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P R O C E E D I N G S

(9:36 a.m.)



CHAIRMAN OMAS:  Good morning.  Today we continue to receive the testimony of Postal Service witnesses in support of Docket No. R2005-1, a request for rates and fee changes.



When the hearings began, I gave notice that today I would ask Postal Service counsel to provide us with a progress report on the settlement negotiations and on its assessment as to whether a settlement remained a realistic possibility.



Late yesterday afternoon the Postal Service submitted a written report on the status of the settlement.  In case some of you here today have not had an opportunity to review that report, I will ask Postal Service counsel to provide a brief statement of the highlights of that report.



Mr. Hollies, would you like to take a shot at doing that?



MR. HOLLIES:  Well, it might be useful if counsel had read it first.  It appears that none of the Postal counsel present at the moment has actually read that document.  We would be happy to do so after the next break.



CHAIRMAN OMAS:  Okay.  I have a copy if you need a copy.  Do you need one?  It's not with me.  I'll have my secretary bring one.



All right.  Does anyone have any procedural questions or matters to discuss before we proceed?  Mr. Hall?



MR. HALL:  Yes, Mr. Chairman.  Good morning.  Mike Hall for Major Mailers Association.



I have some materials that I would like to designate out of time.  They are the responses of the United States Postal Service Witness Robinson to MMA's Interrogatory T-27-1.  It consists of two parts, and we're going to designate all of it.



The reason for the late designation was, believe it or not, I actually intended to designate it for Ms. Robinson and put in a timely but erroneous designation that the technical staff rejected and made me put in one without that because the website shows that this interrogatory was redirected to the Postal Service.



I saved it for today when institutional responses are to be designated, but in reviewing it yesterday I discovered that in fact Ms. Robinson did answer it, and no part of it was redirected to the Postal Service for an institutional response.



I've provided two copies of that interrogatory response to the reporter and would ask that it be copied into the record at this point as additional written cross-examination of Witness Robinson.




(The document referred to was marked for identification as  Exhibit No. MMA/USPS-T-27-1 and was received in evidence.)

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//



MR. HALL:  To the extent Ms. Robinson is not here to formally say that that would be her testimony, I would be happy to take the word of counsel.



MR. HOLLIES:  The Postal Service has no objection to these materials.  We have also followed up with the Docket Section to determine what that issue is.  I do not have an answer yet, but I expect we will get one this morning.



CHAIRMAN OMAS:  Thank you.  A ruling of yesterday provided that lay designations will be added together at the end of the hearing today.



MR. HALL:  Excuse me.  I didn't read that.  It looks like nobody read things yesterday.



CHAIRMAN OMAS:  It was a long day, so everybody took the evening off.



MR. HALL:  Thank you.



CHAIRMAN OMAS:  Is there any other procedural matter?



(No response.)



CHAIRMAN OMAS:  Three witnesses are scheduled to appear today.  They are Witnesses Pafford, Smith and Kelley.



Mr. Hollies, would you please identify your first witness so that I may swear him in?



MR. HOLLIES:  The Postal Service calls Bradley V. Pafford to the stand.



CHAIRMAN OMAS:  Raise your right hand, Mr. Pafford.



Whereupon,


BRADLEY V. PAFFORD



having been duly sworn, was called as a witness and was examined and testified as follows:



CHAIRMAN OMAS:  Please be seated.




(The document referred to was marked for identification as  Exhibit No. USPS-T-4.)


DIRECT EXAMINATION



BY MR. HOLLIES:


Q
Mr Pafford, I shared with you this morning a document entitled Direct Testimony of Bradley V. Pafford on Behalf of the United States Postal Service and designated as USPS-T-4.  Do you recognize the document?


A
I do.


Q
Is that your testimony in this docket?


A
It is my testimony.


Q
Was it prepared by you or under your direction?


A
It was.


Q
And were you to testify orally today would your testimony be the same?


A
It would.



MR. HOLLIES:  With that, the Postal Service moves for admission of this testimony into the evidentiary record.



CHAIRMAN OMAS:  Is there any objection?



(No response.)



CHAIRMAN OMAS:  Hearing none, I will direct counsel to provide the reporter with two copies of the corrected direct testimony of Bradley Pafford.  That testimony is received into evidence.  However, as is our practice it will not be transcribed.




(The document referred to, previously identified as  Exhibit No. USPS-T-4, was received in evidence.)



CHAIRMAN OMAS:  Mr. Pafford, have you had an opportunity to examine the packet presented to you here this morning?



THE WITNESS:  I have, yes.



CHAIRMAN OMAS:  If those questions contained in that packet were asked of you orally today, would your answers be the same as those you provided in writing?



THE WITNESS:  Yes, they would.



CHAIRMAN OMAS:  Are there any corrections or additions you would like to make to those answers?



THE WITNESS:  No, there aren't.



CHAIRMAN OMAS:  Counsel, would you please provide two copies of the corrected designation written cross-examination of Witness Pafford to the reporter?  That material is received into evidence and is to be transcribed into the record.




(The document referred to, previously identified as  Exhibit No. USPS-T-4, was received in evidence.)

//

//

//

//

//

//

//

//

//

//

//

//

//



CHAIRMAN OMAS:  At this point I'm going to add answers Witness Pafford provided to the Presiding Officer's Information Request.  They are POIR 7, Question 5, and POIR 8, Question 16.



Witness Pafford, would your answers to those questions be the same as they were previously provided in writing?



THE WITNESS:  Yes, they would.



CHAIRMAN OMAS:  I am handing the reporter two copies of the answers and direct that they be admitted into evidence and transcribed.




(The documents referred to were marked for identification as Exhibit Nos. POIR 7, Question 5, and POIR 8, Question 16 and were received in evidence.)

//

//

//

//

//

//

//

//



CHAIRMAN OMAS:  Is there any additional cross-examination for Witness Pafford?



(No response.)



CHAIRMAN OMAS:  There being none, this brings us to oral cross-examination.



One participant has requested oral cross-examination, Val-Pak Direct Marketing Systems, Inc. and Val-Pak Dealers Association, Inc., Mr. Olson.



Mr. Olson, will you begin?



MR. OLSON:  Thank you, Mr. Chairman.


CROSS-EXAMINATION



BY MR. OLSON:


Q
Good morning, Mr Pafford.


A
Good morning.


Q
Could you turn to page 8 of your testimony, please?  There you discuss the bulk mail revenue pieces and weight system, the BRPW, and explain it briefly.



When you get to Lines 14 through 17 you list a number of categories of mail for which data is collected in the BRPW, correct?


A
That's correct, yes.


Q
You've got certain first class and certain Priority Mail, certain periodicals, certain package services, and then you have one called nonprofit and regular standard mail.  You don't have in that list standard ECR.  Is there a reason for that?


A
That would be included as a category under nonprofit and regular.  ECR would include -- it would include ECR, auto, you know, nonauto.


Q
So you're saying when you wrote the words nonprofit and regular standard mail you meant that to include standard regular, standard nonprofit, ECR and nonprofit ECR?


A
That's correct, yes.


Q
Okay.  But you do realize those are all four separate products, correct?


A
Yes, I understand that.  Yes.


Q
Could you go to page 6 of your testimony and take a look at Line 9?  There you talk about OTIS RPW tests being conducted by trained data collectors, and then you seem to indicate that in the past those data collectors needed to be able to be, and this is Line 16, knowledgeable in determining the subclass or rate category at which the mail piece was mailed based on the indicia postage markings and endorsements, correct?


A
That's right.


Q
Then you indicate that a newer system using other OTIS RPW data collectors record what you call in Line 21 observable mail characteristics and accordingly use standardized computer code rather than data collectors' expertise to make the rate category determination.



That's what I want to ask you about.  Apparently that includes use of this laptop software in Line 14?


A
That's right.  Our data collectors would enter mail characteristics about those mail pieces into a laptop computer.


Q
Exactly what are the observable mail characteristics that you record?


A
Well, it would be things like mail class, mail preparation, mail prep, sortation, shape or mail type, revenue pieces, weight.  All kinds of additional information.


Q
If there is an indicia or other marking that indicates the rate category is that recorded?


A
Indicia is recorded also.  Correct.


Q
And that's how you determine the rate category primarily from the indicia?


A
Well, it's a combination of class, indicia.  It depends on the mail class that we're talking about as to what all is used to determine a rate category.


Q
Let me take one product as an illustration and just talk about ECR letters.  How would you distinguish between automation letters, basic letters, high density letters, saturation letters?


A
Okay.  Those are based on the markings on the mail pieces.  For example, one marking would be like ECR LOT, for example, and whatever markings are on those mail pieces our data collectors would then record that in the software.  Then we would do a rate look up against the rate table based on whatever those characteristics are.



I don't have the screen in front of me to go through all the options and markings that are on these mail pieces, so I'm not sure I can help you determine exactly what rate category that would go into.


Q
Is it a fair conclusion to say that the data collector in this new system records the observable mail characteristics as you've described them and then the computer analyzes that and determines what the rate category is?


A
That's correct.  I will add that if we're focusing on standard mail, and maybe I can head this off a little bit.  While we collect all this information in the sampling system when we come to produce the report, the RPI report and the rate category details, all that information is taken out of the PostalOne system now.  It used to be PERMIT.  It's now PostalOne.



While we collect all this information for purposes of RPW reporting, we would replace that with data out of the PostalOne or actually the BRPW system, which includes PostalOne plus a sample of nonpermit offices.


Q
That's what makes this confusing because you're collecting information on observations of the piece, but then you appear to discard that data and rather use the PostalOne, which I understand to be a reliable record, one would hope, of the revenue actually paid for the pieces that are being entered.  Is that why you use PostalOne?


A
It's more accurate.  It's equivalent, mostly equivalent to a census system.  You know, we don't rely on sample based estimates as much, so most -- it's more reliable statistically to determine reliability.



We get better precision or estimates through BRPW, which includes PostalOne plus a small sample of nonpermit offices.


Q
I'm sure there's a good answer to this, but why would you go to all the trouble to record this information if you then discard it?


A
Well, there's many uses for this data.  The PostalOne system that we have in place can't determine or provide us all the information we need.  A lot of the other uses of the data, a request we get for this data, we can fill out of the sampling system.



Let me give you an example not related to standard mail, but let's say stamped and metered.  We collect origin destination, origin zip codes, so for requests that ask for a volume or service for origin destination pairs, for example, since we record the origin zip on the mail pieces we sample then we can estimate.  We can estimate volume or transit time between origin destination pairs so we can get that out of the sampling system.



When you go to say the permit system a lot of times you don't have origin zip mail, origin or destination zip combinations in say a system like that, so for this particular use here I think you're trying to focus on with standard mail it's best -- we get the best data out of the PostalOne system, so we're going to use that data.


Q
The example you gave us, the use to which you put the information collected by the data collectors using these new laptops with the new software.  That was a service issue.



Is there any purpose for these recordations of mail characteristics that pertain to the process by which costs are determined for pieces of mail or revenue is calculated or volume is calculated or weight is calculated?


A
Yes.  Basically for nonbulk items, nonbulk mail, we would use the data out of the sampling system, the estimates out of that, basically stamped and metered volumes which would go into the equations that compute unit cost.


Q
So OTIS RPW includes both the bulk mail revenue pieces and weight system that we just discussed a minute ago where we talked about standard regular and standard ECR, as well as other systems?  How do you integrate them?


A
Yes.  Basically the data is collected in the sampling system for all mail, and we compute estimates for all rate categories through the sampling system.  They're at the rate category level, okay, so for items that are bulk mail related rate categories let's take standard mail.  We also will collect that data through BRPW, which is a combination of PostalOne plus a small sample of nonpermit offices.



That data comes and is computed and estimated at the rate category level.  We will then replace those rate category level revenue pieces and weight with the BRPW data.  We'll replace the sampling system data.


Q
Okay.  So for the data collectors they are recording mail characteristics of all mail irrespective of whether it's stamped or metered or indicia, correct?


A
Right.


Q
And whether it's single piece or bulk or whatever?  It's simply across the board?


A
That's right.


Q
And then for the bulk categories like standard ECR you do not use the results for purposes of determining revenue pieces and weight?


A
That's right.  For the bulk mail categories, right.


Q
Would it be true then that for purposes of producing an RPW report or a billing determinants report that it really doesn't matter if the old system worked better where the data collectors had to be knowledgeable about determining the subclass or rate category and the new system where the computer does it?



In other words, the mailers could care less whether you've improved the system from the standpoint of the RPW reports?


A
From the standpoint of the RPW report for bulk mail items that's correct.  The changes we put into the system would not affect those items, revenue pieces and weight for those categories.


Q
Your testimony gave me the impression that there were a variety of improvements since the last case.  Were there improvements in the way that the permit system and this small sample you said of was it nonpermit offices?  What was the sample of?


A
Right.  The BRPW system is composed of PostalOne data, but of course not all offices, not all postal system post offices enter data into PostalOne so we have to supplement that.  We have to supplement that estimate with a small sample.  We compute basically there are sample based estimates for that small component.  We add that into the census data from PostalOne.



In terms of improvements, yes, we think we've improved that component also.  We changed from PERMIT to PostalOne, you know, from my understanding an improved system.  In addition to that we updated our panel, our sample of panel offices, the beginning of fiscal year 2004 so we feel like we have a more -- what do I want to say?  A sample that's more up-to-date based on a population of offices, a more current population of offices.



We also have a little bit larger sample size for those nonautomated offices, so we feel like the estimates we're getting out of the BRPW system are, you know, equal or better.



The way we look at that is in terms of say the coefficients of variation are the estimates you'll see in my testimony.  We produce revenue pieces in weight and corresponding confidence intervals, and those have been maintained or improved since the last rate case.


Q
Good.  Let me change topics a bit and ask you if you are familiar with Library Reference K-77, the billing determinants?


A
I'm not familiar with that.  I'm not that familiar with that.


Q
Are the billing determinants prepared by you or people who work for you?


A
No.


Q
Do you know who prepares billing determinants reports?


A
No, I'd have to consult my colleagues on that.


Q
To your knowledge, do the data for standard mail which were found in the RPW reports, correspond to the rate categories for standard mail?


A
They would in the totals I think, the detailed breakouts.  I'm not sure of the construction of that process, but at the total marginal levels they should be the same as the BRPW report I would think.


Q
So if the billing determinants were to report a particular level of volume and revenue for say ECR saturation letters would that number be identical to the volume and revenues in the RPW report?


A
You know, I have not studied that.  I would think they would be, but I have not studied that.  I would hate to comment definitely -- you know, definitively -- on that.


Q
Would you think they should be?


A
You know, I'm not sure what really the methodological underpinnings of that would be, so I would not want to say to that.


Q
I know you just said you weren't vastly familiar with the billing determinants, but can you tell me?  Can you explain to me the difference between the RPW report and the billing determinants?


A
The RPW report is just national level estimates of revenue pieces and weight by rate category, and the billing determinants would be much more detailed information.  At what level the cross tabs and so forth that go on that, I'm not sure.


Q
Library Reference 87, the RPW report, is sponsored in this proceeding by Witness Loetscher, I believe.


A
Yes, Loetscher.  Witness Loetscher.


Q
Does he work for you?  With you?


A
No.  He works for I think Christensen Associates.  It's a contractor.


Q
I'm sorry.  I do recall that now.


A
Yes.


Q
Is he under your aegis as a contractor?


A
We work with them because they process and

-- let's see.  They provide some of the data that we get for estimates of these -- the RPW estimates by shape, for example, so we work with them and they provide us data of estimates of RPW report style data by shape.



We consult with them and get those kinds of data from them, but are they under the direction of us?  For things like that, yes, but not billing determinants if that's what you're speaking of.


Q
If the billing determinants are more detailed than the RPW report going down below the subclass level into all the rate categories --


A
Right.


Q
I think that's what you said.


A
Yes.  Right.


Q
Is there a reason, to your knowledge, as to why the Postal Service puts forth both reports?  There may be a rule.  I frankly don't recall right now.


A
Yes.


Q
I'm not asking you about that, but does it provide useful information in your view, different information?


A
The RPW report is really a management summary, an executive summary level report that we discuss with the chief financial officer every month and every quarter.  That's the purpose of that report.



As far as the billing determinants go they're for helping establish, you know, actual rate level, rate level data, so it's really a different purpose, these two things.


Q
So as between the two for rate setting purposes the billing determinants are the controlling document?


A
You know, I don't help establish the rates.  We provide the basic foundational data at the rate category level and turn that over to our pricing, marketing and all other kinds of users so that's the extent that I know of that.  I couldn't say.


Q
Do both the billing determinants and the RPW report use the data that you get from PostalOne?


A
I think in some form or the other, yes, they would, but again I don't know.  I can't speak to the billing determinants.


Q
But you can speak to the RPW report and you can say there it's based on PostalOne, as well as the small survey you described earlier?


A
For standard mail categories specifically.


Q
That's really what I'm focused on today.


A
Right.


Q
I should have specified that.


A
For other categories like first class it's a combination of our sample base estimates and the BRPW.


Q
Let me ask you this.  In the RPW report is there anywhere where a piece is described as a letter within standard ECR or is it at a higher level than that?


A
A higher level.  Right.


Q
Are you familiar with the response that Witness Kelley made to our interrogatory to him, Val-Pak/USPS-T-16-2, and he provided as an attachment to that response what is labeled Alternative Attachment B?  Does that sound familiar?


A
No.  I have not looked at that.



MR. OLSON:  I'm going to ask if I may distribute copies of this, Mr. Chairman, and then ask some questions.  If the witness knows them, fine.  Otherwise I'll deal with some questions for Mr. Kelley later.



BY MR. OLSON:


Q
Obviously if this is something you can't help me with I'll ask Witness Kelley later, but let me just ask you a couple of questions and see if you can help.



Would you please first look at Line 20 on that sheet, which is described as Letter ECR SAT Piece Rate, which I take it to mean saturation letters paid at a piece rate, paying the minimum per piece rate.  Do you think that's a fair assumption?


A
Right.  That's my understanding.



MR. HOLLIES:  Mr. Chairman, I note that the witness indicated he had no familiarity with this before it was presented to him by counsel.  I also notice that he was looking at it pretty steadily and that his review of it was interrupted by questions from counsel.



I guess I would just ask that if he's going to ask questions about it he should give the witness time to take a look at it.  This is a fairly complicated display of numbers.  It's the kind of cross-examination exhibit that really ought to have been provided in advance if he wishes to ask questions right off the bat.



MR. OLSON:  Mr. Chairman, I'd be glad to let the witness take all the time he wants.  I'll focus the witness' attention.  The only questions I'm going to have are about Lines 20, 21 and 22.



If you look at those and then let me know when you're ready, I'll be glad to ask fairly simple questions.



CHAIRMAN OMAS:  Thank you, Mr. Olson.



MR. OLSON:  Yes.



(Pause.)



THE WITNESS:  Okay.  I'm ready.



MR. OLSON:  Okay.  Thanks.



THE WITNESS:  Thank you.



BY MR. OLSON:


Q
Do you notice, by the way, about a quarter of the way down the page, as well as two-thirds of the way down the page, the source is to the RPW report, Library Reference K-87?


A
Hold on one second.  Yes, I see that.


Q
Okay.  And then it has specific worksheets that it references which you may or may not be familiar with.  I don't know.  I'm not sure that's critical, but I just wanted to let you know where the numbers were coming from.


A
Uh-huh.


Q
Let's go back to Line 20.  Do you see Letters way at the top, and the columns are labeled way at the top where it has a D?


