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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes Docket No. R2001-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION

Party Interrogatories

United States Postal Service

Kirk T. Kaneer (USPS-T-38)

Office of the Consumer Advocate DBP/USPS-1, 51-52, 60, 80, 122 redirected to T38
OCA/USPS-T38-1-9

Nancy R. Kay (USPS-T-21)

Postal Rate Commission POIR No. 2, Question 12

James M. Kiefer (USPS-T-33)

Office of the Consumer Advocate OCA/USPS-T33-1
Parcel Shippers Assaociation PSA/USPS-T33-1-4, 6-8 9a—c, e
Postal Rate Commission AMZ/USPS-T33-1

UPS/USPS-T33-27, 45
POIR No. 2, Question 1,8

United Parcel Service OCA/USPS-T33-1
PSA/USPS-T33-1, 3,6
UPS/USPS-T33-1-2, 5, 9-10, 15a, h, 16-23, 28-
31, 33-43
UPS/USPS-T28-22-23 redirected to T33
POIR No. 2, Question 1 ’



Party

Linda A. Kingsley (USPS-T-39)

Postal Rate Commission

Samuel J. Koroma (USPS-T-37)

Office of the Consumer Advocate

United Parcel Service

L. Paul Loetscher (USPS-T-41)

Association for Postal Commerce

Coalition of Religious Press

Associations and National Federation

of Independent Publications

Magazine Publishers of America

Mail Order Association of America

Susan W. Mayo (USPS-T-35)

Newspaper Association of America

Office of the Consumer Advocate

Postal Rate Commission

United Parcel Service

Interrogatories

UPS/USPS-T33-6 redirected to T39
POIR No. 4, Question 7,11

OCA/UJSPS-T37-1-10
OCA/USPS-82 redirected to T37

CSA/USPS-T37-1-6

PostCom/USPS-T41-2, 4
PostCom/USPS-T33-2d, 13a redirected to T41

CRPA-NFIP/USPS-T34-11, 14d-e redirected to
T41

MPA/USPS-T41-1-7

MPA/USPS-T34-2-4, 14, 18c, 23a-d, 24-26
redirected to T41

PostCom/USPS-T41-4

OCA/USPS-T35-2

OCA/USPS-T35-2-11
UPS/USPS-T35-1

PCIR No. 4, Question 1

OCA/USPS-T35-2-4
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Party Interrogatgries

Susan W. Mayo (USPS-T-36)

Postal Rate Commission POIR No. 5, Question 14

United Parcel Service DBP/USPS-70 redirected to T36

Karen Meehan (USPS-T-11)

Postal Rate Commission POIR No. 2, Question 2
POIR No. 3, Question 4
POIR No. 5, Question 5, 6(a)

Michael W. Miller (USPS-T-22)

Postal Rate Commission MMA/USPS-T22-39a-b, e+, 49, 70-71
POIR No. 5, Question 13
POIR No. 6, Question 2

Joseph D. Moeller (USPS-T-28)

Postal Rate Commission UPS/USPS-T28-21
POIR No. 4, Question 2

United Parcel Service POIR No. 2, Question 6

Joseph D. Moeller (USPS-T-32)
Postal Rate Commission POIR No. 2, Question 13

Norma B. Nieto (USPS-T-26)

Office of the Consumer Advocate DFC/USPS-T26-1-7
OCA/USPS-T42-6 redirected to T26

United Parcel Service UPS/USPS-T26-1h, 2



Party

Richard L. Patelunas (USPS-T-12)

Postal Rate Commission

Maura Robinson (USPS-T-29)

American Bankers Association and
National Association of Presort
Mailers

Leslie M. Schenk (USPS-T-43)

Newspaper Association of America

Office of the Consumer Advocate

Postal Rate Commission

Thomas M. Scherer (USPS-T-30)

Office of the Consumer Advocate

United Parcel Service

4118

Interrogatories

POIR No. 2, Question 9, 10, 11, 12
POIR No. 3, Question 4

POIR No. 4, Question 5

POIR No. 5, Question 9, 10, 11
POIR No. 6, Question 8

POIR No. 7, Question 2

POIR No. 7, Question 5

ABASNAPM/USPS-T29-35

NAA/USPS-T43-8
VP/USPS-T43-10

OCA/USPS-T43-1-2
OCA/USPS-T39-16a redirected to T43

POIR No. 5, Question 12
POIR No. 6, Question 1, 10

Response to Questions from Commissioner
Goldway, Tr. 5/945-46

DFC/USPS-T30-1
OCA/USPS-T30-3-16, 19d-h, 20b-c
UPS/USPS-T30-4-7

DFC/USPS-T30-1
OCA/USPS-T30-4
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Party Interrogatories

Robert L. Shaw (USPS-T-1)
Postal Rate Commission POIR No. 8, Question 4, 6(a)

Respectfully submitted,

/’4 fam {-&-,' ctrel gl
Steven W. Williams
Secretary



Interrogatory

INTERROGATORY RESPONSES
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Designating Parties

United States Postal Service

Kirk T. Kaneer (USPS-T-38)

DBP/USPS-1 redirected to T38 OCA
DBP/USPS-51 redirected to T38 OCA
DBP/USPS-52 redirected to 738 OCA
DBP/USPS-60 redirected to T38 QCA
DBP/USPS-80 redirected to T38 OCA
DBP/USPS-122 redirected to T38 OCA
OCA/MJSPS-T38-1 OCA
OCA/USPS-T38-2 OCA
OCA/USPS-T38-3 OCA
OCA/USPS-T38-4 OCA
OCA/USPS-T38-5 OCA
OCA/USPS-T38-6 OCA
OCAMISPS-T38-7 OCA
OCA/USPS-T38-8 OCA
OCA/USPS-T38-9 OCA
Nancy R. Kay (USPS-T-21)

POIR No. 2, Question 12 PRC
James M. Kiefer (USPS-T-33)

AMZ/USPS-T33-1 PRC
OCA/USPS-T33-1 QCA, UPS
PSA/USPS-T33-1 PSA, UPS
PSA/USPS-T33-2 PSA
PSA/USPS-T33-3 PSA, UPS
PSA/USPS-T33-4 PSA
PSA/USPS-T33-6 PSA, UPS
PSA/MUSPS-T33-7 PSA
PSA/USPS-T33-8 PSA
PSA/USPS-T33-9a PSA
PSA/USPS-T33-9b PSA

4120



Interrogatory
PSA/USPS-T33-9¢
PSA/USPS-T33-9e
UPS/USPS-T33-1
UPS/USPS-T33-2
UPS/USPS-T33-5
UPS/USPS-T33-9
UPS/USPS-T33-10
UPS/USPS-T33-15a
UPSAJSPS-T33-15h
UPS/USPS-T33-16
UPS/USPS-T33-17
UPS/USPS-T33-18
UPS/USPS-T33-19
UPS/USPS-T33-20
UPS/USPS-T33-21
UPS/USPS-T33-22
UPS/MJSPS-T33-23
UPS/USPS-T33-27
UPS/USPS-T33-28
UPS/USPS-T33-29
UPS/USPS-T33-30
UPS/USPS-T33-31
UPS/USPS-T33-33
UPS/USPS-T33-34
UPS/USPS-T33-35
UPS/USPS-T33-36
UPS/USPS-T33-37
UPS/USPS-T33-38
UPS/USPS-T33-39
UPS/USPS-T33-40
UPS/USPS-T33-41
UPS/USPS-T33-42
UPS/USPS-T33-43
UPS/USPS-T33-45

UPS/USPS-T28-22 redirected to T33
UPS/USPS-T28-23 redirected to T33
POIR No. 2, Question 1

Designating Parties
PSA
PSA
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
PRC
UPS
UPS
UPsS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
UPS
PRC
UPS
UPS
UPS
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Interrogatory

POIR No. 2, Question 1,8

Linda A. Kingsley (USPS-T-39)
UPS/USPS-T33-6 redirected to T39
POIR No. 4, Question 7,11

Samuel J. Koroma (USPS-T-37)

CSA/USPS-T37-1
CSA/USPS-T37-2
CSA/USPS-T37-3
CSA/USPS-T37-4
CSA/USPS-T37-5
CSA/USPS-T37-6
OCA/USPS-T37-1
OCA/MJSPS-T37-2
OCA/USPS-T37-3
OCA/USPS-T37-4
OCA/USPS-T37-5
OCA/USPS-T37-6
OCA/MJSPS-T37-7
OCA/JSPS-T37-8
OCA/USPS-T37-9

OCA/USPS-T37-10
OCA/USPS-82 redirected to T37

L. Paul Loetscher {USPS-T-41)
CRPA-NFIP/USPS-T34-11 redirected to T41
CRPA-NFIP/USPS-T34-14d redirected to T41
CRPA-NFIP/USPS-T34-14e redirected to T41

MPA/USPS-T41-1
MPA/USPS-T41-2
MPA/USPS-T41-3
MPA/USPS-T41-4
MPA/USPS-T41-5
MPA/USPS-T41-6
MPA/USPS-T41-7

MPA/USPS-T34-2 redirected to T41

Designating Parties
PRC

PRC
PRC

UPS
UPS
UPS
UPS
UPS
UPS
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA

CRPA-NFiP
CRPA-NFIP
CRPA-NFIP
MPA
MPA
MPA
MPA
MPA
MPA
MPA
MPA
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Interrogatory

MPA/USPS-T34-3 redirected to T41
MPA/USPS-T34-4 redirected to T41
MPA/USPS-T34-14 redirected to T41
MPA/USPS-T34-18c redirected to T41
MPA/USPS-T34-23a redirected to T41
MPA/USPS-T34-23b redirected to T41
MPA/USPS-T34-23¢ redirected to T41
MPA/USPS-T34-23d redirected to T41
MPA/USPS-T34-24 redirected to T41
MPA/USPS-T34-25 redirected to T41
MPA/USPS-T34-26 redirected to T41
PostCom/USPS-T41-2
PostCom/USPS-T41-4
PostCom/USPS-T33-2d redirected to T41
PostCom/USPS-T33-13a redirected to T41

Susan W. Mayo (USPS-T-35)
OCA/USPS-T35-2
OCA/USPS-T35-3
OCA/USPS-T35-4
OCA/USPS-T35-5
OCA/USPS-T35-6
OCA/USPS-T35-7
OCA/USPS-T35-8
OCA/USPS-T35-9
OCA/ISPS-T35-10
OCA/USPS-T35-11
UPS/USPS-T35-1
POIR No. 4, Question 1

Susan W. Mayo (USPS-T-36)

DBP/USPS-70 redirected to T36
POIR No. 5, Question 14

Karen Meehan (USPS-T-11)

POIR No. 2, Question 2
POIR No. 3, Question 4

Designating Parties
MPA

MPA

MPA

MPA

MPA

MPA

MPA

MPA

MPA

MPA

MPA

PostCom

MOAA, PostCom
PostCom
PostCom

NAA, OCA, UPS
OCA, UPS
OCA, UPS
OCA

OCA

OCA

OCA

OCA

OCA

OCA

OCA

PRC

UPS
PRC

PRC
PRC
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Interrogatory
POIR No. 5, Question 5, 6(a)

Michael W. Miller (USPS-T-22)
MMA/USPS-T22-39a
MMA/USPS-T22-39b
MMA/USPS-T22-39e
MMA/USPS-T22-39f
MMA/USPS-T22-39g
MMA/USPS-T22-39h
MMA/USPS-T22-3Gi
MMA/USPS-T22-39j
MMA/USPS-T22-49
MMA/USPS-T22-70
MMA/USPS-T22-71
POIR No. 5, Question 13
POIR Nao. 6, Question 2

Joseph D. Moeller (USPS-T-28)
UPS/USPS-T28-21

POIR No. 2, Question &

POIR No. 4, Question 2

Joseph D. Moeller (USPS-T-32)
POIR No. 2, Question 13

Norma B. Nieto (USPS-T-26)
DFC/USPS-T26-1
DFC/USPS-T26-2
DFC/USPS-T26-3
DFC/USPS-T26-4
DFC/USPS-T26-5
DFC/USPS-T26-6
DFC/USPS-T26-7
OCA/USPS-T42-6 redirected to 726
UPS/USPS-T26-1h
UPS/USPS-T26-2

Designating Parties
PRC

PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC
PRC

PRC
UPS
PRC

PRC

OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
UPS
UPS
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Interrcgatory

Richard L. Patelunas (USPS-T-12)
POIR No. 2, Question 9, 10, 11, 12
POIR No. 3, Question 4

POIR No. 4, Question 5

POIR No. 5, Question 9, 10, 11
POIR No. 6, Question 8

POIR No. 7, Question 2

POIR No. 7, Question 5

Maura Robinson {(USPS-T-29)
ABAGNAPM/USPS-T29-35

Leslie M. Schenk (USPS-T-43)
NAA/USPS-T43-8

OCA/USPS-T43-1

OCA/USPS-T43-2
OCA/USPS-T39-16a redirected to T43
VP/USPS-T43-10

POIR No. 5, Question 12

POIR No. 6, Question 1, 10

Response to Questions from Commissioner
Goldway, Tr. 5/945-46

Thomas M. Scherer (USPS-T-30)

DFC/USPS-T30-1
OCA/USPS-T30-3
OCA/USPS-T30-4
OCA/USPS-T30-5
OCA/USPS-T30-6
OCA/USPS-T30-7
OCA/USPS-T30-8
OCA/USPS-T30-9
OCA/USPS-T30-10
OCA/JSPS-T30-11
OCA/USPS-T30-12
OCA/USPS-T30-13
OCA/USPS-T30-14

Designating Parties

PRC
PRC
PRC
PRC
PRC
PRC
PRC

ABAGNAPM

NAA
OCA
OCA
OCA
NAA
PRC
PRC
PRC

OCA, UPS
OCA
OCA, UPS
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
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Interr

OCA/USPS-T30-15
OCA/USPS-T30-16
OCA/USPS-T30-19d
OCA/USPS-T30-19e
OCA/USPS-T30-19f
OCA/USPS-T30-19g
OCA/USPS-T30-19h
OCA/USPS-T30-20b
OCA/USPS-T30-20c
UPS/USPS-T30-4
UPS/USPS-T30-5
UPS/USPS-T30-6
UPS/USPS-T30-7

Robert L. Shaw (USPS-T-1)
POIR No. 6, Question 4, 6(a)

Designating Parties
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA
OCA

PRC
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United States Postal Service

Kirk T. Kaneer
(USPS-T-38)



“Reuvised '1/?—'/014128

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-1 To enable me to better understand the changes in Fee Groups for
Post Office Boxes, please advise both the present and the proposed Fee Groups for

each of the facilities with Post Office Boxes in the 076 ZIP Code area [07601 through
07677].

RESPONSE:

See the following table, but note that the proposed groups may change during the
implementation process. See my testimony at pages 34 and 35, lines 11-22 and lines

1-2 respectively.

DBP/USPS-1, Page 2 of 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO

INTERROGATORIES OF DAVID B. POPKIN

ZIP Current |Proposed
07601 C3 1
07603 C3 1
07604 C3 1
07605 C3 2
07606 C4 3
a7607 C4 3
07620 D6 5
07621 C4 3
07624 C4 3
07626 C4 3
07627 C3 2
07628 C3 1
07630 C3 1
07631 C4 3
07632 B2 1
07640 C4 3
07641 C3 1
Q7642 C4 3
07843 C4 3
07644 C3 1
07645 C4 3
07646 C4 3
07647 C3 2
07648 C4 3
076489 C4 3
Q7650 C3 1
07652 C4 3
07656 C3 2
07657 C4 3
076860 C3 1
07661 C3 2
07662 C4 3
07663 C4 3
07666 C3 2
07670 C5 4
07675 C4 3
07677 C3 2
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-51 [a] Please provide a listing of the Erent / space values and Current

and Proposed Group Classifications that will be utilized for determining the rates for

Post Office Box service at all postal facilities. [b] Please provide a separate listing of

those Erent / space values that have changed since the original list was prepared in the

previous Docket.

RESPONSE:

(a-b) These listings are provided in Excel format in library reference J-204, produced
under protective conditions established by Presiding Officer’'s Ruling No. R2001-
1/24. The current and proposed fee groups used in preparing my testimony and
-workpapers are provided separately without protective conditions, in Library
Reference J-205. Note however that new Erent values are currently being

prepared and will be used in making final assignments of ZIP Codes to fee

groups. See my testimony at page 34, line 11, to page 35, line 2.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-52 [a] Explain why the cost factor was chosen to divide box rents into
groups rather that some other method such as availability to the box or number of days
of delivery to the box. [b] What options were considered and what were the reasons for
their dismissai?

RESPONSE:

[a] See my Docket No. R2000-1 testimony (USPS-T-40), pages 4-6, especially footnote
8, which quotes the Commission encouraging the Postal Service to develop information
that permits alignment of box costs with fees. Costs reflect the value of the resources
utilized by consumers; other options would not reflect this primary consideration, and
would unduly complicate the fee structure during the proposed alignment of fees and

costs. Also see my response to interrogatory DBP/USPS-95, part (a}, Docket No.

R2000-1.

[b] See my response to interrogatory DBP/USPS-95, Docket No. R2000-1 and please
read my testimony provided in this docket, at pages 33, lines 16-23 and page 34, lines
1-5, in which utilization as a pricing element is addressed. Also see my response to

interrogatory OCA/USPS-T40-3, Docket No. R2000-1.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-60 [a] Within the past five years [up to and including R2001-1], has the
Postal Service ever claimed in a pleading before the Postal Rate Commission that an
improvement in post office box-service would result from a granted post office box rate
increase? [b] If so, provide details on the number of facilities that have had their service
improved over the past five years, the types of improvements that have been made, the
total cost of providing all of those improvements, and the total additional revenue that
has been received over the past five years as a result of the rate increases as
compared to not having raised the box rents at all.

RESPONSE:
[a] No.

[b] Not applicable.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF DAVID B. POPKIN

DBP/USPS-80 With respect to the Erents that are utilized to determine the Group
for the determination of the fees for Post Office Box service, please clarify the
conversion of the Current Classifications as shown on page 5 of USPS T-38 to the -
Proposed Classifications shown on page 10. Some of the classifications shown in the
Proposed listing do not appear to be possible under the Current listing. For example,
Proposed Group 2 has former Group B2 with cost per sq. ft. <$12.50 however, Current
Group B2 only has costs that are 2 $12.50. Another example, Proposed Group 2 has
former Group C4 with cost per sq. ft. 2$10.00 however, Current Group C4 only has
costs that are <$10.00. Please clarify and explain all inconsistent conversions including
the two examples provided.

RESPONSE:
The proposed classifications on page 10 show all possibilities for completeness, even if
no boxes may be found in a particular cell. See the “transition matrix” provided in

USPS-T-38, Exhibit A, page 1, which shows that no boxes end up in the classifications

which concern you.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER
TO INTERROGATORY OF DAVID B. POPKIN

DBP/USPS-122  Please refer to your response to DBP/USPS-51. [a] Please indicate
the expected completion date of the new Erent values that are currently being prepared
for use in the making final assignments of ZIP Codes to fee groups. [b] When available

please provide a revised copy of the two Library References J-204 and J-205 including a

listing of those facilities that have changed their values or fee groups. For those that

have changed their fee group, provide a listing showing both the old fee group and the
new fee group. [c] Please advise the procedures that will be used to update Erent
values in the future. [d] What procedures will be utilized to change fee groups when the

Erent values change.

RESPONSE:

(a)  The expectation is that the update of Erents, while completed prior to
implementation, will occur after the Commission’s Recommended Decision and
the following action of the Board of Governors. The goal is to reflect the most
timely data for fee implementation. Therefore, a definitive completion date cannot
be set.

| (b) The requested listings are not expected to be available in time to update the
library references. See the response to part {a).

(c-d) No definitive procedures have been determined at this time, but current
implementation plans call for Publication 431 (Post Office Box Fees) to be

updated, explaining and listing the new fees and fee groups. Subseguent

changes will be done as notices in the Postal Bulletin.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-1. Please refer to your testimony at page 4, lines 18-19.

a.

Please confirm that the “Erent” values developed by witness Yezer are used, in
conjunction with the Docket No. MC96-3 post office box classification schedule,
to develop more cost homogeneous fee groups in this proceeding. If you do not
confirm, please explain.

Please confirm that the “Erent” values developed by witness Yezer are used to
distribute the category of test year before rates (TYBR) attributabie post office
box costs known as Space Provision, which includes contingency, less an
estimate of costs associated with Caller Service and Reserve Numbers, If you
do not confirm, please explain,

Are the “Erent” values developed by witness Yezer used in any additional way,
other than identified in parts a. and b. above, in the development of your proposal
for post office box service in this proceeding. Please explain.

RESPONSE:

@

(b)
(©)

Confirmed, except that the post office box classification schedules from cases
subsequent to Docket No. MC98-3 were aiso used.

Confirmed.

Yes, In addition to defining the proposed fee groups, Erents are also used 1o
assign post office box locations, by ZIP Code, from the current fee classifications
to the proposed classifications. See page 10 of my testimony, where “cost per

sq.ft" is the estimated rental value of the cost per square foot, or the “Erent”.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE QFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-2. Please refer to your testimony at page 8, Figure 1,

a. Please confirm that Figure 1 is not the same SAS frequency chart shown in
Docket No. R2000-1, USPS-LR-1-155 at page 37, revised March 31, 2000. If you
do not confirm, please expiain.

b. Piease confirm that Figure 1 is not the same SAS frequency chart shown in
Docket No. R2000-1, USPS-LR-I-155 at page 37, as originally filed. For
example, the frequency of the 8.8 column in Figure 1 is less than the same
frequency in USPS-LR-[-155 at page 37, as originally filed. If you do not confirm,
please explain.

c. Please provide the correct SAS frequency chart for Figure 1.

RESPONSE:
(a) Confirmed.
(b) Confirmed,

(c)  The correct SAS frequency chart is attached. Errata will be filed to include this

~ chart in my testimony at page 8.
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Source: SAS frequency chart of cost per square foot based on witness

Yezer's estimates (see Docket No. R2000-1, USPS-LR-1-155. page
37, revised March 31, 2000).




RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO

INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-3. Please refer to your testimony at page 8, Figure 1.

a.

Piease confirm that Figure 1 does not include negative “Erent” values. If you do
not confirm, please explain and provide Figure 1 that includes negative “Erent’
values.

Please provide the number of negalive “Erent” values developed by wilness
Yezer.

Please explain how the negative “Erent” values were used in, and affected the
development of, your

I} post office box classification schedule, and

if) the distribution of TYBR Space Provision costs.

RESPONSE:

(a)

()

Not confirmed. The figure depicts a negative range of cost below 0.0, indicating
the presence pf negative values. However, the very small number of these
observations is insufficient for SAS to plot as an asterisk.

39 observations out of over 34,000 post office box ZIP Codes.

All Erent estimates are statislically derived. The negative Erent values were
used in the same manner as the positive values. A negative Erent value shouid
simply be understoed as a low value, which would ultimately end up in the lowest
fee group. Since they are valid outcomes of a statistical estimation process, the

negative values are also included in the distribution of space provision costs.
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OCA/USPS-T38-4. Please refer to your testimony at page 4, lines 18-19. In PRC Op.

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

R2000-1, at 539, the Commission states, “the Service indicates that it will be updating
data over time as part of its ongoing reappraisal in this area.”

a. Please confirm that the “Erent” values developed by witnhess Yezer will have to
be periodically updated sc as to ensure that the post office box classification
schedule reflects costs. If you do not confirm, please explain.

b. Please explain how, and provide a schedule of when, the Postal Service intends
to update the data used by witness Yezer in developing his “Erent” values, or
obtain comparable data to prepare new “Erent” values.

C. Please explain how the Postal Service intends to eliminate the negative “Erent”
vatues as part of its update of the data.

d. Please explain how the Postal Service intends to update the data so as to
incorporate the addition of new post offices, include existing post offices not
included in the data used by witness Yezer, and incorporate new information
related to existing post offices.

e. Please explain how the Postal Service intends to update the data so as to ensure
that the data reflects the correct number of boxes installed.

RESPONSE:

(a) Confirmed.

(b)

()

Only since the Commission’s Docket No. R2000-1 recommendation in favor of
the new Erent approach to developing cost-based fee groups has it become
prudent to begin establishing an ongoing information framework. The need for
such support is clear and the Postal Service is currently developing appropriate
plans. At present, the Postal Service intends to continue contracting with George

Washington University for updates of Erent calculations for current and future

- facilities. A production schedule has not yet been developed.

Erent estimates are statistically derived based on postal facility lease data. As
such, a negative Erent value is a valid outcome and should simply be understood
as a “low value”. Therefore, there is no need to “eliminate” negative Erent values

at this time. Nevertheless, the Postal Service has instructed George Washington

i‘
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(d)

(e)

4140

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-4, Page 2 of 2
University to reexamine and verify any negative Erents as data are updated, and
to make any valid adjustments prior 1o fee implementation.
A new post office’s Erent is estimated using its characteristics as independent
values substituted into the appropriate estimation equation that contains the
parameters derived from regression modeling of lease data and facility

- characteristics. As an ongoing information framework is developed, new data on

existing post offices also will be incorporated into new Erent calculations.
The Postal Service intends to use annual updates to the Facility Profile Survey.

See Part D of Library Reference J-111.
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' RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-5. Please refer to your testimony at page 15, lines 9-11. Please
discuss the options under consideration by the Postal Service “to compile post office
box data that could be used to discern price effects on box use.”
RESPONSE:
As mentioned at page 15, lines 1-2, time series data have not been recorded
systematically in the past. However, the annual Facility Profile. Survey will
accumulate box count data that might be used to analyze price effects. Also, a
cross-sectional approach, as opposed to a time-series approach, may prove
useful in conjunction with local-level socio-economic data. By its very nature the

outcome of research is unknown in advance of its undertaking, but these two

approaches may yield insights into the effects of price on post office box use.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-6. Please refer to your testimony at pages 15 and 186, lines 12-23, and
line 1, respectively.

a.

Please confirm that the “revenue adjustment factor of 93.2 percent” is not derived
from an estimate of population growth, or the size of the population. If you do not
confirm, please explain.

Please provide the following data for the past 5 years: the annual rate of
population growth for individuals over age 22, the annual rate of growth in the
number of boxes in use, the annual rate of growth in the number of boxes
installed, and the annual rate of growth in the number of postal facilities having
post office boxes.

RESPONSE:

(a)

(b)

Not confirmed. The count of boxes in use, from the 1999 Facility Profile Survey,
is projected to GFY 2001 -- using the population growth for individuals over age
22, The projected GFY 2001 counts are muitiplied by the appropriate fees. The
resulting revenue is compared to the GFY 2001 control estimate, giving a 93.2
parcent revenue adjustment factor. In that sense, the derivation of the revenue
adjustment factor is derived, in part, using the population growth for individuals
over age 22.

Other than the population growth of individuals over the age of 22, the data have
not been systematically collected. See page 15, lines 1-2 of my testimony. This
is the reason for the need to estimate the growth of boxes using the growth in

population. The annual rates of population growth for individuals over age 22 are:

Year Rate
1998 1.0%
1997 0.9%
1998 0.8%
1999 0.8%
2000 0.9%

2001 0.9%
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-7. Please refer to your testimony at page 19, lines 1-3. Please
confirm that the Postal Service intends to collect data on the distribution of box sizes by
ZIP Codes. If you do not confirm, please expiain.

RESPONSE:

Confirmed. The Postal Service is already using data on the distribution of box sizes,

based on the 1999 Facility Profile Survey, so the note discussing CAPFAC;j should be

omitted. Errata will be filed to page 19 of my testimony.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO

INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-8. Please refer to your testimony at page 22, lines 15-16.

a.

b.

Please provide a copy of PS Form 1093, which must be completed by customers
who desire post office box service.

At postal facilities offering post office box service, are customers who have
general inquiries about post office box service provided with a brochure or any
other written material concerning the features of post office box service? If yes,
please provide copies.

At the time customers request PS Form 1093, or are approved for post office box
service, are such customers provided with a brochure or any other written
material concerning post office box service, such as terms of service, fees,
payment schedules, available ancillary services {e.g., fees for lost or duplicate
keys, lock replacement, etc.)? If yes, please provide copies.

RESPONSE:

Attached.

PS Form 1093 also serves as a brochure on the features of bost office box
sarvice. Please see attachment.

Yes, to the‘ extent that these matters are covered in PS Form 1093. Please see
attachment, Additional information is available in DMM D810 and DMM

RS00.18.0.
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- Apply for Post Office Box Service!

The secure and
convenient way
to get your mail

UNITED STATES
’ POSTAL SERVICE o

Ps Form 1093, August 2001
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Why Not Use a Box?

ost office box service is a secure, convenient way 1o receive
mail. Paople who run a club, business, or professional organization
find that post office box service gives them more room for higher
volumes of mail.
If your organization gets an extra-large volurme of mail, caller service is the
answer, inquire about calier service at your post office.

Beneflts. With either service, you can enjoy thase benefits:

» Early Morning Mail. You can generally pick up your mail first thing in
the moming and take care of business earlier in the day. Of course,you
may also pick up your mail later in the day, if you prefer.

» Securlty. You can rest assured that checks, dividend payments, and
other valuable correspondence are secura.

» Separate Business Address. You can separate your business mall
from your parsonal mail, That makes it easier for you to keep track of
checks, orders, responses, and important correspondancs,

» Accessiblity. You can easily retrigve your mail during post office
operating hours. In addition, some of our lobbies and box sections are
open 24 hours a day, seven days a week. Check with your local post
office for more information.

= Travel Convenlence. You can go away on short business trips or
vacations without worrying about your mail,

Sizes for All. woe offer several box sizes for different fees. (Some post
offices may not have every size.) The approximate sizes are shown here:

X

Obtaining Box Service. It's simpls! Just fil! in the applicable
blocks on the two-part tear-out card and tumn it in to your local post office.

Once we verify your information and recaive your payment, we will begin
providing your service.
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~ Using Box or Caller Service

Post Office Box or Caller Address Use. Wae deliver to your box
or caller address using the address as printed on your mail, so be sure o
provide correct and currant address information to your corraspondants.
Your post office box or caller service number must appear on a separate
line, immediately above the post office's city, state, and ZIP + 4 (when we
assign your box or caller service number, we will provide the
corresponding ZIP + 4). Use the following exampl® as a guide for proper
addressing:

JOHN DCE
PO BOX 1122
ANYTOWN NY 12345-1122

Fee Notification. 20 days before the fes is due, we put a notice in
your box (with caller service, we include the notice with your mail). If you
go out of town after turning in a temporary forwarding order, we can mail
the notice to your temporary address.

Fee Payment. With either service, you can pay in advance for six
months or ona year. 1t is your responsibility to pay your fee on time. If you
pay by mail, we must receive your payment by the due date.

You can pay in cash, by check made out to *Postmaster”, or with your
credit or debit (ATM) card. Do not send cash by mail. If your check is
retumed by the bank, your payment is past-due until the payment is made
good. You will incur a surcharge to cover our processing costs.

Late Payment. If you do not pay your post office box fee on time, you
will be denied access to the box and will not be able to retrieve your mail.
After 10 days of nonpayment, we remove the mail and treat it as
undeliverable and close the box. Mail for caller service is delivered to the
street address. Closed boxes/terminated caller service numbers become
available for assignment to new customers immediately.

Terms of Service. You may not use post oftica box or caller service
just to avoid paying a forwarding charge or for any purposa prohibited by
law or postal regulations. We will immediately terminate box or caller
sarvice if used for any unlawful purpose. Post office box or caller servics
may be provided to minors unless parents or guardians submit a written
objection to the postmaster.

Accumulated Mail. Box customers must remove mail promptly from
their boxes. You can make a special arangement with the postrmaster it
yOu won't be able to pick up your mail for more than 30 days,

If the volume of your incoming maif repeatedly exceeds the capacity of the
box you are using, you must change to a box{es) of sufficient capacity or

use caller service (and pay applicabie fees).

OGTTALHAENT 10 RESPorniiS To
oc&/usf’f-w'"sg«gw. Pagf. 3

{Continued on the back of this panel)
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Using Box or Caller Service

(Continued from front of this panel)

Change of Address. if you choose to discontinue your box sarvice,
please compiete a change of address (COA) form tound in the Mover's
Guide, available In the lobby, or on our website: www.usps.gov/moversnet.
After completing the form give it to one of our retail associates, or to your
letter carrier, or you may mail it to your post office. Only the box customer
may file a COA order. Wa will only forwerd mail fo the box customer. The
box customer is responsible for forwarding mait to others receiving mail at
the box customer's box/caller service address.

Box Keys. We issue up to two keys for key-type post office boxes and
issue an access code for combination lock-type post office boxes.
Additional keys may be purchased. A refundable deposit is required for
aach key issued or purchased. Whanever your box service tarminatas, turm
in all keys to the Postal Service. Post office box keys may not be duplicated
commercially.

Updating Information. The information on your appiication {PS Form
1093) must aiways be current. As soon as any Information changes (such
as address, telephons number, etc.), you are respensible for updating the
torm. Failure to update the application may result in termination of service.
We ksep the form on file at the office where you use the servica.

Use of Information. The U.S. Posta! Service Is authorized by 39
U.5.C. 403 and 404 to coliect the information on PS Form 1093. We use
the information in providing post office box or caller service to the applicant,
hut we may disclose it:

m 10 anyone authorized by law to serve judicial process.
a To a govemment agency, in performance of its duties.
s 1o a congressional office, if the boxholder requests it.
a In response to a subposna oy court order.
When it pertains to a legal proceeding that involves the Postal Service.
The complete Privacy Act Statement is on the back of the application card.

ATTAHMENT vo RS PeSE TO
ocA(VSFS - T25-3R) | Page ¢

How to Use the Cembination Lock

)\ 1. Clear dial by tuming three tmes RIGHT and stop on .
#4 2. Tum LEFT and siop the second time around on .

3. Tum RIGHT and step on .

4. Tum latch key LEFT to open.

Your ZIP + 4 Is; _
| I I | I |
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Application Cards

Tear off this page, fill it out, and tumn it in to your post office.
Application for Post Office Box or Caller Servlce Part1

Susiomer: Compiets iwms 1, 3-8, 14-15, and 18-10

1. Name{s} to which box number(s) la (are} assigned

3. Name af pamon applying, title (if repressnting an organization}, and name of organization 4a. ‘Wil this box be {or.
(Hf ditferant from tem 1) 0 Parsonad Lise

o Businsss Usa
_(Cptionai)
4ty Emall Agdrass {Optionad)

B. Address (Number, streel, apL/sie. no., chy, staMs, and ZIP COd).
‘When acidress changes, cross out address hera and put new addrazs on back.

6. Telephone number (Inciude
aroa 0ods)

nors or names of other persons
box. Otrier persong muat present iwo
!omls of vaild 10. Hf applicant ls & frm, name sach member recelving
Each member must have verifiable ID upen requast.
rComhu-onmvenoch)

Usa a separate form for sach box number or consecutive group of numbers,
and type of ssrvice. File part 1 alphabetically by CLstNnar's nams.

w-mu. The mmuhg of lalse ormfshadirw hfmmquon on this |15. Signature of applicant (Sama &3 itam 3 }1 agrea lo comply with
o=~ omission of matedal information may result in criminal &l postal rules regarding posd office hox or cafar service.
« {inchuding fines and imprisonment) and/or civd sanctions
| multiple damages and civll penalies). (18 U.5.C. 1001) »

ko om 1093, August 2001 (Page 1 of 2)

Appfication for Post Office Box or Caller Service ~ Part 2

Special Orders

16. Postmaster: The following named persans or representativas of the nization fisted bslow are authorized
mal addross,;g) to this (thase) post office box{es) or caller number(s)oxnlmos listed must have verifiable 10. (Conﬂpl
on reverse 8

A Name(s) of appHcani(s) (Same as dem 3}

Customer note: The Postal Service
may conskier it valkl evidence that a
parson is authorized to remove mail
{rom the box if that person possesses
a key or combination to the box.

b. Namem box customer {Same as Msm 1)

©. Dther authorized ropresaniative d, Othet authorized representative

e !
15 Mlmboxbamedlur ExpteasMnilremlwnem?(CMdtma)

a.Yes [J b.wno (0

:18. Signature of applicant (Same as iiem 3] | agree to comply vrfm
2l peatal rulos regarding post office bex or caller servics.

Use a separaie form for sach hox number or consecutive grotp of
numbers, and typs of service, Fike part 2 by box or catier number.

Waming: The fumishing of lalse of misieading information on this

form or omisslon of material information may result in criminat

sanctions {lncheding finog and imprisonment) ang/or chif sanctfons »
(including muitipls damapes and oivii panafties). /18 U.5.C 1001)

tm 1093, August 2001 (Page 2 of 2)

41459

ATTAHMENT o RESPNSE 1o
0cHfUs¢5-T38-5 Pase 5~



ATTRCHMENT o RESPONIE T
oeAfVSPS-TI-%(a), Page 6 of &

Privacy Act Statemant: The collection of this information Is authorized by 39 USC 403 and 404.
This information will be used to provide the applicant with post office box or caller service. As a routine uge,
the Postal Service may disclose this information to persons authorized by law to serve legal process for the
purposa of sarving such process: 1o an appropriais govemment agency, domestic or foreign, for law
enforcement purposes; where pertinent, in a legal procaeding o which the USPS is a parly or has an
imgrest; 10 a govemment agency in order 1o obtain or provida information relevant to an agency decision
conceming employment, security clearances, security or suitabilly investigations, contracis, lkcanses,
grants, permits, or other benefits; to a congrassional office at your request; 10 an sxpart, consuftant, or
other person under contract with the USPS to fulhll an agency function; to the Federal Records Center for
storage; to the Office of Management and Budget for review of private relief legisiation; to an indepandent
cerlitied public accountant during an official audit of USPS finances; and 1o a labor organization as required
by tha National Labor Relations Act. Information concerning an individuat who has filad an appropriate
protected courn ordar with the postmaster will not be disclosed In any of the above circumsiances except
pursuant to the order of a court of competent juriadiction. Complation of thia form is voluntary; however, If
this Information is not provided, the applicant will not be able 1o recelve a box or use caller service,
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-9. Please reter to your testimony at page 27, where the section
entitted “C. Assessment of the Nine Pricing Criteria” begins. In establishing fees for
post office box service, to what extent did you consider the views of customers from
such sources as customer comment cards, call center comments, consumer surveys,
focus groups, etc., as to the value of post office box service provided by the Postal

Service? If customers’ views from the sources mentioned wers part of your analysis,

please provide copies of any material relied upon. If customers’ views from the sources

mentioned were not part of your analysis, please explain,

RESPONSE:

These sources were not used in this docket to assess the value of post office box
service to customers. The primary reasons are:

1) Customer comment cards - while useful in resolving individual cases, customer
comment cards usually reflect a “self selected” group of customers and therefore do
not represent typical customers.

2) Call center comments — like customer comment cards, call center comments reflect a
“self selected” group and similarly, therelore, they are unlikely to be representative of
the typical customer.

3) Consumer surveys and focus groups — these may be an unbiased sample under
proper conditions. Indeed, consumer surveys have been used {0 assess customer
response to proposed post office box fee changes in the past. However, this means
of estimating customer response to price change may be biased also, if customers
tend to overstate their reaction to proposed price increases, when in fact they often
will continue to purchase post office box service after the price increases. Therefore,

the Postal Service is not presently pursuing consumer surveys, nor focus groups, as

a means of gauging customer value for post office box service.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KANEER TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T38-9, Page 2 of 2

In general, the nine pricing criteria direct that the value of service to customers
be considered in pricing post office box service. Several means of assessing customer
satisfaction are reasonably available. As discussed above, several of the instruments
listed have weaknesses. Also, given this docket's timing, combined with the intent to
further align fees and costs, it_was impractical to use any rigorous method. | have,
however, remained in contact with the team that implemented the most recent set of
post office box fees (in part through‘my attorneys) and discussed the range of concerns
that surfaced with them. In addition, a reasonable assessment of customer satisfaction
can be gleaned from historical growth trends in post office box usage, which
demonstrates a continued customer demand, and indicates that millions of box
customers are satisfied. According to economic theory, these considerations, and the
availability of alternatives, such as free carrier delivery and private-sector box providers,

suggest that post office box customers value the service highly. | conclude that the

proposed fee increases are unlikely to significantfy affect customers’ existing perception

of the high value of service.

In sum, customer value considerations were taken into account in this docket's
post office box fee proposal. Specific steps were taken to protect customer value, by
limiting fee group re-assignments and fee increases, to the extent possible, as balanced
against the needs to recover costs, meet the revenue requirement as suggested by
historic usage trends, and more equitably align faes with costs. in the future, additional
measures of customer satistaction may be used to gvaluate box service proposals as

circumstances change.
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RESPONSE OF POSTAL SERVICE WITNESS KAY
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 2

12.  Witness Patelunas' Exhibit 12A at pages 15 through 18 shows the derivation of
the mail volume cost effect factors which are input into the file RAT2FACT for use in
the cost rollforward process. Column 2, labeled CRA Line, shows the CRA line
number for gach of the classes and subclasses of mail in the CRA cost matrix.
These line numbers should correspond to the line numbers shown in the file
AHEAD, in Library Reference J-6 at \FyO1h\controNAHEAD, Exhibit 12A shows the
CRA line number for Insurance and Certified to be 164 and 165, respectively.
However, the file \Fy01hControhNAHEAD, shows the line numbers to be just the
opposite, line 165 for Insurance and line 164 for Certified. An examination of the
mail volume effect in the rollforward for FY 2001, 2002, and the Test Year Before
Rates and After Rates shows that Certified costs are increased by the RAT2FACT
factor apparently intended for Insurance and Insurance costs are increased by the
RAT2FACT factor apparently intended for Certified. I necessary, please provide
appropriate corrections. Include corrections to the cost rofiforward workpapers and
Exhibits of Witness Patelunas, and all corrections to Exhibits and/or Workpapers of
any other witness who are affected by the correction to the rollforward. Additionally,
please provide all corrections to the cost rollforward workpapers for the PRC version
in Library Reference J-75.

RESPONSE:

Please see witness Patelunas’s response to this item. Thé corrections he
describes to the mail volume effect factors affect the inputs to my incremental cost
analysis. Using the corrected inputs, the TYAR incremental costs reported in my
testimony change as shown on the attached sheet. As can also be seen on the
attached sheet, the changes are immaterial for all products except Certified and

Insurance. Errata to Tables 1A and 2A of my testimony will be filed separately.
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ATTACHNENT TO WITNESS KAY'S

RESPONSE TO POIR 2, no.

CHANGE IN TEST YEAR 2003 (AR) INCREMENTAL COST FOR SUBCLASSES AND
CLASSES, CORRECTED AS PER POIR 2

" dery 1 et B -y, P o
A R va00ian REVENTAL TR s
B OR 1B 0 A ORH D ¥ z” : ™ R
0 P A 2l 0 - OR POIR O A al
COLUMN NUMBER {1) & {3} {4)
1 |FIRST-CLASS MAR.
2 SINGLE PIECE LETTERS | 13.012,180 13,011,478 @12) 0.01%
3 PRESOAT LETTERS 5,682,007 6,682,609 (290) V.01%
4 TOTAL LETTERS 19,187,655 19,186,625 {1.,029) 0.01%
5 SINGLE PIECE CARDS 574,853 574,623 (3r) L01%
8 PRESORT CARDS 145,068 145,957 (11} 0.01%
7 TOTAL CARDS 721,636 721,504 (42) 0.01%
8 {TOTAL FIRST 20,128 807 20,127,728 {1,078) 0.01%
¢ |PRIORITY MAM 3,907,493 3,907,368 (126) 0.00%
I JEXPRESS MALL 633,429 £23,090 (%9) 001%
11 IMALGRAMS 606 701 a 0.40%
12 |PERODICALS:
1 WITHIN COUNTY a7 78.820 {6) 0.01%
1 OUTSINE COUNTY 2,341,067 2,341,769 (oa) 0.00%
15 [TOTAL PERIODICALS 2,423,648 2,423,541 © (105 0.00%
16 [STANDARD MAK:
14 ENHANCED CARR RTE 2,864,987 2,064,824 (183) 0.01%
18 REGULAR 8935179 B,934,727 (452) 0.01%,
|19 [TOTAL STANDARD MAL 12,148,613 12,147,881  (832) 001%
20 |PACKAGE SERVICES:
2 PARCEL POST 1,048,046 1,046,905 {40) 0.00%
2 BOUND PRINTED MATTER 545,267 545,241 28) 0.00%
2 MEDIA MAIL 279,858 745 03) 0.00%|
24 |TOTAL PACKAGE SERVICES 1,887,244 1,887,164 {80) 0.00%
25 .S POSTAL SERVICE
26 |FREE MAIL 38,439 38,443 4 0.01%
27 INTERNATIONAL MAN. 1,667,159 1,667,118 {44) 0.00%,
28 |SPECIAL SERVICES:
2 REGISTRY 79,708 79,685 23) €0.03%;
0 CERTIFIED 484,642 507,313 22412 4.68%
31 INSURANCE 114,357 108,678 (5.481) -A.79%
a2 Ccob 12,630 12,619 (1} L.00%
3 MONEY ORDERS 247,016 246,969 @n| D.01%
LY STAMPED CARDS 2,885 2,808 . 0.00%
s STAMPED ENVELOPES 12,978 12,976 m Q.01%
% SPECIAL HANDLING 1,945 1,948 1 0.05%
a7 POST OFFICE BOX 660,128 660,065 {60) 0.01%
L") OTHER 199,391 199,300 (82)} 0.04%|
30  |TOTAL SPECIAL SERVICES 1,608,143 1,917,031 16,888 1.00%,
40 20,008,008 20,006,946 {1,062) 0.01%
4 12,704,261 12,703,607 {asa) D.01%
42 5,902,364 5,902,168 gnsﬂ 0.00%
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AMZ/USPS-T33-1.

a. Please confirm that according to your workpaper WP-MM-7 the average Test
Year Before Rates transportation cost for Media Mail is $0.1850 per pound. If you
do not confirm, please provide the correct figure.

b Please confirm that according to USPS-LR-J-2, the Cost and Revenue Analysis
(“CRA") report for FY 2000, the density of Medial Mail is 11.1 pounds per cubic
foot. if you do not confirm, please provide the correct CRA density.

C. Please confirm that the average Test Year Before Rales transportation cost for
Media Mail is $2.0535 per cubic foot. If you do not confirm, please provide the
correct figure.

RESPONSE

a. Confirmed.

b. [ can confirm that the CRA reports a Weight per Cubic Foot of 11.1 pounds for
Media Mail.

C. This figure cannot be confirmed as the correct figure for Media Mail

transportation costs per cubic foot. It is my understanding that appropriate
density data do not exist that would permit the correct transportation costs per
cubic foot to be calculated for Media Mail. | have been informed that the weight
per cubic foot figure reported on the CRA is based on the amount of space taken
up in a shipping container, including air, and is not based on the actual
dimensions of Media Mail pieces. For this reason the CRA figure is not the

appropriate “density” to be used for calculating the requested cost per cubic foot.

N
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OCA/USPS-T33-1. Please refer to USPS-T-33 at 12, I. 5-10. You propose to make
electronic Delivery Confirmation available to Parcel Select customers on a no-fee basis
(by bundling the costs in the Parcel Select rates).

