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- P B Q c H E P I N E H  

(9:35 a.m.) 

CHAIRMAN OMAS: Good morning. Today we 

continue hearings to receive the direct case of 

participants other than the Postal Service in Docket 

No. R2006-1 considering the Postal Service's request 

for rate and fee changes. 

Before we begin today, does anyone have any 

procedural matters to discuss ac this point? 

MS. DREIFUSS: Mr. Chairman? I'm Shelley 

Dreifuss for OCA. 

Mr. Sharfman has asked me to handle some of 

the administrative tasks in the hearing room for 

Intervenors who are not otherwise represented, and 

that happens this morning with M r .  Carlson's 

testimony. I don't know if you're up to that yet. 

CHAIRMAN OMAS: 1'11 yet to that. 

MS. DREIFUSS: Okay. Very good. Thank you. 

CHAIRMAN OMAS: Five witnesses are scheduled 

to appear today. They are Witnesses Carlson, Paul, 

Roberts, Neels and Haldi. 

Ms. Dreifuss, would you please assist us to 

receive a corrected version of Mr. Carlson's testimony 

into evidence? 

MS. DREIFUSS: Yes, sir. I've got two 

Heritage Reporting Corporation 
(202) 628-4888 
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copies of the corrected testimony of Douglas Carlson. 

It’s entitled Direct Testimony of Douglas F. Carlson, 

DFC-T-1, Final Version, dated October 27, 2006 .  He 

emailed me this yesterday. 

I also have some written cross-examination, 

but I’ll await your timing on that. 

CHAIRMAN OMAS: Is there any objection? 

(No response. 1 

CHAIRMAN OMAS: Hearing none, please provide 

the reporter with two copies of the corrected direct 

testimony of Douglas F .  Carlson. 

That testimony is received into evidence. 

However, as is our practice, it will not be 

transcribed. 

(The document referred to was 

marked for identification as 

Exhibit No. DFC-T-1 and was 

received in evidence. ) 

CHAIRMAN OMAS: Ms. Dreifuss, have the 

answers to the designated written cross-examination 

been reviewed and corrected? 

MS. DREIFUSS: I think SO. I don’t remember 

exactly having that conversation with Mr. Carlson in 

email, and I don’t know. I hoaestly don‘t know if 

there are any revisions. 

Heritage Reporting Corporation 
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I have two packets that were prepared by the 

Commission's Docket Section, and I assume that these 

would contain the designated responses that are 

provided by the Postal Service and by the Commission, 

so I'm assuming that in both cases these are the most 

recent versions of interrogatory responses. 

In addition, by motion I'd like to designate 

an answer that was filed yesterday by Mr. Carlson. 

CHAIRMAN OMAS: Wit.hout objection. 

MS. DREIFUSS: I have included yesterday's 

filed answer in these two packets as well. 

Let me also comment on the situation of the 

declarations. Mr. Carlson filed on-line declarations 

for the written cross-examination and for his 

testimony, and I have attached those declarations at 

the back of the testimony and these designated 

packets. I understand Mr. Carlson will send in a 

signed declaration within a day or two. 

CHAIRMAN OMAS: All right. Thank you, Ms. 

Dreifuss. 

Would you please provide two copies of the 

corrected designated written cross-examination of 

Witness Carlson to the reporter? 

That material is received into evidence and 

is to be transcribed into the record. 

Heritage Reporting Corporation 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-1. Please refer to page 6, lines 13-22, of your testimony, where 
you identify tasks associated with the acceptance of a regular return receipt by a 
window clerk. 

a. How many times have you observed this acceptance process? Please 
provide all supporting documentation related to these observations. 

b. How many of these observations involved customers other than you? 

c. Are there any functions a window clerk might perform that you have not 
listed. If yes, please describe fully and explain why you did not list these 
functions. 

RESPONSE: 

a. I am unable to estimate the number of times that I have observed a 

window clerk accept a regular return receipt, either for me or for another 

customer in line. I have been visiting post offices regularly since a young 

age. I have had a post-office box since 1983. For approximately eight of 

the years since 1983, my post office had nc lockers for large articles, so I 

waited in line to pick up mail every time an article was delivered to me that 

was too large for my box. During all these years, I waited in line whenever 

an article required my signature upon deliveiy. Moreover, I normally buy 

most new postage stamps at post offices afte- they are issued, so I 

observe many more transactions than the typical American stamp buyer. 1 

believe that the number of regular return receipt acceptance transactions 

that I have observed numbers in the hundreds at a minimum. I have no 

documents related to my observations except for some mailing receipts 

and retum receipts that I have received and re:ained. 

b. A majority of the transactions did not involve me. However, when I am in 

line at the post office, I usually observe quite attentively because I am 

interested in the activity. 

c. Other functions, such as processing the customer's form of payment, may 

occur for some or all transactions. My testimony does not claim that the 
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RESPONSE OF DOUGLAS F. CiRLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

list of functions is exclusive. It simply points out several functions that a 

window clerk may perform for a regular return receipt that a window clerk 

would not perform for electronic return receipt. I am not seeking to identify 

every possible function, as the list I provided should raise sufficient doubts 

about the Postal Service's use of window acceptance times for regular 

return receipt as a proxy for window acceptance times for electronic retum 

receipt, 

Please note that the sentence in my testimony at page 6, lines 10-12 

should be modified as follows: "Although each transaction varies somewhat, 

acceptance of a regular return receipt may require the window clerk to perform 

some eFalCof the following functions[.]" This correction will maintain consistency 

with footnote 1 on page 6. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-2. Please refer to page 6, line 25 through page 7, line 6 of your 

testimony. 

a. How many of this type of transaction have you personally observed or for 
which you have secondhand knowledge? Please provide any 
documentation of your observations. 

likely describes the extent of the discussion for customers who are familiar 
with the service." If so, please provide it. 

b. Do you have any documentation to support your claim that "This dialogue 

RESPONSE: 

a. I am unclear to exactly which "type" of transaction the question refers. In 

any event, I have observed and have personal knowledge of only one 

electronic return receipt transaction. I was the customer. The dialogue 

provided in my testimony is hypothetical but realistic. 

b. No, 



RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-11-3. Please refer to page 7, lines 7 through 16 of your testimony. 

a. How many of this type of transaction have you personally observed or for 
which you have secondhand knowledge? Please provide any 
documentation of your observations. 

b. Do you believe it is possible that a customer not familiar with electronic 
return receipt service might ask more questims, such as: 

“Do I need a computer?”; 

“What do I do if I don’t have an email address?”; 

“Do I get all the same delivery information I get on the green card?”; 

“Do I get a real signature?“; 

”Do I also get a postcard with the real signature?”; or 

“Do you keep the original signature on Fla in case I need it?” 

Please explain any negative response 

RESPONSE: 

a. I am unclear to exactly which “type“ of transaction the question refers. In 

any event, I have observed and have personal knowledge of only one 

electronic return receipt transaction. I WBS the customer. The dialogue 

provided in my testimony is hypothetical but realistic. 

b. A customer conceivably could ask any of the questions listed in the 

interrogatory, although most customers would be unlikely to ask these 

basic questions about the service more than once. The Postal Service 

also could provide information, such as brochures, signs, and text on its 

Internet Web site, that would answer custamers’ questions before 

customers reached the service window. Window clerks should not be the 

only source of information for customers seeking information about 

electronic return receipt. 

8202 



RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI4 Please refer to your testimony on page 8, lines 17 through 
19,where you note the difficulty of observing a statistically significant number of 
electronic-return receipt transactions. Absent a statistically significant number of 
transaction observations with which to calculate an actual per-piece cost, would . .  
not a proxy serve as the next best thing with which to estimate a cost? If no, why 
not? 

RESPONSE: 

Proxies may be used to determine costs for postal rate-setting when they 

reasonably reflect the costs that the underlying service incurs. The similarities 

between regular return receipt and electronic return receipt largely begin and end 

with the words "return receipt" in the name. The acceptance processes for each 

service are very different. The Postal Service has not explained why the window 

acceptance costs for regular return receipt supposedly reflect the window 

acceptance costs of electronic return receipt. A proxy is not a magic wand that 

can be waved to substantiate costs for another service. 

8203 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-5. Please provide all studies you conducted and records of 
observations you made that would provide statistically valid estimates for 
electronic return receipt window transactions pertaiiiirig to: 

1) Window acceptance transaction times; 

2) Window acceptance cost development; or 

3) Window transaction processes cited on page 7, lines 1 through 13, of your 
testimony. 

RESPONSE: 

I have conducted no studies, nor have I compiled records, that would 

provide statistically valid estimates for window acceptance transaction times, 

window acceptance cost development, or window transaction processes. My 

testimony does not assert a particular cost for window acceptance of electronic 

return receipt. It does, however, cast serious doubt on the Postal Service's cost 

estimate. 



RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-T1-6. Please refer to your testimony on page 8, lines 29 through 30. 
Is it your opinion that the value of service criterion is the only factor or 
measurement to consider when determining a cost coverage and a proposed 
fee? If no, what other factors or measurements would you consider? 

RESPONSE: 

Witness Berkeley proposes a higher cost coverage for electronic return 

receipt than regular return receipt on the grounds that electronic return receipt 

has a higher value of service than regular return receipt. See, e.g., DFC/USPS- 

T39-2. My testimony on page 8, lines 29-30 rebuts her claim. My testimony 

does not consider all possible rate-setting criteria. 

I do not believe that value of service is the only factor or measurement 

that the Commission can consider when determining a cost coverage and a 

proposed fee. I would consider all criteria in 39 U.S.C. § 3622 and 39 U.S.C. 

3 3623, to the extent that those criteria applied to 3 particular service. I am 

aware of no rate-setting criteria that would undermine my recommendation for 

identical cost coverages for electronic return receipt and regular return receipt. 

8205  
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RESPONSE OF DOUGLAS F. C \RLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-7. Please refer to your testimony on page 10, lines 1-4. Since you 
mention that you "have tracked delivery of these items extensively", please 
provide the following information. 

a. Please give a breakdown of the destination of the several hundred 
diplomas; e.g., to the San Francisco area, to other California destinations, 
to neighboring states, etc. 

b. Was return receipt service purchased for any of the certified mail flats? If 
yes, please provide the percentage of each type of return receipt service 
used. 

c. Prior to 2004, how were these diplomas mailed? Were any special 
services used? 

RESPONSE: 

a. To respond to this interrogatory, I reviewed data from representative 

mailings in 2005 and 2006, including a mailing that we conducted between 

September 15 and 19, 2006. In these mailings, we sent 48 percent of our 

diplomas to addresses in the greater San Francisco Bay Area (ZIP Codes 

939-954), 30 percent to addresses in other California cities, and 21 

percent to other states. (The percentages do not add up to 100 due to 

rounding.) 

b. We did not purchase return receipt service for any diplomas that we 

mailed as Certified Mail flats. 

c. Immediately prior to my arrival in my current position in September 2004, 

the university did not use the Postal Service to deliver diplomas. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-Tl-8. Please refer to your testimony on page 10, lines 21-23. Is it 
your opinion that Signature Confirmation is a similar service to certified mail with 
return receipt service in any other ways besides the time to provide an electronic 
copy of the signature? Please explain fully. 

RESPONSE: 

Signature Confirmation is relevant to my testimony only to the extent that 

the time required for an electronic signature for Signature Confirmation to be 

provided to the customer should be the same as the time required for an 

electronic signature for electronic return receipt to be provided to the customer. 

The signature-collection process for each service is the same: the Web interface 

for each service is similar; and the Postal Service provides signatures by e-mail 

in the same way for each service. 

I do note that both Signature confirmation and Certified Mail with 

electronic return receipt provide customers with a mailing receipt, on-line and 

telephone access to the date and time of delivery, and an electronic copy of the 

signature by e-mail. Other similarities may exist that I have not considered. 

I believe that customers who purchase Signature Confirmation can choose 

to receive the signature by fax or mail, whereas e-mail is the only option for 

electronic return receipt. Also, customers can purchase Signature Confirmation 

for some classes of mail for which customers canmt purchase Certified Mail 

Moreover, Certified Mail is available for First-class letters and flats, while 

Signature Confirmation is not. Other differences may exist. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-9. On page 9, lines 8-9, of your testimony you state, 'In my 
experience, regular return receipts usually are mailed on the day of delivery." 
Please describe your experience in more detail, including the locations from 
which the return receipt were mailed, all data you collected, and what proportion 
of regular return receipts were not mailed on the day of delivery. 

RESPONSE: 

I have no data, nor do I claim to have conducted a statistically significant 

study. My testimony is based on my experience in the past five years. I simply 

do not recall an instance of a regular return receipt not being mailed back to me 

on the day of receipt. I am aware of problems in the past with delivery of return 

receipts to high-volume recipients such as tax agencies, but for the typical return 

receipt delivered by a letter carrier, I believe that the return receipts usually are 

mailed back on the day of receipt. I see no reason why they should not be 

mailed back on the day of receipt, since mail that carriers collect on their routes 

usually is transported to the processing plant on the same day. 

Also, the Postal Service Law Department routinely sends mail to me by 

Certified Mail with a return receipt requested, and :he window clerks at my station 

regularly toss the return receipts in their outgoing mail tub immediately after they 

date-stamp them. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-10. Please refer to your testimony on page 9, lines 23 
through 24. Is it your understanding that a CFS site is located at the main facility 
where the post offices, stations and branches will be taking or having their mail 
taken daily for processing? If not, please explain. 

RESPONSE: 

Some, and perhaps most, CFS sites are located at a processing and 

distribution center (PBDC) or processing and distribution facility (P&DF). 

However, the response to DFCIUSPST39-53 confirms that many CFS sites are 

not located at the P&DC or P&DF to which post offices, stations, and branches 

transport their mail for daily processing. Examples include, but by no means are 

limited to, the Sacramento CFS site, which serves San Jose (including Salinas), 

Stockton, Reno, Fresno, and Redding in addition to Sacramento; the Santa 

Clarita CFS site, which serves Los Angeles (902-904 only), Long Beach, 

Pasadena, Oxnard, Santa Barbara, and Bakersfield (including Mojave), in 

addition to the Santa ClaritaNan Nuys area; and the Flushing CFS site, which 

serves Staten Island and Brooklyn, in addition to the Flushing area. 

Some CFS sites are not even located at a PRDC. Examples include 

Sacramento and San Francisco. 

The need to transport Forms 3849 to the CFS site almost certainly adds to 

the time required to provide signatures to customers. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-11. Please refer to page 11, lines 3 through 6, of your testimony. 

Did you request the Proof of Delivery letters in all of the 49 cited instances 

because it was uncertain as to whether or not delivery had taken place? If so, 

why did you wait approximately two weeks after delivery? If not, for what purpose 

did you request the Proof of Delivery letters? 

RESPONSE: 

I requested Proof of Delivery letters because I wanted to collect data on 

whether signatures were obtained and made available to me. 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-12. Please refer to page 11, lines 13 through 14, of your 
testimony. Please quantify, and provide all data/documentation to support your 
claim of "many instances." 

RESPONSE: 

I based the statement in my testimony on the data provided in my 

testimony at page 11, lines 24-28 to page 12, lines 1-5. 

Data I have collected since filing my testimony continues to substantiate 

my claim. On September 15, 18, and 19, 2006, we mailed 134 diplomas as First- 

Class parcels with Signature Confirmation. So far, I have received nine Proof of 

Delivery letters indicating that no signature is on file. (Actually, I received many 

more than nine Proof of Delivery letters indicating that no signature was on file, 

but my subsequent queries determined that signatures eventually appeared for 

some shipments 12 or more days after delivery.) 



8212 

RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-13. Please refer to page 11, lines 20 through 22, of your 
testimony. For the mailing of certified mail flats you reference, please provide the 
following information: 

a. Total number of certified mail flats mailed 

b. Was the First-class postage rate paid or the Priority Mail postage rate or a 
combination of both? 

c. Number of flats with basic return receipt service 

d. Number of flats with electronic return receipt service 

e. Confirm that this referenced mailing was made in one acceptance event. If 
you cannot confirm, please provide details as to how many collections or 
acceptances there were for this 'mailing." 

f. Number of days from initial acceptance of the mailing to the last time you 
checked for the 10 percent not receiving a ssan. 

RESPONSE: 

a. I do not know the exact number of flats for the mailing referenced in my 

testimony because I did not make electronic records. All the records are 

now distributed among hundreds of paper files. However, I believe that 

the number of flats was between 60 and 100, and I recall that no delivery 

information was recorded for at least 10 or 11 flats. My review of data for 

subsequent mailings suggests that the Postal Service's statistic showing 

that the Postal Service does not record a signature for 4.2 percent of mail 

pieces for which customers purchased an slectronic return receipt 

probably reflects my overall experience. I mentioned the 10-percent figure 

in my testimony because the scan rate for that mailing was particularly 

low. For that mailing, the Certified Mail labels were placed at the top of 

the flat, in accordance with Postal Service instructions. I find that the scan 

rate is higher when we place the Certified Mail label directly to the left of 

the address, as we have done for most other mailings. 

b. We paid weight-based First-class Mail postage. 

c. Zero. 

d. Zero, 
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e. I believe that all flats were mailed at the same time, but they may have 

been spread over a two-day or three-day period. 

f. I believe that my final check was two to three months after the mailing 

date. At that point, I removed the records from my office and asked my 

staff to file them. 
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USPSIDFC-TI-14. Please refer to page 11, lines 24 through 28, of your 
testimony. 

(a) Why didn’t you follow up to see if the signatures ultimately were posted? 

(b) Is it possible that the number of unposted signatures is less than 34? If 
not, why not? 

RESPONSE: 

a. I did not have time to follow up while preparing this testimony because the 

process of requesting Proof of Delivery letters, waiting for data to be 

restored from off-line files, waiting for the letters to arrive, reviewing 

information in PDF files, and transferring the data to a spreadsheet is 

cumbersome. Moreover, as is clear from the context in my testimony, the 

purpose of the example cited in my testimony was to demonstrate the 

Postal Service’s delay in compiling and providing electronic copies of 

signatures. Therefore, I determined that following up to check on the 

existence of signatures was not necessaiv. 

b. Yes. 
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USPSIDFC-TI-15. Please refer to page 11, line 27. [sic] through page 12, line 1, 
of your testimony. With respect to this specific mailing: 

a. Where were this mailpieces destined? 

b. Were all of these mailpieces similarly sized? 

c. What sizes were these mailpieces? Please provide envelope or box 
dimensions. 

d. What class of mail was used for these mailpixes? 

RESPONSE: 

a. I did not make electronic records of this mailing, so all the addresses are 

now distributed among hundreds of paper files. However, the destinations 

should be consistent with the general geographic distribution of our 

mailings that I provided in response to USPSIDFC-TI-7. 

b. Yes. 

d. First-class Mail. 
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USPSIDFC-TI-16. Please refer to page 12, lines 19 through 23, of your 
testimony. 

a. In your experience, how many people do you know who use basic return 
receipt service? 

b. In your experience, how many people do you know who use electronic 
return receipt service? 

c. What is the nature of the mailings of the people you know from experience 
who may later need to prove delivery? 

d. What percentage of the mailings with return receipt service of the people 
you know from experience will later need to prove delivery? Please 
breakdown by type of return receipt service. 

RESPONSE: 

a. I assume that almost every person I have met or encountered has used 

regular return receipt service at least once in hislher life. I am unable to 

estimate the number of people I have met or encountered during my 

lifetime. 

b. None. 

c. I am aware of people who send letters to businesses with whom they are 

involved in a dispute. Some people purchase return receipt service when 

they mail their tax returns. Law firms use re2ular return receipt service to 

send correspondence to people and businesses. Some people use return 

receipt service when they send correspondence to my office that they 

consider to be important. 

d. I cannot immediately recall a single instance in which I observed a person 

actually present the return receipt to prove delivery of correspondence. I 

do not believe that I ever have. In my opinion, people and businesses 

usually do not dispute receipt of correspondence for which they signed 

upon delivery. I have heard that the return rec5ipt may be important when 

a plaintiff in small-claims court is seeking a default judgment against a 

defendant who does not show up in court. If the court served the 

summons by Certified Mail, the judge may want to see that the defendant 

signed the return receipt before the judge enters a default judgment. 

8216 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-17. Please refer to page 14, line 7, of your testimony. 

a. Please define "delay" with respect to a quan!ifiable amount of time. 

b. Please provide all data and studies you are aware of that you relied on 
when making this statement. 

RESPONSE: 

The delays to which I refer range from several hours to one day. On 

weekdays, acceptance transactions typically show up in the tracking system in 

the evening - but perhaps not until the customer has tried several times to 

register his e-mail address. For Saturday acceptance transactions, I often do not 

see the acceptance transaction in the tracking system until Sunday. 

I have compiled no data nor conducted any studies on the delay. I saw no 

need to compile data or conduct studies because the delay is readily observable 

and predictable. 
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TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-18. Please refer to page 14, lines 26 through 28, of your 
testimony. By "ovetwhelming desire for certified mail customers to obtain the 
recipient's signature" are you referring to a pen and ink signature or signature 
image? I f  not a pen and ink signature, please explain fully. 

RESPONSE: 

I am referring to a signature. I have no reason to believe that most 

customers distinguish between a hard-copy signature and a scanned image of a 

signature. Many customers conduct transactions using fax machines, so I 

believe that many customers understand that facsimile images of signatures 

carry legal weight and significance. When the Postal Service ceased to retain 

hard-copy signatures on tile, without any particularly prominent notice to the 

public about this change, presumably the Postal Service had already conducted 

its own analysis and confirmed that electronic signatures would continue to meet 

customers' needs. 

8218 
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-19. Please refer to page 15, lines 2 through 8, of your testimony. 

a. Do you believe that any mail service sold at a window unit incurs window 
acceptance costs? If your answer is anything other than an unqualified 
“yes”, please explain fully. 

b. Do you believe the electronic return receipt service is only “sending an 
email message”? If not, please explain fully. 

c. Do you think it is possible that the Postal Service would need to explain 
electronic return receipt service to some customers (such as how to 
provide the email address), even if it were included as part of certified mail 
service? If not, please explain fully 

RESPONSE: 

a. In theory, yes. However, when the Postal Service proposed to provide the 

delivery date and time as a feature of basic Certified Mail service, the 

Postal Service did not estimate an increase in window acceptance costs 

due to the possible need to explain this service feature to customers. 

Therefore, in practice, the mere addition of a feature to a service may not 

result in an increase in costs for the purpose of postal rate-setting. 

b. My testimony intends to distinguish between the window-acceptance costs 

and the costs associated with actually delivering the service whose 

features the customer desired. A customer \n.ho purchases an electronic 

return receipt probably thinks of the delivery of the return receipt as the 

provision of the service; this customer probebly does not think of the 

window transaction as a component of the service he was purchasing. 

While one certainly could consider the window-acceptance transaction a 

component of “providing” electronic return receipt service, I sought to 

separate costs associated with the window transaction from costs 

associated with delivering the service whose features the customer 

desired - i.e., the actual return receipt. 

c. The Postal Service probably would need to explain the service to some 

customers. However, the extent to which these explanations would need 

to take place during face-to-face encountem with a window clerk is 
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unclear. The Postal Service uses written ccinmunication, through 

brochures, publications, and lobby signs, to inform customers that 

Certified Mail provides the date and time of delivery - a new service 

feature implemented in 2002. Among other places, this information 

appears in A Customer's Guide to Mailing (Domestic Mail Manual 100 

Series), in a brochure titled Simplify Your Bl~siness with a P.O. Box & 

Certified MailTN Service, on Sign 355 for the lobby, and on the Certified 

Mail Receipt (PS Form 3800). This information also appears at 

www.usps.com. 

http://www.usps.com
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RESPONSE OF DOUGLAS F. CARLSON 
TO INTERROGATORY OF THE UNITED STATES POSTAL SERVICE 

USPSIDFC-TI-20. Please refer to page 15, lines 9 through 10, of your 
testimony. Please confirm that regardless of how certified mail customers 
currently deposit mail, they can have access to the original signature by using 
basic return receipt. If you cannot confirm, please explain fully. 

RESPONSE: 

Confirmed. However, currently customers must incur a significant 

additional expense for a separate service to obtain a hard-copy signature. Filling 

out a return receipt is time consuming, particularly when a person is mailing 

multiple pieces of mail. If an electronic copy of the signature were a feature of 

basic Certified Mail service, customers still would have the option of obtaining the 

original signature by using regular return receipt service. 
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USPSIDFC-TI-21. Please refer to page 15, lines 12 through 15, of your 
testimony. 

a. Please confirm that electronic return receipt service provides an electronic 
image of a signature. If you cannot confirm, please explain. 

b. Considering that .09 percent of the certified mail customers purchasing 
return receipt service in 2005 requested electronic return receipt service 
and 86.8 percent of certified mail customers requested basic return receipt 
service, would you agree that 'most" certifiec: mail customers want the 
original signature and not the electronic signature image? If not, please 
explain fully. 

c. Do you believe that at least some certified mail customers want the 
original signature, rather than a copy of the signature image? Please 
explain any negative response. 

certified mail service because of the addition of a service feature they 
don't ever use? 

d. Why should any certified mail customers be forced to pay more for 

RESPONSE: 

a. Confirmed. 

b. No. I do not believe that many postal customers know about electronic 

return receipt service. No window clerk has ever offerea the service to 

me, even though I have conducted at least ? 5 Certified Mail transactions 

(with no regular return receipt attached) in tt'& past three years, nor have I 

heard any window clerk discuss this option with a customer. The first time 

I tried to purchase an electronic return receipr, a window clerk quite 

assertively denied that the service existed. 0:ily as I headed out the door 

of the post office at closing time and mentio:led the problem to a 

supervisor or manager at the door did I succeed in purchasing the service. 

The low volume of transactions suggests that customers do not know 

about the service, and perhaps window clerks do not, either. Also. 

customers who do not visit the post office to deposit their Certified Mail 

cannot purchase this service. 

c. A possibility exists that some customers want an original signature. 

8 2 2 2  
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d. The question assumes that customers "don't ever use" an electronic 

signature, an option that most customers probably do not know about and 

that many cannot purchase. The same question could be asked about 

why customers who want a return receipt are forced to pay for Certified 

Mail service, which provides many additional service features that many 

customers probably do not need. Window clerks surely have met many 

customers who wanted only a return receipt and were disappointed to 

learn that they needed to purchase Certified Mail service first in order to 

purchase a return receipt. 

If a streamlined service offering combining two services benefits the vast 

majority of customers with, at most, a smell fee increase, the new service 

offering may provide better service and value overall, and maximize 

consumer utility, even if a small minority of customers would prefer not to 

receive both services. 
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USPSIDFC-Tl-22. Please refer to page 15, line 29, through page 16, line 2, of 
your testimony. 

a. Would you propose that electronic return receipt service be included as 
part of the basic service for COD, insured mail and registered mail? 
Please explain fully. 

b. Specifically how would the classification schedule be simplified if an 
electronic copy of the signature was [sic] a basic feature of certified mail? 
Please explain fully. 

c. How would the convenience of certified mail service be increased for any 
other than the non-high volume electronic return receipt customers if the 
electronic copy of the signature was a basic feature of certified mail? 

Please explain fully. 

RESPONSE: 

a. I am proposing the service enhancement for Certified Mail only. I have not 

considered the issues related to providing electronic return receipt as a 

basic feature of COD, Insured Mail, and Registered Mail. This question is 

worthy of consideration. 

b. Electronic return receipt as a separate service would no longer be an 

option for Certified Mail. With this feature folded into Certified Mail 

service, two services would be reduced to one, simplifying the 

classification schedule and, in particular, the tyoical customer's interaction 

with it. If electronic return receipt were folded into all host services, the 

classification schedule would be further simplified by completely 

eliminating electronic return receipt. 

c. I am not familiar with the process by which a high-volume mailer 

purchases electronic return receipt service, so I am unable to make the 

requested comparison. 
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DBPIDFC-T1-1. Please refer to your response to Interrogatory USPSIDFC-T1- 
12. For your mailings on September 15, 18, and 19,2006, how many days 
elapsed between the date of delivery and the date on which the Postal Service 
provided the recipient's signature to you? Please provide both an average and a 
maximum. 

RESPONSE: 

The average time for the Postal Service to provide the signature to me by 

e-mail was 4.59 to 5.74 days after delivery. 

I am providing a range because of a feature of the Postal Service's Web 

tracking system. When customers request a Proof of Delivery letter at the Postal 

Service's Web site, the Postal Service will provide the Proof of Delivery letter 

almost immediately if the signature has been scanned and attached to the 

electronic delivery record. Otherwise, the Postal Service holds the request in a 

pending status for seven days. If the signature is riot on file after seven days. the 

Postal Service sends a Proof of Delivery letter reporting that no signature IS on 

file. 
0 

Signatures sometimes show up more than seven days after delivery. For 

this study (and previous ones described in my testimony), I need to continue 

monitoring delivery records to determine whether signatures eventually arrive. 

Unfortunately, if a customer submits a new request for a Proof of Delivery letter 

more than seven days after delivery, the system provides a Proof of Delivery 

letter immediately. If no signature is available at the moment the request arrives, 

the Postal Service immediately sends another Proof of Delivery letter indicating 

that no signature is on file. Thus, when I receive the first Proof of Delivery letter 

indicating that no signature is on file, I cannot submit a new request and expect it 

to be held in a convenient pending status for seven days. Consequently, to 

calculate the time required to provide the signature, I would have needed to 

submit a request for a Proof of Delivery letter every day (for perhaps 20 or more 

items). This approach would have been impractical. 0 
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As an alternative, I first recorded the number of days after delivery during 

which a signature initially was not available (X). (The initial value for X usually 

was 7.) Next, I submitted a new request for a Proof of Delivery letter several 

days later (Y days after delivery). If the signature was immediately available, I 
knew that the signature became available between X and Y days after delivery. I 

sometimes performed this routine for two to four rounds after delivery, each time 

updating my value for X. 

In the end, 16 signatures arrived so late that I knew only the range of days 

required for the signature to be available (X to Y). The range of days for these 

signatures was 7 to 22. I arrived at the lower average of 4.59 days for the entire 

mailing by using the low end of the range (X) for each late signature, and I 

arrived at the higher average of 5.74 days by using the high end of the range ( Y )  

for each late signature. The true average probably is somewhere in the middle. 

The longest definitive, confirmed number of days to provide a signature 

was 14. Seven signatures definitely did not show up for 10 days or more. 

The median number of days to delivPry wiis four. 

0 
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DECLARATION OF DOUGLAS F. CARLSON 

I declare under penalty of perjury that I personally prepared my responses 

to the written cross-examination and that, if called to testify under oath, my 

responses to the written cross-examination would be my testimony. 

Dated: October 27, 2006 

DOUGLAS F. CARLSON 
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CHAIRMAN OMAS: Is there any additional 

cross-examination for Witness Carlson? 

(No response. ) 

CHAIRMAN OMAS: Mr. Straus, do you have a 

corrected version of Mr. Paul's testimony to move into 

evidence? 

MR. STRAUS: I have the original version, 

which as far as we know required no correction. 

Should I go ahead and do that? 

CHAIRMAN OMAS: Y e s .  Would you like to move 

it into evidence? 

MR. STRAUS: Yes, Mr. Chairman. I have the 

Direct Testimony of Robert Paul on behalf of Growing 

Family. It consists of the written testimony, whlch 

is designated GF-T-1, along witn Exhibits RP-1 through 

RP-8. 

I also have an original signed declaration 

by Mr. Paul affirming that his testimony and 

interrogatories are accurate and true to the best of 

his knowledge. 

I will hand both the declaration and the two 

copies to the reporter. 

CHAIRMAN OMAS: Is there any objection? 

(NO response. ) 

CHAIRMAN OMAS: Hearir-g none, I will direct 

Heritage Reporting Corporation 
(202) 628-4888 
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counsel to provide the reporter with two copies of the 

corrected direct testimony of Robert Paul. 

That testimony is received into evidence. 

However, as is our practice, it: will not be 

transcribed. 

(The document referred to was 

marked for identification as 

Exhibi.t No. GF-T-1 and was 

received in evidence.) 

CHAIRMAN OMAS: Mr. Straus, have the answers 

to the designated written cross-examination been 

reviewed and corrected? 

MR. STRAUS: They have been reviewed, and 

again they required no correctiorr. 

CHAIRMAN OMAS: All right. Would you please 

provide two copies of the corrected designated written 

cross-examination of Witness Pacl to the reporter? 

That material is received into evidence and 

is to be transcribed into the record. 

(The document referred to was 

marked for identification as 

Exhibit No. GF-T-1 and was 

received in evidence.) 
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RESPONSES OF GROWING FAMILY, INC. TO USPS FIRST INTERROGATORIES TO 
GROWING FAMILY, INC. WITNESS PAUL 

(USPSIGF-TI -1-5) 

USPSIGF-11-1. Please refer to your testimony at page 1, lines 6-7, where you state that 
"Approximately 10% of our total shipments are sent via the USPS's COD service." 

(a) What alternative methods does Growing Family use to send the photography orders 
to the other 90 percent of customers, and what percentage of total shipments are sent 
via each of those alternative methods? 

(b) How is payment made for those other customers? 

RESPONSE: 

(a) The remaining 90% are sent by US. mail, but not COD. 

(b) Payment by those customers is made in advance, usually by check or credit card, 
but occasionally by cash or money order. 

8232  
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RESPONSES OF GROWING FAMILY, INC. TO USPS FIRST INTERROGATORIES TO 
GROWING FAMILY, INC. WITNESS PAUL 

(USPSIGF-T1-1-5) 

USPSIGF-TI-2. Please refer to your testimony at page 1, lines 7-8, where you state that 
"the recipients of Growing Family's COD packages have the option of unopened either 
paying the retail price for the photographs or refusing the packages unopened ...." 
Approximately what percent of the recipients pay for the photos, and what percent 
refused the packages unopened? 

RESPONSE: 

Growing Family, as my testimony stresses, does not knnw what percentage of the COD 
addressees pay for or refuse the packages. We know only the number of customers 
whose payments are provided to us by the Postal Service and the number of 
undelivered packages that are returned to us either because they have been refused by 
the customer or because the carrier was unable to effect delivery. When we receive 
neither the payment nor the package, which happens 3 4 %  of the time, we do not know 
whether the package was: 

1. delivered to the customer without collecting payment, 
2. paid for by the customer and the payment lost or mislaid by the carrier, 
3. paid for by the customer and the payment lost in the USPS accounting system or 
4. the package was destroyed or discarded by the USPS. 

With this qualification, according to our records: 
0 

~ we receive the payment for approximately 64% of COD shipments, 
- we receive the returned package approximately 34% of the time, and 
- approximately 2% of the time we receive an inderririily payment. 

o We file claims for about 4% of all COD packages shipped, generally about 
90 days after the date of shipment. About half of our claims are resolved 
by the remittance or package being returned to us after the claim is filed. 
that is, 90 days or more after the mailing. 

To summarize what we think happens: 
- Approximately 34% of all COD packages are returned to us because they are either 
undeliverable as addressed (customer provided the wrong address or moved without a 
forwarding address) or they are refused by the addressee. 

- Approximately 66% of all COD packages are successfully delivered by USPS to the 
addressee. Of this 66%, 97% of the time USPS, collects the payment, and successfully 
remits the payment to us. However, of the 66% of the packages that are successfully 
delivered, 3% of the time (2% of total packages) either the package is delivered by the 
carrier and the carrier does not receive Dayment from the addressee, or the carrier and 
USPS fail in getting the payment back to Growing Family. 

0 
3434285 
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RESPONSES OF GROWING FAMILY, INC. TO USPS FIRST INTERROGATORIES TO 
GROWING FAMILY, INC. WITNESS PAUL 

(USPSIGF-TI -1 -5) 

USPSIGF-TI-3. Please refer to page 13. lines 2-3 of your testimony, where you state 
that "we have surveyed addressees from whom we have received neither payment nor 
the funds." 

(a) Please provide the results of any and all surveys Growing Family has conducted 
since January 1, 1997, of customers from whom it has not received payment. Please 
provide all the underlying data from such surveys. 

(b) Please describe any policies or practices Growing Family has concerning customers 
from whom it has not received payment. 

RESPONSE 

(a) These surveys are conducted informally, and few records are kept. Attached 
please find all related documents that we have been able to locate. 

(b) This question is not clear to me. If a package is sent COD and a customer refuses 
the package or delivery is not possible and the package is returned; we do not re-mail 
that package to the customer. We may telephone the customers at a later time to try to 
sell them a package of photos, but ordinarily by the time a package is returned to us, 
enough time has elapsed that the customer is not as interested in purchasing the 
photos as they were at the time they placed their order (new expenses associated with 
the baby, they have probably taken other photos more iecently, etc.). 

If a package is sent COD and the Postal Service does nct return the package or the 
payment, our only practical way to get paid for those photos is to tile a claim with the 
USPS. Our policy is to file a claim, as provided for in the postal regulations. We have 
no way of knowing which, if any, of the customers involbed in these claims paid (or did 
not pay) the carrier. As a practical matter, since the customers do not generally need 
anything else from us (unless and until they want photos of a subsequent baby). we 
have no leverage to get them to send a replacement payment (if they paid by check) or 
to make a payment (if the photos were left without collecting payment). With no 
practical legal recourse, we believe that the small number of people who want to pay 
will not justify the costs of trying to mail collection letters or make collection phone calls 
(even assuming that the customers still have the same addresses and phone numbers 
as when they ordered their photos). 

In addition, we do not believe, despite the Postal Service's categorization of claims, that 
any significant number of our packages are truly "lost." They are substantial and can't 
simply vaporize. Rather, we tend to believe, packages are deemed lost when they are 
left without any payment being collected, when the carrier permits the recipient to open 
the package and examine the contents before paying (and must then "lose" the package 
if it is refused), or for other reasons not involving a truly "lost" package. 

0 
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Fmm: Bem.stwe 

Sent: Wednesday, AUgust31.2W5 1 2 3  PM 

To: %dlmever,Ilm 

Subjed R E  COD pmject fw Call Outs 

No, never received the list of the 23,but will t ry to  get again from the CCC 

---Original --- 
mn: Spelltneyer,Jim 

Senb wedncsday. hugat 31.2GQ5 10:11 AM 

TO: Buu.stm 
subjeb 

Steve: Did we ever get any details on the 23 customers? 
If we can get the list, we can develop a plan. Need to be sure we didn't get the check from 
them and apply to wrong Mom or just force it!! 

Fw. COO Project for Call oub 

----O*iMI Mesage----- 

Fmm: Spel!fneyer,Ilm 

Sent: Twsdav. lune 14,2W5 5% PM 

To: Barnett Max 

8 2 3 5  

From: Russell, Ronna [rrussell@GmwingFamily.com] 
Sent: Wednesday, September 14,2005 9:45 AM 
To: Spellmeyer, Jim; Cook, Tim 
Subject: RE: COD Project for Calf Outs - need detail on the 23 

0 

Jim, 
I sent the list over to Steve via interoffice mail last week. You might want tc check his interoffice envelops from 
me. If you can't find it. let me know and I will send you another copy later today. 

-49iM1 M e r r a g t  

Fmm: 5$ellmeyer,Ml 

Sane TwsCdy. September l?,, MOS 608 PH 

To: RusreY,Rorna,CwhTlm 
Subled RE; COO PWel  fw Can outr - need debii on Ue 23 

Tim I Ronna: 

I'm sorry if you have already provided this information to Steve. 

Steve is out on vendor visits for the next two days, and I.rn trying to yet our "ducks in a row" for the reply to 
the USPS regarding the "lost" packages [or money] issue. 

Can you provide the customer numbers, etc. that go with the results of the survey? 
Need the customer numbers or order numbers I names, or whatever ... 

Thanks. 

Jim 



SU~~M:  rnomjewcanom 

Ma: 
I haven't see the script or heard the calls, bul the resulls look better than expected so far 

Of 284 numbers, 253 (89%) unable to conlact 

Of the ones we contacted, 
8 (26%) say the package was not delivered. but 
23 (74%) say it was and they paid for it ! 

Jim 

---Orlglnal M m e - -  

Fmm: Barqsteve 

SmD T W ,  lune 14,2W5 503 PM 

To: Splbnwer,Ilm 

Subjub Fw:aX,F~~@UrOrCalloUa 

Jim, don't know if Tim sent you his f i rst  email below or not, re: the CCC 
Project fo r  calling COD Customers whom we received a Claim check on. 
As you can see, they were only able t 3  contact about 15%. which is not 
good, however, the good news is they contacted (23) customers who 
claimed they paid the USPS money f o r  their COD Delivery. 

I need t o  get the details behind these (23) customers ___........... 

--Gigid M ~ g e - -  
Fmm W l l m  

Sent: Tuesday, luna 14,2005 12:11 PM 
To: E!eU,Strn 

subject2 

Yes, and we called back multiple times in day and evening to get that many.. . just not at 
home or not answering us. 

4 r & i M I  Message--- 

mm:  kwstnn 
Sen* Tuesdy, lune 14,2005 I1:2I AM 

To: Cook,Rn 

subiut 

RE: Coo hjeci  fcf call oub 

RE: COD P,O]ea for call ouo 

thx, Tim, So _........ how many did thr. reps actually talk to, 23 Paid + 

9 No English + 8 Postman never delivered + 2 Not home when 

delivered = 42 TOTAL?? 
which is about what we averaged in our last 2 call tests). 

(if so, that 'd  be almost 15%. 

---(mginal M-e--- 
horn: Cmkl im 
a n t  TueMay, lure  14,20D5 9 0 7  AM 



To: Bem,ste*e 

Subjed 

Steve, here is the info from the COD customers we called. 

Fw: COO Roject fw Call Ouk 

*mal Message-- 

.Sent Monday, lune 13,2005 5 13 PFI 

To: GmhTlm 

Fmm: R&,ROnM 

subjest: 

Tim, 

Here are the results of the COD Call out program that we did for Steve I 
thought you mght want lo give him the info Let me know If you need more 
details 

coo ROW fm can o m  

Here is the breakdown ... out of 284 numbers. 

No Answer 
Disconnected 
Pd Wldc or cash 
Wrong NumberIMoved 
No English 
Mom not home Call Back 
Postman Never Delivered 
Mom Hung Up 
Not Home WlDelivered 
Message Phone Only 

105 
102 

23 ## 

9 
23 

9 
8 -  

2 
2 
1 

Ronna Russell 
Operations Manager, Customer Care Center 
Growing Family, Inc. 
636-946-5136 ext 2101 
Rrussell~growingfamily.com 



From: Cook, Tim [tcook@GrowingFamily.wm] 

Sent: 
To: Spellmeyer, Jim 
Subject: RE: Contact of COD customers still planned for this week? 

Thursday, June 09,2005 9:36 AM 

We actually started these calls Wednesday, I believe, during the day. 'Ne just took your suggestions and folded 
them into a script to use. I don't believe I still have the one from last time. We are going to have to go into the 
later aflemoon/evening hours to complete as many of these leads are not at home. My guess is that we Will be 
calling on them throughout the rest of the week ..... 

Tim. 

--hlpinal Mesag- 

From: 5pelbneyer. lim 
Sent Wednesday, lune 08,ZMK 1037 AH 
To: Cmkl im 
Subled: of COD Crataners all PhMd fa Week7 

Tim: 

What are you using for a script and do you still have the sc?ipt from last time the test was done? 

Are you planning on just calling during the day, or evenings as Well 

If I were going to be involved, I would want to listen to the first three or four calls to see how things are 
going right from the start 

Jim 

---OngiMI f4-g- 

From: CoaL;Tlm 

%ne mvrdw. luna oz.2005 io:i? rn 
To: Spell~er,SIm 

SubjKt: (hntact of COD customers 

Jim, we won't be able to work this campaign into our Outbound group until sometime late next 
week I already discussed b i s  with Max so we know wnat we are after in the calls. I will let you 
know once we start calling in case you want tn sit with 2 rep. 

Thanks, 

Tim Cook 
Vice President. Customer Care Center 
Growing Family. Inc. 
3613 Mueller Road 
St Char(es,MO 63301 
(636) 946-5136. ext. 2100 
Cek(636) 699-6262 
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From: Benz, Steve [sbenz@GrowingFamily.com] 
Sent: Tuesday, May 31,2005 4:40 PM 
To: Spellmeyer, Jim 

Subject: RE: CCC to contact (100) COD customers we received COD Claim $$on?? 

FYI Jim, I asked Tim about this issue (after our E-Check online training last Thursday), 
and he said “he worked this out w i th  Max”, and he now knows what we want???? 

----Original Message---- 
From: Spellmeyer, Jim 
Sent: Tuesday, May 31, 2005 3:31 PM 
To: Ben& Steve 
Subject: RE: CCC to contact (100) COD customers we received COD Claim $$ on?? 

Steve: 
Time t o  joy his memory? 

----original Message-- 
From: Benz, Steve 
Sent: Monday, May 23,2005 3:46 PM 
To: Spellmeyer, Jim 
Subject: Fw: CCC to contact (100) COD customers we received COD Claim $$on?? 

Jim, here’s the email I ‘ d  sent Tim. Hod called him previously, and was hoping 
to  discuss exactly what we wanted (e.9. us t o  sit down with the reps when they 
begin calling, we may decide we don’t have to  call all several hundred 
customers, etc) in greater detail when he retarned my call. 

---Original Message-- 
From: Benz, Steve 
Sent: Monday, May 23,2005 913 AM 
To: Cook, Tim 
Cc Russell, Ronna 
Subject: FW: CCC to contact (100) COD customers we received COD Claim $$ on?? 

NI Tim/Ronna, 
have the CCC contact about 100 COD Customcrs, whom we received payment of 
a “COD Claim” on from the Post Office (i.e. this would be where the Post 
Office paid us for a claim we submitted to  them, because either a) they did 
delivered the pkg to  Mom, yet the Post Oftice did NOT give us our money they 
collected: OR b) they did NOT make the de;ivery to  Mom and did NOT return 
the pkg t o  us. Anyways, the ATTACHED FILE CONTAINS about 
300 customers whom we‘d like you t o  call and ask them I F  they DID receive 
their PKG and if they PAID the Post Office courier. 

PIS see my forwarded email below. Max had asked that I 

I n  addition, below is 



Jim Spellmeyer's suggastions on a possible script you moy use (in blue), and, 
also Jim would like he/ I  to sit in on some of these calls to  the moms. 
call you t o  discuss as well. thx. 

Will 

"chot up the Mom: Cangrat's an the birth o f  - a t  -. I'm from GFI in St. Charles. 
MO and we do the official newborn baby photos a t  -. 

1. 
2. 

3. 
4. 
5. 
6.  
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14, 

Do you remember having a baby picture taken in the hospital? 

Do you remember whether it was taken by one of our employees or  o nurse in the 

hospital? 

Was the person knowledgable. courteous, patient, etc ... (rating 1 t o  5) 
Did you place an order with the photographer? I n  the hospital? by Mail? 

When did you receive the pictures? 

Did they come by UPS. Postal service. FedEx? 

Were they all OK, everything you ordered there, etc.? 
How did you pay for the pictures? 

Did you like the quality of the pictures? 

Did you have occasion t o  contact our call center: 

Were call center personnel able t o  answer t lw phone promptly? 
Were you offered the free Gerber baby life insurance 6 month policy? 

Did you look on the WebNursery? 

Did you join GF network ... " 

---Original Message---- 
From: Spellmeyer, Jim 
Sent: Friday, May 20, 2005 3:18 PM 
To: Paul, Bob 
Cc: Benz, Steve 
Subject: RE: CCC to contact (100) COD customerj we rxeived COD Clalm $$ on?? 

Bob: 
Please ignore this. Steve will be following up w i t h  you arid Tim 
Thanks. 
Jim 

-----Original Message--- 
From: Benz, Stwe 
Sentr Friday, May 20,2005 2:41 PM 
To: Paul, Bob; Spellmeyer, Jim 
Subject: CCC to contact (100) COD customers we received COD Claim $8 on?? 

FYI Bob/Jim, Max wants us to  have the CCC conduct a "telephone test", 
whereby the CCC contacts up to  100 of our customers, who were COD 
customers. 
shipped via COD, however __.....___..._. we ended up getting paid a "COD Claim" 

These would be customers who requested their pkg be 
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$$ from the USPS. The reason the USPS gives us on most of  these are 
“NO COD REMITTANCE RECEIVED”, which, according t o  the USPS, 
means “in doing research, the USPS has no record of attempted delivery 
or payment and ar assuming the pkg is lost or  damaged, so they are paying 
the claim”. 

I had the CCC conduct this test previously, and they were only able t o  
contact less than 15% of the customers (because usually the phone 
number was not valid, or no phone number). 

Attached are about (300) customers we’d like the CCC t o  call each one. 
Purpose is t o  find out whether that Custcmer Received the Pkg, paid f o r  
the pkg, or  never received a request for delivery from the USPS. 

Could you pls have the CCC conduct this test? PIS let me know, thx 
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From: Benz, Steve [sbenz@GrowingFamily.mrn] 
Sent: Monday, May 23,2005 10:49 AM 
To: Spellrneyer, Jim 

Subject: RE: Follow-up on USPS underpaid $ COD Claim checks to GF 

FYI Jim, 
- I called Tim and left a vm explaining Max wanted the CCC t o  con tac t  about 100 

customers whom we rece ived  a Cob Claim payment from the P.O. on, and that y o u / I  
wanted t o  be involved in c rea t ing  t h e  script and in listening in on  some of these 
conversations. Also listed your possible s c r i p t  ideas. 

- I sent Tim/Ronna an email  about this containing the file of  customer names. 

A m  await ing his response. 

-----Original Message- 
From: Spellrneyer, Iim 
Sent: Monday, May 23,2005 9:26 AM 
To: Spellmeyer, Jim; Benz, Steve 
Subjeb: RE: Follow-up on USPS underpaid $ COD Oaim check; to GF 

Steve: 
Anything new an this? 
I haven't seen anything since your Fri 5/20/2005 3:18 PM e-mail which was, as we discussed, a very 
different approach. 
Jim 

-----Original Message--- 
From: Spellrneyer, Jim 
Sent: Monday, May 16,2005 12:33 PM 
To: Benz, Steve 
Subject: RE: Follow-up on USPS underpaid $ COD Claim chaks to GF 

I agree with bath paints. The script belaw was memt just as a starting point f o r  discussm. 
Con you discuss the issue with them and then arrange n meeting? 
Thanks. 
Jim 

-----Original Message---- 
From: Benz, Steve 
Sent: Monday, May 16, 2005 12:26 PM 
To: Spellrneyer, I im 
Subject: RE: Follow-up on USPS underpaid $ COD Claim checks to GF 

J i m ,  couple points: 
- I recommend CCC develop the sc r i p t ,  and then we review it and try t o  



change as we believe necessary. 
CCC's area of expertise, etc). 

on the phone ........_.... (this seems t o  be vely very difficult). 
thx 

(I say this, because this is the 

- Appeurs the most critical success factor is getting a COD customer 

--Original Message-- 
From: Spellmeyer, Jim 
Sent: Monday, May 16, 2005 11:32 AM 
To: Benz, Steve 
Subject: RE: Follow-up on USPS underpaid $ COD Claim checks to GF 

Lets work on the script and discuss it before we start. 
I ' m  not a huge fan of meetings generally. but this may be one that's worth hoving. 

Then could we do, say, 10 t o  see if the script is getting what we need? 
I think it would be reoliy interesting t o  listen t o  some of  the colb. 
Af ter  IO we con onalyze the results ond either improve the script or junk the 
e f f o r t  if it seems worthless. 

----Original Message---- 
From: Benz, Steve 
Sent: Monday, May 16,2005 1Q2-7 AM 
To: Spellmeyer, Jim 
Cc: Barnett, Max 
Subject: RE: Follow-up on USPS underpaid $ COD Claim check to GF 

Jim, wil l  have the zips added t o  this f i le listing. Will have the 
CCC call and get 100 COD customers or! the phone. 
(P.s. we have tested this in thz past, and were only able t o  
obtain an answer from about 15% of COD customers - reason: 
many times there was no phone number o r  ernail listed, o r  
wrong phone number. However, this time, will have the CCC 
get 100 COD customers or. the phone). 

thx 

---Original Message---- 
From: Spellmeyer, Jim 
Sent: Friday, May 13, 2005 5:53 PM 
To: Benz, Steve 
Cc: Earnett, Max 
Subjeb: Follow-up on USPS underpaid 8 COD Claim checks to GF 

St eve: 

Please ask someone t o  put the Addressee's ZIP on these files 
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. . 

Also, let's discuss the scrlpt ond have someone call a sompling of the 
"NO COO REMITTANCE RECEIVED" and do a "QC oudit" t o  find out, 
among other things, how the USPS is doing o quality job of delivering 
packages. collecting money ond getting it to us. 

My first draf t  / ideos: 

chat up the Mom: Congrot's on the birth of __ ot-. I'm 
from G F I  in 5t .  Chorles, MO and we do the official newborn baby 
photos ot -. 

1. Do you remember hoving o baby picture taken in the hospital? 

2. Do you remember whether it was token by one o f  our 

employees or o nurse in the hospitol? 

3. Was the person knowledgeoble, courteous, patient, etc ... 
(rating 1 t o  5) 

4. Did you place on order with the photographer? I n  the 
hospitol? by Moil? 

5. When did you receive the pictures? 

6. Did they come by UPS, Postal service, FedEx? 
7. Were they all OK, everything you ordwed there, etc.? 

8. How did you pay fo r  the pictures? 

9. Did you like the qunlity o f  the pictures? 

10. Did you have occasion to contact our call center: 

11. 
promptly? 

12. 
month policy? 

13. bid you look on the WebNursery? 

14. Did you join GF network .... 

Were call center personnel oble to answer the phone 

Were you offered the free Gerber boby life insuronce 6 

Thank you ... 

----anginal Message-- 
From: Benz, Steve 
Sent: Wednesday, May 11,2005 2:22 PM 
To: Paul, Bob 
Cc: Spellmeyer, Iim; Bamett, Max 
Subject: Excel file of recent c requested $ COD Claim checks to 
GF 

FYI Bob/Jim, attached IS a spreadsheet detailing 
all the COD Claims checks we received from the 
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USPS this week, which were significantly lower than 
the amount of the claim we requested. One file is 
Legacy and the other are the SAP checks. AS you 
will see, in total, we received about 32% of the total 
$$ we requested. 
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RESPONSES OF GROWING FAMILY. INC. TO USPS FIRST INTERROGATORIES TO 
GROWING FAMILY. INC. WITNESS PAUL 

(USPS/GF-TI-1-5) 

USPSIGF-TI4 Please refer to page 16, lines 3-5, of yoa  testimony, where you refer to 
a "very low' value of service"' for COD service. Please confirm that this low value of 
service applies only to those pieces for which claims are filed, and the Postal Service 
either denies the claim or pays at less than the amount to be collected. If you do not 
confirm, please explain why not. 

RESPONSE: 

I can confirm that, in my testimony, I was focusing on the Postal Service's failure to 
follow its own policy when it comes to reimbursing Growing Family. But I cannot make 
the leap suggested in the question. Because of the change in the Postal Service's 
reimbursement practice and its suddenly charging us based on one value but 
reimbursing us on another value, the overall value of COD service to Growing Family 
has diminished. If we were mailing checks by First-class mail, and 3 4 %  of them were 
Iost by the Postal Service, it would be foolish to state that the value of First-Class mail is 
high-except for the lost pieces, 



RESPONSES OF GROWING FAMILY, INC. TO USPS FIRST INTERROGATORIES TO 
GROWING FAMILY, INC. WITNESS PAUL 

(USPSIGF-T1-1-5) 

USPSIGF-TIS. Please refer to page 16, lines 5-8. of your testimony (proposing that the 
appropriate COD fee for each particular mailing be detennined based on the 
reproduction cost of the item mailed, rather than the amount contents of Growing Family 
COD mailings). How does basing the COD fee on the reproduction cost for the item 
mailed comply with criterion 7 of the ratemaking criteria, which specifies consideration 
of the "simplicity of structure" for the fee schedule? 

RESPONSE: 

I assume from the question that you have misinterpreted my testimony. When I stated 
that, if we are to be reimbursed on the basis of the reproduction cost of the product (as 
we have been despite the new policy calling for various levels of reimbursement), then 
the fee should be based upon the reproduction cost, not the amount to be collected 
from the recipient. I did not mean to.imply that the fee should vary with every penny or 
dollar of reproduction cost. Rather, lust as there is now a range for assessing postage 
based upon the greater of insurance requested or amount to be collected, I am 
suggesting that the rate should be based upon a range of insurance requested or 
reproduction cost. This approach would be no less "simple" than the present approach. 
It would just be a lot more fair. If our reimbursement is !o be capped at reproduction 
cost, and the amount to be collected does not enter into the calculation of 
indemnification, then the fee should be based on the amount of indemnity being offered. 0 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-T1-6-18) 

USPSIGF-TI-& Please refer to page 1, lines 10-13 of your testimony. How much 
longer than the minimum time required by the Domestic Mail Manual does your 
company wait to submit a claim? 

RESPONSE: 

Postal regulations require mailers to wait a minimum of 45 days from the date of 
mailing. We typically submit claims about 90 days after mailing, because it often 
takes longer than the minimum 45 days for the Postal Service to return 
remittances or undeliverable or refused packages to us. 

3455314 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 

0 
(USPSIGF-T1-6-18) 

USPSlGF-TI-7. Please refer to page 2, fines 4-6 of your testimony. Please 
provide the annual total package volume for your company, and the annual COD 
package volume for your company, for every year since 1995. 