A
I see the column headings Letter/Parcels, Non-Letters, Total.


Q
Right.  And above that there's a strip that has a letter in it?


A
Right.  Column D.


Q
Okay.  That's the column I want to ask you about.  I could have just said Letters, I guess.  If you take a look at that Column D, Letters, on Line 20 you see the volume figure of 2,764,144,185.  Do you see that number?


A
I do.


Q
Okay.  That's presumably the number of ECR saturation letters entered and paid at the minimum piece rate, correct, as best we can tell at the moment?


A
Well, I can look at the rate category.  If you look at the rate it's probably letters, ECR saturation, and these would be the letters.



What they call on the postage statement Letters would be what they call the Processing category on a postage statement, so my assumption is it's that rate category, and then the processing category is probably checked Letters on a postage statement.


Q
When we look to see where that volume number came from it appears to be the sum of the letter pieces for Mail Code 3350, Nationwide Letters Not Drop Shipped; 3351, DBMC Drop Shipped; 3352, DSCF Drop Shipped; 3352, DDU Drop Shipped.



Do you recognize those mail codes as being RPW mail codes?


A
No, I don't.


Q
Do you have any idea what those codes reflect?


A
I do not, no.


Q
If the number, 2.7 billion, is the sum of what I've just said, nationwide letters that are not drop shipped, DBMC, DSCF entered or DDU entered, chances are that's all ECR saturation letters paid at the piece rate though I guess.  That isn't a question I guess.



MR. HOLLIES:  Mr. Chairman, the Postal Service objects to this testimony from counsel.  The witness has expressed his unfamiliarity with the foundation for the numbers that he is asking about, and he is now proceeding to tell us about them.  The Postal Service objects to that.



MR. OLSON:  Let me ask a different question that perhaps the witness can help with.  If not, we'll move on.



CHAIRMAN OMAS:  Thank you.



BY MR. OLSON:


Q
If you look in the same Line 20 for Letters and you look to Column E, Flats, the number there is 18 million flats in the Letter category.  Would you be able to shed any light on why flat shaped pieces are paid at a letter category?


A
What I can tell you is that that data would be identified from the postage statement and checked as Flat Mail Processing category on the postage statement.



As to why, you know, the flat mail processing category is checked, I would not be able to tell you that.  We're relying on that data coming out of the PostalOne system.  It's my understanding that that's the mail processing category code on the mailing statement is what that would correlate to.


Q
Are you saying that there is a separate entry for shape and mail processing categories so that it would appear both for one purpose as a letter and one purpose as a flat?


A
I'm saying the postage statements identify mail categories -- letters, flats and so forth -- and that's generally how the -- it's my understanding that's how we get this distinction between letters, flats, parcels.


Q
Then from RPW where does the 2.7 billion number come from?  It's not coming from the mail processing category.  What's it coming from, a revenue category?


A
From the postage system we get this data by finance number and what we call VIP.  Basically it's rate category by finance number level detail.  Then we aggregate that up to the summary level and say report categories that appear on the RPW report.  That's at the level that we get that.


Q
Okay.  So the PostalOne information reports both rate category and mail processing category, correct?


A
No.  The data that we get extracted from the PostalOne system is aggregated to the rate category level.  It's at the rate category level.  It's not disaggregated to this level, to the mail processing category.  We get it aggregated for purposes of my testimony.


Q
Well, the source of the information is Library Reference K-87, the RPW report.  Do you think that --



MR. HOLLIES:  Excuse me.  The Postal Service objects to that characterization.  Library Reference 87 is one that was provided by Witness Loetscher.  It is not the report provided by this witness.



MR. OLSON:  I didn't say it was the report.  As a matter of fact, I introduced Mr. Loetscher's name into the discussion, counsel, and I asked him if he knew about it.  It was the RPW report.  He's the RPW witness discussing these issues.



I don't see the problem, Mr. Chairman.



CHAIRMAN OMAS:  I'll allow it.



THE WITNESS:  Can you -- I'm sorry -- repeat that question?



MR. OLSON:  Sure.



BY MR. OLSON:


Q
What I'm trying to get at is the reason I'm asking you is you know RPW --


A
That's correct.


Q
-- and essentially kind of come from RPW.  I'm trying to figure out how a piece can be simultaneously identified for rate category purposes as a letter, but a mail processing category as a flat.



I think what you said was you check a box as a flat, but you can't explain why that box would be checked.  Is that in essence what you said?


A
Well, I'm not an expert in that area of filling out postage statements.  What I can testify to is that we get the data out of the PostalOne system, which is aggregated to a rate category level.



It's aggregated across these mail processing categories, which I assume, having not reviewed this before, I'm making an assumption that the Letter, Flat, Parcel column headings are mail processing categories from the postage statements.



The data we get out of there that I can testify to that's summarized in my testimony would be aggregated across those categories up to the rate category level, which then we add up and summarize and compute estimates for the Postal Service, and we add to that estimates due for the nonpermit offices, nonPostalOne offices.



As to why, I think you said something about letter shape versus the processing category.  I don't think I can help you in that area.



MR. OLSON:  Thank you.  Thank you, Mr. Chairman.  Thank you, Mr Pafford.  I think that concludes my questions.



MR. OLSON:  Thank you, Mr. Olson.



THE WITNESS:  Thank you.



CHAIRMAN OMAS:  Are there any other parties who wish to cross-examine this witness?



(No response.)



CHAIRMAN OMAS:  Are there any questions from the bench?



(No response.)



CHAIRMAN OMAS:  There being none, Mr. Hollies, would you like some time with your witness?



MR. HOLLIES:  Yes.  I'd like about five minutes.



CHAIRMAN OMAS:  Thank you.  We'll take a break and be back at say 10:30.



(Whereupon, a short recess was taken.)



CHAIRMAN OMAS:  Mr. Hollies?



MR. HOLLIES:  The Postal Service has no redirect.



Earlier this morning you requested a report on settlement.  Mr. Foucheaux is here and can provide that at this time if that's what you'd like.



CHAIRMAN OMAS:  Mr. Foucheaux, would you mind coming to the mike, please?  You can come stand up front.  You don't have to sit back there.  Be visible to all, Mr. Foucheaux.  Welcome.



MR. FOUCHEAUX:  Thank you, Mr. Chairman.  I was listening to the hearings on my transistor radio this morning, and I noted that you might be expecting some elaboration of the written report on settlement that was filed yesterday.



CHAIRMAN OMAS:  That would be nice.



MR. FOUCHEAUX:  I was expecting to show up sometime today.  I thought it would take place at the end of the hearings, but this is much better.  Then my day will be free for other things.



We did file a formal report on settlement up to now, and there isn't a lot that's happened on the surface since I last reported after the prehearing conference on May 5.



If you remember, at that time I reported that there was substantial interest in settlement, but that most of the parties had reserved judgment on whether or not they would be willing to settle pending the cross-examination and discovery of the Postal Service's direct case.



I think that's largely the situation we're still in, although we have made a considerable amount of progress in the drafting of a written agreement.  I started sending out early drafts to counsel representing most of the parties in the case very early on, and we have been refining that document ever since.



On Friday I sent out a version of it, a late version of it, to the entire service list and am getting responses now.  My intention is to make corrections and refinements to the document as a result of the feedback I'm getting and to file a settlement agreement available for signature next week.  I hope it develops that way.



All of my predictions haven't come to pass so far, so I hesitate to guarantee that that will happen, but I think I'm reasonably confident that I will be filing an agreement available for signature next week.



Basically I think there still is a substantial, if not a majority, sentiment among the parties, the active parties in the case, in favor of settling on the rates that the Postal Service has proposed.  There are, however, some pockets of opposition, as we might have predicted at the beginning.



I'm hesitant to specify in too much detail what those are.  I think they will be apparent when parties file direct cases on the 14th, but I still have hopes that we can come to some kind of an accommodation and agreement among even those parties that might be resisting, either the general terms of the agreement or the language of the stipulation and agreement.



Right now it seems that at a minimum we're probably looking at two parties filing direct cases that oppose settlement, although, as I said, we're still negotiating, and I do have hopes that at least one of those we might be able to persuade not to file a direct case.



Other than that, I don't know of any other party that is intending at this time to file a direct case, but that could change.  There is a somewhat delicate balance among some of the parties who have potentially conflicting interests.  If some of them file cases, the others will.



At the moment I think everybody is united in agreement, everybody that's in the majority I've been speaking of; united in agreement on the Postal Service's proposed rates.  As I said, there's a couple of other parties that might -- probably will -- disagree with that.



Even if we do have direct cases filed by intervenors or other participants, based on the nature of the activities in discovery and cross-examination up to now I would anticipate that dealing with that testimony would be more along the lines that we encountered in the last general rate case where, as you recall, we had a pretty solid settlement with one major party opposing and filing testimony and followup testimony directed at that.



That's probably going to be the situation in this case unless -- I'm reluctant to make any firm predictions because I'm often wrong when I do that, but what I expect will happen is that we will have some significant and not frivolous certainly opposition on reasonable bases to the settlement agreement and that we'll just have to work that through in the remainder of the hearing.



I don't anticipate that that whole process will entail any significant change in the procedural schedule, but my view on that could change depending on what is actually filed and the issues that are raised.



I'm trying to balance my irrational exuberance over the prospects of settlement against my otherwise pessimistic nature particularly opposed to rate making, but I think I can conclude, having balanced those two warring forces, that I do believe that settlement is a very likely possibility.



As we know in postal rate making, settlements are not always unanimous and they're not always unopposed, so I expect this to be a nonunanimous settlement agreement that will be signed by a significant number of the parties, but there will be some serious opposition to it.



CHAIRMAN OMAS:  Thank you, Mr. Foucheaux.



MR. FOUCHEAUX:  I'll be happy to answer any questions.



CHAIRMAN OMAS:  Are there any questions from the audience?



(No response.)



CHAIRMAN OMAS:  There being none, I guess we can excuse you, Mr. Foucheaux.



MR. FOUCHEAUX:  Thank you.  It's been a pleasure.



CHAIRMAN OMAS:  You're welcome.



Mr Pafford, would you please stand so that I can thank you for your contribution to this case
?  Thank you, and you are excused.



(Witness excused.)



CHAIRMAN OMAS:  Ms. Portonovo, would you introduce your next witness?



MS. PORTONOVO:  Thank you, Mr. Chairman.  The Postal Service calls Marc A. Smith to the stand.



CHAIRMAN OMAS:  Mr. Smith, would you raise your right hand, please?



Whereupon,


MARC A. SMITH



having been duly sworn, was called as a witness and was examined and testified as follows:



CHAIRMAN OMAS:  Please be seated.




(The document referred to was marked for identification as  Exhibit No. USPS-T-13.)


DIRECT EXAMINATION



BY MS. PORTONOVO:


Q
Mr. Smith, you have before you two copies of a document entitled Direct Testimony of Marc A. Smith on Behalf of the United States Postal Service marked as USPS-T-13.  Are you familiar with the contents of those documents?


A
Yes.


Q
Were they prepared by you or under your direct supervision?


A
Yes.  They were prepared by me.


Q
And if the contents of those documents were given as oral testimony today, would they be the same?


A
Yes.


Q
Do you have any library references associated with the testimony?


A
I have four library references, Library References 52, K-52, 53, 54 and 62.



MS. PORTONOVO:  Thank you.



With that I would like to move the testimony and the associated library references into evidence.



CHAIRMAN OMAS:  Is there any objection?



(No response.)



CHAIRMAN OMAS:  Hearing none, I will direct counsel to provide the reporter with two copies of the corrected direct testimony of Marc A. Smith.  That testimony is received into evidence.  However, as is our practice it will not be transcribed.




(The document referred to, previously identified as  Exhibit No. USPS-T-13, was received in evidence.)



CHAIRMAN OMAS:  Mr. Smith, have you had an opportunity to examine the packet of written cross-examination presented to you today?



THE WITNESS:  Yes, I have.



CHAIRMAN OMAS:  If those questions in that packet were asked of you orally today would your answers be the same --



THE WITNESS:  Yes.



CHAIRMAN OMAS:  -- as those you provided in writing?



THE WITNESS:  Yes.  Yes, they would.



CHAIRMAN OMAS:  Are there any corrections or additions you would like to make to those answers?



THE WITNESS:  Just one.  Let's see.  In the response, ABA/USPS-T-21-47, in referencing POIR No. 1 I omitted the word "No. 1" and so we've written that in.  That's all.



CHAIRMAN OMAS:  That's it?  Counsel, would you please provide two copies of the corrected designated written cross-examination of Witness Smith?  That material is received into evidence and is to be transcribed into the record.




(The document referred to, previously identified as  Exhibit No. USPS-T-13, was received in evidence.)

//

//

//



CHAIRMAN OMAS:  At this point, Mr. Portonovo, I am going to add answers Witness Smith provided to interrogatories and to the Presiding Officer's Information Request.  They are Interrogatories ABA & NAPM-T-13-3; ABA & NAPM-T-13-12(b) and (c); POIR 4, Questions 7(a), 7(b) Part 2, and 7(c); POIR 7, Questions 8, 9, 10, 11, 12 and 13.



Witness Smith, would your answers to these questions be the same as you had previously provided in writing?



THE WITNESS:  Yes, they would.



CHAIRMAN OMAS:  I am now handing the reporter two copies of the answers and direct that they be admitted into evidence and transcribed.



MR. HART:  Mr. Chairman, may I just ask?  I missed it.  On POIR 4 I heard No. 7(a), 7(b) Part 2, and 7(c).  I missed the last part.



CHAIRMAN OMAS:  Part 2, 7(c).  That's it.



MR. HART:  And then were there --



CHAIRMAN OMAS:  POIR 7, Questions, 8, 9, 10, 11, 12 and 13.



MR. HART:  Thank you.

//

//

//




(The documents referred to were marked for identification as Exhibit Nos. ABA & NAPM/USPS-T-13-3; ABA & NAPM/USPS-T-13-12(b) and (c); POIR 4, Questions 7(a), 7(b) Part 2, and 7(c); POIR 7, Questions 8, 9, 10, 11, 12 and 13, and were received in evidence.)

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//



CHAIRMAN OMAS:  Is there any additional cross-examination for Witness Smith?



(No response.)



CHAIRMAN OMAS:  There being none, that brings us to oral cross-examination.



There have been two requests for oral cross, the American Bankers Association and National Association of Presort Mailers, Val-Pak Direct Marketing Systems, Inc. and Val-Pak Dealers Association, Inc.



Mr. Hart, would you begin?



MR. HART:  Thank you.


CROSS-EXAMINATION



BY MR. HART:


Q
Good morning, Mr. Smith.  I'm Henry Hart representing the American Bankers Association and National Association of Presort Mailers.


A
Good morning, Mr. Hart.


Q
Could you please, Mr. Smith, turn to your response to Interrogatory ABA & NAPM/USPS-T-21-40(b)?  That's redirected from Mr. Abdirahman.


A
I have that.


Q
About REC wage rates?  Okay.  In your response to that interrogatory you state that the REC wage rates for test years R2000-1, R2001-1 and R2005-1 are respectively $17.87, $20.409 and $20.795.



Subject to check, would you agree that the overall percentage change during that time period is 16.92 percent?


A
Yes, subject to check.


Q
Subject to check.  Thank you.  And subject to check will you accept that the overall rate of change in the CPI over the same period as projected by Global Insight over that same period is 12.03 percent and that the gross domestic product deflater is projected to be 10.47 percent over that same period of time?  I can give you the numbers from the report.


A
I'll accept that subject to check.


Q
And if that is the case then would you agree that the REC wage rates are rising faster than inflation for these time periods?


A
Yes.


Q
Could you turn please to your response to ABA & NAPM/USPS-T-21-30 again redirected from Mr. Abdirahman?


A
Okay.  I have it.


Q
In that response you indicate that the mail handler wage rates projected for test year 2003 in the R2001-1 case to be $29.98, while the test year mail handler wage projected for test year 2006 in this case to be $34.49, so we go from $29.98 to $34.49.



Again subject to check, would you accept that this is an increase of 15.04 percent in wages over that period?


A
Yes, subject to check.


Q
And again subject to check, the overall rate of change in the CPI over the same period projected by Global Insight is to be 6.5 percent?


A
Okay.


Q
Again subject to check, if you would agree with those then would you confirm that the mail handler wage rates over that period of time rose faster than inflation?


A
Yes.  Let me just make one clarification.  This is the cost per work hour, so it includes the wage and the salary and benefits.


Q
Thank you.


A
I mean, for instance, if health benefit costs rose very quickly then that is part of this cost per work hour.


Q
Thank you.  Would you agree that the most substantial portion of Postal Service mail processing and delivery costs are labor costs?


A
Could you say that again?


Q
Yes.  Would you agree that the most substantial portion of the Postal Service's mail processing costs and delivery costs are labor costs?


A
Yes.


Q
That being the case, would it seem counterintuitive to you to expect that while the most major component of cost is rising that worksharing cost avoidance would be shrinking?


A
No.  I think the key issue on our product costs, wages are just one factor.  Cost per work hour is just one factor.  We've had very important productivity gains during that period, so that would offset wage changes.


Q
It's sort of an uphill struggle though, isn't it, if the labor of that large a component is increasing at a rate higher than inflation?


A
Again, wage increases are just one factor as far as our unit costs go.  There's other factors, productivity changes and other factors that would affect that.


Q
Okay.  Could you turn back again please to your response to ABA & NAPM/USPS-T-21-40 and this time 40(c) as in cat, again redirected from Mr. Abdirahman?


A
I have that.


Q
Thank you.  In that response you state that the piggyback ratio for LDC-15 has declined from 1.958 in R2000-1 to 1.779 in this case.  Is that correct?  At the end of Section (c) is where you state that, the last sentence.


A
Right.


Q
Why, in your view, has that piggyback ratio declined?


A
My recollection is that an important part of that decline is that the capital costs, the cost of the equipment, has declined over time.  The computers and other components have declined.



In addition, much of the initial investment may have been fully depreciated.  I'd have to really compare the calculations to get any more specific.


Q
Can you tell me?  You developed the piggyback ratio as part of your testimony.  Is that correct?


A
Yes.


Q
Those piggyback ratios are used to allocate overhead equipment and other costs.  Is that correct?


A
No.  The piggyback ratios really reflect the allocations done in base year and test year.  In other words, the piggyback factors aren't themselves used to allocate costs, but rather they reflect the cost calculations done in the text year.


Q
That result?  Okay.  In response to that same question, 40(c), you answered that the reduction in USPS unit labor cost for MOD-15LD15 may also reflect mail piece improvements such as better bar codes.  Is that right?


A
Yes.


Q
And a lot of those bar codes obviously are being placed by mailers.  Is that correct?


A
That's right.


Q
Would you agree that those mailers are spending sums of money to improve their technology to put better bar codes on the mail?


A
I'm sorry.  I'm not aware of the work being done by mailers.  I know there's been improvements.  I would think that that's the case, but I don't know what it comes from.


Q
Okay.  Regardless of expenditures, they're presumably working on that issue, or at least the results would indicate that, right?


A
Perhaps.


Q
Would you agree that when they do improve their bar coding the USPS avoids more cost?


A
Yes.


Q
Could you turn please to your response to 46(c), ABA & NAPM/USPS-T-21, redirected from Mr. Abdirahman?


A
Okay.  I have that.


