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BEFORE THE
POSTAL RATE COMMISSION
..._.._________.._____X
In the Matter of: :
POSTAL RATE AND FEE CHANGE : Docket No. R2000-1
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Third Floor Hearing Room
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APPEARANCES:

On behalf of the National Association of Letter
Carriers, AFL-CIO:

KEITH SECULAR, ESQ.

Cohen, Weiss & Simon

330 W. 42nd Street

New York, NY 10036

On behalf of the Newspaper Association of America:
ROBERT J. BRINKMANN, ESQ.

Newspaper Association of America

429 14th Street, NW

Washington, DC 20045

WILLIAM B. BAKER, ESQ.

Wiley, Rein & Fielding

1776 K Street, NW, Suite 1100
Washington, DC 20006

On behalf of the National Association of Presort
Mailers:

HENRY A. HART, ESOQ.

Reed, Smith, Shaw & McClay, LLP

1301 L Street, NW

East Tower, Suite 1100

Washington, DC 20005

On behalf of the Classroom Publishers Association:
STEPHEN F. OWEN,JR ., ESQ. -

5335 Wisconsin Avenue, NW

Suite 920

Washington, DC 20015

On behalf of OCA-PRC:

KENNETH E. RICHARDSON, ESQ.
EMMETT RAND COSTICH, ESQ.
SHELLEY 8. DREIFUSS, ESQ.

TED P. GERARDEN, DIRECTOR
Office of the Consumer Advocate
Public Rate Commission

1333 H Street, NW

Washington, DC 20005

On behalf of Hallmark Cards, Incorporated:
DAVID F. STOVER, ESQ.

SHELDON BIERMAN, ESQ.

2970 S. Columbus Street, Suite 1B

. Arlington, VA 22206
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APPEARANCES: {continued)

On behalf of ADVO, Incorporated; and the
Saturation Mail Coalition:

JOHN M. BURZIO, ESQ.

THOMAS W. McLAUGHLIN, ESQ.

Burzio & McLaughlin

1054 31st Street, NW, Suite 540
Washington, DC 20007

On behalf of the American Postal Workers Union,
AFL-CIO:

SUSAN L. CATLER, ESQ.

O'Donnell, Schwartz & Anderscn, P.C.

1300 L Street, NW, Suite 1200

Washington, DC 20005

On behalf of the American Bankers Association:
IRVING D. WARDEN, ESQ.

1120 Connecticut Avenue, NW

Washington, DC 20036

Cn behalf of the Amazon.com:

WILLIAM B. BAKER, ESOQ.

Wiley, Rein & Fielding

1776 K Street, NW, Suite 1100

Washington, DC 20006

On behalf of the Association of American
Publishers:

—MARK "PELESH, "ESQ. — -
JOHN PRZYPYSZNY, ESQ.
Drinker, Biddle & Reath, LLP
1500 K Street, NW, Suite 1100
Washington, DC 20005

On behalf of the Alliance of Nonprofit Mailers;
American Library Association:

DAVID M. LEVY, ESQ.

CHRISTOPHER T. SHENK, ESQ.

Sidley & Austin

1722 Eye Street, NW

Washington, DC 20006

On behalf of the McGraw-Hill Companies,
Incorporated:

TIMOTHY W. BERGIN, ESQ.

Squire, Sanders & Dempsey, LLP

P.C. Box 407

Washington, DC 20044
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APPEARANCES: {continued)

On behalf of the American Business Press:
DAVID STRAUS, ESQ.

MERCIA ARNOLD, ESQ.

Thompson, Coburn

700 14th Street, NW, Suite 900
Washington, DC. 20005

On behalf of the Florida Gift Fruit Shippers
Agssociation:

MAXWELL W. WELLS, JR., ESQ.

Maxwell W. Wells, Jr., PA

14 E. Washington Street, Suite 600

Orlando, FL 32802

On behalf of the Association for Postal Commerce;
Pitney-Bowes and the Recording Industry
Association; R.R. Donnelly & Sons Company:

IAN D. VOLNER, ESQ.

FRANK WIGGINS, ESQ.

HEATHER McDOWELL, ESQ.

Venable, Baetjer, Howard & Civiletti

1201 New York Avenue

Washington, D.C. 20005

On behalf of the Direct Marketing Association:
DANA T. ACKERLY, ESQ.

Covington & Burling

1201 Pennsylvania Avenue, NW

Washington, D.C. 20004

On behalf of Time Warner, Inc.:
JOHN M. BURZIO, ESQ.

TIMOTHY L. KEEGAN, ESQ.

Burzio & McLaughlin

1054 31st Street, NW, Suite 540
Washington, DC 20007

On behalf of ValPak Direct Marketing Systems,
Inc.; ValPak Dealers Association, Inc.; Carol
Wright Promotions, Inc.; Association of Priority
Mail Users, Inc.; District Photo, Inc.; Cox
Sampling; and Mystic Color Lab:

WILLIAM J. OLSON, ESQ.

JOHN S. MILES, ESQ.

William J. Olson, PC

8180 Greensboroc Drive, Suite 1070

McLean, VA 22102
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APPEARANCES: (continued)

On behalf of the United Parcel Service:
JOHN E. McKEEVER, ESQ.

Piper, Marbury, Rudnick & Wolfe, LLP
3400 Two Logan Square

18th & Arch Streets

Philadelphia, PA 19103

On behalf of the Dow Jones & Company, Inc.:
MICHAEL F. McBRIDE, ESQ.

BRUCE W. NEELY, ESQ.

JOSEPH FAGAN, ESQ.

LeBoeuf, Lamb, Greene & MaCrae, LLP

1875 Connecticut Avenue, NW, Suite 1200
Washington, DC 20009

On behalf of the Parcel Shippers Association; and
E-Stamp Corporation: '

TIMOTHY J. MAY, ESQ.

Patton Boggs, LLP

2550 M Street, NW

Washington, D.C. 20037

On behalf of Stamps.com:

DAVID P. HENDEL, ESQ.

Wickwire Gavin, P.C.

8100 Boone Boulevard, Suite 700

~Yienna, VA 22182

On behalf of the National Newspaper Association;
and the Professional Football Publication
Association:

TONDA F. RUSH, ESQ.

King & Ballow

6054 N. 21st Street

Arlington, VA 22205

On behalf of Key Span Bnergy; Long Island Power
Authority; and Major Mailers Association:
MICHAEL W. HALL, ESQ.

34693 Bloomfield Avenue

Round Hill, va 20141

On behalf of the Mail Advertising Services
Association International; and Smart Mail, Inc.:
GRAEME W. BUSH, ESQ.

Zuckerman, Spader, Goldstein, Taylor & Kolken, LLP
1201 Connecticut Avenue, NW

Washington, DC 20036
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APPEARANCES: {continued)

On behalf of the Coalition for Religious Press
Associations:

JOHN STAPERT, ESQ.

1215 17th Street, NW

Washington, D.C. 20036

STEPHEN FELDMAN, ESQ.

Law Offices of Stephen M. Feldman
601 Pennsylvania Avenue, NW
Building SJE 900

Washington, D.C. 20004

On behalf of the Magazine Publishers of America:
JAMES CREGAN, ESQ.

ANNE NOBLE, ESQ.

Magazine Publishers of America

Suite 610 ‘

1211 Connecticut Avenue, NW

Washington, D.C. 20036

On behalf of the Mail Order Association of
America:

DAVID TODD, ESQ.

Patton Boggs L.L.P

2550 M Street, NW

Washingten, D.C.

- On behalf-of-Continuity Shippers Association:

AARON C. HOROWITZ, ESQ.
Cosmetique

200 Corporate Woods Parkway
Vernon Hills, Illinois 60061
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PROCEEDINGS
[9:32 a.m.)

CHAIRMAN GLEIMAN: Good morning to all these
smiling faces out here today. Today we continue our
hearings to received testimony of Postal Service witnesses
in support of Docket R2001.

Three witnesses are scheduled to appear today. 1
have the potential to wmispronounce all three names, and
let's see what my batting average is when I finish this next
sentence.

The witnesses are Witness Bozzo, Witness Degen,
and Witness Van-Ty-Smith. I got that right, thanks to Mr.
Koetting's coaching last Friday night at 8:00.

Does any participant have a matter that they would
like to address before we begin today?

MS. DUCHEK: Mr. Chairman, I have a brief one.
There seems to have been a little bit of confusion among the
parties as to the three witnesses and who was responsible
for what. _

So I thought it might be helpful éi;gé—just
summarized that Dr. Bozzo does the econometrics for the
variabilities; Witness Degen doces the operational
justification for the reasonableness of the variabilities,
as well as the theory or rationale behind -- the why's, if

you will, of the cost distribution; and Witness Van-Ty-Smith

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
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iz
is purely the mechanics ef the how's .ef the cost
distribution.

CHATRMAN GLEIMAN: Does anyone find it troublegome
that people reading Postal Service testimony get confused
about what the witnesses are all about?

[Laughter.]

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. NCBLE: Goeod 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.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
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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
witnegs 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 ROZZO,
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?
Yes, I am.

_ QU .
Was it prepared by g?}o-u-! or under your supervision?
Yes, it was.

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

N OB .S

It does.

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




i0

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

6215
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.

0 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?

[Ne response.]

ANN RILEY & ASSOCIATES, LTID.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{(202) 842-0034
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CHAIRMAN GLEIMAN: Hearing none, the testimony is
received into evidence, and ig our practice, it will not be
transcribed into the record.

[Direct Testimony of A. Thomas
Bozzo, USPS-T-15 wag received into
evidence.]

CHAIRMAN GLEIMAN: Ms. Duchek, I believe that the
witness is sponsoring some Category II 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 I1-107 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.

CHATIRMAN GLEIMAN: And if those questions were
asked of yoﬁ-today, would your answers be the same as those
you previously provided in writing?

THE WITNESS: They would.

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

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

(USPS-T-15)
Party Interrogatories
Association of American Publishers AAP/USPS-T15-1, 4-8

AAP/USPS-T16-7 redirected to T15
AAP/USPS-T17-7 redirected to T15

Magazine Publishers of America AAP/USPS-T16-7 redirected to T15
MPA/USPS-T15-1-2, 4-13

Office of the Consumer Advocate AAP/USPS-T15-1-9
AAP/USPS-T16-7 redirected to T15
AAP/USPS-T17-7, 16 redirected to T15
ABASNAPM/USPS-T21-8-10 redirected to T15
ABA&NAPM/USPS-T24-4 redirected to T15
ABAGNAPM/USPS-T28-39 redirected to T15
ADVO/USPS-T27-6 redirected to T15
DFC/USPS-T15-1
MPA/USPS-T15-1-13
OCAJUSPS-T15-1-39, 41-64
OCA/USPS-T27-3a redirected to T15

United Parcel Service AAP/USPS-T15-3, 5
MPA/USPS-T15-1-9, 12
OCA/USPS-T15-1-20, 50
UPS/USPS-T15-8, 13, 18-20, 23
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Respectfully submitted,

MaEgaret P. Crenshaw

Secretary
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INTERROGATORY RESPONSES OF

UNITED STATES POSTAL SERVICE

WITNESS A. THOMAS BOZZ0 (T-15)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory; Designating Parties:
AAP/USPS-T15-1 AAP, OCA
AAP/USPS-T15-2 OCA
AAP/USPS-T15-3 OCA, UPS
AAP/USPS-T15-4 AAP, OCA
AAP/USPS-T15-5 AAP, OCA, UPS
AAP/USPS-T15-6 AAP, OCA
AAP/USPS-T15-7 AAP, OCA
AAP/USPS-T15-8 AAP, OCA
AAP/USPS-T15-9 OCA
AAP/USPS-T16-7 redirected to T15 AAP, MPA, OCA
AAPIUSPS-T17-7 redirected to T15 - AAP, OCA
AAP/USPS-T17-16 redirected to T15 OCA
ABASNAPM/USPS-T21-9 redirected to T15 OCA
ABASNAPM/USPS-T21-10 redirected to T15 OCA
ABABNAPM/USPS-T24-4 redirected to T15 OCA
ABAGNAPM/USPS-T28-39 redirected to T15 QCA
ADVO/USPS-T27-6 redirected to T15 OCA
DFC/USPS-T15-1 OCA
MPA/USPS-T15-1 MPA, OCA, UPS
MPA/USPS-T15-2 MPA, OCA, UPS
MPA/USPS-T15-3 OCA, UPS
MPA/USPS-T15-4 MPA, OCA, UPS
MPA/USPS-T15-5 MPA, OCA, UPS
MPA/USPS-T15-6 MPA, OCA, UPS
MPA/USPS-T15-7 MPA, OCA, UPS
MPA/USPS-T15-8 MPA, OCA, UPS
MPAJUSPS-T15-9 MPA, OCA, UPS
MPA/USPS-T15-10 MPA, OCA
MPA/USPS-T15-11 MPA, OCA
MPAJUSPS-T15-12 MPA, OCA, UPS
MPA/USPS-T15-13 MPA, OQCA
OCA/USPS-T15-1 OCA, UPS
OCAJ/USPS-T15-2

OCA, UPS



OCA/USPS-T15-3
OCA/MSPS-T15-4

OCA/USPS-T15-5

OCAJUSPS-T15-6

OCA/USPS-T15-7

OCA/USPS-T15-8

OCA/USPS-T15-9

OCA/USPS-T15-10
OCAMSPS-T15-11
OCA/USPS-T15-12
OCA/USPS-T15-13
OCA/USPS-T15-14
OCA/USPS-T15-15
OCA/USPS-T15-16
OCA/USPS-T15-17
OCA/USPS-T15-18
OCA/USPS-T15-19
OCA/USPS-T15-20
OCA/USPS-T15-21
OCA/USPS-T15-22
OCA/USPS-T15-23
OCA/USPS-T15-24
OCA/USPS-T15-25
OCA/USPS-T15-26
OCA/USPS-T15-27
OCA/USPS-T15-28
OCA/USPS-T15-29
OCA/USPS-T15-30
OCA/USPS-T15-31
OCA/USPS-T15-32
OCA/USPS-T15-33
OCAJUSPS-T15-34
OCA/USPS-T15-35
OCA/USPS-T15-36
OCA/USPS-T15-37
OCA/USPS-T15-38
OCA/USPS-T15-39
OCA/USPS-T15-41
OCA/USPS-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
oCaA
OCA
OCA
OCA
OCA
OCA
CCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA

6221



OCA/USPS-T15-43
OCA/USPS-T1544
OCA/USPS-T15-45
OCA/USPS-T15-46
OCA/USPS-T15-47
OCA/USPS-T15-48
OCAJUSPS-T15-49
OCA/USPS-T15-50
OCA/USPS-T15-51
OCA/USPS-T15-52
OCAMUSPS-T15-53
OCA/USPS-T15-54
OCA/USPS-T15-55
OCA/USPS-T15-56
OCA/USPS-T15-57
OCA/USPS-T15-58
OCA/JSPS-T15-59
OCA/USPS-T15-60
OCA/USPS-T15-61
OCA/USPS-T15-62
OCA/USPS-T15-63
OCA/USPS-T15-64

OCA/JSPS-T27-3a redirected to T15

UPS/USPS-T15-9

UPS/USPS-T15-13
UPS/USPS-T15-18
UPS/USPS-T15-19
UPS/USPS-T15-20
UPS/USPS-T15-23

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

6222
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers

AAP/USPS-T15-1 On page 32 (line 18) and page 33 (line 1) of your testimony,
you state “‘{wlhether the Postal Service’s actual plans and procedures are cost
minimizing is beyond the scopé 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 are cost minimizing. Pleasse provide a full explanation for your
answer.

AAP/USPS-T15~1 Responss.

The presence of the cited passage in my testimony indicates that | address the
issue of cost minlmizétion in some way, therefore | cannot confirm the statement.
The primary purposé 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
analytical methods for estimating volume-variability féctors are applicable
whether or not the Postal Service’s plans and procedures are cost minimizing.
However, | confirm that | 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 | am not aware of any who have.
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers

. AAPAUSPS-T156-2 On page 107 of your testimony at Table 3, you present a
summary of sample selection rules for various MOD'S cost pools. Please provide
the same information shown on Table 3 for the following MODS cost pools:

b.

f.

MECPARC “Mechanized Parcels®

LD43 “LDC 43 - Unit Distribution Manual®

LD44 “LDC 44 - Post Office Box Distribution”

LD48 “LDC48- Customer Service/Spec. Service”
LD4g “LDC 49 - Computerized Forwarding System”
MODS 989 1 Supp-F1

MODS 99 1 Supp F4

AAP/USPS-T15-2 Response.

The table referanced in the interrogatory provides a summary of the effect of the

sample selection rules on the regression samples for the mail processing

operations | analyzed econometrically, | did not conduct an econometric analysis

for any of the MODS operations listed In the interrogatory. Therefore, no
comparable information exists. Please also see USPS-T-15 al pages 133-135
for additional discussion.



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

AAP/USPS-T15-3 On page 109 (fines 14-16) of your testimony, you state that

_for manual parcel operations, “a non-negligible fraction of the observations” or

. 8.8%, report fawer than forty work-hours per quarter, With respect to this
stafement, please provide all underlying data used to derive the figure of 3.8%.

AAP/USPS-T15-3 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 | obtained

the observation counts In Table 3 are provided in USPS-LR-I-107. However, it

appears the percentages were transctibed incorractly. The correct percentages

are 3.6% and 1.3%. The derivation is provided in the table below.

Column (1) (2) (3) (4)
ftem - [ Non-missing | Observations | Difference Percent
observations | passing difference
threshold '
check
Column UsSPS-T-15, jUSPS-T-15, |Col, 1-Col.2 | Col. 3/Col. 1
sSource Table 3, "Non- | Table 3,
" | missing” *Threshold”
column - | column
Manual 5835 5825 210 3.6%
parcels
Manual 5717 5644 73 1.3%
Priority




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

AAP/USPS-T15-4- On page 108 of your testimony (lines 16-19), you state
'[e]xamming the data, | found evidence that hours, volumes, or both are likely to

‘be erroneous for most of the manua! parcel and manual Priority Mall

observations removed from the sample by the threshold check.” With respect to

. this statement, please identify and provide all manua! parce! data examined by

you and a description of the pro¢edure used to conclude that *hours, volumes or
both” were likely to be erronsous.

AAPUSPS~-T15-4 Response.

The data | 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).



6227

Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Pubfishers

AAP/USPS-T15-5. On page 126 or your testimony at Table 8, you compare

' volume variability for manual parcets in BY 1896 (Fl97-1) and BY 1998. The
varlabimy measured for manual parcels in BY 1998 Is 32.2% greater than the
estimate prepared by Dr. Bradiey in R97-1. Please explain why the volume
variability for manual parcels has Increased so dramatically since R87-1,

- AAP/USPS-T15-5 Response,

Please see USPS-T-15 at page 127, lines 5-8, where | state, ‘[Tlhere are large

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

apptication of tighter sample selection rules.” The specific sample selection rule

to which I refer in the statement is the productivity check. Please see USPS-T-
15 at pages 101-102 and 110-112 for a discussion of the productivity checks

applied in my study and Dr. Bradley’s study.
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers

~ AAPAUSPS-T15-8  On page 135 (lines 13-15) of your testimony, you siate that
- "lijnsofar as the Postal Service does not have additional evidence that might

" . persuade the Commission fo adopt Dr. Bradley’s models and results, it was

. decided to use the previously accepted variability method for the BMCs.” With
respect to this statement:

- &, Please provide any calculations performed by you or any other Postal

Service witnesses that lllustrate the effect of Dr. Bradiey’s models and
resufts on BMC costs In this case.

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

AAP/USPS~-T15-6 Responss.

a. The data required {o compare the effect of Dr. Bradley’s estimated
BMC volume-variability factors may be found in withess Degen’s
festimony in Docket No. R97-1, USPS-T-12 at page 15, and witness
Van-Ty-Smith's testimony in Docket No. R2000-1, USPS-T-17 at page
25. In the attached table, | compute the BY 1998 volume-variable
costs that would be obtained by applying Dr. Bradiey's Docket No.
R97-1 volume-variability factors to the BY 1998 BMC cost pools, and
the percentage difference between that figure and the BY 1998 BMC
volume-variable costs using the method proposed by the Postal

Service.

b. Please see the responses to OCA/USPS-T15-18 and 20.




Attachment 1
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Response to AAP/USPS-T15-6

Page 1 of 1

Comparison of BMC Volume-Variable Cost under Altemative Volume-Variability

Methods
(1) (2) {3) (4) (5) (6)
SAS cost | Pool Total | Pool Docket No. |BY S8 % Difference
pool code | Cost, BY | Volume- | R97-1 Volume- due to
8 Variable { Volume- Variable Variabilities
Cost, Variability Cost, using
BYos Factor Docket No.
R97-1
Variabilities
Docket No. R2000-1, USPS-T-17, | Docket No. Col. 2 (Col. 5
page 25 R97-1, xCol. 4 —~Col. 3)
USPS-T-12, ICol. 2
.| page 15
PLA 207,947 | 196,718 53.3% 110,836 _«41.3%
OTHR 251,839 | 248,565 60.5% 152,363 -38.2%
PSM 92,698 92,698 91.2% 84,541 -8.8%
SSM 34,213 34,213 99.1% 33,905 -0.9%
| SPB - 64,180 64,180 73.6% 47,236 -26.4%
NMO 33,824 33,824 67.2% 22,730 -32.8%
Total 684,702 670,198 451,610 -31.9%
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.Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers

AAP/USPS-T15-7 _ On pdge 136 (lines 5-9) of your testimony, you state *i
cannot rule out the possibllity that the PIRS data issues are serious, but note that
the PIRS workload data would have to be 8o noisy s to be useless in order for
the IOCS-based method not to significantly overstate the BMC volume-variable
.costs relative to Dr. Bradley’s méthods.” With respect to this statement, please
provide any mattiematical examples that demonstrate or lllustrate the magnitude
of the difference in volume variability for BMC costs that is produced using the
IOCS-based method as compared to Dr. Bradley’s methods.

AAP/USPS-T15-~7 Response.
Please see the response to AAP/USPS-T15-6(a).
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers =~ =~ -

.AAP/USPS-T1 5-8 ,On page 137 (lines 14-15) of your testimony, you state that
*“laldditionally, descriptions of platform activities have long recognizad 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 drivers for platform activities
in any of the cost studies filed in this-case. If you cannot confirm, please provide
_an explanatlon and ldentify the costs studies that incorporate vehicle arrivals and
" ‘departures as cost drivers.

AAP/USPS~T15-8 Responss.
The Postal Service's other cost studies are beyond the scope of my testimony,
therefore | cannot confirm or deny the statement. However, | am not aware of

any studies that incorporate this information.



Flesponse of United States Postal Service Witness Bozzo
- To Interrogatories of Assoclation of American Publishers

AAP/USPS-T15-9 On page 138 (lines 13-17) of your testimony, you state “|
‘explored the applicability of data on the number of truck arrivals and departures
from the TIMES system foruse as a platform cost driver.” Please provide a full
description and summary of your use of the TIMES system to analyze platform
costs. In addition, please explaln when the TIMES system was first developed
and used by the Postal Service.

AAP/USPS-T15-9 Response.
Please see my response to MPA/USPS-T15-1. It is my understanding that the
TIMES system was in operation as of FY 1996. | do not know when the

development of the system was started.
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Response of United States Postal Service Witness Bozzo
To interrogatories of Association of American Publishers
(Redirected from Witnass Degen, USPS-T-16)

AAP/USPS-T16-7. On page 69 of your testimony, you describe the estimated
volume variabllities developed by Postal Service winess Bozzo (USPS-T-15) for
allied operations that were not incorporated by the Postal Service in R2000-1.
Please provide any estimates or analyses that shows the effect on mail
processing costs that would result if Dr. Bozzo's analyses of the variabilities of
allied operations had been incorporated into the current filing. -

AAP/USPS-T16-7 Response.

in the attached table, | have provided a comparison of the Postal Service's BY98
volume-variable costs for the MODS Platform, Opening, and Pouching cost pools
with the results that would obtain from the use of the estimated volume-variability
factors | provided in response to MPA/USPS-T15-1. The table follows the
approach of the response to AAP/USPS-T15-6. | am aware of no other analyses
showing the effect of my estimated allied labor variabilities on mail processing

volume-variable costs.
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Attachment 1

Response o AAPAUSPS-T16-7

.Page1of1

Comparison of Volume-Varlable Cost for MODS Platform, Opsening, and
Pouching Cost Pools under Altemative Volume-Varability Methods

6234

1)) {2) 3) (4) (5) (6)
SAS cost Poo! Total | Poot Variabiiity BY 98 % Difference
pool code Cost, BY | Volume- |{from Volume- due to
98 Variable | MPA/USPS- | Variable Variabilities
Cost, T15-1 reaults { Cost, using
BY98 MPA/USPS-
T15-1
o Variabilities
Docket No. R2000-1, USPS-T-17, USPS LR-I- Col. 2 (Col. 5
page 24 178, vv- x Col. 4 - Col. 3)
. allied-v2.out ‘ /Col. 2
1PLATFRM | 1,052,585| 943,115 54.30% 571,554 -35.30%
10PPREF 711,487 | 683,028 64.20% 456,778 -31.80%
10PBULK 305,417 | 305,417 56.90% 173,782 -43.10%
1PQUCHNG 446 331 446,331 £8.00% 307,968 -31.00%
Total 2,515,820 | 2,377,851 1,510,079 -34.49%




Responss of Unlted States Postal Service Witness Bazzo
To Interrogatories of Association of American Publishers
(Redirected from Witness Van-Ty-Smith, USPS-T-17)

AAP/USPS~T17-7. On page 12 (lines 1-2) of your testimony, you state that
closts associated with ‘overhead’ activities are considered volume variabls to
the same degree as the non-ovarhead activities.” With respect to this statement:
a. Please provide the justification for considering costs associated with

“overhead” activities to be volume variable fo the same dagree as the non-
overhead activities,

b. Please state the amount that costs assoclated with “overhead” activiliss
wore treated as costs attributable to the BPM subciass during BY 1998 and
show whare these costs are or would be included in (f) Exhibit USPS 11-A,

pended to the testimony of Postal Service witness Meehan (USPS-T-11)
and (if} Exhibit USPS 14-A, appended to the testimony of Postal Service
witness Kashani (USPS-T-14).

AAP/USPS~T17-7 Response.
a. Please sea Docket No. R97-1, USPS LR-H-~1, section 3.1.1 (*Activities
Related to Malt Processing”).

b. The volume-variable “overhead" costs for BPM 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
éxhlhits USPS-14B through USPS-14K. {t Is my understanding thal witness
Kashani's Exhibit USPS-14A presents a variety of factors from the
roltforward mode! that are substantially if not completely unrelated to the

treatment of volume-variable costs for "overhead” activities,
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Asgociation of American Publishers
(Redirected from Witness Van-Ty-Smith, USPS-T-17)

in the table provided in Attachment 1 to this response, 1 derive an estimats oi_‘
the portion of the BPM volume-variable cost presented in witness Van-Ty-
Smith's Table 3 (USPS-T-17 at pages 27-40) under the assumption that the
"overhead” activitles are voluma-variable to the same extant as the non-
overhead activities in the same cost pool. Please nots that the Table 3
results are inputs to worksheet 3.1.1a in witness Maehan's Workpa.per B;

see the spreadsheet file CS03.xs in USPS LR--80




Attachment 1

Response to AAP/USPS-T17-7(b)

Page 1 0f2

Column {1) (2) (3)
Column Source USPS-T-17, | Analysis of LR-| Col. 1 xCol. 2
Table 8 I-12 tallies;
LRJ4-106
Cost Pool BPM Volume- Overhead Est. BPM
Variable Cost Fraction Volume-
Variable
*Overhead®
MODS 11 BCS/ 11 26.2% 3
MODS 11 OCH/ [ 26.8% 1
MODS 12 FSW/ 3,766 25.5% 960
MODS 12 LSw 1 18.7% 0
MODS 13 MECPARC 204 30.7% 63
MODS 13 SPBS OTH 3,602 34.5% 1,243
MODS 13 SPBSPRIO " 100 31.8% 32
MODS 13 1SACKS_M 513 37.4% 192
MODS 14 MANF 1,652 25.0% 414
MODS 14 MANL 611 22.9% 1401
MODS 14 MANP 1,830 32.2% 589
MODS 14 PRIORIT 179 30.2% 54
MODS 15 Y LD15 4) 19.3% 0|
MODS 17 1BULKP 37 43.7% 16
MODS 17 R 1CANCMP 127 26.1% 33
MODS 17 10PBULK 2,496 37.3% 932
MODS 17 10PPREF 4,144 36.2% 1,502
MODS 17 1PLATFRM 6,105 35.2% 2,146
MODS 17 1POUCHNG 1,747 34.9% 61

MODS 17 1SACKS_H 1,451 36.7% 532
MODS 17 1SCAN 130 30.7% 40
MODS 18 BUSREPLY 23 12.7% 3
MODS 18 EXPRESS 9 23.2% 2
MODS 18 MAILGRAM 1) 32.4%) 0
MODS 18 REGISTRY 5 18.1% 1
MODS 18 REWRAP - 4 29.6% 1
MODS 18 1EEQMT 220 82.4% 182
MODS 19 INTL 163 23.3% 38”
MODS 41 1Da1 11 23.5% 2
MODS 42 LD42 0 24.9% 0
MODS 43 LD43 7,141 2B.0% 1,897
MODS 44 LD44 580 18.1% 105
MODS48  LD4B EXP 0 11.4% j
IMODS 48 LD48 SSV 720 11.5% 83



Attachment1

Responss to AAP/USPS-T17-7(b)
Page20t2
Column (1) (2) (3)
Column Source USPS-T-17, }Analysis of LR-| Col. 1 xCol.2
Table 3 1-12 tallles;
LR-I-106
Cost Pool BPM Volume- Overhead . Est. BPM
Variable Cost Fraction Volume-
Variable
*Overhead"
MODS 48 LD439 1,624 17.8% 289
MODS 79 LD79 176 14.0% 25
MODS 99 1SUPP_F1 491 13.0% 64
MODS99  1SUPP_F4 1,452 14.1% 205
Subtotal MODS 41,331 12,499|
Non-MODS  ALLIED 5,065 23.7% 1412
Non-MODS AUTO/MEC 37| 17.0% 6
Non-MODS EXPRESS 0 8.1% (v)
Non-MODS  MANF 3,293 12.7% 419
Non-MODS MANL 74 13.9% 10
Non-MODS MANP 8,749 21.5% 1,878
Non-MODS MISC 1,197 11.3% 135
Non-MODS REGISTRY 6 11.1% 1
Subtotal Non-MODS 19,321 3,861
BMC NMO 3,090 39.9%, 1,233
BMC OTHR 23,823 37.7% 8,911
BMC PLA 19,998 31.6% 6,313|
BMC PSM 16,526 10.8% 3,271
BMC SPB 2412 31.8% 767,
BMC SSM 2217 22.3% 493
Subtotal BMC 67,866| 20,989
Total 128,518 37,348
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Association of American Publishers
(Redirected from Witness Van-Ty-Smith, USPS-T-17)

AAP/USPS-T17-16. In footnote 20 on page 18 of you [slc] testimony, you state
that 'Tiln Docket No. R97-1, the Postal Service's proposed volume variability
factor for the LD48 [sic] cost pool was 0. Thus, there were no volume-variable
subclass costs associated with the 1.D48 ADM pool.* With respect to this
statemnent, please explain why the Poslal Service proposed this volume variability
factor for the LD48 [sic] cost pool In Docket No. R97-1 and identify all Postal
Service testimony in R97-1 that explains the volume variability factor for the
LD48 [sic] cost pool.

AAP/USPS-T17-16 Response.

| am unable to locate any Docket No. R87-1 testimony specifically justifying the
zero variability for the LD48 ADM cost pool proposed in Docket No. R97-1. The
Justification for the variabilities applied to the other LDC 48 cost pools was

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

pages 89-90.
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Response of United States Postal Service Witness Bozzo
to Interrogatories of American Bankers Association and National Association of
T Presort Mailers
(Redirected from Witness Smith, USPS-T-21)

ABA&NAPM/USPS-T21-9 From LR-1-83, page Ili-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/USPS-T21-9 Response.
a. Yes, the cited point estimate of the RBCS volume-variability factor
{originally presented by Dr. Bradiey in Docket No. R97-1) corresponds
to 100.5 percent. Itis my understanding that the 0.5 percentage point

difference from 100 percent is not statisiically significant.

~ b. A cost segment (or, generically, cost pool) wili be more than 100
percent volume-variable when ihe 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-I-1, Appendix H. Note that
- whereas volume-variable cost can exceed total ("accrued”) cost,

incremental cost cannot.



6241

Response of United States Postal Service Witness Bozzo
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 11-8 of LR-83 [sic], why are “non-MODS" cost poo! costs
essentially 100% volume variable for manual letters while “MODS" cost
pool costs for the (same) manual letters are 73.5% volume variable?

¢. From Page IlI-9 of LR-83 [sic], why are Standard A mait BMC
“aggregate mail processing “ l[abor costs nearly 100% volume variable
(97.9%) while they are now claimed 10 be much less than 100%
volume variable for First Class Mail?

- ABA&NAPM/USPS-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-MQDS cost
pools are computed using the Commission’s method from Docket No.
R97-1. Please see USPS-T-15 at pages 132-135 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-I-83 also does
not report variabilities for First-Class Mail, but rather for non-BMC
operations and total mail processing (i.e., combined BMC and non-
BMC operations}. BMC volume-variable costs are computed using the

Commission’s method from Docket No. R87-1. Some MODS 182
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Response of United States Postal Service Witness Bozzo
to Interrogatories of American Bankers Association and National Association of
g Presort Mailers
(Redirected from Witness Smith, USPS-T-21)

{non-BMC) cost pools empioy 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 Postal Service Witness Bozzo to Interrogatory of
American Bankers Assoclation and Nationa! Association of Presort Mallers
(Redirected from Witness Miller, USPS-T-24)

ABAENAPM/USPS-T24-4. By cost pool, how, if at all, do your volume variability
factors in R2000-1 vary quantitatively from those used by USPS in R97-17 For each
difference, list the difference, the cost pool, and explain why the volume variabliity
factor has changed.

ABASNAPM/USPS-T24-4,

For the requested quantitative differences, please compare witness Van-Ty-Smith'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. R87-1, USPS-T-12, at
page 15). For the cost pools with econometric results bresented in the tables at pages
118-120 of USPS-T-15, the volume variability factors used in Docket No. R2000-1 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-vaﬁability
factors applied in Docket No. R2000-1 result from an I0CS-based method similar to the
Commission’s method; see USPS-T-15 at pages 132-13¢ and USPS-T-17 at pages 11-

12.

-
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Response of United States Postal Service Witness Bozzo =~ =
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
ABAANAPM/USPS-T28-7. 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-I-91, titled “Presort Letters Test Year Unit Costs by
Detailed (1/2 ounce) Weight Increments” exhibits hetroskedasticity [sic]?
ABA&NAPM/USPS-T28-39 Response.

Heteroskedasticity refers to a random sample with observations that have
nonidentical variances (a sampte that is not heteroskedastic is termed
homoskedastic). | 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 sampie 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 homoskedastic sample were as small as or smalier
than the smaliest 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-1-92 are heteroskedastic.
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Response of United States Postal Service Withess Bozzo
to Interrogatory of Advo, Inc.
(Redirected from Witness Crum, USPS-T-27)

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

a. Forthose 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. Aslong as there are any units to process, fixed costs in the cost poo!
are not avoidable with the slimination 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 (i.e., on the -
margin) would be the hypothesized constant marginal cost.

b. | 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-volurme-variabie)
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 “fixed” 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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Response of United States Postal Service Witness Bozzo
to Interrogatory of Douglas F. Carlson

DFC/USPS-T15-1. Please refer to witness Meshan’s response to DFC/USPS-
T30-€ 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 lestimony covers this issue,
please explain why costs for certified mail, return receipt, and retum
receipt for merchandise have increased substantially since Docket No.
R97-1. In answering this question, please break the total cost for sach
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.

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, efc.) that contributes to the cost of certified malil, return
receipt, and retum recaeipt for merchandise, please explain exactly

- how the cost of that step or factor is measured and calculated.

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

Please discuss any assumptions, changes in methodology, or other
factors that may cause you 1o have any doubt about the accuracy of
the costs for certified mail, retum receipt, and return receipt for
merchandise that are the basis for the Postal Service's proposed fees
in this docket.

Has the Postal Service adjusted certified-mall costs to account for the
alectronic signature-capture process? Please explain and provide
details.
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Response of United States Postal Service Witness Bozzo
to Interrogatory of Douglas F. Carison

DFC/USPS-T15-1 Responss.

a. My testimony addresses changes to the volume-variability methods for
mail processing operations (“cost 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
and/or special services as volume-variable costs. Cther things equal,

a reduction in the volume-variability factor for an operation Iea;;t;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 1898 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-T-15 at
pages 119-120, the Postal Service employs volume-variability factors
based upon econometric models that update and extend Dr. Bradiey’s
mail processing volume-variability analysis from Docket No. R97-1
(see Docket No. R97-1, USPS-T-14). Second, for the remaining mai
processing operations, the Postal Service adopts the volume-variability
method, based on In-Office Cost System (IOCS) data, employed by

the Commission in Docket No. R97-1.
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In the table below, | 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 handier mail processing labor (Cost
Ssgment 3); note that witness Meshan’s workpapers do not separately
identify return receipt costs, Specifically, | 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, hoiding 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, | 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 3.1.1a, can be attributed to the adoption of the Commission's
volume-variability method for the other mall processing operations

instead of Dr. Bradley’s Docket No. R97-1 method.
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Estimated effect of BY1998 volumé-vaﬂabliity changes on Certified Mall
costs ($000)

BY 1998 Method | BY 1998 costs Difterance
using R97-1
variabilities, other
factors equal
Cost pools w/ 0 0 0
econometric
variabilities
Cost pools w/o 31,865 22,345 8,520
econometric
variabilities
Total 31,865 22,345 9,520 :

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

changes are beyond the scope of my testimony.

b. Please see USPS-T-15 at pages 116-124 for a summary of the
econometric methods | employ in my analysis and the main resuits.
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 JOCS-based volume-variability factors.

c. My analysis is an element of the “volume-variability/distribution key"
method for computing volume-variable costs for the subclasses of mail
and special services. See USPS LR-I-1, Appendix H, and USPS-T-15
at pages 53-56 for a discussion. The I0OCS-based volume-variability
factors employed for thé cost pools other than those covered by the

econometric modseis described in my testimony embody assumptions,
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adopted by the Commission for all mail processing cost pools in
Docket No. R97-1, that classify activities recorded in IOCS as sither

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

. | discuss shoricomings of the IOCS-based methed for determining mail
processing volume-variabllity factors at pages 5-13 of my testimony,

USPS-T-15.

. 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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MPA/USPS-T-15-1. Please refer to Section VIIIB.3., where you describe your
investigation and corroboration of Dr, Bradley’'s R97-1 results for the MODS
allied operations. On page 138, you indicate that you investigated several
different modsls that enhanced Dr. Bradley’s work with data on additional 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 MPA/USPS~T-15-1 ().

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

d. Please describe the slatistical analyses underlying your conclusion an
lines 14~17 of page 138 that Dr. Bradley's "proxy” cost drivers provide
*the butk of the explanatory power.”

MPA/USPS-T-15-1 Response.
a. The jabor dernand models for allied operations that [ investigated have the
general form

hrs, & f(TPH yyror s TPH gy o TPH st o TPH ypir 14
DLETTERS, , DFLATS, , DPARCELS, ;
CAP,, DELS, .WAGE, .TREND, ;
QTR2,,QTR3,,QTR4,)

where hrsy s the number of MODS hours recorded for the allied operation in

plant fand quarter & TPHaurowr, TPHrsuy, TPHuane s, @nd TPHuyane are the

MODS plece handlings recorded for plant / and quarter tin the
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autormated/mechanized letters (OCR + LSM + BCS), FSM, manual letters,
and manual flats cost pools, respectively; DLETTERS, DFLATS,, and
DPARCELS; represent ODIS destinating volumes of letters, flats, and parcels
in plant /and quarter £, and the remaining variables are defined as they were

in my direct testimony.

As | did with the estimation of labor demand functions for the sorting ..
operations described in my testimony, | employed a flexible translog
functional form when estimating the allied labor demand equations. Thus,
each current period variable anters 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 In(TPHaurors)
and its square, the model also includes {In{ TPHuroLm(-1)], [IN{ TPHauroL 0)(-
2)), In{ TPHaurorx)(-3)). and {In{ TPHaurowa)(~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. Finally, the seasonal (quarterly)
dummy variables enter linearly in levels and are not interacted at all. Please
see the computer programs vv-allied.tsp and vv-allied-v2.tsp, which will be
provided in LR-1-178, for the exact specification of the model.
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This mode) estimates many more parameters relative to that used to estimate
mail processing labor demand in the direct distribution cost pools (136 versus
38, exclusive of the facllity intercepts, autocorrelation coefficient, and
standard error of the regression). For this reason, | was not surprised that
some of the higher-order lagged terms were found to be highly collinear with
other included variables. | therefore also expsrimented with specifications
with fewer lags. See the w-allied.out and wv-allied-v2.out files, which will be
provided in LR—-178, for the results. o

. 1 will provide two spreadsheets containing allied labor data sets in LR-1-178.
The spreadsheet all9398.xls contains MODS workhours for the Platform,
Opening Pref, Opening Bulk, and Pouching operation groups; destinating
letter, flat, and parcel volumes from ODIS; facility square footage; and dummy
variables indicating whether the facility is an ADC or AADC. The
spreadsheets include a header row with variable fabels. The data are
organized such that when the header row is deleted, the data in all9398.xls
align with the data provided in the reg9398.xis spreadsheet, provided in

LR-1-107.

The spreadsheet platform.xds contains information on crossdocked containers
and dock square footage from Christensen Associates data (from a different
study than that described in LR--115), matched MODS data on “direct” piece

handlings and platform workhours, PERMIT data on bulk entered mail
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volumes, and truck armivals and departures from TIMES or the analogous |
form 5398 data. These data are organized as four weekly observations (from
October 19, 1986 to November 15, 1996) 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, vv-allied.tsp and vv-allied-v2.tsp, that estimate the
general model described in part (a) wil! also be provided in LR-I-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 vv-allied.tsp program estimates the model
with four lags of the piecs handling and destinating volume variables; the vv-
allied-v2.tsp program estimates the model with 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 mode! described in part (a) could be estimated using the data in the
platform.xis spreadsheet.

. The malin statistical tests performed on these models include a Lagrange
muttiplier 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 emror-
components model (ibid.); a version of the Durbin-Watson test for serial

- correlation, suitab!y modified for pane! 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 vv-allied.out and vv-allied-v2.out files, which will be provided
in LR-I-178, for the results.

. | calculated the volume-variability 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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MPA/USPS-T-15-2. Please refer to Section VII.C., where you discuss your
altemate estimation methods.

a. is it the case that the pooled and "between” estimation methods are
.identical except that the pooled model uses the full dataset and the
*between” model uses only the mean of each variable for each
facility? If this Is not the case, please describe all other differences
between the pooled and "between” estimation methods.

b. Pisase describe the general circumstances—according to standard
econometric theory and practice—in which it is considered
preferable to use averaged cross-section data rather than panel
data when both are available. Similarly, please describe the
genera! circumstances in which it is considered preferable to use
pane! 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 (if any) between measuring volume-
variabllity between facilities and measuring it within facilities in
terms of the economic meaning of the demand function that is
being measured in each case.

MPA/USPS-T-15-2 Response.

a. Mostly, yes. Note that as | implemented the procedures for Section VII.C of
my testimony, both the pooled ordinary least squares _(OLS) and between
estimators use the same underlying set of observations, so the pooled OLS

estimator does not use a “fuller” data set than the between estimator in one
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sense. | believe a better characterization would be that the pooled OLS
estimator uses the data in pane! 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 autocorrelation of the
disturbances, since the between estimator is a type of cross-section
estimator.

. | do not believe that there are any circumstances of general applicabllity in
which using only the individua! means of the data ﬁou‘d be preferred over
using the data in pane! form, given tha availability of both. Two texts
frequently cited in Docket No. R97-1, Hsiao's Analysis of Pane! Data and
Greene's Econometric Analysis, actually lack index entries for the between
estimator. Greene and Hslao only mention the between estimatorinthe
context of demonstrating the algebraic fact that the pooled OLS estimator and
generalized 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 specifically estimation techniques such as
the fixed-effects ("within") and random-eflects estimators, has several well-
known advantages. As summarized by Hsiao, these are:
(1) identification of economic models and dlscriminatlon of
competing economic hypotheses, (2) eliminating or reducing

estimation bias, and (3) reducing problems of data
mutlticollinearity. (Analysis of Pane! Data, p. 213.)
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The classic specification 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 fixed-effects, rangom-effects, or pooled OLS
estimators to the data in panel form. See Hslao, Analysis of Pane! Data, pp.
4148,

The underlying theoretical problem with the between estimator s that it is &

biased and inconsistent estimator of the slope coefficients S, of a general
“error components” regression model with the form:

Ve =0+ X0 Bixy + 60 ¢))
unless the individual intercepts (or “fixed effects”) a, are uncorrelated with the

other regressors (a special case of which is identical or “pooled” intercepts).
Most sources that state the result clearly, such as Davidson and MacKinnon
(Estimation and Inference in Econometrics, Oxford 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
Econometrics at 39-40. In the cases in which it Is unbiased and consistent,
the between estimator is an inefficient estimator of the cosfficients in (1),
since (depending on the precise specification of the intercept and error terms)
the best linear unblased estimator would be GLS applied to the data in panel
form (which may reduce to pooled OLS; see Msiao, Analysis of Panel Data, p.
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34). In contrast, the within estimator produces consistent estimates of the
coefficlents 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 x variables, equation (1) can
represent a very wide class of regression models, including the estimating
equations on pages 117 and 118 of my testimony, USPS-T-15. Notle also
thai in section VI1.B.2 of my testimony, 1 report the results of statistical tests
that reject the hypothesas 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.

. Partly confirmed. | 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,
exploiting the within-facility variations in the data Is extremely important for
the accurate estimation of volume-variability factors, particularly given the
importa;\ee of distinguishing the effects of mail volumne from those of
correlated non-volume factors (e.g., network effects) and unobserved fixed

factors.
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d. |assume that “measuring volume-variability between facilities” means,
technically, estimating the labor demand relationship using the between
model (I read “within facilities” the same way). As Hslao's enumeration of the
advantages of panel data suggests—see the response to part (b) of this
interrogatory, 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 underlying the
Postal Service's operating data. Given labor demand functions with the form
of equation (1), 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-T-15, section VII.B) indicates that the
between estimates are, indeed, biased. Therefore, the question boils down to
whether there is an economic interpretation to the potential blas or
inconsistency due to misspecification of the between estimator (omitted
variables bias). Since neither the direction nor the magnitude of the potential
bias is easily knowable in advance, | 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, malii volumes (USPS-T-16 at 14; 18-23).
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MPA/USPS-T-15-3. . Did you perform any alternate data scrubs that are not
reported in USPS-T-157 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.
MPA/USPS--T-15-3 Responss.

