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RESPONSE OF UNITED STATES POSTAL SERVICE WITNECSS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMPANIES 

MH/USPS-T34-I. With reference to your testimony on p. 19, lines 10-14: 

a) Please explain fully (including all analytical steps and calculal:ions) how you 
determined that editorial content would cover approximately E19 percent of its costs 
under your proposed rate design for Periodicals mail. 

b) What editorial content cost coverage would result under your proposed rate design 
for Periodicals Regular mail assuming that you were constrained to set the 
editorial pound charge at 75 percent of the zone I/2 charge? Please explain your 
answer and calculation fully. 

c) Please explain fully all factors that cause the editorial content cost coverage under 
your proposed rate design for Periodicals Regular mail, and under the scenario 
posited in part (b) above, to be lower than the 95.5 percent editorial content cost 
coverage under the rate design recommended in Docket R94-1 (Op. 8 Rec. Dec. 
1 5150). 

d) Please explain fully the extent to which your methodology in estimating editorial 
content cost coverage is or is not consistent with the methodology employed by 
witness Foster in Docket R94-1 ( see USPS-T-i 1, WP V.B, V.C. (as modified 
September 29, 1994) (attached hereto). 

e) Please confirm that your estimate of editorial content cost coverage is necessarily 
only a rough estimate because (among other things) it is based on the zone 
distribution for advertising pounds, which has no necessary or likely 
correspondence with the zone distnbution for editorial pounds, and it also likely 
underestimates the piece revenue from high-editorial publications, which tend not 
to qualify for substantial presort discounts. To the extent you are unable to 
confirm, please explain fully. 

RESPONSE 

a) Please see USPS-T-34 Workpaper RR-C for the calculation of the implicit 

cost coverage for editorial content. The electronic version of this and other 

workpapers is available in LR-H-205. The calculation of editorial content 

cost coverage is analytically a straightforward proposition. The total 

number of pounds are multiplied by the editorial pound rate to derive 

pound revenues. The piece revenues are calculated by multiplying the 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMPANIES 

MHIUSPS-T34-l(a) Continued, Page 2 of 5 

piece rates by volumes in each of the presort categories. The revenue 

leakage from the editorial discount is calculated using 100 percent 

editorial content, which means multiplying the total pieces by the discount 

rate. These figures are added together and divided by the t,est year costs 

to derive the cost coverage. 

b) The editorial content cost coverage would be 87 percent if i:he editorial 

pound change is constrained to 75 percent of the zone 1 & 2 charge. The 

calculation basically requires changing the last cell in the second to last 

column on page 3 of USPS-T-34, Workpaper RR-G (LR-H-:205). This 

change is carried through automatically to the editorial content worksheet 

(USPS-T-34, WP RR-C). 

c) The factors that cause the editorial content cost coverage to be lower in my 

proposed rate design as well as under the scenario posited in part (b) are: 

1, The major reason for the difference in the editorial content cost coverage, 

based on my analysis, is the difference in the target cos#t coverage for 

the Regular Rate subclass Itself. The cost coverage for Regular Rate 

Periodicals in Docket No. R94-1 was 116.2 percent, whereas the target cost 

coverage in the p,resent Docket is 107 percent. 

- I 
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TO INTERROGATORIES OF THE MCGRAW HILL COMF’ANIES 

MH/USPS-T34-I( c ) Continued, Page 3 of 5 

2. The revenue from Science of Agriculture (DDU. DSCF, and Zones 1 8 

2, which should have been included, was not included in my calculation 

of the cost coverage. Inclusion of this revenue would cause a very small 

increase ( about 7/l 00 of a percent) in the cost coverage. 

3. I have used TYBR costs with contingency instead of TYAfi costs with 

contingency. Once again, a small increase (about 4/10 of a percent) results in 

the cost coverage. 

4. A review of PRC-LR-13 in Docket No. R94-1 showed that the Science of 

Agrrculture and Science of Agriculture commingled, Zones 1 & 2, DSCF, 

and DDU pound revenues were double counted, which when corrected for 

reduces the 95.5 cost coverage by a small percent (about 2/10 of a percent). 

d) The methodology for calculating editorial content cost coverage that I have 

used is consistent with the methodology employed by Witness Foster in 

Docket No. R94-1. Two differences are the non-inclusion of the Science of 

Agriculture Pound revenue and the use of TYBR costs insteacl of TYAR 

costs, as discussed in part ( c ) above. 

e) Not necessarily. There are three possible scenarios: 1) The distribution of 

editorial pounds is the same as advertising pounds in which case the 
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MH/USPS-T34-I( e ) Continued, Page 4 of 5 

calculatron of the editorial pound rate and the resulting cost coverage is 

reasonable. 2) The distribution of the editorial pound is concentrated more in 

the lower zones, which means that the editorial pound rate shcluld be lower 

than what I have estimated. But, since the editorial content cost coverage is 

significantly lower than 100 percent this issue does not become critical until 

the cost coverage starts to approach 100 percent. In other words, the 

editorial cost coverage can increase another 11 percent before it becomes a 

problem. 3) The last possibility is that the editorial content is concentrated in 

the higher zones in which case the proposed rate for editorial pounds is lower 

than what it should be. 