RESPONSE: 

We are still working to locate and tabulate the data requested, some of which 
are rather old. 

3455314 



RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPSIGF-T1-6-18) 

USPSIGF-TI-8. Please refer to page 2, lines 6-9 of your testimony. What 
improvements has the Postal Service made that you presume may 
contribute to the decline in your claim rate? 

RESPONSE: 

We cannot be sure. We know only that, at the time that our testimony was 
submitted, there had been a decline in our claim rate, although I should point out 
that the most recent data show a reversal of that trend. 

82.55 

3455314 



RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 

0 
(USPS/GF-T1-6-18) 

USPSIGF-TI-9. Please refer to page 2, lines 21-23 of your testimony. Please 
provide any documentation Growing Family has of the referenced meetings. If 
you have no available documentation, please provide a description of the 
meetings. 

RESPONSE: 

Last year, as part of its administrative appeal of the new payment policy, 
Growing Family sought information about meeting with the Postal Service from 
those who may have participated in them. I am attaching the responses we 
received. 
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September 24,2005 

To: Bob Paul 

From: Bob McGee 

Subject: USPSKOD Claims Process 

Bob, 

I am hopeful that the information I share in this document will 
assist both Growing Family and the USPS in determining a 
rightful and win-win solution. 

I believe it would be worthwhile to review the history behind 
the relationship between both parties. As you know my staff 
and I dedicated a great deal of time over several years building 
toward serving our customers (new morrls) and not focusing 
on what was best for each of our companies. I t  required a 
significant commitment from both parties. The USPS was 
encouraged to operate within the spirit of the domestic mail 
manual and we had to become more innovative in the pursuit 
of excellent service. 

0 

It all really started in late 1882 when first foto merged with the 
Arnold group from California. The operation was 
consolidated in St. Charles and we suddenly changed from 
primarily daily delivery packages and mail on approval 
programs to a major addition of COD packages. There was a 
time when we were more than 70% COD. This was when I 
first joined the company and we had a number of challenges in 
front of us relative to quality, service, and process. I n  those 
days varying department leaders dealt with the postal service 
depending on there specific needs and priorities. Generally 
however, AI Bacher was our  go to guy for postal issues. Larry 



Kirchner, Shirley Swope, and A1 were developing our new 
COD packaging and printing process. At that time Jerry 
Ghigletti was our plant mgr. and I was the new production 
mgr. 

0 

In March of 1984 Jerry left the company for a new position in 
Florida and I was offered the opportunity to manage the plant. 
That is when I immediately changed the plant 25 identify to 
Lab 25 as well as our affiliate labs. The 80’s were filled with 
growth through merger and acquisitions. Our volume of 
packages going to the postal service was growing pretty 
rapidly. Somewhere in that timeframe it became obvious that 
the lab was now the heaviest user and had the most to gain 
with a coordinated effort and improved relationship with the 
USPS. I basically took up the charge on behalf of the company 
and began a series of meetings with the then Postmaster of St. 
Charles Vitalis Reed and his second in command who’s name 
escapes me. Through these efforts we discovered the loss of 
service that we were incurring as a result of truck schedules, 
COD cancellation at the post office, and a less than effective 
method of auditing the overall process. ‘The bottom-line is that 
customers were not being serviced properly and something 
needed to be done quickly. 

0 

Once we established the relationship with St. Charles and then 
having representatives from the downtown office calling on US 

and assisting in the overall effort things started moving in a 
positive direction. 

After much more research and challenging all involved to step 
out of the box to come up with new and improved service and 
tracking methods, came the closed loop procedures of utilizing 
the airport as our distribution point and St. Charles agreed to 
place a postal clerk in our lab to audit and cancel our COD’S. 
IT developed software to create a COD manifest that was 



9259 

approved by USPS and signed off on everyday by the postal 
clerk at our location. We then sorted both our COD and 
prepaid packages into ADC (air distributing centers) with scan 
able barcodes that would be read at  the airport and sent to the 
appropriate planes for destination airports around the 
country. In addition we were periodically audited by postal 
inspectors that included reviewing our process, software, cod 
manifest, and testing our package weights. Once the packages 
were finished for the day, the ADC tubs were sealed put in 
APMC’s, rolled onto a dedicated truck znd then sealed closed 
by our official postal clerk ready to be taken to the airport. 

0 

In conjunction with the outbound system, software was 
produced by IT that would track our return packages. As a 
part of this process, there was an aging schedule that would let 
us know if there are  packages not delivered and not returned. 
Those packages are  the one’s we would file a claim on. I don’t 
remember the exact timeframe, but I know it was more than 
adequate to cover any  potential delay?. It is worth noting that 
a t  the time we established the closed loop system with the 
airport, that we did not request a reduction i n  the COD fee 
although one was certainIy justified, We were more committed 
to service to our moms. In that C0D fee included insurance. 
Therefore when we filed a claim it was for the  full  value of the 
package. It is my recollection that the post office also had 
software that tracked the returns as well. 

0 

Through the 90’s our package output continued to grow. I 
know our sales and marketing staff was working hard toward 
moving our package programs toward more prepaid orders. 1 
know COD percentages were dropping. Without everyone’s 
efforts from top to bottom the issues surrounding COD claims 
would be a much bigger and complex problem for our 
company and the postal service. 
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There are  many more pieces to this huge undertaking 
particularly missing is the efforts that went into the inbound 
process that was developed. My staff members and I attended 
a number of National Postal Forums addressing these specific 
topics and many more. This was done at the local level at 
conferences in downtown St. Louis. 

0 

I am not good remembering all the names, but I do remember 
all of the events and hard work put  in by both parties. I 
personally went to forums in Las Vegas, Nashville, Washington 
D. C. I sat down with divisional representatives discussing the 
future of COD with the post office. There was a time when the 
post office appeared to be working itself out of the COD 
business and customers felt that certain procedures were being 
enforced to discourage COD. The representatives I met with 
wouldn’t deny any of these claims, but they felt it wasn’t the 
direction the USPS was headed. This would have been during 
Carvin’ Marvin’s tenure as postmaster general. Sorry, I can’t 0 remember his last name? 

Our  position and commitment to our customers never 
changed. Nor did our commitment to following procedures 
properly with the postal service ever diminish. There was a 
time when we were recognized and a full campaign by the post 
office nominating our company as a candidate in the partners 
in progress award. While we didn’t receive the actual award, 
we were acknowledged at the postal forum and the post office 
internal newsletter and were as the local St. Louis newspapers. 
People that work that hard to do the right thing doesn’t spend 
their time looking for ways to take advantage of a critical 
vendorlpartner. 

I apologize that I don’t remember all the player’s names. At  
the local level I do remember Vitalis Reed postmaster St. 
Charles PO. Don Tornitore St. Louis and regional rep. (He 

0 
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played a big role in moving this thing forward in the early 
days) There was Charley, acct. rep.) And so many more. 
Once these procedures and processes were in place, staff really 
kept the wheels turning. Jean Bondy became our logistics mgr. 
and was our primary contact with USYS. She attended some of 
the forums with me to meet and understand how things 
worked. Accounting was always with us in this endeavor as 
well. Most of it was usually coordinated through my office, 
just because of the relationship development. I know that as a 
part of their objectives Paul M. and Dave P. got very involved 
with the postal service and as part of a committee organized to 
continue to make improvements and determine whether we 
were losing any claim refunds. Unfortunately, I suffered some 
health issues in late 1999 and wasn’t there to oversee the 
process. 

I can assure you that the company position never faltered on 
what we expected as payment on COQ claims. It was always 
the full value of the package. 

0 

0 
If you have any further questions, please don’t hesitate to 
contact me. 

Bob McGee 
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September 12,2005 

Growing Family / First Foto 
MI. Bob Paul 
3613 Mueller Rd. 
St. Charles, MO 63301 

Dear Bob  

Per your request I have made some notes below that reflect my recollections from my 
tenure at Growing Family / First Foto (GFff F) from the years of I989 - 2001. 

During my career at GF/FF, I had the opportunity to work closely with members of the 
United States Post Ofice  (USPS) on several capacities. Some of those account 
representatives were Charley Suluka (not sure of the spelling), Carol Miller and Velma 
Robinson. As I recall the majority of our business at that time was C.O.D. and therefore 
we had an ongoing situation with returned C.O.D. packages. 

Discussions regarding how to handle these packages were on the agenda of several 
meetings with Bob McGee, I and representatives of the USPS. In later years, Paul 
McGeehan would play an instrumental role in trying to resolve C.O. D. packages. Some 
of the people that I recall attending those meetings weie Don Tornatore, Roger Nienaber 
and Willie Mixon. Given the volume of returned packages we had it  was a bonus having 
the Claims Processing Center in downtown St. Lo,Jis. 

What I do recall regarding compensation for these packages is as follows. The USPS 
would remit payment to GF / FF for the market value ofthe package - less the C.O.D. fee 
collected. Many ideas were discussed on how to modify this agreement, but to !he best 0 1  
my knowledge the agreement stood as I outlined above. Members of G F  / FF’s 
Accounting Department had the most active role in monitoring the process, and keeping 
up with which packages where unclaimed and warranled attention. 

Please let me know if I can provide any clarity or addi~ior.al information. Thank you 

Sincerely, 

Jean Bondy 
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Bob, 

Sorry for taking so long to get back to you, but I have been swamped at work. 

Anyway, I have been trying to remember names and situations since you called yesterday. but I 
really can't do it justice to remember very well. (It has been over two years!) 

The best I can recollect is that this all started when I was trying to understand the COD process in 
totality. I wasn't sure how the whole process worked, but I was certain that accounting was doing 
'something' wrong with the COD claims. That something wrong was the AR Mgr before me 
would have the clerks delete any old claims that were ou!standing after a period of about 6 
months. 

Rose 8. led me to Jean, who introduced me to the GF postal rep. A woman whose name I do not 
recall. Anyway, she gave me a tour of the post-otfice and then mapped how the COD process 
worked. At the end of this conversation. I started to inquire about claims specifically. We started 
with very general questions and I worked my way down until the rep figured out that I suspected 
that the USPS owed GF a lot of money. At that point. she pretty much ended the conversation 1 
was able to get her to agree to let us review our claims on file at lhe St. Charles Post-Ofice. (We 
"borrowed' their files to create the file we sent IO the I.T. guy I mention below). 

Next, we had to start dealing with this woman's boss, a gentleman who I do not recall by name 
At this point. Dave P. was working with me on the project Anyway, this gentleman led us to 
another contact downtown. Of course, I don't recall her name. But, we also met two other 
individuals during this meeting: One was an I.T. guy who agreed to research a number of the 
historical open claims that I was able to get my hands on. He was to research them and give us 
a "ballpark" number of claims open vs. closed, etc. The other individual was Willie Mixon. It was 
her dept that the claims were 'supposed' to be resolved. She provided us no assistance. 

Once we received the researched file back from this I.T. guy at the USPS. it had a percentage of 
claims that were still open. We then went back to downtown with this rep. and met the 
adjudicating team of the USPS. The adjudicating team also offered little in the way of 
assistance. I do recall. at one point. that they all but chaileri@ us to go the Inspector General ln 
Washington, D.C. Now, somewhere in my file should be Uawe's letter offering a settlement and 
the USPS agreement to such settlement for all old claims. 

Throughout all this, it was either understood or impled that we were to recei'le full value for our 
CODs. I know I had also met an African-American gentleman and woman from the St Charles 
Postal branch, but I do not remember if this was before, durir.g or after all the other meetings I 
do believe the adjudicating team once tried to imply that the USPS should only pay something 
less that full value, but we made two arguments against such. One. what would they do for a 
non-business customer in this situation and second, the USPS could literally start a new profit- 
center by never delivering our CODs and pocket the cash from mom and pay us the stipend for 
the claim. 

I doubt this helps, but it is truly the best to my memory of what all happened 

Good Luck. 

Paul 



RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-Tl-6-18) 

USPSIGF-TI-10. Please refer to page 3, lines 3-4 of your testimony. 
a. What was the basis provided for the referenced subpoena? 
b. What was the outcome of the investigation by the Office of the Inspector 

General? 
c. What information did Growing Family provide in response to the 

subpoena? Please provide copies of all documents provided by Growing 
Family. 

RESPONSE: 

a. There was no "basis" stated in the subpoena itself. At the time we 
received it, we had not been told why the manufacturing cost data were 
being sought. We had earlier received a request for information, and we 
provided some, explaining that if more was needed, we would cooperate 
and provide it. The next communication we received was the subpoena. 

b. We assume that the outcome was that the Postal Service was able to 
come up with an estimate of Growing Family's direct costs of reproducing 
a second set of photos, and that estimate became the basis for the 
payment of future claims. 

c. After receiving the subpoena, which sought an enormous amount of 
information, we discussed the matter with Special Agent McOougell and 
agreed to provide him detailed information about our production cost. with 
the understanding that he would examine that information and advise us if 
he needed anything else. He did not request more. The transmittal letter 
and the information provided to him are attached. 

8264 

345531-1 



8265 

0 

October 20.2004 

M r  Mike McDougell 
Special Agmt 
United States Postal Service 

Mike, 

Pursuant to our phone conversation earlier this month, I'm sending you the file 
containing our Cost of Gods Sold. During our phone conversation, you identified this as 
being the most important piece of information you needed, and agreed that we should 
supply this information now and await word from you on whether any additional 
information will be necessary Please let me know if it is  sufficient to complete your 
investigation. 

We are concerned, however, about the outstanding subporna. As I was not able to reach 
you livetime, I have asked our aftorney to make a request for an extension in lime for 
submitting the balance of the documents  hat you requested in your subpoena This 
request will be communicated to the USPS Inspector General's Office through anorney 
Vivian Mittleman. 

Please let me know if the Cost of Cmds Sold DocumerJ meets your needs. We will 
cooperate fully, should you require more. 

Best regards, 

Bob Paul 



8266 

Growing Family. Inc. 
US Production Cost per COD Package 

Auaust 2004 YTD 

suppiles (film, paper, etc.) 
P a w  Expmsa 
Fdrn 
C h e m d  wenso 
Package MdensLI 
Other Prcduclm Mamela 
H0rpl;llSupplwr 
~ e e p ~ l r ~ r  (shippa wlh w a g e )  
Obsuele Malenab 

Postage for Packages (incl. COD fee) 
(COD photo picl;wcr ShhlPPcd IO Mom) 

Labor Costs 
0psrsbmn.l Mulagemen1 Salana 
Cl& L a b  

Owlime 
CcntracLTernpwary Labor 
BOWS 

FICA 
AlMulW Bmslitr 
M ~ c  Employee Ben& 

Dmd L a m  

$ 4 4 3  
0 81 
023 
006 
0 32 
0 20 

' I32 
1 4 1  

0 07 

S 776  

$ 21.24 
094 
277 
2 40 

0 11 
0 08 
0 12 
0 47 

I 3 8  
OW 

Phatcqrapher Labm 8.09 

1 1 3  

006 
0 01 
0 73 
022 
0 45 
0 02 

0 08 
005 
0 33 
0 02 
0 09 
0 02 
OM 
0 16 
0 14 
0 01 
OM 
0 01 

o as 
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Hospital Commisalon (paid based on packages) 
(sample H O I p ~ I C o m K I r h c * I t . ~ p e r p a c k ~ m i p ~ )  

Repair, Customer Service Cost, etc. 
Pulnef Ma*- Fu~llment Emenses 
Lodging 
Inwnlq C W e  - Scravpped MatMd 
Invanlq Ch-. Receipt withaMOyI Or& 
Gai&mS Prim VriamM 
Machi- h Equgmenl Repaim h W 
Allouted Mash 6 EqulprnenI Revan 
Nonca~srued Equipmud 
Telephone 
A h  Telephone 
Elmcm, 
Buwing Lease 
Mach- h Equipmrn R m t  
AUlo L r u u I A B w m ~ e s  
TWS h Licenses 

lnbwnd Mail posngs 
OWnd SUPPW PC&S4 

Inoamd Hospital Equlpmsnl 
Ovlbound Hmpitd Equipmenl 
Adminitlratiw Postagclwimrf 
Adminis(rah -led Mail 
Frnght 
Office supplies 
Adwrbing ad Mancmg Em 
R a ~ i l h p  

Depreciation of Lab Equipment 

Per Package 

0.05 
0.01 
OM 
0 03 
0 16 

0 92 

S 7.00 

s 3.39 

0 01 
0 02 

i o  021 
0 01 

0 04 

0 39 
0 01 
0 38 
005 
0 12 

038 
0 01 

0 03 
0 17 
0 46 

058 
0 12 
0 26 
0 07 
0 08 

0 0: 
0 12 
006 

o 03 

4.56 

0 48.37 

NOTE: The above excludes Corporate Overhead. 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-T1-6-18) 

USPSIGF-TI -11. Please refer to page 5. lines 5-8 of your testimony. 
a. When was the referenced "newly-announced" policy announced? 
b. Please provide all documentation which details the announcement. 

RESPONSE: 

a. In retrospect, perhaps the word 'announced" was imprecise, in the sense 
that this policy was never formally announced. Rather, we learned for the 
first time that it is the Postal Service's policy not make good on a 
personal check it lost when its witness Berkeley so stated in this case. 

b. There are no documents that we know of, other than witness Berkeley's 
interrogatory responses and the transcript of her cross-examination, all of 
which are in the Postal Service's possession. 

2455314 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPSIGF-TI -6-1 a) 

USPS/GF-TI-I2. Please refer to page 5, lines 9-14 of your testimony. 
a. If you assume that the Postal Service's "policy" has been in effect for a 

number of years, why should Growing Family be reimbursed at an amount 
that is in conflict with that policy, regardless of whether or not the 
clarification of that policy was not made until later? 

Service had not clarified the "policy," should &owing Family reimburse the 
Postal Service for claims overpayments? 

b. If Growing Family was overpaid in claims amounts because the Postal 

RESPONSE: 

a. It is difficult to understand and answer this question. If I assume, contrary 
to my belief, that the policy of reimbursing Growing Family in an amount 
less than we believe we are entitled to and less than the amount of 
indemnity for which we pay had been in effect prior to the time when it was 
actually implemented, or "clarified" as you prefer. Growing Family should 
not have been reimbursed for more than the effective policy would provide. 
However, had that policy been in effect prior to when it was actually 
implemented, Growing Family should not have had to pay COD fees based 
on an amount of indemnity that the Postal Service did not offer, as 
explained in my testimony at page 6, lines 5.9. If you are asking whether 
the "clarified" policy should or could have been applied retroactively, that 
is a legal question that was addressed in our appeal-Exhibit RP-3. 

b. Growing Family was not "overpaid" in the pas.  It is being underpaid now. 
If through administrative error in the past the Postal Service overpaid on a 
claim, then of course Growing Family should pay back the excessive 
amount. In the past, Growing Family was reimbursed at the amount to be 
collected, which was the value of the packages on which the claim was 
made and the value that formed the basis for our COD fee. Prior to the 
2005 change in the Postal Service's practice, we believe that Growing 
Family received exactly the same treatment as all other COD customers 
when its claims were paid -whether large commercial customers or walk- 
up customers at post offices around the country. Not until the Postal 
Service "clarified" the new policy did the mismatch between the fee and 
the reimbursement arise. 

3455314 



c. All checks received by Growing Family (whether the proceeds of a COD 
transaction, an order mailed to Growing Family, or an order placed with a 
Growing Family employee in a hospital) are deposited in the Company's main 
bank account. Any deposited checks that "bmnce" are transmitted directly to 
an electronic re-presentment contractor engaged by Growing Family. If the 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 

0 
(USPSIGF-Tl-6-18) 

USPS/GF-Tl -13. Please refer to page 7, lines 13-16 of your testimony. 
a. Do you agree that the Postal Service will reimburse Growing Family if there is a 

record that the check is collected by the Postal Service, yet the Postal Service 
fails to mail the check? If you do not agree, please explain fully. 

b. When Growing Family receives a personal check directly from a customer and 
either misplaces or loses the check, does Growing Family contact the customer to 
ask for a replacement? If not, why not? 

c. What does Growing Family do when it receives the customer's personal check 
from the Postal Service, but the check bounces? 

RESPONSE 

a. No, I do not. Unless witness Berkeley was mistaken, she said very clearly that 
the Postal Service would not reimburse Growing Family in these circumstances 
and that we would be on our own to collect payment from the recipient. See my 
testimony at page 15. Specifically, see witness Berkeley's response to 
GFIUSPS-15 Tr. 4474-75, where she states that the Postal Service would 
require the mailer to contact the recipient to obtain a substitute payment, that 
the Postal Service "assumes" that the recipient will issue a substitute check and 
that, if the mailer is unable to obtain a substitute payment, the Postal Service 
will not pay the claim. The same uneauivocal 'no" answer was given in 
response to GF/USPS-T39-33(c), where Growing Family asked whether, if the 
mailer "is unable to obtain a replacement check for any reason, such as the 
recipient cannot be located, simply refuses or claims that she did not receive the 
package, the Postal Service will replace the missing payment." See also Tr. 
4589-90. 

b. When Growing Family receives a personal check directly from a customer and 
either misplaces or loses the check, Growing Family generally sends one letter to 
the customer to ask for a replacement. Whiie this doesn't happen very often 
and even though we don't keep detailed statistics, it is our belief that about 80% 
to 90% of these letters are ignored by the recipient and that about 10% to 20% 
of our customers who originally paid by check are willing to send a replacement 
check if we lost the original check. Some of those will deduct from their second 
check the cost of a stop payment order. 



RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-TI -6-1 8) 

check was returned due to insufficient funds, this contractor makes regular 
phone contacts with the issuers' banks to determine when there may be funds 
in the account sufficient to allow the check to clear. When the contractor has 
word or believes that there is a sufficient balance in the account, the contractor 
electronically re-presents the check to the issuing bank. In addition to 
presenting the check for payment of the face amount, the contractor presents to 
the issuer's account a charge of $25.00 to cover the costs of the re-presentment 
service, as permitted by law. 

If, after four months the contractor was not able to successfully collect the item, 
the contractor sends a series of letters to the customer requesting payment and 
informing the customer that if payment is not made the account will be 
forwarded to a collection agency. 

Overall the re-presentment contractor is able to collect approximately 40% of 
the face value of the checks sent to them for presentment and collection 

After about six months from the date a check bounces due to insufficient funds. 
the account is sent to a collection agency. Checks returned for other reasons 
(account closed, checks reported stolen, etc.) are researched internally to 
determine whether the amount is actually owed (package shipped to the 
customer and not returned) and are sent direL?ly to a collection agency for 
dunning. The collection agency's success rate in collecting these accounts is 
generally less than 2%. 

8271 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPSIGF-T1-6-18) 

lJSPS/GF-T1-14. Prior to the [sic] May 2005, you testify that Growing Family was 
paid at the amount to be collected, in the case of loss. Putting aside postage and 
fees, please assume that a lost package had a reproduction cost of $7.29 and an 
amount to be collected of $70. 

a. Prior to May 2005, would you agree that, in the event of this example of a lost 
package, assuming both payment from the Postal Service and the customer 
(after subsequent reshipment), Growing Family would be paid $140. while 
paying $14.58 for total reproduction cost of two copies of the package? If you 
do not agree, please explain fully. 

b. Not including claims payouts as described in subpart a, how often is 
Growing Family paid for two separate sets of the same photographs? 

RESPONSE: 

a. Your question just about answers itself. I agree that if Growing Family 
were paid twice, it would be paid twice, so that it would receive a total of 
$140. I do not agree, however, that $14.58 would represent its "total 
reproduction cost," since there would be only one reproduction. The first 
set of prints was produced, not revoduced, and the cost of producing 
those prints included not only the cost of making the prints themselves but 
also fees to the hospital, payment to the photographer, sales expense. 
overhead and all other costs that go into our pricing. I also must say that 
the assumption you asked me to make about getting paid twice is 
unrealistic, since our experience is that after !he several months it takes for 
us to learn that a package has been lost, the Thances of making a sale are 
slim. In fact, we do not even try, because the cost of soliciting a purchase 
are high, and the success rate is very low. 

In addition, I do not see how this differs from the postal insurance situation. 
Let's say that we produce and sell fancy picture frames and mail them to 
customers who had paid for them, but with a policy that if the customer is 
unsatisfied, she may return the frame for a full refund. And let's assume 
that we insure the frames with the Postal Service for their retail price of 
$50. If the frame is lost or destroyed by the Postal Service before delivery, 
I assume that we would be reimbursed for the $50. If the customer were 
still interested in purchasing a frame, we would send another one. In this 
situation, we would have incurred two production costs and received a total 
of $100, just as, in your hypothetical, we would have incurred two 
production costs and received $140. The only difference is that this result 
is far more likely to occur in the case of the frame than in the case of 
photos that soon become dated and that have not already been paid for. 

3455314 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-T1-6-18) 

I should also add that, even though you have pointed to a hvpothetical 
situation that does not exist, the Postal Service’s present payment policy, 
or rather practice, of paying only reproduction cost irrespective of the 
reason for the claim and irrespective of the level of indemnity for which we 
pay produces M, not hypothetical, losses for Growing Family. 

I’d also like to address your hypothetical’s assumption that the package 
was ”lost.” In our view, very, very few if any of our packages are actually 
lost, and this makes a big difference in the likelitiood that the hypothetical 
double payment will occur. The word “lost” can be used loosely to mean a 
variety of conditions, some of which are temporary. 

But I believe that the use of “lost” in this context, while a convenient 
euphemism, is misleading. 

The packages we mail are substantial in length, width, thickness and 
weight. When a COD package is not returned to Growing Family, and 
Growing Family does not receive the customer remittance, it is pretty clear 
to us that this USPS failure is not because the package fell or was blown 
by the wind out of a mail truck, because rain dissolved the package or 
washed both the delivery address and the return address off of the label. 
- not because the package fell into a crack, and , ~ o j  because it simply 
disappeared. 

These are newborn baby photos and clearly labeled as such. The 
packaging therefore does not mislead people into thinking that the contents 
are of commercial or intrinsic value, such that someone would take the risk 
of stealing them. 

Rather, we believe that when both the package and the remittance are not 
returned to Growing Family, it is likely to be due to any one of the following 
reasons: 

1. The package was delivered to the addressee without 
payment, and 
a. 

b. 

the addressee now contends that she did not get the 
package or simply refuses to return it or pay for it, or 
the addressee opened the package and either took one 
or more sheets as a keepsake or left all the photos in 
the envelope, and returned the package to the carrier. 
(If the package was left overnight. the addressee may 
have scanned it into a cornputer and returned the 

34553 14 



RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-T1-6-18) 

envelope full of photos.) Now the carrier is in a tough 
situation, since the package was obviously opened and 
therefore cannot be returned to Growing Family as 
"undeliverable" or 'refused." The carrier may see 
himself as having no alternative other than to claim that 
the package was lost. 

2. The package was delivered to the addressee, payment was 
made, and the payment was either lost by the carrier. or lost 
or misdirected by the Postal Service. 

Clearly, in situations in which the packages are not truly and literally "lost" 
but are delivered without payment or the payment is thereafter lost or 
misdirected by the Postal Service, there will be no subsequent reshipment 
as the question assumes. 

b. If I understand the question, other than the situation in part a, Growing 
Family would get paid for two separate sets of the same photographs only 
when a customer re-orders a second set, which happens less than 2% of 
the time. 

8274 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPSIGF-TI&: 8) 

USPSIGF-TI-15. Wkh respect to Growing Family’s COD packages mailed with the 
Postal Service: 

a. What were the average amounts to be collected for COD purchased in 2005 
2004and2003? 

b. For what percent of total COD mailings were cla;ms filed in 2005. 2004 and 
20037 

c. Of the claims filed, what percent were determined to be payable in 2005. 
2004, and 2003? 

d. Of the claims filed, what percent were reimbursed at the amount to be 
collected in 2005,2004 and 2003? 

e. Of the claims filed, what percentage were (1) for loss; (2) for damage; and (3) 
for no remittance in 2005,2004 and 2003? 

RESPONSE: 

a. - d. We are still trying to collect this data. It will be provided as soon as 

e. We do not file claims when returned packages are damaged. When we 

possible. 

receive neither the package nor the remittance, we have no way of knowing 
whether the reason for the claim is loss or no remiltance. although as I said in 
my testimony and in response to question 14, it is hard to believe that a 
significant number of our packages are actually ";est." 

3355314 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(U SP S/GF-T 1 -6-1 8) 

USPSIGF-TI -16. Please refer to page 15, lines 12-13 of your testimony. If Growing 
Family was paid directly and misplaced the payment, or if the payment was 
accidentally destroyed, wouldn't Growing Family approach the customer for a reissue of 
payment? If not, why not? 

RESPONSE: 

In some cases we would incur the time and expense to do so, even though we would 
expect the return to be less than we would like, Many of our customers are difficult to 
get in touch with (new baby in the house...). Since in this situation they already have 
the photos, when they find out why we are calling, they are even more difficult to get in 
touch with. Even the customers who comply with this reasonable request to send 
another check will usually expect to place a 'stop payment" order with their bank, and 
they will expect to deduct that cost from their second check. When you add up the time 
involved to call the customers, and the postage and paper to send dunning letters, it's a 
very marginal proposition - the revenues from the collection activity are mostly 
absorbed by the cost of doing it. Sending letters to people or calling them on the phone 
to ask for money is not something we have figured out how to do in a profitable way. 

The difference between this situation, of course, and the situation in which the Pos!al 
Service loses the payment, is that in the latter case, we have paid the Postal Service a 
fee to ensure that the payment is not lost but is deliversd to us. As I said in the portion 
of the testimony you cite, this fact means that the burden should be on the Postal 
Service, not Growing Family. See also the response to IISPSIGF-TI-13. 

0 
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RESPONSES OF GROWING FAMILY, INC. TO SECONO INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPS/GF-TIS-lS) 

USPSIGF-TI-17. Please refer to page 16, lines 10-12 of your testimony. Are you stating 
that for 3 to 4 percent of the COD packages you never receive reimbursement of any 
kind -either from the Postal Service or the addressee? 

RESPONSE: 

No. I am stating that in 3-4 percent of the cases, we submit a claim, because the Postal 
Service did not return the package and did not forward any funds from the recipient. 
About half of our claims are resolved by the Postal Service returning the package to us 
more than 90 days after the date of mailing, thus in about 2% of COD shipments result in 
an indemnity payment. 
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RESPONSES OF GROWING FAMILY, INC. TO SECOND INTERROGATORIES OF 
THE UNITED STATES POSTAL SERVICE TO 

GROWING FAMILY, INC. WITNESS PAUL 
(USPSIGF-Tl-6-18) 

USPSIGF-11 -18. Please refer to page 17. lines 1-2 of your testimony. 
a. How has the reduction of claims payments affected the number of your new 

customers? 
b. How has the reduction of claims payments impacted your repeat customers? 

RESPONSE: 

a. The reduction of claims payments, as far as I know, has not affected the number 
of new customers, and I never claimed that it did. I said that the reduced 
payments affected Growing Family's business, because it reduced our revenues 
in a difficult market. Surely, a business can be affected by more than a loss of 
customers. I imagine that the increase in gasoline costs during much of this 
year affected the Postal Service's business even if it did not reduce the number 
of postal customers or the amount of mail. 

b. The reduction of claims payments, as far as I know, has not affected the number 
of repeat customers, and I never claimed that it did. I said that the reduced 
payments affected Growing Family's business, because it reduced our revenues 
in a difficult market. Surely, a business can be affected by more than a loss of 
customers. I imagine that the increase in gasoline costs during much of this 
year affected the Postal Service's business even if it did not reduce the number 
of postal customers or the amount of mail. 
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MR. STRAUS: Can we go off the record a 

second? 

CHAIRMAN OMAS: Yes. 

(Discussion held off the record.) 

CHAIRMAN OMAS: Thank you, Mr. Straus. 

Is there any additional written cross- 

examination for Witness Paul? 

(No response. ) 

MR. STRAUS: Mr. Chairman, before we move 

on, Witness Paul sends his regrets at not being cross- 

examined today, and he asked me to provide for visual 

examination examples of what they mail. 

There has been mention in the testimony and 

in the written cross-examination about whether 

packages are lost or not lost and whether they're 

delivered or not delivered, and Mr. Paul made the 

point that these are substantial packages that really 

wouldn't be lost at the rate OL 100 a week 

I would just like to leave here some 

examples of actual packages that were returned to show 

the kinds of mailings made by Growing Family. These 

are packages with just the phctos. These are packages 

that contain greeting cards or other merchandise that 

they sell along with the photos. 

He wanted you to see these so you could 
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understand his testimony that tAey don't exactly fall 

between the cracks and that when they're not returned 

it's probably because the recipient has them. 

CHAIRMAN OMAS: All right. Thank you, Mr. 

Straus. 

MR. STRAUS: And there's nice little baby 

pictures inside. 

CHAIRMAN OMAS: Thank you. 

Mr. Costich, would you please call our next 

witness ? 

MR. COSTICH: ThanK you, Mr. Chairman. The 

OCA calls Mark Roberts. 

CHAIRMAN OMAS: Mr. Roberts, would you 

stand? 

Whereupon, 

MARK J. ROBERTS 

having been duly sworr, was called as a 

witness and was examined and testified as follows: 

CHAIRMAN OMAS: Please be seated. 

Mr. Costich? 

DIRECT EXAMINATION 

(The document referred to was 

marked for identification as 

Exhlb.it No. OCA-T-1.) 

/ /  
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BY MR. COSTICH: 

Q Professor Roberts, do you have before you 

two copies of a document identified as OCA-T-I? 

A Yes, I do. 

Q Is this your direct testimony in this 

proceeding? 

A Yes, it is. 

Q Does it contain corrections that were filed 

yesterday with the Commission? 

A It does. 

Q If you were to testify orally today, would 

this be your testimony? 

A Yes, it would. 

MR. COSTICH: Mr. Chairman, I move the 

admission of OCA-T-1. 

CHAIRMAN OMAS: Without objection. So 

ordered. 

Hearing no objection, 1 will direct counsel 

to provide the reporter with two copies of the 

corrected direct testimony of Mark J. Roberts. 

That testimony is received into evidence 

However, as is our practice, it will not be 

transcribed. 

/ /  

/ /  
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(The document referred to, 

previously identified as 

Exhibit No. OCA-T-1, was 

received in evidence.) 

MR. COSTICH: Mr. Chairman? 

CHAIRMAN OMAS: Yes? 

MR. ZOSTICH: Sorry to interrupt. I 

neglected to ask Professor Roberts if he also sponsors 

Library Reference OCA-LR-L-2? 

THE WITNESS: Yes, I do. 

CHAITW O W :  Mr. Roberts, have you had an 

opportunity to examine the packet of written cross- 

examination presented to you 

THE WITNESS: Yes, 

CHAIRMANOMAS: If 

in that packet were posed to 

this morning? 

I have, Mr. Chairman. 

those questions contained 

you orally today, would 

your answers be the same as those you previously 

provided to the Commission in writing? 

THE WITNESS: Yes, they would. 

CHAIRMAN OMAS: Are there any additions or 

corrections thai you would like to make to those 

answers? 

THE WITNESS: NO. 

CHAIRMAN OMAS: Counsel, would you please 

provide two copies of the corrected designated written 

Heritage Reporting Corporation 
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cross-examinat on of Witness Roberts to the reporter? 

That material is received into evidence and 

is to be transcribed into the record. 

(The document referred to was 

marked for identification as 

Exhibit No. OCA-T-1 and was 

received in evidence.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ I  

/ /  

/ /  

/ /  

/ /  
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USPSIOCA-TI-1. 
Do you agree that automation-compatible letter-shape mail pieces have distinct cost- 
causing characteristics for Postal Service sorting operations from nonrnachinable 
pieces? If you do not agree, please explain your position. 

Response. 

Yes.  This is one reason for disaggregating FHP into multiple categories where the 

categories reflect differences in :he type of processing the letters will receive. See the 

discussion of this point in OCA-T-I. section V.C. 
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WITNESS MARK J. ROBERTS TO INTERROGATORIES OF 

UNITED STATES POSTAL SERVICE 

USPSIOCA-T1-2 
Do you agree that automation-compatible letter-shape pieces may be sorted in the 
Postal Service's automation mailstream at lower marginal cost than otherwise identical 
pieces processed in the manual mailstream? If you do not agree, please explain your 
position. 

Response. 

Yes. This is one reason for disaggregating FHP into multiple categories and allowing 

FHP in each category to have a diiferent regression coefficient in each labor demand 

equation. See the discussion of ihis point in OCA-T-1, section V.C. Whether these 

differences can be measured precisely using the MODS data is the focus of OCA-T-1. 

section vl11.C 
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WITNESS MARK .I. ROBERTS TO INTERROGATORIES OF 

UNITED STATES POSTAL SERVICE 

USPSIOCA-TI -3. 
Please refer to your testimony at page 9, lines 9-13. 
a. Please confirm that, in the "Roberts' Model," results of which are presented in Table 
1 of your testimony, you assume "that there is an aggregate 'output' for each 
operation" that is measurable emDirically as incoming and outgoing FHP measures 
that are disagyregated by shape but not disaggregated by cost pool. If you do not 
confirm. please explain fully. 

b. Have you estimated versions of your models that employ FHP disaggregated by cost 
pool, or which otherwise impose a "separability" restriction? If so, please describe 
fully the estimating equations, estimation methods. data employed, and results, 
including any relevant specification test results. 

c. If your response to part (b) indicates that you have not estimated versions of your 
models that employ cost pool-disaggregated FHP or which otherwise impose a 
"separability" restriction. or that you have not done so in the course of preparing 
OCA-T-1, please confirm that you have not formally tested the "separability" 
restriction. 

d. Please also refer to USPS-T-'I2 at page 26. lines 10-21. For each of the sorting 
operation activities listed by Dr. Bouo (runtime. quasi-allied labor, setup and take 
down, waiting for mail. "overhecid" astivities. and other not-handling activities), 
please provide your operational explanation why each would (or should) depend on 
volumes of mail other than those prxessed within the cost pool for a sorting 
operation. If you have no operational explanation(s) in any case, please so indicate. 

Response. 

a. Output in those regressions is total FHP for each shape. It is the sum of incoming 

and outgoing FHP for each shape and is not disaggregated by USPS cost pools. The 

point of Table 1 and the discussion in Section IV, p. 8-14. is to show the substantial 

empirical difference between estimating labor elasticities with respect to plant mail 

volume and labor elasticities witri respect to piece feedings in an operation 

b. No, I have not estimated models that disaggregate FHP by USPS cost pools. That is 

not consistent with the model of production I have developed and I cannot see a 

production model that would give rise to regressions of this form. It makes no sense to 

estimate these regressions since there is no clear production model that underlies them. 

0 

0 
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c. I do not confirm this. Assumirig that the production process is separable into sorting 

operations implies that the labor demand in each stage only depends on total plant 

output and the capital inputs and relative wage rates for labor inputs in the same stage. 

See Roberts (2006), pages 14-16 for more detailed discussion. This can be tested by 

examining the statistical significance of the capital coefficients for other operations in 

each labor demand equation. Based on the t-statistics for the capital coefficients 

reported in Table 3 for letter-sorting operations, there is evidence that the capital 

coefficients are not zero in a couple of cases. Using the data for 1999-2004 reported in 

Roberts (2G06). Table 4, the t-statistics for the capital in other operations are virtually 

always significant. which is not consistent with separability. In the case of flat-sorting, 

several of the capital coefficients in OCA-T-1. Table 6 are not zero. Rather than focusing 

on just the t-statistics for the individual capital coefficients, a better approach is to test the 

joint hypothesis that all the coefficients for capital stocks in other operations are equal to 

zero 

For completeness, this table reports the F-statistics for this joint hypothesis for each of 

the labor demand equations in Table 3 and 6 

0 
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- 
Operation Capital coefficients 

set equal to zero 

Letters - manual MPBCS, DHCS. 
OCR, AFCS, Other 

RESPONSES OF OFFICE OF THE CONSUMER ADVOCATE 
WITNESS MARK J ROBERTS TO INTERROGATORIES OF 

UNITED STATES POSTAL SERVICE 

F- statistic 
(P-value) 

15.96 
(.007) 

Flats - manual 

MPBCS, DRCS, 20.07 I AFCS, Other 
- OCR 

FSMBh1, 46.1 1 Reject Separability 
FSM1000. AFSM, (.OOO) at 1% signif. level 
Other 

