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TESTIMONY

OF

JONATHAN D. LEVINE

AUTOBIOGRAPHICAL SKETCH

My name is Jonathan Levine.  I am a Consultant at PricewaterhouseCoopers LLP in the firm’s Mail, Package, and Freight industry group. Since joining PricewaterhouseCoopers in 1997, I have been employed primarily on projects that involve the analysis of Priority Mail operations and costs. 

I earned a Bachelor’s Degree in Political Economy from Williams College in 1997.

This is my first appearance before the Postal Rate Commission.

I.  Purpose

The purpose of my testimony is to supply Postal Service witness Scherer (USPS-T-3) with cost estimates to support three proposed Priority Mail presort discounts.  The three proposed discounts are: 5-digit presort, 3-digit presort, and ADC presort.  Witness Scherer presents the reasons for proposing these discounts in his testimony.

II.  MATERIALS ASSOCIATED WITH THIS TESTIMONY 

USPS Library Reference MC2001-1/1 documents the computer programs used to estimate the Priority Mail origin and destination volumes at each facility.  The facility names have been redacted because this information is commercially sensitive.  This data is used to develop inputs for the mail processing cost model. 

Attachment D of this testimony indicates the mail-processing plants associated with each ADC using coded identifiers.

III.  Introduction

The three proposed Priority Mail discounts will result in Priority Mail bypassing certain mail processing operations.  Accordingly, the scope of this testimony is limited to Priority Mail processing costs and does not include other functions such as transportation and delivery.   

This testimony provides estimated mail processing cost savings.  Because the proposed Priority Mail presort discounts are based on cost savings from avoidance of existing operations, this experiment will not require additional capital expenditures.

The cost savings estimated in this case are based on data presented in Docket No. R2000-1.  It is important to note that there has been a significant change in Priority Mail processing operations since that case was filed.  During litigation of Docket No. R2000-1, the Postal Service was under contract with Emery Worldwide Airlines for the processing and transportation of a portion of Priority Mail volume.  This contract included ten Priority Mail Processing Centers (PMPCs).  On November 3, 2000, the Postal Service announced that an agreement had been reached with Emery to end the mail processing contract.  The contract was terminated, and USPS began managing the PMPCs directly as of January 7, 2001.  To the extent possible, this change has been incorporated in my mail flow models.

Due to the experimental nature of this case and the mail preparation requirements that are proposed to accompany the three presort options, it will be necessary to collect data during the course of this experiment to verify cost savings.  These data will include information about the processing of nonpresort Priority Mail, as well as presort pieces, since it is necessary to compare the two in order to validate the cost savings estimates.  Attachment A contains the data collection plan.

IV.  Cost Methodology

A.  Inputs

The unit cost of a piece of Priority Mail is calculated using productivity (pieces processed per hour) and an average wage rate per hour modified by piggyback and premium pay factors.  Piggyback factors are designed to capture indirect mail processing costs such as supervisor time and facility space associated with each operation.  The premium pay adjustment is designed to account for the higher marginal costs associated with processing Priority Mail due to the fact that it receives preferential processing.

Productivities are calculated using the Management Operating Data System (MODS), which reports workhours and volume (total pieces handled or TPH) by operation.  Four operations in MODS are specific to Priority Mail distribution: Manual Priority, Small Parcel Bundle Sorter (SPBS) Priority, Linear Induction Parcel Sorter (LIPS) Priority, and Flat Sorting Machine 1000 (FSM 1000) Priority.  Separate operations report outgoing and incoming hours and pieces.  Average productivity is calculated for each operation by dividing pieces by hours.  The marginal productivity, or productivity of the last piece processed, is calculated by dividing the average productivity by the variability for the operation.  For this data, the FY 2000 MODS data from all sites across the country were used to calculate productivities.

To estimate costs, the appropriate premium pay factor, wage rates, and piggyback factors must be chosen.   For the purposes of this case, these inputs are developed using data presented in the November 13, 2000 Opinion and Recommended Decision of the Postal Rate Commission (PRC) in Docket No. R2000-1.  The advantage of using inputs derived from the PRC's Decision is that the estimated cost savings are developed using almost all of the same costing assumptions that support the current Priority Mail rates.
  Calculating the cost savings with PRC-derived inputs enables witness Scherer to set discounts that are consistent with the existing rates.
     

While the wage rate, premium pay factor, and FSM piggyback factor are taken directly from the PRC's Decision,
 the SPBS Priority and manual Priority piggyback factors are adjusted.  This is done because both of these piggyback factors, as calculated in the PRC's Decision, are so large that they appear to be anomalous.  Using the piggyback factors as calculated in the PRC's Decision would result in severely overstating the cost savings.  In Attachment B, these piggyback factors are re-calculated using the "average mail processing piggyback factor" in place of the "residual" or "not used" piggyback factor.
  These calculations result in the SPBS Priority and manual Priority piggyback factors being more consistent with the other piggyback factors in the PRC's Decision. 

