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distribution clerk, and window clerk. Prior to that, I had several temporary 

appointments between 1974 and 1977. 
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R90-1, MC93-1, R94-I, MC95-I, MC96-3, R97-1 and R2000-1. I have a B.A. in 
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M.B.A. from Syracuse University (1986). 
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PURPOSF AND SCOPE OF TFSTIMONY 

The purpose of this testimony is to describe the procedures used to develop 

estimates of projected postal costs. Estimates of accrued costs will be 

developed at current rates for Fiscal Years 2001and 2002, and at current and 

proposed rates for Test Year 2003. The discussion begins with the methodology 

used to project Base Year 2000 costs to Fiscal Year 2001, and continues with 

the projection from Fiscal Year 2001 to Fiscal Year 2002, and from Fiscal Year 

2002 to Test Year 2003 at both current and proposed rates. In some instances, 

this testimony summarizes the cost development and provides references to 

other sources for a more thorough discussion. 

This testimony is divided into five sections. The initial section is a 

presentation of the steps used in the rollforward model to project base year costs 

to the test year. The second section is devoted to a detailed explanation of how 

the steps outlined in the first section are applied to rollfoward Base Year 2000 

costs to Fiscal Year 2001. The steps detailed in Section II are generally 

applicable to the development of the costs in Sections Ill, IV and V. Section Ill is 

a description of how the steps outlined in the first section are applied to 

rollfomard Fiscal Year 2001 to Fiscal Year 2002. Section IV describes how the 

steps outlined in the first section are used to develop test year costs at current, 

rates and Section V describes how the steps outlined in the first section are used 

to develop test year costs at proposed rates, The final section is a series of 

exhibits and appendices to aid in understanding the narrative outlined above. 
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1 I. Es$m&ng Future-Year Costs 
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Future-year costs are estimated using the following process. Test year 

estimates of volume variable costs are developed by adjusting base year 

volume variable costs for the effect of (a) changes in cost level, ’ (b) changes in 

volumes by category of mail or service, (c)changes in the nonvolume 

workload, (d) cost reductions, and (e) other programs, from the base year to 

the test year. Test year estimates of costs which are not influenced by 

changes in volume are developed by adjusting base year costs for the effect of 

(a) changes in cost level, (b) changes in the number of workdays, (c) cost 

reductions, and (d) other programs, from the base year to the test year. The 

summation of the aforementioned changes is adjusted for the impact of the 

Workyear Mix Adjustment each year. The Workyear Mix Adjustment reflects 

the anticipated shifts in workload due to automation, and refined scheduling 

and hiring practices. 
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Estimates of each type of cost are developed for Test Year 2003, and the 

following describes the steps employed to derive these cost estimates from 

Base Year 2000 accrued costs. The steps, while numerous, are simply the 

repetitive application of seven basic steps and the Workyear Mix Adjustment. 

These seven basic steps are: (1) the cost level adjustment, (2) the volume 

level adjustment, (3) the nonvolume workload adjustment, (4) the additional 

workday adjustment, (5) the cost reduction adjustment, (6) the other programs 

’ Cost level refers to the price levels of inputs to the Postal Sewice; thus, they are changes in costs to the 
Postal Service. 
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adjustment, and (7) the summation. For each year, the Workyear Mix 

Adjustment is added to the summation in step (7). For Test Year 2003 at both 

current and proposed rates, the Workyear Mix Adjustment is added to the 

summation in step (7). A brief description of each of the steps to rollforward 

costs from Base Year 2000 to Test Year 2003 follows: 

(1) base year costs are adjusted for changes in cost levels between 

Base Year 2000 and Fiscal Year 2001; 

(2) cost level-adjusted base year volume variable costs are adjusted for 

the effects in volume changes between Base Year 2000 and Fiscal Year 2001; 

(3) cost level-adjusted, volume-adjusted base year costs are adjusted 

for changes in nonvolume workload between Base Year 2000 and Fiscal Year 

2001; 

(4) cost level-adjusted base year nonvolume variable costs are 

adjusted for the changes in the number of workdays between Base Year 2000 

and Fiscal Year 2001; 

(5) adjustments are made to realize the effect of cost reduction 

programs between Base Year 2000 and Fiscal Year 2001; 

63) adjustments are made to realize the effect of other programs 

between Base Year 2000 and Fiscal Year 2001; 

(7) estimated Fiscal Year 2001 accrued costs before the Workyear Mix 

Adjustment are the summation of all the cost changes developed in Steps (I) 

through (6) above; 
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(8) the estimated Workyear Mix Adjustment is applied to the Fiscal 

Year 2001 accrued costs developed in step (7); 