(a)

(b}

(c)

Did you consider offering electronic Delivery Confirmation to retail Parcel Post
customers on a no-fee basis by absorbing such costs into the rates paid by retail
Parcel Post? If so, why wasn't such a proposal included in your testimony?

Are you aware that while retail Priority Mail customers generally pay a fee for
manual Delivery Confirmation there is a no-fee electronic option available to
them when they print a Priority Mail/Delivery Confirmation label at the Postal
Service's website, specifically at
http://www.usps.com/cgi-bin/api/shipping_label.cgi? (The form that Priority Mail
retail customers use is attached to this set of interrogatories).

Assuming that the Commission recommends the no-fee electronic Delivery
Confirmation option for Parcel Select mailers that you propose, do you agree that
making this option available to retail Parcel Post customers (at the USPS website
in a manner similar to Priority Mail) creates parity both with the Parcel Select
customers and with retail Priority Mail customers? If not, please explain fully.

RESPONSE

(a)

While the initiative for offering Delivery Confirmation to Parcel Select on a no-fee
basis came from commercial parcel shippers, the Postal Service did consider
expanding the service to retail Parcel Post as well. After considering a number of
factors and implications of the expansion, it was decided to limit the no-fee
service to Parcel Select. One factor was the absence of any strong call coming
from retail Parce! Post users for this kind of service expansion. Strong demand
is important because no-fee Delivery Confirmation leads to higher postage rates
for customers. A further important reason was the concern that bundling the
Delivery Confirmation costs into retail Parcel Post would push up retail rates,
which were already the object of substantial rate increases. (Delivery
Confirmation costs for Parcel Select are reflected in the proposed Parcel Select
rates. USPS-T-33 at 15.) Anocther factor was the realization that expansion of
no-fee Delivery Confirmation {o retail Parcel Post might have significant
implications for similar expansions to other parcel subclasses and other

classifications which contain parcels. The Postal Service would want to give



(b)

(c)
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these issues more thorough consideration before proposing to go beyond the
proposed expansion.

Yes. I'm also aware that the cost of no-fee electronic Delivery Confirmation is
built into the base costs of Priority Mail. Similar costs are not built into the base
cost of retail Parcel Post.

Having no-fee Delivery Confirmation available to retail Parcel Post as well as
Parce! Select and retail Priority Mail might create “parity” in that it narrows the
service differences and blurs the distinctions between retail Parcel Post and
these two other broad categories. This could be especially true for closer in
zones where parcels from all of these categories are transported by surface. I'm
not convinced that such “parity” is warranted at this time. For the reasons
mentioned in subparts (&) and (b), the Postal Service does not believe there is

sufficient reason to expand the service beyond our current proposal at this time.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KIEFER
TO INTEROGATORIES OF THE PARCEL SHIPPERS ASSOCIATION

PSA/USPS-T33-1. Please refer to USPS-LR-J-106, PPWP xls, worksheets Proposed
Priority Mail Rates and Preliminary Inter-BMC Rates.

(a) Please confirm that, in many rate cells, proposed Priority Mail rates are less than
preliminary inter-BMC Parcel Post rates. If not confirmed, please explain fully.

(b) Please explain in detail why any proposed Priority Mail rates are less than the
corresponding preliminary inter-BMC Parcel Post rate.

(c) Are there any rate cells where the unit cost for a Priority Mail piece is less than the
unit cost for an inter-BMC Parcel Post piece? If s0, please explain fully why the unit
cost for Priority Mail is less than the unit cost for inter-BMC Parcel Post.

(d) How many inter-BMC Parcel Post pieces are in rate cells where the proposed
Priority Mail rate is less than the preliminary inter-BMC Parcel Post rate?

(e) Please confirm that your rate design constrains the rate for inter-BMC Parcel Post
pieces to be no greater than the proposed Priority Mail rate less ten cents. If not
canfirmed, please explain fully.

(f) If you eliminated the Priority Mail constraint, do you believe that some inter-BMC
Parcel Post pieces would migrate to Priority mail? if so, how many inter-BMC pieces
would you expect to migrate? If not, why not?

RESPONSE

(a) Confirmed.

(b) One or more of a number of factors could have contributed to the situation where
some proposed Priority Mail rates are lower than preliminary Inter-BMC Parcel Post
rates. The first is the most obvious: that what is being compared are final Priority
Mail rates, which include all rate mitigation adjustments, and preliminary Parcel Post
rates, which exclude any adjustments to address anomalies that might have arisen
during the rate design process. Another factor that potentially might have led to this
situation are the different cost allocation algorithms used in the Priority Mail and

Parcel Post rate design processes. It is also critical to note the fact that Inter-BMC is
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a de-averaged, high-cost component of Parcel Post, while Priority Mail is a cost-
averaged product.

(c) Based on cost information | have received from witness Scherer, | have found some
rate cells where the unit cost allocated to Priority Mail is less than the unit cost
allocated to Iinter-BMC Parcel Post. | do not know why this situation has occurred,
but potential explanations include the following factors: {i) the different composition
of the Priority Mail and Inter-BMC Parcel Post mail mixes; (ii) the fact that Priority
Mail's allocated costs are the average costs for the whole product, whereas Inter-
BMC allocated costs are the de-averaged costs for the highest-cost component of
Parcel Post; (iii) the fact that Priority Mail and Parcel Post use different algorithms to
allocate costs to individual rate cells. | do not know what weight each of these
contributing factors may have had in producing the observed outcome.

(d) Excluding OMAS pieces, 20,571,255 pieces, based on TYBR volumes.

(e) That is the intent of the Priority Mail constraint.

(f) 1tis likely that some Inter-BMC Parcel Post pieces would migrate to Priority Mail.
Factors in addition to the constrained Inter-BMC rates (for example, the numbers of
pieces affected by discounts and surcharges and the sizes of these discounts and
surcharges) affect the final prices paid by Inter-BMC mailers, and so are likely to
have an impact on migration decisions. The impact of these other factors cannot be
determined based on available data, so | cannot determine how many pieces would

migrate if the Priority Mail constraint were eliminated.
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PSA/USPS-T33-2. Please refer to USPS-LR-J-106, PPWP .xls, worksheet TYAR
Revenue Summary.

{(a) Please confirm that TYAR inter-BMC Parcel Post revenue is $243 million. If not
confirmed, what is it?

{(b) Please confirm that TYAR intra-BMC Parcel Post revenue is $92 million. If not
confirmed, what is it?

(c) Please confirm that TYAR Parcel Select revenue is $847 million. if not confirmed,
what is it?

(d) What is the total TYAR inter-BMC Parcel Post cost projected to be? Please also
describe how you calculated this figure.

(e) What is the total TYAR intra-BMC Parcel Post cost projected to be? Please also
describe how you calculated this figure.

() What is the total TYAR Parcel Select cost projected to be? Please also describe
how you calculated this figure.

{g) Please provide FY 2000 cost coverages individually for inter-BMC Parcel Post, intra-
BMC Parcel Post, and Parcel Select and describe how you calculated each figure.

RESPONSE

(a) Not confirmed. Inter-BMC adjusted revenue (excluding OMAS, combination
enclosure and pickup revenue) is estimated to be $241 million.

(b) Intra-BMC adjusted revenue {exclusive of Alaska Bypass, combination enclosure,
and pickup revenue) is estimated to be $92 million.

{(c) Confirmed.

(d) The estimated TYAR cost for Inter-BMC Parcel Post is $239 million. | developed
this estimate by multiplying the TYAR volume for Inter-BMC Parcel Post by the sum
of the per-piece and per-pound charges (net of markup. for contingency and
institutional costs). | then adjusted these costs to reflect cost savings for barcoeding,

BMC presort and OBMC entry of some pieces, and to reflect additional costs due to
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honmachinability of some pieces. Finally | inflated these costs by a percentage that
reflected the inclusion of OMAS pieces in the overall Inter-BMC cost calculation.

(e) The estimated TYAR cost for Intra-BMC Parcel Post is $93 million. | developed this
estimate by multiplying the TYAR volume for intra-BMC Parcel Post by the sum of
the per—piede and per-pound charges (net of markup for contingency and institutional
costs) less the per-piece savings for Intra-BMC pieces relative to Inter-BMC pieces
(Input [20b] on my workpaper WP-PP-1). | then adjusted these costs to reflect cost
savings for barcoding of some pieces, and to reflect additional costs due to
nonmachinability of some pieces. Finally | inflated these costs by a percentage that
reflected the inclusion of Alaska Bypass pieces in the overall Intra-BMC cost
calculation. _

(f) The estimated TYAR cost for Parcel Select Parcel Post is $678 million. | developed
this estimate by subtracting the Inter-BMC and Intra-BMC total cost estimates from
the total Parcel Post TYAR cost.

{(g) No cost coverages were developed using FY 2000 data.
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PSA/USPS-T33-3. Please refer to pages 20 - 21 of your testimony where you discuss
rate change constraints.

(a) Please confirm that the sole reason you imposed rate change constraints was to
mitigate the impact of the rate increase on individua! mailers. f you do not confirm,
please explain fufly.

(b) Please explain in detail why you selected the rate change constraints that you did.

RESPONSE

(a) Not confirmed if the term “individual mailers” refers to specific customers. The
purpose of the rate change constraints described in Section E.1 on pages 20 and 21
of my testimony was to mitigate the impacts of the rate increases on all of our Parcel
Post customers. While the benefits of rate increase mitigation accrue to both
commercial and retail customers, the retail rates (Intra-BMC and Inter-BMC)
experience some of the largest rate mitigation, especially in the heavily used rate
cells,

(b) The rate change constraints selected represent the considered judgment of the
Postal Service as to the maximum acceptable degree to which rates could change
within the context of the present rate case. In making this selection, many factors
were taken into consideration including, costs and changes in costs, likely impacts
an mailers, current rate levels and rate relationships, the rate levels and rate
refationships that would emerge as the result of rate mitigation efforts, market

signals sent by various prices, and Postal Service business considerations.
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PSAJ/USPS-T334. Please refer to USPS-LR-J-106, PPWRP .xls, worksheets Constrained
Inter-BMC Rates, Constrained Intra-BMC Rates, and Constrained Parcel Select Rates.

(a) Have you calculated the effective passthrough of DBMC cost avoidances that
underlies your proposed rates? If so, please provide your estimate and explain your
calculations. -

(b) Have you calculated the effective passthrough of DSCF cost avoidances that
underlies your proposed rates? If so, please provide your estimate and explain your
calculations.

{¢) Have you calculated the effective passthrough of DDU cost avoidances that
underlies your proposed rates? If so, please provide your estimate and explain your
calculations.

RESPONSE

(a) This has not been calculated.
(b) This has not been calculated.

(c) This has not been calculated.
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PSAJUSPS-T33-6. Please refer to USPS-LR-J-106, SWP 1-1 and PPWP xls, WP-PP-

1

(a)

(b)

(c)

Please confirm that your Test Year After Rates (TYAR) revenue estimate
assumes that {before migration of DBMC nonmachinable parcels to the new 3-
digit nonmachinable outside (NMO) DSCF rate) approximately 6.04 percent of
DBMC parcels are nonmachinable. If not confirmed, please explain your
response fully.

Please describe the source of the data that you used to estimate that 6.04
percent of GYF 2000 DBMC parcels were nonmachinable and provide all
underlying calculations.

For each accounting period (AP) since the Postal Service implemented the
Postal Rate Commission's recommended Docket No. R2000-1 rates, please
provide the total volume of Parcel Select DBMC parcels and the total volume of
Parcel Select DBMC nonmachinable parcels.

RESPONSE

(@)
(b)

Confirmed.
The 6.04% figure was calculated for the Parcel Post Billing Determinants by

dividing the estimated volume of GFY 2000 DBMC nonmachinable pieces,

14,742,924, by the total number of GFY 2000 Parcel Select Pieces, 244,273,920.

The 14.7 million figure was estimated by applying the ratio of nonmachinable -
DBMC pieces to total DBMC pieces, both obtained from preliminary post-R2000-
1 implementation RPW data, to the GFY 2000 total DBMC volume. The

workpaper for the derivation of the 14.7 million figure was not retained.

Calculation: (14,742,924) / (244,273,970) = 6.04%, approximately.

The 6.04% figure therefore represents the share of DBMC nonmachinable pieces

in total Parcel Select volume. Given the way input assumption [10c] was

subsequently used in my warkpapers, it was inappropriate to use the 6.04%
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figure for input assumption [10c] in my workpaper WP-PP-1. The figure that
should have been entered was the ratio of the DBMC nonmachinable pieces to

total GFY 2000 DBMC pieces, or:
(14,742,924) / (201,339,863) = 7.3%, approximately.

Substituting 7.3% instead of 6.04% for assumption [10c] would lower total Parcel
Post revenue by only $1.0 million out of a total revenue projection of $1.2 billion.
(c) The most finely disaggregated official RPW data are by postal quarter. Postal
Quarters 3 and 4 for FY 2001 comprise almost all of the post-R2000-1
implementation period. The requested data for these two postal quarters are

provided below.

Total DBMC parcels:
FY2001, PQ3: 35,248,046
FY2001, PQ4: 40,737,248
DBMC Nonmachinable parcels
FY2001, PQ3: 2,737,694
FY2001, PQ4: 2,582,921
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PSA/USPS-T33-7. Please refer to your response to PSA/USPS-T33-6(c) where you
refer to FY 2000 destination bulk mail center (DBMC) Parcel Post volumes.

(a)

(b)

Please confirm that these references should be to FY 2001 volumes, not FY
2000 volumes. If not confirmed, please explain your response fully.

tn FY 2000, what percentage of DBMC parcels were nonmcachinable outside
(NMO) parcels? Please explain your data source and how you calculated this
figure. [f you cannot provide a specific figure, do you believe that NMOs made
up a larger or smaller portion of DBMC parcels before the impiementation of
Docket No. R2000-1 rates than after rate implementation. Please explain your
response fully.

RESPONSE

(a)

(b)

Confirmed. A revised response has been filed to this question that corrects this
error.

Although it is common practice to use the term NMOs to refer to all
nonmachinable parcels, strictly speaking, NMOs are a subset of nonmachinable
parcels—those that cannot be placed inside a container that can be mailed.
Whenever the term NMO occurs in my testimony or workpapers, it should be
understood in the broader sense, that is, to refer to all nonmachinable pieces. |
am informed that no Postal Service data source distinguishes nonmachinable
outside parcels from other nonmachinable pieces. Estimates were made of the
number of Parcel Select nonmachinable pieces in FY 2000. These were made
by analyzing sampled Parcel Select pieces to determine the share of pieces
whose weight exceeded 35 pounds, or whose dimensions exceeded other
machinability criteria. These share data were applied to RPW volumes to
produce estimates of nonmachinable parceis for FY 2000. Because the
markings on the parcels do not distinguish the entry point, the FY 2000 estimates
were not able to distinguish DBMC parcels from other parcels. No comparable

study has been performed for the post R2000-1 rate implementation period. In



4169

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KIEFER
TO INTEROGATORIES OF THE PARCEL SHIPPERS ASSOCIATION

the absence of data or studies of nonmachinable outside parcels, or of total
nonmachinable parcels conducted before and after implementation of Docket No.
R2000-1 rates, there is no clear basis to determine whether the proportion of
either DBMC nonmachinable parcels, or nonmachinable outside parcels went up
or down. The imposition of a surcharge on DBMC nonmachinable pieces as part
of the Docket No. R2000-1 rate implementation, all other things being equal,
would presumably have had a depressing effect on the number of DBMC
nonmachinable parcels and nonmachinable outside parcels entered. | have seen
no studies, however, that support the notion that all other factors that might
influence the share of DBMC nonmachinable parcels or nonmachinable outside
parcels were, indeed, equal between these two time periods. This leaves open
the possibility that other factors besides the surcharge could have either

reinforced or reversed the presumed volume-depressing effect of the surcharge.
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PSA/USPS-T33-8. Please refer to your response to PSA/USPS-T33-6(b) and to USPS-
LR-J-64, fa_usps.xls, worksheet “Total’.

(a)  Please confirm that using a 7.3% destination buik maii center (DBMC)
nonmachinable outside (NMO) figure instead of 6.04% increases the volume of
mail that migrates from the DBMC NMO rate to the 3-Digit DSCF rate and
therefore would increase the Parcel Post final adjustment. If not confirmed,
please explain your response fully.

(b) If your response to subpart (a) of this interrogatory is in the affirmative, by how
much would using the 7.3% figure instead of the 6.04% DBMC NMO figure
increase the Test Year After Rates (TYAR) Parcel Post final adjustment.

RESPONSE

(a).(b) Please refer to my response to PSA/USPS-T33-7 for the distinction between
nonmachinable parcels and nonmachinable outside parcels. In my workpapers,
all my assumptions and calculations refer to total nonmachinable parcels.
Assuming that the share of DBMC pieces that are nonmachinable is 7.3% rather
than 6.04% would, using the other assumptions incorporated in my rate design
model, increase the volume of mail that is projected to migrate from the DBMC
nonmachinable rate to the new proposed 3-digit nonmachinable DSCF rate.
Witness Eggleston informs me that making this change in my assumptions would

increase the size of the Parcel Post final adjustment by $1.485 million.
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PSA/USPS-T33-9. Please refer to your response to PSA/USPS-T33-6 and USPS-LR-
J-106. Also, please assume for the purpose of this interrogatory that before the
implementation of the nonmachinable outside (NMOQ) parcel surcharge for destination
bulk mail center (DBMC) parcels in January 2001, twelve percent of DBMC parcels
were NMOs and that, in response to the implementation of the NMO surcharge, the
NMO percentage decreased to 7.3 percent.

(a) Please confirm that, all else being equal, a decrease in the proportion of DBMC
parcels that are NMOs would reduce Parcel Post costs.

(b)  Please confirm that, all else being equal, a decrease in the proportion of DBMC
parcels that are NMOs would reduce Test Year After Rates Postal Service
revenues.

(c) Is it possible that, in response to the introduction of a DBMC NMO surcharge,
some mailers of DBMC NMOs began mailing these parcels using another
shipper? Please explain your response fully.

(d) Please confirm that the Postal Service did not include a final adjustment to Parcel
Post costs to reflect differences in the percentage of Parcel Post DBMC parcels
that were NMOs before and after the introduction of the DBMC NMO surcharge.
if not confirmed, please explain fully.

(e) Please confirm that, by using the DBMC NMO percentage from after the
introduction of the DBMC NMO surcharge, your estimate of Test Year After
Rates Parcel Post revenues reflect changes in the DBMC NMO percentage that
occurred due to the introduction of DBMC NMO surcharge. If not confirmed,
please explain fully.

{f Please confirm that, if the change in the DBMC NMO percentage described in
the introduction to this interrogatory did indeed occur, the Postal Service’s Test
Year After Rates Parcel Post attributable costs would be overstated. If not
confirmed, please explain fully. If so, by how much would the Postal Service's
Test Year After Rate Parcel Post attributable costs be overstated?

RESPONSE

(a) Confirmed, if all else is equali.
(b}  Confirmed, if all else is equal.
(¢)  Faced with paying a nonmachinable surcharge it is reasonable that mailers of

DBMC nonmachinable parcels would consider what alternatives might exist that
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did not involve paying the surcharge including, as one alternative among others,
using other shippers. It is possible that some mailers did begin to utilize other
shippers for these pieces.

This question has been redirected to witness Eggleston (USPS-T-25) for
response.

| used the share of DBMC nonmachinable parcels obtained from post-R2000-1
rate implementation because it represented, in my judgment, the best available
estimator of the share of DBMC nonmachinable parcels in the test year. Itis
likely that the percentage of nonmachinables in the data | used reflects, among
other things, at least some of the changes, if any, in mailers’ practices taken inr
response to the newly imposed DBMC nonmachinable surcharge. My
projections of TYAR revenues depend, in part, on volume projections, which are
based, in part, on my estimated DBMC nonmachinable parcel shares. While |
cannot confirm that a change in the proportion of DBMC nonmachinable parcels
did occur (see my response to PSA/USPS-T33-7(b)), any such changes that
might have occurred would ultimately be reflected in my TYAR revenue
projections.

This question has been redirected to witness Eggleston (USPS-T-25) for

response.
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UPS/USPS-T33-1. Refer to library reference USPS-LR-J-1086, workpaper WP-PP-26.

(a) Confirm that the preliminary rate for a 3-pound DDU destination-entry Parce!
Post parcel is 85.0 cents. If not confirmed, explain in detail. -

(b) Refer to library reference USPS-LR-J-64, Attachment |, page 3 and USPS-T-
15, Attachment 10.

(i) Confirm that City Carrier (C/S 6 & 7) costs for Parcel Post in the TYBR (Test
Year Before Rates) are $80,127,000 (excluding contingency), and that a piggyback
factor of 1.423 applies to these costs. If not confirmed, explain in detail.

(i) Confirm that Rural Carrier (C/S 10) costs for Parcel Post in the TYBR are
$31,120,000 (excluding contingency), and that a piggyback factor of 1.243 applies to
these costs. If not confirmed, explain in detail.

(iii) Confirm that, after application of piggyback factors, the total City Carrier and
Rural Carrier costs for Parcel Post in the TYBR are $152,815,000 ($80,127,000 times
1.423, plus $31,120,000 times 1.243).

(iv) Confirm that dividing $152,815,000 by 405,633,782 Parcel Post pieces in the
TYBR (from library reference USPS-LR-J-106, workpaper WP-PP-1) yields piggybacked
city and rural carrier costs of 37.7 cents per piece (excluding contingency) for Parcel
Post, including DDU destination-entry parcels.

(c) Refer to library reference USPS-LR-J-64, Attachment A, page 1 and
Attachment |, page 17. Confirm that the average mail processing cost, including
piggyback, for DDU destination-entry parcels is 34.6 cents per piece (excluding
contingency). If not confirmed, explain in detail.

(d) Refer to library reference USPS-LR-J-108, workpaper WP-PP-15. Confirm
that the transportation cost for a 3-pound DDU destination-entry parce! is 6.2 cents per
piece (excluding contingency). If not confirmed, explain in detail.

(e} Refer to library reference USPS-LR-J-106, workpaper WP-PP-20. Confirm
that the delivery confirmation cost for each Parcel Select piece, including DDU
destination-entry parcels, is 3.8 cents per piece (excluding contingency). If not
confirmed, explain in detail.

(f) Confirm that the total of city and rural carrier, mail processing, transportation
and delivery confirmation costs above for a 3-pound DDU destination entry piece is 82.3
cents (37.7 + 34.6 + 6.2 + 3.8) per piece (excluding contingency), and 84.7 cents per
piece with a 3.0% contingency. If not confirmed, explain in detail.

(g) Refer to library reference USPS-LR-J-106, workpaper WP-PP-20 and
workpaper WP-PP-1. Confirm that the mark-up included in the per-piece component of
Parcel Post, including that applicable to DDU destination-entry parcels, is
$564,137,378%(1.03)*(15.26%) / 405,633,782 pieces, or 21.9 cents per piece. If not
confirmed, explain in detail.

(h) Refer to library reference USPS-LR-J-106, workpaper WP-PP-21.

(i} Confirm that the total pound charge for a 3-pound DDU destination entry
parcel is 16.51 cents per piece, including markup. If not confirmed, explain in detail.

(ii) Confirm that the total pound charge for a 3-pound DDU destination entry
parcel includes a markup of 15.26%. If not confirmed, explain in detait.



4174

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS KIEFER TO
INTERROGATORIES OF UNITED PARCEL SERVICE

(iii) Confirm that with the markup factor of 15.26%, that a markup of 2.2 cents per
piece has been included in the pound charge for a 3-pound DDU destination entry
parcel. If not confirmed, explain in detail. )

(i) Confirm that the cost of a 3-pound DDU destination entry piece plus the
markup is $1.09 (84.7 cents plus 21.9 cents plus 2.2 cents). If confirmed, explain in
detail why the preliminary rate for a 3-pound DDU-destination entry of 85.0 cents is so
much lower than the cost plus markup of this same piece. If not confirmed, explain in
detail.

RESPONSE

(a) Confirmed.

by O Confirmed.
(i} The figure $31,120,000 cannot be confirmed, and is assumed to be a
typographical error. The figure $31,210,000 and the piggyback factor can be
confirmed.

(iiy  The product of $31,210,000 and 1.243, added to the product of

$80,127,000 and 1.423, can be confirmed as $152,815,000, approximately.

(iv)  The results of the computation described can be confirmed.

(c)  Confirmed, if one is referring to unadjusted costs.

(d) Confirmed.

(e)  Notconfirmed. The 3.8 cent per piece figure includes both a contingency
markup and a general markup.

" Not confirmed for several reasons. First, the 3.8 cents already contains
markups. Second, a 3% increase over 82.3 cents is 84.8 cents, not 84.7 cents.

Third these cannot be characterized as the costs of a 3-pound DDU piece, since

these “costs” have not been adjusted.
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The arithmetic can be confirmed, but the characterization of this figure as the
markup per piece of Parcel Post cannot. It is an intermediate resuit in the rate
development process without any clear meani-n.g or significance.
(i} Confirmed.
(i) 1t can be confirmed that the preliminary pound charge for the described parcel
includes a markup factor of 15.26%.
(iii) It can be confirmed that 2.2 cents of the 16.5 cents is accounted for by
multiplying by one plus the 15.26% factor.
Not confirmed. The supposed $1.09 rate figure is incorrect and is the result of a
flawed rate computation methodology. The $1.09 figure was arrived at using a
bottom-up approach that has several incapacitating flaws. First, the cost
numbers used are based on test year projections before final adjustments.
Second, the per-piece costs used do not remove weight-related non-
transportation costs and so misstate the per-piece costs. Third, the Parcel Select
Delivery Confirmation charge already contains a contingency and a markup and
is marked up a second time in UPS’s calculations. Fourth, the “rate” calculation
does not take into account the impacts of revenue offsets, such as from
surcharges. Fifth, the UPS approach uses my Cost Coverage Markup Factor,
which was developed to achieve the target Parcel Post revenue, within the
context of my rate design, in an inappropriate fashion. This factor was developed
to mark up post-final adjustments costs that had been further adjusted for

leakages, surcharges and other revenue offsets. Employing it to mark up raw,
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unadjusted cost data is an invalid use of this factor and is sure to produce faise

and misleading “cost” and “rate” projections.
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UPS/USPS-T33-2. Provide the workpapers containing the underlying calculations used
to derive the figures contained in USPS-T-33, Attachment 8, “Parcel Post Financial
Summary”.

RESPONSE

Please see USPS-LR-J-189, which consists of an electronic spreadsheet
(UPS1Q2.XLS). Allitems except the last column and the items identified as “Changes
by Rate Category” of Attachment B ére derived in workpaper WP-PP-31. The items
identified as Changes by Rate Category are derived in the UPS1Q2.XLS worksheet with
the tab labeled “Rate Class Increases.” The items in the [ast column of Attachment B

are derived in the worksheet with the tab labeled “Constant Mix Increases” in the cells

AE40 to AE44.
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UPS/USPS-T33-5. Refer to library reference USPS-LR-J-64, Attachment A, page 6.

(a) Confirm that there were approximately 38 million Parcel Post DDU-entry
pieces in Base Year 2000. If not confirmed, explain in detail.

(b) Refer to library reference USPS-LR-J-106, workpaper WP-PP-1. Confirm that
there are expected to be approximately 104 million Parcel Post DDU destination-entry
pieces in the TYAR under the Postal Service's proposed rates. If not confirmed, explain
in detail.

(c) Confirm that Parcel Post DDU destination’entry pieces are forecast to be
28.1% of total Parcel Post volume in-the TYAR. If not confirmed, explain in detail.

RESPONSE

(a) Confirmed.
(b)  Confirmed.

(c) Confirmed.
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UPS/USPS-T33-9. Confirm that both Priority Mail and Parcel Post pieces will be offered
free electronic delivery confirmation service under the Postal Service's proposal in this
docket. If not confirmed, explain in detail.

RESPONSE

Not canfirmed. The Postal Service’s proposal offers no-additional-fee electronic
Detivery Confirmation to Parcel Select pieces only. This service is not free to Parcel
Select users. The cost of providing this service is recovered in Parcel Select rates.
Neither “free” nor no-fee Delivery Confirmation is offered to non-Parcel Select Parcel
Post. | am informed that electronic Delivery Confirmation is not offered free to Priority
Mail customers. As with Parcel Select, electronic Delivery Confirmation is offered to

Priority Mail users without paying a separate fee and its cost is recovered in Priority Mail

rates.
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UPS/USPS-T33-10. Confirm that pieces below 1 pound could not be sent by Parcel

Post prior to January, 2001. If not confirmed, explain in detail.

(a) Confirm that Priority Mail pieces below 1 pound could migrate to Parcel Post
DDU destination entry beginning in January 2001. If not confirmed, explain in detail.

(b) Refer to library reference USPS-LR-J-106, workpaper WP-PP-7. Provide the
share of 1 pound Parcel Post parcels separately for DDU destination entry and DSCF
destination entry. If not available, explain why not.

RESPONSE

Prior to the implementation of Docket No. R2000-1 rates in January, 2001, pieces

weighing below one pound were not eligible to use Parcel Post.

(a) Not confirmed for all Priority Mail pieces. Beginning January 7, 2001 certain Priority
Mail pieces that met the content restrictions for Parcel Post and that weighed under
one pound became eligible for entry as Parcel Post, including for entry as DDU
Parcel Post, provided all the other requirements for DDU Parcel Post entry were
met.

{b) This information is not available. It is my understanding that the information systems
used to estimate the shares of one and two pound Parcel Post parcels sample all
drop-shipped parcels at the point of destination. These parcels do not bear

markings that uniquely determine which Parcel Seiect rate category they were

entered under, so the requested shares cannot be determined.
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UPS/USPS-T33-15. Refer to library reference USPS-LR-J-106 and library reference
USPS-LR-J-64, Attachment A, page 1. _

(a) Confirm that in your Parcel Post rate design you have applied a 100%
passthrough for DBMC (Destination Bulk Mail Center)-destination entry, DSCF
(Destination Sectional Center Facility) destination entry, DDU (Destination Delivery Unit)
destination entry, OBMC (Origin Bulk Mail Center) presort and BMC (Bulk Mail Center)
presort worksharing cost avoidances in deriving preliminary rates. If confirmed, explain
why a 100% passthrough was selected. If not confirmed, expiain in detail.

(b) Confirm that the Postal Service proposes for the first time in this docket to
apply a CRA multiplier to the derivation of the Parcel Post DBMC destination entry,
DSCF destination entry, DDU destination entry, OBMC presort and BMC presort
worksharing mail processing cost avoidances. If not confirmed, explain in detail.

{c) Confirm that application of a CRA multiplier increases the amount of these
worksharing cost avoidances by 28.6%. If not confirmed, explain in detail.

(d) Confirm that the DDU destination entry mail processing cost avoidance in
comparison to DBMC destination entry would decline from $1.133 to $0.881, or 25
cents per piece if the CRA multiplier were not applied. If not confirmed, explain in detail.

{e) Confirm that the DBMC destination entry mail processing cost avoidance in
comparison to intra-BMC would decline by from 73.4 cents to 57.1 cents, or 16 cents
per piece if the CRA multiplier were not applied. If not confirmed, explain in detail.

(f) Confirm that, in total, the mail processing cost avoided by a DDU destination
entry parcel in comparison to an intra-BMC parcel would decline by 41 cents if the CRA
multiplier were not applied.

(g) How confident are you that use of the new CRA multiplier provides a
conservative estimate of the Parcel Post DBMC destination entry, DSCF destination
entry, DDU destination entry, OBMC presort, and BMC presort worksharing cost
avoidances? Explain the basis for your answer.

(h) Explain in detail how you took into account the first-time use of a CRA
multiplier in selecting the passthroughs to use for the DBMC destination entry, DSCF
destination entry, DDU destination entry, OBMC presort, and BMC presort worksharing
cost avoidances.

RESPONSE

(a) Not confirmed for OBMC and BMC discounts. Regarding these discounts: these
were not derived or reported as part of the preliminary rates | developed. In my
constrained rates, | did use a 100% passthrough of cost avoidances for these
discounts. The 100% passthrough of cost avoidances can be confirmed for
DBMC, DSCF and DDU preliminary rates. It is generally my practice in rate

design to first develop preliminary rates that reflect all reported cost savings.
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These preliminary rates are then adjusted, if needed, to incorporate
considerations, such as rate change mitigation, that the preliminary rates do not

reflect.

{b)-(g) Redirected to witness Eggleston for response.

(h)

No adjustment was made. It was not necessary to make any adjustment for
several reasons. First, as described in witness Eggleston's response to USPS-
T33-15(g), redirected to her, the use of CRA adjustment factors in estimating
Parcel Post costs is not new. The only new aspect is the application of these
factors to the estimation of some Parcel Post worksharing cost avoidances.
There is no reason to believe that applying these factors for the first time means
that the factors, or the cost avoidances they are used to estimate, are in any way
less reliable, or that they should be adjusted when deveioping rates. Second, as
described in my testimony, preliminary Parcel Post rates were significantly
adjusted, primarily to mitigate rate changes and ensure appropriate rate
relationships among various rate categories. Even if, contrary to fact, making
additional adjustments to reflect the first time use of CRA adjustment factors
were deemed to be warranted, there is no reason to believe that, once the
subsequent rate mitigation and rate relationship adjustments were undertaken,
the resulting rates would have differed to any material degree from those |

proposed.
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UPS/USPS-T33-16. Refer to your testimony, USPS-T-33, Attachment B.

(a) Confirm that the Test Year After Rates (“TYAR"} contribution per piece for
Parcel Post under the Postal Service's proposed rates is 44.cents per piece ($3.24
minus $2.80). If not confirmed, explain in detail.

{b) Confirm that, assuming a 100% passthrough of worksharing savings, the
contribution per piece for workshared categories of Parcel Post should be the same as
that of the non-workshared categories from which the workshared categories’ rates are
derived. If not confirmed, explain in detail. )

(c) Refer to library reference USPS-LR-J-106, and your workpapers WP-PP-22,
WP-PP-24, and WP-PP-26, which contain the calculation of preliminary rates for Inter-
BMC (“Bulk Mail Center”), intra-BMC, DBMC (“Destination Bulk Mail Center”)
destination-entry, DSCF (“Destination Sectional Center Facility”) destination-entry, and
DDU (“Destination Delivery Unit") destination entry Parcel Post. What is the contribution
per piece on average for the:

i. Inter-BMC rate category using the preliminary Inter-BMC rates?

ii. Intra-BMC rate category using the preliminary intra-BMC rates?

iii. DBMC destination-entry rate category using the preliminary DBMC

destination-entry rates?

iv. DSCF destination-entry rate category using the preliminary-DSCF

destination-entry rates?

RESPONSE

(a) Confirmed.

(b}  Not confirmed. Other factors, such as rate change mitigation, affect the final
rates proposed for all Parcel Post rate categories, and therefore the contributions
per piece, for these categories. Taking into account these factors, there is no
reason why contributions should be identical across all rate categories.

{c) (i) to (iv}): | have not performed these computations, so | don’t know what the

requested values are.
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UPS/USPS-T33-17. Refer to library reference USPS-LR-J-106 and your workpaper WP-
PP-21.

{a) Confirm that the “pound charges” by rate category derived in workpaper WP-
PP-21 include the transportation charges by rate category derived in workpaper WP-
PP-15. If not confirmed, explain in detail.

(b) Confirm that the pound charges derived in workpaper WP-PP-21 include a
markup, through application of a markup factor of 115.26% to the underiying costs. If
not confirmed, explain in detail.

(c) Confirm that Destination Bulk Mail Center {(*DBMC") destination-entry parcels,
Destination Sectional Center Facility (“DSCF”) destination-entry parcels, and
Destination Delivery Unit (“DDU") destination-entry parcels represent workshared rate
categories of Parcel Post. If not confirmed, explain in detail.

(d) Confirm that it is standard Commission practice in deriving worksharing
category rates to deduct the passed-through worksharing cost savings from the rate
assigned to the non-workshared rate category. If not confirmed, explain in detail.

(e) Assume the Postal Service's cost of transporting an intra-BMC ("Bulk Mail
Center”) parcel is $1.00 and the Postal Service's cost of transporting the same parcel
when workshared and dropshipped to the DSCF is 20 cents, reflecting 80 cents of
worksharing transportation cost savings. Assume a markup up of 20% is applied in
deriving rates and a 100% passthrough is applied to worksharing cost savings.

i. Confirm that the standard Commission practice in building up rates would be to
assign $1.20 for the intra-BMC parcel and $1.20 minus 80 cents, or 40 cents, for the
workshared DSCF parcel. If not confirmed, explain in detail.

ii. Confirm that under your approach in workpaper WP-PP-21, in building up rates
you would assign $1.20 for the intra-BMC parcel and 24 cents for the workshared DSCF
parcel. If not confirmed, explain in detail.

(f) Confirm that deriving rates by marking-up the underlying transportation costs
for each individual non-workshared and workshared rate category is mathematically
equivalent to marking up transportation worksharing cost avoidances. If not confirmed,
explain in detail.

(g) Confirm that the Commission explicitly stated in its Opinion and
Recommended Decision in Docket No. R97-1, at 489, that Parcel Post transportation
worksharing cost aveoidances should not be marked up in deriving Parcel Post rates. If
not confirmed, explain in detail.

(h) Explain in detail why you have chosen to mark-up transportation worksharing
cost avoidances in your derivation of Parcel Post rates. Include in your explanation why
you believe the Commission’s traditional practices and its stated position in its Opinion
and Recommended Decision in Docket No. R97-1 are wrong.

RESPONSE

(a) Confirmed.

(b}  Confirmed.
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Confirmed.

This statement cannot be confirmed in the absolute. The Commission has
accepted a range of practices for handling workéhéring transportation costs,
including applying a markup to separately derived transportation costs for
destination-entry rate categories.

{i) It can be confirmed that applyiﬁg a 20% markup to a $1.00 transportation
cost resuits in a marked up value of $1.20 for the hypothetical Intra-BMC piece
and that deducting $0.80 from that $1.20 results in a vaiue of $0.40 for the
hypothetical DSCF piece. That this is “standard Commission practice” cannot be
confirmed in the absolute. See the responses to part (d) above and (h) below.
(i)  This calculation cannot be confirmed since it emerges from a false and
misleading premise: that the markup under my approach would be the same as
under the approach used in subpart (i). Under my approach, the markup applied
to produce rates is endogenously derived to achieve a Parce! Post subclass
revenue target. For this reason, if a markup of 20% were used in the subpart (i)
approach, the markup would not also be 20% in my approach, but a different,
higher number. Assuming one piece of intra-BMC mail and one piece of DSCF
mail, the combined revenue generated by these two pieces (based on marked-up
transportation costs) using the subpart (i) approach would be $1.60 (equal to
$1.20 plus $0.40). Applying a 20% markup in my approach produces combined
revenue of $1.44 ($1.20 plus $0.24), falling short of the revenue target. A higher

markup than 20% would be needed to achieve the same revenue, producing
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higher rate elements for both the Intra-BMC and DSCF hypothetical pieces than
the rate elements cited in subpart (ii).

Not confirmed. In the process of deriving rates, markups are endogenously
arrived at, as described in my respohse to question 17¢(ii), above, so ratemaking
using my approach is not mathematically equivalent to ratemaking by marking up
the worksharing cost avoidances.

The Commission's Opinion appears to express agreement with UPS witness
Luciani's explanation that witness Mayes’ markup approach was “incompatible
with the view that the DBMC rates are based on a discount.” It cannot be
confirmed that this limited statement supports UPS’ broad interpretation.

The Commission has recently shown its willingness to accept the transportation
cost markup approach for independently derived destination-entry transport
costs, in addition to the discount approach. My use of the transportation cost
markup approach in this docket follows the procedure adopted by the

Commission in its own Parcel Post workpapers in Docket No. R2000-1.
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UPS/USPS-T33-18. Refer to library reference USPS-LR-J-106 and your workpaper WP-
PP-19 (apparently mislabeled WP-BPM-19).

(a) Confirm that the $1.461 per piece discount for Destmatlon Sectional Center
Facility ("DSCF") destination-entry parcels has been decreased by a factor of 6.04%
multiplied by $1.914. If not confirmed, explain in detail.

(b) Confirm that the $1.884 per piece discount for Destination Delivery Unit
(“DDU™) destination-entry parcels has been decreased by a factor of 6.04% muitiplied
by $1.914. If not confirmed, explain in detail.

(c) Explain the reasoning behind these adjustments and why you recommend
that they be incorporated in the Commission’s derivation of Parcel Post rates.

RESPONSE

(a) Confirmed.
(b)  Confirmed.
(c) The DSCF and DDU per piece discounts were derived by adding together the

per-piece savings for DSCF and DDU to the DBMC savings relative to Intra-BMC
pieces. The figures for DSCF and DDU are weighted average savings for
machinable and nonmachinable parcels combined. The adjustment | made was
to reduce the DBMC machinable savings relative to Intra-BMC parcels by a term
that reflected the additional DBMC costs due to DBMC nonmachinable pieces.
This puts the DBMC-DSCF and DBMC-DDU differentials ail on the same basis: a
weighted average of machinables and nonmachinables. 1 recommend that the
Commission use this adjustment since it would be incorrect to compare DSCF

and DDU machinables plus nonmachinables to DBMC machinable parcels only.
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UPS/USPS-T33-19. Refer to your answer to PSA/USPS-T33-1(b).

(a) Identify each of the "different cost allocation algorithms used in the Priority

Mail and Parcel Post rate design process” to which you refer.

(b) Describe each algorithm and compare and contrast its impact on Priority Mail
and Parcel Post rates.

RESPONSE

(a) The “different cost allocation algorithms” | referred to are the different methodologies
used to apportion total costs to piece and pound components during the ratemaking
process. The Parcel Post cost allocation algorithms are the methodologies
described in detail in my testimony and workpapers. Witness Scherer informs me
that the Priority Mail methodologies are described in his testimony (USPS-T-30,
Chapter I, Sections A, B and C), and in his workpapers.

(b) It is my understanding that both methodologies allocate all non-transportation costs,
except for weight-related non-transportation costs, to the per-piece rate elements,
although the iInter-BMC rate is significantly adjusted to reflect a substantial amount
of revenue leakages and surcharges. | understand the Priority Mail methodology
also makes a revenue leakage adjustment, but that this is relatively small. The
transportation and weight-related non-transportation costs are allocated to the per-
pound rate elements for both Parcel Post and Priority Mail. The Parcel Post
methodology uses cube-weight relationships to allocate costs derived on a per-cubic
foot b-asis to weight cells. | understand that Priority Mail weight-related costs are
allocated to weight cells based on the number of pounds, rather than cubic feet. |
have not done any studies that trace out in detail the impacts these different

methodologies might have on rates. Nevertheless, what | have been givén to

understand about Priority Mail's methodology leads me to believe that the allocation
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of transportation and weight-related non-transportation costs based on cubic feet for
Parcel Post, and based on pounds for Priority Mail, is likely to cause Priority Mail’s
rates to rise more steeply with weight than Inter-BMC's rates do, all else being

equal.
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UPS/USPS-T33-20. Provide all available information with respect to how offen
Parcel Post pieces are delivered by the next business day after entry or arrival at the
DDU.

RESPONSE

Witness Kingsley's response to UPS/USPS-T33-7 indicates that there is no quantitative
information as to whether parcels are delivered the next business day from the DDU. |
am informed that this is true regardfess of whether the pieces are entered at the DDU or

arrive there from within the postal system.
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UPS/USPS-T33-21. Refer o Witness Eggleston’s response to UPS/USPS-T25- 3(d),
and workpapers WP-PP-22, WP-PP-24, and WP-PP-26 from library reference USPS-
LR-J-106. Confirm that the preliminary rates (exclusive of the weight-related and
delivery confirmation components) for intra-BMC parcels and DBMC entry parcels do
not take into account the difference in the average cubic feet per piece between intra-
BMC and DBMC parcels. If confirmed, explain why not. If not confirmed, explain.

RESPONSE

Not confirmed. The Parcel Post preliminary rates take into account the differences in
cubic feet per piece in the transportation component of the rates (in addition to the
weight-related mail processing component cited in the question). My preliminary rates
for intra-BMC parcels and DBMC parcels do not take differences in the average cubic
feet per piece between these two rate categories into account for the per-piece
component of the rate since | have no cost information that specifies what, if any, non-
weight-related mail processing and delivery cost differences can be attributed to

differences in the average cubic feet per piece.
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UPS/USPS-T33-22. Assume the following:

e The parcel subclass is comprised of an equal number of intra-BMC (Bulk Mail Center)
parcels and Destination Bulk Mail Center (“DBMC") parcels (these are the only two rate
categories).

¢ The average intra-BMC parcel has fewer cubic feet per piece than the average parcel
subclass parcel.

» The average DBMC parcel has more cubic feet per piece than the average parcel
subclass parcel.

» Worksharing models, after tying to Test Year Cost and Revenue Analysis (CRA)
costs, show that the mail processing costs are $1.00 for intra-BMC parcels and $0.50
for DBMC parcels if the parcels have the same cubic feet per piece as the average
parcel subclass parcel, yielding a worksharing savings of $0.50.

o Worksharing models, after tying to Test Year CRA costs, show that the mail .
processing costs for intra-BMC parcels are $0.90 for average intra-BMC pieces
(because more of these parcels fit in the average container than do average parcel
subclass parcels) and $0.60 for average DBMC parcels (because fewer of these parcels
fit in the average container than do average parcel subclass parcels).

e Parcel rales are set to exactly recover costs, mail processing costs are the only costs
incurred by these parcels, and Test Year CRA mail processing costs are $0.75 on
average for parcels.

e The rate for intra-BMC is set at $1.00 and, using the calculated worksharing savings of
$0.50, the rate for DBMC is set at $0.50, yielding $0.75 on average in revenue for
parcel subclass parcels.

(a) Confirm that in this example the rate for DBMC parcels will not cover the average
cost for DBMC parcels of $0.60. If not confirmed, expiain.

(b) Confirm that in this example, the rate for intra-BMC parcels will cover more than the
average cost for intra-BMC parcels of $0.90. If not confirmed, explain.

(c) Do you believe that it is appropriate in this example for DBMC parcels to not cover
their average costs? Explain in detail.

{d) Do you believe it is ever appropriate for DBMC parcels tc not recover their average
costs? Explain in detail.

(e) Given this example, where would you set the rates for intra-BMC and DBMC
parcels?

RESPONSE

(a) 1can confirm the arithmetic. [f, using your example, the average cost of DEMC
parcels is $0.60 and the rate is set at $0.50, the rate will not cover the average
cost o® 0.60. .
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| can confirm the arithmetic. If the average cost of Intra-BMC parcels is $0.90
and the rate is set at $1.00, using your example, the rate will cover more than the
average cost of $0.90.

The hypothetical mode! described in this example is so grossly oversimplified
and unrealistic that using it to investigate what is and is not “appropriate” practice
in postal ratemaking is impossible. This hypothetical model discards so many of
the real issues that must be confronted in setting rates in the real world that ] am
unable to determine what principles are left to judge whether any particular
practice is “apprapriate” or not. .

