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1 PROCEEDINGS

2 (9:01 a.m.)

3 CHAIRMAN GOLDWAY: The hearing of the Postal

4 Regulatory Commission on July 20, 2010, will come to

S order. Good morning.

6 Today we continue the hearings for the

7 Commission to receive the Postal Service’s evidence in

8 support of its plan to move from six- to five-day

9 delivery and other related service changes in Docket

10 No. N2010-1.

11 For the record, I am Ruth Goldway, Chairman

12 of the Postal Regulatory Commission, and joining me on

13 the dias this morning are Vice Chairman Hammond, and

14 Commissioner Acton to my left, and Commissioners Blair

15 and Langley to my right.

16 Two witnesses are scheduled to appear here

17 today. Does any participant have a procedural matter

18 to discuss before we begin?

19 Mr. Koetting, would you please identify

20 yourself and the first witness?

21 MR. KOETTING: Thank you, Madam Chairman.

22 My name is Eric Koetting, representing the Postal

23 Service, and the Postal Service calls as its first

24 witness Professor Michael Bradley.

25 II

Heritage Reporting Corporation
(202) 628-4888
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1 whereupon,

2 MICHAEL 0. BRADLEY

3 having been duly sworn, was called as a

4 witness and was examined and testified as follows:

5 CHAIRMAN GQLDWAY: Thank you.

6 DIRECT EXAMINATION

7 BY MR. KOETTING:

8 Q Dr. Bradley, could you please state your

9 full name and position for the record?

10 A My name is Michael David Bradley, and I am a

11 professor of economics and international affairs at

12 George Washington University.
13 Q Professor Bradley, I am handing you a

14 document entitled Direct Testimony of Michael 0.

15 Bradley on behalf of the United States Postal Service,

16 which has been designated as USPS-T-6.

17 Are you familiar with this document?

18 A lam.

19 Q Was it prepared by you or under your

20 supervision?

21 A It was.

22 Q Do you have any changes to make to this

23 document?

24 A Idonot.

25 Q If you were to testify orally today, would

Heritage Reporting Corporation
(202) 628-4888
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1 this be your testimony?

2 A Yes, it would.

3 Q Are there library references associated with

4 this testimony?

S A Yes, there are.

6 Q Would you please identify those library

7 references for the record?

S A They would be library references USPS-LR

9 N2ON-l/6-l/7-l/S-l/9 and USPS-LR-N.2010-l/NP1.

10 Q Is your testimony in response to those

11 library references?

12 A Itis.

( 13 MR. KOETTING: Madam Chairman, I am handing

14 the reporter two copies of the testimony of Michael 0.

15 Bradley on behalf of the United States Postal Service,

16 USPS-T-6, and request that they and associated library

17 references be admitted into evidence.

18 CHAIRMAN GOLOWAY: Is there any objection?

19 Hearing none I will direct counsel to

20 provide the reporter with two copies of the corrected

21 testimony of Michael 0. Bradley, and that testimony is

22 received into evidence. However, as is our practice,

23 it will not be transcribed.

24 /
25 II

Heritage Reporting Corporation
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1 (The document referred to was

2 marked for identification as

3 Exhibit No. USPS-T-6, and was

4 received in evidence.)

5 CHAIRMAN GDLDWAY: Dr. Bradley, have you had

6 an opportunity to examine the packet of designated

7 written cross-examination that was made available to

8 you in the hearing room this morning?

9 THE WITNESS: Yes, I have.

10 CHAIRMAN GOLDWAY: If the questions

11 contained in that packet were posed to you orally

12 today would your answers be the same as those you

13 provided previously?

14 THE WITNESS: They would.

15 CHAIRMAN GOLOWAY: Are there any corrections

16 that you would like to make to those answers?

17 THE WITNESS: No.

18 CHAIRMAN GOLDWAY: Counsel, would you please

19 provide two copies of the designated written cross

20 examination of Witness Bradley to the reporter? That

21 material is received into evidence and it is to be

22 transcribed into the record.

23 /
24 /
25 II

Heritage Reporting Corporation
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1 (The document referred to was

2 marked for identification as

3 USPS-T-6 Cross, and was

4 received in evidence.)

5 III

6 /1
7 II
8 II
9 /1

10 /I

11 /
12 II

6 13 /
14 /1
15 /
16 /
17 /
18 /
19 /
20 /
21 /
22 /
23 II
24 /
25 II
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016, CHIR No.6 - 018, CHIR No.6 - 08, CHIR
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Party Interrociatories

Public Representative APWU/USPS-T6-1-4
GCA!USPS-T6-2, 4, 8, 10, 13, 16
PRC/USPS-T6-CHIR No.3 - Q1O, CHIR No.3 -

Q2, CHIR No.3 - Q3, CHIR No.3 - Q6, CHIR
No.6 - Q13, CHIR No.6 - Q15

Respectfully submitted,

~M.Grove
Secretary
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( INTERROGATORY RESPONSES OF
UNITED STATES POSTAL SERVICE

WITNESS MICHAEL D. BRADLEY (T-6)
DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory Designating Parties

APWU/USPS-T6-1 PR
APWU/USPS-T6-2 APWU, PR
APWU/USPS-T6-3 APWU, PR
APWU/USPS-T6-4 APWU, PR
DFC/USPS-T6-2 PRC
GCA/USPS-T6-2 APWU, PR
GCAIUSPS-T6-4 APWU, PR
GCA/USPS-T6-5 APWU, PRC
GCAIUSPS-T6-7 APWU, PRC
GCAIUSPS-T6-8 PR
GCA/USPS-T6-9 APWU, PRC
GCAIUSPS-T6-1O PR

( GCAIUSPS-T6-1 1
GCAIUSPS-T6-13 APWU, PR
GCAIUSPS-T6-14 APWU, GCA
GCAIUSPS-T6-16 APWU, GCA, PR
PRC/USPS-T6-CHIR No.3 - Q1O APWU, PR
PRC/USPS-T6-CHIR No.3 - Q2 PR
PRC/USPS-T6-CHIR No.3 - Q3 PR
PRC/USPS-T6-CHIR No.3 - Q5 PRC
PRC/USPS-T6-CHIR No.3 - Q6 APWU, PR
PRC/USPS-T6-CHIR No.3 - Q7 APWU, PRC
PRC/USPS-T6-CHIR No.3 - Q8 APWU, PRC
PRC/USPS-T6-CHIR No.3 - Q9 PRC
PRC/USPS-T6-CHIR No.5 - Q1O PRC
PRC/USPS-T6-CHIR No.5 - 011 PRC
PRC/USPS-T6-CHIR No.5 - Q12 PRC
PRC/USPS-T6-CHIR No.5-09 PRC
PRC/USPS-T6-CHIR No.6 - 011 PRC
PRC/USPS-T6-CHIR No.6 - 012 PRC
PRC/USPS-T6-CHIR No.6 - Q13 PR
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7-.
Interrogatory Designating Parties

PRC/USPS-T6-CHIR No.6 - Q14 APWU, PRO
PRC/USPS-T6-CHIR No.6 - Q15 PR
PRC/USPS-T6-CHIR No.6 - Q16 PRC
PRO/USPS-T6-CHIR No.6 - Q18 PRC
PRC/USPS-T6-OHIR No.6 - Q8 APWU, PRC
PRC/USPS-T6-CHIR No.6 - Q9 APWU, PRC
PRC/USPS-T6-CHIR No.7 - Q5d APWU, PRO
PRO/USPS-T6-CHIR No.7 - Q5e APWU, PRC
PRC/USPS-T6-OHIR No.7-06 PRC
PRO/USPS-T6-CHIR No.8 -05 PRC
PRCIUSPS-T6-CHIR No.8 - Q6 PRO
PRC/USPS-T6-OHIR No.8 - 07 PRO

C
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Response of Postal Service Witness Michael D. Bradley
To Interrogatories Posed by the APWU

APWU/USPS-T6-1 On page 2 of your testimony, 9ou discuss previous examination of
potential cost savings of five-day delivery conducted by the Postal Service and the
Postal Regulatory Commission. Please confirm that the Postal Service study conducted
by IBM did not examine the possibility of eliminating any day of delivery other than
Saturday. Also, please confirm that the PRC study conducted by GMU did not examine
eliminating any particular day of service.

APWU/USPS-T6-1 Response:

In regards to the Postal Service study, I cannot confirm that the study by IBM did not

examine the possibility of eliminating any day of delivery other than Saturday. For

example, page 43 of the report discusses investigation of a scenario in which the

reduction in the number of delivery days could vary by ZIP Code which in many

instances would require the elimination of a day of delivery other than Saturday. In

C regards to the PRC study, I can confirm that the GMU study examined a generic

reduction in delivery days without regards to the particular day of service.
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Response of Postal Service Witness Michael D. Bradley
To Interrogatories Posed by the APWU

APWU/USPS-T6-2 On page 16 of your testimony lines 1-9 you state that “there are also
some activities that could be considered to be volume related in a long-mn sense.
However, operations experts believe that almost all of this time will also be saved by the
elimination from Saturday delivery.” Please identify the types of activities that you are
referencing. Please provide the basis, including any studies and related documents, for
the belief that the time spent on these activities will be saved.

APWU/USPS-T6-2 Response:

My testimony was referencing the volume variable (also called attributable) portions of

Delivery Activities as defined by the Postal Service’s Annual Compliance Review (ACR)

model. A description of those activities is provided by the Postal Service’s Summary

Description:

Delivery activities time is time spent by carriers in activities

relating to delivery of mail, including delivering mail to
custpmers in delivery sections, deviations to the customer’s
door to deliver large parcels and accountables and associated
deviation delivery travel time, and collecting mail from
customer and street boxes. Delivery activities time is
dependent on the volume of mail delivered and collected.

My testimony presents the estimated cost savings created by moving to five-day

delivery in the area of city carriers. As explained on page 7 of my testimony, that

estimate is based upon the anticipated operational response to five-day delivery. The

relevant portion is reproduced here for convenience:2

1 See, Summary Description Of USPS Development Of Costs By Segments And
Components, Fiscal Year 2008 at 7-2 (available on the Commission’s Daily Listings for
July 1, 2009).

25~ Direct Testimony of Michael D. Bradley on Behalf of the United States Postal
Service, Docket No. N201 0-1, USPS-T-6 at 7.
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Response of Postal Service Witness Michael D. Bradley
To Interrogatories Posed by the APWU

In general, four types of operational responses should be
considered. The first type is analysis of which operations
would be eliminated or curtailed on Saturday as a result of
eliminating regular delivery service on that day. The second
type is analysis of the structure of operations required for
those services, like Express Mail Delivery, that continue to
be provided. The third type is analysis of the operations on
the other days of the week that could be influenced by the
migration of mail from Saturday to those days. The fourth
type is a change in the consumption of indirect resources
such as supervisors, vehicles; or buildings caused by the
change in operations

The estimate thus depends upon the beliefs of Postal operational experts about how the

network would change in response to movement to five-day delivery. One of those

beliefs is cited in your question. I would suggest that it falls into the third category of

responses, namely the impact on operations on other day of the week that could be

influence by migration of mail from Saturday to those days. For the basis of my use of

the cited belief, please see the Direct Testimony of Dean Granholm on Behalf of the

United States Postal Service, Docket No. N201 0-1, USPS-T-3 at 10 and Library

Reference USPS-LR-N201 0-1/3 at 13. Finally, to the extent you are further interested

in the basis for the underlying opinions of the operations experts upon which I rely, I

recommend you direct relevant inquiries to them.
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RESPONSES OF POSTAL SERVICE WITNESS BRADLEY
TO INTERROGATORIES OF APWLJ

APWU/USPS-T6-3 Please confirm that you used FY2009 actual cost data to make the
estimates of USPS savings from reducing delivery to 5 days per week. In your analysis,
did you consider changes in the number of delivery points, mail volume and network
that would take place prior to the implementation of 5-day delivery and how those might
impact your analysis? If so please provide details of the alternatives that you
considered.

APWU/USPS-T6-3 Response:

I confirm that the baseline for the cost savings analysis comes from FY2009 actual cost

data. That is appropriate because the analysis I was asked to perform was to estimate

the cost savings from moving to five-day delivery in the FY2009 environment for city

carriers, rural carriers, and transportation. To do so accurately requires holding all other

potential changes in costs constant. Otherwise the resulting cost savings estimate is a

4 combination of several different changes, and separately identifying the cost savings
from moving five-day delivery could be difficult, if not impossible. Consequently, I did

not confound the estimate of the cost savings from moving to five-day delivery with

estimates of the cost effects of other changes, such as changing the number of delivery

points or mail volume.
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RESPONSES OF POSTAL SERVICE WITNESS BRADLEY
TO INTERROGATORIES OF APWU

APWU/USPST64 In DR-AR-09-O1 1 (page 3), the Postal IG states that Postal Service
savings from installing Phase 1 of the Flat Sorting System will come from eliminating
manual city carrier casing, reducing the number of carrier routes, and reducing manual
distribution clerk workhours. If, as planned, the Postal Service installs 100 FSS
machines in 47 locations before the end of 2011, what changes would you expect that
to make in your costing framework?

APWU/U5PS-T64 Response:

I do not anticipate any changes in the cost savings framework. It would still consist of

the same three steps: establish the appropriate baseline for the six-day delivery

environment, review the operational response to five-day delivery to identify possible

cost implications of the operational changes, and calculate the cost impacts of the

operational changes. Of course, the estimated cost savings would change if either the

baseline is changed or the operational response has changed. Moreover, it appears as

if your question is contemplating calculating the cost savings from moving to five-day

delivery in a FY2012 environment. Such an effort would require anticipating all of the

changes between now and then, in order to construct the appropriate baseline.

3
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RESPONSE OF UNITED STATES POSTAL SERVICE WITNESS BRADLEY

7 TO INTERROGATORY OF DOUGLAS F. CARLSON

DFCIUSPS-T6-2. Please refer to your testimony at page 34. Suppose the Postal
Service maintained all aspects of the plan that it proposes in this docket except that the
Postal Service continued to collect and process outgoing mail on Saturdays. Assume
that outgoing mail volume would be half the current volume. To which degree are air
and highway transportation sufficiently volume variable that the costs of air
transportation on Sunday and highway transportation on Saturday and Sunday would
drop below current levels?

RESPONSE

The first part of the question poses a hypothetical operating environment in which the

“Postal Service maintained all aspects of the plan that it proposes in this docket except

that the Postal Service continued to collect and process outgoing mail on Saturdays.”

To the degree the answer in the second part of the question is dependent upon the

operational structure implied in the first part of the question, I would draw your attention

to the Postal Service’s response to DFC/USPS-T6-1 Redirected from Witness Bradley:1

Please see the response to DFC/USPS-T2-3, redirected
from witness Corbett to the Postal Service. As indicated in
that response, the Postal Service has not conducted the
detailed operational analyses that would be necessary to
provide an estimate for any alternative service change
scenarios, including the one posed in this question,
comparable to the cost estimates submitted by the Postal
Service’s witnesses. As also indicated in that response,
however, broadly speaking, it seems plausible to suspect
that most if not all of the Transportation savings achievable
under the proposed 5-day environment would be lost under
the alternative 5-day environment postulated in this question.
The only readily apparent possible exception might be the
costs associated with Box Routes, for which Table 6 at page
18 of USPS-T-7 shows an estimated savings of $35 million.

I ~ Response of the United States Postal Service to Carlson Interrogatory
DFC/USPS-T6-1, Redirected From Witness Bradley, April 15, 2010.
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That response makes clear that the Postal Service has not analyzed the operational

structure implied by the hypothetical alternative but suggests that, as a first cut, it is

plausible to suspect that in that hypothetical alternative, the only change in its

transportation network would be the elimination of Box Route service. I assume that

you included the first part of the question because you wanted the second part of the

question answered within the context of the hypothetical operating environment posed

in the first part of the question. With the caveat that I have not studied the cost

implications of the operating environment you pose, I will answer your question in

general terms, in the context of that environment. According to the Postal Service’s

response to DFC/USPS-T6-1, it is plausible that the hypothesized operating

environment implies for transportation, that the Postal Service would be operating its

regular six-day transportation network with the exception of elimination of Saturday

highway box contract service.

The second part of the question then poses a 50 percent reduction in outgoing mail

volume and asks “to which degree are air and highway transportation sufficiently

volume variable” so that the cost of air transportation on Sunday and highway

transportation on Saturday and Sunday would drop below current levels. The first

difficulty in answering the question arises from the fact that it asks for a comparison

between the costs of transportation after 50 percent reduction in volume in the

hypothetical environment with current costs. However, my testimony focuses on the
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cost savings generated by the Postal Services operational response to a movement to

five-day delivery in the FY2009 environment. I thus have no basis for comparing the

costs in the hypothetical environment to current costs and will instead consider the

transportation costs in the hypothetical relative to FY2009 transportation costs.

The second difficulty in answering the question revolves around interpreting the phrase:

“Assume that outgoing mail would be half the current volume.” I can think of three

reasonable interpretations of the phrase and will provide an answer for each one.

The first interpretation is that the phase implies that national volumes fall in half, so that

outgoing mail volume also falls in half. If national mail volume falls in half, I would

expect that there would be cost savings in both the air and highway transportation

networks but would advise against the use of volume variabilities in contemplating the

size of the decline. Volume variabilities measure the response in cost to a sustained

change in annual national volume within the existing operating structure. A fifty percent

change in national volume is likely to lead to a change in the operating structure for both

air and highway transportation.

The second interpretation of the phrase is that there would be a 50 percent reduction in

Saturday’s outgoing volume with the mail migrating to other days of the week. In this
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case, the simple application of the transportation volume variabilities would imply no

change in the transportation costs because there would have been no change in annual

national volume. However, a simple application may not be appropriate as the

application of a variability typically assumes that there is no change in the weekly

pattern of mail.

The third interpretation of the phrase is that of a 50 percent reduction in Saturday’s

outgoing volume reflecting a 50 percent reduction in Saturday’s national volume. In

other words, the Postal Service’s annual national volume would decline by 50 percent

times Saturday’s proportion of volume. This is likely to be a sufficiently small change in

4/ volume that, by itself, it does not imply a change in the transportation operating

structure. As a general matter, the degree of volume variability required to produce a

reduction cost caused by a reduction in volume would be a volume variability greater

than zero. In the case of air transportation, a reduction in national volume on Saturday

in the six-day transportation operating environment specified in the question would likely

lead to a reduction in air transportation costs. In the case of highway transportation

costs, mailers are a bit more complex. The highway variability takes as given the

distribution of mail across days of the week and times of day and assumes

proportionality between national volume and transportation capacity. This reflects the

characteristic of highway transportation routes to be sized for the heaviest day of the

week. To the extent the volume declines occur Qjjjy on Saturday, and Saturday is not
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the heaviest day of the week, then there might not be any reduction in transportation

capacity and thus no reduction in transportation costs.
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On the next page of LR-1/6, please refer to the rows for “TOTAL ATTRIBUTABLE
COSTS” and “OTHER COSTS” both for column “C/S 7 City Delivery Carriers—Street
Activity” and columns “Evaluated Routes” and “Other Routes” for rural carriers.

a. Please break down all “total attributable costs” cells into three parts: First Class
Letter Mail, Standard Letter Mail including non-profit, and Other.

b. Using whatever cost coverage method the Postal Service applies to current
rates, please break down “other costs” into three parts: First Class Letter Mail,
Standard Letter Mail including non-profit, and Other.

GCA/USPS-T6-2. Response:

a. The available detail on attributable costs by product by cost component is provided

by the Postal Service in the document entitled “Public Cost Segments and Components,

Fiscal Year 2009,” which is available on the Postal Regulatory Commission’s website as

USPS-LR-FY-2 in Docket No. ACR2009. For your convenience, I reproduce that

detailed information for the requested cost segments below:

c/S 7 City Evaluated Other
Delivery Routes Routes
Carriers — Street
Activity

First-Class Mail
Single Piece Letters 1,028,556 206,415 14,396
Single Piece Cards 61,429 18,273 1,322

Total Single Piece Letters and cards 1,089,985 224,688 15,717
Presort Letters 706,604 308,822 21,105
Presort Cards 37,920 20,182 1,419

Total Presort Letters and cards 744,525 329,004 22,523
Flats 97,090 46,433 2,939
Parcels 75,363 53,873 3,973

Total First-Class 2,006,963 653,999 45,153

Standard Mail
High Density and Saturation Letters 80,463 50,804 3,753
High Density and Saturation Flats and Parcels 201,486 179,672 11,494

3
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Carrier Route 196,970 224,978 14,194
Letters 760,571 355,028 24,895
Flats 162,397 174,458 10,938
Not Flat-Machinables and Parcels 83,654 58,172 4,039

Total Standard Mail 1,485,541 1,043,112 69,313

C

(

Periodicals -

In County 14,932 19,003 1,196
Outside County 123,286 156,899 9,871

Total Periodicals 138,218 175,902 11,067

Package Services
Single Piece Parcel Post 22,777 10,420 794
Bound Printed Matter Flats 4,530 5,730 363
Bound Printed Matter Parcels 51,104 17,244 1,200
Media and Library Mail 26,368 10,407 755

Total Package Services 104,779 43,801 3,112

U.S. Postal Service 8,830 4,214 300
Free Mail 2,609 2,588 196

Total Domestic Market Dominant Mail 3,746,940 1,923,615 129,140
Special Services

Ancillary Services
Certified 81,733 136,863 9,932
COD 499 1,439 110
Insurance 3,092 4,431 318
Registered Mail 1,215 1,544 112
Stamped Envelopes 0 0 0
Stamped Cards 0 0 0
OtherAncillaryServices 99,901 63,078 4,373

Caller Service 0 0 0
Money Orders 0 773 86
Post Office Box Service 0 0 0
Other Special Services 0 0 0

Total Domestic Market Dominant Services 186,440 208,128 14,931
Total Domestic Market Dominant Attributable
costs 3,933,380 2,131,743 144,071

DOMESTIC COMPETITIVE PRODUCTS

Total Domestic Competitive Mail and Services 211,807 87,879 6,320

Total Domestic Competitive Attributable Costs 211,807 87,879 6,320

INTERNATIONAL MAIL AND SERVICES 28,621 20,018 1,445

TOTAL ATrRIBUTABLE COSTS 4,173,808 2,239,640 151,837

4
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b. “Other Costs” are institutional costs and thus, by definition, they cannot be attributed

to products.

5
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GCAIUSPS-T6-4.

On page 5, lines 6-7 of your testimony, you state that your methodology ‘recognizes
that movement to five-day delivery is an operational change, not a volume change.”

a. In arriving at your methodology, did you examine evidence from other national
posts that have reduced delivery days as to whether mail volume was affected?

b. If not, why not? If so, please provide a copy of all such information you consulted
or relied upon in preparing your testimony.

GCAIUSPS-T6-4 Response:

a. No.

b. My task was to estimate the potential cost savings from moving to five-day delivery in

the .FY2009 operating environment, not to estimate the volume effects of moving to five-

day delivery. That task fell, I believe, to witness Whiteman.

C

7
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GCAIUSPS-T6-5.

On page 6, lines 22-24, of your testimony you state that the baseline you used was
based on the ACR model.

a. How did you determine which parts of that model were affected by a change
to five-day delivery?

b. Did you run the entire model assuming five-day delivery in order to determine
what operations were affected by a change to five-day delivery?

c. If you did not run the entire ACR model for FY2009, please do so and confirm
that the parts of the ACR model that “cover the operations affected by a
change to 5 day delivery” are the only output changes that result. If you
cannot confirm, please list any and all differences in the model assuming five-
day delivery from the cost structure with 6 day delivery.

d. Please run the entire ACR model using the operational changes you did
assume in your study, and provide the entire model output.

4 GCA/USPS-T6-5 Response:

a. My testimony is concerned with estimates of cost savings in the areas of city carriers,

rural carriers, and transportation. I thus needed baseline costs for FY2009 for each of

those three areas and used the portions of the ACR cost model that present the FY2009

costs for city carriers, rural carriers, and transportation.

b. When I used the term “ACR cost model” to describe what I used for the baseline

costs, I was referring to the Postal Service’s cost model entitled “Public Cost Segments

and Components, Fiscal Year 2009,” which is available on the Postal Regulatory

Commission’s website as USPS-LR-FY-2 in Docket No. ACR2009. (The filename is

FYo9segcomp.public.xls.) This cost model is a spreadsheet that divides the Postal

Service’s FY2009 costs into its major functional areas like mail processing,

8
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postmasters, rural carrier delivery and transportation. In addition, costs are broken

down, in a detailed manner, to dozens of operational cost components. It thus provides

an excellent source for the baseline costs. Of course, as a set of baseline costs, there

is nothing to “run.” Moreover, I checked with the Postal Service whether there is any

way to use the various steps that construct to the cost components to effectively “run

the entire model assuming five day delivery,” and I was informed that there is not.

Finally, the fact the Postal Service has no way to use its existing cost models to

estimate the cost savings from five day delivery is an important reason why my five-day

cost savings models had to be constructed and run.

c. Please see my response to part b. above. As I explained in that response, there is no

way to “run” the cost model that I used to account for five-day delivery. Moreover, I

would suggest that the best way to see what impact five-day delivery has on the ACR

cost structure is to use the cost models that underlie my testimony.

ci. First, I did not assume any operational changes, but rather estimated the cost

savings associated with the operational changes the Postal Service anticipates will be

caused by a shift to five-day delivery. Second, there is no way to “run” the ACR cost

model I usedto establish the baseline costs to account for five day delivery. Third, if

you wish to investigate the possible cost savings associated with five-day delivery, I

would recommend using the cost models which I developed for my testimony, which

explicitly take the baseline ACR costs for FY2009 and estimate the cost impacts of the

9
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operational changes the Postal Service anticipates will be caused by a shift to five-day

delivery.

10
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GCA/USPS-T6-7.

Did the operations experts you cite on page 11, lines 15-16 share with you any actual
data on how any postal system, including the Postal Service and the old Post office, has
reacted to a change in delivery days? Please explain your answer fully.

GCNUSPS-T6- 7 Response:

No. They did not share any such data with me.

12



753

Response of Postal Service Witness Michael 0. Bradley
( To Interrogatories Posed by the GCA

GCNUSPS-T6-8.

The operations experts such as USPS witness Granhoim, cited at page 25 of your
prefiled testimony, have provided you with what an economist could also claim to be a
set of assumptions underlying his model and the results.

a. Please identify all operations experts, whether or not they have presented
testimony in this docket, who have supplied you with such assumptions, and state what
areas of your testimony these assumptions apply to.

b. With your experience in postal delivery costs, are you completely comfortable, for
purposes of arriving at the conclusions you present, with all the “assumptions” given to
you for your analysis by “operations experts”?

c. Are there any such assumptions that you might have tested against alternative
plausible assumptions had you been in the position of making your own assumptions? If
so what are these? If not, please fully explain your answer.

d. Suppose the economic recovery reduces or eliminates the excess capacity in the
current delivery route system. Would the assumption that “operations experts expect the
number of city routes to be unaffected by elimination of regular Saturday delivery” (page
12 of your testimony, lines 6-7) have to be changed? Please explain your answer fully.

e. On the same supposition posited in (d), would the operations experts’
anticipation that “there will be no changes in the number of rural routes, vehicles, or
facilities” (page 24, lines 10-11) have to be changed? Please explain your answer fully.

GCAJUSPS-T6-8 Response:

I would resist the characterization of what witness Granhoim provided as the

“assumptions that underlie my model.” When used in this way, the term “assumptions”

typically refers to a set of restrictions placed upon the model in order to simplify or

abstract from unneeded detail in the subsequent analysis. In the instant case, the

model estimates the cost savings associated with the operational changes the Postal

Service anticipates will be caused by a shift to five-day delivery. It is my understanding

that the anticipations were based upon careful consideration of that operating

environment. However, I do not dispute the fact that the estimated cost savings are

13
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critically dependent upon the set of operational responses provided to me and, in that

sense, can be thought of as assumptions underlying the estimates (not the model.)

a. My understanding is that witness Granholm is the Postal Service’s Vice President for

Delivery and Post Office operations, and that as part of his responsibilities, he develops

and implements both policies and operational strategies for all delivery operations. I

also understand that a number of Postal Service employees in the area of delivery

operations are directed by Witness Granholm. It is my understanding that the

operational experts who developed the anticipated operational changes consisted of

Witness Granholm and those under his direction.

(
b. Yes.

c. I don’t think such testing is possible. Please recall that the “assumptions” that you

refer to are anticipations of changes in future operating conditions that would take place

if the Postal Service were to move to five-day delivery. This means that “alternative

plausible assumptions” referred to are alternative anticipations of future operating

conditions and, as such, would not appear to be testable.

d. First please note the entire quotation that is cited:1

~ “Direct Testimony Michael D. Bradley on Behalf of the United States Postal
Service,” Docket No. N2010-1, USPS-T-6 at 12.