(9) Fiscal Year 2001 costs developed in step (7) are adjusted for 

changes in cost levels between Fiscal Year 2001 and Fiscal Year 2002; 

(10) cost level-adjusted fiscal year volume variable costs are adjusted for 

the effects in volume changes between Fiscal Year 2001 and Fiscal Year 2002; 

(11) cost level-adjusted, volume-adjusted fiscal year costs are adjusted 

for changes in nonvolume workload between Fiscal Year 2001 and Fiscal Year 

2002; 

(12) cost level-adjusted fiscal year nonvolume variable costs are 

adjusted for the changes in the number of workdays between Fiscal Year 2001 

and Fiscal Year 2002; 

(13) adjustments are made to realize the effect of cost reduction 

programs between Fiscal Year 2001 and Fiscal Year 2002; 

(14) adjustments are made to realize the effect of other programs 

between Fiscal Year 2001 and Fiscal Year 2002; 

(15) estimated Fiscal Year 2002 accrued costs before the Workyear Mix 

Adjustment are the summation of all the cost changes developed in steps (9) 

through (14) above; and 

(16) the estimated Workyear Mix Adjustment is applied to Fiscal Year 

2002 accrued costs developed in step (15). 

(17) Fiscal Year 2002 costs developed in step (15) are adjusted for 

changes in cost levels between Fiscal Year 2002 and Test Year 2003; 
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(18) cost level-adjusted fiscal year volume variable costs are adjusted for 

the effects in volume changes between Fiscal Year 2002 and Test Year 2003; 

(19) cost level-adjusted, volume-adjusted fiscal year costs are adjusted 

for changes in nonvolume workload between Fiscal Year 2002 and Test Year 

2003; 

(20) cost level-adjusted fiscal year nonvolume variable costs are 

adjusted for the changes in the number of workdays between Fiscal Year 2002 

and Test Year 2003; 

(21) adjustments are made to realize the effect of cost reduction 

programs between Fiscal Year 2002 and Test Year 2003; 

(22) adjustments are made to realize the effect of other programs 

between Fiscal Year 2002 and Test Year 2003; 

(23) estimated Test Year 2003 accrued costs before the Workyear Mix 

Adjustment are the summation of all the cost changes developed in steps (17) 

through (22) above; and 

(24) the estimated Workyear Mix Adjustment is applied to Test Year 

2003 accrued costs developed in step (23). 

II. mment of Fiscal Year 7001 Cost Estimates 

A. Base Year 2000 Accrued Costs 

This section is a detailed description of the development of the Fiscal Year 

2001 costs using steps (1) - (8) outlined in Section I. The Base Year 2000 cost 

matrix for each segment and component is the initial rollforward input for Fiscal 
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Year 2001. These costs are shown in the Base Year workpapers (USPS-T-l 1, 

WP-A, Table 2) or in the Fiscal Year 2001 cost segment workpapers (WPA, 

Table 1) associated with this testimony. 

B. Cost Level Chanaes Between Base Year 7000 and Fiscal Year 2001 

Cost level changes for each labor and nonlabor cost category are calculated 

as a ratio (i.e., a multiplicative factor) or a dollar value (i.e., an additive amount) 

reflecting the cost level changes occurring between Base Year 2000 and Fiscal 

Year 2001, These factors are developed in USPS LR-J-50 and they are shown 

in Exhibit USPS-12A of this testimony. 

Base Year 2000 accrued costs by class, subclass, and type of service for 

each segment and component are adjusted by the appropriate cost level factors. 

Changes in costs between Base Year 2000 and Fiscal Year 2001 due to 

changes in price levels are presented in Table 2 of the Fiscal Year 2001 cost 

segment workpapers (WP-A) associated with this testimony. 

C.M m a 2 

Cost level-adjusted Base Year 2000 volume variable costs are adjusted for 

the effect of changes in mail volume occurring between Base Year 2000 and 

Fiscal Year 2001. The volumes used to develop these adjustments appear in 

the testimony of witness Tolley, USPS-T-7, Table 1; these volumes also appear 

in Exhibit USPS-12A of this testimony. The effects of mail volume changes 

between Base Year 2000 and Fiscal Year 2001 for each segment, by class, 
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subclass and type of service are presented in Table 3 of the Fiscal Year 2001 

cost segment workpapers (WPA) associated with this testimony. 

There are five types of volume variable costs, each of which receives 

different treatment relative to the determination of the effect of mail volume 

changes: 

1. Costs That Varv Directly With Volume 

Costs that vary directly with volume, i.e. direct costs, are adjusted in the 

following manner: (a) a ratio is developed for each class, subclass and type of 

service by dividing the difference between Fiscal Year 2001 volume and Base 

Year 2000 volume by the Base Year 2000 volume, and (b) the ratio representing 

the volume change between Base Year 2000 and Fiscal Year 2001 is applied to 

cost level-adjusted Base Year 2000 costs. The effect of the volume adjustment 

is such that the unit variable costs remain unchanged relative to the volume 

increase. For example, mail processing clerk and mailhandler (CAG A-J) costs 

in Cost Segment 3, Component (35) vary directly with volume. 