Q
We asked you to fully explain how PostalOne affects MODS Category 17-1 Scan and provide any data that you have which distinguishes the cost before the implementation of PostalOne with the cost afterwards.



You did provide a response, but you didn't provide a specific before and after cost.  Could that be done, do you know, for that cost and what was the cost before full implementation of PostalOne and what was the cost afterwards?


A
I don't believe so.  The implementation has been done.  From what I understand, the implementation has occurred over a number of years, and there's also been other changes occurring in that operation.


Q
It would be hard to isolate it to PostalOne, in other words?


A
Right.


Q
I don't want to testify here, but when do you believe that PostalOne was operational in a very widespread sense?  What date about?


A
Okay.  Let me just make sure and clarify.  The portion of PostalOne that's relevant to this question is the PostalOne transportation management systems.  That involves mailers getting equipment that can provide the transportation assignment and work such as the AAA and the scan where you bin.  That's a subset of PostalOne in general.



I'm really not able to answer the question as to when it may.


Q
So you wouldn't be able to confirm or necessarily disagree with the proposition that it wasn't widespread until say 2004, that aspect of PostalOne that you're talking about?


A
I'm not sure.  In another interrogatory response I indicated that the program started in 2001.  I'm not sure.  It would certainly not be complete, so it's still a question of -- I really can't say.


Q
I mean, you're just not sure when?  If there were major presort companies in 2003 that still didn't have this, you can't say that that makes sense or it doesn't make sense?  You're just not sure?


A
Right.  I don't know.  I don't know how widespread this is.  I know that, like I say, the program began in fiscal year 2001.  I'm not aware of the deployment process or how widely used this is or not.


Q
Could you turn please to your response to ABA & NAPM/USPS-T-21-47(d)?


A
Okay.  Yes.  I have it.


Q
In that response you state, "Our methods for splitting first class presort letter costs into automation and nonautomation may not be accurate."



Were you referring to any issues other than those discussed by Mr. Abdirahman in response to POIR 1?


A
No.


Q
That's what you were referring to?


A
Right.


Q
Could you please turn to your response to ABA & NAPM/USPS-T-21-49(b)?


A
Okay.  I have it.


Q
In that response you state that the main factors in the increase in the doubling of a volume variability from 0.39 to 0.83 for MOD-991SUPF1, you talk about the increase in the doubling of the volume variability for -- excuse me one second.  Strike that.  I'm sorry.



In that response you refer to the doubling of volume variability in that MOD-991SUPF1 as doubling from .39 to .83.  Do you know why that volume variability effectively doubled during that time period?


A
No.  That is addressed in the testimony of Dr. Bozzo, and I believe he answered an interrogatory to that question specifically.


Q
But you don't know whether that would have anything to do with the problems discussed by Mr. Abdirahman in his response to POIR 1, No. 1?


A
I don't believe so.


Q
Okay.  You might turn if you would to your response to Interrogatories 52 and 53, ABA & NAPM/USPS-T-21.


A
I have it.



MR. HART:  Thank you.  In those interrogatories we asked you about some of the MODS and nonMODS cost dynamics between single piece metered mail and nonautomation presort mail in first class.



I'd like to follow up a little bit with that by showing you a couple of exhibits.  The first one I gave to your counsel on Wednesday.  I did not number them. I would now number it No. 1.




(The document referred to was marked for identification as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 1.)



BY MR. HART:


Q
I believe you've seen a copy of it.  It's called Total Mail Processing Unit Cost Comparison First Class Mail Letters.  Do you have that in front of you?  It has lines on the bottom.


A
Yes.



MR. HART:  I'm going to ask Mr. Warden to give a copy to the Commissioners.



BY MR. HART:


Q
I did give this to your counsel two days ago.  You have had a chance to look at this?  Is that right?


A
Yes, I have.


Q
Do you recognize this as a listing of the total mail processing costs for first class letter mail single piece metered, first class letter mail bulk BMM and first class letter mail presort automation as measured by the Postal Service for the test year in this case and the previous four cases?


A
Yes.  I think I'd like to make a couple comments though.



The number for R1997-1, that is for all first class presort, noncarrier route presort letters.  That's not just automation.


Q
Which number?  I'm sorry.


A
The 4.6 cents --


Q
Yes.


A
-- under the column R1997-1.  The rest of the unit costs in that row are presort automation unit costs, but if we replace those with costs that are comparable to the 4.6 the unit costs are a half cent to one cent higher for all presort letter costs.  The 4.6 cents really doesn't fit in with the rest of the numbers in this chart.


Q
Just in R1997-1?


A
That's right.  The rest of the numbers are the automation, the unit cost for first class automation presort letters.


Q
So if you just ignore R1997-1, this case and the previous three cases, the numbers are what they purport to be?


A
Yes.  If you'd like I have numbers comparable to the 4.6 if that's of any help.


Q
That's okay.  That's okay.  You're welcome to state whatever you want, but --


A
Okay.  I mean, they're a half cent to a cent higher.



MR. HART:  I would ask that this be introduced into the record as NAPM cross-examination exhibit, ABA & NAPM/USPS-T-13-Cross-Examination Exhibit No. 1.

//

//

//




(The document referred to, previously identified as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 1, was received in evidence.)

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//



THE WITNESS:  Also I have a minor comment on this.  Sorry.  I wasn't sure.  Well, the distinction single piece metered versus BMM, that has been a distinction, kind of a definitional distinction that's changed.  It's a definition that's changed over time.



BMM is now defined in the last two cases as the same as single piece metered, and in providing these costs I worked with Mr. Abdirahman and his predecessors as far as determining what costs were needed, but again there was a change in definition for BMM and so I just want to mention that.



MR. HART:  Right.



BY MR. HART:


Q
So effectively in this case and the last case single piece metered was used as a proxy for BMM, which is why they're the same amount?


A
That's right.



MS. PORTONOVO:  Mr. Chairman?



CHAIRMAN OMAS:  Yes.



MS. PORTONOVO:  I would like to say that if this exhibit is being entered into evidence that the numbers which the witness, Mr. Smith, described as being incorrect should be crossed out.



CHAIRMAN OMAS:  Yes.



MR. HART:  I don't have a problem with that if you want to cross out R1997.  Is that effectively what you're saying?



CHAIRMAN OMAS:  Yes.



MR. HART:  That's fine.



CHAIRMAN OMAS:  Thank you.



MR. HART:  I don't know how to physically do that other than to perhaps instruct the reporter that they're agreed.



CHAIRMAN OMAS:  I would instruct the reporter that the R1997, which is the first column,

be --



MR. HART:  The five numbers there.



CHAIRMAN OMAS:  Yes.  That they be deleted.



MS. PORTONOVO:  Mr. Chairman, perhaps the reporter could give the document to the witness, and the witness could cross out the correct numbers.



CHAIRMAN OMAS:  Well, I'll cross it out right here.  There we go.



MR. HART:  Thank you.  We got there.



CHAIRMAN OMAS:  It saved a minute.



BY MR. HART:


Q
I'd like to ask you one more question about that document if I could.  Would you agree that that document indicates that the cost difference between the bulk metered mail benchmark and automated presort letters in FCLM has been growing since R2000-1?


A
I'm sorry.  Could you repeat your question again?  I'm sorry.


Q
Yes.  Would you agree that the cost difference between the bulk metered mail benchmark and automated presort letters in first class letter mail has been growing and continues to grow in this case and has been growing since R2000-1?


A
Yes, I would I guess with a couple caveats.  First again as I noted earlier, the BMM definition was changed during that period and so the BMM definition

-- had the definition been consistent, the increase in the difference would have been smaller.



The other thing I'll note is just the concern of POIR 1 where as the volumes, and maybe this is more pertinent for nonautomation than automation, but as the volumes of nonautomation have declined, in particular the unit cost for nonautomation become more uncertain.  To some degree that applies to the automation unit costs as well and may have an impact on the trend.


Q
Thank you.  Could you next take a look at an exhibit which I showed to your counsel on Wednesday and I assume you have seen?  It's the one that goes vertically down the page.  It's called Test Year 2006 USPS Version With Piggyback Costs, Volume Variable Mail Processing Costs, Letters.


A
I'm sorry.  What's it called again?


Q
It's Test Year 2006 USPS Version With Piggyback Costs, Volume Variable Mail Processing Costs, Letters, Testing For Cost Differences, ABA & NAPM/USPS-T-13-Cross-Exam Exhibit No. --


A
Okay.  Yes.  I have that.



MR. HART:  I'm going to put No. 2 on that and ask Mr. Warden to give a copy to the Commissioners.




(The document referred to was marked for identification as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 2.)



BY MR. HART:


Q
As I indicated, I gave this to your counsel on Wednesday.  Have you had a chance to review it?


A
Yes, I have.


Q
This document was prepared by ABA & NAPM to test comparison cost differences within first class letters between three types of letters -- single piece, single piece metered and presort nonautomated.



If you'll look at the first three columns of numbers, the first are all the cost pools for first class single piece letters, the next being the cost pools for first class single piece metered letters and the third being first class presort nonautomated letters.



If you look at those near the bottom of the sheet you will see a total of 11.421 for the single piece and 10.906 for single piece metered and 18.965 for nonautomated letters.  Do you see those totals?


A
Yes.


Q
Just in the most simplistic sense, if you were trying to determine of those three types of letters which two are closest to each other, just looking at the total wouldn't the total suggest that single piece and single piece metered were the two that were closest, the 11.421 and the 10.906?


A
Yes, those are the closest.


Q
Now, if we wanted to apply a statistical procedure to see whether at the individual cost pool level which of those three types of mail was closest to each other, this is what we tried to do in this sheet.



Are you familiar with the profits and the null hypotheses of comparing the cost pools?


A
Yes.


Q
Can you see that in the fourth column, just taking as an example, we took the cost differences between single piece and single piece metered, and in each cost pool there we've set forth the difference between each of those two types of mail.



In the first cost pool, that .041 is the difference between single piece letters and single piece metered letters, and then we took the average of all those differences and at the bottom there just under Total, the next line is Average of Cost Differences.  Do you see the .010 --


A
Yes.


Q
-- in the third column from the right?  Then we did the same thing with the cost differences between single piece and nonautomated in the second column from the right, and we end up with an average cost difference instead of 0.10 of negative 0.142.



Then we did the same thing in the right-hand column for the difference between single piece metered and nonautomated.  For each of those differences then we're trying to see which we can accept and which we can reject on the basis of a T-value.



Are you familiar with the calculation where we obtain a T-value where if you take, for example, the third column from the right which is the cost difference between single piece and single piece metered and we take the average cost difference of .010?  We also had calculated the standard deviation for that column, which, as I understand it, is the average of the difference between a cost pool and the average cost pool.



To get our T-value we take .010, the average cost difference, and divide it by the standard deviation of cost difference, which is .053.  We take that and divide it by the square root of the sample size, which is 53, and that's how we got our 1.344

T-value.  Subject to check, does that make sense?


A
Yes.


Q
And then to determine whether or not we can accept or reject that T-value we look for statistical significance, and if you go to a chart of T-values, subject to check, would you agree that we might find for a sample of 53 looking for a significance level of five percent we might find 2.0?  I can show you a table on the website if that would help.


A
That sounds reasonable.  I guess for this column in particular -- well, in all these tests the calculation is -- an analogy that I have is basically this is like comparing the weight of two cars except that you're comparing first the lighters of each of the two cars.  Then you're comparing the fenders of each of the two cars.  Then you're comparing -- and so this isn't really a comparison of the totals.



I'm not sure that there's a -- well, I don't have a way of doing a better statistical comparison, but all I can say is that the comparison being made here is not one that's comparing the totals.


Q
Right.  Isn't it comparing the closeness of each individual cost pool?


A
Right, but each individual cost pool could be different, and yet the totals could be the same.  It's not clear why you'd want to compare each individual component in order to compare the totals.


Q
Can I complete this, and then we'll come back to that and you can qualify it as much as you want?


A
Sure.


Q
To complete the analysis, once you've got your critical T-value as a five percent significance of 2.0 based on the sample size of 53, or if you want a significance value of one percent then the critical value is 2.66, what you're looking for in either rejecting or accepting these hypotheses is to have the absolute value of our calculated T-values be less than the critical value.



So on that basis for the first comparison between single piece and single piece metered our calculated T-value, the absolute value of that, is well below 2.0 or 2.66 so we're accepting that.  The other two columns are above.  Their absolute value is above two, so we reject it.


A
With regard to the other two columns, I just wanted to point out again POIR 1, the concern or the uncertainty over the nonautomation presort costs.



As the volumes for nonautomation have declined, the uncertainties in IOCS I guess place a -- the uncertainties in IOCS as discussed by Witness Abdirahman cause there to be a different potential, a larger potential for error in the nonautomation, in the first class presort nonautomation letters.



I just wanted to note that as far as looking at Column 3 and also considering the differences of Column 1 and 3 and Column 2 and 3.



MR. HART:  Understood.  I would like to introduce this exhibit as our Cross-Examination Exhibit No. 2.



CHAIRMAN OMAS:  Without objection.



MS. PORTONOVO:  Mr. Chairman, I have an objection.  As the witness pointed out, this doesn't show any valid analysis so I don't understand why --



MR. HART:  I'm not sure the witness said that.



MS. PORTONOVO:  As I understood it, that is what the witness said.  He said that it is comparing things that can't really be compared.



MR. HART:  Mr. Chairman, if I may?  The witness has had every opportunity, and I appreciate his honesty and forthrightness to critique what it does and doesn't mean, but for purposes of admitting it into evidence and authenticity under Rule 901 of the Federal Rules I think the language that he's used is just a matter of what this purports to be.  I think there's no question that he recognizes the calculations.



The cost pools are subject to check, and the calculations can be subject to check.  I mean, this has been prepared by us to get his comment on it, but I think it's an authentic document and can be brought into the record.



CHAIRMAN OMAS:  Mr. Smith?



THE WITNESS:  Yes?



CHAIRMAN OMAS:  Do you concur with that statement?



THE WITNESS:  As far as my counsel's statement?



MS. PORTONOVO:  Which statement are you referring to, Mr. Chairman?



CHAIRMAN OMAS:  I'm referring to the statement that Mr. Hart just made.



THE WITNESS:  Let's see.  I think I do.  I guess I agree with both of the statements, both counsels'.



CHAIRMAN OMAS:  Well, you can't do that.  At that point I'll allow it, Mr. Hart.



MR. HART:  Thank you, Mr. Chairman.




(The document referred to, previously identified as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 2, was received in evidence.)
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MR. HART:  I'm going to give you more opportunities to comment on the conclusion, but I appreciate your forthrightness on that.



BY MR. HART:


Q
So we have this effort to see among these three classes which is more similar to each other among the three, and with this testing method and this statistical procedure would you agree that this confirms that of the three the two that are closest to each other is first class single piece letters and first class single piece metered letters?


A
Yes, I do, but, as I mentioned earlier, determining the variance associated with each of these three costs is a pretty complicated process, and I don't know that we have such estimates.



I guess what I'm saying here is the process you've gone through here I don't believe is valid.  I think a much different process that specifically considers the variance of the total unit cost, the 11.4, the 10.9 and the 18.9, is the correct way to consider this.



It may well be that the statistical significance is -- the first class single piece letters and first class metered letters, they may well not have even under that measure, even under the measure I was saying is the correct one, there may not be a statistically significant difference.  That could well be a likely result.  I guess what I'm saying though is this method is not a valid calculation.


Q
When you say it's not a valid calculation, is it correct to say that you question the utility of it?



Obviously you haven't had a chance maybe to crunch these numbers, but the method of averaging the cost differences and taking the standard deviation of cost differences and then taking the sample size and T-value.  You don't question that from a statistical sampling, do you?


A
For instance, if we assume that comparing these costs, if we assume that there should be a similarity by cost pool, given that there's still the problem that some cost pools are large and some are small and so cost differences are going to vary across cost pools.



If one were trying to at least get a standard deviation relevant to across the cost pools one would want it normalized in some way, in other words, so percentage differences as opposed to unit cost differences.



I think there's naturally going to be bigger unit cost differences say for the BCS/DBCS cost pool.  Those are larger cost pools.  Those are unit costs that are larger.  Again, the value of this calculation I think is very limited.



CHAIRMAN OMAS:  Excuse me, Mr. Hart.  I'd like to just instruct the reporter to make sure she transcribes both those exhibits.



MR. HART:  Thank you.



CHAIRMAN OMAS:  Thank you.  Proceed.



BY MR. HART:


Q
Based on the totals on this sheet and, if you like, on the analysis of the cost pools, if you were looking for a proxy for the cost of bulk metered mail or metered single piece, which would you take, single piece letters or nonauto presort?


A
I'm sorry.  I wouldn't choose based on the statistical significance of the difference as far as the proxy.  I wouldn't choose either.


Q
That 18.965 doesn't give you any pause?


A
Well, definitely the first class single piece letters is a lot closer, the unit cost, to the first class single piece metered letters, but I don't think it's right to say it's a proxy.



As far as whether it's a proxy, I guess it kind of depends on what sense you're talking about.  In some ways the concept of bulk metered mail as a benchmark, for instance, that's really not part of my testimony.  If you're asking about a proxy with regard to a benchmark cost then I'm really not able to address that.


Q
Okay.  Thank you.  I'd like you to turn to a third exhibit, which I can't find.  Now I have it.  It is called at the top First Class Total Unit Attributable Cost (Cents Per Piece).


A
Yes.  I have that.



MR. HART:  I would ask Mr. Warden to mark that as our cross-exam exhibit of USPS-T-13, No. 3.




(The document referred to was marked for identification as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 3.)



BY MR. HART:


Q
I showed this to your counsel two days ago.  Have you had a chance to review it?


A
Yes, I have.  Yes, I have.


Q
Do you recognize this as a listing of total unit attributable cost for first class single piece letters and first class presort letters as shown in the Postal Service cost and revenue analysis for the years 1992 to 2004 and as shown in Library Reference in this case LR-K-115 for the 2005 year and the 2006 test year?


A
Yes, although I believe in the CRA the full title is I believe single piece letters and parcels.  I'm not exactly sure of the full title, but I guess my main point is that we're looking at the cost of all shapes of mail for single piece and the cost for all shapes of mail for presort.


Q
Okay.  But you've had a chance to review it and recognize it as such?


A
I have, yes.



MR. HART:  I would ask that it be introduced into the record as our Cross-Examination Exhibit No. 3 to T-13.



CHAIRMAN OMAS:  Without objection.



MS. PORTONOVO:  If it does get introduced into evidence, I'd like the change that the witness noted to be perhaps noted onto the chart.



CHAIRMAN OMAS:  Okay.




(The document referred to, previously identified as  Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 3, was received in evidence.)



BY MR. HART:


Q
How would you note that, Mr. Smith?  Letters and parcels?  Is that what you think it should say?


A
It should say letters, flats and parcels.  It's an important distinction since single piece has a good deal more flats than parcels.



MR. HART:  That's fine with me on that change.



CHAIRMAN OMAS:  Okay.  Would you see to it that the reporter has that correction please, Mr. Warden?



BY MR. HART:


Q
Could you confirm, looking at that chart, that the cost difference between single piece letters, flats and parcels and presort letters, flats and parcels continues to grow in this case?  In particular, it's projected to be 16.19 cents in test year 2006, 15.96 cents in 2005 and was 15.46 cents in 2003.


A
Okay.  I would agree that the unit costs are diverging as shown, but I would note that if we were comparing letters only and in particular if we were focusing on mail processing costs, which is where I focus in my testimony, then I'm not sure the same could be said.