I Conclusion I 

Flats - AFSMlOO FSMBBl, 
FSM1000. Other 

I Reject Separability I at 1 % signif. level 

19.88 Reject Separability 
(.OOO) at 1% signif. level 

I Reject Separability I at 1% signif. level 

I Reject Separability 
at 5% signif. level 

(Leners - Agg. BCS OCR, AFCS, Other I 
~~~ ~ 

~ S M l O O O  l F S M 8 8 1 ,  AFSM, I 5.13 I Reject Separability 
Other ( 077) at 10% signif. level 

d I have no operational explanation for why these narrowlydefined activities should 

depend on volumes of mail in other cost pools. However, it is important to recognize that 

these activities are only one piece of the relationship between mail volume in a plant and 

labor hours in a sorting operation. How heavily the sorting operation is used will depend 

on what other operations are present and utilized in the plant and this will affect the 

relationship between mail volume in the plant and hours in the sorting operation. 
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USPSIOCA-T1-4. 
Please refer to your testimony at page 9. lines 1-2, and page 10, footnote 2. 
a. Do you agree that the "mail volume, for a rate class, which is the ultimate term of 
interest" is measured by the Postal Service's Revenue, Pieces and Weight (RPW) 
system? If not, please explain the basis for your disagreement. 
b. Please explain your understanding of the differences between MODS FHP and the 
Revenue, Pieces and Weight (RPW) measure of "mail volume, for a rate class." 
c. Unless your response to part (a) indicates that FHP and RPW volumes for class, 
subclasses, and/or rate categories are conceptually identical, please either (1) 
confirm that Dr. Bozzo's characterization of the relationship between subclass 
volumes (Le, the term V in USPS-T-12. equation 5) and FHP in USPS-T-12 (page 
45, line 14. to page 46. line 5. esp. equations 5. 8 and 9) is correct or (2) provide. 
using comparable notation, tke relationship between subclass volumes and your 
FHP measures that you believe ts be correct. 
d. Please refer to USPS-LR-L-1. Appendix H, page H-5. describing the "distribution 
key" method for computing vo!utne-variable costs for mail of various classes, 
subclasses. and other rate categories. Please refer to Docket No. R2000-1, USPS- 
T-15 at pages 53. lines 7-20. where Dr. Bozo states: 

Directly estimating the elasticities of cost drivers with respect to RPW volumes is 
infeasible. so the CRA extensively uses the "distribution key" method to compute 
volume-variable costs by subclass ... The computational advantage of the distribution 
key method is that it dispenses with the marginal analysis of the relationship between 
volumes and the driver. The price of simplicity is what has been termed the 
"proportionality assumption." Formally. the distribution key method and the 
constructed marginal cost methoc' are equivalent when the cost driver is a linear 
function of the mail volumes or. equivalently, the number of handlings of a 
representative piece of a given subclass is "constant." 

0 

Please confirm that the "proportionality assumption" concerns the "elasticities of cost 
drivers with respect to RPW volumes." If you do not confirm, please explain. 

e. Have you conducted any analysis of the relationship between MODS FHP and RPW 
volumes? If so, please provide a detailed description of the methods and results of 
your analysis. 

Response 

a. I agree that the ODIS-RPW system produces estimates of mail volume by rate class. 

As I understand it, this is a sample-based system, where the sampling unit is a Mail Exit 

Point (MEP) in a day (for destineting mail). This does not provide data that is directly 
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comparable with the FHPffPFlHours data collected every day for every processing 

plant by the MODS system. 

b. MODS FHP does not include any information on the rate class. It does provide a 

measure of the volume of mail in each processing plant on every day (aggregated to the 

quarter for the analysis). As I understand it, ODIS-RPW provides sample-based 

estimates of the volume of mail and distribution across rate classes. If a processing 

plant is included in the sample of MEPS then it will contain information on the plant-level 

volume of destinating mail for the days that are sampled. 

c. Dr. Bouo 's  characterization of my model in equations (8) and (9) of USPS-T-12 is 

not correct. I do not specify any relationship between FHP and piece handlings and do 

not use piece handlings in any part of my modeling. I directly estimate the relationship 

between FHP and labor hours using data on each of these variables. Given my 

estimates of labor elasticities with respect to FHP,, and FHPOur (or any finer 

disaggregations of FHP), the cost of an additional letter in the incoming sort routine can 

be allocated across rale classes using a distribution key that gives the proportion of mail 

by rate class in MODS operations that are assigned to the FHP,, aggregate. Similarly 

for FHPoui Notice that this use of a distribution key does not assume that volume is 

proportional to piece handlings. This differs from the USPS procedure which uses a 

distribution key to allocate volume variable costs, derived from a model based on piece 

handlings. across rate classes. This is not the same thing as allocating volume variable 

costs across rate classes unless volume and piece handlings occur in fixed proportion. 

d. Not confirmed. The proportionality assumption means that a 1% increase in the 

plant's volume of mail in each rate class will result in a 1% increase in the number of 0 
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piece handlings in every sorting operation. When the proportionality assumption is 

made in a theoretical model of production it does not say anything about what data set 

(RPW) is being used to measure the variables for empirical application. 

e. The MODS data sets provided i r i  USPS LR-L-56 contained three variables, 

DLETTERS. DFL4TS, and DPARCELS that are the number of destinating letters, flats, 

and parcels for each plant that are drawn from the ODE-RPW data system. In 

preparation for using them as insirumental variables in the estimation, I examined their 

correlation with the MODS FHF. variables in the data set. Using the base sample of 

plants for the whole time perio$ 1999-2005. I found the following simple correlations 

between the variables: 

Corr(DLETTERS. FHP,, LETTERS) = ,929 

Corr(DLETTERS. FHP,,, LETTERS) = .890 0 
Corr(DFLATS, FHP,, FLATS) ,860 

Corr(DFLATS, FHPou, FLATS) = ,781 

Corr(DPARCELS. FHP,, PARCELS) = .I43 

CO~T(DPARCELS. FHPour PARCELS) = -.016 

This indicated that for letters and flats the deslrnating variables were reflecting size 

differences across plants that were also reflected in the FHP variables. More important 

for estimation is the correlation between these variables after removing plant means 

(fixed effects) from each variable, When each variable is expressed as a deviation from 

the plant mean the correlations are: 

Corr(DLETTERS. FHP,, LETTERS) = .320 

0 Corr(DLElTERS. FHP,, LETTERS) = -.OM 
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Corr(DFLATS, FHP,, FLATS) = 263 

Corr(DFLATS, FHP,,, FLATS) = -.0157 

Corr(DPARCELS, FHP,, PARCELS) = -.004 

Corr(DPARCELS. FHP,,, PARCELS) = -.002 

This indicates that the destinating letters and flats might have some value in measuring 

quarterly variation in FHP,, but are basically uncorre!ated with FHP,,, 

I also examined one other issue relating to mail volume by rate class. I requested 

that the USPS construct a distribution key giving the allocation of FHP incoming and 

outgoing for letters, flats, and parcels across CRA rate classes. I provided the list of 

MODS categories that werit into each of the FHP aggregates. The USPS provided this 

distribution key to me and I have reviewed it. This demonstrated to me that it is 

possible to construct a distribution key linking the measures of mail volume I use in my 0 
labor demand models to the mail volume by rate class. 
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USPSIOCA-TI -5. 
Please refer to your testimony at page 10, footnote 2. Please also refer to USPS-T-12 
at page 46, lines 6-13, where Dr. Bozo states: 

In the CRA, A is estimated (as shares of handlings by subclass, Le.. distribution 
keys) from In-Office Cost System (IOCS) data. The process makes use of the 
most widely-known function of IOCS: producing estimates of proportions of 
handlings of the subclasses of mail (see also USPS-T-46, Section ll.B.l).lt is 
important to note that the IOCS-based distribution key analysis is updated 
annually with the current year's IOCS sample data, as are the calculations of 
total labor costs by operation and (potentially) the variabilities. [Footnotes 
omitted.] 

Do you disagree with Dr. Bozzo's characterization of the CRA methods? If so, please 
state the basis for your disagreement. 

Response. 

I have no disagreement with the piece of text from USPS-T-12 that is quoted in the 

question. However, it misses the important point that the use of a flexible distribution key 

(Le. one that is updated each year) does not relax the proportionality assumption. 0 
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USPSIOCA-T1-6. 
Please refer to your testimony at page 10, lines 2-5, and page 11. 
a. 
measures used in your analysis. If you do not confirm. please explain. 
b. 
handlings in sorting operations) is to sort pieces of mail to various nodes of the 
Postal Service network-ADCs, AADCs. 3- and 5-digit ZIP Codes, etc. I f  not, please 
explain your understanding of the purpose of the handlings. 
c. 
respect to FHP for the shape of mail associated with cost pool j. If you do not 
confirm. pliase provide the correct definition. 
d. 
results in a larger percentage change in TPF (or TPH) in cost pool j, other things 
equal. If you do not confirm, please provide what you believe to be the correct 
interpretation. 

Response. 

a. When I talk about specific empirical results and coefficient estimates, "volume" refers to 

FHP or some disaggregation of FHP, such as FHP,, and FHP,,,. That is the empirical 

measure of the plait's mail volume that I use (see Roberts 2006, Section 1V.A). In the 

theoretical discussions, such as Roberts (2006, Sections II and Ill), "volume" refers to the 

number of pieces of mail sorted in the plant, if there is a single output, or, if multiple outputs 

are used, the number of pieces of mail with a fixed set of arrivaVdestination characteristics. 

b. I agree 

c. 4 is the elasticity of the cost driver in operation j ,  with respect to the volume of mail in 

the plant. assuming that the production process is separable into sorting operations. See 

Roberts (2006, equation 13, p. 18 and surrounding discussion). In the,empirical results, I 

use the Postal Service definition of the cost driver in the sorting operation, TPF, (or TPH, ), 

and my definition of mail volume, FHP in the plant. The estimated values of 4 reported in 

OCA-T-1. Tablel, column 3, p.13 are the elasticities of TPF, (or TPH, )with respect to plant 

FHP. It is also useful to notice that the joint estimation of 5 and 4 is the idea underlying 

Please confirm that the term "volume" in this passage specifically refers to FHP 

Do you agree that the purpose of distribution handlings (Le.. first and subsequent 

Please confirm that the terms 4 are the elasticity of TPF (or TPH) in cost pool j with 

Please confirm that the resdlt 8, > 1 implies that a given percentage change in FHP 

0 

0 
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the USPS methodology called the "Constructed Marginal Cost Method", USPS-LR-L-1, 

Appendix H, pages H-5 and H-6. The USPS advocates the use of this method, as 

opposed to the "Volume Variability/Distribution Key Method" when "there is reason to 

believe that the relationship between mail volume and the cost driver is not linearly 

homogenous." 

d.  Confirmed if the question is referring to estimated values of in Table 1. 
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USPSIOCA-T1-7. 
Please refer to USPS-T-12 at pages 17 and 20. 
a. 
sorting operations to automated sorting operations? If not, please explain the basis 
for your disagreement. 
b. 
sorting stages (e.g., incoming operations) to "upstream" sorting stages (e.g., 
outgoing operations)? If not, please explain the basis for your disagreement. 
c. 
to automated sorting operations, manual FHP will not normally result in subsequent 
handlings in automated sorting operations. If you do not confirm, please explain. 
d .  
"upstream" operations, FHP in "cbwnstream" operations will not normally result in 
subsequent handlings in "upstream" operations. If you do not confirm, please 
explain. 

Response 

a. Yes 

Do you agree that mail does not normally flow from manual letter- and flat-shape 

Do you agree that mail does not normally flow from "downstream" (or "subsequent") 

Please confirm that if mail does not normally flow from manual sorting operations 

Please confirm that if mail does not normally flow from "downstream" operations to 

d. Confirmed 

r 
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USPSIOCA-T1-8. 
Please refer to your testimony at page 2, lines 15-18, and Tables 1.5, and 7. 
a. 
Table 1 and the results presented elsewhere. 
b. 
please provide a version of Table 1 incorporating your recommended results. 

Response. 

a. Table 1 indudes total plant FHP for each shape as the single output variable in the 

regressions. For letters. these results are replicated in Panel B of Table 5. All other results 

in Table 5 (and Table 4) are based an models that use b o  (FHP,, and FHP,,) or more 

(FHP, automated, FHP,, nonautorriated. FHP,, automated and FHP,, nonautomated) 

outputs. For flats, the Table 1 results for single-output results for plants that use AFSM are 

Please reconcile the differences between the results labeled "Roberts' Model" in 

If the results labeled "Roberts Model" in Table 1 are not your recommended results. 

replicated in Tabie 7. Panel C. All Qther results in Table 7 include two outputs (FHP,, and 

FHP,,). 

b. My recornmended results are based on the two output models. As will be explained in 

my upcoming response to USPSIOCA-TI -12. the preferred results are: 

Letters (Table 4. Panel B) 
Aggregate BCS Total 

respect to a Labor Letters 
change in 

FHP,, .911 (.110) 783 ( 227) ,930 (.080) ,912 (.062) 

FHPOLn .609 (.077) ~420 ( 153) ,202 (.056) .364 (.W) 

FHP,, and FHP, 1.520 (.075) 1.204 (241) 1.132 (.091) 1.276 (.OW) 
I 
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'riority Mail (Table 9. Panels A arid B) 

Elasticity with respect to Manual SPES Total Pnotity 
a change in: Labor 

A. Plants only use manual 

FHP,N ,487 (.132) .487 (.132) 

FHPom ,697 (.190) ,697 (.190) 

FHP,, and FHP, 1.184 (.142) 1.184 (.142) 

R. Plants use manual and SPES 

,393 (.176) ,277 (221) ,364 (.143) - FHPm 

.dOJ (. 168) ,254 (.204) ,668 (.162) 

1.197 (.167) -531 (.200) 1.033 (.135) 

Cancellation (Table 11,2002-2005 I data) 

Elasticity with respecl to a 
change in: 

FHP,, Letters ,701 (.Mi') 

FHP,, Flats .217 (.079) 

Labor 

I FHPour for Letters and 1 .918 (.074) I Flats 

As discussed in OCA-T-1 Section VII1.D. I do not recommend using the elasticities for flats 

sorting operations. 
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USPSIOCA-TI -9. 
Please refer to your testimony at page 13 (Table 1) and page 14, footnote 6. Please 
enumerate all "differences in sample. other control variables, and econwnetric technique" 
you implemented in the models used for the "USPS Model" column of Table 1. and explain 
your reason@) for implementing eaci change. 

Response 

The equations used to estimate the results in Table 1, column 2, are me basic regression 

equations utilized by the Postal Service for many years. They are regressions of the 

logarithm of labor hours in each of the sorting operations on the logarithm of TPF in the 

same operation. Capital inputs for other operations, relative wages, and technology dummy 

variables are all included as controls. Beyond that, I do not specify or estimate the model in 

exactly the same way as the Postal Service, but rather speclry it in a way that is consistent, 

given the additional separability assumptions, with the overall model of production I have 0 
developed. The main differences between the model I estimate and the one estimated by 

the USPS indude: 

a) I use the sample of plants and time periods that I developed to estimate my 

model and the selection criteiia are described in OCA-T-I, Section V.A. 

b) I use the capital stock variables that I construct and that are described in section 

V.B. I include all types of capital that are used in sorting each shape. For letters this 

includes capital stocks in MPBCS. DBCS. OCR, AFCS. and an aggregate of other 

plant capital. For flats I included capital stocks in FSM881, FSM1000. AFSM. and 

other plant capital. These are included because this is what the theoretical rndel  

indicates should be included in the labor demand equations. 
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c) In estimating models with TPF as the explanatory variable, I use the instrumental 

variable estimator for all equations, not just the ones for manual operations. I believe 

that TPF is likely to be an endogenous variable. I discussed the reasons for this in 

Roberts (ZOOZ), Section VII.D. In that section I also used the Hausman statistic to 

test that TPF was exogenous in labor demand models that use it as an explanatory 

variable. I rejected the exogeneity condition in 9 of 13 sorting operations. I believe 

that estimation of models witl? TPF as an explanatory variable have to begin with 

treatment of the possible enrlogeneity of TPF. 

d) I do not indude time dummies in the labor demand equations. There is no 

evidence in the operationa: testimony that the methods used to sort the mail in an 

operation vary by quarter of lhe year. The volume of mail, of course. varies at 

quarterly frequencies, and this drives variation in labor hours, but the technology does 

not. Instead, in this case I use quarterly dummy variables as additional instrumental 

variables in the estimation. 

Overall, the goal of Table 1 is not to reproduce the results in USPS-T-12, but to show 

that, holding all aspects of the sample, model, and econometric techniques fixed at the 

specifications that I have used, it is possible to empirically reconcile the elasticities of labor 

demand with respect to FHP that I advocate using with the elasticities of labor demand with 

respect to TPF that are advocated in the Postal Service testimony. The missing link is the 

elasticity of TPF in each operation with respect to FHP. which is reported in column 3. This 

missing link is the empirical counterpart of the proportionality assumption that is used in the 

Postal Service model and the empirical evidence is inconsistent with the assumption. Notice 0 
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also that disaggregating the elasticity with respect to volume (4) into the product of the 

elasticity of hours with respect to piece handlings ( 5 )  and the elasticity of piece handlings 

with respect to mail volume (4) underlies the Postal Service's "Constructed Marginal Cost 

Method (USPS-LR-L-1, Appendix H, pages H-5 and H-6) which it advocates using if the 

proportionality assumption does not nold. 
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USPSIOCA-TI-IO. 
Please refer to Tables 3 and 6 in your testimony, OCA-T-1. Please provide the marginal 
time (workhours) per FHP implicit in each of the coefficients on log(FHP1N) and 
log(FHP0UT). Please show your calculaeons. 

Response 

an(H’) as the elasticities of hours in operationj Eln(H’ ) Define 7;“ = and q;mz 
Eln( F W ,  ) d ln ( fHP, ,  1 

with respect to FHP,, and FHP,,,,. These are the parameters estimated in the labor 

demand equations. The marginal hours are calculated for each observation i (plant and 

lime period) as: 

The mean values, averaged over all observations, and expressed as 

hourslthousand FHP, are: 

I Marginal Hours Marginal Hours 
with respect to with respect to 

Sorting 
Operation 

I Letters (Table 3) I 
Manual ,309 .243 

OCR ,041 ,037 

I Aggregate BCS I .242 I .I 04 I 
I Flats (Table 6) I 
1 Manual I ,051 I .791 I 

FSMI 000 .242 1.858 

AFSM 272 1.899 
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USPSIOCA-TI-11. 
Please refer to USPS-T-12, Section VI1.G (page 101-104) and Appendix E. 
a. Did you consider Dr. Bozo's FY 2005 update of your March 2006 model in 
preparing.your testimony? If not. why not? If so, please explain why you rejected 
that approach. 
b. If you do not discuss the matter in your response to part a, please describe your 
views on the relative merits of the aggregate BCS operation group employed in your 
analysis and the approach employed by the Postal Service using separate incoming 
and outgoing BCS groups. 

Response 

a. Yes, I considered it. There are six tables presented in appendix E. but none of the 

text in section V1I.G references the tables or describes what is in them, so the reader is 

left guessing about exactly what is being presented. Nonetheless, there appear to be 

four changes that Dr. B o z o  made when reestimating my 2006 model. First, he 

included an additional year of data, 2005. where my estimation stopped in 2004. By 

itself, this is a fairly small change, adding 4 additional quarters of data to the 24 quarters 

that I included. It appears that the results are very similar to what I reported in my 2006 

0 

paper 

Second, he used an alternative capital series that was based on quarterly, rather 

than annual. updates of the plant-level investment expenditures. The goal was to 

eliminate some of the anomalous observations where hours would be positive in an 

operation and capital stock would be zero. This change seemed to reduce, but not 

eliminate, this particular anomaly. This is a pretty extreme anomaly, and is indicative of 

a larger problem with the capital series being out of synch with the MODS data. Just 

because the capital series (eventually) becomes positive when hours are positive, does 

not mean that the problem is fixed. I believe this is still a limitation in the data that 

0 



RESPONSES OF OFFICE OF THE CONSUMER ADVOCATE 
WITNESS MARK J .  ROBERTS TO INTERROGATORIES OF 

UNITED STATES POSTAL SERVICE 

needs to be corrected. The models are being estimated using the time-series variation 

in hours, output, and capital variables and it is important that these be properly matched 

over time. 

Third, there is a use of different weights (hours shares by operation) in 

aggregating the different sortin; operations into overall elasticities for letters and flats. 

There is some flexibility in choosing the weights to use (Le. the mean or one specific 

year or an average of a couple of years), as long as they are representative of the time 

period for which the estimation NBS done. What is not appropriate is to estimate the 

labor demands for a time period when an operation is very important (Le. FSM881 in 

2000) and then aggregate them using weights from a time period when the operation is 

not used (;.e. FSM881 in 2005). The reason is that the allocation of mail volume across 

operations at any point in time depends on the configuration of technologies in use in 

the plant at that time. The aggregation weights should reflect actual experience for the 

time period in which the estimation is conducted. 

0 

Fourth, the labor demand for BCS and AFSM are divided into incoming and 

outgoing operations. However, in the preferred results, there is a strange asymmetry in 

the way this is done, (see USPS-T-12. p.50. lines 2-13 and Section V1I.B). Hours in the 

BCS operation are divided into two labor demand equations, one for hours in the 

incoming operation and one for hours in the outgoing operation. Each labor demand 

depends on one output, the TPF in the same operation: Hours in the AFSM operation 

are the sum of hours in incoming and outgoing operations and are treated as a single 

labor demand equation. The measures of TPF in the outgoing sorting scheme and TPF 

in the incorning scheme are treated as two outputs in the one labor demand equation. 0 
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Overall, I do not think this change in model specification is well justified and is not 

directed at the major difficulties that exist with the USPS model. In Section VII.G, Dr. 

B o z o  presents an update of Rgberts (2006) where the BCS operation is now split into 

separate incoming and outgoing labor demands. There is no link made to my 

theoretical model that would justify this change in the estimating equations. I think it is 

possible to develop a coherent model that would treat the outgoing and incoming 

sorting schemes as separate production processes (whether or not that is appropriate is 

a different issue), but it would not lead to an estimating model that looks like the one 

presented in Section VI1.G. In particular, all the sorting operations would be divided into 

incoming and outgoing components with separate labor demands for each. Overall, I 

found the disaggregation of the SCS operation into separate incoming and outgoing 

operations to be inconsistent with the rest of the empirical model. 0 
Fifth, I completely disagTee with the conclusions in the last paragraph of Section 

VI1.G. (p. 103, lines 7-16). The point of Dr. Bouo's estimation of my model is to show 

that after replacing a few elements of the model the results look more like the ones 

presented in USPS-TI2 and that this is appropriate because they are estimating the 

"same economic quantities." As I show in OCA-T-I. Section IV. the 

models are not estimating the same economic quantities unless the proportionality 

assumption is true. This assumption is rejected in the data. I think that trying to find 

combinations of variables. weights, and level of disaggregation that make the estimates 

match empirically without reexamining and comparing the underlying modeling 

frameworks is the wrong approach to clarifying the source of the differences 

b. This point is covered in my answer to part a 0 
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USPSIOCA-T1-12. 
Please refer to Section V1II.A (pages 31 -33) of your testimony. Please also refer to Dr. 
Neels's testimony, UPS-T-1, at page 30, especially Table 10. 
a. Did you analyze, or consider an analysis, of the validity of your excluded 
instruments, using the Anderson-Rubin statistic employed by Dr. Neels or some 
other statistic you consider more appropriate? If so, please describe your analysis 
and provide all results. If not, why not? 
b. If your answer to part a indicates that you did not conduct an analysis of instrument 
validity, either (i) provide the point estimates and associated p-values of the 
Anderson-Rubin statistic for each cost pool using your base model or (ii) explain why 
you believe that the statistic is an inappropriate diagnostic. 
c. Please describe how your criteria for determining instrument relevance show that 
your analysis was not susceptible to the "weak instruments" problem discussed by 
Or. Neels. 

Response 

a. The Anderson-Rubin statistic is used to test the validity of excluded instruments 

(more precisely. the overidentifying restrictions) in a model when the LlML estimator is 

used. This statistic would be appropriate for the model used in USPS-T12, but is not 0 
appropriate for the IV estimator I me.  There is an analogous test statistic, referred to 

as the J-statistic. that can be used to test the. overidentifying restrictions with the IV 

estimator I use. In my 2002 and 2006 papers, this test could not be used because the 

labor demand equations are exactly identified. meaning that the number of instrumental 

variables exactly equals the number of endogenous output variables, When a model is 

exactly identified there is no test of overidentifying restrictions and so the J-statistic is 

not relevant. The J-statistic will always equal zero when the model is exactly identified. 

In the model presented in my testimony in OCA-T-1 I have added six additional IVs ,  

three quarterly dummy variables and the destinating letters, flats, and parcels, so the 
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model is now overidentified and the J-statistic can be constructed. I did not do the test 

because I did not think of it prior to receiving this interrogatory 

Reported in the table on the next page are the values of the J-statistic and .05 and .01 

critical values for each of the labor demand equations. The null hypothesis that is being 

tested is the joint hypothesis that the model is correctly specified and the IV's are 

uncorrelated with the error term in the labor demand equation. Under the null 

hypothesis the J-statistic has a 

number of instrumental variables and k = number of endogenous output variables. 

The test results indicate that we reject the exogeneity of the IV's for four operations, 

manual letters, aggregate BCS. FSMl000. and AFSM and do not reject it for the 

remaining six. The reason we get a rejection in the four cases is that, after controlling 

for FHP,, and FHP,,,, there is still a pattern of quarterly variation in the residuals of 

those four labor demand equations. This leads the residuals to be correlated with the 

IVs, particularly the quarterly dummy variables, and leads to the rejection. I believe this 

is a spurious result resulting from the strong pattern of quarterly variation in the hours 

and output variables. The FHP variables have an exogenous quarterly pattern in them 

because of the actions of mailers and quarterly dummies do a good job of accounting 

for much of this calendar variation. Labor hours in those four operations have a 

quarterly pattern because of the quarterly variation in mail volume but the FHP variables 

do not fully account for all of it in the regressions and this leads to the rejection of the 

exogeneity hypothesis. The reason there is no rejection of the IV's for the priority and 

cancellation operations is that there is not a strong cyclical pattern in labor hours and 

distribution with m-k degrees of freedom, where m = 

0 

thus not a strong pattern of quarterly variation in the residuals for those labor demand 

0 
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Operation J- statistic Critical Values 
(.05 and .01 

significance level) 

Conclusion 

Manual Letters (a) 115.44 12.59, 16.81 Reject exogeneity 

OCR (a) 12.59. 16.81 Do not reject 
exogeneity 

SPBS (c) 

Cancellation (d) 

~~ 

17.52 12.59, 16.81 Reject exogeneity 

12.59, 16.81 Do not reject 

Aggregate BCS (a) 

Manual Flats (b) 

FSMlOOO (b) 12.59, 16.81 Reject exogeneity 

exogeneity 

8.3 15.51, 20.09 Do not reject 

2.7 9.49, 13.28 Do not reject 

exogeneity 

exogeneity 

AFSM (b) I 4 1.04 1 12.59, 16.81 1 Rejectexogeneity I 
Manual Priority only 1 2.5 1 15.51. 20.09 1 Do not reject 
(C) exogeneity I 
Manual Priority (c) I 1@.30 1 15.51, 20.09 I DO not reject 

exweneitv 

8311 
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Operation 

Manual Letters 

OCR 
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J-statistic Critical values Conclusion 
(.05 and .01 

significance level 

16.75 7.81, 11.34 Reject 

2 95 7 .a i , i i .34  Do not reject 

exogeneity 

exogeneity 

- 

equations. One way to see if the use of the quarterly dummy variables are the cause of 

the test result is to reestimate the labor demand equations and redo the test dropping 

the three quarterly dummies from the set of IVs. I report the J-statistics for the letter 

and flat sorting operations in the following table. 

I Do not reject I exogeneity 
Aggregate BCS i .81 ,  11.3 

2.4.5 1 7.81, 11.34 I DO not reject 
exoaeneitv 

Manual Flats 

Do not reject at 

Do not reject 
exogeneity. 

7.8 I, 11.34 

Now we do not reject exogeneity of the IV's in five of th,? six operations. The use of 

quarterly dummies as IV's is leading to the rejection of the exogeneity hypothesis in 

almost all the cases. In manual letters we still reject the instrument exogeneity and this 

is primarily the result of correlation between the residuals in the labor demand equation 

and the destinating letters used as an IV and I think this largely reflects spurious 

correlation because of the quarterly pattern in both variables. The output coefficients 

from models that do not use the quarterly dummies as IV's are reported in OCA-T-1, 

Table 4, Panel B for letters and Table 7, panel B for Rats. Given the results of this test it 
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would be appropriate to not use the quarterly dummies as IV's in the letter and flat 

sorting operations. There is a cost to this, however, and that is an increase in the 

standard errors of the output elasticities. Comparing the results in panel A vs panel B of 

Tables 4 and 7, it is obvious that the use of the quarterly dummies was helpful in 

reducing the standard errors of the coefficients. 

b. See my answer to part a. 

c. The F-statistics reported in OCA-T-1, Table 2 are large for both the FHP variables 

and the quarterly dummies. The three destinating variables are less important but their 

use has little effect on any result. In the first-stage regressions the excluded 

instruments explain virtually al! of the variation in the regression. It's obvious this would 

be the case since the endogenous output levels have a strong pattern of quarterly 

variation as do the excluded instruments. while the inclsded exogenous variables 

(capital stocks, relative wages, year dummies) have very little quarterly pattern. 

0 
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USPSIOCA-T1-13. 
Please refer to your testimony at page 36 (especially footnote 17). page 48 (especially 
footnote 18), and Table 7. 
a. Please confirm that you used FY 2005 workhour weights to combine the elasticities 

in your "base" letter and flat models. If you do not confirm. please explain. 
b. Please confirm that you used FY 1999 workhour weights to combine the elasticities 

in your analysis of "Plants that do not use AFSM." reported in Table 7. 
c Please confirm that FSM 881 equipment have been withdrawn from service. If you 

do not confirm, please explain. 
d. Please explain why you chose FY 1999 weights, with an FSM 881 share of 0.521. 

rather than FY 2005 weights, with an FSM 881 share of zero, for the "Plants that do 
not use AFSM" analysis. 

Response 

a. Confirmed. In footnote 18. the weight used for FSM'1000 is ,208. not 206 as stated. 

b. Confirmed. In the footnote to Table 7. the weight used for manual is ,286. not 289 as 

c. Confirmed if "withdrawn from service" means not being utilized. In 2005 there were 

no hours or piece feedings (TPF) reported for the FSM881 operation in any of the 304 

plants in my base sample. However, in the same year, '07 of these plants still report 

positive values for the capital input variables (qifsm881 and qifsm881 alt) 

d. The weights have to correspond to the time period that was used for estimation 

Since most of the data used to estimate the regressions underlying Table 7, Panel D 

comes from the years prior to 2002 I chose the weights to correspond to that period 

Approximately 75 percent of the sample observations come from the years 1999-2001 

when the FSM881 share was very high. Approximately 17 oercent of the observations 

came from 2003-2005 when the FSM881 was being retired. I used weights that reflect 

the data used for estimation 
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Flats 

USPSIOCA-T1-14. 
Please refer to your March 2006 paper, Table 3 (page 69). 
a. Please provide an update to the table, including data for FY 2005 Quarter 1, using 

the sample selection methods from your base models in OCA-T-1. 
b. Please provide tables (similar to that provided in response to part a) showing the 

incoming FHP, outgoing FHP, and fractions of incoming FHP by operation for 
manual letters. OCR, aggregate BCS. manual flats, FSM 1000. and AFSM 100 
Please use the sample selection methods from your base models in OCA-T-1. 

1999:l 

2000:l 

2001:l 

25263 13327 .655 4662 1132 ,805 

26837 13421 -667 4855 1151 ,808 

28225 13203 ,681 5085 1131 ,818 

2002:l 

2003:l 

27173 12349 ,688 5071 1 1::; 1 B:: 1 
27316 11919 ,696 5376 

1 2004:l 1 27432 I 11552 I ,704 I 5400 I 938 I .852 I 
I 2005:l I 28153 I 10957 1 ,720 I 5461 I 927 I ,855 I 
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b. I have not measured FHP by the sorting operations listed in this question. I have 

measured them by the amount of presorting. I provide the FHP shares for each of 

these presorting categories in the tables below. The categories are defined in 

OCA-LR-L-2. description.pdf. page 1 and 2. XXX is a three digit code identifying 

the operation where FHP was assigned. The XXX codes are: 

=I  11 for letters, outgoing primary in OCRIISS/OSS operations 

= I  12 for letters, outgoing secondary in ISSlOSS or OCR 

=I 13 for letters, outgoing secondary on BCS 

=I 14 for letters, outgoing primary on BCS 

=IO1 for letters, incoming AADC 

=IO2 for letters, incoming SCFlPrimary 

=I03 for letters, incoming seccndary 

=I04 for letters, incoming in OCR!ISS 

=211 for flats, outgoing primary 

=212 for flats, outgoing secondary 

=201 for flats, incoming managed mail 

=202 for flats, incoming primary 

=203 for flats, incoming secondan/ 
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Incoming Letters 

I Yearatr I FHP,, I Share 101 I Share 102 I Share 103 I Share104 1 
1999:l 25263 .447 ,223 ,080 

2000:l ,424 .256 -074 

2001:l 28225 .236 ,406 .2a7 ,072 

2002:l 27173 ,249 ,386 ,301 ,065 

2003:l 2731 6 .251 ,383 .311 ,055 

2004: 1 27432 ,257 ,378 ,316 .050 

2005:l 281 53 .247 ,364 .344 ,045 

Outgoing Letters 

Year.c$r FHPOU, Share 111 Share 112 Share 113 Share 114 

1999.1 I 13327 I .706 .008 ,047 -239 0 
I 2000:l I 13421 I 5 9 3  I .012 I ,051 I ,244 I 

2001:l 13203 ,692 ,012 1 ,049 .246 

I I I 2002:l 12349 ,696 ,007 -046 ,251 __ 
1 2003:l I 11919 I ,694 I ,006 I .045 I ,256 I 

2004:l 11 552 ,693 .005 ,048 ,255 

2005:l 10957 .695 ,005 ,050 -249 
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Year:qtr FHPIN Share 201 Share 202 

1999:l 4662 .I95 ,432 

2000:l 4855 .I99 ,415 

2001:l 5085 .I92 ,400 

Share 203 

,373 

,386 

,408 

2002:l 

2003:l 

2004: 1 

I 2005:l I ~ 5461 T .I70 I ,290 I ,540 1 

5071 .I91 -352 .457 

5376 .I75 ,299 .526 

5400 ,164 ,298 538 

Outgoing Flats 

Year:qtr 

1999:l 

2000: 1 

2001:l 

FHPO", Share 21 1 Share 212 

.952 1132 

1151 .951 

1131 ,965 

- 

2002:l 

2003:l 

~ 

1023 ,964 ,036 

999 ,972 ,028 

8318 

2004:l 

2005:l 

938 ,969 ,031 

927 ,968 ,032 
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USPSIOCA-TI -1 5. 
Please refer to OCA-T-1, Table 6, and to Table 5 of your March 2006 paper. Please 
also refer to USPS-T-12. Table E-2 (page 128). 

Manual Flats Roberts(2006) USPS-T-12 OCA-T-I results 
Results (Table 5. FY 2005 Model (Base Model; 
P.71) (USPS-T-12. Table 6, Table 7) 

Table E-2, p.128) 

Incoming FHP ,526 .55 .I68 
elasticity 

S.E.. Incoming 1 ,140 
FHP elasticity I .14 I 
Outgoing FHP .078 .06 ,422 
elasticity 

S.E.. Outgoing .073 .07 .288 
FHP elasticity 

Total of FHP ,604 .62 ,590 
elasticities 

- 

S.E. of Total Not reported . I 4  -201 

R2 ,223 .23 ,079 

a. Please confirm that the above table correctly repoiis the results from the specified 
sources. If you do not confirm, please provide a corrected table. 

b. Would you characterize the differences in the results for the "Total of FHP 
elasticities" for the three models listed as being statistically or qualitatively 
significant? 

c Please confirm that the "Incoming FHP elasticity" you report for manual flats in your 
March 2006 paper differs significantly from zero at the 1 YO significance level in a two- 
tailed test. If you do not confirm, please explain. 

d. Please confirm that neither the "Incoming FHP elasticity" nor the "Outgoing FHP 
elasticity from the manual flats model presented in Table 6 of OCA-T-1 differ 
significantly from zero at commonly used significance levels using a two-tailed test. 
If you do not confirm, please explain. 

e. Please confirm that the manual flats model presented in Table 6 of OCA-T-1 yields 
higher standard errors of the FHP elasticities than the models presented in USPS-T- 
12 and in your March 2006 paper. If you do not confirm, please explain. 

f. Please confirm that the manual flats model presented in Table 6 of OCA-T-1 
explains relatively less of the variation in manual flats workhours (as indicated by the 



RESPONSES OF OFFICE OF THE CONSUMER ADVOCATE 
WITNESS MAKK J. ROBERTS TO INTERROGATORIES OF 

UNITED STATES POSTAL SERVICE 

R-squared) than the models presented in USPS-T-12 and in your March 2006 paper. If 
you do not confirm, please explain. 

Response: 

a. Confirmed. 

b. No. It must be recognized that the differences between the first and second 

columns are always going to be minimal because they are the same regression 

estimated on virtually the same data. The only difference in the data, as I 

understand from the discussion in USPS-T12. Section V1I.G. is that the USPS 

estimates use data from 1995-2005. while my estimates use the same set of plants 

but data from 1999-2004. There is not very much new information contained in the 

second column results. A more insightful comparison would be based on the first 

and third columns where there are more substantial differences in sample and 

econometric method. The regressions in column 1 use 5064 observations and the 

regressions in column 3 use 2860 observations from 2002-2005. 

c. Confirmed 

d. Confirmed 

e. Confirmed 

f. Confirmed 
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USPSIOCA-T1-16. 
Please refer to OCA-T-1, Table 6, and to Table 5 of your March 2006 paper. Please 
also refer to USPS-T-12. Table E-2 (page 128). 

FSMlOOO Roborts(2006) USPS-T-12 OCA-T-1 results 
Results (Table 5. FY 2005 Model (Base Model; 
p.71) (USPS-T-! 2, Table 6. Table 7) 

Table E-2. p. 128) 

I Incoming FHP 
elasticity I .65 I .712 

S.E., Incoming ,206 .21 ,281 
FHP elasticity 

Outgoing FHP -.088 -.99 ,969 
elasticity 

S.E., Outgoing .085 .08 -470 
FHP elasticity 

Total of FHP .563 .57' 1.681 
elasticities 

+I S.E. of Total Not reported 

R2 .392 .39 
~ 

* Difference is due to rounding. 

a. Please confirm that the above table correctly reports the results from the specified 
sources. If you do not confirm, please provide a corrected table. 

b. Please confirm that the "Incorning FHP elasticity" you report for FSM 1000 in your 
March 2006 paper differs significantly from zero at the 1 YO significance level in a two- 
tailed test. If you do not confirm, please explain. 

c Please confirm that neither t,>e "Incoming FHP elasticity" nor the "Outgoing FHP 
elasticity from the FSM 1000 model presented in Table 6 of OCA-T-1 differ 
significantly from zero at the 1 % significance level using a two-tailed test. If you do 
not confirm, please explain. 

d. Please confirm that the FSM 1000 model presented in Table 6 of OCA-T-1 yields 
higher standard errors of the FHP elasticities than the models presented in USPS-T- 
12 and in your March 2006 paper. If you do not confirm, please explain. 

e. Please confirm that the FSM 1000 model presented in Table 6 of OCA-T-1 explains 
relatively less of the variation in manual flats workhours (as indicated by the R- 
squared) than the models presented in USPS-T-12 and in your March 2006 paper. 
If you do not confirm, please explain. 

f. Are the differences in the "Incoming FHP elasticities" among the three models 
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statistically significant? Do you regard the range between 0.65 and 0.71 as 
qualitatively significant? Please explain. 

g. Please confirm that the difference in the “Outgoing FHP elasticity” between your 
OCA-T-1 results and your March 2006 paper accounts for most of the difference in 
the total of the FHP elasticities for the FSM 1000 operation. If you do not confirm, 
please explain. 

Response. 

a. Confirmed 

b. Confirmed, 

c. Confirmed, although for completeness we note that the test statistic for the 

Incoming FHP elasticity is 2.53 and the critical value for the test that is specified in 

the question is 2.58. The hypothesis would not be rejected at the 5% significance 

level. for example. 

d. Confirmed, if by “models presented in USPS-TIT vou mean the results presented 

in column 2 above. Also, see my answer to part b of question 15 above for 

limitations on distinguishing results between calumns 1 and 2. It is also the case 

that the regressions generating the results in column 1 used 3980 observations 

from the period 1999-2004 while the regressions underlying the results in column 3 

used 2325 observations from 2002-2005 and only represent plants that had the 

AFSM technology in use. 

e. Confirmed, if by “models presented in USPS-T12“ you mean the results presented 

in column 2 above 

f. The differences in incoming elasticities are not statistically significant. I do not 

regard the difference between ,651 and .712 as qualitatively significant 

g. confirmed 
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Roberts (2006) 
Results (Table 5, 
P. 71) 

USPSIOCA-T1-17. 
Please refer to OCA-T-1, Table 6, and to Table 5 of your March 2006 paper. Please 
also refer to USPS-T-12. Table E-2 (page 128). 

USPS-T-12 OCA-T-1 results 
FY 2005 Model (Base Model; 
(USPS-T-12, Table 6. Table 7) 
Table E-2, p. 
128) 

ASMIOO 

Total of FHP 
elasticites 

S.E. of Total 

R2 

1.009 1 .oo 0.844 

Not reported .09 -047 

.884 .88 ,856 

a. Please confirm that the above table correctly reports Khe results from the specified 
sources. If you do not confirm, please provide a corrected table. 

b. Please provide the standard error of the total of the incoming and outgoing FHP 
elasticities from your March 2006 AFSM 100 mode:. as presented in Table 5 of 
your March 2006 paper. 

c. Please calculate and provid? the 95 percent and 99 percent confidence intervals for 
the total of the incoming and outgoing FHP elasticlties from your March 2006 
paper, using the standard error you calculated for the response to part b. 

0 
Response 

a. Confirmed. For completeness, we note that the underlying estimates of the 

elasticity for FHP incoming are .791(.085), .79(.00), and ,394 (.039) for columns 1. 

2, and 3, respectively. Ths underlying estimates of the elasticity for FHP outgoing 

are .218 (.027), -21 (.03). and ,450 (.067) for the three columns. 

b. The standard error is .091. 

c. The 95% confidence interval is (.831, 1.187). The 99% confidence interval is 

(.775, 1.243) 
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USPSIOCA-T1-18. 
Please refer to your testimony, OCA-T-1, at page 52, lines 18-19. 

a. Please confirm that your measure of "output" for cancellation operations is "FHP,,, 
for letters and flats." If you do not confirm, please explain. 

b. Please confirm that outgoing FHP includes volumes of mail that do not require 
cancellation-e.g., mixed ADClAADC presort volumes. If you do not confirm, please 
explain. 

c Please explain why you chose FHP measures that include volumes that do not 
require cancellation, rather than a count (or counts) of cancelled pieces, for your 
measure of cancellation output. 

Response 

a. Not confirmed. There are two outputs in the cancellation labor demand equations, 

FHPoUT for letters and FHP,,,- for flats. Each output has a separate labor demand 

elasticity in the cancellation operation 

b. Confirmed. 

c. The goal is to measure the effect of a change in mail volume on labor use in the 

cancellation operation. That is what the regression I estimate will do. If. for 

example, most of the outgoing mail skips the cancellation stage that will be 

reflected in a small estimated volume elasticity for labor demand. If I used piece 

handlings in the cancellation operation as the output variable, then it would still be 

necessary to estimate the elasticity of piece handlings in cancellation with respect 

to the volume of outgoing letters and flats in order to calculate the marginal cost of 

a letter or flat. This is the same reason I do not use piece handlings in the labor 

demand equations for any of the sorting operations. At best, it only provides part of 

the information needed to estimate the marginal cost of processing a letter or flat. 

0 
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USPS/OCA-Tl-19. Please refer to OCA-T-1. Table 1 (page 13) and page 14, lines 11- 
19. where you describe your model for the "estimated 6" in Table 1 as employing the 
"same equations as the labor demand equations used in this paper [replacing] the log 
hours variable on the left-hand side with the log TPF in the operation." Please also refer 
to the Stata program threestep.do, in OCA-LR-2. 

a. Please confirm that your estimating equations for the "estimated 6" in Table 1 ,as 
implemented in the program threestep.do. have the mathematical form (omitting 
certain subscripts): 

In TPF, = a, + 6, In t?fPchm + yX, + c. 

where the subscript j indicates cost pool, i indicates site, and shp indicates the 
shape of mail associated with cost pool j: y is a vector of coefficients; X, is a vector 
of control variables (year and technology dummy variables, capital variables. relative 
wage): and E is a random disturbance term. If you do not confirm, please provide 
the correct form of your equa!lons and explain fully. 

b. Please confirm that in the h40US system, total pieces fed are defined such that, for 
cost pool j: 

TPF, = FHP, + SH , c Rejects 

where FHP, is the FHP in cost pool j. SH, is subsequent handlings in cost pool j. and 
Rejects, is rejected and reworked pieces (for automated operations). If you do not 
confirm, please provide the relationship you believe to be correct, and please cite all 
supporting documentation for your position. 

c Does the equation you confirm (or otherwise provide) in response to part (a). 
assume that the effect of a unit of FHP on the TPF in cost pool j is unaffected by the 
cost pool within a shape category in which the FHP is recorded? If you claim it does 
not, please show in detail how the effect may differ by the source of FHP. If so. 
please describe and provide all formal testing you, performed or other evidence you 
developed, to indicate that the assumption is correct. 

d. Did you consider any other specifications for the "estimated 6" in Table I ?  If so. 
please describe each in detail, provide all results you obtained from each alternative 
specification you explored, and explain why you prefer the specification you confirm 
(or otherwise provide) in part (a) over each alternative. 

e. Does the specification for the "estimated 6" you presented in your Table 1 account, in 
any way, for the mailflow characteristics you confirmed in response to USPS/OCA- 
TI-7? If so, please explain in detail how your models do so. If not, why not? 
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RESPONSE TO USPS/OCA-T1-10 

(a) confirmed, although please note that the coefficient vector y vanes by operation 

and should be written as 

(b) Confirmed as a definition, if by "subsequent handlings" you mean all pieces 

handled in cost pool j that received their FHP count in some other cost pool. In 

my understanding SH,is not reported in the MODS data. Also since FHP, is 

measured using weight arid a conversion factor, while TPF, is measured using 

machine counts (see USPS-TI2. Section 1I.E. p, 23. line 19 to p. 24, line 15). this 

relationship would not hold in the MODS data even if SH, was measured 

independently 

(c) This question appears to be asking if the coefficient 6, in the regression in part 

(a) will depend on which operations are responsible for the FHP count in the 

plant. The answer is no, i t  does not depend on wnere the FHP is assigned, but it 

does depend on how intensively operationjs uspd in sorting the ma il volume 

received in the plant. As an example, suppose that all the letter mail received in 

the plant is barcoded, receives its FHP count in th3 BCS operation, and skips the 

OCR operation entirely, then 6 0 ~ ~  will equal zero. Suppose instead that 70% of 

the letter mail is barcoded and receives its FHP count in the BCS operation and 

skips OCR. The remaining 30% of the letter mail received in the plant goes 

through the OCR operation and each piece generates one TPF. then ~ O C R  will 

equal .3. It does not matter if the mail that passes through the OCR operation 

received its FHP count in OCR or in some previous step, if there was one. The 

8 3 2 6  
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coefficient 6, does not depend on where FHP is assigned in the plant, but it does 

depend on how much of the total mail received in the plant passes through 

operation j .  

(d) No. 

(e) No. Placing this structure on the estimating equations is not necessary for 

measuring the relationship between the volume of mail entering the plant and the 

piece feedings in different operations. 



RESPONSE OF GCA WITNESS MARK J. ROBERTS 
TO INTERROGATORIES USPS/OCA-Tl-19-26 

USPS/OCA-T1-20. Please refer to OCA-T-I, Tables 1 and 3-7. Please also refer to 
your response to USPSIOCA-TI-8. [OCA was informed by the Postal Service that this 
question refers to interrogatory 8 rather than interrogatory "X." as originally filed by the 
Postal Service.] 

a. Please confirm that your estimating equations for the "estimated q" in Table 1 have 
the mathematical form (omitting certain subscripts): 

In H R S , = a , + q ,  In F H P . , , + ~ X , + E .  

where the subscript j indicates cost pool, i indicates site, and shp indicates the 
shape of mail associated with cost pool j; y is a vector of coefficients; X, is a vector 
of control variables (year and technology dummy variables, capital variables, relative 
wage); and E is a random disturbance term. If you do not confirm, please provide 
the correct form of your equations and explain fully. 

b. Please confirm that your estimating equations for the "base models" in Tables 
3-7, have the mathematical form (omitting certain subscripts): 

In HRS.=a, +v,,,,,) In~HP,,,._.+rl,,"InFHP~.,,,.. + Y ' X  +&. 

where the subscript j indicates cost pool, i indicates site, and "shp" indicates the 
shape of mail associated with cost pool j; "out" and "in" indicate, respectively, the 
outgoing and incoming operations for the given shape; y is a vector of coefficients; X, 
is a vector of control variables (year and technology dummy variables, capital 
variables, relative wage); and E is a random disturbance term. If you do not confirm. 
please provide the correct form of your equations and explain fully. 

c. Does the equation you confirm (or otherwise provide) iri response to part (a) assume 
that the effect of a unit of FHP on the workhours (HRS) in cost pool j is unaffected 
by the cost pool within a shape category in which the FHP is recorded? If not, 
please show in detail how the effect may differ by the source of FHP. 

d. Does the equation you confirm (or otherwise provide) in response to part (b) assume 
that the effect of a unit of FHP on the workhours (HRS) in cost pool j may be 
different for incoming FHP versus outgoing FHP, but otherwise is unaffected by the 
cost pool within a shape categxy in which the FHP is recorded? If not, please show 
in detail how the effect may differ by the cost pool in which the FHP is recorded. 
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RESPONSE TO USPSIOCA-T1-20 

(a) Confirmed, although please note that the coefficient vector y varies by operation 

and should be written as y, . 

(b) Confirmed, subject to the same comment in part (a). 

(c) This question appears to be asking if  the coefficient q, in the regression in part 

(a) will depend on which operations are responsible for the FHP count in the 

plant. The answer is r?o, it does not depend on where the FHP is assigned, but it 

does depend on how intensively operation )is used in sorting the mail volume 

received in the plant. As ar: example, suppose that all the letter mail received in 

the plant is barcoded, receives its FHP count in the BCS operation, and skips the 

OCR operation entirely, then q o ~ ~  will equal zero. Suppose instead that 70% of 

the letter mail is barcoded and receives its FHP count in the BCS operation and 

skips OCR. The remaining 30% of the letter mail received in the plant goes 

through the OCR operation and each piece requires the same number of labor 

hours to hand1e;then ~ O C R  will equal .3. It does not matter if the mail that 

passes through the OCR operation received its FHP count in OCR or in some 

previous step, if there was one. The coefficievt r l j  does not depend on where 

FHP is assigned in the plant, but it does depend on how much of the total mail 

received in the plant passes through operationj. 

(d) The answer is the same as the answer to part (c) except now the coefficients q , , ~  

and qj,our allow the relationship between hours and FHP to vary depending on 

whether the FHP is assigned in an incoming or outgoing operation. The 

coefficient q,,our, for example, will not depend on where the FHP in the outgoing 

8329  
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operation is assigned but will depend on how much of the outgoing FHP passes 

.through operation j .  
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USPS/OCA-T1-21. Please refer to your responses to USPS/OCA-TI-4c and to 
USPSIOCA-T1-206. Please also refer to USPS-T-12 at page 45. line 21. to page 46, 
line 1. Dr. B o z o  states: 

In Prof. Roberts's notation. his models use 

HL = (FHP,,,,". FHP," Lrrwr ) (8) 

a. Given the specification(s) you confirm or provide in response to USPSIOCA-TI-20b. 
is Dr. Bozo wrong to claim !hat your "base" models for letter- and flat-shape 
operations "use" MODS FHF handlings as given by equations ( 8 )  and (9)? If so. 
please explain. 

b. Please confirm that your estimating equations include no terms for "volumes" other 
than MODS FHP handlings. (That is. this question addresses right-hand-side 
variables in your estimating equation. not instrumental variables you use to identify 
your models.) If you do not confirm. please explain fully what other volume or 
handling measures you clairn to use, and show in detail where you use them. 

RESPONSE TO USPSIOCA-T1-21 

(a) If Dr. Bozo is saying that my model specifies and estimates the relationship 

between labor hours in an operation and MODS FHP in the plant, then I agree. 

If he is saying that I must specify or estimate a relationship between hours and 

piece handlings in an operation or between pipce handlings in an operation and 

MODS FHP, I disagree. 

(b) Confirmed. Although MOOS FHP is disaggregated into multiple categories. In 

the base model it is disaggregated into FHPIN and FHPOIJT for each shape. In 

OCA-T-1, Sections V.C and VIII.C, each of these is further disaggregated into 

two categories reflecting the level of automation preparation. 
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USPSIOCA-TI-22. Please consider the econometric specification of your labor 
demand models. Please explain in detail why you consider it appropriate to include 
capital variables on the right-hand side of your estimating equations, and explain why 
you feel your econometric treatment of your capital variables-including your treatment 
of those variables as exogenous, predetermined, or such description as you deem 
appropriate-is justified. 

RESPONSE TO USPSIOCA-TI-22 

The reason that capital variables are included in the labor demand models follows 

directly from the specification of the production function and cost minimization 

assumption. It is explained in detail in Roberts (2C02) , Section 11. particularly 1I.B. 

and IV.B, and Roberts (2006), Section 1I.C. The empirical model treats the capital 

stock of each of several typos of machines as exogenous in the labor demand. That 

means that the stocks of mxhinery do not respond to quarterly shocks to the labor 

demand equations. Rather, the deployment of capital reflects longer-term 

considerations including the development of new technology. It is also true in the 

PCN data that the stock of a type of equipment often remains constant in a plant, 

sometimes for several years, and is clearly not being adjusted to short-run 

fluctuations in demand for maii processing 

0 

8332 



8 3 3 3  

RESPONSE OF OCA WITNESS MARK J. ROBERTS 
TO INTERROGATORIES USPSIOCA-T1-19-26 

USPSIOCA-T1-23. Please refer to your response to USPSIOCA-T1-4(e). 

a. Please confirm that the OCA'S precise distribution key request was as follows: 

OCNUSPS-1. Please provide a separate distributim key and a separate 
dollar total for each of the following "cost pools." where each pool is an 
aggregate of MODS codes. 

a. Pool Lo : (29, 30,40,46. 47, 91. 261. 262, 271, 272. 281, 291, 
297,831,832. 841.842.851, 852.861.862,871,872,881,882, 
891, 892, 961, 962, 971, 972) This group of codes is intended to 
contain all and only outyging letter operations. Please verify that the 
list is correct for FY 2005, or make necessary corrections, before 
creating the distribution key and dollar total. 

b. Pool LI: (43, 44, 45, ISS ,  160, 168. 169. 243, 246, 249, 263, 264, 
265, 266, 267,273, 274, 275. 276, 277,278. 293, 284, 285. 286, 

833, 834, 835, 836. 837, 843, 844. 045. 846,847. 853. 854, 855. 
856, 857, 863, 864, 865, 866, 867, 868. 869, 873. 874, 875,876, 
877. 878, 879. 883, 834, 885, 886. 887. 893, 894, 895, 896, 897, 
898,899,914,915,916,917,918.919.925,926,963,964,965, 
966, 967, 973, 974, 975, 976, 977, 978, 979) This group of codes 
is intended to contain all other (not outgoing) letter operations. 
Please verify that the list is correct for FY 2005, 3r make necessary 
corrections, before creating the distribution key and dollar total. 

c. Pool Fo : (60, 69, 70, 141, 142. 331. 332. 421, 422, 441, 442, 
461,462, 81 1, 812) This group of codes is intetided to contain all 
and only non-Priority outgoing flat operations. Please verify that the 
list is correct for FY 2005, or make necessary corrections. before creating the 
distribution key and dollar total. 

d. Pool F1:{73, 74, 75, 143, 144. 145. 146, 147, 148, 170, 175, 
178, 179, 194, 195, 196, 197, 333, 334. 335, 336, 337. 338,423, 
424,425,426,427,443,444,445,446,447,448,451,463,464, 
465, 466, 467, 468, 813, 814, 815. 816. 817) This group of codes is 
intended to contain all other (not outgoing) non-Priority flat 
operations. Please verify !hat the list is correct for FY 2005, or 
make necessary corrections, before creating the distribution key 
and dollar total. 

287,293,294,~95,296,297,29a. 483,484,485,486,493.504. 
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e. Pool Po:{50, 51, 52, 100, 130, 134, 135. 138.255. 258,320, 
321, 322, 450, 818) This group of codes is intended to contain all 
outgoing operations not included in Lo or Fo. Please verify that the 
list is correct for FY 2005, or make necessary corrections, before 
creating the distribution key and dollar total. 

f. Pool Pi: (53, 54, 55. 136, 137, 139. 200, 257, 259. 324, 325, 326, 
819) This group of codes is intended to contain all operations not 
included above. Please verify that the list is correct for FY 2005, or 
make necessary corrections, before creating the distribution key 
and dollar total. 

If you do not confirm, please explain fully 

b. Please confirm that the OCA'S distribution key request neither mentions FHP. nor 
provides any other methodological directions other than the intended level of MODS 
operation aggregation. If you do not confirm, please explain fully. 

RESPONSE TO USPSIOCA-TI-23 

(a) Confirmed 

(b) Confirmed. No consideration of FHP was necessary. These six cost pools 

are aggregates over the sorting operations used to process incoming and 

outgoing letters, flats, and parcels 
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OCNUSPS-TI-24. Please refer to your response to USPS/OCA-TI-4. Consider a 
mailstream that may be divided into outgoing and incoming operations, with processing 
nodes (origin and destination plants, ADCslAADCs, etc.) consistent with the Postal 
Service's network. 

a. Please confirm that, according to MODS FHP definition, FHP count@) should 
be recorded in the first distribution (sorting) operation where a piece of mail is 
sorted, in each facility where !he piece receives distribution (sorting) handling 
If you do not confirm, please explain fully. 

b. Please confirm that, for a given piece of mail, the number and location (by 
incomingloutgoing operations andlor network nodes) of FHP counts (if any) 
may depend on the piece's origin-destination pair andlor presort level. If you 
do not confirm, please explain. 

c. Consider a collection of mailpieces of a given shape and subclass (say, P1) 
whose originldestination pair and/or presort level permits it to bypass piece 
sorting operations in plants entirely. Please confirm that such mailpieces 
should generate no FHP cciJnts in MODS. If you do not confirm. please 
explain how you believe pieces that bypass sorting operations would generate 
FHP. 

d. Is it your understanding that ODIS-RPW volumes include. in principle, the 
number of unique pieces in P I  notwithstanding that the P I  pieces do not 
generate FHP? Please explain any negative answer fully. 

e. Let V I  denote the number of pieces in P I .  Is it your iunderstanding that, in 
principle, ODIS-RPW counts the V I  pieces in P I  under the appropriate 
subclass or other mail category measured in that system? Please explain 
any negative answer fully. 

Please confirm that the relationships between V1 and FHP may be 
represented as follows: 

0 

f. 

FHPdI = 0 .VI 
FHP,,, = 0 . V I  

If you do not confirm, please explain fully. 

g. Please express the equations relating FHP to V I  in vector or matrix notation, 

h. In your framework, what is the marginal cost in the sorting operations you 
model for a piece in the set P I ?  Show in detail how your variability models and any 
feasible subclass distribution approach you consider appropriate would produce the 
correct result, in principle, and explain whether the method is an example of the 
"constructed marginal cost" method, the "volume variabilityldistribution key" method 
(as those terms are used in USPS-LR-L-1, Appendix H) or some other method. 
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i. Consider a collection of mailpieces P2, with volume V2. whose 
originldestination pair and/or presort level permits it [sic] enter piece sorting 
operations at the destinaticn plant. Do you agree that such mailpieces should 
generate one incoming FHP count each, no outgoing FHP counts, and V2 pieces 
should be recorded in ODIS-RPW? If not, please explain fully the basis for your 
disagreement. 

j. Please confirm that the relationships between V2 and FHP may be represented as 
follows: 

FHPw=O. V 2 
FHP,,z = 1 * V2 

k. Please confirm that the re1a:icnship between V2 and your shape-based FHP outputs 
could be characterized using equations similar to those in part i, by specifying the 
additional detail of the shape-based mailstream in which the FHP for the V2 
volumes are recorded, and with zero FHP recorded in the other FHP outputs. If you 
do not confirm, please explain. 

I. Please express the equations relating FHP to V2 in part i in vector or matrix notation. 

m. Consider a collection of mailpipces P3. with volume V3. whose 
originldestination pair and/or presort level requires sorting at an outgoing plant, an 
ADC or AADC, and an incorning plant that Is no! the same facility as the 
ADC/AADC. Do you agree that such mailpieces should generate one outgoing FHP 
count each, two incoming FHP counts each, and V3 pieces 
should be recorded in ODIS-RPW? If not, please explain fully the basis for 
your disagreement. 

n. Please confirm that the relationships between V2 and FHP may be 
represented as follows: 

If you do not confirm, please provide the equations you believe to be correct 
and explain fully how your equations are consistent with MODS FHP 
measurement practices. 

0. Please express the equations relating FHP to V I  in vector or matrix notation. 

p. Do you agree that relationships to those in parts (f). (i), and (n) could be 
specified for each of the N operationally distinct volume categories, with the 
nth category (volume Vn) given by - 

FHPo,t.n aout * Vn 
FHP,,,, = a,"." Vn 
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Where 
and the structure of Postal Service sorting operations? If not, please provide the 
relationships you believe to be correct and explain fully. 

0 and ain." n 5 0 are parameters that depend on the characteristics of Vn 

q. Please confirm that the sum VI+V2+ ...+ Vn+ ...+ VN is, by definition, the total 
number of unique pieces in the postal system. If you do not confirm, please 
explain fully. 

r. Please confirm that, in general, the sums of the FHP variables will be different from 
the sum in part (q). If you do not confirm. please show how the sums of FHP and the 
sums of the volumes are identical. 

s. Let FHP,, be the sum of incoming FHP for each of the N volume categories, and 
FHP,,, be the corresponding sun  of outgoing FHP. Please express the relationship 