No. I did not implement any other types of sample selection nules than those

described in USPS-T-15,
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MPA/USPS-T-15-4. Please refer to Section VIIl.B.1, page 134, where you
state.

While witness Degen’s testimony does not directly address these operations,
many of the factors he identifies as consistent with lower volume-variability
factors for Function 1 operations are also present in the analogous Function 4
and non-MODS operations.

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.

MPA/USPS-T-15-4 Response.

The following table matches Function 4 and non-MODS distribution and allied
labor cost pools with analogous Function 1 cost pools. Note that the foliowing
table does not 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 rationals for somne of Dr. Bradley's volume-variability assumptions
for other operations without econometric variabilities in Docket No. R97-1 (Tr.

12/6385-6).
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(non-MODS)

tacilities

Function 4 or Predominant activities Analogous Function 1 cost
non-MODS ' pool(s)
cost pool
LD41 Automated letter distribution | BCS
(mostly CSBCS)
LD42 Mechanized flat distribution FSM
LD43 Manual letter, flat, and parce! | Manual letters, manual flats,
distribution; allied labor at manual parcels, platform,
stations and branches opening, pouching
LD44 Manual distribution of letters | Manual letters, manual flats
and flats (to PO Boxes)
Auto/Mec Automated letter distribution | BCS
(non-MODS) (mostly CSBCS)
Manual letters [ Manual letter distribution Manual letters (Function 1)
(non-MODS)
| Manual flats Manual flat distribution Manual flats (Function 1)
(nron-MODS) |
Manual parcels | Manual parcel distribution Manual parcels (Function 1)
(non-MODS)
Aliied labor Allied labor at non-MODS Platform, opening, pouching
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MPA/USPS-T-15-5. Please refer to Section I1.B., page 19, where you state that
the Commission's conclusion in R87~1 about biases introduced by Dr. Bradiey’s
data scrubs Is “simply unsupported by the record in that case.” Please provide
citations for the precise model comparisons that substantiate your statement.
MPA/USPS-T-15-5 Response.

The primary basis for the quoted statement is Dr. Neals's table comparing
regression rasults from Dr. Bradley's preferred sample (i.e., “scrubbed” data) and
rasults from the models re-estimated with “all usable” observations. This is the
material found at the page (15618) ] cite in voluma 28 of the Docket No. R97-1
transcript. Dr. Neels's 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 all of the variabilities from Dr.
Neels's “all usable” exercise to be higher. However, according to Dr. Neels'
resulis, the variabilities based on “all usable” observations are higher in eleven
cases and lower in twelve. Since Dr. Neeis's results fail to identify even a
predominant direction, let alone a single 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 “scrubs.”

The oompc;sita variability (using BYS6 cost pool weights; see also the response
to MPALISPS-T-15-8) for the cost pools in Dr. Neels's 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 bit over 6 percentage points® reported by Mr. Higgins for the six Ietter and flat
distribution cost pools at one of the pages | eite in volume 33 of the Docket No.
RE7-1 transcript {18018}, The six cost pools discussed by Mr. Higgins account
for & bit over two thirds of the overall difference. See spreadsheet MPAS Xis,
which will be provided in LR-1-178. Itis likely that et least a portion of the 5.4
percentage point net difference results from the admission of some highly
erroneous data into the regressions in Dr. Neels's "all usable” results, but even if
the entire difference could be attributed to bias, the composite variability would

still be wel! below 100 percent.
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MPA/USPS-T-15-6. Please describe the method used to construct your facility
capital index. Please describe and provide any additional data used to construct
:lgs_} .lndax that have not already been described and provided in USPS-LR-}-
MPA/USPS-T-15-6 Response.

The general methodology for the construction of my facility capital index is
described in the report, *USPS Quarterly Total Factor Productivity Methodology,”
which was provided by Mr. Degen as part of LR-H-272 in Docket No. R97-1. The
dollar value of facility capital is deflated by a national capital price index. The
national capital price index is a multilateral Terngvist index, computed by the
'rnuﬁilat' command in the LR-I-107 program load.qindex.epl. 1 am providing
documentation of the methodology of the “multilat” command as Attachment 1 to
this response. The spreadshest Capital Index.xls, which will be provided in

LR-I-178, contains the requested data.
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ULTAT]

Form Of Commend

GROUP pair, pair, ... palr,

MULTILAT {method, type, arder] pname

MULTILAT (method, type, ordes qgnams ¢

MULTILAT {method, typs, order} pname bassobservation $
MULTILAT {method, type, ordsr) qname baseobservation §
MULTILAT {msthod, typs, order) pname qname $

'MULTILAT {method, typs, order) pname gname bassobservation §

MULTILAT (method, type, order} pnams baseobservation bassvaluep &

MULTILAT {method, type, order] Qname baseobssrvation basevalueq §

MULTILAT (method, type, order} pname gname baseobservation basavaluep $ .
MULTILAT (msthod, type, ordar) pname gname bassobservation basevalusp basevelueq §

where peiry, ... are pairs of timeseries names that denote prices followed by
quantitias, quantities followed by valuss, or prices followed by
vaiues for each of the concepts 1o be aggregated,

Method 13 one of{ the method options listed below.
Type is one or both of tha typs options listed below.
Order Is one of the order options listed balow.

Basoobservation is the observetion number in which the resulting indexes
will be based. If 8 SAMPLE YEAR or SAMPLE PANEL YEAR
statement is in effact, the YEAR synonym for the base period
must be used. Baseobservation must bs a number or a scalar.

Basevaluep  is the value for the price index in the base observetion. Basevaluep
may be a number, a scalar name, a timeseries name, an ssterisk
{*), or the pound sign{#) . if & scalar name is used, the base
observation value of the price indax will equal the scalar. If a

“timeseries name Is used, the base observation value of the price
index will equal the base chservation valur of the timeseries. [f
an ssterisk Is used, the base observation valus of the price index
will squal the sum of the base observation values from the
timessriss of values. (If the timeseries of valuas are not
specified in the GROUP command, they sre implicitly calculated
by muiltiplying the price timeaseries by the quantity timeseries.)

i a pound sign Is usad, the price index will be scalad so that
Its mean is 1.

Basavalueq s the value for tha price index in the base observation. Basevalueq
may be a number, a scalar name, a timeseries name, &n asterisk
{*}, or tha pound sign(#) . If 8 scalar name is uged, the base
observation value of the price index will equal the scalar. If 8
timesaries name is used, the base obsearvation valus of the price
index will equal ths basa observation valua of the timeseries. If
an ssterisk is used, the base observation vaiue of the price index
will equal the sum of the base observation values from the
timeseries of valuas. (if the timeseries of values are not
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MULTILAT-2
specifiad in the GROUP commend, they ars implicitly cateulated
by multiplying the price timeseries by the quentity timeseries.)

If a pound sign is used, the price index will be scaled so that
its mean (s 1.

Description Of Command

Currently EPL has a wide array of price and quantity indexes that are based on *bllateral
comparisons.” Thess Indexes are sccessed through the command INDEX. These indexes are
usaful when one Is using time series data on an individual firm. These indexes are lass useful,
howsver, when ons Is looking at a cross section of firms or a pane! of firmg. There is a class of
muitiletaral price and quantity indexes that are specifically designed for those circumstances.

The first is the Multilatera! Tornqvist index, developed by Caves, Christensen, and Diewert. This
index Is an extension of the Tornqvist index, which is currently an option in EPL. The other two
indexes are the Ginl-EKS system snd the Fisher Own Share system, which are extensions of the
Fisher idea! Index, also & current option in EPL. The Gini-EXS and Fisher Own Share systems

have recently baen advocated by Diewert because the satisty a large number of axiomatic
properties and are exact for a flexible functional form (i.e. are superiativel.

Options
Method options danote which index will be computed:
T Torngvist
G Ginl-EXS
F Fisher Own Share
Typa options denote the type of index to be computed:

P Price Index
Q Quantity index

Order options describe the deta used in the GROUP command:
PQ The GROUP command contains price followed by quantity for each component.

QV  The GROUP command contsins quantity followed by value for sach component.
PV The GROUP command contains price foliowed by valus for each component.

The Muttiletere! Tornqvist Quantity Index

Suppose that thers sre N cross-sectional observations and K commodities that we wish to
aggregate. (For purposes of constructing a Muttilsteral Tomqvist index for a panel consisting of N
firms In T periods, one can think of the panel as s cross-section of NT observations.) We will use
the following definitions:

Pa = the price of commodity k for observetion § 11}

Qu = the quantity of commodity k foi observation i (2

S, = the value share of commodity k for observation i
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- .ﬁ‘.q—* (3
Zf’r "Gy
_ 7]
A = the average share of commodity k
i
- ¥ -z:. (4)
— ]
m(q.)--ﬁ-zmcq.) 6)
[}

The Muttilateral Tornqvist quantity index for observation | is then given by the formula:

= exp(;.s-(s. +.?,)-(1n(q.)-E('q_,)) | 6]

The Multllateral Tornqvist price index is obtained by substituting prices for quantities in equations
{5} and (6).

ini- i

Using definitions (1) and (2}, the Fisher (deat Quantity Index between observations 1 and } is
defined to be:

Cra)Eme)
Zr-an) (300

Then the Gini-EKS Quantity Index for observation 1 is given by the formula:

N UL4
0= [HF(iJ)] ®
Jel
The Gini-EKS Price Index is computetionally parallel to the Gini-EKS Quantity Index. it is obtained
by applying equation {8) to the set of Fisher Ideal Price Indexes.
The Figher Own-Share Quentity Index

Using definitions (1} and {2], as well as the Fisher Ideal Quantity indax {7}, the Fisher Own-Share
Quantity Index for observation | is given by the formula;

1
Q= N-[fjm,i)] (%)
=

Note that the bilateral Fisher idesl comparisons in equation (9) is the reverse of the compnrisons
in (8). Not aiso that the Fisher ideal index has the property: Fij,il = 1/F(Lj).

F(i.j)= 7
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Response to MPA/USPS-T-15-6

Page 4 of5
MULTILAT-4

The Rsher Own-Share Price Index is computationally parallel to the Fisher Own-Share Quantity
index. it is obtalned by spplying equation {9} 1o the set of Fisher Ideal Price Indexes.

Examples

1.

botes

GROUPP1QIP2Q2P3 03 ¢
MULTILAT(T.P,PQ) pind qind §

The Multilateral Tornqvist price index will be computed and based such that observation 1

Is aqual to 1. The dual quantity indax will be computad such that pind®qind is equs! to
the total value of the seriss being aggregated.

GROUPQIVIQ2V203V3 $
MULTILAT(F,P,Q,QV) pind qind §

The Fisher Own-Share price index and quantity index will both be computad and besed
such that observation 1 is equal to 1. -

GROUPP1VIP2V2P3V3 ¢
MULTILAT(G,P,PV) pind gind 3 * © §

The Gini-EKS price index will be computad and based such that observation 3 is equal to
the tota! value of the series being aggregated. The dual quantity index wili be computed
such that pind*qind is equal to the total value of the series being aggregated. Thus the
second asterisk has no effect.

GROUPP1Q1P2Q2P304 %
MULTILAT (T.,P.Q,PQipind gind 1 * * §

The Muttileteral Tornqvist price index will be computed and based such that observation 1
is equal to the total value of the serias being eggregeted. The quantity index will also be
computed and base such that observation 1 Is squal to the total value of the serles being
aggregated.

GROUP P1 Q1P202P3Q3 ¢
MULTILAT{T,P,PQ) pind 1 # ¢

The Muttilateral Tornqvist price index will be computed and rescaled such that the meen
of the Index is equal to 1.

1. H only the P option is used, MULTILAT computes the price index. This price index is based to

basevsiup at ohservation baseobservation. The dus! quentity index is siso computed. This
dusl index takes values such that the price index times the duat quantity index equsls the
total valus of the series being aggregutad. The dual quantity index will not be rebased to
basevaluq at the bese observation. Basevalue q is ignored unless the Q option is specified.

if only the Q option is used, the opposite to the praceding discussion will be computed. If
both the P and Q options are used, INDEX computes price and the quantity indexes and dual
indexas are not computed. '
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Attachment 1
Response to MPA/USPS-T-15-6
PaggoietPar-s

. MULTHILAT operates only on the obsarvations in the current SAMPLE statement.

. MULTILAT acts on the most recent GROUP command in effect. To compute several

slternative Indexes from the same component pairs it is not necessary to repeat the GROQUP
commahd. :
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Response of United States Postal Service Witness Bozzo
to Interrogatories of Magazine Publishers of America

MPA/USPS-T-15-7. Please e)qﬁlain why you have chosen to use quarterly data

rather than acoounﬁng period data.

MPA/USPS-T-15~7 Response.

Several factors motivated the decision to use quarterly data rather than

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

e Using quarteriy data mitigates several types of potential data errors. Data
errors (particularly those due to sporadic errors such as data entry failures)
that would be fasge relative to high frequency data (daity, weekly) would be
much smaller relative to larger aggregates of the data. Quarterly data subject
to “accounting adjustments” {data entries in one period that reverse an érror
in & previous period) will to be more accurate to the extent errors and the

| adjuétments that reverse them occur in the same quarter but not the same
accounting period. |

o Using quarterly data facilitates combining the MODS data with data from
other sources. My development of data from sources other than MODS

. follows procedures developed for the estimation of quarterly Total Factor
Productivity (TFP) for Postal Service field units. See also the response to
MPA/USPS-T-15-6.

» Using quarterly data permits longer-term labor adjustment processes fo be
specified with fewer variables than with AP data. Specifying lag terms of
piece handiings up to one year, with first and second-order ferms, requires

eight regressors with quarterly data compared to twenty-six with AP data.
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Response of United States Postal Service Witness Bozzo
to Interrogatories of Magazine Publishers of America -~ ~ - —

Conserving degrees of freédom is not vital for the panel data estimators |
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 computationa! difficulties resulting from near-muilticollinearity of

the data.



Response of United States Postal Service Witness Bozzo
to Interrogatories of Magazine Publishers of America

MPA/USPS-T-15-8. Please refer fo Table 9 on page 126. The composite
variability factor for BY 1998 appears 10 be a weighted average using the Pool
Total Costs derived by witness Van-Ty-Smith and reported in Table 1 of USPS—~
T-17. Please confirm that this is the case. Hf it is not, please provide the

_ appropriate formula for constructing the composite.

MPA/USPS-T-15-8 Response.

Confirmed. Strictly speaking, the "composite variability” is the (pool total) cost
weighted average elasticity, or equivalently the ratio of volume-variable costs to

pool total costs for the cost pools in question.
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Response of United States Postal Service Withess Bozzo
To Interrogatories of Magazine Publishers of America

MPA/USPS-T-15-8. Please refer to your testimony at page 138, fines 11-14 and

. footnote 70, where you state that the analysis in Witness Degen's testimony
“suggests that the operational basis for reduced volume-variability factors

(relative to the IOCS-based method) Is at least as strong for allied operations as

for sorting operations™ and “also Indicates that ajfied cperations should be

expecied 1o have lowsr volume-variabliity facfors than sorting operations.” Please

refer further to your testimony at page 126, Table 8, where you provide your
econometyically derived volume-variable factors for 10 MODS cost pools.

Finally, please refer to Winess Van-Ty-Smith's testimony (USPS-T-17) at page

24, Table 1, which provides the volume-variable factors used by the Postal
Service for the cost segment 3 cost pools.

a. Out of the set of MODS cost poois for which you provide econometrically

derived yolume-variable factors in Table 9, please state the subset of cost

- pools that are for sorting operations. Please further provide a composite
econometrically derived volume-variable factor for these sorting operation
cost pools. (To calculate this composite, pleasa use the same methodology
that you used to calculate the composite volume-variability factor given in

Table 9 of your testimony.)

. Please state the s_ét of mail prbcessl'ng cost pools that are for allied
operations for which you have not provided econometrically derived volume-
variable factors in your testimony.

. For the allied operation cost poois listed in (b), please confirm that the

volume-variable factors provided in Table 1 of USPS-T-17 are derived using
the “IOCS-based method™ to which you refer on page 136 of your testimony.
if not confirmed, please explain.

. For the aliied operation cost listed in (b}, please confirm that the

volumie-varlable factors provided in Table 1 of USPS-T-17 are larger than the
" econometric composite volume-variable factor for the sorting operation cost
pools derived in {a).

. Please confirm that the use of allied operation volume-variable factors that
are larger than sorting operation volume-variable factors is Inconsistent with

_the operational analysis of Witness Degen, which “Indicates that allied

~ operations should be expected to have lower volume-variability factors than
sorting operations.” If not confirmed, please explain. -
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Response of United States Postal Service Witneas Bozzo
To Intervogatories of Magazine Publishers of America

MPA/USPS-T-15-9 Response.

a. All of the MODS cost pools presented in Table 8 (USPS-T-15, page 126)
represent soriing operations except the Cancellation & Mail Prep cost pool.
The composite variabllity for the remaining nine cost pools Is 77.2 percent. A
spreadsheet providing the calculation of the composite variability will be
provided in LR-1-258.

b. The set of MODS aliied labor cost pools without econometrically eatimgtgq
volume-variabllity factors includes Mechanized Sack Sorting (1SackS_M) and
the cost pools under the "Allled Operations” heading in witness Van-Ty-
Smith's Table 1 (USPS-T-17, page 24), except Cancellation and Malil Prep.

¢c. Confirmed.
d. Confirmed.

e. Confirmed.
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Respanse of United States Postal Service Witness Boxzo
To Interrogatories of Magazihe Publishers of America

' MPNUSPS-T—15-1 0. Please refer to your answer to MPA/USPS-T-15-4,
~where you were requested to ‘identify the analogous palrings 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-
variabliity factors.”

a. Are there any analogous pairings between Function 1 and BMC operations,
for which there are similar factors that are consistent with lower volume-
variabflity factors *? Pisase Identify any such analogous palirings.

. Please refer further to your testimony at page 135 where you state: "I
believe Dr. Bradley’s models represent a much more accurate method for
estimating the vplume-variable costs in BMC operations than the IOCS-

. based method.” Yol describe at page 135 of your testimony the data
imitations that led you 10 exclude BMC operations from your econometric
analyses of volume-variable factors. As a result, there are no econometric
estimates for BMC cost pools for R2000-1 that are comparable fo Dr.
Bradley’s for R97-1. In the absence of such econometric estimates, it would
be possible o use the analogous pairings betwean Function 1 and BMC
operations listed In (a) to obtain Function 1 volume-variable factors that

‘could be applied to analogous BMC operations. In your opinion, wouki the
use of such analogous econometric volume-variable factors atso be a 'more
accurate method for estimating volume-variable costs in BMC opsrations
than the 10CS-based method™?

MPA/USPS-T-15-10 Response,
a. Based on my understanding of the testimony of Mr. Degen (USPS-T-16) and
Ms. Kingsley (USPS-T-10), | [dentified analogous palrings of BMC and MODS

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

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

activities performed in the cost pools, and fo general factors affecting the
corresponding degrees of volume-variability. They should not be consirued
as claims that the paired MODS and BMC operations are identical.
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Response of United States Postal Service Witness Bozzo : - —
To interrogatories of Magazine Publishers of America

b. The MODS Function 1 operations analogous to BMC operations are primarily
allied labor operations. Thus, it would be necessary to first identify
appropriate econometric volume-variability factors to implement tha pairings
implied by the penultimate sentence of this part of the interrogatory. 1 belleve
the use of econometric results for analogous operations is potentially superior
to the I0CS-based method in that it makes use of the qualitative operational
information used to derive the analogies as well as the quantitative evidence
for the analogoﬁs operations. Whether the operational analogy method is
actually superior 10 the I0CS-based method for a given cost pool depends on
whether the analogy neglects any sallent characteristics of the BMC operation
that would make its true degree of volume-variability closer to the I0CS-
based resutt than the anatogous aconometric result(s). However, as | state in
my testimony at page 135, lines 17-18, *! believe Dr. Bradley’s efforis [to
estimate variahilities for BMC operations], though flawed in some respects,
provide the best available estimates of slasticities for BMC operations.”
Clearty, the avallable econometric results for MODS Function 1 operations,
including the allied labor results provided in my response to MPA/USPS-T-15-
1, are both more consistent with Mr. Degen’s operational analysis and closer
to Dr. Bradley's BMC variability estimates than the results of the I0CS-based
method.



Attachment 1

Response to MPA/USPS-T-15-10(a)

Page 1 of 1

BMC cost pool Predominant Activities . - | Analogous MODS Function 1

(SASCode) | ___cost 8) (SAS Code
Platiorm (PLA) | Platform activities Ptatform (1PLATFRM)
Allied Labor & | Allied labor tor BMC sorting | Opening, pouching, manual
Other Mall operations; othar manual mall { sack sorting (1OPBULK,
Processing procassing 1POUCHNG, 1SACKS_H)
(OTHR) | '
Parcel Sorting | Mechanized parcel sorting Mechanized Parcels
Machine (PSM) (MECPARC)
Sack Sorting | Mechanized sack sorting Mechanical Sack Sorting
Machine (SSM) (1SACKS_M)
SPBS & IPP Mechanized sorting of small | SPBS (SPBS OTH)

(SPB)

parcels and IPPs
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Magazine Publishers of America

MPA/USPS-T-15-11. Please refer to your answer to MPNUSPS—T-15-4
where you were requested to ‘identify the analogous palrings of Function 1

~ and Function 4 operations, and of Function 1 and non-MODS operations,

for which there are similar factors that are conslstent with lower volume-
variabilty factors.” Please refer also to Witness Van-Ty-Smith's testimony
- USPS-T-17, at Table 1, which provides the volume-variable factors used

' by the Postal Service for the cost segment 3 cost pools.

a. For each entry in the "Analogous Function 1 cost pool(s)® column of your
answer to MPA/USPS-T-15-4, please provide the volume-variability factor of
the associated Function 1 cost pool(s). In cases where you have supplied
multiple analogous Function 1 cost pools, please provide a composite
‘voluine-variability factor theat weights the individua! analogous Function 1
cost pools in an appropriate way, and please also axplaln the weighting
procedure used,

b. For each of the Function 4 and Non-MODS cost pools listed in your answer
" 1o MPA/USPS-T-18-4, ploase state whether you believe that the volume-
variable factor provided In Table 1 6f USPS-T-17 is a better or a worse
estimate of the true volume-variable factor when compared to the volume-
variable factors from the analogous Function 1 cost pools provided in (a). In
each case, pléase expfain how your belief is justified by the best currently
available knowladge of these Function 4 and Non-MODS cost pools.

MPA/USPS-T-15-11 Response.

a. Please see the table provided as Attachment 1 to this response. The non-
MODS allied labor variability is the composite MODS allied labor variability,
using econometric results from MPA/USPS-T-15-1, from the material

. provided in response to AAP/USPS-T16-7. A spreadshest providing the
calculations for the LOC 43 and LDC 44 cost pools will be provided in
LR—I-éss. The remaining variabilities are the factors for the specified MODS

cost pools.
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Magazine Publishers of Amarica

b. 1 believe the use of econometric results for analogous opera-tions Is potentially

superior to the 10CS-based method in that it makes use of the qualitative
operational information used 10 derive the analogies as well as the
quantitative evidence for the analogous operations. Whether t;'to operational
analogy method Is actually superior to the IOCS-based method for a glven
cost poo! depends on whether the analogy neglects any sallent
characteristics of the Function 4 or non-MODS operation that would make its
true degree of volume-variabllity closer to the IOCS-based result than the
analogous econometric result(s). n contrast with the BMC situation
described in my response to MPAJ/USPS-T-15-10(b), there is no quantitative
evidence on the volume-variability factors for Function 4 or hpn-MODS
opsrations to facilitate a comparison. However, 1 note that the analogous
eoonomegrlc results are consistent with the available qualitative evidence

provided in Mr. Degen’s operational analysis,
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Aftachment 1
Response to MPA/USPS-T-15-11(a)
Page 1 of 1
Function4 or | Analogous Function 1 cost | Volume-variability factor from
non-MODS pooi(s) analogous cost pooi(s)
cost pool
LD41 B8CS 0.885
LD42 FSM _ 0.817
LD43 Manual letters, manual flats, | 0.677
manual parcels; platform,
opening, pouching
LD44 Manual letters, manual flats [ 0.677
Auto/Mec BCS 0.895 ‘ T
(non-MODS)
Manual letters | Manual letters (Function 1) 0.735
(non-MODS)
Manual flats Manual fiats (Function 1) 0.772
(nen-MODS) '
Manua! parceis { Manual parcels (Function 1} |0.622
{non-MODS)
Allied labor 0.600

{non-MODS)

Platform, opening, pouching
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Response of United States Postal Service Witness Bozzo
To Interrogatories of Magazine Publishers of America, Inc.

MPA/USPS-T15-12. 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 Witness Degen’s testimony (USPS-T-
16) at pages 22-23 where he states: “the scarcity of large buliding 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 testimony (R97-1 USPS-RT-5) at page
33, where he states: “Data exist for three characteristics of faclilities, their age,
the number of mail processing square fest contained in the facility and the
number of floors that perform mail processing.” Finally, please refer to USPS-
LR-I-107 where you provide the mail processing facility data file REG9398.XLS.

a. Piease 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 provide 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 Geographical
Reference Report (Economic Research Institute, Redmond WA), orina
substantially similar source. Please use a population cutoff for determining
the urban dummy value that appropriately captures the meaning of the term
"large urban areas” as used by Witness Degen. Please further explain your
cholce of population cutoff.

¢. Please provide an update of the REG9398.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 facility is located, as indicated in the latest issue
of the Geographical Dictionary (Merriam-Waebster, Springfield MA), orina
substantially similar source. If an individual “facility” 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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Response of United States Postal Service Witness Bozzo
To Interrogatories of Magazine Publishers of America, Inc.

Please confirm that the pooled and between model specifications do not
include any variables that contro! for the number of floors of mail processing
facilities.

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 pesform 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 controt 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 facllity is notlocatedina
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 living in the area where the
facility is located.

Please provide an update of the REG9398.XLS data file that includes 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 substituted for the ACCRA index.

MPAUSPS-T-15-12 Response.

a. | assume for this and other retevant paris 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 | believe is consistent with Mr. Degen's description. The
criterion is a service territory population exceeding 1.5 million or a service
teffftﬁfyt population density exceeding 75.000 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.

¢. [n my opinion, the procedure specified in the interrogatory is not likely to
produce population density data that accurately represent the facility
characteristics described by Mr, Degen. in particular, it seems likely to
errstate the applicable population density for facilities serving fow-density
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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To Interrogatories of Magazine Publishers of America, Inc.

MPA-12 xIs 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.
. Confirmed.

. 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 | was unable to obtain the requested information for some

facilities.
Confirmed.

. 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 | was unable to obtain the requested information for

some facilities.
. Confirmed.

in LR-1-285, the data file MPA-12.xls provides 1986-1598 per capita income
estimates for each facility's service territory. The data by 3-digit 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 U;S. Census data,

updated annually using a variety of local area sources.
Confirmed.

. 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 dégree of attention (if any) the production of
these data receive 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—I-285. | provide
annual CPI-W index numbers for an applicable area (either the metropolitan
area or region). While the CPI-W is not a cost of living index per se, it
provides offsetting advantages in the form of consistent methodology and the
availability of regionally applicable values to supplement those for specific
metrc;politan areas. The attachment fo this response provides the BLS series

iDs from which the provided data are drawn.



Attachment 1
Response to MPA/USPS-T15-12(k)
Page 1 of 1

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

CWUS0000SA0
CWUS0100SAQ
CWUSA100SA0
CWUSA101SAD
CWUSA102SA0
CWUSA103SA0
CWUS0200SA0
CWUS0300SA0
CWUS0400SA0
CWUSAQOOSAD
CWUSA209SA0
CWUSA210SA0
CWUSA211SAQ
CWUSA212SA0
CWUSA213SA0
CWUSA104SA0
CWUSA200SAQ
CWUSA207SAQ
CWUSAZ08SAQ
CWUSA318SAQ
CWUSA319SA0
CWUSA320SA0
CWUSA321SA0
CWUSA400SAQ
CWUSA214SA0
CWUSA300SA0
CWUSA311SA0
CWUSA316SA0
CWUSA426SA0
CWUSA427SA0
CWUSA433SA0
CWUSDO00SAQ
CWUSA421SA0
CWUSA422SA0
CWUSA423SA0
CWUSA4245A0
CWUSA425SA0
CWUSX200SA0
CWUSX300SA0
CWUSX400SA0
CWUSD200SAC
CWUSD300SA0

CWUSXC00SA0
CWUSX100SAD
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MPA/USPS-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 operations-still provided the bulk of the explanatory power.” Finally,
please refer to your analyses of allied operations provided in response to
MPA/USPS-T-15-1. '

a. 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.

b. 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,

c. 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.

MPA/USPS-~-T~15-13 Response.

a. Confirmed.
b. Confirmed.

¢. Confirmed.
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Response of United States Postal Service Witness Bozzo
to Interrogatories of the Office of the Consumer Advocate

OCA/USPS-T-15-1. USPS-LR-I-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, altematively, RATS, SYSTAT, STATA, or SPSS.

(b) Substantial analysis is availabie 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.

OCA/USPS-T-15-1 Respanse.

a. TSP is a well-known, sophisticated econometics research package. Ses, e.0.,
Julian Silk, “TSP 4.4: A Review," Joumal of Applied Econometrics, Vol. 12, pages
445-453 (1897). TSP has a long history, originating with its initial deve!opfnent in
the late 1860s by the noted economist Robert Hall. See Emst R. Berndt, The
Practice of Econometrics: Classic and Contemporary (Addison Wesley, 1991) at
page 246. Several commerciél econometrics packages are descended from Hall's
work (see Berndt, op. cit., 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 | use in the programs provided in LR-I-107. See Jeffrey K. MacKie-Mason,
*Econometric Software: A User's View,” Joumal of Economic Perspectives, Fall
1992, at page 183. The TSP PANEL command automatically estimates all of the
contending estimators (fixed- and random-effects, pooled OLS, 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 effort

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

It is my understanding that SAS has some noteworthy limitations for pane) data
analysis. According to SAS technical support information, as of SAS Release 6.12,
PROC TSCSREG (the SAS panel gstimation procedure) cannot compute residuals
without an additional DATA step and related programming, which significantly
reduces its utility for estimating the fixed-effects mode! 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.

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., B. D. McCullough, "Assessing the Reliability of Statistical
Software: Part ll," The American Statistician, May 1999, at pages 149-1 59,
Extensive oomputationél accuracy benchmarks for TSP are available from the
program’s authors, using sources such as the National Institute of Standards and
Technology's Stalistical Reference Datasets archive. (‘l‘hé benchmarks are

available on the intemet at
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hitp/fwww.ispintl.com/products/tsp/benchmarks/index.htm.) TSP fared wellin a
recent published comparison with EViews, LIMDEP and SHAZAM. See B. D.
McCuliough, “Econometric Software Reliability: EViews, LIMDEP, SHAZAM, and
TSP,” Joumnal of Applied Econometrics, Vol. 14, at pages 181-202 (1999). 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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OCA/USPS-T-15-2. Please provide SAS versions in printed as well as electronic form
of the TSP programs used in your work.

OCA/USPS-T-15-2 Response.

It is my understanding that the TSP code | used for my econometric analysis could be
translated into SAS code by those who prefer to use SAS rather than TSP. In
particular, | understand that PROC TSCSREG in SAS/ETS or PROC MIXED in
SAS/STAT could be used to compute the fixed efiects estimator for my labor demand
modsls, which | implemente(.:l with the TSP PANEL c6i'mand. Itis also my
understanding that significant additional programming would be required iopimplement
all of the relevant feafures of the TSP PANEL command in SAS code; see the response
to OCA/USPS-T-15-1(a). | 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 SAS/ETS Software: Changes
and Enhancements for Release 6.12 (SAS Institute, Inc., March 1997). For further
information on SAS PROC MIXED, see SAS/STAT Software: Changes and
Enhancements through Release 6.12 (SAS Institute, Inc., March 1997). For further
information on the TSP PANEL command, see Time Series Processor Version 4.4

Reference Manual by Bronwyn H. Hall and Clint Cummins (TSP International, 1998).
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OCA/USPS-T-15-3. You have provided an Excel database of the data input to your
programs in Library Reference USPS-1-1-107 [sic]. You subsequently scrub the data in
various TSP programs. Please provide an Exce! database and documentation of the
scrubbed data set as developed in your TSP programs.

OCA/USPS-T-15-3 Response.

Please see my testimony, USPS-T-15 at pages 108-115, and LR-I-107 at pages 4to 5
and 41 to 42, for descriptions and documentation of the sample selection procedures |
applied. :l‘here is no separate “scrubbed” database. In LR-I-186, | will provide a
spreadsiiget, sampsel.xls, reporting the dummy variables (fnn_noti4, 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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OCA/USPS-T-15-4. Pisase refer to page 20 of your testimony, lines 14-15, in which
you state, "Having concluded that some selection criteria were warranted....”

() 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.

OCA/USPS-T-15-4 Response.
a. Please see my "»stimony, USPS-T-15, at page 20, lines 3-13.

b. The quoted staternent was not based upon the results of a statistical test.
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OCA/USPS-T-15-5. Please refer to page 20 of your testimony, lines 1-3, in which you
state that, “The absence of evidence that Dr. Bradiey's scrubs blased his estimated
elasticities was not, however, sufficient o 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} f you are verifying that Dr. Bradley was wrong in his approach, please explain
further.

OCA/USPS-T-15-5 Response,

a. |believe the quoted statement as written indicates that | 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-T-15 at pages 94 to 102 (Section VI.D).




6298

Response of United States Postal Service Witness Bozzo
To Interrogatories of the Office of the Consumer Advocate

OCA/USPS-T-15-6. You indicate in your testimony at page 21, lines 16-17, that, “First, |
have fewer observations because of the use of quarterly data over a shorter time
period...."

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

(b) Please explain why you chose to use a shorter calendar period of time than Dr.
Bradley used in Docket No. R97-1 for your analysis,

OCA/USPS-T-15-6 Response.

a. Please see my response to MPA/USPS-(-15-7.

b. Please note that the time period covered by my data set, PQ2 of FY 1993 to PQ4
of FY1898, overlaps 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 PQ4 of FY 1996, The shorter
time interval | chose to use is the net result of adding two recent years (FY 1997
and FY 1898) 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 earfier data would reduce the sampling error
of the estimates. See also the discussion at USPS-T-15 at page 80, lines 3-9.
However, extending the sample period back in time does not hold other things
equal. It ralses the possibility of introducing non-sampling errors in the estimates

1o 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, | believe that | have struck a reasonable balance between these

competing aims.

I also considered two other factors. The composition of Dr. Bradley's data set
changed with the addition of MOD2 (PC-MODS) sites in FY 1991; the earlier
observations were entirely of MOD1 facilities, which tend to be larger. Using the
later data avoids potential problems related to the‘t.;-...- nposition shift. Additionally,
the Postal Service's reorganization at the beginning of FY 1993 included a

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

need for separate data mapping procedures for the earlier period.
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OCA/USPS-T-15-7. You state in your testimony at page 21, line 22, "Therefore, |
believe the updated sample selection criteria are not 'excessive.’ * Do you have a
statistical test to substantiate this statement? If so, please provide it.
OCA/USPS-T-15-7 Response,

No, my statement is based on the fact that | developed my sample selection rules to
admit some otherwise usable observations that Dr. Bradiey's sample selection
procedures would have excluded (see USPS-T-15 at page 21, lines 20-21), andon a
comparison of Dr. Neels' report of observations “discarded™ by Dr. 2rndley’s sample
selection rules (Docket No. R97-1, Tr. 28/15611) to the closest comparablé figures on

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

Table 3, “Minimum Obs” column).
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OCA/USPS-T-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? Pleass explain
your answer.

OCA/USPS-T-15-8 Response.

As the manual! ratio variables measure the proportion (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.” Thatis, I :-:nect

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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OCA/USPS-T-15-9. You indicate in your testimony at page 33, lines 2-4, that “The
present analysis can be interpreted either in terms of the classical minimum cost
function, or a generalized ‘non-minimum cost function’ with a generally similar
structure.® A review of standard economic theory indicates that economists derive a
variety of marginal relalionships in analyzing production, cost, and input factor demand
functions. You have empirical data input from a variety of mail procaessing 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?

OCA/USPS-T-15-9 Response.
Yes. See also USPS-T-15 at page 33, lines 5-19.
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OCA/USPS-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-leve! 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 expiain.

(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 lave! of cutput of the operation
will not after relative factor demands such as the capital /labor ratio, in equilibrium
{and other things equal).”

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

(e) Does one normally assume homotheticity in developing an econometric cost
study? If not, under what circumstances is the homotheticity 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 1o describe the economic assumptions underying the Postal Service's

methodology.

b. Please note that { do not quote Dr. Bradiey’s testimony in this context. As faras!
am aware, Dr. Bradley made no referance to non-labor costs or related
assumptions in his Docket No. R97-1 mall processing testimony.

¢. 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, 6.g., Robert G. Chambers, Applied Production Analysis
(Cambridge University Press, 1988), page 38.

. The labor and capital variabilities would not necessarily bé equal.

Given estimated capltal demand functions, | believe the homotheticity assumption
could be lestable. | do not have an estimate of how common the homotheticity
assumption is, though | note that some common functional forms such as the CES
are intrinsically homothetic, and that Chambers describes homnothetic production
functions as '[p]erhapé the most important special class of production functions”
(Chambers, op. cit., page 37). See also USPS-T-15 at page 40, fines 14-16 and

footnote 12.
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QCA/MUSPS-T-15-11. You indicate in your testimony at pages 46-47 that the "manual
ratio® variable is a measure of the degres of automation and is an indicator of the sita’s
organization of mailflows in letter and flat sorting operations.

(a)

{b)

(c)

(d)

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

Is the "manual ratio” dependent on the characteristics of the territory which the mail
processing facility serves?

Is the "manual ratio" dependent on the characteristics of the sorting patierns within
the mail processing plant? {f your answer is "yes”, please explain in detail how the
*manual ratio" is dependent on tha characteristics of the sorting patterns.

Is the "manual ratio®” dependent on the amount of equipment in the mai! sorting
plant?

OCAMJSPS-T-15-11 Responss.

a.

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

| ‘éﬁio}}uétion usage, they may affect the manual ratio variable.

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

By construction, the manual! ratio is indicative of the relative amount of automation
usage in the “sorting patterns” at a site. | cannot specify additional detail without a
more precise definition of “characteristics of the sorting patterns.”

See USPS-T-15 at page 56, line 18, 1o page 57, line 5.
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OCA/USPS-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.
OCA/USPS-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 | use TPH as the output
measure (in those operations, TPH and TPF are conceptually identical). See USPS-T-
15 at page 51, line 16, {o page 52, line 4. Please nete that | provide TPH data for all of
the operation groups | studiied in the 6g9398.x1s file in LR--107. See also USPS-T-15,
page 88, at lines 4-5. 1 will provide the requested FHP data in the Excel spreadshest
file thp9398.xls in LR-I-186. See also USPS-T-15, page 50, line 22, to page 51, line 6,

for a discussion of FHP.



6307

Response of United States Postal Service Witness Bozzo
To Interrogatories of the Office of the Consumer Advocate

OCA/USPS-T-15-13. You state in your testimony at pages 54-55 that, "The assumption
implicit in the Posta! Service's method that major changes in operations wilf 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 refer?

OCA/USPS-T-15-13 Response.

The quoted statement does not refer to a specific program or imply a specific length of
time to complete a national equipment deployment. However, it is my understanding
that .«jor equipment deployments usually take more than one :,rear. See, e.g., USPS-

T-10 at page 11, lines 19-29.
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OCA/USPS-1-15-14. You&late in your testimony at page 55, lines 3-6, that, “Likewise,
it is hard to envision rapid and drastic changes in the average work content of the mait
subclasses in the absence of comespondingly drastic changes to worksharing discounts
and other economic incentives 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.
OCA/USPS-T-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 b fixed for the period betwean omnibus rate cases. Mail cinssifications
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, and/or the actions of the Governors of the Postal Service.
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OCA/USPS-T-15-15. Your testimony at page 56, line 9, indicates that the manual ratio
should be treated as non-volume-variable. Could the manuat ratio depend upon,

{a) the position of the mail processing facility in the network of mail processing

facilities;

(b) the internal layout of the mail processing facility;

(c) the size of the mall processing facility as measured in TPF; and/or

(d) the tota! TPF in a given operation?

b.

" OCA/USPS-T-15-15 Response.

See the response to OCA/USPS-T-15-11(a)
It depends on the definition of *facility.” While building layout issues such as space

availability may affect the mix of processing in the plant versus annexas {if any),

" 'the’manual ratio is developed from REGPO-level data and will thus represent the

processing patterns at that level.
Other things equal, no. See USPS-T-15 at page 145, lines 5-10,
See USPS-T-15 at page 144, lines 1-4,




OCA/USPS-T-15-16. You state in your testimony at page €5, lines 13-15, thai you; R
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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)
(b

(©

What are the underlying restrictions that you have avoided?
What are the underlying restrictions to which your study is subject?

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 pre-supposing a
transtog cost function. It would appaar that your technical point is contradictory to
your {estimony. Please explain.

OCA/USPS-T-15-16 Response.

a.

See USPS-T-15 at page 65, lines 10-13, where | state, “| chose... the translog
functional form for the mail processing labor demand models. The transiog
{functional form] has general applicability because it provides a second order
apprdximation to a function of arbitrary form.” The restrictions | 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.

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 Production Analysis, page 181.

In footnote 25, 1 state that “by specifying translog labor dernand functions, | do not
presuppose a transiog cost function.” My testimony does not state that |

presuppose a translog cost function. There is no contradiction.
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OCA/USPS-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 fim Is generally expressed in terms of the value of the marginal
product of labot with quantities 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 and/or assumptions that subsequently may lead to
conclusions similar to your conclusions about h. -notheticity.

OCA/USPS-T-15-17 Response.

Your statement that | “have not discussed a derived demand function—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”). | also believe it would be more appropriate

to say that the usual expression of a firm's labor demand relates "units of labor” (i.e.,

“real” labor input) to the leve! of output, the wage, and other variables that appsar in the

cost function (which results from the marginal analysis equating the value of the

marginal product of labor with the wage rate).

a. |assume that by “mathematical restrictions... on the function [l am) trying to
estimate” you mean restrictions on the parameters of the estimating equations
reported in USPS-T-15 at pages 117 and 118. | have not imposed any restrictions -

on the paramelers of the estimating equations.
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b. Yes, | refer to this relationship in USPS-T-15 at, e.g., page 42, lines 11-15, The
mathematica! relationship between the cost function and labor demand function is
known as Shepard's 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.g.) Hal R. Varian,
Microeconomic Analysis, Second Edition (W. W. Norton, 1984), page 54.

Homotheticity is not a necessary condition of Shepard’s Lemma.
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OCA/USPS-T-15-18. 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.
OCA/JSPS-T-15-18 Response.

Regarding my use of the terrn “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 transiog function to which the quoted statement refers is the seconcl-order

approximation property discussed in USPS-T-15 at page 65, lines 10-20.
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OCA/ISPS-T-15-18. in reference to non-MODS operations, in your testimony at page
134, lines 17-19, you state, *1 expect that the Posta! Service will be able to provide
quantitative evidarce 1o bolster the quantitative analysis for some of these operations in
the future.” Given your knowledge of the Postal Service’s work in this area, when will
this evidence be available?

OCANSPS-T-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 quoted
atatement (see USPS-T-15 at page 134, lines 18-20). | am unable to estimate when the

hl‘équired analysis and related background work would commence or be completed.
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OCA/USPS-T-156-20. 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
woulld require?

(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?

OCA/USPS-T-15-20 Responss.

a. As arough 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 workioad data other than PIRS were required,
an indeterminate but very large additional amount of labor would be needed.

b. The analysis presented in USPS-T-15 involved approximately five person-years’

work.
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OCA/USPS-T-15-21. The Excel workbook file *reg9398.xis* does not have any
headings identifying the variables.

(a)
(b)
(c)

(d)

Please provide the headings.

There appear to be 18 variables. Is this correct, and is this the number of variables

that the program reads?

There are a large number of columns in the program. Please ldentiiy what s being
read in each column.

It appears that data may be expressed in thousands or miflions. Please define the
actual total number of units for each data item.

OCA/USPS-T-15-21 Response.

a. An Excel spreadsheet file containing the requested headings has been provided in

LR-I-185.

b. See the response to POIR No. 1, item 8(a) and (b). | do not know by what

accounting you conclude there are nineteen varables in the “*reg9398.xls" file.

¢. lassume you mean there are a large number of columns of data in the spreadshest

read by the TSP programs. See the response to part (a) and LR-I-107 at page 3.

d. |assume that by “tota! number of units for each data item” you mean the units of

measure for each variable in the reg2398.xds data file. The units are as follows:

IDNUM: N/A (this is a number identifying each site)
QTR: see LR-I-107 at page 3.

TPF, TPH: thousands of plece handlings.

QICAP: N/A (this is an index number)

All other variables: units.
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‘OCA/USPS-T-15-22, Please refer to USPS-LR-I-107, page 4. Please clarify the

" procedures for the camputations wheri you state that the fourth quarter piece-handling

“and hours variables are roweighited to make them comparable with the corresponding
values in other quarters, Please describe the reweighting approach in detail.

- OCA/USPS-T-15-22 Response.

The relevant data are muttiplied by a factor of 0.75 (3/4). See LR-1-107 at page 38,
code following the comment heading “Rescales quarter 4 observations..."
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- OCAMSPS-T-15-23. Please refer to USPS-LR-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.”

(a) Please identify and document any computational steps that are not identified in the

- commentary. To the degree appropriate, page numbers and position on the page
" - In the Library Reference should be adequate.

(b) Which saction of the program sets parameter values and creates lists of variable
names?

() Which section of the program reads the data fror the Microsoft Excel version 4
" workbook file "reg9398.ds™?

(d) Which section of the program provides the referenced data transformations?
Pliease dénote each transformation in terms of formula(s) and variables used and
the resulting computed variable(s).

(e) Which section of the program reweights the fourth Postal quarter?
{f) Which section of the program calculates the LDC wages and the manual ratios?