14
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First, operations experts anticipate that there will be no
changes in the number of city routes, vehicles, or facilities.
The cessation of Saturday delivery means that city carriers
will not be casing or delivering mail on their regular routes on
Saturdays. But because the volume being delivered has not
changed and because the same routes must be served
Monday through Friday, operations experts expect the
number of city routes to be unaffected by elimination of
regular Saturday delivery. (Footnote omitted)

While is ultimately the responsibility of operational experts to determine what, if any,

effects of an economy recovery would have on their operational analysis, my

understanding is that such a recovery would not affect their anticipation about the

stability in the number of city routes, vehicles, or facilities with respect to elimination of

Saturday delivery. I assume from your question that you are suggesting that an

economic recovery would lead to a growth in mail volume. As I understand it, the same
/7-

conditions described above would also apply at a higher volume level, namely that the

(perhaps larger) volume delivered wilt not change and the same (perhaps larger)

number of routes would need to be served Monday through Friday.

e. First please note the entire quotation that is cited:2

First, operations experts anticipate that there will be no
changes in the number of rural routes, vehicles, or facilities.
The cessation of Saturday delivery means that rural carriers
will not be casing or delivering mail on their regular routes on
Saturdays. But because the same routes must be served on
Monday through Friday, operations experts expect the
number of rural routes to be unaffected by elimination of
regular Saturday delivery

2 ~ “Direct Testimony Michael D. Bradley on Behalf of the United States Postal
Service,” Docket No. N2010-1, USPS-T-6 at 24.

15
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While is ultimately the responsibility of operational experts to determine what, if any,

effects of an economy recovery would have on their operational analysis, my

understanding is that such a recovery would not affect their anticipation about the

stability in the number of rural routes, vehicles, or facilities with respect to the

elimination of Saturday delivery. I assume from your question that you are suggesting

that an economic recovery would lead to a growth in mail volume. As I understand it,

the same conditions described above would also apply at a higher volume level, namely

that the (perhaps larger) volume delivered will not change and the same (perhaps

larger) number of routes would need to be served Monday through Friday.

16
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GCAIUSPS-T6-9.

On page 16, lines 12-14, you state that the reduction in mail volume ‘has outstripped”
“efforts to reduce the number of routes and save delivery costs.

a. As an economist do you believe the Postal Service would be better off if it
adjusted capacity as volume declines warranted?

b. In a hypothetical competitive market for both postal outputs and postal inputs,
would you agree that capacity would have to adjust more fully to declines in
volume than it has?

GCA/USPS-T6-9 Response:

a. It is my understanding that the Postal Service has materially adjusted capacity as

volume declined. For example, In FY 2008 and FY 2009, the Postal Service eliminated

12,700 city carrier routes, 1,428 rural routes and 2,830 highway box contract routes.3

Moreover, it is not clear that a faster reduction in network capacity was warranted.

Determining the optimal adjustment of network capacity is complex and depends upon a

number of factors such as the cost of such adjustment, the expected duration of the

volume decline, the flexibility and cost of future expansions of network size, and the

impact of downsizing on employee morale and productivity.

b. No, not necessarily. Capacity utilization in “competitive markets” also falls during

economic downturns, and private sector firms are known to “hoard” labor (keep more

labor at the firm than is necessary to produce current output) during recessions. A key

~ See, Comprehensive Statement on Postal Operations 2008 at page 46 and
Comprehensive Statement on Postal Operations 2009 at page 35.

17
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issue is the cost of adjusting capacity (both down during the recession and up during

the recovery) relative to the cost of maintaining the excess capacity.

C

18
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GCNUSPS-T610

An April2010 GAO study (U.S. Postal Service: Strategies and Options to Facilitate
Progress toward Financial Viability, GAO-i 0-455, PP. 16, 18) states that postal labor
union contracts generally require that workers other than full time regular (FTR)
employees be laid off before FTR employees.. How do you reconcile this with the
assumption provided to you by “operations experts” that Saturday “hours savings will be
for full time carriers (Page 19, lines 11-12).

GCNUSPS-T6-1 0 Response:

Please see the response of witness Granhom to GCA-USP5-T3-7 in which he says, “In

a full-up Five Day delivery environment, full time career day off replacement employees

will not be necessary.” In addition, please see page 12 of witness Granholm’s

testimony where he states at line 19: “With the change to five-day delivery, Carrier

Technicians assignments will no longer be necessary.”4

~~ Direct Testimony of Dean Granholm on Behalf of the United States Postal
Service, Docket No. N2010-1, USPS-T-3 at 12.

19
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GCA/USPS-T6-1 1.

On page 25, lines 1-8, your testimony states that “there are potential contractual issues
associated with moving to five-day delivery” in the National Rural Letter Carrier
Association (NRLCA) agreement. You state that “operations experts” anticipate “what
would likely come out of those contractual issues” (Lines 5-6).

a. Among the “operations experts” referred to, do any have training or expertise
in negotiating labor contracts?

b. Among the “operations experts” referred to, are there any who have not filed
testimony in this Docket?

c. Has witness Granholm, to your knowledge, ever negotiated a labor contract
on behalf of USPS?

d. Please explain fully the basis for your reliance on “operations experts” to
anticipate or predict the outcome of negotiations on USPS labor contracts.

GCAIUSPS-T6-1 1 Response:

( To set the context for my answers, please take note of the full quotation on page 25,

lines 1-8 of my testimony:

Third, witness Granholm has indicated that there are
potential contractual issues associated with moving to five-
day delivery. The National Rural Letter Carrier Association
(NRLCA) agreement has requirements to adhere to when
there is a change in the number of delivery days. The
operational analysis of rural carriers thus represents
operations experts’ anticipation of what would likely come
out of those contractual issues. (Footnote omitted)

a. I am informed by the Postal Service that they do.

b. I am informed by the Postal Service that there are end that they report to individuals

who are witnesses in this case.

20
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c. I have no personal knowledge one way or the other.

d. Consider the following logical problem: Suppose that the operations for rural carriers

depend, in part, upon the rural carrier contract. Further suppose that if the Postal

Service moves to five-day delivery, it would have to address certain contractual issues

in the rural carrier contract. Finally, suppose one was going to anticipate the nature of

rural carrier operations under five-day delivery. As a matter of logic, it would seem

inescapable that anyone undertaking that task would necessarily have to anticipate the

outcome of those contractual issues.

I would suggest that Postal Service employees who are responsible for the operation of

the rural carrier network, and whose work is directed by witness Granholm, would be an

outstanding source for anticipating the operational response of the rural carrier network

in a five-day environment. Moreover, they would seem to be excellently situated to

anticipate the outcome of any contract issues.

21
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GCA/USPS-T6-1 3.

The Postal Service has stated (e.g., in its FY 2009 Form 10-K, at page 70) that the
number of delivery points it must serve drives delivery costs, and that these are
increasing by between roughly 900,000 (FY 2008 to FY 2009) and 1.8 million (FY 2005
to FY 2006) delivery points per year. If there is excess capacity currently in the delivery
system, why should an increase in the number of delivery points served increase
delivery costs?

GCAIUSPS-T6-1 3 Response:

As a general matter, delivery costs are caused by two main factors, the volume to be

delivered and the delivery network over which that volume is delivered. It is typically

more expensive to deliver more volume over the same network, and it is also typically

more expensive to deliver the same volume over a more extensive delivery network.

This implies that additional delivery points can add cost to the delivery network

independent of any changes in volume.

Capacity in a delivery network generally refers to the ability to deliver volume over a

given set of delivery points. Excess capacity generally refers to a condition in which the

delivery carriers have the ability to carry more volume over that network without

incurring any additional cost. However, it is quite possible for additional delivery points

to add cost even if a delivery network is in the situation of excess capacity. This can

occur for different reasons. For example, the growth in delivery points could be taking

place in an area of the country in which there is little, if any, excess capacity. Capacity

utilization is not necessarily distributed evenly across a network, and it is quite possible

that an area of the country that may be experiencing steady or even rising volume

despite a national decline in volume. In addition, the growth in delivery points is not
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necessarily distributed evenly across the network. Thus, it is quite possible that, despite

excess capacity nationwide, certain areas of the country have no excess capacity but

are experiencing a growth in delivery points. This delivery point growth would add to

the cost of the delivery network.

Alternatively, even within areas of the county that are experiencing excess capacity in

delivery, it is possible for additional delivery points to generate additional delivery costs

if the additional “coverage” or “geographical” costs are sufficiently large. Consider the

addition of delivery points in the form of a new subdivision which is somewhat removed

from existing delivery points. Even if the volume of mail being delivered remains the

same, additional cost will be caused by the need to get a carrier to the subdivision and

the need for the carrier to cover the routes in that subdivision. If these costs are greater

than the time available from excess capacity, total delivery costs will rise.

24



764

(

Response of Postal Service Witness Michael D. Bradley
To Interrogatories Posed by the GCA

GCAIUSPS-T6-14

In light of your answer to GCA/USPS-T6-4. b., please replace the word “volume” with
the words ‘costs or deficits”. On that basis, please answer part a. (as so revised) and
part b of GCAIUSPS-T6-4.

GCAIUSPS-T6-14 Response:

My literature review did not turn up any ex post studies of the cost or deficit effect of a

reduction in delivery days at other posts but it did produce some material relating to the

ex ante estimate of such cost savings, which is the task in this case. I am attaching

those materials to this response electronically as a pdf file (GCA.T6.14.Attach.pdf).
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Mail orders
COSTING ELEMENTS OF THE POST.\J. PUBLIC: SERVICE OBLIGATION

In 2007. t/e Poc/~,/Sen’/~i (om,n/nion tisked Hon/icr/c anailse the net Ys/s to Royal 1\)cnl
of .‘e,~nil dif/èren/ C/rifle/i/s of s “if/liir,:ca/ .ccr/wr oh//grit/on ‘(1250). Of f/ic ka/wr.r we

reivewecJ. nie found f/la? olily the n’qmn’inen/ for Sa/inyhey co//ce/ions and de/nv’ries Jinposc’cJ a
.‘wf?s/anfia/ nd irs?. alici c/cu f/i/c was iio gn~i/er than I/ic citings Hoj ~i/ \ Ia/i ivifid a iii ci r. in

i/f°~“:-j ?cW/)cI/od. by inipivivi.g c/lIe/en, by 1% alec/I:

Royal Mail remains the postal regulator’s licensed “universal service provider”,
with associated conditions in its licence. Rather than attempt to cost the USO in
its entirety, Frontier was asked by Postcomm to carry out an analysis of some key
elements of the service, in order to determine the constraints under which Royal
Mail was operating, the impact on Royal Mail prices and therefore the effect on
the overall service to postal customers.t We focused on five current features: the
quality standard for 1st class mail; collection and delivery times; Saturday
deliveries and collections; a two-class post; and the handling of bulk mail. We
looked at the costs of increasing as well as reducing some of these requirements.
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For each element, we sought to arrive at an estimate of the “net avoided cost
(NAG)” - the cost reductions that would flow from modifying the service, minus
the revenues that would be lost. Many such analyses are done on an accounting
basis; ours was based on an operational model that captures the current features
of Royal Mail operations in terms of the number of mail centres, delivery offices,
air networks and so forth, constructed with the aid of a specialist operations
consultancy2. This enabled us to build our estimates of NAG on an
understanding of the operational changes that could be expected to follow from
a particular modification.

A further dynamic feature of our model was that it enabled us to build into our
estimates the way in which customer demand and Royal Mails competitors
would respond, and the consequent effect on Royal Mail’s revenues. \Ve also
estimated “second-round effects” on competition and market share if prices
changed (assuming NAGs were all passed on to the customer). (However, it is
important to note that the analysis is based on Royal Mai’s actual structure,
operations, costs and competitive landscape in 2006-07, and its planning
forecasts for 2009-10, not on some hypothetical “most efficient operator”, which
might instead represent the benchmark for a regulator’s efficiency review.)

ITS TN il-IF POST

The table below summarises the first-round results of our analysis for the three
elements that proved to have the most significant results, together with a
combination of two of them.

Royal Mail Change Net avoidable Price Comparable
feature cost (NAC), impact efficiency target,

annual over4 years

93% next-day 85% target £76m -1.4% 0.3% pa.
delivery target for (78% for PPI)
1st class mail

Two-class mail Single-class (~278m) +6.3% na.
(delivered Day mail
+1 and Day +3) (delivered

Day +2)

Six-day delivery No Saturday £271m -4.8% 1.0% pa.
and collection delivery/colle

ction

Two-class mail, Single-class (~44m) +1.7% na.
six-day delivery! mail, no
collection Saturdays

Table 1: The net
avoided costs of
key elements of the
Royal Mail selvice

Source: Frontier
analysis

The most interesting feature of this table is the large negative NAG of the current
two-class mail service, implying that Royal Mail would actually be worse off if 1st
class were abolished (and therefore that this part of the USO is not a
“constraint”). This is because, although there would be substantial savings fiom
its abolition, it is also likely that there would be a sharp fall in revenues, as Table
2 opposite illustrates.

However, moving to a single-class mail service would give Royal Mail the
opportunity to reform its transport, mail centre and delivery office network. By

Malt orders
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reshaping its infrastructure, Royal Mail could exceed the cost savings shown in
Table 2 and more than offset the initial revenue loss. It would also have
incentives to do so as a single-class mail service would be likely to trigger an
increase in competition. Royal Mail would need to cut costs quickly to avoid
volume losses and a spiral of higher prices leading to further reductions in
volumes and price increases. So unless Royal Mail was certain that it could
achieve even greater cost savings through radical restructuring, it would be likely
to maintain 1st class delivery, even if not required to do so under the USO.
The most easily identifiable savings from lowering the delivery target for 1st class
mail - up to £11 6m a year - would come from closing down Royal Mail’s air
network. But a poorer 1st class service would be likely to reduce revenue by
triggering a switch from ist to 2nd class mail, so the NAG is significantly less
than the gross savings in costs. A further complication - not included in the NAG
calculations - is that both cost and revenue changes would be affected by what it
was decided to do about Special Delivery. If this was maintained as a next-day
service, then part at least of the air network would have to be maintained; if next-
day Special Delivery was undermined, there would be further revenue losses.

Royal Mail service Impad on costs Impact on revenues
change

85% 1st class delivery -fll6m -E40m
target

Single-class mail, Day +2 -E355m -~633m

No Saturday delivery or -~326m -E55m
collection

Single-class mail, no -~589m -~6SSm
Saturdays

Table 2: Annual change in
costs and revenues

Source: Front/er analysis

However, the third element we analysed - Saturday collections and deliveries -

had a substantial NAC. While the abolition of a Saturday senrice would permit a
substantial reduction in costs, our analysis suggests that it would not lead to a
significant reduction in revenue. Only about 5% of mail is posted on a Saturday,
although about 17% is delivered on that day. But mail delivered to firms on
Saturday mostly lies unopened until Monday; and Postcomm research indicates
many businesses do not see it as an important day for mail delivery to their
customers. Indeed, some engaging in marketing campaigns try to avoid the
targeted mail shots arriving on Saturday, because the call centre staff they employ
to deal with the customer responses are more expensive to hire at weekends.

Indeed, the second-round effects might actually include an increase in demand, if
the NAG were passed on to Royal Mail customers in the fonn of the pt-ice
reductions shown in Table I (cutting basic stamp prices by Ip-2p). However, the
final column in Table I provides a sense of proportion: it shows that Royal Mail
could reduce its costs by die same amount as the NAC of a Saturday service,
without any reduction in service, by increasing efficiency by only 1% a year for
four years. To set this figure in context, Royal Mail has been set an efficiency
target by Postcomm under the current framework of 3% a year.

C
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The most radical service change we modelled was a combination of a move to a
single class of service and the abolition of Saturday collection and delivery. This
would increase the cost savings to an estimated L589m a year, without reducing
revenues much more than in the single-class, sb-day scenario. However, without
major network restructuring, the result would still be an increase in net costs,
driven by the loss of revenues associated with the abolition of 1st class mail.

Of the other options we considered, the most costly was an improvement in
delivery times. Bringing these forward two hours increased net costs by L114m a
year. But allowing deliveries to be made later two hours later did little for Royal
Mail’s finances, providing a reduction in net costs of only £16m. On the other
side, making the last collection just one hour later increased net costs by L67m,
but making it one hour earlier reduced them by only L3m, because savings were
broadly matched by revenue losses. Finally, the specific requirement to deliver
the kind of bulk mail that falls under the USO did not add significantly to costs
as long as Royal Mail still has a requirement to deliver single piece mail.

Plainly, some of the changes we modelled would have a significant impact on the
geographical integrity of the USO. For example, some parts of the county would
suffer more than others from a reduction in the delivery target for 1st class mail,
if Royal Mail took advantage of this to cut the costs of the air network: for
example, most PPI (printed postage impression) mail to Northern Ireland comes
from elsewhere in the UK. We didn’t consider separately Royal Mai’s main
geographic requirement - to deliver to every house and business every day - but it

could be analysed using the same approach.

CONCLUSION

The range of uncertainties around these estimates was, of course, considerable.
However, further modelling to test the direction and general scale of the effects
suggested the conclusions were robust, permitting a clearer view of whether these
features of the USO really acted as a commercial constraint on Royal Mail. In
conclusion, therefore, the analysis suggests that of all the elements we modelled
only the Saturday service had a high NAC, while at the other end of the
spectrum, the abolition of a lst class service would, without very radical
restructuring of the entire Royal Mail operations, be likely to result in a
deterioration in profitability rather than an improvement.

N(YI1ZS

/. ‘Net costs of elements of the mi/versa? service: a ,~to,1 prepamifor Postcon,,,,’ F;-ontier Economic,,
Ala3’ 2008.

2. Postal & Lqgistics ~ons,dtia~ IVor,’dwide.

Phil Burns philip.burns~fronticreconornics.corn

C( )NI WI Richard Bradley richard.bradlcy@frontier_cconomics.com

Prontier Lconormcs Ltd

FRONTIER EcoNowcs EUROPE BitussuLs [ c:oI.ocsE I LOynos I Mmmi)