between the vectors (FHPi,. FHP,) and (VI .... .Vn.... .VN) in vectorlmatrix notation 

Please refer to USPS-T-12, pages 45-46 (equations 8 and 9) and page 49, lines 14- 
18. especially equation 14. Taking Ki to represent your vector of capital controls, Xi 
to represent other control variables in your models, and with the handlings Hi are 
specified using the appropriate vector of shape-based FHP in Or. Bouo's equation 
(8) or (9) (USPS-T-12, pages 45-46), is Or. 80220 incorrect in characterizing your 
labor demand equations as cases of his equation 14? If so, please explain in detail 
how equation (14) fails to encompass your estimating equations as a special case. 

t. 

u. Consider the equation H = A - V, where H is a vector of FHP handlings and V is a 
vector of ODIS-RPW volumes (Le. unique piece csunts by subclasses andlor other 
relevant characteristics)-i.e.. a variation of Or. BCUO'S equation 5, at USPS-T-12. 
page 45-where A is a matrix of coefficients that depends on the characteristics of 
V and of the Postal Service's mailflows. Is it your tastimony that such an equation 
mischaracterizes the relationship between FHP handlings and RPW volumes? If so, 
please explain in detail how it does so. 

RESPONSE TO USPSIOCA-Ti-24 

I believe this question addresses the issue of constructing a distribution key for the cost 

pools that can be constructed usinc my elasticity estimates. Before attempting to 

answer the detailed parts, let me summarize and draw a parallel with the USPS 

methodology. 
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The three-part methodology used by the USPS first uses plant-level panel data from 

MODS to estimate the relationship between piece handlings in a sorting operation and 

labor hours. A constant elasticity of hours with respect to piece handlings is 

constructed for each sorting operation (USPS-T-12, Table 1. page 3). The estimation 

of the elasticities does not utilize any information on the volume of mail in each plant. 

Once these elasticities have been constructed the use of plant-level MODS data is 

finished. 

The second step of the process constructs the total expenditure on labor in each sorting 

operation by summing over the expenditure in all plants. Each sorting operation is 

referred to as a cost pool. The !otal expenditure in each cost pool is multiplied by the 

constant elasticity for that cost pool estimated in the first step. This produces the 

volume-variable cost of each sorting operationlcost pool (USPS-T-11, Table 1). 0 
The third step of the process occurs entirely at the aggi.egate level. Each cos1 pool is 

disaggregated or distributed across the CRA rate classes using the share of piece 

feedings in the cost pool that are httributable to each rzte class. These rate class 

shares are constructed by sampling piece feedings in tho cost poollsorting operation. A 

rate class that appears frequently in the sample of piece feedings will generate a large 

share and thus a large fraction of the cost pool's variable costs will be distributed to it. 

This distribution is done separately for each cost pool. The volume-variable costs for 

each rate class are then constructed by summing over the cost pools. 
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Contrast this with the methodology I recommend. First. I define categories of mail 

based on the type of processing that they require. Specifically. mail receiving an 

outgoing sort in a processing plant is treated as one category of mail and mail receiving 

an incoming s?rt is treated as another category. (These categories can be further 

divided based on levels of presorting as described in OCA-T-1, Section V.C.). These 

are the output categories for each plant. I next use the MODS plant-level data to 

estimate the relationship between the volume of mail in each output category and labor 

hours in each sorting operation. This produces a constant volume elasticity for each 

sorting operation for each category of output (for example, OCA-T-1, Table 4, Panel A). 

Specifically, plant-level information on tne volume of mail is used to estimate these 

relationships. Next I aggregate these elasticities across sorting operations to get a total 

labor demand elasticity for each cztegory of output (the last column of OCA-T-1, Table 

4, Panel A). At this point the use of the plant-level MODS data is finished. 
0 

This is the point at which my testimony in OCA-T-1 stops because I do not have the 

additional information needed to carry out the distribution of costs to rate classes 

Nonetheless I can describe how it should be done. The remaining two steps parallel 

the last two steps used by the USPS, but with a couple of differences. 

The next step is to create pools of volume-variable costs for each category of output 

(not each sorting operation). This is done by constructing the total cost of processing 

each category of output, for example the total cost of processing all outgoing mail, by 

summing the expenditures to process that category of mail over all plants. Each of 

these cost pools is then scaled by the elasticity of hours with respect to that category of 

0 
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output. This is the volume variable cost for this category of output. Notice that the cost 

pools, and thus volume variable costs, are defined for each category of output, not each 

sorting operation. 

The final step is to allocate each of these cost pools across rate classes. This would be 

done by constructing a distribution key that gives the share of each rate class that 

appears in the output category. You would construct this by sampling the pieces of mail 

in each output category and constructing the shares of each rate class in the total. A 

rate class that accounted for many of the mail pieces in the output category would 

receive a large share of the variable cost for that output category. Notice that the 

sampling to construct the distribution key should be based on pieces of mail in the 

output category, not piece feedings in a sorting operation as used in the USPS 

methodology. The goal should be to construct a random sample of the pieces of mail in 0 
an output category and use it to construct the empirical frequency distribution across 

the rate classes for the output caiegory. This would be repeated for each output 

category so there is a different distribution key for each output categcry. 

a. Confirmed. 

b. Confirmed. 

c. Confirmed. If the mailpieces are not processed in piece sorting operations they will 

not generate FHP. They will also not generate any processing costs. 

d. I have not worked with the ODIS-RPW data and do not know enough about its 

sampling methodology to answer this. 

8340 
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e. See my answer to part (d). 

f. See my answer to part (c). 

g. See my answer to part (d). 

h. See my answer to part (c). 

i. Confirmed that it should generate one incoming FHP and no outgoing FHP. I have 

not worked with the ODIS-RFW data and do not know enough about its sampling 

methodology to answer the question with respect to V2. 

j. See my answer to part (i). 

k. See my answer to part (i). 

I. See my answer to part (i). 

m. Confirmed that it should generate one outgoing FHP and two incoming FHP. I have 

not worked with the ODIS-RPW data and do not know enough about its sa8npling 

methodology to answer the question with respect to V3. 

n. See my answer to part (m) 

0. See my answer to part (m). 

p. It is not clear what is meant by "distinct volume categories." I t  would be helpful to 

have a complete listing of what these distinct V O ~ U ~ I E  categories are. 

q. See my answer to part (d). 

r. While I do not know exactly what sum is being referred to in part q, I agree that 

summing FHP over all plants will not equal the number of pieces of mail in the postal 

system. A single piece of mail can pass through more than one plant and so can 

receive more than one FHP count during its processing journey. 

0 

s. See my answer to part (d) 

0 
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1. Yes, Dr. B o z o  is incorrect in characterizing my labor demand equations as special 

cases of his equation 14. My labor demand functions depend on the volume of mail 

in the plant, not the piece handlings in an operatior,. See Roberts (2002), Section 

I1.A and Roberts (2006), Sections 11.6. 1I.C. 1I.E. and 1V.A for the details of the model 

that give rise to my labor demand equations. To write the equation in this way and 

then to say that I specify "har.dlings with a common Hi for all operation within a 

shape-based mailstream." confuses the general case and the special case. In 

Roberts (2006), Section 111, I show that the USPS model that gives rise to labor 

demand equations like equation 14 is a special case of the model I develop, not the 

other way around. 

u. See the last paragraph of my comments in the introduction to this question for how 

to define H, A. and V in this equation in a way that makes sense for use as a 

distribution key given my modeling framework. 

0 
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USPSIOCA-TI-25. Please refer to your responses to USPSIOCA-TI-3(b)-(d). Also 
consider a product transformation function (as in Robert G. Chambers, Applied 
Production Analysis, Cambridge University Press 1989, page 260) describing a Postal 
Service plant with the form: 

g ( ~ ,  L , K ; H * , L * ,  K*;x,x*)  
where H, L, K, and X are, respectively, vectors of handlings (Le., the operations' 
"outputs"-possibly but not necessarily your FHP volume measures), variable (labor) 
inputs, quasi-fixed' inputs, and other factors affecting the production process (e.g.. site- 
specific factors) for the modeled cost pools. Asterisks denote the corresponding 
variables, if any, for operations outside the scope of your analysis. 

Considering that you claim no! to have considered models with cost pool-level 
handlings, and have no operatiorial explanation for how your preferred characterization 
of sorting output is consistent with cost causatisn in any sorting operation activities in 
any cost pool. is it your testimony that a transformation function such as that expressed 
above is only a "clear production msdel" using your characterization of output, and not 
any other? If so. what is the basis for your belief? 

RESPONSE TO USPSIOCA-TI-25 

Please review question USPSIOCA-T1-3d and my response. The question had 

a specific list of activities and I did not say that I "have no operational explanation for 

how (my) preferred characterization is consistent with cost causation in any sorting 

operation activities in any cost pool." Further, the production model that was referred to 

in question 3b was one that used FHP disaggregated by USPS cost pool as the output 

variable. That is what I was being asked to consider in the question and I do not 

consider that specification to be justified for the reasons I gave. 

In Roberts (2006). Sections II and 111, I develop two complete, internally 

consistent production models and show how they compare. One model (section Ill) 

utilizes the assumptions of separability and proportionality that are made in the USPS 

framework and relies on "cost drivers" for each operation. The other model (Section II) 
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does not make these assumptions and relies on the volume of mail in the plant. 

Whether the more restrictive USPS model is more appropriate as a basis for estimating 

mail processing costs, depends on whether the separability and proportionality 

assumptions are true. In OCA-T-1, Section IV. I provide empirical evidence that the 

proportionality assumption is not true and in USPSIOCA-TI-3c I provide evidence that 

the separability assumption is not true. 



0 
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USPSIOCA-TI-26. Please refer to your response to USPSIOCA-TI -3(d). Considering 
that you have no operational explanation for how your preferred characterization of 
sorting output is consistent with cost causation in any sorting activities in any sorting 
cost pool, on what basis can you conclude that the model modifications you 
implemented between your March 2006 paper and OCA-T-1 resulted in more plausible 
results, or otherwise improved your results? 

RESPONSE TO USPSIOCA-TI-26 

Please review question USPSIOCA-T1-3d and my response. The question had 

a specific list of activities and I did not say that I "have no operational explanation for 

how (my) preferred Characterization is consistent with cost causation in any sorting 

operation activities in any cost pool." Further, the production model that was referred to 

in question 3b was one that used FHP disaggregated by USPS cost pool as the output 

variable. That is what I was being asked to consider irI the question and I do not 

consider that specification to be justified for the reasons I gave. 
0 

There are 4 basic modifications that I made to the model or data used in my 

March 2006 paper in preparing OCA-T-1. These are summarized in OCA-T-1, Section 

111, particularly points 2, 3, and 4 and developed in more detail in the paper. First, I 

changed the sample period by adding 2005 and deleting 1999-2001. See OCA-T-1, 

Section V.A. for explanation. Second. I extended the model by disaggregated incoming 

and outgoing FHP each into two groups reflecting !he level of pre-processing. See 

OCA-T-1, Section V.C for motivation and Section VIII.C for discussion of results. Third. 

I used the quarterly dummy variables as additional instrumental variables. See OCA-T- 

1, section VI1 and my response to USPSIOCA-T1-12. Fourth. when estimating the 

labor demand curves for flat sorting operations, I divided the sample into two groups 

0 
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based on whether the AFSM technology was used. See OCA-T-1, Section VII1.D for 

discussion. The last three changes are all extensions of the model and results in my 

March 2006 paper. The one that has a significant effect on the results is the last one. 

In my March 2006 paper, I pointed out that the output elasticity for manual fiat sorting 

had fallen in magnitude relative to the estimate in Roberts (2002) and that the 

introduction of the AFSM appeared to be the source of the change. In OCA-T-1 I 

develop this point in more detail and find that the relationship between manual hours 

and the volume of flats depends heavily on whether or nst the plant uses the AFSM 

technology. See the discussion and explanation in OCA-T-1. page 49, line 4 to page 

50, line 16. 
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USPS/OCA-TI-27. Please refer to your response to USPSIOCA-TI-B(b) and 
USPSIOCA-T1-10. 

(a) Do your calculations in your response to USPSIOCA-TI -10 reflect your preferred 
results as stated in response to USPS/OCA-T1-8(b)? 

(b) If not, please provide the marginal costs per FHP. requested in USPSIOCA-TI-IO. 
that reflect your preferred results. 

(c) Please provide the marginal costs per FHP requested in USPS/OCA-Tl-lO. 
reflecting your preferred results for letter operations as needed, evaluating your 
formulas using FY 2005 observations. 

respect to FHPIN 

- Manual Letters - 

- OCR .040 

Aggregate BCS ,286 

RESPONSE TO USPSIOCA-TI-27 

(a) No, they reflect the results that were specified in question USPS/OCA-TI- 

10. 

(b) Question USPS/OCA-TI-10 requested the "marginal time (workhours) 

respect to FHPOUT 

,300 

,048 

.146 

per FHP" for the letter and flats operations reported in Tables 3 and 6 of OCA-T-1. 

Using the formulas in my response to USPSIOCA-TI-10 and my preferred estimates 

for letters (OCA-T-1, Table 4, Panel B). the marginal wgrkhours. on average, are: 

8347 



8348 

RESPONSE OF OCA WITNESS ROBERTS 
TO INTERRDGATORIES USPSIOCA-TI-27-34 

from OCA-T-1, Table 7, Panel B. These were estimated without using quarterly 

dummy variables as IV's. 

Flat Sorting Operation 

Manual Flats 

FSMl000 

AFSM 100 

Marginal Hours with 
respect to FHPIN 

-.042 

.OEO 

,310 

Marginal Hours with 
respect to FHPOUT 

,777 

3.915 

2.553 

(c) Using only observations for 2005, the marginal hours for letters by 

operation, on average, are 

Letter Sorting Operation 

Manual Letters 

OCR 

Aggregate BCS 

Marginal Hours with 
respect to FHPIN - 

__ ,162 _ _  

,033 

,277 

I ,267 

i 
.044 

I 
. 1 54 
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USPSIOCA-TI-28. Please refer to your response to USPSIOCA-TI-11 (a), specifically 
0 

your discussion of the sample period change between the model presented in your 
March 2006 paper and the update in USPS-T-12. You note that the results from adding 
four additional quarters' data from FY 2005 led to results "very similar" to those you 
previously reported. In your view, is it typical to consider the stability of an econometric 
model's results with respect to a "fairly small change" in sample size to be a problem 
as opposed to favorable evidence of the model's robustness? Please explain. 

RESPONSE TO USPSIOCA-TI-28 

My point is that adding a small amount of data. then reestimating the same regression 
equation, and then finding the coefficients are srmtlar is not a very demanding way to 
assess a model's robustness. 

8 3 4 9  
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USPS/OCA-T1-29. Please refer to your response to USPSIOCA-TI -1 1 (a), specifically 
your discussion of the "alternative" capital data. 

0 
(a) Does your response indicate that capital series that eliminate in part the capital 

timing issue you raised in your March 2006 paper are not preferred to series that 
exhibit the full anomaly? Please explain. 

(b) Please explain which capital equipment data you used in constructing your 
capital measures for use in your recommended models. Specifically, did you 
employ the higher-frequency equipment data developed for the Postal Service's 
"alternative" series, or the lower-frequency data used before your March 2006 
paper identified the issue? 

(c) If you indicate that you used the lower-frequency data in response to part (a). 
please explain your choici- in view of your claim that proper matching of the 
capital and labor input data is important. 

RESPONSE TO USPSIOCA-TI-29 

(a) No, but I don't think the alternative capital series (variables qiXXXalt in 

the USPS- LR-L-56 data files) zddress my concern abaut the timing and merging of the 

capital data and MODS data. There are still 535 cases where hours in AFSM are 

positive and the alternative capital variable equals zero (USPS-T-12, Table 27). This is 

only the most obvious anomaly. We have no idea how frequently the reported capital 

stocks are positive but lagging behind the actual increase in investment. hours, and 

TPF. I was surprised to learn in USPS-T-12 that the capital variables used in the 

USPS testimony, which are constiucted at the quarterly frequency. are not based on 

quarterly measurement of capital in use, even though apparently the quarterly data to 

construct the capital stock variables does exist, at least through 2003. (See USPS-LR- 

0 

L-56, p.41). 

8 3 5 0  
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(b) I used the EquipmentXXXX.xls data tiles that were provided by the USPS 

in LR-L-56\Section4\Data. These were the only data file: provided that contained the 

disaggregated capital expenditure that I needed and I thought were the only data tiles 

that existed. I believe these are the basis for the capital variables used in constructing 

the estimates in USPS-T-12. The USPS did not provide the "higher frequency" 

equipment files that were used to construct the 'alternative" capital variables which were 

used in USPS-T-12,Section V1I.G. Even with these, however, the "higher frequency" 

data is only available through 2003 and so for 2004 and 2005 the 'alternative" capital 

variables used by the USPS utilize interpolation from beginning and end-of-year values. 

I also had to interpolate in constructing my capital stock measures for 2004-2005 since 

this was the only data provided so essentially the same information is being used for my 

capital stock variables and the "alternative" capital series in these two years. 0 (c) It was not a choice. I used the data made available under the belief that 

this was the best available. I continue to have concerns about the quality of the matching 

of the capital data and MODS data. 
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USPSIOCA-TI-30. Please refer to your response to USPSIOCA-TI-11 (a), specifically 
0 

your discussion of the choice of weights in combining results from cost pools to the 

shape level. Please also refer to your response to USPS/OCA-Tl-I3a, where you note 

that you used FY 2005 weights to aggregate sorting operations to the shape level in 

OCA-T-1. 

(a) Is modifying the sample period for the weights a tmhnically challenging 
modification to your Stata code? 

(b) Confirm that FY 2005 observations are within both the samples you employed 
and those in the longer sample used in the update presented by Dr. Bozo.  If 
you do not confirm. please explain. 

(c) Is it your testimony that FSM 881 was not an important flat sorting technology as 
of FY 2002, while AFSM 100 deployment was in progress? Please explain. 

(d) Is your judgment that using FY 2005 weights is appropriate for your FY 2002-FY 
2005 sample, but not a FY 1999-FY 2005 sample, based on any formal criteria? 
If so. please explain. 

(e) Did you make any calculations to determine the affect of full-sample versus FY 
2005 weights on results from the longer sample period? If so, please describe 
and provide all calculations you performed. 

RESPONSE TO USPSIOCA-TI-30 

(a) The weighted sums of the elasticities across operations are generated in 

the program given in OCA-LR-L-l\estirration\seaggelast.do. The year for the weights is 

chosen in line 18 (keep if fy-==2005 :) and this could be changed to any other year. 

To aid your exploration of this issue, I am attaching a table of the hours shares by 

operation for the 304 plants in each year. With this information, the shape elasticities for 

any year can be constructed on a hand calculator. 

8 3 5 2  
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Year 

1999 

2000 

2001 

2002 

2003 
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Letters 
r I 

I 

0 

.395 

Hours Share 
Manual 

.523 ,081 

.491 - ,087 .422 

,450 .094 ,456 

~ 

i ,422 .094 ,484 

i 
,091 .5ia i 

1 

.390 

2005 ,358 ,565 
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Flats 

Year 

1999 

2000 

2001 

2002 

2003 

2004 

.. 

Hours Share 
Manual 

.287 

,275 - 

,260 

.248 

.248 

,260 

2005 1 ,254 

509 

,363 

,098 

,023 

- .305 

.- 0 

Hours Share 
FSMIOOO 

.005 

,143 

,394 

,494 

,506 -- 

.537__-- 

,192 

,211 

,233 

-260 

235 

,228 

,209 __ 

(b) Confirmed, but the proportion of sample observations that come from 2005 

varies substantially across samples. In the samples I use that cover 2002-2005, 

approximately 25% of the observations in each sample will be from 2005. In the samples 

used to estimate flat sorting operations for plants thai do not use AFSM (Table 7, Panel 

D) less than 6% of the observations were from 2005. In contrast, approximately 30% of 

the observations in these regressions were from 1999 and another 30% were from 2000. 

No, the table in part (a) shows it accounted for 9.8 percent of total hours in (c) 

2002. 

(d) This question misstates my opinion on this issue. Please reread my 0 
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answer to USPS/OCA-Tl-I3(d) and USPS/OCA-Tl-l l(a). 

(e) No. I used the 2005 weights for virtually all of my results because Dr. 

Bozo suggested I do this. See USPS-T-12. p. 102, line 4-5. I was trying to reduce the 

sources of difference between our analyses and felt that this was a fairly trivial issue as 

long as the weights used to aggregate the operations reflect the mix of operations 

present in the data used in estimation. From the tables in my answer to part (a) to this 

question, the hours shares for 2005 reasonably reflect the aggregate shares for the 

2002-2005 period used in most of my estimating equations. This is not true for the 

models I estimated using only the sample of plants that did not use the AFSM 

technology. In this case, the 2C05 weights do not reflect the sample of observations 

used for estimation. See my answer to part (b) of this question. 

8 3 5 5  
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USPS/OCA-TI-31. Please refer to your response to USPSIOCA-TI-1 l(a). 
specifically your discussion of fhe disaggregation of BCS operations into incoming 
and outgoing components. 

(a) Are you claiming that the disaggregation is inappropriate (as opposed to "not. 
well justified")? If so, or1 what basis do you support your claim? 

(b) Is there any behavior that an aggregated version of your BCS model can exhibit 
that disaggregated versions of your BCS models cannot? If you believe so, 
please explain fully. 

(c) Does your aggregated eCS model relax any restrictions that might be present in 
disaggregated models? If you believe so, please explain fully. 

RESPONSE TO USPSIOCA-11-31 

(a) No. I explained this in my original answer. In particular. I said "I think it is 

possible to develop a coherent model that would treat the outgoing and incoming sorting 

schemes as separate production processes (whether or not this is appropriate is a 

different issue), but it would not lead to an estimating model that looks like the one 

presented in Section VI1.G. In particular, all the sorting operations would be divided into 

incoming and outgoing comporents with separate labor demands for each. Oberall. I 

found the disaggregation of the BCS operation into separate incoming and outgoing 

operations to be inconsistent with the rest of the empirical model." 

0 

(b) The problem is not the disaggregation inti, separate incoming and outgoing 

labor demands, it is the ad hoc way in which this is implemented for one operation while 

ignoring its implications for the others. This kind of disaggregation is another form of 

separability that is being imposed on the production process. If this separability 

assumption is reasonable, then it would lead to disaggregation of all the sorting 

operations, not just BCS, into incoming and outgoing streams. This then raises a second 

issue of the appropriate FHP variable to include. If separability is correct then only mail 0 
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in the same processing stream should affect labor use. How will local mail that gets its 

FHP count in the outgoing operation then be accounted tor in the incoming operations? 

Dr. Bozo's discussion does not address these issues which led to my original conclusion 

that the changes he proposed were not well justified. I am not opposed to more 

disaggregated versions of the labor demand equations if the assumptions underlying 

them can be justified and if the more disaggregated data needed to estimate them is 

satisfactory. 

(c) An empirical model that separates the labor demands into incoming and 

outgoing labor hours is more general than a model that looks only at their sum in the 

sense that you can potentially estimate a different effect of an increase of mail volume on 

incoming versus outgoing hours niher than a single effect on total hours. The limitation 

is always what can be estimated with the data at hand. Exactly this issue of 

disaggregation comes up in the treatment of the MPBCS and DBCS operations. In this 

case, Dr. Bozo  argues that aggregating the two operations together, "addresses the 

instability in the MPBCS data related to the gradual withdrawal of the MPBCS equipment 

from service in factor of DBCS equipmerit" (USPS-T-12. page 6. beginning at line 23). In 

some cases a precise estimate of the change in the sum of hours might be better than 

imprecise estimates of the change in each component. 

0 
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USPSIOCA-TI-32. Please refer to your response to USPSIOCA-TI-1 l(a), specifically 
your discussion of Dr. Bouo's interpretation of your models. What does Dr. Bozo's 
interpretation of your results, which you are presumably free to reject as you see fit. 
have to do with your decision not to use his update? 

0 

RESPONSE TO USPSIOCA-T1-32 

I do not see anywhere in my answer that I discuss Dr. Bozo's 'interpretation of your 

results." In answering the original question, I identified fmr  changes that Dr. BOZO 

made when reestimating my model and the conclusions he drew from his new results. 

I gave my assessment of each of these pieces as I was asked to do 
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USPSIOCA-T1-33. Please refer to your response to USPSIOCA-T1-18. 

(a) Do you agree that mail pieces requiring cancellation have distinct cost-causing 
characteristics for Postal Service cancellation operations from pieces that do not 
require cancellation? If you do not agree, please explain your position. 

(b) Does your cancellation inodel distinguish pieces that require cancellation from 
pieces that do not require cancellation? If so, please explain in detail how your 
model purports to do so. 

(c) Please refer to Witness McCrery's testimony, USPS-T-42 at 4. Witness McCrery 
notes that a capability of AFCS equipment is separation of local from non-local 
mail. 

(d) Were you familiar with this part of Witness McCrery's testimony? 

(e) Do you agree that local mail may be inducted directly into incoming 
sorting operations? If not, please explain the basis for your 
disagreement. 

(f) Please explain how, if at all, your characterization of "output" captures cancelled 
pieces inducted directly into incoming operations. 

(9) Do you agree that it is possible, in principle, to test whether pieces of mail 
requiring cancellation and pieces not requiring cancellation can be aggregated 
for the purposes of estimating a cancellation labor demand equation? I f  not, why 
not? 

(h) In the course of developing your cancellation model, did you test whether i t  is 
appropriate to aggregate pieces of mail requiring cancellation and pieces not 
requiring cancellation? If so, please describe fully any test(s) you performed and 
provide all associated econometric code and output log(s). If not. why not? 

RESPONSE TO USPSIOCA-T1-33 

(a) Yes 

(b) Yes. It recognizes that any letters or flats processed in the 

incoming mail stream do not require cancellation. In the empirical model only 

mail volume that receives an FHP count in the outgoing operation can affect 

0 
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labor hours in cancellation. That is what the regression coefficients on 

FHPo~T for letters and FHPO~T for flats measure. 

0 

(c) Requires no response. 

(d) Yes. Mr. McCrery describes the addition of an OCR upgrade 

which allows the AFCS to recognize 5 digit zip codes and thus separate local 

from non-local mail, as a recent upgrade. Although it is hard to tell from the 

description in R2006-1-T42. page 4, lines 1-23, exactly when the deployment 

of this upgrade occurred, it appears to be underway during 2005. In R2005- 

1, T-29. page 4, lines 8-20, Mr. McCreary describes this upgrade as one that 

is "planned for all AFCS machines." From either description this capability 

does not appear to be relevant tc, the sample period being used for 

estimation in my testimony. 0 (e) Yes, but how quickly it is inducted into incoming operations 

depends on how early in the sorting process it can be identified. I have not 

seen any testimony or empirical evidence that would suggest how often this 

happens. 

(f) It does not. If the mail does not receive an FHP count in an 

outgoing operation it is not included in the output measure. The ability to use 

the AFCS stage to identify mail that could be directly inducted into incoming 

operations does not appear to be relevant in the sample period I use for 

estimation. 

(9) 

(h) 

I do not see any way to do this. 

No. I do not see any way to do this. 

8 3 6 0  
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USPSIOCA-TI-34. Please refer to Tables 5, Panels C and D, in your testimony, OCA- 
T-1. 

FHP variables to reflect your recommended set of instruments as indicated in the 
response to USPSIOCA-TI-12. or explain why the concerns you raise about 
instrument selection in that response are inapplicable to the results you presented in 
Table 5, Panels C and D. 

(a) Please update the results you present for the more finely disaggregated 

(b) Please provide the marginal time (workhours) per FHP implicit in each of 
the reported coefficients on FHP variables for the results you provide in response to 
part (a). If you do not provide updated results in response to part (a), please use the 
coefficients originally reported in OCA-T-l . Please show your calculations. 

RESPONSE TO USPSIOCA-T1-34 

(a) When I construct ths J statistic for the results in models reported in Table 

5, Panels C and D, I do not reject the exogeneity of the instruments (which include the 

quarterly dummies) for the OCR and aggregate BCS operations. I continue to reject the 

exogeneity for the manual operatifin, but the values of the test statistics are smaller 0 
than those I reported in USPSIOCA-T1-12. The Jstatistics are: 

Letters Manual OCR Aggregate BCS Critical Values 
(05. 01 ~ 

significance 1 
level) ~ 

Estimates in 3 92 1107,1509 1 
I ‘E Table 7. Panel 216 I 
I C I 

Estimates in 15.68 2.56 6.16 9.49, 13.28 
1 Table 7, Panel 

The test statistic for the manual operation continues to decline as I disaggregate FHP 

into more categories. This indicates that the quarterly pattern in the residuals from the 

manual labor demand equation is diminishing as FHP is disaggregated. This suggests 

0 
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to me that the quarterly pattern in the labor hours is reflecting quarterly variation in the 

different categories of FHP and that the rejection of the exogeneity of the instruments is 

questionable. For this reason I do not think it is necessary to revise the estimates I 

present in Table 7, Panel C or D. 

0 

(b) The marginal hours are constructed using tho formulas in USPS/OCA-TI- 

10. except that FHPIN is replaced with FHPIN automated and FHPIN nonautomated. 

Similarly for FHPour. As I disaggregate FHP into these four categories some plants 

can report small values of FHP in one or more of the categories. This results in large 

values of marginal hours for these observations because the value of FHP is in the 

denominator. This happens for a small number of observations in the FHPIN 

nonautomated category and the FHPour automated catagories. To remove the effect 

of these outliers on the summary measures of marginal hours, I report the median 

values over all the observations in the following table. The units are hourslthousand 

FHP. 

0 
-__ 1 Table 7, Panel C FHPIN 1 FHPc LIT 1 FHP~u~automated ' 

estimates 1 nonautomated 
Manual ,256 ,230 ,257 I i I 

1 

i i OCR ,033 
I I _. 

201 -.031 j I 
Aggregate BCS .24a 



8363 

I 

RESPONSEOFOCAWITNESSROBERTS 
TO INTERROGATORIES USPSIOCA-TI -27-34 

Manual .035 
.489 I .210 

-1.629 

OCR 
, 

-.095 ,052 ,018 ,064 
- 
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USPSIOCA-T1-35. Please refer to section II of your testimony, OCA-T-1, and your 
response to USPS/OCA-T1-3(b). 

a. Please describe the process by which you arrived at the theoretical model(s) 
underlying your work, and the ernpirical implementations of them in your 2002 
paper, your March 2006 paper, and/or your current testimony. Please describe 
specifically how you view the roles of the various scrting technologies in the Postal 
Service's mailstreams and the intermediate output(s) of those technologies. Also, 
please describe how you weighed operational or engineering relationships between 
the MODS piece handling measures and workhours at various levels of aggregation 
with other considerations in empirically specifying the mail processing "output" 
variables corresponding to your theoretical model, and describe any alternative 
formulations of your models you considered but have not previously reported. If you 
estimated any such alternarive models, please summarize the results and explain 
why you chose not to present the results. 

b. Please identify all other experts that you consulted in the process of developing your 
theoretical and empirical mail processing models, other than sources cited in your 
earlier papers or in OCA-T-1. 

0 

RESPONSE 

(a) The steps I have taken to devalop my theoretical and empirical models have been 

well documented in my three papers, two seminar presentations and question-answer 

sessions at the Postal Rate Commission. All of this material is available at the OCA 

website hdp://~.DrC.QOV/OCAiOCADaDerS. htm. In particular, see Roberts (2002), 

Sections II and 111 and Roberts (2006), Sections 11. 111, and IV. With respect to the 

specification of output, I have explained this in writing several times. For the most recent 

discussion, see Roberts (2006), Section 1V.A for discussion of FHP as an output measure 

and Section 1V.B and 1V.C for discussion of TPF. A common feature of the models I 

have developed is that they are designed to measure the plant-level relationship between 

labor hours and the volume of mail received by the plant for processing. This is what is 

needed to measure the marginal processing cost of a piece of mail. The plant is viewed 

0 
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as a set of technologies that are used in varying proportions to process the overall 

volume of mail. Some of the operations are used in sequence, such as when mail moves 

from OCR to BCS operations. Others, such as manual and BCS, are used as 

substitutes. The model allows both of these types of interactions. In particular. the model 

allows for all the pathways outlined in USPS-T-12. Figures 1 and 2. Since I directly rely 

on plant-level volume data, I recognize that the mix of these operations can depend on 

the volume of mail handled in the plant. Since I model the plant as an integrated whole, 

rather than a set of distinct, stand-Elone operations, my model also recognizes that the 

relationship between mail volume and hours in each operation depends on the whole 

technology configuration, particularly the type and quantity of capital stocks, in the plant. 

Intermediate outputs from different sorting operations are not defined or measured and 

play no role in my analysis. Defining them requires more restrictive assumptions on the 

technology (see Roberts, Section Ill, page 17 for a discussion of the role of separability 

and the correct definition of an intermediate output). More importantly, they are 

unnecessary for measuring the relationship between the volume of mail received in the 

plant and the labor hours used in sorting. Over time. I hate worked to further refine the 

measure of mail volume that I use in the analysis. In Roberts (2002) I only separated 

mail volume by shape. In Roberts (2006) I separated volume by shape and whether it 

was receiving incoming or outgoing processing. In OCA-T-1 I further separated incoming 

and outgoing letters into those that could be entered directly into BCS operations. Each 

of these generalizations allows the estimated relationship between the volume of mail 

received in the plant and labor hours to be more general. In particular, it recognizes that 

two pieces will have different marginal costs if they are entered at different points in the 

sorting stream. My written work and seminar presentations fully document the 

0 

0 

0 
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development of my thinking and all factors that influenced the choice of my preferred 

model. 

(b) I have spoken casually with colleagues in my department at The Pennsylvania State 

University about general econometric or modeling issues that have come up in the course 

of my work. 

0 
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USPS/OCA-T1-36. Please refer to your response to USPS/OCA-Tl-3(c). Please 
explain to what extent the test results you report in your response address the subjects 
of the separability of capital input, the appropriate level of aggregation of your FHP 
output measures, and/or your choice of MODS piece handling measure as "output." 

RESPONSE. 

It is unclear in this question what is meant by the "separability of capital input." In my 

original answer, and the references given there, I explained what these test results imply 

about the separability of the produc!ion process into independent sorting operations. I 

don't have anything to add to what I have already said. I do not draw any conclusions 

from the test results regarding the aggregation or use of FHP as a measure of output. 

8367 



RESPONSE OF OCA WITNESS MARK J. ROBERTS 
TO INTERRGGATORIES USPS/OCA-TI -35-44 

USPSIOCA-T1-37. Please refer to your response to USPSIOCA-Tl-4 Please also 

refer to USPS-T-12. Appendix A, especially page 107. lines 11-18. and equation (A5'). 

0 

a. Please describe what you believe to be the final output@) of the Postal Service. 

b. Please explain your understanding of how the Postal Service's final output(s) are 
measured by the Postal Service's data systems. In particular, please state whether, 
in your view, MODS FHP handlings represent the final output@) of the Postal 
Service (and, moreover, not of its sorting operations). 

c Please confirm that the elasticity of TPF (or TPH) with respect to ODIS-RPW 
system volume for a given class, subclass, or rate category (Le., the number of unique 
pieces entered by mailers into the postal system) may be decomposed into the 
product elasticity of TPF (or TPH) with respect to FHP (i.e., "plant's volume"), and 
the elasticity of FHP with respect to ODIS-RPW system volume. If you do not 
confirm, please explain fully. 

d. Please confirm that it is not possible to determine the proportionality of TPF (or 
TPH) and ODIS-RPW system volume solely from elasticities of TPF with respect to 
FHP. If you do not confirm, please show (in a manner similar to USPS-T-12. Appendix 
A) how it is possible. 

e. Please confirm that you have not estimated elasticities of FHP with respect to RPW 0 
volumes. If you do not confirm, please explain fully, describe in detail your 
methodology, and provide all results, including econometric estimation code and output 
logs. 

RESPONSE. 

(a) Pieces of mail delivered. 

(b) As I said my answer to USPSIOCA-T1-24. I have not worked with the ODIS-RPW 

data and do not know enough about its sampling methodology to comment on how 

well it measures mail volume in the whole postal system. MODS FHP represents the 

number of pieces of mail received in a plant. It is the appropriate variable for 

measuring the relationship between mail volume and labor hours in a processing 

plant, which is what my model estimates. It is not a measure of the number of pieces 



RESPONSE OF OCA WITNESS MARK J. ROBERTS 
TO INTERROGATORIES USPSIOCA-TI-35-44 

of mail that are delivered, since a piece of mail can receive multiple FHP counts 

during its processing. 

(e) One difficulty in answering this question is that the verbal description in the question 

does not match the math that is referenced in lines 11-17, The verbal description 

refers to FHP as "plant volume" while the math has an i subscript on the FHP 

variable, Fi, implying that it is the FHP in cost pool i. The latter does not make sense 

to me, see my answer to US?S/OCA-T1-3(b). but it is hard to know what is intended. 

More importantly, the multi-step process outlined in equations A3' to A 5  is both 

restrictive and unnecessary. It is restrictive because it is based on a separable 

production model. All of the steps from cost to cost driver to FHP are unnecessary if 

we can directly estimate the relationship between labor hours (cost) in an operation 

and the volume of mail received in the plant. This is exactly the purpose of the 

empirical model I have developed. Once the relationship between mail volume in the 

plant and hours is measured and cost pools are constructed. there is still a question 

0 

of distributing the cost pool across rate classes. As I explain in my response to 

USPS/OCA-T1-24 this can be done by constructing a distribution key that gives the 

share of each rate class in overall plant mail volume (or the volume of mail in each 

output category if there are multiple outputs). 

(d) Confirmed, but it is also not necessary to estimate elasticities of TPF with respect to 

FHP in order to implement the framework I developed. 

(e) Confirmed. In my response to USPSIOCA-T1-24 I explain how to construct a 

distribution key that could allocate cost pools (defined over output categories) across 

rate classes. 
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USPSjOCA-TI-38. Please refer to your testimony, OCA-T-1. at page 18, lines 1-5 

a. Please describe in full the criteria you employed to identify the "64 plants [that] do 
not report FHP or capital stocks consistently over time." 

b. Please describe in full the criteria you employed to identify "obvious errors" in FHP, 
"total labor hours," and "the division of labor hours across sorting categories." 

c. With respect to your responses to parts (a) and (b) of this interrogatory, please 
specify to what extent the level(s) of aggregation at which you screen the Postal 
Service's data differ from the level(s) at which you analyze the data in your 
econometric models. 

d. To the extent that your response to part (c) indicates that you screened the data at 
different level(s) of aggregation from that used in your econometric models, please 
explain: 

(i) 
neither corrected nor attenuated the errors with which you were concerned), and 

(ii) why you consider, given your use of estimation methods that are 
presumably intended to be robust to measurement error and which therefore do 
not require data which are error-free in all respect, the different level of 
screening to be necessary. 

why the differen! level of screening was necessary 1e.g.. why aggregation 

RESPONSE. 

(a) 

estimation followed 3 steps. First, I identified plants that do not report the most basic 

necessary output variables: total FHP in letters and flats. I also identified plants that 

never reported capital stocks in the DBCS or FSM operations. I examined these lists, 

which have a great deal of overlap in the plants they contain, and eliminated 64 plants 

that did not report these variables in all years. Often, the FHP variables or capital stock 

variables were never reported in any year for these plants. I did not use these plants in 

any of my analysis which left me with the starting group of 304 plants. There is a list of 

My general approach to identifying the sample of observations I use in the 
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these plants at the top of the basic data construction program: OCA-LR-L- 

2\DATA\LABORDEMAND\dataprep304,do 

(b) 

variables (FHP IN and FHPom) and the data on total labor hours in letters and flats. For 

each of these variables I expressed each observation as a deviation from the mean of the 

variable for the same plant. I then examined these plant-mean deviations both 

graphically and by sorting the variables and printing them. I have found this method to be 

very effective in identifying quartevly observations that are outliers for a plant. Starting 

with the largest deviations I then went back to the original plant data and examined the 

whole time series for that variable and related variables for the plant. For example. if I 

found an outlier in the total hours in letter sorting, I would look at the reported hours in all 

of the letter-sorting operations in all years for that plant. In this way I was able to identify 

outliers for the plants in both the k ta l  hours and the hours in individual sorting operations. 

I also found a number of cases in which the FHP data was not appropriately 

disaggregated between incoming and outgoing operations. In general, when I found 

observations that I judged to be outliers for one of these key output or hours variables, I 

eliminated all the observations for the plant in the same year. This was partly for practical 

reasons based on the time limits I was working under but also because I did not want the 

sample to be constantly changing based on the sorting operation or level of aggregation 

(i.e number of outputs) I was using. This process of identifying outliers is tedious and 

time consuming and I did it interactively while working at the computer. I kept a record of 

my decisions and have included a complete list of all observations that were eliminated 

0 

The second step I followed was to look more closely at the disaggregated FHP 

0 
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The third step in the sample selection process involves some computer screening of the 

data. Hours or output variables that are zero are eliminated automatically when logs are 

taken. I also eliminate observations that have TPF or hours in an operation that are 

reported to be positive while capihl stocks in the operation are zero. This will lead to 

differences in the number of available observations across regressions and I try to keep 

this kind of autonomous sample selection to a minimum. 

(c) 

estimated, labor nours by sorting operation and FHP divided into incoming and outgoing 

operations. 

(d)(iHii) 

estimation methods that are robust to measurement error of an explanatory variable is 

not a substitute for correcting or eliminating errors in either the explanatory or dependent 

variables in a regression. 

0 

In general I have screened the data at the level at which the primary models are 

See my answer to part (c). It should be noted, however, that the use of IV 

0 
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USPS/OCA-T1-39. Please refer to your testimony, OCA-T-1, at page 18, lines 20-21. 
Please explain what you mea? by "...different data collection system for part of the time 
period." 

RESPONSE 

In the data file site-type-coded.xls that I received from the USPS (and which is included 

as a Stata dataset in OCA-LR-L-2 \DATA\LABORDEMAND\site-type-coded.dta) had 

one variable (c7 in the Stata dataset) that identified nine different designations for the 

processing plants that were incliJded in the USPS-LR-L-56 data sets . One of these 

types was "MDZ." I asked the Scsral Service for an explanation of this and the answer I 

received is "MD2 is an obsolete designation going back to the days when there was data 

processing distinction between PC-MODS (aka MOD 2 facilities) and PSDS (mainframe) 

MODS - When I examined the MODS data I found that, of the observations identified 

as MD2 facilities, 345% (560 out of 1624 observations) did not report FHP. In contrast, 

the observations labeled as P&D did not report FHP for only 4% of the observations (280 

out of 6916). As one sensitivity check for the letters models, I deleted all observations 

for the facilities identified as MD2. The results are reported in OCA-T-1. Table 4, Panel 

D. 

0 
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USPSIOCA-T1-40. Please refer to your testimony, OCA-T-1, at page 20, lines 17-22, 
where you discuss criticism of your model concerning "its ability to account for 
differences in the depth of sneing undertaken in the plant." You note that "[tlhere is not 
a conceptual problem with the definition of output." Do you agree that the practical 
problem is what data best correspond to the conceptual definition of output? If not, 
please explain. 

RESPONSE: 

I have discussed this issue at leny!h in my papers. See OCA-T-1, Section V.C. Also, 

see Roberts (2006). Section IV for a complete discussion of the practical issues 

invo:ved in measuring the volume of mail in the plant 
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USPSIOCA-T1-41. Please refer to your testimony, OCA-T-1, at page 27, lines 14-23. 
Please also refer to Prof. William Greene's testimony from Docket No. R2000-1, USPS- 
RT-7, at page 5 (line 27) to pags 6 (line 9). Prof Greene stated: 

The intervenors in [Docket No. R2000-1 ] have thrown up an array of 
criticisms of the data set that raise a standard that could never be met. 
Apparently, the MODS data were not created for the purpose for which 
they were used in this proceeding. But that is usually the case with large 
micro level data sets. Nonetheless, it does seem reasonable to assert that 
there is useful information in the MODS data for the determination of 
volume variability. I would suggest that the Commission take the view 
that researchers should extract from these data what useful information 
they contain, not go to great lengths to discredit the data, and then 
discard them and the analysis based on them. Do you agree with Prof. 
Greene? If not, please explain in detail why not. 

RESPONSE 

I do not know specifically what is contained in the array of criticisms that Dr. 

Greene refers to so I cannot comment on the first sentence of the quote. I agree 

with the part of his comment tbat reads "Apparently, the MODS data were not 

created for the purpose for which they were used in this proceeding. But that is 

usually the case with large micro level data sets. Nonetheless, it does seem 

reasonable to assert that there is useful information in the MODS data for the 

determination of volume variability. I would suggest that the Commission take the 

view that researchers should extract from these data what useful information they 

contain ...." I do not have a problem with intewenors questioning and criticizing the 

data. That is part of the process that is necessary to uncover the strengths and 

weaknesses of the data 

0 
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USPSIOCA-T1-42. Please refer t3 your testimony at page 27, lines 19-23. where you 
mention your use of plant fixed effects in your recommended models. Please also refer 
to Prof. William Greene's testimonyfrom Docket No. R2000-1, USPS-RT-7, at page 5 
(lines 1-4). Prof. Greene stated: 

0 

The Commission should have taken a much more favorable view [of the 
fixed effects model] in 1997, and should at this time consider the panel 
data, fixed effects form of econometric analysis an appropriate platform 
for continuing work on developing a model for mail processing costs. 

a. Do you agree with Prof. Greene? If not, please explain in detail why not. 

b. Please see also Dr. Bozo's response in this proceeding to POlR No. 10, question 
6. (Tr. 10/2487-88). Is it your opinion that the "time-series variation within each plant" 
is the variation of greatest interest for mail processing labor demand analysis? If 
not. ptease explain fully why your opinion has changed. 

c Please confirm that if "plant fixed effects" are present, but an otherwise appropriate 
econometric model fails to control for them, the results of that model generally will be 
biased. If you do not confirm. please explain. 

RESPONSE 0 
(a) Yes. 

(b) I believe it is the variation of greatest usefulness for estimating the short-run (capital 

stocks fixed) labor demand elasticities that have been the focus of my analysis. 

(c) This statement is too vague for me to confirm. The presence of bias will depend on 

the correlation between the omitted plant dummies and the included variables in the 

model. Some regression coefficients may be biased while others are unaffected. Also 

the magnitude of the bias will depend on the strength of the correlation between the 

omitted and included variables. If the correlation is weak the bias can be small. 
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USPS/OCA-T1-43. Please refer to item (c) in your response to USPS/OCA-T1-9. You 
note that your tests "rejected the exogeneity condition in 9 of 13 sorting operations." 

a. Table 1 reports elasticities for eleven sorting operations. Please identify the other 
two operations and provide all available Table 1 elasticities for those operations. 

b. For each of the thirteen sorting operations you tested using your variations on the 
Postal Service models, please provide: 

(i) 
which you tested, 

(ii) 
critical p-value on which your statement is based. 

The output elasticities from the non-instrumental variables models against 

The values of the test statistics, the corresponding p-values. and the 

c. Please provide all econometrk code and output log@) for the material you provide 
in response to parts (a) and (b). or please indicate where the material is provided in 
OCA-LR-2. 

RESPONSE. 

(a) I am referring to the results in my 2002 paper, Section V1I.D. Table 13 in that paper 

is the relevant one and it con'ains 13 sorting operations. The discussion of the 

results of the exogeneity test begins on the bottom of page 82 and continues on 

page 83 

0 

(b) (i)-(ii)Table 13 provides instrumented and non-instrumented parameter estimates 

The test statistics for the exogeneity test is one of the few sets of results I did not 

report in the paper. The following table gives the Hausrnan test statistic (it is a t- 

statistic in this case) for the hypgthesis that TPF is an exogenous variable. A large 

absolute value of the test statistic (low P-value) implies reject that TPF is 

exogenous 
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First Difference - IV 

estimator 

Operation 

Manual flats -9.28 (.OOO) 

FSM -all -4.92 (-000) 

-5.89 (.OOO) 

FSMIOOO -1.09 (.276) 

FSM mi 
__ 

Manual letters -7.82 (.ooo) 

~ LSM -2.17 (.030) 

OCR -5.96 (.OOO) 

-8.04 (.OOO) 

BCS 8.62 (.OOO) 

-6.91 (.OOO) , DBCS 

I Manual Parcel -1.65 (.099) 

I SPBS -0.90 (-369) 

-3.00 (.003) 

- 
~ BCS - all 
- 

I Manual Priority 

RESPONSE OF OCA WITNESS MARK J. ROBERTS 
TO INTERROGATORIES USPSIOCA-T1-35-44 

Fixed Effects - IV estimator 

3.60 (.OOO) 

3.11 (.002) 

10.87 (.OOO) 

2.14 (.032) 

7.54 (.OOO) 

1.58 (.115) 

4.78 (.OOO) 

7.21 (.OOO) 

0.25 (.80l) 

4.67 (.OOO) 

0.28 (.781) 

4.46 (.OOO) 

3.64 (.OOO) 
- 

(c) These results are all available with the documentation I provided for my 2002 

paper It IS on the OCA website at httD /Iwww orc qov/OCA/OCAoaoers htrn The 

program and log files with all the results for table 13 are outputtpf.do and 

outputtpf log 
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USPS/OCA-T1-44. Please refer l o  item (d) in your response to USPS/OCA-T1-9. You 
note that you omitted quarterly dummy variables from your versions of the Postal 
Service models because "There is no evidence in the operational testimony that the 
methods used to sort the mail in an operation vary by quarter of the year." 

a. 
consider the possibility, or probability, of seasonal variations in staffing patterns and/or 
mail mix, before eliminating the quarterly dummy variables? If not, why not? 

b. Did you test the significance of the coefficients on the quarterly dummy variables 
before eliminating them from the models you estimated? If so, please provide all results 
of the tests. the econometric code. and related output log(s). If not, why not? 

Notwithstanding the absence of mention in the operational testimony, did you 

RESPONSE: 

(a) This role of quarterly variatior in the data and how it should be utilized is discussed 

at length in Roberts (2006). Section V.E. While I could not find any operational 

testimony relevant to this point, I did speculate about the possibility of a changing 

mix of part-time and full-time workers that might affect the quality of the plant's 

workforce as one source of ya;terly variation in the demand equations. When 

deciding how to specify the labor demand models, this possibility must be weighed 

against the certainty that the quarterly variation in mail volume is large and the major 

source of information available to estimate the output elasticities. This is one of the 

points I explain in Section V.E 

0 

(b) i did not do this test in preparing OCA-T-I. For the reasons that I explained in 

Roberts (2006). Section V.E. I felt that i t  was most appropriate to model the 

quarterly variation in hours as arising from quarterly variation in mail volume. In 

Roberts (2006). Table 8,  I present estimates from models that use quarterly 

dummies. In Section WE. these estimates are discussed and contrasted with the 

corresponding estimates from models without quarterly dummies in Tables 4 and 5. 0 
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The log file for the regressioris in Table 8 is available in the documentation provided 

for that paper on the OCA weh site (file name: finalestq.log). The log file contains 

the estimates for the quarterly dummy variables and they are almost always 

statistically.significant. Any test that the coefficients on the quarterly dummies were 

jointly equal to zero would be rejected. However, the magnitudes are so large that it 

is impossible to believe they are measuring quarterly shifts in the technology. after 

controlling for output variaticrr?. For example, the quarterly dummies in the manual 

labor demand for letter sorting indicate that, relative to the first quarter, 2"d quarter 

labor demand is 5.9 percent higher and 4" quarter labor demand is 10.8 percent 

lower, a 16.7 percent swing in labor demand from the 2"d to 4Ih quarter. Similar 

swings in magnitude based on the quarterly dummies are observed for the other 

major sorting operations. DBCS hours rise 15.0 percent between the Is land 4Ih 

quarter, manual flat sorting hours fall 13.9 percent from the 1" to 4Ih quarter, while 

AFSM hours rise 12.0 percent in the 2"4 quarter relative to the 3d and 4'h. These 

are large variations in labor hours that are almost certainly reflecting the quarterly 

variation in mail volume, not quarterly changes in the technology, such as a 

changing mix of full and part time workers, after controlling for the volume of mail in 

the plant. For the reasons I h w e  enumerated, I believe it is appropriate to model 

the labor demand curves without including quarterly dummies and rather to exploit 

0 

the quarterly variation in mail volume lo estimate the elasticities of labor hours. 
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USPSIOCA-T1-45. Please refer to your response to USPS/OCA-Tl-l4(b). That 
question sought information on the composition of your FHP measures by cost pool- 
Le.. "manual letters, OCR, aggregate BCS, manual flats, FSM 1000, and AFSM 100"- 
not by presort level. Please also refer to your response to USPSIOCA-T1-2, where you 
agreed that the cost of sorting a piece of mail in the Postal Service's automation 
mailstream is lower than that of sorting an otherwise identical piece in the Postal 
Service's manual mailstream. 

(a) Please refer to your description of mapsfinal.dta in OCA-LR-2, file 
description.pdf. Please confirm that the "K56" variable identifies the cost pools 
enumerated in USPSIOCA-T1 -14(b). If you do not confirm, please explain. 

(b) 
not provide a one-to-one correspondence to the cost pools listed above and in 
USPS/OCA-Tl-l4(b). If you do 1101 confirm, please provide a crosswalk of your 
categories to cost pool. 

(c) 
FHP measures to the cost pools listed above and in USPS/OCA-Tl-l4(b). If you do not 
confirm, please explain. 

(d) 
cost pool is possible, please provide the disaggregated FHP data by cost pool 
requested in USPSIOCA-Tl-l4(b). 

(e) Are the shares of outgoing letter FHP in categories 11 1-1 14 you present in 
response to USPSIOCA-Tl-l4(b) intended to fully partition outgoing letter FHP? If not, 
why not? 

Please confirm that the groups you list in response to USPSIOCA-Tl-l4(b) do 

Please confirm that using the "K56" variable, it is possible to disaggregate your 

If your response to part (c) confirms that producing the disaggregated FHP by 0 

(f) 
FHP. 

Please explain to which of group(s) 11 1-1 14 you assign outgoing manual letter 

RESPONSE TO USPSIOCA-T1-45 

(a) The K56 variable corresponds to the MODS operations groups listed in USPS- 

LR-L56, p. 23 and 24. It is constructed directly from two variables (operation and 

Wgroup) supplied in USPS-LR-L-56\Section4\Data\oper-grp-maps.xls. 

(b) Confirmed. Both groups aggregate over the threedigit MODS operations but 

0 in different ways. 
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(c) One problem is that the data in oper-grp-maps.xls does not assign the 22 

three-digit MODS operations in the OCR group (K56 = 4) to incoming and outgoing 

operations. If you allow me to assign these categories then I can do the aggregation you 

request. I will assign MODS operations 046. 831, 832, 841, 842, 881, and 882 to 

outgoing OCR and the remaining 15 operations to incoming OCR. 

(d) Incoming Letters 
Share 
Manual Year:qtr FHPIN 

Labor 
1999:l 25263 i .089 ,069 ,841 

Share 
Aggregate 
BCS 

Share 
OCR 

I 

2000.1 26837 \ .077 .062 ,861 
2001:l 28225 ,064 ,058 ,878 
2002 1 27173 ,053 .050 ,896 
2003 1 27316 .042 ,044 ,914 
2004 1 27432 ,036 ,040 ,924 
2005 1 28153 .030 ,037 ,933 

0 
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Share Share 
FSM881 FSMl 000 

Share 

Labor 
Year:qtr FHPIN Manual Share AFSM 

2000:l 
2001:l 
2002:l 
2003:l 

2005:l 
2004:l 

4855 ,206 .622 .171 ,000 
5085 .188 ,480 ,147 ,186 
5071 ,115 .130 ,088 ,667 
5376 .076 .021 ,071 ,832 

5461 .057 ,000 ,086 ,857 

.- - 
5400 ,063 ,008 ,085 .a43 - 

Share Share Share 

Labw FSMl 000 

1132 ,087 .700 ,214 

FHPOUT Manual FSM881 Year,qtr I 
1999:l 0 2000:l 1151 ,093 .698 .208 

(e) 

( f )  

category 11 1. MODS category 40 (Manual letters, outgoing secondary) is assigned to 

presort category 11 2. The link between each MODS category and each presort category 

is given in the data set OCA-LR-Ld\DATA\FHP\mapsfinal.dta. 

Yes. The categories account for all outgoing letter FHP. 

MODS category 30 (Manual letters. outgoing primary) is assigned to presort 

Share AFSM 

,000 
.ooo 

8 3 8 3  

I 

2001:l 1 1131 
2002:l 1 1023 
2003:l 999 
2004:l 938 
2005:l 92 7 

I 

,091 ,467 ,205 ,238 
.065 ,104 .154 ,677 
.055 .015 .lo7 ,823 
,055 ,006 ,117 .822 
,059 .ooo ,105 ,836 
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USPSIOCA-Tl-46. Please refer to your response to USPSIOCA-T1-15. 

(a) 
your model specification may be failing to include major factor(s) that explain manual 
flats workhours? If not, why not? 

(b) 
you confirm in response to USPSIOCA-Tl-l5(e)-(f) indicate that your flats model 
developments did not improve your results? If not, why not? 

(c) 
manual flats models from your "USPS Model" implementation, reported in Table 1 of 
OCA-T-1. Please provide output loy(s) to support your answer, or indicate where in 
OCA-LR-2 the results may be found. 

Does the 0.079 R-squared from your OCA-T-1 "base model" suggest to you that 

Do the lower R-squared and/or higher standard errors of the output elasticities 

Please compare the R-squared of the manual flats "base model" with that of the 

RESPONSE TO USPSIOCA-T146 

(a) Using the R2 to draw inferenRs about model specification is inappropriate. A low 

R2 does not imply that the model is bad or that there are omitted variables. Nor 

does a high R2 imply that the model is correclly specified or that the results are not 

spurious. In his textbook. A Course in Econometrics. Arthur Goldberger states. "In 

fact the most important thing about R2 is that it is not important in the CR (classical 

regression) model. The CR model is concerned with parameters in a population, 

not with goodness of fit in the sample' (p. 177). The empirical model of mail 

processing that I have developed is focused on providing consistent estimates of the 

parameters of the labor demand function. It is also the case that one has to be 

careful about the definition of the R2 in panel data models. The value reported for 

my regressions is the square of the simple correlation between the dependent 

variable and the fitted value of the regression, where the latter is constructed without 

using the plant fixed effect. This is what the STATA computer software reports as 

the "overall R2' for the regression. If instead we include the plant fixed effect in the 

fitted value of the regression the squared correlation between actual and fitted 

a 

a 
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values would increase to ,846 ii! this regression. In either case, drawing 

conclusions about model specification on the basis of summary statistics like this is 

not justified. 

(b) This is basically the same model I estimated in my early papers. What is different is 

the sample of data used. In the results from OCA-T-1 that are referenced in 

USPSIOCA-T1-15, the eslimation is limited to plants that have the AFSM operation 

in place. The results that are referenced from Roberts (2006) included observations 

from 1999-2004 and included piants both with and without the AFSM technology. 

The reduction in sample size done will result in higher standard errors for the 

coefficients in OCA-T-I. Tha cJnclusions that I draw from these results are 

discussed in OCA-T-1, p.49, line 4 to p.50. line 16. 

(c) The overall Rz from the base mxle l  is ,079 as discussed in the answer to part (a). 

The R2 from the Table 1 models are ,012 for the plants with AFSM and ,345 for 

plants without AFSM. These results are reported OCA-LR-2\ESTIMATION in the 