DBMC parcels differ by, among other things, weight, dimensicn, destination and
entry point, aill factors that affect costs. The rates for DBMC parcels are set
primarily by zone and weight. Since the rates are not de-averaged by every
factor that affects costs, it is likely, and expected, that some DBMC parcels will
pay rates that do not recover “average costs,” depending on how costs are
averaged, and that some will pay rates that recover more than these “average
costs.” | do not find it inappropriate that some DBMC parcels may pay rates that
may not recover some abstractly defined "average costs.” The same can be said
for other Parcel Post rates and rates for other classifications. 1 am not aware of a
rationale that DBMC should be singled out for such specialized treatment.

See my response to (c).

-

-l
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UPS/USPS-T33-23. Refer to Witness Eggleston’s response to UPS/USPS-T25- 3(e),
and workpapers WP-PP-8, WP-PP-14 and WP-PP-15 from library reference USPS-LR-
J-106.

(a) Confirm that in the Parcel Post rate design an average cubic foot per piece for each
weight increment from 1 pound to 70 pounds is derived separately for inter-BMC (Bulk
Mail Center), intra-BMC, and Parcel Select parcels. If not confirmed, explain.

(b) Confirm that the separate cubic feet per piece for inter-BMC, intra-BMC, and Parcel
Select parcels for each weight increment from 1 to 70 pounds is then muitiplied by the
transportation cost per cubic foot by rate category to caiculate the transportation cost for
each rate category by weight and zone. If not confirmed, explain in detail.

(c) Confirm that this means that in the Parcel Post rate design, the difference in
transportation costs between the inter-BMC, intra-BMC, and Parcel Select rate
categories takes into account the difference in average cubic feet per piece between the
rate categories. [f not confirmed, explain.

(d) Explain why it is appropriate in the Parcel Pos! rate design to take into account
average cubic feet per piece differences between non-Parcel Select and Parcel Select
parcels with respect to transportation costs but not for mail processing costs.

RESPONSE

(@) Confirmed.

(b)  Not confirmed. The cubic feet per piece numbers from workpaper WP-PP-8 are
multiplied by the transportation costs per cubic foot by rate category and zone to
calculate the transportation cost numbers in workpaper WP-PP-15.

(¢) ltcan be confirmed that in my rate design, the transportation cost estimates
between the Parcel Post rate categories take into account the differences
between the cubic feet per piéce between the rate categories within each weight
level. |

(d) WitnessTEggleston's responses to UPS/USPS-T25-3(d) and 3(e) describe how
she took average cubic feet per plece differences into account in her
fransportation cost methodology and not in her mail processing cost
methodology. and why it was appropriate {o use these different approaches in
the two cases.r :‘Give'n that her: ::sting approaches were appropriate, it is
appropriate for me to [is;;!i\e' - st estimates, and to use them in my rate design

in a manner that is consistent with the way they were derived.
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UPS/USPS-T33-27. Refer to your response to interrogatory UPS/USPS-T33-16(b),
regarding migration of Priority Mail to DDU-entry Parcel Post. Confirm that, assuming a
100% passthrough of worksharing savings, the contribution per piece embodied in the
preliminary rates for workshared categories of Parcel Post should be the same as that
embodied in the preliminary rates of the non-workshared categories from which the
workshared categories’ preliminary rates are derived. [f not confirmed, explain in detaif.

RESPONSE

While this propositian can probably be confirmed for the per-piece components of the
rates, | do not believe it can be confirmed for the per-pound components. The per-
pound components incorparate separately derived transportation costs for the so-called
workshared and non-workshared components. These costs were distributed to weight
cells based on cube-weight profiles that differ between the workshared rate categories
and the non-workshared categories. Accepting, for the sake of argument, that
workshared parcel transportation cost “savings” were known and available, | think that
the different cube-weight profiles, at least, would be sufficient to lead to different
contributions per piece between workshared and non-workshared categories. Given
that there are significant differences between the per-pound costs of DDU Parcel Post
and retail, or “non-workshared” Parcel Post, | believe that the approach | have
adopted—marking up the transportation and weight-refated non-transportation costs,
when they can be separately identified and estimated—is appropriate in parce!
raternaking. This approach is also consistent with the way we treat other “non-
workshared” parcels. For example, from a transportation standpoint, there is no logical
barrier that distinguishes an Intra-BMC parcel, or even a zone-skipped Inter-BMC parcel
from destination entry parcels. In each case, the Postal Service is not required to
provide some transportation services. If one argues that DDU parcels are
“transportation workshared” parcels, then by the same logic so are Intra-BMC and zone-
skipped Inter-BMC parcels. Similarly, if we impose the requirement that both DDU

parcels, which have low transportation costs and Intra-BMC parcels which have higher
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transportation costs, bear the same absolute (rather than percentage) markup, there is
no logical barrier that can keep this requirement from extending also to weight
differences. This could then iead to the unacceptable situation where a 70-pound Intra-
BMC parcel would have the same absolute contribution as a 3-pound Intra-BMC parcel,
when the heavier parcel requires significantly more transportation services from the
Postat Service. The approach | used in my workpapers uses a consistent percentage,
rather than absoiute, markup on separately derived transportation costs. This approach
will, naturally, lead to higher contributions per piece on heavier parcels within rate
categories. It will also lead to higher contributions per piece on the per-pound
components of parcels for which the Postal Service provides more transportation
services, and lower contributions per piece for parcels, such as DDU parcels, where the
Postal Service provides little, if any, transportation services. See also my response to

UPS/USPS-T33-42.
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UPS/USPS-T33-28. Refer to your response to interrogatories UPS/USPS-T33- 17(d)
and (h). Identify any instances in which the Commission has applied the same markup
to separately derived transportation costs for non-destination entry rate categories and
destination-entry rate categories other than “the procedure adopted by the Commission
in its own Parcel Post workpapers in Docket No. R2000-1."

RESPONSE

| am not aware of any other instances.
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UPS/USPS-T33-29. Refer to your response to interrogatory UPS/USPS-T33- 17(d), (g)
and (h). Confirm that the Postal Service’s proposed Parce! Post rate design in Docket
No. R97-1, in Docket No. R2000-1, and in Docket No. R2001-1 applies the same
markup to separately derived transportation costs for non-destination entry rate
categories and destination-entry rate categories.

RESPONSE

The Parcel Post rate design applies the same markup factor to separately derived
transportation costs for destination entry and non-destination-entry fransportation costs
in Docket No. R2001-1, Docket No. R2000-1 and for Inter-BMC, Intra-BMC and DBMC
rate categories in Docket No. RB7-1. Rate categories for DSCF and DDU were
introduced for the first time in Docket No. R97-1.
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UPS/USPS-T33-30. Refer to your response to interrogatory UPS/USPS-T33- 17(d). (@)
and (h). Provide citations to any discussion in the Commission’s recommended decision
in Docket No. R2000-1 regarding whether to apply the same markup or different
markups to separately derived transportation costs for non-destination entry rate
categories and destination-entry rate categories for Parcel Post.

RESPONSE

To my knowledge, this subject was not explicitly addressed in the Commission's

Opinion and Recommended Decision in Docket No. R2000-1.
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UPS/USPS-T33-31. Refer to your response to interrogatory UPS/USPS-T33- 17(e)(ii),
where you state that “Applying a 20% markup in my approach produces combined
revenue of $1.44 ($1.20 plus $0.24), falling short of the revenue target. A higher markup
than 20% would be needed to achieve the same revenue, producing higher rate
elements for both the Intra-BMC and DSCF hypothetical pieces than the rate elements
cited in [the previous subpart].” Confirm that the higher markup necessary under your
approach to achieve the same $1.60 revenue target achieved in subpart (i) would be
33.33%, and that applying this 33.33% markup would yield an intra-BMC rate of $1.333
and a DSCF rate of $0.2667.

(a) If confirmed, expiain why a rate differential of $1.0663 is an appropriate means to
reflect 80 cents of worksharing savings.

(b} 1f not confimed, expfain.

RESPONSE

It can be confirmed that, within the context of the hypothetical example given in question
UPS/USPS-T33-17, applying the same markup of 33.33% to the costs assumed for the
hypothetical Intra-BMC piece and to the costs assumed for the hypothetical DSCF piece
would yield a total revenue of $1.60 for the two pieces and rates of $1.333 for the

hypothetical intra-BMC piece and $0.2667 for the hypathetical DSCF piece.

(a),(b) In judging appropriateness in rate design one must take into consideration many
factors. The hypothetical model of question UPS/USPS-T33-17, by appafent[y focusing
solely on a narrow mathematical consideration, strips away all context and all other
criteria that are key factors in determining what is appropriate in raternaking. What may
be an appropriate action when the full range of ratemaking factors and the full context of
the action are considered, may be an inappropriate action in an unreaiistic, narrow
mathematical model that is shorn of the contextual factors that tie it to the real world in
which the Postal Service and the Commission must make their ratemaking decisions.
The reverse is also true. The hypothetical model of question UPS/USPS-T33-17 is an
example of such an unfealistic model. \While all models simplify to a degree, some, like
the example of question 17, are inappropriately simplistic because they simplify in a way

that gives a distorted view of the object they attempt to model. For example, the
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example assumes rates and the transportation cost component of rates are made in
isolation, rather than as part of an integrated process. This ignores the countervailing
tendencies that mitigate the impacts of any expansion of cost worksharing differences
that might result from applying a markup factor to separately derived transportation cost
figures. The example also assumes that the volumes of drop-shipped and non-drop-
shipped Parcel Post are equal, when the reality is that approximately 85% of all Parcel
Post is drop-shipped. By assuming equal volumes, this model again inappropriately
distorts the impacts of marking up separately derived tranéportation cosis. This model
is based on further unrealistic and unrepresentative assumptions that magnify the
impacts of any expansion of worksharing cost differences that might occur when
separate transportation cost components are marked up. Such unrealistic assumptions
include picking an unrealistically high markup (33.33% in the example, compared {0 less
than 16% in my workpapers}), and assuming a § to 1 ratio of Intra-BMC transportation
costs to DSCF transportation costs, when the transportation cost ratios are much less
than this. While the approach { adopted in my workpapers is appropriate within the
overall context of crafting Parcel Post rates, if one is forced to abahdon this context and
deal solely within the mathematical context of the caricature mode! of UPS/USPS-T33-

17, the rate differential may well be inappropriate.
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UPS/USPS-T33-33. Refer to llbrary reference USPS-LR-J-106, WP-PP-1, line 18(a),
18(b} and 18(c), workpaper WP-PP-20, and USPS-T-25, Table X-1: Final Adjustments
($000).

(a) Confirm that the TYBR Total Adjusted Volume Variable Cost of $1,124,669,905
shown in workpaper WP-PP-1 is net of $163,429 thousand of TYBR Parce! Post final .
adjustments. If not confirmed, explain.

(b) Confirm that the TYBR Total Purchased Transportation Costs of $387,208,000 is not
net of the $78,379 thousand TYBR Parcel Post transponation cost final adjustment, if
not confirmed, explain.

(c) Confirm that the TYBR Total Purchased Transportataon Costs used in WP-PP- 1
should be net of final adjustments in order to properly derive piece-related costs in
workpaper WP-PP-20. If confirmed, explain why the figure is not net of final adjustment.
If not confirmed, explain in detail.

(d) Confirm that the TYBR Total Vehicle Service Driver Costs in workpaper WP-PP-1 of
$106,051,780 are not net of TYBR Parcel Post Vehicle Service Driver final adjustments
of $11,787 thousand.

(e} Confirm that the TYBR Total Vehicle Service Driver Costs in workpaper WP-PP-1
should be net of final adjustments in order to properly derive piece related costs in
workpaper WP-PP-20. If confirmed, explain why the figures are not net of ﬁnal
adjustments. If not confirmed, explain in detail.

RESPONSE

{a) Confirmed.

(b) The TYBR Total Purchased Transportation Costs figure in WP-PP-1 is not net of
any final adjustment figure.

(c),(e) Not confirmed. The Total Purchased Transportation Costs and Total Vehicle
Service Driver Costs numbers | used were consistent with the values used by
witness Eggleston to develop the transportation cost estimates for each of the
Parcel Post rate categories. | used witness Eggleston’s transportation cost
estimates together with the total purchased transportation and vehicle service
driver values they were developed from in my rate design model. Witness
Eggleston infomis_rr_le that the Parcel Post final adjustment was derived after the
transportation cost figures were estimated and was based, In part, on those cost
estimates, so the Parcel Post final adjustment was not known when the

transportation costs were derived. | have also been informed by witness
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Patelunas that final adjustments are not distributed to cost segments in the
Postal Service's roliforward costing methodology, which is the source of my
Parcel Post aggregate cost data. |} am not familiar with the full details of how
witness Eggleston arrived at the apportionment of the Parce! Post final
adjustment among the cost components shown in USPS-T-25, Table X-1, so |
cannot say whether it would be appropriate to adjust Total Purchased
Transportation Costs or Total Vehicle Service Driver Costs by the figures shown
in her Table X-1 for use in developing rates, particularly since such "adjusted”
data would be used together with witness Eggleston’s transporiation costs by
rate category which are only consistent with the "unadjusted” Total Purchased
Transporiation Costs and Total Vehicle Service Driver Costs. Ideally, al!
necessary costing information would be known before the transportation costs
wererderived and both the per cubic foot transportation casts and the total
purchased transportation and vehicle service driver costs used in the rate design
model could reflect this costing information, obviating the need for final '
adjustments.

The TYBR Total Vehicle Service Driver Costs figure in WP-PP-1 is not net of any

final adjustment figure.
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UPS/USPS-T33-34. Refer to library reference USPS-LR-J-106, workpaper WP-PP- 1,
line 18(c).
{a) Confirm that a piggyback factor of 1.516 has been applied to the TYBR Vehicle

Service Driver costs.
(b) Explain why a piggyback factor was applied to the TYBR Vehicle Service Driver

costs.
(c) Expiain in detail why the final adjustment piggyback factor for Vehicle Service
Drivers of 1.141 (see USPS-T-15, Attachment 11) was. not applied instead of 1.516.

RESPONSE

(a) Confirmed.

(b)  Using piggybacked Vehicle Service Driver costs is consistent with the way
witness Eggleston informs me the transportation cost estimates | used in my rate
design were derived. |

{c)  Witness Eggleston informs me that the 1.516 value is the correcf one to use,
since it is the same piggyback factor she used with Vehicle Service Driver costs
when she developed her transportation cost estimates for Parcel Post rate

categories.

L=
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UPS/USPS-T33-35. Refer to your response to interrogatory UPS/USPS-T33- 1(c), {(f),
and (i) where costs for the 3-pound Destination Delivery Unit (“DDU") destination entry
parcel are referred to as “unadjusted.”

(a) Are you referring only to the mait processing costs, mcludmg piggyback, for DDU
destination entry pieces of 34.6 cents per piece obtained from Witness Eggleston’s
Parcel Post analysis contained in library reference USPS-1.R-J-64, Attachment A, or are
there other costs that need to be “adjusted”? If there are other costs, identify each cost
that shouid be “adjusted”.

(b) Confirm that you are referring to the final adjustment process, which in the case of
Parcel Post, has been performed by Witness Eggleston, in library reference USPS LR-
J-684, Attachment |. If not confirmed, explain in detail the adjustment(s) to which you are
referring.

(c) Confirm that the final adjustments for Parcel Post adjust Test Year Parcel Past costs
for the differing volume mix by rate category from the Base Year to the Test Year. If not
confirmed, explain.

(d) Confirm that, in adjusting Parcel Post costs, the final adjustments use Witness
Eggleston's Parcel Post mai! processing and transportation cost estimates by rate
category derived in library reference USPS-LR-J-64, Attachment A and B if not

confirmed, explain.
(e) Why will the application of final adjustments to Parcel Post overall costs impact the
underlying cost by rate category of Parcel Post derived by Witness Eggleston?

RESPONSE

(a) Inmy response to question UPS/USPS-T33-1, my reference to unadjusted costs
was designed to reflect my concern that building up a rate using unit costs that
tie to individual cost pools before final adjustments would produce incorrect
resuits. There are two reasons for this concern: first, if these unit costs were
aggregated across all rate cells, they would significantly exceed total adjusted
Parcel Post costs. And second, the markup used in the bottom-up process was
developed with post-final adjustment costs, and would therefore be incofrect to
use with unit costs that did not reflect these adjustments. It was not my intent in
my response to either limit or specify which individual cost items should receive
final adjustments (s ~e my response to subpart (b), below, and to question
UPS/USP<-T3%-44)." Rather, my respohse was intended to point out that final -

adjustments m { be incorporated gsomewhere within the bottom-up ratemaking




(b)

(c)

(d)

(e)
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process, and must be applied in an appropriate fashion. Since | did not use the
bottom-up approach in preparing my testimony and workpapers, I did not have to
solve the problem of how the final adjustments should appropriately feed into unit
costs for the purposes of developing Parcel Post rates usihg a bottom-up
approach. | cannot say in detail which cost components should bear which
portion, if any, of the total adjustment.

| can confirm that when | referred to Parcel Post final adjustments, | was referring
to the final adjustments reported to me by witness Patelunas in the “D report” of
the rollforward model. 1 understand that witness Eggleston developed most of
the final adjustments for Parcel Post that were included in the D report.

This question has been redirected to witness Eggleston (USPS-T-25) for
response.

This question has been redirected to witness Eggleston (USPS-T-25) for
response.

If the “underlying cost by rate category of Parcel Post derived by Witness
Eggleston” refers to the transportation costs for each Parcel Post rate category
estimated by witness Eggleston and supplied to me, then application of final
adjustments will not affect those cost estimates, since they tie to the cost pool
numbers before final adjustments. Witness Eggleston also supplied me with a
number of estimated cost differences between workshared and non-workshared
Parcel Post, which | used in my rate design. The final adjustments would not

affect these cost differences.
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UPS/USPS-T33-36. Refer to your response to interrogatory UPS/USPS-T33- 1(g) and
to workpapers WP-PP-20 and WP-PP-1 from library reference USPS-LR-J-106. Confirm
that the mark-up included in the per piece component of your preliminary Parcel Post
rates, including that applicable to Destination Delivery Unit (“DDU"} destination-entry
parcels, is $564,137,378%(1.03)*(15.26%) / 405,633,782 pieces, or 21.9 cents per piece.
If not confirmed, explain in detail.

RESPONSE

The markup factor applied to the per-piece costs plus contingency produces an average

“preliminary per piece markup” of 21.9 cents per piece.
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UPS/USPS-T33-37. Refer to your response to interrogatory UPS/USPS-T33- 1(e) and
to workpaper WP-PP-20 from library reference USPS-LR-J-106. Confirm that the
delivery confirmation cost assessed to each Parcel Select piece, including Destination
Delivery Unit (*“DDU") destination-entry parcels, in deriving preliminary rates is 3.8 cents
per piece (including contingency and the markup used to derive preliminary rates). If not
confirmed, explain in detail.

RESPONSE

Confirmed.
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UPS/USPS-T33-38. Refer o your response to interrogatory UPS/USPS-T33-1(f}
regarding the per piece costs used in the calculation of the cost of a 3-pound
Destination Delivery Unit (*DDU") destination entry piece not being adjusted to “remove
weight-related non-transportation costs.”

(a) Confirm that, in your Parcel Post rate design, weight-related non-transportation costs
are removed from the per piece charges and replaced by weight-related non-
transportation costs included in the per pound charges. If not confirmed, explain.

{b) Refer to workpaper WP-PP-20 from library reference USPS-LR-J-106. Confirm that
the weight-related non-transportation costs removed from the per piece charges in your
Parcel Post rate design is 12.1 cents (obtained by dividing $49,060,830 of weight-
related non-transportation costs by the number of TYBR pieces of 405,633,782),
exciuding contingency. If not confirmed, explain.

(c) Refer to workpaper WP-PP-16, from library reference USPS-LR-J-106. Confirm that
the weight-related non-transportation cost for a 3-pound DDU destination entry parcel
applied in your Parcel Post rate design is 6.9 cents per piece, excluding contingency. If
not confirmed, explain.

(d) Confirm that in your Parcel Post rate design the casts applied to a 3- pound DDU
parcel in deriving preliminary rates is reduced by 5.2 cents (12.1 cents minus 6.9 cents),
excluding contingency, by application of the weight-related non-transportation cost
calcuilation. If not confirmed, explain.

RESPONSE

(a) Confirmed.

(b) The amount of weight-related non-transportation costs, excluding contingency,
subtracted from the total costs allocated to the per-piece element when divided
by the tota! number of pieces is 12.1 cents.

(c) Confirmed.

(d) Notconfirmed. There is no cost reduction. Weight-related non-transportation
costs, as well as transportation costs are removed from total costs. The
remaining costs are then recovered in the per-piece rate elements and the
weight-related non-transportation costs and transportation costs are recovered in
the per-pound r_éte elements. Weight-related non-transportation costs are
apportioned to éll Parcel Post rate categories based on their cube-wel at
relationships as recommended by the Commission in Docket No. R2’.‘Qd—1.

Referring to this apportionment as a “cost reduction” is erroneous and is
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analogous to referring to a tax refund that 1 might receive because toe much

money was withheld from my paycheck as a “tax reduction.”
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UPS/USPS-T33-39. Refer to your response to interrogatory UPS/USPS-T33- 1(f).
Confirm that, prior to any potential “adjustment” to the 34.6 cent mail processing cost for
Destination Delivery Unit (“DDU") destination-entry parcels:

(a) The total of city and rural carrier, mail processing, and transportation costs for a 3-
pound DDU destination entry piece is 78.5 cents {37.7 + 34.6 + 6.2) per piece
(excluding contingency). If not confirmed, explain.

(b) Accepting the need to adjust non-transpartation costs for weight would reduce the
cost of 78.5 cents per piece cost by 5.2 cents per piece (excluding contingency) for a 3-
pound DDU parcel. If not confirmed, explain.

{c) This yields a cost for a 3-pound DDU destination entry piece of 73.3 cents per piece
(78.5 - 5.2) excluding contingency, and 75.5 cents per piece with a 3.0% contingency
applied. If not confirmed, explain in detail. )

(d) Adding to this total the delivery confirmation charges (including markup and
contingency) of 3.8 cents per piece, the per piece markup used in deriving preliminary
rates of 21.9 cents per piece, and the per pound markup used in deriving preliminary
rates of 2.2 cents per piece, yields a total cost, including the markup used in deriving
preliminary rates, for a 3-pound DDU destination entry piece of $1.03.4. if not
confirmed, explain. '

RESPONSE

(a) The reservations expressed in my responses to UPS/USPS-T33-1 still apply. If
the cost components are understood as unadjusted costs, the proposition ¢an be
mathematicaily confirmed. |

(b}  The reservations expressed in my responses to UPS/USPS-T33-1 still apply. If
the cost components are understood as unadjusted costs, the proposition can be
mathematically confirmed.

{¢)  The reservations expressed in my responses to UPS/USPS-T33-1 still apply. if
the cost components are understood as unadjusted costs, the proposition can be
mathematically confirmed.

(d) The reservations expressed in my responses to UPS/USPS-T33-1 still apply. if
the cost components are understood as unadjusted costs, the proposition can be

mathematically confirmed.
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UPS/USPS-T33-40. Refer io your response to interrogatory UPS/USPS-T33-1(j)
regarding taking “into account the impacts of revenue offsets, such as from surcharges,”
in deriving the cost plus markup of a 3-pound Destination Delivery Unit (“DDU")
destination entry piece.

(2) Confirm that preliminary rate markups per piece are used both in the bottom-up
calculation in interrogatory UPS/USPS-T33-1 of the cost, plus markup, of a 3-pound
DDU destination entry piece and the preliminary rate you derive for a 3-pound DDU
destination entry piece. If not confirmed, explain.

(b) Explain why a bottom-up cost analysis that applies the same markup as used in
preliminary rates needs io take into account the impact of revenue offsets when the
results of the bottom-up cost analysis is being compared to the preliminary rate.

RESPONSE

(a) It can be confirmed that both procedures use markup factors. The term
“preliminary rate markups” Is not one that ) have used in my testimony. If it refers
to the Cost Coverage Markup Factor that | used in my Parcel Post workpapers, |
can confirm that both my preliminary rate calculation and the bottom-up
calculation referred to in this question use this factor.

(b) To the extent that the same markup factor is applied to the same set of costs, the
same revenue apparently should be generated. With this understanding in mind,
the revenue offsets, such as from surcharges, only serve to reduce the overall
revenue target, and so they should not need to be taken into account when my
approach is being compared to a bottom-up approach. My response to
UPS/USPS-T33-1(i) should be revised to reflect fhis understanding.
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UPS/IUSPS-T3341. Refer to your response to interrogatory UPS/USPS-T33- 1(i).
Confirm that, in your Parcel Post rate design, in the absence of rate change constraints,
preliminary Parcel Post rates will equal final Parce! Post rates. if not confirmed, expfain
in detail.

RESPONSE

Not confirmed. In developing the rates the Postal Service proposes to the Postal Rate
Commission, my preliminary rates serve as only a starling point. How the rates change
from their current values is certainly an important consideration, but it is by no means

" the only Issue considered when developing the proposed rates. My testimony and
workpapers show that other factors such as the relationship of Intra-BMC rates to
DBMC rates, and the relationship of Intra-BMC and Inter-BMC rates to Priority Mail
rates also impose constraints on the final rates proposed. If it were the case, which it is
not, that the preliminary rates were in complete accord with all Postal Service
ratemaking goals, it is then likely that the preliminary Parce! Post rates would be those

recommended to the Commission.
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UPS/USPS-T33-42. Refer to your response to interrogatory UPS/USPS-T33- 1(h)(iii)
and workpaper WP-PP-21, from library reference USPS-LR-J-106.

(a) Confirm that intra-BMC (Bulk Maii Center) Zone 1 through 5 pieces 3- pound pieces
have a per pound charge of $1.5825 per piece applied in deriving preliminary rates. If
not confirmed, explain.

(b) Confirm that the preliminary rate markup (using the markup factor of 15.26%)
embodied in this per pound charge for a 3-pound infra-BMC Zone 1 through 5 piece is
21.0 cents. If not confirmed, explain.

(¢) Explain why the preliminary rate markup in the per pound charge for a 3- pound
piece should be 21.0 cents for an intra-BMC piece, but only 2.2 cents for a Destination
Delivery Unit ("DDU") destination entry piece when DDU destination entry is a
workshared rate category.

RESPONSE

(@) Confirmed.

(b) Confirmed.

{c) When the markup factor is applied to separately derived transpor'tation costs
those rate categories with higher per pound costs (such as Intra-BMC and Inter-
BMC) experience a greater “preliminary rate markup” than those categories
(such as DDU) that impose less per-pound costs on the Postal Service. |t should
be remembered that this so-called "preliminary rate markup” on the per-pound
component of the preliminary rates represents only one portion of the total
“preliminary markup” associated with any patrticular rate cell. It should aiso be
noted that the preliminary rates are just the starting point for developing the final
rates (see my response to UPS/USPS-T33-41}, and that these rates undergo
significant adjustments before tﬁey become the final rates that the Postal Service
proposes to the Postal Rate Commission. These adjustments have significant
impact on the real “markup,” or contribution, associated with individual rate cells.
Furthermore, for the reasons discussed in my response to UPS/USPS-T33-27,
calling DDU mail a workshared dategory‘ for transportation cost purposes can be

misleading and lead to artificial distinctions and ratemaking practices that are
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inappropriate, since there are no logicai distinctions between the "transportation
worksharing” involved in destination entry and in, for example, zone skKipping.
Moreover, as explained in my response to question 27, once one accepts the
argument that transportation costs should bear the same absolute markup, there
is no logical barrier to extending this requirement to all zones and weights, a
wholly undesirable result. Finally, if a 3-pound DDU parcel were to have the
same 21.0 cent markup on its per-pound component as a 3-pound Intra-BMC
parcel, the transportaﬁon component of the DDU piece would bear a markup that
far exceeds 300%. | fail to see why it is reasonable to impose this kind of

markup on DDU parcels’ transportation costs.
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UPS/USPS-T33-43. Refer to Witness Eggleston’s response to UPS/USPS-T25- 26
regarding the uncertainty associated with the cube and the corresponding costs for 1-
pound Parcel Post parcels {e.g., extremely light parcels cannot be sorted using a
parcels sorting machine). Given this uncertainty, why is it appropriate for there to be a
different rate for 1 and 2 pound Parcel Post pieces?

RESPONSE

The way | read withess Eggleston’s response, it is an attempt to reply accurately to an
overly broad inquiry. While she does discuss how it is possible that smaller parcels
might cost more to sort than slightly heavier parcels (since the smallest parcels might
not be machinable), | do not read her discussion as a statement that she believes that,
on average, Parcel Post parcels paying the one-pound rate will incur either significantly
higher or significantly lower mail processing costs than parcels that weigh up to twd
pounds. Any lack of universal certainty that may exist regarding the exact cost of
processing parcels weighing under one pound appear to be within the range of
uncertainty that the Postal Service faces all the time when making rates. This lack of
total certainty does not raise sufficient concern to argue against offering‘ our customers
the benefits of a separate rate for parcels weighing less than one pound. Such lack of
universal certainty could exist for various weight increments for various classes. Given
the Commission’s obvious interest in seeing a separate rate, if possible, for these
parcels, and the fact that two-pound parcels cost more to transport than one-pound
parcels, | believe a much more compelling reason than the aforementioned
"uncertainties” would have to emerge to deny our cﬁstomers the benefits of a one-

pound rate.
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UPS/USPS-T33-45. Refer to your response to interrogatory UPS/USPS-T33-23.

(a} Confirm that, in making Parcel Post rates, the division of costs between the per
piece and per pound rate elements is an important step in deriving the preliminary
rates for each rate category. If not confirmed, explain.

(b) Confirm that, all else equal, recovering the correct amount of cost in the per piece
rate elements but too much cost in the per pound rate elements, will lower the
markup factor (shown in library reference USPS-LR-J-106, WP-PP-1, line (2)) used
in the Parcel Post rate design process. If not confirmed, explain.

(c) Confirm that, all else equal, recovering too little cost plus markup in the per piece
rate element and too much cost plus markup in the per pound rate elements will
yield Parcel Post rates that are too high for rate categories with relatively high
pound-related costs and too low for rate categories with relatively low pound-related
costs. If not confirmed, explain.

RESPONSE

(a) | can confirm that the stated operatioh is one of many important steps.
(b),(c) | cannot confirm any of these propositions since | am unable to discern what the

LYY

terms “correct amount of costs,” "too much cost,” and *too little cost” mean within the
context of developing per-piece and per-pound rate elements. Many factors enter
into the ratemaking process. | cannot agree with the premise that there is a single
“correct” value for the portion of cost that should be recovered in either the per-piece
or per-pound rate elements in the same way one can say that there is a single
“correct” value for physical constants like, for example, the speed of light, or for
mathematical constants like pi. In developing its rate proposals the Postal Service
takes into account mathematical processes and formulas, as well as many other
factors as part of the rate design process. The end result is a set of rate proposals
that the Postal Service believes are appropriate, after all factors have been
considered. It would be inappropriate to identify any single value of cost as the only
correct amount of cost that can be recovered in either the per-piece rate element or
the per-pound rate element. In the course of rate design, the Postal Service often
shifts the recovery of costs between the per-piece and per-pound rate elements, as

well as between one rate category (such as DDU Parcel Post) and another (such as
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Inter-BMC Parcel Post). The Postal Service believes that such redistributions of
cost recoveries can be appropriate, when taken within the right context of overali
rale design. This approach leads to results where the proposed rates may
sometimes differ significantly from the preliminary, or starting, rate figures produced
by the application of mathematical formulas. For example, taking the case of the
three-pound DDU parcel oft-cited in UPS’s interrogatories, my preliminary rate for
this piece is $0.85, while using a different approach {described in interrogatory
UPS/USPS-T33-39), UPS apparently develops a preliminary rate of $1.03. My
actual proposed rate for this parcel is $1.29, which is significantly higher than the
preliminary rate even UPS’s approach produces. | believe that taking all factors into
account, the $1.29 proposed is appropriate for this parcel, and would still be
appropriate, even had | followed an alternative approach to rate design that had
produced a preliminary rate for a three-pound DDU parcel closer to UPS’s

preliminary rate.
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UPS/USPS-T28-22. Confirm that a worksharing discount is not offered for
Priority Mail pieces that are entered at the Destination Delivery Unit ("DDU"). If not
confirmed, explain in detail. ‘

(a) Confirm that any piece that is migrated from Priority Mail to Parcel Post
DDU destination entry will yield significantly less contribution per piece to institutional
costs. If not confirmed, explain in detail. .

(b) Assume there was a DDU destination entry discount for Priority Mail

pieces. Confirm that a workshared Priority Mail DDU destination entry piece with 100%
passthrough of worksharing savings would have a contribution to institutional costs of
$2.23 per piece. If not confirmed, explain in detail.

RESPONSE:

See my response to UPS/USPS-T33-4.
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UPS/USPS-T28-23. Refer to library reference USPS-1.LR-J-64, Attachment A,
page 6. .

(a) Confirm that there were approximately 38 million Parcel Post DDU-entry
pieces in Base Year 2000. If not confirmed, explain in detail.

(b) Refer to library reference USPS-LR-J-106, workpaper WP-PP-1. Confirm
that there are expected to be approximately 104 million Parcel Post DDU destination-

entry pieces in the TYAR under the Postal Service's proposed rates. If not confirmed,
explain in detail.

(c) Confirm that Parcel Post DDU destination entry pieces are forecast to be
28.1% of total Parcel Post volume in the TYAR. If not confirmed, explain in detail.

RESPONSE:

See my response to UPS/USPS-T33-5.
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QUESTION 1

At page 22 of USPS-T-33, witness Kiefer describes the use of ‘Zoning Factors' to
counteract the tendency toward anomalous rates due to the fact that non-local
Intra-BMC transportation costs “bear no readily identifiable relationship to the
distances between the origin and destination ZIP codes.” These zoning factors
forzones 1 & 2, 3, 4, and 5 are 0.99, 1.00, 1.02, and 1.05 respectively. a.
Please describe how these factors were determined? b. Did the Postal Service
explore other means of reducing the tendency for Intra-BMC rates to dictate
DBMC rates? c. If so, please describe in detail and explain why each was
rejected.

RESPONSE

a. The values for these zoning factors were determined judgmentally so as to
be initially revenue neutral, while reducing to acceptable leveis the
tendency for DBMC rates to be set by Intra-BMC rates. in this context,
*revenue neutral” means that the factor values were selected so that they
did not aiter the total amount of revenus collected by the Intra-BMC rates.

b + ¢. The Postal Service could have used a system of arbitrary or ad hoc
adjustments to the Intra-BMC rats cells to address the rate anomaly. This
approach was rejected in favor of the zoning factor approach, which the
Postal Service believes to be superior because it aliows rates to be
adjusted in a sysiematic and analytically transparent fashion.
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QUESTION 8

In discussing the possibility of mailers converting machinable parcels to
nonmachinable parcels in order to take advantage of the proposed NMO DSCF
rate witness Kiefer states, “The Postal Service intends to develop implementation
rules that will forestall any such conversions.” Please describe the factors and
considerations that will be used in developing these implementation rules and
discuss how they will forestall conversions.

RESPONSE

The Postal Service has proposed the new 3-digit nonmachinable DSCF rate to
offer mailers a way to avoid paying the DBMC nonmachinable surcharge on
parcels that cannot practically be prepared in a way that will allow them 1o be
processed on the Postal Service's parcel sorting equipment. In developing this
rate proposal, the Postal Service had no desire to divert parcels that could be
sorted on its parcel sorters, located in BMCs, to SCFs where they would have to
be manually sorted. In consideration of these factors, the Postal Service expects
that it will not alter the rules that define what is a machinable parcel and what is
nonmachinable so as to make it easier for parceis to bypass mechanized parcel
- sorting at BMCs. Current rules require machinable parcels deposited at the
DSCF to be sorted to 5-digit ZIP Codes. These rules will not be changed.
Machinable parcels sorted to 3-digit ZIP Codes will not be sligible for DSCF
entry, with or without payment of the 3-digit nonmachinable DSCF surcharge.
The Postal Service intends to strictly enforce existing rules to avoid any such
diversion of machinable parcels to DSCFs unless they are sorted to 5-digit ZIP
Codes.
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TO INTERROGATORIES OF UNITED PARCEL SERVICE REDIRECTED FROM
WITNESS KIEFER

UPS/USPS-T33-6 Describe in detait ali differences in the processing and delivery of
Priority Mail pieces and Parcel Post pieces upon reaching the DDU.
Response:
Under normal circumstances, processing will be the same. However, if there are more
parcel-shaped volume than the carrier can deliver that day, the carrier will deliver all the
Priority Mail and handle the Standard Parcels and Parcel Post in accordance with local
procedures. Frequently, this results in leaving the Standard Parcels and Parcel Post for
delivery the next day. |n addition, if Priority Mail arrives late at the DDU, expedited

procedures (e.g., special transportation to the carrier on the route) may be used to

ensure delivery the same day. Similar treatment would not be given to parcel post.
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POIR 4/7. Piease provide by subclass Base Year and Test Year volumes for flat
shaped mail separated for manuai processing. Please also describe the types
of flat shaped mail that are separated for manual processing and the reasons
for the separation.

RESPONSE:

The Postal Service does not track volumes by class or subclass either in MODS

at plants or in delivery units (see response to MMA/USPS-T-39-7). However, the

portion of flats sorted in manual operations in plants in FY 2000 was 23 percent

(6.8 billion pieces) and the goal for FY 2002 is 7.4 percent. (See response to

DMA/USPS-T39-5 and 14). Goals for the Test Year have not yet been

determined.

Other than incoming secondary operations, the types of flat shaped mail that are
in manual operations include rejects from the FSMs and pieces that are non-
machinable such as: a small, rolled-up newspaper, a magazine over 1.25 inches
thick, or any piece that does not meet the FSM 1000 machinability requiremenis

listed in DMM C820.3.

For incoming secondary operations, the above factors come into play for
automated zones {zones on an FSM to sort to carrier route) but not for non-
automated zones where machinability does not matter since the sort will be done
manually, usually at the delivery unit. See response to POSTCOM/USPS-T38-9,

which explains criteria for the expected 65 percent of machinable incoming
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secondary volumes, which will be sorted to carrier route on FSMs in the test

year.
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POIR 4/11. These questions refer to Standard class.

(a) Are barcodes on flat-shaped mail required to be 100 percent readable by flat
automation equipment to be eligible for automation rates?

(b) Please describe how the Postal Service determines that barcodes are
readabile.

(c} if the barcodes on flat-shaped mail are found to be unreadable during mail
processing, after acceptance at the dock, does the Postal Service charge the
corresponding non-automation rate? If so, how?

(d) What is the perceniage of prebarcoded flats that cannot be processed on
automated flat sorting machines because the barcodes are not readable?

(e) Please describe how the Postal Service processes flat-shaped mail with
unreadable barcodes. '

RESPONSE:

(a) To ensure readability, barcodes on all flat-shaped mail are required to meet
the applicable barcode standards in Domestic Mail Manual (DMM) C840.
Acceptance and verification procedures for barcode quality are contained in
Business Mail Acceptance Handbqok DM-109. Under these procedures,
when barcodes on automation rate flat-size mailpieces are inspected for
compliance with DMM standards, if 90 percent or more of the mailpieces in
the sampie meet the standards for barcode quality, the mailing passes the
verification for barcode quality. If, as a result of the barcode quality
inspection, less than 80 percent of the mailpieces sampled meet the barcode

quality standards, postage is adjusted before the mailing is accepted.
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(b) MERLIN is used at sites where it has been deployed. At sites where MERLIN
has not been deployed, barcodes are visually inspected for DMM compliance
using the verification tools specified in Handbook DM-109, Chapter 7.

(c) There is no procedure in place to charge mailers additional postage for
barcodes that are found to be unreadable during mail processing.

(d) Resulls from AFSM 100 engineering tests indicate barcode read rates of
93.87 percent. This figure is in LR-J-61, page 84 for Standard mail.

(e) OCR/BCR read rejects on the AFSM 100 have images keyed through the
Video Coding System (VCS). For non-incoming secondary processing
operations, if the keyer is unable to resolve the image, the piece will most
likely go 1o an FSM 1000 {o be keyed while the OCR/BCR read rejects from
the FSM 881 are either keyed on the FSM 881 or FSM 1000. For FSM
incoming secondary processing operations, the rejects would be sent to

manual operations.
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INTERROGATORIES OF CONTINUITY SHIPPERS ASSOCIATION
(CSAJUSPS-T37-1-6)

CSA/USPS-T37-1. How many companies used BPRS in 1898, in 1998, and
in 20007

RESPONSE:

Four companies used BPRS in 1998, six in 1899, and fourteen in 2000.
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INTERROGATORIES OF CONTINUITY SHIPPERS ASSOCIATION
(CSA/USPS-T37-1-6)

CSA/USPS-T37-2. In your testimony, you provide BPRS volume numbers
for 1998, 1999, and 2000.

(a) What is the source of these volume numbers?

(b} Are these volume numbers actuals or estimates?

(c) If they are estimates, please provide the method for estimating them.

RESPONSE:

(a) The source of the data is the Revenue, Pieces, and Weight (RPW) Repont.
(b}  Estimates. |

() See witness Pafford's testimony, USPS-T-3. See also, Library References

USPS-LR-J-18, USPS-LR-J-17, and USPS-LR-J-21 through USPS-LR-J-

23.

4231



RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
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CSA/USPS-T37-3. In your testimony you provide revenue figures for 1998,
1999, and 2000.

(a) Please provide the source of these figures.

(b) Are these actuals or estimates?

(c) if they are estimates, please provide the method for estimating them.
(d) Do these revenue estimates include annual permit fees and accounting
fees?

RESPONSE:

(a)  The source of the data is the Revenus, Pieces, and Weight (RPW) Report.

(b) Estimates.

{c) See witness Pafford's testimony, USPS-T-3. See also, Library References
USPS-LR-J-16, USPS-LR-J-17, and USPS-LR-J-21 through USPS-LR-J-
23.

(d) No.
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CSA/USPS-T37-4. Please confirm that the revenue per piece given
the volumes and the revenues in your testimony are $1.75 in
1998, $1.75in 1999, and $1.75 in 2000. if you cannot confirm,
please provide the correct revenue per piece.

RESPONSE:

Confirmed.
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CSA/USPS-T37-5. Please explain why the revenue per piece did not
decrease even though the fee per returned piece has declined form $1.75
to $1.62.

RESPONSE:

The fee of $1.62 per returned piece was not implemented until January 7, 2001.

Prior to that, the $1.75 fee was in place during 1998, 1999, and 2000.
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INTERROGATORIES OF CONTINUITY SHIPPERS ASSOCIATION
(CSA/USPS-T37-1-6)

CSA/USPS-T37-6. In your testimony you say, "the BPRS fee is
designed in this case to keep the percentage increase not too

far above the systemwide average increase." Please confirm that
the BPRS proposed per piece increase is 11 percent, that the
systemwide average increase in 8.7 percent, and that 11 percent
is 26 percent greater than 11.7 percent. If you can not confirm,
please explain why.

RESPONSE:

Confirmed, assuming you mean “greater than 8.7 percent”.
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(OCA/USPS-T37-1-6)

OCA/USPS-T37-1. Under the current fee schedule for domestic money orders,
one fee is charged for money orders vaiued up to $700.00. Per your testimony,
the Postal Service is not proposing to increase the money order fee for money
orders up to $500.00. However, your testimony at page 40 states, “[Plurchasers
of money order [sic] with face value of $500.01 — $1000 are receiving a higher
value service, so a reasonable fee increase is proposed.”

| (a)  Given that the existing domestic money order fee is $0.90 for a money
order valued up to $700.00, please explain your rationale for claiming that
money orders from $500.01 to $700.00 now provide a higher value service
and thus should be charged the higher fee of $1.25.

(b)  Please confirm that you indicate at page 40 of your testimony that you are
proposing two tiers for money orders -- $0.01 to $500.00 and $500.01 to
$1,000.00.

(©) Please explain why the Fee Schedule 971 provided in the USPS request
indicates that the Postal Service is proposing three distinct domestic

moneyorder categories - $0.01 - $500.00; $500.01 - $700.00; and $700.01
- $1,000.00.

RESPONSE:

(a) My testimony at page 40 specifically referred to money orders valued from
$500.01 to $1000 as receiving a higher value service. Consistent with the
proposed two-tiered structure, | consider money orders with face value of
$500.01-$1000 as having a higher vaiue of service compared to money
orders with face value of $0.01-$500. The $500.01-$1,000 money orders
have a higher monetary value than the $0.01-$3500 money orders. As

discussed in my testimony, moreover, the $500.01-$700 money ordéers
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have a higher value than the lower value money orders because of the lack

of competitive aiternatives at comparable prices.

{(b) Confirmed.

(c) The Postal Service is not proposing three distinct domestic money order
fee categories but two as confirmed in (b} above. The fee schedule is
presented as three lines so that we can present the current and proposed
fees together. Our intent is to have two fee categories, with the higher

category for $500.01 to $1000.
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OCA/USPS-T37-2. Please confirm that in January 7, 2001, the money order.fee

was $0.75 for money orders valued between $0.01 and $700.00. If you are -
unable to confirm, please explain.

RESPONSE:

Confirmed. However, this was a resuit of the Decision of the Governors of the
United States Postal Service to allow the Commission's recommendations to take

effect under protest.
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OCA/USPS-T37-3. Please confirm that the domestic money order fee was
increased to $0.90 in July 1, 2001, for money orders valued between $0.01 and
$700.00. If you are unable to confirm, please explain.

RESPONSE:

Confirmed.



Revised Nov. 2, 2001
REVISED RESPONSE OF
POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T37-4. The USPS August 2001, Billing Determinants for FY 2000,
indicates that there were 582,140 APO/FPQ money order transactions totaling
$174,642. For FY 2000, in $50.00 increments beginning with $0.01 - $50.00,
please provide the number of transactions and the total value of APO/FPO
money order transactions purchased.

RESPONSE:

Money Orders sold at APO/FPO
installations
(Dala extracted from the Money Order History File dated 10/12/2001)
FY 2000
{9/11/1999-9/8/2000) )
Amount Range APO/FPO Money Orders
Count Face Amount
$0.01-$50.00] 270,823| $6,623,685.40
$50.01-$100.00 124,152 $9,953,581.04
$100.01-$150.00 52,911 $6,789,464.76
$150.01-$200.00 44,529 $8,233,908.50
$200.01-$250.00 21,692 $4,989,473.27
$250.01-$300.00 25,290 $7.260,580.64
$300.01-$350.00 11,362 $3,733,977.89

$350.01-$400.00 14,422|  $5,571,167.47
$400.01-$450.00 6,612 $2,832,694.22
$450.01-$500.00 16,974 $8,376,095.18
$500.01-$550.00 4,057f  $2,139,982.13
$550.01-8606.00 6496/  $3,830,940.03
$600.01-$650.00 2,603 $1,637,690.01
$650.01-$700.00 27,486 $19,191,521.81

>$700.00 22 $16,5642.14

Total 629,431) $91,181,314.49

Note valume discrepancy of 47,219 between the above and what was provided in
the Billing Determinants. The above figures include disposition of all APO/FPO
money order records, which includes reissues, cancellations, corrections and

other adjustments.
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INTERROGATORIES OF THE OFFICE OF CONSUMER ADVOCATE _
(OCA/USPS-T37-1-6) i

OCA/USPS-T37-5. Your testimony at page 41 states, “Increasing the limit to
$1000 aiso eliminates the need to purchase two money orders to pay for high
dollar value COD purchases. . . . Additionally, it reduces the need to purchase
multiple money orders for higher value expenditures such as rent.” Please
explain why the limit of $700.00 on Military (APO/FPQ) money orders was not
increased to $1,000.00.

