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I. INTRODUCTION

A. Statement Of Qualifications

My name is Richard E. Bentley.  I am President of Marketing Designs, Inc., a marketing and consulting firm.  My business address is 9133 Ermantrude Court, Vienna VA 22182.

I began my career as a market research analyst for the Postal Rate Commission in 1973 and remained there until 1979.  As a member of the Officer of the Commission’s technical staff (now the Office of Consumer Advocate), I testified before the Postal Rate Commission in four separate proceedings.  Since leaving the Commission, I have testified before the Commission as a private consultant in every major rate case, most recently in Docket No. R97-1, and the most recent major reclassification case, Docket No. MC95-1.  A more detailed account of my 20-plus years of experience as an expert witness on postal ratemaking and classification is provided as Attachment I to this testimony.

I have been President of Marketing Designs, Inc. since 1982.  Marketing Designs provides specialized marketing services to retail, commercial, and industrial concerns, as well as consulting services to a select group of private clients.  

I received a Bachelor of Science degree in Industrial Engineering/Operations Research from Cornell University in 1972.  The following year I was awarded a Master’s degree In Business Administration from Cornell’s Graduate School of Business and Public Administration.  I am a member of Tau Beta Pi and Alpha Pi Mu engineering honor societies.

B. Purpose and Summary Of Testimony

The purpose of my testimony on behalf of KeySpan Energy (“KeySpan”) is to analyze and critique the Postal Service’s proposal to disaggregate the costs of counting, rating, and billing for Qualified Business Reply Mail (“QBRM”) received in high volumes, to develop independent costs of QBRM received in high and low volumes, and to present KeySpan’s alternative rate proposals for those services.   In addition, I develop the appropriate rate for the First-Class delivery service that QBRM recipients receive.

This is the third time in as many cases that the Postal Service has come to the Commission with a proposal to establish fair and equitable fees for business reply mail (BRM).  In Docket Nos. R94-1 and R97-1, the Postal Service’s proposals were either ill prepared, improperly supported, or untenable.  The results in both those cases have caused some well-deserved embarrassment to the Postal Service.  First, its proposal in Docket No. R94-1 to triple the BRM per piece fee, from 2 to 6 cents, was thrown out by the Commission because the underlying cost study was so tenuous that it was stricken from the record.  In R97-1, the Board of Governors ultimately rejected the Postal Service’s own Prepaid Reply Mail (PRM) proposal after the Commission had recommended approval of PRM exactly as the Service had proposed it.  As a result of the Governors’ action, the per piece fee paid by potential high volume PRM recipients such as KeySpan was increased from zero to 5 cents.

Unfortunately, the Postal Service’s Qualified Business Reply Mail (QBRM) fee presentation in this case continues its recent pattern.  In June 1998, when the Board of Governors rejected PRM, the Governors directed the Postal Service to “explore further such matters as the extent to which reply mail volume should influence fees charged to different recipients.”
  The Service had some 18-months before its filing in this case during which to study and deliberate the issues raised by the Governors’ directive.  While the Service has presented an appropriate framework for a rate structure that is unquestionably fairer to high volume QBRM recipients, the 3-cent per piece fee proposed by the Service is much higher than this very efficient, low cost QBRM reply mail should pay.

Despite knowing that it was necessary to find out how volume levels affected QBRM counting costs, USPS witness Campbell “was unable to conduct” such a study.  See TR 14/6014-15.  Without the benefit of reliable, relevant data on the cost of counting QBRM received in high volumes, he made unreasonable assumptions about the counting methods for QBRM received in high versus low volumes.  These unsupported assumptions led him to calculate a high volume per piece fee cost which, simply put, makes no sense.  For example, the Postal Service’s cost presentation here suggests that it costs almost four times as much to count uniform, prebarcoded automation-compatible letters, as it does to count non-uniform, bulky, small packages.  I submit that such a result is illogical on its face and should not be accepted by the Commission.

USPS witness Campbell’s basic idea of establishing separate QBRM fee structures for high and low volume recipients is an excellent starting point for improving the relationship between the fees charged and the costs incurred for high and low volume QBRM recipients.   This rate structure is very similar to the rate structure recently approved by the Commission for nonletter-size BRM.

Using Mr. Campbell’s basic rate structure, I have developed fees for high and low volume QBRM that make more sense and are based on highly relevant new information about the QBRM market and QBRM counting methods that witnesses Campbell and Mayo apparently did not consider at the time their testimonies were prepared. 

In this case, the Postal Service proposes per piece fees of 3 cents for high volume QBRM and 6 cents for low volume QBRM.  In my opinion, these fees are much too high because they are based on a flawed cost analysis.  My cost analyses indicate that the high volume and low volume QBRM per piece fees should be .5 cents and 4.5 cents, respectively.  

I also examined the Postal Service’s analysis of the cost savings attributable to the prebarcode feature of QBRM letters.  USPS witness Mayo recommends a 1-ounce First-Class rate of 31 cents for QBRM based on Mr. Campbell’s reported cost savings of 3.4 cents.  My derived 5.2-cent QBRM unit cost savings is significantly higher.   As a result, I propose a slightly lower QBRM First-Class rate of 30.5 cents.