What I will note is that if we drew trend lines both would be heading down.  If we looked at letters for single piece and letters for presort, both trend lines would be heading down.  I don't know whether they would be widening or narrowing.  I just wanted to point that out.


Q
Thank you.  Could you turn please to your response to our Interrogatory T-21-44(g)?


A
I'm sorry.  Which question?


Q
T-21-44(g).


A
Okay.  I have it.


Q
In that question we had asked you about mail which perhaps remained on the dock without being processed and the cost of that to the Postal Service.  In followup to that I'd like to ask you the following question.



If the Postal Service sets unreasonably early entry times for bulk mailers and as a result of that workshared mail, which could have been delivered to the Postal Service, is not delivered or, if it is delivered, it's delivered in less of a presorted or bar coded, less of a workshared manner, won't this cause economic inefficiencies for the Postal Service?


A
I'd have to confer with my operations person to be sure of that.  I'm not sure I can answer that question.


Q
Okay.  Let me just make one more point, and then I'll accept your answer if it's still the same.


A
If it takes a mailer until 7:30 to fully sort and prepare his workshared mail to the fullest degree of sortation and bar coding and he can't get that done and delivered to the Postal Service until 8:00 and the Postal Service really doesn't need to touch that mail until 2:00 in the morning, but it has a 6:00 entry time, is that inefficient?



As a result of that, the mailer delivers the mail at 5:59, and it's not sorted to the same degree that it would be, and not as many pieces have bar codes.  Is that efficient?


A
Our rules on acceptance of bulk entered mail is not something I can really testify to.



You're right.  If there's absolutely no reason for the mail to be there I suppose it would be inefficient, but again I don't know that that's the case.


Q
Understood.


A
I really am just not familiar.


Q
Okay.  Thank you.  Could you turn to your response to ABA & NAPM/USPS-T-13-12(b)?


A
Okay.  I have it.


Q
I wanted a clarification from you on this because it didn't make sense to me.  You state that the shift from the use of NPBCS to the use of DBCS is the primary reason for decline in NPBCS unit cost.



I can see how a shift in the use of one type of bar code sorting machinery to another in terms of letter volume put on the machines would result in a shift of total dollar cost, but why would lower letter volumes run on the machines reduce the per piece or unit cost of running a letter through it?



If I can just give you a quick example, and then I'll ask the question.  If the throughput for an NPBCS is 25,000 pieces per hour and then before they shift that work over to a DBCS 200,000 pieces per shift were being run on that NPBCS and after the shift only 50,000 pieces were being run on the NPBCS, wouldn't the unit cost still be the same?



Isn't it still 25,000 pieces per hour, or if you're distributing unused machine time at a cost then wouldn't the unit cost be even higher?


A
Well, the reason there's a decline is the same reason there's a decline in total cost because these costs, as I indicate in part (c), these unit costs are per RPW piece as opposed to per piece processed on the equipment.



If you're asking about unit costs per piece, the cost per piece processed on a specific type of equipment, that wouldn't be affected by shifts of volume between the equipment, but since these costs, the costs that I provided in Library Reference 53, the costs by shape, the cost for each cost pool are the cost per RPW piece.



So as less mail is utilized say in mail processing bar code sorters and as those total costs decline, as you said, that total cost divided by the total RPW volume for that category becomes smaller.



MR. HART:  One more exhibit and one more quick question if I may.




(The document referred to was marked for identification as  Exhibit No. ABA & NAPM-USPS-T-13-Cross-Examination No. 4.)



BY MR. HART:


Q
Do you have in front of you the exhibit marked -- I gave you a simplified one this morning your counsel should have -- USPS Mail Processing Cost Pool Comparison, R2005 Versus R2001-1?



Two days ago I had given your counsel the same sheet, but it also had the two prior cases, 1997 and 2000.  We took those out of it.


A
Yes, I have it.


Q
You have this one in front of you?  Okay.  In this exhibit we've listed cost pools in this case and in R2001-1 and have allocated those cost pools, the cost for each cost pool, into one of three buckets or categories, they being either worksharing related proportional, worksharing related fixed and nonworksharing related fixed.



We've just totaled at the bottom of each of those categories what the total for the cost pools was in the last case and what the total for the cost pool is in this case.  We can see for worksharing related proportional what the cost was in R2001-1 and what the cost is in this case, the total for all cost pools.  We can see the same for the other two categories of worksharing related fixed and nonworksharing related fixed.



Do you recognize this chart as presenting that summary?


A
I'm unable to really comment regarding these three categories, worksharing related proportional, worksharing related fixed and nonworksharing related fixed.



My testimony is -- the citations at the bottom, for instance, list Library Reference K-53.  I don't have those three categories in Library Reference K-53.  They're not in my testimony.


Q
I understand another witness allocated these into these three categories, but they're your costs, aren't they, your cost pools, your costs for each cost pool?


A
The costs listed for each cost pool are the ones I provided in this case, but, you know, I think we both agree that I don't provide any categorizations for these cost pools under these three types of breakouts of worksharing related or nonworksharing related.


Q
I understand you didn't do the breakout.  We have prepared the breakout on the basis of another witness' library reference, but they're your costs.


A
The unit costs were provided by me.  Again, I can't vouch for whether the unit costs are shown in the correct category or not.  I don't know.


Q
You could have checked with Mr. Abdirahman to have him confirm that?  Is that right?



MS. PORTONOVO:  Mr. Chairman, I have to object to that question.  I mean, that's not his responsibility to do something like that.



MR. HART:  It seems to me the Postal Service is going out of their way to mask the fact that costs are moving from worksharing related proportional to nonworksharing fixed, and they don't want to this exhibit to get in the record.



MS. PORTONOVO:  Mr. Chairman, I object.  I object to that.



CHAIRMAN OMAS:  Proceed, Mr. Hart.



MR. HART:  I would ask that it be introduced into the record as our Cross-Examination Exhibit No. 4.



MS. PORTONOVO:  Mr. Chairman, as the witness has said, this exhibit is beyond the scope of his testimony and so he is not able to support the proper foundation for this exhibit.



MR. HART:  If I may, I think it is within the scope.  It's his costs.  Another witness has moved them.  We're asking him to agree with the totals of cost.



He doesn't have to agree with the allocations.  That can be pointed out on brief if anybody wants, but I don't think there's any doubt where this document came from or what it is.



CHAIRMAN OMAS:  I think I will go with counsel and allow it.  It's being entered.



MR. HART:  Will you transcribe it?



CHAIRMAN OMAS:  Yes.



MR. HART:  Thank you.




(The document referred to, previously identified as Exhibit No. ABA & NAPM/USPS-T-13-Cross-Examination No. 4, was received in evidence.)
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BY MR. HART:


Q
Understanding that you don't have the knowledge to confirm the allocation between these three categories, do you see that if you were to assume that subject to check -- I won't even ask you to assume it.



Do you see that from R2001 to this case in R2005 that the total of the cost pools that were in worksharing related proportional dropped from 2.138 cents to 1.886 cents?


A
Again subject to, for instance, as was said earlier I can't vouch for which numbers belong in which column.



If you're saying that 2.138 is the total of the numbers above that, I can accept that subject to check, but I'm really -- Mr. Abdirahman really could address this subject whereas I really don't know the import or I can't comment on this table.



In other words, I can say yes, I know the numbers add up, but I really can't comment on the table other than that.


Q
Thank you.  One more question for you, Mr. Smith.  I don't intend to introduce this as an exhibit.  I did show you, or I showed your counsel and I believe they showed you for purposes of explaining what I'm asking, a chart of how costs were presented in the R2000 case.



Do you have that chart in front of you?  How costs were presented for the base year, which that was the base year of 1998 in the R2000 case.


A
Yes.


Q
Do you agree that in this case you did not give us unit costs by cost pool for the base year?


A
That's right.  That's right.  Mr. Abdirahman and Mr. Miller and others make use of the test year unit costs.  That's what I've provided.


Q
Can you see how it might be easier for a participant in figuring out what's happening with the test year costs to see what the unit costs per cost pool were during the base year?


A
Yes.  Yes, I could.


Q
Do you know why those weren't shown in this case?


A
Well, they weren't shown -- they weren't provided because they weren't used in our work.  The work of Mr. Abdirahman, Miller and others, they have used the test year unit cost and so that's what I've provided.


Q
Is this something that could be gotten by pushing a button, or is it something that has to be created?  Is it easily produced?


A
I guess you would say it's in between the two.


Q
Could we get it?



MS. PORTONOVO:  Mr. Chairman, I object again.



CHAIRMAN OMAS:  If it's available, how difficult would it be, Mr. Smith, for you to provide that to us?



THE WITNESS:  All the data is available.  I just have to kind of check it all out and make sure that the calculations --



CHAIRMAN OMAS:  Would you provide that to the Commission?



THE WITNESS:  Okay.  I will, yes.



CHAIRMAN OMAS:  Thank you.



MR. HART:  That's all I have.  Thank you very much, Mr. Smith.  Thank you.



THE WITNESS:  Thank you.



CHAIRMAN OMAS:  Mr. Olson?  I'm going to make a statement similar to yesterday.  We're going to allow you to begin your cross-examination.  We will take a 10 minute midmorning break.  Then I'll let you start, but at 1:00, and you're not to stop at 1:00, but at 1:00 we will break for lunch.



MR. OLSON:  Mr. Chairman, I hope to surprise you and be done in two minutes.



CHAIRMAN OMAS:  By all means.  Proceed.


CROSS-EXAMINATION



BY MR. OLSON:


Q
Mr. Smith, hi.  Bill Olson, Val-Pak Direct Marketing Systems and Val-Pak Dealers Association.


A
Hello, Mr. Olson.


Q
When Witness Van-Ty-Smith was on the stand earlier one of her counsel suggested that a question that she didn't feel comfortable with would be responded to by you as the mail processing expert, and I'm hoping you can help me.



The discussion had to do with workers that were operating BCS and DBCS equipment in that particular MODS pools.  You're familiar with that one?


A
Yes.


Q
And that's the main pool for costs for DPSing letters?


A
I'm not sure it's the main one.  I would guess most DPS occurs in plants and so that DPS sorting would be in that cost pool, although that cost pool contains all DBCS operations, which includes a lot more than delivery point sequencing.


Q
What else would be included besides DPSing the mail?


A
It includes the whole gamut of -- I'd just refer you to Library Reference 55, Part 1, which lists all the MODS operations under that cost pool and lists the hours.



I think you'll find there's a lot of different operations listed there, you know, running from outgoing primary through incoming secondary.


Q
Do you know if there are DPS costs that are in other MODS pools?


A
Yes.  I think there would be DPS costs for the stations and branches, and that would be in the auto/mech cost pool, I believe.


Q
Auto?


A
Yes, I think it's called auto.  Let's see.


Q
I was just curious what the spelling was of the name of the cost pool.


A
Let's see.  It's nonMODS.  At least this is the way it's labeled in my Library Reference 53.  It's nonMODS and then auto, A-U-T-O, slash mech, M-E-C-H.


Q
Any other cost pools you think might have costs of DPSing letters?


A
I think those are the two.


Q
Okay.  If a DAL is DPS'd is that treated as a letter and counted as a letter shaped piece?


A
No.  No.  My understanding was in our cost system is that a data collector is asked to find the parent piece so that if a DAL is for a flat mailing then the DAL would be identified as a flat.


Q
Let's take a situation where a DAL mailing with unaddressed flats is entered at a DDU, and the DALs are shipped back to the plant for processing, for DPSing.  Witness Lewis I believe explained that that happens, correct?


A
Yes.


Q
For those pieces that are then at the plant and being run on the OCR to begin with, first of all, if they're not bar coded correctly --


A
Right.


Q
Not bar coded by the mailer.  I mean, they would have to be OCR'd and bar coded by the Postal Service, correct?


A
Yes.


Q
And then they'd have to be run through DPS, correct?


A
Yes.


Q
Okay.  You're saying that those are separated out?  There's a separate count of DALs, and they're not treated as letters?


A
Okay.  In the in-office cost system each tally, you know, represents a certain amount of labor time, each tally or reading.  As part of taking that reading they determine the shape of the mail piece.



For a DAL the shape of that piece is determined by its parent piece, so if its parent piece was a flat the mail piece would be called a flat.


Q
But you'd agree that it could be a flat or a parcel, correct, the host piece, the parent piece as you call it?


A
Are you saying we don't know what the parent piece is?


Q
Well, that's what I'm asking.  How would you know at the plant what the parent piece is?


A
Okay.  There are times when you don't know, and then it's marked as unknown.  I am told in our editing process we do then treat that as a flat, a flat cost, so there is a certain amount of unknown.



I'm not familiar with the rationale for this, but I know that those costs for pieces with unknown shape, DALs with unknown parent shape, they are treated as flats in the editing process.


Q
Even though they could be parcels?


A
That's right.


Q
And you're saying that the IOCS instructions, which require the tally taker to look to the parent piece as you call it and determine what that is and record that, are applicable here and followed here in the MODS cost pool for BCS/DBCS equipment?


A
As far as I know.  I mean, that's what the data collector and IOCS is asked to do.  Yes, I would think so.


Q
Are you able to develop a total number of DALs that are processed on DPS equipment or OCR equipment?


A
Well, our in-office cost system doesn't provide you any volumes.


Q
Right.


A
It just provides you total labor time, so I guess I'd say no.


Q
You say if it's known.  That would indicate to me that the DAL was there with a host piece at the plant.  Both were at the plant.  Would that not be when you would know what it was?


A
Yes.


Q
And if the DAL and the host piece are not physically proximate necessarily, would the tally taker have to go out and find the associated piece?


A
Well, they are asked to find the associated piece, but I'm not sure to what length they go to do that.  The percentage of time that it's unknown isn't that large.  I'd have to get back to you on percentages, but it's not that large.


Q
So you're saying most of the time the tally taker identifies it as a letter or a flat, the host piece?


A
Well, yes.  I guess presumably there wouldn't be letters with a DAL, but I don't know.


Q
I'm sorry.  Excuse me.  I assume it would be as a flat or a parcel, not a letter.


A
Yes.



MR. OLSON:  Mr. Chairman, if there is available numbers on this as to the pieces that are identified or unknown and how they're allocated that could be provided, that would be most helpful.



CHAIRMAN OMAS:  Mr. Smith?



THE WITNESS:  Yes.  We can provide that.  I've seen those calculations.  I myself wouldn't be doing them myself, but I'm pretty sure we have those numbers.



CHAIRMAN OMAS:  Would you please provide it?



THE WITNESS:  Okay.  Yes.



CHAIRMAN OMAS:  Thank you.



MR. OLSON:  I think both of my minutes are up.  Thank you.



CHAIRMAN OMAS:  I think so.  Thank you.



Mr. Hall?  I didn't have a chance to ask if there was anything further.



MR. HALL:  Mr. Chairman, I have only one or two questions that were occasioned by some cross-examination by Mr. Hart on behalf of ABA & NAPM.


CROSS-EXAMINATION



BY MR. HALL:


Q
Good morning just barely, Mr. Smith.  My name is Mike Hall, and I represent Major Mailers Association.


A
Good morning, Mr. Hall.


Q
Do you recall during your cross-examination by Mr. Hart that you indicated that as volumes of nonautomation presort letters decline the potential for inaccuracies in the data increase?


A
Yes.


Q
And would the same be true of a subset of nonautomation presort letters?


A
I'm not sure I understand what you mean by a subset.


Q
Well, do you understand that nonautomation letters are divided between nonauto machineable and nonauto nonmachineable?


A
Okay.  The costs I was referring to was the costs provided by the in-office cost system, and the in-office cost system can't provide any subsets, as far as I'm aware can't provide any subsets below nonautomation or automation.


Q
I understand with respect to the IOCS system, but if another witness broke up those costs into subsets, for example, nonauto machineable mixed AADC letters, your general statement that as the volumes decline the potential for inaccuracies increase, that would apply, would it not?


A
Well, my comments are about all nonautomation letters, all first class nonautomation letters, and that over time because the volume of first class presort nonautomation has declined and because there's some degree of error in determining automation versus nonautomation that degree of error has become a larger factor.  I really can't talk to how it would affect specific types of nonautomation mail.



MR. HALL:  Thank you very much, Mr. Smith.  Nothing further.



CHAIRMAN OMAS:  Thank you, Mr. Hall.



I've polled the bench, and no one has any questions.  Ms. Portonovo, would you like some time with your witness?



MS. PORTONOVO:  Yes, I would, Mr. Chairman.  Ten minutes, please.



CHAIRMAN OMAS:  Very good.  We'll come back at 12:10.



(Whereupon, a short recess was taken.)



CHAIRMAN OMAS:  Ms. Portonovo?



MS. PORTONOVO:  Thank you, Mr. Chairman.  The Postal Service has no redirect.



CHAIRMAN OMAS:  Thank you.  With that I think we'll take a luncheon break if everybody would like, or we could go straight through with this.  I think lunch would be nice.  Why don't we come back here about 1:15, and we will take up and consider Witness Kelley.



With that, Mr. Smith, thank you for your contribution to our record.  We appreciate it.  You are now dismissed.



THE WITNESS:  Thank you.  Thank you, sir.



(Witness excused.)



(Whereupon, at 12:15 p.m. the hearing in the above-entitled matter was recessed, to reconvene at 1:15 p.m. this same day, Friday, July 8, 2005.)

//

//

//


A F T E R N O O N   S E S S I O N

(1:16 p.m.)



CHAIRMAN OMAS:  Mr. Koetting?



MR. KOETTING:  Thank you, Mr. Chairman.  The Postal Service calls as its next witness John Kelley.



Whereupon,


JOHN KELLEY



having been duly sworn, was called as a witness and was examined and testified as follows:




(The document referred to was marked for identification as  Exhibit No. USPS-T-16.)


DIRECT EXAMINATION



BY MR. KOETTING:


Q
Mr. Kelley, could you please state your full name and position for the record?


A
John Kelley, economist with the Postal Service.


Q
Mr. Kelley, I've handed you a document entitled Direct Testimony of John Kelly on Behalf of the United States Postal Service, which has been labeled as USPS-T-16.  Are you familiar with this document?


A
Yes.


Q
Was it prepared by you or under your supervision?


A
Yes.


Q
Does the copy of the document that I've handed you contain pages 5 and 6, which are marked Revised June 17, 2005?


A
Yes.


Q
Now, do those pages reflect not only the revisions of June 17, but also the revision of June 9 that were made on those pages as well?


A
Yes, they do.


Q
With those revision, if you were to testify orally today would this be your testimony?


A
Yes.


Q
Are there any Category 2 library references associated with this testimony?


A
Yes.  I sponsor LR-K-67 and LR-K-39.


Q
And it is your intent to sponsor those into evidence?


A
Yes.



MR. KOETTING:  With that, the United States Postal Service would move that the direct testimony of John Kelley on behalf of the United States Postal Service, USPS-T-16, be admitted into evidence.



CHAIRMAN OMAS:  Is there any objection?



(No response.)



CHAIRMAN OMAS:  Hearing none, I will direct counsel to provide the reporter with two copies of the direct testimony of John Kelley.  That testimony is received into evidence.  However, as is our practice, it will not be transcribed.




(The document referred to, previously identified as  Exhibit No. USPS-T-16, was received in evidence.)



CHAIRMAN OMAS:  Mr. Kelley?



THE WITNESS:  Yes?



CHAIRMAN OMAS:  Have you had an opportunity to examine the packet of questions given to you in the hearing room today?