RESPONSE:

We are proposing to increase the limit for APO/FPO money orders to $1000.00.
As discussed on pages 35 and 41 of my testimony, the classification change to
increase the money order limit to $1,000 applies to both domestic and APO/FPO
money orders. Also see Table 8 of my testimony. An erratum 10 proposed Fee
Schedule 971 to state the new limit for APO/FPO money orders will be filed

shortly.



RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORIES OF THE OFFICE OF CONSUMER ADVOCATE
(OCAJUSPS-T37-1-6)
OCA/USPS-T37-6. Your testimony at page 42 states, “The highest value of

money order readily available through alternative means is $500.00.” Please
identify the “readily available alternative means” you are referring to.

RESPONSE:

The readily available alternative means | am referring to are drug stores,

convenience stores, liquor stores, and check cashing establishments.
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INTERROGATORIES OF THE OFFICE OF CONSUMER ADVOCATE

(OCA/USPS-T37-7-8)

OCA/USPS-T37-7. You indicate on page 1 of your testimony, lines 3-8, that your
testimony proposes fee changes and classification changes for a number of
special services: Address changes for election boards, address correction, bulk
parcel return service, carrier sequencing of address cards, certificates of mailing,
collect on delivery, correction of mailing lists, money orders, on-site meter
service, Periodicals applications fees, permit fees, registered mail, restricted
delivery, and ZIP Coding of mailing lists.

a.

b.

How does the Postal Service measure the quality of service and customer
satisfaction for these services?

Please provide copies of ali studies, memos, analyses, reviews, and
presentations that the Postal Service has in its possession related to the
quality of service provided for these services.

Please provide copies of all studies, memos, analyses, reviews, and
presentations that the Postal Service has in its possession related to
customer satisfaction with respect to these services.

RESPONSE:

(a)

(b)

()

The Postal Service has no measurement for the quality of service or
customer satisfaction for these services. However, | do consider the
quality of service of the special services described in my testimony

through a qua!itative approach depending on the service or product

offered.

The Postal service does not hold any studies, memos, analyses, reviews,
or presentations related to the quality of service provided for these

services.

There are no such studies, memos, analyses, reviews, or presentations.

=
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORIES OF THE OFFICE OF CONSUMER ADVOCATE

(OCA/USPS-T37-7-8)

OCA/USPS-T37-8. On page 3 of your testimony, lines 5-34, you discuss pricing
and classification criteria.

a. Please explain how you applied each of the nine criteria to each service.

b. For each of the special services that you address, please provide the
weightings that you used for each of the criteria in arriving at an overall
decision on pricing.

_.RESPONSE:

(a)

(b)

See my discussion(s) on pricing criteria for each of the services
addressed in my testimony. Since each special service addressed in my
testimony has its own unique characteristics, the specific criteria
applicable to the service in question are discussed in the appropriate

section in my testimony.

No explicit weighting factors were applied to the pricing criteria discussed
in my testimony. Pricing decisions are arrived at through reasonable and

sound judgment.



RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T37-9. The following interrogatory refers to your response to
OCA/USPS-T37-4. Since the current maximum money order denomination is
$700.00, please explain how 22 money orders with a total value of $16,542.14
were sold in denominations greater than $700.00.

RESPONSE:

The 22 money orders identified in the attachment to OCA/USPS-T37-4 were

erroneously issued for amounts in excess of $700.

| have been informed that the process for issuing APO/FPO money orders at
small units or on smaller vessels is primarily a manual process performed by a
member of the unit as an ancillary duty. Infrequently, APO/FPO money orders
are issued for amounts in excess of $700. When a money order issued for an
amount in excess of $700 is presented to the St. Louis Money Order Processing
Center, the staff will verify the amount of the money order against the APO/FPO
issuance report to ensure that funds in the amount of the money order were

collected. The money order is then paid.

Considering the manual nature of the process, the issuance error rate of .003
(22/629,431) percent, with the corresponding loss of $5.50 of fees, does not

appear excessive.
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO

INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T37-10. The following questions refer to a library reference you are
sponsoring, USPS-LR-J-110.

(@)

(b)

(©)

In order to test the impact of a change in the Test Year number of money
order transactions and a change in the Test Year money order fee, please
confirm that one would need to change the worksheet titled “Money
Order,” celi BO12 (transactions) and cells AJ25 to AJ27 (fees). If you are
unable to confirm, please explain.

Please confirm that there are no forecasted money order volumes for the
$700.01 to $1000.00 range for Test Year Before and After Rates. If you
are unable to confirm, please explain.

Please explain why the USPS did not forecast money orders volumes for
the $700.01 to $1000.00 range for the Test Year Before and After Rates.

RESPONSE:

(a)

(b-c)

Not Confirmed. Modifying cell BO12 (After Rate Volume Forecast) will
affect transaction volumes for all money order categories. Modifying AJ 25

to AJ 27 will change fee levels for domestic money orders only.

Not confirmed. See attached revised version of WP-11, which will be filed
as errata, and clarifies my intent to project one TYAR volume (22,747) for
the new $500-$1000 category. Since the value levels $500.01-$700 and
$700.01-$1000 are in the same fee category proposed in my festimony, |
did not attempt to divide the volume between these two value levels in my
workpapers. Nonetheless, | do expect that some of this volume will be in

the $700.01-$1000 value level. For example, a customer who currently
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37)

TO INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE
OCA/USPS-T37-10, Page 2 of 2

purchases a $100 and a $700 money order to get $800 in money orders

would be expected to simply purchase one $800 money order, if my

proposal is implemented.

Test Year Before and After Rates transaction volume forecasts were
obtained from Library Reference J-125, Tables 125-1 and 125-2,
respectively. The TYBR volumé is all in the $500-$700 value level, since
the $700 limit is increased only in TYAR. My WP-11, USPS-LR-J-110
allocates the total money order TYAR forecast volume to the types and
fee categories of money orders based on FY 2000 volumes. (This

classification of volume is clarified in the attached version of WP-11.)



Attachment
QOCA. .

SPECIAL SERVICES USPS-T-37
MONEY ORDERS WP-11
TEST YEAR 2003
TRANSACTIONS {000s) REVENUES {000}
TEST YEAR TEST YEAR FEES ($) BEFORE RATES AFTER RATES
BEFORE AFTER VOLUME VOLUME PERCENT

VALUE FY 2000 RATES RATES CURRENT PROPOSED CURRENT FEE PROPQOSED FEE CHANGE 1/
APO-FPO (1) (2) 3 (4) (5) {6} (7} (8)
$0-$700/80-$1000 582 580 574 $0.25 $0.25 145 144 0.00%
DOMESTIC
$0-$700/$0-3500 230,587 229,642 204719 2/ $0.90 $0.80 206,677 184,247 0.00%
$500-$1000 N/A N/A 22747 3/ $0.90/NA $1.25 N/A 28,433 38.89% 4/
INTERNATIONAL
$0-$700/$0-$1000 1,591 1,584 1,569 $3.00 $3.00 4,752 4707 0.00%
TOTAL (APO, DOM, INT) 232,759 231,805 229,608 211,575 217,531
INQUIRY FEE 889 885 877 $2.75 $3.00 2,435 2,631 9.09%
MO COMM REDEEM INTERNATIONAL FOR ISSUE 585 580
MONEY ORDER FLOAT 51,334 50,848
OUTSTANDING MONEY CRDERS TAKEN INTO REVENUE 5/ 32,291 31,985

GRAND TOTAL 298,219 303,574

1/ Denotes the percentage change from the current fee 1o the proposed fee or (Column 5 - Column 4}/ Golumn 4.
2/ 90 percent of total TYAR money orders, based on FY 2000 transaction split
3/ 10 percent of tolal TYAR money orders, based on FY 2000 transaction split

4/ Percentage computed based on a comparison of current fee for money orders between $500.01 and $700.00 to proposed fee for money arders over $500.01,

5/ One-time downward adjustment of $ 14.4 million to reflect base year variance.

BYZ¥
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO

INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE
REDIRECTED FROM THE POSTAL SERVICE

OCA/USPS-82. The following refers to USPS-L.R-J-144, volume 1, Module 7,
page 134,

(a) Please explain why a postal customer cannot purchase a postal money order

or pay for the money order fees with a credit card.

(b) Can a postal customer purchase a postal money order with a debit

card?

RESPONSE:

(a)

The business decision not to accept credit cards as a payment method for
the purchase of money orders was a joint decision made by Corporaté
Treasury and the Inspection Service. After assessing the risk and liability
of permitting the use of credit cards for the purchase of money orders, it
was found that the risk exposure to the Postal Setvice due to fraudulent

use outweighed the service convenience to the postal customer.

Once purchased, a money order, regardless of what payment method is
used, can be cashed immediately for its face value. Under the governance
of the Card Association rules and regulations, a customer who has made
purchases with a credit card has the right to dispute a purchase and
request a chargeback of the amount of the sale. During the period in
which the chargeback dispute is being resocived, the custormner is not
obligated to make payment on the credit card transaction to the card

issuer. This period can range from 60 to 180 days. The customer would

tA
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE
REDIRECTED FROM THE POSTAL SERVICE
(OCA/USPS-82, PAGE 2 OF 3)

then have the cash in their possession as well as be alleviated from the

obligation of paying the credit card company through the bhargeback

process.

This would enable the customer to get access to instant cash and not be
obligated to pay. The fraudulent use of credit cards, either through theft or
misuse of the cards, is sufficient to present the Postal Service with
significant fiduciary risk. Theretore, Corporate Treasury and the
Inspection Service have concluded that this financial exposure is sufficient
to exclude credit cards as a payment method for the purchase of money

orders.

In addition, the bank card associations strongly discourage use of credit
cards for the purchase of cash-like instruments such as money orders,
travelers checks and money transfers. In addition to fraud potential, the
associations do not want cardholders to circumvent the cash advance
provisions which many card-issuing banks offer their customers, Cash
advances on credit cards are charged immediately as loans at the

prevailing credit card interest rates.
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RESPONSE OF POSTAL SERVICE WITNESS KOROMA (USPS-T-37) TO
INTERROGATORY OF THE OFFICE OF CONSUMER ADVOCATE
REDIRECTED FROM THE POSTAL SERVICE
(OCA/USPS-82, PAGE 3 OF 3)
Unlike purchases of merchandise, cash advances begin accruing interest
immediately upon receipt of the funds. If a cardholder waé able to charge
a money order they could immediately turn-around and cash it and in
effect raceive a $700 cash advance for only 90 cents at the current money

order limit and fees. Because of these concems, the card associations

require special handling of credit card purchases for cash-like instruments.

(b) Yes.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS L. PAUL
LOETSCHER TO INTEROGATORIES OF COALITION OF RELIGIOUS PRESS
ASSOCIATIONS AND NATIONAL FEDERATION OF INDEPENDENT PUBLICATIONS

CRPA-NFPI/USPS-T-34-11.

Your response to CRPA-NFIP/USPS-T34-3(d) states: “The estimate for palletized
volume used by the Postal Service is based on the entry profife study presented by
Witness Loetscher in USPS-LR-J-114.". Confirm that the entry profile for palletization of
periodicals in USPS-LR-J-114 is based on year 2000 volumes, and does not include or
project any data that quantifies periodical palletization in the Test Year 2003.
RESPONSE:

Confirmed.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS L. PAUL
LOETSCHER TC INTEROGATORIES OF COALITION OF RELIGIOUS PRESS
ASSOCIATIONS AND NATIONAL FEDERATION OF INDEPENDENT PUBLICATIONS

CRPA-NFPI/USPS-T-34-14.

(d) Confirm that the first two charts (for both nonprofit and regular periodicals) of
stratified periodical circulations which follow your response to CRPA-NFIP/USPS-
T34-5(d) show (1) that the only circulation strata therein which display publications
which have combined DDU/DSCF/Zone 1&2 postal entries in excess of 50% of their
total mailed copies are the 500,000 — 1,000,000 and 1 million + levels for regular
rate periodicals, and (2) that there are no strata where nonprofit periodicals of any
circulation size mail more than 50% of their circulations to a combination of
DDU/DSCF/Zone 1&2 entries.

(e) Please explain what universe the chart entitied “"Regular and Nonprofit® which
follows your response to 5(d), supra, is supposed to describe, and why that data was
not included in the two earlier tables which list Nonprofit and Regular stratified
volumes separately.

RESPONSE:

(d) Not confirmed. The table presented in response to CRPA-NFIP/USPS-T34-5(d)
reports the percentage of publications in the strata with the stated volume
characteristics and not the characteristics of the volume of the strata. To
illustrate, there are 93 publications that submitted all mail at Regular Periodicals
rates in fiscal year 2000 and have an estimated issue size (issue size estimate
described in MPA/USPS-T34-3} between 500,000 — 1,000,000 copies. Of these
93, two publications reported 0 advertising percentage for all mailings in FY
2000, meaning the zone distribution of these publications couldn’t be
determined. Of the remaining 91 publications, 58 mailed more than 50 percent
of their copies at DDU, DSCF or Zone 182 rates. Thus 63.74 (568/91) percent of
Regular Periodicals publications with measurable zone distribution and

estimated issue size between 500,000 — 1,000,000 copies mailed more than 50

percent of their copies at DDU, DSCF or Zone 1&2 rates. To further illustrate,
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS L. PAUL

LOETSCHER TO INTEROGATORIES OF COALITION OF RELIGIOUS PRESS
ASSOCIATIONS AND NATIONAL FEDERATION OF INDEPENDENT PUBLICATIONS

(e)

there are 4,230 Nonprofit Periodicals publications with an estimated issue size
between 0 — 1,000. Of these, 3,974 publications reported 0 advertising
percentage for all mailings in FY 2000, meaning the zone distribution of these
3,974 publications couidn’t be determined. Of the remaining 256 Nonprofit
Periodicals publications 81 maiied more than 50 percent of their copies at DDU,
DSCF or Zone 1&2 rates. Thus 35.55 percent (91/256) of Nonprofit Periodicals
publications with a measurable zone distribution and an estimated issue size
between 0 — 1,000 copies maiied more than 50 percent of there copies at DDU,

DSCF or Zone 1&2 rates.

Publications were allocated to table cell based on estimated issue size, as
described in MPA/USPS-T34-3 and rates paid in fiscal year 2000. Publications
that entered all FY 2000 mail at Regular Periodical rates are assigned to the
“Regular” category. Publications that entered all FY 2000 mait at Nonprofit
Periodical rates are assigned to the “Nonprofit” category. Publications that
entered mail at both Nonprofit Periodicals and Regular Periodicals rates are

assigned to the “Regular and Nonprofit’ category.

N
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORY OF
MAGAZINE PUBLISHERS OF AMERICA, INC.
MPA/USPS-T41-1:
Table 2 of USPS-LR-J-114 disaggregates Periodicals Outside-County mail volume,
weight, and number of containers by entry facility type, container type, and container
size. Using the data used to produce Table 2, please provide an estimate of the
number of Periodicals Outside-County sacks there are by sack size (i.e., number of
pieces in sack), sack presort level, and entry facility. If the study did not collect enough
detail to provide such an estimate, please provide an estimate of the number of sacks

by sack size and sack presort level using the most recent data available. Please also
describe the data source you used to develop the estimate.

RESPONSE:

Table 2 of LR-J-114 does not disaggregate Periodicals Qutside-County mail volume,
weight and number of containers by entry facility, container type and container size.
Table 2 of LR-J-114 disaggregates Periodicals Outside-County mail volume, weight and
number of containers by entry facility type, container type and container prescsrt level.
The study presented in LR-J-114 did not collect the data needed to estimate the
distribution of sacks by size, presort level and entry facility. To provide an estimate, the
study presented in LR-I-87/R2000-1 is used to estimate the FY1999 distribution of
sacks by sack size and presort level. This distribution is then applied 10 the estimated
sack counts presented in LR-J-114. The results are presented in Table 1 - MPA/USPS-
T41-1. As preparation rules have changed since LR-1-87/R2000-1 was conducted, the

distribution here may not be reflective of the current distribution of sack sizes.
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RESPONSE OF UNITED STATES POSTAL SERVICE 4269

WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)

MPA/USPS-T41-2. Please refer to MPA/USPS-T34-3, Table 2. For each row in this
table, please identify the number of publications that are local publications. Please also
describe the source of these numbers.

RESPONSE:

To my knowlsdge the Postal Service does not define publications as local or non-local.
I assume that the definition of “local,” as it is used here, means publications that are
produced and distributed within the same geographic area. To my knowledge the
Posta! Service does not maintain origin and destination data for Periodical pieces.
Howevaer, if a publication contains advertising, the zone profile of the publicatioh can be
estimated from mailing statement data. Table 1 MPA/USPS-T41-2 presents publication
counts by percentage of copies that pay DDU, DSCF and Zone 1&2 advertising pound
charges, using PERMIT system mailing statement data. The zone distributions for
publications that had no advertising in more than 50 percent of FY 2000 copies are not
presented. Publications with a large percentage of copies paying the DOU, DSCF and
Zone 18&2 rates are not necessarily “local” publications. The values in Table 1 also

include drop-shipped publications. The data available do not enable me to distinguish

between a “local” publication and a drop-shipped publication.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)

MPA/USPS-T41-3. Please refer to MPA/USPS-T34-2, Table 1. For each row in this
table, please identify the number of publications that are local publications. Please aiso
describe the source of these numbers,

RESPONSE:

To my knowledge the Postal Service does not define publications as local or non-local.
I assume that the definition of local,” as it is used hers, means publications that are
produced and distributed within the same geographic area. To my knowiedge the
Postal Service does not maintain origin and destination data for Periodical pieces.
However, if a publication contains advertising, the zone profile of the publication can be
estimated from maiiing statement data. Téble 2 MPNUSPS-T41-3. presents publication
counts by percentage of copies that pay DDU, DSCF and Zone 1&2 advertising pound
éharges, using PERMIT system mailing statement data. The zone distributions for
publications that had no advertising in more than 50 percent of FY 2000 copies are not
presented. Publications with a large percentage of copies paying the DDU, DSCF and
Zone 1&2 rates are not necessarily “local” publications. The values in Table 2 also

include drop-shipped publications. The data available do not enable me to distinguish

betwsen a “jocal” publication and a drop-shipped publication,
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)

MPA/USPS-T41-4, Please refer to MPA/USPS-T34-3. Table 2.

(a) Please confirm that the majority of pieces in mallings of publications with issue
sizes above one million pieces are almost 100 percent palistized. Iif not
confirmed, please explain fully.

~ (b) Please confirm that the majority of pieces in mailings of publications with issue
sizes between 500,000 and one million pieces are aimost 100 percent palletized.
If not confirmed, please explain fully.

{c) Please confirm that the majority of pieces in mailings of publications with issue
sizes between 200,000 and 500,000 are almost 100 percent palletized. If not
confirmed, please explain fully.

RESPONSE:

(a) Not confirmed. Table 2 of MPA/USPS-T34-3 presents PERMIT system volumes,
advertising weight, and total weight by estimated issue size. The percentage of
pieces that are palletized cannot be inferred from this table. To my knowledge
the Postal Service does not collect data on the containerization of all Periodicals
publications, so it is not possible to respond to the question with absolute
certainty. Further the phrase “aimost 100 percent” is ambiguous and | am
reluctant to speculate on what is meant by “aimost.” From the sample of Outside
County Periodicals presented in LR-J-114, | estimate a palletization distribution
using the 41 publications sampled that had an estimated issue size greater than
1 million pieces (estimated issue size based on m'ethodology used in
USPS/MPA-T34-3). These estimates are presented in Table 3 MPA/JUSPS-T41-
4. Based on these estimates, 63.4 percent of publications with an estimated

issue size greater than 1 million pieces palletized 85 percent or more of their

pieces; 83.9 percent of publications with an estimated issue size greater than 1

j!;'
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RESPONSE OF UNITED STATES POSTAL SERVICE

WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)
mitlion hieces palistized 90 percent or more of their pieces; and 90.2 percent of
publications with an estimated issue size greater than 1 million pieces palletized
85 percent or more of their pieces. All sémpled publications with estimated issue
size greater than 1 million pieces palletized at least 83 percent ot their pleces.
{b) Not confirmed. Table 2 of MPA/USPS-T34-3 presents PERMIT system volumes,
adverti'sing weight, and total weight by estimated issue size. The percentage of
pieces that are palletized cannot be inferred from this table. To my knowledge
the Postal Service does not coliect data on the ooﬁtainerization of all Periodicals
publications, so it is not possible to respond to the question absolute certainly.
Further the phrase "aImc;st 100 percent” is ambiguous and { am reluctant to
speculate on what is meant by “aimosl.” From the sample of Outside County
Pericdicals presentsd in LR-J-1 14. | estimate a palletization distribution using the
38 publications sampled that had an estimated issue size between 500,000 and
1 million pieces (estimated issue size bassd on methodology used in
USPS/MPA-T34-3). These astimates are presented in Table 3 MPA/USPS-T41-
4. Based on these estimates 60.5 percent of publications with estimated issue
| size hetwaen 500,000 and 1 million pieces palletizéd 95 percent or more of their
pieces; 84.2 percent of publications with an estimated issue size between
500,000 and 1 million pieces palietized 90 percent or more of their pieces; and
84.7 percent of publications with an estimated issue size between 500,000 and 1

miilion pieces palletized 85 percent or more of their pieces. All sampled
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)
publications with estimated issue size betwean 500,000 and than 1 million pieces
palletized at least 80 percent of their pieces.

{c) Not confirmed. Table 2 of MPA/USPS-T34-3 presents PERMIT systern volumes,
advertising weight, and total weight by estimated issue size. The percentage of
pieces that are pallstized cannot be inferred from this table. To my knowledge
the Postal Service does not collect data on the containerization of all Periodicals
publications, so it is not possible 1o respond to the question absolute certainty.
Further the phrase “almost 100 percent’ is ambiguous and | am reluctant to
speculate on what is meant by “almost.” From the sample of Outside County
Periodicals presented in LR-J-1 14, | estimate a balletization distribution using the
37 publications sampled that had an estimated issue size between 200,000 and
500,000 (estimated issue size based on methodology used in USPSMPA-T34-
3). These estimates are presented in Table 3 MPA/USPS-T41-4, Based on these
estimates 16.2 pércent of publications; with estimated issue size between
200,000 and 500,000 pieces palletized 95 percent or more of their pieces; 37.8
percent of publications with an estimated issue size between 200,000 and
500,000 pieces palletized 90 percent or more of their pieces; and 59.5 percent of
publications with an estimated issue size between 200,000 and 500,000 pieces
palietized 85 percent or more of their pieces. An estimated 18.9 percent of
sampled publications with estimated issue size between 200,000 and 500,000

pieces palietized less than 70 percent of their pieces.
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MPA/USPS-T41-5. Please refer fo your response to MPA/USPS-T34-3 where you
state, “Estimated issue size used 1o produce this table is the ratio of PERMIT system
annual volume to reported issue frequency. This estimate will produce erroneous
estimates for numerous reasons.” Please provide your expert opinion about the
extent to which the total maif volume, totai weight, and advartising weight by Issue
are erroneous.

(a) By what percentage do you think these figures are likely to be wrong? Please
explain your answer fully.

(b) Do you think this analysis would tend 1o overstate issue size or understate issue
size? Please explain you answer fully.

(c) if you estimated that the issue size for a particular publication was greater than 1
million, is it likely that the issue size was actually less than 500,0007

(d) if you estimated that the issue size for a particular publication was greater than
500,000, is it likely that the issue size was actually Jess than 200,0007

Response:

(a) In order to estimate the extent to which the PEF!MIT-based estimatés are in -
error, | use observations from LR-J-114 to compare the PERMIT- based
astimates of issue size to observed mailings in the LR-J-114 sample peried. To
reduce the possibility of erroneous comparisons the following adjustments are
made to the LR-J-114 data set. Pending publications and publications where
reported issue frequency is missing are removed from the dataset. Publications
recording revenue at more than one office are also removed. Finally, total
volume for publications that submitted more than one issue during the sample
period are converted into average issue size by dividing total vo|ume in the
sampie period by the number of issues sampled. The PERMiT-based estimate
of issue size is then compared to observed issue size in Table 4 MPA/USPS-

T41-5. Table 4 demonstrates that the classification of pubfications by issue size
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is generally accurate as indicated by the high frequency of diagonal entries.
When misclassification occurs it is generally one classification higher or lower.
There is no apparent pattern in the errors — high or low.
(b) See response to part (a).
(c) See response to part (a).

{d)} See response to part (a).
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MPA/USPS-T41-6. Please refer to your response to MPA/USPS-T34-4 where you
state, “The Postal Service produced estimates of the cost savings that would resuit
from increasing the piece minimum of Carrier Route sacks to 24 pieces. The
estimated cost savings and underlying calculations are presented in LR-1-332 in
Docket No. R2000-1".

(a) Are the cosis presentad in USPS-LR-I-332 adjusted to match Cost and Revenue
Analysis (CRA) costs?

(b) it your response to subpart (a) of this interrogatory is affirnative, where in USPS-
LR-1-332 does the Postal Service adjust the costs to Match CRA costs?

{c) If the cost presented in USPS-LR-1-332 are not adjusted to maich CRA costs,
has the Postal Service or any of its contractors performed any analysis (whether
preliminary or final) ta determine the appropriate proportional and fixed CRA
adjustment factors that should be used to adjust the costs presented in USPS-
LR-1-332 to match CRA costs?

(d) ¥ your response to subpart (¢ ) of this interrogatory is affirmative please provide
the proportional and fixed Cra adjustment factors resuiting from these analyses
and provide all underlying calculations in electronic spreadsheet format.

Response:

(a) No.

(b) Not applicable.

(¢) Ne.

(d) Not applicable.




RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORY OF
MAGAZINE PUBLISHERS OF AMERICA, INC.

MPA/USPS-T41-7.

Please refer to Table 1 below and USPS-LR-J-114, Table 2. Using the data collected to
produce USPS-LR-J-114 or the best data available, please enter the percentage of
weight entered at each facility by zone. For example, if 80 percent of Destination Bulk
Mail Center (DBMC) pounds is entered in Zones 1&2 and the remaining 20 percent is
entered in Zone 3, enter 80 percent in the row titled “DBMC" and the column titied *1&2"

and 20 percent in the column titled °3". Please aiso describe the data and methods you
used to populate Table 1.

Table 1. Percentage Disiribution of Entry Facility Pounds by Zome

Zone

Entry Facitity DSCF | DADC j182]| 3 4 -1 6 7 B
Origin Associate Ofiice {(OAD) In Service
Te¢ritory of Destination Sectional Certer
Fachity (DSCF)
DSCF
OAQD in Service Temitory of Destination Area
Distribulion Center (DADC)
Crigin Sectional Center Facility (OSCF} in
Sesrvice Tesitory ol DADC
DADC
0AQ in Sarvice Territory of Destination Bulk
Mait Center (DBMC)
OSCF in Service Territory of DBMC
QADC in Service Terrilory of DEMC
DBMC
Origin Bulk Mail Center (OBMC)
DADC Not in Sennce Terrilory of DBMC
OSCF Not In Service Territory 81 BRI 8
DADC

OAC Not In Service Territory of DBMC or
DADC
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RESPONSE:

The data collected to produce USPS-LR-J-114 provides entry point and container
destination ZIP code for sampled containers. However, postal zone is calculated based
on the entry peint of the piece and the destination of the piece, not the container. The
destination information coliected for USPS-LR-J-114 applies only to the container.
Thus, the information requested by this interrogatory cannot be obtained from the
USPS-LR-J-114 data. | am unaware of any data collected by the Postal Service that
couid be used to produce the information requested.
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MPA/USPS-T34-2:

Please complete the following table regarding the advertising content of Periodicals
Outside-County publications. Please also provide the source of your data. If you
cannot complete the table, please re-direct this interrogatory to another witness who

can do so.

Advertising Percent [ No. of Publications | FY 2000 Total FY 2000 Total

in Category inFY | Mail Volume Weight
2000

0-10%
10-20%
20-30%
30-40%
40-50%
I B0BD%
60-70%
70-80%
60-90%
90-160%
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RESPONSE TO MPA/USPS-T34-2:
The Postal Service does not collect the requested information on all Periodicals
Outside-County Publications. Therefore it is not possible to complete the table for all of
FY 2000 Periodicals Outside-County mail. The PERMIT system collects Postage
_Statement data (form 3541) for roughly 95 percent of Periodicals Outside-County mail
Trial Balance revenue. | used the PERMIT system data to complete the table for those
publications authorized to mail at Periodicals rates (pending publfications are exr_:luded)
and entering mail at PERMIT system equipped facilities. For purposes of completing
this table, publications are mapped to advertising content category using the ratio of the
sum of FY 2000 PERMIT system advertising pounds to the sum of FY 2000 PERMIT
syétern total pounds. The assignments to advertising content categories are not mailing
specific. A publication is assigned an advertising content category based on its annual

average content. The results are presented in Table 1 MPA/USPS-T34-2.
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Table 1 MPA/USPS-T34-2
PERMIT System Perlodicals Outside-County Mall
Publication Counts, Volume and Weight
By Average Annual Advertising Percentage

No. of Publications

Advertising in Category in FY FY 2000 FY 2000 Total
Percentage 2,000 Mali Volume Woeight

0-10% 12,487 1,005,867 452 291,783,604
10-20% 217 450,228,958 183,601,708
20-30% 1,841 573,401,204 188,866,107
30-40% 2,209 1,781,213,921 630,546,628
40-50% 2,745 2,333,316,245 1,061,847,729
50-60% 2,461 2,102,640,725 1,495,201,558
60-70% 1,232 560,342,788 390,872,198
70-80% 380 65,068,385 68,287,985
80-90% 125 859,837 1,702,140
90-100% 121 329,231 89,108
Totals 25,872 8,913,267,744 4,310,898,765
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MPA/USPS~T34-3:

On page 8 of your testimony, you state, “The Postal Service recognizes the impact of
higher dropship discounts on smaller customers, who individually may not have the
volume and/or density to enter mail closer to destination”. Please complete the
following table regarding the distribution of Periodicals Outside-County mail by issue
size. Please also provide the source of your data and explain the definition of an issue
you used to populate the table. If you cannot complete this table, please re-direct this
interrogatory to another witness who can do so.




RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF

MAGAZINE PUBLISHERS OF AMERICA, INC.

Mailed Copies Per
Issue in FY 2000

No. of
Publications
in Category in
FY 2000

FY 2000
Mail Volume

FY 2000
Total

Weight

FY 2000
Advertising
Waeight

Regular

0-1,000

1,000-2,000

2,000-5,000

5,000-10,000

10,000-25,000 -

25,000-50,000

50,000-75,000

75.000-100,000

100,000-200,000

200,000-500,000

£00,000-1 Million |

1 Miflion+

Nonprofit

C-1,000

1,000-2,000

2,000-5,000

5,000-10,000

10,000-25,000

25,000-50,000

50,000-75,000

75,000-100,000

100,000-200,000

200,000-500,000

500,000-1 Mitlion

1 Million+
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RESPONSE TO MPA/USPS~-T34-3:
The Postal Service does not collect issue size data, nor do aﬁy of the Postal Servlce’s
volume data systems distinguish between the various issues of a publication. Seif
reported information on the frequency of publication is available for most, but not all
publications. Total annual volume can be caiculated by publications for publications
entering mail at PERMIT system equipped sites. The Postal Service does not collect
annual volume information for all Pericdicals Outside-County publications, therefore it is
not possible to complete the table for alt of FY 2000 Periodicals Outside-County mall.
The PERMIT system collects Postage Statement (form 3541) data for roughly 85
percent of Periodicals Outside-County mail Trial Balance revenue. | used the PERMIT
system data to complete the tabie for those publications authorized to mail at
Periodicals rates (pending publications are excluded) and entering mail at PERMIT
system equipped facilities. Estimated issue size used to produce this table is the ratio
of PERMIT systerﬁ annual volume to reported issue frequency. This estimate will
producé erroneous estimates for numerous reasons {e.g. tend to over estimate the
issue size of publications mailing supplemental issues and back issues and
underestimate issue sizes of publications which did produce issues for all of FY 2000
etc.). Ppblications mailing at both Periodical Qutside-County Regular rates and
Periodicals Outside County Nonprofit rates are presented separately. The results are
presented in Table 2 MPA/USPS-T34-3.




Table 2 MPAUSPS-TI-3
PERMIT Bystam Pariogicals Regular and Nonprofit
Publication Counts, Voluma and Weight, Advertising Weight
By Estimated issue $ize

500,000-1,000,000
1 Million+
issus Fraquency Not Avaliable

901,877,487 500,648,788
2,814,868,906  1,371,054,143
72008644 37,008,561

No. of Publications FY 2000
in Category In Fv 2000 Totel
FY 2000 Mall Volume Weight
Reguiar
p-1,000 9059 135,656,835 62.3857.012
1,000-2,000 1369 68,530,201 34,645,478
2,000-8,000 1583 135887279 66,072,795
5.000-10,000 1020 143,083,807 85,634,030
10,000-25,000 2331 901,042313 382,431,861
25,000-50,000 , ' 355 288,448,712 139,650,358
50,000-75,000 188 216,853,904 108,176,152
75.,000-100,000 285 557812876 311,232,584
100,000-200,000 45 163,221,538 85,905,304
200,000-500,000 1 595,058,770 385,172,504
83
&7
849

Nonprofit

0-1,000 13,812,528 4,091,680
1,000-2,000 9,141,650 4,728,204
2,000-5,000 23,008 048 14,930,405

4230

752

828

5,000-10,000 587 39,633,873 15,125,538
10,000-25,000 1138 301,249,806 81,565,175
25,000-50,000 181 127,219,613 33,816,817
50,000-75,000 eg 83,549,783 26,174,933
75,000-100,000 144  218,263,0m 57,020,651
100,000-200,000 15 24,931,100 6,714,483
200,000-500,000 66 252,215,538 67,562,553
500,000-1,000,000 25 138,823,902 34,190,333
1 Miliony. x 882,450,328 260,206,710
Issus Frequency Not Avaliable 158 17,680,734 $,406,060

Regular & Nonprofit

0-1,000 M 143427 49,327
1,000-2.000 15 158,718° 80,082
2,000-5,000 19 453,532 120,776
§,000-10,000 14 1,828,588 780,555
10,000-25,000 : 17 4,847,368 2,818,748
25,000-50,000 4 1,305,027 AT A1
50,000-75,000 0 0 0
75,000-100,000 3 3,977,002 1,009,676
100,000-200,000 1 1,889,262 745,547
200,000-500,000 k] 1,504,990 . 151,238
500,000-1,000,000 Y 0 0
1 Milllony 0 0 0
1ssue Frequency Not Avalable 14 6,678,391 2,208,223

FY 2000
Acverising
Weight

27,455,830
14,288,170
27,671,853
24,732,404
182,105,402
89,514,495
82,011,548
150,008,715
41,818,523
188,567,960
303,007,288
630,477,780
16,883,879

149,484
127,003
92510
1,520,189
16,612,703
B.624,434
7,685,617
15,427 267
1,588,604
19,325,617
6.518,907
73,248,542
2319,944

8,380

12,260
161,754
441,960

84,356

12,554
319,902
1]

404,811
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" MPA/USPS-T34-4:

Has the Postal Servics or any of its contractors ever estimated the cost savings that
would result from increasing sack minimums for Periodicals? 1f so, please provide the
date that each estimate was developed, the cost savings, and all undertying
calculations.

RESPONSE TO MPAUSPS-T34-4:

The Postal Service produced estimates of the cost savings that would result from
increasing the piece minimum of Carrier Route sacks to 24 pieces. The estimated cost
savings and underlying calculations are presented in LR-1-332 in Docket No. R2000-1.
It is my understanding that neither the Postal Service nor any of its contractors have
produced estimates of cost savings that would result from increasing sack minimums on

other sack presort ievels.
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MPA/USPS-T34-14:

Please refer to USPS-LR-J-114, Table 2 and confirm that a total of 4.3 billion
Periodicals Outside-County pieces are entered at Origin Bulk Mail Centers (OBMC),
Origin Area Distribution Centers (OADC) [not in the Destination Bulk Mail Centers
(DBMC) service territory], and Origin Sectional Center Facilities (OSCF) [not in the
Destination Area Distribution Center (DADC) or Destination Bulk Mail Center (DBMC)
service territory]. If not confirmed, please explain fully.

RESPONSE:

Confirmed.
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MPA/USPS-T34-18(c):

Please refer to USPS-LR-J-114, Table 2, and USPS-LR-J-107, OCO01 .xls.

(c) Please confirm that 65 percent of the mail entered at OAO’s and OSCFs in
DSCF/DADC service territories is sacked.

RESPONSE:

Confirmed.
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MPA/USPS-T34-23.

Please refer to witness Loetscher's response 1o MPA/USPS-T41-2, and worksheet
“MPA 2" in resp-mpa-usps-t41-2-6.xis, which was provided in response to MPA/USPS-
T41-2. Please refer further to Table 1 below, which was produced based upon the data

in worksheet “MPA 2".

Table 1. Percent of Nonprofit Publications (For Which Entry Point Data Are
Available) That Entered Fifty Percent or More of Copies at the Destination
Delivery Unit {DDU), Destination Sectional Center Facility (DSCF), orin
Zones 1 and 2

Issue Size Percent DDU, DSCF,
orZones 1 and 2
0-1,000 35.5 percent
1,000-2,000 36.7
.| 2,000-5,000 35.0
5,000-10,000 ' 29.4
10,000-25,000 34.0
25,000-50,000 30.4
50,000-75,000 31.0
75,000-100,000 29.3
100,000-200,000 33.3
200,000-500,000 48.7
500,000-1,000,000 14.3
1 Million+ 231

(a) Please confirm that Table 1 accurately summarizes the nonprofit data in resp-

mpa-usps-T41-2-6.xls, worksheet “MPA 2." If not confirmed, please provide the
correct figures.

(b) Please confirm that “local” publications - those thatl are produced and distributed
within the same geographic area - either currently quality for destination entry
rates or that a large portion of such publications could qualify for destination entry
rates without having to be hauled fong distances. If not confirmed, piease
explain your response fully.

(c) Please confirm that a portion of small-circulation publications (defined as less
than 50,000 pieces per issue) are “local” publications.

(d) Piease confirm that the data shown in Table 1 .above suggests that a Iarger
portion of small-circulation publications than of large-circulation nonprofit
publications are “local” publications. Please explain your response fully.
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Response:

{a) Confirmed.

(b) It is likely that “local” publications exist that currently qualify for destination entry
rates or a large portion of such publications could qualify for destination entry
rates without having to be hauled long distances. There also .can exist “local”
publications that may have to be hauled long distances to qualify for destination
entry rates, depending on the definition of "Qeographic area” and what is
considered a “long distance.”

(c) 1t is likely that a portion of small-circulation publications (defined as less than
50,000 pieces per issue) are “local” publications under most definitions of the
term “local.” However no Postal Service data source exists that would enable me
to determine what this portion is under any definition of the term “local.”

(d) If the degree of “local-ness” is correlated with the percent of copies entered at
DDU, DSCF, and Zone 1&2 rates, then | would imagir;e the data in Table 1 is
consistent with a larger proportion of small-circulation nonprofit publications
being “local.” However 1o my knowledge the term “lacal” is not defined. Further it

is not possible 10 measure the correlation of “local-ness”™ and DDU, SCF and

Zong 1 & 2 entry.
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MPA/USPS-T34-24.
Please refer to witness Loetscher's response to MPA/USPS-T41-1, which presents a
distribution of sacks by sack size for the Periodicals Outside-County subciass. Please

confirm the following table accurately summarizes Table 1 — MPA/USPS-T41-1. If you

do not confirm, please explain and provide an accurate summary.

Table 2. Summary of Table 1 - MPAJUSPS-T41-1 Distribution of Sacks by

Sack Size
: Percentage of Total
Sack Slze Number of Sacks Number of Sacks
1105 Pieces per Sack 2 734 086 sacks 2.7 percent
1 to 11 Pieces per Sack 21,252,530 21.0
1 to 17 Pieces per Sack 41,939,031 415
110 23 Pieces per Sack 52,221,973 51.7
Total Number of Sacks 100,972,544 : 100.0

Response: Not confirmed. See attached Table 1.




Table 1 MPA/USPS-T34-24

Summary of Table 1 - MPA/USPS-T41-1
Distribution of Sacks by Sack Size

Percentage of Total
Sack Size Number of Sacks] Number of Sacks
1 to 5 Pieces per Sack 2,736,228 2.7%
1 10 11 Pieces per Sack 21,240,198 21.0%
1 10 17 Pieces per Sack 41,918,786 41.5%
1 to 23 Pieces per Sack 52,338,319 51.8%
Total Number of Sacks 101,002,554 100.0%
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MPA/USPS-T34-25.

Please refer to USPS-LR-J-114, which presents Periodicals Outside-County entry
profile data.

(a) Please confirm that Table 3 accurately summarizes USPS-LR-J-114, Table 2. lf
you do not confirm, please explain and provide an accurate summary.

Table 3. Summary of USPS-LR-J-114, Table 2 Periodicals Entry Profile Data

Number of Percentage of Tota)
Entry Facility Sacks Number of Sacks

Destination Delivery Unit 1,008,250 sacks 1.0 percent
Origin Associate Office in Service 1,606,092 1.6
Territory of Destination Sectional

Center Facility :
Destination Sectional Center 17,609,556 17.4
Facility

Origin Associate Office in Service 2,000,183 20
Territory of Destination Area

Distribution Center

Crigin Sectional Center Facility in 5,566,191 55
Service Territory of Destination

Area Distribution Center

Destination Area Distribution 4,854 467 4.8
Cenler )

Origin Associate Office in Service 626,280 0.6
Territory of Destination Bulk Mail

Center

Origin Sectional Center Facility in 3,524,012 3.5
Service Territory of Destination

Bulk Mail Center

Crigin Area Distribution Center in 65,434,251 6.4
Servica Territory of Destination

Bulk Mail Center
-Destination Bulk Mail Center 550,283 0.5
Origin Bulk Mait Center 6,125,469 6.1
Origin Area Distribution Center 22 234 455 22.0
Origin Sectional Center Facility 26,294,182 26.0
Origin Associate Office 2,568,881 - 2.5
Total 101,002,554 : 100.0
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(b) Please confirm that, according to USPS-LR-J-114, 26 percent of all Periodicals
Outside-County sacks are entered at the origin sectional center facility (OSCF) and

22 percent of ail Periodicals Qutside-County sacks are entered at the origin area
distribution center (QADC). If you do not confirm please provide the correct figures.

Response:
(a) Confirmed.

(b) Confirmed.
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MPA/USPS-T34-26.

Please refer to USPS-LR-J-114, which presents Periodicals Outside-County entry
profile data.

(a) Please confirm that Table 4 accurately summarizes USPS-LR-J-114, Table 2. If

you do not confirm, please explain and provide an accurate summary.

Table 4. Summary of USPS-LR~J-114, Table 2 Periodicals Entry Profile Data

Number of Percentage of Total
Entry Facility Pallets Number of Pallets

Destination Delivery Unit 83,774 pallets 2.1 percent

Origin Associate Office in Service 1,951 00}

Territory of Destination Sectionai

Center Facility

Destination Sectional Center 1,482,460 37.2

Facility

Origin Associate Office in Service 1,079 0.0

Termitory of Destination Area

Distribution Center

Origin Sectional Center Facility in 72,612 1.8

Service Territory of Destination

Area Distribution Center

Destination Area Distribution 364,832 92

Center

Origin Associate Office in Service 1,808 0.0

Territory of Destination Bulk Mail

Center

Origin Sectional Center Facility in 62,031 1.6

Service Territory of Destination

Bulk Mail Center

Origin Area Distribution Center in 169,245 42

Service Territory of Destination

Bulk Maif Center

Destination Bulk Mail Center 89,034 2.2
Min Bulk Mail Center 273,729 6.9

Origin Area Distribution Center 741,175 18.6

Qrigin Sectional Center F acility 583,846 14.6

Qrigin Associate Office 58,103 1.5

Total 3,985,681 100.0 |
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WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
MAGAZINE PUBLISHERS OF AMERICA, INC.

(b) Please confirm that, according to USPS-LR-J-114, 37.2 percent of all pallets are
entered at the destination sectional center facility (DSCF) and 18.8 percent of ail

pallets are entered at the origin area distribution center (OADC). If you do not
confirm please explain and provide the correct data.

Response:
(a) Confirmed.

{b) Confirmed.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)

POSTCOM/USPS-T41-2. Please refer to USPS-LR-J-112, stdb_q12000.xls, worksheet
Shape Final.

(a) Please confirm that the source data that you used to develop the volume figures on
this page were from mailing statements. If not confirmed, please explain fully.

(b) Please provide a precise definition of a flat as used in this worksheet.

(c) Please describe the information on mailing statements that you used to determine
whether a BPM piece is a flat.

{(d) Please provide a precise definition of a parcel as used in this worksheet.

(e) Please desctribe the information on mailing statements that you used to determine
whether a BPM piece is a parcel. '

(f) Please confirm that Witness Kiefer used the "shape shares” that you developed to
derive TYAR billing determinants. If not confirmed, please explain fuily.

RESPONSE:

(a) Not confirmed. Three sources of data are used in the derivation of this table. For
each mail code, total revenue, pieces and weight are taken from the Postal Service’s
Revenue, Piece and Weight system. These totals are then disaggregated by shape
using the best available data source. For single-piece categories, ODIS data is
used to create a shape distribution key. For presorted categories the PERMIT
system database of mailing statements is used to create the shape distribution key.

(b} Flat definitions for ODIS data can be found in USPS-LR-J-75. PERMIT mailing
statement data shape definition comes from the Domestic Mail Manual C050.
Additionally, PERMIT system data is edited to restrict flat shaped mail to be less
than 4.0 pounds. Thus the precise definition of shape used in this table is pieces

recorded as flats on form 3605 that have an average weight less than 4.0 pounds.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)

(c) The shape information that appears in the PERMIT record comes from the
“Processing Category” box on form 3605. In this postage statement field three
check boxes are present: Flats, lrregular Parcels, and Machinable Parcels. To test if
the average piece weight is greater than 4.0 pounds, the “Weight of a Single Piece”
field, if available, is used. In the case of non-identical transactions the “Weight of a
Single Piece” is not recorded. For non-identical transactions, the “Total Pieces” and
“Total Weight” fields are used to calculate average piece weight.

(d) Parcel definitions for ODIS data can be found in USPS-LR-J-75. PERMIT mailing
statement data shape definition comes from the Domestic Mail Manual C050.
Additionally, PERMIT system data is edited to restrict flat shaped mail to be less
than 4.0 pounds. Thus the precise definition of parcels used to develop these tables
is all pieces not recorded as flats on form 3605, and pieces recorded as flats on form
3605 that have an average weight greater than 4.0 pounds.