Table 1 compares KeySpan’s recommended QBRM fees with those proposed by the Postal Service.

Table 1

Comparison Of USPS And KeySpan Proposed QBRM Fees
(Cents)
	Fee Category
	USPS  
	KeySpan  

	QBRM First-Class Rate
	31.0
	30.5

	 
	 
	 

	QBRM High Volume
	 
	 

	    Per Piece Fee
	3.0
	0.5

	    Annual Fixed Fee
	$3,400
	$12,000

	 
	 
	 

	QBRM Low Volume
	 
	 

	    Per Piece Fee
	6.0
	4.5


I should note that the Postal Service’s fixed accounting fee for high volume recipients would be collected in quarterly installments of $850.  In contrast, KeySpan proposes to collect the accounting fee in monthly installments of $1,000.

The final section of my testimony focuses upon the Postal Service’s QBRM volume estimates as well as its projection for the total number of QBRM recipients likely to take advantage of the newly proposed QBRM fee category.  The Postal Service failed to perform any market studies.  However, data available to, but not used by, USPS witness Mayo clearly indicates that she has significantly understated QBRM volumes that are likely to be received by high volume recipients, and artificially overstated the potential number of high volume QBRM recipients. 

II. THE CURRENT QBRM FEE NEEDS TO BE OVERHAULED

QBRM recipients pay for the processing of QBRM through distribution, transportation and final delivery in the QBRM First-Class rate.  The additional QBRM fees are intended to recover the costs associated with counting, rating, and billing this mail.  Currently, the 5-cent QBRM per piece fee recovers the cost of all these functions, even though these costs generally do not vary with volume.

A. QBRM Received In High Volumes Deserves A Rate That Better Reflects Relevant Costs

There no longer is any serious question whether the current, one-rate-fits-all approach to QBRM per piece fee is inequitable and needs fixing.  In Docket No. R97-1, the Service attempted, through its PRM proposal, to eliminate the per piece fee for high volume Business Reply Mail Accounting System (BRMAS) BRM recipients who could perform their own counting, rating and billing functions efficiently, subject to appropriate audit procedures.  Although the Governors took the unprecedented step of rejecting the Postal Service’s own PRM proposal after the Commission approved it,
 they recognized that a single QBRM rate was not equitable and directed the Service to study the matter further.  The final result of the Governors’ rejection of PRM was very damaging to QBRM mailers who would have qualified for the PRM service.

In sum, the time for reform of the BRM fee structure is long overdue.

B. The Basic QBRM Fee Structure Proposed By The Postal Service Provides An Appropriate Framework For Revising QBRM Rates

The functions of counting, rating, and billing QBRM can be performed using various manual and automated processing techniques.  The current QBRM fee structure lumps all of these functions together and recoups the costs by means of a per piece fee that is the same regardless of the volume of QBRM recipients receive.  Such a fee structure implies that all QBRM processing costs are variable in nature, a notion that USPS witness Campbell convincingly rejects.  For example, while the costs of counting QBRM can be variable in nature, the costs for performing the accounting functions of rating and billing are not. Once a final count is completed, the QBRM accounting costs, largely clerical in nature, are essentially the same whether an account receives 1 piece, 1,000 pieces, or 10,000 pieces at a time.  See USPS-T-29 at 14. 

Counting QBRM is necessary to accommodate the rating and billing function, but the procedures employed and resulting costs vary depending on volumes of reply pieces counted.  When volumes received by a particular recipient are low, postal clerks might simply hand count each piece in order to obtain the count.  When a recipient receives high volumes, however, there are several other methods of counting QBRM that can significantly reduce the cost of counting.  These other methods include use of weight conversion techniques, special counting machines, BRMAS
 counts, and end-of-run (EOR) counts from barcode sorters.

Recognizing that there are differences between processing QBRM received in high and low volumes,
 USPS witness Campbell correctly concluded that the key to developing an equitable rate structure lay in establishing separate per piece charges for high volume and low volume recipients.   For recipients who receive smaller volumes, he proposed to retain the current QBRM per piece fee structure that recovers costs, both variable and fixed, associated with all the counting, rating, and billing functions in one fee.  For recipients who receive high volumes, he proposed to establish two fees.  The first, a fixed quarterly fee, is intended to recover the fixed costs associated with the rating and billing functions.  The second, separate per piece fee should be established to recover the variable costs of counting QBRM in high volumes.

The fee structure for high volume QBRM enables the Postal Service to meet two important goals.  First, it allows the Postal Service to offer a per piece fee that better reflects the more efficient methodologies for counting QBRM.  Second, the new fee structure allows total fee revenues to track more closely the costs that are incurred.  Such a rate structure is inherently more equitable because it reduces the forced cross subsidization of low volume recipients by high volume recipients that occurs under the current one-fee-fits-all structure.

