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Technical Deficiencies of USPS Witness Campbell’s QBRM Cost Analysis 

There are several technical deficiencies in the two per piece cost analyses USPS witness Campbell presents in support of his proposals for (1) separate fixed accounting and per piece fees for QBRM received in high volumes and (2) a single per piece fee for QBRM received in low volumes.  These deficiencies all tend to overstate the true costs for providing QBRM service.   While the specific problems discussed below refer to high volume QBRM, most apply to low volume QBRM as well. 

1. The Postal Service’s Derived Unit Cost Includes More Than The Costs Of The Extra QBRM Processing Functions Of Counting, Rating And Billing

In case after case, the Commission notes that the BRM per piece fee is intended to recover only the costs of counting, rating and billing, and nothing more. The costs of all other sorting and delivery services are not included in the QBRM fee because the recipient pays for them in the First-Class rate.   Even Mr. Campbell agrees that QBRM “is entitled to have it sorted to the addressee for whatever First Class rate he pays.”  See TR 14/6140.  I agree with the Commission that the additional QBRM per piece fee (or fees in the case of high volume QBRM) should only include the costs for counting, rating and billing the reply mail pieces.

Under the Postal Service’s proposal for the new high volume QBRM service, rating and billing costs are recovered by a separate, fixed quarterly fee.  Therefore, the per piece fee should reflect only the cost of counting.  Unfortunately, USPS witness Campbell’s study design does not accurately follow the conceptual framework described above.  Instead of limiting the QBRM per piece fee to counting costs, he has included sortation costs.

Since Mr. Campbell’s per piece fee reflects both counting and sorting, his costing approach improperly charges high volume QBRM recipients twice for the same sortation costs, once in the QBRM First-Class rate and again in the QBRM per piece fee.

2. The Study Design Is Inappropriate

Even though USPS witness Campbell proposes to revamp the high volume QBRM fee structure, he uses the same basic study design that the Postal Service has used since USPS witness Pham first presented it in Docket No. R90-1.  Those cost studies were designed to develop one per piece fee that recovers costs associated with all three of the BRM functions (counting, rating and billing) and applies to all BRM recipients regardless of the volumes they receive. 

In the instant proceeding, the Postal Service has proposed to develop different rate structures and fees for high and low volume QBRM recipients.  For high volume QBRM, it proposes to institute two separate fees, one fixed fee to recover billing and rating costs and a separate per piece free to recover counting costs.  There was no reason to follow the old study design.

For the high volume fixed quarterly fee, USPS witness Campbell followed proper procedures by developing a separate cost for rating and billing.  However, he has not, but could just as easily have, developed a separate counting cost by conducting a relatively simple study, as I have done.  See Exhibit KE-1C.  Certainly, such a study is not beyond the capability of an organization as large as the Postal Service.    

For these reasons, the principal problem with USPS witness Campbell’s methodology is that he continued to employ an outmoded methodology for a one-fee-fits-all per piece fee when he was proposing an entirely new fee structure.

3. The Assumption That A High Percentage Of QBRM Will Be Sorted And Counted Manually Is Unfair

In Docket No. R90-1, USPS witness Pham focused primarily on automated BRMAS operations in his study of BRMAS BRM costs.  He also assumed that BRMAS processing would expand rapidly throughout postal facilities and estimated that 85% of BRMAS BRM volumes would be processed on the automated equipment in the test year of that case.  

In contrast, when USPS witness Campbell’s derives his unit cost for QBRM, he assumes that 66.5% of the pieces are sorted and counted manually at a cost of 4.32 cents per piece.  Such an assumption is extremely unfair to QBRM recipients for two reasons.  First, QBRM letters are prebarcoded and automation-compatible by regulation.  Consequently, QBRM letters are more susceptible to being processed on automated equipment than other First-Class letters.  Whether or not these pieces are processed by automation is a purely management decision.  This is well beyond the control of the QBRM recipient

Second, the Postal Service claims that QBRM is processed manually because automated incoming secondary equipment is already at full capacity. See TR 14/6088-89.  If the equipment is being used to sort other First-Class mail, it unfair to penalize a subset of First-Class letters when other First-Class letters are receiving the benefit of automation.   The rate for First Class is based on an average of all processing methods available for that mail.
  Since QBRM is part of that subclass, the Postal Service cannot justify charging QBRM for the alleged extremely high probability of that QBRM will receive manual processing.

4. Mr. Campbell Does Not Apply The Pham Method Correctly

In Docket No. R90-1, USPS witness Mr. Pham noted that his study results included certain automated and manual sorting costs.
   Recognizing this fact, Mr. Pham adjusted his unit per piece fee cost by subtracting out a weighted incoming sortation cost for such pieces.   Id. at 9.  More specifically, the sortation costs he removed generally reflected the same sorting processes (i.e., manual vs. automated) as the BRM sorting costs he originally added into his model.  Accordingly, when Mr. Pham subtracted out the relevant sorting costs, his derived unit cost represented just the cost for the BRM functions of counting, rating and billing.