fr~ in ncr—co in, ii ftC Sc ill



770

~~~1

iYIASON School of Public Policy
UNIVERSITY

Study on Universal Postal Service and the Postal Monopoly

Appendix F

Section 1
7.

Efforts to Calculate the Cost of the USO and the

Value of the Postal Monopoly in the US and Abroad

Alex Kalevi Dieke

Antonia Niederpruern



77].

ECONOMICS OF THE UNIVERSAL SERVICE OBLIGATION AND POSTAL MONOPOLY 2

Contents

I Executive Summary 3

2 Efforts to Calculate the Cost of the USO 11

2.1 Introduction 11

2.2 A us!ralia IA ustralia Post 1]

2.3 Belgium /BIPT (postal regulator) 13

2.4 Denmark/Danish competition authority (2007) 16

2.5 Denmark / Copenhagen Economics (2007,) 18

2.6 France /La Poste 20

2.7 Norway /Norway Post 23

2.8 Switzerland / Swiss Post 25

2.9 Un ited Kingdom /Postcomm (2001) 28

2.10 United Kingdom /Frontier Economics (2008) 30

2.11 Conclusions 35

( 3 Efforts to Calculate the Value of the Postal Monopolies 39

3.1 Introduction 39

3.2 Postal monopoly 39

3.3 Mailbox monopoly 40

4 Bibliography 41

GEORGE MASON UNIVERSITY NOVEMBER 2008



772

ECONOMICS OF THE UNIVERSAL SERVICE OBLIGATION AND POSTAL MONOPOLY 3

I Executive Summary

Introduction

The Concepts for Calculating a ‘cost of universal service obligations’ were first developed

in the 1 990s. Since 2000, empirical efforts were made in a number of countries to

quantify the cost of these obligations in the postal sector. We have carried out research on

such efforts and have identified nine approaches: eight in European countries, and one in

Australia. This chapter summarizes the results of our analysis of these approaches.

With regards to the purpose of the net cost calculations, a first result is that only very

few methodologies were applied to justify actual compensation paid to postal operators.

The results of USO cost calculations were generally used to inform liberalization

policies, by assessing whether substantial costs results (or would result) from universal

service obligations in a liberalized market.

With regard to the methodologies adopted to calculate USO costs, we found two

broadly distinct categories of approaches:

( The first category, which includes most of the earlier efforts, is based on product
accounts. The approaches of this category assess the profitability of individual postal

products, or aggregate product groups, or ‘mail paths’ — combination of products, types

of customers (e.g. business or residential), different areas where mail is posted or

delivered, or other features. Most approaches of this category do not explicitly determine

a ‘reference scenario’, i.e. they do not discuss explicitly how the postal operator would

change service levels if the USO was withdrawn. In these approaches, the cost of the

USO is calculated as the sum of deficits of loss-making products (or product grbups or

mail paths). An implicit assumption of these methodologies is that all products (or

product groups or mail paths) that deliver negative results would be discontinued by the

postal operator if there was no universal service obligation.

The second, more recent, category of approaches analyzes the cost of alternative

service levels: It considers which elements of the USO the postal operator would alter, or

discontinue, in the absence of a USO. Hence, a ‘reference scenario’ is specified in these

approaches. Generally, the second category of approaches can be considered to conform

GEORGE MASON UNIVERSITY NOVEMBER 2008
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to the theoretical concept of the “profitability approach” which was developed

(separately) by John Panzar and Helmuth Crémer.’

In recent quantitative applications, there is a trend towards the second category. There

appears to be wide consensus that the relevant approach towards measuring the cost of

the USO is to compare the additional profits postal operators could achieve if there were

no USOs imposed on these operators. The crucial element of all these approaches is the

determination of levels of service the postal operators would provide if the USO were

relaxed. Based on our review of international USO costing methodologies, we conclude

that USO costs, if there are any, are most likely to be related to three areas. Absent a

USO, postal operators may increase profits by

(I) Reducing the frequency of delivery from five or six deliveries per week to less

frequent services. Such service alterations appear most important in areas with high

unit cost for delivery, e.g. in the most rural areas.

(2) Reducing the number of postal offices, and substituting traditional postal offices

for contracted agencies.

(3) Removing non-commercial price schemes and ‘social prices.’ In particular, postal

operators may stop delivering mail for the blind without a charge. (Regular postage

might be introduced for services for the blind. Altematively, the services could

continue to be offered free in return for a government subsidy.)

Calculations in recent models did not find a relevant cost related to requirements to

provide nationwide service at a uniform rate. (But note that many European postal

operators are not barred from charging non-uniform rates to bulk mailers.)

As a separate task for this study, the authors searched for methodologies that calculate

the “values of the postal monopoly.” Despite an extensive review of literature, and direct

questions posed to many postal regulators worldwide, we are not aware of any serious

See Crdrner, II., Grimaud, A. und J.-J. Laffont (2000): “The Cost of Universal Service in the Postal
Sector”. In: MA. Crew und P.R. Kleindorfer (ed.): Current Directions in Postal Reform, Kluwer Academic
Publishers, Boston, MA, S. 47-68; and J. Panzar (2001): “Funding universal service obligations: the costs
of liberalization. In: M.A. Crew und P.R. Kleindorfer (ed.): Future Directions in Postal Reform, Kluwer
Academic Publishers, Boston, MA, S. 101-15.

GEORGE MASON UNIVERSITY NOVEMBER 2008
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effort made internationally to estimate the value of the postal monopoly.2 However, the

fact that postal operators around the world have been arguing strongly in favor of

maintaining their monopolies suggests that there is a substantial value to this monopoly.~

The remainder of this section briefly summarizes the nine USO costing methodologies

that were reviewed for this report.

Australia lAustralia Post

In Australia, the postal legislation requires that Australia Post periodically publishes the

cost of the “Community Service Obligation” (CSO). In Australian usage, the CSO is the

part of the postal universal service obligation that would not be provided by commercial

companies under the prevailing conditions. First, Australia Post considers revenues and

avoided costs of ‘mail paths’. The methodology implicitly assumes that loss-making mail

paths would be stopped in the absence of the USO. Second, Australia Post adds resulting

losses of facilities (after hypothetically discontinuing loss-making mail paths) and, third,

a percentage of overhead costs. In FY 2006/2007, the cost of the CSO accounted for

about 2.5 % of total operating expenses, and was funded by internal cross-subsidy.

Belgium /BIPT (postal regulator)

Belgian postal legislation requires that the regulatory authority BIPT (Belgian Institute

for Postal services and Telecommunications) periodically calculates the cost of universal

service provision. The results could be used to justi1~’ external funding (by a universal

service fund). The BIPT methodology relies on the profitability reported for Belgian

Post’s product accounts. The cost of the universal service obligation (called “unfair

burden” by Belgian legislation4) is calculated as the accumulated losses of all universal

2 However, chapter 6.1 presents conceptual approaches to valuing monopolies, and a method based on
assigning a value to the prohibition on competition in the delivery of letters and access to mailboxes for the
USPs.

The value of a monopoly need not necessarily be limited to economic profits. British economist John
Hicks noted in 1935: “The best of all monopoly profits is a quiet life.”

Belgian postal legislation calls this loss a “charge inequitable” (Arrêtd royal du 11 Janvier 2006 mettant
en application le titre IV (Réforme de Ia Rdgie des Postes) de Ia loi du 21 mars 1991 portant réforme de
certaines entreprises publiques économiques, Article 16). This legal term is translated by BIPT as “unfair
burden”. The objective of the methodology presented by BIPT is to calculate a number for this legal term.
Any number produces by the BIPT model is automatically considered an “unfair burden”.

GEORGE MASON UNIVERSITY NOVEMBER 2008
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service products, minus the profits from reserved products. The financial figures are

derived directly from the product accounts of the postal operator. However, no reference

scenario was developed explicitly, and fully distributed costs do not appear as an

appropriate cost concept to estimate which costs could be avoided if the USO were

relaxed.

No results of the calculations have been published to date. The state has made no extra

payment for compensating the Belgian Post for the universal postal service, and no

compensation fund has been established so far.

Denmark/Danish Competition Authority

The Danish competition authority (DCA) has calculated the cost of the USO. There was

no clear objective for this undertaking and Danish postal legislation does not address the

issue of the cost of the USO. There is no external funding to support the universal service

obligation. The DCA focuses on revenue and costs of regulated product groups which are

further classified by delivery area (rural and urban). The cost of the universal service

obligation is calculated as the total loss of all universal service products minus profits

from ten product groups (five product groups multiplied by two delivery areas: rural and

urban). The model assumes that, in the reference scenario, delivery would entirely be

discontinued in some areas, and does not consider alteration in the frequency of service.

In addition, the cost of providing services for blind people is added to the USO cost.

The model is based on data from the regulatory accounts of Post Danmark. We

conclude that the costs reported per product group are not a good proxy for avoided cost.

The approach of the DCA implicitly assumes that all loss-making product groups (i.e.

delivery in rural areas) would be discontinued if there was no USO.

The Danish competition authority estimates the cost of the USO at about 700m DKR

(US$ 149m), or about 7% of Post Danmark’s operating expenses in 2005.

Denmark / Copenhagen Economics

The Danish Chamber of Commerce commissioned the firm Copenhagen Economics (CE)

in 2007 to estimate the cost of the USO to the incumbent, Post Danmark. Copenhagen

Economics (CE) uses specific elements of the universal service obligation as starting

GEORGE MASON UNIVERSITY NOVEMBER 2008
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( point for the estimation of the cost of the USO. The study analyzes elements of the USO

which may unduly restrict the commercial flexibility of Post Danmark. The CE’s

approach is threefold: First, CE identifies services or service elements which Post

Danmark would provide at lower service levels, or discontinue, in absence of the USO.

Second, CE estimates the cost of relevant increments, i.e. of those USO elements which

restrict the commercial flexibility of Post Danmark. Third, CE estimates the revenues that

would be lost if Post Danmark reduced the service level or stopped selected services. The

study considers “first round” revenue effects only. However, longer-term effects are

reportedly considered in developing a “realistic” alternative business model.

If there was no USO, CE concludes that the incumbent would likely stop providing

nationwide Saturday delivery and would charge for services for the blind. Given

limitations of the data available from Post Danmark, CE estimates the costs avoided and

the revenues lost in case of stopping Saturday delivery, and the cost of providing free

services for the blind to about DKK lSOm (US$ 32m) or 1.5% of Post Danmark’s

operating costs in 2005. Finally, CE argues that this USO cost should be balanced with
(un-quantified) benefits from being the designated universal service provider.

France /La Foste

The branch network of the French La Poste is subject to two sets of obligations: the

universal service obligation and regional planning requirements. The cost related to

regional planning requirements is compensated by tax reductions while the cost of the

USO is subsidized internally from reserved services. La Poste periodically calculates the

cost resulting from both obligations. Based on econometric modeling and using the

existing branch network as starting point, La Poste determines costs and revenues of the

profit-maximizing “commercial” branch network the company would operate in the

absence of any obligations. The econometric model partially takes the commercial

environment of La Poste into account (e.g. competition with other financial companies,

reflected by the probability of shifting demands).

The cost of the USO results from the (net) cost difference to the branch network

ffilfilling the specific density requirements defined by the USO. The cost difference from

the “USO” branch network and the current one then determines the cost resulting from

GEORGE MASON UNIVERSITY NOVEMBER 2008
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the regional planning requirements. La Poste has not published any results from its

calculations of the extra costs of the branch network.

Norway INorway Post

According to Norwegian legislation, if Norway Post provides evidence that the elements

of the universal service obligation result in additional costs which are not covered by

revenues, the Norwegian government can “purchase” these services from Norway Post.~

This has happened for several years until 2005. These subsidies (“state purchases”) for

universal service ended in 2005. Norway Post’s model was used to inform the Norwegian

State on the cost of the relevant increments to be covered by the profit of monopoly

services and/or by state subsidy.’

Norway Post’s approach is guided by the question: What would be a plausible strategy

for Norway Post in absence of the USO? What ‘strategic’ service level would be offered?

This strategic service level is driven by commercial considerations and uses the elements

of the USO as starting point. The reference scenario (in absence of a USO) is

characterized by local reductions in the service quality — essentially with regard to

delivery frequency. Norway Post assumes that these cutbacks in service for a few areas

have only a negligible effect on sales. For the same reason, the potential benefits resulting

from nationwide service provision would not be significantly reduced. For 2006 Norway

Post reported as net loss of providing unprofitable postal services of NOK 253m (US$

50m), or about 2.3% of total operating costs.

Switzerland / Swiss Post

Swiss Post proposed an approach to calculate the universal service burden for three

activities: ‘Acceptance and sales’, ‘Transport from and to the retail outlets’, and

‘Delivery route’ (the pure route without any delivery stops). While the first and the

Norway Post’s license (Art. 4.2) allows for targeted subsidies from the state budget. These targeted
subsidies are called “state purchases” by Norwegian authorities (“statlig kjøp av bedrifisokonomisk
ulonnsomme tjenester”, i.e. state purchase of unprofitable services by the State).
6 See Konsesjon til Posten Norge AS 2007-20 10, Article 4.2.

GEORGE MASON UNIVERSITY NOVEMBER 2008
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/

second activity are related to the number of retail outlets (branch network) the third

activity essentially comprises the fixed cost of the delivery activity.

In the reference scenario for the activities ‘Acceptance and sales’ and ‘Transport’

Swiss Post would run 600 outlets instead of about 2,500 outlets. Swiss Post assumes that

demand (and thus variable costs) would completely shift to the remaining outlets so that

the cost of the USO results from the fixed costs allocated to the “closed” offices. In

delivery, Swiss Post assumed it would deliver only to 70% of Swiss households. In sum,

Swiss Post’s approach resulted in USO costs which amount to about CHF 500m

(US$ 460m) or nearly 8 % of Swiss Post’s operating costs in 2007.

The Swiss regulator rejected the calculation for transportation and delivery activities,

but endorsed the model to calculate USO costs for the retail network. In discussion

between Swiss Post and the regulator, the benchmark for the retail network was

determined to be 1,700 outlets (of which 1,000 are franchise agencies). The USO cost

estimation for the retail network, approved by the regulator in 2008, was CHF 200m

(US$ l84m), approximately 3 % of Swiss Post’s operating costs. This estimate is related

( to fiscal year 2007.

United Kingdom /Posicomm

In 2001, against the background of discussions on the market opening, Postcomm

assessed the costs and benefits of the current universal service provision. Postcomm’s

approach relied significantly on Royal Mail data. Using revenue and cost data for more

than 20,000 mail paths, Postcomm calculated profits and losses at different levels of

aggregation. At the level of each mail path, Royal Mail has determined long-run marginal

costs which are used by Postcomm as proxy for avoidable costs. The data only allows for

considering “first-round” cost and revenue effects, i.e., the direct cost and revenue effects

of discontinuing specific mail paths.

Postcomm calculates that at the lowest level of aggregation the total net avoided cost

account for GBP 81m (US$ 181m) or about 1.5 % of Royal Mail’s operating costs in

fiscal year 1999/00 (domestic mail and distribution business). At higher levels of

aggregation (e.g. at the product level) net avoided costs would be significantly lower.

GEORGE MASON UNIVERSITY NOVEMBER 2008
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4
United Kingdom /Frontier Economics

In October 2007, Postcomm commissioned Frontier Economics to analyze the impact of

changes to elements of the universal service obligation on Royal Mail.

In contrast to the previous estimation of USO costs, Frontier Economics calculated the

difference between the profits associated with the provision of a service under the given

set of universal service obligations, as compared to the profits with an alternative set of

universal service obligations. The model ihrther made assumptions about the level of

competition. Frontier Economics’ approach considers cost effects of changes in Royal

Mail’s operations and volumes (operational cost model), demand effects, and effects on

the competitive position of Royal Mail (market share).

The study analyzed the impact of three important changes to Royal Mail’s current

universal service on the company’s profitability. These changes were 1) lower routing

time targets for first class mail; 2) the end of postal service on Saturdays, and 3) the

introduction of a single two-day service instead of a first and a second class service.

( Frontier Economics concludes that from all universal service elements considered in
the study, only the obligation to maintain Saturday collections and deliveries impose a

significant constraint on Royal Mail. The additional profits from abolishing Saturday

service were estimated to GBP 271m or approximately 4% of operating cost.

GEORGE MASON UNIVERSITY NOVEMBER 2008
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2 Efforts to Calculate the Cost of the USO

2.1 Introduction

The concept of a ‘cost of universal service obligations’ was conceptually developed in

the l99Oies. Since 2000, empirical efforts were taken in a number of Countries to quantif~’

the cost of these obligations in the postal sector. We have canied out research on such

efforts and have identified nine approaches: eight in European countries, and one in

Australia.’ This chapter summarizes the results of our analysis these approaches.

The objective of this chapter is to analyze and compare the different methodologies as

well as their results. In order to compare the different approaches, we have sought to

clarify, for each of the approaches. The following questions:

1. What was the purpose of the calculations? Was there a legal mandate for the

calculation and hs it been used to justify financial compensation?

2. Which services or service elements were considered in the calculations? Did they

relate to the entirety of the universal service obligation, or to specific parts of it?

3. Which cost concepts were used for the calculations?

4. What ‘reference scenario’ was used? How was the incumbent assumed to alter its

services if the USO was with withdrawn?

5. Which cost changes were considered in the calculations? How were revenues

estimated to changes as services levels change?

6. What were the results calculated for of the cost of the USO? (To facilitate

comparisons, USO costs are stated relative to the incumbents total operating

expenditure.)

2.2 Australia /Australia Post

In Australia the postal legislation requires that Australian Post periodically publishes the

cost of the “Community Service Obligation” (CSO). In Australian usage, the CSO is the

‘Methodologies used in the United States are discussed in Appendix E.1

GEORGE MASON UNIVERSITY NOVEMBER 2008
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4
part of the postal universal service obligation that would not be provided by commercial

Companies under the prevailing conditions.’

The Australian Postal Corporation Act Of 1989 (last emended 2007) requires that

“Australia Post shall make the letter service available at a single uniform rate of
postage for the carriage within Australia, by ordinary post, of letters that are
standard postal articles.

Australia Post shall ensure:

(a) that, in view of the social importance of the letter service, the service is
reasonably accessible to all people in Australia on an equitable basis, wherever
they reside or carry on business; and

(b) that the perfonnance standards (including delivery times) for the letter service
reasonably meet the social, industrial and commercial needs of the Australian
community.”

Specific performance standards (number and density of retail outlets, delivery

frequency, and routing time targets) are defined in the Australian Postal Corporation

Regulations 1998. The methodology to assess the cost of CSO is partly deterniined by a

government direction (see NCC 1998, 184) which requires the application of an

avoidable cost approach.

In accordance with government direction, Australia Post calculates the cost of the letter

delivery CSO using the avoidable cost methodology. The avoidable cost methodology

counts costs as CSO cost if Australia Post did not have to provide the unprofitable

components of the letter delivery service. The net cost is the cost avoided less the revenue

earned on the service (the revenue should be less than the cost avoided if the service is to

be a CSO).

First, Australia Post calculates the appropriate share of ‘mail path’ costs that should be

included in the CSO cost. A ‘mail path’ is the path followed by a letter from its point of

origin from various Australia Post facilities (such as sorting centers, retail outlets, and

destination delivery offices). Australia Post collects data on the costs incurred and

revenues earned by her about 4,500 facilities. These figures are then allocated to mail

paths using traffic indicators, which estimate how much mail flows through each facility.

‘For a documentation of Australia Post’s costing methodology, see National Competition Council (1998):
“Review of 2he Australian Postal Corporation Act”, Vol.2, pl84ff.
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On this basis, the costs and revenues of facilities can be allocated to mail paths. For each

mail path, costs are compared to revenue. If the cost exceeds the revenue, then the excess

is included in CSO cost.

Second, the model examines the costs of facilities used to provide CSO services. If, in

the absence of revenue from the CSO mail paths, a facility would not generate sufficient

revenue to cover its costs and make a specified retum on its capital base, then the loss is

added to the CSO costs.9

Third, Australia Post attributed a proportional share of total (state and national)

overhead costs — i.e. head office costs — to the. For example, if 4 percent of Australia Post

mail is carried on CSO mail paths, then 4 percent of state and national overhead costs are

included in the CSO costs.

For 2006/07, Australia Post reported CSO costs of AUS$ 97.3m (USS 90m) which

accounted for about 2.5 % of operating expenses of the corporation. The amount is not

externally funded but financed by internal cross-subsidy.’~

( Conclusion
The methodology implicitly assumes that all loss-making mail paths and facilities

would be discontinued if the services obligation was relaxed. The calculation method

reveals that the approach is static: Only “first round” cost and revenue effects of

discontinuing mail paths and facilities are taken into account. Additionally, the approach

is based on actual costs which may include costs due to inefficiencies in service

provision.

2.3 Belgium / BIPT (postal regulator)

Since 2006 Belgian postal legislation” requires that the national regulatory authority

(Belgian Institute for Postal services and Telecommunications, BIPT) annually calculates

the cost of universal service provision. The results could be used to justify external

For example, if a facility earns $1,000, but mail on CSO mail paths accounts for $40, the facility is treated
as earning 5960. If the facility costs more than $960 in operating and capital costs, then the excess of costs
over earnings is counted toward the CSO.
‘° See Australia Post, Annual report 2006/07, p. 112.

GEORGE MASON UNIVERSITY NOVEMBER 2008



783

ECONOMICS OF THE UNIVERSAL SERVICE OBLIGATION AND POSTAL MONOPOLY 14

funding. However, such a universal service fund has not been established to date. BIPT

has published a methodology paper which describes the main features of the approach

(BIPT 2006).

The services/products of the Belgian national postal operator La Poste/De Post are

classified into four categories: 1) reserved universal postal services; 2) universal postal

services open to competition, 3) public services which are not postal services, and 4)

other services.12 About 1,200 products have been categorized, about 700 of which were

classified as universal postal service products. La Poste/De Post has implemented an

activity cost based system. Every year, La Poste/De Post must submit directly and

indirectly allocated costs and revenues per product, plus (unallocated) overhead costs.

___ ___ p fl________ -- ________ i

1 1
sea. sen. WV. ~~ennaved

,il,.nn.dwo~.c6i,
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Source: BIPT 2006.

To calculate the fully distributed cost, the BIPT model distributes the overhead costs to

products using distribution keys defined by the European Postal Directive’s. The model

Arrété royal du 11 janvier 2006 mettant en application le titre IV (Réforme de Ia Rdgie des Postes) de Ia
loi du 21 mars 1991 portant reforme de certaines entreprises publiques économiques.
12 La Poste/De Post is separately compensated by the state for losses of public services.

‘~ Art. 14, 3 of the European Postal Directive requires that costs have to be allocated based on the principle
of cost causation. It defines that “a) costs which can be directly assigned to a particular service shall be so
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calculates the profit/loss for every product by comparing frilly distributed costs and

product revenues. According to BIPT’s methodology, the ‘cost of universal service’

corresponds to the sum of losses of all universal service products, minus profits from

reserved postal services. If a loss still remains this is considered as the “unfair burden”4

of universal postal service (see the figure above).

No quantitative results have been published to date. So far, the state has made no extra

payment for compensating the Belgian Post for the universal postal service nor has a

compensation fbnd has been established.

Discussion

The calculation is based on fully distributed cost, and uses cost and revenue data

provided by Belgian Post. The cost of the universal service obligation is calculated as the

accumulated losses of all universal service products, minus the profits from reserved

products. The financial figures are derived directly from the product accounts of the

postal operator. The value added of the BIPT model is the allocation of overhead cost to

products according to the guidelines of the Postal Directive. The approach implicitly

assumes that all loss-making universal service products would be discontinued without

the USO. Only the “first round” cost and revenue effect are considered. Additionally, the

approach is based on actual costs which may include inefficiencies. However, fully

distributed costs do not appear as an appropriate cost concept to estimate which costs

could be avoided if the USO was relaxed..