I fully agree with this proposal and urge the Commission to provide high volume QBRM recipients the option of paying a fixed fee to cover the non-volume variable costs of rating and billing.  Variable counting costs can then be collected through a QBRM per piece fee that reflects the efficient operating characteristics of high volume recipients. 

C. The Per Piece Fee For High Volume QBRM Should Reflect Only The Function Of Counting

Once the accounting costs of rating and billing are recovered through a periodic fixed fee, the only remaining special QBRM function is counting.  All other upstream and downstream operations, up to final distribution to the recipient and delivery, are included in the First-Class QBRM postage rate paid.

But the Postal Service’s costing analysis for high volume QBRM includes more than just the cost of counting.  The Service’s cost presentation does so because USPS witness Campbell used a 951 pieces per hour (“PPH”) productivity factor from R90-1 to derive his costs for manual counting.  That productivity factor combined both manual counting and manual sortation costs.  To avoid double counting of sortation costs, witness Campbell attempted to subtract out the sorting costs of an automated operation for a portion of those pieces.  See TR 14/5959-60, USPS-T-29 at 16.  What he is left with is not a cost for counting, but the cost for “counting and sorting above and beyond” that which is required for First-Class Basic Automation letters.  In sum, using the old 951 PPH productivity factor unnecessarily overcomplicates what should have been a simple disaggregation of functions.  

The Postal Service’s Commission-approved rate structure for nonletter-sized BRM provides guidance on the proper design of the rates for high volume QBRM.  As the Postal Service has proposed here for high volume QBRM, there are two fees for high volume nonletter-size BRM.  The first fee recovers the fixed costs of rating and billing.  The second fee, 1 cent per piece, reflects only the cost of counting pieces.  See TR 14/5973, TR 14/6149.  Thus, in determining the appropriate per piece fee for QBRM received in high volumes, the Commission need only look to the newly established category for nonletter-size BRM for guidance.  The per piece fee should recover just the costs for counting (and not sorting) high volume QBRM.

D. The Monthly Fixed Fees Should Recover Relevant Accounting Costs And Establish An Appropriate “Breakeven” Volume.

USPS Witness Campbell provides witness Mayo with a $232 per month per account cost estimate for performing QBRM accounting functions.  USPS witness Mayo applies a 2.5% contingency factor and marks up this cost figure by $45 to arrive at a quarterly fixed fee of $850.  See TR 14/5569-70.

The relationship between the per piece fee for low volume QBRM and the per piece fee and the fixed quarterly accounting fee for high volume QBRM establishes the implicit breakeven volume.  In the Postal Service’s proposal, that volume is 113,000 pieces per year.  Ideally, the breakeven volume should be set at a level where the Postal Service is reasonably confident that anticipated cost savings will in fact be achieved.

I accept witness Campbell’s analysis of the accounting costs associated with high volume QBRM.  However, for reasons stated below, I disagree with the quarterly fee proposed by witness Mayo.

III. KEYSPAN’S PROPOSED QBRM FEES

A. Per Piece Fee for QBRM Received in High Volumes

USPS witness Campbell identifies five methods that are used for counting QBRM:  

· BRMAS

· end-of-run (EOR)

· special counting machines (SCM)

· weighing techniques

· manual counts

Mr. Campbell correctly excludes costs associated with obtaining BRMAS and EOR counts because QBRM pieces are counted automatically as part of the sortation process, the cost of which is recovered by the First-Class rate.  However, he inexplicably lumps together the percentages of QBRM letters counted by special counting machines (10.4%) and weight conversion techniques (8.9%) with the percentage he believes are counted by hand (47.2%).  For manual counts, Mr. Campbell does not know the productivity.  See TR 14/5971-72.  Therefore, he resorts to use of the 951 PPH manual combined productivity for counting and sorting BRM developed in connection with the Docket No. R90-1 BRMAS BRM study.  Utilizing the 951 PPH, he then computes the unit cost for counting and sorting QBRM but subtracts out only a portion of those sorting costs.  The result is a unit cost for counting and “premium sorting” QBRM.

In contrast to Mr. Campbell’s cost presentation, my method for deriving the unit cost for high volume QBRM is much more straightforward.  First, I derived an estimated cost for hand counting QBRM by performing my own study with the assistance of some KeySpan employees.  See Exhibit KE-1C.  I derived a productivity factor for counting QBRM by weighing techniques in the same manner.  Finally, since the volume counted by special counting machines (SCM) is so small (about 1%), I combined SCM volumes with the volumes counted using weighing techniques. 

The second step for deriving the unit counting cost for high volume QBRM is to estimate the percent of volumes that are counted by each of the five methods used.  The Postal Service provided me with the necessary information for the highest volume accounts.  Using that data, I projected the volumes and percentages that would be counted by each of the five counting methods for all high volume QBRM pieces.
  See Exhibit KE-1B.  The unit cost to count high volume QBRM is only .17 cents per piece as shown in Table 2.