log files threestep.log at line 781 and 3stepnoafsm.log at line 223. Neither of these 

numbers include the plant fixed effects in the calculation of the fitted value as 

explained in my answer to part (a). I cannot see any reason to compare these 

numbers and cannot offer any conclusions from them. 

0 
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USPS/OCA-T1-47. Please refer to your response to USPSIOCA-TI-15. 

(a) Does the 0.333 R-squared from your OCA-T-1 "base model" suggest to you that 
your model specification may be failing to include major factor(s) that explain FSM 1000 
workhours? If not, why not? 

(b) 
you confirm in response to USPSIOCA-Tl-l5(e)-(f) indicate that your flats model 
developments did not improve your results? If not, why not? 

(c) 
FSM 1000 models from your "USW Model" implementation, reported in Table 1 of 
OCA-T-1 . Please provide output log(s) to support your answer, or indicate where in 
OCA-LR-2 the results may be found. 

Do the ,ewer R-squared and/or higher standard errors of the output elasticities 

Please compare the R-squared of the FSM 1000 "base model" with that of the 

RESPONSE TO USPSIOCA-T'i-47 

I assume this question is referring to my answer to USPSIOCA-T1-16, not T1-15. 

(a) Please see my answer to USPSIOCA-T1-46. In this case, the R'for the 

regression, if the plant fixed effect were included in the fitted value of the 

demand equation, is .669, 

(b) Please see my answer to USPSIOCA-Tl-46. Since this and the previous 

question are trying to base inferences on R2 comparisons in the manual and 

FSM1000 operations, for completeness it is appropriate to recognize that the 

AFSM operation is also part of the same model. In the OCA-T-1 base model 

(Table 7). the corresponding R' for the AFSM demand equation is .856. The 

corresponding figure from Roberts (2006) Table 5, is .884. 

(c) The overall R2 from the base model is .333. The RZ from the Table 1 models 

are .343 for the plants with AFSM and ,465 for plants without AFSM. These 

results are reported in OCA-LR-2\ESTIMATION in the log files threestep.log at 

line 902 and 3stepnoafsm.log at line 475. Neither of these numbers include the 

plant fixed effects in the calculation of the fitted value as explained in my answer 

0 
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to part (a). I cannot see any reason to compare these numbers and cannot 

offer any conclusions from them. 
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MR. COSTICH: Mr. Chairman, one more of my 

neglected points. 

I would move the admission of Professor 

Roberts' library reference. 

C H A I R "  OMAS: I thought we did that, but 

anyway without objection. So ordered. 

This brings us to oral cross-examination. 

One participant has requested oral cross. That would 

be the United States Postal Service. 

Mr. Heselton, you may begin.' 

MR. HESELTON: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. HESELTON: 

Q Good morning, Professor Roberts. 

A Good morning. 

Q I'd like you to turn to your response to 

Postal Service 1r.terrogatory 35. 

A Okay. 

Q And specifically there to the second page 

beginning four lines from the top 

A All right. 

Q There you state - -  

CHAIRMAN OMAS: Excuse me. Let me 

interrupt. 

Mr. Roberts, would you push the mic a little 

Heritage Reporting Corporation 
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closer toward you? It will pick it up, but you need 

to speak a little bit louder so that the reporter can 

pick you up. 

BY MR. HESELTON: 

Q Professor Roberts, I’m focused there on the 

sentence that begins, “In particular, the model allows 

for all the pathways outlined in USPS-T-12, Figures 1 

and 2.“ Is that correct? I’ve quoted that correctly? 

A I’m sorry. I don’t see where you’re looking 

at. You said the second page? 

Q Yes. 

A Question 35 (a) ? 

Q 35(a) and your response there, the fourth 

line beginning, “In particular . . . “  
A Yes, I see it. Isn‘t that the third line? 

I see the sentence. “In particular, the model allows 

for all the pathways outlined . . . I ’  Yes. 

MR. HESELTON: That‘s correct. That’s the 

portion that I’m referring to. 

(The document referred to was 

marked for identification as 

Exhibit No. USPS/OCA-Tl-XE- 

1.) 

BY MR. HESELTON: 

Q Now, the Postal Service filed a cross- 

Heritage Reporting Corporation 
(202) 628-4888 
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examination exhibit for you with a stylized mail flow 

diagram labeled TJCPS/OCA-Tl-XE-l .  Have you had a 

chance to exami.ne that? 

A Yes, I have. 

Q Do you recognize this as a version of 

Figure 1 from Dr. Bozzo's testimony which you 

reference in your response to this interrogatory? 

A Yes, I do. 

Q Some additional labels have been added? Is 

that correct? 

A Yes. 

MR. IIESELTON: Let me pause here while the 

Commissioners receive a copy of this exhibit. 

BY MR. YESELTON: 

Q Now, is this diagram consistent with your 

understanding of mail flows in the letter-shaped mail 

stream? 

A Yes, it is. I mean, it's a stylized 

description, but yes. 

Q Next, please turn to page 41 of your 

testimony. 

A All right. 

Q Now, that's a section headed Letter Sorting 

Operations with Additional Outputs, is it not? 

A Correct. 

Heritage Reporting Corporation 
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Q I would like you to particularly focus on 

lines 2 to 6 arid specifically the language that 

follows: 

"The disaggregation of total plant first 

handling pieces," and you say FHP there, but in the 

course of my conversation this morning I'm going to 

try and convert. all these pesky Postal acronyms into 

words that we can understand, "in the incoming and 

outgoing stages captures the two categories of output 

with the most sihstantial difference in the mix of 

labor hours used and sorting." 

Have I quoted that correctly? 

A Yes, you have. 

Q Now I'd like you to consider your two output 

base model for letter work hours. Specifically is it 

correct that tne letter first handling piece that you 

use in those models are aggregated such that they do 

not specifically identify any of the pathways shown in 

the exhibit now before you? 

A What they measure is what's coming in the - -  

let me look back at the picture. What they are 

measuring is the entry point for each of these 

different types of mail. That's what I'm measuring 

with my first handled pieces. 

Q Yes. And you're not at this point anyway 

Heritage Reporting Corporation 
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dealing with the pathways that are indicated in 

Exhibit l? 

A No. What the model is estimating is it's 

producing estimates of the link between the FHP at the 

different entry points and the use of hours in each of 

the sorting operations. 

What's being estimated by the model is the 

link between first handled pieces at their entry point 

and subsequent hours in all these sorting operations, 

so it's estimating the link, the link between first 

handled pieces and hours represented by these 

pathways. 

Q Okay. Now if you would consider your letter 

models with additional outputs discussed in this 

section? 

Is it correct that those models split the 

outgoing and incoming first handling pieces into 

pieces, basically into two groups? The two are first 

handled in barcode sorting operations, which you call 

automation first handling pieces, and other first 

handling pieces, which you collectively term 

nonautomation first handling pieces. Is that correct? 

A That' s correct, yes. 

Q And on the figure we have labeled several of 

the pathways in accord with our understanding of how 
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you constituted your groups, and we'd like you to 

confirm that we have accurately characterized them. 

A The one pathway, the one that I have 

difficulty with, is down at the bottom where you have 

Manual Unit and vou have RNA as if I'm counting the 

first handled - -  I'm counting all the mail somehow 

that's in that manual unit. 

The RPIA only represents the flow of mail 

which is firsi handled in the manual unit. In 

particular, it does not count all of these pathways 

that come down as automation rejects. You have a long 

green arrow there that says Automation Rejects, and 

it's flowing into the manual unit. That is not 

counted as part of RNA. 

Q Professor Roberts, with that clarification 

do you agree that Exhibit 1 is an appropriate 

representation? 

A Yes, I think it is. 

MR. HESELTON: Okay. With that, Mr. 

Chairman, I would like to move the document entitled 

USPS/OCA-Tl-XE-l into evidence and have it transcribed 

in the record. 

CHAIRMAN OMAS: Without objection. SO 

ordered. 

/ I  
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(The document referred to, 

previously identified as 

Exhibit No. USPS/OCA-Tl-XE-l, 

was received in evidence.) 

14 / /  

15 / /  

16 / /  

17 / /  

18 / /  

19 / /  

2 0  / /  

21 / /  
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23 / /  

24 / /  
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BY MR. HESELTON: 

Q Professor Roberts, I ' d  like you to refer to 

your response to Postal Service Interrogatory 3(b). 

A 3 (b) ? 

CHAIRW OMAS: Excuse me. Mr. Heselton, I 

would like to take this opportunity before you start 

the next round of questioning to thank you and the 

Postal Service for filing this on line so that we were 

able to see it before we came in today and we were 

able to follow you in your cross-examination. We do 

thank you very much for that. 

MR. ITESELTON: You're welcome, Mr. Chairman. 

BY MR. HESELTON: 

Q Now looking at your response to 

Interrogatory 3(b), Professor Roberts, you say that 

you "have not estimated a model that disaggregates 

first handling pieces by USPS cost pools." Is that 

correct? 

A That's correct. 

Q Let me represent that the question meant 

cost pool in a more generic sense of a collection of 

MODS operations, so isn't it correct that your 

disaggregated first handling piece models that you are 

forming or attempting to form are what we might call 

volume pools based on a collection of MODS operations 
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where the first handling pieces have similar 

characteristics? Is that a correct characterization? 

A That's closer. I certainly would not - -  I 

object to the use of cost pools in this. Cost pools 

has a very specific connotation I think in these 

proceedings referring to sorting operations, and I do 

not disaggregate first handled pieces by sorting 

operations. I don't think that's an appropriate way 

to proceed. 

I do disaggregate first handled pieces by 

characteristics that attempt to reflect the amount of 

presorting or differences in shape and the amount of 

presorting and ultimate final sorting that they would 

have to undergo. That's what led me to disaggregate 

them into incoming and outgoing and then further to 

disaggregate letters into the categories you've talked 

about here. 

Q Okay. Let me focus for a second here on the 

word "volume". Is it possible at least in principle 

that the labor demand model for a particular 

operation, that some of those volumes may prove to be 

irrelevant in the sense that they have no significant 

effect on work hours? 

A That's certainly possible, and that's 

allowed for in the empirical model. 
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Q Now please turn to your response to Postal 

Service Interrogatory No. 1. We asked you there if 

you agreed that automation compatible and 

nonmachineable letter shaped pieces had different cost 

causing characteristics. 

Here I'm using the term nonmachineable to 

mean not automation compatible because it has a few 

less syllables, and I ' m  more likely to pronounce it 

correctly. 

Your response was yes, correct? 

A Yes, it is. 

Q And 

your analysis 

disaggregated 

correct? 

A Yes 

you suggested this was one reason for 

using first handling pieces 

by processing characteristics. Is that 

Q While Interrogatory No. 1 specifically 

referenced letters, would your response be generally 

true of flats too? 

A Yes, it would. 

Q Let's go back to letters. At what point in 

your examination of mail processing costs had you 

first considered the existence of these differences in 

cost causing characteristics? 

A This goes back to my earliest work on this. 
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Q So you would be talking about your 2002 

paper? 

A The 2002 paper. The issue came up I 

remember when 1 presented the seminar. 

questions at the end. I discussed it there. 

It came up in 

Q Now would you please turn to your 

Interrogatory No. 2? Do you have that? 

A Yes. Yes, I do. Sorry. 

0 We asked you there if you further agreed 

that the cost of sorting automation compatible letters 

was lower than the cost of sorting otherwise identical 

letters in the rr.anua1 mail stream. 

Again your response was that you agreed, and 

again you pointed to your analysis using disaggregated 

first handling pieces. You indicated that question 

was whether the cost difference could be reliably 

measured. Is that a fair summary? 

A Yes, it is. 

Q Now, what's your understanding of the 

relative productivities, and by that I mean pieces per 

work hour, of manual and automated sorting operations? 

A I understand that the pieces per hour that 

can be handled in automated operations is much larger 

than in manual operations. 

Q Is it your understanding that letter 
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automation productivities are typically in the 

thousands of pieces per work hour? 

You're defining productivity as pieces A 

handled in the operation? 

Q Pieces per work hour. 

A Okay. If it's pieces of mail that's moving 

through the machinery, yes. 

Q Okay. And in terms of letter productivities 

in manual operations, are they more likely in the 

hundreds of pieces per work hour? 

A Yes, I bel.ieve that's the right order of 

magnitude. 

Q And so it stands to reason that the cost 

difference we're talking about here is a pretty large 

multiple, something like a factor of 10 or so in terms 

of the difference between these two operations? 

A For moving one piece, yes. 

Q Is the failure to reliably measure such a 

large effect part of the reason why you don't 

recommend any of the models that you cite in response 

to Interrogatories 1 and 2? 

A Which are the models that I don't recommend 

in citing 1 and i? Could you repeat the question? 

Q Okay. Let me repeat the question. Here I'm 

talking about the additional output models. My 
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question is is the failure to reliably measure such a 

large effect part of the reason that you don't 

recommend any of the models you cite in response to 

Interrogatories 1 and 2? 

A The reason I don't recommend the 

disaggregated models, which is not specifically - -  

that's not all that I'm referring to. That's not 

specifically what's being referred to in 1 and 2 .  

The reason I don't recommend the 

disaggregated models is that I felt that the 

statistical estimates were very imprecise that 

underlie those models. 

There's a table in the testimony which gives 

the coefficients and the standard errors, and that's 

what I was basing my judgment on. 

Q Do you think your results reflect something 

wrong with your disaggregated model? 

A I think they reflect the difficulty in using 

this data to precisely estimate the link between very 

disaggregated or fairly disaggregated categories of 

mail volume and the hours that are used in the plan. 

Q At least the way that you have modeled them. 

Is that correct? 

A Certainly using my model, yes 

Q Could you turn to your Interrogatory No. 8? 
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Here I'm looking at your response specifically to 

Section (b). 

For letter operations you do have a set of 

recommended results listed in that response. Is that 

correct? 

A That's correct. 

Q Could you use your recommended letter-shaped 

models to measure a marginal cost difference between 

pieces in the manual and pieces in the automation mail 

streams? 

A No,  yo^ cannot. 

Q Now I'd like to explore your understanding 

of the distinctioi or distinctions between letter- 

shaped pieces that are not prebarcoded and letters 

that are not machineable. 

Do you agree that a letter that is not 

prebarcoded may in fact be automation compatible? 

A Yes, I do. 

Q Does the figure in Exhibit 1 depict your 

understanding of how the Postal Service handles 

automation comp3tible pieces that require barcoding? 

A In which the Postal Service has to apply the 

barcode you're saying? Which enter without barcodes? 

Q Essentially, yes. 

A Yes, it does. 
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Q Basically what I'm looking for here is that 

you're aware that the Postal Service tries to put a 

barcode on such a piece in the optical character 

reader or the input subsystem/output subsystem remote 

encoding operation? 

A Yes, I agree. 

Q And fpr those pieces the Postal Service 

successfully barcodes, the first handling pieces would 

be recorded in the optical character reader, the input 

subsystem cr the output subsystem operations. Is that 

correct? 

A Yes, as I understand it. 

Q Okay. Is it your understanding that once 

barcoded those automation compatible pieces flow to 

the barcode sorting operation and are handled along 

with prebarcoded pieces? 

A Yes. Now. are you including the fact that 

barcodes can be attached? That the barcoding sorters 

can run in a mode which allow them to recognize 

addresses and attach barcodes? 

Q Yes. would you agree that after that 

they're handled in the automation mail stream unless 

they're for some reason rejected and redirected to the 

manual mail stream? 

A Yes. Certainly. 
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Q Now, would you conclude that after the 

Postal Service applies a barcode the resource usage 

for automation compatible pieces would tend to 

resemble that of pieces barcoded or prebarcoded by the 

mailers? 

A After that point, yes. 

Q Yes. 

A so it's handling down in the last two 

operations there, your DBCS boxes. Yes. 

Q Okay. And it's your understanding that the 

processes for applying barcodes to automation 

compatible pieces are also themselves highly 

automated? 

A Yes. 

Q And if a piece is not successfully barcoded 

where would the first handling pieces be recorded? 

A The first handling piece is recorded in 

whichever operation it first touches. If it first 

touched in the OCR operation and could not be resolved 

there, that would still be where the first handling 

piece was attached. 

Q So you're indicating here that the first 

handling piece is recorded at the place of equipment 

which first attempts to put a barcode on that piece? 

A That's my understanding, yes. 
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Q Now, what is your understanding of how the 

Postal Service processes the nonmachineable mail? 

A The nonmacnineable mail, so things that 

cannot ever be treated as compatible? They have to 

handle it through manual sorting. 

Q Yes, and that's because the pieces are 

physically incompatible with automation equipment and 

simply can't be piaced on it. Is that correct? 

A That's what I understand you to be asking, 

yes. 

Q So it would follow that these pieces, to 

nail the point d.swn, won't be processed on the optical 

character reader or various types of barcode sorters? 

A That's correct. 

Q Now, would those pieces first be processed 

in manual operations then? 

A I assume so. 

Q Okay. Please refer to your response to 

Interrogatory 7 (a) . 
A I see it. 

Q There you agreed in response to that 

interrogatory that mail does not normally flow from 

manual to automated operations. 

A Yes. 

Q I think we've just been over that, but I 

Heritage Reporting Corporation 
(202)  6 2 8 - 4 8 8 8  



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 e l3 
14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 

8406 

wanted to emphasize the point with regard to that 

interrogatory. And so automation operations process 

automation compatible pieces only? 

A Yes, that's correct. 

Q And, as indicated, it does include both 

prebarcoded or mailer prebarcoded and Postal Service 

barcoded pieces, but it certainly excludes 

nonmachineable pieces? 

A Yes. 

Q Okay. Whereas the manual mail stream 

process is nonmachineable pieces plus automation 

relects? 

A Yes, plus it could handle automation 

compatible mail dhich comes in which for some reason 

isn't entered into the automated stream. Maybe it 

comes in late or something like that to a plant and is 

entered directly into manual as I understand it. 

Q And those would be rather exceptional 

circumstances, wouldn't you think? 

A I don't know how frequently that occurs. 

Q So nonmachineable pieces or other pieces 

that are first processed in manual operations will not 

flow to the automated mail stream? 

A Yes. 

Q And therefore they will cost either little 
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A Correct . 

Q Now, I believe we agreed that nonmachineable 

pieces would get their first processing in manual 

operations, and so I'd like to move on now to the 

barcode sorter operations, as well as the optical 

character reader, input subsystem and output subsystem 

operations that you mention in your testimony. They 

are all automated operations, are they not? 

A Yes. 

Q NOW, would pieces successfully processed in 

optical character reader input subsystem and output 

subsystem operations therefore be automation 

compatible pieces? 

A Yes. 

Q Okay. Now, doesn't that imply that, 

strictly speaking, some first handling piece out - -  
that's FHPOUT - -  specifically the nonmachineable 

portion, wouldn't be processed either in a barcode 

sort of operation nor an optical character reader 

input subsystem or output subsystem operation? Is 

that right? 

A I'm sorry. Could you repeat the question? 

Q Sure. I'm saying that if pieces are 

successfully prcxzessed in an optical character reader 

Heritage Reporting Corporation 
(202) 628-4888 



8408 

input subsystem/output subsystem series of operations, 

if those pieces arz therefore automation compatible as 

we've agreed doesn't that imply, strictly speaking, 

that some first handling piece out, specifically the 

nonmachineable portion, wouldn't be processed either 

in the barcode sorter operation nor an optical 

character reader input subsystem and output subsystem 

operation? 

A I'm sorry. 1 don't see how the second part 

of your question is related to the first. You start 

with the description of the OCR. 

Q What I ' m  indicating here is that to the 

extent that you ha-Je - -  excuse me. Let me phrase the 

question this way. 

There's a portion of first handling pieces 

that are not processed in any automated operation. Is 

that correct? 

A Yes. 

Q So conceptually shouldn't the participation 

of first handling pieces involve a third category for 

nonmachineable 'I)r manual mail? 

A So what you're talking about is just a 

further disaggregation of the first handling pieces 

into finer categories? Is that what you're talking 

about? 
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Q That's correct. 

A Certainly that's possible. That's kind of 

the path I've attempted to follow throughout my 

analysis is to disaggregate first handling pieces into 

finer categories to allow for the fact that different 

categories of mail volume will have different cost 

implications. 

designed to do. 

That's what the disaggregation is 

Q Professor Roberts, I'd like you to turn now 

to Interrogatory 4 5 .  There we ask you how you 

classified manual first handling pieces for your 

disaggregated nodels. 

Your response talks about group numbers, but 

I'd like to put names on the groups. Is it a fair 

summary of your response that you combined manual 

first handling pieces with first handling pieces for 

the optical character reader, the input subsystem and 

the output subsystem? 

A I created two categories in the outgoing 

mail. I created a category for pieces that had a 

barcode and so therefore entered processing 

immediately at the barcode sort.er stage being treated 

as having a barcode and all other mail. I created two 

categories. 

Q And the all other mail would include manual 
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first handling pieces with first handling pieces for 

the OCR? 

A That's correct. 

Q Okay. Now, what is your rationale for that 

combination beyond ensuring that manual first handling 

pieces were assigned to one of the two groups? 

A The issue there was to recognize that pieces 

which were entered with a barcode on them were able to 

skip some of the initial processing stages and so 

could enter directly at the BCS stage and therefore 

would incur fewer labor hours in handling. 

That's what the model estimates is the 

relationship between that and labor hours. 

Q Did you consult with any mail 

expert in the course of developing this 

A I read operational testimony. 

with the staff at OCA. 

processing 

treatment? 

I consulted 

Q Have you quantitatively examined the 

composition of your nonautomation groups between mail 

successfully processed in optical character reader 

input subsystem and output subsystem operations versus 

manual mail? 

A Not that I remember, no. 

Q Have you quantitatively examined how the 

composition of your nonautomation groups may have 
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changed between mail successfully processed in optical 

character reader input subsystem/output subsystem 

operations and manual mail operations? 

A What: do you mean by composition did you say? 

Q Yes. I'm looking here at the composition. 

I take it that if you haven't quantitatively examined 

the composition of automation groups between mail 

processed on the operations indicated and manual that 

you haven't exanined how this relationship may have 

changed eirher. Is that correct? 

A Are you referring to the disaggregated 

categories in 4 5 ,  in Interrogatory 45? I'm just not 

sure what you're referring to here. 

Q Yes, in 45. Specifically how the 

nonautomation group breaks out between automation 

compatible and nonmachineable. That's the breakdown. 

A How the automation group breaks out 

between - -  say that again. 

Q Automation compatible mail that doesn't have 

a barcode on it and nonmachineable mail. 

A Nonmachineable mail. No, I haven't 

specifically studied that breakdown. The breakdown 

that I studied was one between pieces that were 

barcoded and pieces that were not barcoded. 

Q Let's turn to your testimony at page 31. 
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A All right. 

Q And specifically there lines 1 to 4 where 

you indicate, "Because of the importance of the 

quarterly dummies and the fact they were not used in 

my previous studies, I will provide estimates for the 

models both with and without the quarterly dummies in 

the set of instrumental variables," abbreviated here 

as IVS. 

Have I quoted that correctly? 

A Correc;. 

Q Can yc)x explain exactly what you mean by 

your statement that the quarterly dummies were not 

used in your previous studies? 

A In my 2006 paper, I did not use quarterly 

dummies, quarterly dummy variables, in any way in the 

model. 

That's what I was referring to here and so I 

was trying to show that this was a change that I had 

made between my most recent paper and this testimony 

and so I'm providing basically results both ways so 

that people can see what the implication was. 

Q Professor Roberts, would you turn to your 

2002 paper at pages 2 3  to 24? 

A Yes. 

Q You have a section there entitled Cyclical 
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A That’s correct. 

Q Now turning to the first paragraph on page 

24, you stated, “The cyclical fluctuation in hours 

can, however, reflect more than the variation in 

output. Differences in work effort or changes in the 

mix of more or less skilled workers may also occur 

from quarter to quarter. 

“In order to control for these other 

potential sou rms  of variation in hours, we will 

include a set of three quarterly dummy variables, 

DQ-2, DQ-3 and DQ-4, to identify observation in the 

second, third and fourth postal quarters 

respectively. ‘I 

Is that a correct quote? 

A Yes. Yes, it is. 

Q So you have used quarterly dummies as 

explanatory variables in labor demand equations 

before? 

A In my 2002 paper, yes, and I discussed the 

change from 2002 to 2006 in a substantial section of 

the 2006 paper. 

Q Please turn to pages 101 and 102 in the 2002 

paper. 

A All right. 
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Q Okay. Specifically there I'm looking at 

Tables 8 and 9. 

A What is the title of Table 8? Tables 8 and 

9? Okay. 

Q Okay. 

A I have that as 102 and 103 in my copy. 

Q In those tables were some individual 

coefficients on the quarterly dummy variables 

statistically significant at least in some of your 

labor demand eqiations? Here I'm talking about manual 

flats, manual le'ters, barcode sorter all. 

A Yes. Yes, they are. 

Q Okay. Now, is it possible that the 

coefficients on t.he quarterly dummies could be jointly 

significant in some cases where they're not 

individually significant? 

A That's always possible, but the question 

that comes up here is how do you want to treat the 

quarterly variation that's in the data. 

That's a substantial issue I think in 

working with this data, and itls an issue that I've 

talked about at length in both my 2006 paper and in 

the current testimony how you go about using that 

variation. 

Q Well, that these variables are significant 
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justifies your inclusion of the quarterly dummies on 

the right-hand side of your models, doesn't it? 

A No, it does not. 

Q Professor Roberts, why not? 

A There are lots of reasons why a variable 

could be statistically significant in a regression 

equation and not belong there. 

In psrticular, the quarterly variation in 

this data both in the hours data and in the FHP data 

is quite strong. Whichever way you choose to use 

quarterly dummies, quarterly variation in the data is 

going to be veq- important and is going to show up as 

significant. 

The question for modeling is what's the 

appropriate way to use that quarterly variation? Do 

you just put quarterly dummies in the labor demand 

functions? That has a very specific implication. It 

says think of a plant two different quarters of the 

year which has exactly the same volume of mail, 

exactly the same FHP. What it says is they will sort 

the mail differently based on quarter of the year, not 

based on volume of mail. 

In other words, including the quarterly 

dummies in the labor demand model says that the 

technology for sorting, holding mail volume fixed, 
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differs by the quarter of the year. That's a fairly 

strange representation of the technology I think, and 

I couldn't find any evidence in the operational 

testimony that would support that. 

Alternatively, I chose to use the quarterly 

variation as fluctuations in FHP, which is really what 

it is. It's fluctuations. It's deviations over time 

or movements over time in the activity of mailers that 

lead to variations in the volume of mail, and that's 

really what's going on. 

The quarterly variation is exogenous to the 

plant. It's not variation in the technology. I think 

that I've explaiped in my testimony in other places. 

Q Let's turn to your response to Postal 

Service Interrogatory No. 12. 

A Yes. I see it. 

Q That asks about your treatment in your model 

today. Around the middle of the second page in that 

response you state, "I believe this is a spurious 

result resulting from a strong pattern of quarterly 

variation in hours and output variables." 

Do you see that? 

A Yes. 

Q Can you explain to me how this belief is 

consistent with your treatment of quarterly dummies in 
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the year 2002 study? 

A No. I've changed the way that I use the 

quarterly variation from my 2002 study. 

Q And the same would be true of your March 

2006 study? Is that correct? 

A The March 2006 didn't use them in any way. 

Here it uses them as instrumental variables. 

What this reflects is basically my increased 

understanding of what's going on in these operations 

and how to use the quarterly variation in the data. 

This issue of quarterly variation became 

clear to me as 1 was working on the 2006 paper. It 

was just not something I really spent much time on in 

the 2002 paper. I was there. I was looking at other 

issues - -  how to use FHP, how to move to volumes of 

mail in the plant, et cetera. 

There were a l o t  of modeling issues and 

econometric issues that were important in the 2002 

paper. The treatment of the quarterly variation in 

the data was just a much less important issue there. 

There were other things that I was addressing. 

In the 2006 paper, I felt that many of these 

issues were already settled, at least settled in my 

mind, and I turned to other issues that were 

remaining. The quarterly variation in the data as I 
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began to examine that came out that this was really an 

important issue in the way you treat this. 

I spent a lot of time since then thinking 

exactly about this issue, and I think my thinking has 

become clearer and my way of modeling has reflected 

that. 

I might add too it's an issue which is of 

first order importance in the data, and it's never 

mentioned in the Postal Service testimony. 

Q Let's turn now to your choice of sample 

period for the models in your testimony. 

The models in your testimony use a sample 

period from fiscal year 2002 to fiscal year 2005,  

correct? 

A Yes. The current testimony, yes. 

Q That's right. So that's four fiscal years 

for a maximum of 16 quarterly observations per site? 

A Correct. 

Q And in your 2002 paper what was the sample 

period there? 

A I believe that was 1999. My 2002 paper? 

Q Yes. 

A I believe that was - -  was it 1996 to 2002? 

Q Let me help you out there. Might it have 

been 1994 to 2000? 
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A That sounds reasonable. 

Q Okay. Now turn to your 2002 paper, page 30. 

A Yes. 

Q I'd like to direct your attention to the 

last sentence of the paragraph under the heading Roman 

numeral IV, Data Issues, and specifically where you 

stated, "The demand equations will be estimated using 

the data for 1994-2000, which are the only years where 

capital data are available." 

Do you see that? 

A Yes, T do. 

Q Now, if you had fiscal year 2001 capital 

data would you have extended or at least considered 

extending your sample period into fiscal year 2001? 

A I believe I was writing this paper or I was 

working on this paper during the end of 2001, so I 

think that probably wouldn't have been - -  wouldn't 

have even been feasible. 

Q But if it had been feasible, if you would 

have written this paper a little bit later so that the 

data became available, you would have probably in fact 

incorporated them, would you have not? 

A I probably would have. I certainly would 

have looked at them, yes. 

Q Now, what was the sample period for your 
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March 2006 paper? 

A That was 1999 to 2 0 0 4 .  

Q Basically six fiscal years. Is that 

correct? 

A Yes, that‘s correct. 

Q Please turn to page 17 of your testimony, 

and specifically here I’m looking at lines 6 to 8 

regarding why you selected the sample period you did. 

A Yes. 

Q And spzcifically the quotation there that, 

“The introduction of the AFSM, ‘I and that would be 

automated flat sorting machine, “technology for 

sorting flats has completely changed the relationship 

between volume and labor hours, particularly in manual 

sorting. ‘I 

Have I quoted that correctly? 

A Yes. 

Q Now, can you explain why you consider the 

effect of automated flat sorting machines to be 

particularly pronounced for manual sorting as 

contrasted with automated sortmy? 

A Well, there‘s basically two important 

operations that are left. I mean, there’s the manual, 

and then there’s the AFSM. Obviously it affects the 

AFSM. 
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that it affects 

the plant. That 

wasn't meant to exclude other operations. 

Q Okay. As for your claim that the automated 

flat sorting machine technology "completely changed 

the relationship between volume and labor hours,'' 

wouldn't this a l s c  have been true of the sample period 

for your March 2006 paper as well? 

A Yes, fox the latter part of that. I point 

that out ir! the 2306 paper that the flat sorting 

estimates in that paper have changed from the ones I 

saw in the 2002 paper. They're not the same, and 

that's sort of the one obvious difference that comes 

up between the 2002 and 2006 paper. 

I speculated there that it was due to the 

introduction of the AfSM machinery, so that raised the 

question in my mind this was something that had to be 

explored further. When I started on this testimony, 

one of the first things I said is I've got to look at 

what's going on for the plants when this AFSM 

technology is introduced. 

That led me to split the data into plants 

that used it and plants that didn't, and I saw very 

different relationships, particularly the response of 

manual hours to changes in mail volume really showed 
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up quite strongly. They're quite different between 

plants that use this technology and ones that don't. 

It led me to think there's been a 

significant enough change in technology here that I 

really don't want to be pooling these estimates over 

time in the way I was doing earlier. 

I mean, all along it reflects kind of 

focusing on things which look like anomalies in one of 

my earlier papers and then in the next paper 

addressing thesi issues and trying to explore them in 

more depth. That's been I think reflected throughout 

the three papers that I've written. 

Q Would the effects of the automated flat 

sorting machine introduction be relevant to letter 

operations? 

A No, I wouldn't expect them to be. 

Q NOW, in your 2002 paper you've got several 

pages there discussing technological change within the 

mail streams and specifically with regard to Section 

Roman numeral 111-C beginning on page 19 and 

continuing to about the middle of page 23. 

A On my 2002 paper? 

Q Y e s .  

A I'm sorry. I might have different page 

numbers. What's the section? 
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Q We appear to be a couple of pages off that, 

but the section is Roman number 111-C as the beginning 

of that sectior! and essentially proceeding three and a 

half pages through that. 

A All right. I haven't read this section in a 

while, but I can see it. 

Q I'm going to approach this in a fairly 

general way. We can allot more time to deal with it 

if it's necessaq, but let's see if we can handle it 

in a more generalized fashion. 

Basically in that section you discuss 

changes to letter processing such as the elimination 

of letter sorting machines and the deployment of 

delivery barcode sorters and so on. 

A All right. 

Q Now, would you say the changes in letter 

operations for the period covered by that paper 

represent more significant factors for the 

relationship between letter volumes and labor hours 

than the changes from fiscal year 1999 to date? 

A Certainly it was the general phasing out of 

letter sorting machinery and the introduction of the 

barcode sorting, delivery barcode sorters, yes, that 

went on in the earlier period. 

Q Okay. And it's fair to say that your 
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conclusion was that you should control for the mix of 

technologies? 

A That's correct. You absolutely have to do 

that. 

Q It wasn't inappropriate to employ data from 

the period when letter processing extensively used 

letter sorting machines? 

A It's a l l  a matter of degree. I mean, what 

you're trying to do is represent the technology that's 

in use in the pknt in as parsimonious a way as you 

can do it. 

What i was doing here was there would 

certainly be periods when the letter sorting machinery 

was being phased out and the DBCS was being phased in. 

The way I dealt with it in this earlier paper was to 

say when I see a technology dying I don't use the 

observations from the last year of operation of that 

technology as it was being phased out, and when I saw 

a new technology being born I didn't use observations 

from the first year in which it was born. 

That decision was carried all through my 

papers and so, yes, the estimates will reflect the mix 

of technologies that are present in the plant. 

Q Let's go back to your March 2006 paper, 

specifically page 50 
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A All right. 

Q And in particular the first full paragraph 

on that page, the first three sentences, which read: 

"One strong pattern that appears in the 

estimates in Tables 4 and 5 which is new to this 

analysis is the difference in labor demand 

elasticities between mail volume in the incoming and 

outgoing sorting stages. The labor demand 

elasticities are larger for the mail volume in the 

incoming operatioils as compared with the outgoing 

operations. This reflects the fact that the volume of 

incoming mail is larger than the volume of outgoing, 

but also that incoming mail is sorted to a greater 

depth than outgoing." 

Do you see that? 

A I do. 

Q And just to be clear, is it correct that 

Tables 4 and 5 of your March 2006 paper reported the 

coefficients for your letter and flat sorting models? 

A Yes, they do. 

Q Okay. Now I'd like you to turn to Postal 

Service Interrogatory 14. 

A A l l  right. I'm there finally. 

Q There we asked you to update a table from 

your March 2006 paper showing the incoming first 
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handling piece shares over time. Do you see that? 

A Yes. 

Q Do you agree that your table shows that 

incoming first handling piece shares have increased 

over the time pxciod shown for both letters and flats? 

A Incoming, yes. Outgoing has fallen. 

Q Is your statement in that paper that the 

volume of incorning mail is larger than outgoing for 

flats no less true in fiscal year 2005, quarter one, 

than it was for data you analyzed in your March 2006 

paper? 

A That incoming flats are greater than 

outgoing flats ip. 2 0 0 5 - 1  versus what else? What am I 

supposed to compare chat with? 

Q We're comparing the data that you've got in 

your interrogatory response here with the data you 

analyzed in your March 2006 paper. 

A Yes. I mean, the data I analyzed in March 

2006 was 1999 to 2004 .  

Q And the fact that volume of incoming mail is 

larger than outgoing for flats is true in both of 

those time periods? 

A Yes. 

Q In both papers? That's correct? 

A Yes. 
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Q Are you aware of any reduction in the depth 

of sort for incoming mail over this time period? 

A Re2uctions in the depth of sort? No, I'm 

not. 

Q Okay. So basically you would agree that the 

factors you cited in explaining the previous pattern 

of results remain in place here in your testimony 

today in compzrison with your March paper of this 

year? 

A Yes, chat's true. 

Q Okay. Please turn to your testimony, page 

47, which contzins Table 7 .  

A Uh - hub. . 

Q In the panel summarizing your base model you 

now show much larger elasticities with respect to 

FHPOUT than in your March 2006 results. Is that 

correct? Am I reading that table correctly? 

A You're looking at the top panel, Panel A? 

Q Yes, the base model panel. 

A And what are you comparing it with? 

Q There I'm comparing the numbers that you 

have there and the elasticity numbers there with 

respect to FHPOUT, and I ' m  indicating that you have 

much larger elasticities there than in your March 2006 

results. 
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A All right. Yes, although it's a very 

different sample of plants that you're looking at 

here. You're really comparing apples and oranges in 

this case. 

Q Are the increases in elasticities with 

respect to FHPOUT anomalous considering your previous 

explanation? 

A No. The estimates that you're looking at 

here are simply for plants that are using the AFSM 

technology only. 

a mix of plants which were using and not using it, 

time periods which used it and time periods which 

didn't use it, so this is one of the things that 

indicates to me that - -  

The estimates earlier were based on 

Whether or not they used the AFSM technology 

makes a large difference. If you compare Panel A with 

Panel D, okay, that's really the relevant comparison 

to make here. Here's the same time period or up 

through 2005 where you're comparing plants that used 

the AFSM technology with plants that don't. 

Down at the bottom, those elasticities, the 

ones in Panel D, are much more similar to what I saw 

in my earlier estimates, which used time periods and 

plants that didn't have the AFSM technology in place. 

You really need to keep that fixed when 
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you're making that comparison I think or recognize the 

difference. 

(The document referred to was 

marked for identification as 

Exhibit No. USPS/OCA-Tl-XE- 

2.) 

BY MR. HESELTON: 

Q Okay, Professor Roberts. Let's shift gears 

now and go to Exhibit 2, specifically the USPS/OC4-T1- 

XE-2 document that the Postal Service originally filed 

on Wednesday, October 25. 

A Yes. 

Q Now, the Postal Service greatly appreciates 

receiving from counsel of OCA your reaction to that 

exhibit yesterday expressing some concerns that you 

had with it. 

A s  a result of your concerns, we redid that 

exhibit and furnished you a copy of the redone 

document. Is that correct? 

A That's correct. 

Q Okay-. Are there any characterizations of 

that document that you would like to make now for the 

record, speaking here of Exhibit 2 ?  

A Yes, there are a few things. One is that 

when you talk about volume in this document that you 
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1 should denote that it's volume of a particular shape. 

2 I believe this document, everything is meant to apply 

3 to one shape, so all the use of "the" throughout the 

4 document should have a subscript or something that 

5 denotes it by shape. 

6 The second point is that this is a 

7 theoretical discussion, and every place where you have 

8 FHP used in the document that should just be replaced 

9 by the volume of mail in the plant and either incoming 

10 or outgoing or whatever, but it's not FHP. 

11 FHP only comes into play when you go to 

12 estimate the model. This is a theoretical discussion 

This should be written in terms of the volume of mail 0 l3 
14 in the plant. 

15 Q Okay. And here expressed in the model FHP 

16 would be a measure of plant volume in this document 

17 before you? 

18 A Yes. FHP is unnecessary in this document. 

19 When you go to implement it, when you try and measure 

20 these things, I use FHP in my empirical work. Yes. 

21 Q Professor Roberts, does that complete your 

22 comments regarding this exhibit? 

23 A Yes, it does. 

24 MR. HESELTON: Mr. Chairman, I would like to 

25 move into evidence and for transcription in the record 
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the document provided to the witness and headed 

USPS/OCA-TI-XE-~. 

CHAIRMAN OMAS: Without objection. So 

ordered. 

MR. COSTICH: Mr. Chairman? 

CHAIRMRN OMAS: Yes? 

MR. COSTICH: Rand Costich, OCA. There was 

one typographical error in the last version of the 

document that I'm not sure has been corrected on the 

copies that were given to the reporter. 

MR. HESELTON: Mr. Chairman, I did make that 

correction. I believe that's a correction in the line 

that says in the fifth line down, "The marginal cost 

of a piece of Subclass J in Cost Segment S is . . . "  

That correction has been made in the copy 

furnished to the reporter, Mr. Chairman. 

CHAIRMAN OMAS: Mr. Costich, is that right? 

MR. COSTICH: That's correct, yes. 

CHAIRMAN OMAS: Without objection. So 

ordered. 

(The document referred to, 

previously identified as 

Exhibit No. USPS/OCA-Tl-XE-2, 

was received in evidence.) 

/ /  
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Let C, be the cost for the cost component corresponding to the cost of 
processing shape s. 
Let Vi be volume of delivered mail (final output, response to USPSIOCA-T1- 
37(a)) for subclass j. 

The marginal cost of a piece of subclass j in cost component f is: 

Where is the elasticity of cost C, with respect to the volume Vj. 

The "constructed" W C  is: 

5 

(1 ) MC,~ = acJav, = C,.E,N~ 

(2) WCsj = MC,.Vj = Cs.~sj 

Roberts RWC,, (Response to USPS/OCA-T1-24): 
(3) RWCsj=C5.qS.ds, (single output) 
7, = c+,q, , where 4 is the cost share for operation i 

(memo: If C,. (G =C, (cost in operation i), RWCsj = d , x C j q i  ) 

Two-output case: 

i 

(4a) RWCs,~N,i=C,'rls,lN'ds,~N,j 

(4b) RWCS.OUT.]=C~~~S.OUT.~S,OUT,~ 
(4C) RWCq = RWC~.IN.~ f RWCs.0uT.j = Cs'(?s.lN'ds.lN.j +WXds,OuT.j) 

0 
Where qS.IN and 
outgoing elasticities by operation weighted as per q,; and d,, (IN, OUT) is the 
distribution key share for subclass j in shape s FHP (FHPIN, FHPOUT). 

Equivalence to constructed W C  implies 
(5) C,qs.dSj = C,E,,+ qs.dSj = E ~ ,  (single output case) 

are weighted averages of, respectively, the incoming and 

(6 )  c s  '(T)s.lN'ds.lN.j ffls,ouT&our.j) = Cs'Csj 

3 )Is.IN.ds.IN.j +T7s,OUT'ds,OUT,j = Esj (bo Outputs) 

Decomposing E,,, 

Where €Isi is the elasticity of shape s FHP with respect to subclass j volume. 

Combining (5) and (7). equivalence of (3) to (2) requires 
(8) 8,=dSj 

, (7) =qs.Osj (single output) 
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MR. HYSELTON: Professor Roberts, the Postal 

Service thanks jrou for your candid responses to its 

questions today. 

Mr. Chairman, I have no further cross- 

examination of this witness other than follow-up. 

CHAIRMPN OMAS: Thank you very much. 

Is there anyone else who would like to 

cross-examine Ki.tness Roberts at this point? 

(No response.) 

CHAIiiMAN OMAS: Are there any questions from 

the bench? 

(No response.) 

CHAIRMAN OMAS: With that, Mr. Costich, 

would you like some time with your witness? 

MR. COSTICH: Yes, please, Mr. Chairman. 

Could we have 10 minutes? 

CHAIRMAN OMAS: Absolutely. 

(Whereupon, a short recess was taken.) 

CHAIRMAN OMAS: Mr. Costich? 

MR. COSTICH: Thank you, Mr. Chairman. The 

OCA has a few questions. 

CHAIRMAN OMAS: Proceed, please. 

REDIRECT EXAMINATION 

BY Mh. COSTICH: 

Q Professor Roberts, could you turn to the 
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Postal Service's Cross-Examination Exhibit No. l? 

In your cross-examination you described this 

document as a stylized document. Is that correct? 

A Yes, I did. 

Q Could you explain what more might be needed 

in this document to more closely reflect reality? 

A Yes. A couple of points. One is that since 

this is a sty1 zed model this captures the operating 

plan, but this doesn't necessarily capture the reality 

of the data on a day-to-day basis. 

I mentioned in my response earlier, one of 

my responses earlier, that one example of where this 

stylized plan would not be accurate is that sometimes 

automation compatible letters get handled in the 

manual unit from the start for reasons that might be 

related to capacity constraints or other things in the 

automation operation. That's missed in this stylized 

model. 

Another example is that there's flexibility 

in the way that some of these different flows are 

handled. For example, bulk entered prebarcoded mail 

is represented as flowing into the DBCS operation 

only, but if there are capacity constraints or issues 

with the BCS sorting some of that mail could be 

handled through the MLOCR D I O S  system, and in 
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particular it might - -  because there is some sorting 

capability on that machine as I understand it, in 

particular it may need multiple passes on that 

machinery in order to handle the mail. 

So there are other flows that can go on that 

are going to be reflected in the data that we're using 

for estimation. Those flows have to be allowed. By 

simply nailing down the model so that you only allow 

these particular flows, you're going to miss some 

other pathways that are possible. So that's one issue 

that this stylized model misses. 

A second issue that the stylized model 

misses is the fact that we have to as part of this 

overall exercise of trying to estimate the 

relationship between mail volume in a plant and labor 

hours in a plant, we have to recognize that the mix of 

operations can change as volume changes. This is one 

source of potentially increasing cost is volume 

changes. 

So, for example, as the volume of mail 

entering the plant changes, the mix of these different 

operations, manual versus OCR versus BCS, those 

operations can scale in different proportions. They 

don't have to be used in fixed proportions. 

That's something that my model is designed 
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to capture. It's the whole idea that as the mail 

volume expands the mix of these operations may change 

in different proportions. 

may change in different proportions. 

The use of each operation 

That's something which if you just look at 

these stylized flows and then you isolate on each box 

independently, which is what the Postal Service model 

does, you miss this whole scaling component of mail 

volume and so that's an important way in which this 

stylized model - -  if it leads you to focus on 
individual boxes here, you're going to miss that 

relationship in the data. 

What m)r model does is it tries to focus and 

specifically link the volume of mail that comes into 

the plant with the hours in each of these operations, 

allowing the Postal Service to adopt or adapt within 

the plant in any way that it feels best, you know, 

works best. 

What my model captures then is the 

relationship that: actually occurs; not just the 

stylized relationship here, but what actually occurs 

in the data. 

Q Could you look at the Postal Service's 

Cross-Examination Exhibit No. 2? 

A Yes. 

Heritage Reporting Corporation 
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Q And particularly the last line, Equation 8. 

A Yes. 

Q Could you explain your understanding of what 

that equation means? 

A Yes. What this exhibit is meant to show I 

believe is that if you're going to attempt to estimate 

the processing cost and then allocate those processing 

costs across rate classes we're proceeding to do that 

in two steps. 

One of the steps is to estimate the marginal 

cost of an additicnal unit of mail volume that ccmes 

inco the plant. That's all done with plant level 

data, and that's used to then create the size of these 

cost pools. 

The cost pools are then allocated across 

rate classes using shares of the rate classes, 

basically a distribution key. What this analysis is 

showing is that the distribution key which would be 

appropriate for the model that I've developed is a 

distribution key which would be based solely on mail 

volumes. That's what the small Ds are down there. 

Those would be the shares of mail in each rate class 

as a share of the total volume of mail. 

I just want to point out that that 

distribution key is different than what the Postal 

Heritage Reporting Corporation 
( 2 0 2 )  628-4888 

1 

-, 
L 

3 

8 

9 

10 

L I  

LL 

1 4  

1 5  

1 6  

1 7  

18 

19 

20 

2 1  

2 2  

23 

24  

2 5  0 



8 

9 

10 

11 

I L  

0 l3 
1 4  

1 5  

1 6  

17  

1 8  

1 9  

20 

2 1  

22 

2 3  

24 

25 

0 

8438 

Service model uses. The Postal Service model uses a 

distribution key which is based on piece handling, not 

on pieces of ma-il, not on volume of mail. 

The reason this differs is that what my 

model does, what my approach does, is it builds the 

relationship between plant volume and hours into the 

estimation stage, into the construction of the cost 

pool, so once the cost pools are constructed what's 

left then is to allocate across rate classes. 

What t.he Postal model does is different than 

that. Their distribution assumption, their 

distribution step, is both allocating across rate 

classes, but it's also making an assumption about how 

these operations scale up in response to changes in 

volume, so it's making an assumption about what's 

going on within the plant. 

That's different than mine and so it leads 

to this difference in distribution keys as well. 

Q Professor Roberts, do you have a 

distribution key based on volume shares? 

A I do not, no. You know, presumably this is 

something which could be estimated by the Postal 

Service. The distribution key that they estimated is 

actually much more complicated than the one that would 

be needed to implement this methodology here. 

Heritage Reporting Corporation 
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Q If you don't have a distribution key, can 

you explain how the Commission can make use of your 

analysis in t.his proceeding? 

A Yes. fes, I will try. .Let me offer some 

suggestion. 

Basically what I've tried to do in my 

analysis and the reason I've presented this testimony 

is that I'm trying to address what I think is a 

limitation, a serious limitation, in the Postal 

Service model which effectively rules out one 

important source of diminishing returns or increasing 

mar3inal cost in response to changes in volume. 

I've provided estimates of elasticities, 

elasticities of cost with respect to mail volumes, 

which I think relax that assumption and get rid of 

that limitation. To make use of them though, the way 

to proceed would be to use my estimate to construct 

cost pools based on them just like the Postal Service 

would do and then use a distribution key to allocate 

them across rate classes. 

The distribution key that we need doesn't 

exist right now, but I think there are a couple of 

steps that you might be able to take to at least 

correct I think what are the most serious limitations 

of the Postal model and move it closer toward mine. 
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One of the possibilities is that you could 

go with my model where we just have a single output. 

I've emphasized using incoming and outgoing sorting as 

two different outputs in the model. That means I 

would need a distribution key which would give the 

shares of the mail volume by rate class for incoming 

volume and outgoing volume. That's what doesn't 

exist, to my knowledge. 

If you went with just a single output model, 

and I provide the elasticity estimates in the paper. 

If you went with that you would only need a 

distribution key which gives shares of mail volume by 

rate class in %he overall system, and that's something 

that has to be available, I would assume. 

So that would be one way, go with a single 

output and we could construct the appropriate 

distribution key. The other way to go would be to 

continue to use - -  you could basically make a 

correction to the Postal Service testimony or the 

Postal Service analysis that would correct for this 

limitation of their model. 

The basic limitation is the fact that they 

do not allow the mix of these sorting operations to 

change in response to changes in volume. In 

particular, I have estimated that missing link. I 

Heritage Reporting Corporation 
( 2 0 2 )  628-4888 



I 

2 

4 

5 

6 

7 

8 

9 

10 

11 

12 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 

8441 

have estimates of what that missing piece is. 

What the missing piece shows is that as mail 

volume rises the use of the manual operation increases 

more than proportionately to the increase in mail 

volume while the use of the BCS/DBCS operation 

increases almost exactly proportionately to mail 

volume. 

What’s happening is as mail volume rises the 

mix of these boxes in this first exhibit is changing 

in size, and as mail volume rises the manual box is 

getting large. That’s a source of increasing cost for 

the reasons that we talked about earlier. That‘s a 

source of increasing cost, and unfortunately the 

Postal Service node1 doesn’t recognize that. It 

doesn‘t allow that channel to exist. 

I provide estimates which would allow you to 

at least recognize that the channel exists, and those 

are the estimates in Table 1 of my testimony. 

Basically what it would show is how would you have to 

scale up the cost pools that they construct in order 

to reflect this additional relationship that as mail 

volume rises the use of the different operations 

changes in different proportions. 

I think it wouldn‘t be perfect because the 

distribution key wouldn’t be perfect, but it would at 
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least allow you to recognize that the size of the cost 

pools that they're estimating are basically too small 

and that the size of those cost pools need to be 

larger, particularly in the case of that manual cost 

pool. 

I realize that's imperfect. It's not a full 

A to 2 correction, but it is a way to kind of take 

what I've done and I think at least address what I 

think is the most serious limitation in the Postal 

analysis. 

MR. CCSTICH: No further questions, Mr. 

Chairman. 

CHAIRMhH OMAS: Thank you, Mr. Costich. 

Mr. Heselton? 

MR. HESELTON: Yes, Mr. Chairman. The 

Postal Service has some re-cross-examination here. 

RE-CROSS-EXAMINATION 

BY MR. HESELTON: 

Q Professor Roberts, when you were discussing 

Exhibit 1, the mail flow model, you indicated a number 

of instances, things, considerations that you felt 

were not reflected in this model. Is that correct? 

A I indicated a couple, yes. 

Q Y e s .  Is it true that you have no measures 

whatsoever of the significance of these items that you 
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( 2 0 2 )  628-4888 



8443 

I 

8 

9 

10 

11 

12 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

cited in terms of their impact overall on the 

analysis? 

A No, I do not know how they would impact it, 

but to the extent they exist, those and others, those 

pathways are captured and are reflected in the 

estimates that I provide. 

Q And conversely, to the extent that they 

don't exist it would not be necessary to represent 

them on the Exhibit 1 model? Is that correct? 

A That's correct, but they also would not be 

reflected in the estimates then. 

Q Now, regarding the discussions subsequent to 

that I just want to clarify that when you're talking 

about the volume measures that you've used versus the 

volume measures that the Postal Service has used that 

the volume measures that you use are related to plant 

volumes, not system-wide volumes overall. Is that 

correct? 

A That's correct. The system-wide volumes, 

that's what this second exhibit shows. The system- 

wide volumes only become relevant in the distribution 

stage. They are not relevant for estimating marginal 

costs at plant level. 

MR. HESELTON: Thank you, Professor Roberts. 

THE bTI"ESS : Okay. 
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CHAIRMAN OMAS: Thank you, Mr. Heselton. 

Is there anyone else who would like to re- 

cross at this point? 

Go ahead, Commissioner Goldway. 

COMMISSIONER GOLDWAY: As I understand it, 

in your model the volume variability increases in mail 

handling is over 100 percent. Traditionally the 

Postal Rate Commission has relied on a 100 percent 

formula. 

In reviewing the facts we have in front of 

us for this case, I wondered since you've discussed 

your overall proposal with us in this last discussion 

whether you think the numbers that you've presented, 

which are significantly over 100 percent, are more 

reliable than the 100 percent formula that the Postal 

Rate Commission uses now? 

THE WITNESS: Where the over 100 percent 

comes in is in letters. It's for the letter 

processing pool. 

What I've seen over time as I've looked at 

letter processi2g operations, I've gotten a range of 

estimates, as is expected as technologies change and 

as time periods change, and what I've seen is 

consistently estimates that are very, very close to 

one or slightly above one, in that range over time. 

Heritage Reporting Corporation 
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I do think that there's evidence, and I sort 

of look at the overall body of evidence, that there is 

a source of increasing marginal cost would be the 

economic jargon. There is a reason to believe that 

these elasticities are not less than one, certainly 

not of the order of magnitude that the Postal Service 

claims, and that the reason for that is that it's 

missing one of these important components, which, as I 

mentioned a minute ago, is this scaling up of the 

manual operation as plant volume rises. 

What's responsible for the estimate I get 

this time - -  1.2 I believe it is roughly for letters 

- -  is really that scaling up of the manual operation. 

That's a very important part of that thing. It's the 

first time I've seen the scaling up that large in the 

work that I've done. 

COMMISSIONER GOLDWAY: My follow-up to that 

is in the last two to three years the Postal Service 

has engaged in a consolidation program. Mail volumes 

overall in the system have not risen enough to say 

that in any one plant volumes are going up and causing 

these extra increases in cost except, it seems to me, 

if it's part of a pattern of plant consolidation and 

the plant consolidation is therefore requiring in each 

one of the plants that now exists, that each one of 
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those plants is handling more mail. 

Would I be right to think that the 

consolidation program may have some additional cost to 

it, as well as perhaps some benefits if you're finding 

this increase in costs as volumes go up at the plant 

level? 

THE WITNESS: To the extent that it's being 

handled in the manual operations, you know, that would 

show up as rising volumes and hours in manual 

operations thak are going up even faster. 

I mean, I would be presuming that the Postal 

Service would be trying to handle - -  when they 

consolidate plants would be trying to handle it in 

automated operations. I don't know that it would 

necessarily show up in manual operations, but 

certainly the case that overall volumes are rising and 

how does the new plant respond to that change in 

volume, that would be something that would be in the 

data. 

We would observe higher volumes in these 

plants that are consolidated, and that would be 

reflected. I mean, that would be information used in 

constructing the parameter estimates that I see. 

What I don't have for you is I could see how 

consolidation would raise some plant volumes. What I 
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don't have is an understanding of how the 

consolidation would lead to more manual use, as 

opposed to more - -  

COMMISSIONER GOLDWAY: But you are seeing 

more manual use? 

THE WlTNESS: That's what I'm seeing. 

Correct. 

COMMISSIONER GOLDWAY: So we don't know 

necessarily that one is caused by the other, but they 

both seem to be happening? 

THE wI'~EsS: What I see is the increase in 

volume and the increase in manual use, yes. I do see 

that. 

COMMICSIONER GOLDWAY: All right. Thank 

you. 

CHAIRMAN OMAS: Is there anyone else who 

would like to re-cross? 

MR. COSTICH: Mr. Chairman, Rand Costich for 

the OCA. If I could follow up on Commissioner 

Goldway's questions? 

FURTHER REDIRECT EXAMINATION 

BY MR. COSTICH: 

Q Professor Roberts, if volumes were declining 

instead of rising could you get the same results that 

you have gotten? 
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A Yes. I mean, you can get a changing 

proportion of these different operations whether 

volumes are going up or going down. That would be 

reflected in the data. 

Q If volumes jumped on certain days beyond 

average plant capacity, would that have an effect on 

your elasticity estimates? 

A Certainly. If volume is high on some 

particular days and automated operations become 

capacity constrained for some reason and that flows 

into manual as a result that will be reflected in the 

data. Yes. That's exactly what the model is designed 

to estimate is that relationship. 

MR. COSTICH: No further questions. 

CHAIRMAN OMAS: Thank you, Mr. Costich. 

Mr. Roberts, that completes your appearance 