As mentioned above, inputs from the PRC's Decision are used for this cost study.  Therefore, the PRC's estimates of mail processing volume variabilities are also used in this cost study.  This does not signify the acceptance of these inputs as the correct data to be used in estimating costs and/or cost savings.  Rather, it allows the cost savings to be estimated using the same costing assumptions that support the rates that went into effect on January 7, 2001.

B.   Cost Models

The cost model calculations can be found in Attachment C.  For guidance, the following description of Attachment C is provided.

Table 1 of Attachment C lists all of the tables in the attachment.  Tables 2 and 3 of Attachment C display the inputs used in the cost model.  Productivities are derived using FY2000 Priority-specific productivities reported in the MODS database.  All inputs are as described above in Section A.

Tables 4-6 of Attachment C calculate the unit cost of outgoing and incoming sorts using the inputs from Tables 2 and 3 of Attachment C.  The unit costs of the four different Priority-specific MODS operations (Manual, SPBS, LIPS, and FSM 1000) are weighted together using the relative volumes processed by each operation nationwide.

Tables 7 and 8 of Attachment C represent the flow of Priority Mail through USPS processing operations.  Table 7 of Attachment C shows the volume destinating at each ADC that receives a separate 3-Digit sort and the volume that bypasses the 3-Digit sort. These volumes are derived using destinating Priority Mail volume estimates at the 3-Digit (plant) level.  Plants are assigned to ADCs based on USPS process flows.  Plants were contacted to determine what volume is sorted directly to the 5-Digit level at the ADC and what volume receives a separate 3-Digit sort.  This volume is then sorted to the 5-Digit level either at the plant or in a secondary sort at the same ADC
.  Overall, 43.0 percent of destinating Priority Mail volume receives both a 3- and a 5-Digit sort (whether at the ADC or at the ADC and the Plant) and 57.0 percent is sorted directly to 5-Digits at the destinating ADC, bypassing the primary sort.

Assumed in the cost model is that Priority Mail that has the same origin and destination 3-Digit ZIP Code receives an outgoing primary sort to the 3-Digit level.  All other Priority Mail receives an outgoing sort to the destination ADC.  11.0 percent of originating Priority Mail volume has the same origin and destination 3-Digit ZIP Code and is therefore sorted to the 3-Digit level at the origin.  This percentage is derived using Priority Mail volumes shown in USPS Library Reference MC2001-1/1, Attachment E.  It is assumed all other originating Priority Mail volume, 89.0 percent, would be sorted to the ADC. 
As mentioned above, since presortation only impacts mail processing and not other functions such as transportation and delivery, only mail processing piece-distribution cost savings are estimated.  Table 8 of Attachment C is a graphical representation of the postal processing of Priority Mail.  This mailflow model assumes mail processing as is currently done at postal-run facilities, incorporating changes due to the end of the PMPC contract.  The mailflow model is constructed using the destinating volume distribution from Table 7 of Attachment C and the assumption that 11.0 percent of Priority Mail is sorted to the 3-Digit level at origin.

In Attachment C, Tables 9-13 display the mail processing cost model calculations.  Note that this model only estimates the costs associated with avoiding piece-distributions.  It does not take into account any changes in cost that may arise due to changes in containerization, as these cannot be estimated without knowledge of the mailers that will participate in the experiment.  The cost model calculates the unit cost for four levels of presort: 

1.  Non-presort (Attachment C, Table 9), 

2.  ADC presort (Attachment C, Table 10), 

3.  3-Digit presort (Attachment C, Table 11),

4.  5-Digit presort (Attachment C, Table 12).

Each table calculates the unit cost for a Priority Mail piece receiving a specific level of presort in the following way.  Lines 1-3 show what percent of each general mailflow receives either an outgoing, incoming primary, or incoming secondary sort.  A zero percent in the table represents a sort that is bypassed either inherently by the type of mail or due to presortation.  For instance, an intra-SCF piece (originating and destinating in the same SCF service area) receives an outgoing sort and an incoming secondary sort (to 5-digits), but bypasses the incoming primary sort (to 3-digits) (see Table 9 Line 1).  Line 4 shows the unit cost for each sort from Tables 5 and 6.  Lines 5-7 calculate the unit cost for each type of mail.  Lines 8-11 calculate the average unit cost weighted by the mailflow volumes from Table 8. 