assigned; b) common costs, that is costs which cannot be directly assigned to a particular service, shall be
allocated as follows: c) whenever possible, common costs shall be allocated on the basis of direct analysis
of the origin of the costs themselves; d) when direct analysis is not possible, common cost categories shall
be allocated on the basis of an indirect linkage to another cost category or group of cost categories for
which a direct assignment or allocation is possible; the indirect linkage shall be based on comparable cost
structures; when neither direct nor indirect measures of cost allocation can be found, the cost category shall
be allocated on the basis of a general allocator computed by using the ratio of all expenses directly or
indirectly assigned or allocated, on the one hand, to each of the reserved services and, on the other hand,
to the a/he,’ services.”

Belgian postal legislation calls this loss a “charge inequitable” (Arrété royal dii II Janvier 2006 mettant
en application le titre IV (Réfonne de Ia Régie des Postes) de Ia loi dii 21 mars 1991 portant réforme de
certaines entreprises publiques économiques, Article 16). This legal term is translated by BIPT as “unfair
burden”. The objective of the methodology presented by BIPT is to calculate a number for this legal term.
Any number produces by the BIPT model is automatically considered an “unfair burden”.
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2.4 Denmark /Danish competition authority (2007)

The Danish Competition authority (DCA, “Konkurrencestyrelsen”) reported in their

2007 Competition Report on the Danish postal market. DCA presented an estimation of

the Cost of Post Danmark’s universal service obligation for the financial year 2005 (see

Konkurrencestyrelsen 2007, 115). There is no without legal requirement to carry out such

calculations. Danish postal legislation does not address the issue of the cost of the USO;
and external finding is not foreseen.

The competition authority calculates the cost of the USO based on the regulatory cost

and revenue accounting data submitted by Post Danmark. It contains cost data of five

product groups (letter items below and above 50g’~, periodicals, parcels, and daily

newspapers) which are fUrther disaggregated on the elements of the postal pipeline

(collection, sorting, transport, and delivery) plus post offices, sale’s business, and

overhead costs. Finally, product group costs and revenues are further disaggregated by

delivery area: rural and urban. Cost analysis reveals that delivery costs per mail item

significantly vary between rural and urban delivery areas while the other cost elements of

the postal pipeline are broadly invariant with regard to the population density.

The competition authority then calculated the profit or loss of the five product groups

for items delivered in rural and items delivered in urban areas, separately. Additionally,

the authority estimated the cost of providing free services for blind people. Finally, they

summed up profits and losses per product group. In the authority’s view the overall loss

is a reasonable estimate for the cost of the USO which is—in their view—primarily

caused by the uniform tariff requirement for USO products.

_____________________ Profit and loss

Product group Rural areas Urban areas — Total
Mail items below 50g [. .j [..] [. .1

Mail items above 50g [..] [. .1 [..]

Periodicals [..] [..j [..]

Parcels LI Li
Dailies [.1 [.j [..]

Addressed mail items below 50g are reserved for the incumbent postal operator, i.e. for Post Danmark
(monopoly services).
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Free services for blind [.41
Underfunding [.41

Source: Website of Danish competition authority (www.ks.dk)

The calculation of the Danish competition authority resulted in an estimate for the cost

of the USO of about 700m DKR (US$ 149m) or about 7% of Post Danmark’s operating

expenses in 2005. However, the authority concluded that this cost would not constitute an

unfair burden and expects that due to more pricing flexibility, Post Danmark will be able

to decrease this cost after flJll market opening.

Conclusions

The Danish competition authority regarded the uniform tariff requirement as a key

factor for the cost of the USO. Therefore, the methodology focuses on cost coverage of

regulatory product accounts per delivery area (urban/rural). The cost of the universal

service obligation is calculated as the total loss of all universal service products minus

profits from ten product groups (five product groups multiplied by two delivery areas:

rural and urban). The model assumes that, in the reference scenario, delivery would

( entirely be discontinued in some areas, and does not consider alteration in the frequency

of service. h~ addition, the cost of providing services for blind people is added to the USO

cost.

The financial data is derived from the regulatory accounts of the postal operator. Only

the “first round” cost and revenue effects are considered. However, it is questionable

whether the cost reported per product group is a good proxy for avoided cost: Most

activities are jointly used by more than one product (especially delivery). The approach

of the DCA implicitly assumes that all loss-making product groups (i.e. delivery of mail

below 50 grams in rural areas) would be discontinued without the USO. In practice

however, stopping the provision of one product group would increase the cost allocated

to the remaining product groups.
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2.5 Denmark / Copenhagen Economics (2007)

18

Consulting firm Copenhagen Economics (CE) was charged by the Danish Chamber of

Commerce to prepare a study of the cost of the USP to Post Danmark. This study is

generally regarded a response to the previous study prepared by the Danish competition

authority. The Danish chamber of commerce presented the study in 2007. CE’s approach

is threefold:

• First, CE identifies services or service elements which Post Danmark would

provide at lower service levels, or discontinue, in absence of the USO.

• Second, CE estimates the costs of the relevant increments i.e. of those elements

of the USO which restrict the commercial flexibility of Post Danmark.

• Third, CE estimates the revenues that would be lost if Post Danmark reduced

the service level or stopped selected services.

CE systematically analyzes which universal service requirements actually constitute a

constraint in the business of Post Danmark. The study concludes that the following USO

requirements could potentially be regarded as relevant constraints to Post Danmark’s

business:

• Nationwide delivery of postal items

• Delivery frequency: Six days per week

• Other elements of the USO: free services for blind people, routing time targets,

liability requirements (for registered letters), requirements related to postal outlets

and street mailboxes.

The following key questions—to be

separately—have guided CE’s analysis:

answered for every element of the USO

Indicator Interpretation
Does Post Danmark voluntarily offer more If Post Danmark delivers more than required,
than requiredby the USO? the requirement is not restrictive.
Do the competitors offer more than required If the competitors deliver more than required
from Post Danmark by the USO? from Post Danmark by the USO, the

requirement is hardly restrictive. The market
will provide universal service for free.
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3. Do postal operators in other countries offer If postal operators in countries with lower
more than required by the USO in Denmark, requirements voluntarily offer a service, the
although the requirements in their own USO obligation to offer such service is hardly a
are lower? burden for Post Danmark.
Which constraints would Post Danmark in all Post Danmark will probably be dominant
events have as a dominant company under the according to the Competition Act, which
Danish Competition Act? means that only the USO requirements

exceeding the requirements stipulated in the
Competition Act must be included.

What are the pros and cons of offering the Provides a qualitative analysis of the pros and
service? cons of voluntarily offering a USO service.

Source: Copenhagen Economics 2008

In there was no USO, CE concludes that the incumbent would likely stop providing

nationwide Saturday delivery and would charge fro services for the blind. The other

elements would not unreasonably restrict the business flexibility of Post Danmark and,

thus, would not create a “burden” resulting from the USC in CE’s view.

Given limitations of the data available from Post Danmark, CE estimates the costs

avoided and the revenues lost in case of stopping Saturday delivery. CE adds the cost of

providing free services for of blind people and estimates the cost of the USO to about

DICK 150m (US$ 32m) or 1.5% of Post Danmark’s operating costs in 2007. Finally, CE

argues that this figure should be balanced with (un-quantified) benefits from being the

designated universal service provider. CE lists the following advantages:

• Post Danmark has a dominant position in the letter mail market and is ubiquitous

due to its nationwide retail and delivery network.

• Post Danmark has built up a valuable brand and a reputation as high quality postal

operator. This reputation is additionally enforced by state-controlled quality of

service and by the exclusive right to issue stamps with “Danmark”.

• Universal services provided by Post Danmark are exempt from value-added taxes.

• Post Danmark has a well-established postal infrastructure (post office boxes, address

database).

Conclusions

Copenhagen Economics (CE) uses specific elements of the universal service obligation

as the starting point for the estimation of the cost of the USO. The study identifies
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elements of the USO which may unduly restrict the commercial flexibility of Post

Danmark. Consequently, it takes into account the commercial environment and actual

service provision in relation to USO requirements. The study concludes that nationwide

6-day delivery and free services for the blind incur a USO cost. Due to a lack of detailed

cost accounting data CE makes estimations of lost revenues and avoided costs. They

consider “first round” revenue effects only. However, longer term effects are reportedly

considered in developing a “realistic” alternative business model.

2.6 France/La Poste

The branch network of French incumbent La Poste is subject to two sets of obligations:

a universal service obligation and regional planning requirements. La Poste is

compensated for the second set of requirements by tax reductions. For this reason, La

Poste developed a methodology to identify the cost of the branch network effected by the

USO and effected by the regional planning requirements. Based on econometric

modeling La Poste determines costs and revenues of the profit-maximizing “commercial”

branch network the company would operate in the absence of any obligations. The

number of retail outlets reflects the maximum (global) contribution to profit. The

econometric model partially takes the commercial environment of La Poste into account

(e.g. competition with other financial companies reflected by the switching probability of

demand). Cost information is based on actual cost of the branch network. The cost of the

USO results from the cost difference between the branch network fulfilling the specific

density requirements defined by the USO and the “commercial” network. The cost

difference from the “USO” branch network and the current one then determines the cost

resulting from the regional planning requirements.

La Poste has developed a model to estimate the cost of the USO that solely addresses

the cost of maintaining a network of retail outlets (and does not address other elements of

the USO). French incumbent La Poste faces two different requirements relevant to retail

outlets: the universal postal service, and regional planning requirements. Both sets define
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via density criteria the scope of the branch network.16 While (additional) branch costs

related to the USO shall be financed by revenues from reserved mail services, La Poste is

separately compensated for meeting the regional planning requirements (by reductions in

property taxes). In order to transparently allocate the costs to the different parts of the

branch network La Poste established a method which estimates the counter costs resulting

from the USO and the ones resulting from the other public obligations (the regional

planning requirements).

La Poste implemented a complex, combined bottom-up and top-down approach (see

Garcia et al. 2002). The size of the ‘commercial branch network’ is determined assuming

a profit-maximizing postal and financial company. The determination is based on

assumptions on cost and demand, and operational data for existing retail outlets.

6 French postal legislation requires that “post-office branches providing public access to services covered
by the universal service, other than bulk mail, and to information about these services must be so located
that at least 99% of the national population and at least 95% of the population of each ddpartement is less
than 10 kilometres from a post-office branch and all coim~unes with over 10,000 inhabitants have at least
one post-office branch per 20,000 inhabitants.” (Decree No. 2007-29 of 5 January 2007 on the universal
postal service and the rights and obligations of La Poste and amending the Post and Electronic
Communications Code, Art. R. 1-1.). Postal legislation defines with regard to regional planning that “Other
than in exceptional circumstances, these requirements do not permit more than 10% of a département’s
population to be further than five kilometres, or more than twenty minutes’car drive under nonnal driving
conditions for the area concerned, from the closest La Poste counter.” (LAWn° 90-568 of July 2nd 1990,
amended by Law No. 2005-516 of 20 May 2005, relative to the organization of La Poste and France
Telecom public service, Art. 6 1)

790
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Cost considerations include a modelling element to estimate the labour cost of a re

dimensioned branch network. Labour cost is driven by the number of manned counters.

The number of manned counters is affected by total demand for postal, financial, and

other retail transactions and by quality of service requirements defined as average

queuing time of customers.’7 Other costs are added which relate to general overhead,

occupancy, and back office activities.

The demand (i.e. number of transactions and the related contribution to total revenues)

is estimated by taking the probability of loosing customers (and thus revenue). After

removing a retail outlet, La Poste assumes that to some extent customers would switch to

the adjacent post office. The switching rate depends on distance to the next post office

and on the degree of competition (European Commission 2005, 23). I the model, total

demand of an area depends on soeio-demographic factors.1x

The final size of the commercial branch network is determined in a multi-step

procedure. The commercial branch network is apparently designed in a way that—at the

end of the optimization procedure—postal and financial revenues correspond to the

( ac~al (current) contribution of the retail network to overall revenues. Hence, the costs of

the remaining ‘non-commercial’ outlets are the costs resulting from the public

obligations. These costs are then allocated to the two sets of requirements: first, the cost

related to the postal USO is determined by assessing the number and location of branches

necessary to meet the legally defined density requirements. Second, the difference

between the current branch network and the “USO network” (i.e. commercial network

plus “USO branches”) determines the cost of the relevant increment resulting from the

regional planning requirements.’~ So far, results are not public available.

“ La Poste models the cost function based on a waiting queue model (Erlang law). This model determines
the number of manned counters provided that x % of customers wait less than y minutes in the retail outlet.
‘~ Econometric demand analysis revealed that the demand for financial services depends on the number of
households while the demand for postal services is driven by the number of businesses with less than 10
employees (Garcia et al. 2002, 14).
‘~ The allocation of the costs of the relevant increments to the different sets of obligations is not described
in detail.
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2.7 Norway INorway Post

Norwegian postal legislation generally prohibits cross subsidization between reserved

and non-reserved po~tal services (see Konsesjon til Posten Norge AS 2007-2010). If

Norway Post provides evidence that the elements of the universal service obligation

result in costs which are not covered, cross subsidization from the reserved services is

permitted. If the surplus of the reserved area is not sufficient, the Norwegian state can

“purchase” these services from Norway Post.20,21 This has happened for several years until

2005. State subsidies of universal service (called “state purchases” by Norwegian

authorities) ended in 2005. Norway Post’s model was used to inform the Norwegian State

on the cost of the relevant increments to be covered by the profit of monopoly services

and/or by state subsidy.22

The current USO model was developed in 2001. Two goals should be achieved: First,

the model should be as simple as possible to facilitate communication and to reduce data

sensitivity. Second, the model should explicitly identify which services should be

7 purchased (and paid for) by the State. Additionally, the model should inform postal
policy with regard to potential changes in design of the USO.

The starting point of the Norwegian approach is the question what would be a

plausible strategy for Norway Post in absence of the USO—what ‘strategic’ service level

would be offered (Bergum 2001). This (counterfactual) strategic service level is based on

a continuation of Norway Post’s current commercial strategy which should be soundly

adjusted for the scenario without USO. Bcrgum (2008) argues that the alternative

commercial strategy needs to be credible. Consequently, it should not be in conflict with

the strategy already communicated to the owner (the Norwegian government) and the

general public. For this reason, Norway Post assumes that the alternative commercial

20 Since the l99Oies Norway Post has calculated the cost of USO; initially, based on a complex calculation
model based on the NAC approach (see Bergum 2002). This approach was replaced by a more pragmatic
method in 2001 which is described in this section.
21 Norway Post’s license (Art. 4.2) allows for targeted subsidies from the state budget. These targeted
subsidies are called “state purchases” by Norwegian authorities (“statlig kjøp av bedriftsøkonomisk
ulønnsomme tjenester”, i.e. state purchase of unprofitable services by the State).
22 See Konsesjon til Posten Norge AS 2007-2010, Article 4.2.
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strategy would generally be a continuation of the current strategy which is characterized

by high quality of services (including routing time of letters) and customer proximity

(nationwide presence).

Bergum (2008) outlines which services Norway Post would adjust or abandon in a

scenario without USO:

“Taking into account the rise in electronic communications and other postal
substitutes, Norway Post defined its alternative commercial strategy in the
absence of a USO as follows. First, in the most rural areas delivery frequency
would be reduced from current levels of six deliveries per week. Fifteen percent
of the households would likely receive mail five days per week, and another 5
percent would receive mail only twice a week. Second, mobile post office
services would be reduced by half. Third, services to the blind would not be
offered for free, and some extra services related to insured and registered mail
would not be offered at all post offices. Fourth, uniform national rates would not
apply to mail and parcels sent to and from Svalbard, an archipelago with about
2,200 inhabitants lying well inside the Arctic Circle far from mainland. {...] The
definition of the alternative strategy has later been somewhat modified, mainly
stating that banking services would not be offered, but that the number of mobile
post offices would be kept roughly the same.”

Thus, Norway Post would generally continue providing basic postal services nationwide.

According to Bergum (2008) the methodology is accepted by government as a basis for

yearly payments by the State. Norway Post annually estimates the cost of the USO for the

next financing year so that the Norwegian parliament can take it into account in the

decision on the next year’s national budget. For 2006 Norway Post reported NOK 253m

(US$ 50m) or about 2.3% of their operating costs as net loss of providing unprofitable

postal services (Norway Post, Annual Report 2006, 41). No fUnds were allocated for

government procurements in 2006, 2007 or 2008 (see Norway Post, Annual Report

2007).

Conclusions

Norway Post’s approach is guided by the question: What would be a plausible strategy

for Norway Post in absence of the USO? What ‘strategic’ service level would be offered?

This strategic service level is driven by commercial considerations and uses the elements

of the USO as starting point. The reference scenario (in absence of a USO) is

characterized by local reductions in the service quality — essentially with regard to

delivery frequency. Norway Post assumes that these cutbacks in service for few areas
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have only a negligible effect on sales. For the same reason, the potential benefits resulting

from nationwide service provision would not be significantly reduced. Norway Post

annually estimates the cost of the USO for the next financing year (based on budget

costs) so that the Norwegian parliament can take it into account in the decision on the

next year’s national budget. Having received such subsidies for several years, the

government ceased to subsidize Norway Post in 2006.

2.8 Switzerland/Swiss Post

Swiss postal legislation requires Swiss Post to calculate annually the so-called

“Infrastruk/urbeitrag” (“infrastructure contribution”) which is a financial contribution to

the costs of the branch network of Swiss Post. This cost is covered by internal cross-

subsidies, from the surplus of reserved postal services (no external funding). In the past

this contribution resulted from the difference between revenues and costs of Swiss Post’s

business unit Posts/ellen und Verkauf [post offices and sales]. The revenues of

Posts/ellen und Verkauf consist mainly of transfer payments from other business units of

( Swiss Post (Mail, Logistics, and Financial Services) which are based on the number of
transactions (e.g. acceptance of a registered letter). In 2004 PostReg required that the

transfer payments shall cover total variable cost and the fix cost related to the

operationally necessary branch network (PostReg 2004).

In response to PostReg’s requirement Swiss Post proposed an approach to calculate the

universal service burden in order to replace the calculation of the “infrastructure

contribution”. Swiss Post defines the universal service burden as the additional costs

emerging from the universal service obligation (see WIK-ConsultJBDO 2007). As

starting point Swiss Post derived a reference scenario (in absence of the USO) with

respect to three processes: ‘Acceptance and sales’, ‘Transport from and to the retail

outlets’, and ‘Delivery route’23. While the first and the second activity are related to the

number of retail outlets (branch network) the third activity essentially describes the fixed

23 Delivery route means the pure round the postman has to go without any stop to deliver mail items. This
route starts and ends at the delivery office.
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cost of the delivery activity.24 The reference scenario addressed the questions how many

branches Swiss Post would need and how many households would receive delivery

(coverage).

Process ‘Acceptance and Sales

The figure above illustrates the calculation procedure for the process ‘Acceptance and

sales’. In the reference scenario Swiss Post would run (in sum) 600 outlets compared to

about 2,500 outlets in 2006.25 The figure of 600 outlets was determined by consulting the

Swiss Post’s three key business units: Mail, Logistics (md. parcel services) and Financial

Services. Each business unit reported an estimation of how many outlets it would need to

manage the business. The business area Financial Services used the average number of

bank counters of selected financial companies as a benchmark. All other business units

reported they would need less than 600 branches.

Swiss Post assumed that total demand of the current 1,900 outlets would switch to

these 600 outlets, i.e. no revenue would be lost. For this reason the universal service

burden exclusively would arise from the fixed costs of the 1,900 outlets while the

variable costs would be relocated to the 600 outlets. The cost data of the branch network

was taken from Swiss Post’s internal cost accounts. Swiss Post selected 600 outlets

24 Swiss Post considers the costs of the other delivery activities as variable costs.

25 It should be noted that more than 90 % of the outlets are directly driven by Swiss Post with own
personnel

current
branch network:

About 2500 outlets
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according to the number of transactions.26 They would basically he located in densely

populated areas.

Then Swiss Post estimated the avoided transport costs resulting from the reduction of

the branch network from 2,500 to 600 outlets based on an operations research model.

In delivery, Swiss Post focused on (fixed) costs related to the pure round the postman

would have to go without any stops to deliver mail items. The costs related to other

elements of the delivery activity were considered as variable. As a benchmark for the

‘reference case’, Swiss Post referred to delivery organizations that distribute newspapers

and magazines early in the morning.. These organizations covered about 70% of Swiss

households in 2005. In the reference scenario, Swiss Post assumed it would equally

reduce coverage to 70% of Swiss households, those located in high density areas. For

these households, Swiss Post estimated the average delivery cost per household. Swiss

Post used this cost figure as benchmark for delivery costs to the 30% remaining

households. The cost difference between unit costs in the ‘profitable areas’ (70% of

population) and ‘non-profitable areas’ (30% of population) was considered as cost of the

( USO.27 In sum, Swiss Post estimated the cost of the USO would amount to about CHF
500m ($ 501m) or nearly 8% of its operating costs in 2007 (see BDO/WIK-Consult

2007, 60).

After a review of Swiss Post’s approach, the Swiss regulator accepted only the

approach related to the activity “Acceptance and sales”. However, the regulator criticized

the benchmark used for the ‘commercial network’. In particular, the regulator held the

26 Swiss Post arranged the outlets according to the number of transactions per type (mail, parcel, or
financial transaction), calculated the simple average of these ranks per outlet, and re-ranked the outlets
according to this average rank.26 The 600 retail outlets with the highest score were then selected.
27 A delivery route consists of x delivery segments where buildings (and households) are located at. Swiss
Post has measured the average delivery time per household at the level of each delivery segment. Then, it
has arranged the households according to the average delivery time and ranked in 5%-percentiles in
ascending order. The first 70% of the households are categorized as located in high-density areas while the
remaining 30% are classified as located in low-density areas. Swiss Post then calculates the average
delivery time per household of the first 70% households as benchmark for the residual 30%. Finally, it
subtracts this benchmark from the actual average delivery time per household, and multiplies the result
with the total number of households living in “low-density” areas. Swiss Post classifies the resulting cost
difference as additional cost resulting from the USC. However, this figure does obviously not correspond to
the cost that Swiss Post would avoid when not providing delivery services to the 30% of households living
in “low-density” areas.
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view that transformation of post offices to agencies should be includes in the reference

scenario. Th the view of the regulator, the number of 600 post offices was not credible,

and at odds with the general business strategy of Swiss Post. Based on separate

benchmark analysis of Swiss industries (retail, banking, gas stations) and national postal

operators in Europe, the regulator and Swiss Post agreed on an alternative benchmark for

the size of the branch network for the reference ease. This would have 1,700 outlets: 700

with Swiss Post’s personnel and 1,000 postal agencies. The difference in fixed costs