2. rstnbutions That Varv Directlv With Voluma 

The distribution of city delivery carrier access costs is piece related. 

Consequently, a mail volume effect is reflected by a redistribution of the costs 

among classes, subclasses, and types of service relative to the mail volume 

changes. 

The adjustment to Base Year 2000 costs for this change is developed in the 

following manner: (a) cost level-adjusted Base Year 2000 costs are redistributed 

in proportion to the mail volume changes expected in Fiscal Year 2001 for each 

-- 
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class, subclass, and type of service, and (b) the mail volume effect is calculated 

as the difference between the cost redistribution developed in (a) and the costs 

before redistribution. 

3. Costs That Varv Indirectly With Volume 

Variable costs that do not vary directly with volume, but vary with factors that 

are directly variable with volume, i.e. indirect costs, fall under this heading. For 

each of these indirect costs, the direct cost or factor with which it varies is 

identified and treated in the same manner as in the Base Year 2000 cost 

presentation. For example, mail processing supervisor hours, Component (4) 

are indirectly variable with volume; they vary with the mail processing clerk and 

mailhandler (CAG A-J) costs, Component (35) discussed in Part 1 of this 

section. 

The effect of mail volume changes on indirect costs is computed in the 

following manner: (a) for each class, subclass and type of service a ratio is 

calculated that quantifies the relationship between the mail volume change in the 

direct cost and the cost level-adjusted base year direct cost, and (b) the ratio is 

then applied to the cost level-adjusted indirect cost by class, subclass and type 

of service. 

4. Costs That Van/ With Both Direct and Indirect Costs 

Costs, such as those associated with Time and Attendance Clerks, Time and 

Attendance Supervisors, Employee and Labor Relations Clerks, or Employee 

and Labor Relations Supervisors, vary with other labor costs, both direct and 

indirect. For the purposes of the discussion in this sub-section, these costs are 
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1 referred to as “mixed” costs. For example, Time and Attendance Clerks, 

2 Component (228) vary with the direct costs described in Part I and the indirect 

3 costs described in Part 3 of this section. 

4 The mail volume effect on “mixed” costs is derived as follows: (a) the 
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appropriate cost level-adjusted Base Year 2000 labor costs from Cost Segments 

1 through 12 are summed, (b) the mail volume effects associated with these 

labor costs are summed, (c)the ratio of mail volume effects developed in (b) to 

cost level-adjusted base year cost developed in (a) is calculated for each class, 

subclass and type of service, and (d) this ratio is then applied to the cost level- 

adjusted base year costs by class, subclass and type of service for the “mixed” 

cost in question. 

5. 
. . 

Cost Drstnbutrons That Vary lb.&e&y With Volume 

Servicewide personnel costs have been developed and presented in USPS 

LR-J-50, as either cost level or other programs effects. The mail volume effects 

developed in the workpapers associated with this testimony consist of a 

redistribution of these costs among the classes, subclasses and services such 

that the relationship between these costs and total labor costs is maintained. 

This procedure follows the development that underlies Base Year 2000. 

The redistribution is accomplished by the following procedure: (a) cost level- 

adjusted, volume-adjusted labor costs are accumulated by class, subclass and 

type of service, (b) the sum of the costs developed in (a) is divided into the total 

of each cost level-adjusted servicewide personnel cost, and (c)the result derived 

23 in (b) is multiplied by the costs by mail category developed in (a). 
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The resulting redistribution includes the appropriate mail volume effect. The 

mail volume effect, in this instance, drives the distribution, not the level, of 

indirect costs. 

D. Nonvolume Workload Changes Bet-we-se Year 7000 and 
Fiscal Year 7nOI 

Base Year 2000 costs restated to Fiscal Year 2001 cost levels and adjusted 

for changes in mail volume, are adjusted for changes in nonvolume workload 

between the Base Year and Fiscal Year 2001. This is accomplished by applying 

a ratio that expresses these nonvolume changes to the appropriately adjusted 

Base Year 2000 costs. The factors are developed in USPS LR-J-50 and they 

also appear in Exhibit USPS-12A of this testimony. Changes in nonvolume 

workload factors are presented in Table 4 of the Fiscal Year 2001 cost segment 

workpapers (WPA) associated with this testimony. 