here today and your testimony. We here at the 

Commission appreciate your contribution to the record, 

and we thank you for your contribution and all that 

you've done for us. We appreciate it, and you are now 

excused. 

Thank you. 

THE WITNESS: Thank you, Mr. Chairman. 

(Witness excused.) 

CHAIRMAN OMAS: Mr. McKeever? 

Heritage Reporting Corporation 
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MR. MCKEEVER: The United Parcel Service 

calls Dr. Kevin Neels to the stand. 

CHAIRMAN Oms: Would you please raise your 

right hand? 

Whereupon, 

KEVIN NEELS 

having been duly sworn, was called as a 

witness and was examined and testified as follows: 

CHAIFMAN OM4S: Please be seated. 

Mr. McKeever, you may proceed. 

MR. MCKEEVER: Thank you, Mr. Chairman. 

John McKeever for United Parcel Service for the 

record. 

DIRECT EXAMINATION 

(The document referred to was 

marked for identification as 

Exhibit No. UPS-T-1.) 

BY MR. MCKEEVER: 

Q Dr. Neels, do you have in front of you a 

document entitled Direct Testimony of Kevin Neels on 

Behalf of United Parcel Service and identified as 

UPS-T-1, revised October 19, 2006? 

A I do. 

Q If you were to testify orally here today 

would that be your testimony? 

Heritage Reporting Corporation 
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A It would. 

MR. MCKEEVER: Mr. Chairman, with that I 

move that the document identified as Direct Testimony 

of Kevin Neels on Behalf of United Parcel Service and 

identified as UPS-T-1 which reflects the revisions 

made by Dr. Neels to his testimony in response to an 

interrogatory oil October 19, 2006, be admitted into 

evidence. 

CHAIRMAN OMAS: Without objection. 

Hearinq none, I will direct counsel to 

provide the reporter with two copies of the corrected 

direct testimony of Kevin Neels. 

That testimony is received into evidence. 

However. as is our practice, it will not be 

transcribed. 

CH 

(The document referred to, 

previously identified as 

Exhibit No. UPS-T-1, was 

received in evidence.) 

IRMAN OMAS: Mr. Neels, have you had 

opportunity to examine the packet of designated 

n 

written cross-examination that was provided to you 

this morning? 

THE WITNESS: I have. 

CHAIRMAN OMAS: If those questions contained 
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in that packet were asked of you orally today, would 

your answers be the same as those you previously 

provided? 

THE WITNESS: They would with one small 

qualification. 

I stated in my response to one interrogatory 

that at the ti.ine I prepared that response I had not 

been able to reproduce D r .  BOZZO'S results exactly. I 

was subsequently able to reproduce them, and the 

differences in methodology that explained my inability 

or  explained ir. one of my subsequent interrogatory 

responses. I believe it's the response to 29(e). 

MR. MCKEEVER: 29fb), I believe. 

THE WITNESS: Okay. In any case, with that 

one small qualification I would not change any of my 

responses. 

MR. MCKEEVER: Mr. Chairman, for the record, 

the original interrogatory response where Dr. Neels 

indicated he could not at the time of that response 

replicate D r .  Bozzo's analysis is 13(e), and the 

explanation later on when he was able to do so is in 

29 (b) . 

CHAIRMRN OMAS: All right. Thank you, Mr. 

McKeever . 

Dr. Neels, are there any additional 
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corrections or additions you'd like to make to your 

answers? 

THE WITNESS: NO. 

CHAIRMAN OMAS: Counsel, would you please 

provide two copies of the corrected designated written 

cross-examinatlon of Witness Neels to the reporter? 

That material is received into evidence and 

is to be transcribed into the record. 

(The document referred to was 

marked for identification as 

Exhibit No. UPS-T-1 and was 

received in evidence.) 
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USPSlUPS-TI-1. Please refer to your testimony at page 12, lines 7-9. Please also refer 
:o USPS-T-12 at page 46, lines 6-13, where Dr. Bozo  states: 

In the CRA, A is estimated (as shares of handlings by subclass, Le., distribution keys) 
from In-Office Cost System (IOCS) data. The process makes use of the most widely- 
known function of IOCS: producing estimates of proportions of handlings of the 
subclasses of mail (see also USPS-T-46, Section II.S.1). It is important to note that the 
IOCS-based distribution key analysis is updated annually with the current year's IOCS 
sample data, as are the calculations of total labor costs by operation and (potentially) 
the variabilities. [Footnotes omitted.! 

Do you disagree with Or. Bouir's characterization of the CRA methods? If so, please 
state the basis for your disagreement. 

Response: 

I disagree with parts of Dr. Bozzo's characterization, and agree with other parts. 

I disagree that the matrix A is estimated from in-Office Cost System data. As I 

understand it, the IOCS measures the subclass composition of the mail stream at 

different stages of processing. I ani unaware of any aspect of the IOCS that tracks an 

individual mail piece and counts the number of handlings that it receives as it passes 

through the various processing operations. I agree that the most widely-known function 

of IOCS is to produce estimates of the proportions of costs attributable to the various 

subclasses of mail. I agree that the IOCS-based distribution key analysis and the 

calculations of total labor costs by operation are updated in every general rate case. I 

do not know whether they are updated in other years 

0 
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RESPONSES OF UNITED PARCEL SERVICE WITNESS NEELS 
TO INTERROGATORIES OF UNITED STATES POSTAL SERVICE 

USPSlUPS-TI-2. Please refer to your testimony at page 12, lines 3-4. Please also refer 
to USPS-T-12 at page 26, lines 70-21. For each of the sorting operation activities listed 
by Dr. Bozzo (runtime, quasi-a:lied labor, setup and take-down, waiting for mail, 
"overhead" activities, and other not-handling activities), please provide your operational 
explanation why each would (or should) depend on volumes of mail other than the piece 
handlings of mail processed within the cost pool for a sorting operation. If you have no 
operational explanation(s) in any case, please so indicate. 

Response: 

This interrogatory reques!s information in six areas. I have organized my 

responses accordingly 

a) Runtime 

The primary manner in which the number of piece handlings in one MODS pool 

mighl influence runtime in another is by altering the composition and characteristics of 

the mail stream in the latter pool. In Dr. Bradley's Docket No. R-97 mail processing 

testimony this possibility was recognized explicitly by the inclusion in his variability 

models of the "manual ratio" variable.' The same variable appears in Dr. Bouo's 

Docket No. R-2000-1 mail processing variability models.' In Docket No. R-2001-1, Dr. 

B o u o  dropped the manual ratio from his models for automated and mechanized 

operations, but retained it in his mcdels for manual letter and flats pro~essing.~ 

0 

Evidence presented in my testimony in this proceeding indicates that the 

installation of AFSMlOO machines altered the cost structure of the Manual Flats and 

Docket No. R97-1. USPS-T-14. Pp. 16-17. 
Docket No. R2000-1. USPS-T-15. pp. 116-17. 

'Docket No. R2001-1. USPS-T-14. pp 47-49. 

1 
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FSM1000 cost pools, indicating that effects such as those modeled by Drs. Bradley and 

Bozzo persist to this day. 

b) Quasi-Allied Labor 

Dr. Bozzo has indicated in his direct A i m  ny that he use this term to refer to 

"activities, particularly moving mail and equipment into and out of the operations, that 

are similar to LDC 17 allied labor operations but which are carried out by employees 

clocked into the sorting ~perat ion. "~ I would expect the amount of time required for such 

activities to be sensitive to the overall degree of crowding and congestion at the plant 

(since Dr. Bozzo's definition implies that these activities take employees outside of the 

area of the sorting operation ani: into the plant at large). For this reason, time devoted 

to quasi-allied activities for a specific sorting operation could be expected to be sensitive 0 
to the overall level of activity at the plant. 

c) Setup and Take-Down 

As an example, see the testimony of Witness McCrery in which he describes a 

situation in which small volumes of flats will be processed manually when the volume 

does not justify setting up and sweeping a ~ c h e r n e . ~  In this case, the volume processed 

manually affects the setup and take-down time for the alternative automated operation. 

d) Waiting for Mail 

USPS-T-12. p. 29. 
USPS-T-42, p. 19. lines 28-30. 5 0 4 
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Time spent waiting for mail should depend in part on when mail arrives at the 

plant. Given a set of arrival times at the plant, however, time spent within a particular 

sorting operation waiting for mail should also depend upon how long it takes employees 

clocked into allied operations to open containers, separate mail, and deliver it to the 

direct sorting operations. That time, in turn, will depend upon the overall volume of mail 

to be opened, separated and delivered. 

e) "Overhead" Activities 

The answer to this question depends upon where the line is drawn between the 

overhead associated with a parlicular sorting operation and the overhead associated 

with the plant as a whole. In general, I would expect the time and cost required for 

coordination, scheduling, staffing and other overhead activities to increase with 

increases in the number of separate activities to be coordinated, and with increases in 

overall capacity utilization, broadly defined. However, I do not know enough about 

clocking practices within MODS plants to be able to say with reasonable certainly what 

portion of such cost increases would be recorded as increased overhead for MODS 

sorting operations, and what portion would be recorded as increased overhead time in 

other plant level accounts. 

0 

f) Other Not Handling 

In USPS-T-12, Dr. Bozo  discusses this category in connection with "Waiting for 

Mail." This part of the interrogatory therefore draws a distinction not present in the 

5 
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portion of Dr. Bozzo's testimony to which it refers. Assuming that this distinction is 

deliberate and not inadvertent, I will attempt to respond. Since "Other Not Handling" 

time is a residual category that could cover a large number of different types of 

situations, it could be influenced in a number of different ways by the volume of mail 

being processed in other activities. To give one possible example, a mechanical 

problem with the sorting equipment could force the assigned staff to wait until a 

repairman comes to correct the pro5lem How long they would have to wait would 

depend how busy the repairman was responding to problems at other operations. 

6 
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USPSIUPS-TI-3. Please refer to your testimony at page 13, lines 14, to page 14, line 
10. 

a. Please confirm that, for an econometric analysis using MODS workhours at 
some level of operational disaggregation (whether or not the Postal Service cost pools) 
as the dependent variable, "misclocking" introduces an error to the dependent variable. 
If you do not confirm, please explain. 

b. Please confirm that if "misclocking" adds a random error term with mean zero 
to the dependent variable of an econometric analysis of MODS workhours, the 
statistical consistency properties of OLS, GLS, and/or instrumental variables (IV) 
estimators normally is unaffected by the introduction of the error. If you do not confirm, 
please explain. 

c. Please confirm that if "misclocking" adds a random error term with nonzero 
mean to the dependent variable of an econometric analysis of MODS workhours, the 
statistical consistency of OLS. GLS, andlor IV estimators normally is only affected to the 
extent that various regressors (e.g., overall intercept, site-specific intercepts, quarterly 
dummy variables, trend variahles) fail to control for the systematic component of the 
"misclocking." If you do not confirin. please explain 

0 Response: 

a. Confirmed 

b Partially confirmed. The statistical consistency properties of OLS, GLS, and/or 

instrumental variables (IV) estimators remain unaffected by the addition to the 

dependent variable of a random error with mean zero in the dependent variable only if 

the measurement error in the dependent variable is statisticaNy independent of the 

explanafory variables, 

If the measurement error is correlated with the explanatory variables, consistency 

of the OLS. GLS, andlor instrumental variables (IV) estimators will be adversely 

7 
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affected. Consider, for example, 3 simple OLS regression of MODS hours on volume 

and other control variables: 

H* = Po +B,Volume+.....+ BAA', + I (  (1) 

Where u has zero mean and is uncorrelated with the explanatory variables and 

f f '  represents the actual hours. However, due to the misclocking argument, observed 

hours Hdiffers from N' 

Misclocking error is e,  = H - H '  

Rearranging the equation (1) gives: 

I !  =/I,, +B,l'o/unle+ ...., t B , X ,  + u + L ' ,  (2) 

or: 

I I  = fl,, + B, Volutne+ .__.. + E ,  X, + I '  (3) 

From equations (2) and (3). i f  C ~ ~ I . ~ ~ ~ ~ / ~ / ~ ~ ~ ~ , . ~ , ~ ~ )  f 0 ,  then Cov(Vo/urne,v) f 0 

In that case, asymptotic bias (inconsistency) in p, , the OLS estimator, will be given by: 

plIm 0, - 0, = Cov(Vohmic. L,) / Par( Volime) (4 1 

c. Not confirmed. If misclocking adds a random error with nonzero mean to the 

dependent variable in an econometric analysis of MODS workhours, its effect on the 

0 a 
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consistency properties of OLS, GLS, and/or instrumental variables (IV) estimators will 

depend upon whether or not it is correlated with the explanatory variables. See 

response to USPS/UPS-T1-3(b), above. Assuming that the independence conditions 

set forth there are met, adding a random error with nonzero mean to the dependent 

variable in an econometric analysis of MODS workhours introduces a bias into the 

estimator of the intercept term (See Wooldridge, Econometric Analysis of Cross Section 

and Panel Data, page 71). Consequently, such misclocking would introduce biases into 

the estimators of the various intercept terms in the model (e.g. overall intercept, site- 

specific intercepts, quarterly dummy variables, etc.). 

9 
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USPSlUPS-T1-4. Please refer to your testimony at page 14, lines 7-8. You characterize 
it as “surprising” that $537.6 million in cost was “transferred from Mail Processing to 
Administration” in BY 2000. Please also refer to USPS-LR-L-9, file 
“IOCSDataEntryFlowchartFYO5,xls, “QI 8” tab. 

a. Please refer to PRC Op., Docket No. R97-1, 73140. Please confirm that the 
“transfer” is performed to “apportion Segment 3 costs according to the established 
method” prior to Docket No. R97-1, as recommended by UPS witness Sellick in that 
proceeding. If you do not confirm, please explain. 

b. Please refer to Docket No. R97-1, Tr. 26/14222. Please confirm that, at the 
time, UPS witness Sellick testified that he did not study the appropriate classification of 
the transferred (or “migrated”) costs, and that the Postal Service’s approach in Docket 
No. R97-1 may have been reasonable. If you do not confirm, please explain. 

c. Please confirm that in question 188, “Operational Area,” the parenthetical 
description of option ‘I1, “Administrative,” is “Including Claims and Inquiry Work, 
Personnel & Time & Attendance Work, Accounting & Auditing Work, Data Collection & 
Processing Activities, Procurement, Training, Quality Control/Revenue Protection, 
General Offce Work, Union Business.” If you do not confirm, please explain. 

d. Is it “surprising” that mail processing plants would incur costs for some or all of 
the activities listed in part a? Please explain. 

0 
e. To the extent that “administrative” costs incurred at mail processing plants 

(NOT post offices, stations, branches. or headquarters units) are volume-variable, is it 
better to treat such costs as representing administration of mail processing activities or 
as general administration of the Postal Service? Please explain. 

Response: 

a. Partly confirmed. The Opinion and Recommended Decision from Docket No. 

R97-1 states that the Commission performs the apportionment for the purpose stated 

and in the manner demonstrated by Witness Sellick, but I have not inspected the 

calculations myself to confirm that this is the case 

b. Partly confirmed. Witness Sellick stated that it may be reasonable to 

distribute a certain type of administrative costs, those that are related to a specific mail 

10 
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processing operation, in proportion to the subclasses of mail processed in that 

operation. But he demurred that he had not examined that issue. 

c. Confirmed. 

d. Assuming you rneact part (c) rather than part (a), it is not surprising that 

administrative costs would be incurred at mail processing plants. What is surprising is 

that for such a large portion of the time, workers found to be performing those 

administrative tasks were clocked into mail processing MODS codes, rather than 

administrative MODS codes. In short, I was surprised at the prevalence of conflicts 

between MODS and IOCS. Below is the full passage from the Commission’s Docket 

No. R2000-1 Opinion and Reconirnended Decision on this point. 0 
For MODS offices, the Postal Service again proposes to apportion 

Segment 3 costs to components according to the MODS record ofthe 

activity an employee was clocked into even where it conflicts with the 

activity thaf the l0CS data collector actually observed being performed. 

Resolving all conflicts in favor of MODS data would cause $72.2 million of 

IOCS-defined Window Service and $537.6 million of IOCS-defined 

Administration costs, to “migrate” to the Mail Processing component. PRC 

LR-5, CS 3.0 Worksheet 3.01a. 

11 
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e. To the extent that "administrative" costs incurred in mail processing plants are 

volume-variable, my primary concern would be to assure that their variability is 

accurately measured, and that they are attributed to the mail classes that cause them. I 

would support whatever treatment could best achieve those primary goals. 

12 
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USPSIUPS-TI-5. Please refer to the econometric analysis presented in Section 6 of 
your testimony. 

a. Please provide, in notation similar to Section 1V.D. of USPS-T-12, the 
estimating equation@) you used in your analysis. 

b. Did you explore any alternative model(s) or specification(s) in addition to those 
provided in Section 6 and/or whose estimating equation(s) are provided in response to 
part a? If so, for each alternative model or specification, please describe the alternative 
model or specification, indicate the difference(s) between the alternative and the 
analysis you present in Section 6, and provide a statement of the reasons for rejecting 
that alternative. 

Response: 

a. The estimating equation used in my analysis took the following form: 

0 where: 

H,! is the number of labor hours (summed across all of the MODS operations 

examined by Dr. Bozo)  in plant i during period t. 

Tis a time trend variable. 

D,, is the number of delivery points in the territory of plant i during period t. 

V,,, is the number of letter-shaped first handling pieces for plant iduring period 

t. 

V,, is the number of fla!-shaped first handling pieces for plant i during period t, 

13 
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V,,, is the number of parcel-shaped first handling pieces for plant i during 

period t. 

ea is a random error term 

b. In addition to the model depicted above in equation (5). I investigated three 

alternative specifications. 

First, I considered shape level versions of the model shown in equation (5). In 

these versions I took as the dependent variable the total labor hours summed across all 

of the MODS operations dealirg with that specific shape. I included as the Sole cost 

driver the number of first handling pieces for that shape. I regarded the plant level 

results provided by the equation shown above as superior for the reasons set forth in 

my direct testimony on pages 49-50. 

,o 

Second, I considered a version of equation (5) in which Priority Mail first handling 

pieces appeared as a separate fourth cost driver. Results produced by this version 

closely resembled those produced by equation (5). I selected equation (5) because it 

sought to estimate fewer parameters from the data. 

Finally. I investigated the use of shape-level RPW volumes as cost drivers in a 

model otherwise identical to that shown in equation (5). I rejected these results 

because of concerns about the precision of the RPW data. The Postal Service had 

warned that at high levels of geographic andlor subclass detail they may be subject to 0 14 
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high sampling variability (See response to UPS/USPS-T12-14(c) (Tr. 10/2605)). 

Inspection of the raw data suggested that such concerns were well-founded. 

15 
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USPSIUPS-TI-6. Please refer to Table 3 from your testimony, USPS-T-1, at 
page 15. Please also refer to USPS-LR-L-55, Table I-2B, in R2006 lr-I- 
55-ptl .XIS. Please also refer to the SAS program iocs~2005~analysis.sas in 
UPS-WP-1. 

a. Please confirm that witness Van-Ty-Smith's definitions of the DlBCS 
INC and D/BCSOUT pools include MPBCS and CSBCS operations (e.g., 
operations 874 and 911). If you do not confirm, please explain. 

b. Please confirm that witness Van-Ty-Smith's definitions of the SPBS 
OTH and SPBSPRIO pools include APPS and LIPS operations (e.g., operations 
245 and 257). If you do not confirm, please explain. 

c. Please confirm that witness Van-Ty-Smith's definition of the ICANCEL 
pool includes operations 01 7 (Cancelling Operations Misc), 018 (Collection Mail 
Separation), and 019 (Tabber). If you do not confirm, please explain. 

d. Please confirm that your SAS code does not assign MPBCS or CSBCS 
tallies (e.g., Q18C02=B or QL18C02=C) to the act-mods-group '0 DIBCS.' If you 
do not confirm, please indicate exactly where in your SAS code you do so. 

e. Please confirm that your SAS code does not assign APPS or LIPS 
tallies (e.g.. Q18C04=B or Q18C04=C) to the act-mods-group '67 SPBS.' If you 
do not confirm, please indicate exactly where in your SAS code you do so. 

f. Please confirm that your SAS code does not assign tallies with 
Q18E1 O=E ("'Collection/Separation/Dumping/Culling (Typically MODS Op. #s 
017-018)") or Q18C02=F ('Tabber") to the act-mods-group '12 ICANCEL.' If 
you do not confirm, please indicate exactly where in your SAS code you do so. 

g, Please confirm that a portion of the tallies you assign to the 'Non- 
Sorting Activity" group are tallies for breaks, clocking in or out, and empty 
equipment work (activity codes 6521-6523). If you do not confirm, please explain. 

h. Please confirm that correctly clocked employees in sorting operations 
may be observed on break, clocking in or out, or handling empty equipment. If 
you do not confirm, please explain. 

RESPONSE: 

a. Confirmed. I note, however, that Dr. B o n o  does not include 

CSBCS in his definition of the DlBCS INC and DlBCSOUT pools (Operation 91 1) 

L 
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in his definition of DlBCS INC and DlBCSOUT pools. Please see the mapping in 

data file oper-grp-rnaps.x/s (Operations 908-91 1 in worksheet 2005) in Section 4 

of USPS-LR-L-56 that supports his USPS-T-I2 testimony. 

b. Confirmed, I note, however, that Dr. Bozzo does not include APPS 

(Operation 245) in his definition of the SPBS OTH and SPBSPRIO pools. Please 

see the mapping in data tile oper-grp-maps.x/s (Operations 154-157 and 244-247 

in worksheet 2005) in Section 4 of USPS-LR-L-56 that supports his USPS-T-12 

testimony. 

c. Confirmed. 

d. Confirmed, I note, however, that Dr. Bozo  does not include 

CSBCS (Operation 911) in his definition of the DlBCS INC and DlBCSOUT 

pools. Please see the mapping in data file oper-grp-rnaps.x/s (Operations 908- 

91 1 in worksheet 2005) in Section 4 of USPS-LR-L-56 that supports his USPS-T- 

12 testimony. 

e. Confirmed. I note, however, that Dr. Bozzo does not include APPS 

(Operation 245) in his definition of the SPBS OTH and SPBSPRIO pools. Please 

see the mapping in data file oper-grp-rnaps.x/s (Operations 154-157 and 244-247 

in worksheet 2005) in Section 4 of USPS-LR-L-56 that supports his USPS-T-12 

testimony. 

f. Confirmed 

g. Confirmed. 

3 
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h. Confirmed. 

4 
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USPSIUPS-TI-7. Please refer to your testimony at page 15, line 9 to page 16, 
line I O ,  and Tables 4 and 6. 

a. Please confirm that “weighing batches of mail and applying conversion 
factors” for FHP measurement will, to the extent the conversion factors differ 
from the actual numbers of pieces per pound-of mail, introduce error into the FHP 
measurement-i.e., the converted FHP and a hypothetical actual piece count 
would differ. If you do not confirm, please explain. 

b. Please confirm that the conversion error process in FHP measurement, 
as described in part a, is nct present in machine counted TPH and TPF for 
automated and mechanized operations. 

c. Please confirm that, for some realizations of the FHP conversion error 
process, measured FHP may exceed TPH and/or TPF in the absence of any 
error in TPH and/or TPF measurement. If you do not confirm. please explain. 

d. Please consider a hypothetical sorting operation where (1) every 
handling would be eligible for an FHP count, and (2) no subsequent handlings 
are carried out, so theoretically FHP=TPH. Assume also the FHP conversion 
factors are on average correct and the number of observations is large. In the 
absence of any other errors in FHP or TPH measurement, what fraction of 
observations would you expect to exhibit converted FHP greater than TPH? 

e. Please confirm that your calculations for Tables 4 and 6 do not 
otherwise attempt to discern whether the FHP. TPH, and/or TPF data actually 
are anomalous. 

RESPONSE: 

a. Confirmed. 

b. confirmed. 

C. Confirmed 

d. I interpret your assumption that FHP conversion factors are “on 

average correct‘ to mean that the average of the difference between the true 

FHP’ and the estimated FHP calculated across batches of mail equals zero. 

5 
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This hypothetical does not provide enough information to permit me to 

answer the question posed The answer to this question would depend upon 

whether the distribution of the random variable FHP-FHP' is symmetric or 

skewed. 

e. This question is unclear. I am unsure what the term "otherwise" 

refers to. In addition, the question seems to draw a distinction that is not defined 

between actual anomalies and what might be termed "non-actual" (or, perhaps 

more artfully stated, "apparent") anomalies. In an effort to be responsive, I will 

assume that this question attempts to distinguish "actual" anomalies from what I 

will call "apparent" anomali2s, and that apparent anomalies arise when the FHP 

conversion factors are "correct on average," TPH andlor TPF counts are 

accurate, and estimated FHP exceeds TPH or TPF solely because for a 

particular batch of mail estimated FHP exceeds actual FHP. Given these 

interpretations, I confirm that the results shown in Tables 4 and 6 make no effort 

to distinguish between actual and apparent anomalies. I simply report instances 

in which the figures reported in Dr. Bozzo's data violate relationships that should 

hold by definition, regardless of the reasons for those violations. 

6 
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USPSIUPS-TI-8. Please refer to your testimony at page 16, line 12, and Tables 
4-7. Please also refer to the Stata program Flag Errors.do, in UPS-WP-1, 
specifically the code: 

*MAKE FLAG 1 = 1 I F  HRS or TPF or TPH ARE ZERO FOR AUTO OPS 
* AND I F  HRS or TPF or  TPH ARE ZERO FOR MANUAL OPS 
gen flag 1 = 0 
replace Flag - 1 = 1 if auto==l & flag-0==0 & (hrs==O I tpf==O 
I tph==O) 
replace flag - 1 = 1 if rnanual==l & flag-0==0 & (hrs==O 
tph==Oi 

I 

a. Please confirm that the above code is intended to indicate observations 
that fail the criterion “If volume data are present, hours data should also be 
present, and vice versa.” If you do not confirm, please explain the purpose of the 
code. 

b. Please confirm that observation counts from the two “replace” 
statements are the source of the observation counts in line 6 of Tables 4-7. If you 
do not confirm, please describs your calculations for those lines in detail. 

c. Please confirm that “(hrs==O I tpf==O I tph==O)” eValUateS to 
“true,” and you flag an error (“flag-I = 1”) for an automated or mechanized 
operation, if hours, TPF, and TPH are all zero. If you do not confirm, please 
explain. 

d. Please confirm that “(hrs==o 1 tph==o) ”evaluates to “true,”and 
you flag an error (“flag-I = 1”) for a manual operation, if hours, and TPH are both 
zero. If you do not confirm, please explain. 

e. Please confirm that observations where hours, TPH, and (as applicable) 
TPF are all zero are not anomalous by the criterion from page 16, line 12-i.e., 
the data are consistent with being “valid zeros.’’ If you do not confirm, please 
explain. 

f. Please show the number of observations in each entry in line 6 of Table 
4 and line 6 of Table 6, where hours, TPF, and TPH are all zero-Le., (hrs==O 
& tpf==0 & tph==Oi. 

g. Please show the number of observations in each entry in line 6 of Table 
5 and line 6 of Table 7 where hours, and TPH are both zero-Le., (hrs==O & 
tph==O i . 

h. Please provide the program code, and any output logs, used to produce 
the responses to parts f and g. 

7 



e. The determinaticn of whether records are valid where hours, TPH, 

and (as applicable) TPF are all zero depends on the value of FHP. If FHP is also 

zero, then these records might represent valid zeros. They might also represent 

gaps, however. If FHP is not zero, however, it would not be appropriate to 

regard these records as valid zeros. 

a 
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RESPONSE: 

a. Confirmed 

b. Not confirmed. The flag-1 variable is created at the operation 

level. The count of the maximum of the flag-I variable by cost pool is reported in 

Tables 4 and 5. Tables 6 ar,d 7 show counts of those records where the 

maximum of the flag-1 variable by cost pool equals one, and the criteria for the 

previous lines in the table were not met. These calculations are performed in flag 

errorsdo, contained in UPS-T1-Neels-WP-I Revised, MODS Data\Data Errors. 

c. Not confirmed. If hours, TPF, TPH and FHP are all zero then 

Flag-0 = 1 and Flag-1 will nst be set to 1. If hours, TPF, and TPH equal zero 

but FHP does not equal zero, then Flag-I will be set to 1. 

d. Not confirmed. If hours, TPH and FHP are all zero then Flag-0 =I 

and Flag-1 will not be set to 1. If hours and TPH equal zero but FHP does not 

equal zero, then Flag-1 will be set to 1. 
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f-9. Counts of line 6 records in Tables 4 and 5: 

Cost Name Count Line 6 records Line 6 records where 
pool of where hrs=0 8 hrs=0 8 tph=O 8 (if 

Line 6 tDh=O 8 (if applicable) tpf =O 8 
tpf =O f h _ p n n o t  equal o 

11 Manual flats 120 0 0 
12 
13 
14 
18 
34 
39 
4 
6 
AC 
BD 

Manual letters 
Manual parcels 
Manual priority 
Cancellations 
SPES Total 
AFSM 100 
OCR 
FSM 1000 
Outgoing DlBCS 
Incoming DlBCS 

104 
1310 
967 
212 
1082 
132 
180 
286 
1178 
847 

0 
0 
0 
0 

30 
20 
50 
64 
125 
177 

0 
0 
0 
0 

30 
20 
50 
64 
125 
177 

Counts of line 6 records in Tables 6 and 7: 

Cost Name Count Line 6 records Line 6 records where 
pool of where hrs=0 8 hrs=0 8 tph=0 8 (if 

Line 6 tph=O 8 (if applicable) tpf =O 8 
applicable) tpf =O fhp does not equal 0 

11 Manual flats 116 0 0 
12 Manual letters 104 0 0 
13 Manual parcels 1306 0 
14 Manual priority 955 0 
18 Cancellations 21 1 0 
34 SPBS Total 1078 30 
39 AFSM 100 129 18 
4 OCR 152 37 
6 FSM 1000 277 59 

0 
0 
0 

30 
18 
37 
59 

AC Outgoing DlBCS 1089 107 107 
0D Incoming DlBCS 798 153 153 

h. See int 8 response.do. int 8 response.log, 

int8responsetables45.~sv, and int8responsetab/es67.csv which are being 

provided in library reference UPS-LR-L-1. The program int 8 responsedo is run 

using the dataset bozzo_nags_op_/eve/.dta, which is also included in library 

9 
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reference UPS-LR-L-1. That dataset is created in UPS-TI-Neels-WP-I Revised, 

MODS DataData Errors\ Flag frrors.do; it can be retained by deleting the line at 

the end of the program: 

capture erase stata\bozzo-flags-op-leveLdta 

10 
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USPSIUPS-TI-9. Please refer to your testimony, Table 4, line 5, and Table 6, 
line 5. 

a. Please confirm that the entries in the “BCS Outgoing” and “BCS 
Incoming” columns were screened at a finer level of operation disaggregation 
than the operation groups shown in the header. If you do not confirm, please 
describe in detail how you arrived at the observation counts in line 5 for those 
operation groups. 

b. Using your methods, please show how many observations in line 5 of 
Table 4 and line 5 of Table 6 have (i) only HRS < 0, (ii) only FHP < 0, (iii) only 
TPH c 0, (iv) only TPF < 0, and (v) more than one variable with negative values. 
Please also provide the program code, and any output logs, used to produce 
your response. 

pools employed in Dr. Bozzo’s analysis, the counts of negative values of hours, 
FHP, TPF. and TPH are as follows: 

Quarterly observations with negative MODS data, BCS Operation Groups 
Variable BCS Incoming 
(group 71 + group 73) 
BCS Outgoing 
(group 72 + group 74) 
H R S c O 0 0  
FHP < O  0 2 
TPF c 0 0 0  
TPH < 0 0 0 
Source: USPS-LR-L-56, ~ ~ 9 9 0 5 . ~ 1 ~ .  

If you do not confirm, please provide the counts you believe to be correct, and 
show your calculations in detail. 

RESPONSE: 

c. Please confirm that for the “BCS Outgoing” and “BCS Incoming” Cost 

a. Confirmed 

11 
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b. See below, which is generated from int 9 response.do, int 9 

response./og, and int9response,csv, which are each being provided in UPS-LR- 

L-I.  

Cost Name HRS FHP TPH TPF Morethanone Total 
pool < O  c 0 e 0  < O  variable with 

(09) (only) (only) (only) negative values 
11 Manual flats 2 6 0 0 8 16 
12 Manual letters 0 1 1 0 0 2 
13 
14 
18 
34 
39 
4 
6 
AC 
BD 

Manual parcels 
Manual priority 
Cancellations 
SPES Total 
AFSM 100 
OCR 
FSM 1000 
Outgoing DlBCS 
Incoming DlBCS 

.4 0 0 0 
3 8 0 0 
0 0 3 2 
2 5 0 0 
0 8 0 0 
1 39 4 0 
1 40 0 0 
4 468 26 0 
3 185 3 0 

I 
36 
0 
5 
0 
0 
0 
14 
3 

5 
47 
5 
12 
8 

44 
41 
512 
194 

c. Not confirmed. In answering this question I have interpreted the 

phrase "employed in Dr. BCUO'S analysis" to refer to all of the records contained 

in Section 1\Data\vv9905.x/s in USPS-LR-L-56. The counts I believe to be 

correct are shown below, which are generated from int 9 response.do and int 9 

response./og, found in UPS-LR-L-1, The program int 9 response.do is run using 

the dataset bozzo_nags_op-/eve/.dla, which is also included in library reference 

UPS-LR-L-1. That dataset is created in UPS-TI-Neels-WP-1 Revised, MODS 

Data\Data Errors\ f lag Errors.do; it can be retained by deleting the line at the end 

of the program: 

capture erase stata\bozzo-flags-op-/eve/.dta 

12 
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Variable BD AC 
BCS Incoming BCS Outgoing 

Grou s 7 2 + 7 4  
HRS 0 2 1 
FHP < 0 10 5 
TPF < 0 0 1 
TPH < 0 0 1 

13 
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USPSIUPS-TI-IO. Please refer to your testimony at page 24, lines 11-21, and 
Table 8. Please also refer to USPS-T-12, Table 26. 

a. Please confirm that the estimated standard error for Dr. BOZZO’S 
recommended Manual Priority elasticity is 0.09. If you do not confirm, please 
explain. 

b. Please confirm that the estimated standard error for the Manual Priority 
alternative elasticity based on weekly screens is 1.8. If you do not confirm, 
please explain. 

c. Please confirm that what you term the “true composite” in Table 8 is 
presented in USPS-T-12, Table 26. 

d. Given the large decrease in the precision of the Manual Priority 
estimate, is it necessarily unreasonable to present the composite variability with 
and without the result in the unreliable cell? 

e. Please confirm that, as statistical estimates, a set of econometric 
elasticities would be expectea to exhibit increases and decreases of varying 
amounts (depending on the sampling errors of the estimates) when estimated on 
different samples. If you do not confirm, please explain. 

RESPONSE: 

a. Confirmed. 

b. Confirmed. 

C. Confirmed. 

d. The term “unreasoriable” used in this interrogatory is open to such 

a breadth of different interpretations that I am unsure how to answer 

e. Confirmed. I will note, however, that “increases and decreases of 

varying amounts” could arise from at least two different causes. First, such 

changes might be the innocuous result of random variations within the overall 

population. However, they might also result from the fact that the relationship 

14 
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between the dependent variable and the independent variables differs 

systematically from one subpopulation to another. The results presented in 

Tables 11 through 15 of my testimony suggest that systematic differences of the 

latter type exist within the population of MODS plants examined by Dr. Bozzo. 

15 
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USPSlUPS-TI-11. Please refer to your testimony at page 24, lines 19-21, and 
Table 8. Please also refer to your testimony from Docket No. R2000-1, UPS-T-1 
at 58, lines 14-16 (Tr. 27/12830). 

a. Please confirm that your Table 8 (and USPS-T-12, Table 26, from 
which your table is derived) show that the imposition of stricter data screens 
increased some elasticities and decreased others. If you do not confirm, please 
explain. 

b. Please confirm that, in your previous testimony cited above, you 
attributed a higher variability from a "parcels" model aggregated over several cost 
pools, as compared to cost pool results presented at the time by the Postal 
Service, to "elimination of gross errors" in the data, and not to other sample or 
specification differences between your alternative model and the Postal Service's 
models. If you do not confirnt, please provide the interpretation of your previous 
testimony that you believe to oe correct. 

c. Please confirm thst, as a general matter, elimination of data errors may 
affect the variabilities in either direction. If you do not confirm, please explain. 

d. In your previous testimony. did you conduct any explicit analysis to 
decompose your results among sample size changes, econometric specification 
changes, and elimination of data errors? If so, please provide detailed references 
to all such analysis in the Docket No. R2000-1 record. 

e. Consider two operations, X and Y. Suppose a datum that should be 
recorded to operation X is instead recorded under operation Y. Please confirm 
that, in such a case, data for operations X and Y exhibit errors, but the aggregate 
X+Y is correct. If you do not confirm, please explain. 

f .  Please confirm that an aggregation of data as in part e is the method by 
which you purported to "eliminate" errors in the MODS data in your Docket No. 
R2000-1 analysis referenced above. If you do not confirm, please explain fully 
how your analysis "eliminated" the errors. 

RESPONSE: 

a. Confirmed 

b. Confirmed. 

C. Confirmed 

16 
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d. No. 

e. Confirmed. 

f. Not confirmed. I never claimed in my Docket No. R2000-1 

testimony to have "eliminated" data errors. I did make the narrow claim that 

errors arising from the commingling of SPBS and Manual Parcel reporting could 

be eliminated by combining the two operations into a single parcel operation. 

See Docket No. R2000-1, JOS-T-1 at 57, lines 8-9 (Tr. 27/12829). Focusing 

upon such a combination would not have eliminated other types of errors, 

however. Moreover, my primary motivation for combining MODS operations to 

allow shape-level analysis was that "manual and automated processing activities 

represent parallel and interdependent methods for handling the same mail 

stream. For this reason, it may be appropriate to view the set of activities for a 

specific shape as an integrated whole and to measure the volume variability of 

that integrated process." See Docket No. R2000-1, UPS-T-1 at 57, lines 11-16 

(Tr. 27112829). 

17 
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USPSlUPS-TI-12. Please refer to section 3a of your testimony at pages 27-30, 
and Table 10. 

a. Is your “Interpretation” of the “Partial R-squared of excluded 
instruments” in Table 10 based on a formal statistical test? 

b. If your answer to part a is yes, please specify the test (with appropriate 
references to the econometric literature), identify the p-value (or confidence level) 
for each cost pool, and specify the critical p-value (or confidence level) you 
employed. 

c. Please refer to the Staiger and Stock paper cited in your footnote 28, at 
page 557. Please confirm that in the second sentence of the paper’s first 
paragraph, Staiger and Stock use a first-stage F statistic less than 10 as a rule- 
of-thumb for the weak instruments case. If you do not confirm, please explain. 

d. Please confirm that Staiger and Stock show that the two-stage least 
squares and limited-information maximum likelihood have different finite-sample 
properties in the case of weak instruments (see section 6.A of the cited paper, 
page 575). If you do not confirm, please explain. 

RESPONSE: 

a No. 

b. Not applicable. 

c. Not confirmed. In the cited sentence of the Staiger and Stock 

paper they do not identify the F-Statistic value of 10 as a “rule of thumb.” Their 

discussion suggests that values below 10 are problematical. They do not say 

that values above 10 are not problematical. 

d.  Confirmed 

18 
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USPSIUPS-TI-13. Please refer to your testimony, UPS-T-1, Table 11 (page 32). 
Please refer also to UPS-WP-I, program WP Chow-Big vs Restdo and its 
accompanying output log. 

a. Please confirm that the specification tests you report are based on the entire set of 
coefficients from the translog models for the listed cost pools, excluding the site-specific 
intercepts. If you do not confirm, please explain fully. 

b. Please confirm that, for the translog models, the output elasticities or volume 
variability factors are functions of subsets of the coefficients and certain data elements. 
Please see, e.g., Tr. 10/2557-8. If you do not confirm, please explain. 

c. Please confirm that you did not compute output elasticities for the subsamples you 
developed for the analysis reported in Table 1 1. If you do not confirm, please explain 
where the results appear in the Stata program referenced above or elsewhere in your 
workpapers. 

d. If you believe it is inappropriate ta employ results from full-sample models, what 
method or methods would you recommend for combining results from subsamples to 
apply at the cost pool level or other level of cost aggregation you consider appropriate? 

e. Please consider the following table of volume variabilities for the subsamples in your 0 Table 11 analysis. 

Standard errors in parentheses. Subsample variabilitiess are assumed uncorrelated in 
calculating the standard errors of the weighted average variabilities. 

2 -  



8488 

RESPONSES OF UNITED PARCEL SERVICE WITNESS NEELS TO 
INTERROGATORIES OF UNITED STATES POSTAL SERVICE 

Please confirm that the table reflects the correct results for your Table 11 subsamples. If 
you do not confirm, please provide the results you believe to be correct, and provide the 
associated econometric code and output log@). 

RESPONSE: 

a. Confirmed. 

b. Confirmed. 

C. Confirmed. 

d. It would be appropriate in such a case to combine the volume variabilities for the 

various subsamples into a calculation of the volume variability of the overall population. 

Such a calculation should reflect both differences in variabilities among the various 

subgroups, as well as differences in their respective contributions to volume growth. 

e. 

of Dr. Bozzo. I believe that the difierences between my version of Dr. Bozzo's model 

and Dr. Bozzo's actual model stem largely from differences between Stata and TSP in 

their implementations of the autocorrelation correction. Columns 2 and 4 contain the 

variabilities implied by my subsample results. Column 7 presents the variabilities that 

result when these subsample results are combined using the methodology employed in 

preparing the table contained in Interrogatory USPSlUPS-T-T-l3(e). The program 

Wf-Chow-Big vs Rest_var.do and output log Chow- Big vs Rest_var./og included in 

Library Reference UPS-LR-2 contain the calculations upon which this table is based. 

See below. Note that I was not able to replicate exactly the coefficient estimates 0 

- 3 -  
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Pool 

cost Po0 
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USPSIUPS-T1-14. Please refer to your testimony, UPS-T-1, section 3(b) and section 6. 
In the course of preparing your testimony, did you conduct any of the specification tests 
you describe in section 3(b) on the alternative model you present in section 6? If so, 
please provide all results, the associated econometric code, and output log(s). If not, 
why not? 

RESPONSE: 

No. As I stated in my direct testirnony, given the known problems with the MODS data, 

the highly restricted subsample upon which the alternative models discussed in Section 

6 of my testimony were based, and the fact that the dependent variables for these 

models included only a subset of alant-level work hours, I was not prepared to argue 

that the Commission should adort ihe variability estimates produced by these models 

a;; definitive. These were instead in'ended to be illustrative of the direction I believe 

empirical research into mail processing volume variability should take. Given the limited 

purpose for which these estimates were intended, it did not seem necessaly to test 

them exhaustively. 

0 

- 5 -  
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USPSIUPS-T1-15. Please refer to your testimony, Section 6 (pages 49-54) and to your 
response to USPSIUPS-TI-5. Please also refer to Docket No. R2000-1, Tr. 46-E/22041, 
lines 12- 18. 

[I]t is a maxim in econometrics that micro level data are always better than 
aggregates. The reason is almost self-evident. Aggregation almost always 
discards information contained in micro level data, and never creates new 
information. On the other hand, if it is genuinely believed that the micro 
level data contain no useful independent information, then they can be 
aggregated. This process cannot be reversed. 

Do you agree or disagree with Prof. Greene? Please explain fully the basis for any 
disagreement. 

b. Please provide all results, econometric estimation code, and output log(s) for the 
shape-level models you referenced in response to USPSIUPS-TI -5(b). 

c. Please confirm that your Section 6 model includes SPBS handlings in the “Parcel” 
volume category. If you do not curfirm, please describe fully your treatment of SPBS 
handlings, and provide detailed citations to the Stata code in your workpapers. 

d Does your treatment of SPBS differentiate handlings of bundles of flat-shape pieces 
and handlings of parcels or IPPs? If so, please explain your methods in full. If not, why 
not? 

e. Do you believe that a unit of letter FHP will have the same effect on workhours in 
letter-shape operations and non-letter-shape operations? Please explain your 
response. 

f. Do you believe that a unit of flat FHP will have the same effect on workhours in 
flatshape operations and non-flat-shape operations? Please explain your response. 

g. Do you believe that a unit of parcel FHP will have the same effect on workhours in 
parcel-shape operations and non-parcel-shape operations? Please explain your 
response. 

RESPONSE: 

0 

a. I agree that micro-level data contain more information than aggregated data. I 

agree that micro data (if they are complete) can be aggregated, allowing an analyst to 

0 - 6 -  
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choose whether to work at an aggregate level or a micro level. I agree that possession 

of such flexibility is, in general, an advantage. Such flexibility can come at a price, 

however. Micro data files will in general be larger, more complex, and more 

cumbersome to work with. 

I do not believe that a micro-level approach is always superior to a more aggregated 

approach. Econometric analyses based upon micro-level data are often more complex 

than analyses based upon aggregated data, requiring more "nuisance" parameters in 

order to account properly for micro-level behavioral effects. For example, accounting 

for seasonal effects requires orily three extra parameters in a model based upon 

quarterly data. A monthly moael, in contrast, would require eleven, while a weekly 

model might require fifiy-one. k daily model could require as many as 1,460 if leap 

years are taken carefully into account. In addition, in models based upon high-frequency 

data it is often necessary to explore and estimate complex lag structures. In many 

instances analyses based upon mcre aggregated data provide a much simpler and 

more direct way to measure parameters of interest. 

.. 

I note that Dr. B o z o  may share this belief. Dr. Bradley's original mail processing 

volume variability study from Docket No. R97-1 relied upon data at the accounting 

period level. However, Dr. Bozzo's Docket No. R2000-1 study and all of his subsequent 

studies of this topic have relied upon data aggregated to the quarterly level. 

b. These items are provided in WP-P/anf-Level_Regression-finalshape.do and 

output-shape./og provided in Library Reference UPS-LR-3. 

0 - 7 -  
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c. Confirmed. 

d. 

any aspect of his treatment that draws such a distinction. 

No. I followed the methodology of Dr. Bozzo on this point, and I am unaware of 

e. 

activities within which labor hours are recorded. 

No. A unit's shape will influence the manner in which it is handled, and the 

f .  See response to USPSIUSP-T1-15 (e). 

g. See response to USPSIUSP-TI-15 (e) 

- a -  
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USPSIUPS-TI-16. Do you agree that automation-compatible, letter-shape mail pieces 
have distinct cost-causing characteristics for Postal Service sorting operations from 
nonmachinable lettershape pieces? If you do not agree, please explain your position. 

RESPONSE: 

Yes. 

-9- 
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USPSlUPS-TI-17. Do you agree that automation-compatible letter-shape pieces may 
be sorted in the Postal Service’s automation letter-shape mailstream at lower marginal 
cost than otherwise identical pieces processed in the manual letter-shape mailstream? 
If you do not agree, please explain your position. 

RESPONSE: 

Yes 

- 1 0 -  
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USPSIUPS-TI-18. Do you agree that automation-compatible, flat-shape mail pieces 
have distinct cost-causing characteristics for Postal Service sorting operations from 
nonrnachinable flatshape pieces? If you do not agree, please explain your position. 

RESPONSE: 

Yes. 

- 11 - 
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USPSIUPS-TI-19. Do you agree that automation-compatible flat-shape pieces may be 
sorted in the Postal Service's automation flat-shape mailstream at lower marginal cost 
than otherwise identical pieces processed in the manual flat-shape mailstream? If YOU 
do not agree, please explain your position. 

RESPONSE: 

Yes. 

- 12 - 
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USPSIUPS-TI-20. Please refer to Tables 21 and 22 in your testimony, UPS-T-1, 
Please provide the marginal time (workhours) per FHP implicit in each of the 
coefficients you report on lOg(FHPiN) and log(FHPouT). Please show your calculations. 

RESPONSE: 

Not applicable. There are no coefficients reported in Table 21 or Table 22 for 

log(FHPIN) or log(FHPouT). 

- 1 3 -  
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USPSlUPS-TI-21. Please refer to your testimony, UPS-T-1, Table 20 (page 52). 
Please also refer to your testimony from Docket No. R97-1, UPS-T-1 at page 46, lines 
17-19 (Docket No. R97-1, Tr. 28/15632), where you stated: 

I therefore recommend dropping the threshold “scrub.” For similar 
reasons, I would recommend against adoption of Bradley’s ‘productivity” 
scrub. 

a. Does the above passage from your Docket No. R97-1 testimony still reflect your 
views? If not, please explain why not. 

b. Please confirm that the samples you employed in your alternative variability models, 
as described in Table 20 of your current testimony, impose both “threshold” and 
“productivity” screens. If you do not confirm, please explain. 

c. Please confirm that your “stricr” sample imposes more stringent “threshold” andlor 
“productivity” screens than those employed in the Postal Service’s BY 2005 models. If 
you do not confirm, please explain. 

RESPONSE: 

a. 0 Yes. However, I must note that, although Dr. Bozzo refers to his “scrubs” using 

the same words employed by Dr. Bradley in his Docket No. R97-I mail processing 

testimony, Dr. Bozzo’s screening procedures differ significantly from those of Dr. 

Bradley 

Dr. Bradley’s productivity screens were designed to eliminate from each of his 

regression equation samples a pre-specified percentage of observations from the upper 

and lower ends of the distribution resulting when observations were ranked in order of 

pieces sorted per hour.’ In my Docket No. R97-1 testimony, I criticized this screen, 

citing the lack of external evidence indicating that these observations lying on the tails of 

Docket No. R97-1, USPS-T-14, p. 32. 1 

0 - 2 -  
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the distribution were in fact erroneous.‘ In his Docket No. R2000-1 testimony, Dr. 

Bozzo also criticized Dr. Bradley’s productivity screen, pointing out that “if fewer than 

two percent of the observations are clearly erroneous, Dr. Bradley’s procedure will 

remove some observations that are merely unusual” and ‘to the extent that more than 

two percent of the observations are clearly erroneous, removing only the two percent of 

observations in the productivity tails leaves some number of erroneous observations in 

the regression ~arnple. ”~ Dr. Bozzo went on to obtain from Postal Service operational 

experts estimates of the maximum and minimum reasonable throughput rates for the 

various sorting operations that he e~amined .~  Rather than eliminating a fixed 

percentage of observations with extreme values, he instead eliminates observations 

with reported throughput rates fdling outside these bounds. Assuming that these 

bounds have been set correctly, this procedure addresses the deficiencies I pointed out 

in this aspect of Dr. Bradley’s Docket No. R97-1 mail processing analysis. 

0 

The threshold screen raises diffsrent and more complex issues. Dr. Bradley justified his 

threshold screen by arguing that ”the work hour and piece handling data reflect a 

ramping up activity, not a normal operating environment. Data from these startup 

periods should be eliminated.”5 I disagreed with this argument in Docket No. R97-1, 

and I continue to disagree with it now. As I have shown in my testimony from Docket 

Nos. R2000-1 and R2006-1, the installation of a new sorting activity at a site and the 

Docket No. R97-1, UPS-T-1, p. 26 (Tr. 28/15612). 
Docket No. R2000-1, USPS-T-15, p. 102. 
Docket No. R2000-1, USPS-T-15, pp. 101-02, 110-12 
Docket No. R97-1, USPS-T-14, p. 30. 0 - 3 -  
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ramping up of that activity occur all the time, and are a normal feature of the operating 

environment whose cost variability Drs. Bradley and B o z o  have attempted to 

measure.6 There is no justification for discarding such observations. 

In Docket No. R2000-1, Dr. Bozzo changed the justification for the threshold screen and 

altered its implementation. Rather than eliminating observations during ramping-up 

periods, he instead sought to eliminate sources of "n~ i se . "~  He offered no external 

evidence that the observations eliminated from his sample are in fact erroneous other 

than his comment that the threshold he employed is "very IOW."~ Dr. Bozzo altered the 

implementation of this screen ayain in his Docket No. R2001-1 testimony based upon 

criticisms of his Docket No. R2000-1 methodology by Postal Service witness Greene.g 

Dr. Bozzo's current approach in principle corrects the conceptual error of systematically 

eliminating observations from the start-up phases of MODS sorting activities. I remain 

troubled by the lack of reliable external criteria for determining which of the observations 

eliminated by this screen are truly erroneous, but elected in the end to retain this screen 

in my own work. 

0 

b. Confirmed. 

c. 

weekly and accounting period levels. 

Confirmed, in the sense that the "strict" sample applies to these screens at the 

Docket No. R2000-1, UPS-T-1, pp. 5-16 (Tr. 27/12777-12788; Docket No. R2006-1, 

Docket No. R2000-1, USPS-T-15, p. 108. 
UPS-T-I, pp. 38-43. 
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USPSIUPS-TI-22. Please refer to your testimony from Docket No. R97-1, UPS-T-1, at 

page 40 (line 15) to page 44 (line 3) (Docket No. R97-1, Tr. 28115626-15630). At the 

conclusion of a discussion of purported advantages of cross-section models over the 

fixed-effects model, you stated: 

PJhe cross-sectional results provide a more appropriate basis for the 
attribution of mail processicg labor costs. 

a. Does the above passage from your Docket No. R97-1 testimony still reflect your 
views? If not, please explain why not. 

b. Please confirm that your altemztive model in this proceeding employs a panel data, 
fixed-effects, instrumental variables estimation approach. If you do not confirm, please 
explain fully. 

RESPONSE: 

a. In my Docket No. R97-1 testimony, I emphasized the importance of focusing on 0 
the long-run response of costs to changes in volume. I used the term "long-run" to refer 

not to a specific time interval, but rather to refer to the change in cost that results when 

the Postal Service has had the chance to respond fully to a change in volume. As I 

noted in my Docket No. R97-1 testimony, "one would expect decisions regarding 

staffing levels, degree of automation, layout of processing flows, and other significant 

factors affecting the volume variability of processing costs to be closely related to the 

volumes [of mail] typically processed at a faciIity."l0 I did not believe then that Dr. 

Bradley's analysis adequately addressed this panoply of factors. Given a choice from 

among the limited set of econometric results that were in the record at that time, I felt 

lo Docket No. R97-1, UPS-T-1, p. 42, I I .  4-6 (Tr. 28/15628). 

- 5 -  
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that the results of the cross-sectional models were closest to the true variabilities. It is 

still my view that these results came closer to the truth than any of the other results in 

the record at that time. 

b. Confirmed 

- 6 -  
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USPSlUPS-TI-23. Please refer to your testimony from Docket No. R2000-1, UPS-T-1 
at page 63 (line 1) to page 71, line 10 (Docket No. R2000-1, Tr. 27/12835-12843). In a 
section entitled “Time Series Analysis of System-wide Mail Processing Costs,” you 
describe an aggregate time series model as “a conceptually superior alternative to the 
MODS-level analysis presented by Dr. Bozzo.” Is the above passage from your Docket 
No. R2000-1 testimony still your view? If not, please explain why not. 

RESPONSE: 

I still believe that the time series approach is conceptually superior to other approaches 

in that it encompasses the full effect of volume changes on the structure, organization 

and costs of mail processing. All of the panel data approaches, for example, implicitly 

hold the number of plants constant. The time series approach, in contrast, can readily 

account for the effect on costs of adding plants in response to growth in volume, or 

alternatively, reducing the number of plants and consolidating processing at the 

remaining plants in response la reductions in volume 

These conceptual advantages r;lust be weighed against a number of practical 

difficulties. Chief among them are the limited number of degrees of freedom that the 

time series offers, and the large number of parameters that must be estimated to 

account for the separate effects on mail processing costs of different subclasses and 

presort options 

- 7 -  
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USPSIUPS-TI-24. Please refer to your testimony at page 52, lines 4-5, and to Table 
20. You state: 

To deal with the problem of measurement error in the volume variables, I 
have used an IV fixed effects estimation method. 

Given your use of an estimator that is in principle robust to the presence of 
measurement errors, please explain why you find it necessary to eliminate large 
numbers of potentially usable observations due to measurement errors? 

RESPONSE: 

I do not believe that the instrumental variables estimator can eliminate the effects of all 

of the types of errors identified in the MODS data. In particular, I question whether, 

given the finite sample sizes that are available, this estimator will be robust with respect 

to the presence of extreme outliers. In addition, reporting gaps for specific operations 

are common in the MODS data. Ignoring such gaps when constructing plant-level 

aggregates would impart a systematic downward bias to volumes and labor hours. 

Finally, some types of errors - reporting gaps, for example - could be expected to affect 

not just the regressors, but also the instrumental variables themselves, calling into 

question their ability to eliminate the effects of measurement error. 

0 

- 8 -  
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USPSIUPS-TI-25. Please refer to your testimony, UPS-T-1, at page 56, lines 22-23, 
where you state that "the Postal Service's study does not address in any way the two- 
thirds of mail processing costs that fall outside of direct sorting operations." Given the 
scope of the workhours incorporated in your alternative model presented in Section 6, 
please confirm that your statement from page 56, lines 22-23, is also true of your model. 
If you do not confirm, please explain how your results address mail processing costs 
that fall outside the operations yo3 modeled without actually modeling them. 

RESPONSE: 

Confirmed. I requested information that would have permitted me to address these 

costs. See UPSIUSPS-T12-48 and UPS/USPS-T12-49. The Postal Service objected to 

the production of this information. 

- 9 -  
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USPSIUPS-TI-26.  Please refer to your response to USPSIUPS-TI-3. 

a. Please describe and provide any analysis, including econometric code and output 
log(s), you performed to demonstrate that clocking errors in workhours are correlated 
with the explanatory variables of mail processing labor demand models you have 
studied. 

b. Please confirm that the "intercept" terms you mention in response to USPSIUPS-TI- 
3(c) appear in the calculation of volume-variability factors from the various mail 
processing labor demand models (the Postal Service's, your Section 6 models, Prof. 
Roberts's models). If you do not confirm, please explain fully. 

RESPONSE: 

a. I have not performed such an analysis. 

b. Not confirmed. Volume variability is calculated by computing the partial 

derivative of the logarithm of hours with respect to the logarithm of volume. The 

"intercept" terms do not appear in the formula, regardless of whether one is considering 0 

0 
- 10 - 
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USPSIUPS-TI-27. Please refer to your response to USPS/UPS-T1-4(d). 

a. Please confirm that IOCS tally processing assigns an “administrative” operation code 
(field F26040) for clocking in or out (activity code 6522), regardless of the employee’s 
clocked-in operation. If you do not confirm, please explain. 

b. Is it anomalous to observe the clocking in or out activity in a mail processing 
operation? Please explain any affirmative answer fully. 

c. Please confirm that, for the sorting and cancellation operations covered by the Postal 
Service’s models, as well as your model presented in Section 6 of UPS-T-1, the 
“administrative” tallies (weighted to cost pool dollars) are as follows: 

Administrative 

Costs in thousands of dollars, tally weights (field F9250) adjusted to cost pool dollars 
using the factors in USPS-LR-L-55, file DOLWGT.rtf. 

If you do not confirm, please provide the results you believe to be correct and provide 
any computer programs and associated output logs you use to develop the figures. 

d. Do you regard the 0.7 percent of costs (32,808/4,860,813) in the “Other 
administrative op. code” column as quantitatively significant? If so, please explain. 
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RESPONSE: 

a. Confirmed for mail processing tallies 

b. 

$148 million dollars - a large sum -just on employees clocking in and clocking out. 

No. If I read the table correctly, it appears that the Postal Service spends over 

C. Confirmed 

d. 

However, as the interrogatory points out, it represents less than one percent of the 

costs of sorting and cancellation operations. 

Many people would regard $32.8 million as a considerable sum of money. 
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USPSlUPS-TI-28. Please refer to your response to USPS/UPS-T1-4(d). You state: 

What is surprising is that for such a large portion of the time, workers 
found to be performing those administrative tasks were clocked into mail 
processing MODS codes, rather than administrative MODS codes. 

Please explain whether you consider it “surprising” for “administrative” tasks such as 
those described in USPS/UPS-T14(c) to be recorded under the following MODS 
operation codes: 

MODS 
Operation Description 

340 STANDBY - MAIL PRGCESSING 
341 QWL COORDINATOR - NONSUPER EMPS 
547 
554 
555 
560 
561 
562 
563 
564 
577 
607 
612 
630 
677 
68 1 
697 

SCHEME EXAMINERS 
OFFICE WORK & RECORDS-MAIL PROC 
OFFICE WORK & RECORDS-MAIL PROC 
MlSC ACTIVITY-MA:L PROC 
MlSC ACTIVITY-M,W_ PROC 
MlSC ACTIVITY-MAIL PHOC 
MlSC ACTIVITY-MAIL PROC 
MlSC ACTIVITY-MAIL PROC 
PREP K VERIFY DELV BILLS-INTERNAT 
STEWARDS - CLERKS - MAIL PROC 
STEWARDS-MAIL HANDLER-MAIL PROC 
MEETING TIME-MAIL PROC 
ADMlN & CLER - PROCESSING & DISTRIB 
ADMlN 8 CLER - PROC 8 DlST INTERNTL 
ADM 8 CLER-MALREQ 8 BUS.MAIL ENT 

If so, please explain. 

RESPONSE: 

No, 

- 13- 
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USPSIUPS-TI-29. Please refer to your testimony, UPS-T-1, Table 16 (page 37). 
Please also refer to UPSWP-1, files Table of Fixed Effects.xls, and WP-Fixed 
effects.do, and to USPS-LR-L-56, file vamp-tpf-OTHAUTO-by2005.out. 

a. The output log for WP-Fixed effects.do does not appear to have been provided in 
UPS-WP-1. Please provide it. 

b. The regression output in the 'nonmanual-results' tab of "Table of Fixed Effects.xls" 
does not appear to match the results of the Postal Service models in USPS-LR-L-56. 
For example, you report a coefficient on "lntph04" of 1.788, whereas the coefficient from 
the Postal Service model (on "CLNTPH04") is 2.06859 (according to 
varmp-tpf-OTHAUTO by2005.out). Similarly, you report 1.201 for the coefficient on 
"lntph06," versus 1.28372, Please explain the discrepancies fully. Please also provide 
an update of Table of Fixed Effects.xls that is consistent with the Postal Service 
regression results, or explain why you are unable to do so. 

c. For any updated results you provide in reponse to part (b), and for each cost pool 
reported in Table 16, please providc the mean, standard deviation, median, first 
quartile, and third quartile of the f i x 4  effects terms you analyzed, in addition to the 
minimum and maximum. 

d. Using the method you employed for Table 16, please provide the mean, standard 
deviation. median, first quartile, third quartile, minimum and maximum for the fixed 
effects terms from: 

0 