between the current branch network and the hypothetical commercial network amounts to

ea. CHF 200m (US$ 200m) or about 3 % of Swiss Post’s operational expenses in 2007.

Discuss ion

Swiss Post proposed an approach to calculate the universal service burden in order to

replace the calculation of the Infrastrukturbeirrag (“the USO cost related to the retail

network”). The universal service burden is considered as the additional costs emerging

from the universal service obligation. Swiss Post explicitly derives a reference scenario

for the branch network: The Company would reduce the number of outlets from currently

( 2,500 to 600 (revised to 1,700 in the a~eement between Swiss Post and the regulator).
However, Swiss Post did not consider any revenue effects resulting from this reduction

but assumed that total demand for mail, parcel, and financial services would switch to the

adjacent outlet. Consequently, Swiss Post estimated that total fixed cost of the redundant

retail outlets could be avoided in the reference scenario.

For the delivery reference case, Swiss Post proposed reducing services to 70% of

Swiss households. The methodology for this calculation was rejected by the Swiss

regulator.

2.9 United Kingdom /Postcomm (2001)

In UK sector-specific postal regulation started with the Postal Act of 2000. The key

duties of the British postal regulator Postcomm are to safeguard the provision of the

universal postal service and—subject to the first duty—to promote effective competition.

By doing this Postcomm must have regard to the need to ensure that—i.a.—Royal Mail is

able to finance the activities required by its license. Postcomm published a discussion
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document in 2001 on the assessment of costs and benefits of current universal service

provision. The puipose of Postcomm’s assessment was to provide an initial analysis of

the potential costs and benefits that might be associated with Royal Mail’s provision of

the universal postal service in the current market environment.

Royal Mail2~ had provided data to Postcomm at a highly disaggregated mail path

(“route”) level. A single mail path defines a service across a combination of attributes.

Royal Mail’s data are differentiated by six dimensions. These dimensions are flirther

disaggregated by a number of sub-categories. The dimensions (and the number of sub

categories within these dimensions) include: the distance between collection and delivery

point (x3); the type of product or service purchased, e.g. First Class Stamped Mail,

Second Class Stamped Mail, Metered Mail (x22); the size or format of the item posted

(x4); the type of recipient, i.e. residential or business (x2); the density of delivery area,

e.g. rural or urban (x5); and the weight of the item posted (xli). There were 29,040 such

potential routes of which 20,340 had volumes in 1999/2000.29

Royal Mail has provided an estimate for average revenues and a proxy for avoidable

costs for each combination of sub-categories. As a proxy to long-mn avoided costs,

Royal Mail has provided Postcomm with estimates for its long run marginal costs

(LRMCs)~° associated with a variety of services. These LRMCs are intended to reflect the

costs that Royal Mail would incur (or avoid) as a result of discrete changes in volumes.

LRMCs for mail paths have been derived by taking the marginal activity costs relevant

to a particular dimension of a mail path (e.g. distance) and allocating those marginal

activity costs across the sub-categories of the dimension (e.g. across the three distance

sub-categories). These costs are then attributed to a particular product in proportion to the

“At that time Royal Mail Holdings had been called Consignia Holdings, in November 2002 Consignia was
renamed to Royal Mail.
29 In 2007 Postcomin commissioned LECG to assess the 1350 burden of Royal Mail by applying a similar
methodology. This calculation was based on data of more than 40,000 routes (Francey 2007).
~° The cost incurred in processing additional volumes of mail, assuming that levels of efficiency and service
are maintained and that changes are made to all resources that need to be changed in order to achieve this.
The assessment is typically made over a 3 to 5 year time horizon. (Royal Mail 2007, 29)
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allocation of that product’s volume across the components of the route dimension.

Finally, Royal Mail submitted average unit costs for mail items of each of the mail paths.

Royal Mail provided data for costs, revenues, and profits for approximately 20,000

mail paths. The calcualtion implicitly assumed that Royal Mail would (and could)

discontinue every mail path whose revenues did not cover its LRMCs. Postcomm has

used the data provided by Royal Mail to estimate the cost of the USO at different levels

of aggregation.

Postcomm estimated that at the lowest level of aggregation (—20,000 mail paths) the

total net avoided cost would account for GBP 81 m (US$ 181 m) or about 1.5 % of Royal

Mail’s operating costs in the business year 1999/00. At higher levels of aggregation, the

net avoided costs would be significantly lower.

Discussion

The British regulator Postcomm used extremely disaggregated data based on more than

20,000 “mail paths”. Hence, the estimation is based on costs and revenues per mail path.

( However, Postcomm criticized that the product portfolio would not necessarily reflect the
USO because the services were usually provided above the minimum required by Postal

Act. Additionally, Posteomm had serious doubts that withdrawing some highly

disaggregated “loss-making” mail paths was commercially viable and could be realized

in practice. The withdrawal might not be possible without also withdrawing profitable

mail items. Furthermore, due to joint production the cost of remaining mail paths may

increase. These second-round cost effects were not considered in the approach.

Moreover, Postcomm detected that the level of the “USO burden” depends on the

aggregation level of the mail paths: The lower the aggregation level the higher the

“burden”. Finally, Postcomm pointed out that the approacb did not consider any wider

benefits from being the sole universal service provider.

2.10 United Kingdom /Frontier Economics (2008)

In October 2007 Postcomm commissioned Frontier Economics to analyze the impact of

changes to elements of the universal service obligation on Royal Mail. lii contrast to the

previous estimation of USO costs, Frontier Economics calculated the difference between
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the profits associated with the provision of a service under the given set of universal

service obligations, as compared to the profits with an alternative set of universal service

obligations. The model further made assumptions about the level of competition (see

Frontier Economics 2008, 75). By this way, Frontier Economies assesses which of the

selected universal service elements significantly constrain Royal Mail. The following

regulated elements of the universal service are considered in detaiI.~’

I. First class quality of service: The current target (93% next day delivery) would be

relaxed to 90% and 85%.

2. Collection and delivery times: The current (unregulated) delivery times would be

changed up to two hours earlier or later.

3. Collections and deliveries per week: (From six day service down to five weekly

deliveries).

4. Class of mail: The currently required first class (D+l) and second class (D+3) services

would be replaced by a single D+2 mail class requirement.

Frontier Economics did not explicitly develop a reference scenario. I.e. the report did

not make any assumptions about the changes expected from Royal Mail if the USO was

relaxed. Alternatively, the report investigates the effect of individual parts of the USO on

Royal Mail’s profitability. Therefore, Frontier Economics’ results are not directly

comparable with those of other studies. Even though Frontier, for example, calculates the

impact of reducing the number of weekly deliveries on Royal Mail’s profitability, the

report does not discuss the probability of reasonableness of such service reductions for

Royal.

Frontier Economics’ approach considers cost effects driven by changes in Royal

Mail’s operations and volume (cost model), demand effects (demand), and effects on the

competitive position of Royal Mail (market share). The subsequent figure summarizes the

model architecture and the key questions to be answered in each of the elements:

~‘ See Frontier Economics 2008, Table 7. Frontier Economics further considers changes in the delivery and
collection times and the evening packet delivery service. Both elements are not specifically regulated in the
USO. Additionally, Frontier Economics briefly discusses the removal of bulk mail services priced at a
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Cost model Demand Market share
Which operational activities How will overall volume vary Will volumes move to more or
would change? with a new service less contestable products?
If volumes change, what specification? Will Royal Mail become more
happens to cost? What will happen to product or less attractive relative to

mix—across USO and non- other operators?
USC products?

Source: Frontier Economics (2008, Figure 1)

Further, Frontier Economics separates first round and second round effects: The first

round assesses changes in volumes and costs before considering any possible price

changes and results in an estimation of the net avoided cost (NAC). The second round

primarily focuses on price effects (without impact on the level of estimated net avoidable

cost estimated in the first round32) which further effect volume (via price elasticities) and

costs of Royal Mail’s operations.

uniform tariff from USC but they have not applied their approach to calculate the NAC (see Frontier
Economics 2008, 66).
32 Frontier Economics assumes that the full net avoidable costs is passed through to customers in the form
of lower prices by mimicking a price control that allows Royal Mail a constant level of profits.
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Market scenario

,~,

I Change in USO specification

A Costs A Volumes/Mix A Market share
(USO effect) (Non-price effects) (Non-price effects)

AEntry

A Quantities ____________________

(Royal Mail)

S

A Costs A Revenues
(md. volume effects) (at initial prices)

Estimated NAC

U)

A Prices
(allocation rules) ________________________

t ______________c _____________ AEntry

( S A Volumes/Mix (initial market shares) F:
(price elasticities) I I

AEntry

Source: Frontier Economics (2008, Figure 2)

The model estimates two sets of costs, revenues and volumes: the costs, revenues and

volumes that Royal Mail would carry under the existing universal service specification,

and the costs, revenues and volumes that Royal Mail would be expected to carry if the

service specification changed (Frontier Economics 2008, 21).

Frontier Economics analyses the impact of changes in universal service elements under

three alternative market scenarios. The first scenario uses actual volumes, revenues and

market shares (2006-07); the second scenario uses forecasted market volumes under the

assumption of intensified “access” competition (2009-10, ‘access’ scenario market

shares); the last scenario uses forecasted market volumes under the assumption of

intensified end-to-end competition (2009-10, ‘end to end entry’ scenario market shares).
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Frontier Economics makes extensive use of Royal Mail data to populate the model with

volume and operational information. Cost effects are estimated based on an operational

cost model. This model is based on Royal Mail’s structure of the logistical network

(actual locations and number of collection hubs, mail centers and delivery offices, actual

volumes transported between the locations) and shall estimate the factor input and related

cost at the level of the elements of the postal pipeline (collection, transport between

collection hubs/delivery offices and mail centers, transport between mail centers, in-

office and street delivery activities). Demand effects are estimated using econometric

evidence (based on data provided by Royal Mail), market research~’, and interviews with

large mailers.

The key results of Frontier’s report to Postcomm:

1. First class quality of service down to 85%: Very small first round NAC resulting from

cost savings in air transport (GBP 76m). The impact on the market share is neutral.

2. No Saturday collection and delivery: Generally, revenue effects are limited while

Royal Mail could realize considerable cost savings. The first round NAC amounts to

GBP 271m or about 4 % of Royal Mail’s operating costs in their mail business in

2006I07.~~

3. On single class of mail (D+2) instead of first and second class (D+l and D+3) mail:

Frontier Economics estimates a negative NAC due to high losses in market share and,

consequently, lower revenues. Cost savings might be higher if Royal Mail restructured

its logistical network (reduction of mail centers and delivery offices). Frontier

Economics concludes that Royal Mail is likely to maintain a next day service even

without a formal universal service requirement (Frontier Economics 2008, 63).

Frontier Economics concludes that from all universal service elements considered in the

study, only the obligation to maintain Saturday collections and deliveries impose a

~ Customer surveys (business customers, small and medium-sized enterprises, residentials) are regularly
commissioned and published by Postcomm (see~
survey.html).
~ See Royal Mail, Regulatory Financial Statements 2006/07, p. Ii, Total Mails operating costs: GBP
6.64b.
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significant constraint on Royal Mail. The additional profits from abolishing Saturday

service were estimated to GBP 271m or approximately 4% of operating cost.

2.11 Conclusions

With regards to the purpose of the net cost calculations, a first result is that only very

few methodologies were applied to justify actual compensation paid to postal operators.

The results of USO cost calculations were generally used to inform liberalization

policies, by assessing whether substantial costs results (or would result) from universal

service obligations in a liberalized market.

The table on page 38 summarizes our analysis of international efforts to calculate the

USO. As regards the methodologies adopted to calculate USO costs, we found two

broadly distinct categories of approaches:

The first category, that includes most of the earlier efforts, is based on product

accounts. The approaches of this category assess the profitability of individual postal

products, or aggregate product groups, or ‘mail paths’ — combination of products, types

of customers (e.g. business or residential), different areas where mail is postal or

delivered, or other features. Most approaches of this category do not explicitly determine

a ‘reference scenario’, i.e. they do not discuss explicitly how the postal operator would

change service levels if the USO was withdrawn. In these approaches, the cost of the

USO is calculated as the sum of deficits of loss-making products (or product groups or

mail paths). An implicit assumption of these methodologies is that all products (or

product groups or mail paths) that deliver negative results would be discontinued by the

postal operator if there was no universal service obligation.

The second, more recent, category of approaches analyses the cost of alternative

service levels: It is questioned which elements of the USO the postal operator would

alter, or discontinue, in absence of a USO. Hence, a ‘reference scenario’ is specified in

these approaches. Generally, the second category of approaches can be considered to
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conform to the theoretical concept of the “profitability approach” which was developed

(separately) by John Panzar and Helmuth Crémer.~~

In recent quantitative applications, there is a trend towards the second category. There

appears to be wide consensus that the relevant approach towards measuring the cost of

the USO is to compare the additional profits postal operators could achieve if there were

no USOs imposed on these operators. The crucial element of all these approaches is the

determination of a services level the postal operators would provided it the USO was

relaxed. Based on our review of international USO costing methodologies, we conclude

that USO costs, if there are any, are most likely to be related to three areas. Absent a

USO, postal operators may increase profits by

(I) Reducing the frequency of delivery from five or six deliveries per week to less

frequent services. Such service alterations appear most important in areas with high

unit cost for delivery, e.g. in the most rural areas.

(2) Reducing the number of postal offices, and substituting traditional postal offices

for contracted agencies.

(3) Removing non-commercial price schemes and ‘social prices’. In particular, postal

operators may stop delivering mail for the blind without a charge. (Regular postage

might be introduced for services for the blind. Alternatively, the services could

continue to be offered free in return for a government subsidy.)

The recent models did not find a relevant cost related to requirements to provide

nationwide service at a uniform rate.36

~ See Crémer, H., Griinaud, A. und J.-J. Laffont (2000): “The Cost of Universal Service in the Postal
Sector”. In: MA. Crew und P.R. Kleindorfer (Hrg.): Current Directions in Postal Reform, Kluwer
Academic Publishers, Boston, MA, S. 47-68; and J. Panzar (2001): “Funding universal service obligations:
the costs of liberalization”. In: M.A. Crew und P.R. Kleindorfer (Hrg.): Future Directions in Postal Reform,
Kiuwer Academic Publishers, Boston, MA, S. 101-15.
36 Note that many European postal operators are not barred from charging non-uniform rates to bulk
mailers.
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Table: Summary of international efforts to calculate the USO

Country Australia Belgium Denmark Denmark France Nonvay Switzerland U.K. U.K.
Model Australia Post BTPT (postal Danish Copenhagen La Poste Norway Post Swiss Post Postcomm Frontier
developed by regulator) competition Economics for (postal Economics for

authority Chamber of regulator) regulator
Commerce Postcomm

Purpose Legal reporting Legal Inform policy tnform policy Reporting Determine Legal reporting Inform policy Inform policy
requirement requirement to required by amount of requirement

calculate regulator subsidy (until
2005)

Model Product Product Product USO elements USO elements USO elements 1150 elements Product USO elements
category accounts (partly) accounts accounts accounts

Services / “Mail paths” Product Product groups Nationwide Post offices Delivery Post offices “Mail paths” Delivery
USO elements Facilities accounts for aN per delivery area delivery frequency Nationwide (about 20,000) frequency
considered (essentially post universal service (rural/urban) Delivery Post offices delivery Routing time

offices) products (about Free services to frequency Free services to targets

Perceatage of the bltnd Routing time the blind Single class of
overhead costs targets mail (only D+2

service)
Reference No No No Yes Yes Yes Partly No No
scenario (no (only for post (Separate
USO) offices) calculations for
established? various changes

in service levels)
Cost concept Avoidable Costs Fully Unclear Avoidable Costs Avoidable Costs Avoidable Costs Avoidable Costs Avoidable Costs Avoidable Costs

Distributed (only for post
Costs offices)

Result of FY 2006: Not published FY 2005: FY 2005: Not published FY 2006: FY 2007: FY 1999/00: FY 2006/07:
calculation AUSS 973ni DKK ThOm DKK ISOm NOK 253m CFIF 50Dm GBP 91m Saturday

(USS 90m) (USS l49m) CUSS 32m) (US$ 5Dm) CUSS SOIm) (USS l8lm) service:

2.5% ofop. cx. 7% ofop. ex. 1,5% ofop. cx. 2.3% ofop. ex. 7.8% ofop. cx. 1.5% ofop. cx. GBP 271m
(USS 542m)

4% of op. ex.
External No No No No No Yes, until 2005 No No No
funding? but possible but possible but possible
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3 Efforts to Calculate the Value of the Postal Monopolies

3.1 Introduction

The authors have carried out extensive research for methodologies that calculate the

“values of the postal monopoly”. Despite a thorough review of literature, and direct

questions posed to many postal regulators worldwide, we are not aware of any serious

effort made internationally to estimate the value of the postal monopoly.

3.2 Postal monopoly

Ubiquitous collection and delivery of postal items at uniform tariffs, and additional

requirements in service standards (e.g. nationwide counter service) are constituent

elements of the postal universal service. This may result in a decoupling of the direct

relationship between the cost to offer the service and the price paid for it. Consequently,

postage price does not necessarily reflect the actual cost of the service. In order to

safeguard the financial stability of the postal operator, services priced under cost have to

be cross subsidized by services being priced above cost.

The system of cross subsidy has traditionally been maintained by restricting entry to

the postal market by means of a postal monopoly. In EU postal legislation, the scope of

the mail monopoly is closely linked to the maintenance of the universal postal service.

Currently, the reserved area may include only items of domestic and incoming cross-

border correspondence which weigh less than 50 grams and for which the transportation

charge is less than two and a half times the public tariff for an item in the lowest weight

step of the fastest standard category of service. Within these limits, postal services for

domestic and incoming cross border correspondence may be reserved for the USP only

“to the extent necessary to ensure the maintenance of universal service”.~~

~ The reserved area may be extended in two respects. First, the reserved area may include direct mail
falling within the same price and weight limits but again, only “to the extent necessary to ensure the
maintenance of universal service”. Second, the reserved area may include outgoing cross-border mail
falling within the same price and weight limits but only “to the extent necessary to ensure the maintenance
of universal service, for example, when certain sectors of postal activity have already been liberalized or
because of the specific characteristics peculiar to the postal services in a Member State”.
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Beneath this ceiling of the potentially reservable area, the Postal Directive’s repeated

insistence that a reservation may be introduced only “to the extent necessary to ensure the

maintenance of universal service” implies a duty to adjust the reserved area to the

economic requirements of universal service. This provision of the Directive has been

more honored in the breach than in the observance.~’ No EU Member State has prepared a

study that relates the scope of the reserved area to the need to maintain universal service.

The only substantive studies undertaken by Member States (SE, UK) have concluded that

no reserved area is needed to maintain universal service once the USP has been given a

reasonable opportunity to adjust to competitive conditions. UK Postcomm’s analysis

indicates

“that the financial position of Royal Mail and hence its ability to provide the
universal service is more vulnerable to inefficiency and a lack of innovation than
to market share loss from competition. Postcomm has no doubt that the best way
to encourage Royal Mail to become more efficient and innovative is by
introducing the rigors of competition. In this way, competition is a means to
safeguarding the universal service” (UK Postconim 2002, 29).

By end of 2010, postal monopolies will expire in most EU Member States. This

( decision implicitly reflects the common understanding in the EU that safeguarding the
postal universal service does not necessarily require a postal monopoly.

The fact that postal operators around the world have been arguing strongly in favor of

keeping their monopolies suggests that there must be substantial value to this monopoly.~~

However, we are not aware of any serious effort made internationally to estimate the

values of postal monopolies.

3.3 Mailbox monopoly

The mailbox monopoly in the United States appears to be unique. Consequently, there

are no precedents of calculations for determining the value of the mailbox monopoly.

~‘ See WIK-Consult 2004, 45-

W The value of a monopoly need not necessarily be limited to financial profit. British economist John flicks
noted in 1935: “The best of all monopoly profits is a quiet life”.
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GCAIUSPS-T6-1 6

Response of Postal Service Witness Michael D. Bradley
To Interrogatories Posed by the GCA

C

In light of your answers to GCAIUSPS-T6-9, please answer the following further
questions:

a. For the route reduction figures you noted in response to part a., what are the
percentages of the respective route reductions in relation to the total numbers of
routes?

b. Is the reduction in volume you refer to on page 16 of your testimony based on
long run factors such as Internet diversion or short run factors like the current
recession?

c. In light of your answer to a. in the original question, are you retracting or
modifying your testimony statement on page 16 that the reduction in mail volume
has outstripped the efforts to reduce the number of routes? Please explain your
answer fully.

d. In light of your answer to a. in the original question, are you retracting or
modifying your testimony statements on page 16 that “there is available capacity
on the street” now and “will be” in the future? Please explain your answer fully.

e. In light of your answer to a. in the original question, please state whether the
Postal Service’s “materially adjusted capacity” renders moot the argument you
make in your testimony on page 16, lines 10-16. Please explain your answer
fully.

GCAIUSPS-T6-16 Response:

a. Here are the requested percentages:

Percentage
Reduction

b. My work did not require identifying this distinction and I have not done so.

Route Type

City 7.8%

Rural 1.4%

Highway Box 26.4%

Total 6.6%

3
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Response of Postal Service Witness Michael D. Bradley
To lnterrogatories Posed by the GCA

c. No. There is nothing inconsistent about a material reduction in capacity and a

reduction in volume which is greater than the reduction in capacity.

d. No. There is nothing inconsistent about a material reduction in capacity and a

reduction in volume which is greater than the reduction in capacity.

e. It does not. There is nothing inconsistent about a material reduction in capacity and a

reduction in volume which is greater than the reduction in capacity..

4
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Response of Postal Service Witness Michael D Bradley
To Chairman’s Information Request No. 3

10. Please provide the DOIS daily volumes by product type that accompany each
observation of the daily hours data provided in USPS-LR-N201a.j/6

Response:

The requested data are included, along with the hours, in the attached spreadsheet

entitled, “ChlR3.Qj O.DOIS.Attachxlsx”
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Horns and Volume

DATE Day Week DOW DOIS Routes Office Street CSDLTR.S
10/1/2008 Wed 1 4 157,322 368,813 932,169 25,372,003
10/2/2008 Thu 1 5 157,322 369,102 917,485 26,861,791
10/3/2008 Fri 1 6 157,322 369,829 911,205 27,558,830
10/4/2003 Sat 2 7 157,263 357,453 860,601 26,958,635
10/5/2008 Sun 2 1 157,263 138 687 297
10/6/2008 Mon 2 2 157,263 403,788 944,162 31,854,443
10/7/2008 Tue 2 3 157,263 367,373 929,229 24,429,302
10/8/2008 Wed 2 4 157,263 362,983 927,925 25,052,091
10/9/2008 Thu 2 5 157,263 363,559 915,685 26,069,123

10/10/2008 Fri 2 6 157,263 369,897 911,583 26,763,215
10/11/2008 Sat 3 7 157,200 370,480 866,543 27,274,093
10/12/2008 Sun 3 1 157,200 104 812 227
10/13/2008 Mon 3 2 157,200 8,757 16,365 432,634
10/14/2008 Tue 3 3 157,200 458,741 998,210 41,485,690
10/15/2008 Wed 3 4 157,200 404,74ij 948,227 28,598,481
10/16/2008 Thu 3 5 157,200 390,897 932,734 27,665,859
10/17/2008 Fri 3 6 157,200 385,111 919,933 27,765,541
10/18/2008 Sat 4 7 157,142 375,474 865,375 27,131,784
10/19/2008 Sun 4 1 157,142 106 713 2,109
10/20/2008 Mon 4 2 157,142 421,629 948,462 32,206,306
10/21/2008 Tue 4 3 157,142 387,386 924,767 24,782,419
10/22/2008 Wed 4 4 157,142 381,897 924,158 24,837,381
10/23/2008 Thu 4 5 157,142 382,430 912,227 25,664,803
10/24/2008 Fri 4 6 157,142 381,227 906,152 25,742,737
10/25/2008 Sat 5 7 157,048 377,929 862,132 26,436,214

( 10/26/2008 Sun 5 1 157,048 173 816 2,753
10/27/2008 Mon 5 2 157,048 424,096 946,106 31,800,668
10/28/2008 Tue 5 3 157,048 401,265 937,768 24,596,458
10/29/2008 Wed 5 4 157,048 406,384 938,106 25,716,800
10/30/2008 Thu 5 5 157,048 407,311 925,413 27,879,210
10/31/2008 Fri 5 6 157,048 403,217 912,438 29,050,087
11/1/2008 Sat 6 7 156,925 390,650 865,100 29,078,187
11/2/2008 Sun 6 1 156,925 328 656
11/3/2008 Mon 6 2 156,925 420,975 944,492 32,463,442
11/4/2008 Tue 6 3 156,925 374,419 925,588 23,775,910
11/5/2008 Wed 6 4 156,925 369,691 925,003 23,845,519
11/6/2008 Thu 6 5 156,925 373,553 917,075 25,099,789