If high editorial publications do not qualrfy for substantial presort 

discounts, as you have asserted, and I have no way to either confirm or 

refute this statement, then it is posstble that the editorial cost coverage is 

underestimated. But, given that the presort discounts are worksharing 

discounts, this mail, that according to you does not receive substantial presort 

discount, also has a higher processing cost. Also, if the opposite is true, that 

high editorial content publications qualify for more presort discounts, then the 

cost coverage for editorial content is overestimated. 

Once again, as the cost coverage for editorial content approaches 100 

percent, the pound distribution of editorial content could be retsearched. 
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Presort discount qualification is a non-issue since it is directly related to cost 

saving activities of the mailers. 

- 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMPANIES 

MHIUSPS-T34-2. With reference to your response to ABP/USPS-T34-9: 

(a) What editorial content cost coverage would result assuming that 30 percent of 
Penodicals Regular revenues are to be generated by the pound rates, and 
assuming an editorial pound charge that is 17 percent of the zone l/2 charge? 
Please explain your calculation fully. 

(b) What editorial content cost coverage would result assuming that 30 percent of 
Periodicals Regular revenues are to be generated by the pound rates, and 
assuming an editorial pound charge that is 80 percent of the zone l/2 charge? 
Please explain your calculation fully. 

(c) What editorial content cost coverage would result assuming that 35 percent of 
Periodicals Regular revenues are to be generated by the pound rates, and 
assuming an editorial pound charge that is 75 percent of the zone l/2 charge? 
Please explain your calculation fully. 

(d) What editorial content cost coverage would result assuming that 35 percent of 
Periodicals Regular revenues are to be generated by the pound rates, and 
assuming an editorial pound charge that is 80 percent of the zone l/2 charge? 
Please explain your calculation fully. 

(e) In the scenario posited in part (d) above, what average increase in piece rates 
(over current rates) would result? Please explain your calculation fully. 

(f) In the scenario posited in part (d) above, to what extent do you estimate that the 
rate increase (over current rates) for any piece rate cell would Iexceed 10 percent? 
Please explain your answer fully. 

(9) In your view, could the increase in piece rates under the scenario posited in part 
(d) above be ,justified, in view of the reduced editorial pound charge, under 
statutory ratemaking criterion no. 8 (ECSI) (see USPS-T-30, p. 2)? Please explain 
your answer fully. 

RESPONSE 

a) The editorial content cost coverage is estimated to be approxirnately 88 

percent. In USPS-T-34 WP RR-G page 2, the editorial rate wa:s changed from 

,174 to ,125 and in USPS-T-34 WP RR-D page 1, the proportron of revenue 
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to get from piece rates was changed from .59 to .70. The attac:hed 

spreadsheets detail the cost coverage calculations. 

b) The editorial content cost coverage is estimated to be approximately 89 

percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from 

,174 to .I 34 and in USPS-T-34 WP RR-D page 1 proportion of revenue to get 

from piece rates was changed from .59 to .70. The attached spreadsheets 

detail the cost coverage calculations. 

c) The editorial content cost coverage IS estimated to be approximately 87 

percent. In USPS-T-34 WP RR-G page 2, the editorial rate wa!s changed from 

,174 to .I25 and in USPS-T-34 WP RR-D page 1, the proportion of revenue 

to get from piece rates was changed from .59 to .65. The attached 

spreadsheets detail the cost coverage calculations. 

d) The editorial content cost coverage IS estimated to be approxirnately 88 

percent. In USPS-T-34 WP RR-G page 2, the editorial rate was changed from 

,174 to ,134, and in USPS-T-34 WP RR-D page 1, the proportion of revenue 

to get from piece rates was changed from .59 to .65. The attached 

spreadsheets detail the cost coverage calculations. 