(9) Which section of the program computes the operation-specific productivity filter
bounds set?

(n) Please identify the portion of the program that computes the lagged TPF terms.

OCA/USPS-T-15-23 Response.

a. The commentary at pages 2-7 of LR-I-107 describes the program's computational
steps.

b. Ses LR-I-107 at page 37, code following the comment line “Lists used to read data
from Excel file"; LR-1-107 at pages 48-49, code following the comment lines “The
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labor demand model specification (used only to indicate correspondence of

parameters and variables)."

. See LR-1-107 at page 38, code following the comment line “read in data from excel

file."

. The question does not refer to any specific data transformations. See, however, LR-

I-107 at pages 38-39, 42-44, and 51.

. See the response to OCAUSPS-T-15-22,

For the LDC wage, see LR-I-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 formulas

for “man” and “manf” variables.

. See LR-1-107 at page 40, “set highprod...” and “set lowprod...” statements.

. See LR-I-107 at pages 41-42, code following heading “Lagged piece handlings and

associated flags.”
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OCA/USPS-T-15-24. Please refer to USPS-LR-1-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by:tsp.” For each logical “loop* in your TSP
program “varltr-1pf-by98.1sp,” pledse identify the start and end of the loop and the
variable(s) of procedures being éffectuated. To the degree appropriate, page numbers
and position on the page in the Library Referenoe will suffice.

OCA/USPS-T-15-24 Response.

The program contains four loops, each beginning with a "dot” statement and ending with
*enddot.” The first loop rescales the quarter 4 observations; see the response to
OCA/USPS-T-15-22. The second loop begins under the comment line "identifies
missing/bad cases of each LDC wage” (see LR-1-107 at page 39) and identifies
observations with missing or invalid NWRS data. The third loop s the main 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 program at page 53. The fourth loop, within
the main loop, beginning under the comment “Transforms data for FGLS ~ AR (1)
disturbances” (see LR-I-107 at page 51), transforms each regressor to implement the
FGLS estimation.
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OCA/USPS-T-16-25. Please refer to USPS-LR-1-107, pages 37 through 53. These

- pages present your TSP program "var!tr-tpf-by tsp.” Please identify in your TSP
program ‘varﬂr-tpf—bygs tep" the section of the program that selects and computes the
tegresslors. To the degree appropriate, page numbers and position on the page in the
Library Reference will suffice.

OCA/USPS-T-15-25 Response.
The regressions are computed with the “panef” statements. 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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OCA/LJSPS-T-15-26. Please refer to USPS-LR-1-107, pages 37 through 53. These
pages présent your TSP program “varitr-tpf-by.tep.” Please identify in your TSP
-program “varitr-tpf-by88.tsp” the section that identifies all usable observations. To the
degree appropriate, page numbers and position on the page in the Library Reference
will suffice.

OCA/USPS-T-15-26 Response.
See LR-{-107 at page 40, code following the comment line “selects ‘all usable’

observations...” and at page 41, code following the comment line “flags obsetvations
with missing/invalid wage data.”
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. OCA/USPS-T-15-27. Please refer to USPS-LR-I-107, pages 37 through 53, These
pages present your TSP program “varfir-tpf-by.tsp.” Please identify in your TSP

: program 'Varltr-tpf-byQB tsp" all filters. To the degree appropriate, page numbers and

position on the page in the Libraty Reference will suffice.

OCA/USPS-T-15-27 Response
See LR-I-107, pages 41-42, code following the comment lines “threshold check,”
*productivity check,” and “minimum observations check.”
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OCA/USPS-T-15-28. Please refer to USPS-LR-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.” Please Identify in your TSP
program "varitr-tp-by98.18p" the portion of the program involving calculation of the
lagged TPF terms:and the lagging of the variables. To the degree appropriate, page
-numbers and position bn the page In the Library Reference will sutfice.

- OCAJUSPS-T-15-28 Response.
See the response to OCA/USPS-T-15-23(h).
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OCA/USPS-T-15-29. Please refer to USPS-LR-1-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.” Please identify in your TSP
~program “varitr-ipf-byS8.tsp* the portion of the program that makes a final check for the
. eight observations, which need to be consecutive. To the degree appropriate, page
numbers and position on the page in the Library Reference will suffice.

OCA/USPS-T-15-29 Responss.

See the response to OCA/USPS-T-15-27. Note that the statement of the interrogatory
is incorrect: the eight observations need not be consecutive. See USPS-T-15 at page
113, lines 5-6.
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. OCA/USPS-T-15-30. Please refer to USPS-LR-I-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.” Please identify in your TSP
. prograrn *varitr-tpl-by98.tsp” the portion of the program that transforms variables into

o their natural logarithms for the application of the transcéndental logarithmic functional

form. To the degree appropriate, page numbers and position on the page in the Library
Reference will suffice.

OCA/USPS-T-15-30 Response.
See LR-l-iOT at pages 42-43, code following the comment line “log levels and their

squares.”
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OCA/USPS-T-15-31. Please refer to USPS- LR~107 pages 37 through 53. These
pages present your TSP program “varttr-tpf-by.isp.” Please identify in your TSP
program “varitr-tpf-by98.tsp* the portion of the program that effectuates the calculations
of the 19 elasticities réported. To-the degree appropriate, page numbers and position
on the page in the Library Reference will suffice.

OCA/USPS-T-15-31 Response.

See LR-1-107 at pages 49-50, code following comment line “Elasticities w/r.t. piece
handlings...” for the elasticities based- on the regressions without the autocorrelation
adjustment; LR-I-107 at pages 51-52, code following the comment line “Elasticities w/r.t

TPH..." for the elasticities based on the regressions with the autocorrelation adjustment.
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OCA/USPS-T-15-32. Please refer to USPS-LR-I-107, pages 37 through 53. Thess
-pages present ypur TSP program “vardtr-tpf-by.tsp.” Please identify in your TSP

. ‘ﬁﬁgram_'vaﬂtr-ipf_-bysﬂ.tsp' the portion of the program that defines each elasticity

function, including the elasticity.. To the degree appropriate, page numbers and position
on the page in the Library Referance will suffice.

OCA/USPS-T-15-32 Response.
See LR-1-107, pages 45-47, code following the comment line “Formulas for various
elasticity calculations.”
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OCAMUSPS-T-15-33, Please refer to USPS-LR-1-107, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.” Ploase identify the portion of the

“ - program that estimates the variabiiity thodel using the TSP panel command, assuming
" the disturbances have a scalar covanance matrix. To the degree appropriats, page

numbérs and position on the page in the Library Reference will suffice.

OCA/USPS-T-15-33 Response.
See the response to OCA/USPS-T-15-25.
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OCA/USPS-T-15-34. Please refer to USPS-LR-(-107, pages 37 through 53. These
pages present your TSP program *varftr-tpt-by. Asp.” Please delineate the part of the
_program where the fixad-effects residuals and slope parameters are extracted for

- further processing. To the degree appropriate, page numbers and position on the page
“in the Library Reference will suffice.

OCA/USPS-T-15-34 Response.
See LR-1-107 at page 49, code following the comment line “Exiracts fixed-effects
residuals for autocorrelation coefficient”; LR-I-107 at page 51, "unmake” and "mat”

statements.
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OCA/USPS-T-15-35. Please refer to USPS-LR-I-107, pages 37 through 53. These
pages prasent your TSP prograrm “varitr-tpf-by.tsp.” Please identify the part of the

" program for the calculation of the BaRtagi-Li estimate. To the degree appropriate, page
‘numbers and position on the page in the Library Reference will suffice.

OCA/USPS-T-15-35 Responss.

Ses LR--107 at pages 50-51, code following the comment lines *Computes the
disturbance autocorrelation cosfficient (thoest);” and “the Durbin-Watson statistic
(dwstat).” |
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OCA/JSPS-T-15:36. Please refer to USPS-LR-107, pages 37 through 53. These
pages present your TSP program "varitr-tpf-by.tsp.” Piease identify the part of the
program for the calculation of the Bhargava-Franzini-Narendranathan estimates of the
panet Durbin-Watson statistic, produced from the residuals. To the degree appropriate,
page numbers and position ori the page in the Library Reference will suffice.

OCA/USPS-T-15-368 Response.
See the response to OCA/USPS-T-15-35,
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OCA/USPS-T-15-37. Please refer to USPS—LR-|-1 07, pages 37 through 53. These
pages present your TSP program “varitr-tpf-by.tsp.” Please Identify the portion of the
program where the data are transformed so that & feasible Generalized Least Squares
(FGLS) version of the model may be estimated. To the degree appropriate, page
numbers and position on the page in the Library Reference will suffice.

OCA/USPS-T-15-37 Response.
See tha response to OCAUSPS-T-15-24.
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OCA/USPS-T-15-38. Please refer to USPS-LR-I-107, pages 37 through 53. These
. pages present your TSP program “varfiir-ipf-by:1sp.” Please identify the portion of the

- program where the elasticities and thelr standard errors from the FGLS model are then
. calculated and evaluated. To the degree appropriate, page numbers and position on

* < the page In the Library Reference will suffice.

OCA/USPS-T-15-38 Response.
Sea the response to OCA/USPS-T-15-31,
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OCA/USPS-T-15-30. Ploase refer to page 7 of USPS-LR-I-107 wherein you indicate
thalt you assumed the existence of first-order autocorrelated disturbances in your
calculations. '

{a) What would be the characteristics of the economic process that would be
: necessary for this assumption to be a reasonable assumption?

(b) Please state the necessary and sufficient conditions for the [sic] homotheticity.

(c) Please state how your conclusions would have varied if you had not assumed
homotheticity.

OCA/USPS-T-15-39 Response.

Piease note thal | demonstrate 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).

h. | assume the antecedeﬁt of “this assumption” is autocorrelation of the regression
disturbances. Autocorrelated disturbances imply that “shocks” to the process being
estimated (i.e., the disturbances) have effects that exhibit a degree of persistence
over time, though the mean effect is zero. The residuals in modeis of economic
processes involving a time dimension are generally assumed to be autocorrelated,
at least until proven otherwise. For example, Greene states that *t is reasonable to
mode! most time series data as having some serial correlation.” See William H.
Greene, Econometric Analys’s (Macmilian, 1990) at page 429,

b. A homothetic function is a monotonic transform of a homogeneous function. That s,
a function A(x) Is homothetic If it can be written as g(f(x)), where g is monotonic

(ie., z, 2 7, = g(z,) 2 g(z,)) and fis homogeneous (.e., f(x)= ¢’ (x), where dis
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the degree of homogeneity). See Hal R. Varian, Microeconomic Analysis, Second
Edition, (W.W. Norton, 1984), p. 330.

c. My conclusions about the presence of autocorrelation in the regression disturbances
are Independent of homotheticity.
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- OCA/USPS-T-15-41. Please refer to page 7, footnote 5 of USPS-LR-I-107. Please

- delineate the section(s) of the program that also produce pooled, between, and random-

- effects estimates, including commands for printout, statistica] tests, and all other
relevant econometric information.

OCAIUSPS-T—1 5-41 Response.

The “panel” commands automatically produce the pooled, between, and random-etfects
estimates as well as the specification test statistics reported in USPS-T-15 at |:;age 124,
See also the responses to OCA/USPS-T-15-1(a) and OCA/USPS-T-15-25.
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. OCA/USPS-T-15-42. Please refer to page 15 of USPS-LR-1-107. You state that the
:Christensen Associates' proprietary Economic Programming Language (EPL) sofiware
was used to perform certain computations.

(8) . Please provide appropriste documentation for the EPL software and for the
computations which you performed using the EPC [sic] software.

(b) Has this software been independently tested and peer reviewed for accuracy and
completensss? If 80, please provide the documentation.

OCA/USPS-T-15-42 Response,

a. The EPL reference manual will be provided as LR-I-187.

b. EPL has not been indepandently tested in the sense of the studies cited in the
response to OCA/USPS-T-15-1(b). The terms “accuracy” and “completeness” are
too vague for me to determine the extent to which other potentielly relevant testing of

) EPL might apply. Note also that EPL was used only in the process of preparing data
for the “reg9398.xIs” data set. All statistical analysis was performed using TSP.



63385

Response of United States Postal Service Witness Bozzo
To Interrogatcries of the Office of the Consumer Advocate

OCAMNSPS-T-15-43. You appear to have used an index of capital intensity in your
_regressions. In order to Kave computed the Index it would appear that you would have
" had the following Information by site for each function: original acquisition cost of the

" equipriient, average years of equipment Itfe, and year of equipment acquisition,

(a) Please provide this information by equipment typs; in the event that any of the
dollars relate to space, please state them separately ,

(b) Please indicate why you chose to use an index number instead of a depreciated,
undepreciated, or other doflar measure of equipment.

- {c} .Do you maintain that two sites with equal quantity indices for facility capital employ
the same amount of capital?

OCAMUSPS-T-15-43 Response.

a. See the response to MPA/USPS-T-15-6.

b. Ata basic level, an index number is simply a (scalar) numerical representation of
data intended to facilitate comparisons. A dollar value of the plant's capital would
be, generically, a type of index number. Furthermore, | make use of (dollard
valuations of capital in developing the capital index. See the response to
MPA/USPS-T-15-6 and LR-1-107 at pages 27-28 and 32. Therefore, ! do not see a
relevant distinction.

| ¢. Not necessarily. 1 would expect two sites employing the same amount of capital to
have the same value of the capltal quantity index. However, | would only maintain
that two eites with equal caplital quantity indexes employ squivalent amounts of

capital,
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OCA/USPS-T-15-44. These questions pertain to the QICAP variable presented in
USPS-LR-I-107, page 3, where it is denoted as "Quantity index for facility capital.”

(@) Is QICAP a stock of investment capital ata facility site?
(b) s QICAP a flow of capital used at a facility site?
{c) 1t the answer to (a) and (b) is negative in both cases, please define exactly the

nature of QICAP,

OCA/USPS-T-15-44 Response.
(a) No.

(b) Yes.

{c} Not applicable.
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OCA/USPS-T-15-45. Please also refer to the associated Excel file in the

_aforementioned Library Reference LR-1-107, where the data for the analysis conducted
and presented in your testimony are contained. In the worksheet Excei file, for IDNUM
1 for the time period 193, QICAP has the value 820207; for the time period 293, QICAP
has the value 927301. For IDNUM 2 for the time period 193, QICAP has the value
4530367, for the time period, 293 QICAP has the value 4792736.

(&) It one should wish to consider capital usage for IDNUM 1 and IDNUM 2 on a
“consolidated basis, would the total value of QICAP for 193 be 5420574 for the
~ two facilitles combined, where values of QICAP have besn added for the two
facilities for the same time period?

(b} - tthe answer o (a) is "no", please state what the value for QICAP would be. I
QICAP could have more than one value or, if the value is indeterminate, please
explain in detail, providing values to the extent possible.

{c) If one wished to consider a facility with twice the amount of capital in time period
193 as occurred at IDNUM 1, would the value of QICAP be 1780414 for the time
period?

{d) If the answer to (c) is negative, please state how QICAP would be computed and
provide the value, showing all calculations.

(e) For the time period 293, is it correct that for facility IDNUM 2 there is 5.17 times
- the amount of capital as is the case at facliity IDNUM 1 (the number is cbtained
by dividlng QICAP for IDNUM 2 for 293 by QICAP for IDNUM 1 for 293). If the
answer is "no", please explain in detail.

(h Inthe case of (e), please indicate whether the capital value represents the stock
. of capital present or the flow of capital consumed or used; if neither altemative is
applicable, please define the meaning of the capita! value.

(9)- For any IDNUM for a given year, would the total capital used be detined by
.summing the four quarters for the year? If the answer Is "no®, please provide a

detailed answer presenting the corract computation.
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OCAUSPS-T-15-35 Response.

(a)  Adding the values for IDNUM 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.
{(b) Not applicable.
{c) Yes,
{d) Not applicable.
(e) Yes.
(  See the response to OCA/USPS-T-15-44(b).

{g) 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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OCA/USPS-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) Whatis the base year and base year value for QICAP?

(b) What are the units of measurement of QICAP?

(c} Is QICAP a cardinal number? Please explain explicitly-why or why not,
(d) Is QICAP an ordinal number? Please axpiain explicitly--why or why not.

(e) Are all QICAP values in constant dollars?

OCA/USPS-T-15-46 Response.
(a) The base period is 1993 quarter 1. The quantity index of facility capital is based

to equal its current dolar value in that period.
(b) The units of measurement are 1993 quarier 1 dollars.

(c) QICAP is a cardinal number, since a doubling of the index would indicate that

twice as much facility capital is available.
(d) QICAP is not an ordinal number since it does not indicate the order of a series.

(e) Yes. See the response to part (b) and also the response to MPA/USPS-T-15-6.
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- OCA/USPS-T-15-47. It Is our understanding that one of the calculations used to derive
tC)M('}AP was based on the accounting depreciation technique denoted as "1.5 declining
alances”.

(a)

(b)

(©

(@

(e)

0

(@

Pleadse 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. If you refer to a library reference, please
explicitly state the page(s) on which the *1.5 declining balances" or other

“depreclation approach was presented.

‘Why was the "1.5 declining balances" technique used in place of straight-line

depreciation? If some other depreciation technique was used, please state why
that technique was used.

in the case of each asset--6.q., LSM, BCS, or OCR machine--how was the period
of years (i.e., 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 livas for depreciation purposes for each of the various types of equipment,

referencing which schedule applies by equipment type, 8.g., OCR, BCS, FSM, etc.

Please provide information for owned buildings and/or other assets similar to that
provided in (d).

Would a choice of depreciation technique diffarent from that used have l[edto a
different value of QICAP?

Please state how yearly investments are accrued and/or treated in the QICAP
series.

OCAMSPS-T-15-47 Response.

(a)

QICAP is based in part on the application of the perpetual inventory model, with
asset deterioration occurring at a geometric rata. The rates of geometric

deterioration for mail processing equipment and postal support equipment were




6345

Responsse of United States Postal Service Witness Bozzo
To Interrogatories of the Office of the Consumer Advocate

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 Productivity Methodology,” which was
provided by Mr. Degen as part of LR-H-272 in Docket No. R87-1.

(b) The geometric rates of deterioration used were taken from the U.S. 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) 1 believe the economic literature on asset deterioration supports the use of
geometric decay ovar straight line decay The 1.5 declining balance form of

geometnc decay is conslstent with that Inerature

(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 lives used to estimate the geometric rate of
deterioration are 18 years for mait 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 litarature.

) VYes.
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(g) Assets contribute to capital input measured by QICAP once they are put into
sorvice. As the asset ages its level of contribution dectines, according to the rate

of geometric deterioration,
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OCA/USPS-T-15-48. The following questions focus on QICAP and investment.

(@)

(b)

(c)

@

()

Among the costs of installing a piece of equipment are the engineering, planning,

~ installation, and supervisory costs of In-house personnel and/or vendor and

cohtractor parsonnel in effectuating the Installation of the equipment. Does the
QICAP series incorporate any of these costs?

Does QICAP include any Operating and Mainienance costs? if not, are Operating
and Maintenance costs carried under the direct hours In your Excel spreadsheet
assoclated with each activity, e.g., FSM, LSM, OCR, etc? If your answer is
negative to both questions, please explain.

Only one QICAP 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 capital) at a site? If the answer is "no", please explain in
detail.

Doss QICAP contain any dollars at a site for activities not explicitly analyzed in
your study at the site?

Are there individual QICAP series available for each function, i.e., FSM, OCR,
LSM, BCS, etc.?

(f) tfthe answer to (@) Is "yes", please provide the appropriate QICAP values for each
of the functions, e.g., FSM, OCS, LSM, BCS, stc.
OCANSPS-T-15-48 Response.
(a) To the extent that the engineering, planning, installation, and supervisory 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 Setvice, and

Supplies and Services, respectively.
(¢) Yes.

(d) QICAP 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 | did

not otherwise model in the measures.
(e) No.

(i  Not applicable.
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OCA/USPS-T-15-49. It is our 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) Doses 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 modsl, features, and capacity were
purchased in two different years for different prices (prices differing based on
market conditions) are.they considered to have the same productivity, ceteris
paribus, 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?

OCA/USPS-T-15-49 Response.
(a) 1cannot confirm or deny your assertion with respect 1o accounting depreciation.
From an economic standpoint, the machines have useful value, which is

consistent with the geometric perpetual inventory 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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OCA/USPS-T-15-50. These questions focus on the amount of capital equipment in
each facility.

(a)

(b)

() .

(d)

For each facility and each operation, e.g., FSM, LSM, OCR, etc., are capital
equipment data available by facility IDNUM for each piece of equipment

~ including acquisition date of each plece of equipment, acquisition cost, and basis

for depreciation? Piease provide the information.

Are data available for the yearly costs for pleces of leased equipment, in terms of
activity, site, and time period? It so, pleass provide the information.

Are data comparable to (a) and (b) available for owned and leased space, by
IDNUM, time period, and activity? if so, please provide the information for the
space used in the case of owned facilities, and yearly doliar values of the [ease
for leased space.

For any case with a negative response, please explain.

OCA/USPS-T-15-50 Response.

(a)

(b)

()

(d)

Yes. The requested data will be provided in USPS LR-1-244.

No. Itis my understanding that there is no Postal Service data system that
tracks leased equipment by activity, site, and time 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-T15-8(c).

See the responses to parts (b) and (c).
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OCA/USPS-T-15-51. In discussing the translog function in your testimony, lines 10-12
at 40, you discuss homotheticity and its implications.

(a)

In the course of your work did you consider whether the function was homogenous

- of degree n, with n assuming values equal to, greater than, and less than one?

(b)

(c)
()

(e)

)

Please explaln
Did you perform any analysis of retumns to scale? Please explain.

Is your consideration of homotheticity in any way related to homogeneity? Please
explain.

Do you have any evidence of increasing, constant, or decreasing retums to scale

for the activities analyzed? If so, please state them.

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?

Did you perform any statistical test for homotheticity?

OCA/USPS-T-15-51 Response.

Please note that in the cited portion of my testimony, | am not discussing the transiog

function. Rather, that section discusses the assumptions on ‘the cost pool-level

production (or cost) functions” under which “the capital and labor variabilities will be

identical, in equilibrium” (USPS-T-15, page 40, lines 10-11).

(a) Given the relationship between homothetic and homogeneous production (or cost)

functions—see the response to OCA/USPS-T-15-39—In considering the
implications of an assumption of homotheticity, | 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. Ses, for example, J. M. Henderson and R. E.
Quandt, Microeconomic Theory: A Mathematical Approach (McGraw-Hill, 1980),
at pages 105-106. Since a production (or cost) function may, in principle, exhibit
constant, increasing, or decreasing retums to scale on the margin, | did not

impose any prior restrictions on the degree of returns to scale.

(b) The results | report at pages 119 and 120 of USPS-T—_15 clearly indicate that the
oulput (piece handling) elasticities for the mail processing operations | studied
are less than one, or equivalently the volume-variability factors for the operations
are less than 100 percent. It is my understanding that other economists studying
Postal Service costs have interpreted volurne-variabifity factors less than 100
percent (e.9., for carrier activities) as indicating the presence of economies of
“scale” (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.
() Sees the response to part (a).
(d) See the response to part (b).

(e) 1assume by “physical characteristics” you mean characteristics of the production

process represented by a homothetic production (or cost) fdnction. | 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.

() No. See also the response to OCA/USPS-T-15-10(a).
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OCA/USPS-T-15-52. Please confirm that management fabor hours are not included in
- the labor hour relationships that you have estimated. if you do not confirm, please
explain.

OCA/USPS-T-15-52 Response.

The analysis presentad in USPS-T-15 pertains directly to a portion of Cost Segment
3.1, which encompasses clerk and mailhandier labor expenses. Thus, the relationships
I have estimated exclude labor hours other than those of clerks and mailhandlers. | am
not sure what, precisely, you mean by “management fabor hours.” Please note,
however, that labor costs for supervisors and technical personnel are included in Cost
Segmaent 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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OCA/USPS-T-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 facility, for example~the value of instailed OCR,
BCS and other automation machinery?

OCA/USPS-T-15-53 Response.
The interrogatory’s assertion that | used the manual ratio /nstead of a 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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OCA/USPS-T-15-54. In OCA/USPS-T-15-16 {sic] you state, *The restrictions | 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.” What, specifically,
are the restrictions avoided to which you refer?

OCA/USPS-T-15-54 Response.

In my response to OCA/USPS-T-15-16, | also quote the following passage, from USPS-
T-15 at page 65, lines 11-13, where | state, "The transiog [functional form] has general
applicability because it provides a second order approximation to a function of arbitrary
form.” To specify further, it would be hecessary to identify a specific functionéd form
that embodies a priori restrictions not imposed by the translog functional form. There
are, in principle, infinite such functional forms, so 1 clearly cannot exhaustively list the
restrictions. However, to provide an lllustrative example, consider the Cobb-Dougtas
(log-linear) functional form. The Cobb-Douglas functional form can be expressed as a
spacial case of the translog in which the coefficients on all second-order and cross
terms are restricted to be zero. -The Cobb-Douglas 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-Dougtlas
form, | avoid the restriction that the VOluma-variability factors are identical for all
observations—a restriction that is, as the results presented in LR-1-107 indicate,

rejected empirically.
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?cuusps-'r-w-ss. Ploase refer to USPS-LR--178, focusing on the Excel file *Capital
ndex.xls.”

(a) 1s 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.

OCA/USPS-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 te:.d accqmpanying USPS LR-I-

244,
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OCA/USPS-T-15-56. - Please refer to your testimony, lines 7 through 11 at
31. #tis our understanding that the function being estimated is now stated to be
- -afactor Input demand function rather than a cost function. Economic textbooks
~Indicate that inputs for a fabor demand function include payments to the factors
of production as well as the price of the output. _

a. Does your labor tactor demand equation have output price and pnce of
capital in the equation?

b. If your answer to (a) is negative, please explain.

¢. Does your labor factor demand equation have other variables that are not
specified by a typical textbook exposition as enunciated in this question?

OCA/USPS-T-15-56 Response.

a. No.

b. The statement of the interrogatory appears to incorrectly identify the analytical
basis for my analysis. What is termed the *factor input demand function® in
the interrogatory—or labor demand function in the cited passage—is, to make
a finer distinction, & conditional labor (or, more generally, factor) demand
function. The conditional labor demand function can be derived either from

the partial equilibrium model of cost minimization (in which case my
framework is a generalized version of that described in the Docket No. R87-1
interrogatory USPS/OCA-T600-6 to Dr. Smith, Tr. 28/15909-15910; see also
USPS-T-15 at pages 42-44 and the response to OCA/USPS-T-15-59 part d),
or from a generalized non-cost minimizing model as mentioned in USPS-T-16
at page 33, footnote 8; see also the responss to OCA/USPS-T-15-68(¢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 | would expect capital costs to be volume-variable to some degree
(possibly to the same degree as labor costs, as discussed in USPS-T-15 at
pages 39-41), | would nevertheless expect that the nature of the Postal
Service'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.

. Yes. As | discuss in USPS-T-15 at page 45, lines 17-20, “textbook economic
tﬁeory cannot specify the full set of relevant cost causing factors for any
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.” The labor demand models { use, and the cost functions
implicitly associated with them, employ additional variables for that reason.
See USPS-T-15 at page 48, fines 8-10. The impliclt cost functions associated
with my labor demand functions are consistent with the general framework
employed in the Christensen, Caves, and Tretheway paper cited in USPS-T-
15 at page 46, footnote 15.
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OCA/USPS-T-15-57. Please refer to your testimony footnote, 7 at 32,
wherein you indicate that R. Chambers indicates that the production function’s
“properties or even ils existence was seriously debated".

a. Do you give any credence to the question of the existence ofa production
function? If 8o, please explain,

b. Ifyour answer to (a) is negative, why do you raise this issue?

c. If you are concerned about the production function's properties issue
. mentioned by R. Chambers, please explain in detail the issues in doubt and
also how you have resolved the issues.

OCA/USPS~T-15-57 Response.

a. It depends on what is meant by “existence.” In one sense, | believe it should
ﬁe clear that the “production function” does not literally exist, but rather it “is
simply an analytical representation of [the firm's operating] plans and
procedures,” as | state in USPS-T-15 at page 32, lines 17-18. Nevertheless, |
believe that the body of economic production theory derived from the concept
of the production function is analyticaily useful and powerful.

b. ! raised the issue in the context of explaining a conceptual error in Dr. Smith’s
statement in Docket No. R97-1 that “Joperating) plans and procedures do not
provide the analytical form or exblanatory power found in a cotrectly specified
translog production function as defined by economists” (Docket No. R97-1,
Tr. 28/15828). Production functions (in whatever functional form) are simply
an analytical représentation of firms’ operating plans and procedures; see my

response to part (a). Therefore, | believe it follows virtually by definition that
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production functions can provide no more or less explanatory'power than the

operating plans and procedures they represent.

¢. Not applicable.
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OCA/USPS-T-15-58. = Please refer to your testimony, lines 1 through 4 at

83, and the accompanying footnote 8. You indicate that "Whether the Postal

‘8ervice's actual plans and procedures are cost minimizing is beyond the scope of
this testimony.” You quote "Estimation of a Cost Function When the Cost is Not
Minimum: The Casa of Soviet Manufacturing Industries, 1958-1971" by Yasushi
Toda, The Revisw of Economics and Statistics, 58 (1976) at 256-68, as the
source for information on firms which do not minimize costs.

a. - Dr. Toda indicates that the presance of a factor price disparity creates a bias
. inthe index of total factar productivity. Your analysis of capital and the
QICAP variable appears to 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.

b. Dr. Toda also found that the shadow rental wage and observed rental wage
ratios were significantly ditferent in the case of a cost minimizing and a non-
minimizing cost situation. ‘Assuming that according to your testimony cost

‘non-minimization behavior may be a characteristic of some Postal Service
facilities, may we conciude that Dr. Toda's conclusions are appﬁcabla to the
Postal Service? Please explain.

¢. In discussing cost minimization, would it be correct to assume that you are
indicating that some slites (as identified by IDNUM) may be cost efficlent,
while other sites may be inefficlent? If your answer is yes, please indicate
factors that could cause a site to be opsrated (n a non-cost minimizing way.
if your answer is no, please indicate the concept you are attempting to
convey in discussing cost non-minimization if you allege that it is not an
issue.

d. Assuming that cost minimization occurs at a site (or does not occur at a
site), then is it correct that over a period of time a site could move from
" minimization to non-minimization (or the opposite)? Please explain.

OCA/USPS-T-15-58 Response. _
a. |do not believe so. The statement of the interrogatory fails to make an

important distinction. My facility-fevel capital variable (QICAP) does not make
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use of the Postal Service’s Total Factor Productivity (TFP) results (i.e., the
TFP index). Rather, it makes use of methods developed to measure capital
input for the TFP analysis. That is, the relationship between my anatysis and
the Postal Service's TFP analysis is that they share common mefhods to
develop data on economic input. My interpretation of the cited discussion in
Toda's paper is that it mainly concemns the methods by which measutes of
economic labor and capita! input are combined to form an aggregate {labor
and capital) input index for TFP measurement. Finally, while | have no
reason to believe that the Postal Service TFP index is actually biased, the

bottom line is that | do not use it to develop QICAP.

. 1 belleve the statement of the interrogatory incompletely reports Toda's main
empirical resutt, 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 “[iln
large part... fail to verify [his] expectations” that “the use of primary factors
may be in disequilibrium” in Soviet industry (Toda, op. cit., at page 263).
Nevertheless, Toda's empirical results apply to Soviet industries operating
under institutional conditions that, in my opinion, do not provide a good
characterization of the Postal Service. Thus, | would not be inclined to
generalize Toda’'s results to the Postal Service. Also, please note that my
citation of Toda’'s paper was with respect to the applicability of “neoclassical”

economic cost analysis methods in a non-cost 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.

. My testimony does not indicate whether or not specific operations are
operated in a “cost efficiont” manner. As | indicate in the response to part (b),
above, and In the cited portion of my testimony, the concept | am trying to
convey Is the applicability of “necclassical” economic cost analysis methods

in a non-cost minimizing context,

. 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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OCA/USPS-T-15-59. Please refer to your testimony, lines 13 through 15 at
42, where you state, "Therefore; estimating labor demand functions, rather than
cost or production functions, to obtain the volume-variability factors is a
theoretically valid modeling approach.*

a. Would this be true under all conditions, /6., both competitive and non-
. competitive equilibrium, non cost rnimmizatlon. and cases of non-
equilibrium? Pleasse explain,

b. Do your results presuppose competitive market equilibrium? Please
explain.

¢. Inthe case of attainment of & non-competitive 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 the theory of the modeling approach. Recognizing that
Professor Chambers' book is comprehensgive and voluminous at least from

- the viewpoint of a cursory review effort limited by time, please specifically
reference the pages that you use to substantiate your theoretical economic
analysis.

OCA/USPS~-T-15-59 Response.

a. 1do 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 modeling
approach Is valid under cost minimization, as well as non-cost minimization
represented per the Toda article discussed in the response to OCA/USPS-T-
15-58. The modeling approach does not presuppose the existence of
competitive or non-competitive general equilibrium; see the response o (b),

below. 1 am not sure what exactly is meant by “cases of non-equilibrium.”
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To the extent that the term refers fo sttuations under which the relevant
theoretical conditions of the cost minlmizing (or generalized non-cost
minimizing) model do not hold, my results would still represent an empirical
analysis of the Postal Service's demand for labor in mail processing
operations, but the mathematical relationship (*Shepard’s iemma®) between
the labor demand and cost functions would not necessarily hold.

. 1 assume that by “competitive market equilibrium” you mean Walrasian
general equilibrium as described in, 6.g., Chapter 5 of Varian’s
Microeconomic Analysis, Second Edition {Norton, 1884). In this context, my
approach is a "partial equifbrium” moedel in that | do not assume that all
markets clear. My models do not presuppose the existence of general

equilibrium, See also the response to OCA/USPS-T-15-56.

. The question appears to ask whether my results would be the same under
different economic structures—.e., general equilibrium under perfect versus
imperfect competition. Interpreting the question thié way, | would not expect
my results to necessarily be invariant with respect to the fundamental
structure of the economy. However, | would expect my (partial equillbrium)
results to embody any relevant characteristics of the structure of the economy

as a whole.

. Please note that1 cited Chambers’ book in the general context of a treatment
of the “neoclassical’ approach to the economics of cost and production.
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However, a reader not otherwise familiar with the material might focus on
Chapters 2 ("Cost functions™), 5 (*Flexible forms and aggregation™), and 7
("Multioutput technologies”).
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OCAAJSPS-T-15-60. Please refer to your testimony, lines 9 through 10 and
the accompanying footnote 21 at 59.- You indicate that “the cost surface passing
through the origin is nelther necessary nor sufficlent 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 variabiiity, a cost
- surface passing through the origin and not possessing 100 percent
variabilty, and a cost surface riot passing through the origin and possessing

100 percent variability, and any other possible case(s) not mentioned in this
- section of the Interrogatory.

b. Please provide the underlying mathematical proof.

OCANJSPS-T-15-60 Response.

a. Consider a cost surface with the form C(D) = F +aD*, where C represents
(real) cost, D represents the output or “cost driver,” F represents a “fixed”
component of cost (independent of D}, and aand ¢ are positive parameters.
The elasticity of cost with respect to the cost driver D, or volume-variability

tactor, resulting from this specification is &, ,, -%%g- }%.

Technically, the term “100 percent [volume-Jvariablility” refers fo the situation
where this elasticity equals one. See the Preface and Appendix H of USPS
LR-I-1.

For the cost surface specified above to “pass through the origin”® (i.e.,
C(0) = 0), it must be that F =0, in which case the elasticity formula simplifies
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o £, , =&. Thus, if the cost surface passes through the origin, 100 percent

variability requires that £=1. When £ 1, costs are 100 percent volume-

variable. This demonstrates that the cost sutface paséing through the origin
Is not sufficient for the 100 percent volume-variability result—the additional

condition ¢ =1 is required in additionto F=0.

if the cost surface does not pass through the origin (i.e., C(0)> 0), 100

T
percent volume-variability results when the equation ;f:p =1 is satisfied,

with F >0. Given positive values of F and a, there are three cases to

gaD'

consider, First, there is no solution to the equation
F+aD*

=] (and the

degres of volume-variability is less than 100 percent) when € <1, since

e<l=>eaD’ <F+aD". When ¢ =1, the degree of volume-variability

approaches 100 percent in the limit as D tends o infinity. When £>1, solving

the equation for D indicates that the dagree of volume-variability will equal

. 1 F
1 rcent, on the In, for D" = =:In| — || (note thatin this
00 pe n margin, for exp(‘B [a(a-l)))(

case, the degree of volume-variability, on the margin, will be less than 100

percent at levels of output below D' and greater than 100 percent above D).

This demonstrates that the cost surface passing through the origin is not

necessary for the 100 percent volume-variability result—it is possible to
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establish conditions whereby the degree of volume-variability is 100 percent
and the cost surface does not pass through the origin.

The graphs attached to this response provide the requested graphical

representation.

. Please see the response to part (a) for the requested proof.
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Page 1 0f 2

Figure 1
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Figure 2

E= 1.2

e£= 1.0

Cost (C)

E= 0.8

0 5 10 15 20

Cost Driver (D)

Graphical representation of (non-constant variability) cost function C = F +aD*,
F=3, a=1, various values of &

Figure 3
eE=1.2
€=1.0
o
B €= 0.8
L.
i)
0
.}
-t
(™}
0 5 10 15 20
Cost Driver (D)
. . . D dC eaD’
| representation of elas = a1 o— = e from cost function
Graphical represe of elasticity ¢, e D "FraD

C=F+aD’, F=3, a=1, various values of &



OCA/USPS-T-15-61.

Response of United States Postal Service Witness Bozzo
To Interrogatories of the Office of the Consumer Advocate

excess capacity.

Is your estimated function a short-run or a long-run function?

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.

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.

The authors state that the long-run function can be derived as the envelope
curve of the short-run function. Accordingly, have you derived the
uncbserved long-run function, as indicated by Friedlaender and Spady? If
80, please provide the function.

Friedlaender and Spady advocate the specification of a cost function in
“terms of multiple outputs; did you congider such an approach in your
“estimation efforts? Please explain your answer in detail.

OCANUSPS-T-15-61 Response.

b.

Since capital is treated as a quasl-fixed factor, | am estimating “shon-run"
functions.

No, as | explain in the response to part (a), the functions are “short-run”
because capital is treated as a quasi-fixed factor. This need notimply a

disequilibrium condition.

Please tumn to your testimony, lines 8 through 12 at
72. You state, "To forge ahead and estimate a long-run cost function from cross-
. section data when the data are not ohserved in long-run equilibrium results, as
- Friedlaender and Spady point out, In blased estimates of the relevant economic
quantities (see A. Friedlaender and R. Spady, Freight Transport Regulation, MIT
Press 1981, p.17)." Subsequently In the text, the authors state that one should
measure a short-run function in cases of fong-run disequilibrium with chronic
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c. Not applicable.

d. No. Note that it is my understanding that the “function” to which Spady and
Friediaender refer is the total cost function. Since ! estimate the labor
demand equations but not the full factor demand systems (i.e., encompassing
factors of production other than labor), my analysis does not permit the

underlying total cost function to be recovered.

e. Yes. First, to characterize the s;t of operations for which | report econometric
resulis, | 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
Service's “distribution key” (or “volume-variability/distribution key”) methods to
estimate volume-variable costs by subclass (l.e., muitiple outputs). See also
Docket No. R2000-1, USPS-T-15 at pages 47-56, USPS LR-I-1, Appendix H;
Docket No. R97-1, USPS-T-11 and Tr. 34/18220-16228.
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OCA/USPS-T-15-62. In your reply to Interrogatory OCA/USPS-T-15-20,
you indicate that an updating of Dr. Bradley’s models that did not require the

,'updaﬂng of new data systems could require up fo two person years of work, or

more it significant changes were required.

a. Would it be reasonable to assume that Dr. Bradley’s work also required
possibly five years of person effort for the initial development, similar to your
~ efforts? _if you are unable to provide this information, please refer the
~ questian to the appropriate USPS source that can reply 10 the question of
how many person years of effort went into Dr. Bradley’s work.

b. Please provide an estimate of the amount of time required to complete your
study 1o obtain the coverage of the functions examined in Dr. Bradley’s
study, but not examined in your study.

OCA/USPS-T-15-62 Response.
a. 1believe it would be reasonable 10 assume that Dr. Bradley's work employed
at least five person-years’ work, measured comparably to the estimate |

provided in responsge to OCA/USPS-T-15-20(b).

b. | provided an estimate of the time required to update Dr. Bradley's BMC
results in my response to OCA/USPS-T-15-20(a). With simiiar qualifications,

| believe a comparable amount of time would be required to update the
rernote encoding and registry results and to complete the work on allied labor

operations reported in the response to MPA/USPS-T-15-1.
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OCA/USPS-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 hours of plant and equipment maintenance time included in the hours
variable?

¢. Are any hours of other overhead types of labor included in the hours variable?

OCA/USPS-T-15-63 Response.

Please note that the hours variables are designed to include clerk and
mailhandler mail processing (Cost Segment 3.1) workhours. Workhours of
“management,” malntenance personnel, and other “overhead types of labor” are
recorded and analyzed in cost segments other than 3.1. Itis 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. R97-1, USPS LR-H-147), Appendix A, at pages 18 (supervisors) and
20 (maintenance personnel). |

a. See the response to OCA/LUSPS-T-15-52. Also please see above.

b. No. Also please see above.

¢. No. Also please see above. |
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OCA/USPS-T15-64. Please refer to your response 1o interrogatory
OCA/USPS-T-15-50, filed on March 24, 2000. You provided a variety of files,
variously labeled mpe.map, mpe93.txt, pse.map, pse93.txt, among others. The
foliowing 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.

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. [f this assumption is incorrect, please provide
information that would permit an understanding of the files. Piease also
provide any relevant documentation with the Postal Service that would assist
in understanding the contents of the files.

In the case of the pse93.txt file and the mpeS3.txt file, on the assumption that
the fourth cofumn refers 10 the value of capital equipment, please indicate
whether the value in the fourth ¢olumn 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 doliars.

In the event that you have provided dollar values in a stock of equipment
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 QICAP 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.

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.

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.

Assuming that these data provide an accurate measure of capital at a tacility,
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 QICAP variable?
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OCA/USPS-T15-64 Response.

a. Please note that file format descriptions for all of the files in LR-I-244 were
provided in the accompanying text, an electronic version of which was
provided in the LR-I-244.doc file. See the section therein entitled,

“Description of LR-1-244 data files.”

b. As the text description accompanying LR-1-244 indicates, mpe.map is a
“‘Imlap [i.e., list with descriptions] of all Property Code Numbers (PCN) for
mail processing equipment (MPE)” and pse.map is a “[m]ap of alt Property
Code Numbers (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.

¢. As the text description accompanying LR-1-244 indicates, the data in the
fourth column of the mpe<y>.txt and pse<y>.txt files represent the acquisition
cost of the pieces of equipment. It is my understanding that the data are in

norninal terms.

d. | assume that the “dollar values” to which the interrogatory refers are the
acquisition cost data presented in the fourth column of the mpe<y>.txt and
pse<y>.ixt files in LR-1-244; see also the response to part {c). The nominal
acquisition cos! is neither a measure of the (real) stock of equipment
(because it does not account for inflation or depreciétion. 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, | confirm
that the provided PPAM data are consistent with QICAP in that the PPAM

data are used to impute the flows of capital services from the equipment.

. Contrary to the assertion of the interrogatory, a number of the PCN
descriptions provided in the file mpe.map identify types of sorting equipment
employed in certain operations for which | provide econometric results.
Please note, however, that most of the MPE PCNs, and all (or nearly all) PSE
PCNSs, represent “support” equipment that cannot be uniquely associated with
mail processing cost pools. Accordingly, | did not develop a mapping of
equipment to cost pools. Please see also USPS-T-15 at page 93, line 21, 1o

page 94, line 1, and the response to UPS/USPS-T15-24(b).

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 <y>.

. Please see the responses to UPS/USPS-T15-24(b) and
UPS/USPS-T15-32(b).
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{Redirected from Witness Crum, USPS-T-27)

OCA/USPS-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. R97-1 is
the calculation of mail processing costs. In Docket No. R97-1, the
Postai 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 al! of the parcel
operations and secme portion of the flats operations. The impact of
this change is to expand the cost difference between flats and
parcels beyond its level under the Docket No. R97-1 volume
variability proposal.

a. 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).

OCA/USPS-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 118-120. For an explanation of
the Postal Service's decision to employ the traditional IOCS-based
mail processing variability method (L.e., “implicit” variabilities) in mail
processing operations not covered by my econometric models, please

see USPS-T-15 at pages 132-139.
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UPS/USPS-T15-9. Refer to the data presented below for MODS group 1 (OCRY):

6381

FNOT14_| TTREND | HRS TPH.__ [ MAN DFT QICAP WAGE
0 1 9012 | 75629 -| 004 | 413255 | 890207 | 2094
0 2 9308 | 78540 0.03_ | 413327 | ©27301 | 21.65
0 3 9955 | 73134 | 0.04 | 414356 | 942962 | 20.77
0_ 4 92295 | 66954 0.05 | 415262 | 9702285 | 20.01
0 5 | 6393 .| 73083 | 0.8 | 417503 | 949056 | 20.23
0 ) 6812 | 80967 | 006 | 417845 | 959974 | 20.72 |
0 7 | 9845 74748 | 0.05 | 418551 | 935016 | 19.82
0 | @8 9645.76 | 70858 | 0.05 | 419943 | 1039347.75 | 20.39
o | 8 10156 | 86694 |  0.08 | 422498 | 1260435 | 20.41
0 - 10" 10925_ | 90738 | 0.08 | 423605 | 1249887 | 19.79
0 31 "11672_ | 61508 | 0.05 | 424874 | 1260687 | 20.20
0 12 -] 120785 | 79808.75 | 0.04 | 426900 | 1238822.25 | 21.39
0_ 13| 11276 | 75555 | 0.04 | 428174 | 1171348 | 23.01
0 14 _ | 13491 | 81919_1  0.04 | 420608 | 1211470 | 22.79
0 15_ | 11696 | 73818 004 | 430269 | 1215913 | 22.74

0 16| 10371 | 719145 | 0.0 431952 | 12429705 | 21.95
i 17 11570 | 73159 | 004 | 434216 | 1241618 | 2212
0 18 | 13505 | 75888 0.05 - | 435436 | 1262696 | 18.48
0 19 11130_| 63744 0.04 | 436177 11258917 | 19.62
0 20 | 10155.75 | 57360.75 | 0.04 | 437311 | 1299757.5 | 19.78
0 21 | 10064 | 56780 0.05__ | 438670 | 1119442 | 20.09
0 22 9042 | 58343 | 0.06 | 435441 | 1115111 | 2012
0 [ 23 10098 1 55828 | 0.08 | 439996 | 1143298 | 20.38
0 — 24 9969 | 52509.75 | 0.06_ | 441045 | 11593665 | 20.62

_For each time period for site #1, HRS > 40, TPH > 0, PRODLOW < TPH/HRS <

PRODHIGH, DPT > 0, QICAP > 0 and WAGES [sic] > 0, yet you drop ali of these
observations from your analysis sample. Why?