The cost avoidances shown on Attachment C Table 13 are calculated as the cost difference between the level of presort and non-presort.  Because the proposed presort discounts do not affect processing beyond the 5-Digit level, the cost model does not account for any costs beyond the sort to 5 digits.  Therefore, no cost for sorting 5-Digit presorted mail is included in this model.  The cost savings associated with the 5-Digit presort is simply the modeled costs of non-presort.

V.  Summary

The Test-year cost avoidance estimates are shown in the following table:

Estimated Cost Savings

Level of Presort
Cost Savings (cents/piece)

ADC presort
19.3

3-digit presort
26.1

5-digit presort
42.0

Attachment A

Data Collection Plan

I.  Introduction

This attachment provides a description of the Postal Service's data collection plan for the proposed experimental Priority presort discounts, as is required by the Commission’s Rule 67 (c).  The purpose of the data collection plan is to provide a basis for developing a more refined estimate of the cost savings that result from the proposed presort options and to determine if the proposed Priority discounts should become a permanent classification.

The plan has been designed to collect data required by Commission's rules 64 and 54, and data desired for postal management's evaluation of rolling out the proposed discounts on a national basis.  No new statistical systems will be created to facilitate the data collection effort.  Instead, all data will be collected through the means identified in the plan.  The main categories of data to be addressed during the experiment are operations, volumes, and cost data.  The data will be collected during the three years of the experiment.  

II.  Data Acquisition and Analysis

There are two phases to the data collection plan.  They are described below. 

Phase I.

The purpose of Phase I is to assess preliminary problems with the proposed presort discounts and to determine the feasibility of allowing more mailers to enter the experiment.  Phase I will take place in the first twelve to eighteen months of the experiment.  It will entail communicating with both the mailers using the proposed discounts and with field personnel who handle the presorted Priority Mail.  Site visits will be made, if necessary, to gather more information.  The purpose of these communications will be threefold.  First, they will be used to determine if there are any unforeseen difficulties in implementing the worksharing discount.  Second, they will be used to determine if the presorted Priority Mail is actually avoiding operations that it is assumed to avoid.  Third, they will be used to determine if there are any unforeseen additional costs.  After this information is analyzed, it will be determined if more mailers will be allowed to enter the experiment.    

Phase II.

The purpose of Phase II is to gather data used to analyze the cost and revenue impacts of the discount.  Depending on how quickly the first mailers begin using the proposed discounts and the availability of resources, Phase II may overlap with Phase I.  Phase II will entail collecting both operational and volume data.  At present, the Postal Service proposes to use the methods described below to perform the data collection.

A.  Operations

Surveys will be sent to a sample of postal facilities that handle both presorted Priority Mail and non-presorted Priority Mail.  The purpose of these surveys will be to compare the operations incurred by presorted Priority Mail to the operations incurred by non-presorted Priority Mail.  Data collected will include sortation schemes, type of equipment used to sort Priority Mail (including manual operations), and productivities associated with that equipment.  MODS data and end-of-run (EOR) reports will be used when available.  Site visits will be made as necessary to help determine the operational mailflow of the Priority Mail.    

B.  Volumes

Volumes by shape and type of discount will be collected via Mailing Statements. Volume data will be collected on at least ten mailers, unless fewer than ten choose to participate in the experiment.   If the number of mailers exceeds ten, a sample may be used to collect this data.    

III.  Additional Market Research

In addition to the data collection effort, a market research study will be conducted to determine the level of demand for each of the three proposed Priority presort discounts.  This information could be used in any future request for permanent changes and will serve primarily as a basis for volume forecasts.  

The actual survey instruments used will be developed based on customer knowledge gained during the experiment and Phases 1 and 2 of the data collection effort, as well as information obtained from Postal Service personnel in the field who worked with customers during the experiment.  

� As mentioned earlier, the one assumption that has changed since Docket No. R2000-1 is that the mail processing contract with Emery has been terminated, and the Postal Service is managing the operations of the PMPCs.  The resulting change in my mailflow models is discussed in part B below.





� Attachment E contains the estimated cost savings using USPS-derived inputs from Docket No. R2000-1, for comparison purposes.





� Wage rates are from Docket No. R2000-1, PRC-LR-5, file "Part VIII Disaggregation of Wages.xls", sheet "table viii".   Premium pay factor is from Docket No. R2000-1, PRC- LR-10, file “mppigby.xls”, sheet "Prempay_Ratio". Piggyback factors are from Docket No. R2000-1, PRC-LR-10, file "piggysummary", sheet "mods".





� This is the methodology employed by the Postal Service in the calculation of the "PRC-Version" of piggyback factors.  


� The volumes by plant are shown in Attachment E of USPS Library Reference MC2001-1/1.  Attachment D to this testimony identifies the plants in each ADC service area.
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