(e) The shape information that appears in the PERMIT record comes from the
“Processing Category” box on form 3605. In this postage statement fieid three
check boxes are present: Flats, irregular Parcels, and Machinable Parcels. To test if
the average piece weight is greater than 4.0 pounds, the “Weight of a Single Piece”
field, if available, is used. In the case of non-identical transactions the “Weight of a

Single Piece” is not recorded. For non-identical transactions the “Total Pieces” and

“Total Weight” fields are used to calculate average piece weight.
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WITNESS L. PAUL LOETSCHER TCO INTERCGATORIES OF
ASSOCIATION FOR POSTAL COMMERCE (POSTCOM)
() Not Confirmed. Witness Kiefer used the “shape shares” | developed in his

projections of TYAR BPM pieces, pounds, and revenue. Please also see his

response to POSTCOM/USPS-T-33, question 4h.
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WITNESS L. PAUL LOETSCHER TO INTEROGATORY OF
ASSOCIATION FOR POSTAL COMMERCE
POSTCCOM/USPS-T41-4:
Please refer to your response to POSTCOM/USPS-T41-2(b) where you state, “PERMIT
mailing statement data shape definition comes from the Domestic Mail Manuat C050.
Additionally, PERMIT system data is edited to restrict flat shaped mail to be less than
4.0 pounds. Thus the precise definition of shape used in this table is pieces recorded
as flats on form 3605 that have an average weight less than 4.0 pounds.”

(@) Please explain in detail why the “PERMIT system data is edited to restrict flat
shaped mail to be less than 4.0 pounds.”

{(b) Please provide a percentage distribution of Presort Bound Printed Matter flat mail
pieces by Y2-pound increment.

(c) Please provide all rate implications that would have resulted from recording a
Bound Printed Matter piece as a flat instead of as a parcel in FY 2000.

RESPONSE:

{(a) When | processed the PERMIT data | checked each record for possible data
entry errors. In this process | discovered a few records that had the processing
category recorded as flats, but had large average piece weights. | suspected that
these records were recorded in error, and reasonable data edits were in order.
The 4.0-pound limit was arrived at by taking the maximum dimensions for a flat
in DMM C050 (12" x 15" x 0.757) multiplied by the density of a standard ream of
business paper {0.0267 pounds per cubic inch). Thus | calculated the maximum
weight of a flat shaped piece to be 3.61 pounds. The 4.0-pound number was

chosen to allow for higher density paper.
(b) See Table 1.

{c) Redirected to Witness Kiefer.
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POSTCOM/USPS-T41-4(b)
Table 1

Percentage Distribution of
Presorted Bound Printed Matter
By Half Pound Welght increment

Weight inc Percent
LT 05 0.03%
0.5-10 0.57%
10-15 49.69%
15-2.0 23.50%
20-25 7.89%
25-30 8.35%
3.0-35 3.55%
3.5-4.0 2.26%
40-45 0.76%
45-50 0.85%
50-55 0.65%
55-8.0 0.59%
6.0-65 0.25%
85-7.0 ' 0.22%
70-75 0.14%
75-8.0 0.09%
80-85 0.09%
85-9.0 0.08%
9.0-95 0.03%
9.5-10.0 0.01%
10.0-105 0.06%
10.5-11.0 0.05%
11.0-115 0.05%
11.5-12.0 0.03%
120-125 0.02%
12.5-13.0 0.06%
13.0. 135 0.01%
13.5-14.0 0.12%
14.0-14.5 0.01%

GT 145 0.00%
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TO INTEROGATORY OF ASSOCIATION OF POSTAL COMMERCE (POSTCOM)
REDIRECTED FROM WITNESS KIEFER

POSTCOM/USPS-T33-2. Please refer to USPS-LR-J-106, SWP2-1.

{d) Please provide the exact definition of a flat that was used to develop the BPM flats
volume shares shown in SWP2-1. Please also describe the data source that was used
to produce SWP2-1.

RESPONSE:

Data for SWP2-1 come from USPS-LR-J-112. The PERMIT system Postage Statement
{form 3605) data were used to develop the shape distribution key for presorted BPM.
ODIS data were used to dévelop the shape distribution key for single piece BPM.
These distribution keys are applied to the Postal Services Revenue, Pieces and Weight
estimates by mail code. Flat definitions for ODIS data can be found in USPS-LR-J-75.
PERMIT mailing statement data shape definition come from the Domestic Mail Manual
CO050, additionally PERMIT system data is edited to restrict flat shaped mail to be less
than 4.0 pounds. Thus the precise definition of shape used to develop the distribution

key for presorted categories is pieces recorded as flats on form 3605 that have an

average weight less than 4.0 pounds.
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RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS L. PAUL LOETSCHER TO INTEROGATORY OF
ASSOCIATION FOR POSTAL COMMERCE
POSTCCOM/USPS-T33-13:

The following questions refer to your Supplemental Workpaper 2:

(a) Does LR-J-112 differentiate between flats and parcels/IPPs?

1. If so, on what is that differentiation based?
2. If not, how did you make the differentiation in your Work paper?
RESPONSE:

Yes. LR-J-112 differentiates between flats and parcels/IPP’s. See my response to

POSTCOM/USPS-T41-2.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO

TO INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE
OCA/USPS-T35-2. The Commission Opinion in Docket No. R2000-1 noted its concern
about the high on-time failure rate of 8.8 percent for Express Mail which, it said, 15
inconsistent with guaranteed service and that because the service is not really
“premium” the intrinsic value of service justifies only a markup index near the
systemwide average (Opinion at 221).
(a) Please provide the on-time failure rate for Express Mail for each period since the
8.8 percent period cited by the Commission in the Opinion.
(b) Please indicate what steps the Postal Service is taking to improve the on-time

failure rate for Express Mail during the period that the rates proposed in this case will be
in effect.

RESPONSE:

a. Annual Express Mail failure rates for Postal Fiscal Year 1999 through 2001 are
9.1%, 9.3%, and 11.6%, respectively.

b. The Postal Service has been working towards service improvement while bearing
in mind the additional challenges placed on the transportation networks since the
terrorist attacks on September 11, 2001. One focus in improving on-time

performance is continued work with the airlines to improve transportation.
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OCA/USPS-T35-3. The following questions refer to the proposed classification change
in the service guarantee for Express Mail postage refunds. -~

(a) For each year, FY 2000 and FY 2001, please provide by Express Mail weight
increment and service type, the number of refunds requested. Aiso, for each refund
requested, please provide: (1) the amount of additional insurance purchased; (2) the
amount of the refund requested; (3) indicate whether or not the claim has been paid; (4)
if the claim was denied, please provide the reason that the claim was denied; (5) if the
claim was paid, indicate the amount paid; (6) provide the time elapsed from the claim’s
filing date to the claim’s settlement date; and (7) the mail piece’s destination ZIP Code.
Provide specific cites to all source documents used in preparing your response and
include a copy of the source documents if one has not been previously filed in this
docket. In preparing your response, please provide the information in a file format that
may be imported into an EXCEL spreadsheet.

(b) For each year, FY 2000 and FY 2001, please provide by Express Mail weight
increment, the total dollar value, the total number of claims filed, and the value of any
subsequent refunds paid for service defays due to each of the following reasons: (1)
detention for law enforcement purposes; (2) strike or work stoppage; (3) late deposit of
shipment, forwarding, return, incorrect address, or incorrect ZIP Code; (4) delay or
canceliation of flights; (5) war, insurrection, or civil disturbance; (6) a breakdown in the
transportation network; and (7) acts of God. Provide specific cites to all source
documents used in preparing your response and include a copy of the source
documents if one has not been previously filed in this docket. In preparing your
response, please provide the information in a file format that may be imported into an
EXCEL spreadsheet.

RESPONSE:

a. The Postal Service does not collect Express Mail refund information by weight

increment or setvice type.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO
TO INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCAJ/USPS-T35-3. (CONTINUED)

RESPONSE:

a. (continued)
1. Individual refund information is only available at the locat level and is
not included in a national database.
2. Individual refund information is only available at the local levei and is
not included in a national database.
3. Individual refund information is only available at the local level and is
not included in a national database. In general terms, if a claim is
validated, it is paid.
4. Individual refund information is only available at the local level and is
not included in a national database.
5. Individua! refund information is only available at the local level and is

not included in a national database.
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TO INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCA/USPS-T35-3. (CONTINUED)

RESPONSE:

a. (continued)
6. Individual refund information is only available at the local level and is
not included in a national database. In general terms, settlements of
verifiable claims where refunds are requested for service failure through a
retait transaction—not using an Express Mail corporate account-—-can be
done on the spot at a retail window.
7. Individual refund information is only available at the local level and is

not included in a national database.

b. The Postal Service does not collect this type of information.
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OCA/USPS-T35-4. In September 2001, the Postai Service's Answer Unit (800-725-
2161) Customer Service Representative indicated in response to a telephone inquiry
that the Postal Service employee responsible for determining whether to pay an.=
Express Mail postage refund claim is the focal window clerk.

(a) For any given Express Mail postage refund claim, is the USPS local window clerk
responsible for determining whether an Express Mail postage refund:claim

shouid be paid?

(b) i your response to part (a} of this interrogatory is affirnative, please provide copies
of all training materials and information available and used by window clerks in
determining the conditions under which the USPS wili honor an Express Mail postage
refund claim.

{c) If your response to part (a) of this interrogatory is other than affirmative, please
indicate whao is responsible for determining when to pay an Express Mail postage refund
claim and provide copies of all training materials and information used by the individual
when determining the conditions under which the USPS will honor an Express Mail
postage refund. :

{d) What current means are available to postal patrons who wish to appeal a local
clerk’s decision to deny a postage refund payment for an overdue Express Mail item?
Please provide specific cites to all source documents used in preparing your response
and include a copy of the source documents if one has not been previously filed in this
docket.

(e) For each year, FY 2000 and FY 2001, how many Express Mail postage refund
claims were denied and what was the total dollar value of those claims? (For FY 2001,
please provide the most current data available.) Provide specific cites to all source
documents used in preparing your response and include a copy of the source
documents if one has not been previously filed in this docket.

(f) For each year, FY 2000 and FY 2001, how many Express Mail postage refund
claims that were initially denied by window clerks were subsequently paid and what is
the total dollar value of those claims? Provide specific cites to all source documents
used in preparing your response and include a copy of the source documents if one has
not been previously filed in this docket.

(g) Does the Postal Service evaluate or otherwise track whether Express Mail postage
refund claims are processed and paid by the window clerks on a consistent nationwide
basis? if so, please provide copies of all documentation available as to how the
consistency is evaluated. [n your response, please include a summary of the Express
Mail postage refund evaluations by postai region for FY 2000 and FY 2001.

(h) If your response to part (g} of this interrogatory is other than affirmative, please
explain why evaluations on the consistency of treatment for Express Mail postage
refund claims are not performed.
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TO INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCAJ/USPS-T35-4 (CONTINUED)

—

(i) For each year, FY 2000 and FY 2001, please provide the total budgeted amount as
well as the actual payments made for Express Mail postage refunds resulting from the
failure of the Postal Service to meet its stated standards. Please provide specific cites to
all source documents referenced and include a copy of each reference used if one has
not heen previously filed in this docket.

(j) For FY 2000 and FY 2001, please provide a copy, by Express Mail service offering
and by postal designated region, the (1} the USPS service standards, paired with (2) the
actual service standards achieved. Provide specific cites to all source documents used
in preparing your response and include a copy of the source documents if one has not
been previously filed in this docket.

RESPONSE:

a. No, unless the window clerk is the postmaster’s desigﬁee for determining
whether a claim is paid.

b. Not applicable.

c. The postmaster or designee is responsible for determining when to pay an
Express Mail refund claim. A copy of the “Structured on the Job Training
Processes” training worksheet for refund processing is attached.

d. Information on postage refunds for Express Mail is detailed in Section
P014.5.0 of the Domestic Mail Manual (DMM). Specifically, Section 5.4 covers
how to apply for a retund, Section 5.5 covers immediate refunds, and Section 5.6
covers deferred refunds. [f it can be determined immediately that the mailer is
entitled to a refund, and the Express Mail ma_ilpiece had postage affixed, the

Postal Service refunds the postage immediately in cash or with a no-fee money
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OCA/USPS-T35+4 (CONTINUED)

RESPONSE: -
order. If the postmaster or his/her designee is not abfe to confirm the entitiement
for the refund, the Postal Service researches the request and: -if appropriate,
issues a refund to the mailer within five business days. There are three methods
available to confirm a request immediately: (1) calling a toil-free 800 number, (2)
going on the Postal Service website, or (3) speaking with an Expedited Service
Specialist (ESS) at the appropriate district Expedited Service Office (ESQ).

e. The Postal Service does not collect this type of information for denied claims.
f. The Postal Service does not collect this type of information for denied claims.
g. No.

h. As described in part {d) above, there are policies and procedures that detail
the Express Mail refund process. Secondly, as described in part (c) above, the
Postal Service maintains a national training program that addresses the handling
of Express Mail refunds. Finally, the determination of whether or not {o provide a
refund is made by the postmaster or the postmaster's designee, and not a
window clerk. Therefore, there does not appear to be a need for an independent
process fo track the refund process consisiency.

i. To the best of my knowledge, the Postal Service does not separately budget
for Express Mail postage refunds.

j. Partial objection filed on October 11, 2001.
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OCA/USPS-T35-4 (CONTINUED)

(1) The service standard information on a nationwide basis can be obtained by
calling the Postal Service’s toll-free help line at 1-800-275-8777 and providing the
origin/destination ZIP Codes.

(2)  Actual service standards achieved on an aggregate national basis for PFY
2000 and 2001 are 90.7% and 88.4% respectively. This information was

retrieved from the Expedited Mail Reporting System (EMRS).
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Lesson #75

Task: -
POS ONE/RT Processing a Refund Using PS Form 3533

Terminal Objective: review with future Associate
How 1o Process a Refund Using a PS Form 3533

Prerequisites:
Sales and Services Associate Training
Knowledge of Domestic Mail Manual
Knowledge of F-1 Post Office Accounting Procsedures Manual
Review GIST

Supplies and Equipment Needed for This Training Session:
IRT/POS ONE System pen/pencil
PS Form 3533

Domestic Mail Manual
F-1 Post Office Accounting Procedures Manual

NOTE to all RC's teaching this session:

J Training step that is specific to clarifying questions to be asked of customer must
include pertinent information on any or all of the following:
~» HAZMAT
& Aviation Security

Structured On The Job Training Processes 145




Hochmeaf 43 OCH Jusps-73s - Y )
/% deF3

1. RC will:
Explain the uses of PS Form 3533. =

Future Assocdate wilk:
Repeat uses of Form 3533,

2. RC will
Demonstrate filling out PS Form 2533. Attach mailing receipt or PVI label if appropriate.

Future Associate will:
Fill out a PS Form 3533.

3. RC will:
Demonstrate entering PS Form 3533 (refund information) in appropriate
AIC (IRT), GLA (POS), or Manual 1412.

Future Associate will;
Repeat demonstration.

4. RC wili
Demonstrate how to process refund.

Future Associate will
' Repeat demonstration.

5. RCwill

Future Associate will

6. RC will

Future Associate will

7. RC will

Future Associate will

Structured On Tha Job Training Processes 146
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8. RC will -

Future Associate will

9. RC will

Future Associate will

10. RC will

Future Associate will

How tested: Role Piay Customer:

Date:

Structured On The Job Training Processes 147
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OCAJ/USPS-T35-5. The USPS proposed DMCS language provides for discretionary
authority to deny refunds when an Express Maii delay is caused by: (a) detention for law
enforcement purposes; -~

(b) strike or work stoppage;

(c) late deposit of shipment, forwarding, return, incorrect address, or incorrect ZIP Code;
(d) delay or cancellation of flights; -

(e) governmental action beyond the control of the Postal Service or air carriers;

(f} war, insurrection, or civil disturbance;

(g) breakdown in the transportation network; or

(h) acts of God.

See USPS-T-35 at 26. Given the proposed discretionary authority, what prevents the
Postal Service from denying all Express Mail postage refund claims?

RESPONSE:

It is important to keep in mind that the DMCS provisions would be discretionary, and the
circumstances in which refunds would be denied, as explained in my testimony, are
-expected to be rare. The grounding of air transport as a result of the terrorist activities
beginning on September 11 would be a possible example of circumstances warranting
the denial of refunds. Generally, the new provisions would clarify that refunds couid be
denied when circumstances beyond the contro! of the Postal Service lead to the delay
of Express Mail. By contrast, circumstances within the control of the Postal Service,
such as scheduling of transportation to and from the airport, as well as scheduling of
delivery personnel to perform on-time delivery, wouid not be considered to be beyond
the control of the Postal Service. Thus, if these circumstances led to delay of Express

Mail, refunds would not be denied under the revised DMCS provisions.
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TO INTERROGATORIES OF OFFICE OF CONSUMER ADVOCATE

OCANJSPS-T35-6. Given the proposed DMCS language for Express Mail postage
refunds, under what condition or conditions will an Express Mail customer be likely to
obtain a postage refund when the service commitment has not been achieved? _-

RESPONSE:

See response to OCA/USPS-T35-5.
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OCA/USPS-T35-7. If the proposed DMCS language, for Express Mail postage refunds,
is adopted, how and when will the Postal Service educate postal patrons about the new

-

changes? -
RESPONSE:

The Postal Service prints the terms and conditions of Express Mail refunds on the
reverse of each postage label. In addition, information about Express Mail refunds is
contained in Publication 201, “Consumer’s Guide to Postal Services & Products”, on the

Postal Service website, www.usps.com.
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OCA/USPS-T35-8. The following refers to your response to OCA/USPS-T35-5.
Your response states,

{Clircumstances within the control of the' Postal Service,

such as scheduling of transportation to and from the airport,

as well as scheduling of delivery personnel to perform on-

time delivery, would not be considered to be beyond the

control of the Postal Service.
However, one could easily infer that scheduling of transportation to and from the
airport and the scheduling of delivery personnel could be considered an exampie
of a “breakdown in the transportation network.” Please explain how the USPS
can assure the public that a “postmaster or his/her designee” will not deny a

claim based upon a generalized interpretation of your proposed DMCS language
“breakdown in the transportation network™?

RESPONSE:

The “breakdown in the transportation network” criterion is designed to deal with
extraordinary circumstances, such as what the Postal Service experienced as a
result of the actions that took place on September 11, 2001. The Postal Service
will narrowly define the DMM regulations governing refunds during
.implementation 80 as to assure claims would not be denied based upon

generalized interpretations.
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INTERROGATORIES OF OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T35-9. Your response to OCA/USPS-T35-7 indicates that the Postal
Service will update the terms and conditions of the Express Mail refunds
appearing on the reverse side of each postage label. Please provide the cost of
updating the information on the back of the Express Mail postage label. Provide
an estimate of the number of Express Maii postage labels printed in FY 2000, FY
2001 and FY 2002. Provide the full calculation for both the cost data and the
estimate of the number of labels. Please provide specific cites to all source
documents and provide copies if one has not been previously filed in this docket.

RESPONSE:

The cost of updating the information is absorbed by the printer supplier at no
additional cost to the Postal Service. The estimated volume of Express Mail
labels printed (which includes Global Express Mail labels) is as follows: FY 2000

- 118.8 million; FY 2001 - 118.0 million; and FY 2002 ~ 90 to 110 miillion.
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INTERROGATORIES OF OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T35-10. For Express Mail, please provide available data from the
most recent year for which data are available that show, by ounce, the volume of
Express Mail for each type of mailing envelope or container supplied by the
Postal Service. In preparing your answer, piease provide the information in a

format similar to that provided by USPS witness Scherer in his response to
DFC/USPS-T30-1.

RESPONSE:
The Postal Service does not collect information, by ounce, on the volume of

Express Mail for each type of Postal Service supplied mailing envelope or

container.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO TO
INTERROGATORIES OF OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T35-11. In reducing the level of insurance automatically included in
Express Mail from $500 to $100, please: (a) identify and explain the indemnity
costs deducted from Express Mail, and (b) explain the consideration you gave to
the Express Mail rate proposals with regard 1o the decreased value of service
due to a reduction in the level of insurance included at no extra cost. Please

provide specific cites to all source documents and provide copies if one has not
been previously filed in this docket.

RESPONSE:

(a) ltis my understanding that the indemnity costs for Express Mail from
witness Patelunas’s testimony are as follows: Base Year 2000 -
$1,258,000; FY 2001 - $1,295,000; Test Year 2003 Before Rates -
$1,488,000, and Test Year After Rates 2003 - $1,347,000. |tis also my
understanding that there was no adjustment to indeminity costs related to

the reduction in free indemnity coverage.

(b) The Express Mail rates proposed in my testimony were developed
with a target average increase and target cost coverage in mind. See my
testimony at page 28. The value of service criterion consideration for the
Express Mail rate proposals is addressed in witness Moeller's testimony,

USPS-T-28.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO
TO INTERROGATORY OF UNITED PARCEL SERVICE

UPS/USPS-T35-1. What will the Postal Service policy be for handling Express
Mail flat-rate envelopes that exceed one-half pound?

RESPONSE:
The Postal Service’s policy will be the same as it is currently for handling Express Mail

flat-rate envelopes that exceed two pounds, i.e., delivering the flat-rate mailpiece for the

established rate regardless of the weight.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 4

POIR 4/). This question concerns Express Mail and refers to USPS-T-35.

(a) At page 24, witness Mayo discusses the proposal for tying the Express Mail
flat rate envelope rate to the half-pound rate. Will the proposed flat rate envelope
be the same size and have the same capacity as the current flat rate envelope?
(b) At page 25, lines 13-14, witness Mayo states, “Express Mail paid claims for
merchandise in the $0 to $500 range averaged $170.” What percent of the
claims were below $100?

(c) At page 28, lines 13-1 5, witness Mayo states, “The Custom Designed rate
differential was developed by applying a 30-cent differential to the Post Office to
Post Office rate differential. The 30-cent rate differential was considered a
reasonable differential.” Please explain all considerations and factors that led to
the conclusion that this was a ‘reasonable’ differential.

RESPONSE:
(a) Yes.

(b) in FY 2000, 53 percent of the Express Mail paid claims for merchandise in

the $0 to $500 range were $100 and below.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 4

POIR 4/1 {Continued):

(¢) | examined two methods to arrive at the 30-cent rate differential. First, |
marked up the cost differential from Post Office to Addressee to Post Office to
Post Office of ($1.40) by the target cost coverage of 229 percent, resulting in
($3.22). | then applied the target cost coverage of 229 percent to the cost
differential from Post Office to Addressee to Custom Designed of ($1.21) to
arrive at ($2.78). The difference between the two differentials is ($0.44) or
[($3.22 minus $2.78)). | compared the marked up cost differential difference
($0.44) with the cost differential difference before markup of $0.18 or ($1.40
minus $1.21). The difference between these two numbers is ($0.25) or ($0.44
minus $0.19). | mitigated the increase in the Custom Designed rates by dividing
the ($0.25) difference in half to arrive at ($0.125). | added this ($0.125) to the
($0.19) differential which resulted in ($0.315). | rounded this number to the
nearest nickel that resulted in 30 cents. The second method | examined involved
taking the difference in the current rate structure of -$0.15 and $0.55 between the
Post Office to Post Office and Custom Designed rates and dividing this $0.70

range by two to arrive at $0.35.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 4

POIR 4/1 (Continued):

The proposed differential of 30 cents is “reasonable”, as discussed in my
testimony at page 28, lines 15-20. | believe the 30-cent difference reflects a
balanced approach. If | had fully marked up the cost differential, an undue
burden would have been placed on Custom Designed rates. Instead, | chose a

more moderate approach.
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United States Postal Service

Susan W. Mayo
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MAYO TO
INTERROGATQCRIES OF DAVID B. POPKIN (DBP/USPS-1-82)
REDIRECTED FROM THE POSTAL SERVICE

DBP/USPS-70. Piease refer to your response to Interrogatory QCA/USPS-118. Has
Delivery Confirmation service always been available for mail addressed to the IRS since
the time that service was established? If not, please provide details.

RESPONSE:

Yes. Delivery Confirmation was available for mail addressed to the IRS during the
April, 1999 income tax season, although it was strongly discouraged by the Postal
Service that tax season as it was a brand new product offering and there were concerns

that reliabie service could not be provided.
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RESPONSE OF POSTAL SERVICE WITNESS MAYO (USPS-T-36) TO
PRESIDING OFFICER’S INFORMATION REQUEST NO. §

POIR 5/14. Please refer to USPS-LR-J-109, file ‘BRPFWorkpapers.xis,’
worksheet ‘Business Reply Mail,’ cell J 48. How many mailers does the Postal
Service estimate are responsible for this volume?

RESPONSE:

Based on the total permit revenue and advance deposit account revenue | use
for developing billing determinants, there is no way to determine the number of
non-accounting-fee permits. it is possible to have multiple advance depdsn
accounts for one permit. Therefore, a calculation as to how many non-
accounting-fee permits could not be made from taking the total number of
permits paid less the advance deposit accounts paid. | aiso have not been able
to obtain any other estimate of how many permits are responsible for this

volume.

n
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United States Postal Service

Karen Meehan
(USPS-T-11)



Response of United States Postal Service Witness Meehan
to
Presiding Officer Information Request No. 2

POIR/USPS-2. In the transportation workpapers for R2000-1 the Postal Service
distributed empty equipment cost for highway based on all highway costs. It
distributed the empty equipment for rail based on all rail costs. In docket R2000-
1 the Commission recommended adoption of MPA's proposal to distribute empty
equipment rail costs based on the costs of all surface transportation rather than
just the other rail costs. In this docket the Service appears to have distributed the
empty equipment costs for both highway and rail based on the combined costs
of both surface and air transportation. Please explain this change in distribution
methodology.

Response: .

The Postal Service did indeed change the distribution of both highway and rail
costs in its FY 2000 CRA. (it was inadvertently left out of the base year testimony
section on changes in the FY 2000 CRA.} This change was carried over to the
base year. As the question indicates, two changes were made. First, the empty
equipment cost distribution was based on all transportation costs, not just
surface transportation costs. This change was made in recognition of the fact
that the equipment being transported includes mail transport equipment (e.g.,
sacks, letter trays, flat tubs, pallets,) used in all modes of transportation, not just
surface transportation. Second, the distribution of highway empty equipment
costs was changed to recognize that these costs are incurred to transport the

same assortment of empty equipment as is transported on rail.
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Response of United States Postal Service Witness Meehan 4336
to
Presiding Officer Information Request No. 3

POIR/USPS4. Witness Meehan's Workpaper B spreadsheets include the
outputs to the CRA for each cost segment and component which are reflected in
the manual input of witness Meehan's Workpaper A. The structure of the
outputs to the CRA and the manual input to the CRA does not include costs
associated with any of the former non-profit subclasses such as Periodicals Non-
Profit or Standard Non-Profit ECR. However, it appears that the costs
associated to the non-profit subclasses are included in section of the
spreadsheets labeled “oldoutputs”. Please confirm that if the CRA structure was
the same as in Docket No. R2000-1 the costs input into the CRA would have
come from the spreadsheet sections labeled “oldoutputs” in the Workpaper 8
spreadsheets. .

)f confirmed please provide the PESSA, custodial maintenance and equipment,
and roliforward distribution keys that are included in the manual inputs into the
CRA in the same format as indicated in the “oldoufputs” sections mentioned
above.

Response:

Confirmed. The relevant keys requested are provided as foliows. Component
843, Space Distribution Key for Platform, can be found in USPS-LR-J-55, Table
V-1, part §, column d, labeled Component 943, Space Platform Distribution Key.

The other base year distribution keys are filed in USPS-LR-J-154.



Response of United States Postal Service Withess Meehan

to
Presiding Officer Information Request No. §

POIR/USPS-5. Witness Meehan’s LR-J-57, Workpaper B-7, worksheet “Input
LR.xIs", provides the Curbline Access Test {(CAT) and Foot Access Test (FAT)
factors used to split running time for the Postal Service cost treatment of city
carrier street time costs. The worksheet “Input PRC” provides the CAT/FAT
factors used to split running time for the Postal Service development of the PRC
cost treatment of city carrier street time as calculated in LR-J-74.

(a) The cited source for the CAT/FAT factors in the Postal Service treatment

is “R97-1, USPS LR-H-141", This does not appear to be current as the factors
calculated in LR-H-141 are based on FY96 City Carrier Cost Survey data. Please
provide the calculations of the current Postal Service CAT/FAT factors updated
with FY 2000 City Carrier Cost Survey data.

(b) The CAT/FAT tactors in the PRC treatment are based on FY97 data in
“CRAQ97adj.xls, ‘AF Input 4' “. Please update the factors with FY 2000 City
Carrier Cost Survey data.

Response:

(a-b) Unintentionally, different USPS CAT/FAT and PRC CAT/FAT factors were
used in LR-J-57, Workpaper B-7, tab “Input LR" and tab “Input PRC". The use of
the same CAT/FAT factors — namely those derived from the PRC’s running time

models — had been intended. The requested updated factors are below, and they

can be used to update both the “Input LR” and the “Input PRC” tabs.

1. FAT Split Factors for the Business Foot, Residential Foot, and Mixed Foot

Route-Type Categories:

SDR 0.6963
MDR 0.7346
BAM 0.6748
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Response of United States Postal Service Witness Meehan
to
Presiding Officer Information Request No. 5
2 FAT Split Factors for the Business Motorized, Residential Curb, Residential
Park & Loop, Mixed Curb, and Mixed Park & Loop Route-Type Categories:
SDR 0.5732
MDR 0.6110
BAM 0. 5480
3. CAT Split Factors - All Route Types
SDR 0.4337
MDR 0.3980
BAM 0.4679

USPS LR-J-182 shows how these split factors are calculated.
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Response of Postal Service Witness Meehan To
Presiding Officer's Information Request Number 5

6. Witness Meehan, T-11, page 7, lines 4-8, states: “In response to the PRC's

request to separate the cost of special services from their ancillary services,
elemental load calculations in cost segment 7 were updated to remove retumn
receipt costs out of the special service volume variable cost. The changes to
elemental load are discussed in the testimony of witness Bradley, USPS-T-16.”

(a) Please describe the cost segment 7 updates that remove return receipt
costs from the special service volume variable costs and identify the B-7
Workpaper spreadsheets and cells involved.

(b) Please provide a specific cites to witness Bradley’s discussion andto a
modification in the calculation of BYO0O volume variable elemental load
costs.

Response:

()

(D)

The updates to Cost Segment 7 are made on the following pages of the B-7
Workpaper spreadsheets: Input LR, cells F86, E86 and D86,

(repeated again in spréadsheet 7.0.8 cells 160, N60 and S60). The

effect of including this change is that return receipt costs are

separately identified and put into Special Service Other. Distribution of costs
occurs and is shown in spreadsheets 7.0.6.5 column (4) Accountables, 7.0.6.6

column (4) Accountables, and 7.0.6.7 column (4) Accountables.

To be answered by witness Bradley, USPS-T-16.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T22-39 Please refer to pages 41 and 43 of USPS-LR-J-60 where you
derive the unit cost estimate for nonstandard single piece and nonstandard presort
letters.

A.

Please confirm that your CRA-adjusted unit costs for single piece nonstandard and
presorted nonstandard letters are 18.934 cents and 16.545 cents, respectively. If
no, please explain.

. Do you agree that letters weighing up to one ounce are processed no differently

from letters weighing between 1.1 and 2.0 ounces? If no, please explain.

Please explain why the Postal Service proposes to charge nonstandard single piece
letters less than 2-ounce single piece letters, when your cost analysis indicates that
the nonstandard letters cost the Postal Service more to process.

Please explain why the Postal Service proposes to charge nonstandard presort
letters less than 2-ounce presorted letters, when your cost analysis indicates that the
nonstandard letters cost the Postal Service more to process.

Please confirm that you assumed that for nonstandard single piece letters, 7,500 of
10,000 letters could be sent to the RBCS for barcoding, and that 7,459 of those
letters (99.45%) were successfully barcoded such that they could be sent to
automation processing in the next operation. If you cannot confirm, please explain.

. Please confirm that if you had assumed that all of those 7,500 pieces discussed in

Part E were prebarcoded by the mailer, your resulting CRA-adjusted unit cost wouid
increase by 12.3% from 18.934 cents to 21.269 cents. If you cannot confirm, please
explain.

. Please confirm that you assumed that for nonstandard presort letters, 1,181 of

10,000 letters could be sent to the outgoing RBCS for barcoding, and that 1,174 of
those letters (99.43%) were successfully barcoded such that they could be sent to
automation processing in the next operation. If you cannot confirm, please explain.

Please confirm that you assumed that for nonstandard presort letters, 4,486 of
10,000 letters could be sent to the incoming RBCS for barcoding, and that 4,461 of

those letters (99.46%) were successfully barcoded such that they could be sent to
automation processing in the next operation. If you cannot confirm, please explain.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-39 (CONTINUED)

Please confirm that if you had assumed that all of those 5,567 pieces discussed in
Parts G and H were prebarcoded by the mailer, your resulting CRA-adjusted unit
cost would increase by 4.7% from 16.545 cents to 17.320 cents. If you cannot
confirm, please explain.

J. Please justify the reasonableness of a cost model such as the ones you present to
the Commission for nonstandard letters that result in increased costs when mailers
provide a prebarcode on their outgoing letters.

RESPONSE:

(A) It can be confirmed that the mail processing unit cost estimate for a nonstandard
single-piece letter-shaped mail piece is 18.678 cents. It can be confirmed that
the mail processing unit cost estimate for a nonstandard presort letter-shaped
mail piece is 16.254 cents. Please see the revisions filed on 11/15/01.

(B) Ingeneral, yes.

(C) Redirected to the Postal Service.

(D) Redirected to the Postal Service.

(E) It can be confirmed that it was assumed that 75% of the letters would be
machinable and processed in RBCS. It cannot be confirmed that the result was
as described. Please see the revisions filed on 11/15/01.

(F}  Not confirmed. Please see the revisions filed on 11/15/01.

(G) Not confirmed. Please see the revisions filed on 11/15/01.

Not confirmed. Please see the revisions filed on 11/15/01.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

REPONSE TO MMA/USPS-T22-39 (CONTINUED)

(1)

()

Not confirmed. Please see the revisions filed on 11/15/01.

The action described in part (1) seeks to use the cost model for a purpose other
than that intended. The nonstandard surcharge cost models and automation

presort letters cost models are not interdependent in any way.

Most cost studies involve narrowly defined benchmark - rate category
comparisons. For example, automation presort letter cost models by rate
category are used to de-average a CRA mail processing unit cost estimate.
Those results are then compared to a Bulk Metered Mail (BMM} letter
benchmark.

There are limitations when it comes to the data that can be used for cost models.
Many data inputs represent "average" figures. In addition, some of the data
inputs would likely change if large volumes of mail migrated from one mail type
(e.g., single-piece) to another. The cost models in USPS LR-J-60 were not

constructed to evaluate such migration.



RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJCR MAILERS ASSOCIATION

MMA/USPS-T22-49 Please refer to Part A of Interrogatory MMA/USPS-T22-19 where
you were asked about the impact of your decision to use machinable nonautomation
mixed AADC letters as a proxy for BMM in order to estimate delivery unit costs and your
response thereto.

A. In part A, you were asked about how this decision impacted your derived
workshare cost savings. Your response indicates that you feel it made your
derived workshare cost savings more accurate. Please provide the actual data,
appropriate citations to the record in this case, and copies of any other source
documents that you believe support that claim.

B. Please confirm the unit delivery costs as shown in the table below. Please
make any corrections, if necessary.
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-49 (CONTINUED)

Comparison of Delivery Costs From Docket Nos. R2000-1 and R2001-1

Delivery Unit Costs In Cents | Difference
First-Class Category R0O0-1 RO1-1 R01-1 - ROO-
1

Single Piece 5.362 6.037 0.675
BMM 5.479 4,083 -1.396
Nonautomation Presort {_etters 5.479 5.942 0.463
Nonautomation Nonmachinable Mixed ADC 8.408
Nonautomation Nonmachinable ADC 8.408
Nenautomation Machinable Mixed AADC 4.083
Nonautomation Machinable AADC 4083
Nonautomation Nonmachinable 3-Digit 8.408
Nonautomation Nonmachinable 5-Digit 8.408
Nonautomation Machinable 3-Digit 3.954
MAnautomation Machinable 5-Digit 3.954
. .wnautomation Machinable Letters (All Presort 4,005
Leveals)
Automation Mixed AADC Letters 4.164
Automation AADC Letters 4.015
Automation Basic Letters 4.319
Automation 3-Digit Presort Letlers 4.196 3.879 -0.217
Automation 5-Digit Presort Letters 2.966 3.794 0.828
Automation 5-Digit Presort Letters 6.160 6.160 0.000
(CSBCS/Manual Sites)
Autamation Carrier Route Presort Letters 6.059 6.059 0.000
Source:; USPS-LR-1-85 |USPS-LR-J-
( rev) 117 |

C. Please confirm that had you used nonpresorted letter delivery costs as a proxy
for BMM, as you did in the last case, the BMM delivery cost would have
increased by 1.867 cents. i you cannot confirm, please explain.

D. Please confirm that had you used nonpresorted letter delivery costs as a proxy
for BMM, as you did in the last case, your workshare cost savings would have
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER

TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-49 (CONTINUED)

E.

increased by 1.867 cents for each automation letter category. If you cannot
confirm, please explain.

. Please confirm that the test year after rates Automation letter volume is 47.743

billion pieces. If no, please provide the correct volume figure.

. Please confirm that your assumption concerning BMM delivery costs reduced

potential workshare savings by .01867 x 47.743 billion or $881 million. If you do
not agree, then piease provide the correct amount, and explain the reason for
such correction.

. Please confirm that the only explanation that you provide in your Direct

Testimony and Library References for changing the assumption from the last
case concerning BMM delivery costs is found on page 20 of your Direct
Testimony. There you state: *

In this docket, | have refined that assumption and have assumed that
delivery unit costs for BMM letters are the same as the delivery unit
costs for First-Class machinable mixed AADC nonautomation presort
letters”.

If you cannot confirm, please provide all other record citations where you
explain the rationale for your “refined” assumption.

In Part B of your response, you indicate that the DPS percentage for BMM is
76.35% and is virtually identical to that for nonautomation machinable mixed
AADC presort letters.

1. Please confirm that, as your BMM model is constructed, if you have
overstated the amount of letters processed by automation, then the very
likely result would be an understatement of the true BMM unit costs. If you
cannot confirm, please expiain.

2. Please confimm that, as your BMM model is constructed, if you have
overstated the amount of letters processed by automation, then the very
likely result would be an overstatement of the DPS percentage. If you
cannot confirm, please explain.



RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERRCGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-49 (CONTINUED)

3. Please confirm that as your BMM model is constructed, if you have
understated the true BMM unit cost, then the very likely result would be an
overstatement of the DPS percentage. [f you cannot confirm, please
explain.

4. Please confirm that, as your BMM model is constructed, if you had assumed
that every BMM letter was prebarcoded, then the resulting unit BMM cost
increases from 4.193 cents 10 4.63 cents. If you cannot confirm, please
indicate by how much the unit cost increases and support your response
with appropriate citations to the record in this case. If the unit cost
decreases, please support your response.

5. Please confirm that, as your BMM model is constructed, if you had assumed
that every BMM letter was prebarcoded, then the resulting BMM DPS
percentage decreases from 76.35% to 72.97%. |f you cannot confirm,
please indicate by how much the DPS percentage decreases and support
your response. If the DPS percentage increases, please support your
response.

6. Please confirm that application of the CRA adjustment factor, which you
claim compensates for the use of aggregated data (see your answer to Part
J of interrogatory MMA/USPS-T22-21), in no way relates to your model-
derived DPS percentage. If you cannot confirm, please explain.

J. Inyour response to Part C, you state that the I0CS system does not track costs
for BMM letters.

1. Does the IOCS track costs for metered lefters? If yes, please explain why
you could not have used metered mail costs as you did for mail processing
costs?

2. Doesn't an assumption that potentially impacts almost a $1 billion warrant
more attention that you gave it? '

RESPONSE:
(A)Piease see the response to MMA/USPS-T22-16(B).

{B) The table has been corrected to include the revised figures filed on 11/15/01.
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-49 (CONTINUED)

(C)

(F)

(G)

(H1)

It can be confirmed that had the nonautornation presort letters unit cost estimate
been used as the proxy for BMM letters, the BMM letters delivery unit cost

estimate would have increased 1.850 cents.

It can be confirmed that the automation presort letters worksharing related
savings estimates would have increased by 1.850 cents.

Confirmed.

Not confirmed. The aggregate nonautomation presort letters unit cost estimate
represents a category of mail that requires a substantial amount of manual
processing. Consequently, | do not view this cost difference as "potential
savings" related to Bulk Metered Mail (BMM) ietters.

Confirmed. In addition, please see the response to MMA/USPS-T22-19(8).

Confirmed. However, BMM letters and nonautomation machinable mixed AADG
presort letters follow identical processing paths. if the amount of BMM letters
processed on automation were overstated, then the amount of nonautomation
machinable mixed AADC presort letters processed on automation would also be

overstated.

Confirmed. However, BMM letters and nonautomation machinable mixed AADC
presort letters follow identical processing paths. If the Delivery Point Sequencing
(DPS) percentage for BMM letters were overstated, then the DPS percentage for
nonautamation machinable mixed AADC presort letters would also be
overstated. Consequently, those percentages would still be nearly identical.
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-49 (CONTINUED)

(H3)

(H4)

{H5)

(HE)

(1)

(12}

Not confirmed. It depends on what costs are being understated,

| would not have made such an assumption as it has always been my
understanding that BMM letters are not generally prebarcoded. Please see the
response to MMA/USPS-T22-38(K). However, it can be confirmed that, in the
purely mathematical sense, this assumption would change the model costs from
4.276 cents to 4,280 cents.

| would not have made such an assumption as it has always been my
understanding that BMM letters are not generally prebarcoded. Please see the
response to MMA/USPS-T22-38(K). However, it can be confirmed that, in the
purely mathematical sense, this assumption would change the DPS percentage
from 75.73 percent to 73.76 percent.

Not confirmed. For example, the revisions that were filed on 11/15/01 affected
both the DPS percentage and the CRA proportional adjustment factor.

Yes. Please see the response to MMA/USPS-T22-43(0). The rationale that
explains the delivery unit cost proxy for BMM letters can be found in the
response to MMA/USPS-T22-19(B).

The rationale that explains the delivery unit cost proxy for BMM letters can be
found in the response to MMA/USPS-T22-19(B). In addition, the fact that there
may be a cost difference between two delivery unit cost estimates does not, in
and of itself, mean that one estimate is the best proxy for BMM |etters.



RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T22-70 Please refer to your response to Part H of Interrogatory
MMA/USPS-T22-49. There you discuss the relationship in your models among the
percentage of letters processed by automation, the unit mail processing cost, and the
DPS percentage.

A. In response to Parts H 1 and H 2, you indicate that BMM and non-automation
machinable, mixed AADC letters follow identical processing paths in your models.
Please explain how, in your model, the flow for single piece metered letters would
differ, if at all, from the flow for BMM letters.

B. In response to Parts H 1 and H 2, you indicate that the DPS percentages for both
BMM and non-automation machinable, mixed AADC letters are likely to be
overstated if the model-derived costs are understated. Please confirm that if the
costs are in fact understated, and the DPS % is in fact overstated, then the delivery
costs for both BMM and non-automation machinable, mixed AADC letters are likely
to be understated. If you cannot confirm, please explain.

C. Please confirm that, based on your BMM and non-automation, machinable mixed
AADC letters models, your unit cost estimates understate the CRA-derived unit
costs by approximately 50%, according to your derived CRA-adjustment factors. If
you cannot confirm, please explain.

D. Please confirm that, as your automation letter mail models are constructed, if you
have understated the percentage of letters processed by automation through the
incoming secondary, then the very likely result would be an overstatement of the
true automation letter unit costs. If you cannot confirm, please explain.

E. Please confirm that, as your automation letter mail models are constructed, if you
have understated the percentage of letters processed by automation through the
incoming secondary, then the very likely result would be an understatement of the
true automation letter DPS percentage. If you cannot confirm, please explain.

F. Please confirm that, as your automation letter mail models are constructed, if you
have overstated the true automation letter unit costs, then the very likely result would
be an understatement of the true automation letter DPS percentage. |f you cannot
confirm, please explain.

G. Please confirm that, based on your automation letter models, your model-derived
unit cost estimates overstate the CRA-derived by an average of 20%, according to
your derived CRA-adjustment factor. If you cannot confirm, please explain.
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER

TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T22-70 (CONTINUED)

H.

Please confirm that, if you have understated the true automation letter DPS
percentages, then the very likely result would be an overstatement of the automation
delivery unit costs. If you cannot confirm, please explain.

Please confirm that, if your model-derived unit costs overstate the true automation
letter DPS percentages and overstate the true non-automation machinable, mixed
AADC DPS percentage, then the very likely result is that you have understated the
differences between the delivery unit costs. If you cannot confirm, please explain.

RESPONSE:

(A)

(B)

(C)

(E)

Cost model differences related to First-Class single-piece metered letters are
discussed in the response to MMA/USPS-T22-62(B).

Not confirmed. It is my understanding that DPS percentages for all the presort
letters cost models have been used by witness Schenk to de-average the
delivery unit costs for presort letters. If the cost models could overstate the BMM
letters and nonautomation mixed AADC presort letters DPS percentages, then
the DPS percentages in all the presort letters cost models could be overstated.
The revised figures would then have to be used to de-average the delivery unit
cost for presort letters.

Consequently, the specific outcome is unknown.

It can be confirmed that the CRA proportional adjustment factors for BMM letters

and nonautomation presort letters are 1.493 and 1.508 cents, respectively.

Confirmed.

Confirmed. In addition, please see the response to MMA/USPS-T22-70(B).

4351
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR -MAILERS ASSOCIATION

RESPONSE TO MMA/USPS-T22-70 (CONTINUED)

(F) Not confirmed. If a productivity value for a specific operation were understated,
the costs would be overstated. This overstatement of costs would not affect the
DPS percentages.

(G) It can be confirmed that the CRA adjustment factor for First-Class automation
presort letters is 0.797. In addition, please see the response to MMA/USPS-T29-
14.

(H) Not confirmed. Please see the response to MMA/USPS-T22-70(B).

(" Not confirmed. Please see the response to MMA/USPS-T22-70(B).
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MILLER
TO INTERROGATORIES OF MAJOR MAILERS ASSOCIATION

MMA/USPS-T22-71 Please refer to your response to Part H 3 of Interrogatory
MMA/USPS-T22-49. There you failed to confirm that if, using your BMM model results
in an overstatement of the DPS percentage, then the result would be an understatement
of the true BMM unit cost. Your explanation was that it depends on what costs are
being understated.

A. Assuming that your BMM model understates the true BMM unit cost, please explain
precisely how the very likely impact would not be an overstatement of the DPS
percentage.

B. Please explain whether or not you agree with the following paragraph. If you do not
agree please precisely explain why not.