UPS/USPS-T15-9 Response.

The referenced observations were inadveriently omitted from the regression

sample due to a programming error. In the tables attached to this response, 1

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 ancther

minor programming error that prevents a small number of observations with a

missing or invalid NWRS wage from being fiagged for exclusion from the
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Response of United States Postal Service Witness Bozzo 2
To Interrogatories of United Parcel Service

regressidn 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-
I-107 programs, but the samples themselves are slightly different from those that
would result from the selection rules as intended. None of the estimated
elasticities repdrted 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. | 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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Attachment 1
Response to UPS/USPS-T15-9
Page 1 of 1

Table 3. Summary of Effect of Sample Selection Rules on Sample Size

_ Lag Length
Non- ' Minimum | (Regression

Cost Pool .| missing | Threshold | Productivity Obs N
BCS 6882 6880 6777 6716 5406
98.5% 97.6% 78.6%

OCR 6642 - 6637 6493 6396 5097
. 97.8% | 96.3% 76.7%

FSM 5441 5441 5423 5361 4373
99.7% 98.5% 80.4%

LSM 5155 5149 5126 5035 3904
89.4% 97.7% 75.7%

MANF 6910 6910 6416 8176 4891
92.9% 89.4% 70.8%

MANL 6910 6910 6820 6800 5512
98.7% 98.4% 79.8%

[MANP 5831 5621 4709 3936 3037
80.8% 67.5% 52.1%

Priority 5713 5640 4992 4193 3234
87.4% 73.4% 56.6%

SPBS 2241 2238 2210 1986 1584
98.6% 88.6% 70.7%

1CancMPP | 6744 6716 6597 6524 5251
97.8% 96.7% 77.9%
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Attachment 2
Response to UPS/USPS-T15-9
Page 1of 1
Table 6. Princlpal results for letter and flat sorting operations,
USPS Base Year method
Manual | Manual
Cost Pool BCS OCR FSM LSM Flats Letters
Output .B97 752 820 956 J73 737
Elasticity or
Volume- (030) | (.038) | (026) { (021) [ (027) | (024)
Variability
Factor
Deliveries 248 333 221 .037 317 461
Elasticity
(.045) (.061) (.037) | (.045) (.043) (.039)
Wage -.825 -587 -.611 -.139 -.241 -.688
Elasticity
(052) | (071) | (041) | (077) | (.080) | (.051)
Capital 025 -.004 050 .010 054 033
Elasticity
(.019) (.027) (.014) {.022) (.020) (017)
Manual Rato| .070 | -007 | -048 | -055 | -085 | -195
Elasticity :
(015) | (020) | (011) | (018) | (.028) | (.021)
Auto- 642 701 623 558 B74 693
correlation
coefficient
Adjusted R- 986 972 994 991 088 991
squared
N 5406 5097 4373 3904 4891 5512
observations
N sites 298 289 236 274 278 300

Eiasticities evaluated using arithmetic mean method; standard errors in

parentheses.
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Page 1 0f 1

Table 7. Principal resuits for other operations with piece handling data,

.- USPS Base Year method
Cost Pool - Manual - Manual SPBS Cancellation
Parcels Priority & Meter
, Prep
Output 522 540 .645 547
Elasticity or .
Volume- .| (028) (.024) (.045) (.036)
Variability
Factor
Deliveries 218 524 051 360
Elasticity .
(088) (.103) {(.105) (.054)
Wage Elasticity | -.583 -1.219 -1.311 -.545
(.150) (.156) (.087) (.085)
. Capital 100 093 116 065
Elasticity
(.045) (.052) (.038) _ |(.020)
Autocorrelation | .579 501 596 671
coefficient
Adjusted R- 533 .840 087 .983
squared
N observations | 3037 {3234 1584 5251
N sites 182 200 95 291

“Elasticities evaluated using arithmetic mean method; standard errors in
parentheses.
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. | Attachment 4
Response 1o UPS/USPS-T15-9
Page 10of 1

Table 9. Comparison of Postal Service BY1996 and BY1998 volume-
~varlability factors

BY 19586
, Variability (Docket
No. R97-1, . BY 1998 Percent difference
Cost Pool . USPS-T-14) | Variability - BY88 vs. BY96
BCS 945 .897 «5.1%
OCR ' 786 752 -4.3%
Manual Flats 866 J73 -10.7%
Manual Letters 797 737 <7.5%
FSM 018 820 -10.7%
LSM 905 956 5.6%
SPBS 552! | 645 16.8%
Manual Parcels 395 522 32.2%
Manua! Priority 448 540 16.8%
Cancellation and .654 547 -16.4%
Meter Prep
Composite .810 762 -5.9%

1 Volume-variable cost percentage for combined SPBS — Priority and SPBS -
Non-Priority cost pools. See Docket No. R97-1, USPS~T-12, at 15 [Table 4).
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UPS/USPS-T15-13. A number of sites appear to have an intermittent presence of
various MODS operatnons For examiple, site # 6 has an intermittent presence of
Manual Parcels (MODS group 7) (from 193 to 194 TPHO7 > 0, from 294-295

* TPHQ7 =0, then in 286, TPHO7 > 0 again) and Priority (MODS group 8). Explain

why these operations appear only intermittently.

UPS/USPS-T15~13 Response.

The term “intermitient presence” is vague; without a more precise definition, |
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
petiod from PQ1 FY93 to PQ3 FY98; manual Priority workhours are reported for
all peﬁods covered by my data set. In that sense, the presence of these
operations is not 'intermiﬁent.” 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 1 studied,
manual parcel and Priority volumes must be manually logged, so the volume
data collection process is considerably more labor intensive thaﬁ 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
reporting of manual parcel piece handlings may reflect periods in which manual
and SPBS parcels were commingled, and the gap in the manual Priority volume

reporting may reflect a period prior to the filling of a related in-plant support
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position. Note also that the manual parcels observations from this site do not
enter the manual parcel reg}éSSIon sample, wﬁilé a ﬁorﬁon of the manual Priority
observations (during the later period of continiious recording of TPH) are
included in the manual Priority regression sample (see the sampsel.xis

spreadsheet, LR-1-186).
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UPS/USPS-T15-18. In the estimation dataset contained in library reference
USPS-LR-1-107, 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:

Sites 27, 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
handlings 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 Reason

27 New facility

38 Existing facility added to MODS
48 Existing facility added to MODS
128 New facility

160 Existing facility added to MODS
168 Existing facility added to MODS
177 Existing facility added to MODS
188 Existing facility added to MODS
189 Existing facility added to MODS
192 New facility

196 New facility

266 ‘ New facility

267 Existing facility added to MODS
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UPS/USPS-T15-19. 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 end of the 24 periods sampled:

Sites 44, 177, 320.
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.

UPS/USPS-T15-19 Response.

The requested explanations are provided in the table below.

Site ID Reason

44 Site no longer reports MODS (downsized from plant to
delivery distribution center)

177 Site no longer reports MODS (mail processing volumes were
moved to another facility beginning Q498; now an Associate
Office)

320 Site’s data not uploaded to Corporate Data Base in Q498
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UPS/USPS-T15-20. In the estimation dataset contained in library reference
USPS-LR-1-107, the following sites have intermittent periods of zero piece
handlings across all MODS groups during the sample:

Sites 1986, 231, 316.
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.

UPS/USPS-T15-20 Response.

| am not certain how you intend to define the term “intermittent.” Sites 231 and
316 report data for all periods except for a single interval in which they do not
report data, as listed below. As indicated in the response to UPS/USPS-T15-18,
site 196 is a new site that came into existence during the period covered by my
data sef; it appears to regularly report MODS data for all operations except

manual parcels from Q4 '94 to Q4 ‘98.

Site 1D Reason
196 See above
231 Removed from list of MODS sites in FY94 due to lack of plant

designation. Added back in FY95 due o amount of mail
processing and automation equipment.

316 Site's data not uploaded to Corporate Data Base in Q198
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UPS/USPS-T15-23. The FOCUS data dictionary, provided in Library Reference USPS-
LR-1-201 in response 10 UPS/USPS-T15-3(a), shows that the MODS data contain
information on machine downtime (DOWNTIME), number of machines (MACHINE), and
machine run time (RUNTIME). Provide an Excel data file containing DOWNTIME,
MACHINE, and RUNTIME by MODS operating group for each quarter from the first
quarter of FY1993 1o the last quarter of FY1998, for each of the 321 sites examined in
your testimony.

UPS/USPS-T15-23 Response.
The requested data will be provided in LR-I-286.
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CHAIRMAN GLEIMAN: Is there any Additional
Designated Written Cross Examination for this witness?
Ms. Noble?
MS. NOBLE: Yes. 1I'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, 16, 17, 24, and 27.

[Pause.]
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 guestions 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
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{(202) 842-0034
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into evidence and transcribed into the record.

ANN RILEY &
Court

[Additional Designated Written
Cross Examination of A. Thomas
Bozzo, UPS/USPS-T-15, 16, 17, 24
and 27 was received into evidence

and transcribed into the record.

ASSOCIATES, LTD.
Reporters

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

(202)

842-0034
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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
and/or LR-I-107 (i.e., the between estimator plus OLS and FGLS versions of the
pooled, fixed-effects, and random effects estimators). | considered the
applicability of the “seemingly unrelated regression” (SUR) estimator (i.e.,
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 1 prefer the fixed-effects estimators over the other
estimators | did compute, please see USPS-T-15 at pages 122-4, 130-1 and the

response o MPA/USPS-T15-2.
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UPSAUSPS-T15-16. 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.

1 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 th.e consideration that my results are consistent (though not
necessarily statistically efficient) for an arbitrary “GLS" error process (i.e., the
error vector has mean zero and covariance matrix proportional o some

nonsingular matrix Q).
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- UPS/USPS-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.

UPSAUSPS-T15-17 Response.

In reaching my conclusion that the use of the translog functional form is
appropriate, | 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), | did not compute

estimates using altemnative functional forms.
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Response of United States Postal Service Witness Bozzo
To Interrogatories of United Parce! Service

UPS/USPS-T15-24. 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 poo!s 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 be 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.

UPS/USPS -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 deci;ion to employ a facility capital
measure as opposed to cost pool-level capital measures. First and foremost, as
| 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 Bozzo -
To Interrogatories of United Parcel Setvice

by cost pool, as my responses to UPS/USPS-T15-8 and OCA/USPS-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).

Not applicable.
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Response of Uniied_States Postal Service Withess Bozzo
To Interrogatories of United Parcel Service

UPS/USPS-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-
Jline method of depreciation 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 usinga 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.

UPS/USPS-T15-27 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-15-47(c).
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CHAIRMAN GLEIMAN: Is there anyone else?

[No response.]

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.l

CHAIRMAN GLEIMAN: If not, Mr. Richardson, you may
begin.

MR. RICHARDSON: Thank you, Mr. Chairman.

CROSS EXAMINATION

BY MR. RICHARDSON:

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
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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. Ag 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 wasg 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
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accounting periods. Because there are 13 accounting periods
in the Postal Service year, the fourth Postal guarter
consists of four accounting periods.

As I describe in my testimeony, I adjust the fourth
gquarter data to accpunt'for the extra accounting period.

Q Do youcgggigtga_downward to essentially be three
accounting periods?

A Yes.

0 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 12 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
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the firm is free to vary all the factors of production --
you say that on lines 7 and 8 of page 17 in your testimony?

A Yes. I state that the economic concept of the
long run refers not to calendar time but rather to a
hypothetical condition in which the firm is free to vary all
of the factors of production. That is my statement at lines
6 though 8 of the testimony.

Q And then over on page 18 you make a statement that
concludes on lines 11 through 13, you say, "However, the
longer term process of adjusting the clerk and mail handler
complement operates more slowly. Our operaticnal
discusgions suggested up to a year."

First of all, I want to ask you, you say "our
operational discussions" -- who did you discuss this matter
with. The titles rather than the individual names is what I
am asking for.

A Well, in this case I believe it is simpler to
provide a name. I discussed it primarily with Witness
Kingsley and members of her staff.

Q Ckay.

A That statement was also based in part on my
interpretation of Witness Moden's testimony from Docket
Number R97-1, in part.

Q Did you have extensive discussions concerning the

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 alsc 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 R97-~1 I am using up to the previous year's pilece
handlings to explain the current quarteré, work hoursg 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 15 of page 18 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 zame quarter of the previcous year and the volume

variability facteors 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 previousg 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-I-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 guestion
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?

n 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, vyes.

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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possible deliveries, although I do discuss, generically,
issues in measuring the Postal Service's delivery network in
the testimony 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 believengggggg with standard practice, I do include a
time trend term in the egquations 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?

yiy Well, as a general preface, I should perhaps gquote
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." nﬁitis page 45, line 17 through 20.

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

Laurits

page 46, footnote 15, I cite a paper by Lawrence.
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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 12, 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 I 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 those 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?

y:\ 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.

0 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? Specifically,
have you discussed why the Postal Service is investing in
mail processing equipment, or what the purpose is?

b I don't know that the purpose of the Postal
Service investment in maill processing equipment was
specifically discussed. I believe the role of investment in
mail processing equipment for the Postal Service was
generally understcocod 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.

o} 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 Pieceg ig intended to %@
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 ag 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 wvariable.

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.

0 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 gquestion. My question to you is:

Does the mix of activities actually in operation
at a site have any impact on the hours per-;¥£ior 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?

y:y 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 maill 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
Agssociates, 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 intec 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.

0 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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4 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
question.

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, but 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 Sexrvice'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 Egsentially, ves.
Q So you're assuming that the volume is driven by

the number of addresses; ig that what you're saying?
A I am saying that the number of addresses is not

determined by mail volumes.

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{202) B842-0034




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

25

6420

0 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
characterigtics 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 R90-1, and
you refer to that on page 47, 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 s0O.

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 48.
you indicate that modeling network characteristics is
inherently challenging and then again on pages 48 and 49
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.

i\ I1f 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?

;Y 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, 1 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
gualitative 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 voclumes 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 medel 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
avallable 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
unless "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 wvariability?

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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particularly 51({b).

And in that response, I state that other
economists analyzing Postal Service costs have interpreted
less than 100 percent volume variability factors as
scmething that has been termed, economies of scale,
although, again, if you were going to dot all the I'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, additicnally, 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 guestions 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 wmorning, Mr. McKeever.

0 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 QOkay. Could you turn to your responge to
Interrogatory UPS/USPS-T-15-9, please?

2y 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?

2\ The first sentence of the response is the
reference to obsgervationg that were inadvertently omitted
from the regression gample 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,Sgiﬁggt—different.

Q Okay. Am I correct that those tables are more
correct, let's say, than the tables in your testimony,

becauge they correct for the programming erroxr?
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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
databage; is that correct, or erroneous data?

A That is the primary intent of those, vyes.

Q Okay. And you also require that each sgite 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 just 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 3,936 cbservations 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 67.5 percent indicates that 67.5 percent
of all of the observations for which you had data were used
in the case of that operation?

.\ With the eight-cbservation requirement, yes.

Q Okay. And just to state it another way, that
means that 32.5 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 ildentify 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, 32.5 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?

g 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 Ckay. Could you turn to your resgponse to
UPS/USPS-T-15-13, please.

A Yes.

Q Now the wvolume data for the manual parcel and the
manual priority operations are manually logged, 1s that
correct? I think you indicate that in your answer.

A That's my understanding, yes.

Q Ckay. For all of the other operaticns 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 Interrcogatory 13 you
checked intc the reason why there was a gap in the reporting

of manual parcels TPH at one of the siteg, Site 6, is that

correct?
A That is correct.
Q And you found out that there were time pericds in

which manual parcels and SPBS parcels were commingled ig 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 Jjust 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 toc the mail
processing technology that was used to sort them.

Q Okay. ©Now let me go back to your Tabkle 3 for a
minute, the one attached to your regponse to UPS
Interrogatory 9.

Do you have that?

a Yes, I do.

Q Now we talked about the percentage of obgervations
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?

yiy That is correct.

0 Now there were also cbservations, 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
alwayg 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. Tt could indicate some sgort of invalid data and
another variable.

Q Okay. 1In 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, vyes.

Q Okay .

s Again, not every position -- for instance, not
every pogition in the file actually hag a plant asscciated
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?

.\ That is correct.

0 And in the case of Site Number 44, you indicate
that it no longer wag a MODS office because it wag, and I am
quoting her, "downsized from plant to delivery distribution
center."” That is the end of the quote. 1Is that correct?

iy That is correct.
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0 Do you know why it was downsized, that office?
A Not offhand, no.
] 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" -- ig that right?

y:\ That'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 operatiocnal decision of the Postal
Service that I am not aware of.

Q Okay. Could you turn to your response to UPS
Interrogatory 20, please.

iy Yeg, I have it.

6] 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 doeg 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 degignation" -- what does that mean?
F:\ 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
Pocstal 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 ag a MODS gite 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 periocd of time prior to '94,

0 Do I understand correctly that it should not have
been included in MODS prior to '947?

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
gso while I would have expected that that facility would not
have been reporting Function 1 MODS data, there is no reason
why 1t 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 gquestion?
Q Yeg. 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 ligt of MODS sites it
wag on there incorrectly because both before and after it
was removed it didn't have a plant designation.

Now 1s that a correct reading of your answers?

A Not necessarily. 2Again, 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 wvirtually
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 ig no reason why it
would be inappropriate to exclude specific types of
facilities.

Q But you don't know if that is the situaticn or not
in this casge, is that correct?

A I do not know what the Postal Service's
decigion-making process was, NO.

Q QOkay. 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 957

piy I believe that was the understanding I reached
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from my ingquiries into that facility.

Q Okay. Do you know why that equipment was added to
the facility?

A No. Again that would concern the operational
matterg of the Posgtal Sexrvice that are cutside the scope of
my analysis.

Q You didn't think to ask why that automaticn
equipment and mail processing equipment was added to the
facility in FY '95?

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?

4 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

dc 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 120 of your testimony,
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please?
A I have it.
Q Now, in that table you report a number of

elasticities, including a capital elasticity, 1is that

correct?
A That's correct.
Q And for manual parcels, the capital elasticity is

.103, 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.]

CHAIRMAN GLEIMAN: Questions from the bench?

[No response.]

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.]

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.]

CHAIRMAN GLEIMAN: Next witness. Mr. Koetting.

MR. KOETTING: Thank you, Mr. Chairman. The
Postal Service calls ag its next witnesge Carl Degen.
Whereupon,

CARL G. DEGEN,

a witness, having been called for examination and, having

been first duly sworn, was examined and testified as

fellows:
DIRECT EXAMINATION
BY MR. KOETTING:
Q Mr. Degen, I have handed you a copy of a deocument

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 dcocument?
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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,
USPS5-T-16 be admitted into evidence in this proceeding.

CHAIRMAN GLEIMAN: Is there any objection?

[No response.]

CHAIRMAN GLEIMAN: Hearing none, I will direct
counsel to provide two éopies of the direct testimony of
Witness Degen to the reporter and that will be entered into
evidence, and, as is cur practice, the material will not be
transcribed.

[Direct Testimony of Carl G. Degen,
USPS-T-16, was received into
evidence.]

MR. KOETTING: Mr. Chairman, there is one Category
2 Library Reference agsociated with the testimony of Mr.
Degen. That would Library Reference LR-I-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 I-115 will be entered into evidence, but not
transcribed into the record.

[Library Reference I-115 was
received into evidence.]

CHATRMAN 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 ag 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 DFC/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

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
(202) 842-0034
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direct that the material be received into evidence and

transcrikbed into the record.

[Designation of Written
Cross-Examination of Carl G.
Degen, USPS5-T-16, was received
into evidence and transcribed

into the record.]

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036

(202)

842-0034
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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 CARL G. DEGEN

(USPS-T-16)
Party Interrogatories
Alliance of Nonprofit Mailers ANM/USPS-T2-2, 6, 8 redirected to T16
Association of American Publishers AAP/USFS-T16-10-11

AAP/USPS-T17-1, 5, 9-10, 12-13 redirected to T16

Magazine Publishers of America DMA/USPS-T16-1-3
MPA/USPS-T16-1-17
OCA/USPS-T16-1

Office of the Consumer Advocate OCA/USPS-T16-1-3
Time Warner Inc. TWHISPS-T17-19 redirected to T16
United Parcel Service AAP/USPS-T16-4-6, 8-9

AAP/USPS-T17-1, 5, 9-10, 13 redirected to T16
ABASNAPM/USPS-T21-27 redirected to T16
ANM/USPS-T2-2, 8, 8 redirected to T16
DFC/USPS-T16-1

DMA/USPS-T16-1-3

MPA/USPS-T16-1-7, 9-16

OCAUSPS-T16-1-2

TW/USPS-T17-19 redirected to T16
UPS/USPS-T16-1-2, 5-7, 8c-f
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Respectfully submitted, LJI
ngaret P. Crenshaw

Secretary




INTERROGATORY RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS CARL G. DEGEN (T-16)

DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory: Designating Parties:
AAP/USPS-T16-4 UPS
AAP/USPS-T16-5 UPs
AAP/USPS-T16-6 UPS
AAP/USPS-T16-8 UPS
AAP/USPS-T16-9 UPS
AAP/USPS-T16-10 AAP
AAP/USPS-T16-11 AAP
AAPUSPS-T17-1 redirected to T16 AAP, UPS
AAP/USPS-T17-5 redirected to T16 AAP, UPS
AAP/USPS-T17-9 redirected to T16 AAP, UPS
AAPUSPS-T17-10 redirected to T16 AAP, UPS
AAP/USPS-T17-12 redirected to T16 AAP
AAP/USPS-T17-13 redirected to T16 AAP, UPS
ABAZNAPM/USPS-T21-27 redirected to T16 UPS
ANM/USPS-T2-2 redirected to T16 ANM, UPS
ANM/USPS-T2-6 redirected to T16 ANM, UPS
ANM/USPS-T2-8 redirected to T16 ANM, UPS
DFC/USPS-T16-1 UPS
DMA/USPS-T16-1 MPA, UPS
DMA/USPS-T16-2 MPA, UPS
DMA/USPS-T16-3 MPA, UPS
MPA/USPS-T16-1 MPA, UPS
MPA/USPS-T16-2 MPA, UPS
MPA/USPS-T16-3 MPA, UPS
MPA/USPS-T16-4 MPA, UPS
MPA/USPS-T18-5 MPA, UPS
MPA/USPS-T16-6 MPA, UPS
MPA/USPS-T16-7 MPA, UPS
MPA/USPS-T16-8 MPA
MPA/USPS-T16-9 MPA, UPS
MPA/USPS-T16-10 MPA, UPS
MPA/USPS-T16-11 MPA, UPS

MPA/USPS-T16-12

MPA, UPS
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MPA/USPS-T16-13
MPA/USPS-T16-14
MPA/USPS-T16-15
MPA/USPS-T16-16
MPA/USPS-T16-17
OCA/USPS-T16-1
OCA/USPS-T16-2
OCA/USPS-T16-3

TW/USPS-T17-19 redirected to T16

UPS/USPS-T16-1
UPS/USPS-T16-2
UPS/USPS-T16-5
UPS/USPS-T16-6
UPS/USPS-T16-7
UPS/USPS-T16-8¢
UPS/USPS-T16-8d
UPS/USPS-T16-8e
UPS/USPS-T16-8f

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

AAP/USPS-T16-4.. On page 44 (lines 18-20) of your testimony, you state that

“[iln total, volume vanabmty of mianual 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 éxplain 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.

AAP/USPS-T16-4 Response.
| assume that the “Table 1" reference is to page 25 of witness Van-Ty-Smith’s
testimony (USPS-T-17). For the requested explanation, please see witness

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



6447

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

AAP/USPS-T16-5. On page 5§0-51 of your testimony, you discuss platform

‘operations. Please confirm that your description of platiorm operations pertains

- both to BMCs and MODs offices. Please identify any portion of your description
~ that applies only to BMCs or to MODs offices.

AAPIUSPS-T1 6-5 Response.

Partly confifméd. 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 co!lécﬁon mail will not apply to BMCs. Additionally, some
portions of the description are related to relatively narrow processing windows for
First-Class Mail, and will not apply equally since the BMCs primarily process

Standard Mail (A and B).




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

AAP/USPS-T16-6. On page 50 {line 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
operateons have been included as volume’ variable costs for platform operations
at BMCs in this proceeding.

AAP/USPS-T16-6 Response.

The 10CS-based volume-variability method employed for BMC operations
classifies all tallies with activity code 6210 (waiting time in Platform acceptance
activities} as non-volume-variable, regardless of the type of office. Thus, the
Postal Service does not treat any BMC costs associated with activify code 6210
tallies as volume-variable. See also page II-56 of Docket No. R2000-1, USPS'
LR-1-106, and section 3.1.1 of Docket No. R$7-1, USPS LR-H-1.
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Response of United States Postal Service Witness Degen
To Interrogatories of Assoclation of American Publishers

AAP/USPS-T16-8., On page 69 (lines 11-14) of your testimony, you state that
*[tlo compensate for the use of 100 percent volume-variability for the allied cost

' “pools, the nét-handling tallies in those pools are distributed to subclasses using a
~ key developed for-all cost pools in Cost segment 3:1," With respect to this

statement, pleasg’ explain fully the derivation of the new distribution key for not-
‘handling talties, how it differed from previous keys used for not-handiing tallies

“and how this key affected the mail processing costs distributed to Bound Printed

Matter ("BPM") in this case.

AAP/USPS-T16-8 Response.

For the requested detailed description of the treatment of allied labor not-
handling tallies, including a description of the previous not-handling methodology,
please see withess Van-Ty-Smith’s testimony at pages 16-17 and USPS LR--
1086. To indicate the effect of the distribution key changes for BPM, in the table
attached to this response, | compare the BY98 BPM distribution key shares for

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

correspondlng estlmated shares usmg the p?ewous method, employed in the

Postal Service's FY98 CRA.
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Response to AAP/USPS-T16-8

Attachment 1

Page 10of 1

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

Cost Pool FY98 BPM BYS8 BPM

Distribution Key Distribution Key
Share (USPS Share

method) '
USPS-T-17, Table 3
‘ (“Col Pct”)

1Bulkpr 0.13% 0.32%
1SackS_m 1.76% 1.0%
10pBulk 1.25% 0.85%
10pPret 0.76% 0.61%
1Platform 1.01% 0.65%
1Pouching 0.37% 0.41%
1SackS_h 1.49% 0.86%
1SCAN 0% 0.28%
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Response of United States Postal Service Witness Degen
To Intérrogatories of Association of American ,Publigﬁgrs ' L

L3

AAP/USPS-T16-9. On page 69 (lines 16-20) of your testimony, you state “[the
_ broad distribution of alfled costs is used'as a compromise, since the Postal
. .Service was not réady fo résubmit a method fricorporafing estimated volume-
7 variabilities for alliéd costs pools: This compromise yiglds reasonable results (i.e.
- subcldss costs) when compared to those based of estimated volume-variabllities
and distribution keys specific to each cost pool.” With respect to this statement:
{2) Ploase provide a complete set of calculations showing the derivation of mail
" processirig costs for BPM that rasuits from ddopting the “compromise”
~__proposal and from adopting estimated volumie variabllities and distribution

- “keys for'éach cost pool. Please explain fully why this compromise is
‘“reasonable” for BPM.

(b) Please provide all workpapers and supporting calculations showing the

derivaiion of mell processing costs for BPM that would have resulted from

. adopting the Postal Service's estimated volums variabilities for allied cost

* pools in conjuriction with any other altemative distribution keys for not-
ha&?ﬁng tatlies that were consideréd by the Postal Service but not proposed
in this case,

AAP/USPS-T16-9 Response.

a. The "compromise” is embodied In the BY98 mail processing costs presented
by witness Van-Ty-Smith; see USPS-T-17 and USPS LR-1-106 for details.
The final Cost Segment 3.1 volume-variable costs are presented in Exhibit -
USPS-11A of witness Meehan's testimony, USPS-T-11. The Fiscal Year
1898 (FY28) CRA, computed per the Postal Service'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

CRA was filed under the Commission's periodic reporting requirements.
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Responsge of United States Postal Service Witness Degen

T6 Interrogatories of Association of American Publishers
My statement that the compromise was reasonabfe was not specifically
focused on BPM. 1 believe that the compromise method is reasonable in that
it Ieads to relative costs are closer to those that would be obtained from the
use astimated volume-variability factors for allied operations than a method
that employsd 100 percent volume-variability factors without the broad
distribution of ﬁot-han'dﬁng tallies. | am not saying that the compromise
" methodology always provides a good approximation of the costs that would
result from use of estimated allied labor variabilities. Rather, | am simply
saying that the use of the 100 percent variability assumption with the broad
not-handling distﬁbution is better than the use of the 1'00 percent variability

assumption alone.

. There are no altermnative distribution keys considered by the Postal Service
other than those resutlting from the bocket No. R97-1 methods and the

method proposed for the BYSS CRA.
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Response of United States Postal Service Witness Degen
To Interrogatories of Association of American Publishers

AAP/USPS-T16-10. Please refer to your response to subpart (¢} of
AAP/USPS-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.

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-handied tallies by the Postal Service.

AAP/USPS-T16-10 Response.

a.

For further discussion of the basis for witness Van-Ty-Smith’s treatment of

nof-handling tallies, please see the response to AAP/USPS-T16-11.

Note that the exact term “reasonabie inference” is not witness Van-Ty-Smith's
term. The relevant statement, quoted in interrogatory AAP/USPS-T17-9, 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
AAP/USPS-T17-9{a), the operational associations | 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. | am aware of no other
meaning of “reasonable inference” in this context. See also PRC Op., Docket
No. R97-1, Vol. 1, 113143-3144. For further discussion of not-handling tallies,

please see the response to AAP/USPS-T16-11.



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

AAP/USPS-T16-11. Please refer to your response to AAP/USPS-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.
AAP/USPS-T16-11 Response.

Not confirmed. The key statement is in the response to AAP/USPS-T17-8(b),
which ! 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-186, 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-handiing tallies and basing the distribution key
subclass shares on the handling tallies (both direct tallies and distributed mixed-
mail taliies). This approach was justified in the evidence from Docket No. R97-1

cited in the response to AAP/USPS-T17-1(c), which | also referenced in the

response to AAP/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)

AAP/USPS-T17-1. On page 8 of your testimony, you state that in Part Il of LR-
106 “[a) pool-specific distribution key is then appiied 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 poot tota! 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.

AAP/USPS-T17-1 Response.

a. 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
USPS-T-17 at pages 37-38. The computational procedures are described in
detail in USPS~LR-I-106. For a justification of the BMC cost pool
hethodology, please see Docket No. R97-1, USPS-T-12. See also the
Docket No. RS7-1 testimony of witnesses Panzar (USPS-T-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
USPS-T-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
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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)

methodology, please see USPS-T-16 at pages 69-72. See also the

response to part (a).




Response of United States Postal Service Witness Degen
To interrogatories of Asscciation of American Publishers
(Redirected from Witness Van-Ty-Smith, USPS-T-17)

AAP/USPS-T17-5. Footnote 7 on page 10 of your testimony categories specific
activities as allied operations. Piease confirm that the activities listed (i.e.,
Platform) are exactly the same, when performed at non-MODS offices, MODS

offices or BMCs. Pleass explain any answer that does not confirm this statement.

AAP/USPS-T17-5 Response.

Partly confirmed. The activities performed in MODS, BMC, and non-MODS
offices under a given I0CS activity classification will not be exactly the same,
because of the diﬁqring roles each type 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
“Imlixed tallies and not-handled tallies are subsequently distributed to subciasses
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. (Piease expiain 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
fhat were used in this case to distribute not-handied 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 tailies to the BPM subclass was based on a
“reasonable” inference. :

AAP/USPS-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 vofume-
related “cost driver” for a given cost pool. In the case of mail processing
operations, the “cost driver” is usuaily 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-T17-1(a).

b. Itis my understanding that witness Van-Ty-Smith’s use of the term
“operational associations” refars to the association of various types of mixed-

mail tallies with certain shapes of mail and/or 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 Witness Van-Ty-Smith, USPS-T-17)
to ANM/USPS-T2-6. Please note that witness Van-Ty-Smith's treatment of
not-handling tallies in non-aliied labor cost podls 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.

c. See the response to part (a).



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-T17-10. On page 14 (lines 21-23) of your testimony, you state that
“Im)ixed item and non-empty container tallies are then distributed to subclasses
by filling' the mixed/empty single items and the piece/item in non-empty
containers in proportion to the direct tally subclasses from the same item and
piece shapes.” Please provide any studies, reports, data or other evidence that
supports the use of this procedure.

AAP/USPS-~T17-10 Response.
Please see Docket No. R97-1, USPS-T-12; see aiso Docket No. R2000-1,
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)

AAP/USPS-T17-12. On page 16 (lines 2-4) or your testimony, you state thatin
this docket, “the not-handiing tallies for non-aflied cost 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 supporst the use of this procedure.

AAP/USPS-T17-12 Response.

Please see the response to AAP/USPS-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 aflied cost poois are distributed to
subclasses, based on the aggregated handiing 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, reporis, 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-handiing tallies for the ailied cost pools relied
upon by the Postal Service in Docket R97-1.

AAP/USPS-T17-13 Response.
-~ a. Please see USPS-T-16 at page 69 and the responses to ANM/USPS-T2-8,
AAP/USPS-T16-8 and AAP/USPS-T16-9.

b. Please see the response to part (a).
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Response of United States Postal Service Witness Degen
To interrogatories of Amarican Bankers Association and National Association of
: Presort Mailers '
(Redirected from Witness Smith, USPS-T-21)

ABASNAPM/USPS-T21-27.

(@) Regarding your use of lOCS 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?

(b)  What percentage of the time is the labor running mixed rate categories
through automation equipment? :

(c)  What percentage of the time is the labor running more than one class of
mail through the automation equipment?

(d}  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)-(c) IOCS tallies data identify, where possible, thé 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 maijl 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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Response of United States Postal Service Witness Degen

To Interrogatones of American Bankers Association and National Association of

(d)

Presort Mailers
(Redirected from Witness Smith, USPS-T-21)
also commingled. Commingling of maif classes will occur most commonly

in schemes where mail is “finalized” (e.g., DPS).

In general, the appropriate distribution key for a poo! 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 keys are formed using I0CS
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. Christenseﬁ’s testimony in the last rate
case (see Docket No. R97-1, Tr. 34/18221-18223). The randomness of
the I0CS 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” tallies——do
not indicate the subclass(es) being handied at the time of the reading, and
therefore provide incomplete information, but do contain usefu! 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-mait tallies.
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Response of Upited States Postal Service Witness Degen
To Interrogatories of American 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 taflies as it is used in my testimony. The latter refers to taliies
generaied by a clerk or mailhandler reading taken in 10CS 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.



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 FY 1899, 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) Please explain why'automation and mechanization have resulted in so
many more not handling ICCS tallies.

(b}  Please produce all studies, analyses, reports and similar documents
generated since Docket No. R97-1 that support your response to part (a).
ANM/USPS~T2-2 Response.

{a) | do not believe it is correct to draw a direct {link between the automation of
the letter mail stream and the increase in the percentage of 10CS not-
handling talies. The proportion of not-handling tallies in letter automation
operationé is aCtuaHy lower than the average for all mail processing cost
pools (see Docket No. R97-1, Tr. 12/6227-6228). Between FY 1986 and FY
1288, a period in which the applicable data collection rules have remained

- unchanged, the overall not-handling percentage (of dollar-weighted tallies) in
mail proceésing has changed very little = from 42.6 percent to 43.35 percent.
Direct comparisons of not-handling tally percentages with earlier years are
not possible because of significant changes in :.:iata collection rules; see
Docket No., R97-1 . Tr. 36/19338. Note that automation will tend to reduce
clerk and mail handler labor, and therefore talligs of all types, in sortation
operations but not (other things equal) allied {abor 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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to Interrogatories 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) | obtained the FY 1998 not-handling percentage from USPS LR-1-184. |
obtained the FY 1996 not-handling percentage from my analysis that
generated the table at Docket No. R97-1, Tr. 12/6227-6228: | computed FY
1986 dollar-weighted not-handling tallies in maif processing cost pools of
$5,401,594,000 and total dollar-weighted mail processing tallies of

$12,679,788,000.
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to Interrogatories of Alliance of Nonprofit Mailers
{Redirected from Witness Ramage, USPS-T-2)

ANM/USPS-T2-6. 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:

(@)  Explain fully.

(b)  Explain how the cost distribution can change as the proportion of mixed
tallies increases or decreases.

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 shape(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 tallies varies
1o the extent the subclass shares in the mixed-mail distribution key(s) differ
from the subclass distribution of the applicable set of all direct tallies. Please
see witness Van-Ty-Smith’s response to ANM/USPS~T2-5 for a description

- of the actual subclass distribution process for mixed-mail tallies.
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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 handiing” 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
handling” tallies increases or decreases.

(c) Identify any other additional information that you contend is gained from “not
handling” mail tallies. .

ANM/USPS-T2-8 Response.

a. - ¢. Confirmed that not-handling tallies add no information to the subclass
aistribution of mail handlings; see USPS~T-186 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 ANM/USPS-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
distributed 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 fack of information
on patterns of cost causation by subclass in the not-handlihg 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, | believe that the broad distribution of not-handling fallies is
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to Interrogatories of Alliance of Nonprofit Mailers
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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.



' Response of United States Postal Service Witness Degen
to Interrogatory of Douglas F. Carlson

DFC/USPS-T16-1. Please refer to witness Meehan's response to DFC/USPS-
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 questnons, if the mail-processing cost of
mailing a retumn receipt back to the customer is identical to the mail-processing
cost of a post card, you do not need to dnscuss the cost issues related to the
mall-processmg cost of post cards. :

a

To the extent that y_oqr knowledge or testimony covers this issue,
please explain why costs for certified mail, return receipt, and retum
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 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.

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, eic.) that contributes to the cost of certified mail, return
receipt, and retum receipt for merchandise, please explain exactly
how the cost of that step or factor is measured and calculated.

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

Please discuss any assumptions, changes in methodoclogy, or other
factors that may cause you to have any doubt about the accuracy of
the costs for certified mail, retumn receipt, and retum receipt for
merchandise that are the basis for the Postal Service’s proposed fees
in this docket.

Has the Postal Service adjusted certified-mail costs to account for the
electronic signature-capture process? Please explain and provide
details.
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Response of United States Postal Service Witness Degen
to Interrogatory of Douglas F. Carlson

DFC/USPS—T1§1 Response.

a. My testimony addresses the rationale behind changes to the methods
by which volume-variable mail processing costs are'di.stributed to the
subclasses of mail and spécial services. These include changes to the
“encirclement” rules that determine whether an In-Office Cost System
(IOCS) tally where the s'ampled employee is handling a special service
piece should be associated with the special service or the under_iying
subclass of mail. Please see my testimony, USPS-T-16, at pages 57-
58,and 70-74 for a discussion; the details of the implementatidn aré
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 fable below, | estimate the effect of the volume-variable cost
distribution 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. The table
compares the Postal Service'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. | estimate that volume-variable cost for Certified mail

would have been approximately $36.411 million, $4.548 million (14.3
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Response of United States Postal Service Witness Degen
to Interrogatory of Douglas F. Carison

percent) higher than the BY 1998 Certified cost input to witness
Meehan's WS 3.1.18, had the Postal Serviée empioyed its Docket No.
R97-1 distribGtion method without modifications.

Estimated effect of BY1998 volume-variable cost djstribuﬂon changes on

Certified Mall costs ($000)

BY 1998 Method {BY 1998costs | | Difference
using R97-1 '
distribution
method, other
factors equal

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.

. Please ses witness Van-Ty-Smith’s testimony, USPS-T-17 at pages 7-
20, and USPS LR-I-106 for descriptions of the computational methods
used to distribute volume-variable costs to the subclasses of mail and

special services.

. My analysis is an element of the “volume-variability/distribution key”
method for computing volume-variable costs for the subclasses of mail
and special services. See USPS LR-I-1, Appendix H, and witness
Bozzo's testimony, USPS-T-15, at pages 53-56 for a discussion.

. The changes in methodology increase my confidence that, other things

equal, the Postal Service's methods provide the most accurate
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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 the Base Year.

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

for new technology are beyond the scope of my testimony.



e

Interrogatories of Direct Marketing Association
- To United States Postal Service Witness Degen

DMA/USPS-T16-1. Please refer to Appendix A of LR-1-115 and Table 8 on page 66 of
your testimony.

(a)

(b)

(c)

(d)

(e)

(f)

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.

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.

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.

individually for each item type and mail shape, please provide a subclass profile
(using data from the 1995 platform study) of items and locse 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.

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 e!ectromc

spreadsheet in a form similar to Table 8 of your testimony.

What percentage of container tallies in the 1995 platform study was for identical
containers?

DMA/USPS-T16-1 Response.

(2) Confirmed.

(b) See Spreadsheet 1b in LR-1-204.

(c) See Spreadsheet 1¢in LR-1-204.
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(d)

(e)

{f)

Response of United States Postal Service Witness Degen
To Interrogatories of the Office of the Consumer Advocate

-

See Spreadsheet 1d in LR-1-204.

See Spreadsheet 1e in LR-1-204.

There were 719 container tallies of which 53 were for identical containers.

[dentical containers represent 6% of the weighted container tallies.
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To Interrogatories of the Office of the Consumer Advocate

DMA/USPS-TIB-2. Please refer to question 4a on page 8 of Appendix A of LR-1-115.

(a)

{b)

For tallies where the empioyee 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.

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.

DMA/USPS-T16-2 Response.

(a)

There were 1-004 tallies collected where mail or empty equipment were being
“handled.” Of those, 157 tallies were recorded for employeeé 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 transportétion". 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 transportafion", 57% of weighted handiing tailies 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.




(b)
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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 United States Postal Service Witness Degen
- To Interrogatories of the Office of the Consumer Advocate

DMA/USPS-T16-3. Please refer to Table 8 on Page 66 of your testimony.

(a) -Were the percentages in the column iabeled “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 ali 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 “FY35 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 “FY8§ 1OCS Platforrn Dist. Key.”

DMA/USPS-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 Spreadshest 3a in LR-I-204.

(b) The percentages in the column labeled “FY85 IOCS Platform Dist. Key” were
generated using the cost distribution methodology proposed in R97-1 (LR-H-148),
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 Il, Part
G and Witness Van-Ty-Smith (USPS-T-17) in Sections I1.A and 11.B for detailed
descriptions of the differences between the R97-1 and R2000-1 cost distribution

methodologies.



Interrogatories of Magazine Publishers of America
to United Stales Postal Service Witness Degen

MPA/USPS-Ti6-1. Pleass refer to Docket No. R97-1, Opinion and

Rettaommended Decislon, at pages 141-{ 42, paragraphs 3178-3179, whera it
states:

[Tlhe Commission concludes that mixed mail costs in a given
ailled MODS pool should be distributed in proportion to the direct
costs across all MODS pools, and that not handling costs in a given
aftied poct should be distributed on the combination of its direct costs
and s redistributed mixed mali costs. 1 does so on the

“understanding that this is an interim solution to the lack of data on the

" frue subclass distribution of mixed mall and not handiing costs. The

Commission agrees ‘with witnéss Shew that the assumption that

B uncounted ‘mixed mail costs have the same subclass distribution as

direct mail costs Is one that could be tested, if not systemwide, at

. least by spot sampling (Tr. 28/155627-28.) It would appear that an
.- approach siinlar to the one that the Postal Inspection Service used to

aydit MODS ‘data could.be used to audit 10CS distribution keys,

* Under that approach, a small number of offices could be selected for

- an audit and an adequate adit team provided to count all sligible

mixed mail itams at the selécted facility. The Postal Service should
also conslder collecting information that Identifies the presence of mail

of particular shapes and subclasses In containers, even if it is not

counted. 1t is also clear that betier models of cost responsibility for
allied operations are urgently needed. _

Pleass also refer to page 85 of your testimony, where you state “The

platform study produced a relatively small sample from which 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 collection that

- the Postal Service has'performed on the subciass composition of mixed-
~ mall costs at altied opaerations. If not confirmed, please describe all other
" studies and provide copies of the reports resuiting from these studies.

(b)
(c)

C{d)

(®)

How many containers comprise your “small sample from which to draw
Inferences®?

Please provide coefficients of varlation around the class percentages for

the FYS5 Platform Study Distribution column of Table 8.

_Plaase provide coefficients of variation around the subclass percentages
*" underlying the class percentages for the FY85 Platform Study Distribution

column of Table 8.
Do you believe that the 8.8 percent ditference in the “Pnonty+Express

“row between the I0CS column and the Platform Study column is because

*Priority+Express” mail is more likely to be in mixed containers than in
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direct tallies or is simply dus to sampling error in the platform study?
Please expialn your answer in detail. (f) If the former, please explain
operationally why this would ocour. (i) if the latter, why do you belleve the
platform study is rellable for other classes if it is unreliable for
*Priority+Express” mail?

H Do you believe that the 7.4 percent difference in the “Standard (A)" row

- ... betwesn the JOCS column and the Platform Study column Is because
*Standard (A migit is mare Tiksly to be in direct tallies than in mixed

contalniers or |8 simply dde to sampling error in the platform study?

Please explain your answer in detail. (j) If the former, please explain
operationally why this would pccur. (i) If the lattar, why do you believe the

platform study s reliable for other classes if it is unreliable for “Standard
(A)" mail?

MPA/USPS~T16-1 Response.

(a) Other than the 1995 Christensen Assoclates study referenced, | am unaware
of any studies of the subclass composition of mixed-mail tailies In Allied
operations.

(b) The number of containsrs sampled In the 1995 Platform Study is 719.

(¢) Obtalning coefficients of variation about the referenced elements of the
columh in Table 8 involves a non-trivial bootstrapping analysis. | have begun
this analysis, and wil! file the results as soon as they are available.

(d) See answer to MPAUSPS-T16-1 {c).