(i) Your model from Section 6 of UPS-T-I, for both the "strict" and "loose" 
samples. 

(ii) Each of the shape-level models you estimated, as you mentioned in 
response to USPS/UPS-T1-5(b). 

Please provide a spreadsheet with the fixed effects terms and the calculations of the 
requested statistics. 

RESPONSE: 

The programs and worksheets used to compute these statistics are found in Library 

Reference UPS-LR-4 in the folder "output fixed effects." 

a. In the course of preparing the response to this interrogatory, I discovered an 

error in my workpaper in the portion of the program WP-fixed effeckdo that calculates 

0 - 1 4 -  
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the fixed effects for automated operations. The corrected versions of the program and 

log file are called Wf-fixed effecfs.do and Wf-fixed effects./og and can be found under 

“Analysis of USPS models\Fixed Effects,” in a revised version of UPS-T1-Neels-WP-1, 

which will be filed with the Commission shortly. 

b. The discrepancies stem in part from the programming error discussed in part a. 

Correcting this error reduces but does not eliminate the discrepancies. The remaining 

discrepancies stem from differences in the implementation of the AR(1) correction. In 

particular, Dr. B o z o  and I differ in how we treat gaps in the data. Dr. Bozzo and I both 

begin by estimating a serial ccrrelation coefficient. We then use this estimate to form a 

second stage GLS estimator. Dr. B o z o  transforms his dependent and independent 

variables by subtracting from each observation the product of the serial correlation 

coefficient (rho) and the lagged value of the variable. Observations for which the lagged 

values are unavailable are dropped from his second stage estimation sample. These 

dropped observations include the first valid observation for each facility, as well as the 

first valid observation following a gap in the data. I use a different approach based on 

the method of Baltagi and Wu.” This method recognizes that the error terms 

associated with observations on either side of a data gap will be correlated, with the 

strength of the correlation inversely related to the size of the gap. It results in a GLS 

estimator that can retain as part of the estimation sample observations without valid 

data for the preceding observation. 

’’ Badi H. Baltagi and Ping X. Wu, “Unequally Spaced Panel Data Regressions with 
AR(1) Disturbances,” Econometric Theory, 15, 1999, pp. 814-823. 

- 1 5 -  
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The fixed effect estimates produced by Dr. Bozzo’s method are actually equal to the 

fixed effects coefficients P l k  shown on pages 52 and 53 of his USPS-T-12 testimony, 

multiplied by one minus rho, where rho is the estimated serial correlation coefficient. To 

recover the true fixed effect coefficients, I have divided the raw estimates produced by 

Dr. Bozzo’s method by one minus rho. The table containing these results is contained 

in the file fixed effects op level model like bozzo.xls under “Analysis of USPS 

models\Fixed Effects\output“ in Library Reference UPS-LR-4. 

c. 

implementing my AR(1) correction are shown below 

The requested results prDduced by the corrected version of the program 

Implied 
Std. Productivity 

cost Pool Mean Dev. Median 25% 75% Min Max Differential 

OCR 1.027 0.287 0.987 0.838 1.163 0.532 2.980 560% 

FSM1000 1.016 0.459 0.942 0.654 1.331 0.245 2.658 1084% 

SPBS 1.050 0.352 1.022 0.808 1.255 0.284 2.048 722% 

BCS-IN 1.034 0.290 1.021 0.842 1.209 0.397 2.528 636% 

BCS-OUT 1.038 0 320 0.967 0.840 1.187 0.449 2.905 647% 

MANUAL FLATS 1.116 0.340 1.058 0.895 1.240 0541 3.425 633% 

MANUAL LETTERS 0,929 0.292 0 872 0.697 1.123 0421 2.119 503% 

MANUAL PARCELS 0.924 0.560 0.740 0.561 1,108 0.233 3.743 1607% 

MANUAL PRIORITY 1.240 0.423 1.171 0.942 1.454 0.443 2.821 637% 

CANCELLATION 1.130 0.632 0.977 0.689 1.361 0.274 5.013 1828% 

- 1 6 -  
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d.  
I. See below. 

Implied 
Std. Medi Productivity 

cost Pool Mean Dev. an 25% 75% Min Max Differential 

Strict Sample 0.756 0.427 0.657 0.416 0.981 0.194 2.042 1054% 

Loose Sample 0.769 0.255 0.713 0.578 0.923 0.347 1.709 492% 

ii. See below. 

Implied 
S t j .  Medi Productivity 

Cost Pool Mean Dev. an 25% 75% Min Max Differential 
- I 

Letters Strict Sample 0.883 0.246 0.847 0.705 1.006 0.492 1.984 403% 

Flats Strict Sample 0.728 0.332 0.624 0.490 0.895 0.208 2.380 1142% 

Parcels Strict Sample 0.251 0.745 0.079 0.043 0.170 0.018 10.085 56850% 

Priority Strict Sample 1.301 2.565 0.629 0.410 1.286 0.149 33.281 22318% 

- 17 - 
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, USPSlUPS-TI-30. Please refer to your testimony, UPS-T-1, at page 47, line 13, to 
i page 48, line 2 (Section 5b). Please also refer to USPS-T-12 at page 24 (line 19) to 

page 25 (line 17). 

a. Do you agree that more highly presorted mail enters the Postal Service's sorting 
operations, relative to otherwise similar but less-presorted mail, at "downstream" 
processing nodes and thereby avoids some sort handlings? If not, why not. 

b. Do you agree that the marginal cost difference between more- and less-presorted 
mail is the marginal cost of the avoided handlings? If not, why not? 

c. Do you agree that the avoided sorts would, in principle, be reflected in avoided total 
piece handlings (TPH)? That is, TPH in principle measures all sort handlings in 
distribution operations? If not, please explain fully, and indicate how your response is 
consistent with the definition of TPH. 

d. Do you agree that FHP does not. in general, capture all avoided handlings for 
presorted mail? That is, since FHP handlings are a subset of total handlings, some 
avoided handlings do not result in FHP avoidance? If not, please explain fully, and 
indicate how your response is consistent with the definition of FHP. 

e Do you agree that required depth of sort, automation compatibility, or other 
characteristics may affect the marginal cost of an FHP? If not, please explain fully. 

f Please confirm that your model, presented in Section 6, does not distinguish FHP by 
aepth of sort, entry point (e.g., incoming operations, outgoing operations), automation 
compatibility, or any other characteristic. If you do not confirm, please explain how 
information on the characteristic(sj survived your FHP aggregation process. 

0 

RESPONSE: 

a. Yes 

b. 

comprise part of the marginal cost differential between more and less highly presorted 

mail, there are also costs other than sorting costs that may need to be considered. 

More highly presorted mail may still need to be received, unloaded, andlor merged into 

Not necessarily. While I would expect the costs associated with avoided sorts to 

the mailstream at the appropriate downstream point. It is possible that such non- 

0 - 1 8 -  
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sortation related costs may comprise part of the marginal cost differential between these 

different categories of mail. 

c. Yes. 

d. Yes, some avoided handlings will fail to result in avoided FHP. 

e. Yes. 

f. Confirmed 

- 19 - 
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USPSlUPS-TI-31. Please refer to your testimony, UPS-T-1, at pages 38-42 (Section 
4), at 45-47 (Section 5b), and at 50. 

a. Do you agree that the technology mix employed in mail sorting operations will, in 
general, affect the costs of sorting mail, including (but not necessarily limited to) the 
marginal costs of sorting mailpieces with various physical characteristics? If not, please 
explain fully. 

b. Please confirm that your alternative model presented in Section 6 includes no 
controls pertaining to capital or the mix of technologies employed at a plant. If you do 
not confirm, please identify the control variable(s) and provide citation@) to your 
workpapers where you employ them. 

c. Please confirm that failing to include controls if they are relevant, using suitable 
econometric techniques to identify the effects, will generally lead to bias in regression 
models. If you do not confirm, please explain fully. 

d. Do you agree that the process of developing, testing, and deploying new postal 
sorting equipment involves decisions made some time (in most cases, more than a 
auarter) before new eaubment ac!uallv is deploved? If not, what is the basis for . .  ,~ 

disagreement? 

e. Is it your testimony that excluding a control variable from a regression model is 
0 

conceptually identical to treating it as "endogenous"? If so, please explain fully and 
provide citation(s) to authoritative source(s) that support your position. 

f .  Do you agree that, in systems of regression equations, the relevant distinction for the 
treatment of "endogenous" variables is between simultaneously determined variables 
and "predetermined" variables, where "predetermined' variables include exogenous 
variables and lagged endogenous variables (see, e.g., George G. Judge et al., The 
Theory and Practice of Econometrics, New York: Wiley, 1986, at 564-565)? If not, 
please explain fully and provide citation(s) to authoritative source@) that support your 
position. 

RESPONSE: 

a. Yes. 

b. 

the mix of technologies. I do not believe that it would be appropriate to include such 

Confirmed, the model presented in Section 6 includes no controls for capital or 

- 20 - 
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controls, because the amount of capital and the mix of technologies employed are 

themselves influenced by mail volume. By relating labor hours directly to the volume of 

mail processed, the model in Section 6 encompasses the effects of volume-related 

changes in capital and technology mix. To account for such changes in connection with 

a model that included explicit capital andlor technology mix variables it would be 

necessary to combine the labor hour equation with a system of capital and technology 

mix equations. The model presented in Section 6 can be regarded as a reduced form 

representation of that system. 

c. 

However, this is not always the case. Omission of relevant control variables will not 

lead to bias if the omitted variables are uncorrelated with the control variables that have 

not been omitted. In addition, in the context of a system of simultaneous equations, the 

omission of relevant endogenous trariables from a specific regression equation may 

produce a biased version of that structural equation, while at the same time producing 

an unbiased version of the reduced form equation that summarizes the behavior of the 

system as a whole. In the present context, whether the omission of relevant capital and 

technology mix variables results in bias depends upon what one is trying to measure. If  

one is seeking to measure the effect on labor hours of changes in the volume of mail in 

the context of a set of plants with fixed capital stocks and fixed complements of sorting 

technologies, omission of the relevant control variables is likely to produce a distorted 

picture of the characteristics of that relationship. If, however, one is attempting to 

I agree that exclusion of relevant control variables will often lead to bias. 

measure the overall effects of changes in volume on labor hours, including the effects 

0 - 21 - 
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associated with volume-driven changes in capital stocks and technology mix, one can 

measure that overall relationship using a model that excludes capital stock and 

technology mix control variables. 

d. Yes 

e. No. However, as I have noted above, estimation in a simultaneous equations 

context of a reduced form equation does involve the exclusion of endogenous control 

variables. This point is discussed in J. Johnston, Economefric Methods, Second 

Edition, McGraw Hill, 1972, pp. 350-351. 

f. 

as exogenous variables that raise no simultaneity or bias issues. In a time series 

context one often encounters error terms that are correlated over time. Such serial 

correlation can give rise to situations in which there is correlation between a lagged 

endogenous variable that appears as a regressor and the error term of the equation in 

which it appears. In such a situation. OLS coefficient estimates will be biased. See 

Roger J. Bowden and Darrell A. Turkington, instrumental Variables, Cambridge 

University Press, 1984, pp. 77-85. 

One cannot in general assume that lagged endogenous variables can be treated 

- 22 - 
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USPSlUPS-TI-32. Please refer to your responses to USPS/UPS-TI-2 and USPSIUPS- 
T1-5(b). 

a. Please list the Postal Service mail processing facilities you have visited, when you 
visited them, and approximately how much time you spent in each. 

b. With respect to your discussion of runtime, please explain whether you believe that, 
for instance, the addition of a unit of flat-shape volume has a material effect on the mail 
mix within the letter-shape mailstream. If so, please explain. 

c. Is it fair to characterize the cross-operation effect you describe for the "runtime" 
activity as primarily a cross-operation effect within a shape-based mailstream? If not, 
why not? 

d. Please confirm that you did nut investigate any models that explicitly depict 
crossoperation effects within a shape-based mailstream (e.g., some variation on the 
model presented in USPS-T-12, Section V1I.D). If you do not confirm, please explain 
why you did not mention such mcdels in your response to USPSIUPS-T1-5(b). 

e. With respect to your discussion of container movement costs, please explain what 
you believe to be the relative importance of (i) the number of pieces to be transported, 
(ii) the physical layout of the plant (i.e., the locations of mail processing equipment and 
staging areas), and (iii) variations in "congestion" within the plant. 

0 
RESPONSE: 

a. 

DC and the facilities co-located with it. This visit lasted approximately 3-4 hours 

During Docket No. R97-1, I visited the BMC located in the Maryland suburbs of 

b. Given the volumes typically processed in the Postal Service's plants, I would not 

expect the addition of one flat-shaped mail piece to have a material effect on the mix of 

mail in any mailstream, including the flat-shape mailstream. 

c. 

response to USPSIUPS-T1-2 as primarily an effect operating across operations within 

It would be fair to describe the cross-operation effect described in my runtime 

the same shape-based mailstream. 

0 - 23 - 
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d. Confirmed. 

e. 

question is directed. The only reference to contahers in my response to USPS/UPS- 

TI-2 was in my discussion of “Waiting for Mail.” In that part of my response I was not 

discussing the costs of container handling, but instead the costs incurred when 

employees clocked into sorting operations are waiting for the completion of the 

handling. I also note that the rerm “pieces” in the interrogatory is ambiguous, as it could 

potentially refer in this context to individual mail pieces, bundles of mail pieces, sacks or 

other items containing multiple mail pieces, or containers filled with sacks or other items 

containing individual mail pieces. 

I am not entirely certain to which portion of my response to this interrogatory this 

In an attempt to be responsive, I will say that I believe that container movement costs 

will reflect both the number of containers to be moved, and labor time or cost per 

container movement. I would expect the latter quantity to depend upon the layout of the 

plant and the degree of congestion. Volume, loosely defined, is in some sense the most 

important of these, since if there were no containers to be moved, there would be no 

container handling costs. I cannot say in general which of the other two factors (layout 

or congestion) is the next most important. I suspect that the answer may vary from 

plant to plant. 

0 

- 24 - 
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USPSIUPS-TI-33. Please refer to your testimony at page 44, lines 14-16. 

a. Do you agree that the average of the “actual” handling paths for pieces of mail within 
an analytically distinct group would tend to converge to the “expected” path given a 
sufficient number of pieces? 

b. Is it your testimony that changes in the “operational plan” do not affect the 
relationship between mail volumes and FHP, and/or between FHP and the costs of mail 
processing operations? If so, please explain how those relationships are invariant to the 
path a piece of mail takes through the system. 

RESPONSE: 

a. The answer to this question depends upon the meaning of the term “expected.” 

Since this term comes from Dr. Bouo’s testimony, I must interpret this interrogatory in 

the context of what I understard him to be saying. If this term is being used in the 

statistical sense of expectation or expected value, the answer will be ”yes,” by definition. 

However, if the “expected” path refers to the path specified in the current operational ,o 
plan, the answer will be no. Even though many (if not most) mail pieces may follow the 

paths specified in the current operational plan, there will be deviations from the 

operational plan. Such deviations could be triggered by, among other things, late mail 

arrivals, transient capacity constraints, or equipment breakdowns. I see no reason why 

deviations from plan for reasons such as these should become less frequent as mail 

volumes increase. I believe that Dr. Bozo.  in the section of his testimony upon which I 

was commenting, was using the term *expected” in the latter sense, to refer to the 

processing path specified in the current operational plan. Based upon this 

understanding, my answer to the question posed in this interrogatory is “no.” 

25 - 
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b. 

somewhere, and so should generate one FHP count. I would not expect changes in the 

operational plan to alter this basic fact. Changes in the operational plan could have a 

big effect, however, on the specific operation in which that FHP occurs. In addition, to 

the extent that FHP counts the first handling that occurs in a specific plant, it is also 

possible that changes in the operational plan might change the number of plants 

through which a mail piece travzls. In such a case changes in the operational plan 

could alter the total FHP count systemwide 

Every mail piece that requires sorting must be sorted for the first time 

- 26 - 
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USPSlUPS-TI-34. Please refer to your testimony, UPS-T-I, Table 19 (page 43) 

a. Please describe fully the model of technology deployment underlying the logit 
analysis you present in Table 19. In particular, please explain how the underlying model 
generates the specified relationship between current-period TPH and the equipment 
deployment dummy variable. 

b. Please describe fully any alternative specifications you explored to the logit models 
whose results you report in Table 19. summarize their results, and explain why you 
prefer the Table 19 specifications. 

c. For each of the three models you provide in Table 19, please show how a 10 percent 
increase in the specified TPH for a median facility affects the probability that the site has 
the specified equipment. Show all of your calculations. 

RESPONSE: 

a The logit analysis presented in Table 19 is not intended to describe a fully- 

nciculated economic model of techrlology deployment Rather, it is intended to 

:.monstrate the general result that the technology deployment decisions of the Postal 0 
Scwce are influenced by the volume of mail processed at a facility 

: 

conducted some graphical analyses in which I plotted the number of quarters from the 

star! of the observation period to the point in time when the automated operation was 

installed against a measure of the volume of mail processed at the plant. In connection 

with these plots, I also ran linear regressions on volume of the number of quarters from 

period start to installation. I felt that the results provided by these linear regressions 

were distorted by censoring of the data This censoring arose from the fact that one 

could not determine for plants where the automated operation was installed at the start 

of the observation period how long the automated operation had actually been in place 

In addition to the logit mcdels whose results are presented in Table 19, I also 

- 27 . 
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In addition, the logit results seemed to me to be easier to discuss and understand. 

Finally, I felt that there was value in demonstrating that the relationships I documented 

in my Docket No. R2000-I testimony continue to hold today. 

c. The table below presents the calculations requested. The table illustrates a well 

known characteristic of the logistic distribution, which is that calculated probabilities are 

relatively insensitive to changes in values of the independent variables at the tails of the 

distribution. For example, the model shows that a plant with the median value for TPH 

of parcels already has a 99.9 percent probability of having SPES machinery. A small 

change in the volume of parcels will not (and indeed, cannot) have a material affect on 

this calculated probability. which is already very high. A similar story can be told for the 

AFSMlOO However, the logistic dislribution is sensitive to changes in values of the 

independent variable when the predicted probability is near the center of the 

distribution The second table below shows the effect of a 10 percent increase in the 

Independent variable at the paint where the predicted probability of a positive outcome 

is 50 percent. The second table shows much larger effects than the first table. 

0 
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USPSIUPS-TI-35. Please refer to your responses to USPS/UPS-T1-6(d)-(e). 

a. Please confirm that to correspond to Dr. Bozzo's MODS operation groups, you 
should have included MPBCS equipment in the the act-mods-group '0 DIBCS.' If you 
do not confirm, please explain. 

b. Please confirm that to correspond to Dr. Bozzo's MODS operation groups, you 
should have included LIPS equipment in the the act-mods-group '67 SPBS.' If you do 
not confirm, please explain. 

RESPONSE: 

a Confirmed 

b.  Confirmed. 

- 2 -  
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I RESPONSE: 

USPSIUPS-TI-36. Please refer tc your responses to USPS/UPS-T1-7(d). Please 
assume that the FHP conversion error is symmetrically distributed and answer the 
hypothetical to which you did not respond in USPS/UPS-T1-7(d). 

This follow-up interrogatory still fails to provide enough information to permit me to 

answer the question posed. However, in an effort to be responsive, I will attempt to t i l l  

in the missing pieces, and will answer accordingly. 

I stated in my response to USPS.IUPS-T1-7(d) that I interpreted the assumption that the 

FHP conversion factors are on average correct to mean that the difference between true 

FHP and FHP calculated by weighing batches of mail and applying the conversion 

factor will tend toward zero as the number of batches of mail increases. This follow-up 

interrogatory asks me to assume also that the FHP conversion error is symmetrically 0 
distributed. I interpret this assamption to mean that the estimated FHP will exceed the 

true FHP for half of all mail batches. and will fall short of true FHP for half of all mail 

batches. 

Interrogatory USPS/UPS-T1-7(d) does not ask about batches of mail. Instead. it asks 

about "observations." This term is not defined within Interrogatory USPS/UPS-TI-7(d). 

However, in interrogatory USPSIUPS-TI-8. the term clearly refers to individual 

observations within the dataset Dr. Bozzo uses in his econometric analysis. The 

number of batches of mail included within such an observation will vary. For this 

reason, even given the assumption of symmetric conversion errors, the answer to 

8528 
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I Suppose, for example, that mail tends to be heavier than average during high volume 

seasons of the year and lighter than average during low volume seasons. This 

tendency would lead to a situation in which instances when application of the 

conversion factors produces overestimates of true FHP are concentrated in a small 

number of high volume observations, while instances of underestimation are distributed 

across a large number of smaller valume observations. In such a case, less than half of 

all observations would show an esiimated FHP that was greater than true FHP (and 

hcnce also, under the assumptions cf USPS/UPS-T1-7(d), TPH). If mail processed 

cluring high volume seasons were lighter than average, one would observe the reverse. 

~ 

! 

~ 

i 

~ 

! 

0 

Interrogatory USPS/UPS-T1-7(d) depends upon how these conversion errors are 

distributed across observations. 

8 5 2 9  

Another situation that might affect \he number of observations in which FHP is greater 

than TPH under the stated assumptions would involve trends over time. Suppose mail 

volumes are increasing over time, and that this increase is reflected in growth in the 

number of mail batches weighed per observation to produce FHP estimates. Suppose 

that average weight per piece is also increasing over time. In these circumstances, 

later observations would contain more batches of mail than earlier observations, and 

would also contain a disproportionate share of batches for which estimated FHP 

exceeded actual FHP; estimated FHP would exceed true FHP (and hence also, under 

the assumptions of USPS/UPS-T1-7(d). TPH) for less than half of all observations. 

4 -  
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If, in addition to the assumptions specified above, I assume that the tendency for 

estimated FHP to exceed true FHP is independent of the number of batches of mail 

included in an observation, estimated FHP will exceed true FHP (and hence also, under 

the assumptions of USPS/UPS-T1-7(d), TPH) half the time, excluding the presumably 

small number of instances in which estimated FHP and TPH match exactly. This 

assumption of independence is a convenient assumption, in that, in combination with 

the assumptions set forth above, i! permits me to provide a definitive answer to the 

question posed in USPS/UPS-T1-7(d). 

I am aware of no evidence. however, that the assumption of independence is 

empirically justified In fact, the ev,dence that exists suggests the contrary. The table 

shoivn below presents data on volumes and weight per piece, by class, for 1999 and 0 
2 X 5  the base years for the Docket Nos R2000-1 and R2006-1 rate cases. Consider, 

f:ir example. the case of First Class Mail Volume has declined over time, while weight 

per piece has increased If the cohversion factor for First Class Mail is correct on 

average over this period, if measurement errors are symmetrically distributed, and if the 

number of batches of mail weighed remains roughly proportional to mail volume, these 

trends would imply that the number of batches of mail per observation is higher in the 

earlier period than in the later period In addition, instances in which application of 

conversion factors produces FHP estimates that are less than true TPH would be 

disproportionately concentrated in the earlier periods. Under these circumstances, one 

would expect that estimated FHP would exceed TPH for more than 50 percent of the 

observations 0 
5 -  
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USPSIUPS-TI-37. Please refer to your response to USPSlUPS-TI-lO(e). Please also 
refer to your testimony at page 26, lines 12-13. Please confirm that you did not conduct 
any analysis of the effects of the screening levels on the sample composition. If you do 
not confirm, please explain your original testimony, provide a description of the analysis 
you performed, and provide all supporting documentation. 

RESPONSE: 

Aside from estimation on both the "strict" and the "loose" samples of the plant-level 
model discussed in section 6 of my testimony, I conducted no analysis of the effects of 
screening levels on sample composition. 

- 7 -  
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USPSlUPS-TI-38. Please refer to your response to USPSIUPS-TI-1 1 (f). Please also 
refer to your Docket No. R2000-1 testimony, UPS-T-1, at page 58, lines 14-16 (Docket 
No. R2000-1, Tr. 27/12830), where in explaining differences between the results of your 
analysis and the Postal Service models, you stated: 

This pattern is likely explained by the elimination of gross errors in 
data reporting across the two parcel sorting operations. 

a. Please confirm that you did claim to have eliminated some (not all) data errors in your 
Docket No. R2000-1 analysis, as cited above. If you do not confirm, please explain. 

b. Please confirm that the "elimination of gross errors" you claimed to have achieved in 
the referenced Docket No. R2000-1 analysis was due to an aggregation of data such as 
in USPS/UPS-Tl-l l(e)-Le., certain offsetting errors you felt were in the component 
data were cancelled out in the aggregate data. If you do not confirm, please explain. 

RESPONSE: 

a Confirmed See response to USPSIUPS-TI-1 1 (f). 

Confirmed a b  

- 8 -  
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USPSlUPS-TI-39. Please refer io your response to USPS/UPS-T1-8(b) and 
USPSIUPS-TI-S(a), where you indicate that you carried out your screening at an 
"operation level" finer, at least in some cases, than the Postal Service cost pools. 

a. Did you also employ operation-level screens for the model you present in 
Section 6 of UPS-T-I? 

b. Where you screened at finer levels than the cost pools, did you analyze the 
quantitative significance of the operation-level anomalies at the cost pool level andlor at 
the level of aggregation you employed in your Section 6 model? If so, please describe 
your methods in detail. If not, why not? 

RESPONSE: 

a. Yes. 

b. 

be cured by aggregation (specifically, instances in which hours or volume that should 

have been recorded under operation A are mistakenly recorded under related operation 

E] .  i t  was also clear that errors of this type represented only one among many types of 

errors infecting the MODS data. I considered the possibility that an observation might 

fail a particular test at a tine level of disaggregation while passing that same test at a 

higher level of aggregation. However, there was no logical reason to conclude that 

such instances necessarily represented cases of offsetting errors that were 

appropriately cured by aggregation. Such instances could also arise if other types of 

errors were masked by the aggregation process. For these reasons, I felt generally that 

tests conducted at a lower level of aggregation would be more accurate and more 

revealing. 

No. While I recognized the possibility that certain types of errors could potentially 

0 

- 9 -  
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In addition, the identification of errors must necessarily precede any effort to evaluate 

the quantitative significance of those errors. The task of cataloging the errors contained 

in the MODS data proved itself to be a very substantial task. 

Finally, once this cataloging process was complete, I was confronted with an enormous 

inventory of errors of many different types infecting many different operations and many 

different time periods. It was by KO means clear at that point where a process 

attempting to separate quantitatively significant from quantitatively insignificant errors 

should logically begin. In the end. I decided to focus my sensitivity testing on the effects 

of carrying out productivity and :breshold tests at finer levels of temporal aggregation. 

- 10 
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CHAIRMAN OMAS: This now brings us to oral 

cross-examination. 

One participant has requested oral cross of 

Dr. Neels. Mr. Heselton, will you begin? 

MR. HESELTON: Yes, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. HESELTON: 

Q Good norning, Dr. Neels. 

A Good morning. 

Q I looked over the resume attached to your 

testimony, and I have a couple of general questions 

for you regar2ing some of the studies you've been 

;:i',~olved i n  and use of data in those studies. 

i take it you've been involved in a variety 

c.5 scL:dies using ria-d for economic analysis. Is that 

Correct? 

A I hayve been, ;'es. 

Q And in ~ ' c l ~ e .  s f  those studies have you used 

data that have bee:: &.: r..:iously analyzed and worked and 

used and gone o';E.:. a?.3 I-eviewed and so on basically 

assembled by SIT.; :a: zcudies? 

A If I ' v e  Leer. using data collected by someone 

else? Is that wkar ysi~'re asking? 

Q Basical:;: data that's been used elsewhere; 

that all the work you've done is not using data that 

Heritage Reporting Corporation 
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you have generated, developed, analyzed and reviewed 

for the first time or in the first instance. Is that 

correct? 

A That's correct. 

Q And I take it that there are in fact some 

studies where you have worked with data which was new 

to that particular study. Is that correct? 

A That's correct also. 

Q All of the things being equal, would you 

expect to find more anomalies, outlier issues and 

problems with ciata that was being analyzed in the 

first instance as opposed to data that had been 

configured for cther studies? 

7 c. I d o n ' t  think I can answer in general. 

3:fferent data sets are subject to different problems 

and have different error rates as a result of those 

problems. 

Q Yes, and what I'm asking you here is if you 

were to take datn sf.:: and group them into two 

categories - -  one ;i. ii data set that has in fact been 

used i n  other studlei. or analyzed in other instances 

and so on as opposed to data sets which contain data 

which are fres:.:). gathered or perhaps data around 

previously buz just not analyzed in that particular 

fashion. 
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That as between these two different sets of 

data I'm postulating here that the data that was not 

used before and collected afresh or older data 

presented in some kind of arrangement not presented 

before, that in that category of data that you would 

be more likely to find what you would describe as 

anomalies or problems of some kind with the data or 

some kind of other data issues relative to the 

category of data that had been used in other studies 

That's what I ' m  asking here. 

A I dor,'t think I would agree with that. The 

more critical issue in my experience is the nature of 

what's being collected and the process whereby it's 

collected. 

To just take an example, data collected in 

survey research. Sometimes some questions are very 

easy to answer, and it's very easy to solicit clear 

and unambiguous responses. An example might be a 

survey that asks people how do you normally get to 

work? Do you drive, or do you take the subway? 

Whereas a different kind of a question might 

ask how much is your house worth at the present time? 

That's a lot harder for people to answer because it's 

not something that they're readily familiar with. 

They're estimating it. 

Heritage Reporting Corporation 
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I think it‘s really what’s being collected 

and how it‘s being collected I think in my experience 

has more to do with the error rate than whether this 

is a fresh data set as opposed to one which has been 

analyzed in the past. 

Q Okay. Well, as I said, other things being 

equal, and what I had in mind was the kind of factors 

that you are talking are things that I would equalize, 

and the only thing I’m looking at here are sets of 

data that have been looked at before and sets of data 

that haven’ t. 

A Okay. Accepting that clarification, I think 

again I would say there’s no particular pattern, but 

if a data set has been analyzed in the past there will 

be more understanding and information around about the 

nature of the problem to which it’s subject. 

Q And as a result of that understanding, 

people will have made adjustments in the way that data 

is collected anu reflnement of those. Is that 

correct? 

A They may have made adjustments in how it’s 

collected, or they may - -  you know, the collection 

process may not have changed, and they may instead 

have made adjustments in how they analyze it or 

interpret it. 

Heritage Reporting Corporation 
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Q But at any rate, the fact that those data 

have been previously used would result in data sets 

that people are familiar with, have addressed the 

problems involved, et cetera. Is that correct? 

A If they've been previously used, you will 

typically have the benefit of some knowledge and 

experience gained as a result of the first analysis. 

Q Okay. Please turn to your testimony at page 

4 9 .  

A I have it. 

Q And specifically there I'm looking at your 

Footnote 51 where you indicate that you requested data 

from the Postal Service that would have permitted you 

to include not just sorting operation hours, but also 

certain other hours logged in allied and overhead 

operations, and you indicate there that the Postal 

Service objected to your request. Do you see that? 

A I see that. 

Q And that you were surprised by this 

response, and you indicated there that this 

information had a much higher level of aggregation, 

and you assumed it would be easier to prepare. Do you 

see that also? 

A I see that. 

Q Yes. Are you aware that one of the bases 

Heritage Reporting Corporation 
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for the Postal Service's objection was a possible 

burden of "past experience in working with newly 

assembled data sets suggested the likely need for 

extensive review and work after the set was initially 

assembled." Were you aware of that? 

A I think I recall having seen something of 

that sort. 

Q Okay. And therefore you would also be 

aware, having referred to that response to being aware 

of what was ir. the Postal Service's objection, that 

the request came to the Postal Service 2 4  days after 

the close of discovery on Witness Bozzo's testimony? 

Is that correct? 

A That's correct 

MR. MCKEEVER: Mr. Chairman, I might note 

that discovery on the Postal Service, of course, still 

continues to this day. 

MR. HESELTON: Mr. Chairman, I feel the 

Postal Service ought to respond to that statement. I 

observed in facc that United Parcel Service could have 

filed that as ar? institutional interrogatory to the 

Postal Service, and they chose not to do that. 

That's one of the reasons the Postal Service 

put in its oblection the burden argument that the 

assembly of such data that hadn't been looked at that 

Heritage Reporting Corporation 
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way before would entail some surprises and unexpected 

observations and result in the possibility for more 

work there. 

I suspect that that’s the reason that United 

Parcel Service directed that interrogatory to Dr. 

Bozzo, who could have dealt with those issues, whereas 

had they directed it as an institutional interrogatory 

to the Postal Service would have been provided as 

requested, of zourse, but it would not have received 

the kind of aaalysis and review that it would have 

received had it been directed to Dr. Bozzo. 

I’d just like the record to reflect that. 

CHAIMXN OMAS: Thank you. 

MR. MCKEE‘JER: Mr. Chairman, other than to 

s a y  that we considered the circumstances and decided 

n o t  to move to compel. I don’t see how this advances 

the record in the case, so I will not comment any 

further. 

CHAIi?l.LL‘: C>!S..;T ~ Thank you, Mr. McKeever. 

MR. HESELT?::: The Postal Service is 

prepared to move a::, Mr . Chairman. 

CHAIRPA.: OMAS ; Would you please proceed, 

Mr. Heselton? 

BY M I .  HESELTON: 

Q Dr. Neels, please turn to your testimony at 

Heritage Reporting Corporation 
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page 14. 

A I have it. 

Q Now, on that page you're discussing OL 

indicating the use of the in-office cost system to 

indicate the prevalence of MODS clocking errors. Is 

that correct? 

A The paragraph that begins on page 14 talks 

about the possibility of using I O C S  data to try and 

quantify the incidence of clocking errors. That's 

correct. 

Q Yes Down at lines 6 through 9 you're 

indicating that the Commission in Docket NO. R2000-1 

did a transfer of cost there, and you indicate that 

was "based upon clocking errors disclosed by the IOCS 

dara." Do :;ou see that? 

h I see that. 

Q First off, how long have you worked with in- 

office cost s ; r s t e r n  data? 

A I worked ' w i t h  it a small amount in the R2000 

proceeding. Th:s 15 really the first proceeding in 

which I've delved inro it in any detail. 

Q Now, in your allegation here that based on 

clocking errors disclosed in the IOCS data you have 

two footnotes on this. 

Let's go back to lines 5 and 6 there. 

Heritage Reporting Corporation 
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You've got two indications here which are footnoted. 

One is, "The Commission has concluded that the IOCS 

data is more reliable than MODS data." Do you see 

that? 

A I see that. 

Q And that is supported or cites to a Footnote 

1 2 ,  which at the bottom indicates that in Docket No. 

R2000-1 in its opinion and recommended decision at 

paragraph 3015 is your source of support for that 

statement. Is that correct? 

A That's what the footnote says, yes. 

Q Dr. Neels, what I've done here is I've 

copied out the pages from the opinion and recommended 

decision in that docket, including paragraph 3015, 

just so that we can make this discussion go a little 

bit more smoothly and you've got the context for my 

questions to you regarding paragraph 3015 and two 

others that 1 would like to refer you to. 

Q Now, let's start out by indicating that 

paragraph 3015 is contained in a section of this 

opinion headed Migration of Window Service and 

Administrative Costs. Is that correct? That would be 

page 81, the first page of the copy that I've given 

you. 

A That's correct. 

Heritage Reporting Corporation 
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Q Paragraph 3015 is contained within that 

section, and it indicates the following language at 

the beginning of that paragraph: "Until then, the 

direct evidence in the IOCS codes should continue to 

take precedence over the MODS codes in these cost 

components. 'I 

Now, first of all, the Commission's 

conclusion here applies only to MODS codes in window 

service and administrative costs and not to MODS codes 

overall. Is that correct? 

A It does. 

Q And noting that that paragraph, 3 0 1 5 ,  begins 

with the phrase "Until then," that raises the question 

of what the Commission is referring to until then. If 

we look above to paragraph 3014 and the last sentence 

there, the Commission says: 

"Given the large proportion of general 

administrative services for which the Postal Service 

proposes to override IOCS information, the Service 

should provids some empirical evidence confirming that 

the portions it proposes to migrate into mail 

processing solely support Function 1 or 4 mail 

processing opErations." 

Do you see that? 

A I do. 
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Q Now, there's no indication in that 

paragraph, is there, that the Commission has found 

that MODS codes cannot be used in cost analysis? 

A NO. i would comment though while I'm happy 

to discuss the migration issue, I would say that this 

was something of a passing comment as an introduction 

to my effort to provide a more rigorous quantification 

of clocking errors, which is presented in Table 3 

which immediately follows the passage we're 

discussing. 

I did not intend to make a large point in 

citing the migrated cost issue, but, as I said, I'm 

happy to discuss it with you to the extent I'm able. 

Q Well, my focus here, Dr. Neels, is not on 

the migrating cost issue. My focus is on what I would 

characterize as an overreaching statement that this 

transfer was based on clocking errors disclosed by the 

IOCS data. 

What I'm indicating to you at least at this 

point, in paragraph 3014 and 3 0 1 5  there is no 

indication in fact that the Commission reached that 

decision, is there? 

A If I look at the - -  I think it seems to 

suggest that the Commission is prepared to accept that 

these are administrative costs and questions the 
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evidence regarding their relation to mail processing, 

so I think I would probably concede that this was 

maybe more of a statement than was warranted. 

As I said, this was a passing comment. I 

was trying to just introduce an effort to use the IOCS 

data more rigorously to quantify the extent of 

misclocking. If I misstated the issue of the migrated 

cost, I apologize for that. 

Q Well, Dr. Neels, my concern here is not a 

misstatement cf the issue of migrated cost. My issue 

here is a general statement that just indicates that 

the Commission stid MODS data can't be useful because 

of clocking errors. That's the statement that I'm 

addressing. 

What I'm indicating here and what I'm asking 

you to do is to point to support someplace in here 

where the Commission in fact concluded that. 

MR. MCKEEVER: Mr. Chairman, I'll object 

because I don't see anywhere where the witness' 

testimony states tha:. He said MODS data can't be 

used because cf c1oci:ing errors. I don't believe the 

witness' testimony states that. 

The testimony will stand for itself, but he 

just made a statement that in one instance the 

Commission concluded IOCS data is more reliable than 
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MODS, so I object to the mischaracterization of the 

testimony. 

CHAIRMAN OMAS: Mr. Heselton? 

MR. HESELTON: Mr. Chairman, I'm really 

looking here at the statement on lines 5 and 6 where 

the witness says, "The Commission has concluded that 

the in-office cost system data is more reliable than 

the MODS data." 

That's the general statement that I would 

like to attack. I don't believe that the Commission 

in fact made that: conclusion. 

CHATRMAN Oms: I would move on. There was 

nsrhing about clacking. 

M R .  HESELTO::: Thank you, Mr. Chairman. I 

, . .  , 1 mo';e on 

BY MP. .  HESELTON: 

Q Dr. Neels, wxuld you refer t o  your 

testirony, please -~ f r : - i k e  that. Hang on a second, 

please. 

Let's t u rn  :C your response to Postal 

Service Interrogate,:..). No. 2 8  . 

A I ha:-e i: . 

Q Now, .;2,; we,-.- _ _  asked in that response whether 
it would be su:-pr:sing to see administrative tasks in 

a l ist  of MODS cperations for miscellaneous 
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activities, office work, steward meetings, scheme 

examiners and so on, and you answered no, I believe. 

A I did. 

Q Now, suppose there were in-office cost 

system tallies with administrative codes in these 

operations. Would that constitute evidence of 

misclocking? 

A Not necessarily. As I understand the rules 

of engagement for MODS, a worker clocked into a MODS 

operation could legitimately be carrying out some 

activities that could be characterized as 

administrative. 

That was the reason why in the table that I 

presented in rr+’ testimony in which I tried to quantify 

t h e  extent of misclocking I focused specifically on 

instances in which a worker was closed into one MODS 

sorting operation, but was observed working in another 

MODS sorting operatior,. 

I sepai-are3 those tallies from the others, 

which I think wou?d include administrative break time, 

things of that so::, so I recognized the possibility 

that someone clocked into a MODS operation could 

legitimately be handling mail or perhaps engaging in 

some administrative activities related to that 

particular MODS sorting operation 
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Q Okay. So if I take the liberty of 

summarizing the response you've just given me to a 

couple of words, your answers to the question of 

suppose there were IOCS tallies with administrative 

codes in these operations and would this constitute 

evidence of misclocking, what you're saying is 

probably not? Is that correct? 

A Not necessarily. 

Q Not necessarily. Now, do you know what cost 

pool or cost pools those operations are assigned to? 

A The sperations listed in Interrogatory 28? 

Q That's correct. 

A Not off the top of my head. 

Q Do you know what fraction of in-office cost 

system administrative tallies are in those operations? 

A Agaj.n, not off the top of my head. 

Q Okay. And I take it that means you wouldn't 

even venture a ballpark figure in this case? 

A I would not 

Q Okay. Would a figure of about 73 percent 

sound reasonable to you? 

A Seventy-three? Can you define what the 

numerator and the denominator for the 7 3  percent is? 

Q Yes. I'm talking here about the fraction of 

in-office cost system administrative tallies as a 

Heritage Reporting Corporation 
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percentage of operations in administrative codes 

generally in IOCS. 

A So you're saying 73 percent. The numerator 

would be all of the IOCS tallies engaged in 

administrative activities, and the denominator would 

be the entire universe of IOCS tallies? 

Q In mail processing. 

A In mail processing. 

Q In mail processing. We're talking mail 

processing here. 

A So you're saying that that is a factual 

statement? I've lost the question. Excuse me. 

Q My question was when we're looking at the 

fraction of in-office cost system administrative 

tallies in the operations that we've been talking 

about, mail processing operations, I suggested to you 

that would 73 percent sound like a reasonable 

percentage? 

A Sevency-three percent of the MODS tallies 

for mail processing involve administrative activities? 

That seems high to me, but I have not studied that so 

I don't have a very well informed context for 

evaluating it. 

8 Fine. Let's move on to Postal Service 

Interrogatory 27,  and specifically here I'm looking at 

Heritage Reporting Corporation 
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Section (d) of that interrogatory where we asked you 

if you considered the administrative costs in sorting 

operations, including clocking in and out, to be 

qualitatively significant. 

In your response you say that the 

administrative activities are less than one percent of 

the cost and so my question here is is that response a 

no? 

A I would call that a no. I have the 

qualification that $32 million is still $32 million. 

Relative to $4 billion, it’s not quantitatively 

Significant. 

Q Now T’d like you to turn to page 1 5  of your 

testimony. On that page there should be a Table 3 - -  

A Yes. 

Q - -  if I’ve directed you to the correct place 

here. 

A There is. 

Q Can you specify what MODS sorting pool 

definitions you used in developing that table? 

A In developing this table, I sought to use 

the MODS pool definitions that were the same as those 

used by Dr. Bozzo. 

I recognize that in subsequent 

interrogatories it was pointed out to me that there 
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were I think two instances in which I may have omitted 

one particular component of those pools, but my goal 

was to mirror tile pool definitions used by Dr. Bozzo 

in his analysis. 

Q Would you turn now to page 16? 

A I have it. 

Q And specifically lines 9 to 10. 

A I have it. 

Q There you state, "For all operations, total 

piece handlinys should always be greater to or equal 

than first handling pieces." Do you see that? 

A Yes. It's not quite the exact wording, but, 

yes. I see that. 

0 Was it close enough? 

A Close enough. 

Q Now, is this statement based on the 

conceptual definitions of first handling pieces and 

total piece handlings? 

A It is. 

0 Now let's consider automated operations. Up 

above at lines 1 to 4 you note that total piece 

handlings are measured by machine counters, and first 

handling pieces are measured by weighing mail and 

applying conversion factors. Are you with me on that? 

A I ' m  with you. 
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Q Okay. Does it follow that while first 

handling pieces and total piece handlings are related 

conceptually as you mention at lines 9 to 10 that 

they‘re actually measured using separate systems, as 

you described in lines 1 to 4? 

A Yes, I understand that. 

Q Okay. So let’s consider a batch of mail. 

It‘s weighed for first handling piece. The weight is 

converted to pieces and then it’s run on the machine, 

and the successful sorts from the machine’s counter 

are the associated total piece handlings. 

Is this consistent with the process you 

describe at lines 1 to 4 ?  

i 4  It would be. 

0 Okay. NOW 1e:’s assume for the moment that 

the mail is welghed coi-rectly, the employee who does 

the conversion applies the correct conversion factor 

and that the expeczeci .:a?ue of the conversion error is 

zero, but the con’:c.:-.;:o:: factor itself happens to be 

too high for thar pa:.z~cular batch of mail. 

Do yo:: a3:ee in such a case the measured 

first handling piece exceeds the true first handling 

piece for that kdzc::-? 

A Now, L C  answer clearly I assume when you use 

the term conversion factor you‘re talking about a 

Heritage Reporting Corporation 
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measure which wou.ld be pieces per pound? 

words, pieces ir. the numerator/weight in the 

denominator? 

In other 

Q That's correct. The kinds of conversion 

factors that you find in the MODS system, yes. 

A So in such a case it would be the case that 

the estimated FHP would exceed the TPH as generated or 

as counted by the machine counter 

Q Let's move now to your response to 

Interrogatory 7. Do you have that? 

A I have that. 

Q Okay. Referring to your response there, 

what you refer to uhere, would you call those apparent 

anomalies? 

A I think in ny response to subpart (e) I used 

the tern apparent anomalies to refer to situations in 

which FHP exceeds T P H  solely because the applied 

conversion facto:- 1s incorrect for that particular 

batch of mail. 

Q Yes. ' i e s ,  that's what I would like to 

direct your attentior. to 

Now, would you expect the frequency of these 

anomalies to bc higher, other things being equal, if 

the true TPH, Eotal piece handlings, exceeds the true 

first handling pleces by a small amount than if the 
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true total piece handlings exceeds true first handling 

pieces by a larger amount? 

MR. MCKEEVER: Mr. Chairman, I apologize, 

but for my benefit may I ask Mr. Heselton to repeat 

that question maybe a little bit more slowly? I had 

difficulty following at the speed with which he was 

moving. 

MR. HESELTON: Yes. I'd be happy to, Mr. 

Chairman. 

CHAIRMAN OMAS: Thank you. 

BY MR. HESELTON: 

Q Referring to the anomalies referred to in 

your response tc Interrogatory 7(e), would you expect 

the frequency of these anomalies to be higher, other 

things being equal, if true TPH exceeds true FHP by a 

small amount than if true TPH exceeds FHP by a large 

amount? 

A I would. 

Q Now let's consider the optical character 

reader operation. Is it your understanding that is 

the first sorting operation that most pieces are 

handled on? 

A I would not imagine that it would be the 

first sorting operation that barcoded pieces would be 

handled on 
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Q Okay. Let me clarify the question here. I 

may not have characterized it correctly. 

Is it your understanding that is the first 

sorting operation for most pieces handled on it? 

A I would expect so. 

Q Okay. And would that imply that most of the 

pieces processed on optical character readers would be 

eligible for a first handling piece count as you 

understand the first handling piece count measurement 

procedures? 

A Again, I would expect so. 

Q Okay. And it's also your understanding that 

the successfully processed pieces on that piece of 

equipment are sent to barcode sorter operations for 

subsequent processing? 

A Again, that would be my understanding in 

general. 

Q And would that imply that there would be 

relatively few total piece handlings in the OCR or 

optical character reader operation that wouldn't also 

be first handling pieces at least according to the 

first handling piece and total piece handling 

definitions? 

A A s  a general statement I would think that 

would be true. 
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Q Let's consider now the barcode sorter 

operations. 

handled on the barcode sorter are first handled in 

nonbarcode sorter operations such as optical character 

reader? 

Is it your understanding that some pieces 

A That is my understanding. 

Q And would you agree that subsequent 

handlings are a l s o  common in barcode sorter 

operations; for instance, for multi-pass delivery 

point sequencing'? 

A 

Q Okay. And would that imply that barcode 

That would again be my understanding. 

sorter operations will tend to have more total piece 

handlings relative to what I would call true first 

handling piece than optical character reader 

operations? 

A I would expect in general for that to be the 

case. 

Q Okay. Now, other things equal, which would 

be more susceptible to a first handling piece/total 

piece handling anomaly due to conversion error? Would 

you expect to find that more in barcode sorter 

operations or optical character reader operations? 

A Well, given as we were discussing before, my 

expectation would be that in general the TPH count 
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would be closer to the FHP count for optical character 

reader operations than for barcode sorter operations 

and so I would expect that the instances in which the 

conversion factors are inappropriate for a particular 

batch of mail would lead to more situations in which 

estimated FHP exceeded machine count TPH for OCR than 

for barcode sorting. 

Q Would you turn now please to Interrogatory 

2 1 ?  

CHAIRW OMAS: Excuse me, Mr. Heselton. 

Could you tell me about how much longer you have with 

this witness? 

MR. HZSELTON: Well, Mr. Chairman, I 

wouldn't want to bet my mortgage on this estimate, but 

1 believe I'm loaking a: somewhere between 15 minutes 

and 2 5  minutes. 

CHAIRMAN O M S :  Fine. We'll go ahead and 

we'll wait for you to complete this, and then we'll 

take a lunch break. Thank you. I won't hold you to 

that. 

MR. HESELTON: I appreciate that, Mr. 

Chairman. 

BY MR. HESELTON: 

Q Okay. I believe that we had referred you to 

Interrogatory 21 and specifically Section (a). 
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Now, in your response in that section you 

contrast your view of Professor Bradley's productivity 

screens to that of Dr. Bozzo's, and you note at the 

bottom of the first page and continuing on the second 

a "lack of external evidence that these observations," 

and they're the ones eliminated by the Bradley 

screens, "lying on the tails of the distribution were 

in fact erroneom. ' I  

Do you see that? 

A I see that. 

Q NOW, in response to Postal Service 

Interrogatory 7(e) you stated that you had made no 

effort to distinguish between actual and apparent 

a-onalies. Is that correct? 

P. Again using the awkward terminology of that 

subpa-t , yes. 

Q And are the "actual anomalies," to use your 

wording from the : - e z p n s e  to 21(a), "in fact 

erroneous" in thar z=-- mistake would have been made 

in the measurement of first handling pieces and/or 

total piece hand: ; : I ? Z ?  

A Could .:'EL leueat the question again? 

Q Cerrair.:;:. M y  question is when you refer to 

"actual anomalies" in your wording to the response to 

2 1  (a), "were ir, fact erroneous" in that some mistake 
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would have been made in the measurement of first 

handling pieces and/or total piece handlings, does 

that characterize actual anomalies? 

A Okay. You had previously directed my 

attention to the sentence that begins on page 2 and 

continues onto page 3, and here I was talking about 

the issue about whether the observations in the tails 

of the productivity distribution of Dr. Bradley that 

he omitted from his estimation samples were erroneous. 

His productivities were calculated on the 

basis of hours and TPH and didn't involve FPH and so 

in the context of that sentence I don't think that FPH 

er.ters into it at all. 

Q Well, car. you explain why screening out the 

"apparent anomalies" in the absence of evidence that 

che observations are vhat you call "actual anomalies" 

wouldn't be subject to exactly the critique that you 

previously leveled with Dr. Bradley that you would 

eliminate large nc-.he:-s of observations that you 

haven't actuall:,. determined to be erroneous? 

A Well, I think I would take issue with that 

because in the empirical work I did I was using first 

handling pieces ar a cost driver, and all I have is 

the estimated first handling pieces. I don't have the 

actual first handling pieces. 
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I think the fact that the estimated first 

handling pieces for a particular observation exceed 

the total piece handlings for that particular 

observation is evidence that the particular number 

contained in the data set for first handling pieces is 

incorrect. 

If I had had the true, as opposed to the 

estimated, I would have been happy to use the true, 

and it wouldn't have been necessary to apply that 

screen. Havinq only the estimated, which I would know 

to be incorrect, I think it's appropriate to eliminate 

them from the sample. 

Q Please turn to your response to 

Interrogatory 5 .  In 5(a) we asked you to provide an 

estimated equation for the models you present in 

Section 6 of your testimony. 

A I have that. 

Q Is a feature of that equation that it 

includes the log of first handling piece volumes for 

letters, flats and parcels on the right-hand side? 

A It is. 

Q Now turning to your response to 5(b), the 

first variation on the model you describe is what you 

call a "shape level" version. Is that correct? 

A That's correct. 
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Q And is it correct that you used only a 

single shape specific cost driver in these models? 

A That's correct. 

Q Now, in your testimony you theorize there 

may be cross shape effects that are not captured by 

Postal Service models among other things, and here for 

a specific reference this is in your testimony at page 

49 and 5 0 .  

A That's correct. 

Q Now, if you had included all three first 

handling piece shape variables as you noted in the 

response to 5 ! a )  could those models have provided 

evidence to ccnfirm or not confirm your theory that 

there were cross shape effects in sorting operations 

costs? 

A Just to make sure I understand, you're 

asking me a question about a hypothetical model that I 

did not run, and that hypothetical model would look 

like the equation shown under part (a), but instead of 

having the total number of labor hours it would be the 

labor hours associated with all of the sorting 

operations for a specific shape? 

Just: to clarify, is that your question? 

Q That's correct. 

A Okay. And the question is would that 
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provide evidence of cross pool interaction? Again, am 

I with you? 

Q Yes. 

A Thank you. I think it would provide some 

evidence regarding the possibility of cross pool 

interactions, but the test would not encompass all 

possible forms of cross pool interaction. 

I noted in connection in my direct testimony 

in discussing situations in which I reestimated Dr. 

Bozzo's models on subsamples, some of which would 

include automat-ion operations and some of which would 

not, I noticed that there were significant differences 

in the coefficients one arrived at. 

I think as part of the discussion there I 

pointed out that contrasting, for example, the cost 

characteristics of a manual operation when it is the 

only operation in place versus that same manual 

operation when it's operating beside an automated 

operation is a test that the split sample approach 

could carry out. 

The model that you've postulated as an 

alternative here would not be able to address that 

because by definition you would only be able to 

estimate such a model in situations in which the 

operations were running side-by-side. 
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Now, the discussion in my direct testimony 

talked about different sorting operations within a 

shape, but I think the same sort of considerations 

would apply if you’re looking at different shape 

streams. 

If there was only one shape stream present 

or only two shape streams present and a third is 

introduced, that might change the cost characteristics 

of the other two in a way that would not be captured 

by the model you’ve asked about. 

Q Please turn to your response to Postal 

Service 1nterrog;tory 33, and here I’m looking at 

Section ( b ) .  

A I have it. 

Q Okay. You begin your response here, “Every 

mail piece th&t requires sorting must be sorted for 

the first time somewhere and so should generate one 

first handling piece count.’’ 

Do you ha:.e that? 

A I have that. 

Q OkcJ.  Is it your view that each piece 

requiring sorting generates one and only one first 

handling piece count regardless of how many Postal 

Service facilities it passes through? 

A No, and I think I tried to make that clear 
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in the remainder of my response to that part of the 

interrogatory. 

Q Now please turn to your response to Postal 

Service Interrogatory 36. 

A I have it. 

Q You're ahead of me, Dr. Neels. And 

specifically to page 5 on that response. 

Now, unfortunately I don't have line numbers 

to refer you to there, but you refer to "the 

conversion factor for first class mail." 

A I do. 

0 Let me see if I can get you a count here on 

w L - i c n  line it is. Okay. Count up 10 from the bottom 

xocld be the shortesc way to do it there 

The line itsel: says, "...per piece has 

Increased." And ther., "If the conversion factor for 

- * -  "st class mail 1s correct.. _ "  Do you see that? 

A I see t h a r .  

0 Now, ,,*... suggesting by this sentence 

that there is a s:::;i:t- conversion factor applicable to 

first class mail:; 

A By no xea:s,  no. 

MR. HE3ELT3:N: Thank you, Dr. Neels. 

Mr. Ch::-rnan, that completes the Postal 

Service's cross-examination of this witness. 

Heritage Reporting Corporation 
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CHAIRMAN OMAS: That was 10 minutes. Thank 

you, Mr. Heselton. 

Is there anyone else who wishes to cross- 

examination Dr. Neels? 

(No response. 

CHAIRMAN OMAS: Are there any questions from 

the bench? Commissioner Goldway? 

COMMISSIONER GOLDWAY: I hope I get this 

right because I'm certainly not a professional 

economist, but the Commission is always concerned 

about accuracy of data in its review of decisions 

before it makes them. 

Witness bozzo looks at MODS data at the 

ieve? of individual operations and decides that 

r-o3qb.l:: 2 5  pel-cent of them are obviously bad because 

ot extreme or nonsensical values. 

As you show i n  Table 20 of your testimony, 

':ou look at shape le:re? MODS data and conclude that 40 

percent of them tnar ~n,~olve either letters or flats 

are bad because the.:. ai-e extreme or nonsensical. For 

parcels, the ob.;;oi;sl;, bad data appears to be over 50 

percent. 

The qJezrrion that our staff has been 

discussing is assuming you can expect bad MODS data to 

be distributed something like a bell curve where the 

Herirage Reporting Corporation 
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extreme values are relatively rare and the majority of 

bad observations aren't as obviously different from 

good observations and therefore can't be detected 

that's a question. 

- -  

Could these errors be distributed in a bell 

curve such that in the center of the bell curve it's 

harder to figure out if they're bad or not? 

THE WITNESS: I think certainly that's a 

possibility. 

and I think - -  I mean, to give you an honest answer, I 

think there are two countervailing tendencies. 

This is an issue I have struggled with, 

I don't understand all of the problems with 

the MODS data that gave rise to the visible errors. 

Sometime it appears things are not entered. Sometimes 

they're entered in the wrong place. 

If you take the latter issue of things where 

volume or hours that should be recorded under one 

operation are recorded elsewhere that means one 

observation is too high and one observation is too 

low. 

I've always been concerned that, you know, 