A major cost driver reflected by the simulation mail flow modeis is the
extent to which the letters can be processed by automation versus
manually. As more mail is processed by automation, the resulting unit
costs will decrease. As more mail is processed by automation, the DPS
percentage will increase. As more mail is processed by automation, the
delivery unit costs will decrease.

RESPONSE:

(A)  The answer | provided in response to MMA/USPS-T22-49(H3) is correct. Each
cost model consists of two spreadsheets: a mail flow spreadsheet and a cost
spreadsheet (please see USPS-T-22, page 10 at 14-15). For example, if any of
the productivity values were overstated, the BMM letters model cost would be
understated, as would the model costs for all rate categories. This
understatement of costs, however, would not impact the DPS percentages
calculated in the cost models because the productivity values are used in the
cost spreadsheets and are not used to flow mail through the mail flow

spreadsheets. The DPS volumes are calculated in the mail flow spreadsheets.

(B) | would agree that the extent to which mail is processed in automation operations
or in manual operations is a cost driver for Postal Service costs. In regard to how
this statement might apply to the cost models in USPS LR-J-60, it depends on
the context in which this statement is being made. In addition, | would delete the
word "simulation" as it generally refers to activities not performed by the cost

models in this docket.



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO 4354

PRES.IDING OFFICER'S INFORMATION REQUEST NO. 5 QUESTION 13
Question 13 Please refer to USPS-LR-J-60, file ‘Fees.xis,’ worksheet ‘BASIC
BRM.

(a) The explanation in cell B 53 refers to “10 pcs/wk ® 52 wks/yr.” Please explain
how this was used in the calculation of the per piece fee for account oversight
and maintenance.

(b) Please provide the source of the 1,000 pieces per year figure mentioned in
cell B 38. :

(c) Is “Account Oversight and Maintenance” different for the postage due
accounts of Basic BRM than for BRM advance deposit accounts? Please
explain.

(d) Please define and describe the “Collection Method” for High Volume BRM,
Basic QBRM, and High Volume QBRM.

RESPONSE:

{a) This figure was once a placeholder, but was not used in the final cost study.
The 1,000 pieces per year figure was used in the actual cost study. Please
see the revisions filed to both USPS LR-J-60 and USPS LR-J-84 on
11/26/01.

{b) In my field observations, "basic BRM" recipients tend to receive from 2 - 4
pieces per day. On an annuat basis, these figures translate to 624 - 1,248
pieces per year. Itis my understanding that there are difficulties in
developing an average annual figure using postal data collection systems.
As an alternative, | have used 1,000 pieces per year as a proxy.

{c) Itis my understanding that the tasks required to maintain an advanced
deposit account and postage due account are very similar. When the funds
in those accounts are running low, or cannot cover the costs for pieces that
are ready 1o be delivered, postal employees contact the BRM recipients and
attempt to resolve the matter.

(d) Itis assumed that this question actually refers to the “counting methods® and



4355
RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO

PRESIDING OFFICER'S INFORMATION REQUEST NO. 5 QUESTION 13
RESPONSE TO POIR NO. 5§ QUESTION 13 (CONTINUED)

not *collection methods.* The possible counting methods include: (1) other
software, (2) BRMAS software, (3) End-Of-Run reports, {4) counting
machines, {(5) manual procedures, and (6) weight averaging procedures.

"Other software” refers to the software used at one specific facility.
Accounting procedures at this facility are totally electronic. This electronic
system is specific to this one facility; it is not compatible with other postal
systems.

The "Business Reply Mail Acccounting System (BRMAS)" software can also
be used to process BRM. It will count and rate mail pieces and generate a
bill for each separation, or permit. This system is not completely electronic.
Consequently, some additional paperwork tasks are required.

"End-of-Run (EOR)" reports are also used to process BRM. An EOR report
can be generated after a given sort plan is used to process mail on a given
Bar Code Sorter (BCS). EOR reports show various information, including
how many pieces were sorted to each bin. Rather than using the BRMAS
system, some plants have obtained an agreement with the BRM recipient
that the EOR reports can be used for counting purposes. The rating and
billing process is then completed manually by postage due clerks.

*Counting machines" have also been purchased by some plants to count
BRM. These machines are only located at a few sites. Consequently, | have
not personally observed these procedures.

*Manual" methods are also used to count BRM mail pieces. Typically,
manual methods are used when the total volume of BRM processed at a
given facility does not justify the use of a BCS to process that mail.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
PRESIDING OFFICER'S INFORMATION REQUEST NO. 5 QUESTION 13

RESPONSE TO POIR NO. 5§ QUESTION 13 (CONTINUED)

"Weight averaging” techniques are also used to count BRM. Postage due
clerks periodically weigh BRM mail pieces to determine a proper conversion
factor. On a daily b&sis, they weigh the maif and use these conversion
factors to determine the total number of BRM mail pieces.



4357

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MILLER TO
PRESIDING OFFICERS INFORMATION REQUEST NO.6 QUESTION 2

Question 2 Please refer to the response to POIR Number 5, question 13(d).
The question requested a description of the "Caollection Method” for each of the
BRM types. This term is used in USPS LR-J-60, fite fees.xis,’ worksheet 'BASIC
BRM,' cell A18. Worksheets 'HIGH VOL BRM,' 'BASIC QBRM,' and 'HIGH VOL
QBRM' do not contain entries for 'Collection Method.! Please define and
describe in detail how each category of BRM is collected.

RESPONSE:

The term "collection method” in the basic BRM cost study found on page 101 of
USPS LR-J-60 refers to the manner in which funds for 20.70 percent of these
mail pieces are collected and paid after the mail pieces have been counted rated
and billed. The funds are paid using direct monetary transactions between the
BRM recipient and postal employees (box section clerks or carriers). The funds
for the remaining 79.30 percent of the mail pieces in this rate category are paid
using postage due accounts.

The high volume QBRM, basic QBRM, and high volume BRM rate categories
must all use advance deposit accounts to pay the postage and fees for 100
percent of the mail pieces they receive. Consequently, the "collection methods™
section, as it can be found in the basic BRM cost study, is not an element in the

cost studies for the other three rate categories.
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RESPONSES OF UNITED STATES POSTAL SERVICE WITNESS MOELLER
TO INTERROGATORIES OF UNITED PARCEL SERVICE

UPS/USPS-T28-21. Refer to your testimony, USPS-T-28, Exhibit USPS-28B,
and your response to POIR No. 2, Question 6, Attachment, page 3 of 8.

(a) Confirm that the average TYAR revenue per piece for Priority Mail under
the Postal Service’s proposed rates is $5.26 per piece. If not confirmed, explain in
detail.

(b} Confirm that the average TYAR volume variable cost per piece for Priority
Mail under the Postal Service's proposed rates is $3.03 per piece
($3,567,994,000/1,178,757,000 pieces). If not confirmed, explain in detail.

(c) Confirm that the average TYAR contribution per piece to institutional costs
for Priority Mail under the Postal Service's proposed rates is $2.23 per piece.

(d) Refer to USPS-T-33, Attachment B. Confirm that the average TYAR
contribution per piece to institutional costs for Parcel Post under the Postal Service's

proposed rates is 44 cents per piece ($3.24 minus $2.80). If not confirmed, explain in
detail.

(e) Confirm that the average contribution per piece to institutional costs for

Priority Mail is significantly higher than that for Parcel Post. If not confirmed, explain in
detail.

RESPONSE:

a. Confirmed.

b. Confirmed.

C. Confirmed.

d. Confirmed.

e. $2.23 is higher than $0.44.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS MOELLER
TO PRESIDING OFFICER'S INFORMATION REQUEST

6. Please provide workpapers, in support of Exhibits USPS-28A, USPS-28B and
USPS-28C, that show for each mail category and special service the following statistics
and their source: (a) mail volume, (b) postage, (c) fees, (d) total revenue, and (e)
revenue per piece. The requested workpapers should have a similar structure as the
workpapaers submitted by Postal Service withess Mayes in support of her Exhibits
USPS-32A, USPS-32B and USPS-32C in Docket No. R2000-1 (See response to POIR
No. 1/3 in Docket No. R2000-1). ‘

RESPONSE:

The attached pages include the revenue data incorporated into Exhibits USPS-28A,
USPS-28B, and USPS-28C, in the same format and detail presented by witness Mayes
in her response to POIR No. 1, Question 4, in Docket No. R2000-1. Pages 1-2 of the
attachment correspond to Exhibit USPS-28A; pages 3-4 correspond to Exhibit USPS-
28B; pages 5-6 correspond to the FY2002 figures presented in Exhibit USPS-28C; page
7-8 correspond to the FY2001 figures presented in USPS-28C. The volume figures are
from the Before and After Rates volume forecasts (USPS-LR-J-125, Table 125-1, and
Table 125-2), and USPS-LR-J-109, WP-3, WP-4, WP-7, WP-10.
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MAIL SERVICE

First-Class Mail
Letters - Single
Automated and Carnier Route
Non-Automation Presort
Total Worksharing
Total Letters/Fiats/Parcels
Stamped Cards
Post Cards - Single
Automated and Carrier Route Past Cards
Non-Automated Presort Cards
Total Worksharing Cards
Total Cards
Business Reply Fees
Domestic Mail Fees
Total First Class

Prionty Mail
Priority Mail
Domestic Mail Fees
Tota! Priosity

{with pick up fee)

Express Mail
Mailgrams

Periodicals

In-County

Outside County
Nonprofit
Classroom
Regular-Rate

Comestic Mail Fees
Tota) Periodicals

Standard Mail A

Commercial
Regular
Enhanced Carrier Roule
Total Commercial

Nonprotit
Nanprofit
Enhanced Carrier Route
Total Nonprofit

Bulk Mailing Fees
Domestic Mail Fees
Total Standard Mail A

SUMMARY OF REVENUES :
FISCAL YEAR 2003 - BEFORE RATES

HESDONSEe OF vwinresy Moeuer |

To POIR Me. 2. Question 6
Attachment, Page 1 of 8

{thousands}
Postage
Volume Postage Fees and Fees
47,899,389 20,619,369 184,032 20,803,401
47,619,273 13,262,340 13,262,240
3,679,940 1,335,180 1,335,180
51,299 213 14,597,520 25,060 14,622,580
99,198,602 35,216,889 209,092 35,425,981
182,342 ag, 292 73 38,365
2 520,666 544,170 9,342 553,512
2,506,237 417,766 417,766
424 530 80,315 80,318
2.930,767 498,081 1,422 495,503
5,633,776 1,080,543 10,837 1,091,380
166,639 (166,639) G
53,280 {53,290) Y
104,832,378 36,517,361 - 36,517,361
postage= 36,297,432
1.257,064 5,824,103 11689 5825272
1,169 {1,169) -
1,297 064 5,825,272 0 5825272
71239 1,145,263 1,145,263
2,725 1,131 0 1,131
855,781 79,783 1,555 81,338
1,859,377 336,539 3,561 340,100
58.942 14972 107 © 15,079
7,163,763 1,925,780 13,018 1,938,798
18,241 (18,241)
10,037,863 2,375,315 0 2375315
postage= 2357074
48,424 553 10,465,298 18,896 10,484,194
33,873,784 5,338,299 13,218 5,351,517
82,288 337 15,803,597 321156 15,835712
11,943 287 1,524,051 49034 1,573,085
3,252,519 293,537 13,353 306:890
15,195,808 1,817,588 62,387 1,879,975
67,338 (67.338)
27,164 (27,164}
97,494 143 17,715,687 0 17,715687

Revenue
per piece

0.434315
0.278508
0.362827
1.285045
0.357122
0.210402
0.219590
0.166691
0.189186
0.170434
0193721

0.348340

4634032

4.634032

14827434

0.415000

0.095045

0.173575
0.255830
(.270640

0.236635

0.216506
(.157984
0.192418

0.131713
0.094355
0.123717

0.181710

TS



Response of Witness Moelier (USRS5T>28)
To POIR No. 2, Question §

Filed 11/5/01 Altachment, Page 2 of 8

SUMMARY OF REVENUES - FISCAL YEAR 2003 (continued)

* Money order revenues include interesi of
51,334 (this amount has been removed from "investment incorme" above}

$

{thousands)
Postage Revenue
MAIL SERVICE Volume Postage Fees  and Fees  perpiece
Package Services
Parcet Past
Daestination Entry 336,136
inter-BMC 42 557
Intra-BMC 26,941
Total Parcel Post 405634 1,232,002 557 - 1,232,559 3.038601
Bound Printed Matter 594,824 643,914 820 644, 734 1.083908
Media Mail 159,100 260,661 348 261,009 1.640520
Library Rate 27,911 48,440 28 48,498  1,788832
Domastic Mail Fees 1,714 (1.714) 0
Special Handling 61 61) 0
Parce! Airlift Fees 8 {8) 0
Package Services 1,186,669 2,186,800 0 2,186,800 1.842805
Total USPS Penalty Mail 353.484 0 1] ¢] a
Free-for-the-Blind 46,859 ) 0 0 0
Total Domestic Mail 215,288,424 65,766,829 ¢ 65,766,829 0.305482
international
Postage 1,289,500 1,593,492 11,758 1,605,250 1.244862
Terminal & Transit 0 287 572 0 287,572
Faes, elc. 0 11,758 {11,758) 0
Total 1,289,500 1,882,827 G 1882822 1467873
Total Ali Mail 216,577,924 67,659,651 0 §7.659,601 .312403
Special Services
Reqgistry 10,515 93,555 0 §93.555  8.897678
Cedtified Mail 283,708 595,787 0 585,787  2.100004
Insurance 64,165 136,607 0 136,607  2.128987
coD _ ‘ 3.100 17,700 0 17,700 5709656
Delivery Confirmatior i o) 38,061 0 18,061  0.160201
Money Orders * 231.804 268,219 4] 288,219 1.286511
Return Raceipts 232,023 352 113 0 352,113 1517517
Stamped Cards 182,342 3,647 0 3.647  0.020001
Stamped Envelopes 400,000 16,102 Q 16,102  0.040256
Box/Caller Service 17.232 746,319 0 746,319  43.300008
Subtotal 1.662471 0 2298110 1382146
Cther biis ;i 4] 27.310 n/a
Total 1,662,471 2,32542 0 2325420 1.398773
© Yotal Mail & Services 216,577,924 §9,985.071 0 69985071 0.323140
Other income 589,816 0 589,816
Revenue Forgane 30,857 0 30.857
interest and tavestment Income ™ (22,434) 0 (22,434)
Totai, all itarns 216,577,924 70,583,310 0 70583310 0325903



Response of Witness Moeller (U 8)
Te POIR No. 2, Question 6 343

Fited 11/5/01 Altachment, Page 3 of 8

AFTER RATES SUMMARY OF REVENUES
FISCAL YEAR 2003

{thousands)
‘ Postage Revenue
MAIL SERVICE Volume Postage Fees and Faes  per piece
First-Class Mail
Letters - Single 46,865,402 21,661,130 220695 21881825 0.466808
Automated and Carrier Route 47742 776 14,514,388 14,511,388  0.303949
Non-Automatian Presort 3,578,306 1,450,367 14503687 0405209
Total Worksharing 51,322,082 15,861,755 28,931 15990,746 0.311576
Total Letters/Flats/Parcels 98,187,484 37622885 249 687 37872572 0.385717
Stamped Cards 170412 39,195 79 39274 (230464
Post Cards - Single 2,454 000 580,418 11,166 591,604 0241077
Automated and Carrier Route Post Cards 2,426,214 441,848 441,848 @.182114
Non-Automated Presort Cards 216,053 45,607 45,607 0.211092
Total Worksharing Cards 2,642 267 487 455 1,482 488,937  0.185044
Total Cards 5,266,679 1,107,068 12,746 1119814 (0.212622
Business Reply Fees 202,048 {202,048) 0
Dgomestic Mail Fees 60,385 (60.385) 0
Total First Class 103,454,162 38,992,386 - 38,992.386  (.376905
postage= 38,729,953
Priority Mail
Priority Mail (with pick up fee) 1,178,757 6,198,666 1,417 6,200,084 5.259850
Comestic Mail Fees 1,417 {1411 -

Total Prority 1,178,757 6,200,084 - 6,200,084 5.259850
Express Mail 69,811 1,133,705 1,133,785  16.216333
Mailgrams 2725 1,131 - 1,131 0.415000
Penodicals

in-County 853,535 80,886 1,640 82525 D.0D96687
Qutside County

Nonprofit 1,940,225 370.257 727 373984 0192753

Classroom 58,335 " 16,576 112 16,688 0.286074

Reguiar-Rate 7110414 2,107 270 13,658 2120928 0.298285

Domestic Mail Fees 19137 {19.137)
Total Perindicals 9,962,508 2,594,126 - 2594126  0.260389
postage= 2,574,989
Standard Mail A
Commercial
Reqular 47,296,185 11,018,040 19,537 11,037,577 0.233371 .
Enhanced Carrier Route 33,125,689 5541973 13,683 5,555,656 0167714
Total Commercial 80,421,874 16,560,013 33,220 16,593,233  0.206327
Nonprofit
Nonprofit 11,882,323 1,611,177 57.887 1,669.064 0.140459
Enhanced Carrier Route 3,236,397 308,444 15,766 325,210  0.100485
Total Nonprofit 15,119,320 1,920,621 73653 1,994 274 0.131902
Bulk Mailing Fees _ 80,203 (B0,203)
Domestic Mail Fees 26,670 (26.670)
Total Standard Mai 95.541,195 18,587,507 - 18,587,507  ©.194550




Response of Witness Moeller (&@nﬁsér-za
To POIR No, 2, Question 6

Filed 11/5/01 Attachment, Page 4 of 8

AFTER RATES SUMMARY OF REVENUES - FISCAL YEAR 2003 (continued)

(thousands)
Postage Revenue
MAIL SERVICE Volume Poslage Fees and Fees  per piece
Package Services
Parcel Post _
Destination Entry 314,684
inter-BMC 34918
Intra-BMC 21,830
Total Parcel Post 371,533 1,202,000 568 1,202,568 3.238775
Bound Printed Matter 588,557 694,880 874 695,754  1.182135
Special Rate 158,641 270,393 403 270,795  1.706973
Library Rate 27,047 49914 61 494972  1.847568
Domestic Mail Fees 1,835 (1.835) 0
Special Handling 62 (62) 0
Parcel Aiflift Fees 9 (9) 0
Package Services 1,145,778 2,219,090 - 2219080 1936754
Total USPS Penalty Mait 353,484 0 - ¢ 0
Free-for-the-Blind 46,859 0 0 0 0
Total Domestic Mail 211,755,380 69,728,028 0 69,728,028 (0.329286
Internationai
Postage 1,205,533 1,618,900 11,484 1,630,384 1.352418
Terminal & Transit 0 287,572 0 287,572
Fees, elc. 0 11,484 {11,484) 0
Total 1,205,533 1,917 956 D 1917,956 1.590961
Total All Mail 212,960,913 71,645,984 0 71645984 0.336428
Special Sarvices
Registry 10,331 98,550 0 98,550 9.53895%
Certitied Mail 302,882 696,629 0 696,629  2.300001
Insurance 61,800 144 397 0 144,397 2336544
CcoD 17,700 g 17,700  5.709656
Delivery Confirmation 34,636 0 34636 0.112761
Money Orders * 303,574 0 303,574 1322144
Return Receipts 221,638 394,585 0 394,585 1.780309
Stamped Cards 170,412 3,408 o 3408 0.019999
Stamped Envelopes 400,000 16,102 0 16,102  0.040256
Box/Caller Service 17,232 854,712 0 B54,712 43599184
Subtotal 1,724,168 2,564,294 0 2,564,294 1487264
Other P 0 30.812 n/a
Total 1,724,168 2,595,105 0 2595105 1.505135
Total Mail & Services 212,960,913 74,241,089 0 74,241,089 0.348614
Other Income 589,816 0 589,816
Revenue Forgone 30.857 0 30,857
Interest ang Investment Income ~ (21,948) 0 (21,948)
Total, ali items 212,960,913 74,839,814 0 74839814 0.351425

* Money order revenues include interast of

-3

50848

{this amount has been removed from "investment income™ above)
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MAIL SERVICE

First-Class Mail
Letters - Single
Automated and Carrier Route
Non-Automation Presort
Total Worksharing
Total Lefiers/Flats/Parcels
Stamped Cards
Post Cards - Single
Automated and Carrier Route Post Cards
Non-Automated Presort Cards
Total Worksharing Cards
Total Cards
Business Reply Fees
Domestic Mail Fees
Total First Class

Priority Mail
Priarity Mail
Domestic Mail Fees
Totat Prionity

(with pickup fee rev)

Express Mail
Mailgrams

Periodicals

In-County

QOutside County
Nonprofit
Classroom
Reqular-Rate

Domestic Mail Fees
Total Periadicals

Standard Mail A

Commiercial
Regular
Erthanced Carrier Route
Total Commercial

Nonprofit
Nonprofit
Enhanged Carrier Route
Total Nonprofit

Bulk Mailing Fees
Domestic Mail Fees
Total Standard Mail A

SUMMARY OF REVENUES

Tesponse of Withess Moaller
To POIR No. 2, Question &
Aftachment, Page 5 of 8

FISCAL YEAR 2002
(thousands}
Postage
Volume Poslage Fees and Fees
49,251,920 21,202,002 182,710 21,384,712
45,173,742 12,584,908 12,584,908
3,577,057 1,297,852 1,297,852
48,750,799 13,882,760 24,039 13,906,799
98,002,718 35,084,762 206,749 35,291,511
179,205 37,633 72 37 705
2,479,306 535,233 8.874 544,107
2,368,428 394 644 304,644
452 857 87,585 87,585
2,831,385 482,229 1,386 483,615
5,489,897 1,055,095 10,332 1.065,427
164,476 {164,476) 0
52,606 {52.606) 0
103,492,615 36,356.939 0 36,356,939
postage 36,139,857
1,186,878 5,498,924 1104 5,500,028
1,104 (1,104)
1,186,878 5,500,028 0 5,500,028
72,605 1,075,552 1,076,552
3,110 1,291 0 1,291
866,869 80,817 1,575 82 392
2,020,664 347,049 367 350,720
60,766 15,440 110 15,550
7133125 1,917 585 12,960 1,830,545
18,317 (18.317)
10,081,444 2,379,208 ¢ 2,379,208
postage= 2,360,891
45,070,344 9,761,493 17,588 9,779,081
32,345,535 5,097,247 12,622 5,109,869
77,415,879 14,858,740 30,210 14,888,950
11.687.265 1,501,205 47,983 1,549,188
3,197 576 288,532 13,128 301,660
14,684 842 1,789,737 61,110 1,850,847
65,603 (65,603}
25,717 (25.717)
92,300,721 16,738,797 0 16,739,797

Revenue
per piece

0.434190
0.278589
0.362827
0.285263
0.360107
0.21039¢9
0.219460
0.166627
0.189186
0.170805
0.194071

0.351300

4634030

4.634030

14.827572

0.415000

0.095045

0.173567
0.235825
0.270645

(0.235999

0.216974
0.157978
0.192324

0.132553
0.094340
(.124344

(.181361
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To POIR No. 2, Question 6

Fited 11/5/01 Altachment, Page 6 of 8

SUMMARY OF REVENUES - FISCAL YEAR 2002 (conliﬂuéd)

{thousands)
. ) Pastage Revenue
MAIL SERVICE Volume Postage Fees and Fees  per piece
Package Services
Parcel Post
Oestination Entry 302,207
Inter-BMC 47,017
Intra-BMC 28,766
Total Parcei Post 378,991 1,190,274 522 1,190,796  3.142020
Bound Printed Matter 579,223 630,502 799 631,301 1.089909
Special Rate 154,947 253,857 339 254,196 1.640536
Library Rate 26,392 47,156 56 47 212 1.788849
Domestic Mail Fees 1,650 (1.650) )
Special Handling 857 {57} 0
Parcel Airlift Fees 8 {8) 0
Package Services 1,139,553 2,123,504 0 2123504 1.863453
Total USPS Penalty Mail 367,452 0 0 0 0
Free-for-the-Blind 45,319 | 0 0 0
Total Domestic Mail © 208,689,696 64,177,319 0 64,177,312 0.307925
intemational
Postage 1,249,492 1,544,051 10,910 1,554,961 1.244475
Terminal & Transit 0 283,203 ) 283,203
Fees, etc. , 0 10,910 {10,910) 0
Totad 1,249,492 1,838,154 0 1,838,164 1471129
Total All Mail 209,939,188 86,015,483 0 66,015,483 0.314450
Special Services
Registry 11,151 99,223 0 99223  B.89B472
Centified Mail 273,126 573,565 0 573565  2.099999
insurance 64,541 137,403 0 137403 2.128941
cOoD 18,646 0 18,646 5.708260
Delivery Confirmation B ST R 32,542 0 32,542  0.151857
Maney Orders * 230 ?6? 296,885 0 296,885 1.286514
Return Receipts 225,486 342,192 0 342,192 1517575
Stamped Cards 179,205 3,584 t) 3.584 0019999
Stamped Envelopes 400,000 16,102 0 16,102  0.040256
Bow/Caller Service 17,064 738,366 0 738,366  43.270403
Subtotal 1,618,898 0 2258508 1.385080
Other i ; 0 26,862 nia
Totat 1,618,898 2,285, 371 0 2285371 1.411683
Total Mail & Services 209,939,188 68,300,854 0 68300854 (.325336
Other Income 497 020 0 497.020
Revenue Forgone 47619 0 47,619
interest and Investment income * (22,004) _ 0 (22,004}
Total, alt items 209,939,188 68,8?3,489 0 68823489 0.327826

* Money order revenues include interest of )
3 51,104 (this amount has been removed from "inves@ income™ above)



Filed 11/5/01

MAIL SERVICE

First-Class Mail
Letters - Single
Automated and Camier Route
Non-Automation Presort
Total Worksharing
Totat Letters/Flats/Parcels
Stamped Cards
Post Cards - Single
Autamated and Carrier Route Post Cards
Non-Automated Presort Cards
Total Worksharing Cards
Totai Cards
Business Reply Feas
Domestic Mail Fees
Total First Class

Priority Mail
Priority Mail
Domestic Mail Fees
Total Priority

with pickup fee

Express Mail with pickup fee

Mailgrams

Pariodicals

In-Counly

Qutside County
Nonprofit
Classroom
Requiar-Rate

Domestic Mail Fees
Total Peripdicals

Standard Mail A

Commercial
Regular
Enhanced Carrier Route
Total Commercial

Nonprofit
Nonprofit
Enhanced Carrier Route
Total Nonprofil

Bulk Mailing Fees
Domestic Mail Fees
Total Standard Mail A

Response of Witness Moeller (435 77-28

To POIR No. 2, Question &
Attachiment, Page 7 of 8

SUMMARY OF REVENUES
FISCAL YEAR 2001
{{housands)
Postage Revenue
Volume Postage Fees andFees  per piece
50,952,604 21,467 815 174354 21642169 0.424751
42 854 408 11,726,926 11,726,926  0.273645
3,725,435 1,334,177 1,334,177  0.358126
46,579 933 13,061,103 22,093 - 13,083,196 {.280876
97,532,537 34,528,918 196,447 34,725,365  0.356039
210,932 46,138 80 46,218 0.219116
2477585 916,873 6,167 525,041 0.211916
2,295,830 364,358 364,358 0.158704
484 513 88,242 88,242 0.182124
2,780,344 452,599 1,309 453,808 0.163256
5,466,860 1015611 9,556 1.025,167 (.1BY455
155,790 (155,790) 0
50,214 (50,214) 0
103,001,397 35,750,532 0 35,750,532 0.347088
postage 35,544 528
1,162,477 5,137,890 1041 5138,930 4420672
1,041 {1,041)
1,162 477 5,138,830 0 5138930 4420672
70,656 1,022,894 1,022,894 14477087
3438 1.539 0 1,539 0.447674
875,375 79,283 1,562 80,845 0.092355
2,084,051 350,119 3,736 353.855 0.168981
64,269 16,140 115 16,254  (.252910
7,161,039 1.811,236 12775 1824010  0.254713
18,186 {18,186}
10,194,734 2,274 964 0 2274964 0.223131
postage= 2,256,778
44 465,086 9,276,679 17,044 9293722 0.209012
31,499 436 4,860,859 12074 4,872,933  0.154699
75,964 522 14,137,538 29117 14,166,656  0.186490
11,413,503 1,425,951 44,199 1470150 0.128808
3,176,224 265,203 12.300 277502 0.087369
14,589,727 1,691,154 56,498 1,747 §52 0.119786
60,397 (60,397
25,218 (25.218)
90.554,249 15,914 308 0 15914308 0.175743



Responsa of Wilness Moelier (3SP58-28
Filed 11/5/01 To POIR No. 2, Question 6
: Attachment, Page 8 of 8

SUMMARY OF REVENUES - FISCAL YEAR 2001 (continued)

(thousands)
) Postage Revenue
MAIL SERVICE Volume Postage Fees and Fees  per piece
Package Services
Parcel Post
Destination Entry 262,237
inter-BMC 54,200
intra-BMC 36,259
Total Parcel Post with pickup fee 352,695 1,122,268. 438" 1,122,706 3.183220
Bound Printed Matter 577,889 588,050 798 588,888  1.019034
Special Rate 153,075 253,300 339 253639  1.656955
Library Rate 24916 43,207 50 43257 1736143
Domestic Mail Fees 1,587 (1,587) 0
Speciat Handling 30 {30} ]
Parcel Airlift Fees 8 {8} 0
Package Services 1,108,574 2,008,490 0 2,008,490 1.811777
Tolai USPS Penalty Mail Ja1.827 0 ¢ 4] 0
Free-for-the-Blind 44,450 0 0] 0 0
Total Domestic Mait 206521803 . 62,111,656 0 62111656 0.300751
International
Postage 1,181,875 1,486,913 9717 1,496,630 1.266118
Terminal & Transit 0 276,137 0 276,137
Fees, etc. Q 8,717 {8,717) 0
Tofal 1,181,875 1,772,787 0 1,772,787 1499862
Tatal All Mait 207,703,678 63,884,423 0 63884423 0307575
Special Services
Registry 11,875 181,867 0 101,897  8.580551
Certified Mail 277,995 514,467 | 514,467  1.850636
Insurance 63,950 130,440 0 130,440 2.035714
Cop 3223 17,943 0 17943 5566602
Delivery Confirmation e 28,306 0 28,306  0.154315
Money Orders * 235125 195,174 0 195,174  0.830085
Return Receipts 232,401 339472 0 339472 1.460715
Stamped Cards rev included in FCM 210,832 - t] - -
Stamped Envelopes 400,000 15,110 0 15,110 0.037774
Box/Caller Service 16,890 694,629 0 694 629 41127725
Subtotat 1,635,819 0 2037437 1.245515
Other 0 26,222 n/a
Total 1.635 819 0 2063660 1.261546
Total Mail & Services 207,703,678 65,948,084 0 65,948,084 0.317510
Other Income 285,706 ¢ 295,706
Revenue Forgone 66,888 0 66,888
Interest and Investment Income * 33,300 40 33.300
Totat, all items 207,703,678 66,343,978 0 66,343,978 0.319416

* Money order revenues include interest of
3 - net out of Investment Income abave if added to MO revenue



RESPONSE OF U.S. POSTAL SERVICE WITNESS MOELLER TO PRESIDING
OFFICER'S INFORMATION REQUEST NO. 4, QUESTION 2

2. This question refers to the calculation of the avoidable costs underlying
the worksharing discounts in the four subclasses of Standard Class. In previous
rate cases, the Postal Service has provided separate mail processing cost model
caiculations for the reguiar and nonprofit subclasses with corresponding CRA
adjustment factors. The separate costs are available for the base year in the
underlying workpapers, which suggests that the mail processing models and the
unit mail processing costs by shape could have been calculated separately for
Regular and Nonprofit. Base year data are also available separately for
Enhanced Carrier Route (ECR) and Nonprofit ECR. What is the rationale for
calculating one set of worksharing costs that combine the commerciai and
nonprofit subclasses?

RESPONSE:

The rationale for one set of worksharing cosis has several components. First,
the recently-enacted law afiecting nonprofit rates (P.L. No. 106-384) directs that
the factors of 3622(b} be applied to the combined cost of the regular rate mail
and the corresponding special rate mail. This combination of costs is an
important feature of the law. It helps moderate the rate swings that sometimes
resulted from underlying cost changes and the "half-the-rmarkup” rule embodied
in the Revenue Forgone Reform Act (1993). The new law was intended to
address this “rate swing” problem. (See Part Il of Senate Report No. 106-468,
106" Cong., 2d Sess.). Under the new rate mechanism, separately identified
costs (at the “subclass” level) for nonprofit do not play a role in the determination
of nonprofit rates, and the Postal Service will not be tracking the costs
separately. While the law did not specifically address costs for worksharing

discounts, the natural extension of the combination of costs at the “subclass”

level is to combine the measurement of cost differences for categories beneath
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RESPONSE OF U.S. POSTAL SERVICE WITNESS MOELLER TO PRESID!NGA
OFFICER'S INFORMATION REQUEST NO. 4, QUESTION 2

the subclass level, especially since the combined costs at the subclass level
sometimes serve as inputs to the worksharing cost avoidance calculations.

The combination of costs for determining rate differentials within Standard
Mail is not unprecedented. For example, the destination eniry discounts and the
Residual Shape Surcharge are, and in the past have been, based on cost
estimates that combine commercial and nonprofit. Also, all else equal, the cost
difference between, for example, 3-digit automation letters and 5-digit automation
letters would not be expected to differ significantly for commercial as opposed to
nonprofit. Combining the costs, therefore, is reasonable, since it would not
appear to be overlooking significant differences between commercial and
nonprofit in terms of workshare-related cost avoidances. Moreover, the law does
allow for distinct passthroughs (for a given discount) within the rate design for
commercial and nonprofit, so even though the cost differentials may be the
same, the discounts might differ due to selection of different passthroughs. The
ability to choose separate passthroughs provides flexibility in the respective rate
designs for commetrcial and nonprofit, and lessens even further the importance of

distinct worksharing costs for nonprofit and commercial.
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United States Postal Service

Joseph D. Moeller
(USPS-T-32)



RESPONSE OF U.S. POSTAL SERVICE WITNESS MOELLER TO PRESIDING

13.

OFFICER'S INFORMATION REQUEST NO. 2

This question concerns prebarcoded letter-shaped mail pieces that weigh

more than 3.3 ounces, but not more than 3.5 ounces and that meet all other
automation requirements for letters. Witness Mosller refers to this mail as heavy
automation letters. USPS-T-32 at 4.

a.

In USPS-T-32 at 4-5, witness Moeller states that *[t}his proposal is also
advantageous to the Postal Service, since automated letter processing (even
for pieces of this weight) is more cost-effective than manual fetter or
automated flat processing.” Are heavy automation letters currently
processed in the ietter mail processing stream or the flat mail processing
stream? If heavy automation letters are currently processed as automated
letters, is the Postal Service currently benefiting from the cost effectiveness
of processing these mail pieces as automated letters rather than as
automated flats or manual letters?

In USPS-T-32 at 4, witness Moeller states that “the proposed change is
intended to permit automation letter mailers to avoid the substantial rate
increase for letter-shaped pieces exceeding 3.3 cunces.” Wiil the proposed
pound rate applicable to heavy automation letters cover their additional costs
compared to the costs of other automation letters?

Does the Postal Service expect some mailers to convert from flat-shaped
automation pieces to heavy weight automation letters to take advantage of
the lower rate?

RESPONSE:

a. Under the current rates and mail preparation guidelines, there are no “heavy

automation letters” in Standard Mail. Automation pieces that weigh more
than 3.3 ounces are deemed nonletters for rate and preparation purposes.
They are likely to be prepared as automation flats, since that is the best rate
available for pieces of this weight. As such, they are typically processed in
the flat automation mailstream. Therefore, there is currently little or no

benefit because they are not typically processed as automation lelters.
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RESPONSE OF U.S. POSTAL SERVICE WITNESS MOELLER TO PRESIDING
OFFICER'S INFORMATION REQUEST NO. 2

RKRESPONSE to POIR 2, Question 13 (continuad):

b. No explicit cost data are available that isolate the added cost of an additional

0.2 ounce for an automation letter. It is assumed that any added cost is
covered by charging the incremental pound rate that would be charged to
any other pound-rated mailpiece that experiences an increase in weight of

0.2 ounce.

¢. Although no estimates are made of any conversion from automation flats to
automation letters, it seems that such conversion might occur. However,
mailers of automation flats that weigh in the vicinity of 3.3-3.5 ounces have
incentive today 1o reconfigure as letlers if their marketing goals can be
achieved with a letter-size format, and if the weight can be limited to 3.3
ounces. The slight increase in the automation letter weight limit might make
such conversion somewhat more likely; however, the mailer would still have
to weigh the benefit of the lower rate against the potential costs of converting
flat mail to letter-shaped mail and the perceived marketing impact (either

positive or negative).
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United States Postal Service

Norma B. Nieto
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RESPONSE OF POSTAL SERVICE WITNESS NIETO TO
INTERROGATORIES OF DOUGLAS F. CARLSON

DFCRISPS-T26-1. Please refer to your testimony at pages 12-13. Please confirm that
Postal Service data systems aiready contain a digital or other electronic image of the
signature of the person or entity that accepted delivery of certified and registered
articles. If you do not confirm, please explain.

Response to DFC/USPS-T26-1. Confirmed.



RESPONSE OF POSTAL SERVICE WITNESS NIETO TO
INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T26-2. Please refer 1o your testimony at pages 12-13., Assume that the
Commission recommends and the Postal Service implements the service
enhancements to certified mail and registerad mail that the Postal Service has
proposed in this proceeding. Please confirm that the Postat Service has the
technologicat capability to make available to customers a copy of the signature-of the
person or entity that accepted delivery of certified and registered articles. If you do not
confirm, please explain.

Response to DFC/USPS-T26-2. Not confirned. The Postal Service does not have the
technological capability to provide signatures over the Internet, without the risk of
infringement on its customers’ privacy or security. All recipient signature images are
provided by fax, mail or, as proposed for the electronic return receipt, by secure email.
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RESPONSE OF POSTAL SERVICE WITNESS NIETO TO
INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T26-3. Please refer to your testimony at pages 12-13. Assume that the
Commission recommends and the Postai Service implements the service
enhancements to certified mail and registered mail that the Postal Service has
proposed in this proceeding. Please identify and explain the types of costs, if any, that
the Posta! Service would incur if the Commission recommended and the Postal Service
implemented an additional service enhancement that provided, to customers using the
Internet, access to a copy of the signature of the person or entity that accepted delivery
of certified and registered articles. )

Response to DFC/USPS-T26-3. As described above, the Postal Service is not able to
provide a secure method of presenting the signature over the Internet. We have not
conducted any cost studies regarding the development of that capability. However,
these costs may include additional servers, programming costs, and the costs of
processing applications to secun;e a Personat identification Number (PIN) for accessing

the signature. -




4378

RESPONSE OF POSTAL SERVICE WITNESS NIETO
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T26-4. Please describe in detail all the processes by which a customer will
obtain an electronic return receipt. Please specifically explain how a customer will

obtain an electronic return receipt if the customer does not visit a retail window to mail
the item.

RESPONSE:
There will be two primary methods for a custoh'ler to obtain an electronic return receipt.
He or she may (1) purchase it at the window or (2) purchése it online. Each process is
explained balow.
(1) Customer will purchase an electronic return recaipt at the window at the time of
_ mailing the accountable piece. At time of purchase, customer will provide an e-
mail address that will be captured and then sent to a secure repository server.
(2) After sending an accountable mail piece, the customer will be able to log onto
USPS.com to purchase an efectronic return receipt. The customer will make a
credit/debit card payment and enter his or her accountable mail piece tracking

number and e-mail address.

After the piece is delivered, the accountable mail tracking number, delivery date/time
information and signature image will be transmitted to the e-mail address of the

recipient.
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RESPONSE OF POSTAL SERVICE WITNESS NIETO
TO INTERROGATORIES OF DOUGLAS F. CARLSON

DFC/USPS-T26-5. Please refer to your response to DFC/USPS-T26-2 and
DFC/USPS-T26-3. For purposes of protecting customers’ privacy and security, please
explain the differerce between a secure, digitally encrypted e-mail transmission and a
secure browser connection on Netscape or Internet Explorer that wouid provide

customers with a signature via their Internet browser.

RESPONSE:

It is my understanding that each option has its own security risks, but that a pn'rﬁary
difference is that providing signature images over the internet to any user entering an
accountable mail number risks the security of potentially thousands of signatures on a
publicly available server, while the risk for an e-mail transmission is limited to a single

signature.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS NIETO
TO INTERROGATORY OF DOUGLAS F. CARLSON
Revised November 18, 2001

DFC/USPS-T26-6. Please explain exactly how a secure, digitally encrypted e-mail
transmission works from the recipient's perspective.

RESPONSE:

From the recipient’s viewpoint, nothing is different about the encrypted e-mail message
from any other normai e-mail message. The encryption and decryption takes place
between the USPS servers and the recipient's e-mail software. Any inappropriate
access or attempt to read the e-mail message in transit would be unsuccessful because
the message would be encrypted. Additionally, a secure, digitally encrypted e-mail has
a legally recognized authentication certificate. The recipient’s e-mail software provides
a certificate with the e-mail authenticating the transmission as being from the Postal
Service and not having been tampered with en route. The encryption and the
authentication protect the recipient of the accountable mail piece who provided the

signature.
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Response of Postal Service Witness Nieto to
Interrogatory of Douglas F. Carison

DFC/USPS-T26-7.
a. Please identify and itemize all costs that the Postal Service wili incur to
provide a return receipt after mailing that a customer purchases by visiting a
retail window at a post office.
b. Please identify and itemize all costs that the Postal Sarvice will incur to
provide a return receipt after mailing that a customer purchases via the internet.
c. Please identify and itemize all costs that the Postal Service will incur to provide
an electronic return receipt that a customer purchases at the time of mailing at a
retail window at a post office, as you described in your response to DFC/USPS-
T26-4.
d. Please identify and itemize all costs that the Postal Service will incur to
provide an electronic return receipt that a customer purchases subsequent to the
time of mailing via the Internet, as you described in your response to
DFC/USPS-T26-4.
e. Please identify and itemize all costs that the Postal Service will incur to
provide a return receipt.
f. Pleasa identify and itemize all costs that the Postal Service will incur to provide
a return receipt for merchandise.
g. Please identify and itemize all costs involved in developing the software and
related systems necessary to implement the electronic return receipt.

Response to DFC/USPS-T26-7.

(a) and (b) Please refer to USPS-LR-J-135, Return Receip.t Workbook, Worksheet C-4
for an itemization of costs for return receipts after mailing. | do not calculate a
separate estimate based on where the return receipt after mailing is purchased.

(¢) These costs are presented in USPS-LR-J-135, Return Receipt Workbook,

Worksheet C-5.




Response of Postal Service Witness Nieto 1o
Interrogatory of Douglas F. Carison

DFC/USPS-T26-7, Page 2 of 2
(d) These costs are presented in USPS-LR-J-135, Return Receipt Workbook,

Worksheets C-4 and C-5.

Total RRAM from Oniine Purchase Cost $0.2621
Cost of Digitally Secure Email Transmission _$0.5000
Internet-Purchased eRR Volume Variable Cost $0.7621

Please also see response to part (g) for non-volume variable costs.

(e) These costs are presented in USPS-LR-J-135, Retum Receipt Workbook,
Worksheets C-1-3.

(f) These costs are presented in USPS-LR-J-135, Return Receipt Workbook,
Worksheets C-6-8.

(g} Estimated costs for developing the software and related systems for sending the
secure email to electronic return receipt customers are included in the $0.50
transmission fee chargéd by an outside vendor. Other development costs, which
include integration of vendor software with Postal Service systems and an upgrade

to the retail POS-One systems, are estimated at $1.65 million.
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RESPONSE OF POSTAL SERVICE WITNESS NIETO
TO INTERROGATORY QOF THE OFFICE OF THE CONSUMER ADVOCATE
(REDIRECTED FROM WITNESS ABDIRAHMAN)

OCA/USPS-T42-6. If one were to perform a rough estimate of the unit cost of a
printed envelope ($0.0476 — see OCA/USPS-T42-1 (b)) that incorporates manual
delivery confirmation, please confirm that one could add to the unit cost of a printed
envelope the cost of manual delivery confirmation for a Priority Mail piece ($0.4064 -
from USPS-T26 at page 6) lass the unit selling cost of a printed envelope ($0.0058 -
from USPS-LA-69 at page 35) yielding a unit cost of $0.4482 ($0.0476 + $0.4064 -
$0.0058). If you are unable to confirm, please expiain what steps would be necessary
to prepare a rough estimate of the unit cost of a USPS delivery confirmation printed
envelope.

RESPONSE:

Not confirmed. | have not studied the costs of Delivery Confirmation for letter-shaped
mail, but [ beligve that the costs for manual Delivery Confirmation for Priority Mail may
not be a good proxy. For example, providing Delivery Confirmation for a First-Class
Mail letter would require different operations than those currently in place today. Also, it
is my understanding that the cost of a printed stamped envelope would not be a good
proxy for the cost to produce an envelope with a Delivery Confirmation barcode.
Please refer to the response of witness Abdirahman to OCA/USPS-T42-1. Both an

envelope cost and a letter-maii Delivery Confirmation cost would need to be studied to

develop even a rough estimate of costs.
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Response of Postal Service Witness Nieto to
Interrogatories of United Parcel Service

UPS/USPS-T26-1. Refer to “Minutes of the Mailers’ Technical Advisory

Committes, August 1-2, 2001 in the section labeled *Issue 61 — Service Assessment
for DDU [Destination Delivery Unit) Drop Shipments® and the “MTAC/USPS DDU Drop
Shipment Service Assessment for Parcels Workgroup, Minutes from April 25, 2001
Meeting,” available at http//www.ribbs.usps.gov/mtac.htm.

(a) Contfirm that the Service Assessment for DDU Drop Shipments
measurement program is currently in place. If not confirmed, explain when the program
will be put into place.

(b} How long will the measurement program be in place?
(c) Will the measurement program be in place at all DDUs that accept drop shipments?

(d) Confirm that this program applies only to Parcel Post DDU destination entry parcels.
If not confirmed, explain in detail.

{e) Confirm that under this program “Delivery Confirmation pieces would receive an
initial scan upon receipt and another upon delivery.” If not confirmed, explain in detail.

{(f Confirm that all parcels scanned under this program will have had selected electronic
delivery confirmation, and not manual defivery confirmation. If not

confirmed, explain in detail.

(g) Explain the process used to perform “an initial scan upon receipt”, including the
employee type {e.g., City carrier) that performs the operation, the location at which this
scan takes place, and the time at which the scan takes place (e.g., at the time the
parcels are dropped at the DDU").

(h) Explain how the cost of this measurement program has been inciuded in your

analysis of delivery confirmation costs in USPS-LR-J-135. If it has not been inciuded,
explain why not.

Response to UPS/USPS-T26-1.

(a){g) Redirected to the United States Postal Service.