(e) Pisase note what is being compared in the question. The "FY95 I0CS
Platform Dist. Key” is based substantially on tallies of “identified” containers:
non-identical container tallies in which the IOCS data collector has estimated
the percentage of the containers cube taken up by items and loose pleces by
type. The dollar weight of each such tally is divided among the item types

and loose shapes it contains using the estimated percentages as weights,
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and the subclass dléuibuﬁoh of each type of item or loose shape observed in
the container is then inferred from the subciass distribution of the
corresponding direct tallles of the same type. The "FY95 Platform Study
Distribution,” on the other hand, is based on actual counts of mail in the

sampled items found in the sampled container. Sea LR-I-115 at page 4.

It would be more accurate to describe the difference cited in the question as
a difference of 8.8 percentage polnts, rather than as an 8.8 percent
ditference. The percent difference batween the “FY85 IOCS Platform Dist,
Key" entry for Priority+Express and the corrasponding entry from the “FY85
Platform Study Distribution” column is not 8.8 percent, and differs depending
on which entry is used as the denominator in the computation. Also, please

note that the "FY95 Platform Study Distribution” entries in Table 8 are based

—on tallies for Rems found Inside of a/l containers on the platform — both

identical and non-identical containers. When the proportions for the “FY 85
Platform Study Distribution” are recaiculated using only tallies of non-
identical containers, the share of “Pricrity+Express” is 6.0 percent, which
corresponds 1o a difference of 3.4 percentage points from the comresponding
*FY 95 I0CS Platform Dist. Key” entry. See also my response to
DMA/USPS-T16-3 (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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point difference) between the *Priority+Express” proportions in the two
referenced columns as evidence that “Priority+Express’ mait is more likely to
be in mixed containers than In direct tallles.* Without knowledge of the
standard errors, one cannot make any statistically meaningful statement
about whether the two proportions ditfer and, if they do, how big that
difference might be.

Again, please note what is being compared in the question. To relterate what
was said In the answer to part () above, the IOCS Platform distribution key
is based substantially on tallles of identified containers. The dollar weights ot
such tallies are divided among the item types and/or loose shapes observed
within them, and the subclass distribution of each item type or loose shape is
inferred from the subclass distribution of the corresponding direct tallies of
the same type. The distribution derived from the Piatform 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 points, rather than as a 7.4 percent difference.
The percent difference batween the “FY. 95 10CS Platform Distribution Key”
entry for Standard (A) and the corresponding entry from the “FY 85 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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“FY95 Platform Study Distribution” entrigs In Table 8 are based on taflies for
itemns found inside of all sampled containers on the platform - both identical
and non-identicai containers. When the proportions for the “FY85 Platform
Study Distribution” are recalculated using only tallies of non-identical
contalners, the share of “Standard (A)" is 2.1 percent, which comesponds o
a difference of 3.8 percentags polints from the corresponding “FY85 IOCS
Platform Dist, Key” entry. Ses also my to DMA/USPS-T16-3 (a).

In the abssence of information oﬁ thelr respective standard errors, it would be
inadvisable to view a 7.4 percentage point difference (or a 3.6 percentage
point difference) between the “Standard (A)” proportions in the two
referenced columns as evidence that “Standard (A)’ malil is more likely to be
| m direct tallies than in mixed containars.” Without knowledge of the standard
errors, one cannot make any statistically meaningful statement about

whether the two proportions differ and, if they do, how big that difference
might be.



6485

Interrogatdries of Magazine Publishers of America
to Uriiled States Postal Service Witness Degen

MPA/USPS-T16-2. Piease 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 magnified by the fact that
- direct costs are a small minority of the total costs in most allled pools.
For example, 10 pergent of the costs In the platforrn MODS pool are
direct, while 90 percent are mixed and not handiing costs. All else
being equal, the risk that a 10 percent sample misrepresents the
whole Is much greater than the risk that a 75 percent sample
misrepresents the whole.

{8)  Please confirm that in Base Year 1998, less than 10 percent of the costs
in the platform MODS pool were direct. If not confirmed, what percentage
of platform MODS poo! costs wereg direct?

(b).  Please confirm that in Base Year 1998 less than 25 peréent of the costs In
. all alied MODS pools were direct. if not confirmed, what percentage of
allied MODS pool costs were direct?

MPA/USPS-T16-2 Response.

(a) Confirmed that less than 10 percent of the total dollar weighted tallies in the
MODS platform cost pool were direct tallies {i.e., tallles containing subclass
information). However, directs made up 25 percent of the total dollar
weighted handiing tallies in this poot in BY 1988.

(b) Confirmed that less than 25 percent of the dollar weighted tallies In all MODS
allied cost pools werae diract tallies. However, directs made up 50 percent
percent of the total dollar weighted handling tallies in these pools in BY 1998.



Response of United States Postal Service Witness Degen
To Interrogateries Of Magazine Publishers Of America Ine.

MPAMSPS-T16-3. Ploase refer to LR-I-115 from Docket R2000-1, and your response
to MPA/USPS-T12-11(c} from Docket No. R97-1, whera, In response to the question,
"Has the Postal Service performed any quantitative studiea 1o determine whether ltems
in contalners are similar 1o tems not in coritalners (with respect to Class, Subclass, and
shape)?,” you answered: *| am aware of no such studies.”

(e)

™)

()
{d)

(0

{f

{0).

.

@)

. Please confirm that the 1995 Platform Study was performed by Chiistensen

Associates for the Postal Servica. i not confirmed, please explain. If confirmed,
please provide the names of all Christensan Assoclates employeses who were

“involved In the study. :

Please state whether you were aware of the 1995 platform study when you

résponded to MPA/USPS-T12-11 (¢) In Docket No. RS7-1. If 80, please explain in
. detail why you responded that you wére “aware of no such studies® in that case.

Please siate when you were mede awars of the 1935 platform study.
Please stats what the original purpose was of the 1985 platiorm study.,

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.

Please list all studies for which data from the 1995 Platform Study was used, and;
for each, please indicate (i) whether any Christensen Associates employees were
involved in writing the repon, (ii) wheén report writing began, and (iii) when the
report was completed. Please also provide a copy of each repoit.

Are you currently aware of any.other studies that assess whether items in
containers are similar to tems not in containers (in terms of class and subclass)?
If 8o, please provide & copy of each.

Please state whether you are currently aware of any other data with which one
could assess whather items in containers arg simfiar to Hems not in corfainers (in
terms of class and subclass). | 80, please provide an electronic copy of the data.

Please state whether you are currently aware of any other studies that assess

~ whether direct items are similar to mixed items (In terms of class and subclass). If

80, please provide a copy of each, :
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Piease state whether you are currently aware of any other data with which one
could assess whether direct liems are simillar to mixed items (in terms of class and
subclass). if £0, please provide an slectronic copy of the data,

Please identify when Christensen Assoclaies performad the analysis of the 1995
Piatform Study data that you prosent in your testimony.

Please state }vhethar the anaiysls presented in your testimony Is the only analysis

thal Christensen Assoclatas has performed using 1695 Platform Study data?

MPA/USPS-T-16-3 Response.

(a)

{b)

(c)

Confired. The following employeesformer employees of Christensen Associates
were involved in study: Carl Degen, Kerry Ehlinger. Noslle Chesley, Dan Talmo,
Joseph Henningfleld, Stacey McCullough, Marianne Ley, Molly Moosebrugger,
Margaret Schuster, Mike McGrans, Pam Hermann, Quentin Baird, Tom Ayen, and
Patricla Stachowiak.

When | responded to MPA/USPS-T12-11(c) In Docket No. RS7-1, the data
collection phase of the 1995 Platform Study was complete, but the findings and
teporis presented In my testimony and in USPS-LR-I-115 had not been prepared.
The question clearly pertained to studies for which there wers findings and reports,
as lndlcaleci by the final sentence, which read, “[P]lease summarize the findings of
each study and provide a copy.” At the time of my response to MPA/USPS-T12-

11(c), § was aware of no such studles.

| became aware of the findings of the 1995 Piatform Study in December 1889

when the tally data were weighted and analyzed,
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Response of United States Postal Service Witness Degen
To interrogatorias Of Magazire Fublishers Of America Inc.

(k) The analysls of the 1885 Platform Study data was performed In late 1999,
() Otherthan that described in my response to part (f), | am not aware of any data or

results from the 1995 Platform Study relaased by Christensen Associates prior to
completion of tho study in December 1989,
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Response of Unifed States Postal Service Witness Degen
To intérrogatories Of Magazine Publishers Of America inc.

MPA/JSPS-T16-4. Please refer to your response to DMA/USPS-T168-3(a).
- -(a) Please confirm that the FY85 JOCS Platform Distribution Kay was developed using
'Rem and loose ghape 1aliies for alf alljed operations, not just tallies in the platform

_ _.opemﬂon if not confirmed, please list all cost pocls from which direct item and
foosa shape tallles were usad fo develop the key.

(b) Please confirm that witnass Van-Tysmith's mixed-mall distribution keys for alf
allied. operanons othar than Piatform use only tallies from the same pool (unleas
there are no tallies t6 develop the key). if not confirmed, please explain,

(c) Please provide a revised FY95 10CS Piatform Digtribution Key that is developed in
the same way as the key provided in your 1ésponsa to DMANSPS—T1B-3(a)
" except that i only uses tallies from the MODS Platform cost pool.

(d) Piaase confirm that mixed-mail costs in the MODS Platform cost pool comprise
approximately 42 percent of ‘mixed-mall costs at MODS allled operations. If not
confirmed, please state what percent of MODS allied mixed-mail costs are
comprised of MODS Platform mixed-mall costs,

MPA/USPS-T-16-4 Response.

The FY95 IOCS Piatform Distribution Key was not discussed in the response to

DMNUSPS-fI“‘l 6-3(a). | assume the questions refer to the response to DMA/USPS-

T16-3(b).

{2) Confimed. Please note that this approach is consistent with witness Van-Ty-
Smith's procedures for “filling” the “Identifled” mixed-mail containers.

{b) Confirmed. - .

(c) The requested data are provided in Attachment 1 to this response. Please note that
the FY95 10CS Platform Distribution Key referenced contains the subclass
distribution of the dollar-weighted direct item tallies in the allled iabor cost pools,
which are the tallles used lo distribute the dollar-welghted tallles for tems In
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To Interrogaicries Of Magazine Publishers Of America Inc.

Identified containers. However, the actual distribution process for identified
container tallies doas not apply a single distribution key {see Docket No. R97-1,
USPS-T-12 at pages ?—1 0). The Implicit subclass distribution key for Platform ltems
in containers welghts the direct ttem tatlles (used to form the distribution keys)
according to the prorated dollar welghts of the items observed in the container tallies
{the quantities to be distributed). In the tabla in Attachment 1 | provide the implicit
distribution key for Platform items In containars cotresponding to the key given in
Table 8, as well as the impliclt key using only Platform taliies, as requested.

{d) Assuming that empty ltem and contalner tallies are considered par of the s-et of
mixed-mall tallies, | confirm that 42.3 percent of tha 1ota! dollar-weighted mixed-mail
tallles in the MODS Allied cost pools are from the MODS Piatform cost pool. if
empty item and container tallies are not Included part of mixed-mail, the share rises

to 47.1 percent.




Attachment 1
Responsa 1o MPA/USPS-T18-4(c)
Page 1of 1

Implicit
FY85 10CS
- Table8 . Implicit Distribution Key
“FYB5 10CS FYS510CS  Using Only MODS

Class _Distribution Key* Distribution Key _Platform Tallies
"First Class - 50.59% 55.86 55.05%
Priority+Express 2.63% 9.91  951%
Periodicals 11.53% 7.82 6.68%
Standard (A) 32.71% 21.7¢ 22.90%

Standard (B) 1.10% 1.51 2.08% .
All Olhar 1.44% a1 3.78%
Total 100.00% 100.060 100.00%
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Reaponse of !Jnli_od.stgm Posta! Service Witness Degen
To Interrogatories Of Magazine Publishers Of America Ino.

MPA/USPS-TIE-5. Please refer to your Testimony at page 62, line 5, where you state:
“There I8 no question of sefection blas with respect to emply items.” Please refer further
_to'your Testimeny at page 65, fines 4-8, where you state: "Assumption 4 uses the
“subclass distribution of direct itams notIn containers to infer the subclass distribution of
items in containers...Oncé again, this assumption éannot be criticized for selection
blas” Also, pléase refer further to your Testimony at page 68, lines 1-2, whers you
~ state: “Assumption 5 involves emply container tallies..,. As with empty ftems, the Issue
. ks not selaction blas." -Finally, please refer to your Testimony at page 60, Table 4. In
particular, please refer to the "Relevant Assumption”™ column.

(a) Please confim that direct em tallies form the distribution key for mixed non-empty
ftem tallles, mixed empty em tallles, and the mixed identified container tallies that
include tems. If not confirmed, please explain.

(b) Please confirm thal identical container tallies and fliied mixed Identified container
tallies form the distribution key for mixed non-identified container tallies and emply
container talties.” If not confirmed, please explain.

{c) Please confirm that the combination of a and b above implies that direct tem
. tallies—by forming the distribution key for mixed identifled container tallies that
“include ems—therefore alsa indirectly form part of the distribution key for mixed
non-identified container tallies ang empty container tallies.

{d) Please confirm that if there Is selection bias for direct item tallies, it blases not only
" “the distribution of mixed non-empty item talfies, but also the distribution of mixed
_ empty item taliias, mixed identified container taliies that include items, mixed non-
identified container tallles, and empty container tallies. If not confirmed, please
explain,

(¢) Please confirm that Assumption 4 ("The costs assoclated with tallles of items In
~ mixdd-rall contalners have the samp subclass distribution as the costs associated
with direct itern tallies, by item type®) is relevant for empty containers because this
~ assumplion identifies the subclass proflie for non-empty containers, which is used
" {o identify the subclass profile of empty containers. i not confirmed, please
explain.

(f) Please confirm that Assumption 3 (“The costs assoclated with non-identified
container taliles have the same ltsm distribution as the costs associated with
identified container tallies of the sarme container type”) is relavant for empty
containers bacause this assumption affects the subclass profile for non-identified,
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Response of Unitbd States Postal Service Witness Degen
To Interrogatories Of Magazine Publishers Of America Inc.

non-empty containers, which Is used to identify the subclass profile of empty
confainers. if not conﬁmd please explain.

-(p) Please confirm that Assumplion 1 ("The contents of items tallled as ‘mixed-malf’ in
- OGS have the same subciass distribution as direct item tallies of the same item
type'} is relevant for all non-identical containers because If “mixed-mail” tallies do
not have the Bame subclass distribution as direct Rem taflies then the subclass
_profite of direct tom tallies does not accuratoly represent the subclass profile of
itéms. If not confimed, please expla!n

(h) Please confirm that if direct lem tallies aren't representative of all itein tallies, there
" lsroreasonto belleve that they would be représentative of container talllas. if not
confirmed, please explain,

MPA/USPS-T-16-5 Response.
(a) Partly confirmed. 1t 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 oocup!ed by items , are based upon direct itern talllas for the same item

type and, where possible, the same cost pool. For the full detalls of the distribuﬂon
key formation process, please see USPS-T-17 and USPS-LR--107. There is not a
single key for distributing all mixed-mail item and identified container faliles, as the
question seems tc imply.

(b) Parlly confirmed. As with part (&), the statement may be broadly correct as a casual
description of the distribution process, but it omits the detalls that the distribution
keys are formed by container type and, where possible, cost pool. For the full
details of the distribution key formation proce?s. please see USPS-T-17 and USPS-
LR4-107. '

(c) Partly confirmed, subject to the caveats stated in the rasponse to parts (a} and (b).
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_Rasponse of United States Postal Service Winass Degen
To Interrogatories Of Magazine Publishers Of Amarica fnc.

(d) Partly confirmed, Because of the detalls of the Postal Service’s mixed-mall
distribution method, the “selection blas® prasupposed by the statement would have
o bias the subclass distribution keys at the level the tallies are employed. | have
testified that | beﬁevo no significant selection bias exists for ttem tallies, mainly
because the vast majority of them are subject to the *top piece rule.” Further, by
using assoclations between cost pool, shape, item typs, and/or container type and

+ the ﬁke_ly subclass contents of mixed-mail obéervations. the Postal Service's
| distribution methodology largely avolds this potential source of bias. See USPS-T-
16 at pages 59-61. '

(o) Confirmed that Assumption 4 is relevant to empty containers because emply
containers are categorized with non-identifled non-empty eontainers for the
purposes of witness Van-Ty-Smith's distribution key procedures.

{f) Confirmed that Assumption 3 Is relevant to e;nply oontainoﬁ beéause empty
containers are categorized with non-Identified non-empty containers for the
purposes of witness Van-Ty-Smith's distribution key procedures.

(g) Not confirmed. The assumed relationship between direct item and mixed container
tallies is specified in Assumption 4. See also the response to part (e).

(h) The statement, as written, is practically tautological. Please note th.at itis notmy

testimony that direct tem tallies are, as a genera! matter, representative of container

{allies.




. Response of Unﬂad States Postal Service Witness Degen
To Intefrogatories Of Magaztm Publishers Of America Inc.

- MPAUSPS-TIS-8. Please rofer to page 68 of your Testimony at Table 8.
and your response to DMA/USPS-T16-3(a).

(a)

®)

()

@

(8)

"
(0)

)

Plaase state what percentage of welghted container tatlies is for identical
contalners aocordlng to lhe 1895 Platform Study,

. Pleasa confimn that, according 1o Table 8, Perlodicals comprised 13.3 percent ol

iterns In containers In the 1995 Platform Study. # not confirmed, please provide
the correct figure.

Ploase gonfirm that the percentage of peﬂodlcals In containers in the 1895 Platform

"Study (gee (b), above) includes both tems In identical contalners and ttems In non-

identical containers. If not confirmed, please explain.

Please conﬁrm that Pericdicals comprised 11.2 percent of items in non-identical
containers in the 1895 Platform Study. f not confirmed, please provide the correct
figure.

Please stale the percentage of weighted ltems-in-identical-container taliies In the
1995 Platform Study that was oomprised of Periodicals. »

In an electronic spreadshest, please provide a table (in a format similar to that of
Tebla 8 In your testimony) that shows the subclass proflle of tems In identical
containers from the 1895 Platform Study.

In an electronic sproadsheet, please provide a table (In a format similar to that of
Table 8 In your testimony) that'shows the subclass profile of single lterns from the
1865 Platform Study. ,

In_an electronic spreadsheet using the 1985 Platform Study data, please provide a
mbta that provides the item type and foose shape profile individually for identical
" containers, identifisd contalners, non-ideritified containers, and single ltems.
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MPA/USPS-T16-6 Response.

(2) As stated in my response to DMAUSPS-T16-1(f), “{tjhere were 718 container
taTlies of which 53 ware for identical containers. Identical containers represent 6%
- of the weighled container tallies.”

{b) Confimed.
{c) Confirmsd.
{d) Conﬁrméd.
{e) Of weighted ltems In identical containers, 17.4% were Periodicals.

{h !am providing the requested subclass profile of items in identical containers from
the 1995 Piatform Study on worksheet *6f" of workbook file mpa-3-11.xis In USPS-
LR-1-246.

() |am providing the requested subclass profile of single [tems from the 1895
Platform Study on workshest “8g” of workbook file mpa-3-11.xis in USPS-LR-1-246.

(h} {am providing ihe itam type and loose shépe profile individually for identical

containars and single items on worksheet “Sh” of workbook fila mpa-3-11.xs.
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Please note that the 1995 Platform Study did not collect data for identified and
non-identified containers.




'Response of United States Postal Service Witness Degen
To Interrogatories Of Magazine Publishers Of America Inc.

lsﬂngUSPS-TIS-'I. quasa refer to the document labeled USPS LR-I-115 1895 Platform
y.

(@)
®)
©
@
(@)

®

()

(R)

@

Please provide a copy of all fraining materials that were provided to the
Christensen Assoclates personnel who collected data for the 1995 Platform Study.

Please provlde a copy of all written instructions that were provided to the data
collectors.

Please describe all training that was provided to 1885 Platform Study data
collectors.

Please describe all oral instructions that were given to the data collectors.

Before performing the study, were the data collectors informed that there is a
strong association between item type (particularly sack color) and mail class? if
80, pleass explain who Informed thern of thia strong association.

Before performing the study, did the data colleciors have any reason to believe
that there is a strong association betwesn llem type (pariicularly sack color) and
mall class? If so, why did they believe that there was a strong association?

Dld the data coffectors report to you? If not, to whom, at Christensen Associates,
did they report?

In the 1895 Platform Study, how fong were data collectors given to complete a tally

fot one contalner (Including any Information they coliected about single items and
locee shapes)?

_Pigase state what the lime interval was between tallies In the 1995 Platform Study.

If this figure wais variable, please provide the average timae Interval between tallles
and dascribe the method used to determine how large the time interval should be,

What instructions were given to mallhandlers to ensure that they did net interrupt
the data collection effort? Who provided them with these instructions (e.g., USPS
tacility manager, Christensen Assoclate personnel)?
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(k) Piease describe how faciiities were informed that Christensen Assoclates
pomonnel were golng to eonect data at thelr facﬂlty

() . What percentage of tallies in the 1995 Platform Study were recorded as not
handling taliles?

MPA/USPS-T18-7 Response.
(a) st providing a copy of the training matarlals from the 1995 Platform Study in
USPS-LR-{-246.

(b} (am providing a copy of the written Instructions from the 1985 Platform Study in
USPS-LR-1-248.

{¢) The materials described In parts (a) and (b) were provided to data collectors ata
' 'dayQiéng'tralhing sesslon conductad at Christensen Associates. In addition to
. ._goingthrough the data collection forms, instructions, and handouts, a variety of
mail piaces were provided so that data collectors could practice identifying

subclasses of mail.
(d) Oralinstructions were given that reiterated written materials.

(6) Data collectors were not specifically told what mail classes to expect in sacks or
any other item type.

() Severa! of the data collectors had had previous acceptance-unit and in-plant.

experienca, and so would have known the common operaﬂng{mail preparation




(©)

(h)

0

0

. Response of Unlied States Poo;il Service Witness Degen
To interrogatories Of Magazine Publishers Of America Inc. -

associations of sack color to class, bul also would havo been aware that those
assoclations were not 100 percent reliable.

Mike McGrane was In charge of the study. | served as jead data collector at two of
the eight survey sites. in addition to Mr. McGrane, Dan Talmo, Marianne Ley, and
Stacay McCullough served as on-site lead data collectors at the other survey

facilities.

As explained in USPS-LR-I-115, *{t]he minimum time for a tally was set at five
minutes ..." In other words, tallles taking Jess than five minutes to complete were
spaced five minutes apart. Tallles requiring more than five minutes to record took

as long as required to complets counting of the observed container, item or mail

- plece ot as long as possible to count without delaying processing of the mail.

For talliss taking more than five minutes to complete, there was no time interval
between the completion of one tally and the start of the next tally other than the
time it took to find the next employee for sampling. Tallies requiring less than five
minutes to complete were spaced five minutes apart between tally start times. The
ASCIl lext file, matr095.pm, submitted as part of USPS LR-1-115 is a list of all taily

- ohservations and includes the start time for each tally.

To my knowladge, Postal supervisors specifically Instructed mail handiers to
cooperate with data collection efforts 1o the greatest extent possible without

delaying the mail.
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() Faciiiies selocted for data collection wera natified by two letiers, one from Willlam
~ Hendarson (Executive Vice President/Chief Operating Officer) directed at the plant
managers and one disected to finance managaers from Michae! Riley (Senlor Vice
President/Chlet Financial Officer). Coples of both letlers are.behg provided in
USPS-LR-1-248.

() There were 1,708 iallies taken in the 1995 Platform Study, of which 704 were not-
handling tallies. Not-handling taliies represent 34 percent of the weighted tallies in
the study.



Response of United States Posta! Service Witness Degen
To Interrogatories Of Magazine Publishers Of America Inc.

MPA/USPS-TI6-8. Please refer to spreadsheet dmat16q1.xls, worksheet 1e, which you
provided in response to DMA/USPS-T16-1. Please provide a coefficient of variation for

each percentage on this worksheet.

MPA/USPS-T 16-8 Response.
1 did not compute coefficients of variation for the percentages contained in this

worksheet, and 8o am unable to provide them.

6503



Responsa of United States Postal Service Witness Degen
To Interrogatories Of ‘Magazine Publishers Of America inc.

- MPAMUSPS-TIG-8. Plsase refer to spreadshee! dmat18q1.xds, worksheets 1c and 1d,

- which.you provided in response to DMARSPS-T16-1. Please provide coresponding
spreadsheets for direct items and identical conlainars using 1995 10CS data for
Platform operations, including both the subcliss profile by ftem type and the number of
Réms included In the 10CS eample for sach fiem type. Plaase also provide a coefficlent
of variation for each percéntage distribution figure provided.

MPAARISPS-T16-8 Responss.

{ am providing the requested subclass profile of direct item taliles using 1995 OCS tally
data on workshest "8" of workbook file mpa-3-11.xls in USPS-LR-|-248. Pleass note
that I0CS identical container tallies do not contaln Information on ftem types (see
USPS-LR-1-14, Handbook F-45, in-Office Cost System, Field Operating Instructions, at
pages 12-5 through 12-7). Therefore | am unable to supply the requasted subclass

profiles by item type for items in identical containers.
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MPA/USPS-TIS-10, Ploase rofer fo spreadsheet DMAt16q1 xis, worksheets 1b, 1c, 1d,
_and te, which you provided in respohse to DMA/USPS-T18-1. Please provide a
- "comesponding spreadsheet that aggregales the subclass profiles for each piece and

. hem type. In devaloping this spreadsheet, includa all talliea.for single pleces and single
. Hems (worksheets 1b and 1¢), all tallles for tems and looss pieces In identical

containers {worksheet 1d), and all talties for tems and loosd pleces in non-identical

" contalners (worksheet 1e) from the 1895 Piatform Study. The aggregation should use |

" 2

'mrbgﬂéte'm@ﬁve welghts for the different tybes of tallies. Please also provide a
nt of variation for 6ach percentage distribution figure provided.
MPA/USPS-T16-10 Response.

1 am providing ﬁm requested subclass profile of the handling tallles from the 1995
Platform Study on worksheet *10" of workbook file mpa-3-11.x1s in USPS-LR-1-246.
Piease note that | did not compute coefficlents of variation for these percentages, and

80 am unable to provide them.
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MPA/USPS-TIE-11. Please refer 1o spreadshee! DMAL18q1.ds, worksheets 1d and 1e,
which you provided In rezponse to DMA/USPS-T16-1. Thesa worksheets describe the

‘subclass profiie of tems and loose pleces In identical and non-identical containers, and
they Include a figure for each Rem type of the "number of ltlems (unweighted).”

(a)} Ploase expiain what the “number of items (unweighted)” refers to,

(b) Please state whether - when a worker who is handiing a container is sampled —a
1ally Is taken for every Rem in the container or whether tha data collector records
only One tally for'each lem type In the samplad contdiner. If the latter, please state
;(he'ther the data collector éampled all items of the item type of just one item of the

em type.

(c) Please stale the number of identical containers that was sampled and the number
of non-identical containers that was sampled In the 1695 Platform Study.

MPA/SPS-T16-11 Response.
(a) The “number of tems (unweighted)" refers to how many actual items were

surveyed to develop the profile shown for each Hem type.

(b} Each tally represents a sampled worker. in the case of a worker who is handling a
container, the number of items by type and loose pleces by shape and subclass
contained within the container are recorded, Then for each item type found In the
container, two ltems are completely Inventoried to get a plece distribution by shape

and subclass.

{c) Thére were 719 contalners sampied of which 53 were recorded as Identical and

666 were non-identical.
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MPA/USPS-T16-12. Please refer to your response to DMA/USPS-T16-2,
where you describe resuits from the 1995 Platform Study: *For tallies
where the employee was working ‘inbound transportation,’ $7% of
weighted handling tallies represented mail or equipment where the next
operation was recorded as ‘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 mail 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.

MPA/USPS-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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MPA/USPS-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
unioaded by workers clocked into culiing and canceliation), 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.

MPA/USPS-T16-13 Response.
Confirmed, other things held equal. Note that the péréentage 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.




6509

Response of United States Postal Service Witness Degen
To intervogatories of Magazine Publishers of America, Inc.

MPA/USPS-T16-14. Please refer to Witness 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 volume-variable 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 MPA/USPS-T16-12 and MPA/USPS-T16-13, indicates
that volumes at nn~-sllied operations are a driver of a portion of allied costs.

Please confirm that the econometric analyses of allied costs provided by
Witness Bozzo in response to MPA/USPS-T15-1 and by Witness Bradley in
Docket No. R87-1 (USPS-T-14) are consistent with the conclusion in (a).

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.

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 cost-driving role of non-allied volumes in
the allied distribution keys would be to distribute some portion of allied fabor
costs using a distribution key based upon tallies from non-allied operations.

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).

MPA/USPS-T16-14 Response.

a.

Confirmed. In effect, the volumes at sorting (or other appropriate “non-allied”

operations) drive a portion of allied labor costs indirectly by causing various
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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.

. Confirmed.

a .

. 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 the 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.

. Confirmed, but not all adjustments would necessarily be appropriate.

. 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. R97-1, 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.



6511

Response of United States Postal Service WitnessDegen =~~~
To Interrogatories of Magazine Publishers of America, Inc.

hY
L

. The fundamental issué with mixed-mail distribution is inferring the subclass
contents of the associated items and/or contéiners. “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 %’,de labor cost pools; see the

response to MPA/USPS-T16-4(a) and USPS-T-17 at page 15.
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MPA/USPS-T16-15. Please refer to Witness Bozzo'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, “(f)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 Please confirm that your operational analysis “indicstas that allied
operations should be expected to have lower volume-varia:.iity factors than
sorting operations.”

b. Please confirm that the econometric estimates of the variability of allied
costs provided by Witness Bozzo in response to MPA/USPS-T15-1 and by
Witness Bradley in Docket No. R97-1 (USPS-T-14) are consistent with the
conclusions of your operational analysis described in (2).

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.

MPA/USPS-T16-15 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 100 percent in
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allied labor operations to warrant appropriate “adjustments” to the allied labor

distribution methodology, such as that described at page 69 of my testimony.

d. Confirmed.
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MPA/USPS-T16-16. Please refer to interrogatory MPA/USPS-T16-10, 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 tailies for items and loose pieces in identical containers..., and all
talties for items and loose pleces in non-identical containers...from the 1995 Platform
Study.” The intent of this interrogatory was nof to obtain a table that aggregated over
the piece and item types. Please provide a table that aggregates over container type
{non-container, identica! container, non-identical container) but that stili provides full
detail on both subclass profile and piece and item type.

MPA/USPS-T168-16 Response.
| am providing the requested subclass profile by item and piece type, aggregating over
all weighted handling talties (i.e., single piece tallies, single item tallies, and identical

and non-identical container taliies), as workbook file mpa-16.xls in USPS-LR-I-301.
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MPA/USPS-T16-17. Please refer to your response to MPA/USPS-T16-14(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
made the quoted statement.

b. If the answer to part (a) is affirmative, please specify the nature of the “'broad’

distribution of mixed mall cost pools” and the “appropriate use of the
information contained in item and container tallies.”

c. Please provide the volume-variable costs by cost pool and subclass resulting
from the distribution methodology described in response to part (b), in a
format comparable to Table 3 at USPS-T-17. Piease also provide an
electronic (Excet) version.

d. Please provide the SAS code used fo generate the response to part (c) in
hard copy and electronic form.

MPA/USPS-T16-17 Response.

a. |did not have a specific mixed-mail distribution method in mind when | made
the quoted statement. However, | had considered some general types of
modifications to the mixed-mail procedures, which | describe in the response
to part (b).

b. | considered two general types of modifications to the mixed-mail procedures
implemented by the Postal Service for the BY 1998 malil processing subclass
distribution keys. First, the “broader” mixed-mail procedures employed for the
MODS and BMC Platform cost pools could be eitended to other allied labor
cost pools. Second, for the MODS office group, the 'broéder" distribution of

mixed-mail for the Platform (and, potentially, other allied labor cost pools)

could be extended to additiona! 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 altemative mixed-mail methods, which | have not
considered individually. However, | specify what | believe to be the “broadest”
acceptable mixed-mail distribution method in the table provided as
Attachment 1 to this response. The results that | present in response to parts

(c) and (d) employ this method.

. 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-I-313.

. 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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Attachment1

Response to MPA/USPS-T16-17
Page 1 of 1

Cost Pool
Group

“Broader” distribution in USPS
Base Year method

“Broadest” acceptable method

MODS

*Identified” containers in
Piatform cost pool are “filled”
using piece- and item-handling
direct tallies in all allied labor
cost pools

« 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’

e Extend the broadened
treatment of identified
container tallies in the
Platform cost pool to
identified container tallies in
other allied labor cost
pools, except
Cancellation/Mster Prep®

o Extend the broadened
treatment of identified
container tallies in allied
labor cost pootls (except
Cancellation/Meter Prep) to
tallies of mixed single items
in allied labor cost pools

BMC

Mixed single items and
identified containers in
Piatform cost pootl are filled
using piece- and item-handling
direct tallies in alt BMC cost
pools

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")

Non-MODS

Mixed identified containers in
Allied cost pool are filled using
piece- and item-handling direct
tallies in all non-MODS cost
pools except Registry and
Miscellaneous

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-handling tallies is the set
of Function 1 cost poo!s (except 1Misc, 1Support, Registry, and BusReply) plus LDC 79. See
USPS-T-17 and LR-I-1086 for details.
2 Note that | intend that the set of allied labor cost pools include the mechanized sack sosting cost
pool in LDC 13, in addition to the LDC 17 cost pools excluding Cancellation/Meter Prep.
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Estimated Volume-Variable Cost by Subclass and Cost Poot
Uses Broadenad Mixed-Mail Distribution Method from Response to MPA/USPS-T18-17(b)

fstL&P
1PreL
1Cds
1PreC

Mailgrams
2iIC

2Reg

2NP

2CL

3BRCRT
3IBRO
3NPCRT
3NPO
47Pp
48PM
4SPC
4LB
USPS
Free

Registry

Certified
insurance

coD

Money Ord

Stamp Env

Sp Hnding

PO Box

Other Special Svs

Total

MODS
bes
470,011
227,480
12,826
4217

4425
19,571
134,430
5,049
41,732

11

1,974

F

934,238

MODS
ocr
105,924
23,758
4,502
659
126

MODS
fsm

363,769
34,530
610
77
15,077
83

0

445
83,735
10,263
769
7,686
15,944
260,487
2,643
34,087
969
3,766
2,846
359
5470
510
7,352
137

CO0O0QCOOO

851,615

MODS
Ism
52,994
8,908

-
BuBo.moonNER

>

-
[-]
-

- -]

2
Qb

1.410

- 00 Q0O00QQ -

75,142

MODS
1SackS_m
18,018
4,989
612
114
4311
541
1
53
4,463
636
78
578
1,602
9,585
297
2,022
1,249
414
175
18
378
76
1,896
117

80-430--5-1-

52,261

MODS
mecparc

Pod8.onE.LRE

112

619

L
QOQOQOOOUI&N

8658

Attachment 2
Responss to MPA/USPS-T16-17
Page 10f 8
MODS MODS
spbs Oth spbsPrio
36,878 6,501
4,399 918
80 26
0 0
14,477 36,001
132 389
0 0
14 1
17.277 2,198
3,509 418
7 2
2452 139
15,156 706
63,358 2,454
110117 120
9,313 204
2,505 587
3,602 100
2,507 92
385 0
1,595 851
1,156 117
1,590 861
0 7
0 0
0 0
0 0
0 0
0 0
0 o
0 0
o 0
184,579 52,849
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Estimated Volume-Variabla Cost by Subclass and Cost Pool
Uses Broadened Mixed-Mai Distribution Method from Response to MPAUSPS-T18-17(b)

Subclass
1st L&P
1Prel.
1Cds
1PreC
Priocity
Express
Mailgrams
2C
2Reg
2NP
2CL
asp
3BRCRT
38RO
3NPCRT
3NPO
AZPP
4BPM
45PC
4LB
USPS
Free
Int
Registry
Certified
Insurance
coD
Money Ord
Stamp Env
Sp Hnding
PO Box
Other Special Svs

Total

MODS
manf

132,538
14 522
314
120
8,564
87
0
1121
56,927
8,421
406
3,075
6,410
84,565
1,480
17,543
410
1.652
1,163
290

:

w

[ %]
o
th

MODS
mani

694,810
125,749
56,205
8,997
5,040
928
127
150
9,025
1,948
2
5339
11,601
140,815
3,509
56,848
586
611

-t
o
go-

-l
Y

2,038

1,149,513

MODS
manp
5,044
887
3
1
8,456
157
0
1
1335
182
0
270
970
4,491
44
101
5474
1.830
1,438
H
457
127

ﬂOOOOOOQ‘ﬁ

31,630

MODS
Priority
6,360
375
5
1
117,058
1,875
0
3
533
110
-2
278
767
1,509
7
202
669
179
115

&
2o

»

NOQOOOOOhgm

135,596

MODS
k15
325,321

10,451

15,727

(=~~~ N — 3 I~ }

459,539

MODS
1bulk pr

4714

2,115

149

29

517

74

0

8

529

72

4

133

517

1,844

38

478

Altachment 2
Response io MPAUSPS-T16-17
Page 2 of 8
MODS MODS
1cancMPP 10pBulk
135,902 102,984
7.234 26,439
3,497 3,703
101 613
5275 13,987
75 2.116
0 5
3 432
838 18,786
149 2,881
2 B4
666 2,201
312 13,156
3,767 75,057
124 2,117
201 14,905
366 2,620
127 2,287
357 1,013
136 148
1,099 1.951
58 512
1,815 5,008
26 303
0 7
0 3
0 3
0 0
0 0
1 71
0 0
52 159
162,480 293,508
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Estimated Volume-Variable Cost by Subclass and Cost Pool Attachment 2

Uses Broadened Mixed-Mal! Distribution Method from Response to MPAMUSPS-T18-17(b) Response to MPA/USPS-T16-17
Page 3of 8
MODS MODS MODS MODS MODS MODS MODS MODS
Subclass 10pPref 1P1atform 1Pouching 1SackS_h 1scan 1EEqmt 1Support BusReply
1st L&P 293,714 371,448 186,719 59,716 18,118 16,164 22,098 8,335
1Prel. 68,840 88,924 44,828 15,206 4.854 3,982 4978 1,057
1Cds 8,698 12,622 5,578 2019 586 638 83t 292
1Pre(C 1,777 2,645 1.149 380 113 113 142 1
Priority 52,559 92,420 33,855 18,317 6,965 2,335 2,842 1,067
Express * 5,425 11,272 4,381 2029 1,659 500 ) 438 6
Maligrams 10 17 6 3 1 1 1 0
ac 754 858 333 360 28 43 k) | 1
2Reg 51,078 55,717 24,931 14,518 1872 2,396 2,007 54
2NP 6,944 9334 J641 - 2,282 289 785 340 13
2CL an 458 180 142 12 15 18 1
3asp 5,195 8,852 3542 1,298 254 395 7 455
3BRCRT 17812 27,888 10,212 6,510 964 1344 1,030 a3
3BRO 107,434 153,137 70,181 28,276 6,130 6,290 7.846 316
3NPCRT 2492 3,658 1379 888 138 218 190 92
INPO 23,456 33,103 14,927 6,018 1,410 1,406 1,823 32
4ZPPp 6327 18,007 3,878 3,319 354 354 34 552
4ABPM 4,097 7.118 2,152 1,453 177 226 194 23
45PC 2,146 4,351 1,388 653 166 3,723 148 506
4118 431 630 294 133 16 15 19 0
USPS 6,119 9,300 3.448 1,400 406 435 437 2472
Free 1,197 1,351 799 736 42 46 50 5
Inth 14,932 25474 11,214 3,803 1,110 1,316 1,325 87
Rogistry 835 3,087 528 169 59 84 191 2
Coertified 15 151 10 4 2 4 1 1)
Insurance . 7 95 4 2 1 1 1 0
COoD ] 90 4 2 1 1 1 0
Money Ord 0 0 0 0 0 0 0 0
Slamg Env 0 0 0 0 0 0 0 0
Sp Hnding 47 70 44 19 8 8 2 0
PO Box 0 0 0 0 0 0 0 0
Other Special Svs 368 1,001 235 97 32 70 128 14,363
Total 683,028 843,116 429817 167,731 45,794, 42,906 47,848 29,765
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Estimaled Volume-Variable Cost by Subclass and Cost Pool Aftachment 2

Uses Broadened Mixed-Mail Distribution Method from Response to MPAJUSPS-T16-17(b) Response to MPA/USPS-T16-17
Page 4 of 8
MODS MODS MODS MODS MODS MODS MODS MODS
Subclass Express Maligram Misc Registry Rewrap Int LD44 LD42
1stLAP 3,007 0 35,925 4,335 6,562 3.927 14,216 532
1Pret. 73 0 8,093 439 745 1,524 10,766 104
1Cds 89 0 1,351 375 543 522 287 a3
1PreC 74 0 230 3 o 148 88 o
Priority 703 0 4620 418 1,362 2,062 172 28
Express 33,628 0 712 1,174 4 1,977 1 2
Mailgrams 0 0 2 0 0 0 0 0
ac 2 o 50 3 0 5 0 0
2Reg 182 0 3409 102 14 255 22 41
2NP 39 0 553 18 5 a3 239 16
2CL 1 o 26 1 0 1 . 0 0
asp 30 0 515 539 104 21 g 1
3BRCRT ‘ . 108 0 1,674 13 9 100 1,359 a2
3BRO 938 329 12,756 68 1,241 1,015 4,240 238
SNPCRT 7 0 309 1 2 227 300 10
3NPO 151 0 2,964 59 118 158 568 4
4ZPP 24 0 543 595 513 1,850 18 0
4BPM 10 o 318 5 4 163 1 o
4SPC 9 0 241 80 222 10 2 o
4LIB 0 0 30 0 0 0 0 0
Usprs 2,820 0 710 7,039 145 482 82 26
Free 4 0 81 2 0 a3 1 0
it} 4,307 0 2,154 7,885 448 68,212 73 2
Registry 24 0 310 23538 1 818 2 0
Certified 0" 0. 2 0 0 0 0 0
Ihsurance 0 0 1 0 0 0 0 0
coD 0 o 1 o 0 0 0 0
Money Ord 0 o (] 0 4] 4] 1] 0
Stamp Env 0 0 0 0 0 0 0 0
Sp Hnding 0 0 3 0 0 0 0 0
PO Box 0 o 0 0 0 0 0 o
Other Special Svs 91 0 208 0 1 0 1 o
Total 48,159 a» 17,789 48,691 12,145 83,742 32478 1,069

255



Estimated Volume-Variable Cost by Subclass and Cost Pool Attachment 2

Uses Broadened Mixed-Mail Distribution Method from Response 1o MPAUSPS-T18-17(b) Respense to MPAUSPS-T16-17
PageSof8
MODS MODS MODS MODS MODS MODS MODS MODS
Subclass LD43 LD44 LD48_Adm LD48_Exp LD43_Oth LD48_SpSv LD49 LD79
tstL&P 190,701 69,878 36,764 447 40,266 20,2687 98,344 6413
1Prel. 51,905 22,630 10,009 0 10,962 2,559 61,470 6,047
1Cds 6,150 984 1,703 0 1,865 890 6,372 698
1PreC 1,270 164 246 0 269 2 2,057 0
Priority 49,185 5982 5,030 104 5,500 2,117 2,622 460
Express 3.239 854 1,262 807 1,382 5,309 12 29
Maligrams 0 0 0 0 0 o 0 0
21IC 1,304 o1 138 0 151 258 505 161
2Reg 30,222 4,951 3,764 0 4,123 596 22,491 588
2NP 4627 692 850 o 930 24 T1.702 475
2CL 178 102 2 0 26 2 87 0
asp 3,055 820 739 0 809 596 8,733 23
3BRCRT 29,024 1,722 2,404 0 2,633 1,247 1,511 2,090
3BRO 99,902 15400 0,485 1] 10,389 2632 17,255 12,619
INPCRT 2,558 140 218 0 240 11 191 793
INPO 16,325 2,726 1,757 0 1,924 571 4,219 8,497
42PP 13,162 781 1,105 0 1,210 442 296 430
4BPM 7141 581 693 0 759 720 1,626 176
4SPC 4,308 188 369 0 405 9 599 10
4L1B 1,233 124 90 4 98 1 o 1]
USPS 4,167 1,077 1,792 221 1,963 1,899 13,917 2,734
Free 710 1 46 0 50 2 1 0
Inth 4,086 738 980 0 1,073 3,695 1,077 28
Registry 90 9 324 0 355 2,120 26 19
Certified 0 0 1,783 0 1,953 11.279 1 0
Insurance 0 0 466 0 511 243 0 0
coD 0 0 50 0 55 127 0 0
Money Ord 0 0 1,744 0 1,911 0 ) 0
Stamp Env ¢ 0 58 0 64 0 0 o
Sp Hnding 0 2 6 0 8 (1] 0 1]
PO Box 0 0 1,368 0 1,499 0 0 0
Other Speclal Svs 388 1] 855 0 936 1,711 8,202 79
Total 524,905 130,834 86,120 1,578 94,324 50,408 258,319 42369
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Estimated Volume-Variable Cost by Subclass and Cost Pool Attachment 2

Uses Broadened Mixed-Mail Distribution Method from Response to MPAIIJSPS—T16—1 7(b) Response to MPAJUSPS-T18-17
Page 8ofB
_ Non-MODS  Non-MODS  Non-MODS  Non-MODS  Non-MODS  Non-MODS
Subclass Subtotal MODS MANL MANF MANP AUTOMEC  REGISTRY EXPRESS
18t L&P 3,990,224 434,609 154,843 14,204 75,713 2,338 0
1Prel 963,123 118,697 15,073 1,094 38,607 891 0
1Cds 150,576 23,169 0 5 2,108 1 0
1PreC 26.665 7.572 0 3 1,537 1 0
Priority 523,258 2362 23,160 51,798 272 315 0
Express 82,584 142 686 143 g 270 6,434
Mailgrams 173 0 0 0 0 0 0
2C ) 7.305 831 . 3,205 az 3 0 0
2Repg 400,072 6,476 75278 1,760 T24 231 0
NP 69,219 as1 11,020 108 170 1 0
2CL 3,010 4 1,064 1 3 0 0
asp 63,204 2219 4,749 1,739 825 2 0
38RCRT 203,872 14,839 21,765 259 4813 175 86
3BRO 1,408,926 103,806 174,800 22,344 23,056 ' 184 0
INPCRT 33,064 1,918 2,645 8 785 1 0
ANPO 318412 35,448 19,359 1,224 4987 11 0
4ZPP 70,238 915 611 20,659 185 - 58 0
48PM 42 457 T4 3.293 8,749 37 6 Q
4SPC 20439 9 1,124 5,465 5 3 0
4L18 4,507 2 209 1,102 1 0 0
USPS 94,697 4,434 2,004 ar9 205 782 255
Free 8,747 477 ! | 942 150 1 0
intd 222 691 4,068 1,130 904 338 840 0
Registry 33,336 0 0 0 8 2,792 0
Certified 15,216 4 0 o 2 0 0
insurance . 1,335 0 0 0 0 0 0
coD 341 0 0 0 0 0 0
Monay Ord 3,655 0 0 0 0 b)) 0
Stamp Env 122 0 0 0 0 0 0
Sp Hnding 204 0 0 0 0 0 0
PO Box 2,867 0 0 0 0 0 0
Other Special Svs 33,568 a 0 0 2 t] G
Total 8,808,008 762,451 516,050 136,259 154,637 9,008 6.775
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Estimated Volume-Variable Cost by Subclass and Cost Pool Attachment 2