Although witness Campbell used the Pham methodology, he does apply it correctly.

a. Inconsistent Assumptions Regarding How High Volume QBRM Letters Are Processed 

In Docket No. R90-1, Mr. Pham developed a BRM unit cost based on the separate costs for various automated and manual processing methods.
  Then he 

subtracted out a weighted incoming secondary cost that reflected proportionately the same percentages of processing methods used to develop the unit cost in the first place.  For example, when deriving both the BRMAS unit cost and the avoided incoming secondary cost, Mr. Pham made similar assumptions regarding the processing methods for these pieces.   

Mr. Campbell fails to apply this method consistently.  Unlike Mr. Pham, Mr. Campbell derives his QBRM unit cost under the assumption that 66.5% of QBRM pieces will be sorted manually.  But when determining the unit incoming secondary cost to subtract in order to avoid double counting sorting costs, he assumes that only 10% of QBRM will be sorted manually.  See TR 14/5963-64.  Thus, he is inconsistent in his attempt to avoid double counting of incoming secondary sort costs.  Since automated costs are so much lower than manual costs, his derived QBRM net unit cost, adjusted for avoided incoming secondary sort costs, is overstated.  He defines these costs, which he fails to remove, as “premium” sortation costs.  As stated in my testimony, there no legitimate reason to include any sortation costs in the per piece fee.

b. Sorting Costs For 25% Of The QBRM Volumes Were Never Removed

When deriving his QBRM unit cost, USPS witness Campbell assumes that 66.5% of the letters are hand counted.  See LR-I-160, Schedule B at 2.  Thus, he applies his 4.32-cent sorting and counting manual unit cost to 66.5% of the pieces.  But when subtracting out the incoming secondary sort cost, he applies the 2.11-cent First-Class Basic Automated unit cost to only 41.6% of the pieces.  Thus, for 24.9% of the pieces he made no adjustment for the avoided sorting costs.  

Such pieces represent letters that were sorted by automation but counted manually.  See TR 14/5928.  By including these pieces in the derivation of the QBRM unit cost before the adjustment, Mr. Campbell already has included the cost of hand-sorting these pieces.  Thus he errs twice.  First, he assumes a manual sorting and counting PPH of 951 for these pieces, which are really sorted by automation.  Second, he never subtracts out any avoided sorting costs for these pieces. Thus, the resulting QBRM net unit cost not only double counts sorting costs, but assumes a manual sortation and counting cost for pieces that are presumed to be sorted by automation.

5. Use Of The 10-Year-Old 951 PPH For Manually Sorting And Counting QBRM Letters Is Inappropriate

c. Incoming Secondary automation has increased considerably

The 951 PPH productivity factor Mr. Campbell used for manually sorting and counting QBRM letters within the postage due unit is taken from USPS witness Pham’s 10-year old study.  Although USPS Mr. Campbell concludes that field observations confirm that this operation has not changed in ten years, the manner in which BRM letters is provided to the postage due unit has.  After spending billions of dollars on automation equipment, it seems reasonable that a far greater percent of QBRM is sorted to the final customer prior to being sent to the postage due unit now than compared to 10 years ago.  Such mail would not need any sorting, certainly impacting the amount of sortation that would need to take place in the postage due unit.  USPS witness Campbell’s field observations do not address this situation.  

Moreover, the CBCIS data provided by Mr. Campbell shows that most high volume counts (80%) are performed by BRMAS or EOR outside the postage due unit.  Thus, his assumption that 66.5% of high volume QBRM would be counted and sorted manually with a 951 PPH is way off base.  

d. The 951 PPH relies too heavily on data from one very inefficient and unrepresentative office 

The derivation of the 951 PPH for manual sorting and counting BRM letters in the postage due unit relies upon data that is highly dependent upon the operation of one office with almost 10,000 separate accounts.  USPS witness Campbell could not verify the identity of that office, whether that office still has 10,000 separate accounts, or whether the operations of that office are still manually conducted.  He simply assumed the 951 would be representative of the current environment for counting QBRM received in both high and low volumes for the test year.  Further, had he removed this one office from the derivation of the 951 PPH, the PPH would have become 1,097, reducing his unit cost from 2.0 cents to 1.61 cents.  See TR 14/6033-35.

e. The Assumption That The 951 PPH For Manually Processed QBRM Can Be Used To Derive The Cost Of QBRM Counted By Weight Conversion Techniques And Special Counting Machines Is Neither Supportable Nor Reasonable

Of the 66.5% of QBRM that USPS witness Campbell claims is counted manually, 19.3% is counted by special counting machines or by weighing techniques.  Because he had no further data on the productivities for special counting machines or weighing techniques, he simply assumed that the 951 PPH productivity factor applies to such pieces as well.  See TR 14/5916-17, 5957, 6033-35, 6112.    Since the productivity for counting by special counting machines or weighing techniques is so much higher than for hand counting, Mr. Campbell’s derived cost estimate for manually counting QBRM is overstated.