(h)  The cost of the Service Assessment for DDU Drop Shipments measurement
program is not included in my delivery confirmation costs. it has not been included

because any scan at acceptance by the Postal Service would not be done as part of
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Response of Postal Service Witness Nieto to
Interrogatories of United Parcel Service

UPS/USPS-T26-1(h), Page 2 of 2
Delivery Confirmation service, but rather to obtain data for service performance
reasons. The purpose of the system is to improve service for ali package services mail,

not just delivery confirmation mail.




Response of Postal Service Witness Nieto to
Interrogatories of United Parcel Service

UPS/USPS-T26-2. Refer to library reference USPS-LR-J-135, Section A, Workshest A-
1 and A-3.

(a) Describe any and all scanning performed at the DDU on delivery confirmation
parcels received at the DDU prior to the parcels being delivered.

(b) Confirm that your calculations of the cost of delivery confirmation do not include the
cost of a “received at DDU" scan. If not confirmed, explain in detail.

(c) Describe any and all scanning performed at any postal facility on delivery
confirmation parcels prior to the parcels being delivered.

(d) Confirm that the cost of an additional scan would be 3.5 cents if performed by box
section clerks, presuming the scanner did not need to be retrieved or returned to the
cradle. If not confirmed, explain in detail.

RESPONSE:

(a) Upon arrival at the DDU, a barcode on the; dropship documentation {Form 8125) is

| scanned by a clerk. This information is transmitted to the tracking database and all-
of the pieces associated with that 8125 barcode are updated automatically in the -
system with aﬁ arrival record.

{b) Confirmed. These costs are not included because the acceptance scan is not pan
of the Delivery Confirmation offering. Rather, it is performed to obtain data for
internal service performance measurement,

(c) For parcels with retail rate delivery confirmation, the Delivery Confirmation label of
each parcel is scanned by the clerk accepting the mailpiece. For parcels with

electronic option Delivery Confirmation, a barcode tepresenting the Delivery

Confirmation Electronic File Number of the entire manifest is scanned from PS Form

3152, Deiivery Confirnation Certification. For Plant Verified Drop Shipments with
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Response of Postal Service Witness Nieto 1o
Interrogatories of United Parcel Service

UPS/USPS-T26-2, Page 2 of 2

electronic option Delivery Confirmation, the electronic file number in barcode format
is scanned from PS Form 8125 for the entire manifest. As noted.in part (b), these
scans are performed for internal service pérformance measurement purposes.

(d) Confirmed that the volume variable cost of an jadditicnal scan by a box section clerk

would be 3.56 cents.
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United States Postal Service

Richard L. Patelunas
(USPS-T-12)



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS PATELUNAS
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 2

9. There are discrepancies between the Rollforward's BEN2FACT and its VBL5
and VBL6 control strings. For example, the distribution key on line 236 of
FY2001 BEN2FACT file indicates that cost reduction doliars are distributed to
component 43 using component 1449, whereas the VBL5 of the Rollforward
Model Is actually using cormponent 1469 fo distribute costs to component 43.
Please compare the FY2001, FY2002, and FY2003 before rate and after
rates BEN2FACT files with their corresponding VBLS and VBLE control
strings, report any discrepancies and for each discrepancy indicate which is
correct, the BENZ2FACT file or the VBL control strings. Include a detailed
explanation of each difference and its impact on the Rollforward, if any, for FY
2001, FY 2002, FY 2003 before rates and after rates.

Response:

Please refer to Attachment 1 that accompanies this response. The first
column of eighteen digits preceded by a plus or minus sign is the multiplicative
or additive amount applied to the roliforward. Each amount is applied by the use
of control strings found in the VBL files 1 through 6 for each execution of the
rollforward. These amounts and the directions contained in the VBL control
strings define the calculations and results of executing the mode!. As such, the
correct factor amounts and distribution keys are those defined in the VBL control
strings.

The second through seventh columns of Attachment 1 are for information
purposes only; they have no impact on the resuits generated by executing the
roliforward program. As such, the information provided in these columns is not
always properly updated under certain time constraints. Attachment 1 properly
updates columns two through seven to reflect the instructions defined in the
VBLS and VBLS files. The first column in Attachment 1 is for Fiscal Year 2001

oniy, but columns two through seven apply to all the roliforward years.
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RESPONSE OF UNITED STATES POSTAL SERVICE 4395
WITNESS PATELUNAS
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 2

10.The FY 2000 mail volumes for International, Registry, Certified, Insurance,

and Other Special Services in Witness Patelunas' Exhibit 12A at page 15

differ from those listed in Witness Meehan’s Workpaper A, pages 125 and

126. Please explain these differences and indicate which volumes shouid be

used in the rolforward and discuss the impact, if any, on FY 2001, FY 2002,

FY 2003 Before Rates, and FY 2003 After Rates costs.
Response:

The amounts shown in my Exhibit 12A at page 15 should be used in the
roliforward because they are consistent with the amounts shown in the volume
forecast. An explanation of the differences between my Exhibit 12A and witness
Meehan's Workpaper A, pages 125 and 126 follows, and these differences have
no impact on any of the roliforward years. Also, there is no mail volume effect
applied to Other Special Services; therefore, the Exhibit 12A effect is correct.

Please refer to Attachment 1 that accompanies this response. The first
column shows the amounts appearing in my Exhibit 12A. The last column shows
the amounts appearing in witness Meehan's Workpaper A at page 125. As the

equation explains, the last column is the result of adding column (1) and (2},

subtracting columns (3), (4) and (5), and adding column (6).
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Other Special Services

Patolunas Exivibit 12A

Page 18

L)

1,108,773
[E <))
270 533
56,835
356,058

Movhan Workpaper A
Addbiional Svc Pleces
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Moshan Workpaper §
Wi 1.1.2 (page 12)
Indemat’) Other Spuc Bre

Retwrn Receipts
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ai.-.'
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WS 1.12 {page 12)
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RESPONSE OF UNITED STATES POSTAL SERVICE 4357

WITNESS PATELUNAS
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 2

11.Please provide the Exce! spreadsheet associated with USPS-T-12, Appendix
A, Mail Processing Cost Reduction Explanation and Display.

Response:

Please see USPS-LR-J-48, Diskette of Witness Patelunas's Spreadsheets
for Appendices A and B and Exhibit USPS-12A (USPS-T-12), filed September

24, 2001.



RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS PATELUNAS
TO PRESIDING OFFICER'S INFORMATION REQUEST NO. 2

12.Witness Patelunas' Exhibit 12A at pages 15 through 18 shows the derivation
of the mail volume cost effect factors which are input into the file RAT2FACT
for use in the cost roliforward process. Column 2, labeled CRA Line, shows
the CRA line number for each of the classes and subclasses of mail in the
CRA cost matrix. These line numbers should correspond to the line numbers
shown in the file AHEAD, in Library Reference J-6 at \FyO1h\controNAHEAD.
Exhibit 12A shows the CRA line number for Insurance and Certified to be 164
and 165, respectively. However, the file \Fy01h\ControNAHEAD, shows the
line numbers to be just the opposite, line 165 for Insurance and line 164 for
Certified. An examination of the mail volume effect in the roliforward for FY
2001, 2002, and the Test Year Before Rates and After Rates shows that
Certified costs are increased by the RAT2FACT factor apparently intended for
Insurance and Insurance costs are increased by the RAT2FACT factor
apparently intended for Certified. If necessary, please provide appropriate
corrections. Include corrections to the cost roliforward workpapers and
Exhibits of Witness Patelunas, and all corrections to Exhibits and/or
Workpapers of any other witness who are affected by the correction to the
roliforward. Additionally, please provide all corrections to the cost roliforward
workpapers for the PRC version in Library Reference J-75.

Response:

The hypothesis posed in this Info.rmation Request is correct — for each of the
roliforward years, Certified costs are increased by the RAT2FACT factor intended
for Insurance and Insurance costs are increased by the RAT2FACT factor
intended for Certified. In addition to the error identified in the Information
Request, two other errors were found in the Postal Service version and the
corrections are ihcorporated in the revisions. One, the FY 2002 D Report in
Exhibit USPS-12E calculated a contingency and there is no contingency in that
year. Second, the Test Year Final Adjustment intended for Certified was applied
to Insurance. These corrections have been made and the roliforward has been
rerun. The results are shown in the errata filed separately today, 10!31/61. for

the following documents:
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USPS-T-12 Exhibit A TYAR Total Costs
USPS-T-12 Exhibit E FY02G with Mix D Report
USPS-T-12 Exhibit ! TY03 After Rates with Mix D Report

USPS-T-12 Workpaper WP-H Table E TY03AR with Mix D Report
Additionally, Attachment 1 that accompanies this response shows the test year
impact on classes, subclasses and special services of comrecting for the mail
volume effect and final adjustments on Certified and Insurance, the FY 2002 D

Report adjustment has no impact on the test year figures.
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Anchment 1
POIR 2
Question 12
Raspanes of
‘withess Paisiunas
USPS-T-12 UsPs-T-12 Difference % Difference
Exhibit 124 Exnibit 124 Column (1) Coluenn (3)
Raviasd 1073104 minus dvided by
Column [2) Colurmn (1)
)] @ 2] 4}
First-Class Mpl:
Single-Piece Letlars 12428841 12425058 (su3) 2.01%
Preacrt Lotrs 5,430,062 5.438.371 (290) 0.01%
Total Leliers 17,563,203 17.082.2% 73 D.01%
Singe-Pluce Cards 550 002 58860 [=1]] L.01%
Prescrt Carde 145,048 145,638 {10} 0D.01%
Tomi Carte 708,507 705486 [L1}] D01%
Total First 10,588,710 10587996 (4.015) £01%
Priority Mald 1,507,993 3,567 008 - {128) 0.00%
Exprass Mall vy i 494,770 (40} £.01%
Malgrams o7 e 2 nm'
Pariodone
in-County 78,705 7780 &) Lot%
Outside County 231318 2313124 e 0.00%
Tots Perodicals 2,302,004 2591903 {101) 0.00%
Swnderd Mal
Enhanced Camir Rouvis 2.T00. 724 2,700.570 (183) 0.01%
Reguigr 3,800,374 (¥ X -1] 43) £.01%
Total Stendard Mel 11,504,067 11,390,501 (508) D01%
Packape Sarvices
Parcel Post 1,040,238 1,040,198 40) 0.00%
Boung Prinksd Mater 542,200 842473 @n 0.00%
Madts Ml 279,052 7.0 (¢F3) 0.00%
Total Package Services 1,881 490 1001614 e 0.00%
U'S Pomal Servica o - . 0.00%
Froe Mai-BlindAHnacLSery a1 38344 3 2.01%
Innmationt biall 1800872 1,580,532 {4D) 0.00%
Total Mel
Special Services:
Regietry 19567 79573 (25) £0v%
Cartiled 454,204 4T 444 21240 4.50%
Insurance 14,5 108,721 (5473) -.78%
con 12,808 12,508 {10) -0.00%
Mongy Orders 180,184 180,190 21 0.01%
Btamped Curde 2008 208 - 0.00%
Stamped Efrvelopes 12578 12977 ) 0.01%
Special Haning 1844 1,048 1 0.05%
Post Ofice Box 560700 050,70 ) 0.01%
Ohwr 178,843 170,867 L3} D.08%
Tolsl Spe Svos 1,866,000 1,710,568 15,568 092%
Yolume Varisble 41,500,003 41,804.240 11,577 00N -
Other 22,583 186 2582004 i1} 0.00%

Tolsl Cosle T4, T2.088 74,188,304 12408 9.02%
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TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 3

4. Witness Meehan's Workpaper B spreadsheets include the outputs to the
CRA for each cost segment and component which are reflected in the manual
input of withess Meehan's Workpaper A. The structure of the outputs to the CRA
and the manuatl input to the CRA does not include costs associated with any of
the former non-profit subclasses such as Periodicals Non-Profit or Standard
Non-Profit ECR. However, it appears that the costs associated to the non-profit
subclasses are included in section of the spreadsheets labeled “oldoutputs”.
Please confirm that if the CRA structure was the same as in Docket No. R2000-1
the costs input into the CRA would have come from the spreadsheet sections
labeled “oldoutputs”in the Workpaper B spreadsheets.

If confirmed please provide the PESSA, custodial maintenance and equipment,
and rollforward distribution keys that are included in the manual inputs into the
CRA in the same format as indicated in the “oldoutputs” sections mentioned
above.

Response:

The roliforward distribution keys are not presently available. Developing the
roliforward distribution keys that are included in the manual inputs into the CRA
requires much work because many of those “inputs” are outputs from various
sources. The list below shows the rollforward manual inputs that would require

additional work:
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Response continued:

Roliforward

Manual

Input Titte

1439 CFS

1440 MPBCS

1444 Del BCS

1442 FSM

1443 Fac/Canx

1444 Culling

1445 SPBS

1446 RBCS

1449 OCR

1450 GenLog BMC
1451 Genl.og NonBMC
1452 CS BCS

1453 Parcel NMO
1465 FY02 FedEx Air
1466 FY02 FedEx Gr
1467 FY02 FedEx Hwy
1470 FYO3 FedEx Air
1471 FY03 FedEx Gr
1472 FY03 FedEx Hwy
1397 FY2001 Final Adj
1388 FY2002 Final Adj
1399 TYBR Final Adj
1455 TYAR Final Adj

The first group of manual inputs are taken from the Factor Report of the base

—Source

Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report
Factor Report

Input

Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year
Rerun Base Year

Rerun USPS-LR-J-84/Hatfield USPS-T-18
Rerun USPS-LR-J-94/Hatfield USPS-T-18
Rerun USPS-L.R-J-94/Hatfield USPS-T-18
Rerun USPS-LR-J-94/Hatfield USPS-T-18
Rerun USPS-LR-J-94/Hatfield USPS-T-18
Rerun USPS-LR-J-94/Hatfield USPS-T-18

Cost Study Models
Cost Study Models
Cost Study Models
Cost Study Models

Rerun Roliforward
Rerun Roliforward
Rerun Roliforward
Rerun Rollforward

year and are used in the roliforward to distribute cost reductions and other

programs for the interim and test years. The Factor Report is used as the source

t,

-
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Raspo;se continued:
because it provides the correct variabilities that are applied to the individual cost
reductions and other programs. It is my understanding, that in order to generate
a Factor Réport, the base year must be run using the format necessary to
provide the proﬁt-nonproﬁf distribution keys requested. As such, a new base
year must be built, tested and run using the fofmer profit-nonprofit classes o:;f
mail in all the files and control strings. It should be noted then, that producing
the PESSA and custodial maintenance and equipment distribution keys in the
old format (See witness Meehan's, USPS-T-11, response to this request and
USPS-LR-154) is only the starting point because all those distribution keys would
need to be input into a functioning base year model.

The second set of distribution keys are those associated with incorporating
the FedEx contract into the roliforward, and these were provided in USPS-LR-J-
94, associated with the testimony of witness Hatfield, USPS-T-18. Itis my
understanding that, while the underlying TRACs distribution keys for Base Year
2000 are available for the profit-nonprofit distinction, much like the base year
model, USPS-LR-J-94 would need to be modified and tested to incorporate that
distinction. USPS-LR-J-94 is in Excel format; therefore, rows for the profit-
nonprofit data would need to be manually inserted into each of the spreadsheets

and ensure that all of the linkages and formulas were still correct.
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Response continued:

The last section of roliforward distribution keys is the final adjustments that
are applied to each individual year in the rolforward. It is my understanding that
each of the cost study models would need to be modified because the profit-
nonprofit distinction is in none of the models. This would require rebuilding the
cost models of witnesses Miller, USPS-T-22 and USPS-T-24, and Egg!estoﬁ,
USPS-T-28, to incorporate the former profit-nonprofit class distinction.
Additionally, each of those models require inputs from the roliforward; therefore,
the roliforward model would need to be run incorporating the profit-nonprofit
distinction.

To run that roliforward also requires additional work. There must firstbe a
functioning base year model because that cost matrix is the basis of the
roliforward model. As in the case of the base year model, all the rollforward files
and control strings for each of the years would need to be modified and tested;
including the before rates and after rates test years, there ére eight roliforward

versions that would need to be modified and tested before successful execution.
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WITNESS PATELUNAS
TO PRESIDING OFFICER'’'S INFORMATION REQUEST NO. 4

Please describe in detail the Sales Force Augmentation Project.

Please provide the number of vendors used during FY00 and FY01, a
description of the method(s) by which payments to the vendors are
determined, a copy of a typical contract, the scope of the Project and
geographic coverage, benefits expected to be gained and actually
achieved from the project, including savings from not using Posta! Service
employees, expenses incurred from the project from FY 1999 on, and a

description of how expenses associated with the project are attributed.

Please provide any Office of the Inspector General audit or management
reporis concerning the Project submitted to the Postal Service since
January 1, 1999, If such reports recommended any corrective actions,
please describe what corrective actions were recommended and what
corrective actions have been taken.

Please identify the account number(s) in the USPS Chart of Accounts
where these costs are recorded and specify the cost segment and

components where the identified account numbers are located in the CRA.

Response:

(a) | am told the Sales Force Augmentation (SFA) helps the Postal Service Sales

organization oblain new commercial revenue through the sale of Priority Mail,
Express Mail, Global Priority Mail, and International Express Mail. This
program enables the Postal Service to service previously uncovered small
and medium size customer segments. The program uses a full-service
provider (contractor) who staffs and manages a core of professional sales
people trained explicitly to sell the Postal Service package service products
mentioned above in selected markets.

The Sales Force Augmentation contractor is paid on a commission basis. The

program provides added flexibility to the Postal Service in changing market
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Response continued:
conditions because resources can be redirected and suppiefnented as
necessary.

The Postal Service awarded a three-year contract to TIC Enterprises, Inc, of
Roswell, GA on 12/3/99; thus, there is a single vendor for the project. A copy of
the contract was filed as USPS-LR-1-2002 in Docket No. R2000-1. The contract
includes extension for two additional two-year periods. The scope of the project
requires TIC's sales representatives to call on prospective clients in the smali to
medium size business segment. The geographic coverage of the project
extends over twelve major metropolitan areas: San Francisco, Los Angeles,
Denver, Dallas, St. Louis, Chicago, New York City, Boston, Philadelphia, Atlanta,
Washington D.C., and Miami. Existing Postal Service customers and prospects
are off-limits 1o the TIC sales force. Sales are monitored, with volume and
revenue being measured for each participating customer. The contractor is
compensated on a percentage of sales (i.e. commission basis}, with the
percentage less than the contribution margins for the products.

Since SFA began in Fiscal Year 1998, a total of $115.9 M in new revenue

has been generated. Commissions paid against that revenue amounted to $24.2

million.
Year Revenue Commission
FYgag $20.7M $ 3.9M
FYO00 $35.3M $ 9.4M

FYOQ1 $63.9M $ 109M
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WITNESS PATELUNAS
TO PRESIDING OFFICER’S INFORMATION REQUEST NO. 4
Response continued:

The Revenue to Commission comparison above shows one benefit, and there
is the additional financial benefit of a contractor pay structure. it is estimated that
the salary and benefils costs of perfforming the same functions as SFA would be
in excess of $14 million annually for the Postal Service. Another benefit of using
SFA is the increased flexibility to respond to market conditions allowed by using
a professional, non-Postal sales force.

The Commissions paid by the Postal Service are in Account Number 52323
in the USPS Chart of Acbounts. This account is a portion of Cost Component
210, Administration and Area Operations in Cost Segment 18. The entire
amount of Cost Component 210 is in Other costs; there are no volume variable
costs.

{(b) Itis my understanding that OIG audits, dated March 30, 1999 and October
31, 2000 are being provided today in USPS-LR-J-195 in accordance with
Presiding Officer's Ruling No. R2001-1/18, issued December 7, 2001.

(c} See the last paragraph of the response to part (a).
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9 Question 11 of POIR No. 2 asked the Postal Service to provide the Excel
spreadsheet associated with USPS-T-12, Appendix A, Mail Processing Cost
Reduction Explanation and Display. Witness Patelunas answered that the
spreadsheet was in USPS Library Reference J-48. An examination of the
electronic files filed as LR-J-48 shows that the only spreadsheet files included
in the library reference were those for Exhibit 12A and Appendix B. The
spreadshest files for Appendix A were not included in LR-J-48. Please

provide the Excel spreadsheet file(s) associated with Appendix A of USPS-T-
12.

Response:
A replacement diskette containing the missing spreadsheets for USPS-LR-J-

48 was filed on November 16, 2001.
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10.The file VBL2.dat of USPS Library Reference J-6, at lines 000286 through
000347, lists the direct and indirect cost components used to develop the
mail volume cost effect for components 9 (Supervision of Time &
Attendance), 30 (Higher Level Supervisors), and 228 (Time and Attendance
Clerks). Cost component 30, Higher Level Supervisors, is listed as receiving
a mail volume effect (Line 000345) and is also part of the list of direct and
indirect cost components used to develop the mail volume cost effect for
Higher Leve! Supervisors (Line 000302). An examination of the other VBL
data files, VBL3 (non-volume workload) and VBL4 (additional workday)
shows that component 29 (Supervision of E&LR) receives the indirect cost
effect, not component 30. Please explain the apparent discrepancy in the
indirect cost treatment of component 30, Higher Level Supervisors, between
the mail volume effect, the Non-volume Workload effect, and the Additional
Workday effect.

Response:
With respect to treatment of component 30, Higher Level Supervisors, the
proper treatment is to remove component 30 from the independent
components, or in other words, component 20 should not be included in
those components used to develop the mail volume cost effect for
components 9, 30, and 228. Additionally, component 29 should be added to
the list of dependent components; thus, the dependent components would be

9, 29, 30, and 228. The same treatment also applies to VBLs 3 and 4.
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11.USPS Exhibit 12A at 17 shows a mail volume cost effect for Stamped Cards
of -0.078998912 for FY 2003BR. An examination of the RAT2FACT file in
Library Reference J-6 shows a mail volume effect for Stamped Cards of
+0.017505092, Please explain the discrepancy between the USPS Exhibit
12A and the RAT2FACT file for FY 2003BR.

Response:
The USPS Exhibit 12A at 17 factor of —-0.078998912 for FY 2003BR is the

correct factor.
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8. International mail volume estimates are provided in USPS Library Reference
J-159. A comparison of the base year 2000 through TYAR International mail
volumes between LR-J-59 and USPS Exhibit 12A show differences for each
year as shown below:

Fiscal Year USPS Exhibit 12A USPS LR-J-159 Difference

BY 2000 1,105,773 1,099,478 6.295
FY 2001 1,187,578 1,181,875 5,703
FY 2002 1,255,066 1,249,492 5,574
FY 2003 BR 1,294,889 1,289,500 5,389
FY 2003 AR 1,210,804 1,205,553 5,251

Additionally, the special service transactions for registry, insurance,
money orders, and PO Boxes for the base year, test year BR and the test year
AR shown in USPS LR-J-109, revised, are different from the number of
transactions shown in USPS Exhibit 12A. Also, the transactions shown for FY
2001 and FY 2002 in the attachments to the response to Presiding Officers
Information Request No. 2, Question 6 are different than shown in Exhibit 12A.

(a) Please explain the differences noted in the above table for the international
mail volumes and explain why the volumes developed in LR-J-159 should or
should not be used in the rolliforward.

(b) Please explain the differences in the number of transactions for registry,
money orders, insurance, and PO Boxes and explain why the transactions
shown in LR-J-108, revised, and the response to POIR No. 2, Question 6
should or should not be used in the roilforward.

Response:

{a) Please refer to Attachment 1 of POIR 2, Question 10 that provides a

crosswalk between witness Meehan's (USPS-T-11) base year volumes
and witness Patelunas’s (USPS-T-12) roliforward volumes. Column (3)
of that attachment shows the International Special Services amount of
6.295. This is the same 6,295 that appears in the first row of the table

shown in the question. A similar reconciliation is needed for the USPS

Exhibit 12A column and the USPS LR-J-159 column in the table. The



(b)

4412

RESPONSE OF UNITED STATES POSTAL SERVICE
WITNESS PATELUNAS TO
PRESIDING OFFICER'S INFORMATION REQUEST No. 6

Response continued:

USPS Exhibit A column is the International volumes shown in the USPS
LR-J-159 column plus the International Special Services. The
International Special Services can be found in USPS Library Reference
J-125 on Tables 125-1 and 125-2. The amounts in the USPS Exhibit
12A column should be used in the rollforward because they include all
the volume impacts associated with International mail.

Much like in the response to part (a) of this question, the differences
for registry, money orders and insurance are due to the inclusion or
exclusion of Intemnational Special Services. The response to POIR 2,
Question 6, includes Intermational Special Services with the domestic
Special Services; USPS LR-J-109, revised, includes International
Special Services in International. For Post Office Boxes, the amounts
shown in the response to POIR 2, Question 6 are correct.

The roliforward amounts shown in USPS Exhibit 12A for registry,
money orders and insurance should be used in the rollforward. That is,
the proper roliforward methodology included International Special
Services in the International row. For Post Office Boxes, the amounts
shown in the response to POIR2, Question 6 should be used because
the Test Year Before Rates Post Office Box amount shown in USPS

Exhibit 12A was not updated propernty.
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2. This is a follow-up to the Novemnber 28, 2001 response of witness Patelunas
to Presiding Officer’s Information Request No. 4. Question 5 pertaining to the
Sales Force Augmentation Project.

(a) According to contract proviso B.8 in LR-1-202, commissions are calculated on
the basis of the quantity of each individual product sales. Please identify for

FY 1999 through 2001, the separate amounts of commissions paid for each

of the four products sold.

(b) Please identify all payments made to the contractor other than the
commissions, such as: for training fees per contract proviso G.5, offset of
lease payments per contract proviso G.6, and other start up or minimum
amount payments made to the contractor or on behalf of the contractor.

(c) Please identify costs incurred by the Postal Service that are associated with
the program, such as: computer hardware, software or development costs
incurred as part of the project, or the management of it; training of contractor
personnel per contract proviso B.8; arranging, conducting or analyzing
customer satisfaction surveys; and other project development and contract
administration costs.

(d) Please identify any other costs that can be associated with the project.

(e) Since commission costs are calculated on the basis of the volume of sales for
each product, please explain why commission costs are not attributed to the
respective products.

(f) Since commission payments are calculated on the basis of the volume of
sales for each product, please explain why project related supervisory,
equipment, and other such costs can not be attributed to the products sold on
the basis of the distribution of commissions to products.

(9) Please describe in detail how one computes the commission for an individual
account on an ongoing basis. For example, provide the commission earned if

a new customer in weeks one through five uses Priority Mail five times each
week, then uses Priority Mail 10 times a week for weeks 6-10, then uses no
Priority Mail for weeks 11-15, and then uses Priority Mail five times a week for
weeks 16-20. Please explain your response.
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Response:
(a) The current contract, referred to in the questions and the following responses,
was not signed until December 1999; therefore, information is only available for a
portion of Fiscal Year 2000 and the entirety of Fiscal Year 2001, As information,
a pilot program existed prior to the current contract and under the pilot program
commissions were site specific, not product specific. Pilot program commissions
for the Atlanta and San Francisco sites were 19.75%, and 16.5% for the Los
Angeles site. Also, the pilot program included only three products: Express

Mail, Priority Mail and Global Priority Mail. The commissions paid under the

current contract were:

EYOO EY)
Express Mail $1,895,584 $2,976,681
Priority Mail 3,844,120 6,631,720
Global Express Mail 86,495 392,251
Global Priority Mail 253,542 267,912
Total 6,079,741 10,268,564

(b) Payments made to the contractor other than the commissions were:

Training fees- $2,118,650
IT fees - $157,200
Hardship Expense due to accelerated implementation schedule- $57,182.

All the above payments were made in Fiscal Year 2000.
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PRESIDING OFFICER’S INFORMATION REQUEST No. 7

{c —d) The following table displays the expenses associated with the Sales

Force Augmentation program, including the Fiscal Year 1899 expenses of the

pilot program:

Employee Awards
HQ General Mgt.
Travel Other than Tmg.

Training
Printing

Supplies
Services

Consult Serv.

Advertising

Depreciation
Miscellaneous
Communications
information Technology

Annual Totals

(e - f) Commission costs were charged to accounts 52321 and 52323, which are

FY1999

500
243,881
205,906

38,895
1,026
14,009
194,913
3,875,276
0

0

7,432
8,705

572

4,589,115

EY2000

0
240,685
191,175

27,985

0

9,870
345,930
9,445,423
32

2,808
22,875
15,024
357,771

10,659,678

FY2001

500
891,734
59,754
11,210
114
4,989
172,402
10,870,895
0

2,807
19,657
7,404
460,989

12,502,455

included in Component 210, Supplies and Services, in Cost Segment 18;

Component 210 is not volume variable. Related supervisory, equipment, and

other such costs are included in numerous components and cost segments,

many with different levels of volume variability. The Postal Service has not

specifically studied the treatment of the commission costs.
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Response continued:

(g) The contract provides a unit price (based on the average piece revenue), for
each product line to which the commissions will be applied. The unit prices are:
Express Mail Intemational $27.82, Express Mail $14.49, Priority Mail $4.37 and
Global Priority Mail $6.69. The hypothetical posed in the question results in the

following commissions:

Priority Revenue Total Commission

Week =  Pieces  perPiece Revenue _@18.75%

0 0 $4.37 0 0
1 6] 437 21.85 410
2 5 4.37 21.85 410
3 ) 4,37 21.85 4.10
4 5 4.37 21.85 4.10
5 5 4.37 21.85 4.10
6 10 4.37 43.70 8.19
7 10 437 43.70 8.19
8 10 4.37 43.70 8.18
9 10 4.37 43.70 8.19
10 10 4.37 43.70 8.19
11 0 4.37 0 0
12 0 437 0 0
13 0 4.37 0 0
14 0 4.37 0 0
15 0 4,37 0 0
16 ) 4.37 21.85 410
17 5 4.37 21.85 4.10
18 5 4.37 21.85 4.10
19 5 4.37 21.85 4.10
20 5 4.37 21.85 4.10
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Response continued:

The hypothetical begins in week 0 with no volume or revenue. As a “new
customer,” the base line is zero pieces per week. After meeting with the Sales
Force Augmentation representative, the pieces sold are compared to the base
line of zero. Using $4.37 average revenue per piece, the number of Priority
pieces each week is muitiplied by this average to calculate Total Revenue. The

18.75% commission is applied to the Total Revenue to determine the

commissions paid, as shown in the final column.
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5. Areplication of the USPS cost rollforward indicates that the Test Year
Alaskan air adjustment factor used in cost segment 14 was 0.0707, the same
factor as for the base year. USPS LR-J-40 shows a test year adjustment
factor of 0.0772. Please confirm that the CRA/Rollforward for the test year
used an Alaskan air adjustment factor of 0.0707 and not the test year factor of
0.0772 as calculated in USPS LR-J-40. If confirmed show the effect on the
test year costs, before rates and after rates, of using the correct Alaskan air
adjustment factor.

Response:

Confirmed that the CRA/Rollforward for the test year used an Alaska air
adjustment factor of 0.0707 and not the test year factor of 0.0772 as calculated
in USPS LR-J-40. The effect on test yeér costs, before rates and after rates, is
shown in Attachment 1 that accompanies this response. Page 1 displays the
comparison of the before rates scenario by comparing USPS-T-12, Exhibit 12G
with the results of using the correct Alaska adjustment. Page 2 displays the
comparison of the after rates scenario by comparing USPS-T-12, Exhibit i,
before the 10/31/01 revision, with the results of using the correct Alaska
adjustment. [ used the USPS-T-12, Exhibit I, before the 10/31/01 revision
because this allows the impact of correcting the Alaska adjustment to be shown
in isolation; the 10/31/01 revisions to Exhibit | present other impacts in addition

to the Alaska adjustment.



First-Class Mail;

Single-Piece Letters
Presort Lefters

Total Letters

Single-Pisce Cards
Presort Cards

Total Cards
Total First

Priority Mail
Express Maif
Mailgrams

Periodicals
m-County

Outside County
Total Periodicals

Standard Mail

Enhanced Carrier Route

Regular

Total Standard Mail

Package Services

Parcel Post

Bound Printed Matter

Media Mail

Total Package Services
U S Postal Service

Free Mail--Blind & Hndc

& Sarvicemen
Intermation! Mail

Special Services:
Registry
Certified
Insurance
coD
Money Orders

Stamped Cards

Stamped Envelopes

Special Handling
Post Office Box

Other

Total Spc Sves

Volume Variable

Other

Total Costs

USPS-T-12 POIR No. 7
Exhibit 12G Question 5
Pages 1-2 {corracted Alaska Ad))
TYBR TYBR
Total Total
Volume Voiume
Variable Variable
12,309,893 12,309,894
5,370,400 5,370,400
17,680,293 17,680,254
558,389 558,389
161,308 161,308
719,697 719,697
18,395,990 18,399,991
3,698,146 3,688,183
527,620 527,620
616 616
80,525 80,525
2,290,793 2,290,794
2,371,318 2,371,319
2,677,342 2,677,347
8,949,042 8,949,046
11,626,385 11,626,293
1,288,110 1,288,938
530,158 530,158
270,999 270,999
2,089,267 2,080,095
329,810 329,812
37,585 37,585
1,626,735 1,626,735
77,862 77,862
434,571 434,571
103,837 103,837
12,221 12221
176,348 176,348
2,995 2,985
12,591 12,581
1,912 1,912
653,088 653,888
199,554 199,554
1,675,779 1,675,779
42,383,251 42,384,098
31,331,563 31,330,716
73,714,814 73,714,814

Absolute
Ditference

- 000 0=

B b

828

B28

o000 COQOOO

847

Parcent
Difference

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

0.00%

0.00%
0.00%
0.00%

0.00%
0.00%
0.00%

0.06%
0.00%
0.00%
0.04%

0.00%

0.00%

0.00%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%
0.00%

0.00%

- Attachment 1

POIR No. 7
Question 5
Page 1 of 2
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First-Class Mail.
Single-Piece Letters
Presort Letters

Total Letters
Single-Piece Cards
Presont Cards

Total Cards

Total First

Priority Ma#l
Exprass Mail
Mailgrams

Pericdicals
In-County
Quiside County
Tolal Periodicals

Standard Mail
Enhanced Carrier Roule
Regular
Total Standard Mail

Package Services
Parcel Post
Bound Printed Matter
Media Mail

Total Package Services

U S Postal Service

Free Mail-Blind & Hndc
& Servicemen

Intemation! Mail

Special Services:
Registry
Certified
Insurance
con
Money Orders
Stamped Cards
Stamped Envelopes
Special Handling
Post Office Box
Other

Tota! Spc Sves

Volume Variable
Other

Total Costs

USPS-T-12

Exhibit 121 POIR No.7

Pages 1-2 Question 5
{as originalty filed) {corrected Alaska Ad))

TYAR TYAaR
Total Total
Volume Volume
Variable Variable

12,065,038 12,065,039
5,378,733 5,378,733
17,443,771 17,443,772
543,361 543,361
146,057 146,057
689,418 689,418
18,133,189 18,133,190
3,489,841 3,489,847
480,799 480,799
518 618
80,471 80,471
2,276,038 2,276,039
2,356,509 2,356,510
2,629,559 2,629,563
8,787,581 8,787,585
11,417,140 11,417,148
1,184,096 1,184,855
526,408 526,409
270,924 270,925
1,881,428 1,882,189
330,439 330,441
37,624 37,634
1,523,858 1,523,858
76,778 76,778
419,561 419,561
110,868 110,868
12,241 12,241
174,933 174,933
2,801 2,801
12,600 12,600
1,887 1,887
640 544 640,544
199,755 198,755
1,651,966 1,651,568
41,403,423 41,404,202
31,304,082 31,303,305
72,707 506 72,707,507

Absolute
Difference

- 00O —=Q =

b

758

761

D0 0000000 QO

3

W

-778

Percent

Difference

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

0.00%

0.00%
0.00%
0.00%

0.00%
0.00%
0.00%

0.06%
0.00%
0.00%
0.04%

0.00%

0.00%

0.00%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

0.00%

Attachment 1
POIR No. 7
Question 5
Page20f2
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United States Postal Service

Maura Robinson
{USPS-T-29)



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON

TO INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION AND

NATIONAL ASSOCIATION OF PRESORT MAILERS

ABA&NAPM/USPS-T29-35

Please see the response to ABAGNAPM/USPS-T22-3. Please confirm that the
worksharing related savings estimates calculated in USPS LR-J-60 would
increase to the figures found in Column 1 below if the aggregate delivery unit

cost estimate for nonautomation presort letters were to be used as the proxy for

Bulk Metered Mail (BMM} letters.

a. Please see the response to ABAGNAPM/USPS-T22-4. Please confirm that

the worksharing related savings estimates calculated in USPS [LR-J-84 would
increase to the figures found in Column 2 below if the aggregate delivery unit
cost estimate for nonautomation presort letters were to be used as the proxy

for Bulk Metered Mail (BMM) letters.

b. Please confirm that column 3 in the table below shows the discounts resulting

from the "Settlement” rates reflected in Attachment B, page 5 to the
December 26, 2001 Postal Service Motion Submitting Revised Stipulation

and Agreement.

c. Please confirm that the figures presented in column (1) and (2) exceed the
corresponding discounts in column (3).

FCLM Automated Rate Cost Avoidance/Discounts

L

ABAZNAPM/USPS-T22-3 | ABA&NAPM/USPS- Proposed
Cost Avoidance Settiement
(1) : Discounts
T22-4 (3)
Cost Avoidance
(2)
Auto Mixed Basic | 6.950 cents 7.835 cents 6.1 cents
Auto AADC 7.825 cents 8.918 cents 6.9 cents
Auto 3D 8.142 cents 9.280 cents 7.8 cents
Auto 5D 9.278 cents 10.552 cents 9.2 cents
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS ROBINSON
TO INTERROGATORIES OF AMERICAN BANKERS ASSOCIATION AND
NATIONAL ASSOCIATION OF PRESORT MAILERS

Response to ABAGNAPM/USPS-T29-35 (page 2 of 2)

a. Confirmed.
b. Confirmed.
c. Confirmed.

d. Confirmed.



4424

United States Postal Service

Leslie M. Schenk
(USPS-T-43)



Revised 12/20/01

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO
INTERROGATORIES OF THE NEWSPAPER ASSOCIATION OF AMERICA

NAA/USPS-T43-8. Please refer to LR-J-58 spreadsheet “LR58AECR.xIs", tab “TY MP.”
Please provide the number of IOCS direct tallies and the number of weighted tallies
associated with each distributed mail processing cost figure, by shape, presort level
(activity code), handling category {Field F9213: single piece, item, and container), and
by weight increment (including no weight).

RESPONSE:

See Attachment B.
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Revis

2/20/01

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO INTERROGATORIES OF THE NEWSPAPER
ASSOCIATION OF AMERICA

ATTACHMENT 8: BYOC 10CS Welghted Direct Tallies (000s) by shape and weight increment - Standard Mail Enhanced Carrler Route (ECR)
(Response 10 NAA/USPS-T43-8)

Activity Handling Weight Increment {ounces) Co
Shape Code Catagory 0to.5 S5t1.0 1.6t01.5 15102 2t025 25t3 3to 35 35104 4t05 S5to 6 Gto7

Letters 1310Single Piece 8,655 8,058 1,066 1,005 970 B48 288 4“7 0 0 0
13108ingle ltem 7.662 6,063 2,490 1,449 289 593 307 951 143 4} a

1310 Container 302 g 89 0 0 0 0 0 0 0 0

1330Single Pigce 2,464 1,886 1,049 202 M 51 64 15 0 0 0

13308ingle 1tem 1,884 1,468 121 0 7 0 Q o] 0 a ¢

1330 Container 128 55 0 0 O 0 0 0 4] 0 0

Total Letters 21,095 17,530 4,785 2,745 2,148 1,493 659 1,383 143 0 0
Flats 23108ingle Piece 1,851 6,091 5,389 5,199 3,358 3,598 4,139 5,422 1,789 1,277 1,183
2310Single Hem 3,393 5,325 6,619 7.089 7.267 4,956 5,666 7,608 3,323 2,450 1,626

2310Containar 31 5056 261 622 365 320 525 260 173 273 142

2330Single Piece 315 1,316 669 753 346 320 451 169 115 88 62

233G Single ftam 37 636 352 476 0 514 57 261 357 59 87

2330 Container 0 0 0 0 0 0 0 0 0 0 0

Total Flats 6,240 13,873 13,290 14,139 11,336 9,708 10,838 13,721 5,757 4,146 3,080
IPPs 3310Single Piece 513 107 49 12G 183 778 559 589 182 110 187
33108ingle ltem 0 229 118 110 0 0 47 180 - 60 196 64

3310Container 57 0 58 0 0 0 115 0 91 57 4]

3330Single Piece 0 0 52 0 0 0 57 0 0 Q 80

3330 Single Item 0 0 55 0 1] 4] 54 261t 4] 0 0

3330 Container 0 0 0 0 0 0 0 0 0 0 0

Total IPPs 569 336 333 230 193 778 831 1,030 333 363 332
Parcels 4310Single Pieca 0 0 0 9] 0 0 0 0 0 a T
4310Single Item 0 0 0 0 0 0 0 0 0 0 0

| 4310Container | 0 .0 0. 0 0 .0 0 o . 0., .0 0

" 43308ingle Piece 0 0 0 0 "0 o "o o' 07 o o

4330Single tem 0 0 0 o 0 0 0 0 0 0 a

4330Container 0 0 0 ] 0 0 0 4] 0 0 0

Total Parcels 0 -0 0 ] ] 0 0 0 0 a 0

9Cv¥



Revis.  2/20/01
RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK
TO INTERROGATORIES OF THE NEWSPAPER ASSOCIATION OF AMERICA
ATTACHMENT B: BY00 10CS Weighted Direct Tallies ($000s) by shape and welght increment - Standard Mall Enhanced Carrier Route (ECR} {continued)
(Response to NAA/USPS-T743-8) '
Activity Handling
Shapa Code Category 708 8t08 910 10 10to 11 11t0 12 121013 13to 14 410 15 1510 16 > 160z No Wgt * Total
Lehers 1316 Single Piece 0 0 0 0 0 0 0 0 0 0 1] 21,397
1310 Single ltem 0 0 0 0 0 0 0 0 116 0 466 21,230
1310Container 0 0 0 a a 0 0 0 0 0 ) 361
13308Single Piece 0 0 0 o 0 0 0 0 0 0 0 5,842
1330Singie Item 0 0 0 0 0 0 0 0 0 0 23 3,573
1330 Container 0 0 0 0 Q 0 0 0 0 0 a 183
Total Letters 0 0 g a g ] 0 0 116 1] 489 52,586
Flats 2310Single Piece 1,987 3n 53 124 - 668 329 52 0 455 0 0 43,335
2310Single Item 706 585 365 615 198 347 479 341 745 4] 1,673 61,276
2310Container 220 0 0 .49 0 0 0 ] 0 0 0 4,028
2330Single Plece 0 0 225 0 [¥] 0 0 4] 1] 0 0 4,828
2330Single ltemn 100 15 0 o] 0 0 0 62 ] G 175 3,501
2330 Container [t 0 0 0 0 1] 0 0 0 0 0 0
Total Flats 3,012 972 642 - 789 867 676 531 403 1,199 0 1,748 116,968
IPPs 3310Singie Piece 0 0 0 0 0 0 0 0 0 1} 0 3,388
33108ingle tem 0 0 o 0 0 4} 0 0 0 0 115 1,121
3310Container 0 0 0 0 0 0 0 0 0 0 0 377
3330Single Piece 0 0 0 0 0 0 0 0 v 0 0 189
33308ingle item 0 0 0 0 o] 0 4] 0 o 0 0 ) 370
3330Container 0 0 0 0 0 0 0 0 0 0 0 0
Total IPPs 0 @ 0 4] 0 0 o 0 0 0 115 5,445
Parcels 43108ingle Piece 117 219 69 ] 0 0 246 269 635 59 0 1,615
4310Single ltem 254 o 0 0 46 166 0 0 0 0 y 254 720
4310Container 0 59 .0 70 47 0 a . a, ¢ 0 0 176
4330Single Piece 64 59 49 0 o 0 g 0 "0 0 0 172
43308ingle item 83 ] 0 0 0’ 0 0 ) 0 ] 23 314
4330 Container 0 0] 0 0 0 0 0 0 0 4] Q 0
Total Parcels - : . 517 - . 337 118 70 94 166 246 . 269 . 835 59 485 2,997
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK
TO INTERRQGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-TA3-1. Please refer to your response to OCA/USPS-T39-7(b), and the
response to OCA/USPS-217(a). Please confirm that the volume for Regular letters in

USPS-LR-J-58, LR5BAREG.xIs includes Regular cards. If you do not confirm, please -

provide the information requested in parts b. and ¢. of OCA/USPS-217,

RESPONSE:

Confirmed.
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T43-2. Piéase refer to USPS-LR-J-58, which is cited in the response to
VP/USPS-4, Attachment A.

a. Please refer to the table entitled “TY 03 Unit Mail Processing Costs” in
Attachment A. Please confirm that the sum of each of the 0-1 oz, 1-2 0z, and 2-3
oz columns equals the mail processing unit costs for First-Class Single Piece,
First-Class Presort, and Standard Regular for each weight range found in USPS-
LR-J-58. If you do not confirm, please explain and provide the unit costs by cost
pools to permit calculation of First-Class Single Piece, First-Class Presort, and
Standard Regutar mail processing unit costs for the 0-1 0z, 1-2 oz, and 2-3 oz
weight ranges.

b. Please refer to the table entitled “Unit Cost Ditference 2-3 oz. To 0-1 0z.” In
Attachment A. Please explain the reasons for calculating the unit cost difference
in the “AH but ‘Other” row. Why were the unit cost difference figures in the
“Other pools” excluded from the calculation of the “All but ‘Other™ row?

c. Please provide the electronic spreadsheets used in the development of
Attachment A.

RESPONSE:

a. Confirmed.

b. VP/USPS-4 asked for an explanation as to “which MODS operations are the major
cause for mail processing unit costs of First-Class Single Piece Mail between 2-3
ounces to increase by 249 percent..., while the unit cost for 2-3 ounce Standard
Reguiar Mail increases by only 28 percent...over that of 0-1 ounce Standard Regular
Mail." The ‘Other category in the tables in Attachment A of the response to VP/USPS-4
includes all those MODS operations that were not identified as major causes of the cost
differences. The “All but ‘Other” row was provided to show the total effect of all the
MODS operations that were identified as major causers of the cost differences. The

“Total difference” row includes the '‘Other category. The “Percent of total” row shows
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE
that the majority of the “Total difference” is accounted for by the “All but ‘Other” cost
pools.
c. See USPS-LR-J-192, “TY03 Volume Variable Mail Processing Costs by Cost Pool,

Provided in Response to VP/USPS-4."




4431

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE
REDIRECTED FROM WITNESS KINGSLEY

OCA/USPS-T39-16a. Please refer to the response to VP/USPS-4, Attachment A.

a. Refer to the response to part a., where it references “manual sontation cost pools,”
“allied cost poois,” and “mechanized sortation cost pools” in Attachment A.
i. Please list the “manual sortation cost pools” from Attachment A.

it Please list the “allied cost pools” from Attachment A.
i, Please list the "mechanized soriation cost pools” from Attachment A.