Table 2

Derivation Of Unit Counting Cost
For High Volume QBRM
(Cents)

	Counting Method
	Percent
	Unit Cost

	BRMAS
	51.6%
	0.00

	EOR
	28.1%
	0.00

	Manual
	11.2%
	1.50

	Weighing/SCM
	9.2%
	0.06

	     Total
	100%
	0.17


As a check for reasonableness, I have compared my .17 cents unit cost for counting high volume QBRM to that derived by USPS witness Campbell for nonletter-size BRM also received in high volumes (.57 cents).  The QBRM unit cost of .17 cents implies that QBRM letters can be counted for approximately 1/3 the unit cost of counting non letter-size BRM packages.  QBRM letters are much more uniform and compact than nonletter-size packages.  10,000 letters take up 20 small trays while 10,000 small parcels occupy about 90 sacks.  See TR 14/6200-01.  Therefore, the counting cost ratio of 1 to 3 is high if anything, but certainly acceptable.

B. Monthly Fixed Fee For QBRM Received in High Volumes

For the fixed cost, I have accepted USPS witness Campbell’s monthly cost estimate of $232.   However, in order to establish a reasonably high breakeven volume, I recommend that the monthly fee be $1,000, an amount that far exceeds the relevant costs.  Such a fee is also much greater than any markup that might be reasonably justified from application of the statutory criteria of the Act.  

The reasons for my proposed $1,000 monthly fee are two-fold.  First, the $1,000 per month establishes an annual breakeven volume of 300,000 pieces.
  A reasonably high breakeven volume serves to maximize the opportunity for the Postal Service to realize cost savings from counting QBRM returned in high volumes.  In this regard, my breakeven volume compares well with the proposed 200,000 minimum for PRM in Docket No. R97-1.  Second, a relatively high fixed monthly accounting fee provides additional revenues for which QBRM recipients are credited.  This will tend to raise the cost coverage for QBRM letters.

I also recommend a monthly fee, rather than a quarterly fee as proposed by the Postal Service, to be consistent with the fee structure already in place for nonletter-size BRM.

C. Per Piece Fee For QBRM Received in Low Volumes

For QBRM received in low volume, I have derived a unit cost 3.43 cents as shown in Exhibit KE-1B.  This analysis accepts USPS witness Campbell’s productivities and costs insofar as they relate to the accounting functions (i.e. rating and billing).  However, for counting QBRM received in low quantities, I assumed the same productivities for counting by hand and by weighing techniques that were obtained from the special study I conducted for high volume QBRM.

The next step is to estimate the percent of volumes that are processed by each of the two accounting methods and each of the two counting methods.  For accounting, I have generally accepted the results from Mr. Campbell’s special study.  For counting, I derived volume and percentage estimates for low volume QBRM, as provided in Exhibit KE-1B.  

The results of this analysis are shown in Table 3.  Based on this unit cost, I recommend a per piece fee of 4.5 cents for low volume QBRM, which results in a cost coverage of 131, slightly higher than the 125 proposed by USPS witness Mayo.

Table 3

Derivation Of Unit Cost
For Low Volume QBRM
(Cents)

	QBRM Processing
	Percent
	Unit Cost

	PERMITS Rating & Billing
	46.0%
	0.55

	Manual Rating & Billing
	44.4%
	5.52

	Manual Counting
	48.0%
	1.50

	Weight/SCM Counting
	7.6%
	0.06

	     Total
	 
	3.43


IV. THE POSTAL SERVICE’S QBRM PER PIECE COST ANALYSIS SHOULD BE REJECTED

A. Study Design

As discussed above, the only extra QBRM function that needs to be recovered by the per piece fee is the cost for counting QBRM letters.  All sorting costs, whether they occur in the incoming secondary or postage due unit, are included as part of the First-Class QBRM postage rate paid.  Notwithstanding USPS witness Campbell’s concession that “QBRM recipients pay for sortation down to the customer level as part of First-Class Postage” (TR 14/5972, TR 14/6140), he disagrees with that premise.  

In his study design, Mr. Campbell overcomplicates a seemingly simple disaggregation of functions by incorporating more than just counting costs into the per piece cost derivation.  His explanation:  “The Postal Service’s proposed per piece fee for QBRM letters reflects counting and sorting that occurs above and beyond that which is required for an ‘Automation Basic Presort First-Class’ letter.  See TR 14/5971,73.  I do not understand what sorting could possibly be relevant to QBRM processing, especially sorting that would occur “above and beyond” that which is required for basic automation letters.  While USPS witness Campbell believes that “QBRM has to pay something in addition to the First-Class mail rate” in order to have it sorted to the end user (TR 14/6130), he provides no logical explanation in his testimony or interrogatory responses.  See TR 14/6168-70.  Instead, he testified, it is “implicit through” his “presentation of costs.”  (Id.)

Because of the similarities between his high volume QBRM proposal and the current category for nonletter-size BRM, Mr. Campbell should have measured the costs for counting (and only counting) to support his per piece fee.  The underlying reasons for creating the two categories, based on the efficiency of processing and delivering large volumes to a single customer, are identical.  The fee structures as well as the cost analyses underlying those fees should be similar as well.