Uses Broadened Mixed-Mail Distribution Method from Response to MPA/USPS-T16-17{b) Response to MPAUSPS-T16-17
. Page 7 of 8
Non-MODS  Non-MODS BMC BMC B8MC BMC
Subxlass ALLIED MISC tbiotal Non-MODS SSM OTHR PSM sPa
1stL&P 219,298 78,007 979,011 86 1,090 AT7 565
1PreL 59,165 24,178 257,703 4] 241 50 0
1Cds 5,012 2,591 32,887 0 179 0 0
1PreC 1372 1,129 11,614 ] o 0 1]
Priority 33,028 7.456 418,389 103 1,429 878 364
Express 5,100 1404 14,189 0 0 0 0
Mailgrams 0 0 0 [ 0 0 0
2IC 1,008 209 5378 12 63 0 20
2Reg 35,199 7,768 127,433 3,385 11,008 67 2979
2NP 8.660 953 19,293 909 2,550 139 153
2CL ar? 60 1,510 a7 250 0 82
asp 3,820 2,640 15,993 542 4,722 1,871 2,238
3BRCRT 32,611 4,195 78,744 2,184 6,567 437 1,594
3BRO 103418 24,964 452 572 12,502 95,264 33,053 34,890
3NPCRT 3,027 407 8,787 363 1,509 557 a5y
3NPO 17.210 4,048 82,387 2,233 13,209 1,842 4,360
42PpP 14,659 2497 39,584 5,163 49,181 15,348 5821
4BPM 5,080 1,198 19,338 2217 21,171 16,526 2412
45PC 2,467 555 9627 1461 15,447 13,331 1,296
4118 663 78 2,054 0 1,482 1,497 83
UsPs 5,123 3,001 19,613 101 7337 662 1,894
Free 1,335 122 3,062 257 755 548 252
Int 2427 B4S 10,251 2,298 13,044 5313 5018
Registry 1 1,126 3,928 0 118 0 0
Caertified 2 16,336 16,845 0 0 0 0
Insurance 0 538 538 0 0 0 0
! CoD 0 322 322 0 0 0 0
Money Ord 0- 0 0 0 0 0 0
Stamp Env 0 0 0 0 0 0 0
Sp Hnding 0 o 0 o 0 0 0
PO Box ] 0 0 0 0 0 0
Other Spacial Svs 1 7.710 1,713 1] 439 0 0
Total 558,750 194,834 2,338,763 34,213 248,585 92,698 64,180
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Estirmated Volume-Variable Cost by Subciass and Cost Pool Attachment 2

Uses Broadened Mixed-Mail Distribution Method from Responss to MPAUSPS-T16-17(b) Response to MPA/JUSPS-T16-17
PagaBof8
BMC BMC
Subclass NMO Platform Subtotal BMC  Grand Total
1stLap 183 704 3,105 4 972,340
1PreL 0 161 452 1,221,279
1Cds 1 60 239 183,703
1PreC 0 0 0 38,278
Priority 842 1,392 4911 646,558
Express 0 0 0 96,773
Mafigrams 0 0 0 173
21C 0 58 153 12,836
2Reg k] 7,932 25408 552,912
2NP 361 2,335 8,447 94,960
L 1 220 870 5,391
asp 850 3,518 13,738 92,936
3BRCRT 347 5,189 16,318 208,934
3aBRO 7,340 69,602 252,551 2,114,049
ANPCRT 4 1,376 4256 47,007
3NPO 574 B, 766 30,885 431,783
AZPP 13,980 45,306 134,800 244,620
4BPM 3,069 19,488 65.484 127,279
4SPC 1,879 13,705 47,118 86,185
4L18 884 1,348 5,294 11,855
USPS 1,891 4,321 16,208 130.516
Free 12 550 2373 14,182
intl 1,767 10,432 38,673 271614
Registry 0 a9 208 37472
Cortified 0 0 0 32,062
Insurance 0 0 0 1,874
COD 0 0 0 663
Money Ord 0 0 0 3,655
Stamp Envy 0 0 0 Y7
Sp Hnding 0 0 0 294
PO Box 0 0 0 2,867
Other Special Svs 1 168 603 41,890
Total 33,824 196,718 870,198 11,817,059

G749



Estimated Distribution Key Shares by Subclass and Cost Pool
Uses Broadened Mixed-Mall Distribution Method from Response to MPAUSPS-T16-17(b)

MODS MODS MODS MODS MODS
Subclass bes ocr fsm Ism 1SackS_m
18t L&P 50.3% 64.4% 45.1% 70.5% 34.5%
1PreL 24.3% 14.4% 4.1% 11.9% 9.5%
1Cds 1.4% 2.7% 0.1% 5.9% 1.2%
1PreC 0.5% 0.4% 0.0% 0.5% 0.2%
Priority 0.1% . 0.1% 1.8% 0.3% 8.2%
Express 0.0% 0.0% 0.0% 0.0% 1.0%
Maidgrams 0.0% - 00% 0.0% 0.0% 0.0%
2iC 0.0% 0.0% 0.1% " 0.0% 0.1%
2Reg 0.1% 0.0% 7.5% 0.0% B8.5%
ZNP 0.1% 0.1% 1.2% 0.0% 1.2%
2CL 0.0% 0.0% 0.1% 0.0% 0.2%
aspP 0.5% 04% 0.9% 0.1% 1.1%
IBRCRT 2.1% 2.3% 1.9% 0.0% 3.1%
3BRO 14.4% 9.5% 30.6% 5.5% 18.3%
3ANPCRT 0.5% 0.3% 0.3% 0.0% 0.6%
INPO 4.5% 3.2% 4.0% 2.6% 3.9%
4ZPP 0.0% 0.0% 0.1% 0.0% 2.4%
4BPM 0.0% 0.0% 0.4% 0.0% 0.8%
4SPC - 0.0% 0.0% 0.3% 0.0% 0.3%
4L1B8 0.0% 0.0% 0.0% 0.0% 0.0%
USPS 0.2% 0.3% 0.6% 0.8% 0.7%
Free 0.0% 0.0% 0.1% 0.0% 0.1%
Int 1.0% 1.8% 0.9% 1.9% 3.6%
Reglstry _ 0.0% 0.0% 0.0% 0.0% 0.2%
Cerlified 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0%
co0D 0.0% 0.0% 0.0% 0.0% 0.0%
Money Ord 0.0% 0.0% 0.0% 0.0% 0.0%
Stamp Env 0.0% 00% 0.0% 0.0% 0.0%
Sp Hnding 0.0% 0.0% 0.0% 0.0% 0.0%
PO Box 0.0% 0.0% 0.0% 0.0% 0.0%
Other Special Svs 02% 0.0% 0.0% 0.0% 0.1%
Total 100.0% 100.0% 100.0% 100.0% 100.0%

MODS
mecparc
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%
1.0%
0.2%
6.8%
2.4%
1.3%
0.0%
71.2%
0.0%
1.8%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

100.0%

Attachment 3
Response to MPA/USPS-T16-17
Page 1 of 7
MODS MODS
spbs Oth spbsPrio

20.3% 12.3%
2.4% 1.7%
0.0% 0.0%
0.0% 0.0%
8.0% 68.3%
0.1% 0.7%
0.0% 0.0%
0.0% 0.0%
9.5% 4.2%
1.9% 0.8%
0.0% 0.0%
1.4% 0.3%
8.3% 1.3%

34.9% 4.6%
0.6% 0.2%
5.1% 0.4%
1.4% 1.1%
2.0% 0.2%
1.4% 0.2%
0.2% 0.0%
0.9% 16%

. 0.6% 0.3%
0.9% 1.6%
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% 100.0%

9799



Estimated Distribution Key Shares by Subclass and Cost Pool
Uses Broadened Mixed-Mall Distribution Method from Response to MPA/USPS-T16-17(b)

MODS MODS MODS MODS MODS
Subclass manf manl manp Priority Id15

1stLaP 37.3% 60.4% 15.9% A47% 70.8%
1Pret. 4.1% 10.9% 28% 0.3% 13.2%
1Cds 0.1% 4.9% 0.0% 0.0% 2.3%
1PreC 0.0% 0.8% 0.0% 0.0% 0.1%
Priority 24% 0.4% 26.7% 86.3% 0.1%
Express 0.0% 0.1% 0.5% 1.4% 0.0%
Maiigrams 0.0% 0.0% 0.0% 0.0% 0.0%
2ic 0.3% 0.0% 0.0% 0.0% 0.0%
bReg 16.0% 0.8% 42% 0.4% 0.0%
PNp 2.4% 0.2% 0.6% 0.1% 0.0%
2CL 0.1% 0.0% 0.0% 0.0% 0.0%
3sp 0.9% 0.5% 0.9% 0.2% 0.2%
3BRCRT 1.8% 1.0% 3.1% 0.6% 0.8%
8BRO 26.6% 12.2% 14.2% 1.1% 6.1%
SNPCRT 04% 0.3% 0.1% 0.0% 05%
INPO 4.9% 49% 0.3% 0.1% 2.3%
4ZPP 0.1% 0.1% 17.3% 0.5% 0.0%
4BPM 0.5% 0.1% 5.8% 0.1% 0.0%
4SpPC 0.3% - 0.0% 4.5% 0.1% 0.0%
LB 0.1% 0.0% 0.0% 0.0% 0.0%
uses 0.5% 0.9% 1.4% 2.2% 0.2%
Freq 0.0% 0.1% 0.4% 00% = 00%
nt 1.0% 1.2% 1.1% 1.8% 3.4%
Registry 0.0% 0.0% 0.0% 0.0% 0.0%
Certified ' 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0%
COoD 0.0% 0.0% 0.0% 0.0% 0.0%
Money Ord 0.0% 0.0% 0.0% 0.0% 0.0%
Stamp Env 0.0% 0.0% 0.0% 0.0% 0.0%
Sp Hnding 0.0% 0.0% 0.0% 0.0% 0.0%
PO Box 0.0% 0.0% 0.0% 0.0% 0.0%
Other Special Svs 0.0% 0.2% 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0%

MODS
1bulk pr
39.8%
17.9%
1.3%
0.2%
49%
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%

Attachment 3

Response to MPA/USPS-T16-17

Page 2 of 7

MODS MODS
1cancMPP 10pBulk

83.6% 35,1%
4.5% 9.0%
2.2% 1.3%
0.1% 0.2%
32% 4.8%
0.0% 0.7%
0.0% 0.0%
0.0% 0.1%
0.4% 64%
0.1% 1.0%
0.0% 0.0%
0.4% 0.7%
0.2% 4.5%
2.3% 258%
0.1% 0.1%
0.6% 5.1%
0.2% 0.9%
0.1% 0.8%
0.2% 0.3%
0.1% 0.4%
0.7% 0.7%
0.0% 0.2%
1.0% 1.7%
0.0% 0.1%
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%
0.0% 0.1%
100.0% 100.0%

LTS9



Estimated Distritxstion Key Shares by Subclass and Cost Pool
Uses Broadened Mixed-Mail Distribution Method from Response to MPA/JUSPS-T16-17(b)

Subclass
IstL&P
1Prel
1Cds
1PreC

Express
Maiigrams
2IC

2Reg
2NP

asp
3IBRCRT
3BRO
3NPCRT
INPO
4ZPP
4BPM
4SPC
4.8
USPS
Free

intl

Registry

Insurance

coD

Money Ord
Stamp Env

Sp Hnding

PO Box

Other Special Svs

Total

MODS
10pPref
43.0%
10.1%
1.3%
0.3%
T.T%
0.8%
0.0%
0.1%
7.5%
1.0%
0.0%
0.8%
286%
15.7%
0.4%
34%
0.9%
0.6%
03%
0.1%
0.9%
0.2%
2.2%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
Q1%

100.0%

MODS
1Platform
39.4%
9.4%
1.3%
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%
27%
0.3%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.1%

100.0%

MODS
1Pouching
43.4%
10.4%
1.3%
0.3%
7.9%
1.0%
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%
0.8%
0.2%
26%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.1%

100.0%

MODS
1SackS_h
356%
9.1%
12%
02%
9.7%
1.2%
0.0%
0.2%
8.7%
13%
0.1%
0.8%
39%
16.9%
0.5%
36%
2.0%
0.9%
0.4%
0.1%
0.8%
0.4%
23%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.1%

100.0%

MODS
1scan
39.6%
10.6%
1.3%
0.2%
15.2%
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
1EEqmt
7%
9.3%
1.5%
0.3%
54%
1.2%
0.0%
0.1%
5.6%
1.8%
0.0%
0.9%
31%
14.7%
0.5%
3.3%
0.8%
0.5%
8.7%
0.0%
1.0%
0.1%
3.1%
0.2%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.2%

100.0%

Attachment 3

Response o MPA/USPS-T16-17

Page3of7

MODS MODS
1Support BusRepty

46.2% 28.0%
10.4% .5%
1.7% 1.0%
0.3% 0.0%
5.9% 3.6%
0.9% 0.0%
0.0% 0.0%
0.1% 0.0%
4.4% 0.2%
0.7% 0.0%
0.0% 0.0%
0.7% 1.5%
2.2% 0.1%
16.4% 1.1%
0.4% 0.3%
3.8% 0.1%
0.7% 1.9%
0.4% 0.1%
0.3% 1.7%
0.0% 0.0%
0.8% 8.3%
0.1% 0.0%
2.8% 0.3%
0.4% 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%
0.3% 48.3%
100.0% 100.0%

8759



Estimated Distribution Key Shares by Subclass arnd Cost Pool Attachment 3

Uses Broadened Mixed-Mail Distribution Method from Response to MPAJUSPS-T16-17(b) Response to MPA/USPS-T16-17
Page 4 of 7
: MODS MODS MODS MODS MODS MODS MODS MODS
Subclass Express Mailgram Misc Registry Rewrap Int! LD41 LD42
1stL&P 6.5% 0.0% 46.2% 9.3% 54.0% 4.7% 43.8% 49.8%
1Prel 0.2% 0.0% 10.4% 0.9% 6.1% 1.8% 33.2% 9.7%
1Cds 0.2% 0.0% 1.7% 0.8% 4.5% 0.6% 0.9% 31%
1PreC 0.2% 0.0% 0.3% 0.0% 0.0% 0.2% 0.3% 0.0%
Priority 1.5% 0.0% 5.9% 0.9% 11.2% 2.5% 0.5% 26%
Express 72.9% 0.0% 0.9% 2.5% 0.0% 2.4% 0.0% 0.1%
Mailgrams 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
21C 0.0% 0.0% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
2Reg 0.4% 0.0% 4.4% 0.2% 0.9% 0.3% 0.1% 38%
2NP 0.1% 0.0% 0.7% 0.0% 0.0% 0.0% 0.7% 1.5%
2CL 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
35p 0.1% 0.0% 0.7% 1.2% 0.9% 0.0% 0.0% 0.1%
3BRCRT : 0.2% 0.0% 2.2% 0.0% 0.1% 0.1% 42% 3.0%
3BRO 2.0% 100.0% 16.4% 0.1% 10.2% 1.2% 13.1% 2.1%
3NPCRT 0.0% 0.0% 0.4% 0.0% 0.0% 0.3% 1.0% 1.0%
3NPO 0.3% 0.0% 3.8% 0.1% 1.0% 0.4% 1.7% 04%
4ZPP 0.1% 0.0% 0.7% 1.3% 4.2% 2.2% 0.1% 0.0%
4BPM 0.0% 0.0% 0.4% 0.0% 0.0% 0.2% 0.0% 0.0%
4SPC 0.0% 0.0% 0.3% 0.2% 1.8% 0.0% 0.0% 0.0%
4L1B 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
USPS 57% 0.0% 0.9% 15.1% 1.2% 0.6% 0.3% 24%
Free 0.0% 0.0% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Inth 9.5% 0.0% 2.8% 16.9% 3.7% 81.5% 0.2% 0.2%
Registry 0.1% 0.0% 0.4% 50.4% 0.0% 1.0% 0.0% 0.0%
Certified ' 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
CcoD 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 00%
Money Ord 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Stamp Env 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Sp Hnding 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% © 0.0% 0.0%
PO Box 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other Special Svs 0.2% 0.0% 0.3% 0.0% 0.0% 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

62499



Estimated Distribution Key Shares by Subclass and Cost Pool
Uses Broadened Mixed-Mait Oistribution Method from Response to MPA/USPS-T16-17(b)

Subclass
1stL&P
iPrel
1Cds

Priority

Maligrams
21C

2Reg
2NP

aspP
3BRCRT
3BRO
INPCRT
3NPO
4ZPP
48PM
4SPC
4L1B
USPS
Free

Intl
Registry

i Cortified
Insurance
CcoD
Money Ord
Stamp Env
Sp Hnding
PO Box
Other Special Svs

Total

MODS
LD43
36.3%
9.9%
1.2%
0.2%
9.4%
0.6%
0.0%
0.2%
5.8%
0.9%
0.0%
0.6%
55%
19.0%
0.5%
3.1%
25%
14%
0.8%
0.2%
0.8%
0.1%
0.8%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.1%

100.0%

MODS
LD44
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%
21%
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%

100.0%

MODS
LD48_Adm
42 7%
11.6%
2.0%
0.3%
5.8%
1.5%
0.0%
0.2%
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%
04%
2.1%
0.5%
0.1%
20%
0.1%
0.0%
1.6%
1.0%

100.0%

MODS
LD48_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%

100.0%

MODS MODS
LD48 Oth  LD48_

42.7% 34.1%
11.6% 43%
2.0% 1.5%
0.3% 0.0%
5.8% 3.6%
1.5% 8.9%
0.0% 0.0%
0.2% 0.4%
44% 1.0%
1.0% 0.0%
0.0% 0.0%
09% 10%
2.8% 21%
11.0% 4.4%
0.3% 0.0%
20% 1.0%
1.3% 0.7%
0.8% 12%
0.4% 0.0%
0.1% 0.0%
2.1% 3.2%
0.1% 0.0%
1.1% 6.2%
04% 15%
2.1% 19.0%
0.5% 0.4%
0.1% 0.2%
20% 0.0%
0.1% 0.0%
0.0% 0.0%
1.6% 0.0%
10% 3.0%
100.0% 100.0%

Attachment 3

Response o MPAUSPS-T16-17

Page S5of 7

MODS MODS
LD49 LD79

38.1% 15.1%
23.8% 14.3%
2.5% 1.6%
0.8% 0.0%
1.0% 1.1%
0.0% 0.1%.
0.0% 0.0%
0.2% 0.4%
8.7% 1.4%
3.0% 11%
0.0% 0.0%
256% 0.1%
0.6% 4.9%
6.7% 29.8%
0.1% 1.9%
16% 20.1%
0.1% 1.0%
0.6% 04%
0.2% 0.0%
0.0% 0.0%
54% 6.5%
0.0% 0.0%
0.4% 0.1%
00% 00%
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%
36% 0.2%
100.0% 100.0%
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Estimated Distribution Key Shares by Subclass and Cost Pool
Uses Broadened Mixed-Mail Disiribution Method from Response to MPA/JUSPS-T16-17(b)

Subclass
1stL&P
1Prel
1Cds
1PreC
Priority
Expross
Maitgrams
2C
2Reyg
2NP
2CL
ISP
3BRCRT
3BRO
INPCRT
3NPO
4ZPP
4BPM
4SPC
4138
usPs
Free
Intt
Registry
Certified
Insurance
CcoD
Money Ord
Stamp Env
Sp Hnding
PO Box
Other Special Svs

Total

Non-MODS
MANL
57.0%
15.6%
3.0%
1.0%
0.3%
0.0%
0.0%
0.1%
0.8%
0.1%
0.0%
0.3%
1.8%
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%

Non-MODS
MANF
30.0%
2.9%
0.0%
0.0%
4.5%
0.1%
0.0%
0.6%
14.6%
2.1%
0.2%
0.9%
42%
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%

Non-MODS
MANP
10.4%
0.8%
0.0%
0.0%
38.0%
0.1%
0.0%
0.0%
1.3%
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%

Non-MODS
AUTO/MEC
49.0%
25.0%
1.4%
1.0%
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%

Non-MODS
REGISTRY
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%
8.7%
0.0%
9.3%
31.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

100.0%

Attachment 3

Response to MPA/USPS-T16-17

PageGof7

Non-MODS  Non-MODS
EXPRESS ALLIED

0.0% 39.2%
0.0% 10.6%
0.0% 0.9%
0.0% 0.2%
0.0% 5.9%
95.0% 0.9%
0.0% 0.0%
0.0% 0.2%
0.0% 6.3%
0.0% 1.2%
0.0% 0.1%
0.0% 0.7%
1.3% 5.8%
0.0% 18.5%
0.0% 0.5%
0.0% 3.1%
0.0% 2.6%
0.0% 1.1%
0.0% 0.4%
0.0% 0.1%
3.8% 0.9%
0.0% 0.2%
0.0% 0.4%
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% 100.0%

TESS



Estimated Distribution Key Shares by Subclass and Cost Pool Attachment 3

Uses Broadened Mixed-Maitl Distribution Method from Response o MPA/JUSPS-T16-17(b) Response to MPA/USPS-T16-17
Page7 of 7
Non-MODS BMC BMC BMC BMC BMC BMC
Subclass MISC SSM OTHR PSM SPB NMO Platform
1stL&P 40.0% 0.3% 0.4% 0.5% 0.9% 0.5% 0.4%
1PreL 12.4% 0.0% 0.1% 0.1% 0.0% 0.0% 0.1%
1Cds 1.3% . 0.0% 0.1% 0.0% 0.0% 0.0% 0.0%
1PreC 0.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Priority 3.8%: 0.3% 0.6% 1.1% 0.6% 1.9% 0.7%
Express 0.7% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Maiigrams 0.0% - 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
21C 0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
2Reg 4.0% 9.9% 4.4% 0.1% 4.6% 0.1% 4.0%
2NP 0.5% 2.7% 1.0% 0.2% 0.2% 1.1% 1.2%
2CL 0.0% 0.9% 0.1% 0.0% 0.1% 0.0% 0.1%
3sp 1.4% 1.6% 1.9% 2.0% 3.5% 2.5% 1.8%
3BRCRT 2.2% 6.4% 2.6% 0.5% 2.5% 1.0% 2.6%
3BRO 12.8% 36.8% 38.3% 35.7% 54.1% 21.7% 354%
3NPCRT 0.2% 1.1% 0.6% 0.6% 0.6% 0.0% 0.7%
3NPO 2.1% 6.5% 5.3% 2.0% 6.8% 1.7% 4.5%
42PP 1.3% 15.1% 19.8% 16.6% 9.1% 41.3% 23.0%
4BPM 0.6% 6.5% 8.8% 17.8% 3.8% 9.1% 9.9%
4SPC 0.3% 4.3% 6.2% 14.4% 2.0% 5.6% 7.0%
4.8 0.0% 0.0% 0.6% 1.6% 0.1% 2.6% 0.7%
UsPS 1.5% 0.3% 3.0% 0.7% 3.0% 5.6% 2.2%
Free 0.1% 0.8% 0.3% 0.6% 0.4% 0.0% 0.3%
inY 0.4% 6.7% 5.6% 5.7% 7.8% 5.2% 5.3%
Registry .. 0.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Certified 8.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.3% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
cop - 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Money Ord 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Stamp Env 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% o 0.0%
Sp Hnding 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
PO Box 0.0% 0.0% 0.0% 00% 0.0% 0.0% 0.0%
Other Special Svs 4.0% 0.0% 0.2% 00% 0.0% 0.0% 0.1%
Total - 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

zE499
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Response of United States Postal Service Witness Degen
to lnterrogatorles of the Office of the Consumer Advocate

. OCA/USPS-T16-1. On page 5 lines 1-8, you indicate that OCA witness Smith and UPS
witness Neels, in Docket.No. 397-1 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) For 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
variability. _

OCA/USPS-T-16-1 Response.

My exact statement refefenced in the question is that "My analysis of the stméture of

mail processing operations also reveals that the pooled regressiop approach ﬁdvbcated

by OCA witness Smith and the cross-sectional analysis favoréd 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 site-specific,
non-volume, cost-causing factors does not accurately reflect the facts that mail
proceésing plants are located to serve delivery points; that mail processing plants
have unique facility, 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 voelumes 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 detalils of the selection of variables; however, | believe they can be
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Response of United States Postal Service Witness Degen
To Interrogatories of the Office of the Consumer Advocate

modeled with site-specific dummies (as in the fixed-effects model) and/or specific
measures of factors such as facility, network, work force, and management
characteristics. It would be nearly impossible to specify and measure éll such
characteristics, so site specifi;: dummy variables should always be included to avoid

bias in the estimated variables.

(b) Aslindicated in my answer to (a) above, | believe that site-specific dummy
variables are vital. My understanding is that Dr. Bradley’s intent in including the
site-specific dummy variables was o capture the effects of non-volume cost
causing factors. Additionally, the “manual ratio” variables Dr. Bradley specified can
be interpreted as indicators o* ihe sites’ sorting technology as well as measures of
the “quality” of the mailstreams. While Dr. Bozzo'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.



Response of United States Postal Service Witness Degen
To lnterrogatones of the Office of the Consumer Advocate

- OCA/USPS-T16-2. Please refer to your testimony at page 10, lines 11-13. You
_indicate that, *Econometric models are well-suited to measuring expected changes in
. costas volume changes, but are ill-suited for predictlng changes in the underlying

" technology.” Pledse defina what type(s) of changes in the underlying technology are

o ~ being referenced, in terms of specific capital equipment, personnel, operating

personnel, or other resources. Also address these two examples,

{(a) Would a decision to purchase a new type of OCR be considered technolog:cal
‘change if the new OCR were more efficient and/or had improved capabilities?
Please explain.

(b) Would a decision to purchase a new OCR of an existing type of OCR be
considered a change in technology? Please explain.

OCA/USPS-T-16-2 Response.

6535

The quoted statement was made in the context of a discussion of the respective roles of

the Base Year and rollforward 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 model]" (USPS-T-16 at page 10, lines 10-11). 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 modefs are inessential to
measuring test year costs. [ believe that econometric models are well-suited to

predicting cost changes when the underlying technology is stable, or when they are



Response of United States Postal Service Witness Degen
To Interrogatories of the Office of the Consumer Advocate

subject to changes that can be extrapolated from historical data. Econometric models
also play a critical ro!é in accurately estimating cost savings frdm new technology, since
they are needed to estimate the level of costs under the existing technology as the
*base” for the cost savings. Addifiona!ly, some fundamental changes in the Posfal
Service’s operating plan should probably be reflected in the CRA by developing new
cost pools, rather than modifying the definition of eadsting 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 fun&amentally different capabilities
would, | 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, | 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 a forecast 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 nsually made as program savings in the roll forward process, not as alterations of

the volume-variabiity of the OCR pool.
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Response of United States Postal Service Witness Degen
To Interrogatories of the Office of the Consumer Advocate

OCA/USPS-T16-3. Please refer fo pages 18 through 24 of your testimony, wherein you
provide a discussion of network and location-related factors that affect costs, but do not
change with volume. Is it correct that the bulk of this material was not presented in
Docket No. R87-17 Please identify any of the referenced material that was previously
presented in the same level of detall in Docket No. R97-1.

OCA/USPS-T-16-3 Response.
Itis 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. Bradley’s mail processing
testimony:

“The fixed effects mode! allows for site-specific 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 of 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 Service's delivery network relative to volume
changes did not become evident until UPS witness Neals testified that the Postal
Service would be expected to handle additional volumes by “replicating” its most
efficient facility. (Docket No. R87-1, 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).




Response of United States Postal Service Witness Degen
To jhterrogatory of Time Wamer, Inc.
(Redirectad from Witness Van-Ty-Smith, USPS-T-17)

TW/JSPS-T17-19 The following questions concern your attribution and
distribution of costs in the two Function 1 and two Function 4 "support”® pools.

Please confirm that the direct tallies, identifying specific subclasses
'.and special services, in ¢ost pools 1Misc, 1Support, LD48_Adm and

~ LD480th represent $89, 713 million In “tally dollars” or $83.192 million

pr accrued BY98 costs. if not confirmed, please supply corrected
igures.

Conflrm 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.

Gramted that many other (not handling) tallles in these cost pools
indicate general and administrative 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

ihe subclasses and services indicated?

List all reasons you have, if any, to believe that ignoring the subclass
“and service specific lnformauon on the direct tallies referred to above

- leads o a more accurate distribution than you would get by simply

‘using the ignored information.

TW/USPS-T17-19 Response.

a. Confirmed.

b, Confirmed.

c. Aslexplain in my testimony, “The direct tally data represent actual

handlings of mall by the sampled employeas, but we balieve 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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- Response of United States Postal Service Witness Degen
- Toinlerrogatory of Time Wamer, Inc.
(Redirected from Witness Van-Ty-Smith, USPS-T-17)
represent the true patterns of cost causation.” Please see USPS-T-16
at page 57, lines 15-18. 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-handiing portion. | believe
this Is Incorrect. All of the MODS operations (and associated costs)
mapped to the mall processing support cost pools (see USPS LR-I-106
at I-25 and |-27) constitute what you call *general and adminlstrative
functions.” Accordingly, one should not expect the relatively small
number of handling tallies observed in those operations to be

representative of the drivers of costs in the supported activities.

d. Ses the response to par (c) of this interrogatory.




Response of United States Postal Service Witness Degen
To Interrogatories of United Parce! Service

UPS/USPS-T16-1. ldentify all instances in which you have relied on or used in your
testimony in any way any FY 1999 cost, revenue, volums, or other data, and state in
each such instance why you used FY 1999 data instead of data for BY 1998.

UPS/USPS-T-16-1 Response.

There are no instances where | have used or relied on any FY 1999 cost, revenus,

volume, or other data in my testimony.
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Responsa of United States Postal Service Witness Degen
To Interrogatory of United Parcel Service o

*

UPS/USPS-T16-2. Referto Table 8 at page 66 of your testimony. Provide the
FY95 I0CS Platform distribution key for items in containers for all individual mail
subclasses.

UPS/USPS-T16-2 Response.

The requested data are provided in Attachment 1 to this response.



Attachment 1
Response to UPS/USPS-T16-2
Page 1 of 1
Table 8
FYS5 IOCS
Subclass Subclass Shares
Letters and Parcels 37.60%
Presort Letters and Parcels 11.74%
Postal Cards 0.00%
Private Mailing Cards 0.86%
Presort Cards 0.39%
Total First Class 50.59%
Priority 2.17%
Express 0.46%
Within County 0.27%
Outside County - Regular 9.43%
Outside County - Non Profit 1.76%
Qutside County - Classroom 0.07%
Total Second Class 11.53%
Third Single Piece Rate 0.87%
Bulk - Regular Carrier Route 5.88%
Bulk - Regular Other 20.45%
- |Subtotal Third Buik Regular 26.33%
Bulk - Nonprofit Carrier Route 0.58%
Bulk - Nonprofit Other 4.91%
- |Subtotal Third Bulk Nonprofit 5.50%
Tota! Third Class 32.71%
Parcels - Zone Rate 0.50%
Bound Printed Matter 0.39%
Special Rate 0.21%
Library Rate 0.00%
Total Fourth Class 1.10%
USPS i 0.29%
- |Free for Blind/Handicapped 0.10%
International 1.05%
[Total | 100.00% |
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- Response of United States Postal Service Witness Degen
To Interrogatories of United Parcel Service

UPS/USPS-T16-5. Refer to page 36 of your testimony, whers you state that

- “most primary parce! sortation occurs in BMCs.” Refer also to page 44 of your
testimony. where you state that “[ojutgoing parce!s are sent to the BMC without
any sortation.” Refer also to page 45 of your testimony, where in your discussion
of Manug! Fiat Sortation and the Small Parce! Bundle Sorter ("SPBS”), you state

“that "The SPBS sorts parcels and bundles when the keyers enter a numeric

" - code—the first few digits of the ZIP Code for an dutgoing scheme . . .” Explain this

" apparent contradiction.

UPS/USPS-T18-5 Response.

There Is no contradiction. insofar as the first two quoted statements refer
to BMC operations, the term “parcel” should be understood to refer primarily to
Standard A and Standard B parcels. The statement quoted from p. 45 of my

6543

testimony refers to bundles and small parcels sorted in (non-BMC) plants on the

Small Parcel and Bundie Sorter (SPBS). Thus, my use of the word “parcels” in
that context chiefly refers to Priority Mail and First-Class Mail parcels that are not
nomally processed in the BMC network. '

That said, there are always exceptions. The standard operational plan
may not always be efficient for all individual pieces, and the Postal Service
expects its mail processing personnel to act appropriately in instances where this
{s true. For instance, local parcels that are accepted over the counter at a plant,
or local parcels recelved at a remote plant where the assoclated BMC is very far
away, may be held out for local sortation and dispatch.




Response of United States Postal Service Witness Degen
To Interrogatories of United Parcel Service

UPS/USPS-TIE-6. Refer to pages 32 through 34 of your testimony, where

you indicate that the standard opérating plan for the piece sortation of letters
. _ begins with canceliation and culling of automation incompatible letters from the
~ mailstream. Automation incompatible letters are then either sorted manually or
* sorted on a letter sorting machine ("LSM").- Automation compatible pieces are
sent either diractly to the bar code surter ("BCS") or are diverted into various
processing streams that prapare them for eventual sortation by the BCS.

(a)

®)

(©

(d)

Confirm that undar the standard operating plan, all the actual sortation of

. letters is performed either manually, by an LSM, or by a BCS. !f not
‘confirmed, identify all of the other operations in which letters are sorted,

and deseﬂbe tha types and approximate percentages of mail sorted in

these other ways.

Specify the number of times under the standard operating plan that a
specific letter ai a specific piocessing plant would be processed either
manually, through an LSM, or through a BCS before leaving the plant.

if the answer to (b) varies either from letter o letter or from plant to plant,
indicate the minimum number of times a letter would be processed in one

of these three operations under the standard operating pian, and the
“naximum number of times it would be processed.

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 wouid be processed.

UPS/USPS-T16-6 Response.

(2

Not confirmed. The phrase “actual sortation® s ambiguous. For purposes
of my response | will assume it means piece distribution as defined in
section 412.11 of the M-32 MODS handbook (see Docket No. R97-1,
USPS LR-H-147), which does not include sortation by size, weight, class,
or facing. | aiso exclude operations where ftems or containers of letter
mail are sorted, &an though Individual pieces may be handled therein due

to spillage. According to the Standard Operating Plan, letter mall is piece
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Response of United States Postal Service Witness Degen
To Interrogatories of United Parcel Service
distributed in manual, LSM, OCR, and BCS operations. {The
interrogatory, as stated, omitted OCRs.)

(b}  The number of distribution handlings per piece in manual, LSM, OCR, and
BCS operations would vary by the level of sortation at which the mail was
presented to the Postal Service, the number of separations for which the
oparation was designed, the quality of the address, and the destination
(specific delivery address) of the piece. The level of sortation ranges from
collection mail, the least highly prepared, to carrier route trays 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 _tbtal number of handlings. Since readability is sometimes a
function of the interaction of the machine and characteristics of the
mailpliece, it Is very unpredictable, and subject aiso to local practices and
time-of-day constraints as to when (or whether) unreadable pleces would
be rerun. The address iiself can determine whether a plece would be
finalized to a firm hold-out on a primary scheme (e;g.. a utility payment) or
require muttiple handlings in a secondary scheme because it was
addressed to ﬁ low volume zone in a 3-digft area with mors zones than the

number of separations.




(©

(d)
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Response of United States Postal Service Witness Degen
. To Intetrogatories of Unlted Parcel Service

Non-carrier route letters should receive at least one distribution handling in
at least one of the manual, LSM, OCR, or BCS operations. For all the
reasons specified in my response to (b) above, | cannot say what a
maximum number of distribution handiings would be for an individual

piece.

See responss to (b) and (c) above.
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Response of United States Postal Service Witness Degen T e —
to Inferrogatories of United Parce! Service

UPS/USPS-~T16~7. Refer to page 3-3 of Library Reference USPS-LR-I-1.

8.
- {e.g., loading gnd unloading trucks, trossdocking pallets and other

Which MODS 1&2 cost pools include the costs for platform operations

containers of mail) at Associate Ofﬂces. Stations and Branches?

Which MODS 182 cost pools Include the costs for cancellation and
mall preparation at Associate Offices, Stations and Branches?

_ Which MODS 182 cost pools Include the costs of a typical outgoing

parcel entered at the window of an Assoclate Office, Station or Branch

* Incurred prior fo its leaving the Associate Office, Station or Branch,

Which MODS 182 cost pools include the costs of a typical outgoing
parcel entered at tha platform of an Associate Office, Station or

- Branch Incurred prior to its leaving the Assoclate Office, Station or

Branch.

Which MODS 182 cost pools include the costs of a typical incoming
parcel incurred afier the parcel reaches the platform of an Associate
Office, Station or Branch. ‘

UPS/USPS-T16-7 Response.

it is my understanding that the cost of platform operations at assoclate
offices (AOs), stations, and branches would largely appear in the LDC
43 cost pool. See also witness Van-Ty-Smith's response to
TW/USPS-T17-4, which Indicates that approximately 50 percent of
allied labor costs per the non-MODS definition (which includes, but is
not limited to, platform operations) in LDCs 41-44, 48, and 49 appear
In the LDC 43 cost pool. |

It is my understanding that the cost of cancellation and mall
preparation operations at associate offices (AOs), stations, and

branches would largely appear in the LDC 43 cost pool. See also
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Response of United Stajes Postal Service Witness Degen
to interrogatories of United Parce! Service

witness Van-Ty-Smith's response to TW/USPS-T17-4, which Indicates
that approximately 50 percent of allled labor costs per the non-MODS
definition (which includes, but is not limited to, cancellation and mail
preparation operations) in LDCs 41-44, 48, and 49 appear in the LDC
43 cost pool.

. The window service costs of a hypothetical “typical outgoing parcel”
entered at the window of an AO, station, or b_r_anch would be captured
in Cost Segment 3.2. !tis my understanding that the mail processing
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 typlcal, parcél pleces rriay

appear in other Function 4 cost pools.

. It is my understanding that the mail processing cost of a hypothetical
“typical outgoing parcel” entered at the platform of an AQ, station, or
branch would largely be incurred in LDC 43. ‘Related Function 4 mail
processing support costs would appear in the LDC 48 cost pools
(LD48_ADM and LD48 OTH). Additionatly, costs for some, not
necessarily typica), parcel pleces may appear In other Function 4 cost

pools.
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Response of United States Postal Service Witness Degen
to Interrogatories of United Parcel Service
e. Itis my understanding that the mail processing cost of a hypothetical
“typlcal incoming parcel® Incurred after the plece reaches the platfoﬁn
of an AO, station, or branch would fargely be Incurred in LDC 43 and/or
LDC 44, Re!atgd Function 4 mall processing support costs would
appear in the LDC 48 cost pools. Additionally, costs for some, not

necessarily typical, parcel pieces may appear in other Function 4 cost

pools.
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Response of United States Postal Service Witness Degen
To Interrogatory of United Parce! Service

UPS/USPS-T16-8. Refer to your response to interrogatory UPS/USPS-T16-7.

a.

With respect to your reference to witness Van-Ty-Smith’s response to
TW/USPS-T17-4, provide all SAS programs used to create the tables
referenced in response to TW/USPS-T17-4 in hardcopy and electronic format.

Describe in detail how the LDC cost pools were separated :nto the non-
MODS cost pool classifications.

Confirm that the costs discussed in witness Van-Ty-Smith's response to
TW/USPS-T17-4 that you referenced in your response to UPS/USPS-T16-7
were for all subclasses of mail and not just for parcel post.

Confirm that the costs discussed in witness Van-Ty-Smith’s response to
TW/USPS-T17-4 that you referenced in your response to UPS/USPS-T16-7
were only for cost segment 3.1.

Describe the activities that would be considered “outgoing” 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.

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.

UPS/USPS—T16—8 Response

o

Redirected to witness Van-Ty-Smith (USPS-T-17).
Redirected to witness Van-Ty-Smith (USPS-T-17).

Confirmed. Please note that parts (2) and (b) of UPS/USPS-T16-7, in
response to which I reference witﬁess Van-Ty-Smith's response to
TW/USPS-T17-4, inquires about MODS 1&2 (mail processing) cost pools,

without limitation to the Standard (B) Parcel Post subclass.

Confirmed. Please note that all subparts of UPS!USPS-ﬁS-? inquired about

“MODS 1&2 cost pools.” 1understand “MODS 1&2 cost pools” to mean mail



Response of United States Postal Service Witness Degen
To Interrogatory of United Parcel Service

processing cost pools, which are included in Cost Segment 3.1 in the Postal

Service's BY 1998 CRA.

. 1assume 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. | also assume that the
interrogatory intends to refer to non-MODS mail processing cost pools. 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, | expect costs in the non-
MODS AUTO/MEC, EXPRESS, REGISTRY, and MISC cost pools would be
substantially incurred under LDCs other than LDC 43. In the following
descriptions—as well as those under part (f)—1 interpret the terms “outgoing”
and “incoming” per. the rules used to determine “Basic Function” in IOCS; see
Handbook F-45 (USPS LR-I-14) at pages 17-5 to 17-7. Finally, the followiﬁg

descriptions should not be interpreted as exhaustive.

AUTO/MEC. This cost poo! 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 little outgoing sortation.
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Response of United States Postal Service Witness Degen
To Interrogatory of United Parcel Service

MANL. Manual piece sorting of letters destinating outside the area
served by the office (or its serving PDC/PDF); 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 little outgoing sortation.

MANF. Manual piecé sorting of flats destinating outside the area served
by the office (orits servi;\g PDC/PDF); this may include
sortation of local mail commingted with non-local mail.

However, note that it is my understanding that most non-MODS

offices perform relatively iittie outgoing sortation.

MANP., Manual piece sorting of parcels destinating outside the area
served by the office (or its serving PDC/PDF); 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 ittle outgoing sortation.

ALLIED. Handling of mail destinating outside the area seﬁed by the
office (or its serving PDC/PDF) 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 transpbrtation aswellas

cancellation and mall preparation activities.
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To Interrogatory of United Parcel Service

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 poo! 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 :W'Ifh LDC 48. However, it
is my understanding that this cost poo! also may encompass
miscellaneous and support activities pertaining to LDC 43
outgoing sortation and allied activities that are not classified
un;:ier an IOCS activity associated with the sorting or allied cost

pools discussed above.
Also please see witness Bozzo’s response to MPA/USPS-T-15-4.

f. Please note that the caveats in the response 1o part (e) also apply to the

descriptions provided below.

AUTO/MEC. This cost poo! is primarily associated with LDCs 41 and 42. The
primary activities are automated incoming tertiary (DPS) and
incoming secondary sortation of letter maﬁ, mainly on CSBCS

equipment. It is my understanding that a few non-MODS offices
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Response of United States Postal Service Witness Degen
To Interrogatory of United Parcel Service

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 routs, 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,
so.me incidental handling of incoming 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 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 LDG 48. However, i

is my understanding that this cost pool also may encompass
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To Interrogatory of United Parcel Service

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 Bozzo's response to MPA/USPS-T-15-4.
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CHAIRMAN GLEIMAN: Is there any additional
desgsignated written cross? Ms. Nobkle.

MS5. NOELE: Yes. Ann Noble for MPA. MPA
previously designated Witness Degen's answer to
MPA/USPS-T-16-17 in its ligts of designaticns, however, the
actual answer was not filed until last Friday at 5:00 p.m.,
so we entering at this time the answer to that question that
has been previocusly 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 wag 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: Yes, six. MPA/USPS-T-16-17.

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

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
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for us.

Anyore else?

[No response.]

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 hag filed to¢ preserve
its right to conduct follow-up cross.

Iz there anyone who wishes to cross?

[No response.]

CHAIRMAN GLEIMAN: If not, then, Mr. McKeever.

MR. McKEEVER: Mr. Chairman, we have no questions.

CHAIRMAN GLEIMAN: Does Time Warner have any
fcllow-up to the no questionsg?

[No response.]

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.]

CHAIRMAN GLEIMAN: There are no guestions from the
bench. And there is no redirect. There is no time for
redirect. Scorry. But if you want to ask some questions of
your witness to flesh out the record, we would be delighted.

[No response.]

CHAIRMAN GLEIMAN: That being the case, Mr. Degen,

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

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 copieg of

a document entitled Direct Testimony of Elaine Van-Ty-Smith

on Behalf of United States Postal Service, designated as

USP5-T-17.
Are you familiar with that document?
A Yeg, 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

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

copies of the

United States

DUCHEK: Mr. Chairman, I'm going to hand two
Direct of Elaine Van-Ty-Smith on Behalf of the

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. ]

CHATRMAN GLEIMAN: Hearing none, Witnesg

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.

CHATIRMAN GLEIMAN: Isg the witness sponsoring any

Category II Library References?

M5.

DUCHEK: Yes, Mr. Chairman, she is, Library

Reference I-106. Ms. Van-Ty-Smith sponsors that, and I ask

ANN RILEY & ASSOCIATES, LTD.
Court Reporters

1025 Connecticut Avenue, NW, Suite 1014

Washington, D.C. 20036
(202} B42-0034
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that it be entered into evidence.

CHAIRMAN GLEIMAN: So ordered, and it will not ke
transcribed intc the record.

[Library Reference I-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.]

ANN RILEY & ASSOCIATES, LTD.
Court Reporters
1025 Connecticut Avenue, NW, Suite 1014
Washington, D.C. 20036
{202) B42-0034
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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 GROSS-EXAMINATION
OF UNITED STATES PQSTAL SERVICE
WITNESS ELIANE VAN-TY-SMITH

Party
Alliance of Nonprofit Mailers

Association of American Publishers
Magazine Publishers of America

Time Warner Inc.