THE WITNESS:  Yes, I have.



CHAIRMAN OMAS:  If those questions from that packet were posed to you today orally, would your answers be the same as those provided in writing?



THE WITNESS:  I do have a couple of corrections.  MMA-5(d), the top of the second page, the nonDPS letter costs for BY '04 would be 10.35 cents, and the DPS letter costs would be 2.28 cents, and for test year '06 the nonDPS letter costs would be 10.92 cents, and the DPS letter costs wold be 2.41 cents.  I'm changing those to be consistent with another response, MMA-16(a).  T-16-16(a)



Another correction is OCA-T-16, Question 1(b).  On the third line I'd like to change the word form to from and 2000 to 2001.



CHAIRMAN OMAS:  Are there any additional --



THE WITNESS:  That's all.



CHAIRMAN OMAS:  There are no additional.



Counsel, would you please provide two copies of the corrected designated written cross-examination of Witness Kelley to the reporter?  That material is received into evidence and is to be transcribed into the record.




(The document referred to, previously identified as  Exhibit No. USPS-T-16, was received in evidence.)

//

//

//

//

//

//

//

//

//



CHAIRMAN OMAS:  At this point I'm going to add Witness Kelley's answers provided to Presiding Officer's Information Request.  They are POIR 2, Questions 1, 8 and 11; POIR 8, Question 9.



In addition, the answer to POIR 2, Question 11, identifies Library References K-69 as containing requested material.



Mr. Kelley, if these questions were posed to you today would your answers be the same as those you provided in writing?



THE WITNESS:  Just one clarification.  Does it say 69 or 67?



CHAIRMAN OMAS:  Excuse me.  K-67.



THE WITNESS:  Yes, they would be the same.



CHAIRMAN OMAS:  Even with glasses I can't see.  You do sponsor Library Reference K-67?



THE WITNESS:  Yes, I do.



CHAIRMAN OMAS:  Thank you.



I am now handing the reporter two copies of the answers you provided and direct that they be admitted into evidence and transcribed.

//

//

//

//




(The documents referred to were marked for identification as Exhibit Nos. POIR 2, Questions 1, 8 and 11, and POIR 8, Question 9, and was received in evidence.)

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//

//



CHAIRMAN OMAS:  Is there any additional cross-examination for Witness Kelley?



(No response.)



CHAIRMAN OMAS:  This brings us to oral cross-examination.  There have been five requests for oral cross-examination:  American Bankers Association and National Association of Presort Mailers, Greeting Card Association, Major Mailers Association, Office of the Consumer Advocate, Val-Pak Direct Marketing Systems, Inc. and Val-Pak Dealers Association.



Is there anyone else who wishes to cross-examine this witness?



(No response.)



CHAIRMAN OMAS:  Being none, Mr. Hart, you may begin.



MR. HART:  Thank you, Mr. Chairman.  Henry Hart for the American Bankers Association and National Association of Presort Mailers.


CROSS-EXAMINATION



BY MR. HART:


Q
Good afternoon, Mr. Kelley.


A
Good afternoon.


Q
Could you please turn to your response to Interrogatory MMA-T-16-2, subparagraph (b)?


A
Yes.  I'm almost there.  Yes.  I'm there.


Q
In that question in subparagraph (b) we asked you to explain why the unit delivery costs for first class single piece letters using the USPS cost methodology was 23 percent higher than the same unit delivery cost using the Commissions' methodology.



As part of your response you noted in the second paragraph that Columns 7 and 8 show that the USPS cost exceeds the PRC cost by 7.7 percent in Segment 6 and 52.7 percent in Section 7.



Without in any way asking you to opine on the merits of the Postal Service's methodology versus the Commission's methodology, but just as a witness your observation particularly on Segment 7 with a 52.7 percent differential, does that suggest to you that there's a fundamental problem in the Postal Service cost system?


A
No.  They are based on completely different methodologies.  You know, I used Cost Segment 7 as an input, but as far as the actual details of Cost Segment 7 it's not really something I'm an expert in.


Q
Okay.  Could you please turn to your response to MMA-T-16-8?


A
Yes.  I'm there.


Q
Thank you.  Near the bottom of that response you state that if costs are understated for one rate category, however, they are necessarily overstated -- I'm sorry.  Strike that.



You state if the costs are understated for one rate category, however, they are necessarily overstated for one or more other rate categories.  Does that statement not presume that the total costs are accurate in the first place?


A
Yes, it does.


Q
And so it would be possible that you could have an understatement in a rate category that was just independent of any other rate category?


A
Well, that statement there is referring to I used presort as an input, presort letter costs as an input.  I was really just trying to explain the distribution there.  Yes, I am assuming that the inputs from the CRA are correct.


Q
Okay.  In that same No. 8 you're talking about the difficulty of understatement or overstatement and you state that it's avoided by your proposed new methodology in Library Reference K-67 because there you've used delivered volume proportions to distribute cost to products.


A
Yes.


Q
Can you explain more fully how that avoids the problem of understatement or overstatement?


A
Well, in general I just feel that 67 is just a more consistent approach as a disaggregation of the CRA than the previous methodology, 117.  Really what we're trying to do in 67 is disaggregate the CRA, so we start with the CRA and disaggregate it.



My statement there really means if we put it back together we will get back to the CRA.  There was some inconsistencies in the previous methodology that wouldn't necessarily allow you to do that.  That's what I was referring to there.


Q
Does your new system allocate institutional delivery costs as opposed to attributable delivery costs?


A
No.


Q
Only the attributable delivery costs?


A
The volume variable costs, yes.


Q
Do you know under your new system what percentage of total delivery costs are attributable?


A
No, I don't.


Q
Do you know whether or not it attributes more or less than under the old system?


A
I guess you're talking about in total, 6, 7 and 10?  I don't know off the top of my head.  There could be differences amongst the cost segments, 6, 7 and 10.


Q
Are you familiar at all with the channel metric from the R1997 case?


A
No.


Q
Are you familiar with it a little bit?


A
No.  Sorry.


Q
Then obviously you didn't consider that.  Did you consider in this case any method that would distribute in any form institutional delivery costs by volume?  Institutional delivery costs.


A
No.


Q
Could you please turn to your response to MMA-T-16-9?


A
Okay.


Q
You're getting there faster than I am.  You state there that bulk metered mail is not currently captured by, and I think you meant either IOCS or CCS, so a proxy needs to be used to estimate its delivery cost, correct?


A
Yes.


Q
So we're looking for a proxy for delivery costs.  If you were to assume for purposes of responding to this that you had direct cost estimates for metered mail that showed that on average in an automated mail processing plant that the cost pools for metered mail more closely resembled single piece mail than they did nonauto presort, why wouldn't you use single piece as a proxy, as a delivery cost proxy, instead of nonauto presort?


A
Well, the task I had was to update the previous methodologies for the same rate categories.  I don't determine the proxies for BMM, so I just updated the previous methodologies for the rate categories.  I didn't determine the proxy.


Q
Okay.  That just wasn't part of your role?  You accepted it because it was used in the past case?


A
Well, I accepted the task of updating the unit delivery costs by the rate categories.


Q
And your conclusion that it was used in the last case was based on what?


A
Just looking at the previous -- I mean, the rate categories?  I'm not sure that it was.  I'm not sure that it was used.



I think I researched it to figure out what the proxy was.  I don't remember.  I was just looking at the previous unit delivery costs by shape, 117.  LRJ-117.


Q
Okay.  Could you please turn to your response to MMA-T-16-29?


A
Yes.


Q
In that response you state that delivery point sequenced letters are normally taken out in a separate bundle from the cased pieces.  Would you agree that as a result of mail processing automation today carriers at a mail address, who are driving a truck to a mail address, have to make more than one motion for each address?



First they have to take a handful of mail from the DPS group, put that in the mailbox, and then they've got to go back into the case and get the manually cased group, and then maybe they have to go back in addition for saturation mail, and maybe they have to go back for catalogs?


A
I have no idea.


Q
So then you wouldn't know if that were true whether the UPS (sic) has any measurement of that extra carrier cost time on those movements?


A
I don't know.



MR. HART:  I'm sorry.  Counsel has advised me that I said UPS.  I did mean USPS.



THE WITNESS:  I noticed that, but I let it slide.



MR. HART:  He doesn't let anything slide.  Okay.  Thank you.  The answer would be the same I take it.  Sorry.

//



BY MR. HART:


Q
Could you please turn to your response to ABA & NAPM/USPS-T-16-6?


A
Okay.


Q
In that response you confirm that you don't have a direct DPS percentage measurement for BMM letters or for single piece metered letters, but that you obtained the DPS percentages from Mr. Abdirahman.


A
Yes.  Let me just clarify.  I obtained the DPS percentages for presort letters from Mr. Abdirahman if we're talking about first class.


Q
Okay.  Instead of doing that, why didn't you calculate the total unit mail processing cost for metered mail, and I'm talking about mail processing costs, so calculate the total unit mail processing cost for metered mail as a percentage of the total single piece mail processing cost and take that same percentage and apply it to the unit delivery cost, apply that same percentage to the single piece unit delivery cost, to get an estimate of the BMM unit delivery cost?


A
Well, again I was just trying to update the previous methodology, the rate categories in there.  Single piece letters stand on its own.  That was the level of detail that we had last time.



As I previously indicated, I just did it for the rate categories.  BMM was not -- I wasn't told or wouldn't have the information anyway to give that.


Q
Do you have a view on whether that would be a logical thing to do?  I'll repeat it if you want.


A
I don't have a view.


Q
Okay.  I have one more question, if I may, and one exhibit.  I think I showed your counsel two exhibits two days ago.  I'm only going to refer to them, and if you'll let me know if you have it in front of you?  It's the First Class Delivery Unit Attributable Costs.



MR. KOETTING:  Mr. Chairman, I would note here that counsel and I have had some discussions on this.  The Postal Service is not convinced that the subject of this exhibit is within the scope of this witness' testimony, but based on my understanding of the questions that he intends to ask we are willing to go forward and see where this goes.



Hopefully we'll be able to get everything in without reaching a point of disagreement, but I would like to note that we do have some concerns and we're going to see where it goes.



CHAIRMAN OMAS:  Thank you.



Mr. Hart?



BY MR. HART:


Q
Do you have that in front of you, Mr. Kelley?


A
Yes, I do.


Q
Do you recognize that as a listing for 1992 through 2004 of the cost and revenue analysis figures for first class delivery unit attributable costs for both single piece letters and parcels and for presort letters and parcels?


A
Yes.  I haven't confirmed all the numbers, but, yes, I recognize it.


Q
And then also do you recognize the 2005 and 2006 year figures as coming from Library Reference

LR-K-115 in this case?


A
For the purposes of the question I'll accept that.


Q
Okay.


A
But I haven't checked it.


Q
Would you agree that this chart, assuming the accuracy of the numbers, suggests that the delivery unit attributable costs in first class, that the difference between those for single piece and those for presort is widening from 1992 to 2006?


A
Just from reviewing the data points, I would agree with that.



MR. HART:  That's all the questions I have.  I would ask that the exhibit be introduced into the record NAPM Cross-Examination Exhibit T-16-No. 1.



CHAIRMAN OMAS:  Without objection.



MR. HART:  Thank you.




(The document referred to was marked for identification as  Exhibit No. ABA & NAPM/USPS-T-16-Cross Examination No. 1 and was received in evidence.)

//

//

//

//
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//

//

//

//

//

//

//

//



MR. HART:  Thank you, Mr. Kelley.



THE WITNESS:  You're welcome.



CHAIRMAN OMAS:  Thank you, Mr. Hart.



Mr. Hall?  Excuse me, Mr. Hall.  I'm sorry.



Mr. Swendiman with American Greeting Card Association?



(No response.)



CHAIRMAN OMAS:  He's not here.  I'm sorry.



MR. HALL:  I'd be happy to go.



CHAIRMAN OMAS:  You're next.  We'll wait for him to come in.


CROSS-EXAMINATION



BY MR. HALL:


Q
Good afternoon, Mr. Kelley.  My name is Mike Hall, and I represent Major Mailers Association.


A
Good afternoon.


Q
I'd also like to introduce to you and to any of the Commissioners who may not know him the gentleman sitting to my right.  This is MMA's expert witness, Richard Bentley.



I introduce him to you because I have just a preliminary question for you.  In preparing your delivery cost analysis for this case did you review the testimony filed by Mr. Bentley or any other witness in R2001-1?


A
I did review Witness Schenk's testimony and responses to interrogatories, as well as the transcript.


Q
But none of the Intervenor direct testimony?


A
I mean, I had heard of the name before so I may have read it, but I don't recall specifically.


Q
We appreciate that.  Could you turn please to your response to Interrogatory T-16-24?


A
Yours?  MMA's?


Q
I'm sorry.  MMA's, yes.


A
Yes.  I'm there.


Q
Okay.  Could you please focus on Questions (a) and (b) and just take a moment to read them over?


A
Okay.


Q
Now, for (a) you confirmed, did you not, that for letters that are not DPS'd you have not provided the Commission with unit costs for single piece letters compared to workshared letters and that you do not even have any intuition as to which letter would cost more?  Is that right?


A
Yes.


Q
And you also confirmed essentially the same thing for letters that are DPS'd in Part (b)?


A
Yes.  For single piece letters we don't have a DPS/nonDPS breakout, so I have not studied the issue.  That's why I confirmed it.


Q
Okay.  Now, if I were to change the term single piece letters to similar letters that are not workshared would your answer still be the same for (a)?


A
I guess my usual interpretation of workshared is presorted, so I guess we have presorted and single piece.  I guess, no, it wouldn't.  I'm a little confused by the question.


Q
Well, I'm talking about letters that aren't workshared.


A
So by my interpretation those would be single piece.


Q
Well, they would be similar to workshared letters, but they would not be presorted, and they would not have bar codes on them, and perhaps the address quality or the extent to which the address has been checked against newer records, that hadn't been done.  With that explanation, would you agree that you didn't study that matter either?


A
The only categories I have are single piece and presorted, so, yes, I would agree.  I have not studied that issue.


Q
And the same goes for similar letters that are not workshared for the question in (b), namely letters that are DPS'd?


A
Yes, the same holds true.


Q
Could you turn please to your response to Interrogatory MMA-T-16-5, and in particular Part (d)?


A
Did you say 5(b)?


Q
(d) as in David.


A
Okay.  Sorry.  Yes.


Q
There you did provide presorted first class letter unit delivery costs and gave them to us, breakouts for fiscal year of base year 2004 and test year 2006 with a breakdown between nonDPS'd letters and DPS'd letters.  Do you see that?


A
Yes.


Q
And then you told us that first class single piece unit delivery costs cannot be separated into nonDPS and DPS unit costs.  Do you see that?


A
Yes.


Q
And why is it that that cannot be done, if you can do a breakout for workshared?


A
The way I got those costs, the presorted costs were results of the DPS percentages that are input into the model and provided to me by Witness Abdirahman.  We don't have a DPS percentage for single piece.


Q
Okay.  Now, we talked a little bit about worksharing before.  Is it your understanding that it consists in part of presorting?


A
Yes.  I mean, I often times think of the words synonymously.


Q
Okay.  But it also includes prebar coding, doesn't it?


A
I really hadn't thought about that, but for the purposes of the question I guess I'll concede that.


Q
And workshare mailers are required to provide good, readable, reliable addresses, aren't they?


A
I'm not familiar with the address standards, necessarily the exact address standards that are contained in the BMM, but --


Q
Well, you do understand that they make special steps or must meet different requirements than bulk metered mail, for example?


A
Well, I don't know anything about bulk metered mail so I can't really confirm that.


Q
Now, you've already agreed, have you not, that casing is less expensive for workshared letters?  Is that correct?


A
Is there a specific response where I agreed to that?


Q
I think it's 5(c), but let me double check.


A
Yes.  I'm at 5(c).  I gave an intuitive response there.


Q
Okay.  That's just the answer I was looking for.  Let me ask you this.  Is there anything in Library Reference USPS-LR-K-67, the library reference that you're sponsoring here, that supports your intuition on that matter?


A
Well, the manner in which the casing costs are distributed to the class of mail, the presort, I think is -- let me find the response -- explained in MMA-T-16-18, and really that involves -- well, I lay it out there.


Q
Actually, let's start with could you give me a yes or no?  Do 6 and 7 support your intuition on that matter on casing costs, the fact that workshared letters would cost less than single piece?


A
Well, to the extent that the DPS percentages that I received from Witness Abdirahman are higher it would support that.


Q
Okay.  By how much would the unit cost per single piece exceed the unit cost for workshared?


A
I don't know exactly.  It depends on the DPS percentage.


Q
If we're talking about casing, we're talking about a manual process, aren't we?


A
That's my understanding.


Q
Okay.  So whether or not letters were DPS'd wouldn't affect casing, would it?


A
When you said unit casing costs I presumed you meant the casing costs from IOCS divided by the total volume, so the more letters that go through.  I mean, I thought you were talking about a unit casing cost for the rate category.


Q
Well, your answer that we've been talking about where you applied your intuition dealt with casing of letters that hadn't been DPS'd, didn't it?


A
Are we back to 5(c)?


Q
Yes.


A
Okay.  Let me just re-read it.



(Pause.)


A
Yes.  5(c) assumes that they're both not DPS'd, but I was a little confused when you talked about the unit casing costs.


Q
I apologize for that.  If they were DPS'd, if a workshared letter were DPS'd and a single piece letter was DPS'd, can you tell us what your intuition on that subject would be as to the difference in casing costs?


A
Well, again presumably if we are comparing just those two letters neither would be cased.  Are you referring to --


Q
No.  Both would be cased.


A
I thought you said DPS'd.  Did you say both not DPS'd?


Q
I believe I said this time both --


A
Okay.


Q
Did I say both were not DPS'd?  Yes.  I think we're to the point where both are DPS'd.


A
Okay.  Well, if both are DPS'd then neither presumably would be cased.


Q
And so then this delivery cost for both letters would be the same?


A
Yes.


Q
Now, it's true, isn't it, that the only letters that are not workshared -- in other words, are not presorted or bar coded -- for which you derive unit delivery costs are single piece letters?


A
That is correct in first class.  I assume we're talking about that still.


Q
Okay.  Yes.  And all of the other letter categories included in your study are either presorted, bar coded or both?


A
Yes.  They're all part of the first class presort.


Q
Are you aware that Witness Abdirahman used nonautomation machineable mixed AADC letters or NAMMA for a proxy for BMM letters?


A
Yes, I am.


Q
And are NAMMA letters workshared?


A
They're in the presort category, so by what I think of workshared I would say yes.


Q
And how about BMM letters?  Are they prebar coded?


A
I just don't know anything about BMM mail.  No knowledge of that.


Q
So you wouldn't know if they were presorted?


A
No.  Yes.


Q
Do you know of any requirement that applies to both metered mail letters?


A
No.


Q
Let's see if you'll know this.  Would you agree that both metered mail letters are similar to workshared letters but without worksharing?


A
I do not know.


Q
Would you agree that single piece metered mail except for collection costs is similar to workshared letters, but without worksharing?


A
I haven't studied the issue.  I don't know.


Q
Are you familiar with POIR No. 1?


A
Any specific question?


Q
Well, let me just read you one passage from there.  Here the Presiding Officer is referring the Postal Service to USPS-T-21, certain tables, and Library References 48 and 110 and then observes that the workshare related savings for machineable first class mail nonautomation presort letters is negative 1.413 cents using USPS proposed methodology and negative 1.652 cents using the method in the R2001-1 PRC opinion.