Rather than using the straightforward method for determining per piece costs for nonletter-size BRM, Mr. Campbell utilizes a convoluted methodology that first adds in sortation costs, and subsequently removes only a portion of those costs.  Given an opportunity to explain why he has proposed unit fees for QBRM and nonletter-size BRM that are so inconsistent, Mr. Campbell leaves the record bare.  His answer is simply, “The Postal Service’s proposed per piece fee for QBRM letters reflects counting and sorting that occurs above and beyond that which is required for an ‘Automation Basic Presort First-Class’ letter.”  See TR 14/5973.  The Commission should not accept this circular reasoning by USPS witness Campbell. 

As a consequence, I urge the Commission to reject the Postal Service’s methodology for supporting the high volume QBRM per piece fee.

B. Unreasonable Assumptions

The Postal Service has proposed to reduce the current 5-cent per piece fee now being charged for QBRM that is received in high volumes, while raising the fee for QBRM that is received in low volumes.  The obvious reason to offer such a proposal presumably is that there are (1) different methods used to process high and low volumes, and (2) the different processing techniques result in lower costs for processing QBRM in high volumes.  For example, QBRM received in high volumes is much more likely to be counted by one of several cost effective techniques, whereas QBRM received in low volumes is not.
  

Remarkably, USPS witness Campbell rejects the above propositions and.  makes the following revelations (TR 14/5931, 5963-66, 6014-17) concerning the processing of QBRM.

· He does not know the productivity or unit cost to count QBRM received in high quantities

· He does not know the productivity or unit cost to count QBRM received in low quantities

· He did not specifically study whether high volume QBRM cost less to count than low volume QBRM.

· He did not know whether high volume QBRM cost less to count than low volume QBRM.

· He wanted to know whether high volume QBRM cost less to count than low volume QBRM, but could not perform a study because of time constraints.

· He assumes that the costs for counting high and low QBRM letters are not dependent on volume and are identical.

The last item is particularly troublesome.  Not only does USPS witness Campbell concede that his assumption is unsupported
, it is intuitively illogical to assume that (1) low and high volume QBRM are counted in the same manner, and (2) the unit costs for counting low and high volume QBRM are the same.  Certainly, unit costs can be reduced when postal operations are performed for bulk volumes rather than individual pieces.  The same concept is true for counting QBRM received in high volumes.  If not counted by automation, it is far less expensive to weigh one or more trays of letters and estimate the total quantity through use of a weight conversion factor, rather than to hand count the letters.
  In my own study, it took about 25 times longer to hand count 5,357 letters than to count those same letters by weighing them.   See Exhibit KE-1C.

USPS witness Campbell’s unsupported assumption has additional implications as well.  He was asked to compare the costs of counting QBRM, which is prebarcoded, uniform and automation-compatible, to the costs of counting nonletter-size BRM, which is irregular, non-uniform, non-machinable and of varying weights and sizes.  His first answer was that without a study, he did not know how shape might affect the costs for counting BRM.
  See TR 14/5933-34, 5994-96.  He later modified his answer noting that he did not know by how much shape would affect counting costs.  Id.  Finally, when confronted, with an actual sack full of nonletter-size BRM and trays of QBRM letters, he agreed that weighing the QBRM letters would be more efficient and cost effective.  (TR14/6202)

Aside from USPS witness Campbell’s unsupported assumption that QBRM counting costs are unrelated to the volume received by a customer, there are several other problems with his derived costs for QBRM received in high and low volumes.  A comprehensive discussion of these deficiencies is provided in Exhibit KE-1E.

C. Newly Discovered Data

The data Mr. Campbell relied upon to develop the unit cost for high volume QBRM generally characterizes QBRM processing as very inefficient.

When asked to explain why the Service manually sorts 41.6% of QBRM at a cost of 2.2 cents more than for an average Basic Automated letter, he stated that “BRM processing sites do not necessarily use the least costly method to process QBRM pieces received in high volumes.  See TR 14/5964.  When asked why the Service would adopt strict procedures for requiring QBRM to be prebarcoded, but then choose to sort 41.6% manually, he has no answer, other than “In some cases…it makes more operational sense to process QBRM using manual methods.”  Id.  It is difficult, to say the least, to establish cost-based fees when the underlying premise is that the Postal Service chooses to be less efficient than it could be. 

But the Postal Service may not, in fact, be quite as inefficient as USPS witness Campbell originally thought it was.  Although Mr. Campbell originally claimed that he used the “best available data in my possession to project costs into the test year” (TR 14/6111), subsequently he provided more current data that indicates otherwise.  

In response to KeySpan interrogatories, Mr. Campbell provided very current volume data for the top 77 QBRM recipients.  In addition, he conducted a telephone survey to ascertain the method by which these very high volume accounts are counted.  Mr. Campbell is to be commended for his diligence in obtaining this important information at such a late stage in this proceeding.