11/7/2008 Fri 6 6 156,925 375,236 911,250 25,351,562
11/8/2008 Sat 7 7 156,499 374,405 867,583 26,110,588
11/9/2008 Sun 7 1 156,499 232 639 2,209

11/10/2008 Mon 7 2 156,499 432,205 949,659 31,576,948
11/11/2008 Tue 7 3 156,499 7,514 14,279 154,919
11/12/2008 Wed 7 4 156,499 452,662 977,735 34,922,017
11/13/201)8 Thu 7 5 156,499 416,290 939,124 27,907,775
11/14/2008 Fri 7 6 156,499 399,093 924,376 26,412,710
11/15/2008 Sat 8 7 156,453 377,9~ 868,256 26,467,078
11/16/2008 Sun 8 1 156,453 216 659 228
11/17/2008 Mon 8 2 156,453 420,965 949,530 31,588,086
11/18/2008 Tue 8 3 156,453 382,209 934,091 23,709,148
11/19/2008 Wed 8 4 156,453 375,035 928,369 23,911,544
11/20/2008 Thu 8 5 156,453 378,849 916,721 24,864,533

Page 1
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Hours and Volume

DATE Day Week DOW DOTS Routes Office Street CSDLTRS
11/21/2008 Fri 8 6 156,453 376,105 911,448 24,745,123
11/22/2008 Sat 9 7 156,419 373,415 869,477 25,448,698
11/23/2008 Sun 9 1 156,419 180 732 6,801
11/24/2008 Mon 9 2 156,419 417,649 947,230 30,773,270
11/25/2008 Tue 9 3 156,419 382,288 934,290 23,676,135
11/26/2008 Wed 9 4 156,419 381,487 924,315 24,130,869
11/27/2008 Thu 9 5 156,419 1,194 1,156 25,823
11/28/2008 Fri 9 6 156,419 413,693 914,875 33,464,336
11/29/2008 Sat 10 7 156,409 368,562 857,505 23,973,552
11/30/2008 Sun 10 1 156,409 280 706 3,488
12/1/2008 Mon 10 2 156,409 423,965 952,819 28,779,784
12/2/2008 Tue 10 3 156,409 403,593 943,778 24,191,083
12/3/2008 Wed 10 4 156,409 399,796 941,634 25,816,246
12/4/2008 Thu 10 5 156,409 392,119 932,208 26,718,774
12/5/2008 Fri 10 6 156,409 385,891 926,515 27,444,316
12/6/2008 Sat 11 7 156,414 373,706 883,896 27,407,941
12/7/2008 Sun 11 1 156,414 775 1,530 1,684
12/8/2008 Mon 11 2 156,414 423,719 978,561 34,812,873
149/2008 Tue 11 3 156,414 374,008 958,368 26,445,966

12/10/2008 Wed 11 4 156,414 361,504 955,196 25,983,591
12/11/2008 Thu 11 5 156,414 357,467 945,583 27,165,543
14142008 Fri 11 6 156,414 354,029 936,959 27,671,027
12/13/2008 Sat 12 7 156,422 344,551 888,993 28,462,902
12/14/2008 Sun 12 1 156,422 789 7,971 4,518
12/15/2008 Mon 12 2 156,422 386,798 1,013,921 34,646,530
12/16/2008 Tue 12 3 156,422 336,224 974,572 27,980,021
12/17/2008 Wed 12 4 156,422 328,437 970,398 26,937,689
12/18/2008 Thu 12 5 156,422 338,234 953,581 27,987,622
1419/2008 Fri 12 6 156,422 346,081 956,393 29,608,139
12/20/2008 Sat 13 7 156,406 343,475 921,000 29,625,549
12/21/2008 Sun 13 1 156,406 761 9,254 437
12/22/2008 Mon 13 2 156,406 397,990 1,043,218 36,270,143
1423/2008 Tue 13 3 156,406 357,075 992,431 29,332,454
1424/2008 Wed 13 4 156,406 348,050 950,111 26,032,816
12/25/2008 Thu 13 5 156,406 1,897 10,254 1,453
1426/2008 Fri 13 6 156,406 357,882 914,677 29,284,764
12/27/2003 Sat 14 7 156,342 327,153 857,475 22,968,639
12/28/2008 Sun 14 1 156,342 119 738 0
1429/2008 Mon 14 2 156,342 372,836 927,935 25,536,056
12/30/2008 Tue 14 3 156,342 347,650 923,209 20,205,760
12/31/2008 Wed 14 4 156,342 346,641 914,081 21,098,131
1/1/2009 Thu 14 5 156,342 214 829 6,991
1/42009 Fri 14 6 156,342 380,132 927,523 28,648,739
1/3/2009 Sat 15 7 156,014 339,784 861,368 22,268,741
1/4/2009 Sun 15 1 156,014 114 705 128
1/5/2009 Mon 15 2 156,014 386,299 946,820 25,914,963
1/6/2009 Tue 15 3 156,014 354,603 930,353 20,997,371
1/7/2009 Wed 15 4 156,014 350,699 937,649 22,641,892
1/8/2009 Thu 15 5 156,014 349,477 925,385 23,527,221
1/9/2009 Fri 15 6 156,014 347,321 920,514 24,152,149

1/10/2009 Sat 16 7 155,940 340,151 879,633 24,600,786
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Hours and Volume

DATE Day Week DOW DOIS Routes Office Street CSDLTRS

1/11/2009 Sun 16 1 155,940 143 615 835
1/12/2009 Mon 16 2 155,940 389,243 963,111 29,887,212
1/13/2009 Tue 16 3 155,940 345,217 947,631 23,014,805
1/14/2009 Wed 16 4 155,940 341,734 945,276 23,018,506
1/15/2009 Thu 16 5 155,940 347,965 933,244 23,951,753
1/16/2009 Fri 16 6 155,940 346,991 923,831 24,167,897
1/17/2009 Sat 17 7 155,594 336,757 876,719 24,751,583
1/18/2009 Sun 17 1 155,594 26 772 22,585
1/19/2009 Mon 17 2 155,594 4,389 13,116 246,327
1/20/2009 Tue 17 3 155,594 415,422 994,514 35,662,629
1/21/2009 Wed 17 4 155,594 352,982 948,240 25,035,613
1/22/2009 Thu 17 5 155,594 339,558 930,333 24,964,418
1/23/2009 Fri 17 6 155,594 334,015 920,618 25,242,106
1/24/2009 Sat 18 7 155,341 333,281 873,880 25,432,355
1/25/2009 Sun 18 1 155,341 113 666 3,653
1/26/2009 Mon 18 2 155,341 376,031 956,467 30,228,709
1/27/2009 Tue 18 3 155,341 337,200 945,502 22,942,036
1/28/2009 Wed 18 4 155,341 336,052 940,338 22,886,212
1/29/2009 Thu 18 5 155,341 342,349 933,484 23,995,959
1/30/2009 Fri 18 6 155,341 343,224 924,591 25,238,437
1/31/2009 Sat 19 7 155,147 340,515 878,484 26,192,143
2/1/2009 Sun 19 1 155,147 123 674 1,174
42/2009 Mon 19 2 155,147 375,436 948,835 29,967,969
2/3/2009 Tue 19 3 155,147 344,599 938,863 24,260,088
2/4/2009 Wed 19 4 155,147 339,682 936,272 23,846,999
2/5/2009 Thu 19 5 155,147 345,807 922,689 24,497,074
2/6/2009 Fri 19 6 155,147 344,583 916,184 24,294,822
47/2009 Sat 20 7 155,100 332,383 865,823 24,107,090
2/8/2009 Sun 20 1 155,100 92 633 1,653
49/2009 Mon 20 2 155,100 372,418 941,531 29,422,546
410/2009 Tue 20 3 155,100 332,659 925,636 21,871,319
2/11/2009 Wed 20 4 155,100 327,300 921,770 21,903,142
4142009 Thu 20 5 155,100 328,396 908,720 22,906,035
413/2009 Fri 20 6 155,100 326,942 904,236 22,826,126
2/14/2009 Sat 21 7 154,881 323,175 857,575 23,201,026
415/2009 Sun 21 1 154,881 105 662 2,522
416/2009 Mon 21 2 154,881 5,079 10,011 322,918
2/17/2009 Tue 21 3 154,881 399,125 969,844 33,232,603
2/18/2009 Wed 21 4 154,881 347,142 927,237 23,349,003
419/2009 Thu 21 5 154,881 340,590 914,886 22,748,784
2/20/2009 Fri 21 6 154,881 333,995 903,996 22,708,712
2/21/2009 Sat 22 7 154,702 323,648 857,649 22,549,898
2/22/2009 Sun 22 1 154,702 122 609 57
2/23/2009 Mon 22 2 154,702 362,863 932,912 26,990,535
2/24/2009 Tue 22 3 154,702 326,700 914,282 20,892,729
2/25/2009 Wed 22 4 154,702 322,253 915,228 21,325,684
2/26/2009 Thu 22 5 154,702 324,725 908,865 22,068,914
427/2009 Fri 22 6 154,702 331,312 901,270 22,748,122
428/2009 Sat 23 7 154,576 327,149 856,434 23,049,843
3/1/2009 Sun 23 1 154,576 98 616 340
3/2/2009 Mon 23 2 154,576 360,971 933,378 26,874,988
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Hours and Volume

K DATE Day Week DOW DOTS Routes Office Street CSDLTRS
3/3/2009 Tue 23 3 154,576 338,278 926,427 21,592,320
3/4/2009 Wed 23 4 154,576 333,139 919,059 21,662,856
3/5/2009 Thu 23 5 154,576 334,874 906,269 22,772,447
3/6/2009 Fri 23 6 154,576 332,420 900,409 23,330,975
3/7/2009 Sat 24 7 154,473 322,417 852,213 23,017,410
3/8/2009 Sun 24 1 154,473 113 687 1,959
3/9/2009 Mon 24 2 154,473 363,900 928,906 28,004,592

3/10/200.9 Tue 24 3 154,473 331,397 917,516 21,070,664
3/11/2009 Wed 24 4 154,473 329,739 914,892 21,387,107
3/12/2009 Thu 24 5 154,473 331,014 904,178 11,517,787
3/13/2009 Fri 24 6 154,473 327,908 898,830 22,525,450
3/14/2009 Sat 25 7 154,360 319,833 851,796 22,602,817
3/15/2009 Sun 25 1 154,360 87 600 3,757
3/16/2009 Mon 25 2 154,360 356,227 925,522 26,606,848
3/17/2009 Tue 25 3 154,360 324,191 910,705 20,181,228
3/18/2009 Wed 25 4 154,360 321,678 908,070 20,810,178
3/19/2009 Thu 25 5 154,360 323,008 898,776 21,261,676
3/20/2009 Fri 25 6 154,360 321,097 893,835 21,373,492
3/21/2009 Sat 26 7 154,208 312,513 844,726 21,045,9%
3/22/2009 Sun 26 1 154,208 100 607 7,359
3/23/2009 Mon 26 2 154,208 348,576 922,184 24,992,337
3/24/2009 Tue 26 3 154,208 317,273 910,814 19,389,390
3/25/2009 Wed 26 4 154,208 313,320 909,021 19,798,377
3/26/2009 Thu 26 5 154,208 319,474 900,423 20,669,798

4 3/27/2009 Fri 26 6 154,208 319,012 895,864 20,985,840
3/28/2009 Sat 27 7 154,196 315,277 847,042 21,001,251
3/29/2009 Sun 27 1 154,196 77 605 1,126
3/30/2009 Mon 27 2 154,196 353,026 921,530 25,295,311
3/31/2009 Tue 27 3 154,196 331,300 916,556 20,030,136
4/1/2009 Wed 27 4 154,196 330,869 915,446 21,331,855
4/2/2009 Thu 27 5 154,196 329,516 904,007 21,961,113
4/3/2009 Fri 27 6 154,196 324,164 898,956 22,546,333
4/4/2009 Sat 28 7 154,185 313,911 848,658 21,842,177
4/5/2009 Sun 28 1 154,185 87 619 1,941.
4/6/2009 Mon 28 2 154,185 350,522 923,370 26,113,299
4/7/2009 Tue 28 3 154,185 315,013 911,767 20,134,399
4/8/2009 Wed 28 4 154,185 311,516 908,342 21,047,411
4/9/2009 Thu 28 5 154,185 315,476 898,026 22,404,782

4/10/2009 Fri 28 6 154,185 315,957 884,667 22,458,959
4/11/2009 Sat 29 7 154,163 312,080 847,780 22,701,343
4/12/2009 Sun 29 1 154,163 73 659 0
4/13/2009 Mon 29 2 154,163 347,257 919,042 25,978,253
4/14/2009 Tue 29 3 154,163 318,029 911,091 20,011,110
4/15/2009 Wed 29 4 154,163 314,062 909,041 20,070,277
4/16/2009 Thu 29 5 154,153 313,954 897,084 21,273,485
4/17/2009 Fri 29 6 154,163 314,078 891,695 21,816,337
4/18/2009 Sat 30 7 154,213 307,359 845,694 21,375,686
4/19/2009 Sun 30 1 154,213 97 581 3,790
4/20/2009 Mon 30 2 154,213 348,967 924,763 25;222,862
4/21J2009 Tue 30 3 154,213 317,578 913,697 19,030,541
4/242009 Wed 30 4 154,213 310,587 910,685 19,106,242
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Hours and Volume

7 DATE Day Week DOW DOIS Routes Office Street CSDLTRS
4/23/2009 Thu 30 5 154,213 312,271 901,571 20,411,010
4/24/2009 Fri 30 6 154,213 311,814 894,355 20,506,247
4/25/2009 Sat 31 7 154,150 306,398 845,361 20,658,312
4/26/2009 Sun 31 1 154,150 63 621 0
4/27/2009 Mon 31 2 154,150 349,149 923,006 24,880,629
4/23/2009 Tue 31 3 154,1St) 327,287 916,074 19,517,712
4/29/2009 Wed 31 4 154,150 321,171 914,704 20,171,504
4/30/2009 Thu 31 5 154,150 320,963 908,468 21,511,927
5/1/2009 Fri 31 6 154,150 318,924 902,433 22,699,524
5/2/2009 Sat 32 7 154,248 306,443 850,795 21,888,921
5/3/2009 Sun 32 1 154,248 94 696 0
5/4/2009 Mon 32 2 154,248 343,257 925,259 25,504,351
5/5/2009 Tue 32 3 154,248 314,408 919,358 20,072,303
5/6/2009 Wed 32 4 154,248 313,066 919,320 20,958,165
5/7/2009 Thu 32 5 154,248 316,604 912,495 21,799,853
5/8/2009 Fri 32 6 154,248 315,316 902,871 21,426,391
5/9/2009 Sat 33 7 154,352 305,977 876,476 21,702,982

5/10/2009 Sun 33 1 154,352 176 1,320 3,401
5/11/2009 Mon 33 2 154,352 345,319 924,635 25,644,272
5/12/2009 Tue 33 3 154,352 313,976 916,105 19,459,640
5/13/2009 Wed 33 4 154,352 311,475 911,424 19,811,564
5/14/2009 Thu 33 5 154,352 312,679 902,616 20,412,692
5/15/2009 Fri 33 6 154,352 308,986 895,226 20,628,320
5/16/2009 Sat 34 7 154,348 299,517 845,975 20,451,094
5/17/2009 Sun 34 1 154,348 97 685 4,029

ç 5/18/2009 Mon 34 2 154,348 340,973 920,016 24,380,676
N 5/19/2009 Tue 34 3 154,348 307,389 910,469 18,239,023

5/20/2009 Wed 34 4 154,348 299,755 907,744 18,632,109
5/21/2009 Thu 34 5 154,348 301,836 897,159 19,525,917
5/22/2009 Fri 34 6 154,348 299,411 890,903 19,459,988
5/23/2009 Sat 35 7 154,366 296,517 845,212 19,498,505
5/24/2009 Sun 35 1 154,366 109 657 5,894
5/25/2009 Mon 35 2 154,366 2,454 1,844 225,162
5/26/2009 Tue 35 3 154,366 354,362 945,148 25,985,291
5/27/2009 Wed 35 4 154,366 304,943 910,104 17,764,515
5/28/2009 Thu 35 5 154,366 300,134 902,531 18,632,699
5/29/2009 Fri 35 6 154,366 300,372 895,557 19,539,579
5/30/2009 Sat 36 7 154,392 293,476 844,989 19,904,432
5/31/2009 Sun 36 1 154,392 75 642 3,078
6/1/2009 Mon 36 2 154,392 333,840 921,148 24,341,335
6/2/2009 Tue 36 3 154,392 298,383 914,068 18,837,296
6/3/2009 Wed 36 4 154,392 297,237 909,538 19,827,031
6/4/2009 Thu 36 5 154,392 299,448 900,184 20,149,547
6/5/2009 Fri 36 6 154,392 299,481 894,138 20,343,892
6/6/2009 Sat 37 7 154,288 289,192 843,711 20,101,566
6/7/2009 Sun 37 1 154,288 83 655 2,387
6/8/2009 Mon 37 2 154,288 329,356 921,273 24,271,001
6/9/2009 Tue 37 3 154,288 296,363 910,202 18,017,998

6/10/2009 Wed 31 4 154,288 293,136 907,779 18,520,749
6/11/2009 Thu 37 5 154,288 297,893 899,021 19,421,521
6/12/2009 Fri 37 6 154,288 294,649 891,455 19,141,214
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Hours and Volume

DATE Day Week DOW DOIS Routes Office Street CSDLTRS
6/13/2009 Sat 38 7 154,307 282,546 842,206 19,087,139
6/14/2009 Sun 38 1 154,307 78 633 7,021
6/15/2009 Mon 38 2 154,307 320,946 915,856 22,459,121
6/16/2009 Tue 38 3 154,307 289,301 907,348 17,290,774
6/17/2009 Wed 38 4 154,307 286,540 904,073 17,779,581
6/18/2009 Thu 38 5 154,307 291,736 893,762 18,425,541
6/19/2009 Fri 38 6 154,307 290,165 885,836 18,473430
6/20/2009 Sat 39 7 154,177 281,361 839,948 18,449,269
6/21/2009 Sun 39 1 154,177 109 693 5,929
6/22/2009 Mon 39 2 154,177 319,555 915,116 22,320,415
6/23/2009 Tue 39 3 154,177 289,926 905,591 16,717,733
6/24/2009 Wed 39 4 154,177 284,958 902,994 17,029,084
6/25/2009 Thu 39 5 154,177 291,006 895,913 18,201,889
6/26/2009 Fri 39 6 154,177 289,066 888,061 18,319,519
6/27/2009 Sat 40 7 154,170 276,857 839,707 17,941,806
6/28/2009 Sun 40 1 154,170 97 613 4,322
6/29/2009 Mon 40 2 154,170 310,269 911,072 21,413,812
6/30/2009 Tue 40 3 154,170 276,074 904,903 16,971,728
7/1/2009 Wed 40 4 154,170 279,285 902,530 18,055,868
7/2/2009 Thu 40 5 154,170 288,119 892,132 19,482,929
7/3/2009 Fri 40 6 154,170 296,254 843,989 19,238,616
7/4/2009 Sat 41 7 153,888 1,872 865 81,964
7/5/2009 Sun 41 1 153,888 192 609 23,810
7/6/2009 Mon 41 2 153,888 345,410 930,669 26,649,025
7/7/2009 Tue 41 3 153,888 301,095 903,020 16,820,461

“~- 7/8/2009 Wed 41 4 153,888 301,988 902,053 17,715,585

7/9/2009 Thu 41 5 153,888 309,740 894,979 18,921,504
7/10/2009 Fri 41 6 153,888 306,943 889,974 19,104,759
7/11/2009 Sat 42 7 153,552 295,045 842,041 19,004,478
7/12/2009 Sun 42 1 153,552 94 634 11,478
7/13/2009 Mon 42 2 153,552 333,302 917,373 23,324,181
7/14/2009 Tue 42 3 153,552 298,704 907,244 17,305,448
7/15/2009 Wed 42 4 153,552 293,409 903,458 17,988,589
7/16/2009 Thu 42 5 153,552 297,347 891,819 18,616,947
7/17/2009 Fri 42 6 153,552 296,795 883,983 18,572,695
7/18/2009 Sat 43 7 152,985 285,796 837,457 18,390,403
7/19/2009 Sun 43 1 152,985 71 630 5,701
7/20/2009 Mon 43 2 152,985 321,793 911,754 21,387,052
7/21/2009 Tue 43 3 152,985 288,809 901,382 16,474,543
7/22/2009 Wed 43 4 152,985 284,731 898,404 17,102,027
7/23/2009 Thu 43 5 152,985 289,701 890,426 17,991,425
7/24/2009 Fri 43 6 152,985 288,334 883,589 18,016,458
7/25/2009 Sat 44 7 152,435 280,256 830,852 17,449,171
7/26/2009 Sun 44 1 152,435 77 618 4,210
7/27/2009 Mon 44 2 152,435 322,029 909,608 21,762,314
7/28/2009 Tue~ 44 3 152,435 . 292,922 903,823 16,521,955
7/29/2009 Wed 44 4 152,435 291,015 902,016 17,011,612
7/30/2009 Thu 44 5 152,435 295,193 894,521 17,927,863
7/31/2009 Fri 44 6 152,435 299,372 885,085 18,600,357
8/1/2009 Sat 45 7 151,943 289,550 838,674 18,732,737
8/2/2009 Sun 45 1 151,943 96 590 3,063
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Hours and Volume

DATE Day Week DOW DOIS Routes Office Street CSDLTRS
8/3/2009 Mon 45 2 151,943 330,117 909,874 22,288,259
8/4/2009 Tue 45 3 151,943 301,134 899,919 17,202,382
8/5/2009 Wed 45 4 151,943 300,194 900,659 18,066,075
8/6/2009 Thu 45 5 151,943 304,393 891,719 1~,069,0M
8/7/2009 Fri 45 6 151,943 303,030 884,396 18,932,820
8/8/2009 Sat 46 7 151,447 293,597 838,622 18,881,618
8/9/2009 Sun 46 1 151,447 104 613 2,044

8/10/2009 Mon 46 2 151,447 330,853 910,730 22,899,149
8/11/2009 Tue 46 3 151,447 303,129 903,476 17,383,914
8/12/2009 Wed 46 4 151,447 301,718 900,434 17,881,495
8/13/2009 Thu 46 5 151,447 306,429 891,874 19,126,264
8/14/2009 Fri 46 6 151,447 305,442 884,932 19,151,892
8/15/2009 Sat 47 7 150,747 295,119 838,032 18,879,484
8/16/2009 Sun 47 1 150,747 90 686 2,893
8/17/2009 Mon 47 2 150,747 331,537 909,536 22,187,876
8/18/2009 Tue 47 3 150,747 304,055 900,896 16,740,315
8/19/2009 Wed 47 4 150,747 300,028 899,764 17,424,671
8/20/2009 Thu 47 5 150,747 301,973 891,948 18,818,372
8/21/2009 Fri 47 6 150,747 300,589 884,761 18,521,516
8/22/2009 Sat 48 7 148,794 296,484 837,938 18,028,678
8/23/2009 Sun 48 1 148,794 78 615 2,642
8/24/2009 Mon 48 2 148,794 335,849 909,481 21,401,418
8/25/2009 Tue 48 3 148,794 309,395 904,095 16,644,138
8/26/2009 Wed 48 4 148,794 307,660 900,439 18,018,219
8/27/2009 Thu 48 5 148,794 312,040 895,038 19,017,462
8/28/2009 Fri 48 6 148,794 318,659 886,043 18,844,960
8/29/2009 Sat 49 7 148,594 310,054 842,044 18,845,024
8/30/2009 Sun 49 1 148,594 137 580 2,425
8/31/2009 Mon 49 2 148,594 345,105 913,548 21,987,459
9/1/2009 Tue 49 3 148,594 315,347 907,461 17,986,960
9/42009 Wed 49 4 148,594 311,811 906,392 18,063,358
9/3/2009 Thu 49 5 148,594 313,388 894,917 19,674,153
9/4/2009 Fri 49 6 148,594 309,243 887,657 19,512,300
9/5/2009 Sat 50 7 148,026 311,363 840,034 19,429,189
9/6/2009 Sun 50 1 148,026 134 814 6,466
9/7/2009 Mon 50 2 148,026 3,214 2,673 157,711
9/8/2009 Tue 50 3 148,026 377,471 947,001 26,770,794
9/9/2009 Wed 50 4 148,026 339,463 909,612 18,028,248

9/10/2009 Thu 50 5 148,026 337,164 900,871 18,748,219
9/11/2009 Fri 50 6 148,026 336,539 893,746 19,732,319
9/12/2009 Sat 51 7 147,839 323,861 846,193 19,991,208
9/13/2009 Sun 51 1 147,839 136 682 2,167

• 9/14/2009 Mon 51 2 147,839 362,316 922,263 24,475,253
9/15/2009 Tue 51 3 147,839 330,498 910,919 18,521,642
9/16/2009 Wed 51 4 147,839 327,321 907,554 18,568,694
9/17/2009 Thu 51 5 147,839 328,740 899,652 19,725,977
9/18/2009 Fri 51 6 147,839 326,295 891,385 19,621,787
9/19/2009 Sat 52 7 147,583 315,730 843,963 19,609,183
9/20/2009 Sun 52 1 147,583 97 660 2,411
9/21/2009 • Mon 52 2 147,583 351,836 920,055 23,379,604
9/22/2009 Tue 52 3 147,583 321,281 907,450 17,630,340
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Hours and Volume

DATE Day Week DOW DOIS Routes Office Stmet CSDLTR5

9/23/2009 Wed 52 4 147,583 316,147 904,911 18,359,116
9/24/2009 Thu 52 5 147,583 313,310 896,611 19,075,814
9/25/200.9 Fri 52 6 147,583 310,024 888,522 19,077,704
9/26/2009 Sat 53 7 147,524 304,430 843,311 18,796,071
9/27/2009 Sun 53 1 147,524 93 691 4,938
9/28/2009 Mon 53 2 147,524 342,805 915,174 22,411,422
9/29/2009 Tue 53 3 147,524 321,071 913,532 17,561,331
9/30/2009 Wed 53 4 147,524 321,564 913,384 18,560,775

C..
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Hours and Volume

DATE Day Week DOW CSDFL.TS DPS FSS SEQ
10/1/2008 Wed 1 4 93,620,467 203,794,588 151,602 46,824,986
10/2/2008 Thu 1 5 92,375,276 225,445,226 113,162 33,046,021
10/3/2008 Fri 1 6 91,686,899 238,075,012 135,551 36,226,178
10/4/2008 Sat 2 7 87,626,349 233,621,298 119,681 21,806,838
10/5/2008 Sun 2 1 26,762 0 0 0
10/6/2008 Mon 2 2 108,761,579 321,426,282 206,948 21,449,005
10/7/2008 Tue 2 3 94,452,636 207,607,830 150,517 61,048,055
10/8/2008 Wed 2 4 91,983,839 212,426,966 114,454 40,491,350
10/9/2008 Thu 2 5 90,629,823 234,289,329 113,131 23,650,876
10/10/2008 Fri 2 6 92,000,720 244,476,047 128,612 22,418,365
10/11/2008 Sat 3 7 94,280,152 247,472,025 192,205 17,879,859
10/12/2008 Sun 3 1 23,314 0 0 0
10/13/2008 Mon 3 2 1,318,818 291,537 0 35,042
10/14/2008 Tue 3 3 135,746,489 406,940,849 259,154 25,543,035
10/15/2008 Wed 3 4 110,681,830 234,662,960 123,978 72,838,675
10/16/2008 Thu 3 5 104,344,930 234,086,397 99,589 39,807,817
10/17/2008 Fri 3 6 99,695,214 239,458,090 107,285 42,347,391
10/18/2008 Sat 4 7 101,607,860 234,776,592 188,167 19,891,024
10/19/2008 Sun 4 1 27,980 0 0 729
10/20/2008 Mon 4 2 119,406,899 322,156,217 251,832 20,830,872
10/2112008 Tue 4 3 109,797,181 202,559,269 150,987 51,378,831
10/22/2008 Wed 4 4 105,756,502 203,277,187 141,216 40,367,163
10/23/2008 Thu 4 5 106,021,020 223,342,181 94,984 26,021,903
10/24/2008 Fri 4 6 102,422,836 229,483,456 87,347 22,562,699
10/25/2008 Sat 5 7 103,315,059 228,659,235 117,015 21,444,860
10/26/2008 Sun 5 1 32,153 361 0 0
10/27/2008 Mon 5 2 122,017,622 309,041,839 252,066 53,074,336
10/28/2003 Tue 5 3 118,495,371 202,790,820 111,344 80,369,879
10/29/2008 Wed 5 4 118,563,725 209,266,576 137,234 62,007,798
10/30/2008 Thu 5 5 116,258,172 235,488,967 116,678 37,416,130
10/31/2008 Fri 5 6 112,822,278 242,337,191 120,453 28,983,481
11/1/2008 Sat 6 7 104,807,239 231,280,337 153,423 20,450,288
11/2/2008 Sun 6 1 32,910 0 0 0
11/3/2008 Mon 6 2 118,647,332 314,997,612 277,758 17,371,425
11/4/2008 Tue 6 3 104,321,011 197,991,980 188,830 43,292,556
11/5/2008 Wed 6 4 98,934,604 200,612,808 187,669 41,797,084
11/6/2008 Thu 6 5 98,720,518 222,489,064 225,122 25,745,669
11/7/2008 Fri 6 6 98,880,312 227,162,188 176,613 34,686,319
11/8/2008 Sat 7 7 100,541,818 229,621,121 224,984 18,801,520
11/9/2008 Sun 7 1 26,094 17,290 0 321

11/10/2008 Mon 7 2 124,947,773 313,761,880 243,697 24,468,938
11/11/2008 Tue 7 3 1,266,925 39,708 0 14,172
11/12/2003 Wed 7 4 140,323,388 305,086,906 389,788 44,836,772
11/13/2008 Thu 7 5 117,051,405 237,926,669 249,273 51,380,842
11/14/2008 Fri 7 6 107,486,206 232,039,711 232,101 31,085,609
11/15/2008 Sat 8 7 97,878,662 228,758,013 225,503 26,644,299
11/16/2008 Sun 8 1 41,123 0 0 0
11/17/2008 Mon 8 2 117,843,217 328,834,743 305,467 14,952,991
11/18/2008 Tue 8 3 103,212,981 206,158,393 244,769 54,519,830

4 11/19/2008 Wed 8 4 98,159,294 201,569,052 227,568 45,625,890
11/20/2003 Thu 8 5 99,619,558 221,863,766 195,001 26,931,525
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Hours and Volume

DATE Day Week DOW CSDFLTS DI’S FSS SEQ
11/21/2008 Fri 8 6 95,150,554 226,644,752 177,199 30,412,617
11/22/2008 Sat 9 7 94,953,834 226,010,554 178,518 20,827,403
11/23/2008 Sun 9 1 44,135 0 0 586
11/24/2008 Mon 9 2 114,364,692 307,725,628 183,857 29,649,666
11/25/2008 Tue 9 3 101,145,102 191,995,763 267,103 57,168,806
11/26/2008 Wed 9 4 99,510,977 197,273,724 271,400 54,296,322
11/27/2003 Thu 9 5 218,066 0 0 -1,521
11/28/2008 Fri 9 6 107,676,127 315,112,676 296,608 30,407,058
11/29/2008 Sat 10 7 98,111,784 200,882,202 129,958 36,976,097
11/30/2008 Sun 10 1 27,436 0 0 14,916
12/1/2008 Mon 10 2 122,484,069 272,590,652 251,718 19,494,782
12/2/2008 Tue 10 3 115,130,597 183,963,583 318,045 52,610,615
12/3/2008 Wed 10 4 110,371,335 201,226,058 282,835 50,556,566
1214/2008 Thu 10 5 103,084,674 227,648,637 228,440 35,515,771
12/5/2008 Fri 10 6 98,101,570 242,893,789 229,961 40,965,719
12/6/2008 Sat 11 7 91,575,156 239,485,175 245,233 20,288,600
12/7/2008 Sun 11 1 19,492 0 0 426
12/8/2008 Mon 11 2 110,489,157 338,557,661 252,090 16,856,603
12/9/2008 Tue 11 3 91,329,001 215,223,649 96,350 45,118,168

12/10/2003 Wed 11 4 82,947,238 221,411,893 110,547 43,619,160
12/11/2008 Thu 11 5 77,246,075 237,241,274 100,045 29,333,380
12/12/2003 Fri 11 6 73,825,112 239,309,028 88,224 23,509,597
12/1312008 Sat 12 7 69,409,567 238,449,141 117,124 17,891,536
12/14/2008 Sun 12 1 27,1% 0 0 8,269

( 12/15/2008 Mon 12 2 80,613,795 336,244,091 115,742 17,789,09212/16/2008 Tue 12 3 60,128,275 202,657,653 42,168 47,873,801
12/17/2003 Wed 12 4 56,708,026 207,810,479 81,166 35,427,933
12/18/2008 Thu 12 5 58,373,178 226,533,366 39,258 20,992,815
12/19/2008 Fri 12 6 58,372,477 229,229,130 79,220 17,164,141
12/20/2008 Sat 13 7 59,256,931 220,420,763 112,961 11,863,573
12/21/2008 Sun 13 1 10,517 0 0 16,794
12/22/2003 Mon 13 2 74,346,380 312,630,868 119,370 12,207,799
12/23/2008 Tue 13 3 62,791,225 190,449,889 104,743 42,612,910
12/24/2008 Wed 13 4 63,930,065 185,844,968 99,376 33,992,097
12/25/2008 Thu 13 5 8,756 0 0 0
12/26/2008 - Fri 13 6 67,787,381 240,221,680 113,060 25,387,508
12/27/2008 Sat 14 7 69,802,018 174,245,388 104,256 14,475,600
12/28/2008 Sun 14 1 7,908 0 0 11,653
12/29/2008 Mon 14 2 93,511,330 220,042,962 181,858 11,224,263
12/30/2008 Tue 14 3 84,243,135 133,221,287 144,400 59,343,800
12/31/2003 Wed 14 4 81,157,465 153,765,325 183,276 48,036,086
1/1/2009 Thu 14 5 36,749 0 0 11,309
1/2/2009 Fri 14 6 89,709,630 265,987,951 198,763 25,407,131
1/3/2009 Sat 15 7 83,298,775 177,202,856 179,333 25,673,123
1/4/2009 Sun 15 1 6,839 0 0 0
1/5/2009 Mon 15 2 102,792,374 249,800,005 170,336 18,743,100
1/6/2009 Tue 15 3 90,855,005 166,691,747 138,032 46,344,421
1/7/2009 Wed 15 4 84,943,115 189,062,332 219,025 36,479,402
1/8/2009 Thu 15 5 80,037,630 216,016,813 150,075 22,323,126
1/9/2009 Fri 15 6 75,948,270 223,312,496 409,997 18,484,527

1/10/2009 Sat 16 7 73,335,163 226,373,527 156,357 12,721,411
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Hours and Volume

/

DATE Day Week DOW CSDFLTS DPS FSS SEQ
1/11/2009 Sun 16 1 24,255 0 0 2,047
1/12/2009 Mon 16 2 99,372,807 323,972,627 253,294 11,655,967
1/13/2009 Tue 16 3 80,949,418 203,455,511 150,995 46,987,779
1/14/2009 Wed 16 4 77,425,424 204,231,523 138,009 37,637,748
1/15/2009 Thu 16 5 78,769,151 225,094,247 111,320 20,888,444
1/16/2009 Fri 16 6 75,213,876 227,853,471 126,546 19,395,607
1/17/2009 Sat 17 7 74,980,840 224,071,203 143,238 12,601,061
1/18/2009 Sun 17 1 704 0 0 941
1/19/2009 Mon 17 2 671,366 96,972 0 55,467
1/20/2009 Tue 17 3 117,363,811 389,892,218 240,276 22,978,437
1/21/2009 Wed 17 4 83,891,610 216,582,608 119,157 47,941,914
1/22/2009 Thu 17 5 75,457,295 224,356,617 137,333 26,914,480
1/23/2009 Fri 17 6 71,597,021 229,702,712 115,913 23,396,201
1/24/2009 Sat 18 7 68,655,774 229,776,756 166,596 12,005,415
1/25/2009 Sun 18 1 12,188 0 0 0
1/26/2009 Mon 18 2 90,413,872 322,606,586 145,884 12,296,377
1/27/2009 Tue 18 3 76,521,442 191,314,811 126,227 49,960,865
1/28/2009 Wed 18 4 70,759,949 189,468,265 141,914 53,155,692
1/29/2009 Thu 18 5 73,292,580 209,512,422 160,106 26,369,883
1/30/2009 Fri 18 6 72,357,306 223,083,258 124,811 26,838,852
1/31/2009 Sat 19 7 72,718,896 224,541,633 151,513 14,483,616
2/1/2009 Sun 19 1 20,347 0 0 17,406
2/2/2009 Mon 19 2 90,895,952 312,069,581 238,147 13,950,546
2/3/2009 Tue 19 3 79,172,610 196,400,478 148,004 40,006,492
44/2009 Wed 19 4 77,421,155 199,098,716 170,545 40,383,986
2/5/2009 Thu 19 5 79,612,328 213,257,344 135,301 26,042,890
46/2009 Fri 19 6 79,195,599 217,807,252 126,133 32,139,916
47/2009 Sat 20 7 74,767,539 213,965,588 166,009 16,182,421
48/2009 Sun 20 1 17,980 0 0 16,335
49/2009 Mon 20 2 93,958,917 301,269,941 155,291 12,321,902

2/10/2009 Tue 20 3 78,694,124 183,649,444 117,218 48,650,844
411/2009 Wed 20 4 73,857,779 185,474,024 118,143 35,693,965
412/2009 Thu 20 5 70,605,958 208,823,947 83,636 20,188,138
2/13/2009 Fri 20 6 68,820,387 214,910,476 104,196 18,384,356
414/2009 Sat 21 7 69,509,589 209,243,831 126,800 11,559,266
415/2009 Sun 21 1 8,614 0 0 0
2/16/2009 Mon 21 2 696,654 65,894 1,293 418,465
417/2009 Tue 21 3 109,092,077 355,028,421 258,957 21,635,318
418/2009 Wed 21 4 83,177,142 200,389,031 142,559 45,614,805
419/2009 Thu 21 5 80,584,630 200,524,455 157,410 28,418,109
2/20/2009 Fri 21 6 73,731,618 204,051,327 138,141 22,427,983
2/21/2009 Sat 22 7 73,700,290 203,739,211 122,582 12,226,863
4242009 Sun 22 1 3,049 0 0 0
2/23/2009 Mon 22 2 90,740,419 279,496,395 200,013 19,914,750
424/2009 Tue 22 3 77,516,967 169,587,351 145,222 44,362,761
425/2009 Wed .22 4 72,030,417 176,687,156 147,388 38,349,472
426/2009 Thu 22 5 71,184,022 201,756,355 104,478 29,608,545
2/27/2009 Fri 22 6 73,477,646 208,537,257 126,576 24,401,654
428/2009 Sat 23 7 73,847,700 205,150,754 180,792 13,607,320
3/1/2009 Sun 23 1 20,310 0 0 1,397
3/2/2009 Mon 23 2 89,336,157 276,333,707 253,504 14,388,510
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Hours and Volume

DATE Day Week DOW CSDFLTS DPS FSS SEQ
3/3/2009 Tue 23 3 82,260,980 171,701,885 129,378 43,342,941
3/4/2009 Wed 23 4 79,167,557 186,059,059 146,580 46,113,872
3/5/2009 Thu 23 5 78,573,684 207,669,718 118,509 23,476,296
3/6/2009 Fri 23 6 76,645,498 212,901,787 132,196 23,098,415
3/7/2009 Sat 24 7 74,290,578 208,168,641 145,878 21,467,006
3/8/2009 Sun 24 1 24,450 0 0 0
3/9/2009 Mon 24 2 93,402,572 285,149,597 225,725 17,992,096

3/10/2009 Tue 24 3 81,911,250 178,639,747 113,438 44,116,968
3/11/2009 Wed 24 4 78,961,412 184,830,621 165,260 46,124,336
3/12/2009 Thu 24 5 78,127,003 207,129,134 131,393 20,654,575
3/13/2009 Fri 24 6 73,782,767 210,755,112 133,479 19,653,242
3/14/2009 Sat 25 7 72,016,951 208,029,793 111,848 14,757,931
3/15/2009 Sun 25 1 12,746 0 0 0
3/16/2009 Mon 25 2 89,824,280 282,924,676 176,821 10,539,348
3/17/2009 Tue 25 3 78,343,172 170,695,314 131,601 45,852,130
3/18/2009 Wed 25 4 75,053,537 178,821,940 163,449 36,213,871
3/19/2009 Thu 25 5 75,147,729 199,135,998 115,500 20,840,767
3/20/2009 Fri 25 6 72,697,454 204,272,073 126,712 24,825,021
3/21/2009 Sat 26 7 70,169,484 197,631,598 134,958 10,647,602
3/22/2009 Sun 26 1 11,232 0 0 0
3/23/2009 Mon 26 2 86,923,734 271,304,235 215,295 12,361,477
3/24/2009 Tue 26 3 75,655,968 167,665,333 107,605 42,030,861
3/25/2009 Wed 26 4 70,484,307 172,897,668 115,7% 37,274,695
3/26/2009 Thu 26 5 72,102,2% 195,378,597 120,745 28,285,436
3/27/2009 Fri 26 6 69,939,460 199,753,713 112,883 22,280,913
3/28/2009 Sat 27 7 71,175,824 192,723,064 174,894 13,641,968
3/29/2009 Sun 27 1 15,749 4,366 0 0
3/30/2009 Mon 27 2 90,894,300 264,759,486 218,537 13,941,634
3/31/2009 Tue 27 3 83,193,555 168,068,753 229,725 47,304,772
4/1/2009 Wed 27 4 79,770,195 179,806,238 131,399 46,755,088
4/2/2009 Thu 27 5 77,936,882 200,065,225 134,160 35,260,984
4/3/2009 Fri 27 6 72,561,212 204,349,772 127,337 31,590,342
4/4/2009 Sat 28 7 69,767,963 202,194,182 109,920 20,309,274
4/5/2009 Sun 28 1 11,034 1,721 0 2,746
4/6/2009 Mon 28 2 87,567,801 279,682,062 185,574 13,434,070
4/7/2009 Tue 28 3 73,481,202 179,525,009 132,706 47,633,207
4/8/2009 Wed 28 4 69,583,100 184,071,436 144,821 43,848,048
4/9/2009 Thu 28 5 69,411,843 208,735,560 123,285 20,810,264
4/10/2009 Fri 28 6 70,136,016 216,131,666 119,600 17,374,882
4/11/2009 Sat 29 7 70,676,593 208,186,830 187,190 13,157,237
4/12/2009 Sun 29 1 27,408 0 0 963
4/13/2009 Mon 29 2 89,097,420 286,391,270 207,560 12,138,252
4/14/2009 Tue 29 3 78,485,361 181,363,379 187,749 43,020,516
4/15/2009 Wed 29 4 75,114,597 184,447,499 180,892 36,494,653
4/16/2009 Thu 29 5 73,499,589 202,327,233 104,828 22,222,601
4/17/2009 Fri 29 6 72,150,578 208,311,170 124,349 21,935,953
4/18/2009 Sat 30 7 72,007,388 204,055,554 180,270 14,684,400
4/19/2009 Sun. 30 1 15,397 32,569 0 2,417
4/20/2009 Mon 30 2 90,006,730 281,635,955 204,361 16,856,920
4/21/2009 Tue 30 3 79,006,822 178,948,212 172,831 49,878,297
4/22/2009 Wed 30 4 72,390,959 179,376,645 119,484 43,496,998
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Hours and Volume