United Parcel Service

(USPS-T517)

Interrog‘ at_ori.es
ANM/USPS-T2-5, 7 redirected to T17

AAP/USPS-T17-6, 8, 11, 14-15
DMA/USPS-T17-1-5

AAP/USPS-T17-2-4, 6, 8, 11, 14-15, 17

TW/USPS-T17-1-4, 7-13, 14b, 16a, 17-18, 20-23,
26
UPS/USPS-T16-8ab redirected to T17

AAP/USPS-T17-11, 14-15, 17
DMA/USPS-T17-3-5

TW/USPS-T17-2-4, 7, 11, 14b, 18, 20-23, 26
TW/USPS-T2-3c-d redirected to T17
UPS/USPS-T17-1

UPS/USPS-T16-8a-b redirected to T17

Respectfully submitted,

Ma Zret P. Crenshaw

Secretary
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INTERROGATORY RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS ELIANE VAN-TY-SMITH (T-17)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory;
AAPIUSPS-T17-2

AAP/USPS-T17-3
AAPMISPS-T17-4
AAPUSPS-T17-6
AAP/USPS-T17-8
AAP/USPS-T17-11
AAP/USPS-T17-14
AAP/USPS-T17-15
AAPIUSPS-T17-17
ANM/USPS-T2-5 redirected to T17
ANM/USPS-T2-7 redirected to T17
DMA/USPS-T17-1
DMA/USPS-T17-2
DMA/USPS-T17-3
DMA/USPS-T17-4
DMA/USPS-T17-5
TW/USPS-T17-1
TW/USPS-T17-2
TW/USPS-T17-3
TW/IUSPS-T17-4
TWIUSPS-T17-7
TW/USPS-T17-8
TW/USPS-T17-9
TW/USPS-T17-10
TW/USPS-T17-11
TW/USPS-T17-12
TW/USPS-T17-13
TW/USPS-T17-14b
TW/USPS-T17-16a
TW/USPS-T17-17
TW/USPS-T17-18
TW/USPS-T17-20
TW/USPS-T17-21

Designating Parties:
T™W

™

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, UPS
TW, UPS
TW, UPS
TW, UPS



TW/USPS-T17-22

TW/USPS-T17-23
TWIUSPS-T17-26

TW/USPS-T2-3c redirected to T17
TW/USPS-T2-3d redirected to T17
UPS/USPS-T17-1
UPS/USPS-T16-8a redirected to T17
UPS/USPS-T16-8b redirected to T17

TW, UPS
TW, UPS
TW, UPS
UPS
UpPs
UPS
TW, UPS
TW, UPS
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES '

AAP/USPS-T17-2 On page 8 (lines 9-11) of your testimony, you state that “Table 3 in
the attachment lists the subclass volume-variable costs (before clocking infout and
premium adjustments) and distribution factors (Col Pct) for ail mail processing cost
pools for the BMC, MODS 1& 2 and non-MODS facilities.” With respect to each cost
pool! allocated to BPM in Table 3, please show separate clocking infout and premium
cost adjustments that are required in order to derive total mail processing costs for BPM

in Base Year 1998.
RESPONSE TO AAP/USPS-T17-2

The BY98 mail processing clocking infout 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

AAP/USPS-T114.

The subclass premium adjustments are done for all combined facilities. See

Workpapers A-2, p. 1-4 of Witness Meehan (USPS-T-11).
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES

AAP/USPS-T17-3 On page 9 (lines 13-14) of your testimony, you state that “ft]he
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 AAP/USPS-T17-3
The 10CS tally file in USPS-LR-1-12 contains encrypted finance numbers. To

partition that file into BMC, MODS, and Non-MCOS facilities, please refer to:

1. The SAS program “MBC” contained in one of the two diskettes filed in USPS-LR-
I-106, which lists the BMC encrypted finance numbers under the caption “BMC
éncrypted finance numbers.” |

2. . The “MODFING8" file contained in one of the two diskettes in USPS-LR-I-1086,
which lists the MODS 1 & 2 encrypted finance numbers.

3. The remaining finance numbers (i.e. those not listed in 1. or 2.above) in the

I0CS tally file consist of the Non-MODS encrypted finance numbers.

Please refer to USPS-LR--1, sections 3.0, 3.1.2, 3.1.3 and 3.1.4 for a general

narrative description of these three groups, which underlies these group assignments.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES

AAP/USPS-T17-4 On page 10 (lines 5-8) of your testimony, you state that “[flor 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 | of
LR-1-106." With respect to this statement, please provide the exact ianguage used in
Questions 18 and 18.

RESPONSE TO AAP/USPS-T174
Please refer to Chapter 11 of Handbook F-45, In-Office Cost System, Fieild Operating

Instructions filed in USPS LR-I-14.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES '

AAP/USPS-T17-6 On page 11 (lines 17-18) or your testimony, you state that ‘[tjhe
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) Please provide data comparable to Table 1 and Table 3 showing the effect of
using the Postal Service's pre-R97-1 method, but not applying that method by cost

pool.

(b) Please provide data comparable to Table 1 and Table 3 showing the effect of
using the Postal Service's R97-1 method exactly as that method was proposed by the

Postal Service in R97-1.

(c) With respect to each “non-overhead tally activity” referenced in this statement,
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.

RESPONSE TO AAP/USPS-T17-6

a. It is my understanding that the file MP-97-99 xis, contained in USPS-LR-I-233
provides the comparable information — total and volume-variable costs — for mail
processing based on the LIOCATT method, which was used by the Postal

Service prior to Docket No. R87-1 method.

b. Data comparable to Table 1 and Tabie 3 based on the method proposed by the
Postal Service in Docket No. R97-1 are contained in the diskette filed in USPS-
LR-I-251 (See Resp to 6b Tab1.xis, Resp to 6b Tab3MODS.&xt, Resp to 6b
Tab3BMCS.txt and Resp. to 6b Tab3 NMOD txt). Aiso note that the mail

processing FY 98 data for Table 1 can also be found in USPS-LR-I-1, pp. 3-3

and 34.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES '

c. With respect to the first question in (¢ ), the non-volume variable tally activities
are listed in the description of SAS programs, MOD1VARB, NONMQDVB, and
BMCSVARB contained in Part Il of USPS LR-I-106 (p.11-40, p.ll-49, p.Ii-56), and .
in the USPSFIXD and the MODSVARB (at iines 00162000-00169000) SAS

program codes contained in one the two diskettes filed in USPS-LR-I-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 FY 96

Summary Description of USPS Development of Costs by Segments and

Components contained in USPS-LR-H-1, and filed in Docket No. RS7-1, provides

such information.




6560

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES

AAP/USPS-T17-8 On page 14 of your testimony (lines 2-3) of your testimony, you
state that "not-handled tallies” do not contain information on mail shapes and item
types. With respect to not-handled tallies, please list and identify each datum of
information that is contained in such tallies.

RESPONSE TO AAP/USPS-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
refer to the description of the SAS programs MOD1DIR (p.1-41), NONMOD1 (p.1148)

and BMC1 (p.11-54) in Part Il of USPS-LR-I-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-I-14). For data included in all

other fields, please refer to Appendix A, p 2-34 in USPS-LR-I-12, and USPS-LR-{-14.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES '

AAP/USPS-T17-11 On page 15 of your testimony (lines 12-13), you state that “[fjor the
BMC platform pool, the ‘filing’ of items and non-empty 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 AAP/USPS-T17-11.

The responses to this interrogatory and to interrogatory No.14 are contained in
the diskette filed in USPS-LR-I-251. For a step by step calculation, see the “Overview of
SAS programs”, and the description of SAS programs BMC1 and BMC2, in Part Il of
USPS-LR-I-106.

Tables 1a, 2a and 2b in USPS-LR-I-251 are relevant to this interrogatory.

Table 1a 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 1a, 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 and/or 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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corresponding piece shape or item type from Table 1a, they produce the subclass

distributed mixed tallies, shown in Table 2b.
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AAP INTERROGATORIES

AAP/USPS-T17-14 On page 16 (lines 22-23) of your testimony, you state that “[flor the
BMCs the same distribution key for the not-handling tailies 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 Cast pool to the
subclasses.

RESPONSE TO AAP/USPS-T17-14.

The response to this interrogatory (and interrogatory No.11) is contained in the
diskette filed in USPS-LR-{-251. For a step by step calculation, see the “Overview of
SAS programs”, and the description of SAS programs BMC1-BMC4, in Part |l of USPS-
LR-I-106.

Table 1 provides the direct tallies distributed te subclasses. For the distribution of
mixed tallies associated with single items and identified containers, see my response to
AAP/USPS-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 1c. 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 Tabie 1c.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES

When the tallies for a type of “unidentified” or empty container in Table 2¢ 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
tybe, in Table 2c. 7

Tabie 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 talfies.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
AAP INTERROGATORIES

AAPIUSPS-T17-15 On page 16 (line 24) and page 17 (line 1-2) of your testimony, you

state “[t]he not-handling tallies in the Platform and Allied cost poois represent about 49

percent of all not-handiing tallies for the mail processing costs pools in the BMCs.”

Please provide all calculations used to derive this percentage.

RESPONSE TO AAP/USPS-T17-15

The 49 percent was obtained from_ the same tabie as the BMCS Table in USPS-
LR-I-184, by adding the not-handling dollar-weighted tallies for the PLA and OTHR cost
poois 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 bréak
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 PLA and OTHR cost pools are:

OTHR 45,704 obtained as (251,839 — 206,018) ¥ x (791,481/793,500).

PLA 31,907 obtained as (207,947 — 175958)* x (791,481/793,500)

¥see Tables I-3 and I-3B, OTHR and PLA pool costs before and after distributed breaks.

A revised percentage for the OTHR and PLA not-handling tallies (which now inciudes

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-TY-SMITH TO
AAP INTERROGATORIES

AAP/USPS-T17-17 On page 21 (lines 11-13) of your testimony, you state that “{ijn W/S
3.3, the inputs énable 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 AAP/USPS-T17-17

The IOCS activity codes provide the information necessary to classify the
Administrative service (Cost Segment 3.3) tallies into those where the sampled
employee was handling mail with identified subclass(es) (i.e. “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-I-106. It is my
understanding that all subparts related to Section 3.3 of the FY 98 Summary
Description of USPS Development of Costs by Segments and Components, filed in

USPS-LR-I-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-TY-SMITH TO
' ANM INTERROGATORIES
(Redirected from Witness Ramage, USPS-T-2)

ANM/USPS-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 ANMWUSPS-T2-S.

Except for the MODS Platform cost pool and the empty container tallies, the statement
that, within MODS pools, mixed tailies 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 qualified. This distribution is not performed in the aggregate but by
item type and piece shape. Within 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 IiB of my testimony, in particular:

the introductory part on p.13 which defines “direct”, “mixed” and "not-handiing”
tallies

Part, 3a, on p. 14, Di ion of Mixed T: bel

- Part Il A of LR-1-108 on p.11.2, Qverview of SAS Programs

- Part Il B of LR-I-106, Description of SAS Programs, the sections on MOD1DIR,
MOD2ITEM, MOD22ITM, MOD3CONT, p. 1-41 - p. 11-45

- The SAS program codes for MOD1DIR, MOD2ITEM, MOD22ITM and MOD3CONT
contained in the diskette in LR-1-108
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
ANM INTERROGATORIES
(Redirected from Witness Ramage, USPS-T-2)

ANM/USPS-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 tatlies. if
you do not confirm, please explain how costs associated with not handling mail
tailies are distributed.

RESPONSE TO ANM/USPS-T2-7.

Not confirmed. As a generali 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 11B of my testimony, in particular:
the introductory part on p.13 which defines "direct’, “mixed” and “not-handling”

tallies
Part, 3b, on p. 18, Distribution of Not-Handling Talli ubclasses

- Part Il B of LR-I-106, Description of SAS Programs, the section on MOD4DIST, |
p.li45

- The SAS program codes for MOD4DIST contained in the diskette in LR-I-106
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-
-‘SMITH TO DMA INTERROGATORIES

DMA/USPS-T17-1. Please refer to Table 2 (Page 26) of your testimony. Please
disaggregate dollar-weighted taliy costs by cost pool and by the same categories
as in Table 2 (e.g., Direct Tallies - Pieces, Direct Tallies - Rems, Direct Tallies -
Containers, Mixed Tallies - Uncounted Items). Please provide in an electronic
spreadsheet format and in a format similar to Table 2.

- RESPONSE TO DMA/USPS-T17-1
The excel table for the disaggregated data for Table 2 is filed in LR-I-184,




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN.TY-
'SMITH TO DMA INTERROGATORIES

DMAJUSPS-T17-2. Please refer to Table 3 of your testimony, your library
reference LR-H-106, and pages 140-142 of the Docket No. R97-1 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. R87-1 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. I so, please provide as a library reference all of the programs
and data sources you used to implement this distribution method.

b. Did you or anyone else working for the Posta! Service (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) butin a

manner that differs from the Commission's recommendation in Docket No.

R87-1?
1. if so, please describe all of these distribution methods.
2. If so, please provide summary results from these distribution
methods in an electronic spreadsheet format and in a format
similar to Table 3 of your testimony.

RESPONSE TO DMA/USPS-T17-2.
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 -

-

DMAJUSPS-TI7-3. 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 DMA/USPS-T17-3.

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 DMAJ/USPS-T17-1). 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).



Reeponse to DMA/USPS-T17-3

Table 2, Nimber of Tallies by Handling (‘direct*® & '‘mixed')
and Not-Handling Categories, and by Facllity Groupings

TABLE OF DKGR BY FACILITY
DKGR FACILITY

Frequency |BMcS IMons |monMODS | Total

----------------- e e Rt e LT ET TR LT PPy

direct pleces | 2699 | 52175 | 9628 | 64502

direct Ttem | 1553 | 16783 | 2230 | 2066
direct Contalner | 75 | 501 | 54 |

mixd itenjewpty | 331 | 4387 | so0 | saus
mixd itemjuncnt | 66 | 1234 | 140 ] 1440
;i;&’ééaé';i;é;;'I""é&i'I"'iiii'T""Ei%"l 4s4s

mixd cont Items | 3194 | 6343 | S04 | 7241

................. R N L L L. LY Yoy

mixd cont/unidtd | 67 | 189 | 229 |

mixd cont/Empty | 698 | €934 | 962 | 8594
NOT HANDLING | 6456 | 80617 | €178 | 93251
Total Y1203 172787 21042 206672

Note: the number of talllea for 'mix cont pleces' and
*‘mixd cont/Items’' ie the number of records resulting from
Program MODIDIR where a separate record ls created for each
non-zero percentage recorded for an item type or shape of

locse mail identified with a container tally
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
DMA INTERROGATORIES

DMAJUSPS-TI7-4. 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 DMA/USPS-T174.

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
facility 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.
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Response to DMAT17_04
Dollar-Weighted Direct Tallies by Class and Subclass
By Faclility Grouping

Col Pct = Percentage of Dollar-Weighted Direct Tallles

TABLE OF MAIL BY FACILITY

MAIL FACILITY
Prequency
Percent
Col Pct BMCS |MODS |NONMODS | Total
---------- L Y T LT 3 LR R LR TELE R EEY 3
1--LERS 8QL PC 31159.8 2024302 622134 2647596
0.02 33.26 10.22 43.51
0.56 45.82 42.55
----- B LT L R T
2--LTRS PRESORT 201.31 469750 164356 6341307
0.00 7.72 2,70 10.42
0.10 10.63 11,24
----------------- e T T TP
3--CARDS SGL PC 106.2 84897 20500 .| 105493
0.00 1.19 0.34 1.7}
0.05 1.92 1.40
Saesescccecescaaa fommmma—a L it doecmccnaa +
4--CARDS PRSORT 0 14769 | 7927.7 21797
0.00 0.24 0.12 0.36
0.00 0.33 0.48
---------- R L T TE TPy
5--PRIORITY 1387.4 | 232009 65812 | 299208
0.02 3.0 1.08 4.92
0.67 5.25 4.50
L L LTS LR R s fommrma— focovecan +
G--EXPRBSS 0 38830 9263 48093
0.00 0.64 0.15 0.79
0.00 0.88 0.63
------------- rrrsjavascanajacccsnnnfoncvenand
7--MATLGRAM 0| 115.43 0] 115.43
0.00 0.00 0.00 0.00
0.00 0.00 0.00
tmemmsccacssemena afonemmcns 4eccmmaaa domramrmad
B-1 IN COUNTY 32.967 | 3752.7 | 3417.8 | 7203.5%
0.00 0.06 0.06 0.12
0.02 0.08 0.23
e LT cdmvumwrrafmmm e +
8-2 PER.REGULR 7554.4 | 206036 79227 | 292817
0.12 3.39 1.30 4.81
3.67 4.66 5.42
-------------- Y Lt SEL LT T PR I
8-3 PER.NONPRF 18%92.3 14874 11950 48716
0.03 0.57 0.20 {: ©.80
0.92 0.79 0.82
--------- L L R l Ll ekt 4
Total 205582 4417882 1461962 6085426

3.38 72.60 24,02 100.00
(Continued)
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Response to DMATL7 04

Dollar-Weighted Direct Tallies by Class and Subclass
By Facility Grouping

Col Pct = Percentage of Dollar-Weighted Direct Tallies

TABLE OF MAIL BY FACILITY

MAIL FACILITY
Frequency
Percent .
Col Pct pMCS lMODs |uormoos | Totml
A L N R R R A Y it 4
8-4 PER,CLASSR 170.13 | 1650.4 159.96 2580.4
0.00 0.03 0.01 0.04
0.08 0.04 0.05
L L LT T frmmmrm——- focmamema L -4
9--(A) SGL PC 4118.8 31200 9692.2 45011
0.07 0.51 0.16 0.74
2.00 0.71 0.66
------- B T L L L LT e e ]
10--(A) REG/ENH 5072.4 99303 48636 | 153011
0.08 | 1.8 0.80 2.51
2.47 2.25 3.33
--------------- R ittt T
11--!A) REG/OTHR 82201 712904 275899 [1071084
1,35 11.72 4.5) 17.60
19.98 16.14 18.87
hadabdt £ Sl Sl Al L el domans=a LR LR RS +
12-- (A} NPRF/ENH 1579.4 15793 4530.2 21902
0.03 0.26 0.07 0.36
0.77 0.36 0.31
-------------- L R Y Y ]
13--(A) NPRP/OTH 10149 | 160535 50056 | 2207319
0.17 2.64 0.82 3.62
4.94 3.63 3.42
--------------- R R L bT LT Ty
14--(B) PARCELS 16715 33651 16992 87357
0.50 0.55 0.28 1.44.
17.86 0.76 1.16
LR fommmnama frosveccnpenannannd
15-- (B} BD PRINT 18671 18911 10060 47642
0.31 0.31 0.17 0.78
9.09 0.43 0.69
mrrssee---- AR L EL Lt Al L LDl L dococann. +
16--(P) SPECIAL 14964 10740 5094.2 30798
0.25 0.18 0.08 0.51
7.28 0.24 0.35
---------------- I N bl L LTy 3 ..
17--(9) LIBRARY 1542.3 | 2368.3 | 1136.6 | 5047.3
0.03 0.04 0.02 0.08
0.75 0.05 0.08
------------ D D Lt LR TR
Total 205582 44178682 1461962 6085426

3.38 72.60 24.02 100.00
(Continued)
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Reaponse to DMAT17_04
Number of Direct Tallies by Class and Subclase
By Facility Grouping

TABLE OF MAIL BY FACILITY

MAIL FACILITY
rrequency | BMCS |Mops INONMODS |  Total
.......... L Y L Y R LY T T T
1--1.'ms BGL rc | 22 | 30270 | 4991 | 35283
--------------- L e L L T
2--LTRS PRESORT | 6| 7010 | 1278 | B294
-------------------- P el LT T P S G 3
3-.CARDS §GL PC | 2 ) 1319 | 168 { 1489
L BT D Rl L EE L drmamam—a +
4--CARDS PRSORT | ¢ | 240 | 54 | 294
L R formman—a foccnnmag
5--PRIORI‘I‘Y | 21| 4035 | 562 | 4624
L T LT P $mrrsnuempmmmnn cebmmena ~—e
s--axpnsss | o | 811 | 89 | 900
Thecem—m———— LR AL $mmmanmena dorevamaay
7--MAILGRAM | o | 2| 0| 2
L L ) dremmenan $rmmm-- -4
8-1 IN COUNTY | 27 | 163 | 34 | 21
----------------- I Rt L R LY
8-2 m REGULR | 155 | 3079 | 651 | 3a8s
cmassm—mraa LEREEEE TR L drerenm=ay
8-3 PER.NONPRF | 63 | 636 | 105 | 804
----------------- L R R T
8-4 PER.CLASSR | 28 | 123 | 11 | 162
----- L R L O L L R el
9--(A) SGL PC | 89 | 465 | - 89 | 543
m=menrece===a- L S L +
10--(A) REG/EFH | 86 | 1496 | 421 | 2003
EE R rhummmma— L N +
11--{A) REG/OTHR | 1561 | 10332 | 2227 | 14120
----------------- R LTy et ]
2--|Al NPRP/ENH | 26 | 234 | 42 | g2
--------------- L T R T
Total 4327 69459 11912 85698
{Continued)
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Response to umAT17_04
Number of pPirect Tallies by Class and Subclass
By Facllity Grouping

TABLE OF MAIL BY FACILITY

MAIL FACILITY
.Frequency lancs lnous INONMODS l Total
13--(A) mmr/om | 223 | 2356 | 412 l 2991
L L L e r e rraj e r e e e e nf e s e am-
14--(B) mzcm.s | 664 | 546 | 152 | 1362
Bt mmaser T rr e~ P L Y
15--(B) BD PRINT | 332 | 289 | en | 709
---------------- e L L LT ]
16--(B) GPECIAL | 279 | 152 | 45 | 487
EE e LT R P N L *
17-- (B} LIBRARY | 29 | 3 i 9 | 72
e il P et EEEE T LEE T EET R “==4
18--USPS | 75 | 822 | 114 | o1
L e foammmm—— fommammna fomncane=d
19--FRER MAIL | 17 | 63 | 13 93
R R R L L A LR TR it TEEE L
20--1m MAIL ) 610 | 3892 | 62 ] 4564
--------------- $rmeemecap oo sannnnnt
21--nmcxs'rnv | o | 454 | 28 | 482
----------------- I T YL TR Y
22--CERTIFIED | 0| 207 | 153 | 360
L L e P e frmcmm——- $omecnna~
23--INSURED | o | e | 4 12
fAdemmsccdE st ammnea framemme- frmammmm- fomana -
24--COD | 0 10 | a| 13
Srmem-e LEAL R fommmmm— 4rmcammnn L ek +
zs--spmcmn HAND | 0 1] 0| 1
--------------- L R e e et LEL P LT LTS
25--crrm SERvCE | 3| 301 | 80 | g4
--------------- L L C R L e PR
5340 | 3 | 99 | 26 | 129
-------- L LR R it TELEEL L 3
Total 4327 69459 11912 85698
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
‘DMA INTERROGATORIES

DMAJUSPS-TI7-5. Please refer to programs MBC, MODIPOOL, NONMOD1, and
BMC1 associated with LR-1-106. Running these programs on the IOCS data file
produces datasets containing three activity codes that are not referenced in Tables B-1
or B-2 of USPS LR-1-1. These activity codes are 2068, 3068, and 4068. From
program MOD1 POOL (lines 06940002-06960002), it appears that these activity codes
are related, respectively, to the activity codes 2060, 3060, and 4060. Please confirm
that the shape, class, and subclass information for activity codes 2068, 3068, and 4068
is the same as for the comresponding 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 DMA/USPS-T17-5.

Confirmed.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
“TW INTERROGATORIES

TWIUSPS-TIT-1 Please provide electronic spreadsheet (e.g., Excef) formats for all the
tables presented in LR-1-108. if an electronic spreadsheet format has already been
provided for some or al! of these tables, please identify all relevant files.

RESPONSE TO TW/USPS-T17-1,

The excel spreadsheets of all the tables presented in LR-1-106 are contained in the

diskette filed in USPS-LR-1-189. Note that Tables 1I-1 (A through C) in USPS-LR-1-106

correspond to Table 3 in my testimony, which can be obtained from the PRC website.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO

TW INTERROGATORIES

TWIUSPS-TI7-2 Please refer to the breakdown of Non-MODS clerk/mailhandler costs
in Tables I-4A and [-4B in LR-I-108.

Please corifirm that this breakdown was produced using 10CS tally information.
if not confirmed, please identify all data and explain how they were used.

Please name the SAS program(s) which produced the above mentioned tables

- and explain exactly where and under what file name(s) it {they) can be found.

Please name the 10CS file used to produce these tables and explain under what
file name and in what library reference it can be found.

Besides uniform operation codes, please explain precisely what |OCS data items

were used to associate each non-MODS mail processing tally with individual

pools. Please ldentify the fields 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 poo!?

For each mail processing Non-MODS cost pool specified in Tables 1-4A and 1-
4B, please provide a further breakdown by mail processing uniform operation
code.

RESPONSE TO TWIUSPS-TI7-2.

.

Confirmed for Table 1-4A.
For Table |-4B, the breakdown of the costs is based on |OCS tally dollars. But

~ the total costs which are applied to this breakdown are those described in

formula (i) and (i), page I-3, Part | of LR-I-106.

The immediate SAS program which produced the above mentioned tables Is
NONMODH, lines 00070093-00935088, with Table [-4A and Table 1-4B identified
as titles of SAS outputs at lines 00830088 and 00931098. The 1I0CS Non-MODS
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

RESPONSE TO TW/USPS-TI7-2. (Cont'd)
tally file used as input into the SAS program NONMOD1 is created by the SAS
program MBC which partitions the SAS I0CS file into three temporary tally files,
BMCS1, MODS1 and NONMODS1 (see page 11-38, Part 2, USPS LR-1-106). The
NONMODS1 temporary tally file then serves as the NMOD iﬁput into the SAS
program NONMOD1 (see line 00080083). Both SAS pmﬁrams. NONMOD1 and
MBC, are contained in the diskette filed in USPS LR-I-106. The JCL document,
(which is also contained in the diskette filed in USPS LR-I-108) provides the set

up and sequence for running the SAS programs. .

c. The IOCS SAS file used in Program MBC is the mainframe I0CS SAS file
‘ALB.HQTALS8.BYITEM.PRCALL' listed in the JCL document contained in the
diskette filed in USPS LR-I-106 {at line number 00120088). The PC SAS version
of the IOCS mainframe SAS file is filed in USPS-LR-I-12 under the name
'PRC88.8D2'. USPS-LR-1-12 also includes a flat file version of this data under
the name 'PRCFLAT.DAT.' Both PC SAS and flat file versions of the IOCS are
documented in Appendix H of USPS—LR-|-1 2. Please note that some minor
modifications may be required for a mainframe SAS program to execule properly

in a PC environment,
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d.

The I0CS data items used 1o associate each non-MODS mail processing tally
with Individual pools and the logic applied to select the pool for each tally.are
contained In the SAS program NONMOD1 {see the answer to b. above). They
are also described on page 11-47, Part Il of USPS LR-I-106. The ‘PRCE8.SD2’
PC SAS file already contains the names of the fields of |IOCS tally records that
were used, as listed in NONMOD1. To identify the same fields in the
'PRCFLAT.DAT fiat file, please see Appendix H of USPS-LR-I-12, which
contains the program that writes the SAS file into a flat file and gives the field
positions for the fiat file. The specific IOCS questions that those fields contain |
the answer to and the value assignments for those fields are contained in l
Appendix A of USPS-LR-1-12.

The responses to IOCS Question 19 are the basis for including the tailies in the
MANF. The responses to I0CS 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
turther details on these 10CS questions, please see Chapter 11 of Handbook F-
45, In-Office Cost System, Field Operating Instructions filed In USPS LR-1-14,

A further breakdown by mail processing uniform operation.code of each mail
processing Non-MODS cost pool specified In Tables I-4A and |-4B Is provided in

the two tables attached to this response,




Response to TW/USPS-T-17-2F
TABLE I - 4A
TOTAL NONMODS 10OCS TALLY DOLLAR WEBIGHTS BY
MAIL PROCESSING POOLS AND BY I0CS OPERATION CODES
MAIL PROC. POOLS DO NOT INCLUDE DISTRIBUTED BREAX TIME WHICH
IS LISTED AS A SEPARATE POOL {(X.BE. Z BREAKS).

TABLE OF POOL BY F260

POOL F260{TALLY OPERATION ROUTE CODE  ALB095)
P‘requencyloo for |02 jo3 fos . jos loe o7 jos fos | Total
------------- emstjertmennnfrmanserajncrassrshernasnandmnmnnrrenditsnrncrfreranrcnditonnmanfanncacnsd
ALLIED l 0| 65942 | 47626 | 14834 | 104363 | 26813 ) 0] 44598 | 74257 | 0 | 521594
------- T T T L e e e L e P L e Y S L e e SR LA LT s
AUTO/MEC | 0| 4590.6 | 15458 | 13703 | 236612 | 9338.5 | 0| 575.79 | 810.89 | - o | 132505
--------- LT Ly e e e it et L L L L PR e L e e e T L e L TR L
EXPRESS | .0 | o} 0| o| 0] 0| o | o o} o | 176sm2
--------- jrrnscasnprunannrajesmrccssfrenreassdmmmmmmcvafecncsncaftoncssmvinnmnarenfenscsntbronnensnd
MANF | 0| 9951.8 | 29260 | 21031 | 145388 | :1231 | o | e19.58 | 2320.5 | 0 | 442192
mrevesusafrsnssmenfurrrencsbosnsavea frmemsnm= P Bosncracahes comamn- b= domvannaca o
MANL | o 14739 | 54288 | 33471 | 195723 | 23639 l 0 ] 1823.4 | 1994.5 | 0 | 653326
------ ctwdramsemmsfonccsanajstndtnvabinnrmrandarrenensfecnrmannfonnnsccsfrsvrnactfsnsacasafenusnm=n
MANP | 0 | 3513.9 | 7599.4 | 2895.9 | 36604 | 5089.7 | o | 520.01 | 2530.2 | 0 | 116992
------------------ S L T T T e e R ety ST T LR PR L )
MISC | 31424 | 6938.8 | 4759.1 | 1327.1 | 5154.6 1 3513.2 | 46412 | 0 | 389.54 | 0§ 238601
------- redrissemrsbannnccnsdrrmmnbvrforarrrrafactsrrnsntrnnencvsdranmmnnmfremrsreofrenonannfocnannach
REGISTRY | o ol 0| o | 0| 0| 0| o\ ol 0] 27435
--------- Jrasmsrmseporrmmcnalrarcaterfresvesrefassncnsafuancasnrnfmmnrcscojosncansafemnesroafacanasad
Z BREAKS | 3575.1 | 7023.2 | 13093 | 70742 | 1107 | 94440 | 3058.2 | 0 | 9146.9 l 0 ] 214287
rrarsrvsvrdermcemweforenrecafnsccanna fonnsan LT TEETEY R vhormm e $romnrane drmmncan ejpemmmnemcfenncenn *
09 | 0| 0 l "o | 0] o o] o 0| [ |11uoaz 13171032
--------- feanssmsejarsrassafasncansnfescnrsmmnfrerrerrafenmsrissojrnarmennjecasnscnjossensenjsccnancad
10 | 0| o] ol o | ol 0| o | 0| o 0 ] 476231
----- T T Y Ry s ittt LTI LEILLEEE LA Sl bt dobdaiialiaied: ¢
17 | 0| o | o | o | 0| o 8| 0| o | 0| 12293
------- - - L L LR T T I Rt Sl Ll Sdd Al bkt 4
24 A 0| o ol o e | 0| 0| o | o | 0§ 29484
------- arpremsemosjecssccrsfeccarrnefrrssrnmafrnccnnnrbonanmncmnfacnavsnnga P T L
25 - o | 0} 0| o 0| 0| o | 0| o | 0 | 6186.1
mresseussrfhassssmuajrarasssrineemnaraborssnaas 4roccnsnn bocmreons $omcancaa T $rsorosssprnvasenad
26 | 0| o el o] 0| o 0 o} 0| 0| 13086
--------- $resvmmerfrerenavafensenvanfaccrsanafencanumchianncnsafanmsancfranssoerprssrrrrabnrasn—cd
€522 ] c|] - o] ol o} 0| o o] o| o| 0| 43270
IR TSRS DL R Ead JaL L bdid domcsman—n EXEELE L] drecermn= frmm e m—— devmmrr PR LT DL L L Ll ol d et dabind -4
Total 34989.1 112699 172084 158004 524951 184064 49470.6 48336.8 nus . 111103: 4116166
{Continued)
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Response to TW/USPS-T-17-2F
TABLE I - 4B
TOTAL NONMODS IOCS TALLY DOLLAR WEIGHTS BY
MAIL PROCESSING POOLS AND BY IOCS OPERATION CODES
MAIL PROC. POOLS DO NOT INCLUDE DISTRIBUTED BREAK TINME COST
WHCIH 1S LISTED AS A SEPARATE POOL (I.E. 2 BRRAKS).

. ' TABLE OF POOL BY F260
POOL 7260 (TALLY OPERATION ROUTE CODE  ALBO9S)

Frequency| 00 o1 jo2 03 o4 |05 |06 |07 jos 09 { -Total
--------- drerrraranjrrannanafresccnabjennancerjucnnnnanieconbscnsfennrenanfanannsncbmnntonvefrovadannd
ALLIED | 0 | 70083 | 50595 | 15759 | 110069 | 328484 | 0| 47379 |- 78886 | O | 554113
--------- Ll R bl Al Dl A A T At LR LI T L L T L e R T T P T P Y Y LY T Y Y Y LTy
AUTO/MEC | O [ 4076.8 | 16422 | 14557 | 238895 | 9920.7 | 0| 611.69 | 861.45 | 0 | 140766
......... 4rocmcncajarerncacsfrrancssnfrsssssnsfussssnsnfasssscrndoceonnncfrnecnsrsfrerivarafanevannad
BXPRESS | o | 0] 0| ol 0| o | 0| 0| ol 0] 1ares-
semccssccjaccmann “hetvuma=m Procensvaf= -———-—- Jrrvrmsvnbanasnsnnn bprsasvonea XIS R T D L P R TR PR T

MANP | 0| 10572 | 31085 | 22342 | 154452 | 22554 | 0| 870.68 | 2465.2 | 0 | 469761
----- LR R Tl E L o e A e T P YL T T Y Y T TR R P P T Py

MANL | 0| 15858 | 57673 | 35558 | 207925 | 25113 | 0 | 1937.1 | 2118.9 | 0 | 694058
------ ersbrmevrrmadrirensossnfjancvsnnnfcccvrannjoscccnvesfrrrmarsad s nnnncunjfccscscnsinacacssafrrerecand

MANP | 0 | 3732.9 | 8073.1 | 3076.4 { 233887 | S5407.1 | o 552.43 | 2608 | 0 | 124206
..... P g e T L T O T 1Y T Y T parry

MISC | 33372 | 7371.5 | 5055.9 | 1409.0 | 5476 | 3732.2 | 49306 | o | 413.83 | 0 | 253477
----------------- dremcsrsrrrdransmnnafjraccsncwafsresrrrafrrrmncacsfeansnrnefrsorcccacferosvavancfrisssanad .
nmxm'ti o | o | 0| o) o} 0| o} o} 0| o | 29146
P L T L T O A N L frmcaance fommmnane $rmrmmmm- pmwsas assjprcsrssvrfeosnccnnasfjaousnnane 'y
ZDBRRAKS | 3798 | 7461.1 ] 13509 | 75153 | 1176 | 100328 | 3248.8 | o] 9mr.1 | 0 | 227615
......... $rvnernnnfossannnadrasnsvensbernnrrrnafnrmsmccnjoscnsssnfrrecsrenfrccnnscajrdunennnfossssnaad

09 | of ol 0} 0| 0| 0| 0| o) 0 j1248176 |1248178
....... B el L e R bt L TEE R PR P PR P S LIS T T L LS

10 | -0 | ol o) 0| o] 0| o | 0| 0| 0 | 505921
-------- .’.-co.o-—&.o------’-------u.‘—-------+--------+--u—----’-------o‘o-------.}?----.-.‘o.-.----‘.

17 | 0| o o1 0| 0| 0o’} o| 0| e 0| 13059
sasenssanjoccaccess dovscancaperrrorrifrreccaas poccenanw R L $rmssssnssfjoen= rerajecanntendranessesd

24 | o | 0| 0| ol 0| 0| ol o | o| 0| 3426
repesans LY TR PP L T Asjpessoecanifpecnnann- procan= rmpm .- $usnermespensancsnfrrmnascsfoansnased '
25 | o | 0| 0| 0| o] 0| o | o | 0| 0 | 6593.6
....... P L L Lt L T R I L L 3 ..--.-.4.--.-...;-..,.---4------7-4----.--.4.

26 | o | o.| o 0| o | 0| 0| o | 0| 0] 13948
----- suwnfpostsancrfasinrisvdoennnnenfoscnnnsinfonirnsnnfrssrnranjuccsnanofonensensnfesrwrdnafasancnead

8522 [ o | 0| o] 0| 0| 0o o | ol 0| 0| 45968
---------------- frarrescafanrananifarrrrenrebrntnrrasfrasnmsmnfjosanansnsfemcncscnjedsnsannpananerened
‘!btnl 37110 5 119726 182013 167855 557680 195540 52554.9 ' 51350.4 97150.9 12481768 4377101
{Continued)
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Response to TW/USPS-T-17-2F
TABLE I ~ 4B
TOTAL NONMODS 10CS TALLY. DOLLAR WEIGHTS BY
MAIL PROCESSING POOLS AND BY IOCS OPERATION CODES
MAIL PROC. POOLS DO NOT INCLUDE DISTRIBUTED BREAK TIME COST
WHCIH IS LISTED AS A SEPARATE POOL {I.B. 2 BREAKS).

TABLE OF POOL BY P260

POOL F260 (TALLY OPERATION ROUTE CODE  ALBO9S)

Frequency|10 l11 |12 113 |14 115 |16 j17 |18 l20 | Total
--------- et b S L R e e L e Y L LI TTYY
ALLIED | 0 l 34339 | 3023.3 | 3760.9 | 67.807 | 4240 | 766.22 | 0| 0] 62690 | 554113
------------------- bt LA LRy e e PR P L P L L LY e Y A e L e L T L T
AUTO/MEC | | 1562.4 | 200.75" | 91.498 | o | 1256.1 | 0| I | 0 | 575.84 | 140768
-------- -+--------0--------+--------+--------+--------+--»—---— R e L L T T L
EXPRESS | 0| o) o | o 0| o} o] o | o] o] 1s78s
-------- mhmmsssscedroncnccndrnarisnnjrrrrnat el ccracajartasscabivsrnrssfusacmserbrdnnmnanfrennran ol

MANF | 0o | 21050 | 1566.7 | 2544.7 | o 99% | 2610.6 | 0| o | 10478 | 469761
----- Rt el el el L D e L e T Y et <

MANL | o} 55265 | 3801.2 | 7819.7 | of 1s713 | 2327 | o] 0 | 40884 | 694059
--------- it e e L et L L T T S S e et LT LT TR PPV LY ¥

MANP | 0| 3793 | 674.44 | 1600.4 | 0 | 1599.1 | o 0| 0 | 3065.8 | 1242086
--------- bt R e L L LT T S E R L ey el L L L P T e

MISC | 0 | ss59.83 | 0| 0 | 51611 | 69483 | 0| o 0| 0| 253477
L ey e L R S Lol LT cemmpene e n—— dommemena fosancan= P m——— Srevosnsvnfpencnane—d
REGISTRY | . ol S | o | 0| 0o} L o] o] 29148 | 0} 29146
ssrsssmenfeccacrrnbanan AT LR L T 4mverenna dmmmna cesfemrrnsns dosmncana fermnmem dresmncccfannnnnand
"ZBREAKS | - o | o| o | o | 3786.9 | 6501.2 | o| 0| 2087.2 | 0 | 227615
—rrremeas fucccmea rfrancrmenbtrncsnrnfreraccccirensrrnndannccaca $rocomana [SEEE L LIS SEL L LIS SRS LDy

09 i e 0| 0| 0| 0| 0| 0| o] 0| 0 j1248178
cesteacman forermmnn dmmrcmscnjasanaisafenrennnn $ommm .- $rarraren formmaan— fenamcecoprrrrrnmedrmnannced

10 ] sos9a1 | o] 0| 0| o] . o] 0| o | 0| o | 505921
------ trefreccsrrwftiecmcnrbrnnnvibabrmoncomrdrrrnrrrsdosrntnnrborrmsnrodorasnsnafasacnacafansnnr et

17 | o 0| 0 0| o | o o | 13059 | o | 0| 13059
----- cmrsfrancscsssfrrncacssfuerenlonfjasatnranfocccarnsfecnasrrafmasnnnrnfrresrrocshndesnncnfenanmanah

2¢ - | [ 0| 0| 0| 0| 0| o | o| ol 0| 231426
vwsstvvenfansursnndacssnnsrdranssdvabinrsnssrrdrrosnraunfenannnns brevvosvafprrancece frovtmmnsfpssuanacat

25 | o] 0| 0| o | o | 0| o ol o 0 | 6593.6 -
--------- Lt L e L L LY T L S T R e L L L e L L L L o

26 | ol o ol o| 0| o o 0| 0| 0] 13948
------ resjnracsssncdorncnnnafunscnsoctrsasnnnnbecnccncnfennssnnnforsmnsanfrrrricsccfensanccnfunanin=d

6522 | 45968 | - o} 0| o | o o 0| 0| o | -0 § 45968
--------- R T T L LY TEL LY S s DL L L L LT et Sbdniniah it bbbl o

Tbtlli ,551889 116869 9266.42 15817.2 55465.1 108683 5703.9 13059.4 31202.9 117693 4377101
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Response to TW/USPS-T-17-2¢
TABLE I - 4B
TOTAL NONMODS IOCE TALLY DOLLAR WBIGHTS BY
MAIL PROCESSING POOLS AND BY I0CS OPERATION CODES
MAIL PROC. POOLS DO NOT INCLUDE DISTRIBUTED BREAK TIME COST-:
WHCIH IS5 LISTED AS A SEEPARATE POOL {(I.B. Z BREAKS). :

] TABLE OF POOL BY F260
POCL P260{TALLY OPERATION ROUTE CODE  ALB09S)

Prequencyln |n 123 124 125 26 127 |28 lzs l Total
------------------- sersdssrtincndufjnncccnarfrecnnccajoccsssrnburcncccafprnnnnsrrbrarrenne
ALLIED I ol o | o | o | o | o | 604.20 | 337.01 } 42258 | s54113
--------- e D D i e e L T L P P T T T T PP
AUTO/MEC | 0| o 0| 0| 0| 0 | S519.9 | 34564 | 10852 | 140766
--------- E et L et e L D et L N i Sl il )
EXPRESS | 0| 18785 | o} - o} o | o | o | 0| o | 18785
..... LR L L L s Lt L T S U ey
MANF | o | ¢ | o) o | o | 0 | 3896.8 | S6.075 | 173327 | 469761
--------- LR L T L b A L L. LT T o Sy R -
MANL | o | 0| 0| o| 0| 0 | 3188.6 | 624.49 | 218452 | 694058
-------- e ek L e T L e ettt ettty LT P
MANP | | o} 0] o | o | o | 607.17 | 0] 50829 | 124206
e e e L et L LS ST P TS dovranerotumnnacs domcsanna 4umnna vespmsame -
NISC | 613.67 | o] 24772 | 0| ol 0| o 0| 0 | 253477
--------- formcscrmsfmranrerafustrcscefennncaunjeccnrsrrdencnccrafeorrnar s e nanansafonnianaa}
wamvl e o | 0| o1 -0 | 0| o | 0| 0| 29145
------- B e e e e E P e TP P PP LT T R TP Y Py
znnmsl 0| 479.19 | o 0| [ | 0| 0] o1 0 | 227615
------- cefremsswsafranaanrafnsrcrsrtdrncstnneboannnsssfsnnsacsundsnsnnascfansnssanpanananant
09 | o| 0| o| 0| o o | 0| o | 0 |1248178
cusrstrredemernennfunnamean 4rerenrmrrjocranana bamcana—a fmoammam—— $omammm—— frommrn=- fmmrom——
10 H ol N o| o} 0| 0| o | o | 0 | 505921
L R T e etk P L L e L L L e LR s
17 | o| o1 o] o] 0| o | 0| 0| o] 130859
sssremcsnjvnssmcanfenna mmmmfrerosnsrrfrossscrnfersssssnfnsnssrcabrrssncnsfranaanafonenrer=d
24 - | ol | 0 ) 31426 | 0| o o o] 0| 31426
capesmcssfrsvernrudvssnnnenfannnna Lat AR LT fame - drococcn= $romcanea 4omccecne L L L
25 | 0| o 0| o { 6593.6 | 0| ¢ | o | b | 6593.6
cmcscscssfenscmnsnfrscasanafanacans Ejecmmsveafensrcsvsforansrnnfanascnafprorrmnna $rrasmm—ak
26 I o] 0| o| o | o | 13948 | o i o | 0] 13948
cessssneshresenvvedisvenasrrbusssascifumnncnna fumm s .- prsssneee s wwe- fwmorercsfocsssnaal
. 6522 | o| 0| o| 0. 0| o | 0| o} 0] 45968
------- refeemanssajannananafecrsrnnbfasstieropmnttrcsrfantarranjsccnnnccfeccnmensfrsannasad
Total 613.672 19263.1 24772.1 31426.3 6593.61 13947.6 13816.8 35582 495418 4377101 .

BY 98 USPS VERSION - NONMODS
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
° " TWINTERROGATORIES

TW/USPS-TI7-3 Please provide a breakdown of FY86 non-MODS costs similar to that
shown in Tables 1-4A and 4B, using FY86 10CS data.

RESPONSE TO TW/USPS-TI7-3

A breakdown of FYBS Non-MODS casts similar to that shown in Tables I-4A and |-4B,
using FY28 10CS data, is provided in the two tables attached to this response. The total
Non-MODS cost for the attached Table 1-4B corresponds to the one provided on page I-
5, Table 1-1, Part | of LR-H-148 in Docket No. R97-1 (see ‘Total for NONMODS
Facilities"), which exclude the FY86 clerk and maihandier uniform allowance and lump
sum. These excluded costs are incorporated in Cost Segment 3 of the B Workpapers of

Witness Alexandrovitch (USPS-T-5) in Docket No. R87-1.

6599




Response to TW/USPE-T-17%-3
Breakdown of BY96 Non-MODS Costs similar to Table 1-4A
TOTAL NONMODS JOCS DOLLAR WRIGHTS BY MAIL PROC. POOLS AND
BY IOCS OPERATION CODES FOR NON-MAIL PROC. TALLIES.
MAIL PROC. POOLS DO NOT INCLUDE DISTRIBUTED BREAK TIME WHICH
. I8 LISTED AS A SEPARATE POOL (I.E. Z BREAKS).