The data provided by Mr. Campbell is shown on Page 2 of Exhibit KE-1D. The total volumes shown there constitute more than 50% of all QBRM volumes.   Utilizing this data, I estimated the percentages by counting method for all high volume QBRM pieces.  I also estimated comparable percentages for low volume QBRM using the method described in Exhibit KE-1G.

USPS witness Campbell relied on the 1997 BRM Practices Study and simply assumed that the percentages for all QBRM would apply equally to high and low volume QBRM recipients.  However, the CBCIS data indicate that the picture of QBRM processing inefficiency painted by USPS witness Campbell has changed considerably. Table 4 compares the percentages of QBRM pieces that are counted by the various counting methods.  

Table 4

Comparison of Percentages of QBRM Letters Counted By

Various Methods From Two Data Sources

	
	
	           % Of QBRM COUNTED BY: 
	
	

	QBRM Category
	Data Source
	BRMAS
	EOR 
	SCM
	Weight
	Manual
	Total

	High Volume QBRM
	BRM Practices Study
	14%
	19%
	10%
	9%
	47%
	100%

	
	CBCIS Data System 
	52%
	28%
	1%
	8%
	11%
	100%

	
	
	
	
	
	
	
	

	Low Volume QBRM
	BRM Practices Study
	14%
	19%
	10%
	9%
	47%
	100%

	
	CBCIS Data System 
	21%
	23%
	1%
	7%
	48%
	100%

	
	
	
	
	
	
	
	

	All QBRM
	BRM Practices Study
	14%
	19%
	10%
	9%
	47%
	100%

	
	CBCIS Data System 
	44%
	27%
	1%
	8%
	20%
	100%


This up-to-date QBRM customer specific information shows that for high volume QBRM recipients, (1) the very efficient BRMAS counting, rating, and billing system is much more widely used (52%) than assumed by Mr. Campbell (14%); and (2) hand counting is used much less frequently (only 11%) than the 1997 BRM Practices Study showed (47%).
 

The CBCIS data provided by Mr. Campbell demonstrates that the 1997 BRM Practices Study data are not representative at all for high volume QBRM accounts.  For this reason, the 2.0 cent unit cost derived by USPS witness Campbell for high volume QBRM is unreliable and should be rejected.

V. THE QBRM FIRST-CLASS RATE

In Docket No. R97-1 the QBRM First-Class rate of 30 cents was established.  This rate is currently paid by QBRM in addition to the 5-cent QBRM per piece fee.  Thus, the total charge for a QBRM letter is 35 cents.  

The Postal Service measures QBRM cost savings as the difference between processing a postage prepaid handwritten addressed reply envelope and a prebarcoded QBRM letter.  These savings generally reflect the additional costs incurred by handwritten addressed envelopes that must be processed through the RBCS operation that reads the address and sprays on a barcode.  In this proceeding, I also recommend that the Commission reflect window service cost savings as part of overall QBRM savings.  Window service cost savings stem from a unique BRM feature, namely that postage is paid when the mail is delivered rather than when sent.

My detailed analysis of the QBRM cost savings is provided in Exhibit KE-1A and Table 5 summarizes my proposed QBRM unit cost savings.

Table 5

QBRM Cost Savings
(Cents)

	
	Mail Processing
	Window Service
	Total  

	Type of Mail
	Unit Cost
	Unit Cost
	Unit Cost

	Handwritten Addressed
	                         9.0 
	                      1.6 
	                   10.6 

	Less:  QBRM
	                         5.5 
	                         - 
	                     5.5 

	             QBRM Savings
	                         3.6 
	                      1.6 
	                     5.2 


A.
Prebarcode Cost Savings

USPS witness Campbell estimates that QBRM cost savings will be reduced from 4.0 cents, estimated in Docket No. R97-1, to 3.4 cents.   Apparently, the cost reductions anticipated by more efficient RBCS operations more than offset the 11% increase in labor rates between the test years in Docket No. R97-1 and this case.   My analogous unit derived cost savings is 3.6 cents.  I have adopted USPS witness Campbell’s methodology except for two modifications.  First, I use the Commission’s cost methodology for attributing costs, rather than the Postal Service’s proposed methodology.

Second, I use a much more stable Cost and Revenue Analysis (CRA) proportional adjustment factor than USPS witness Campbell does.  To “tie” the cost model-derived unit costs to the CRA cost data system, Mr. Campbell uses a CRA proportional adjustment factor derived for non-automation presort costs.  His reasoning is that the mail flow for non-automation presort letters closely resembles that of single piece, and that QBRM and handwritten letters are both part of the single piece mailstream.  See TR 14/6004.  While I don’t necessarily agree with USPS witness Campbell’s premise, the choice of the CRA proportional adjustment factor is not all that relevant to the specific type of mail being studied.   