DATE Day Week DOW CSDFLTS DPS FSS SEQ
4/23/2009 Thu 30 5 72,524,523 203,527,913 130,176 22,630,244
4/24/2009 Fri 30 6 72,563,460 205,711,506 111,671 24,611,549
4/25/2009 Sat 31 7 73,335,974 200,123,462 132,358 19,170,191
4/26/2009 Sun 31 1 11,610 0 0 226,772
4/27/2009 Mon 31 2 93,339,843 277,712,813 221,169 13,537,888
4/28/2009 Tue 31 3 84,541,306 175,295,321 208,649 47,580,096
4/29/2009 Wed 31 4 79,582,533 180,857,7% 188,575 41,056,558
4/30/2009 Thu 31 5 76,689,347 203,288,114 226,012 41,115,303
5/1/2009 Fri 31 6 72,407,148 209,572,481 171,304 27,776,513
5/2/2009 Sat 32 7 70,087,022 204,324,328 181,371 19,302,649
5/3/2009 Sun 32 1 19,855 2,484 0 3,717
5/4/2009 Mon 32 2 86,973,452 275,076,943 203,415 14,961,361
5/5/2009 Tue 32 3 75,563,390 179,783,962 185,189 60,401,937
5/6/2009 Wed 32 4 73,588,608 187,513,617 126,170 57,104,345
5/7/2009 Thu 32 5 74,024,525 207,253,517 140,874 42,380,432
5/8/2009 Fri 32 6 70,791,084 210,661,856 131,889 28,348,355
5/9/2009 Sat 33 7 67,543,160 207,772,619 137,347 13,261,156

5/10/2009 Sun 33 1 22,575 0 0 0
5/11/2009 Mon 33 2 86,779,954 288,711,220 198,158 16,289,968
5/142009 Tue 33 3 76,908,312 184,234,762 194,742 44,554,940
5/13/2009 Wed 33 4 74,238,606 182,510,015 128,981 40,837,180
5/14/2009 Thu 33 5 72,927,000 203,083,355 109,617 25,898,165
5/15/2009 Fri 33 6 70,319,327 207,868,991 172,340 21,467,348

4 5/16/2009 Sat 34 7 69,661,426 202,132,483 146,231 14,695,560
K 5/17/2009 Sun 34 1 25,604 21,032 0 1,163

5/18/2009 Mon 34 2 88,015,260 276,001,388 198,880 12,168,113
5/19/2009 Tue 34 3 74,250,998 164,695,656 192,802 43,901,257
5/20/2009 Wed 34 4 68,353,781 174,085,808 173,941 35,941,425
5/21/2009 Thu 34 5 68,357,590 196,265,855 140,976 20,187,916
5/22/2009 Fri 34 6 65,580,975 196,388,939 143,737 25,385,288
5/23/2009 Sat 35 7 68,930,908 195,050,715 148,589 15,757,836
5/24/2009 Sun 35 1 22,420 22,092 0 0
5/25/2009 Mon 35 2 381,271 85,878 0 40,168
5/26/2009 Tue 35 3 95,944,927 306,678,277 190,415 25,918,332
5/27/2009 Wed 35 4 72,220,499 146,327,292 139,588 48,232,792
5/28/2009 Thu 35 5 66,956,548 164,864,503 131,374 33,042,498
5/29/2009 Fri 35 6 64,153,809 188,401,684 127,522 25,415,892
5/30/2009 Sat 36 7 63,224,600 193,022,733 157,270 19,389,484
5/31/2009 Sun 36 1 9,432 17,139 0 0
6/1/2009 Mon 36 2 79,926,618 268,654,581 185,204 15,295,178
6/2/2009 Tue 36 3 65,754,896 167,963,570 151,848 47,032,629
6/3/2009 Wed 36 4 63,587,290 178,969,226 152,042 38,638,163
6/4/2009 Thu 36 5 64,447,703 203,671,3% 82,257 21,541,032
6/5/2009 Fri 36 6 63,422,247 202,902,914 151,446 26,728,127
6/6/2009 Sat 37 7 62,780,654 198,890,758 133,407 12,264,851
6/7/2009 Sun 37 1 6,094 17,148 0 2,079
6/8/2009 Mon 37 2 79,143,976 277,090,461 169,770 14,376,387
6/9/2009 Tue 37 3 66,076,601 169,704,008 170,542 45,014,529

6/10/2009 Wed 37 4 64,575,204 175,888,764 182,993 46,487,050
6/11/2009 Thu 37 5 66,142,588 198,942,170 164,501 24,941,412
6/12/2009 Fri 37 6 63,277,355 195,813,764 148,460 21,544,722
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Hours and Volume

DATh Day Week DOW CSDFLTS DPS FSS SEQ
6/13/2009 Sat 38 7 60,619,368 191,109,880 179,200 12,481,440
6/14/2009 Sun 38 1 19,694 31,192 0 20,192
6/15/2009 Mon 38 2 76,179,833 258,797,574 181,465 10,718,641)
6/16/2009 Tue 38 3 64,078,299 154,356,539 170,630 47,618,636
6/17/2009 Wed 38 4 60,367,933 165,329,480 154,742 39,297,270
6/18/2009 Thu 38 5 62,148,729 183,825,639 182,352 19,054,705
6/19/2009 Fri 38 6 60,518,767 185,722,854 156,177 22,511,089
6/20/2009 Sat 39 7 60,397,074 186,046,447 127,083 13,802,290
6/21/2009 Sun 39 1 8,698 23,747 0 5,614
6/22/2009 Mon 39 2 76,050,688 255,290,029 180,411 12,133,198
6/23/2009 Tue 39 3 65,551,092 156,857,016 148,555 41,281,998
6/24/2009 Wed 39 4 60,723,617 161,577,917 183,173 36,791,844
6/25/2009 Thu 39 5 61,863,836 183,933,253 147,221 27,137,906
6/26/2009 Fri 39 6 59,758,630 187,688,311 160,072 22,712,640
6/27/2009 Sat 40 7 56,850,894 185,133,304 158,826 13,057,392
6/28/2009 Sun 40 1 22,408 25,777 0 26,288
6/29/2009 Mon 40 2 68,153,538 246,066,402 213,469 13,117,363
6/30/2009 Tue 40 3 54,345,703 150,904,488 176,451 51,170,299
7/1/2009 Wed 40 4 54,132,689 167,718,605 127,364 39,639,356
7/2/2009 Thu 40 5 57,378,312 188,527,957 128,288 21,714,809
7/3/2009 Fri 40 6 59,955,913 191,669,026 131,057 20,405,314
7/4/2009 Sat 41 7 107,601 75,531 0
7/5/2009 Sun 41 1 14,730 30,382 0 11,704
7/6/2009 Mon 41 2 85,663,287 312,529,801 226,977 10,484,514

4 7/7/2009 Tue 41 3 71,424,460 157,797,335 254,557 42,772,111
7/8/2009 Wed 41 4 72,768,287 170,922,483 204,773 38,855,753
7/9/2009 Thu 41 5 74,657,229 196,701,585 228,254 27,422,753

7/10/2009 Fri 41 6 70,425,534 201,551,838 264,505 28,355,640
7/11/2009 Sat 42 7 66,395,919 199,136,092 200,102 21,989,724
7/12/2009 Sun 42 1 28,248 14,892 0 0
7/13/2009 Mon 42 2 82,285,554 280,830,755 180,064 16,294,896
7/14/2009 Tue 42 3 69,710,911 170,801,797 294,507 44,701,968
7/15/2009 Wed 42 4 63,989,339 175,692,111 329,886 37,615,599
7/16/2009 Thu 42 5 65,295,241 193,205,749 234,989 21,832,877
7/17/2009 Fri 42 6 63,592,946 193,916,224 229,481 17,541,429
7/18/2009 Sat 43 7 62,286,198 187,403,041 199,802 11,513,433
7/19/2009 Sun 43 1 10,775 21,262 0 8,406
7/20/2009 Mon 43 2 76,688,175 253,918,521 238,052 10,705,098
7/21/2009 Tue 43 3 63,620,884 154,079,069 298,867 43,001,745
7/22/2009 Wed 43 4 58,843,293 165,526,589 267,076 37,854,093
7/23/2009 Thu 43 5 59,798,175 186,505,670 284,475 21,732,369
7/24/2009 Fri 43 6 58~,378,154 187,027,779 161,174 17,157,280
7/25/2009 Sat 44 7 58,751,602 181,190,096 223,378 10,700,557
7/26/2009 Sun 44 1 28,148 16,600 0 2,234
7/27/2009 Mon 44 2 76,113,837 249,193,616 259,083 10,678,970
7/28/2009 Tue 44 3 65,042,207 154,029,469 206,175 47,117,445
7/29/2009 Wed 44 4 62,259,881 163,497,073 246,431 41,114,827
7/30/2009 Thu 44 5 62,408,885 184,401,636 257,936 32,901,056
7/31/2009 Fri 44 6 61,343,492 187,269,074 287,959 24,545,294
8/1/2009 Sat 45 7 61,169,430 186,750,216 251,003 15,255,354
8/2/2009 Sun 45 1 18,391 15,978 0 0
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Hours and Volume

DATE Day Week DOW CSDftTS DPS FSS SEQ
8/3/2009 Mon 45 2 79,712,041 252,943,106 305,967 12,109,870
8/4/2009 The 45 3 69,392,506 159,530,100 237,237 40,981,691
8/5/2009 Wed 45 4 66,890,627 171,675,374 309,528 42,466,587
8/6/2009 Thu 45 5 67,921,235 195,523,170 325,647 24,890,641
8/7/2009 Fri 45 6 66,524,309 195,497,844 245,875 24,754,205
8/8/2009 Sat 46 7 63,726,080 194,163,378 239,453 13,925,961
8/9/2009 Sun 46 1 16,080 17,946 0 0

8/10/2009 Mon 46 2 80,956,610 265,420,284 347,345 13,766,045
8/11/2009 Tue 46 3 71,169,714 163,770,742 341,429 48,235,681
8/12/2009 Wed 46 4 69,431,505 171,243,982 349,556 54,232,983
8/13/2009 Thu 46 5 71,031,713 193,071,974 335,951 22,729,840
8/14/2009 Fri 46 6 67,356,381 196,931,178 265,486 24,518,370
8/15/2009 Sat 47 7 65,053,160 191,642,208 260,984 14,498,909
8/16/2009 Sun 47 1 18,065 24,998 0 704
8/17/2009 Mon 47 2 82,383,564 256,555,312 248,074 12,574,150
8/18/2009 Tue 47 3 74,223,360 158,305,549 277,776 42,580,733
8/19/2009 Wed 47 4 68,513,732 171,787,723 321,638 39,173,933
8/20/2009 Thu 47 5 67,832,265 193,099,255 292,328 21,064,406
8/21/2009 Fri 47 6 65,759,268 196,198,229 261,757 19,587,512
8/22/2009 Sat 48 7 67,647,195 187,931,999 270,730 11,573,766
8/23/2009 Sun 48 1 23,451 22,251 0 7,866
8/24/2009 Mon 48 2 85,946,929 250,281,777 419,611 13,092,921
8/25/2009 Tue 48 3 76,156,431 154,330,765 383,280 49,145,173

7 8/26/2009 Wed 48 4 71,507,389 164,720,807 318,699 40,385,480
8/27/2009 Thu 48 5 71,288,395 190,900,920 362,359 23,917,350
8/28/2009 Fri 48 6 69,815,949 192,568,464 351,530 22,835,641
8/29/2009 Sat 49 7 67,081,189 190,173,902 454,195 12,392,031
8/30/2009 Sun 49 1 7,148 23,171 0 0
8/31/2009 Mon 49 2 85,540,367 264,056,173 621,677 11,666,965
9/1/2009 Tue 49 3 75,582,437 166,921,880 461,105 49,035,748
9/2/2009 Wed 49 4 72,542,683 174,888,590 388,775 41,635,510
9/3/2009 Thu 49 5 72,055,579 195,746,282 307,733 25,166,915
9/4/2009 Fri 49 6 70,426,993 197,377,528 312,869 23,122,439
9/5/2009 Sat 50 7 74,814,942 195,558,265 356,306 14,687,825
9/6/2009 Sun 50 1 11,238 24,010 0 0
9/7/2009 Mon 50 2 434,804 116,832 0 26,252
9/8/2009 Tue 50 3 106,927,540 322,888,034 627,945 23,292,091
9/9/2009 Wed 50 4 92,212,183 172,911,269 513,605 57,477,764

9/10/2009 Thu 50 5 88,761,342 182,506,426 487,496 31,417,543
9/11/2009 Fri 50 6 84,446,003 202,588,296 481,020 24,658,562
9/12/2009 Sat 51 7 79,174,303 204,337,816 431,848 18,466,120
9/13/2009 Sun 51 1 22,180 20,416 0 2,157
9/14/2009 Mon 51 2 96,782,430 286,842,158 444,266 14,395,280
9/15/2009 Tue 51 3 86,299,433 177,725,551 375,595 52,204,499
9/16/2009 Wed 51 4 83,134,500 183,591,303 404,497 39,476,139
9/17/2009 Thu 51 5 83,471,701 207,260,080 268,452 24,566,849
9/18/2009 Fri 51 6 81,876,360 213,044,879 277,463 24,652,070
9/19/2009 Sat 52 7 79,381,068 203,905,794 278,719 19,151,377
9/20/2009 Sun 52 1 18,454 25,436 0 1,179
9/21/2009 Mon 52 2 94,925,828 280,750,958 461,392 16,442,922
9/22/2009 Tue 52 3 84,263,020 174,878,587 366,167 42,491,534
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Hours and Volume

( DATE Day Week DOW CSDFLTS DPS FSS SEQ
9/23/2009 Wed 52 4 78,827,437 181,347,086 262,618 31,996,357
9/24/2009 Thu 52 5 75,865,466 202,186,790 264,228 18,943,505
9/25/2009 Fri 52 6 73,265,959 203,520,792 231,406 18,021,101
9/26/2009 Sat 53 7 71,924,577 200,675,534 241,947 13,594,307
9/27/2009 Sun 53 1 38,570 23,373 0 1,179
9/28/2009 Mon 53 2 90,838,070 274,374,95Q 465,202 16,562,335
9/29/2009 Tue 53 3 82,442,179 171,346,008 456,346 51,294,555
9/30/2009 Wed 53 4 80,887,230 185,095,703 415,034 45,332,913

C
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Hours and Volume

DATE Day Week DOW PARCELS
10/1/2008 Wed 1 4 1,488,774
10/2/2008 Thu 1 5 1,472,294
10/3/2008 Fri 1 6 1,458,146
10/4/2008 Sat 2 7 1,401,065
10/5/2008 Sun 2 1 241
10/6/2008 lIon 2 2 1,807,669
10/7/2003 Tue 2 3 1,282,099
10/8/2003 Wed 2 4 1,479,092
10/9/2008 Thu 2 5 1,462,289

10/10/2008 Fri 2 6 1,460,725
10/11/2008 Sat 3 7 1,442,995
10/12/2008 Sun 3 1 773
10/13/2008 Mon 3 2 158
10/14/2008 Tue 3 3 2,199,385
10/15/2008 Wed 3 4 1,485,290
10/16/2008 Thu 3 5 1,648,817
10/17/2008 Fri 3 6 1,534,115
10/18/2003 Sat 4 7 1,490,908
10/19/2008 Sun 4 1 18
10/20/2008 Mon 4 2 1,868,201
10/21/2008 Tue 4 3 1,303,336
10/22/2008 Wed 4 4 1,516,191
10/23/2008 Thu 4 5 1,498,187
10/24/2008 Fri 4 6 1,511,678

4 10/25/2008 Sat 5 7 1,687,989
10/26/2003 Sun 5 1 35~
10/27/2008 Mon 5 2 1,873,500
10/28/2008 Tue 5 3 1,315,163
10/29/2008 Wed 5 4 1,523,458
10/30/2003 Thu 5 5 1,548,626
10/31/2008 Fri 5 6 1,483,408
11/1/2008 Sat 6 7 1,404,169
11/2/2008 Sun 6 1 0
11/3/2008 Mon 6 2 1,774,225
11/4/2003 Tue 6 3 1,340,043
11/5/2008 Wed 6 4 1,485,849
11/6/2008 Thu 6 5 1,494,059
11/7/2008 Fri 6 6 1,458,399
11/8/2008 Sat 7 7 1,439,267
11/9/2008 Sun 7 1 135

11/10/2003 Mon 7 2 1,814,065
11/11/2008 Tue 7 3 744
11/1272008 Wed 7 4 2,032,763
11/13/2003 Thu 7 5 1,537,455
11/14/2003 Fri 7 6 1,569,907
11/15/2008 Sat 3 7 1,524,338
11/16/2003 Sun 8 1 23
11/17/2008 Mon 8 2 1,918,314
11/18/2008 Tue 8 3 1,375,391
11/19/2003 Wed 3 4 1,582,199
11/20/2003 Thu 8 5 1,585,930
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Hours and Volume

DATE Day Week DOW PARCElS
11/21/2008 Fri 8 6 1,568,573
11/22/2008 Sat 9 7 1,588,481
11/23/2008 Sun 9 1 483
11/24/2008 Mon 9 2 2,019,761
11/25/2008 Tue 9 3 1,496,292
11/26/2008 Wed 9 4 1,667,602
11/27/2008 Thu 9 5 0
11/28/2008 Fri 9 6 2,080,200
11/29/2008 Sat 10 7 1,622,631
11/30/2008 Sun 10 1 1,081
12/1/2008 Mon 10 2 2,077,910
12/2/2008 Tue 10 3 1,553,872
12/3/2008 Wed 10 4 1,818,279
12/4/2008 Thu 10 5 1,871,818
145/2008 Fri 10 6 1,998,802
12/6/2008 Sat ii 7 1,965,506
12/7/2008 Sun ii 1 1,127
12/8/2008 Mon 11 2 2,630,948
149/2008 Tue ii 3 2,010,583

12/10/2008 Wed ii 4 2,246,475
12/11/2008 Thu 11 5 2,355,928
14142008 Fri ii ~ 2,428,849
12/13/2008 Sat 12 7 2,451,676
1414/2008 Sun 12 1 4,700

4 12/15/2008 Mon 12 2 3,573,591
12/16/2008 Tue 12 3 2,491,834
12/17/2008 Wed 12 4 2,757,226
12/18/2008 Thu 12 5 2,829,442
12/19/2008 Fri 12 6 3,097,592
12/20/2008 Sat 13 7 2,905,623
12/21/2008 Sun 13 1 4,608
1422/2008 Mon 13 2 4,356,295
1423/2008 Tue 13 3 2,716,011
1424/2008 Wed 13 4 2,551,013
1425/2008 Thu 13 5 2,229
12/26/2008 Fri 13 6 2,091,055
12/27/2008 Sat 14 7 1,583,935
12/28/2008 Sun 14 1 1,004
12/29/2008 Mon 14 2 2,176,661
1430/2003 Tue 14 3 1,352,957
1431/2008 Wed 14 4 1,542,322
1/1/2009 Thu 14 5 1,036
1/2/2009 Fri 14 6 1,786,094
1/3/2009 Sat 15 7 1,414,016
1/4/2009 Sun 15 1 588
1/5/2009 Mon 15 2 1,948,401
1/6/2009 Tue 15 3 2,395,319
1/7/2009 Wed 15 4 1,589,174
1/8/2009 Thu 15 5 1,589,452
1/9/2009 Fri 15 6 1,597,593

1/10/2009 Sat 16 7 1,556,297
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DATE Day Week DOW PARCELS
1/11/2009 Sun 16 1 1,009
1/12/2009 Mon 16 2 1,956,205
1/13/2009 Tue 16 3 1,397,128
1/14/2009 Wed 16 4 1,651,691
1/15/2009 Thu 16 5 1,657,166
1/16/2009 Fri 16 6 1,624,424
1/17/2009 Sat 17 7 1,610,335
1/18/2009 Sun 17 1 733
1/19/2009 Mon 17 2 1,448
1/20/2009 Tue 17 3 2,313,905
1/21/2009 Wed 17 4 1,615,397
1/22/2009 Thu 17 5 1,660,032
1/23/2009 Fri 17 6 1,666,391
1/24/2009 Sat 18 7 1,574,397
1/25/2009 Sun 18 1 44
1/26/2009 Mon 18 2 1,969,432
1J27/2009 Tue 18 3 1,388,745
1/28/2009 Wed 18 4 1,521,148
1/29/2009 Thu 18 5 1,528,575
1/30/2009 Fri 18 6 1,552,969
1/31/2009 Sat 19 7 1,574,356
2/1/2009 Sun 19 1 1,073
2/2/2009 Mon 19 2 1,967,174
2/3/2009 Tue 19 3 1,431,008
2/4/2009 Wed 19 4 1,584,130
2/5/2009 Thu 19 5 1,575,909
2/6/2009 Fri 19 6 1,584,437
2/7/2009 Sat 20 7 1,518,810
2/8/2009 Sun 20 1 157
2/9/2009 Mon 20 2 1,920,559
2/10/2009 Tue 20 3 1,362,635
2/11/2009 Wed 20 4 1,594,331
2/12/2009 Thu 20 5 1,589,312
2/13/2009 Fri 20 6 1,605,709
2/14/2009 Sat 21 7 1,595,188
2/15/2009 Sun 21 1 1,226
2/16/2009 Mon 21 2 479
2/17/2009 Tue 21 3 2,279,900
2/18/2009 Wed 21 4 1,524,739
2/19/2009 Thu 21 5 1,561,950
2/20/2009 Fri 21 6 1,659,520
2/21/2009 Sat 22 7 1,487,203
2/22/2009 Sun 22 1 0
2/23/2009 l4oñ 22 2 1,819,079
2/24/2009 Tue 22 3 1,302,211
2/25/2009 Wed 22 4 1,494,780
2/26/2009 Thu 22 5 1,489,423
427/2009 Fri 22 6 1,492,903
2/28/2009 Sat 23 7 1,455,065
3/1/2009 Sun 23 1 984
3/2/2009 Mon 23 2 1,766,839
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Hours and Volume

/
DATE Day Week DOW PARCELS

3/3/2009 Tue 23 3 1,284,449
3/4/2009 Wed 23 4 1,485,078
3/5/2009 Thu 23 5 1,498,108
3/6/2009 Fri 23 6 1,485,801
3/7/2009 Sat 24 7 1,440,431
3/8/2009 Sun 24 1 4
3/9/2009 Mon 24 2 1,831,095

3/10/2009 Tue 24 3 1,294,168
3/11/2009 Wed 24 4 1,468,785
3/12/2009 Thu 24 5 1,502,884
3/13/2009 Fri 24 6 1,486,961
3/14/2009 Sat 25 7 1,451,270
3/15/2009 Sun 25 1 5,034
3/16/2009 Mon 25 2 1,771,209
3/17/2009 Tue 25 3 1,291,534
3/18/2009 Wed 25 4 1,478,449
3/19/2009 Thu 25 5 1,445,381
3/20/2009 Fri 25 6 1,445,781
3/21/2009 Sat 26 7 1,465,396
3/22/2009 Sun 26 1 555
3/23/2009 Mon 26 2 1,754,689
3/24/2009 Tue 26 3 1,256,101
3/25/2009 Wed 26 4 1,441,326
3/26/2009 Thu 26 5 1,460,284
3/27/2009 Fri 26 6 1,451,611
3/28/2009 Sat 27 7 1,402,685
3/29/2009 Sun 27 1 154
3/30/2009 Mon 27 2 1,754,841
3/31/2009 Tue 27 3 1,288,182
4/1/2009 Wed 27 4 1,466,818
4/42009 Thu 27 5 1,465,652
4/3/2009 Fri 27 6 1,438,721
4/4/2009 Sat 28 7 1,413,041
4/5/2009 Sun 28 1 110
4/6/2009 Mon 28 2 1,754,785
4/7/2009 Tue 28 3 1,270,508
4/8/2009 Wed 28 4 1,509,575
4/9/2009 Thu 28 5 1,528,084

4/10/2009 Fri 28 6 1,526,862
4/11/2009 Sat 29 7 1,485,503
4/12/2009 Sun 29 1 447
4/13/2009 Mon 29 2 1,756,372
4/14/2009 Tue 29 3 1,260,430
4/15/2009 Wed 29 4 1,445,076
4/16/2009 Thu 29 5 1,447,383
4/17/2009 Fri 29 6 1,440,638
4/18/2009 Sat 30 7 1,411,837
4/19/2009 Sun 30 1 1,280
4/20/2009 Mon 30 2 1,721,985
4/21/2009 Tue 30 3 1,206,625

C. 4/242009 Wed 30 4 1,438,402
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Hours and Volume

DATE Day Week DOW PARCELS
4/23/2009 Thu 30 5 1,430,254
4/24/2009 Fri 30 6 1,423,503
4/25/2009 Sat 31 7 1,416,529
4/26/2009 Sun 31 1 0
4/27/2009 Mon 31 2 1,728,126
4/28/2009 Tue 31 3 1,245,057
4/29/2009 Wed 31 4 1,438,983
4/30/2009 Thu 31 5 1,456,002
5/1/2009 Fri 31 6 1,435,809
5/212009 Sat 32 7 1,408,823
5/3/2009 Sun 32 1 658
5/4/2009 Mon 32 2 1,744,278
5/5/2009 Tue 32 3 1,265,286
516/2009 Wed 32 4 1,502,509
5/7/2009 Thu 32 5 1,541,917
5/8/2009 Fri 32 6 1,546,686
5/9/2009 Sat 33 7 1,4%, 128

5/10/2009 Sun 33 1 564
5/11/2009 Mon 33 2 1,735,620
5/12/2009 Tue 33 3 1,261,604
5/13/2009 Wed 33 4 1,453,185
5/14/2009 Thu 33 5 1,431,469
5/15/2009 Fri 33 6 1,436,343

5/16/2009 Sat 34 7 1,403,420
5/17/2009 Sun 34 1 37
5/18/2009 Mon 34 2 1,722,728
5/19/2009 Tue 34 3 1,222,832
5/20/2009 Wed 34 4 1,400,741
5/21/2009 Thu 34 5 1,407,205
5/22/2009 Fri 34 6 1,509,279
5/23/2009 Sat 35 7 1,397,263
5/24/2009 Sun 35 1 377
5/25/2009 Mon 35 2 1,537
5/26/2009 Tue 35 3 1,844,388
5/27/2009 Wed 35 4 1,213,015
5/28/2009 Thu 35 5 1,469,534
5/29/2009 Fri 35 6 1,541,939
5/30/2009 Sat 36 7 1,415,688
5/31/2009 Sun 36 1 1,665
6/1/2009 Mon 36 2 1,691,693
6/2/2009 Tue 36 3 1,212,715
.6/3/2009 Wed 36 4 1,406,947
6/4/2009 Thu 36 5 1,443,497
6/5/2009 Fri 36 6 1,432, 126
6/6/2009 Sat 37 7 1,400,078
6/7/2009 Sun 37 1 215
6/8/2009 Mon 37 2 1,717,137
6/9/2009 Tue 37 3 1,216,178

6/10/2009 Wed 37 4 1,430,837
6/11/2009 Thu 37 5 1,435,033
6/12/2009 Fri 37 6 1,413,058
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DATE Day Week DOW PARCELS
6/13/2009 Sat 38 7 32,407,081
6/14/2009 Sun 38 1 835
6/15/2009 Mon 38 2 1,664,651
6/16/2009 Tue 38 3 1,187,878
6/17/2009 Wed 38 4 1,420,147
6/18/2009 Thu 38 5 1,413,636
6/19/2009 Fri 38 6 1,422,554
6/20/2009 Sat 39 7 1,387,348
6/21/2009 Sun 39 1 0
6/22/2009 Mon 39 2 1,661,037
6/23/2009 Tue 39 3 1,199,055
6/24/2009 Wed 39 4 1,478,647
6/25/2009 Thu 39 5 1,482,603
6/26/2009 Fri 39 6 1,446,571
6/27/2009 Sat 40 7 1,394,348
6/28/2009 Sun 40 1 209
6/29/2009 Mon 40 2 1,659,283
6/30/2009 Tue 40 3 1,205,846
7/1/2009 Wed 40 4 1,418,008
7/2/2009 Thu 40 5 1,437,645
7/3/2009 Fri 40 6 1,440,793
7/4/2009 Sat 41 7 9
7/5/2009 Sun 41 1 0
7/6/2009 Mon 41 2 1,937,719

4 7/7/2009 Tue 41 3 1,302,434
7/8/2009 Wed 41 4 1,755,328
7/9/2009 Thu 41 5 1,423,813

7/10/2009 Fri 41 6 1,406,692
7/11/2009 Sat 42 7 1,385,426
7/12/2009 Sun 42 1 837
7/13/2009 Mon 42 2 1,692,122
7/14/2009 Tue 42 3 1,228,898
7/15/2009 Wed 42 4 1,424,019
7/16/2009 Thu 42 5 1,399,187
7/17/2009 Fri 42 6 1,389,359
7/18/2009 Sat 43 7 1,402,004
7/19/2009 Sun 43 1 1,567
7/20/2009 Mon 43 2 1,658,917
7/21/2009 Tue 43 3 1,201,363
7/22/2009 Wed 43 4 1,419,052
7/23/2009 Thu 43 5 1,431,175
7/24/2009 Fri 43 6 1,402,718
7/25/2009 Sat 44 7 1,363,001
7/26/2009 Sun 44 1 297
7/27/2009 Mon 44 2 1,674,811
7/28/2009 Tue 44 3 1,203,435
7/29/2009 Wed 44 4 1,540,322
7/30/2009 Thu 44 5 1,424,850
7/31/2009 Fri 44 6 1,403,807
8/1/2009 Sat 45 7 1,388,120
8/42009 Sun 45 1 575
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DATE Day Week DOW PARCEtS
8/3/2009 Mon 45 2 1,652,975
8/412009 Tue 45 3 1,379,389
8/5/2009 Wed 45 4 1,426,304
8/6/2009 Thu 45 5 1,427,616
8/7/2009 Fri 45 6 1,408,307
8/8/2009 Sat 46 7 1,394,454
8/9/2009 Sun 46 1 359

8/10/2009 Mon 46 2 1,657,007
8/11/2009 Tue 46 3 1,207,606
8/12/2009 Wed 46 4 1,411,946
8/13/2009 Thu 46 5 1,438,544
8/14/2009 Fri 46 6 1,445,769
8/15/2009 Sat 47 7 1,422,321
8/16/2009 Sun 47 1 723
8/17/2009 Mon 47 2 1,691,833
8/18/2009 Tue 47 3 1,241,435
8/19/2009 Wed 47 4 1,442,233
8/20/2009 Thu 47 5 1,453,096
8/21/2009 Fri 47 6 1,424,506
8/242009 Sat 48 7 1,417,547
8/23/2009 Sun 48 1 455
8/24/2009 Mon 48 2 1,732,691
8/25/2009 Tue 48 3 1,265,833
8/26/2009 Wed 48 4 1,454,241
8/27/2009 Thu 48 5 1,459,445
8/28/2009 Fri 48 6 1,459,138
8/29/2009 Sat 49 7 1,448,614
8/30/2009 Sun 49 1 1,500
8/31/2009 Mon 49 2 1,721,416
9/1/2009 Tue 49 3 1,258,554
9/2/2009 Wed 49 4 1,487,652
9/3/2009 Thu 49 5 1,446,301
9/4/2009 Fri 49 6 1,435,645
9/5/2009 Sat 50 7 1,447,280
9/6/2009 Sun 50 1 197
9/7/2009 Mon 50 2 964
9/8/2009 Tue 50 3 1,955,167
9/9/2009 Wed 50 4 1,339,818

9/10/2009 Thu 50 5 1,543,987
9/11/2009 Fri 50 6 1,497,505
9/12/2009 Sat 51 7 1,470,932
9/13/2009 Sun 51 1 222
9/14/2009 Mon 51 2 1,770,261
9/15/2009 Tue 51 3 1,318,169
9/16/2009 Wed 51 4 1,516,321
9/17/2009 Thu 51 5 1,488,875
9/18/2009 Fri 51 6 1,472,339
9/19/2009 Sat 52 7 1,438,362
9/20/2009 Sun 52 1 40
9/21/2009 Mon 52 2 1,781,196

K 9/22/2009 Tue 52 3 1,287,405
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DATE Day Week DOW PARCElS
9/23/2009 Wed 52 4 1,479,965
9/24/2009 Thu 52 5 1,462,349
9/25/2009 Fri 52 6 1,460,846
9/26/2009 Sat 53 7 1,426,604
9/27/2009 Sun 53 1 2,073
9/28/2009 Mon 53 2 1,711,120
9/29/2009 Tue 53 3 1,277,127
9/30/2009 Wed 53 4 1,502,616

7,
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2. Witness Bradley states that it is not appropriate to use a volume-variable cost model
to estimate costs avoided by moving from 6- to 5-day delivery. USPS-T-6 at 3. He
explains that the move from 6-clay to 5-day delivery is an operational change, not a
volume change. Aithough it may be an operational change, it results in increased
delivery volume on some days. Please explain why volume variability analysis is not
appropriate for analyzing cost increases on days when volume is expected to
increase due to the shift of Saturday volume.

Response: -

I am unable to find a statement in my testimony that it is “not appropriat& to use a

volume variable cost model to estimate the reduction in cost caused by moving from six-

day delivery to five-day delivery. However, on page 3 of my testimony I do state my

belief that such an approach has a “methodological weakness.” This weakness has

recently been identified and explained by the Postal Regulatory Commission:1

What has not been explicitly recognized by either GMU or
IBM is that models used to find the volume variability of
individual products for pricing purposes solve a different
problem than the one posed by changing the frequency of
delivery throughout the network.

The Commission fUrther explains that the volume-variable cost model is focused upon

measuring marginal cost and not upon network reconfiguration, and provides a warning

about its use:2

1 ~ Report on Universal Postal Senilce and the Postal Monopoly,” Postal Regulatory
Commission, December 19, 2008 at 128-129.

2 Id.
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The [volume variable] modeling approach is designed to
measure the effect on costs of adding the next piece of
volume. This is measured to provide the basis for an
economically efficient price signal that can guide the buying
decision of the mailer. Changing the frequency of delivery
throughout the network involves not just huge increments of
volume, but also a basic reconfiguring of the delivery
function to deal with huge increment of volume.

I believe that this statement suggests a methodological weakness in the application of

the volume-variable cost model when analyzing the costs saved by moving to five-day

delivery. Moreover, the Commission would seem to share this view because it explicitly

states that a different model should be used when analyzing the cost savings caused by

( moving to five-day delivery:3

This calls for a very different model—one that concerns itself
with major changes in total workload and how the processing
and delivery functions would be reorganized to meet them.

This is exactly the approach that I describe in my testimony and the Postal Service

pursued in estimating the cost savings:4

This testimony presents a methodology, followed by the
Postal Service in this docket, which attempts to follow the
PRC’s admonition. While this new methodology relies upon
the general cost structure of postal costs developed by
Postal Service and the Postal Regulatory Commission (as
embodied in the Annual Compliance Determinations), it does
not rely upon the volume variability analysis that underlies it

~ Id.

~~ Direct Testimony of Michael D. Bradley on Behalf of the United States Postal
Service, Docket No. N201 0-1, USPS-T-6 at 5.
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Rather, it recognizes that movement to five-day delivery is
an operational change, not a volume change. It thus relies
upon a detailed operational analysis of how Postal Service
operations would react to five-day delivery.

The Commission’s concern can be illustrated mathematically by reviewing the

fundamental equation of the volume variable cost model. Volume variable costs are

defined as the product of accrued costs, C, and the “volume variability,” z:~

at

Moreover the “volume variability” is defined as the percentage change in accrued cost

( caused by a given percentage change in volume:
Ge?

— ——

ore

This means that volume variable cost, WC, can be defined as:

-

Note that this equation includes a partial derivative that measures the change in cost for

a change in volume, holding everything else constant. In particular, this partial

~ For a mathematical treatment of the calculation of volume variable costs please see,
Bradley, Michael 0., Colvin, Jeff and Panzar, John C., “On Setting Prices and Testing
Cross-Subsidy with Accounting Data, Journal of Regulatory Economics, Volume 16, No.
1, July 1999 at 83-100.

7
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derivative is holding the Postal Service’s operating procedures, induding things like the

number of days of delivery and the distribution of volume over the days of the week,

cOnstant. I believe that the Commission was pointing out that such an assumption

would seem to be at odds with an investigation into the effect of changing the number of

delivery days.
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3~ Witness Bradley discusses differences between the concepts of ~Fixed Office Time”
(FOT) and institutional office time. He states:

FOT captures the amount of time on an individual route that does not
vary with changes in daily volume. Institutional office time captures the
amount of time in an entire delivery unit that does not change with
sustained changes in volume over a three-year to five-year period. The
most important way the city carder delivery network adjusts to changes
in volume is through route reconfiguration—changes in the number of
routes.

USPS-T-6 at 13. (Emphasis in original.)

Given this statement

(a) When volumes vary, keeping the number of routes fixed, does total fixed office time
for a delivery unit remain constant and total variable office time consist of the sum of
the variable office time for each route? If not please explain.

(b) Should total fixed office time for a delivery unit vary proportionately to changes in the
number of routes regardless of the volume level? If not, please explain.

(c) Is institutional office time for a delivery unit invariant to both changes in volume and
the number of routes? If not, please explain.

(d) Will total variable office time for a delivery unit depend on both the total delivery
volume for the unit and the number of routes served by the unit?

(e) As the number of routes increase due to changes in other workload factors while
volume remains constant, is there an impact on total variable office time? Please
explain.

(f) Does this impact on total variable office time relate to efficiency changes because
each carrier handles fewer pieces? Please explain.

Response:

a. As the quotation emphasizes, an important distinction between the operations

concept of Tixed Office Time” and the product costing concept of institutional office
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time is the “run” over which variations in volume are taking place. In answering the

question, therefore, it is important to assess the “run” or time period of adjustment

that it implies. The question states “when volumes vary, keeping the number of

routes fixed - - “ Because routes are not allowed to vary, this would seem to

suggest a very short and perhaps even daily “run.” It is my understanding that from

an operational perspective, a daily variation in volume would not change the fixed

office time on any route and thus would not change the total fixed office time for that

delivery unit for that day. In addition, the total variable office time for the delivery

unit on that day would be the sum of the variable office times for the routes in the

( delivery unit.

b. If one is willing to assume that the fixed office time for each route in a delivery unit is

the same, then the total fixed office time for a delivery unit would indeed vary by just

“n” times the fixed delivery time per route where “n” is the number of routes.

c. No. The total institutional time for a delivery unit should be positively associated

with the number of routes in that delivery unit.

d. It is not clear whether this question is asking for an operational response or a

product costing response, so I will attempt to give both. From an operational

perspective, a change in volume would lead to a change in variable office time. In

terms of a change in routes, I believe the answer would depend upon whether there
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are any productivity gains from concentrating the same volume on fewer routes. If

there are such productivity gains from concentrating volume on fewer routes, then

an increase in the number of routes, with the same volume, would increase total

variable office time for the delivery unit because of a corresponding fall in

productivity. I am not aware of empirical studies of this issue.

On the other hand, it is my understanding that the Commission-approved approach

to product costs relies upon an assumption of no productivity changes when volume

changes:6

The office time spent in preparing mail for delivery is
directly related to the number of pieces handled.
Therefore, the operation is considered fully variable with
volume, and the corresponding costs are classified as fully
variable.

This means that the variable office time would be the same whether the volume was