It goes on, "These results imply that presorted first class letters that are not prebar coded are more costly for the Postal Service to process than similar letters that are not presorted."



My question to you is does your analysis, your delivery cost analysis in this case, provide a comparison between presorted first class letters that are not prebar coded and similar letters that are not presorted?


A
What's the comparison I'm supposed to be making?  Presorted that are prebar coded and?


Q
Presorted first class letters that are not prebar coded and similar letters -- I'm using the term similar because that's what the Commission used.  Similar letters that are not presorted.


A
So I'm making a comparison between single piece and presorted?


Q
The question really is does your analysis in Library Reference 67 provide that comparison the Commission was looking at?


A
I mean, there is a unit delivery cost for single piece, and there's a unit delivery cost for presorted in Table 1.  Only to that extent, if I understand the question correctly.


Q
That's not used to measure workshare cost savings, is it?


A
No.  I don't know actually.



MR. HALL:  At this point, Mr. Chairman, I'd like to have a cross-examination exhibit identified and marked for the record and transcribed.



CHAIRMAN OMAS:  Without objection.



MR. HALL:  This is for the reporter.



BY MR. HALL:


Q
If they have been distributed, do you have a copy?


A
Yes, I do.



MR. HALL:  Mr. Chairman, this exhibit is titled Summary of First Class Single Piece Unit Delivery Costs, and I would request that it be marked I believe Exhibit XE-MMA-4.



CHAIRMAN OMAS:  Without objection.




(The document referred to was marked for identification as  Exhibit No. XE-MMA-4.



BY MR. HALL:


Q
Now, before we turn to the exhibit could you please look at your response to MMA Interrogatory No. 2?


A
I'm there.


Q
Okay.  You have an explanation there, don't you, for why your methodology results in a much higher unit delivery cost per single piece letters than the old methodology?


A
Yes.  Than the PRC methodology?  Yes.


Q
Right.  That explanation doesn't mention or discuss in any way collection cost, does not?


A
Not explicitly, no.


Q
Can you show me where it is implicitly?


A
Yes.  It would be maybe the second page, the 52.7 percent higher Segment 7 costs.  That includes the collection cost.


Q
Okay.  Now, am I correct that in a response to Interrogatory MMA-T-16-13 you provided one level of collection costs of approximately $80 million originally?  Is that correct?



MR. KOETTING:  I believe that answer was revised.  That was an incorrect number.



MR. HALL:  That's what I'm getting to.  I just want the witness to confirm that that was the original answer.



THE WITNESS:  I believe that was the original answer.



BY MR. HALL:


Q
Okay.  And then you revised the answer and collection costs went from $80 million up to, if memory serves, approximately $930 million?


A
Let me just look at the response.  For Segment 7 it would be $842 million.


Q
Yes.  Then you have to add Segment 10, right?


A
Right, but the part about the 52.7 percent from MMA-2 was Segment 7 costs.


Q
Okay.  We've sort of moved on to T-13.  Am I about right if we add --


A
It's actually the total of $910 million.


Q
Well, it is now.


A
It always was.  There was just an error in the response.


Q
Okay.  First you said it was $80 million.  Didn't you on June 15 file a first revision we'll call it, and that reflected approximately $930 million?



MR. KOETTING:  Mr. Chairman, I'm not sure  what the significance or the relevance is of a number that has been acknowledged to be incorrect.  The correct numbers are the revised numbers on 6-17.  I don't know why we would be talking about erroneous numbers.



MR. HALL:  Well, we're talking about erroneous numbers because there's an obvious difference in the magnitude of collection costs as first reported by the witness, as subsequently reported by the witness and finally reported by the witness.



MR. KOETTING:  But the only relevant one is the final one, not the original erroneous one.



CHAIRMAN OMAS:  I agree with the Postal Service.  I think we should move on.



MR. HALL:  Okay.



BY MR. HALL:


Q
Now could you look at the cross-examination exhibit that was just marked?


A
I have it.


Q
Looking at Column 1, the first unit cost of a little over seven cents come from your Library Reference 67?


A
Yes.


Q
And that's also to be found in Library Reference 145, which you provided in connection with a response to MMA-T-16-13?


A
Yes.  That's my understanding, yes.  I just wasn't sure when we filed 145.


Q
I'm sorry.  It's the number in the second column that comes from 145.  Isn't that right?


A
Yes.  I couldn't remember if both numbers were in there or just the second column.


Q
Okay.  I'm sorry.  The confusion was mine.  Now, in the next row we have Library Reference K-101 costs, and that's the PRC methodology, right?


A
Yes.


Q
And the difference between the two unit costs in Column 1 is a little over 1.4 cents, correct?


A
Yes.


Q
What accounts for that difference?


A
That's mainly due to the new Segment 7 methodology that I input from the CRA.


Q
What costs are different under K-67 and

K-101 library references?


A
I mean, I have a very basic understanding of what's happening there, but the $910 million comes directly from the CRA spreadsheets, Cost Segments 6, 7 and 10.  I mean, then I divided it up into letters by delivery volumes.


Q
And what were the collection costs under the PRC method, K-101?



MR. KOETTING:  I would object that the PRC methodology, the established methodology, only produces a unit delivery cost for first class with collection.  There's nothing in the PRC methodology that pulls out collection costs.  That number is not part of the established methodology.



MR. HALL:  Do I understand counsel to be saying it can't be done?



MR. KOETTING:  Mr. Chairman, there's a pending motion to compel on an interrogatory on this matter.



MR. HALL:  I was about to say that.  There is a pending motion to compel to get those costs and to get the equivalent of Library Reference K-145 using the PRC methodology.  That is the reason why you see N/A in several of the cells there.  That means Not Available subject to a ruling on the motion to compel that was filed yesterday.



BY MR. HALL:


Q
Could you look at Column 3 on the line that reads K-67/K-145?


A
Yes.


Q
And there you've shown the unit collection costs for single piece, first class single piece?


A
Yes.


Q
Is that correct?


A
As it's labeled, yes.  That matches the response to 13.


Q
Based on your knowledge and your expertise, is it possible that the unit collection cost figure of 2.335 cents could be the same under the PRC methodology?


A
I really don't know.  I don't know enough to comment on that.


Q
Now, do you have in mind what the collection costs were under the old methodology from the last case?


A
Not the exact cost, no.  I have basically a basic understanding.


Q
Well, does the dollar figure of approximately $185 million ring a bell?


A
No.


Q
Okay.  So then you wouldn't know if collection costs have more than quadrupled?


A
I just don't know the figure.


Q
Well, let me just be clear so that the Commission is aware of this.  You haven't studied at all why there has been a significant increase.  Can we agree that there's been a very significant increase in collection costs from the methodology used in R2001-1 to your analysis in this case?


A
My basic understanding is that that is the case, but I have not explicitly studied the issue.


Q
And do you think that's something that should be studied?


A
I don't have an opinion on that.  I input costs from Segment 7, which is an audited financial document, the CRA, and so I have no reason to doubt those numbers that I get.


Q
So in other words when you first presented Library Reference 67 you took numbers provided from someone else and didn't have occasion to examine them for yourself?


A
There are various inputs in, and Segment 7 inputs, I do take them.  I do import them into the model.  I don't have the time to question every single number because it's coming from the CRA.


Q
And when collection costs increased under the revision from $80 million to over $900 million you didn't have occasion to question that or give it any thought?



MR. KOETTING:  Mr. Chairman, I'm going to object.  The Postal Service put on three witnesses yesterday that were testifying about the new city carrier methodology, which includes a new way of dealing with collection costs.



Those questions would have been well directed to any of those witnesses.  I'm not sure why they are at all relevant to this witness' testimony where he said he simply takes the result as an input.



MR. HALL:  Well, the relevance is to his study, and the relevance involves the fact that the higher the collection costs the lower the single piece delivery cost, which lowers the derived delivery cost savings due to worksharing.  That's directly relevant to this witness' testimony.



CHAIRMAN OMAS:  Continue, Mr. Hall.



BY MR. HALL:


Q
Do you understand the relationship I just gave in connection with explaining the relevance?


A
I could hear it again.


Q
Okay.  I'd be happy to.  It runs something like this.  The higher the collection cost the lower the single piece delivery cost, which in turn lowers the derived unit delivery cost savings due to worksharing.


A
Okay.  I mean, I can follow that a little bit, but my task is to come up with unit delivery costs.



I don't consider -- I mean, savings isn't something that comes into it.  I'm just trying to come up with a unit delivery cost based on disaggregating the CRA based on inputs from Cost Segments 6, 7 and 10.


Q
Okay.  So in other words, both relationships that I just discussed with you were not something that fell under your purview?


A
No.  I didn't view that as part of my task.



MR. HALL:  That's all we have, Mr. Chairman.  Thank you very much, Mr. Kelley.



CHAIRMAN OMAS:  Thank you, Mr. Hall.



MR. HALL:  That's all we have except a housekeeping matter.  I would like to move the cross-examination exhibit into evidence at this pint.



CHAIRMAN OMAS:  I'm sorry?



MR. KOETTING:  No objection, Mr. Chairman.



CHAIRMAN OMAS:  No objection.  Very well.



MR. HALL:  Thank you.

//

//

//




(The document referred to, previously identified as  Exhibit No. XE-MMA-4, was received in evidence.)
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CHAIRMAN OMAS:  Mr. Kelley, from now on if you're asked a question you can simply answer yes or no or to the extent that you can answer the question that's being directed to you.



THE WITNESS:  Okay.



CHAIRMAN OMAS:  Okay.  I mean, if you don't know the answer --



THE WITNESS:  Is there a particular -- okay.



CHAIRMAN OMAS:  No.



THE WITNESS:  I just don't know.



CHAIRMAN OMAS:  I'm just saying in general.



THE WITNESS:  Okay.



CHAIRMAN OMAS:  Mr. Costich?



MR. COSTICH:  Thank you, Mr. Chairman.  Rand Costich for the OCA.


CROSS-EXAMINATION



BY MR. COSTICH:


Q
Good afternoon, Mr. Kelley.


A
Good afternoon.


Q
Could you look at page 8 of your testimony?


A
I'm there.


Q
In Lines 1 and 2 you state that the purpose of this section of your testimony is to describe the sample design for CCSTS.  Is that right?


A
Yes.


Q
This may seem picky, but did you design the sample for the CCSTS?


A
Yes.


Q
You've worked for the Postal Service since 1997?  Is that right?



CHAIRMAN OMAS:  Mr. Costich, would you please speak up?  Thank you.



THE WITNESS:  That is correct.



BY MR. COSTICH:


Q
Have you been a witness here at the Commission previous to today?


A
No.


Q
Have you assisted other witnesses?


A
Yes.


Q
Could you describe that activity?


A
I assisted Witness Harahush in R2000-1 in providing just information and assisting in the answering of interrogatories about the city carrier cost system and rural.  I believe the rural carrier cost system as well.


Q
Have you had occasion to design other samples for the Postal Service?


A
Yes.


Q
Could you describe that?


A
I worked on activity based costing and designed basically a mail processing study.  Really a sampling.  I would more accurately reflect that as a sampling of processing and distribution centers.


Q
That was not carrier street time that you were examining?


A
Not that particular sample, the other sample that you asked about.  This was an independent effort.  It wasn't rate case related.


Q
Have you designed any other samples for carrier street time?


A
I guess the update or whatever, the data collection effort that was mentioned yesterday by Witness Stevens, basically for lack of a better term an update of the CCSTS.


Q
Does that involve an entirely new sample design?


A
It's primarily the same design, but it started over as far as selecting the actual primary sampling units.  The design is similar.


Q
So you drew a sample of different zip codes?


A
Yes.


Q
When you say an update of the previous study, do you mean a similar timeframe of two weeks?


A
Yes.  My recollection is that it was the same.  It covers two weeks, but I'm not sure.  I mean, I wasn't prepared to really discuss that.


Q
This was a sample of carrier street time activities in 2004?


A
Yes.  That is my understanding, yes.  As I recall it I guess is what I'm trying to say.  Yes.


Q
Do you know when in 2004?


A
My recollection is the April/May timeframe, but I'm not -- that's my recollection, my best recollection.


Q
So we have or at least the Postal Service has an update of the 2002 sample done in the April/May time period of 2004 for different zip codes?  Is that correct?


A
That's my recollection.


Q
Do you know what data were actually collected during this update?



MR. KOETTING:  Mr. Chairman, I'm not sure what relevance it would be to this witness' testimony in terms of the sample that was done in the 2002 study that he's here to testify about.



MR. COSTICH:  Well, Mr. Chairman, the OCA has tried several times to elicit from the Postal Service additional data of this type for other time periods than the 2002 study, and we've been consistently rebuffed.  It was only yesterday that we learned that in fact there are some data for different time periods.



We want to get that data, but we're not asking this witness for it.  We do want to know as much about it as possible so that when we do ask for it we know what we're asking for and won't be vague or unduly burdensome in our request.  I'm just trying to establish what the data are that apparently exist.



CHAIRMAN OMAS:  I see.  Can you answer that question, Mr. Kelley?



THE WITNESS:  Well, I actually forgot the question.



CHAIRMAN OMAS:  Would you repeat the question, Mr. Costich?



BY MR. COSTICH:


Q
What kind of data were collected during the 2004 update?


A
My recollection is that it was similar.  It was scanned similar to the 2002 data and also some in-office scans as well.  I couldn't lay it out any more than that.


Q
When you say scans, do you mean time data?


A
Yes.  Self-scanning, a similar kind of process of the 2002 study.


Q
Was any volume data collected?


A
I'm just not -- I imagine it was, but I'm not sure.



MR. COSTICH:  No further questions, Mr. Chairman.



CHAIRMAN OMAS:  Thank you, Mr. Costich.



Mr. Olson?  Why don't we, before you begin, take about a 10 minute break, and then we'll come back.  Is that all right with you, Mr. Olson?



MR. OLSON:  Certainly, sir.



CHAIRMAN OMAS:  Thank you.



MR. OLSON:  Certainly, sir.



(Whereupon, a short recess was taken.)



CHAIRMAN OMAS:  Mr. Olson?



MR. OLSON:  Thank you, Mr. Chairman.  William Olson representing Val-Pak Direct Marketing Systems, Inc. and Val-Pak Dealers Association.


CROSS-EXAMINATION



BY MR. OLSON:


Q
Hello, Mr. Kelley.


A
Hello.



MR. OLSON:  Mr. Chairman, I advised Postal Service counsel that I intend to try to pick up the pace as best as I am able, and I'm sure the witness will have no trouble, but if at any time as a concession to the hour of the day and the mortality of man, I'm trying to move the schedule along.



CHAIRMAN OMAS:  Another two minutes?



MR. OLSON:  No.  I used up my two minutes.  I'm just going to say I'm going to move it along, and if the witness needs more time to react I'm sure he'll ask for it.  With that, I'm just giving a warning.



CHAIRMAN OMAS:  Yes, and I'll tell the witness that if he doesn't know the answer just say whatever and that you don't know it, and we'll just go on, but you take all the time.  You'll like Mr. Olson.



THE WITNESS:  Okay.



CHAIRMAN OMAS:  Proceed.



BY MR. OLSON:


Q
Mr. Kelley, if you can turn to Val-Pak-T-16-6(c)?  I know you're there already.


A
Yes.


Q
The question refers to delivery cost for standard regular flats and ECR basic flats, correct?


A
Yes.


Q
Okay.  In our question about that we asked you about how the ECR basic flats cost only 6.152 cents to deliver while the regular flats cost 9.795 cents, and you gave us your answer indicating it was a combination of two factors, one being city in-office unit costs and the other rural carrier unit costs, correct?


A
Yes.


Q
And the first of the two factors was the dominant factor, and you thought the reason that the cost was much higher was in-office casing costs are much higher for standard regular flats.  Is that a fair summary?


A
That's a fair summary of the response.


Q
Okay.  Since we asked that interrogatory there was a revision to some of these costs.  Going back, the June 17 revision to K-101 gave us some other numbers.



You can check them if you want, but if you don't mind I'll just give you the numbers and ask you to accept them subject to check and then ask you questions based on that.  Is that okay?


A
Actually, I have the table in front of me.  Which numbers?


Q
It's the basic ECR flats.  I have 5.923 cents, correct?


A
Yes.


Q
And the three/five digit flats, 11.184 cents?



MR. KOETTING:  Mr. Chairman, I hate to interject here, but I'm not moving as far as everybody else.  Could you please tell me where we're at?



MR. OLSON:  We're at Library Reference

K-101, which updated the flats delivery cost.  They were originally as they appear in that Interrogatory (c), and they've since been changed.  Well, the one we started with, T-16-6(c).



CHAIRMAN OMAS:  I think that's what he wanted.



MR. OLSON:  Is that okay?  All right.



THE WITNESS:  I confirm the 11 cents, the 11.184 cents.



MR. OLSON:  Thank you.



BY MR. OLSON:


Q
So before the revision the delivery costs of standard regular three/five digit flats were by my calculation 59.2 percent higher than the delivery costs for ECR basic flats.  Does that look about right?  It is 9.7 versus 6.1.


A
You're just comparing the old difference?  Yes.  Okay.


Q
Yes.  Then it got worse after the revision.  Worse depends I guess on the eye of the beholder, but the difference was more pronounced in that the difference between 5.9 and 11.1 from our calculation is that it now costs 5.261 cents more for basic ECR flats than regular three/five digit flats or 88.8 percent more, which is coming pretty close to double.


A
Maybe I misheard you, but basic flats are 5.923 cents, and we're comparing that with 11.184 cents.  Basic flats are less.  I thought you said more.


Q
If I did, I apologize.  But the differential now is 88.8 percent by our calculation.  Does that look about right?


A
Okay.


Q
Okay.  Going back to your response to

Val-Pak-6(c) as to what you think is causing that difference, let me just deal first with your response having to do with in-office cost for city carriers.



Do you have any other thoughts as to what might be driving that big differential between those two types of flats?


A
Well, this question is with regard to the PRC methodology, so no.


Q
Have you looked at the differential under Postal Service methodology?


A
I don't recall.  I mean, I wouldn't recall the difference.


Q
Okay.  Your response here talked about, as we said before, the in-office casing costs being much higher for standard regular flats than they are for ECR basic flats, and you say this is to be expected because ECR basic flats arrive at the delivery units already sorted to a finer degree, correct?


A
Yes, that's my understanding.


Q
Does that reflect your understanding that those ECR basic flats are coming in presorted by line of travel?


A
Yes.


Q
Would you think that one reason would be the dominant reason to explain the differential?  It seems to be that's what you're saying and I want to confirm that.


A
Well, using the PRC methodology that is the dominant reason.


Q
Then we followed up on this interrogatory with Interrogatory No. T-16-40(a).  Could you turn to that one?  That's where --


A
I'm sorry.  I'm not there.  Yes.  I'm there.


Q
That's where we discuss line of travel and it's affect and in Interrogatory No. 40(a) we asked you to provide an analysis of how much speed line of travel adds to casing and if any associated cost affects including copies of any analyses which the Postal Service has relied on in prior cases.



Your response was I don't know and then you said since I haven't studied the issue it is impossible for me to quantify the magnitude of the difference between the casing rates.  I skipped one sentence which you can add if you want, but basically you're saying you haven't studied that, so you don't know yourself?


A
I wasn't able to quantify the difference.  No.