e) The average increase in piece rates is estimated to be 16.6 percent. This 

result was obtained by further modifications to the appropriate workpapers 

having the modifications described in part (d) above. First USPS-T-34 WP 

RR-J was modified to calculate Piece Revenue per piece by summing piece 
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MHIUSPS-T34-2(e) Continued, Page 3 of 3 

revenue generated by the scenario described in d above then clividing by the 

number of pieces. This yielded the value $0.155, a weighted average 

revenue per piece. Next, USPS-T-34 WP RR-E was used to calculate the 

weighted average revenue per piece under current rates, i.e., the prece 

revenue value of $950.922,206 divided by the piece count of 7,172,571,146 

to yield a weighted average piece revenue per piece of $0.133. The 

difference between $0.133 and $0.155, divided by $0.133, equals the 

weighted average percent change in the piece rates that woulcl result under 

the scenario described in (d) above. 

f) According to WP RR-L page 1, under the scenario described in (d). 9 out of 

12 piece rate cells would increase more than 10 percent - the highest by 

more than 25 percent. See attached. 

g) No. Rate designs must be evaluated in view of all nine criteria. The scenario 

posited in part (d), results in rate cell changes ranging from a decline of 27.8 

percent rate cell change, for pound rate zoned delivery unit, to an increase of 

25.3 percent, for carrier route high density pieces. The proposed rates 

exhibit a much more conservative degree of change in order to meet all nine 

of the rate making criteria. (see attached spreadsheet which lists each cell 

change, also see USPS-T-34 WP RR-L page 1. 

--- 
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMPANIES 

MH/USPS-T34-3. With reference to your proposal (p. 13, lines l&19) that contrary to 
past practice (see R80-1 Op. & Rec. Dec. 888, 894-95), the editorial pound rate 
should be calculated independently of any of the zone rates: 

(a) What if any specific constraints do you envision on future increases in the 
editorial pound charge? Please explain your answer fully. 

(b) Do you envision that the Postal Service may in the future propose an Increase in 
the editorial pound charge that would result In an editorial cost coverage 
exceeding 100 percent? Do you envision that the maximum level of the editorial 
pound charge would be subject to open-ended litigation in each future rate case? 

RESPONSE 

a) I have no way of forecasting future increases in editorial pound charges 

b) Once again, I cannot forecast the future increase in editorial pound charge 

The maximum level of the editorial pound charge, like any other rate would be 

subject to ‘open-ended’ litigation in future rate cases. 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMF’ANIES 

MHIUSPS-T34-4. With refe’rence to your testimony (p. 6, lines 14-15) that under your 
proposal, “all Periodicals subclasses will have 3-digit and 5-digit piece rates for both 
letters and flats for automation compatible mail,” please explain the effect of your 
proposal on non-automation-compatible Periodicals mail. 

RESPONSE 

Non-automation compatible mail will also have 3-digit and 5-digit rates, just like the 

automation compatible mail. The only difference is that non-automation compatible 

rates do not distinguishes between letters and flats 

-- 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMP.ANIES 

MU/USPS-T345 With reference to your testimony (p. 10, lines 13-15) that the “letter 
categorres were not affected by this shift [to the proposed new 3-digit and 5digit 
categories], and retained the same level of volume as the base year,” please explain 
the effect of your proposal on letter-sized Periodicals marl. 

RESPONSE 

The mail characteristic study that was used to determine the estimated volume for the 

proposed new 3-digit and 5.digit categories was exclusively done for flat-shaped 

pieces. The letter volumes for the 3-digit and 5-digit categories were derived based on 

the distribution of flats for these sortation levels. The letter-sized Periodicals mail in 

the current proposal will also receive sortation discounts for both 3-digit and 5-digit 

presort levels 



RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS TAUFIQUE 
TO INTERROGATORIES OF THE MCGRAW HILL COMP.ANIES 

MHIUSP-T34-6. In view of the ongoing deployment of the FSM 1000, when will the 
Postal Service extend the automation discounts to tabloid-sized periodicals, and/or 
periodicals weighing more than one pound? 

RESPONSE 

Because barcode readers have not yet been approved for deployment on the FSM 

1000, it is premature to speculate on when the Postal Service might extend 

automation discounts to tabloid-sized periodicals and/or periodicak weighing more 

than one pound. Please see witness Moden’s response to MPAkJSPS-T4-10( b ) and 

( c ) for the deployment status of barcode readers on FSM 1000s 



DECLARATION 

I, Altaf H. Taufique, declare under penalty of perjury that the foregoing 

answers are true and correct, to the best of my knowledge, inform.ation, and belief. 

Lb ‘&j*-\- _ 
- ALTAF H. TAUFTUUb 
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