Changes in costs resulting from these factors are distributed to classes, 

subclasses and types of service according to the Base Year 2000 costs adjusted 

for changes in cost levels and mail volumes between Base Year 2000 and Fiscal 

Year 2001. Indirect costs, as identified earlier in this testimony, which vary with 

affected direct costs, receive proportional changes. 

Nonvolume workload factors affect city delivery carrier costs. Changes in 

possible deliveries tend to be accompanied by similar changes in actual 

deliveries, As a result, the number of city delivery carrier accesses will tend to 

move in the same direction as changes in the number of possible deliveries. 

Hence, changes in possible deliveries between Base Year 2000 and Fiscal Year 
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1 2001 affect city delivery carrier access costs. Based on this logic, Base Year 

2 2000 city carrier volume variable access costs, restated to Fiscal Year 2001 cost 

3 levels, are adjusted for changes in the nonvolume workload factor -- possible 

4 deliveries -- between Base Year 2000 and Fiscal Year 2001. 

5 Several other components receive similar treatment by applying nonvolume 

6 factors to the cost level-adjusted, volume adjusted base year costs. Rural routes 

7 are adjusted for the expected growth in the number of delivery boxes and route- 

8 miles traveled, and Postmasters are adjusted to account for the anticipated 

9 change in the number of Post Offices. In like fashion, Contract Station salaries 

10 and Postmaster Rental Allowances are adjusted for the projected changes in the 

11 number of Contract Stations and the number of CAG L Post Offices, 

12 respectively. Finally, total rents and fuel and utilities are adjusted according to 

13 the estimated changes in total leased space and total interior space of occupied 

14 facilities. 

15 The resulting cost changes are distributed to classes, subclasses and type of 

16 service according to the distribution of Base Year 2000 costs restated to Fiscal 

17 Year 2001 cost levels and redistributed to reflect changes in volumes between 

18 Base Year 2000 and Fiscal Year 2001. 

19 

20 E. Number of Workdav&banoes Between Base Year 2000 and Fiscal 
21 Year 2001 
22 

23 The additional workday factors used to develop estimates of accrued cost for 

24 each of the years are shown in USPS LR-J-50 and also in Exhibit USPS-12A of 

25 this testimony. The effect of the changes in the number of workdays is shown in 
. I. 
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Table 5 of the Fiscal Year 2001 cost segment workpapers (WP-A) associated 

with this testimony. 

The adjustment is developed in the following manner: nonvolume variable 

costs, restated to the appropriate cost levels, are multiplied by the relevant 

percentage change in workdays. 

F. Cost Reduction Prograw Base Year 7000 and Fiscal Year 2002 

The effects of the cost reduction programs between Base Year 2000 and 

Fiscal Year 2001 appear in USPS LR-J-50 and also in Exhibit USPS-12A of this 

testimony. Additionally, for mail processing cost reductions that require a 

specific distribution key, Appendix A presents the distribution keys, shows how 

the base year variabilities are used, and explains how the sources in USPS LRs- 

49 and 50 are used. Changes in costs between Base Year 2000 and Fiscal 

Year 2001 due to cost reduction programs are shown in Table 6 of the Fiscal 

Year 2001 cost segment workpapers (WP-A) associated with this testimony. 

G. Qther Proarams Cha6g.e.s Between Base Year 7000 and Fiti 
Year 7002 

The effects of the other programs between Base Year 2000 and Fiscal Year 

2001 are estimated in USPS LR-J-50 and they also appear in Exhibit USPS-12A. 

The cost reduction methodology explained in Appendix A of this testimony could 

be similarly applied to understand the impact of other programs that require 

specific distribution keys and to reflect the implementation of the base year 

volume variabilities, Changes in costs between Base Year 2000 and Fiscal Year 
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2001 due to other programs are presented in Table 7 of the Fiscal Year 2001 

cost segment workpapers (WP-A) associated with this testimony. 

The changes in costs resulting from these programs are distributed to the 

relevant components or subcomponents in proportion to the distribution of Base 

Year 2000 costs adjusted for cost level, mail volume, nonvolume workload, 

additional workday (where applicable), and cost reduction programs effects. 

Indirect costs not receiving a specific other programs effect are adjusted in 

proportion with the direct labor by which they are affected. 

H. Total Chaws In Cost Between Base Year 7000 and Fiscal Year 2001 
Before Workvear Mix Adiustmem 

The combined effect of the cost level, mail volume, nonvolume workload, 

additional workday, cost reduction programs, and other programs effects are 

added to Base Year 2000 costs to produce an estimate of projected Fiscal Year 

2001 costs before the Workyear Mix Adjustment. Total estimated Fiscal Year 

2001 costs are presented in Table 8 of the Fiscal Year 2001 cost segment 

workpapers (WP-A) associated with this testimony. 