The CRA proportional adjustment factor measures how well the mail flow model simulates the true cost.  If the models are reliable and consistent, then the CRA proportional adjustment factors for the various categories of letters should be somewhat similar.  For example, if a model consistently omits certain real-world costs, then the mail flow model-derived unit costs should be consistently low.  In Library Reference MMA-LR-1, I have computed several CRA proportional adjustment factors for First-Class presorted mail categories that vary from 1.143 to 1.190.  I believe the most reliable CRA proportional adjustment factor, which reflects the overall accuracy of the mail flow cost models, is the one computed for all presort letters.  Therefore, I have used 1.19 as the CRA proportional adjustment factor in my derivation of QBRM cost savings resulting from prebarcoding.

B. Window Service Cost Savings

The Postal Service presently spends hundreds of millions of dollars to offer window service to First-Class mailers.  Per originating First-Class letter, this works out to be 1.6 cents.  Window service is necessary to allow customers to purchase stamps and to serve as an outlet for mailing letters and packages.  While mailers of handwritten addressed reply envelopes have a genuine reason to stand in line in order to talk to a postal window clerk, mailers of QBRM do not.  See TR 14/6038.  Therefore, I have credited QBRM letters with additional savings due solely because of the non-prepaid nature of this mail.  

VI. PROJECTED QBRM HIGH VOLUME RECIPIENTS AND PIECES

USPS witness Mayo projected total letters qualifying for the QBRM high volume fee by using a very imprecise method.  Her methodology assumes that every high volume QBRM recipient will receive exactly the “breakeven” volume of 113,000 pieces per year.  Such an assumption is not reasonable since certainly there will be recipients that will receive much higher volumes than the “breakeven” volume.  Moreover, rational QBRM recipients will not pay a fixed quarterly fee unless they are fairly confident that they will receive significantly more pieces than the “breakeven” volume.  Accordingly, the Commission should find that her recommended number of 1,358 qualifying QBRM recipients is much too high.

Ms. Mayo’s methodology for estimating the number of QBRM pieces likely to pay the high volume per piece fee is flawed for similar reasons.  She simply assumed that one-third of total volumes would qualify, which is similar to the figure the Postal Service proposed for PRM in Docket No. R97-1.  While such an assumption might be adequate when no other data is available, this is not the situation here.  It simply lacks support.  Therefore, I recommend that the Commission similarly reject USPS witness Mayo’s QBRM total volume estimate of 154 million pieces.

Library Reference KE-LR-1 provides current QBRM data by account for almost all of the large accounts.  As shown, there are 288 recipients who have either received more than 300,000 pieces in the past 12 months, or in FY 99.  Since this might not include every single account, I have rounded this figure up to 300.
   This is a much more reasonable estimate than USPS witness Mayo’s guess.  Using the CBCIS data, the average volume received by the 1300th largest recipient is less than 50,000 per year.  Such recipients would never pay the $850 quarterly fee under the Postal Service’s proposal.

A similar situation occurs with total high volume QBRM pieces received.  During oral cross examination, USPS witness Mayo was shown that just the top 75 accounts received 183 million pieces.  This is already 29 million more pieces than her 154-million piece estimate, yet she felt no compunction to modify her proposal.  See TR 14/5643.  Library Reference KE-LR-1 shows that the top 288 accounts received 342 million pieces during a recent 12-month period.  Therefore, I have rounded this figure up to 345 million pieces as an estimate for the test year.

As shown in Exhibit KE-1F, my QBRM proposal will result in a reduced contribution to institutional costs compared to the Postal Service’s proposal.  But this difference is only $922,000.  I view this as inconsequential. 

VII. CONCLUSION

In this proceeding, the Postal Service has made an innovative proposal to disaggregate the fees for high and low volume QBRM recipients and to create a well thought out two part rate structure for QBRM received in high volumes.  Unfortunately, however, the Service’s cost and fee presentations for QBRM continues an all too familiar pattern of proposals that are based largely on incomplete or out-of-date information and resort to unreasonable assumptions regarding real world operations and costs for processing QBRM.  In this case, that unfortunate situation is compounded by the Service’s suggestion that the Commission should establish QBRM per piece fees under an assumption that the majority of all QBRM, low and high volumes alike, will be processed using obviously inefficient manual methods.  The Commission should refuse to reward the Service’s inefficiency with higher QBRM fees.  The Commission should reject the Postal Service’s presentations outright and take this opportunity to send a strong message that inefficient operations will not be tolerated.  

Fortunately, in this case the Commission can disregard the Postal Service’s unreliable cost presentation and set more reasonable QBRM fees based on newly discovered QBRM volume data and up-to-date information that USPS witness Campbell obtained.  That new information shows that high volume QBRM provides significant cost savings to the Postal Service and supports the establishment of a separate fee structure for high volume QBRM.  In addition, it shows that the Postal Service has significantly overstated the unit costs for counting high volume QBRM. 

For these reasons, I urge the Commission to adopt a monthly fee of $1,000 and a per piece fee of .5 cents for high volume QBRM.  Because the new data also indicates that the Service has overstated the cost of processing low volume QBRM, I recommend a 4.5-cent per piece fee for such pieces. Given these fee levels, the minimum breakeven volume for high volume QBRM will be at 300,000 pieces per year and I project approximately 300 recipients will switch to the new QBRM fee category.

