21: 
61f 
6 i  

66E 
184 
23i 
124 

- 
943 
52 

1,323 
1202 

425 
526 

21 9 
290 

7.801 
8,100 

231 
22,358 
5,158 

18,034 - 
1,957 
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. . _  1. . 

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO 
TW INTERROGATORIES 

(Redlrected from Wltness Ramage, USPS-T-2) 

TW/USPS-T2-3. Please refer to your answers to TWNSPS-Tl7-14a, c and d, to 
TWIUSPS-Tl7-15 and to TW/USPS-T2-1-2. Please confirm each of the followlng or, If 
not confirmed, please explaln. 

.*. 

0 . .  

c: All volume variable costs associated with tallies showing handling of empty 
pallets will be distributed to subclasses, under the current USPS methodology, 
based on the direct costs from direct tallies showing the handling of pallets. 

No volume variable costs associated with tallies showing handling of empty 
pallets will be distributed to subclasses, under the current USPS methodology, 
based on the direct costs from direct tallies showing the handling of 'multiple 
kerns not In a container or of postal paks. 

d. 

RESPONSE TO TWIUSPS-T2-3. 

c. Confirmed. 

d. Confirmed. 
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.- 

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY- 
SMITH TO UPS INTERROGATORIES 

UPSIUSPS-Tl7-1. 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 1999 data instead of data for BY 
1998. 

RESPONSE TO UPSIUSPS-Tl7-1. 

There were no such instances, to the best of my knowledge. 
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- . .. 

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TYSMITH TO 
UPS INTERROGATORIES 

Redirected from Witness Degen (USPS-Tl6) 

UPSIUSPS-T16-8. Refer to your response to interrogatory UPSIUSPS-Tl6-7. 

a. Wth respect to your reference to witness Van-Ty-Smith's response to TWIUSPS- 
T17-4, provide all SAS programs used to create the tables referenced in 
response to TWNSPS-T174 in hard copy and electronic fonnat. 

Describe 'in detail how the LDC cost pools were separated into the non-MODS 
cost pool classifications. 

b. ... 
RESPONSE TO UPSIUSPS-Tl6-8 

a. The tables provided in response to W/USPS-TI74 can be generated by the 

following SAS programs: 

1) MBC 
2) MODlPOOL 
3) 

4) 

a modified version of NONMODl -which is applied to the MODS 
Function 4 LDC cost pools created by program MODlPOOL 
DOLWGT - which is invoked in the modified program cited in 3) 
above. 

programs MBC, MODlPOOL DOLWGT and NONMODl are already available 

from one of the two diskettes filed in USPSLR-1-106. The attachment to this 

response provides a hard copy ofthe modified version of NONMODl where 

irrelevant SAS codes are deleted and new ones are added. The SAS code 

additions or modifications are in italic. For an example of the JCL set up, see my 

response to UPSNSPST17-3. 

The LDC cost pools are separated into the non-MODS cost pool classifications 

by using the dollar-weighted tallies for the IOCS uniform operation codes in F260 

and Questions 18 and 19 (see my response to a. above and the SAS codes in 

the attachment). 

b. 

- 
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_- 

Attachment 
dp?/rr$&- T b  -r 

*Yoditiad PR- NONXODl provided in remponse to VPS/USPS-T16-8).; f ? ?  I O c  '=L 

DATA MATLP ADWIWOD ; 
set outl.mods; 

if subsu Ipool, 1 , 4 )  e 'LD48 
orpool='LDQl' or pool='W)43' o r  pool='W)44' 
or pool=%D49' or pool='ID79'; 
8 C N  = f9806; 
Cinclude '-.-.-fdolvgt) /sourcel; 
dol=vgt+factor; 
costpool =pool  i 
if substr@ool,1,4)=iID48i then costpool - '1~48'; 
pool-' .. 
.. establish mail processing operations based on iocs; 
IF 'OO'c=F260~='08' 
OR 'll'c=F260~='16' 
OR '18'crF260c='23' 
OR '27'c=F260cr'29' THEN DO; 

.. establish cost pools based on q.19 and q.18; 
IF F9806='6521' TEEN POOL r ' Z  BREAKS '; 

IF F92111'A' TEEN POOLI'MANL I .  

ELSE IF F9211c'B' RIEN POOL-'MANF I.  

ELSE IF F9211c'C' THEN POOLs'MANP I .  