I. &Q&year Mix Adiustment Between Base Year 2000 and Fiscal Year 2001 

The effect of the Workyear Mix Adjustment is treated as a cost reduction 

program adjustment to total estimated Fiscal Year 2001 costs. This effect, as 

calculated in USPS LR-J-50. and appearing in Exhibit USPS-12A of this 

testimony, represents the Workyear Mix Adjustment for the period Fiscal Year 
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6 
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2001. The estimated Workyear Mix Adjustment effects are presented in Table 6 

of the Fiscal Year 2001 with workyear mix adjustment cost segment workpapers 

associated with this testimony (WP-B). Total estimated costs for Fiscal Year 

2001, including the Workyear Mix Adjustment, are presented in Table 8 of the 

Fiscal Year 2001 cost segment workpapers (WP-B) associated with this 

testimony. The PESSA-related cost distributions are presented in Table B of the 

Fiscal Year 2001 cost segment workpapers (WP-B) associated with this 

testimony. 

9 

10 Ill. l&y&pment of Fiscal Year 7002 Cost Fstim&$ 

11 

12 

13 

14 

15 

16 

This section is a description of the development of the Fiscal Year 2002 costs 

using steps (9) - (16) outlined in Section I. The Fiscal Year 2001 cost matrix for 

each segment and component is the initial rollforward input for Fiscal Year 2002. 

These costs are shown in the Fiscal Year 2001 cost segment workpapers 

(USPS-T-12, WP-A, Table 8) or in the Fiscal Year 2002 cost segment 

workpapers (WP-C, Table 1) associated with this testimony. 

17 

18 

19 

20 

21 

22 

Accrued costs by class, subclass, and type of service for each segment and 

component are adjusted by the appropriate cost level factor. These factors are 

developed in USPS LR-J-50 and they also appear in Exhibit USPS-12A. 

Changes in costs between Fiscal Year 2001 and Fiscal Year 2002 due to 

changes in price levels are presented in Table 2 of Fiscal Year 2002 cost 

segment workpapers (WP-C) associated with this testimony. 
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Cost level-adjusted volume variable costs are adjusted for the effect of 

changes in mail volume occurring between Fiscal Year 2001 and Fiscal Year 

2002. The volumes used to develop these adjustments are presented in the 

testimony of witness Tolley, USPS-T-7; these volumes also appear in Exhibit 

USPS-12A of this testimony. The effects of mail volume changes between Fiscal 

Year 2001 and Fiscal Year 2002 for each segment, by class, subclass and type 

of service are presented in Table 3 of the Fiscal Year 2002 cost segment 

workpapers (WP-C) associated with this testimony. 

Fiscal Year 2001 costs restated to Fiscal Year 2002 cost levels and adjusted 

for changes in mail volume, are adjusted for changes in nonvolume workload 

between Fiscal Year 2001 and Fiscal Year 2002. This is accomplished by 

applying a ratio that expresses these nonvolume changes to the appropriately 

adjusted Fiscal Year 2001 costs. The factors are developed in USPS LR-J-50 

and they also appear in Exhibit USPS-12A of this testimony. Changes in 

nonvolume workload factors are presented in Table 4 of the Fiscal Year 2002 

cost segment workpapers (WP-C) associated with this testimony. 

The additional workday factors used to develop estimates of accrued cost for 

each of the years are shown in USPS LR-J-50 and also in Exhibit USPS-12A of 

this testimony. The effect of the changes in the number of workdays is shown in 

Table 5 of the Fiscal Year 2002 cost segment workpapers (WP-C) associated 

with this testimony. 

The effects of the cost reduction programs between Fiscal Year 2001 and 

Fiscal Year 2002 are calculated in USPS LR-J-50. These amounts also appear 
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in Exhibit USPS-12A of this testimony. Changes in costs between Fiscal Year 

2001 and Fiscal Year 2002 due to cost reduction programs are shown in Table 6 

of the Fiscal Year 2002 cost segment workpapers (WP-C) associated with this 

testimony. 

The effects of the other programs between Fiscal Year 2001 and Fiscal Year 

2002 are estimated in USPS LR-J-50 and they also appear in Exhibit USPS-12A. 

Changes in costs between Fiscal Year 2001 and Fiscal Year 2002 due to other 

programs are presented in Table 7 of the Fiscal Year 2002 cost segment 

workpapers (WP-C) associated with this testimony. 

The changes in costs resulting from these programs are distributed to the 

relevant components or subcomponents in proportion to the distribution of Fiscal 

Year 2001 costs adjusted for cost level, mail volume, nonvolume workload, 

additional workday (where applicable), and cost reduction programs effects. 

Indirect costs not receiving a specific other programs effect are adjusted in 

proportion with the direct labor by which they are affected. 