� Decision of the Governors Of The United States Postal Service On The Recommended Decisions Of The Postal Rate Commission On Prepaid Reply Mail And Courtesy Envelope Mail, Docket No. R97-1, issued June 29, 1998, at 3.


� I also find it remarkable that such a result did not “concern” Ms. Mayo, the Postal Service’s pricing witness.  See TR 14/5566-68, 5653.


� When the Governors took this extraordinary step, they also accepted the Commission’s 5-cent QBRM fee for BRM recipients who did not want to avail themselves of PRM service.  The 5-cent fee was based on a cost analysis that immediately became outdated as soon as PRM was rejected. That is, the underlying 4.5-cent cost upon which the 5-cent fee was based excluded the low-cost 287 million pieces that the Commission assumed would shift to the PRM category.  As a result, the 4.5-Cent unit cost is overstated, notwithstanding USPS witness Fronk’s misinformed testimony to the contrary.  See TR 12/4837-40.


�Instead of paying 30 cents for each QBRM reply letter received plus a fixed monthly fee, companies like KeySpan were forced to pay 35 cents, a full 5 cents more. The additional 5-cent fee amounts to well over half a million dollars of additional postage per year for KeySpan.


� The Business Reply Mail Accounting System (BRMAS) also automates all of the QBRM functions, i.e., counting, rating and billing. 


� Mr. Campbell proposes two separate per piece fees for “high” volume and “low” volume QBRM, but then did not attempt to study the possible differences in the manner in which each is counted.   The absurdity of this shortcoming is discussed in further detail in Section IV of my testimony, as well as Exhibit KE-1E.


� Past PRC opinions consistently maintain that BRM service includes counting, rating and billing.  There is no mention of any sorting that is included as part of this service.  See TR 14/6124, 6128.


� See TR 14/6132.  As discussed above, the concept of premium sortation is contrary to previous Commission statements regarding the appropriate design of the BRM per piece fee.


� The percentages I derive for high volume QBRM are very different from those assumed by USPS witness Campbell.


� The 4.5-cent QBRM alternative unit fee less the .5 proposed fee is 4.0 cents.  4.0 divided into the $12,000 annual fee is 300,000 pieces.


� QBRM received in low volumes on any given day is counted primarily by hand, but also may be counted by EOR counts and by BRMAS. In contrast, QBRM received in high volumes on any day is counted primarily by BRMAS and EOR counts, by weight conversion, and by SCMs.  There is no justification for Postal Service personnel to consistently hand count QBRM received in high volumes.  If they do, QBRM recipients should not have to pay for such inefficiencies. 


� USPS witness Campbell fails to meet his own objective in this regard.  Although he wanted to know if high volume QBRM costs less to count than low volume QBRM, he was “unable to conduct a study” (see TR 14/6015), thereby failing to achieve his objective to “come up with new and updated data” that he felt was “appropriate”.  See TR 14/6078.


� USPS witness Campbell effectively contradicted this assumption under cross examination.  He provided percentages of volumes by counting method for several offices.  For these high volume accounts, he specifically noted that the percentages provided for the office as a whole would not apply to the largest accounts shown, and that in every case where he checked with the specific office, manual counting methods were not used for the high volume accounts.  See TR 14/6189.


� See TR 14/6014,16.  It is difficult to understand why USPS witness Campbell failed to study possible counting method differences between high and low volume QBRM. After all, he proposes separate per piece fees for such mail and was specifically directed to study QBRM processing activities in the field.  See TR 14/6071-72.


� At first, Mr. Campbell would not agree that it makes operational sense to count four trays of QBRM for one recipient by weighing techniques.  See TR 14/6179.  He later changed his mind when he was shown 3 trays of actual QBRM letters.  See TR 14/6180 .  I suggest that if a scale is available, it could never make operational sense to hand count such letters.  A videotape made as part my QBRM counting study is provided as KE-LR-2.  This videotape shows why hand counting of QBRM letters is an inefficient and exceedingly boring operation. Moreover, there is no guarantee of accuracy by hand counting letters compared to using a weight conversion technique.


� Mr. Campbell’s apparent reluctance to form a judgment on such an obvious matter as this should be contrasted against eagerness to conclude, without a study, that counting costs for QBRM would be the same regardless of volume.  Such inconsistent application of expert judgment is troublesome.





� Mr. Campbell’s derived unit cost for high volume QBRM is based on a 67% manual counting percentage since he combined the percentages for SCM and weighing with manual counting.


� According to the recent data provided by USPS witness Campbell, the two largest QBRM recipients account for 95 million pieces.  This information alone reduces Ms. Mayo’s projected high volume QBRM estimate from 154 to 59 million pieces.  Therefore, using her methodology, the maximum number of remaining high volume recipients can be no higher than. 522 (59 million pieces divided by 113,000 pieces = 522 potential high volume QBRM recipients).  Ms. Mayo’s unrealistic estimate of 1,358 qualifying high volume recipients must be rejected.


� The CBCIS system accounts for over 90% of the QBRM universe.  See TR 14/5620.





35