Q
Now, when we asked you to tell us whether there were any analyses that the Postal Service has relied on in previous cases you didn't identify any.  Do you know of any?


A
No.  I mean, the -- no.


Q
So I take it that you're not aware that the Postal Service presented in Docket No. 2000-1 an analysis of -- this was Library Reference I-307 for the record -- how much faster line of travel standard nonletters can be cased and nonletters that are in no particular order.  This is of course not flats, but letters.  Are you aware of that study?


A
No.


Q
I'll just represent this and go on to ask you a question about it.  The study showed that line of travel saved 0.74 cents per piece for letters and if you haven't seen it I can't go any further, but is it fair to say you have no further information for us about -- well, I guess you've already said that, so no sense in confirming it.



Let me just ask you this.  Let's assume that something like .74 cents is a reasonable estimate of cost savings from line of travel.  Now, I know that's a letter and we're dealing with flats, but suppose we subtract that from the cost difference that we had before of 5.261 cents.



So that leaves about four and a half cents of differential between standard ECR basic and standard regular three/five digit flats, correct?


A
You're comparing the final unit delivery cost and then subtracting .74 cents?


Q
Yes.


A
Okay.  I'll accept that.


Q
About four and a half cents?


A
Okay, for the purpose of the question.


Q
In Val-Pak 40(b) there we asked you about machinability.  We know that these flats aren't being machined, but we use that word to indicate pieces that might not be of normal size or such and you said I don't know, correct?


A
Yes.


Q
We were trying to get down to a number we could grasp and we took a look at the piggyback factor and found the factor was an average -- I'll give you these numbers if you want, but it was roughly 1.25 and if you reduce the four and a half cents by the piggyback factor you take it down to about 3.6 cents of actual carrier costs, the rest being supervisor time or other related costs.



I want to ask you your opinion as to whether you think this is a useful way to measure this difference.  We took some rough numbers and assumed the carrier made $40,000 a year, he worked 2,080 a year, 60 minutes an hour, then he gets paid 32 cents a minute interestingly enough.



On that basis we found that the 3.6 cents of carrier costs translates into 6.75 seconds.  In other words, by this measure it takes 6.75 seconds longer to case a three/five digit flat than it does to case a basic ECR flat.  Does that sound like a plausible way to analyze this if the additional casing cost is the additional reason for the cost differential?


A
I just reiterate my response to 40(a).  I just haven't studied the issue and the different casing rates.


Q
Well, let me ask one last question which is can you see any reason why relative to a basic ECR flat it would take an extra 6.75 cents to case a three/five digit flat?


A
I just haven't studied it, so I can't provide any insight.


Q
Well, let's look at a time comparison from the last docket and this time I'll make it easy because I'll switch to USPS costing so you can speak to it more clearly.  The cost of delivery of a three/five digit flat that I have is 9.290 and a basic ECR is 6.143.  Can you confirm that?


A
Is this from 67?


Q
No.  Library Reference 67?  I don't know.  I don't have the source in front of me.


A
I mean, is this 2005 or 2000?


Q
Current.


A
Current.  Okay.  Could you just read those numbers again?


Q
9.290 for three/five digit flat, correct?


A
Yes.


Q
Basic ECR flat is 6.143?


A
Yes.


Q
We went back and looked at R2001-1 and I'll read for the record where that comes from.  It's in Cell G-8 of USPS-LRJ-132-WP1.XLS-Sheetcost and the cost for basic ECR flats is in Cell G-11 of USPS-LRJ-131-WP1.XLS-Sheetcost.



What we found in R2001-1 is that the delivery costs of those three/five digit flats between then and now has increased 11.77 percent and basic ECR has increased 1.2 percent.  That's the comparison to the prior case.  I don't know if you look at things like this.



I know you haven't been a witness before, but when you develop these carrier costs do you go back and look to see how they change over time as a check of some sort?


A
I didn't check the specific categories that you gave me.  No.  Not on this time.


Q
Is there any explanation that you can suggest as to why the delivery cost of three/five digit flats is up about 10 times as much as basic ECR flats?


A
Well, as I've stated in a few interrogatory responses there's a real difficulty in comparing the two unit delivery costs due to the different Segment 7 and Segment 10 methodologies that are used in the current case, so it can get mixed between a change in methodology in a CRA methodology and that can be reflected within 67.


Q
Well, you're not suggesting are you that the new carrier street analysis would cause this kind of change?


A
Well, you're talking about in-office?


Q
Yes.


A
No, but I think there's -- well, I really just haven't studied the issue.  I'm just saying the comparisons in general.  I mean, you didn't give me in-office delivery costs.  The costs that you gave me, the 9.2 cents and the 6.143 cents include six, seven and 10.



So, you know, that's the total delivery cost that incorporates all those cost segments.


Q
Would you think that the new carrier street analysis would cause this kind of pattern of differential increase in standard ECR and standard regular flats?


A
I don't know.


Q
Let me ask you to go to page 7 of your testimony, line 19.  In that paragraph at the bottom of page 7 you talked about the USPS version to develop delivery costs being superior to prior USPS work, correct?


A
Yes.


Q
Then you say something similar on page 16 after the intervening pages.  You say in summary the sample design for the CCSTS is superior to the one employed by the STS.  So again, you're saying that the Postal Service's methodology is improved since the last case.  Is that what you're saying?


A
Well, we're talking about two completely different things there, but yes, in both cases I'm saying that.


Q
In between here you explain the improvements do you not?


A
The improvements are primarily -- yes.  They're mostly as part of the sample design of the CCSTS as compared to the mid-80s STS study.


Q
Can you go back to page 6 of your testimony?  The one that I have is revised June 17.  That's the most recent, correct?


A
Yes.


Q
In Table 1 at the top it says standard ECR with DAL city carrier street time costs and DAL rural carrier costs included in the numerator of the ECR saturation letters unit cost, correct?


A
Yes.


Q
Where does the first section of this table, this first section through the various ECR products until you get to the next bolded heading, where does that fit in?  Is that a methodology that was used to develop USPS costs in R2001-1?


A
Well, in R2001-1, yes.  The DAL costs were included.  Again, we're just talking about street time.  DAL costs are in the saturation letters.


Q
Then, once you get to the next section you've got another heading:  Standard ECR with DAL city carrier street time costs and DAL rural carrier costs included in the numerator of the ECR saturation flats unit cost, correct?


A
Yes.


Q
Where does that fit in?  Was that the methodology that was used to develop costs in R2001-1?


A
No.  As I just stated previously the DAL costs street time were in the letter costs, so that would be at the top of the page.


Q
So this second grouping is new since Docket No. R2001-1, correct?


A
Yes.  It is a change.


Q
The only numbers that change in those two tables are the numbers for ECR saturation letters and ECR saturation flats, correct?


A
Yes.


Q
Are you the witness responsible for developing this new methodology for handling DAL costs?


A
As it relates to delivery, yes.


Q
Not witness Bradley or Stevens, for example?


A
I mean, witness Bradley sponsors the new Segment 7 methodology, but from the inputs, this particular section you're referring to I do sponsor as far as the DAL costs and the standard flats.


Q
Can you tell me where in your testimony you explain the rationale for developing this new methodology for handling DALs?


A
I don't think I do.  I don't think I do.  I've justified it through a few interrogatory responses.


Q
Is it contained in the section of your testimony that we discussed before where you discussed improvements in methodology since R2001-1?


A
No.  That earlier question referred to just the sample design for the city carrier street time survey.  It had nothing to do with DAL costs specifically.  It's not included in my testimony.  There is no paragraph that's referring to that, an explanation of that.


Q
No text, just this table?


A
Right.  Just the table and -- yeah.


Q
With respect to the unit costs in the first seven rows and the unit costs in the second seven rows which costs are you recommending that the Commission adopt?


A
As I've stated in several interrogatory responses, the second set that puts the street time DAL costs with the saturation flats.


Q
Does that recommendation appear in your testimony, other than the fact you have these two tables?  The tables, you don't say which one you recommend do you?


A
No, it does not.


Q
Could you look at page 2 of your testimony?  Before I go on, any reason for not having discussed this?


A
I hadn't thought about it until you mentioned it.


Q
Page 2, lines 7 through 9 you reference USPS Library Reference K-67 and you say that library reference is used by witness Abdirahman and Mosier, correct?


A
Yes.


Q
Is that your Library Reference 67?


A
Yes.


Q
With respect to the two different sets of rates for ECR saturation letters and flats that I just asked you about did you tell witness Abdirahman or Mr. Mosier which costs to use?


A
No.


Q
Did either of them ask you which set of unit costs they should use?


A
Not that I recall.


Q
Could you turn to your response to Val-Pak Interrogatory No. T-16-2?


A
I'm there.


Q
Thanks.  You were in the hearing room earlier with witness Pafford.  I asked him some questions about what you call Alternative Attachment B to that interrogatory response?


A
Yes.


Q
You have that table do you not --


A
Yes, I do.


Q
Do you have one with numbers and such?  Because the one that is in the interrogatory response doesn't print the same.  I can give you one with line numbers and all.  I gave those out before.


A
Yeah.  Mine doesn't have line numbers.



MR. OLSON:  Mr. Chairman, I distributed these before, but I have some others for anyone who'd like them if they're not at the table.



BY MR. OLSON:


Q
I want to ask you to look at Row 58 on that spreadsheet which says total LCR, ECR and NECR sat piece rate.  I take it to mean that's the rate for all ECR saturation letters for the row for all saturation letters.  Is that correct?


A
Yeah.  Okay.


Q
Would I be correct in assuming that when it says piece rate at the end of that description on line 58 that those are the pieces that are paying the ECR saturation letter minimum per piece rate?


A
Well, let me just summarize in the spirit of moving things along here.  What we did in Val-Pak basically two through 5, as you inquired about discrepancies between billing determinants LRK-77 and LRK-87 which is basically RPW, what we did in two through five is we provided a road map that allows you to reconcile those differences.



Then -- let me check my notes here -- in Val-Pak 16 through 18 what we did was provided some explanations on why those discrepancies may exist.  Now, for the purposes of K-67 only K-87 is relevant, the RPW numbers.  So I really don't have anything else to add regarding billing determinants, other than the road map that we provided you to try to reconcile those numbers.


Q
Well, let's ask a couple of specific questions and see whether you can be of some help.  Could you take a look at Column D there, Letters, again and look at Row 58 and you see the volume figure of -- I'm just going to read the numbers instead of putting in the billions and millions -- 3,418,660,723. Do you see that?


A
Yes.


Q
If you can look in the adjacent Column E which is labeled Flats there is a number 25,501,459, correct?


A
Yes.


Q
As I understand it, these pieces pay the minimum per piece rate for letters, so presumably they weigh less than 3.3 ounces.  Is there any additional information you can give us about why these 26 million pieces of allegedly flat-shaped pieces were able to pay a rate that's designed for letters that weigh no more than 3.3 ounces?


A
I really can't add anymore than what I've already responded to in your questions.


Q
Part of what you said was that it could be, I think there were three categories -- I think I could recall it offhand.  One was that it was picked up by the entry personnel, but they allowed the piece to go as a letter and did not require the mailer to rework the mail.  Isn't that one of the options?


A
Val-Pak 16, are you referring to the acceptance clerk determining upon verification that the pieces were a certain shape, but choosing not to require the customer to redo it?  I added in a word there because you may have asked about letters somewhere else.


Q
No.  Thank you.  That is what I was referring to.  I didn't know where it was.  That's one of the answers you think that might explain this curiosity in this?


A
That was my best attempt at an explanation, but like I said I really don't -- billing determinants isn't used in deriving the cost in 67, so it isn't something I've really studied.


Q
Do you know if an acceptance clerk signs that pieces are flats, but the person wants to pay a letter rate that the policy is not to require them to rework the mail or to pay the higher rate?


A
I just don't know anything about billing determinants and just accept that I use LRK-87, which is the RPW by shape as an input.


Q
The next possible explanation you offer is acceptance clerk oversight.  What would the oversight be of?


A
I don't know.  I mean, there I'm assuming it's referring to the fact that the pieces -- well, let me refer back to the specific question.  The question is asking how do flats get entered at letter rates, so I guess the oversight is that the clerk just didn't recognize that they were -- I've got to think about this.



Flats entered at letter rates, so I mean just didn't require the mailer to correct the mailing statement.


Q
Well, that's the same as one, but it doesn't seem that oversight -- how would it ever be recorded as a flat if it was paid at a letter rate?


A
I just don't feel comfortable.  I don't know enough about billing determinants to really add any insight here.


Q
The last was data entry error.  Who's data entry?


A
I don't know.  Presumably, that would just be someone who enters the data into the system recording the wrong shape.


Q
Well, you can understand it does seem strange that 26 million pieces are paying the minimum per piece rate for letters, but they're categorized in your attachment as flats.  Do those 25, 26 million flats that paid the letter piece rate appear as part of the letter volume in the billing determinants if you know?


A
Did you ask about that specifically in either Val-Pak two through five?


Q
I think this might be a new wrinkle.


A
I just really can't provide anymore than the road map to reconcile the numbers and some possible explanations that I gave.  That's all I have on billing determinants.


Q
If it were recorded in the letter volume of the billing determinants would that represent some type of error in the billing determinants?


A
I don't know enough about billing determinants to say one way or the other.


Q
Take a look at Row 59, please?  That's total nonletter ECR plus NECR saturation piece rate, correct?


A
Yes.


Q
The number in the letter column is 300,384,566, correct?


A
Yes.


Q
Now, those letter pieces are on a row called nonletter ECR and NECR saturation piece rate.  Can you tell us what characteristics those letters have to have to be listed on a row for saturation nonletters that weigh no more than 3.3 ounces?


A
I just don't know.


Q
Have you asked anyone about this?


A
The only thing I can -- when the question came in I researched and then gave the responses that I gave basically trying to give some explanation as I did in 16 through 18, but like I said that's as far as my knowledge goes.


Q
This you may be able to help with.  This is a little different.  Row 60, this is the total letter/nonletter ECR plus NECR saturation pound rate and that has a volume of 107,198,696 under letters, so that's a row for pieces that are mailed at the saturation pound rate, correct?


A
Presumably.


Q
Would you know this?  Would you know if they're mailed at the pound rate if they're those heavyweight letters that are between 3.3 and 3.5 ounces which pay a combination piece pound rate or if they're the pieces over 3.5 ounces that pay the pound rate?


A
I'm sorry.  I wanted to refer to something.  Can you repeat the question?


Q
Sure.  That 107 million pieces under letters on Column D on that line 60, presumably the mailer paid the saturation pound rate and there are two different kinds of letter-shaped pieces that we could be talking about.  The first are what we called heavyweight letters in the last case.



3.3 to 3.5 ounce heavyweight letters that pay this hybrid rate of piece rate and pound rate.  You're familiar with those letters?


A
I have some understanding of that.


Q
On the other hand there are pieces that are over 3.5 ounces, letter-shaped, but they can't be DPSed or automated so they pay a pound rate instead of this piece pound rate.  Does that sound about right?


A
Okay.  Yes.


Q
Is there any way to tell whether this figure includes just the pieces that are 3.3 to 3.5 ounces or all pieces over 3.3 ounces?


A
I don't know.



CHAIRMAN OMAS:  Mr. Chairman, I'm sorry.  I'll ask this one last time.



BY MR. OLSON:


Q
If I were to ask you if the billing determinants record those as pound rated nonletters or what would you know that?


A
No.


Q
That's fine.  Do you know if there's another witness who would know the answers to these questions?


A
I don't know the witness that sponsors K-77.


Q
Are you familiar with the way costing systems no longer distinguish between the cost of commercial and nonprofit ECR mail?


A
Generally, yes.


Q
So would you then look at Row 58, and under Column H there's a total of 3.4 billion ECR and NECR saturation piece letters.  So that would be the total ECR and NECR saturation piece rated letters would it not?


A
Yes.


Q
Then, in Row 61 it says total ECR plus NECR saturation.  It shows a total of 3.8 billion I believe -- yes -- in letters.


A
Okay.


Q
Would you accept subject to check that these two volumes for ECR and NECR saturation letters differ by about 32 million pieces?


A
I'm comparing 3.4 billion with 3.8 billion?


Q
Yes.


A
I don't think that's 32 million.


Q
Did I say 32?  382.  I'm sorry.  I apologize.  At this point in the day anything's possible.


A
It's an estimate.  I'll go along with that.


Q
That's about 10 or 11 percent of the 3.4 billion shown in Row 58, Column H?


A
I mean, it would be -- yes -- higher than 10 percent.


Q
So let me put this as a hypothetical.  If you wanted to compute the unit cost of ECR and NECR saturation piece rated letters that weighed less than 3.3 ounces which volume figure on this spreadsheet would be the correct figure to use?


A
I just don't know enough about billing determinants to really give an answer on that.


Q
Could you look at your response to Interrogatory No. T-16-5(b)?  On the second page halfway down there's a paragraph that begins with the words to summarize.  Do you see that?


A
Yes.


Q
You say to summarize based on the LRK-67 definitions of ECR saturation nonletters the correct breakdown of total ECR saturation nonletters into unaddressed and addressed portions is as follows.  The unaddressed ECR saturation nonletter is 3.3 billion, correct?


A
Yes.


Q
Then, down at the last line of that page you break it down a different way and come up with a number of 3.5 billion for unaddressed ECR saturation nonletters.  Is that reasonable to describe it?


A
Yes.


Q
So you've got two different numbers for unaddressed ECR saturation nonletters and all of those would have DALs with them would they not?


A
I'd have to think about that.  I don't know.


Q
Well, let me ask you between these two numbers, the 3.3 --


A
If these are from RPW -- I mean, I was just thinking about it.  If the 3.3 billion is from RPW -- which it appears that it is 3,375,000,000, that number -- then in RPW the DAL volume goes with the host piece.  So I guess in the nonletters -- I mean, they're only counted once, so no, it wouldn't have DAL volume.


Q
I didn't mean if it would include DAL volume, but rather there would be a DAL with each unaddressed nonletter?


A
Yes.  Right.  Okay.  Right.


Q
That's all I was trying to get at.  Do you come to a conclusion that the definitions used in Library Reference K-67 gives you a more accurate estimate than when you use RPW billing determinants data?


A
I'm not sure about RPW billing determinants.  I mean, the established methodology is to use the originating volume which is RPW and that's what we use in K-67.  So we're comfortable with using the estimates from RPW and not billing determinants.


Q
Well, you have two options here do you not to use?  You can either use the 3.3 billion piece number or the 3.5 billion piece number and you chose to use the lower estimated volume when correcting for the cost of DALs for fiscal 2004 didn't you?


A
Yes.


Q
Could you just try one more time because I'm not sure I grasped it, what you said as to why the lower number is the better number?


A
Well, 67, the intention is to disaggregate the CRA and the denominator in those unit costs is RPW volume and that's the justification for using the lower number, because it arises from RPW.  So when we reaggregate LRK-67 we'd like to get the CRA back.


Q
When you were trying to estimate the volume of DALs did you consider any other sources of information that might be available either as original source material or to cross-check your estimate?


A
There were some things discussed.  I don't remember specifically what they were, but we decided on the household diary study.


Q
You were satisfied with the estimate that you developed?


A
Yes.  I'm satisfied.


Q
Do you have any type of statistical estimate that would indicate how much variation your estimate might be subject to?


A
I don't know.  I mean, I don't.


Q
In K-67, is that constructed in a way that will allow you to enter a different number for the volume of DALs if we had a better number and the computer would then recompute the costs in your Table 1?