RESPONSE:

i. The cost pools referred to as “manual sortation cost pools® are MANL and
Manual Letter (Non-MODs).

ii. The cost pools referred to as “allied cost pools” are 1CANCMPP, 10PPref,
1PLATFRM, 1POUCHNG, and Allied (Non-MODs).

iii. The cost s referred to as “mechanized sortation cost pools” are BCS/,

BCS/DBCS, and OCR.



Supplement 12/28/01

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO

INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.

AND VAL-PAK DEALERS’ ASSOCIATION, INC.

VP/USPS-T43-10.

Please refer to your response to VP/USPS-T43-6, part a, where you state that it is your

understanding that the unit costs need no adjustments for worksharing differences, in
that the unit cost data you supplied to witness Hope are consistent with her unit revenue
data insofar as both reflect the different profiles above and below the breakpoint.

da.

b.

Please define the term “consistent” as you use it here, and explain in more detail
what you mean when you state that unit costs are consistent with revenues.

In your opinion, when computing implicit coverages for subdivisions of Standard
ECR Maii (e.g., by shape or weight) is it generally important, or at least desirable,.

for cost data in the denominator to be consistent with revenue data in the
numerator? Please explain fully any negative answer.

If the Standard ECR unit cost data which you supplied to witness Hope are not
consistent with her unit revenue data, would you recommend that she rely on
your unit cost data when computing implicit coverages above and below the 3.3
ounce breakpoint and relying on those coverages for policy decisions about rate
design for Standard ECR Mail? Please explain your reasoning.

s it your opinion that above and below the 3.3 ounce breakpoint, (i) the unit costs

you supplied to witness Hope, or (ii) the unit costs in Attachment A of your
response to VP/USPS-T43-7 are consistent with revenues in all respects? |f
your answer is affirmative, please explain all factors that you investigated or
considered to ascertain that this is in fact the case.

RESPONSE:

a. By “consistent,” | mean that the unit costs and unit revenues used by witness

Hope represent the same underlying groups of mail to the extent possible, given
data limitations.

in my opinion, it is desirable for the cost data in the denominator to be consistent
with revenue data in the numerator to the extent possible, given data limitations.

| recommended to witness Hope that she use the unit cost data from USPS-LR-

58 to compute implicit coverage factors because these were the best data

available for her analysis. In the event that there were some inconsistency
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Supplement 12/28/01

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO

INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.
AND VAL-PAK DEALERS’ ASSOCIATION, INC.
between the cost and revenue data, whether or not witness Hope shouid employ
the data would depend on the materiality of the inconsistency.

d. Given that the costs and revenues involve statistical estimation, it is presurmably
not possible for the data to be consistent in “all respects.” For example, sampiling
variation in the data used to develo'p the costs may result in costs being
distributed to subclass “A” instead of subclass “B,” which would lead to an
inconsistency of a sort, albeit one that is statistically immaterial. It is my opinion
that the unit cost data | supplied to witness Hope and provided in Attachment A

are consistent with unit revenues used to the extent possible, and represent the

best available data for the implicit cost coverage .calculations.

SUPPLEMENTAL RESPONSE TO SUBPART C:

Witness Hope, in her Supplemental Respbnée to subparts (d) and (g) of VP/USPS-T31-
8, presents an alternative method for calcufating the implicit coverages for Standard
ECR mail. The following table provides the unit costs used by witness Hope in that
Supplemental Response. The definitions used in these calculations are the same as

those described by witness Hope in her Supplemental Response.

4433



Supplement 12/28/01

RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO
INTERROGATORIES OF VAL-PAK DIRECT MARKETING SYSTEMS, INC.
AND VAL-PAK DEALERS’ ASSOCIATION, INC.

Standard ECR TYO03 Unit Costs
Derived Using Alternative Method
(Supplement to VP/USPS-T43-10 Response)
Unit Costs*

Category (Alternative Method)
Total ECR Letters For 3.0 Ounce Breakpoint $0.0655
(Letter-shaped pieces below 3.0 ounces)

Total ECR Nonletters For 3.0 QOunce Breakpoint $0.0754
{Letter-shaped pieces equal to or above 3.0

ounces and all nonletter-shaped pieces)

Total ECR Letters For 3.5 Ounce Breakpoint $0.0659
{Letter-shaped pieces below 3.5 ounces)

Total ECR Nonletters For 3.5 Ounce Breakpoint $0.0752
(Letter-shaped pieces equal to or above 3.5

ounces and all nonletter-shaped pieces)

ECR Nonletters beiow 3.0 ounces $0.0693
ECR Nonletters equal to or above 3.0 ounces $0.0826
ECR Nonletters below 3.5 ounces $0.0702
ECR Nonletters equal to or above 3.5 ounces $0.0838

*Source: USPS-LR-J-58, LRSBAECR _revised.xls, sheets ECR all (detailed),
ECR Letters (detailed), ECR Flats (detailed), and ECR Parcels (detailed).
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 4435

PRESIDING OFFICER {INFORMATION REQUEST NO. 5

12. The following questions refer to costs shown in Tables 1 and 2 in USPS-
LR-J-58.

(a) Using either the *bootstrap” method or the generalized variance
function (GVF) applied by witnesses Bozzo (Docket No. R2000-1,
Tr. 44/19472-4) and Ramage (id. At 4/1116), please calculate the
coefficients of variation (CVs) and 95% confidence intervals of the
total cost estimates for each of the followmg groups of First-Class
Mail:

- single-piece mail weighmg up to one ounce

- single-piece mail weighing more than one cunce
- presort mail weighing less than one ounce

- presort mail weighing more than one ounce.

(b) In light of the CV's provided in response to part (a), please comment
on the reliability of the estimated average costs per additional
ounce for First-Class single-piece (13.90 cents) and presort (13.75
cents).

RESPONSE:

(a) Coefficients of variation (CVs) for the mail processing, window servics,
and city carrier in-office cost estimates" aé well as for the total of these
cost estimates, for each of the groups of Flrst-Class Mail listed above are
provided in the attachment. These CVs were calculated using the
generalized variance function (GVF). This method was applied only to
these costs, and not other costs modeled in USPS-LR-J-58, because only
these costs are distributed to ounce increment using IOCS tallies. Afso
provided in the attachment are 95 percent confidence intervals.

(b) As shown in the attachment, the CV for total First-Class presort costs for
pieces over 1 ounce is only 2.5 percent, and the CVs for all other total
costs is even less. These results show that the cost estimates for First-

Class single piece and presort mail exhibit relatively low sampling errors,



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO

Attechment to #12: GVF CVs for Weight Groups - First-Class Mall Base Year

Mait Processing
(C53.1)

Window Service

(CS 3.2 direct labor)

City Carriar in-Office
(CS 6.1 direct labor)

Total (3.1, 3.2, and 6.1)

The GVF parametars are:

Single-Piece

Presort

Single-Piece

Presort

Single-Piece

Preson

Single-Piece

Prasort

Total Cost

cv

85% lower limit
95% upper limit

Total Cost

Ccv

95% lower limit
95% upper limit

Total Cost

cvV

95% lower IImit
95% upper limit

Total Cost

Ccv

95% lower limit
95% upper limit

Total Cost
cv

- 95% lower limit

95% upper limit

Total Cost

cv

95% lower limit
85% upper limit

Total Cost

cv

25% lower limit
25% upper limit

Total Cost

cv

95% lower imit
95% upper fimit

Malil Processingintercept

x-var

Window Serviceintercept

X-var

City Carrisr In-Officgintercept

x-var

Total (3.1, 3.2, and 6.1)Intercept

x-var

-0.803665

PRESIDING OFFICER INFORMATION REQUEST NO. 5

Broad Weight Groups
0-1 Qunces 1+ Ounces
3,243,715 1,661,058
0.8% 1.1%
3,193,120 1,626,010
3,294,310 1,686,107
1,142,300 208,396
1.3% 2.8%
1,113,759 195,231
1,170,842 217,582
42,191 42,848
4.5% 4.5%
38,991 39,045
48,592 46,651
7.282 1,228
10.8% 26.1%
5,742 599
8,842 1,856
884,274 227 426
‘ 1.0% 2.0%
866,644 218,566
901,905 236,286
448,743 54,981
1.4% 4.0%
436,241 50,666
461,245 59,296
4,170,780 1,831,333
0.7% 1.0%
4112355 1,893,023
4229205 1,969,843
1,568,335 262,605
1.1% 2.5%
1,563,800 249,773
1,632,671 275437
3.868972437
-0.9029249
4.33263651
-0.9865837
4.33283651
-0.9865837
3.89300471

Total
4,904,773
0.7%
4,841,297
4,968,250

1,348,607

1.2%
1,317,433
1,379,961

85,640

-3.2%
80,238
91,041

8,520
10.0%
6,842
10,197

1,111,700

0.8%
1,091,802
1,131,488

503,724

1.3%
490,468
516,980

8,102,113

0.6%
6,030,137
6,174,090

1,860,840

1.0%
1,823,402
1,898,478
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS SCHENK TO
PRESIDING QFFICER'S INFORMATION REQUEST NO. 6

1. Please refer to the following cells from USPS-LR-J-107, file ‘OCO1.xis,’
Worksheet ‘Discounts’.

Call Value
'D33  [6.070
D40 | 4.201
D41 [4.418
D59 [6.070
D60 |4.862
D6t | 4.031

The source cited for these values is USPS-LR-J-117, Table 1. However, these
values do not appear on Table 1 of USPS-LR-J-117. Please provide the source
of these figures.

RESPONSE:

The following table provides the sources for the cited data.

Cell | Value | Source

D33 | 6.070 | USPS-LR-J-58, file LRS8AD.J.xls,
worksheet ‘Summary’, Cell G57
D40 | 4.201 | USPS-LR-J-60, file
STANDARD.xIs, worksheet
‘Savings’, Cell G18

D41 | 4.418 | USPS-LR-J-60, file
STANDARD.xls, worksheet
‘Savings’, Cell G19

D59 | 6.070 { USPS-LR-J-58, file LR58ADJ.xls,
worksheet ‘Summary’, Cell G57
D60 | 4.862 | USPS-LR-J-58, file LR58ADJ.xls,
worksheet ‘Summary’, Cell G58
D61 | 4.031 | USPS-LR-J-58, file LRS8ADJ.xIs,
worksheet ‘Summary’, Cell G59

The data shown above for cells D40 and D41 (that is, the delivery costs for Basic
nonautomation letters and 3/5 Digit nonautomation letters) are the delivery costs
reported in the original version of USPS-LR-J-60, filed on September 24,2001. A
second revised version of USPS-LR-J-60 was filed on November 15,2001. The

delivery costs for Basic nonautomation letters and 3/5 Digit nonautomation letters
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PRESIDING OFFICER'S INFORMATION REQUEST NO. 6

presented in the second revised version of USPS-LR-J-60 are 4.206 and 4.417,
respectively. These revisions do not affect the rate design presented by witness

Taufique in USPS-T-34, which relies in part on these data.
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10. In LR-J-58, attributable costs from Files: LRS8AREG_revised.xds and
LR5BAECR_revised.xls are used in File: LRS8STDCBS_revised. “Other
Weight” costs in the first two files are calculated as the difference
between TYBR total attributable costs for the applicable subclass and the
sum of the attributable costs for cost segments 3, 6, 7, 8, 10, and 14,
where segments 3, 6, 7, 8, and 10 include applicable piggyback costs.

(a.)For Regular subclass, File: LRS8AREG_revised.xls, sheet: 3CREG
all (detailed), Cell Y21 uses $8,953,582 as the TYBR total
attributable cost, but USPS Exhibit 12F, p. 7 shows $8,949,042 as
the TYBR attributable amount. The corresponding amounts for
ECR do match. Please reconcile the difference.

(b.)The figure used for TYBR total ECR attributable cost in File:
LR58STDCBS_revised.xls matches the figure ($2,677,343) in
USPS Exhibit 12F, page 7, but the corresponding figures for
Regular subclass do not. Please reconcile the difference.

(c.)Please provide a PRC version of LR58STDCBS_revised.xis. As
noted above, the cost figures in this file come from Files:
LRSBAREG_revised.xls and LR58AECR_revised.xls. The latter
files contain cost distributions by cost component and ounce
interval, however costs by ounce increment are not required for
LR58STDCBS_revised.xls. Accordingly, if the Service can produce
a version of the requested file using a shorter procedure, it would
be acceptable to the Commission assuming the procedure,
supporting sources, and documentation are also provided.

RESPONSE:

(a.) The total CRA costs were inadvertently not revised to reflect the final test
year before rates rol! forward from witness Patelunas. These costs have
been revised, as provided in the second revision of USPS-LR-J-58, filed
on December 17, 2001.

(b.) See the response to part (a.) above.

(c.) See USPS-LR-J-199.
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FOLLOW-UP RESPONSES FROM UNITED STATES POSTAL SERVICE WITNESS
SCHENK TO CRAL CROSS-EXAMINATICON QUESTIONS
FROM COMMISSIONER GOLDWAY

QUESTION (Tr. 5/945-46): What is the meaning of the term “closeness” used in the
discussion of standard errors on page 5 of USPS-LR-J-1137
RESPONSE:
The survey design for the Parcel Post Weight Study includes two certainty strata ("PSA”
and “NonPSA Certainty”) that represent a very large percentage of the population of
perm.it imprint Parcel Post mail. By design, all mailers that fall in these certainty strata
are sampled. That is, there is not a random selection of mailers within the certainty
strata. If all mailers in the certainty strata were to respond to the survey, then, by
definition, the certainty strata would not contribute to the sampling variation of the
resulting estimates. This would imply that the resulting estimates would have fow
variance, since a large share of the total volume of permit imprint Parcel Post mail is
sampled with certainty. However, due to large non-response in the centainty strata, |
cannot claim that the estimates are so precise. Furthermore, | cannot compute the
variance among the respondents because most of the respondents {14 of the total 21

respondents) do not come from a random selection process. The random selection of

smaller mailers in other strata would contribute to the variance of the estimates.

Howaver, this contribution is very small given the share of pieces in these strata.

There is a possibility that a low response rates in a cerfainty strata could produce a bias
in the estimates. A “self-selection bias” would exist if the decision of a mailer to
participate in the survey was correlated with the weight distribution of the mailér's mail.
There is no a priori reason to expect such a correlation. Also, the closeness of the

sample’s average weight estimates compared to the average weight estimates from

=
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RPW reinforces the position that there is little bias in the estimates. That the average
weight estimates are close to RPW estimates is a subjective comparison and is based
on my professional experience in this area. Two other points reinforce my opinion that
the estimates are reliable. First, the source data for each mailer are the same data that
are used to produce their postage statements and, in turn, are used to compute RPW
estimates. Second, in spite of the low response rates, the inflation factors in the various

strata are reasonably smail. That is, those mailers that did respond represent a good

share of the volume in their respective strata.



FOLLOW-UP RESPONSES FROM UNITED STATES POSTAL SERVICE WITNESS
SCHENK TO ORAL CROSS-EXAMINATION QUESTIONS
FROM COMMISSIONER GOLDWAY

QUESTION (Tr. 5/943-44)

Doesn't the difference in volumes by destination entry discount between the respondent
matlers and the universe for the NonPSA Certainty stratum indicate that there are
problems with the weight distributions resulting from this study (e.g., that there is bias in
the resuiting weight distributions)?

RESPONSE:

The distribution of sample pieces across the three rate categories within any stratum is
not used to infer the distribution of total pieces by weight step. Each of the three rate
categories (DBMC, DSCF, DDU) can in a sense be thought of as a separate survey.
For example, sampled DBMC pieces are used to derive a weight distribution to be
applied to a Billing Determinants estimate of DBMC pieces only. The response rate of
mailers that mostly mail DBMC pieces is different than the response rate of mailers that
mostly mail DDU pieces. This produces a different piece distribution of s.ampled pieces
across rate categories compared to total stratum pieces. However, as in my response
to the previous question, there is no reason to believe there is a correlation between
mailers’ participation in the survey and the weight distribution of their mail. Therefore,
the fact that the distribution of pieces for the 11 NonPSA Certainty stratum respondent
mailers across rate category differs from the distribution across rate category for all 20

mailers in the stratum does not indicate that there is any bias in the weight distributions

within each rate category, as reported in USPS-LR-J-113.
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO DOUGLAS F. CARLSON INTERROGATORIES

DFC/USPS-T30-1. For Priority Mail, please provide-available data from the most-
recent year for which data are available that show, by ounce, the volums of
Priority Mail for each type of Postal Service-supplied mailing envelope or
container.

RESPONSE:

I am informed that Priority Mail volume data by weight increment are not
available for the various types of Postal Service-supplied mailing envelopes and
containers. The distribution by ounce increment of flat-rate-envelope volume in
GFY 2000 is available, however. Applying this distribution to total estimated flat-

rate-envelope volums in GFY 2000 of 121,962,784 pieces (see Attachment A,

page 1 of my testimony) results in the following:

Weight Volume Distribution  Distributed Volume
0-1 Qunces 2.44% 2,975,408
1-2 Ounces 17.49% 21,326,196
2-3 Qunces 1.17% 13,622,183
3-4 OQunces 7.60% | 9,266,982
4-5 Ounces 5.92% 7,225,323
5-6 Ounces 5.02% 6,117,798
6-7 Ounces. 4.23% 5,158,869
7-8 Ounces 3.66% 4,464,899
8-9 Ounces 3.08% 3,761,862
9-10 Ounces  3.04% 3,712,707
10-11 Ounces  2.64% 3,216,218
11-120unces  2.39% | 2,918,409
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Wheight Volume Distribution  Distributed Volume
12-13 Cunces  2.3%9% 2.917,509
13-14 Ounces 2.45% 2,982,174
14-15 Ounces 2.34% 2,859,749
15-16 Qunces  2.42% 2,957,062
16-17 Qunces  2.13% 2,598,043
17-18 Ounces  2.00% 2,439,282
18-19 Ounces 1.97% 2,405,114
19-20 Ounces  1.39% 1 ,6_93,356
20-21 Qunces 1.40% 1,710,879
21-220unces 1.17% 1,423,205
22-230Ounces  1.09% 1,333,876
2324 Ounces 1.01% 1,227,045
24-25 Ounces  0.97% 1,187,180
25-26 Ounces 0.79% 968,175 |
26-27 Ounces  0.81% 891,927
27-28 Ounces  0.64% 775,99
28-29 Ounces  0.60% 729,237
29-30 Qunces 0.50% 605,418
30-31 Ounces  0.54% 659,642
31-32 Cunces  0.48% 588,900
Over 32 Oz. 4.21% " 5,140,167
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OCA/USPS-T30-3. Priority Mail market share, in terms of total pieces, declined
from 62.7 percent in FY 1997 1o 61.8 percent in FY 1998. Please provide the
market share for Priority Mail for FY 1999, FY 2000 and FY 2001 and provide the
source for your responss.
RESPONSE:

Priority Mail’s share of total pieces in the “Second-Day and Third-Day Air
Letters and Packages” market from 1996 to 2001, as estimated by The
Colography Group, Inc., is provided in Attachment H to my testimony. The yearly

totals represent calendar years, not fiscal years.
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OCA/USPS-T30-4. Pleasse indicate whether the Priority Mail market share in
terms of revenue has continued to remain static at about 45 percent for FY 1989,
FY 2000 and FY 2001 and provide the source for your response.
RESPONSE:

According to The Colography Group, Inc., Priority Mail’s share of total
revenue in the "Second-Day and Third-Day Air Letters and Packages” market
was 45.4 percent in calendar year 1999, The market share dipped to 43.7

percent in 2000 and rose to 44.9% in the first two quarters of 2001.
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OCA/USPS-T30-5. Please confirm that for GFY 2000, the unzoned 2- to 5-pound
volumes represent approximately 56 percent (677,864,390/1,222,454,421) of the
total Priority Mail volume. If you are unable to confirm, please explain and
provide the derivation of the correct amount, and include specific cites to your
source documents.

RESPONSE:
Not confirmed. The stated fraction is correct, but it rounds to 55 percent,

not 56 percent.
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OCA/USPS-T30-6. At page 17 of your testimony, you state that, “All rate impacts
over 5 pounds are { | constrained to a maximum of +18.5%, 5 percentage poinfs
above the subclass average rate increase of 13.5%[ ].”

(a) Please confirm that for GFY 2000 the amount of Priority Mail weighing over 5
pounds is approximately 5 percent (63,962,394/1,222,454,421) of the total
Priority Mail volume. If you are unable to confirm, please explain and provide
the derivation of the cotrect amount and include specific cites to source
documents referenced.

(b} Who made the decision that all rate |mpacts over 5 pounds would be
constrained to a maximum of 18.5 percent?

(c} Why was the decision made to limit the rate impacts to a maximum of 18.5
percent for those Priority Mail pieces weighing over 5 pounds?

(d) Please explain why you decided it was acceptable to allow the prices for the
previously unzoned Priority Mail pieces in the 2- to 5-pound category to increase
to approximately 62 percent for a 3 pound zone 8 Priority Mail piece, and 56
percent for a 5 pound zone 8 Priority Mail piece.

(e} For GFY 2000, of the 2 to § pound Priority Mail mailers, what volume
represents: (1) households to households; (2) non-households to househoids; (3)
households to non-households; (4) non-households to non-households. Please
cite your source, show the derivation of all calculated numbers and provide a
copy if one has not been previously filed in this docket.

RESPONSE:

{(a) Confirmed that approximately 5 percent of total Priority Mail volume in
GFY 2000 weighed more than 5§ pounds. Not confirmed that the number of such
pleces equaled 63,962,394. Those were only the weight-rated pieces over 5
pounds. A small number of flat-rate envelopes - estimated from a “Special
Weight Report” to be 145,149, or 0.12% of the flat-rate total — also weighed more
than 5 pounds.

(b) 1 did.

(c) First, 1 followed the example of Witness Robinson in Docket No.
- R2000-1, who chose a “5 percent band around the average rate change for

Priority Mail as a whole” (USPS-T-34, p. 18, lines 5-6.). Second, | considered 5
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Response to OCA/USPS-T30-6(c) (Cont.)
percentage points above the subclass average rate increase of 13.5% tobe a
“nice round number.” Third, | preferred a cap of 5 percentage points to a higher
one, such as 10 percentage points, because in the previous omnibus rate case,
Docket No. R2000-1 (after Modification), approximately two dozen rate cells
(weight increment x zone) over 5 pounds experienced a rate increase in excess
of 20 percent (against a subclass average rate increase of 17.2 percent). |
therefore believed some mitigation of ra_te impacts over 5 pounds was warranted
in the present omnibus rate case, in accordance with §3622 pricing criterion
(b) (4).

(d) The objective in my rate design for pounds 2-5 was to de-average, i.e.,
to set rates that vary with underlying costs. Mitigating the rate impacts — which
include approximately + 64% for a 3-pound piece to Zone 8 and +58% for a 5-
pound piece to Zone 8 (see Attachment F, page 16 of my testimony) — would
have defeated the purpose of de-averaging. While it would be possible to
constrain the rate increases and defer full recognition of the impacts of de-

- averaging to a future rate case, | did not consider such an approach advisable
given the extent to which “nearby-zone™ volume is eroding. This erosion of
retatively low-cost volume, as explained on page 18, lines 14-18 of -my téstimony,
is putting added rate pressure on all remaining Priority Mail customers.

The extent of the erosion of nearby-zone volume was made clear in Table

2 of my testimony, but the rate of erosion was not. To put the latter in
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Response to OCA/USPS-T30-6(d) (Cont.)
perspective: Nearby-zone volume has been eroding since GFY 1896, In that
year, volume in Zones L-3 accounted for 50% of total Priority Mail volume. By
GFY 2000, that share had fallen dramatically to 41%.

(e) The requested disaggregation of 2;5 pound volume is not available.
However, the same disaggregation for all Priority Mail volume in GFY 2000 was

provided in the Postal Service's responses to UPS/USPS-T9-10 through 13.
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OCA/USPS-T30-7. At page 18 of your testimony, you state:

Customers will not have to pay as much for shorter hauls that cost less,

but will be asked to pay more for longer hauls that cost more. Rate

incentives will no ionger favor any one zone over another.
Please explain the apparent discrepancy in the two sentences cited. (For
example: Undar your new zoned 2-5 pound Priority Mali pricing proposal, a
customer who pays less for a shorter haul is “favored” over a customer who pays
mora for a longer haul.)
RESPONSE:

There is no discrepancy between the two sentences cited from my
testimony. The first sentence simply says that zoned rates are higher, the more
distant the zone. The second sentence foliows from the statement at page 18,
lines 2-4 of my testimony that “{c]Jompetitors are charging zoned rates that,
compared to Priority Mail's unzoned rates, are relatively more attractive to
customers for shorter hauls and relatively less attractive for longer hauls.” As a
result of this disparity in rate structure, Priority Mail rates are higher in
comparison to competitors’ rates, the closer in the zone. This favors consumer
use of Priority Mail more for the distant zones and less for the closer-in zones,
and has resuited in the “nearby-zone” volume erosion documented in my
testimony. Under my proposed zoned rate structure for pounds 2-5, the distant
zones will ne longer be favored. indeed, the new consistency in implicit cost

coverage across zones for these weight increments (see my testimony’s

Attachment F, page 17) impfies that all zones will get equal treatment.
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Response to OCA/USPS-T30-7 (Cont.)

I should also point out that relative to costs, it is not true that “a customer
who pays less for a shorter haul is ‘favored’ over a customer who pays more for a
longer haul.” Consider the analogy of airline fares. Passengérs who pay, say,
$300 for a roundtrip ticket from Washington, DC to Chicago would generally not
be considered “favored” over those who pay, say, $500 for a roundtrip ticket from
Washington, DC to Los Angeles. That's because the airline’s cost of providing
the Los Angeles flight is higher (e.g., more fuel consumption, more labor hours,

more wear and tear on the aircraft).
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OCA/USPS-T30-8. In your testimony at page 18, you indicate that the rate for a
UPS Ground service 2-pound parcel to Zone 2 is $3.18 and $3.72 to Zone 4 with
a $1.05 per-piece surcharge for residential deliveries.

(a) Please confirm that the rates quoted are the UPS published delivery rates.

{b) Please confirm that the rates quoted are applicable to individual consumers or
businesses who choose to mail a package with UPS, but are not reflective of
UPS negotiated service agreements.

RESPONSE:

(a) Confirmed.

(b) Confirmed that the rates quoted apply to UPS’s customers. The online
rate schedule from which | obtained the rates (cited in footnote 10 of my
testimony) is labeled “Rates for Customers Who Receive A Daily UPS Pickup.” |
am unabile to confirm that UPS offers “negotiated service agreements,” but it is
my understanding that it is commonplace for private-sector package-delivery
services such as UPS to offer discounts (e.g., to high-volume accounts) off of
published rate schedules such as the one from-which the rates quoted were

obtained,
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OCA/USPS-T30-9. On page 18 of your testimony, you indicate that

“{clompetitors are charging zoned rates that, compared to Priority Mail's unzoned

rates, are relatively more attractive to customers for shorter hauls and relatively

less attractive for longer hauls.”

(a) Who besides UPS are the competitors you are referring to?

(b) Other than UPS, what competitor's rates have you compared USPS’s rates
to? Please provide all rate charts consuited in making this comparison.

RESPONSE:

(a) 1 was not referring to any competitors in particular, including UPS. |
had been informed by USPS Marketing that zoned pricing is the package-
delivery industry norm, as stated at page 20, line 8 of my testimony.

{b) ! did not attempt a detailed comparison of Priority Mail rates to
competitors’ rates because | knew that ultimately my proposed rates would be
cost-based, not market-based. However, 1 was informed by some rate
comparisons to UPS, FedEx, and Airborne, which confirmed for me that
alternatives to Priority Mail are available at published rates that are very
i:ompetitive in the nearby zones (generally Zones 1-4). These rate comparisons

are included among the materials being supplied by the Postal Service in

response to OCA/USPS-60(a).
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OCA/USPS-T30-10. For these Priority Mail pieces weighing less than 5 pounds,
please provide the ODIS statistics on the percentage that are (a) flats and (b)
parcels.

- RESPONSE:

The requested data are not available from ODIS, which doesn't include
weight factors. However, | am able to derive the following from an RPW extract
file. In GFY 2000, 71.4% of all weight-rated Priority Mail pieces under 5 pounds
were parcels, 27.3% wers flats, and 1.4% were letters. Flat-rate envelopes,
99.88% of which in GFY 2000 were under 5 pounds (see response to
OCA/UUSPS-T30-6a), must also be considered. Assuming they are all flats
(though technically flat-rate envelopes can be stuffed to greater than 34" thick and

therefore some, most likely, are parcels), 63.8% of ail Pricrity Mail pieces under 5

pounds in GFY 2000 were parcels, 34.9% were flats, and 1.3% were letters.
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OCAUSPS-T30-11. In your testimony at pages 23-24, you discuss potential
commercial mailers’ responses. In preparing your testimony, did you consider the
impact your proposal to zone rates for Priority Mail weighing 2-5 pounds would
have on non-commercial mailers? If so, please discuss fully the considerations
given to non-commercial mailers. If any documents reflect such consideration,
please provide them. If you did not consider the impact on non-commereial
mailers, then explain why not.

RESPONSE:

The discussion of commercial mailers at pages 23-24 of my testimony was
in reference to the migration from two pounds to the flat-rate envelope that is
likely to occur as a result of my proposed pegging of the flat rate to the one-
pound rate, not to my proposed rezoning of rates in the 2-5 pound weight
increments. Earlier in my testimony, at pages 17-21, where | discuss the
rezoning proposal, | did not consider impacts separately on commercial or
noncommercial mailers. The impacts discussed and presented in the testimony’s
attachments (e.g., rate changes in Attachment F, page 18) apply equally to

commercial and noncommercial mailers.
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OCA/USPS-T30-12. The following refers to Attachment C page 3, column (c) of
your testimony. Please explain the full rationale and derivation for each of the
various percentages shown when determining the migration of volumes from 2-
pound rates to flat rates for the TYAR. Explicitly state all assumptions made and
all sources relied upon. (Give citations to sources used, and copies if these
sources are not on file with the Commission).

RESPONSE:

No sources could be relied upon for the percentages in Attachment C,
page 3, column (c) because there is no precedent for a Priority Maii migration
from 2 pounds to the flat-rate envelope pursuant to detaching the flat rate from
the two-pound rate and attachihg it to a lower one-pound rate.

Rather, | could only “posit” the migration factors shown in that column (c¢).
This was acknowledged at page 24, line 9 of my testimony. In addition, the
footnote to column (c) in Attachment C, page 3 makes clear that the percentages

follow from assumptions. Those assumptions were outlined in my testimony from

page 23, line 10 to page 24, line 7.
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OCA/USPS-T30-13. The following refers to Attachment B pages 4 and 5, and
Attachment C pages 6 and 7 of your testimony. For the following weight
increments: flat rate, 1 pound and 2 pounds, you calculate the average weight of
a Priority Mail piece. However, you do not treat weight increments greater than 2
pounds similarly. For example, consider the 3-pound Priority Mail weight
category. An average weight for Priority Mail Pieces weighing between 2 to 3
pounds is not calculated.

(a) Please explain fully the reasons for determining differently the “average
weights” of the flat rate, 1 pound and 2 pound Priority Mail pieces on the one
hand, and all other weight increments up to and including the 70 pound
maximum on the other.

(b) For weight increments 3 to 5 pounds, which represents approximately 20
percent of the GFY 2000 volumes(244,438,319 /1,222,454,421), please

explain why you did not calculate and use an average weight of a Priority Mail
piece in the costing of the 3, 4 and 5 pound weight increments.

RESPONSE:
(a) 1 followed Postal Rate Commission and Postal Service precedent.

(b) | followed Postal Rate Commission and Postal Service precedent.
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OCA/USPS-T30-14, Please refer to USPS-T-30 at 5, |. 4-9. Please provide
Priority Mail's lower market share (Zones 1-4) when ground services such as
UPS Ground are considered. ’

RESPONSE:

This market share calculation is not available. The Colography Group, Inc.
has traditionally supplied the Postal Service with share information for separate
air and ground transportation markets. See, for example, the “Domestic Quarterly
Market Growth and Competitor Share Reports” in USPS-LR-J-201. Recalculating
market shares based largely on service standard rather than mode of

transportation would require a market research study.
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OCA/MUSPS-T30-15. Please refer to USPS-T-30 at 15, |. 18-19. What is the
reason for the anomaly described?
RESPONSE:

In Attachment E, page 3, column {j), the total cost per pound is -
understated for Zone 7 in relation to Zones 6 and 8 because of differences in the
distributions of total postage pounds by zone and total pounds flown by zone in
the TYBR. Total TYBR postage pounds — shown at_ the bottom of Attachment B,
page 5 — are calculated as TYBR volume (Attachment B, page 3) times average
weight per piece (Attachment B, page 4). Total TYBR volume, in tum, was
forecast by Witness Musgrave (USPS-LR-J-28. Section C1, page 12), with the
distribution by weight increment and zone following from the GFY 2000 Billing
Determinants.

Total pounds flown by zone are from an entirely different source: USPS-
LR-J-96, page 13. That distribution is for GFY 2DQU and is scaled up to the TYBR
~ using volume — in my testimony’s Attachment E, page 1, column (e). The
relationship in that column of total pounds flown in Zone 7 (177,510,000) o total
pounds flown in Zones 6 and 8 (241,651,000 and 413,015,000, respectively) is
less than the relationship in Attachment B, page 5 of total Zone 7 postage
pounds (196,627,299) to total Zone 6 and Zone 8 postage pounds (248,520,696
and 371,786,972, fespecﬁvety). These different distributions resuit in relatively
lower Zone 7 air transportation costs per postage pound as a constituent of total

cost per postage pound in Attachment E, page 3, column (j). In fact, this effect
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Response to OCA/USPS-T30-15 (Cont.)
more than offsets the effect of greater average distance flown in Zone 7 than in
Zone 6 on total distance-related air costs in Attachment E, page 1, column (h)
(carried over to Attachment E, page 3, column (b)), producing the anomaly of a
lower total cost per postage pound (Attachment E, page 3, column (j)) in Zone 7

than in Zone 6.




4463

RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO OCA INTERROGATORIES

OCA/USPS-T30-16. Please refer to USPS-T30 at 16, . 20-21 - p. 17,1. -3 and .

17 - 21. Please explain fully why you mitigate the over-five-pound rates by

constraining an increase in these weights to 18.5 percent, but you do not mitigate

the re-zoned below-five-pound rates. These are not constrained and, under your

proposal, are permitted to increase as much as 64.4 percent. There are

numerous examples of dramatic increases in the re-zoned Priority Mail rates,

e.g..

e 2 pounds, zone 7 increases by 36.7 parcent

e 2 pounds, zone 8 increases by 45.6 percent

e 3 pounds, zone 7 increases by 51 percent

e 3 pounds, zone 7 increases by 64.4 percent

e 4 pounds, zone 7 increases by 46.5 percent

e 4 pounds, zone 8 increases by 60.5 percent

e 5 pounds, zone 7 increases by 42.8 percent

e 5 pounds, zone 8 increases by 57.8 percent

(a) Give all reasons for deciding not to mitigate the rate shock associated with
such dramatic increases.

(b) Refer to page 17, |. 7-10. Why did you constrain over-five-pound rates to such
a degree that $72.3 million must be recovered from pounds 1-57 Explain fully.

RESPONSE:

My proposed rate design had two entirely different objectives for pounds
2-5 and pounds 6-70. The objective for pounds 2-5 was to rezone/de-average, as
discussed in my response to OCA/USPS-T30-6d. While this led to some large
individual rate increases as cited above, the average rate increase at pounds 2-5
— shown in the last column of my testimony’s Attachment F, page 16 — exceeded
the 18.5% cap for pounds 6-70 in only one case: 3 pounds (21.0%}).

The objective for pounds 6-70, which are already zoned, was to pass
along pro-rated cost increases while considering the impact, including potential
rate shock, on mailers. As discussed in my response to OCA/USPS-T30-6¢,
some rate cells over 5 pounds had already experienced relatively large rate

increases in Docket No. R2000-1. Some mitigation of the back-to-back impacts
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO OCA INTERROGATORIES

Response to OCA/USPS-16 {Cont.}
of Docket Nos. R2000-1 and R2001-1 s'eemed appropriate to me. In addition, as
discussed in my testimony at page 16, lines 2-20, the rate pressure on
heavyweight pieces is resulting from the shift to a significantly more
transpontation-intensive cost structure. Such a significant change in cost structure
merits, | believe, the smoothing of rate impacts over more than one rate case —
not only to avoid rate shock, but also to avoid dislocating rate effects between
rate cases if the change turns out not to be permanent.

(a) Pleass see my response to OQCA/USPS-T30-6d.

(b) The reasons for mitigating rate impacts on pounds 8-70 are explained
above. That the resulting $72.3 ﬁiliion revenue shortfall was recovarable from
pounds 1-5 {(and the Rat-rale envelope) is evidenced by the average rate
increases for pounds 1-5 (and the flat-rate envelope) shown in the last column of
my testimony’s Attachment F, page 186: they are not excessive in comparison to

the 18.5% cap for pounds 6-70.
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO OCA INTERROGATORIES

OCA/USPS-T30-19. Piease refer to witness Spatola’s response to POIR No. 5,

Question 8. For sach of the city pairs listed, give the:

{a) number of air miles traveled

(b) the Priority Mail zone

{c) the number of miles between the originating facility and the destinating facility

(d) Confirm that, under your proposal, the Priority Mail rate paid by each of the
pairs listed in response to Question 5 will be based on the zone for the pairs,
not the air miles traveled. If you do not confirm, expiain fuily.

(e) Confirm that the zone basis for the rate generally reflects the distance
between the originating facility and the destinating facitity. if you do not
confirm, explain fully.

(f) Confirm that, in general, the distance between the originating and destinating
facilities (as represented by zones) will, in many instances, be a poor
approximation of the air miles traveled (for pieces transported by Fedex). If
you do not confirm, explain fully.

(g) Given the statements posited above in this interrogatory, explain why you did
not choose to eliminate any rate differentials based upon zones, for those
zones whose pieces are carried sntirely (or almost entirely) by Fedex air.

(h) Alternatively, given the statements posited above in this interrogatory, explain
why you did not choose to keep rate differentials based upon zones, for those
zones whose pieces are carried entirely (or almost entirely) by Fedex air,
much narrower than the differentials you propose.

RESPONSE:

(a) Redirected to the Postal Service.

(b) Rediracted to the Postal Service.

{(c) Redirected 1o the Postal Service.

" (d) Confirmed.

(e) Confirmed, “generally.” Zones are based on the distance between units of
area thirty minutes square containing the Sectional Center Facliities (SCFs) of
origin and destination. See 39 CFR Chapter lli, Part 3001, Subpart C, Appendix

A, Sections 4010 and 4020.
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Response to OCA/USPS-T30-19 {Cont.)

(f) Confirmed that the distance between the originating and destinating
facilitiss will in some instances not be a good approximation of the air miles
traveled (for pieces transported by FedEx).

(g) | was informed that the extent to which, in the Test Year, the FedEx
network will be used to transport Priority Mail in each zone is not known.
Therefore, there was no way of knowing if the FedEx network will be used to
transport Priority Mail “entirely (or almost entirely)” in any zone.

(h) Again, | had no way of knowing if the FedEx network will be used to
transport Priority Mail “entirely (or aimost entirely)” in any zone. In any case, my
proposed rate differentials between zones already take into account that “air
miles traveled” are not relevant in the FedEx transportation contract. These
differentials result from distance-related air transportation costs and distance-
related surface transportation costs {(see Attachment E to my testimony). The
factor used to caiculate distance-related air transportation costs, 16.9% (of total
air transportation costs), derives, | am informed, only from the line-haul costs of
commercial (passenger) air transportation, not in any way from the FedEx
transportation contract. See USPS-LR-J-43 at 12. Therefore, no _narrbwing of the

proposed rate diffarentials between zones is warranted.
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TO OCA INTERROGATORIES

OCA/USPS-T30-20. Please refer to the testimony of another Postal Service

witness in this proceeding - witness Kiefer. At page 22 of USPS-T-33 he

describes intra-BMC transportation as having a “hub-and-spoke nature,”

(a) Is this an apt description of the nature of the Fedex air transportation of
Priority Mail? If not, explain fully.

(b} Are you aware that witness Kiefer uses a very narrow range of Zoning
Factors (described at POIR No. 2, Question 1}; i.e., 0.99 for zones 1 & 2, 1.00
for zone 3, 1.02 for zone 4, and 1.05 for zone 5, to establish rate differentials
for Zones 1 - 57 |

(c) By contrast, you propose much larger rate differentials by zone. For example,
you propose a rate differential for 2-pound Priority Mail, between zones 6 and
7, of 6.9 percent; you propose a rate differential for 5-pound Priority Mail,
between zones 6 and 7, of 11.7 percent; and a rate differential for 5-pound
Priority Mail, between zones 7 and 8, of 10.5 percent. Why didn't you attempt
to keep the differences narrow, as witness Kiefer did? Explain fully.

RESPONSE:

(a) Redirected to the Postal Service.

(b) Witness Kiefer confirms that this is the case.

(c} Unlike intra-BMC Parcel Post transportation costs, which Witness Kiefer
says “bear no readily identifiablie relationship to the distances between the origin
and destination ZIP codes” (see USPS-T-33 at 22), the costs that drive my
proposed Priority Mail rate differentials between zones — distance-related air and
surface transportation costs (as explained in my response to OCA/USPS-T30-
19h) — do bear identifiable relationships to the distances between origin and
destination, In the case of distance-related air transportation costs, that is

because they are attributable solely to commercial (passenger) air transportation,
which is not of a "hub—and-spoke nature,” in contrast to the FedEx transportation
network as confirmed in the Postal Service’s response to OCA/USPS-T30-20a.
Therefore, no narrowing of my proposed rate differentials between zones, which

reflect actual differences in transportation costs, Is warranted.




RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO UPS INTERROGATORY

UPS/USPS-T30-4. What will the Postal Service policy be for handling Priority |
Mail flat-rate envelopes that exceed one pound?
RESPONSE:

It is my understanding that the Postal Service does not have a handling
“policy” for Priority Mail flat-rate envelopes. In any event, it is also my-
understanding that the Postal Service will (in the Test Year) handle Priority Mafl
Rat-rate envelopes weighing more than one pound no differaﬁtly than flat-rate

envelopes weighing less than one pound.
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO UPS INTERROGATORIES

UPS/USPS-T30-5. Refer to your response to interrogatory DFC/USPS-T30-1.
Confirm that in GFY 2000, 21.7% of all flat rate Priority Mail envelopes weighed
more than 1 pound. !f not confirmed, provide the correct percentage.

RESPONSE:
Confirmed.
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TO UPS INTERROGATORIES

UPS/USPS-T30-6. How many pieces in the Hlat rate envelops category does the
Postal Service estimate will weigh more than one pound in TY20037 Explain any
assumptions that you make to arrive at this calculation.

RESPONSE:

In the Test Year Before Rates, the number of flat-rate envelopes weighing
more than one pound is 27,224,996, This figure is derived in Attachment B, page
2, column (8) of my testimony.

In the Test Year After Rates, the number of flat-rate envelopes weighing
more than one pound is 59,727,748. This is derived by applying the GFY 2000
proportion of flat-rate envelopes weighing more than one pound (21.7%, as
confirmed in my response to UPS/USPS-T30-5) to the total number of flat-rate
envelopes in the TYAR before the modeled migration from the two-pound rate
category to the flat rate envelope (117,603,146, as specified in Attachment C,
page 5, column (a) of my testimony), and adding the migrated pieces-
(34,198,694, also specified in Attachment C, page 5, column (a)), ail of which

weigh more than cne pound.
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER
TO UPS INTERROGATORIES

UPS/USPS-T30-7. Confirm that on page 3 of Attachment C to your testimony,
USPS-T-30, you estimate that 34,198,694 pleces will migrate from the two pound
rate category to the flat rate envelope in TY2003 under the Postal Service’s
proposed change to the pricing of the flat rate envelope. If not confirmed, provide
the correct number.

RESPONSE:

Confirmed.
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United States Postal Service

Robert L. Shaw
(USPS-T-1)
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO PRESIDING

OFFICERS INFORMATION REQUEST NO.6 QUESTION 4

Question 4 The following questions refer to USPS LR-J—84 (rev. 11/15/01).

(a)

(b)

In both fcmrev2.xls and stdrev xls, the sheet labeled "PRODUCTIVITY”
presents the MODS productivity of "Manual Incoming Secondary, MODS
Site" as 468, and that of "Manual Incoming Secondary Non MODS Sites”
as 1,143. Please describe any operational differences between these
activities and explain why the non-MODS sites are more than twice as
productive as the MODS sites.

in fcmrev2.xls and stdrev.xls the variability factors listed in column (1) of
the sheet labeled "PRODUCTIVITY™ are identical with the exception of
"Tray Opening Unit Bundle Sorting.” If this discrepancy is an error, please
provide the correction. If it is not an error, please explain why this pool
has different variability factors depending on the class of mail.

RESPONSE:

(a)

(b)

Smaller, non-MODS sites tend to be closer to the delivery points where
carriers reside and therefore have a greater wealth of "scheme”
knowledge associated with specific ZIP Codes, when compared to the
larger MODS facilities. Consequently, the manual productivities at non-
MODS sites tend to be higher, compared to the manual productivities at
MODS sites.

In addition, the volume estimation methods used in MODS and non-
MODS facilities differ. MODS facilities use conversion factors based on
weight. Non-MODS facilities typically use conversion factors based on
"feet of mail." The difference in volume estimation methodologies could

also impact the manual productivities.

Bundle sorting operations are often performed in operations that are
mapped to either cost pool "1OPPREF" or "1OPBULK." The operation
numbers mapped to "1OPPREF" are for First-Class Mail processing. The
operations mapped to "1OPBULK" are for Standard Mail processing.
These two cost pools have different volume variability factors. '
Consequently, different factors for each class were used, although the

values of those factors are nearly identical.



RESPONSE OF UNITED STATES POSTAL SERVICE TO PRESIDING

OFFICERS INFORMATION REQUEST NO. 6

Please refer to USPS-LR-J-10 and J-55.

a) Do the activity codes in the fields F9805 and F9806 of the USPS-LR-J-
10 SAS data set PRCOO reflect international activity codes as the labels
for these two fieids imply they do?

(b} Please confirm that the activity codes stored in F98086 are the result of
applying “Encirclement Rules" as described in Appendix E of USPS LR-J-
10, R2001-1. If confirmed, please explain why these rules are again
applied in a SAS program named ENCIRCLE in USPS-LR-J-55,
encircle.txt. '

(¢} In USPS-iL.R-J-55, the field ACTV in SAS program ENCIRCLE is
defined by selecting activity codes from both fields F9805 and FY9806.
Please explain the rationale for creating the field ACTV by selecting pre-
encircled activity codes associated with F9805.

RESPONSE:

(a)

(By Shaw) The field FO806 contains the same activity code as field F262,
except for tallies with international mail. For international mail tallies, field
F9806 contains the detailed international activity code, whereas field F262
contains a less detailed categorization of international activities. A similar
relationship exists between fields F3805 and F244; they contain pre-
encircled activity codes. Please see library reference USPS-LR-J-
10/R2001-1, In-Office Cost System (IOCS) Statistical and Computer

Documentation, pages 41 through 43.
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