The combined effect of the cost level, mail volume, nonvolume workload, 

additional workday, cost reduction programs, and other programs effects are 

added to Fiscal Year 2001 costs to produce an estimate of projected Fiscal Year 

2002 costs before the Workyear Mix Adjustment. Total estimated Fiscal Year 

2002 costs are presented in Table 8 of the Fiscal Year 2002 cost segment 

workpapers (WP-C) associated with this testimony. 

The effect of the Workyear Mix Adjustment is treated as a cost reduction 

program adjustment to total estimated Fiscal Year 2002. This effect, as 
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calculated in USPS LR-J-50. and appearing in Exhibit USPS-12E of this 

testimony, represents the Workyear Mix Adjustment for the period Fiscal Year 

2002. The estimated Workyear Mix Adjustment effects are presented in Table 6 

of the Fiscal Year 2002 cost segment workpapers associated with this testimony 

(WP-D). Total estimated costs for Fiscal Year 2002, including the Workyear Mix 

Adjustment, are presented in Table 8 of the Fiscal Year 2002 cost segment 

workpapers (WP-D) associated with this testimony. The PESSA-related cost 

distributions are presented in Table B of the Fiscal Year 2002 cost segment 

workpapers (WP-D) associated with this testimony, 

IV. Develoomnt of Test Year 2003 Cost Estimates at Current Rates 

This section is a description of the development of the Test Year 2003 costs 

at current rates using steps 17 - 24 outlined in Section I, The projected costs for 

Fiscal Year 2002 are adjusted to reflect changes in costs occurring between 

Fiscal Year 2002 and Test Year 2003. These cost changes are the result of 

changes in cost level, mail volume, nonvolume workload, number of workdays, 

cost reduction programs, and other programs. 

Fiscal Year 2002 costs utilized as the initial input to the rollfomard model are 

provided in Table 1 of the Test Year 2003 (Before Rates) cost segment 

workpapers (WP-E) associated with this testimony. Accrued costs by class, 

subclass, and type of service for each segment and component are then 

adjusted by the appropriate cost level factor. These factors are developed in 

USPS LR-J-50 and they also appear in Exhibit USPS-12A. Changes in costs 
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between Fiscal Year 2002 and Test Year 2003 due to changes in price levels are 

presented in Table 2 of the Test Year 2003 (Before Rates) cost segment 

workpapers (WP-E) associated with this testimony. 

Cost level-adjusted volume variable costs are adjusted for the effect of 

changes in mail volume occurring between Fiscal Year 2002 and Test Year 2003 

at current rates. The volumes used to develop these adjustments are presented 

in the testimony of witness Tolley, USPS-T-7; these volumes also appear in 

Exhibit USPS-12A of this testimony. The effects of mail volume changes 

between Fiscal Year 2002 and Test Year 2003 at current rates for each 

segment, by class, subclass and type of service are presented in Table 3 of the 

Test Year 2003 (Before Rates) cost segment workpapers (WP-E) associated 

with this testimony. 

Estimated Fiscal Year 2002 costs restated to the appropriate cost levels and 

adjusted for changes in mail volume, are adjusted for changes in nonvolume 

workload between Fiscal Year 2002 and Test Year 2003 at current rates. These 

factors are calculated in library reference USPS LR-J-50 and they also appear in 

Exhibit USPS-12A of this testimony. Changes in costs between Fiscal Year 

2002 and Test Year 2003 at current rates due to changes in nonvolume 

workload factors are presented in Table 4 of the Test Year 2003 cost segment 

workpapers (WP-E) associated with this testimony. The additional workday 

factors used to develop estimates of accrued costs for Test Year 2003 at current 

rates are developed in library reference USPS LR-J-50 and they are shown in 

Exhibit USPS-12A of this testimony. The effect of changes in the number of 
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workdays for Test Year 2003 at current rates is shown in Table 5 of the Test 

Year 2003 (Before Rates) cost segment workpapers (WP-E) associated with this 

testimony. 

The effects of the cost reduction programs between Fiscal Year 2002 and 

Test Year 2003 at current rates are calculated using sources found in USPS LR- 

J-50 and they are displayed in Exhibit USPS-12A that accompanies this 

testimony. Changes in costs between Fiscal Year 2002 and Test Year 2003 at 

current rates due to cost reduction programs are presented in Table 6 of the Test 

Year 2003 (Before Rates) cost segment workpapers (WP-D) associated with this 

testimony. The keys used to distribute the mail processing cost reductions, the 

methodology employed and the underlying calculations are presented in 

Appendix A to this testimony. 

The effects of the other programs between Fiscal Year 2002 and Test Year 

2003 at current rates are developed in USPS LR-J-50. Changes in costs 

between Fiscal Year 2002 and Test Year 2003 due to other programs are 

presented in Table 7 of the Test Year 2003 (Before Rates) cost segment 

workpapers (WP-E) associated with this testimony. 