6. The changed assumption that postage due costs vary 100% with volume, when USPS witness Schenk assumed such costs were 79.7% variable with volume, is not explained

USPS witness Campbell assumed that the 951 manual productivity for counting and sorting QBRM was 100% variable with volume, in contrast to USPS witness Schenk’s PPH that was 79.7% variable with volume in Docket No. R97-1.  His explanation for this change is that it was an “institutional decision”.  See TR 14/5961.  Had he assumed the same 79.7% variability as USPS witness Schenk, his derived unit cost for high volume QBRM would have been reduced to 1.41 cents.   

7. Additional data ignored by USPS witness Campbell casts serious doubt on how representative the data from the BRM Practices Study will be for the test year.

a.
Manual processing in the incoming secondary 

USPS witness Campbell’s acceptance of the BRM Practices Study is questionable to say the least.  That study indicates that 41.6% of prebarcoded, automation-compatible QBRM letters is sorted to the customer through manual distribution methods. See TR 14/5915.  Such processing increases unit costs by more than two cents.  See TR 14/5963-64.   One cannot help but ask how such a result is reasonable when the Postal Service also reports that 94% of all barcoded letters will be finalized by automated incoming secondary operations in the test year.  See TR 5/1675.   Although Mr. Campbell was unaware of this (TR 14/6092), it did not seem to bother him that under his assumption, QBRM processing is 7 times more likely to be manually sorted than an average barcoded letter.  (41.6% vs. 6%)  There can be no logical explanation for this.
   

Moreover, USPS witness Campbell ignores the sharp increased capacity for automating mail that will occur between 1996 and the test year, as indicated by the DBCS Machine Deployment Schedule.  (USPS LR-I-271)   


b.
Counting by weight conversion techniques 

A USPS study performed in 1987 indicated that at least half of all BRM was counted by use of weight conversion factors.  If such a practice was so widely used in 1987, it casts doubt on USPS witness Campbell’s conclusion that only 8.9% of QBRM was being counted by weighing techniques in 1996.  Mr. Campbell was unaware of this study (TR 14/6074, 6171) and could not explain why counting by weight conversion techniques might have declined so drastically during the 1987 – 1996 time period.  

f. Data from high volume recipients indicate significant differences

USPS witness Campbell could have utilized data from the CBCIS system, which tracks QBRM data for almost all recipients.   But he failed to update or compare the data taken from the BRM Practices Study with this additional data source.  Such data indicates that, at least for high volume recipients, BRMAS processing is much more prevalent than he was led to believe.  According to the data provided by Mr. Campbell, 59% is processed by BRMAS equipment.  This is more than four times the 14% he assumed in his derivation of the QBRM per piece cost.
  

In addition, manual counting is performed much less often than he assumed.  As Mr. Campbell confirmed, even though some offices counted QBRM by various methods, the counting method for the largest accounts is never manual.  See TR 14/6189.  This certainly contradicts his own unsupported assumption that the counting method is unrelated the volume per account.  In any event, the CBCIS data indicates that only 8% of high volume QBRM from is counted manually, whereas Mr. Campbell’s data indicated that eight times that amount, 66.5%, would be counted manually.

From my analysis of the CBCIS data, I also estimate that for all QBRM, only 20% of the pieces are counted manually.  This is less than one third of the 66.5% that Mr. Campbell obtained from the BRM Practices Study.  This casts serious doubt on how well that study represents the QBRM universe and further indicates why USPS witness Campbell has overstated the QBRM unit costs for high and low volume QBRM.

� This error also affects low volume QBRM recipients.


� According to the Postal Service, 42% of QBRM (TR 14/6096) is processed manually in the incoming secondary whereas only 6% of all other letters (TR 14/6091) is processed manually in that same operation.


� For example, Mr. Pham recognized that the BRMAS system performed not only the counting, rating and billing functions (for which recipients properly should pay the BRMAS BRM fee) but also the final sort to the end user as well.  See Docket No. R90-1, USPS-T-23 at 3.  In other words, the BRMAS operation combined all four of these functions into one.


�As mentioned above, Mr. Pham projected that a majority of BRMAS qualified BRM would receive automated processing.


� Nor, in my view is the particularly relevant since sorting costs should not enter into the cost derivation of QBRM processing costs.


� The volume of QBRM pieces found to be counted by BRMAS equipment for 74 of the top 77 QBRM accounts is more than twice the total number of QBRM pieces that USPS witness Campbell estimates.  For example, he assumed that 14.2% of total pieces would be counted by BRMAS.  For the test year, this is or 65.5 million pieces (14.2% of 461.6 million pieces).  As I show in Exhibit KE-1D, the new data from just 74 accounts indicates that 142 million pieces are counted by BRMAS!
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