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RESPONSE OF POSTAL SERVICE WITNESS PANZAR 

UPS/USPS-T 1 l-l,, Please confirm that the cost curve “C” is missin: from Figure 1. on 
page 22 of your direct testimony. Plcasc provide a Figure 1 that includes the cost cwc 
‘C. )’ 

ANSWER Not confirmed. The component cost curve rcfcrcd to in the text is not missing 

from the diagram. It is the cun;ed line beginning at point A on the vertical axis. The label 

of the curve was inadverrantly omitted or failed to print. 

‘The figure in the testimony already includes the requested component cost curve. ‘The 

fi:ure klow adds tbc missin: label. 

Component Costs 

Driver Level 



RESPONSE OF POSTAL SERVICE WITKESS I’.i\NZAR 

UPS/USPS-T 1 l-2. Please provide a rcfertncc for- or explain the derivation of the equation 
on lint 16 of page 26 of your direct testimony. 

ANSWER: Since the formula is merely illustrative, I will derive it in the conrext of tie 

simplified cxamplc used in Figure 2 in my direct tcstimon):. That is. the lcvcl of the 

component cost driver LJ, required for each mail subclass j is directly pr@pon.ional to me 

volume of that subclass, Let D denote the total lcvcl drivel- activity mquircd I:O scwc the 

volumes of all mail subclasses, Then, by assumption, we also have D,=qD. Under the 

constant elasticity assumption stated in my direct testimony. component costs are given by 

C-D”. 

and volume variable costs for suhclass j by 

= D,aD”-’ = aa,D". 

Component incremental costs for subclass j are defined as the added cost of providing the 

additional driver dctivily required to wvr its mail rolumc, giuru rhc mdil wl,umc5 of thr 

other subclasses (and the resulting level of driver activity). That is. 

Dividing component incrcmcntal cost for subclass j by component volume variable cost for 

that subclass yields the formula in my direct testimony: 

‘, ,3 [l-(l-aj)a] 
v, auj 



DEClARATlON 

I, John C. Panzar. declare under penalty of perjury that the foregoing answers 

are true and correct, to the best of my knowledge, Information, and belief. 

Dated: kl ,3& N 



CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing doc:ument upon all 

participants of record in this proceeding in accordance with section 12 of the Rules 

of Practice. 
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