Cumulative Cusulative

POOL Prequency Percent  Frequéncy Percent
ALLIED $026893.8 13.0 502093.8 11.0
AUTO/MBC 63643.213 1.6 566517 14.7
EXPRBSS 13701.5 0.4 580138.5 15.0
MANF 350261.2 9.1 930499.7 24.1
MARL, 741336.0 19.2 1671836 43.2
MANP 91456.61 2.4 1763293 45.6
MISC 221024 .4 5.7 1984317 . 51.3
REGISTRY 10793.66 0.8 2015111 52.1
Z BREAKS 198920.7 5.1 2214032 57.3
3] 10840717 20.0 3298108 85.3
10 452705.6 11.7 3750014 97.0
17 12631.45 0.3 3763445 97.3
24 30773.09 0.8 379411% 98.1
kL 7095.653 0.2 3801314 908.3
26 14137.29 0.4 3815451 90.7
6522 $1367.98 1.2 ip&6819 100.9

BY 96 - NOWMODS

0099
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO

' TW INTERROGATORIES

TWIUSPS-TIT4

a. Please apply the logic used to create Tables I-4A and 1-4B in LR-108 to the
10CS clerk and mailhandler tallies assigned to each of the following MODS cost
pools: LD41, L043, LD44, L D48, LD49 and LD79. Present results In the same
manner as is used in tables 1-4A and 1-4B.

b. Is it fair to conclude that most allied labor perrorrned in Function 4 offices is
recorded under LD43?

RESPONSE TO TW/USPS-TI7-4

a. The breakdown of the LD41, L D43, (D44, LD48, LD49 and LD79 MODS cost
poois into categories similar to the Non-MODS pools shown in Tables 1-4A and |-
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.

b. 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 "Allied” cost (row pet) is about 37

percent,




Resfon-c to T™W/USPB-T17-4

Breakdown of Punction

Into Non-MODS Categories Exhiblited in Tables I-4A
of LR-1-106 - based on IOCS Tally Dollaxrs

TABLE OF POOL BY COSTPOOL
POOL {(Non-MODE Categories) COSTPOOL (MODS Coat Pools)

4 LDC Costpools and LDC?9 Coatpool

Percent
Row Pct |LD41 |1D4) |LD44 jLD48 |LD4s jubre { Total
--------- LR tdal Bt LT Y TP TP SR R iy
ALLIED 1439.8 102513 44747 34673 15983 A0802 200159
0.09 6.07 2.65 2.05 0.95 4.78 16.59
0.51 356.59 15.97 12.38 5.1 20.04
P LT Y YT PO docmnnnna fremnnaaa fmmm L E e Ll J
AUTO/MEC 35009 3621.3 445.98 16131.13 4371.1 2292.3 47353
2.07 0.21 0.03 0.10 0.26 0.14 2.80
73.93 7.65 0.94 3.41 9.23 .84
T Y fmenamm— L . e Fy
EXPRESS a 1566.1 577.44 8760.5% o 236.0 11161
0.00 0.09 0.03 0.52 0.00 0.01 0.66
0.00 14.03 5.17 78.67 0.00 2.12
PR L L L o R e fmmmaama- fmmmma- EE T TR Lt T drrmcmcan +
MANP 237.34 993138 10515 7652.8 690.05 683.28 119117
0.01 5.88 0.62 0.45 0.04 0,04 7.05
0.20 83.40 8.83 6.42 .58 0.57
B e e LT T Y T gy frmmmen pmw————— +hre ettt e emm. *
MANL 451.86 164748 49162 20078 1516.1 1953.6 2318310
0.05 9.78 2.9 1.19 0.09 0.12 14.11
0.36 69.13 20.63 8.43 0.64 0.82
--------- o et Ll T L R B L 3
MANP 1] 70806 1715.8 5292.5 [ 187.23 70001
0,00 4.19 0.10 0.31 a,00 0.01 4.62
0.00 90.78 2.20 6.79 0.00 0.24
mecssnsassfendraean pemm - - o mansna e L LT ]
MIBS 290.34 28635 | 5694.1 | 102388 | 219498 | 3586.7 | 3s02k0
6.02 1.70 0.35 6.06 13.00 0.21 21.33
0.08 ‘1.95 1,64 a8.42 60.92 1.00
An - frenir e oA dcanea jomamavan jammsamne pamsanmn- fecmcanaa Y
REGISTRY 0 2743.9 | 278.94 12809 0 181.11 16011
0.00 0.16 0.02 0.76 0.00 0.01 0.95
0.00 17,14 1.74 79.99 0.00 1.13
--------- L Y e it e Y ST P P T T T E LTS
Total 46335.7 615671 153598 425763 293963 153370 1688701
2,74 36.46 9.10 25.21 17.41 9.08 100.00
{Continued)

BY 98 USPS VERSION ~ MODS
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Breakdown of Punc

Ilengonne to ™W/USPS-T17-4
tion 4 LDC Costpoola and LDC7

9 Costpool

Into Non-MODS Categories Bxhibited in Tables I-4A
of LR-I-106 - based on IOCS Tally Dollars

TABLE OF POOL BY COSTPOOL

POOL (Non-MODS Categories) COSTPOOL {(MODS Coat. Pools)

Prequ

Percent

Row Pct  |1D41 |LD43 |LDa4 |LD4s LD49  |LD?9 Total

--------- L L L A R N T Y T T AP R sy

Z BRBAKS | 5352.4 85461 156801 20446 35062 | 8530.9 | 170654
0.32 5.06 0.94 1.21 2.08 0.51 10.11
3.14 50.08 9.26 11.928 20.55 5.00

D L LT T R A S fueemm- L Y $rmmrammnd

09 346.5 | €302.3 | 7515.3 49433 | 110.92 | 2954.7 6865)
0.02 0.49 0.45 2.93 0.01 Q.17 4.07
0.50 12.08 16.95 71.99 G.16 4.30

--------- b L LT LY LT PNy

10 2134 33332 | 8593.8 | 144395 10807 47061 | 246722
0.13 1.97 0.53 8.54 0.68 2.79 14.61
0.86 13.51 3.65 58.48 4.42 1%.07 -

--------- L e L s D e e L L e T LTt ]

17 0| 107.94 414.1 55319 | 676.06 | 1624.3 | 8365.)
0.00 0.01 0.02 0.33 0.04 0.10 0.50
.00 1.29 4.9% 66.21 8.08 19.46

L e L LT fomm—————— S L L LT LY L L LT LT SN Y

a4 0 886.28 | 3e76.9 2037.5 0 0 | €800.6
0.00 0.05 0.23 0.12 0.00 ¢.00 0.40
0.00 13.03 57.01 29.96 0.00 0.00

LRI T PR S P T EEE Y T Y pmmmesse. jamencennjoeocnsnana froswanaa &

25 O | 1101.5 | 922.08 | 3197.4 0 0 5221
0.00 6.07 0.05 0.19% 0.00 0.80 0.31
0.00 21.10 17.66 61.24 0.00 0.00

D L R T Y £ T e smmmn- et mm=d

26 0 | 327.86 | 232.86 | 1711.2 0 0] 2371.%
0.00 0.02 0.01 0.10 0.00 6.00 0.13
0.00 14.43 10.2% 75.33 0.90 0.00

----- LR LT LR L L e S e e e e L L L P P L Y TR PR LR LYY

65322 674.21 12181 | 25031.4 5827.5% | 5160.4 3370.9 29617
0.04 .72 .15 0.3% 0.31 0.19 1.75
2.28 41.13 B.45 19.68 17.42 11.04

B T R s, DT T P o mrm—-—- frccaccan fomernone fommnanna -+

Total 46335.7 615671 153598  43576) 293963 153370 1688701

' 2.74 9.08 100.00

36.46 9.10 25.21 17.41

BY 98 USPS VERSION - MCDS
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na-rnn-o to TW/USPS-T17-4
Breakdown of Function 4 LDC Costpools and LDC79 Castpool
Into Non-MODS Categories Bxhibited in Tables I-48
of LR-1-106 - based on Cost Pooi Dollars

TABLE OF POOL BY COSTPOOL
POOL {Non-MOBS Categories) COSTFOOL{MODS Cost Poole)

Frequen

Percent,

Row Pct  |LDal jLD43 |LDa4 . |tD4s JLDas LD79 Total

Lt B LT L RN Y P, A - p----.---‘--------4-..---.-4}.------.4}.

ALLIED 1051.2 937177 40314 33010 1439 74655 | 257198
0.07 6.04 2.60 2.13 0.93 4.0 16.58
0.41 36,48 15,67 12.83 5.60 29,03

et e L L L L el L A, B .

AUTO/MEC 25560 | 3312.7 401.8 | 1537.3 | 3935.6 | 2117.9 igass
1.6% 0.31 0.03 0.10 0,25 0.14 2.38
69,33 B8.99 1.09 4.17 10.60 5.75

hetmbadaimidede Kb Ll T S - LY Y P B T Ty v +

BXPRESS 0 | 1432.7 | 520.24 | 8315.7 0 | 218.79 10407
0.00 0.09 0.03 0.54 0.00 0.01 .68
0.00 13.66 4.96 79.29 0.00 2.09

ettt bl o e A LR Seb B TR L W PRy Ly N LT Y )

MANF 173,29 90872 9473.8 72413.7 621.29 631.3 109016
0.01 5.86 0.61 0.47 0.04 0.04 7.03
0.16 81.36 8.69 6.64 0.57 0.58

hahadadbade el Ll Y T Ll LT T T L LT T Y L L L P T fmmmmnman 2 ]

MANL 621.93 150708 44393 19681 1365.1 1805 | 21844
0,04 .M 2.85 1,27 0.0% 0,12 14.08
0.28 68,98 20.27 3.01 0.62 0.83

-u----.--{b-.n--—‘-ﬂ.q- ------ }---—o---‘p -------- fommm .- .- -

MANP ] 64772 1545.8 5046.5 1] 172.99 71537
0.00 4.17 0.10 0.13 0.00 0.01 4.61
0.00 90.54 2.16 7.08 0.00 0,24

et el T R L YT Ty Bmps - L b L TR P e EEEL LT T Y

MISC 211.97 26194 | 5310.2 | 103390 | 197615 | 3313.8 336038
0.01 1.69 0.34 6.66 12.74 0.11 21,686
0.08 7.80 1.58 3o.77 58.01 0.9%

mrnsmansreadedicnn ey doenreccsnspamnanne A mn .- Bl LR T Y L LT e TR +

REGISTRY o | 2510.1 | 251.31 13038 0 | 167.33 15967
0.00 0.16 0.02 0.84 0.00 0.01 1.03
0.00 15.72 1.57 91.66 0.00 1.05

-.-------+--.-.-u-’t.--—'--4.---¢--.§-.------+---—u----’-‘-q—----’

Total 33828.0 563203 138383 409711 264671 141702 1551498
2.18 a8.30 B.92 26.41 17.06 2.13 100.00

{Continyed)

BY 98 USPS VERSION - MODS
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le:fonne to TN/USPS-T17-4
Breakdown of Function 4 1LDC Costpools and LDC?9 Costpool

Into Non-MODS Categories Exhibited in Tables I-4B
of LR-1I-106 - based ob Cost Pool Dollars

TABLE OF POOL BY COSTPOOL

POOL {Non-MOD3 Categories) COSTPOOL (MODS Coat Poolas)

Total
1535663
10.03

64038
- 4.13

228012
14.70

7771.3
0.50

61968.7
0.40

4097.8
.32

2165.6
0.14

amns
1.75

Parcent
Row Pect  |LD4L {143 |rDa4 |LD4® |Lb4s 79 !
- pomenrmas- ponsnnnm fomrmene- frasvrsrrprmnnmnnsjonvannns +*
2 BREARS | 1907.6 48178 14138 19891 31569 | 7881.9
0.25 5.04 0.92 1.28 2.03 9.51
2.51 $0.22 9.15 12.79 20.28 5.06
rasssssnsfrnrsakrefErrrsannfustrrnrsanfancanen fmmmem e fruammmm—- &
a9 252,97 | 7594.8 | €770.9 46589 | 99,871 | 2729.9
0.02 0.49 0.44 3.00 0.01 0.18
0.40 11,86 10.57 72.75% 0.16 4.26
- E L ] $rmmm - fommcvana doeccem=a fommcnn . +
10 1558 30491 | 8102.9 | 134559 9820 43481
0.10 1.97 0.52 8.67 0.63 2.80
0.68 13.37 3.55 $3.01 4.31 19.07
cersnssrsrfrncnssrrfprnannnan fpmmnsana L L L L T N e .
17 0] 98.745 | 373.08 | 5106.5 608.7 | 1504.3
0.00 0.01 0.02 6.33 0.04 0.10
0.00 1.27 4,80 66,74 7.83 19.36
T e T R e e e L] fressanm- &
M 0| 810,75 | 3492.8 | 1893.1 ] 0
0.00 0.05 0.23 0.12 0.00 0.00
0.00 13.08 £6.37 30,55 0.00 0.00
e .- oo arn .- puenmcnm= cpmssenana X LTy FYT TN - +
as 0 § 1007.7 | 030.74 | 30%9.4 ] 0
0.00 0.06 0.05 0.20 0.00 0.00
0.00 20.57 16.96 62.46 o.00 0.00
Ameneew B A L P e A L T L T e T T L L LT S L L R e -
26 o | 299.92 209.9 | 1655.9 o o
0.00 0.02 0.01 0.11 0.00 0.00
0.00 13,05 9.69 76.46 0.00 0.00
--------- Ty N L ALY PLEL P Y S
6522 492.22 11143 | 2255.4 | 5616.1 | 4646.2 | 3032.1
0.03 0.72 0.15 0,36 0.30 0.1%
1.81 41.00 8.30 20.67 17.10 11.12
cssaswssspimernsinfarrancrajassnanas fomnsmmman o mm—m——— R +
Total 33828.8 563303 138383 409711 264671 141702 1551498

2.18 35.30 .92 26.41 17.06 9.13

BY 98 USPS VERSION ~ MODS

100.00
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

TWIUSPS-TI7-7 Please refer to the IOCS data in file PRC98.sd2 in USPS LR1-12.
a. Please confimn 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 confim 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, LD48 and REWRAP. If not

confirmed, please explain.

e. Please confirm that the FY96 |I0CS 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 varicus 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 {OCS 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. [ 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 I0CS 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.

i. 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.

j 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
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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 TW/USPS-T-17-7.

This question erroneously assumes that changes in either data collection and/or
computer programming have caused instances of activity codes 5610, 5620, and §700
to “disappear.” In reality, activity codes 5610, 5620 and 5700 are assigned to the
tallies in the PRC98.sd2 file in USPS LR-I-12 as they were in Docket No. R87-1,
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 Program ALB10151" to all
tallies with activity code 5750%, based on the predominant shape cf the piece

distribution operation where the employee was observed to be in Question 18

a. Confirmed.

b. Not confirmed. See the discussion prior to the response to part a, above.

' Program ALB101S81 documentation is contained in USPS-LR-I-12, section VIL.A, and the program
listing itself is contained on the CD-ROM accompanying USPS-LR-I-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 tally 101"
which immediately follows the comment:

* 5. Assign shape related activity codes to mixed aII ;
8 shapes based on operation codes. ;

* Those tallies include all tallies with activity codes 5750 in IOCS field F244, as well as those with activity
codes 5740 and 5745, which the program recodes as 5750.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

c. Confirmed that activity codes 5610, 5620, and 5700 were also assigned to tallies
taken at non-MODS facilities in Docket No. R87-1.

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. RS7-1.

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.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

TW/USPS-TI7-8 Does there exist a version of the aggregated FY98 {OCS 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 TW/USPS-TI7-8

The PRCS88.sd2 file in USPS LR-I1-12 contains the actual responses to Question 19.
They are located in IOCS fieids F128, F9211 and F9212. My responses to TW/USPS-

T-17-2 ¢ & d indicate the sections of the library reference which contain information

relevant to these fields.
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TW/USPS-TI7-9 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 doliars.

a. For all "not handling” tallies at a given pool, excluding tallies related to breaks,
clocking infout or handling empty equipment, please tabulate the responses to
Question 19 in all cases where the data collecter 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.

b. For all "not handling" tallies at a given pool with activity code 6323 (empty
equipment) where the data collector aiso responded to Question 19, please provide
a tabulation of those responses similar to that explained in part a of this

interrogatory.

c. 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.

d. For all "mixed mail" tallies representing handiing of non-empty containers at a givén
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.

RESPONSE TO TW/USPS-TI7-9

(a)-(d} The requested tabies in EXCEL format are contained in the diskette filed

in USPS-LR-I-222. Please note that the responses to a. and b. are consolidated into the

same table.
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TW/USPS-TI7-10 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 REWRAP? If yes, please explain how you use this information.

RESPONSE TO TW/USPS-TI7-10.

No.
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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 BYS8 processing costs your method attributes'to use of the given sack type,
at the given pool, by each subciass. Please aiso specify 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.
¢. Tallies of the given sack type when empty, that are distributed based on the direct

sack tallies. -

d. Tailies of mixed mail containers recorded as carmrying 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 with 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 TW/USPS-TI7-11.

(@) - (f). The volume-variable costs for the requested data for TW/USPS-T17-11, for
TW/USPS-T17-12 and for TW/USPS-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 diskette. The first six text files correspond to the six questions (a) - (f)
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 (LD15), and the two
support cost pools for Function 1 and Function 4 (1SUPPORT_F1 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
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TW INTERROGATORIES

RESPONSE TO -'I-'WIUSPS-TIT-H (continued).

all cost pools except those three), does not quite fit the steps underlying (a) —(f) (See
footnote 10 and section [I-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 for the 1SUPPORT_F1 cost pool and for the mail processing
component of the 1SUPPORT_F4 cost pool can be obtained by: 1) summing the
volume-variable costs provided in the diskette for the relevant cost pools (sée section lI-
B-4 of my testimony); and 2) dividing the numbers from 1) by the corresponding pool
volume-variable costs from Table 3 of my tesﬁmony. The subclass distribution factor for
the window service component of the 1SUPPORT_F4 cannot be obtained at the same
level of detail underlying questions 11 through 13 (a} - (f), as for the mail processing

component of it.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

TW/USPS-TI7-12. Please provide cost information similar to that sought in TW/USPS-
Ti7-1 1, but for each type of trays, rather than sacks.
RESPONSE TO TW/USPS-TI7-12.

See my res;;onse to TW/USPS-T17-11.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

TW/USPS-TI7-13. Please provide cost information similar to that sought in TVVIUSPS-
T17-1 1, but for paliets instead of sacks.
RESPONSE TO TW/USPS-TI7-13.

See my response to TW/USPS-T17-11.
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TWIUSPS-TI7-14. Please consider an empioyee sampled by an I0CS clerk while using
a forkiift to move a pallet that is loaded with empty letter trays.

a. Please confirm that under current data collection instructions the I0CS clerk has no
way of recording the fact that the observed pallet was used to carry letter trays. See
my response to TW/USPS-T17-11.If not confirmed, please describe how such.
information would be recorded and how it would appear in the IOCS data base.

b. Please confim that a tally resulting from the type of observation described above
would not cause any cost to be asscciated with letter trays. If not confirmed, piease
explain.

c. How would the 10CS clerk record the situation described above? Specifically,
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 cumrent 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 JOCS clerk is unable to determine whether all mai! 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? Wouid it be recorded as a mixed mail pailet? if not, how?

RESPONSE TO TW/USPS-TI7-14.

a. Redirected to Witness Ramage (USPS-T-2).

b. Not conﬁrrnéd. |

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 icaded
with some 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 paflets, even
though the letter trays are not explicitly recorded.
If this is considered an IOCS container, and is recorded either as an empty “.

Other Container”, or as “i. Multiple items not in container”, then the tally cost for the




6618

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH 7O
TW INTERROGATORIES

RESPONSE TO TW/USPS-TI7-14 (continued).
recorded empty or unidentified container is distributed based on the subclasses of
the loose piece and item contents of a non-empty identified container of the same
type. To the extent that letter trays are recorded as one of the item contents of non-
empty identified 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 non-empty
identified containers of the same type.

(c)—(d). Redirected to Witness Ramage (USPS-T-2).
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TW/USPS-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 thefe 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 TW/USPS-TI7-16.
a. | am not aware of any such study.

b. Redirected to Witness Kingsley (USPS-T- 10).
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TWIUSPS-TI7-17 There appear to be 453 IOCS tallies for mail processing in MODS
offices, with a combined tally dollar value of $22.728 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, |-Support, LD48-Adm and LD480th) as well as in pools
BusReply, Express, Intl, LD48-SSV, and Registry.

a. _Please confim the above figures, or if incorrect please correct them.

b. Why is the “not handling" designation used with activity codes that normally

represent direct tallies?

RESPONSE TO TW/USPS-TI7-17.

a. Confirmed.

b. Piease 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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TWRUSPS-TI7-18. Please refer to Table | and Table 1-4B in LR-1-1 06, and your
answer to TW/USPS-Ti7-2d and e.

a. Confirm that in order to transform the breakdown of NonMODS mail processing
costs into cost pools that is shown in Table 1-4B 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 activity code 6521 (breaks/personal
needs), proportionately among the other eight pools. If not confirmed, which

~ 1nethod 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 55,211,285
AUTO/MEC 14,025,832
EXPRESS 1,871,710
MANF 46,806,559
MANL 69,155,339
MANP 12,383,701
MISC 25,256,203
REGISTRY 2,904,047

Total ZBREAKS Costs 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 TWAUSPS-TI7-18.
a. Confirmed.
b.  Confirmed if you mean, as in d. below, that | did not use Questions 18 or 19 for
the break time tallies as | did for the other tallies. Piease 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 OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO

C.

d.

RESPONSE TO TWtUSPS-TI7-18 (conﬁnﬁed).

TW INTERROGATORIES

confirmed.

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 TW/USPS-T17-18d (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-T17-18d (where the

ZBREAKS costs are distributed based on Questions 18 and 19).
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Response to TW/USPS-T17-18d. Table 1

~Distributed ZBREAKS Costs Total Pool Costs
Proportional Method | Proportional  Method

Non-MODS Pools Distributionof _ Described in Distribution of Described in
Zbreaks TW-T17-18d Zbreaks  TW-T17-18d
Allied 85,211 37,743 609,324 591,856
Auto/Mec 14,026 11,035 154,792 151,801
Express 1,872 478 20,657 19,263
Manf 47,509 47,624 516,567 516,682
Manl 69,156 96,855 763,214 790,913
Manp 12,383 15,871 136,669 140,157
Misc 25,256 16,655 278,733 270,132
Registry 2,904 2,056 32,050 31,202
Total 228,317 228,317 2,512,006 2512,006




Response 1o TW/USPS-T117-18d. Table 2

- Non-MODS Volume-Variable COSts
Proportional Method
Distribution of Described in Difference Percent
Subclasses Zbreaks TW-T17-184
{a) (b) ®)-@ (b-aya
First-Class Mail:
Single Piece Latters 79,647 888 656 7.008 0.7%
Presort Letters 257,466 258 457 291 0.4%
Single Piece Cards aze2 33579 757 2.3%
Presort Cards 11,583 11,822 239 2.0%
Total First 1,281,518 1,280,514 8,5% 0.7%
Priority Mail 118,259 118,355 06 0.1%
Express Mail 14,423 13,685 (738) -5.4%
Periodicals
In-County §378 5403 25 0.5%
Qutside C. - regular 127,642 126,655 (987) 0.8%
Qutside C. - non Prof 19.261 18,998 (263) ~1.4%
Qutside C. - Classim 1,489 1,483 {6} 0.4%
Total Second 153,770 152,539 (1.231) 0.8%
Standard Mail (A)
Single Piece Rate 16,045 15,868 (17 ~1.1%
Commercial Standard
Enhanced Carier Route 78440 77,230 (1,210} -1.6%
Regular 452,110 453 604 1,404 0.3%
Total Commercial 530,550 530,834 284 0.1%
Aggregate NonProfit :
Enhanced Carrier Route 8714 8,542 (69) {.8%
NonProfit 82,300 83,269 969 1.2%
Total Non-Profit 81,011 91,811 900 1.0%
Total Standard (A) 637,608 838,613 1,007 0.2%
Standard Mail (B}
Parcel Zone-Rate 39,831 38,704 27 0.6%
Bound Printed Matter 19,321 19,285 {36) 0.2%
Special 4th Class 8,548 9,608 81 0.6%
Library Rate 2,054 2,057 3 0.1%
Total Standard (B) 70,854 70,655 {198) 0.3%
U.S. Postal Setvice 19,630 19,468 {162) 0.8%
Free - Blind & Hndc - S 3,059 3,029 30} -1.0%
international 10,242 10,306 64 0.6%
Special Services
Registered 3,688 3833 (155) -4.0%
Certified 16,843 15.453 (1,390) -8.0%
insured 538 494 (44) 8.8%
CcoD 322 206 {26) -8.8%
Other Services 7.712 7075 {637) £.0%
Total Special services 29,403 27,151 (2.252) -8.3%
TOTAL 2,338,764 2,344,315 5,551 0.2%
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TWIUSPS-TI7-20 The MODS mail processing "not handling” tallies appear to include
tallies showing window service activities, represented by activity codes 5020-5195 and
6000-6200, with a total "tally dollar” value of $79.63 million. This includes $12.48 million
in Function | cost pools with the rest i in Function 4 pools.
a. Please confirm the above numbers.
b. What are the volume variable costs represented by these tallies?

c.  What portion of these costs is attributed to each Periodicals subclass under your
distribution method?

RESPONSE TO TW/USPS-TI7-20.

a. Not confirmed for $79.63 miillion: 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.

b. The costs for these tallies are 100% volume-variable in all cost pools where the
econometric volume-variability 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 héve 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 tailies to represent a
proportion of the fotal cost in each these twelve cost pools, and if we assume the
pool volume—va_riability factor applies to these costs, then the “volume-variable”
costs associated with not-handling tallies with activity codes 5020-5185 and 6000-

- 6200 amo_t_mt to $69.85 million in total, with $10.28 million in Function | cost pools.

c. 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:
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RESPONSE TO TW/USPS-TI7-20 (continued).

{ in million )

In-County $0.119
Outside County Regular $2.738
Qutside County Non-Profit  $ 0.549
Outside County Classroom  $ 0.021

TOTAL $3.427

For (a)-(c) , please refer to pp. 55-58, Section Ill A. and B. of witness Degen's testimony

(USPS-T-16) for a discussion of the ‘migrated’ tallies
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. TWIUSPS-TI7-21 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 TW/USPS-TI7-21

The MODS accrued costs associated with not-handling tallies with activity codes 6220,
6230, and 6231 are respectively $4.017 million, $60.892 million and $39.897 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-1-108, Part It C, Description of SAS Programs, Section 2, MOD1VARB, p.lI-41). For
the twelve cost pools where the volume-variability factors were econometrically derived,
and givén the assumptions stated in my response to TW/USPS-T17-20 b, the “volume-
variable” costs associated with activity codes 6220, 6230 and 6231 fotal 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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. TWIUSPS-TI7-22 Please refer to Table 1-4B in LR-106 and your tesponse to
. TW/USPS-TI7-3 which produced a similar table using FY96 data. The table below lists

the accrued FY96 and FY98 cost in each NonMODS cost pool, as well as the percent

change in each cost pool.

NonMODS Mail Processing Cost Pools ($1,000's) BYS6 &

POOL BYS6
ALLIED 527,983
AUTOMEC 66,818
EXPRESS 14,385
MANF 367,736
MANL 778,322
MANP 96,019
MISC 232,052
REGISTRY 32,330
Z BREAKS 208,845
TOTAL 2,324,491

BY98

BYS8B
554,113
140,766

18,785
469,761
694,058
124,286
253,477

29,146
227,615

2,512

Change (%)
4.95%
110.67%
30.58%
27.74%
-10.83%
29.44%
9.23%
-9.85%
8.99%
8.07%

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 (FYS6 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 TW/USPS-TI7-22.

a. Confinmed.

b. Confirmed for the MANF cost pool in Non-MODS offices.

c. Confirmed, for the Function 1 FSM/ and MANF/ cost pools in MODS offices.

Please note that some changes between BY 96 and BY 98 may have a potential impact

on the results seen in (a)-(b): see p.4 of the response of United States Postal Service

Witness Smith to Presiding Officer’s Information Request No .4 that relates to the IOCS

weighting factors.

-
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TW INTTEROGATORIES

TWIUSPS-TI7-23. Please refer to your answer to TW/USPS-TI7-4, 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. Please provide a correspondung breakdown of Function 4 cost pools into
NonMODS type pools, but using FY96, rather than FY98, data.
b. Apart from the FSM and MANF components of Function 1 costs, the MANF
~components of the Function 4 cost pools and the MANF component of the
- NonMODS costs, are there any other pools or parts of poois that represent flat
sorting in the postal system? If yes, what are they and what were their combined
fiat sorting costs in FY96 and FY987?
RESPONSE TO TW/USPS-TI7-23
a. A breakdown of Function 4 cost pools into NonMODS type pools for BYS6 data is
provided in the attached table.
b. Itis 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. |1l-12 to 111-20 of
LR-1-106 filed in Docket No. R2000-1, and pp.lII-7 to [1I-9 of LR-H-146 filed in

Docket No. R87-1.



Response to TW/USPS-T17-23a.
Breakdown of Function 4 LDC Costpools and LDC7T9 Costpool
Into NOn-MODS Categories Exhibited in Tables 1-4B

of LR-1-106 - based on Cost Pool Dollars

TABLE OF POOL BY COSTPOOL
POOL {Non-MODS Categories)

COSTPOOL (MODS Cost Pools)

Frequency
Percent
Row Pct |LDAL jLba3 jLD4 |LD4e fLba9 jLp79 |
e R TS TR avofracena Rt SEEE T $rmomecan $ormnannn L R T
Z BREBAKS 1804 .4 TO841 12202 22902 32314 6564.2
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09 0 22904 6207.3 55254 204.89 2221.3
0.00 1,59 0.43 .84 0.01 Q.15
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R L e R L ) bt R s L e 4+
10 886.84 27709 6084 .8 114271 7264.8 43802
0.06 1.9 0.42 7.94 0.50 3.04
0.44 13.89 3.04 57.11 3.63 21.89
------- R R R ey R R N e L LT Y T pup ey
17 0 874.31 181.4) 4198.6 587.51 1959.4
0.00 0.06 0.0} 0.29 0.04 0.14
0.00 11,21 2.3) $3.82 7.53 25.11
------- Rl L et R Y Ly T ey GEp Ry
24 0 1408.4 4115.2 3077.4 L) o
0.00 0.10 0.29 0.21 0.00 0.00
0.00 16.37 47.85 35.78 0,00 0.00
R e A L R dercvmcnan L —hmrmm - focnccmna +
25 0 1004.1 1166.4 2153.9 L] 49.922
0.00 0.07 0.08 0.15 0.00 0.00
Q.00 22.96 16.67 49.25 0.00 1.12
bl Ll bl LR Rl domvranaa fememraan oo e mmmcr- drmacmnas +
26 0 402.9 445.06 1879.7 0 o
9.00 0.0} 0.0) 0.13 0.00 0.00
0.00 14.77 16.32 68.91 0.00 0.00
Shesemmaoeadenoanosess “-U ----- ‘-- ------ ‘L"-’."--‘-'-”----‘--"---.“
6522 Jél.8 9561.5 1875 4856.1 4470.5 2076
0.02 0.66 0.13 0.34 0.11 0.14
1.47 41.25 a.09% 20.95 19.28 8.95
PR LR TR N $remmncna L Y LT Lt 4
Total 18541.6 521570 126758 18%579 252327 134835
1.2% 36.23 8.81 26.79 17.53 92.37

BY 96 USPS VERSION - MODS

Total
146629
10.19

86792
6.0}

200099
13.90

7801.7
0.54

8601
0.60

4373.3
0.30

2727.6
0.19

2314}
1.61

1439610
100.900
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Response to TW/USPS-T17-23a

Breakdown of Function 4 LDC Costpools and LDC79 Costpool

Into Non-MODS Categories Exhibited in Tables 1-48
of LR-1-106 - based on Cost Pool Dollars

TABLE OF POOL BY COSTPOOL

POOL {Non-MODS Categories) COSTPOOL{MODS Cost Pools)
Frequency
Percent
Row Pct |LD41 jLDa3 |LD44 {LD4s |LDa9 |Lb79 ] Total
--------- LR R L e N e L L L LT Y-y
ALLIED 11431 97355 35956 33428 8616 70698 | 247196
0.08 6.76 2,50 2.32 0.60 4.91 17.17
0.46 39.38 14.55 13.52 3.49 20.60
meAmmese- L R L demccncan drsmmcmana domcmmman $rmmccnan +
AUTO/MEC 14000 13370 209.6 | 1306.8 | 1916.5 1612 32416
0.97 0.9) 0.01 0.09 0.13 0.1% 2.2%
43.19 41.25 0.65 4.0) 5.9) 4.97
L N $ommcmma L D D ke dosmcanaae
EXPRESS 0| 2041.3 | 299.91 | 7117.4 0 246.8 | 9705.4
0.00 0.14 0.02 0.49 0.00 0.02 0.67
0.00 21.03 1.09 73.33 0.00 2.54
------- B i R e e L e LTS ST Y
MANP 66.293 64907 8429 | 6428.5 | 414.33 | 164.47 80410
0.00 4.51 0.59 0.45% 0.03 0.01 5.59
0.08 80.72 10.48 7.99 0.52 0.20
mmtrdtms e LA LR LA EEE L T $rmcan= bl EEEEEEE 2 $-recnan. +
MANL, 298.75 | 135565 43607 21446 | 664.70 1767 | 203348
0.02 9.42 3.03 1.49 0.05 0.12 14.13
0.15 £6.67 21.44 10.55 0.23 0.87
EE e L e T R K 4rmmmmaaa L R $rammmama +
MANP 0 43397 | 1348.4 | 4323.2 0 | 316.55 493185
0.00 3.01 0.09 0.30 0.00 0.02 3.43
0.00 87.87 2.1 B.75 0.00 0.64
msteumeases dm=ceacac L T frmme - o $rrmenncaa +
MISC 0 27154 | 4262.3 88730 | 195873 | 3106.3 | 319126
0.00 1.89 0.30 6.16 13.61 0.22 22.17
0.00 8.51 1.34 27.80 61.38 0.97
------- Ll R R L R el it Y
REGISTRY 0 | 2993.5 | 268.09 14205 0] 251.68 17019
0.00 0.21 0.03 0.99 0.00 0.02 1.24
0.00 16.80 2.07 79.72 0.00 1.41
-------- R R R R e e R Y ¢
Total 16541.6 521570 126758 385579 252327 134835 1439610
1.29 36.2) 8.81 26.78 17.53 9.37 100.00
{Continued) i

BY 96 USPS VERSION - MODS
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES

TW/USPS-TI7-26 Please refer to your answer to TW/USPS-TI7-20b, in which you say,
referring to the window service related not handling costs in mail processing related

costs pools:
"The costs for these tallies are 100% volume-variable in all cost pools where the

econometric volume-variability factors were not derived in BY98."

a. Please confirm that the mail processing cost pools with the largest number of
window service related not handling tallies are LD48-ADM, LD48 OTH, LD44 and
L043, in that order. If not confirmed, please explain.

b. Please confim that none of the pools listed in part a above have econometrically
determined volume variability factors in this docket, but that the |0CS based
volume variability factor is less than 100% for each pool.

c. Does your statement quoted above mean that in assigning 10CS 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.

d. 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% voiume
variable, does it then follow that the average variability for the remaining
components within the pool must be less than 0.5347 If not, please explain.

e. Is the determination of IOCS based volume variability factors for pools without
econometrically determined factors based on the activity codes for the costs within
each pool? If not, piease explain precisely what these factors are based on. If so,
is any other information besides activity codes used to determine this variability?

f. 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 comespond to fixed costs, which are assumed to

represent 100% volume variable costs, etc.?

g. Are break time and clocking infout 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-TY-SMITH TO
TW INTERROGATORIES

RESPONSE TO TW/USPS-TI7-26

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. Confimed.

c. Yes, | made the 100% variability assumption when | applied the pre-R97-1 method
without adjusting for the so-cailed “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 5020-5185 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. Inresponse to the first part of your question, yes, the volume variability factors are
based on the activity codes (see section I1.B.2 of my testimony. and my response to
AAP/USPS-T17-6¢).

In response to the second part of your question, no, no other information besides

activity codes are used to determine the volume-variability factor.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES - —

RESPONSE TO TW/USPS-TI7-26 (continued)
f. Please refer to USPS-LR-H 1 filed in Docket No. 87-1 and my response to e.

above.

g. Inresponse 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-variabie 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 overheéd

costs obtained by muitiplying 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 from the computation of the IOCS based variability factors.




Table Provided in Response to TW/USPS-T17-26a.

Dollar-weighted Tallies by Pool and for actv=5020-5195, §000-6200 within each Pool

Dollar-Weighted

MODS 1 & 2 Facilities Total Pool Tallies for actv=
Dollar-Weighted 5020-5195, &
SAS code |Cost Pool title Tallies Percent; 6000-6200
(a) {c)/(@ )
Automated Equipment
BCS/ BCS, BCS on OCR 1,075,041 D.0% 41
OCR/ OCR 230,236 0.1% 117
Mechanized, Letters & Flats
FSW/ SPFSM, FSM & FSM/BCR 948,037 0.1% 809
LSMf LSM,MPLSM & SPLSM W/BCR 78,093 0.1% 52
Mechanized, Other
1SACKS_M |Mechanical Sort - Sack Outside 55,885 0.0% .
MECPARC |Mechanized Parcels 13,946 0.5% 70
SPBS OTH [SPBS - Non Priority 296,736 0.1% 246
SPBSPRIQ [SPBS - Priority 78,593 0.1% 86
Manual Distribution Operations
MANF Manual Flats 460,877 0.1% 419
MANL Manual Letters 1,538,123 0.2% 3677
MANP Manual Parcels 73,211 0.1% 82
PRIORITY |Manual Priority 187,612 0.2% k¥4
LD15 LDC 15 -RBCS 23,608 0.0% -
Allied Operations
1SCAN Air Contract DCS and Incoming 55,589 0.0% 15
1BULKPR |Bulk Presort 15,060 1.4% 213
1CANCMPPCancellation & Mail Freparation - metered 311,888 0.2% 616
1SACKS_H [Manual Sort - Sack Outside 155,581 0.0% 67
10PPREF |Opening Unit - Preferred Mail 686,360 0.1% 666
10PBULK |Opening Unit - BBM 267,930 0.1% 184
1PLATFRM {Platform 1,060,393 0.0% 237
1POUCHG |Pouching Operations 424 928 0.0% 124
Other Operations
BUSREPLY |Business Reply / Postage Due 37,754 0.0% -
REWRAP |Damaged Parcel Rewrap 15,862 0.0% -
1EEQMT  |Empty Equipment 49,363 0.0% -
EXPRESS [Express Mail 94,035 1.0% 943
MAILGRAM tMafgram 334 | 156% 521
1SUPPORT |Mail Processing Support 212,943 06% 1,323
iMISC Miscellaneous Activity 142,997 0.8% 1,202
REGISTRY |Registry 158,703 0.3% 425
hnTL International 130,155 | 04% 526
LD41 LDC 41 - Unit Distribution - Automated 46,335 0.5% 219
LD42 LDC 42 - Unit Distribution - Mechanized 9,168 32% 250
LD43 LDC 43 - Unit Distribution - Manual 615,671 $.3% 7,801
LD44 LDC 44 - Post-Office Box Distribution 153,598 53% 8,100
LD48 EXP |LDC 48 - Customner Service / Express 4,400 5.3% 231
LD48_ADM |LDC 48 - Customer Service / Admin 175,576 | 12.7% 22,358
LD48_SSV |LDC 48 - Customer Service / Spec.Serve, 94,741 54% 5,158
LD48 OTH ]LDC 48 - Customer Service / Other . 151,047 { 11.9% 18,034
LD49 LDC 48 - Computerized Forwarding Syst. 293,963 0.0% -
LD79 LDC 79 - Mailing Req' & Bus. Mail Entry 153,370 1.3% 1,857
MODS 1 & 2 Subtotal 10,577,743 0.7% 76,631
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO
TW INTERROGATORIES
(Redlrected from Witness Ramage, USPS-T-2)

TWIUSPS-T2-3. Please refer to your answers to TWAUSPS-T17-14a, cand d, to

TW/USPS-T17-15 and to TW/USPS-T2-1-2. Please confirm each of the following or, if
not confirmed, please explain.

[ B B}

*Rw

c.. Al volume variable costs associated with tallies showing handling of empty
pallets will be distributed %o subclasses, under the current USPS methodology,
based on the direct costs from direct tallies showing the handling of pallets.

d. 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
items not In a container” or of postal paks.

RESPONSE TO TW/USPS-T2-3.

c. Confirmed.

d. Confirmed.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-
SMITH TO UPS INTERROGATORIES

UPS/USPS-T17-1. Identify all instances in which you have relied on or used in
your testimony in any way any FY 1899 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 UPS/USPS-T17-1.

There were no such instances, to the best of my knowledge.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS VAN-TY-SMITH TO

UPS INTERROGATORIES
Redirected from Witness Degen (USPS-T16)

UPS/USPS-T16-8. Refer to your response to interrogatory UPS/USPS-T16-7.

b.

LB B

With respect to your reference to witness Van-Ty-Smith’s response to TW/USPS-
T17-4, provide all SAS programs used to create the tables referenced in

~ response to TW/USPS-T174 in hard copy and electronic format.

Describe in detail how the LDC cost pools were separated into the non-MODS
cost pool classifications.

RESPONSE TO UPS/USPS-T16-8.

The tables provided in response to TW/USPS-T17-4 can be generated by the
following SAS programs:
1) MBC
2) MOD1POOL
3) a modified version of NONMOD1 — which is applied to the MODS
Function 4 LDC cost pools created by program MOD1POOL
4) DOLWGT -~ which is invoked in the modified program cited in 3)
above.
Programs MBC, MOD1POOL DOLWGT and NONMOD1 are aiready available
from one of the two diskettes filed in USPS-LR-I-106. The attachment to this
response provides a hard copy of the modified version of NONMOD1 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 UPS/USPS-T17-3.
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).




Attachment
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VP vst- T -8
*Modified PROGRAM NONMOD1 provided in response to UPS/USPS-T16-8a; ﬂf-&-é I oF 2

DATA MAILP ADWNMOD ;
set outl.mods;

if substr(pool,l,4)='LD48’

or pool='LD4l‘ or poole'LD43' or pool='LD44’

or pool='LD4%9' or pool='LD79';

actv = £95806;

tinclude ‘'200000r. 200000 . Xxoooooex (dolwgt) ' /sourceZ;
dol=wgt*facror;

costpool = pool ;

if substripool,l,4)='LD48' then costpool = 'LD48';
pOO.Il' l’.

¢ .. establish mail processing operations based on iocs;

IF '00'«<=F260«<="'08"'
OR 'l1l'<=F260<«="16"
OR '18'«=F260<='23"
OR '27'<=F260<='29"' THEN DO;

¢ .. establish cost pools based on g.1% and g.18;

IF F3B0E='6521" THEN POOL ='Z BREAKS ';
ELSE IF Fl128='A' THEN DO;
IF FS211='A’ THEN POOL='MANL

ELSE IF F9211='C' THEN POOL:='MANP
ELSE PCOL="'ALLIED
END;
ELSE IF ‘B'<=F128«<='F' THEN PQOCL='AUTO/MEC';
ELSE IF 'G'<=Fl2B<='I' THEN POQL='ALLIED °';
ELSE IF 'J'«<=Fl2B<='M' THEN POOL='AUTO/MEC’';
ELSE IF 'N'«<=F12B«<='R' THEN POOL='ALLIED ‘*;
ELSE IF F1l28 ='S§' THEN POOL='AUTO/MEC';
ELSE IF 'T'«<=Fl128«<='U' THEN POOL='ALLIED °';
ELSE IF 'A'«<=Fll6<='H' OR 'A'<=FllB8«='K’ OR Fl2lax'Y¥'
THEN POOL='ALLIED °';
ELSE IF F260«'18' THEN POOLax"REGISTRY';
ELSE IF F260='22' THEN POOL='EXPRESS ';

ELSE IF F9211='B' THEN POQOL='MANF !
L}
'

ELSE POOL='MISC ';
END;
IF POOL = * ' THEN POOL = F260;

IF ACTV « '6522' THEN POCL = '6522';

IF¥ POOL »> '0* THEN OUTPUT ADWNMOD ;
ELSE OUTPUT MAILP ;

DATA COSTPOCL;
SET ADWNMOD MAILP;
DOL  =WGT*FACTOR;
attrib pool label = ‘Non-MODS Categories';
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Attachment »

VP v 710 - &
artrib costpool label = 'MODS Cost Pools?; Plt 2 ok 2
PROC FREQ;
tables poolrcostpeol/nocol missing;
WEIGET WGT;
TITLEL ' *;

TITLE2 'Respoase to TW/USPS-Ti7-4 ';

TITILE3 ‘Breakdown of MODS 1&2 Costpocls ';

TITLE4 'Into Non-MODS Categories Exhibited in Tables I-4A';
TITLES 'of LR-I-106 - based oo IOCS Tally Dollars';
FOOTNOTE 'BY 98 USPS VERSION - MODS';

PROC FREQ;

tables pool*costpool/mocol missing;

WEIGHT DXCL;

TITLEl ' ';

TITLE2 'Response to TW/USPS-T17-4 ';

TITLE2 'Breakdown of MODS 1&2 Costpocls ';

TITLE4 ‘Into Non-MODS Categories Exhibited in Tables I-4B';
TITLES ‘'of LR-I-106 - based con Cost Ppol Dollars';
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CHAIRMAN GLEIMAN: Ig there any Additional
Designated Written Cross Examination for the witness?

[No response.]

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.]

CHAIRMAN GLEIMAN: Are there any questions for
this witness from the Bench?

(No response.]

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.

[Witnegs excused.]

THE WITNESS: Thank you.

CHAIRMAN GLEIMAN: Most amazingly, that concludes
today's hearing. We'll reconvene tomorrow at 9:30.

Last week, I rescheduled the appearance of
witnegses Baron and Raymond from tomorrow until May the 9th,

and as a result, we will receive testimony from Postal

. . Harahasg
Service witness tomorrow.

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

So, thank you,

[Whereupon, at

ANN RILEY &
Court

and you have a good day.

11:11 a.m., the hearing was

to be reconvened on Tuesday, May 2, 2000,

ASS50CIATES, LTD.
Reporters

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

(202)

842-0034
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at 9:30
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