A
The model is flexible enough to take a different number.  I'm not sure if you just put it in one cell it's going to fall all the way through.  So I just don't want to make it sound like it's that simple that you can go in and just put in one number.


Q
Would you be able to tell us off the top of your head how to do that?


A
Not off the top of my head.


Q
If the Commission were to determine that the other estimate that you provide there of 3.5 billion were a more accurate estimate is there anywhere they can look to find how the costs flow from that?


A
Well, not directly.  The way that 67 does it, it basically does it by a delivery per household per week, so you'd have to break that down.  Right now the assumption is .5 DALs per household per week with a slight weight adjustment for city and rural.



So if you took a different number -- whatever it is -- and broke it down into that kind of terms then you could flow it through.


Q
You think you could do that from what is available on the PRC website in K-67?


A
It certainly can be done.  My earlier response just referred to the fact that it isn't necessarily changing one cell.  It's not like the K-67 only works if there's .5 DAL mailings per week.


Q
Let me ask you to turn to your response to our Interrogatory No. 7(a).  At the top of the second page --


A
Wait.  I'm not there.  Yes.  Okay.  I'm there.


Q
In one sentence there you say DAL mailings are recorded in alignment with the shape of the host piece in RPW.  Would you just clarify what you mean in alignment with?


A
Well, my understanding is that a DAL mailing with a flat host piece -- because that's the vast majority of them -- would be assigned to flat letter volume and revenue.


Q
Did you say flat letter volume?


A
I'm sorry.  It would be assigned a flat volume.  Excuse me.


Q
For flats therefore would the RPW record the host piece the same as it records addressed saturation flats?


A
My understanding is yes.


Q
Does the RPW to your knowledge give any data that gives you a count of either the volume of unaddressed flats or the number of DALs that are entered in the Postal Service each year?


A
No.


Q
I would assume it doesn't give you the number of addressed flats so we could subtract it out, does it?


A
No, otherwise we would have used it.  We tried to use the best data we could.


Q
I'm still trying.  Interrogatory No. T-16-7(b), please?


A
Yes.  I'm there.


Q
In part (b) of your response at one point you say -- I guess the second full paragraph -- on rural routes ECR basic auto letters have a unit cost of 1.55 cents as compared with 1.39 cents for ECR basic nonauto letters, correct?


A
Yes.


Q
Is the 1.55 cents the cost of delivering an ECR basic auto letter on a rural route?


A
No.  It's the total rural carrier piggyback cost divided by -- I'm assuming these are originating test year volumes, so total test year volume.


Q
So it would be rural carrier cost of delivering an ECR basic auto letter divided by what?


A
Divided by total test year volume of basic auto.


Q
So you're dividing by the volume of total ECR basic auto letters?


A
Yes.


Q
You're not dividing by the total of volume of those letters delivered on rural routes?


A
Correct.


Q
Would it not make sense to use the volume of the pieces delivered on rural routes?


A
I don't think so.  Again, it gets back to disaggregating the CRA which uses total originating volume as its denominator.  That's what 67 is trying to do is disaggregate the CRA to rate category level, so we want to be consistent with that.


Q
If you're trying to develop the cost of delivering an ECR basic auto letter on a rural route wouldn't you divide by the number of rural routes?


A
Well, presumably you meant rural volume.


Q
Yes.  That's what I meant.


A
We're not trying to determine the costs of ECR basic auto letters on a rural route, we're just trying to come up with a unit delivery cost with delivery in the CRA meaning Cost Segments 6, 7 and 10.


Q
Maybe I missed this, but does it not say on rural routes ECR basic auto letters have a unit cost?  Isn't that a rural route unit cost?


A
Well, I just explained the derivation of that cost.  It's a rural carrier cost divided by originating volume as you would find it similar to the CRA.


Q
Don't you have to have in the numerator and denominator a comparable term?  Maybe I'll just ask one last time.  I'm sure if I read the transcript I'll understand this, but you're saying on rural routes these types of letters have a unit cost of 1.55 cents.



If you're going to develop a unit cost don't you have to develop a total cost divided by a volume and have the numerator and denominator correlate with each other?


A
Well again, we want to get back to the CRA, so we want to add this cost from Segment 10, the cost from Segment 7 done in a similar way which would be city carrier street time cost divided by originating volume and add that to Segment 6 cost divided by originating volume to get back to the CRA.



That's what 67 does.  So that's what those unit costs are.


Q
I don't want to pretend I understand that, but I accept it.  I will go on and ask you about Interrogatory No. T-16-9.  Your response says that the percentage of letters DPSed plays a significant role in the unit delivery cost for standard mail, correct?


A
Yes.


Q
Do you anywhere in your testimony or your library reference develop a cost for DPSing letters?


A
A separate unit cost you mean for DPS?


Q
Yes.


A
I did that for first-class presort.  It was discussed earlier in a response to an interrogatory from MMA.  If we're just talking about standard, no.


Q
Would the unit cost estimate for first-class apply to standard do you believe?  Would it be the same DPSing cost?


A
I mean, I wouldn't know.  It depends on the DPS percentage, so I couldn't say that it would be.


Q
If you were to develop such a number is that something you could do, you could develop a cost of DPSing standard letters as you have for first-class letters?


A
I think so.



MR. OLSON:  Mr. Chairman, in view of the witness' testimony about the significant role in the unit delivery costs of the DPS percentage and the importance of the costs of the additional DPSing of standard letters I'd ask if we could ask the Postal Service to provide the information that the witness indicated could be provided.



THE WITNESS:  Can I just ask --



COMMISSIONER COVINGTON:  Do you want some clarification?



THE WITNESS:  Which specific categories?  In rereading this response I may want to clarify a point.  Just which specific categories would you want it for?  Just standard mail?



MR. OLSON:  Yes.



COMMISSIONER COVINGTON:  I'm assuming, Mr. Olson, you're still speaking in regard to T-16, Question 9?



MR. OLSON:  Yes.



COMMISSIONER COVINGTON:  I mean response nine.



MR. OLSON:  Exactly.  Exactly.  Again, I'm not sure how it would be easiest to do, but optimally I'd seek a number for the cost of DPSing standard ECR letters.



THE WITNESS:  Can I just clarify a point at this time?  In just rereading it you could possibly misinterpret it.  As far as city carrier costs go the specific DPS percentage listed in the response is not relevant to the unit cost.  The only category that it would be relevant would be ECR saturation.



The specific percentage -- other than implicitly -- the higher the DPS percentage, the lower the casing cost.  It's not direct, okay?  For the other standard mail categories the method of getting the unit casing cost is derived similar to how it was done for first-class -- I think it's MMA-18 -- and so the DPS percentage is very relevant.



Now, just one last point.  For rural costs it is relevant for ECR in all categories.  So I just wanted to clarify that just so there isn't confusion.  Now that I reread it these percentages do not affect the city costs because for ECR costs we get them right from IOCS which we don't do for standard mail.  I just wanted to clarify that.



BY MR. OLSON:


Q
So you could --


A
We still could do it.  The thing about it is the ECR -- well, I think we could do it, but the problem with the ECR costs is we don't use these percentages really for anything other than my response.  It was more implicit that the higher the percentage, presumably the lower the casing cost.



We don't use them other than for ECR saturation letters.



MR. OLSON:  I think I'm just forced to grant you great discretion in whatever you respond.  I thank you for that.



Is that okay, Mr. Vice Chairman?



COMMISSIONER COVINGTON:  Yes.



BY MR. OLSON:


Q
Could you look at your response to Val-Pak Interrogatory T-16-10?


A
Yes.  The attachment or the response?


Q
The response first to (a) where you say that ECR saturation DAL mailings delivered to rural routes include mailings that consist of simplified addressed DALs.  Do you see that?


A
Yes.


Q
So you're discussing how the DMM requires that if you use simplified address format that on rural routes you have to send it to all post office box holders or at a post office without city carrier service, correct?


A
Yes.


Q
As an attachment you show the derivation of your estimate of the volume of DALs, correct?


A
Yes.


Q
On that attachment there's a place where you talk about business delivery points and then under it is city, rural, post office box and highway contract, correct?


A
Where it says residential delivery points you mean?


Q
No.  Under that.  I'm sorry.


A
Yes.  yes.


Q
Then in the third column there or fourth column -- third column with numbers -- it says estimated fiscal 2004 DAL mailings per year, so you bring over to the right-hand column a number that correlates to rural and another number that correlates to highway carrier, correct?


A
Yes.


Q
No number over there for city or post office box in that column?


A
Yes.


Q
Let's start with that number 6,097.  That's in thousands, so that's 6 million rural DALs to business delivery points?  Is that what you're using?


A
Yes.


Q
If we were to take the total number of rural business delivery points which is there in Column 1 it's 1,172,499.  Do you see that?


A
Yes.


Q
If we multiply that by 52 weeks and multiply that result by .5 DALs per week as you do for the residential delivery points we get 30,484,974 DALs.  Would you accept that?


A
Yes.


Q
You only get 6 million because you multiply it by 20 percent don't you?


A
Yes.


Q
For the highway routes, the same general thing.  You have -- is it 151,000?


A
Yes.


Q
If we multiply it by the 58,000 plus business delivery points on highway contract routes by 52 weeks and half the DAL per week we get up to 1.510184 DALs.  Would you accept?


A
Yes.


Q
You only use 151,000 DALs because you multiply it by 10 percent, correct?


A
I'll accept that.  I thought it was 20 percent.


Q
Well, it was 20 percent on rural, it appears to be 10 percent on highway contracts.  Did you mean to do 20?


A
I don't know.  I mean, it's pretty small relative to 3.4 billion DAL.


Q
Do you happen to know whether ADVO uses simplified addresses when it mails to rural routes?


A
I do not.


Q
Would you explain why you assume that only 10 and 20 percent of the DALs sent to rural routes go to businesses on those routes?


A
Well, the idea being that 20 percent will have simplified addresses and that number is a judgment partly from data, you know, just discussing field visits and also discussing data about rural carrier costs, so it's a judgment number.



We don't have a firm number, but it was based on some calls to the field and when they took rural carrier tests, asking them to notice if a simplified address was used as well as myself doing the same thing.


Q
Are you saying that simplified addresses cannot be used to make deliveries to rural business delivery points?


A
No.  The assumption being made there is that the only reason that you would give a DAL to a business is that because you're required to by the DMM due to the simplified address because you have to go to 100 percent of the deliveries, and so as a result a business may be on that route and it will get hit with that.



So we're basically assuming 20 percent of the DALs -- ignoring the highway contract routes for a second -- are boxholders or use simplified addresses.


Q
Are you assuming that no one would ever use a DAL to try to mail to a business delivery point?


A
Other than if it was used as simplified address that is an assumption.  That's why city doesn't have any.


Q
Why city --


A
City business doesn't have any, so the assumption carries through there.


Q
Does that come from the household diary --


A
Well, the household diary study estimates .5 DALs per household per week, so by household we took that to mean residential delivery point.


Q
Does the household diary study measure deliveries to businesses?


A
No.  I don't think so.  It's my understanding it's a sample of household.


Q
What did you say you base your conclusion

on --


A
Which conclusion?


Q
-- that businesses served by city carriers do not receive any DALs?


A
Sixty-seven is a model and that's an assumption of the model.  Yes.


Q
Zero --


A
Zero.


Q
-- in the country for the year 2004?


A
That is the assumption.


Q
When you called the field to get input on the rural routes what question did you pose to them that led to the 10 to 20 percent number?


A
Just asked them to notice -- you know, with the data collectors -- if they found a DAL mailing on a rural carrier test if it had a simplified address or not.  We just got a little bit of input.  It's not a statistically derived number, again, it's a judgment.


Q
Let me ask you to turn to your response to Question 38 and your table that's appended there on page 2 of your response.


A
Yes.  I'm there.


Q
On Row 4 you show saturation letters.  Do you see that?


A
Yes.


Q
Column 3, Total City Carrier Costs, is .0330 and Column 4, Total Rural Carrier Costs, is .0084 for a total saturation carrier cost I guess of .0414, correct?


A
Yes.


Q
The 3.3 cent unit cost for city carrier street costs represents the result of dividing the total costs for city delivery by a volume, correct?


A
Originating volume.  So it's total volume.  That's why you can just add the two numbers.  Both are divided by originating volume.


Q
When you talk about originating volume -- this is similar to before I think -- are you talking about the volume of mail delivered by city carriers or the total volume of mail by city and rural carriers?


A
It's actually the total -- I mean, I think if this is test year -- yeah, it's test year.  So it's the test year originating volume for ECR saturation letters.  A comparable number for the base year would be the RPW volume.


Q
So you took the total cost for city delivery and divided it by the total originating volume for ECR saturation letters?


A
Yes.


Q
Would you therefore describe this 3.3 cents as the cost of delivery by city carriers?  Is that what that reflects?


A
Meaning?  I don't know what you mean, the cost.


Q
Well, we're trying to find a unit cost of delivery by city carriers --


A
It represents the proportion of cost incurred by city carriers to deliver saturation letters divided by the total volume of saturation letters in the universe, or the RPW volume, or test year volume


Q
Would it be fair to in shorthand describe that as the cost of delivery by city carriers of ECR saturation letters?


A
I don't know.  It's consistent with the CRA methodology.  I'll say that.


Q
Well, when you get to Column 5, .0414, that's some kind of weighted average between city and rural is it not?


A
No.  It's actually just the sum of the two numbers I think.  It is a weighted average, yes, but it's also the sum of the two numbers.


Q
Do you have the unit cost of city carrier delivery divided by the pieces that are actually delivered by city carriers?  Has that been developed somewhere?


A
It's not an official number in 67 that I know of.  It's not used to derive Table 1 which is the output of K-67.


Q
Is it possible to develop a table that shows the unit cost of city carrier delivery and the unit cost of rural carrier delivery?


A
You're defining city carrier delivery to be?  What's the numerator, what's the denominator?


Q
The numerator is the total cost of delivering to city routes and the denominator is the total volume of mail delivered by city carriers.


A
So your question is is it possible?  Yes.  All those numbers are available in 67.  Not the actual unit cost, but the delivery volume and the costs, so one could easily do it.  It's not a meaningful number in terms of my task for developing 67.



MR. OLSON:  Thank you so much.



Thank you, Mr. Chairman.



CHAIRMAN OMAS:  Thank you, Mr. Olson.



Are there any additional questions for witness Kelley?



(No response.)



CHAIRMAN OMAS:  Are there any questions from the bench?



Mr. Tisdale?



COMMISSIONER TISDALE:  Mr. Kelley, if I heard you correctly with regard to the city carrier street time study, you did the design for the sample?



THE WITNESS:  Yes.



COMMISSIONER TISDALE:  You also designed the data collection efforts.  Is that correct?



THE WITNESS:  No, I did not design the data collection effort.  I just designed the methodology to actually select the zip codes and ran the program to select the zip codes.  I didn't design the scans I guess, or the volume sheets or that kind of thing.



COMMISSIONER TISDALE:  Well, I just have a couple of questions concerning that particular study.  Do you know why or can you tell me why a conclusion was come to that a two week sampling period would be adequate?



THE WITNESS:  Well, my recollection is two things.  One is that the previous study in the mid-80s -- the STS study -- was based on two weeks and secondly it was just the -- that was probably the primary reason, but also the cost of collecting data would have made it difficult to go much longer than that.



COMMISSIONER TISDALE:  You think the primary reason was because of the previous study?



THE WITNESS:  Well, when I was given this task to design the sample I looked back.  I used the previous accepted study as a benchmark.  Now, I didn't really decide necessarily, it wasn't really my decision to decide on two weeks.



I mean, I selected the zip codes, but just to answer the question it was the cost as well as that we kind of looked back and said that was what was done before.



COMMISSIONER TISDALE:  Do you know who decided on the two weeks?



THE WITNESS:  I would probably say witness Stevens, but I think he mentioned my name yesterday didn't he?  Sorry.  I thought of that when he did that.  What we were trying to do is come up with reliable estimates.



We did feel, again, that because we were getting the whole day per carrier as opposed to three deeps from the previous study that we were going to come up with more reliable estimates -- what I mean by that are percentages of delivery time and so forth -- than we had in the past even with using the same time that we used.



I know he mentioned me.  I don't remember specifically making that decision.



COMMISSIONER TISDALE:  Are you aware of how many weeks are used to evaluate a city carrier route?



THE WITNESS:  No.  I'm not familiar with the route inspection process I guess.



COMMISSIONER TISDALE:  Can you tell me what the rationale was for using the last week in May and the first week in June?



THE WITNESS:  I didn't pick those specific dates.  I really can't tell you that.



COMMISSIONER TISDALE:  Do you know who did?



THE WITNESS:  I hope he didn't implicate me on this as well.  I would say witness Stevens.  Again, I selected the sample, designed it and so far as picked the zip codes, but I didn't pick that particular timeframe.



COMMISSIONER TISDALE:  Can you give us a written explanation about the rationale for using two weeks in particular and for using the last week in May and the first week in June in 2002?



MR. KOETTING:  My recollection was that witness Stevens addressed that yesterday when he was on the stand.  The question was asked and he explained how we ended up with that time period.



COMMISSIONER TISDALE:  I don't recall that he answered that.



MR. KOETTING:  He was talking about the fact that -- for example, he used the term spike.  They were trying to use a time period in which volume was not spiking up or down.  That was the context of the discussion in which he had a fairly extensive discussion with the bench I believe on that matter.



I suppose we can look at the transcript and see if there's anymore that we can supplement it with, but my recollection is witness Stevens did talk about why that period was selected.  We'll look at the transcript and see if we can add anything to it.



CHAIRMAN OMAS:  I think I agree with Commissioner Tisdale.  It would be helpful for why you picked that particular time.  I know you gave somewhat of a discussion yesterday on it, but why wasn't it over a longer period of time?  Why didn't it include high points, low point?  You said this was more typical of when things were done.



Do you concur with what I'm saying here?



COMMISSIONER TISDALE:  Yes.



MR. KOETTING:  We'll be happy to provide additional explanation along those lines.



CHAIRMAN OMAS:  We would all appreciate it and I think the other Commissioners concur with that.



MR. KOETTING:  That's fine.  We can provide that.  I don't know that it will come from witness Kelley.



CHAIRMAN OMAS:  Or you could give us a good defense of why you just isolated those two weeks.



MR. KOETTING:  We'll be happy to provide that for the record.



CHAIRMAN OMAS:  Thank you, sir.



COMMISSIONER TISDALE:  Thank you.



CHAIRMAN OMAS:  Are there any additional questions from anyone?  Mr. Olson?



(No response.)



CHAIRMAN OMAS:  Mr. Koetting, would you like time with your witness?



MR. KOETTING:  If I could have 10 minutes, please?



CHAIRMAN OMAS:  Good.  We'll see you back at 4:05.



(Whereupon, a short recess was taken.)



CHAIRMAN OMAS:  Mr. Koetting?



MR. KOETTING:  Mr. Chairman, I'm happy to report the Postal Service has no redirect for this witness.



CHAIRMAN OMAS:  Well, thank you.  That's very nice.



Mr. Kelley, that completes your testimony here today.  We appreciate your appearance and your contribution to our record, and thank you and you are now excused.



(Witness excused.)



CHAIRMAN OMAS:  Ladies and gentlemen, this concludes today's hearings.  We are adjourned.



(Whereupon, at 4:08 p.m., the hearing in the above-entitled matter was concluded.)
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