The combined effects of the price level, mail volume, nonvolume. additional 

workday, cost reduction programs and other programs effects are added to the 

Fiscal Year 2002 costs to produce an estimate of the projected Test Year 2003 

costs at current rates before the Workyear Mix Adjustment. Total estimated Test 

Year 2003 costs are presented in Table 8 of the Test Year 2003 (Before Rates) 

cost segment workpapers (WP-E) associated with this testimony. The PESSA- 
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related cost distributions are presented in Table B of the Test Year 2003 Current 

Rates cost segment workpapers (WP-E) associated with this testimony. 

The total estimated Test Year 2003 Current Rates costs are adjusted for the 

impact of the Workyear Mix Adjustment and these can be seen in the 

workpapers (WP-F) associated with this testimony. The Workyear Mix 

Adjustment is developed in USPS LR-J-50 and it also appears in Exhibit USPS- 

12A of this testimony. 

V. -of Test Yearstes at PrODOSed R&s 

This section describes how the development of Test Year costs in Section IV 

is affected by the rates proposed in this case. Projected costs are affected by 

changes in volume resulting from the changes proposed in this case. Estimates 

of costs assuming proposed rates are developed using the same procedures 

employed in the description of the Test Year 2003 development at current rates, 

except that the proposed rate volumes are substituted for the current rate 

volumes. The After Rates volumes are substituted for the Before Rates volumes 

at step 18 of the 24 steps listed on pages 5 - 6 of this testimony. The After 

Rates mail volume forecast appears in the testimony of witness Tolley, USPS-T- 

7; these volumes also appear in Exhibit USPS12A. The costs reflecting the 

volume change from before rates to after rates are shown in workpaper WP-G. 

There are other changes resulting from the rate proposals that impact the test 

year besides the volume effects. The Workyear Mix Adjustment is affected by 

the change from current to proposed rate levels. These changes are reflected in 
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step 24 of the steps listed on pages 4 - 6 of this testimony. The calculations of 

these adjustments can be found in USPS LR-J-50. The total estimated Test 

Year 2003 at proposed rates costs are adjusted for the impact of the Workyear 

Mix Adjustment and these can be seen in the workpapers (WP-H) associated 

with this testimony. 

The Final Adjustments to the Test Year 2003 costs are also impacted by the 

After Rates environment. The Final Adjustments are shown in Exhibit USPS-121 

and in workpaper WP-H, Table E. Final Adjustments are summarized in the 

Exhibit USPS-l 2A associated with this testimony. 
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Pages I -14: USPS-LRJ-50, Chapter 1, Section a. 
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Eggleston USPS-T-25 
Schenk USPS-T-43 
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I i RATXACT / 
FY 2000 N 2001 1 Mvchange 

(1) (2) (3)=(2-*Yu) 
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, 
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Line 

Flrst-clasa Mao: 
Single-Piece L&era 
PrmOrt Letters 
Total Letters 
Single-Piece Cards 
Presort Cards 
Total cards 

Total First-Class 

Plhny Mao 
Express Mail 
Mallgrams 

Periodicals: 
I” county 
Outslde County 

Total Periodicals 

Standard Mail: 
Enhanced Carder Route 
Regular 

Total Standard Mail 

Package services: 
Pared Post 
Sound Printed Matter 
Media Ma,, 

Total Package services 

Postal Penalty 
Free-for-the-Blind 

Total Domestic Mail 

101 
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108 
109 

110 
111 
112 

113 
117 
123 
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127 
135 

136 
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142 
147 

,nternationa, Mail 161 

Total Mall 162 

special services 
Registry 163 
l"SW*"ce 164 
Ceti,“ed 165 
COO*CtK.“-D*O”~~ 166 
Money orders 168 
Stamped Cards 159 
Stamped Envelopes 169 
Speical Handling 170 

Post office Box 171 
Other 172 

TOtal Special services 173 

Sou,ce: Witness ToOey, USPS-T7. Table 1; excapt the following: 
: Stamped Cards Witness Mayo USPS-T-36 
: Stamped Envelopes Witness Mayo USPS-T-36 
: Special Handling Witness Kaneer USPS-T-38 
: Post Office Boxes Witness Kaneer USPS-T-38 

50,952.604 49.251.920 
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First-Class Mail: 
stng,e-Piece Letters 
Presort Letters 
Total Letters 
Single-Piece Cards 
Presort Cards 
Total Cards 

Total First-Class 

Priority Mai, 
Express hIa,, 
Mallgram* 
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I” county 
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Standard Mail: 
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Regular 
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Package Services: 
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Media Mail 