if we see the whole we don't necessarily see the place 

where the volume or the hours wound up and that that 

could be a concern. 

Now, offsetting that it is the case that if 
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things are just recorded in a sloppy manner then at 

some level it should all add up to the right number, 

but I ' m  not sure what level that is. 

You know, there's been some talk about 

offsetting errors at a detailed level that cancel out 

at a higher level. There's also some evidence that 

things don't make their way into the system, and that 

would not be carrected by that. 

There is a process too of the data are 

recorded at least on a four week basis and aggregated 

up to a quarterly level and I think recorded weekly as 

well. I don't know how much masking occurs at those 

higher levels. 

I think it's certainly a possibility that 

there could be other errors that are not obvious and 

even that was referred to in the cross-examination by 

Mr. Heselton when he talked about the fact that FHP is 

more - -  you know, an inaccurate estimate of first 

handling pieces is likely to be more visible if total 

piece handlings are close to what FHP is. 

Never having really understood the nature of 

the problems, I've never been comfortable that we 

could really get our hands on what's good and what's 

bad. 

COMMISSIONER GOLDWAY: Okay. So in the 

Heritage Reporting Corporation 
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example you gave, we can assume that certain problems 

are more visible than others? 

THE WITNESS: Yes. 

COMMISSIONER GOLDWAY: But I guess the 

question is once you see a pattern of very visible 

errors and you're automatically taking the outliers, 

oughten there be some way in which you assume that 

there's also a Sell curve of those errors within the 

data and some formula that you might adapt to adjust? 

You know, you've cut the bell curve off so you're 

using this arch. 

THE WITNESS: Yes. 

COMMISSIONER GOLDWAY: But you've seen these 

huge outliers that you've cut out, so is there some 

way in which you say well, a certain portion of the 

data inside the remaining bell curve must also be 

incorrect, and therefore we have some sort of formula 

to push the bell curve down? 

THE WITNESS: I think if I understand your 

question, if you wanted to build some - -  you know, use 

the visible errors to infer the presence of the 

nonobvious errors. 

COMMISSIONER GOLDWAY: Right. 

THE WITNESS: One could do that under some 

strong assumptions. If you assume that there's the 

Heritage Reporting Corporation 
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same probability that a weekly observation would be 

off sufficiently that it would be visible, you could 

calculate the probability that for how many 

observations would there be enough weeks that were off 

that you would see a problem at the quarterly level? 

That would enable you to make some 

inferences, but that rests upon some pretty strong 

assumptions about the nature of the problem. I‘m not 

sure that I wocld be comfortable saying that those 

kinds of assuinZXions are warranted. Those are things 

you would need to do to get to an answer. 

A s  I said, it is possible that if this is 

just a matter ot sloppiness about where hours or 

volume are recorded it’s possible that, you know, 

a g a i n  at some level of aggregation these things might 

cancel out. 

I’ve noticed, for instance, that there are 

negative values. Although I’ve never gotten 

confirmation that t h a t ’ s  an adjustment, it looks like 

an adjustment where somebody caught an error and later 

deducted it. 

If you put those together, you presumably 

get the right answer, but I think that where I come 

out on this is I’m concerned that there are nonvisible 

errors, but I d m ’ t  feel that I know enough about the 
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way in which these get generated to be able to be 

confident that I can quantify them or ferret them out. 

COMMISSIONER GOLDWAY: If we were able to 

quantify them, could it possibly dramatically change 

the MODS information we have? 

THE WITNESS: I mean, it could potentially. 

I've wondered whether I'm making too much about the 

errors or not, but I recall Professor Greene in 2000 

performing some calculations that indicated that 

measurement error was unlike1.y to be a big issue, and 

yet when Professor Roberts has corrected for 

measurement ezror using instrumental variables he gets 

significantly different results. 

I guess I ' m  left with the concern that it is 

a Dig problem that could potentially alter the 

1-esults. 

COMMISSIONED GOLDWAY: Thank you.  

CHAIRMA3 OFq&:; : Commissioner Tisdale? 

VICE c>~;~:F..?<<: TISDALE: Yes. Dr. Neels, in 

the past we knoii tka: the Postal Service has been 

known to shifc wz:l: :~ads from one plant to another to 

avoid congestlor. ar.3 some other operational problems. 

The plant level K 3 2 Z  data that we've seen in recent 

years seems to ;nciicate that that continues to be a 

practice. 

Heritage Reporting Corporation 
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If that is so, does it mean that the 

operations level and plant level models measure only 

part of the effects of volume on cost? 

THE WITNESS: Well, I think if the practice 

is to move operations from let’s say more congested 

facilities to less congested facilities then I would 

think the plant level models would not necessarily be 

giving - -  you ‘mow, would presumably be giving you an 

accurate picture of what‘s going on. 

If you‘re talking about changing the network 

of plants, adding plants or removing plants, then I 

think there could be costs associated with changes of 

that nature tha: would not be captured by plant level 

T,ode 1 s . 

You know, I think as long as you‘re shifting 

.:olurnes around withln an existing network presumably 

I f  the models are accurate you’ll be getting a correct 

picture of the effects on cost. 

VICE C & : W A N  TISDALE: So you don’t think 

that the cost would be lost in the system somewhere? 

THE h’ITNZS3: Well, it raises an issue which 

I’ve been concerned about, which is changes in the 

structure of t.le neEwork. I‘m not convinced that the 

models that the Postal Service has put forward 

adequately address the costs associated with those 
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changes. 

For example, if congestion forced you to 

install a parcel sorting operation at a plant, an 

automated parcel sorting operation at a plant that had 

not previously had one, there would be costs 

associated with bringing the equipment on line, with 

ramping up, that would be part of the change. If the 

change is volume related, you know, I think it should 

be credited as part of the cost of volume growth. 

I‘m concerned that a model that assumed an 

existing population of plants and also an existing 

complement of sorting activities would systematically 

miss those chanyes, so I think that the cost would 

possibly fall between the cracks if you‘re either 

creating plants or removing plants or if you’re 

putting new sorting lines into plants where they had 

not previously existed because there are costs 

associated with making changes to the network of that 

nature. 

However, if it’s a static system, if it’s a 

static complement of plants and, you know, each plant 

has a static complement of activities and the volume 

is simply moving from one plant to another then I 

would thin!? again as long as the models are adequately 

designed and estimated they should give you an 
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adequate picture of the implications of that. 

It's when the structure changes that I think 

that there's a potential to miss things, and that 

could be either new plants or new sorting activities 

installed at existing plants. 

VICE CHAIRMAN TISDALE: Okay. Thank you. 

COMMISSIONER GOLDWAY: Thank you. 

CHAIS" OMAS: Is there anyone else? 

MR. HESELTON: Mr. Chairman, the Postal 

Service has an additional question for Dr. Neels. 

CHAIRMAN Oms: Okay. 

CROSS-EXAMINATION RESUMED 

BY MI:. HESELTON: 

Q Dr. Neels, how do you deal with first 

handling piece error in your models? 

A I do it in two ways. I have tried to, first 

of all, screen out the errors that I can identify and 

then, having taken the best sample I can find, I then 

use instrumental variable techniques to try and 

prevent bias in my coefficients. 

MR. HESELTON: Thank you, Dr. Neels. 

CHAIRMAN OMAS: Thank you. Is there anyone 

else? 

(No response. ) 

CHAIRMAN OMAS: Mr. McKeever? 
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MR. MCKEEVER: Five minutes, Mr. Chairman? 

CHAIKMELN OMAS: Fine. Thank you. 

(Whereupon, a short recess was taken.) 

CHAIWViN OMAS: Mr. McKeever? 

MR. MCKEEVER: Mr. Chairman, we have no 

redirect. 

We have one matter before we move on to the 

next witness if I may though. If I understood counsel 

for the Postal Service earlier, there was an 

indication that if we had directed an interrogatory to 

the Postal Service instead of to Dr. Bozzo that their 

objection of hndue burden may not have applied, and 

they may have yiven us the data. 

We of course, as I mentioned, did not file a 

motion to compel based on a number of factors, the 

stage of the praceeding and the claim of undue burden, 

but I would like to ask counsel for the Postal 

Service, and I'm not looking for an answer today. 

I wouldn't want to put counsel on the spot, 

but if we were to reserve that interrogatory discovery 

on the Postal Service of course does not conclude 

until November 17. If we were to reserve that 

interrogatory on the Postal Service rather than take 

Dr. Bozzo's name off it, put the Postal Service on it, 

would they respond? 
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If I could ask the Postal Service to get 

back to us, I would appreciate that. 

CHAIR" OMAS: Mr. Heselton? 

MR. HESELTON: Mr. Chairman, the Postal 

Service doesn't mind being put on the spot in this 

particular instance, and the reason that the Postal 

Service wrote the objection to the interrogatory in 

the way it did in fact was to indicate that it 

anticipated that by virtue of the fact that the 

interrogatory r-equired a compilation of data that had 

not been done before that there would be a number of 

unforeseen probkns that would emerge in that that 

would require a considerable amount of effort and 

would raise issues in fact that would require 

considerable analysis and so on that would make the 

response not particularly appropriate for an 

institutional interrogatory. 

In other words, it would be the kind of 

response that somebody would have to have a witness 

attest to in order to make it useful. For that 

reason, the Postal Service would in fact resist such 

an interrogatory. 

MR. MCKEEVER: I gather that the Postal 

Service is indicating that it would still object if we 

serve the interrogatory to them as an institution. 
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CHAIRMAN OMAS: Yes. I was under the 

impression - -  

MR. MCKEEVER: I had gleaned that they had 

indicated they might have responded if we had made it 

an institutional. 

CHAIRMAN OMAS: Yes. I was a little 

confused as well because I thought you didn't want it 

to go to an individual, but if it had gone to an 

institutional tnere would have been a better chance. 

Do you want to think about this and get back 

to us on this, MI-. Heselton? 

MR. HESELTON: Well, perhaps my first 

r-emarks on this Lssue were a little less articulate 

:han I wish they had been, but when that interrogatory 

carce 13 :he Postal Ser'.-ice viewed it as in fact an 

;n:errogatory that would be quite appropriate to ask a 

witness because of the possible difficulties and 

issues that would be :n,.-olved in compiling the data 

requested. 

The prsblra-. the  Postal Service had at that 

point in dealin.5 '%:tr: it that way was that it was 

filed 2 4  days a.:te:- ttle close of discovery on Witness 

Bozzo. An order;:, prxess before this Commission 

requires some adherence to its timeline and so that 

was one of the bases or the basis of objecting to the 
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interrogatory at that point. 

The Postal Service did regard that 

interrogatory as one that really ought to be directed 

to a witness rather than to the Postal Service as an 

institution. Had the interrogatory requested a data 

set that was just available, something that could be 

taken and supplied to the United Parcel Service, that 

would have beer a different story, but that's not the 

way the Postal Service viewed this particular 

interrogatory. 

MR. MCKEEVER: Mr. Chairman, just two more 

sentences, and then I don't think I have any more to 

sa:; on this. 

First, we requested the data in order to do 

cs,,- .,__ own study. That's why we wanted data that the 

Postal Service had not used in its study, and we were 

1-equesting tliar data so we could do our study to 

address some of the problems that we were seeing. 

I think m::be the best way to resolve this 

at this point, sinre the discovery deadline to the 

Postal Service is ~'-111 not closed, is we'll reserve 

it and then we'll see if we get another objecEion and 

what the basis is and decide at that point whether we 

wish to pursce it or not. 

CHAIRMAN OMAS: I think that's good. Thank 
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you very much, Mr. McKeever. Thank you, Mr. Heselton. 

With that we will take a lunch break and 

come back around 1:30. 

Excuse me. I need to excuse you, Mr. Neels. 

I'm sorry. We get carried away with these 

conversations. I forget that you're sitting there. 

Mr. Neels, thank you very much for your 

testimony today and your contribution to our record. 

We appreciate it, and you are now excused. 

THE WITNESS: Thank you for allowing me to 

speak. 

CHAIR" OMAS: Thank you. 

(Witness excused.) 

CHAIRMAN OMAS: At that we will take a one 

hour lunch break. We'll be back at 1:30. Thank you. 

(Whereupon, at 1 2 : 3 0  p.m. the hearing in the 

above-entitled matter was adjourned, to reconvene at 

1:30 p.m. this same day, Friday, October 2 7 ,  2006.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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A F T E B N G Q N  S E S S I Q N  
(1:35 p.m.1 

CHAIRMAN OMAS: Mr. Olson, would you 

introduce your witness, please? 

MR. OLSON: Yes, Mr. Chairman. Valpak calls 

to the stand Dr. John Haldi. 

CHAIRMAN OMAS: Mr. Haldi, would you please 

raise your right hand? 

Whereupon, 

JOHN HALDI 

having been duly sworn, was called as a 

witness and wan examined and testified as follows: 

CHAIX” OMAS: Please be seated. 

Mr. Olson? 

DIRECT EXAMINATION 

(The document referred to was 

marked for identification as 

Exhibit No. VP-T-2.) 

BY MR. OLSON: 

Q Dr. Haldi, do you have before you two copies 

of what is identified as the Direct Testimony of Dr. 

John Haldi Concerning Certain Issues Pertaining to 

Mail Pr0cessir.g Costs on Behalf of Valpak Direct 

Marketing Systems, Inc. and Valpak Dealers Association 

designated as VP-T-2? 
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A Yes, I do. 

Q And do you have any corrections to this 

testimony filed September 6? 

A Yes. I have one I think minor correction. 

On page 3 6 ,  Table 1, line 11, the reference there is 

to an AFSM 1000, and that should be an AFSM 100. That 

is it. 

Q And with that correction, do you adopt this 

as your testimtiny in the case? 

A Yes, I do. 

MR. OLSON: MI. Chairman, based on that, 

we'd like to move the adoption into evidence of this 

testimony on behalf of Valpak. 

CHAIRMAN OMAS: Is there objection? 

(No response. ) 

CHAIF.MAN OMAS: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

corrected direcc testimony of John Haldi. 

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. VP-T-2, was 

received in evidence.) 
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cyberspace epsilon. 

With that minor change, there are no other 

changes. 

CHAIRMAN OMAS: And there are no other 

additional corrections? 

THE WITNESS: No, sir. 

CHAIR" OMAS: We can understand that 

fully. Yesterday our technical people could not get 

Nu to come out. Ke had a question mark. Delta came 

out as D, ana Nu came out as a question mark. We can 

f u l l y  understand that. 

There being no corrections or additions, 

counsel, would you please provide two copies of the 

csrrected designated written cross-examination of 

r.:tnesr: Haldi to the :-eporter? . .  

The materia? is received into evidence and, 

as is our practice, 1s to be transcribed into the 

record. 

(The document referred to was 

marked for identification as 

Exhibit No. VP-T-2 and was 

received in evidence.) 

/ /  

/ /  

/ /  
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Response of Valpak wihess John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-3. 
Please refer to your testimony at page 21, lines 4-5. Please confirm that the cost 
elasticity with respect to output. In y, is defined if c(w,y) is a 
differentiable short-run cost <unction. If  you do not confirm, provide a mathematical 
derivation of the result you believe to be correct. 

Response. 

In c(w,y)/ 

Confirmed: also see niv response to USPSIVP-T2-l(b) 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-4. 
Please refer to your testimony at page 21, lines 10-15. 
a .  Please confirm that you are describing a "U-shaped" short-run average cost cuwe. 

If you do not confirm, please explain. 
b. Please confirm that the long-run average cost curve may also be U-shaped. (See, 

e.g., Hal R .  Varian, Microcc.r~~iomir Am!vsis. Second Edition [New York: W. W .  
Norton] a t  pages 38-39 and page 4 3 . )  If you do not confirm. please explain. 

c .  Please also refer to your testiiuony at page 25, lines 2-3. Please confirm that, in 
microeconomic theory. the long-run average cost curve specifically is the lower 
envelope of the short-run avemgr cost curve. (See, e.€. ,  Varian, op. cit., at page 
43. )  I f  you do not coi:firni. please explain. 

Response. 

;I. Corilirnied. subject to the proviso tha t  "U-shaped" should not be taken too literally. 

Icwiii i i i i ! ih intended t i l  dc5crihc a unit cost curve that declines (perhaps 

, ~ s ; ~ d u ~ i l l ~ .  Wrli:ips sliaqdy) o \ c r  \otiic ran_re of output, then reaches a minimum 

I \I Iidi in:<! rLm:i i r i  cori\I;inl ( I \  c r  i~ii estended range). and then starts increasing 

: I I I L T  IIIL. pl.lii: h;i\ rcachcd l u l l  uiilimiioii 0 1  its most efficient equipment and then 

IIIII\I rcl! 1111 le\\ cttiiic.rit. i i iorc Lawl! cquipinent and procedures to reach higher 

l c \ c l t  ( 1 1  o u t p i  OIICC iiiiii c o \ i  \i.lrt\ 1 1 1  incruse. that  rate at  which it  increases 

mi! he gr:idii;il i i r  stcqi. d~y~ i i d i i i i :  O I I  the particular circumstance at the time. The 

dccli i ic iiii~l ult in i :~tc II I~IC.I~C 1 1 1  IIIII: i o s  rn i iy  he sliallow o r  sharp with a wide, flat 

tiothiin. :ind the CO\I  CI I I \C  I I I :~~  l i c  t;ir Ironi synimerrical 

('iinlirnicd. scc ; i 1 \ 1 ~  n i t  rcqiut i iw 1 1 1  iiitcrriig:itory 4(a). ahove I> 

i ('iinlirnicd 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-5. 
Please refer to your testimony at pages 22-23. 
a. Please confirm that in the economic “long run,” the Postal Service would not he 

bound by capacity constraints that might force it to employ less efficienr processing 
technology in the “shon r u n . -  If  you do not confirm, please explain. 

efficient technologies such as riianual sorting in the short run do not reference to 
any quantitative data on the prevalence with which the Postal Service actually does 
so. If your statenients are hased on any quantitative data, please provide detailed 
citations to the data. If not. please so indicate. 

b. Your statements regardin: h e  possibility of the Postal Service employing less 

Response. 

a .  “In [he long run we are all dead.” Thus wrote Lord Keynes. I can confirm, 

though. ihar ive are noi all dcid yet, and I also can confirm that, given sufficient 

tinic. the Piisral S<r\ icc can c p m d  its mail processing capacity beyond existing 

\lion run c q i x i t >  cons t ram 

rcquircd [ i t  c\p;itid c:ip:icit> III;I> chiend iiver ihr span of several rate cases (and well 

h c ~ ~ i i i d  ihc Test I‘mr i n  ~I I>  c i \ c i i  c;ise), as attestcti hy the chronic shortage of 

iiicc1i;inizcd tlats priiccswig ciipiici1y throughout thr 1990’s. 

The tiihle hclim. i%hic l i  15 h;L\cd on tlic data in  Tahle I at page 36 of my testimony. 

\uiiim:iri/.e\ hoth t iml  . i i d  \ :~IUIIIV v;inahle costs for tlars. letters, parcels. and 

Priority hl:iil 111 1:)’ 3 H I S .  h , r  .ill ci ist  pools studied hy witness Bozzo. For all mail 

proccssin: ~ ( I S I  p i i l l \  c ~ i r ~ i h i i ~ d .  tliosc cllaracteri7ed as ”manual” amounttul to a 

noii~trivial one-third 01 hotli ioi.11 arid volunie variable costs 

tlrnvever. the “long run.” or ”sufficient time” 

11 



Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

Response to USPS/VP-T2-5b 

FY 2005 Total Costs 
( $ , O o O )  

Flats (1) 
Letters (2) 
Parcels 
Priority 

Total 

Flats (1) 
Letters (2) 
Parcels 
Priority 

Total 

(1) (2) (3) 
Automated/ 

Manual Mechanized Total 

239,251 756,916 996,167 
01’7,249 1,683,563 2,600,812 

83,115 410.170 493,285 
317,740 145.691 463,431 

!.557,355 2,996.340 4,553,695 
....................................... 

FY 2005 Volume Variable Costs 
($9000) 

(1) (2) (3) 

Manual Mechanized Total 

224,896 690,454 915,350 
816,352 1,466,453 2,282,805 

66.492 356.848 423,340 
238,305 126,751 365,056 

1,346,045 2.640.506 3,986,551 

Automated/ 

......................................... 

( 1 )  Column 2 = AFSM 100 + FSM 1000 
(2) Column 2 = BCVDBCWCSBCS + OCR 

(41 
Percent 
Manual 

24.0% 
35.3% 
16.8% 
68.8% 

34.2% 

(4) 
Percent 
Manual 

24.6% 
35.8% 
15.7% 
65.3% 

33.8% 



Response of Valpak witness John  Haldi, VP-T-2, 
to  Interrogatory of the Postal Service 

USPSIVP-T2-6. 
Please refer to your testimony at page 26, line 12, to page 27, line 1. You state: 

Any increases or decreases in unit cost on account of such 
other exogenous factors [described by witness McCrery] 
should not be interpreted as evidence tending to prove or 
disprove the existence of economies of scale. [Emphasis 
in original.] 

Please also refer to GAO repon GAO-05-261, provided as Docket No. N2006-1, 
USPS-LR-NZOO6-l/7. at p&gc 30, where a graph shows facility productivities for 
*small,” “medium” and “large” facility categories. 

a .  Do you agree that the GAO’s graph referenced above shows a lower average 
productivity for ‘large” sites than for sites in the smaller size categories? If 
not. please explain. 
Please assume that e:;ogenous factors such as you describe in your testimony 
account for the obsewcd average productivity differences by facility size. 
Under such circumstances, please confirm that your testimony, quoted above, 
implies that it would be incorrect to conclude that there are diseconomies 
associated with large facilities from productivity data such as that presented by 
GAO. If  you do not confirm. please explain fully. 

b. 

Response. 

a.  I would agree 

b. Under the assumptima posited here, that exogenous factors account for observed 

average productivity differences by facility size, it clearly would be incorrect to 

conclude that larger facilities are subject to systematic diseconomies of scale 

At the same time, and despite the GAO’s own caveats at pages 28-32, in the 

face of such data any conclusion that postal facilities are subject to economies of 

scale would require a blind leap of faith. 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-7. 
Please refer to your testimony at page 29, lines 3-9. Assume a facility is merging 
outgoing processing of its First-class Mail and Standard Mail. Would you expect a 
sinzle-unit increase in the Standard Mail volume to be sufficient to cause such a facility 
to cease merging the processing, or would a larger increment of volume normally be 
required? 

Response. 

Your question does not indicate whether the facility is merging flats or letters, so I 

shall atrempt to address both. First, however, let me establish some relevant 

parameters 

According to witness McCrery: 

a minimum volume of three to four thousand pieces is 
necessary to son flats on a particular sort scheme. Below 
that number. consolidation with flat mail from another 
class would be considered if feasible. [Tr. 1113135.] 

For letters. witness McCrery srates that: 

10 minutes of mail is a good rule of thumb, but that 
differs significantly with the situation. [Tr. 1113134.1 

Throughput of DBCS machines is approximately 37,000 pieces (letters) per hour 

Tr. I113104: USPS-T42, p.  6 ,  II. 13-14. Since 10 minutes is one-sixth of an hour, 10 

minutes of mail would be approximately 6.000 pieces (which can vary significantly 

with the situation). 

Your question asks what 1 would expect from a "single-unit" increase in Standard 

Mail voluine, without defining the term -singbunit." If by single-unit you intend a 

single piece of mail. my answer is: No, in general I would not expect just one 

additional piece o f  Standard Mail to be sufficient to cause a facility to cease merging the 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

processing. Suppose however, that a single-unit is defined as a rate-induced volume 

change, such as 1,000 additional pieces of Standard Mail. Then, if we assume that 

some small volume of Standard Mail already exists and is being merged with First- 

Class Mail, ( i )  for flats I would say that the chances are at least 1 in 3 (1,00013,000) 

that an additional “unit” might be sufficient, and (ii) for letters I would say that the 

chances are hetter than 1 in 6 ( 1 . ~ / 6 . 0 0 0 )  that an additional “unit” would be 

sufficienr lo cease merged processing and son the Standard Mail separately. 
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Response of Valpak witness John  Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-TZ-8. 
Please refer to Prof. Bauniol's testimony in Docket No. R87-1, USPS-T-3 at page IO, 
lines 5-1 1 ,  Prof. Baumol defines the incremental cost of a service as: 

Those costs -- fixed and volume variable -- which would 
be eliminatd if the particular service ... were 
(hypothetically) discontinued are called the "incremental 
cost" of that service. 

Do you agree with Prof. Bmniol's definition? If not, please explain the basis for any 
disagreement. 

Response. 

I agree with Professor Bwmol. Professor Baumol's statement is fairly obvious, 

when all costs are defined as either fixed or volume variable. Note, however, that 

s m e  costs can be "semi-fixed" or 'semi-variable." The cost function may involve 

some discontinuities. Such costs may not change at the margin, with small changes in 

volume. in a continuous manner. At the same time, such costs may be reduced or even 

eliminated altogether well before the particular service were (hypothetically) 

discontinued and volume disappeared altogether. Such costs do not fit neatly within 

Professor Baumol's dichotomy. 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-9. 
Please refer to Prof. Baumol’s testimony in Docket No. R87-1, USPS-T-3 at page 12, 
lines 15-19. Prof. Baumol states: 

The term “long run marginal cost” does not refer to a 
particular IenEth of time but instead refers to the marginal 
costs that would be incurred if all plant, equipment and 
labor were used in optimal configurations so that costs, 
for whatever volume of service is supplied, are 
minimized. 

Do you agree with Prof. Raumol’s characterization? If not, please explain the basis for 
any disagreement 

Response. 

Provided that we take piants and technology as fixed at some point in time, I would 

agree with Professor Baumol’s characterization. This is a “static” definition of “long- 

run marginal cost.” and is consistent with the envelope cost curve discussed at pp. 25- 

21 of my testimony. 

In a “dynamic” situation. technology may be in a state of ongoing evolution and 

iniprovemenr, and the optimal configuration of plant, equipment, and labor then will be 

subject to change on a regular and continuing basis. 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPS/VP-T2-10. 
Please refer to your testimony at page 42, lines 14-20 

a. Please confirm that there is no single class o r  subclass whose hypothetical 
discontinuation would lead to the discontinuation of all letter-shape products. If you 
do not confirm, please explain ful ly .  

b. Please confirm that there is no single class or subclass whose hypothetical 
discontinuation would lead to the discontinuation of all flat-shape products. If you 
do not confirm. please explain fully. 

c .  Please confirm that there is no single class or subclass whose hypothetical 
discontinuation would lead to the discontinuation of all parcel-shape products. If 
you do not confirm, pleise explain fully. 

Response. 

a .  Confirmed 

h. Confirmed 

c Confirmed. Note. however, that when processing is by shape, it is possible for 

thvre to he (common) wsts that can be identified readily with shape but not with a 

single class or subclass of mail. Revenues are of course readily identifiable with 

shape. A shape-based incremental cost test is thus straightforward and should be 

made routinely even if there exists some policy reason for allowing the costs of 

handling parcels to be cross-subsidized by letters and flats. 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-TZ-11. 
Please refer to your testimony at page 51, lines 16-18. Please provide a citation to the 
record indicating where Dr. Bozzo “concurs” with the statement. 

Response. 

See witness Bozzo’s responses to VP/USPS-T12-16(a), Tr. 1012677 (concurring 

with witness Bradley’s statement quoted in my testimony at p. 51, II. 6-14) and 

VPIUSPS-T 12- 17, Tr. 1012679 

As Dr. Rozzo states in response to the latter interrogatory: 

the issue is whether the cost in  question is avoidable if a 
product or service (in this case, First-class Mail) were not 
provided, aid not the relative volume of other mail. 

Dr. Bozzo does not mention “Periodicals letters,” which my testimony uses as a 

specific example of the “other mail- mentioned by Dr. Bozzo. 
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Response of Valpak witness John Haldi, VP-T-2, 
to Interrogatory of the Postal Service 

USPSIVP-T2-12. 
Please refer to your testimony at page 51, line 23 to page 52, line 6. Please confirm 
that in the scenario you describe, the Standard letters require processing whether or not 
the First-class Mail service is provided. If you do not confirm, please explain. 

Response. 

Confirmed. All mail must be processed until it ultimately reaches its final 

destinaiion. The situation with respect to small volumes of Standard letters that are 

sorted concurrently with First-class Mail is analogous to the Priority Mail situation 

descrihed hy wiiness Bradley, as quoted in niy testimony at page 51. lines 6-14. As 

witness Bradley observes, the 'other mail" that is processed with Priority Mail also 

\wuld have to be processed if the Priority Mail cost pool did not exist. That is why all 

the volume variable cost of processing such other mail is attributed to that mail, and 

any iion-volume variable msfs of the Priority Mail cost pool are treated as intrinsic 

incremental costs of Priority Mail 



Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPS-VP-T2-13. 

Please refer to your testirn0r.y. VP-T-2 at 24, lines 8-10, where you claim that 
“[e]conomies of scale ... refers to how cost changes after the organization has had full 
opportunity IO make all requisite adjustments to a change in volume.” 

a. Please confirm that the elasticity of scale measures how output varies as 
the “input bundle is multiplied by a scalar.” See, e.g., Robert G. 
Chambers, Applied Production Analysis (Cambridge University Press, 
1989) at 22. If ycu do not confirm, please explain. 
Please confirm that your definition is of long-run cost adjustments. Le., 
“long runn costs reflect firms carrying out “all requisite adjustments,” 
and not a dcfmition of economies of scale. If you do not confirm, please 
reconcile your definition of ‘economies of scale” with the definition of 
the elastitie of scale in the economic literature. 

h .  

Response: 

a .  Confirmed. Note. however. that “economies of scale” discussed in my 

testimony ar.d ‘elasticity of scale” referenced in this interrogatory are 

not the same thing: see Chambers. the reference which you cite, pages 

72-73, 

Kot confirmed Economies of scale reflect movement to the cost- h .  

minimizing point on higher level isoquants, not movement along a scalar 

Io higher level isoquants. As Chambers points out (p. 72): 

Many discussions use the temiinology of “increasing 
(decreasing) returns to scale- and “returns to size” 
interch;ingahly. However, they are not the same thing 
even though the most convenient measures of these 
phenoniena coincide at cost-minimizing points . . . the 
elasticity 01 s a l e  measures how output responds as one 
i i i ~ w c ~  out along a scale line from the origin in input 
spac:. The elasticity of size measures the cost response 
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Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

associated with movements along the locus of cost- 
minimizing points in input space, that is, the expansion 
parh. By necessity, therefore, the two measures are 
generally based on different input combinations. 
(Emphasis io  original.) 

I t  is [he expansion path that reflects all requisite adjustments, not movement 

along a scalar line from the origin. Economies of scale and elasticity of scale will 

correspond only when subsequent cost minimizing points are on the scalar line, and this 

will he the case only when the production function, f(x), is homothetic. For further 

discussion on (his point, see Chambers. pages 72-73; for a definition of homotheticity, 

see Chambers, pages 37-40, 



Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-14. 

Please refer to your response to USPS/VP-T2-lb. 

a. Please confirm that a result of the "dual" economic theory of production 
and cost IS that the cost elasticity in UPSS/VP-T2-lb [sic] (sometimes 
called the "elasticity of size") and the elasticity of scale are "closely 
related," specifically, the fotmer is the inverse of the latter. See, e.g., 
Robert G. Chambers, Applied Production Analysis (Cambridge 
University Press, 1989) at 71. If you do not confirm, please explain 

Given your answer to pan (a), please explain the theoretical basis for 
your statement that 'Consequently, any empirical study of labor demand 
based on this model is not likely to develop any insight as to whether 
larger plants are subject to economies or diseconomies of scale." In 
panicular, pkase explain why inferences on cost elasticities are "not 
likely to develop any insight" on quantities such as scale elasticities to 
which they are theoretically related. 

fully. 
h. 

Resnonse: 

a. Confirmed 

b. The "dual" economic theory of production and cost slates that when 

sufficient inforniation on the cnst of inputs is available, the cost function 

can be used to resurreci all the economically relevant information about 

[he technology, or production function, of a firm that produces product 

X (where X could k 3 vector of outputs, such as an oil refinery that 

produces gasoline. kerosene. heating oil, etc.) typically in a single 

facility. 

In order to study economies of scale, however, one needs to define more than a 

single production function. What is required is to determine the production function 
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Response of Valpak Witness Haldi 
to Interrogatory of United States postal Service 

for plants of different sizes. and then ascertain whether the ehsriciry of smle (E) is less 

than, equal to, or greater than one over the range of plant sizes studied (see Chambers, 

p. 22, equation 1.7, for a formal definition of the elasticity of scale). As Chambers 

notes (p. 23), E is interpretable as measuring how accurately the distance between 

isoquants in input space reflect the distance in output space. In order to discuss the 

distance between isoquants in either input or output space, one first needs to estimate 

two. three or more isoquanh over the relevant range (e.g., for small, medium, and 

large sizc plants). 

Thus, in order to strdy economies of scale, one needs a model that, at a 

minimum, seeks to and is capable of distinguishing between plants of different sizes. A 

model that aggregates MODS cost p l s  across all plants, from smallest to largest, and 

does not contain explicit variables for facility size is mt geared to provide insight to 

economies of scale. Consequently, until witness Bozm either disaggregates and 

analyzes his data according to plant sizc. or introduces explicit variables for plant sizc, 

inferences on cost elasticities developed by witness Bozm are not likely to provide 

insight on quantities such as scale elasticitia. 



Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-15. 

Please refer to your response to USPS1VP-T2-2. 

a. You indicate that you are not familiar with the paper Dr. Bozzo cites in 
relationship to the distinction between economies of “density” and 
economies of “scale.” Please describe your familiarity with any 
economic literature related to the Caves, Christensen, and Tretheway 
paper pertaining to measurement of “density” and “scale” elasticities. 
I f  your response to part (a) indicates that you are not familiar with the 
related econ,omic literature, what is the basis for your discussion of 
“density” m d  “scale” economies in VP-T-2 at pages 17-31? 

b. 

Reswnse: 

a. Prior to reading Dr. Bozzo’s response to VPIUSPS-T12-4, Tr. 1012656, 

I w a s  not familiar with the term economies of “density,” or the literature 

dealing with airline economics which appears to be the subject of the 

Caves, Christensen, and Tretheway paper he cites. 

The basis for my discussion which you cite is what I would describe as a 

common sense interpretation of the term economies of “density” within 

the context in which it  is invoked by Dr. Bozzo. His responses to 

VP1USPS-TIZ-4 and 6 state explicitly that neither the costs nor the 

magnitude of the c o w  that he considers fixed are related to the size or 

scale of the facility - i .e.,  they do not reflect economies of scale - yet 

implied savings (it-.. ”economies”) are to be had from spreading his 

non-volume variable costs over larger volumes. These implied savings, 

or economies of “density,” are alleged to arise within the size 

h. 
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Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

parameters of all existing postal facilities with MODS cost pools 

included in Dr. Bozzo’s study, and do not require (i) growth or 

expansion ill the size or capacity of any existing facility, or (ii) 

concentration of mail processing from smaller facilities into larger 

facilities with greater capacity. in order for such economies of “density” 

to be realized. 
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Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-16. 

Please refer to your response to USPS/VP-T24(c), where you confirm that the 
long-run average cost curve is the "lower envelope" of the short-run average cost 
curves. Please confirm that this implies that long-run average cost does not exceed 
short-run cost. If you do 1101 confirm. please explain. 

Response: 

Confirmed 



8608 

Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-17. 

Please refer to your response to USPS/VP-T2-5(b). 

a. Is i t  your understanding that the Postal Service accepts substantial 
volumes of mm-machinable letters, flats, and parcels? Please explain 
any negative response. 
Please confirm that the data you provide cannot distinguish the use of 
manual operations to handle non-machinable pieces and automation 
rejects from other possible uses of manual operations. If you do not 
confirm. please explain fully. 

b .  

Rrsnonse: 

a. I t  is my undentanding that the Postal Service accepts all mail properly 

tendered to it, provided the applicable postage and fees have been paid. 

I t  also is my understanding that mail which is accepted consists of 

letters. flats. and paratls, some of which are non-machinable. Non- 

machinable Standard mail pays a higher rate than machinable mail of the 

same shape and weight. Within First-Class, some non-machinable mail 

pays a non-machinable surcharge (e.g., square letters, or 1 ounce flats), 

bur I am aware that sonit of this mail nevertheless may be processed on 

the Postal Service’s existing sortation equipment even though postage 

paid for such pieces is at thr non-machinable rate. I have not seen, nor 

am I aware of, any data which break out the volume of non-machinable 

niail, either it! w u .  or by shape. Further, even if such data were made 

available to n e .  I would not know what threshold the volume would 



Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

have to exceed in order to meet the threshold which you would classify 

as "substa,itinl." 

b. Confirmed. The Postal Service's manual cost pool data cited in my 

response to USPS/VP-T2-5(b) do not identify the various reasons why 

various letters, flars and parcels are processed manually 
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Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-18. 

Please refer to your response to USPSIVP-T2-7. Since your response redefines the 
”unit” to a larger quantity of mail. is your response appropriately summarized as 
confirming that “a larger increment of volume [would] normally be required.” 

Resannre: 

USPS/VP-T2-7 did not define the term “single-unit” or specify whether the 

term was an unusual way of simply saying a “single piece” of mail. Such phraseology 

i s  entirely new to me. (Are we henceforth to refer to the annual volume of single-piece 

First-class Mail as X million “units” instead of as X million “pieces”?) It was not my 

intent to *redefine” what I consider to be an ambiguous term. For clarity, I will repeat 

here what now appears to he the more salient part of my answer: 

If by single-unit you intend a single piece of mail, my 
answer is: No, in general I would not expect just one 
additional piece of Standard Mail to be sufficient to cause 
a facility to cease merging the processing. 

If you now are defining ‘unit“ to mean unambiguously a single ’piece” of mail 

(as opposed to some agglomeration of p ises) ,  then the remainder of my previous 

answer would need to be amended to read as follows: 

If  we assume that some volume of Standard Mail already 
exists and is being merged with First-class Mail, (i) for 
flats I would say that the chances are at least 1 in 3,000 
that one additional “piece” might be sufficient, and (ii) for 
letters I would say that the chances are better than 1 in 
6,000 that an additional “piece” would be sufficient to 
cause a facility to cease merging the processing and sort 
the Standard Mail separately. 
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With definition of the term ‘unit” clarified, and my response thus clarified to 

correspond with the definition which you apparently intended, I agree that your above- 

proposed summary could be described either as reasonable 01 

appropriate. For further discussion concerning changes associated with a single piece 

of mail and changes associated with volumes larger than a single piece of mail, see my 

response LO USfS/VP-T2-!!9. 



Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-TZ-19. 

Please refer to your response to USPS/VP-T2-8. What is your understanding of the 
treatment of inframarginal cnsts in the Postal Service’s incremental cost model? 

Resnonse: 

My understanding of the treatment of inframarginal costs in the Postal Service’s 

incremental cost model derives from the discussion of incremental costs in USPS-LR-L- 

I .  Appendix 1. the testimony of witness Pifer, USPS-T-18, in this docket, and the 

testimony of Prof. Baumol in Docket No. R87-I ,  USPS-T-3. 

In theory, the incremental costs of a postal product or service consists of (i) the 

marginal cost of providing the product or service. and (ii) all other costs that would 

crasu to  exist if the produn or service ceased to exist (all of these “other costs” being 

thc inframarginal costs in the Postal Service’s cost model). Confusion can arise, 

however. when the term marginal cost is not always used in a uniform manner. 

For instance. the marginal cost of a product is usually thought of, or “defined,” 

as the change in cost that occurs when the volume of mail changes by a single piece. 

This is as close as one can get to the infinitesimally small change envisioned in 

differential calculus. Some postal costs may be able to change by increments that can 

he considered equivalent to infinitesimally small; e.g., time worked by an individual 

clerks can vary hy seconds and minutes. Thus. as the volume of mail handled by a 

facility c h a n p .  the time worked by clerks may increase or decrease in a continuous 

manner - i .e . .  by seconds, minutes, hours, etc. 

8612 
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Not all postal costs vary in  such small increments; however. As volume 

changes. other costs will change in a “non-continuous” manner. As one example, in 

response to a volume-driven change in number of hours worked by clerks and 

mailhandlers, at some point size of the supervisory staff will increase or decrease by 

one supervisor. In compxiion to the cost of handling a single piece of mail, the costs 

incurred or saved. respectively. from increasing or decreasing the supervisory staff by 

a single person would bc a discontinuous change in cost. In an organization as large as 

the Postal Service, however, the change in costs by having one more or one less 

supervisor may seem like an almost continuous change. Any small discontinuity 

problem is handled conveniently and reaonably by including costs of immediate 

supervision aniong costs that are volume variable and treated as continuous. 

As another example. when mail is being sorted at a facility and the volume of 

Slandard mail is not large. i1 may be merged with FirstClass Mail. Increasing or 

decreasing the volume of Standard mail hy one piece is unlikely to change whatever 

operating procedure is in effect: see my response to USPS/VP-T2-18. With a larger 

increase (decrease) in volume, however. at some point the facility may incur 

(eliminate) the costs of 3 separate sort scheme for Standard mail. In comparison to the 

change in costs when volume changes hy only one piece of mail, the costs incurred by 

adding or eliminating a single sort scheme would be a discontinuous change in cost. 

Again. in  an organization as larpe as the Postal Service, the change in total costs from 

having one more or one l r ~ s  sort scheme may seem like an almost continuous change. 

8613 
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Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

So long as sort scheme costs are treated as volume variable, the discontinuous nature of 

such costs can be ignored and the costs treated as continuous. If all sort scheme costs 

are to be treated as fixed costs, however, then to paraphrase your quotation from Prof. 

Bauniol in USPS/VP-T2-C, many of these fixed sort scheme costs would be eliminated 

if a particular service such as First-Class Mail were (hypothetically) discontinued and 

they should be included in the “incremental cost” of that service. This is why many of 

the sort scheme costs, if they arc to he treated as nowvolume variable, also should be 

treated as fixed intrinsic corn and attributed to the appropriate class of mail. 

The point of the discussion in my response to USPSIVP-T2-8 was that some of 

these fixed costs that are properly includtxi in incremental costs (such as fixed intrinsic 

scheme costs) will he eliminated by reduciions in volume that fall far short of 

(hypothetical) elimination of the service, and those costs that would be eliminated by a 

pertinent change in volume ( i )  can be considered avoidable costs, and (ii) have a role to 

play in  decision making. For example. it would be reasonable to include any such 

avoidable costs in the cornpiitation of workshare discounts. 

It is neither reasonable nor a good precedent to treat a discontinuous, fixed 

incremental cost as though it were volume variable. A nomenclature problem then can 

arise when a rate-induced volume change is described as a “marginal“ change in 

volume. and the resulting change in costs is described as the “marginal cost” of the 

-ntarginal” change in volume. From a practical operating perspective, a rate-induced 

volume changr describes the situation of concern to Postal Service managers and 
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Commission decision makers. Neither is concerned with a marginal change in volume 

that consists of only one piece of mail. Under a situation such as this, where the 

change in volume obviously is far greater than a single piece of mail, it probably could 

be described better, or more accurately, as an incrernenfal change in volume, with all 

references to a marginal change in volume restricted to the most infinitesimal change 

possible - ; .e . ,  a single piece of mail. All references to marginal cost and marginal 

volume then would be consistent. 

The change in cost from such an incremental change in volume properly 

includes all changes in costs cacsed by the volume change (that is, marginal cost plus 

an: fixed costs). and these may well include some of the discontinuous, inframarginal 

- i . e . ,  fixed i?irrenienral-- costs discussed above. Note that when such fixed costs are 

part of the incremental cost associated with a rate-induced volume change, the average 

incremental cost associated with a volume change will not equal the marginal cost when 

"marginal cost" is defined as the change in cost resulting from a single piece of mail. 

In other words, when the Postal Service has costs which are fixed at the margin of a 

single piece of mail, but some of which vary with infra marginal changes in volume - 

; .e . ,  they are -semi-fixed" or "ssmi.variahle" costs discussed in my response to 

USPS/VP-T2-8 - references to "marginal costs" need to be unambiguous. Attempting 

to have it  both ways. where "marginal cost" refers to (i) the change in cost that occurs 

when the volume of niail changes by a single piece, AND (ii) average incremental cost 

over some larger but finite change in volume, is likely to create unnecessary confusion. 
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USPSIVP-T2-20. 

Please refer to your response to USPS/VP-T2-12, where you draw an analogy between 
the treatment of the Priority Mail cost pool and your scenario in which First-class Mail 
and Standard Mail are processed together at a facility whose volume is insufficient to 
justify running a separate Standard Mail scheme. 

a. 

b. 

C .  

d .  

-: 

a.  

Please confirm that, in the treatment of Priority Mail operations, it is 
assumed that parallel non-Priority Mail operations pre-exist to handle 
non-Priorit!$ Mail pieces in the Priority Mail operations. If you do not 
confirm, please explain. 
Do you agree that if the parallel non-Priority Mail operations did not 
already exist and would need to be set up in the absence of the Priority 
Mail product. then the setup costs would be, at least in part, 
non-avoidahle? If not, please explain. 
Please confirm that in your scenario referenced in USPSIVP-T12-12, 
there is by assumption no pre-existing Standard Mail scheme. If you do 
not confirm, please explain. 
If .  in this scenario, a Standard Mail scheme would need to be added in 
the absence of First-class Mail. how are the setup costs avoidable? 

Treatment of the cost of Priority Mail operations is described in the 

testimony of witness Michael D. Bradley, USPS-T-22, in Docket No. 

RZ000- I ,  and 1 am not aware that Dr. Bradley stated explicitly his 

assumptions about the existence or non-existence of other operations (at 

that time a significant volume of Priority Mail then was processed in 

dedicated facilities, known as PMPCs). In the absence of an explicit 

statement concerning his assumptions, I am unable to divine what 

implicit assumptions Dr. Bradley did or did not make concerning the 

pre-existence of parallel non-Priority Mail operations. If ‘parallel non- 
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Priority Mail operations pre-exist to handle non-Priority Mail pieces in 

the Priority Mail operations,” as your question presupposes, it is not 

clear why those nowpriority Mail pieces were not sent to the pre- 

existing non-kor i ty  Mail operations for processing (instead of being 

processed in the Priority Mail operation) 

I f  parallel nor.-Priority Mail operations did not exist within a facility 

with a Priority Mail operation, that would be a reasonable explanation 

for why ncn-Priority Mail pimes would be processed in the Priority Mail 

operation (see ,ny response to part a). In the absence of both (i) parallel 

non-Priority Mail operations and (ii)  Priority Mail product, then in order 

to process some (incidental) volume of non-Priority Mail pieces (that 

otherwise might be processed in a Priority Mail operation if there were 

one), the Postal Service presumably would need either to incur some 

setup costs or else take the (incidental) volume of non-Priority Mail 

pieces to another (nearby) facility for processing. To the extent that the 

Postal Service elects to process such “incidental” volumes in a facility 

with no Priority Mail product and no parallel non-Priority Mail 

operation, tnen I would agree that setup costs would be, at least in part, 

non-avoidable. 

Cnnfirmed. In  the scenario where small volumes of Standard letters are 

sorted concurrently with First-class Mail (which must be sorted on a 

b. 

C. 
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preferential basis), the Postal Service is assumed to have opted for the 

concurrent sorting procedure because it is less costly, as well as, 

perhaps, equally expeditious for the First-class Mail and more 

expeditious for the Standard mail. 

If  a separate Standard mail scheme needed to be added - Le., must be 

added - duc either to the absence of First-class Mail or an abundance 

of Standard mail, then by definition the setup costs of the separate 

scheme could not be avoided 

d. 



8619 

Response of Valpak Witness Haldi 
to Interrogatory of United States Postal Service 

USPSIVP-T2-21. 

Please refer to your testimor,y, VP-T-2. at 54, lines 15-18, where you state that there is 
“no need to study how to treat non-volume variable mail processing costs” as long as 
the Commission treats mail processin_e costs as 100 percent volume-varable. Does this 
statement imply that the cast attribution issues you raise are moot, at least for the most 
part. if 100 percent volumL-variability factors are applied? If not, please explain. 

Response: 

Yes. I f  inail procesjiiig costs continue to be treated as 100 percent volume 

variable. then non-volume variahle mail processing costs will not exist and the 

appropriate treatment of (hypothetical) non-volume variable costs ceases to be an issue. 
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USPSIVP-T2-22. 

Please refer to your response to USPS/VP-T2-10. Consider a mail processing 
operation where the schemes are not normally specific to a single class or subclass of 
mail, e.g., letter DPS operations. Assume the operation has some non-variable cost. 
Please confirm that: 

a. 

b. 

There is no individual mail class or subclass whose elimination will lead 
to the eliniination of such an operation. 
The non-variable cost of the operation is not causally ’attributable” to 
any individual class or subclass of mail as either volume-variable or 
incremenul COSI. 

If you do not confirm either staement. please explain fully 

Resoonse: 

a.-h. Confirmed: see my testirnnny srarring at page 53, line 16 to page 54, line 

4. 
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USPS/VP-T2-23. 

Please refer to your testincny at page 44. Consider a son scheme in which First-class 
Mail is processed separate from Standard Mail. 

a .  Please confirm that the First-class Mail will, in general, include both 
single piece First-class Mail and presorted First-class Mail. That is, 
please confirm that rate categories within First-class Mail are routinely 
merged. If you do not confirm, please explain. 
Please confimi that hypothetically eliminating all single piece First-class 
Mail volume will not eliminate the First-class Mail service. 
Please confirin that hypothetically eliminating all presorted First-class 
Mail volume will not eliminate the First-class Mail service. 
Please confirm that hypothetically eliminating single piece (or presorted) 
First-class Mail will not eliminate the First-class Mail scheme, 
assuming the Postal Service still seeks to separate First-class and 
Standard Mail prxessing. If you do not confirm, please explain. 
In general, where subclasses and/or rate categories within a class of mail 
are merged for processing. explain whether hypothetically eliminating a 
rate category will lead to the elimination of the class-specific processing. 

b. 

c. 

d. 

e.  

Response: 

a.  I cannot confirm whai the Postal Service does with respect to its internal 

operations. However, assuming that the presorted First-class Mail 

requires processing on the same son scheme as single-piece First-class 

Mail (e.g.. incoming primary). I would expect the two to be merged 

rouiinely 

b. Confirmed. 

C.  Confirmed 

d. Confirmed. 
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e. Where clas-specific processing exists (e.g., for letters, in sort schemes 

prior to DPSing), it is my understanding that separate processing is a 

result of the different service standards applicable to First-class and 

Standard mail. It also IS my understanding that those service standards 

apply uniformly to all rate categories within each class of mail. In 

general, thereiore, eliminating a single rate category from a class of mail 

would not be expected to eliminate class-specific processing for the 

remaining ra:e categories. 
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CHAIRMAN OMAS: This now brings us to oral 

cross-examinaticn. 

One participant has requested oral cross- 

examination, the United States Postal Service. Mr. 

He se 1 ton? 

CROSS-EXAMINATION 

BY MR. HESELTON: 

Q Good afternoon, Dr. Haldi. 

A Good afternoon. Mr. Heselton. 

Q Let's hegin by turning to your response to 

Postal Service Int?rrogatory 1 (b) . 

A Yes, I have it. 

Q Dr. Haldi, is it a fair summary of the 

mathematics that you confirm there to be correct that 

they show that it is possible to measure a labor cost 

elasticity with a labor demand elasticity? 

A That's what the mathematic shows. 

Q Okay. Would you agree that volume variable 

costs are defined such that cost elasticities, and I'm 

talking here cost elasticities generally whether or 

not we agree on the specific elasticities involved OL 

the details, the assumptions, the measurement measures 

and so on. 

Would you agree that volume variable costs 

are defined such that cost elasticities are inputs to 
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the volume variable cost calculations? 

A Can you say that again a little slower? 

Q Okay. Would you agree that volume variable 

costs are defined such that cost elasticities are 

inputs to the volume variable cost calculations? 

A Yes, they can be. 

Q So regardless of whether an analysis that 

measures cost elasticities also measures economies of 

scale as you describe then, would you agree that 

measuring cost elasticities is an appropriate aim of 

an analysis of volume variable cost? 

A Yes, I think that you can subject to 

realization that you're talking about a cost function 

so long as the cost function is considered to be 

differentiable, which means that there's a continuity. 

If you're talking about when you're 

measuring nonvolume variable costs, you're trying to 

measure discontinuities of the cost function. 

Q Let's turn to your response to Interrogatory 

13 (b) . 

A Yes, I ' m  there. 

Q Okay. There I'd like you to consider the 

excerpt from the Chambers book that you include in 

your response. 

My first question regarding that is is it 
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your understanding that the "convenient measures" 

Chambers is referring to are the elasticities of scale 

and elasticities of size? 

A Excuse me. What's the question again? 

Q Okay. We're looking at the excerpt from the 

Chambers book that you have in your response there, 

and I'm focusing on the phrase in that excerpt 

"convenient mebsures. 'I 

A Okay. 1 see it now. 

Q It's contained on the fourth line of the 

excerpt. 

A Yes. 

Q My queztion there is is it your 

understanding that the convenient measures Chambers is 

referring to are the elasticities of scale and 

elasticities ot size? 

A That's my understanding of what he's 

referring to there, yes. 

Q Okay. And is it correct that the elasticity 

of size is the inverse of the cost elasticity with 

respect to output? 

A I believe that's what he says in there, yes. 

0 Okay. So it would be correct to say then 

that while Chaxhers notes conceptual differences 

between the concepts of scale and size economies, 

Heritage Reporting Corporation 
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measures of them will coincide under certain 

conditions? 

A Under very limited conditions, yes, which he 

spells out. 

Q Well, if we turn back to your response to 

Postal Service Interrogatory 1 where you say that "any 

empirical study of labor demand based on a cost 

function is not likely to develop any insight as to 

whether larger plants are subject to economies or 

diseconomies o€ scale," that isn't really true, is it? 

A I believe it to be true. I haven't 

developed any insights from reading Dr. Bozzo's 

testimony that indicate to me that there's any 

economies or disecononies of scale. I don't get any 

insight either way. 

Q Well, according to the passage you quote 

from Chambers, aren't there at least some conditions 

under which you can directly infer the existence of 

economies of scale from the cost or the labor demand 

elasticities? 

A There are some conditions, but they're very 

restrictive, and to do it empirically is a monumental 

task. You're going from theory to practice here. 

Q Nevertheless, you agree that some conditions 

do exist? 

Heritage Reporting Corporation 
(202) 628-4888 



9 

10 

11 

12 

14 

1 5  

1 6  

17  

1 8  

1 9  

20 

2 1  

22 

23 

24 

8627  

A In theory, correct. 

Q Now, in your response to Interrogatory 13 in 

the paragraph ?n the second page of that interrogatory 

following the excerpted passage do you see the 

sentence beginning, "Economies of scale and the 

elasticity of scale will correspond..."? 

A Right. 

Q Do you mean economies of scale and economies 

of size? 

A No. Economies of scale means economies of 

scale. There's a fairly close relationship between 

economies of scale and economies of size, but they're 

not identical. 

Q Well, how about correspondence between the 

elasticity of scale and the elasticity of size 

instead? 

A Okay. The discussion here is in terms of 

both mathematics and also geometry here. When we talk 

about a scalar line that's a geometrical reference. 

There's a similarity between them, yes, and 

he points out - -  I think Chambers points out - -  that 

there's a close similarity, but they're not identical. 

Q But he does indicate the case where they 

are? 

A Yes, and he also has a long explanation 
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about how difficult it is to implement the theory. 

Q Please turn to your response to Postal 

Service Interrogatory 14 (b) . 

A Okay. That's the one with the missing 

Epsilon. 

Q That instance doesn't impact, though, I 

think what we'd like to talk about here. 

I ' m  looking here at the last paragraph in 

that response where you say, "A  model that aggregates 

MODS cost pools across all plants ... and does not 

contain explicit variables for facility size is not 

geared to provide insight to economies of scale." 

A That's correct. 

Q When you say "a inodel that aggregates" are 

you implying that observations from various sized 

plants are being combined to defer aggregated 

observations, or is there some other meaning of 

aggregate that you have in mind? 

A There's different ways to take the data that 

Dr. Bozzo worked with. One would be to partition the 

data into plants of different sizes, or you could do a 

regression type analysis as he did, but you would then 

need to include some kind of a variable that's 

explicit as to plant size to allow for variations in 

size, but I didn't see that variable in there. 
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I would prefer, frankly, to disaggregate the 

data and do some sort of analysis on pools of data by 

plant size, but you could also do it his way. I think 

looking at the data for individual plants by size 

grouping would be a more straightforward way to do it. 

Q Would you consider measures of a facility's 

capital stock CT capital input to be a variable for 

facility size? 

F It ccru1.d be used as a proxy, yes. 

Q And would you consider measures of size of a 

facility service territory to be measures of facility 

size? 

A Not necessarily, no. 

Q Don't large plants tend to serve larger 

populations? 

A Wait. Do you define it by population or by 

geography? 

Q Service territory, but I think one could say 

that there's a correspondence generally between the 

size of service territory and the number of people in 

that. 

A I think one service territory is where I 

live, Manhattan. Another service territory is the 

State of Montana. Montana is bigger than Manhattan, 

but I think we have more people in Manhattan, 

Heritage Reporting Corporation 
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Q Given what you say is true there, if you 

looked at measures of service territory in terms of 

not geographic size, but in terms of the number of 

deliveries and measures like that - -  

A Yes. 

Q - -  would you expect there that large plants 

would tend to serve more customers? 

A I would, yes. 

Q If you would please turn to your response to 

Interrogatory 15 ? 

A All right. 

Q And here I'm looking at 15(b) at the 

beginning of your response there when you say that the 

basis for your discussion relies on a common sense 

interpretation. 

Are you saying that you did not evaluate the 

technical points of the referenced economic 

literature? 

A I didn't have available to me at the time 

the article that Dr. Bozzo cited. 

Q And s s  that is a basis of your discussion? 

You're basically relying on a common sense 

interpretation? 

A What I consider to be, yes. 

MR. HESELTON: Thank you, Dr. Haldi. 
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Mr. Chairman, that completes the Postal 

Service's cross-examination of this witness. 

CHAIRMAN OMAS: Thank you, Mr. Heselton. 

Are there any other questions from anyone 

who wishes to cress-examine Witness Haldi? 

(No response. ) 

CHAIRMAN OMAS: Are there any questions from 

the bench? 

(No response. ) 

CHAIRMAN OMAS: Mr. Olson, would you like 

some time with your witness? 

MR. OLSON: One minute, please. 

CHAIRMAN OMAS: Yes. 

(Whereupon, a short recess was taken.) 

MR. OLSON: Mr. Chairman, we have no 

redirect. Thank you. 

CHAIRMAN OMAS: Thank you, Mr. Olson. 

Thank you, Mr. Haldi. We appreciate your 

appearance here and your testimony today, and we 

appreciate your contribution to the record. You are 

now excused. 

THE WITNESS: Thank you, Mr. Chairman. 

(Witness excused.) 

CHA1;WM OMAS: I thank everyone. It's 

concluded a lot earlier than I had anticipated. 
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Mr. Heselton, thank you for your job today. 

I mean, having three witnesses all in one day must 

have been rough, but you did an excellent job. 

Everybody did a good job, and I want to 

thank you all and thank Mr. Roberts and everyone and 

Mr. McKeever and Mr. Neels. Everybody did a wonderful 

job today. I hope I didn't forget anyone. 

That concludes today's hearing. We will 

reconvene Monday morning at 9:30 when we will receive 

testimony from witnesses Pritchard, Pursley, Posch, 

Horowitz, Ingranam and Kelejian. 

Thank you very much. You all enjoy the 

weekend, and we'?.l see you Monday morning. Thank you. 

(Whereupon, at 1:53 p.m. the hearing in the 

above-entitled matter was adjourned, to reconvene at 

9:30 a.m. on Monday, October 30, 2006.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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