ELSE P O O L - ' w I m  '; 

ELSE IF F128r.A' TEEN DO; 

END; 
ELSE IF 'B'c=F128c-'F' THEN POOLr'AUTO/MEC'; 
ELSE IF 'G'c=F128c-'I' THEN WOLI'ALLIED ' ;  
ELSE IF 'J'c=F12Bc='M' TEEN WOL='AOTO/MEC'; 
ELSE IF 'N'czFl28cr'R' TEEN POoLi'ALLIED '; 
ELSE IF F128 e's' TEEN waL-'AUTO/MEC'; 
ELSE IF 'T'<=F128c='UJ' TEEN POoL='WIED '; 
ELSE IF 'A'c=FllCc='H' OR 'A'c-Fl18cr'K' OR F1211'Y' 

ELSE IF F2601'18' THEN POoL-*REGISTRY'; 
ELSE IF F260c'ZZ' TBEN wOL-'EXPRESS '; 
ELSE POOL='MISC ' ; 

T E E N W O L ' W I E D  '; 

END; 

IF P O O L = '  ' TEEN POOL = F260; 
IF ACN c '6522' TEEN POQL e '6522'; 

IF POOL > '0' THEN OUTPUT ADWNMOD ; 
ELSE OUTPUT MATLP ; 

....... cost Pools . based on $Tallies and Cost Pool$ ............. ; 
DATA COSTPOOL; 
SET ADmm WAILP; 
DOL eWGT*FACKJR; 
atcrib p w l  label = ' N M - ~ O D S  Categories'; 
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artrib costpool lrrbel - 'MODS Cost Pools'; 
PROC FPEQ; 
tables p&+costpoo~/nocol missing; 
WEIGET W G T ;  
TITLEY.' ' i 
TITLE2 ' R ~ s ~ M s ~  FO !?W/USPS-T17-4 '; 
TITLE3 'Breakdam of MODS 1 U  C o s t p w l s  '; 
TITLE4 'Into NM-MOLYS Categories Dchibited in Tables  I-4A'; 
TITLES 'of LR-I-106 - bascd on IOCS T a l l y  Cellars'; 

PROC PREP; 
tables pool +costpool/nocol missing; 

TITLE1 ' ' i  
TITLE2 ' R ~ s ~ M s ~  to Tw/DSPS-T17-4 '; 
TITLE3 'Breakdown Of MVDS 1 U  COStpOOlS '; 
TITLE4 'Into Non-MODS Categories m i b i t e d  in  Tables I-4s'; 
TITLES 'of LR-1-106 - based On Cost PO01 Dollars*; 

WOTNOTE 'BY 98 USPS VERSION - PXIDS'; 

. WEIGRTIDOL; 
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9 
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11 

1 2  
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1 5  

1 6  

17 
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i a  
1 9  

20 

2 1  

22 

2 3  

24 

2 5  
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CHAIRMAN GLEIMAN: Is there any Additional 

Designated Written Cross Examination for the witness? 

[No response. 1 

CHAIRMAN GLEIMAN: If not, that brings us to oral 

cross examination, and the only request we've had is from 

Time Warner, which indicated that it might want to conduct 

followup. 

Is there anyone else who wishes to cross examine 

this witness? 

[No response ~ 1 

CHAIRMAN GLEIMAN: Are there any questions for 

this witness from the Bench? 

[No response. 1 

CHAIRMAN GLEIMAN: If there are not, then Ms. 

Van-Ty-Smith, that completes your testimony here today. We 

appreciate your appearance, your contributions to our 

record. We want to thank you, and you're excused. 

[Witness excused. 1 

THE WITNESS: Thank you. 

CHAIRMAN GLEIMAN: Most amazingly, that concludes 

today's hearing. We'll reconvene tomorrow at 9 : 3 0 .  

Last week, I rescheduled the appearance of 

witnesses Baron and Raymond from tomorrow until May the 9th, 

and as a result, we will receive testimony from Postal 

Service witness tomorrow. 
YQfQhAS 

c 

ANN RILEY & ASSOCIATES, LTD. 
Court Reporters 

1025 Connecticut Avenue, NW, Suite 1014 
Washington, D.C. 2 0 0 3 6  

( 2 0 2 )  8 4 2 - 0 0 3 4  
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1 So, thank you, and you have a good day. 

2 [Whereupon, at 11:11 a.m., the hearing was 

3 recessed, to be reconvened on Tuesday, May 2, 2 0 0 0 ,  at 9 : 3 0  

4 a.m.] 
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