Total Package Services 
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Free-for-the-Blind 

Total Domestic Mail 
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Total Special services 173 

Source: Witness Toiley, USPS-T7. Table 1; except the following: 
: Stamped Cards Witness Mayo USPS-T-36 
: Stamped Envelopes Wit”es6 Mayo USPS-T-36 
: Special Handling Witness Kaneer USPS-T-38 
: Post Office Boxes Witness Kaneer USPS-T-38 
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45.319 46.859 

206,689.696 

1.255.066 

209.944.762 

215.288.423 

1.294.889 

216.583.312 

7.651 
63.226 

273.126 
3.266 

229.396 
179.205 
400,000 

1.235 
I 17,791 

1.000 

7.214 
62.861 

283.708 
3 100 

230.427 
165.048 
400.000 

1.253 
16,431 

1 

USPS-T-12 
EXhlbif 12A - 

0.044542665 
0.063607859, 

0.070299822’ ? 
0.026934359 
0.026872322 

-0.036013126 
0.033961332 

i 418549.172 419,186.033 
7’ 
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First-Clsss Ml: 
SlnglePiecn Letters 
Presort Letters 
Total Letters 
Single-Piece Cards 
Presort Cards 
Total Cards 

Total Fint-Class 

Priority Mail 
Express Mail 
Mailgrams 

101 49.251.920 46.865.402 
102 48,750.799 51.322.082 
103 9.3.002.719 98.187.484 
104 2.656.511 2.624.411 
105 2,831.385 2.642.267 
108 5.489.896 5.266678 
109 103.492.615 103.454.162 

110 I,186678 1,178.757 
111 72.605 69.911 
112 3.110 2.725 

Periodicals: 
in county 
Outside County 

Total Periodlcals 

113 
117 
123 

Standard MsII: 
Enhanced Carrier Route 
Regular 

Total Standard Mail 

126 
127 
136 

Package Services: 
Parcel Post 
Sound Printed Matter 
Media Mail 

Total Package Services 

136 
137 
139 
141 

Postal Penalty 
Free-for-the-Blind 

Total Domestic Mail 

142 
147 

International Mail 161 

Total Mail 162 

CRA 
Line 

Special Sen4ces 
Registry 163 
Insurance l&l 
Certifted 165 
CClII*Ct-o”-D*li”*ly 166 
Money Orders 168 
Stsmped Cards 159 
Stamped Envelopes 169 
Speicai Handling 170 
Post Office Box 171 
Other 172 

Total Spscisl Services 173 

Source: Witness Tolley, USPS-T7, Table I; except the fOlIOWIng: 
: Stamped Cards Witness Mayo USPS-T-36 
: Stampd Envelopes Witness Mayo USPS-T-36 
: Special Handling Witness Kanesr USPS-T-38 
: Post OffIce Boxes Witness Kaneer USPS-T-38 

USPS-T-12 
Exhibit 12A 

I I FY 2003AR 1 

866.669 853.535 
9.214.575 9,108.973 

10.081.444 9,962.506 

0.000 
35,543.111 36.362.086 
56,757.609 59.179.108 
92.300.720 95241.194 

378.991 371.633 
579.223 588.557 
181.339 185.688 

1 .I 39.553 1.145778 

367.452 353.484 
45.319 46.859 

208.689.696 21 I .755.378 

1.255.066 1.210.804 

209,944.762 212.966.182 

7.651 7.089 
63.228 60.543 

273.126 302.682 
3.266 3.100 

229.396 226.243 
179.205 170.412 
400.000 400.000 

-0.048455329 
0.052743402 

-0.012826729 
-0.066793460 

-0.006842321- 
-0.037104883 
-0.123794212 

-0.015381794 
-0.011460322, 

i 

0.023041737! 
0.042663866: 

-0.019678558 
0.016114692 
0.023982706 

-0.036013128 
0.033981332 

-0.035266671 

-0.073454450 
-0.042465363 
0.108946054 

-0.050826699: 
-0.005026243 
-0.04906671 I, 
0.000000000 

-0.000809717 
-0.031402336, 
o.ooooooooo/ 

I:235 1.234 
17.791.065 17.232.384 

1.000 1.000 
418,549.172 418.006.887 

0 
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EXHIBIT USPS-12B 

COST SEGMENTS AND COMPONENTS 
FISCAL YEAR 2001 

WITH WORKYEAR MIX ADJUSTMENT 
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EXHIBIT USPS-12C 

FINAL ADJUSTMENTS 
FISCAL YEAR 2001 

WITH WORKYEAR MIX ADJUSTMENT 
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COST SEGMENTS AND COMPONENTS 
TEST YEAR 2003 
CURRENT RATES 
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