prepared for one route or for thirty routes.

e. As explained in my response to part d., whether or not there would be an impact on

total variable office time would depend upon whether or not there are any

productivity gains associated with concentrating the same volume on fewer routes.

If so, then there would be an impact on total variable office time from a change in the

6 ~, Summary Description Of USPS Development Of Costs By Segments And
Components, Fiscal Year 2008 at 6-2 (available on the Commission’s Daily Listings for
July 1,2009).
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number of routes without a change in volume, If not then there would not be an

impact of the on total variable office time from a change in the number of routes

without a change in volume.

f. Yes. The key issue is whether or not there are any productivity gains associated

with concentrating the same volume on fewer routes.
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5. Witness Bradley describes the shift of Saturday variable office time to weekdays, but
he does not refer to existing excess capacity for in-office operations. USPS-T-6 at
13-14.

(a) Does the mitigating effect of excess capacity apply to in-office time as well as street
time costs?

(b) If so, should a separate absorption factor be applied to variable office time to
estimate the amount of this time that should be subtracted prior to shifting such
hours to weekdays? If not, please explain.

(c) Is excess capacity a notion that should be applied separately to in-office and street
workload or be considered in reference to total in-office and street workload?
Please explain.

Response:

To understand the following responses, it is important to bear in mind that excess

capacity is not the sole justification for the operations determination that there would be

savings in variable street time if Saturday’s volume were moved to other days of the

week.

a. Yes, to the extent excess capacity would exist in the office, it would be a mitigating

factor that would reduce the amount of Saturday variable office time that would be

transferred to other days.

b. Yes.

c. Excess capacity issues should be applied separately to in-office and street workload

although this point is not limited to excess capacity. The issue of “absorption”

should be applied separately as it is quite possible that there are different
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technologies at play in the street and in the office and the absorption rates may not

be the same.

C
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6. [The following questions refer to witness Bradley and the file “Carrier Cost
Savings.xlsx”, filed as USPS-LR-N2010-1/6 (Spreadsheet).] Witness Bradley states
that 34 percent of Saturday in-office hours is fixed office time and this portion of time
is saved when eliminating Saturday delivery. USPS-T-6 at 18. The Spreadsheet
shows that this percentage is applied to total Saturday in-office hours from DOIS for
FY 2009, adjusted for FY 2009 ACR control totals. Given that city carrier route
adjustments were ongoing during FY 2009, is this the appropriate base to use for in-
office savings estimation? Please explain.

Response:

Yes. The costing exercise I was assigned was the comparison of costs under six-

day delivery in FY2009 with the costs under five-day day delivery in the same

environment. Such an exercise requires holding everything else constant for

FY2009 except the number of delivery days, so for this exercise, the FY2009 ACR

( costs are the appropriate baseline. However, this does not mean that the route
adjustments that took place in FY2009 were not accounted for in the analysis. In

fact, as mentioned in my testimony at page 14, if one examines Library Reference

USPS-LR-N2010-1/3 at Table 1 page 3, one will find the basis for the analysis of city

carrier in office and street time (including the 34 percent figure) put forth by the

operations experts. At the bottom of that table it states the source for the table is

“DOIS data for Saturday city delivery operations during August and September of

2009.” These are the last two months in FY2009. It is my understanding that the

operations experts used just the last two months of FY2009, rather than all 12

months, specifically to account for the impact of route adjustments. In other words,

the cost savings calculations are based upon the operational structure in place in

FY2009 after route adjustments took place.
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7. [The following questions refer to witness Bradley and the file “Carrier Cost
Savings.xlsx”, filed as USPS-LR-N2010-1/6 (Spreadsheet).] Witness Bradley states,
“Operational analysis has estimated that no more than 10 percent of delivery time
will be transferred, so 10 percent of both the Delivery Activities and Delivery Support
should be transferred to the Monday through Friday cost.” USPS-T-6 at 18. In the
Spreadsheet, this figure is applied to Delivery Activities and Delivery Support
workhours derived from FY 2009 DOlS Saturday street hours, adjusted to the same
FY 2009 ACR control totals. Given that city carrier route adjustments were ongoing
during FY 2009, is this the appropriate base for estimating street savings? Please
explain.

Response:

Yes. Please see my response to Question 6 of this Information Request.

(
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8. The Technical Appendix, Initial Comments of the United States Postal Service on
the Commission Report, February 17, 2009, provides average cost savings by ZIP
Code when moving to 5-day delivery, calculated using quadratic and translog cost
functions.

(a) Can the approach used for the calculation of cost savings be characterized as an
incremental costing approach? Please explain.

(b) Is this approach still a viable method for estimating cost savings from 5-day delivery
when updated for Pt 2009 data? If not, please explain.

(c) This analysis indicated absorption rates on variable costs of 19.1 percent using the
quadratic model and 26.6 percent using the translog function. Witness Bradley
states the pass-through of 10 percent of Saturday variable city carrier street costs.
USPS-T-6 at 18. This implies absorption of 90 percent of such costs. Please
explain how the new absorption rate can be reconciled with the earlier study.

Response:

a. No. The calculation of incremental costs involves identifying all of the cost caused

by a specific product or group of products. There is no such product identification in

the cited analysis.

b. The analysis was very useful for demonstrating that, even under the assumptions of

the volume variable cost model, there would be absorption of variable cost when the

same volume is concentrated across five days instead of six days. In other words, it

demonstrated that absorption of volume variable cost arises from economies of

density as well as any other source. However, it does suffer from two drawbacks.

First, it is not informed by any explicit operational analysis and is thus subject to the
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concern raised by the Commission that I discussed in my response to question 2 of

this Information Request. Second, it is based upon data collected in 2002.

c. The analysis presented in the Technical Appendix to the Initial Comments of the

Postal Service was not a full blown investigation into the cost savings the Postal

Service could achieve by moving to five-day delivery. It was a first step in that

investigation, and served to demonstrate that not only institutional cost but also

volume variable cost would be saved by elimination of Saturday delivery. Since that

analysis was done, the Postal Service has carefully investigated, from an operations

perspective, how it believes the city carrier network would function under five-day

delivery. It is this explicit operational analysis that underlies the current estimates of

cost savings, and operational experience and planning, not a statistical analysis of

historical data, are the basis for the absorption rate posed in the question.
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9. Consider the following aggregate model used to explain a marginal change in city
carrier costs with respect to delivery days for your comments.
Let system level carrier costs be explained by C = c(V/N, Z)N, where V is aggregate
city carrier volume, N is the total number of delivery days, Z is a vector of control
variables influencing city carrier costs (such as the number of possible deliveries,
density, etc.). The function co represents daily carrier costs shown as a function of
average daily volume v = V/N and the control variables. Note that this formulation
explains city carrier costs for the same time period (daily) using the same volume
measure (daily volumes) as applied in the econometric models developed from the
CCSTS database. The exception is that the model is a system level model rather
than a zip level model. The marginal effect of delivery days on carrier costs can
then be shown as: DC/SN = c(V/N, Z) - (Sc/Sv)V/N
Multiplying SC/SN by N/C yields the following elasticity of carrier costs with respect
to the number of delivery days:

(SC/SN)N/C = c(V/N, Z)N/C — (Sc/Sv)V/C.

4 Substituting c(V/N, Z)N for C gives:
(OC/SN)N/C = 1 — (Sc/Sv)v/c.

The delivery day elasticity is shown as one less the variability of daily cost with
respect to average daily volume v = V/N. Note that if volume variability is one, then
(OC/SN)N/C = 0 because there are no fixed costs and all variable costs vary in
proportion to volume (the constant marginal cost case). At the other extreme, if
(ScfSv)v/c = 0, then all costs are fixed costs and these must vary in proportion to
delivery days. Hence (SC/SN)N/C = 1 in this case. Further, note that the marginal
effect SC/SN can be used to approximate the effect on costs from eliminating one
delivery day. Therefore, multiplying both sides by c = C/N produces the following
first order estimate of the cost effect from eliminating one Saturday delivery day.
SC/SN = c(1 — (Sc/Sv)v/c).

The city carrier cost savings from eliminating a delivery day can be approximated as
the product of average daily carrier costs and one less the volume variability
measured at average daily volume. Note that for estimation purposes, the result
does not depend on any particular quantitative specification. All that is needed to
approximate savings is a volume variability estimate derived from any quantitative
model or from appropriate secondary sources, and an estimate of average daily
costs from accounting data.

Please comment on the basic model structure used to develop this result and any
appropriate elaborations or modifications that might prove useful in the future.
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Response:

The proposed approach focuses on using a delivery day cost function in an effort to

build a system-wide approach to estimating the cost savings from a reduction in the

number of delivery days. This approach has some appeal because it has an easy

translation to the data -- one only gets a single observation on the annual system-wide

costs and volume in a year but gets about 303 observations on daily system-wide costs

and volumes. In fact, the approach can be considered either as a theoretical construct

or as an empirical estimation strategy. I look at both approaches in this response.

In evaluating the daily approach as a theoretical construct, it is important to be aware of

several assumptions that, when considered, could reduce its appeal. First, while the

approach is commendable for its generality, the specification of the daily model, as

written, implies some restrictions on the underlying system-wide model. Using the

same notation as provided in the question, we can represent the system-wide model as:

C = C(V, N, Z).

This implies that the cost per day is necessarily given by:

C/N = C(V,N,Z)/N.

However the proposed approach requires that:

C/N = c(V/N,Z).

This, in turn, implies that:

C(V, N, Z) I N must equal c(VIN, Z).
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Such a condition will hold if the system-wide cost function is linear, but will generally not

hold for nonlinear system-wide cost functions such as quadratic or translog. Generally

carrier costs are thought to be nonlinear in volume.

Another assumption required for application of this approach is that “the marginal effect

BC/ÔN can be used to approximate the effect on costs from eliminating one delivery

day.” On the face of it this may seem reasonable because elimination of one delivery

day is a small change relative to the total delivery days in the year. In a typical year

there are 303 delivery days so, the change in one delivery day is just 1/303 or 0.0033.

However, recall that this is not issue at hand. Rather, the Postal Service is not

( proposing to eliminate one delivery day but 52, one for each Saturday in the year.
Thus, the reduction in delivery days being contemplated is 52/303 or about 17 percent.

A change of this size raises a serious issue whether the marginal effect produced by the

daily model can be used to approximate the change associated with elimination of

Saturday delivery.

Third, this approach assumes that there are no changes to the daily cost function,

c(V/N, Z) as a result of the elimination of Saturday delivery. This requires assuming that

there would be no operational changes that could lead to a shift or movement in the

cost surface. If such operational changes did occur, then a revision of the function

would also be required.
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As an empirical strategy, the use of granular daily data represents a time series

approach to estimating a system-wide function. The data set suggested in the question

would be repeated daily observations on system-wide hours, volumes, and control

variables and could be used as the basis for estimating the elasticity presented therein.

While such an analysis suffers from a number of potential drawbacks, it may be of

interest as an update to the analysis discussed in question 8 of this Information

Request. Specifically, daily DOIS data for FY2009 could be used to estimate the

elasticity of hours with respect to changes in delivered volumes.

To aid the Commission in its evaluation of this approach, I estimated both an office time

and a street time mode! using the daily DOIS data from FY2009. This data set matches

the hours data that were used for the operational-based approach and thus provides a

common basis of comparison for the two approaches. The dependent variable in each

regression was the total hours for each de!ivery day in FY2009, which I believe matches

the specification in the question. In one case, the dependent variable is total office

hours and in the other case it is total street hours. Following the specification in the

question, there are two independent variables, the daily delivered volume and the

number routes, which serves as the control variable. The number of routes is included

as a network variable and to control for the effect of route adjustments mentioned in

questions 6 and 7 of this Information Request.
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There are two functional forms that are generally used to estimate delivery cost

function, a quadratic form and a translog form. I thus estimated the office time equation

and the street time equation twice, once using the full quadratic form and once using the

translog form. The results of these estimations are presented in an appendix to this

response, as is the program that estimates the equations. The delivery day elasticity

posed in the question can be directly calculated from the estimated equations and the

four estimated elasticities are presented below:

Elasticity of Daily Hours with Respect to Daily
Volume, FY2009

Quadratic Model Translog Model

47.4% 48.3%

‘13.0% 13.6%

The question states “The city carrier cost savings from eliminating a delivery day can be

approximated as the product of average daily carrier costs and one less the volume

variability measured at average daily volume.” In the following table, I present the

percentage reduction in Saturday hours hours for both office and street estimated by

this approach along with the percentage reduction in hours estimated by the operational

approach.

( Office

Street
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Saturday Hours

Operational
Approach

This table demonstrates that the daily volume approach corroborates the operational

approach in terms of street time savings but suggests that the operational approach has

understated the cost savings in office time. This may be because, as suggested in

question 5 of this Information Request, the operational approach did not allow for the

impact of any productivity gains or excess capacity in office time.

Estimated Cost Savings as a Percentage of

Quadratic Model Translog Model

Office

Street

52.6% 51.7% 34.0%

87.0% 86.4% 89.9%

(
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APPENDIX TO THE QUESTION 9 RESPONSE

This appendix contains the program and description of the estimation of both a full

quadratic and a translog version of the model proposed in the question. The quadratic

model has the following form:

— fl~ 4 ~ t% + ,~ars~+ ~ I%RT.%+ ~ VQ&. p~ar4•

When C = Offtce..Jtrsst.

The associated elasticity is given by:

(Pit. + PatRT5~ 4 Z~ VUL.~ )VOL~

(
where the right-hand-side variables are evaluated at their mean values. The translog

model is of the form:

— ~. + ri~ lu(’~@~ 4 ~In(RVS)~ + Tat 1n(oL)~ 1n(~T~~X~ + ~

.4. ~

When the right-hand-side variables are mean centered, the associated elasticity is

given by the first-order term on volume:

=

The model was estimated on the FY2009 DOIS data provide in an Excel spreadsheet in

response to question 10 of this Information Request. The SAS program, log and listing

follow. The file read into the SAS program is just the PRN version of the Excel

spreadsheet.
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SAS Program Used to Estimate the Model and Calculate the Daily Elasticities

OPTIONS LINESIZE = 80;
OPTIONS PAGESIZE = 3200;
OPTIONS NOCENTER NODATE NONt.Th4BER;
filename DaIS IC:\Users\Michael D. Eradley\Documents\Five Day
Delivery\Case Documents\DOIS FY2009 .prn’;
***** * * ** * ****** *** * **** * ** **** ** * ** * * ** * ***** ***

Daily Delivery Analysis

Estimates elasticity of hours with respect to
volume using all delivery days.
** * * * * *** * *** * * * * * ** * * * ** ** ** *** ** * * * ** **** ****;

** * * ** *** ** * * ** * * * * ** * * ** ********* *** **** ** *

* Read in data
* “Date” is the date
* “Day” is the day of the week
* “Week” is a numerical variable indicating the week
* “DOW” is a numerical variable indicating the day of the week
* “RTS” is the number of routes on which the volume is delivered
* “HRS_OFC” is the Office hours for that day
* “HRSST” is the Street hours for that day
* “CLTR” is the volume of cased letters
* “CPLT” is the volume of cased flats
* “DPS” is the volume of DPS letters
* “P55” is the volume of P55 flats
* “SEQ” is the volume of sequenced mail
* “PCL” is the volume of parcels

* * *** * *** ** * * * * * * * * * * * * **** ** *** ** *** ** ** ** *;

Data TJSPS; Infile DOIS

Input Date $ DAY $ WEEK DOW RTS HRS_OFC HRS_ST CLTR CFLT DPS FSS SEQ PCL;

* * ** ** ** * ** ***** *** *** ****** *** ** * * * * ** ** ** *

* Eliminate Satuday June 13, 2009 which reported 32 million parcels;
* Average parcels per day is about 1.6 million;
******************************************** ;

if HRS_ST eq 842206 then delete;

Proc means;

Data USPS; Set lISPS;
VOLU!IE=CLTR+CPLT+DPS+FSS+SEQ+PCL;

S
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Data USPSDD; Set USPS;
if HRSOFC it 10000 then delete;
ROUTES=rts;
VOLRTS=Voiume *Routes;
V012=Voiume*Voiume;
RTS2=Routes*Routes;

* * * * * * *** ** ** ** * * * * *** *** ** ** *** ** ** ** * ** ** *

Estimate full quadratic models
********************************************

TITLE1 “FULL QUADRATIC MODEL”;
TITLE2 “ESTIMATED USING ALL BUSINESS DAYS, FY2009”;
PROC REG DATA=USPSDD OUTEST=QUAD FULL;
MODEL HRS ST = VOLUME ROUTES VOLRTS VOL2 RTS2;
MODEL HRS OFC VOLUME ROUTES VOLRTS VOL2 RTS2;
RUN; QUIT;

* ** * ** * * *** ***** ** * * ** *** ** **** ** **** **** ** * *

Mean center data and estimate translog models
* ** * ** ** * * ** **** ** ** * * *** ** * * **** *** * **** * * *;

Mean center

PROC MEANS NOPRINT DATA=USPSDD;
VAR VOLUME ROUTES VOLRTS VOL2 RTS2 HRS_ST HRSOFC;
OUTPUT OUT = REGMEAN FULL MEAN MVOL MRTS MVOLRTS MVOL2 MRTS2 MHRSST
MHRSOFC; RUN;

DATA USPS_FULL;
IF N1 THEN SET REGMEAN FULL (DROP TYPE); SET USPSDD;
VOL = VOLUME/MVOL;
LVOL = LOG(VOL)
LVOL2 = LVOL**2;
RTS = ROUTES/MRTS;
LRTS = LOG(RTS);
LRTS2 = LRTS**2;
CROSS = LVOL*LRTS;
LHRSST = LOG (HRSST);
LHRSOFC LOG (MRS OFC)
RUN;

* ** * * * *** **** * **** ** * * *** ** ** * ** ** ** *** * *** *** * *

Estimate transiog model
***************************************************;

TITLE1 “FULL TRANSLOG MODEL”;
TITLE2 “ESTIMATED USING ALL DELIVERY DAYS, FY2009”;
PROC REG DATA=USPS FULL OUTEST=LOG2 FULL;
MODEL LHRS ST LVOL LRTS CROSS LVOL2 LRTS2;
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MODEL LHRSOFC LVOL LRTS CROSS LVOL2 LRTS2;
RUN; QUIT;

** ** * * * * * * * * * *** *** * ******* * * ** * ** ** *** * ** * * * * ** ***

Calculate elasticity of hours with respect to volume

DATA QUAD FULL1;
IF N=1 THEN SET REGMEANFUT~L; SET QUAD FULL (DROP = TYPE)
IF DEPVAR = “HRSST” THEN ELAS QUAD = (VOLUME + VOLRTS*MRTS +
2*VOL2*MVOL) * (MVOL/MHRS_ST);
IF DEPVAR = “HRSOFC” THEN ELAS QUAD = (VOLUME + VOLRTS*MRTS +

2*VOL2*MVOL) * (MVOL/MHRSOFC);
RUN;

DATA LOG2FULL1; SET LOG2 FULL (DROP= TYPE)
RENAME LVOLELAS FULL LOG;
IF DEPVAR “LHRS ST” THEN DEPVAR = “HRS ST”;
IF DEPVAR= “LHRSOFC” THEN DEPVAR=”HRSOFC”;
RUN;

PROC SORT DATA=QtJADFULL1;
BY DEPVAR; RUN;

PROC SORT DATA=LOG2FULL1;
BY DEPVAR; RUN;

DATA FULL; MERGE QUAD FULL1 LOG2FULL1;
BY DEPVAR; RUN;

DATA PRINT; SET FULL;
IF DEPVAR = “MRS ST’ THEN DEPVAR “Street”;
IF DEPVAR = “MRS OFC” THEN DEPVAR = “Office”;
LABEL DEPVAR = “Hours Type”
ELAS QUAD = “Full Quadratic”
ELASJULL_LOG = “Full Translog”; RUN;

TITLE1 “Elasticity of Hours with Respect to Volume”;
TITLE2 “(Estimated Using Delivery Days, FY2009)”;
PROC PRINT DATAPRINT NODES LABEL;
VAR DEPVAR ELAS QUAD ELAS FULL LOG;
RUN;
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SAS Log of the Program Used to Estimate the Model and Calculate the Daily Elasticities

358 OPTIONS PAGESIZE = 3200;
359 OPTIONS NOCENTER NODATE NONUMBER;
360 filename DOIS C:\DOIS FY2009.prn’;
361~
362 Daily Delivery ~nalysis
363
364 Estimates elasticity of hours with respect to
365 volume using all delivery days.
366 ***********************************************;

367
368
369 * Read in data
370 * “Date” is the date
371 * “Day” is the day of the week
372 * “Week” is a numerical variable indicating the week
373 * “DOW” is a numerical variable indicating the day of the week
374 * “RI’S” is the number of routes on which the volume is delivered
375 * “HRS_OFC” is the Office hours for that day
376 * “HRS_ST” is the Street hours for that day
377 * “CLTR” is the volume of cased letters
378 * “CFLT” is the volume of cased flats
379 * “DPS” is the volume of DPS letters
380 * “FSS” is the volume of FSS flats
381 * “SEQ” is the volume of sequenced mail
382 * “PCL” is the volume of parcels
383
384
385
386 ********************************************;

387
388 Data USPS; Infile DOIS
389
390 Input Date $ DAY $ WEEK DOW RTS BRS_OFC HRS_ST CLTR CFLT DPS P55 SEQ
PCL;
391
392~
393 * Eliminate Saturday June 13, 2009 which reported 32 million parcels;
394 * Average parcels per day is about 1.6 million;
395 ********************************* ********* I
396
397 if HRS_ST eq 842206 then delete;
398
399

NOTE: The infile 0015 is:

Pilename=C : \\DOIS FY2009 .prn,
RECPM=V,LRECL=256,File Size (bytes)=50598,
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Last Modified=11May2010:14:16:14,
Create Time=llMay2OlO :14:16:03

NOTE: 365 records were read from the infile DOIS.
The minimum record length was 134.
The maximum record length was 137.

NOTE: The data set WORK.USPS has 364 observations and 13 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.01 seconds

400 Proc means;
401

NOTE: There were 364 observations read from the data set WORK.USPS.
NOTE: PROCEDURE MEANS used (Total process time)

real time 0.00 seconds
cpu time 0.01 seconds

402 Data USPS; Set USPS;
403 VOLUME=CLTR+CFLT+DPS+FSS+SEQ+PCL;

(7 404

NOTE: There were 364 observations read from the data set WORK.USPS.
NOTE: The data set WORK.USPS has 364 observations and 14 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.01 seconds

405 Data USPSDD; Set USPS;
406 if HRSOFC lt 10000 then delete;
407 ROUTES=rts;
408 VOLRTS=Volume*RouteS;
409 VO12=Volume*Volume;
410 RTS2=Routes*Routes;
411
412
413~
414 Estimate full quadratic models
415 ********************************************;

416 TITLE1 “FULL QUADRATIC MODEL”;
417 TITLE2 “ESTIMATED USING ALL BUSINESS DAYS, FY2009”;

NOTE: There were 364 observations read from the data set WORK.USPS.
NOTE: The data set WORK.USPSDD has 302 observations and 18 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.00 seconds
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418 PROC REG DATA=USPSDD OUTEST=QUAD FULL;
419 MODEL HRS ST = VOLUME ROUTES VOLRTS VOL2 RTS2;
420 MODEL HRS OFC = VOLUME ROUTES VOLRTS VOL2 RTS2;
421 RUN;

421! QUIT;

NOTE: The data set WORK.QTThD FULL has 2 observations and 12 variables.
NOTE: PROCEDURE REG used (Total process time)

real time 0.02 seconds
cpu time 0.03 seconds

422
423
424~
425 Mean center data and estimate translog models
426 ********************************************;

427 ~
428 Mean center
429
430 PROC MEANS NOPRINT DATA=USPSDD;
431 VAR VOLUME ROUTES VOLRTS VOL2 RTS2 HRS ST HRSOFC;
432 OUTPUT OUT = REGMEAN FULL MEAN = MVOL MRTS MVOLRTS MVOL2 MRTS2
MHRSST MHRSOFC; RUN;

NOTE: There were 302 observations read from the data set WORK.USPSDD.
NOTE: The data set WORK.REGMEAN_FULL has 1 observations and 9 variables.
NOTE: PROCEDURE MEANS used (Total process time)

real time 0.00 seconds
Cpu time 0.01 seconds

433
434 DATA USPSFtJIiL;
435 IF N=1 THEN SET REGMEAN FULL (DROP = TYPE); SET USPSDD;
436 VOL = VOLUI’4E/MVOL;
437 LVOL = LOG(VOL);
438 LVOL2 = LVOL**2;
439 RTS = ROUTES/MRTS;
440 LRTS = LOG(RTS);
441 LRTS2 LRTS**2;
442 CROSS LVOL*LRTS;
443 LHRSST = LOG (HRSST);
444 LHRS_OFC LOG(HRSOFC);
445 RUN;

NOTE: There were 1 observations read from the data set WORK.REGMEAN_FULL.
NOTE: There were 302 observations read from the data set WORK.USPSDD.
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NOTE: The data set WORK.USPS FULL has 302 observations and 34 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
Cpu time 0.00 seconds

446
447
448~
449 Estimate translog model
450 ***************************************************;

451 TITLE1 “FULL TRANSLOG MODEL”;
452 TITLE2 “ESTIMATED USING ALL DELIVERY DAYS, FY2009”;
453 PROC REG DATA~’USPS_FULL OUTEST=LOG2 FULL;
454 MODEL LURS ST = LVOL LRTS CROSS LVOL2 LRTS2;
455 MODEL LHRS OFC = LVOL LRTS CROSS LVOL2 LRTS2;
456 RUN;

456! QUIT;

NOTE: The data set WORK.LOG2 FULL has 2 observations and 12 variables.
NOTE: PROCEDURE REG used (Total process time):

real time 0.05 seconds
cpu time 0.06 seconds

457
458
459 ***************************************************

460 calculate elasticity of hours with respect to volume
461 ***************************************************;

462 DATA QUAD FULL1;
463 IF Nd THEN SET REGMEAN FULL; SET QUAD FULL (DROP = TYPE);
464 IF DEPVAR = “HRSST” THEN ELAS QUAD = (VOLUME + VOLRTS*MRTS +

464! 2*VOL2*MVOL)*(MVOL/MHRS_ST);
465 IF DEPVAF. = “HRSOFC” THEN ELAS_QUAD = (VOLUME + VOLRTS*MRTS +

465! 2*VOL2*MVOL) * (MVOL/MHRSOFC);
466 RUN;

NOTE: There were 1 observations read from the data set WORK.REGMEAN FULL.
NOTE: There were 2 observations read from the data set WORK.QUAD FULL.
NOTE: The data set WORK.QUAD FULL1 has 2 observations and 21 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.00 seconds

467
468 DATA LOG2FULL1; SET LOG2 FULL (DROP TYPE);
469 RENAI’4E LVOL=ELAS FULL LOG;
470 IF DEPVAR= “LHRSST” THEN DEPVAR= “HRSST”;
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471 IF DEPVAR= “LHRSOFC” THEN DEPVAR=°HRSOFC”;
472 RUN;

NOTE: There were 2 observations read from the data set WORK.LOG2 FULL.
NOTE: The data set WORK.LOG2FULL1 has 2 observations and 11 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.01 seconds

473
474 PROC SORT DATA=QUADFULL1;
475 BY DEPVAR; RUN;

NOTE: There were 2 observations read from the data set WORK.QUADFULL1.
NOTE: The data set WORK.QUA FUI~L1 has 2 observations and 21 variables.
NOTE: PROCEDURE SORT used (Total process time)

real time 0.00 seconds
cpu time 0.01 seconds

476
477 PROC SORT DATA=LOG2FULL1;

( 478 BY DEPVAR; RUN;
NOTE: There were 2 observations read from the data set WORK.LOG2FULL1.
NOTE: The data set WORK.LOG2FULL1 has 2 observations and 11 variables.
NOTE: PROCEDURE SORT used (Total process time)

real time 0.00 seconds
cpu time 0.00 seconds

479
480 DATA FULL; MERGE QUAD FULL1 LOG2FULL1;
481 BY DEPVAR; RUN;

NOTE: There were 2 observations read from the data set WORIK.QUADFULL1.
NOTE: There were 2 observations read from the data set WORK.LOG2FUIJL1.
NOTE: The data set WORK.FULL has 2 observations and 28 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
cpu time 0.00 seconds

482
483 DATA PRINT; SET FULL;
484 IF DEPVAR “HRS ST’ THEN DEPVAR “Street”;
485 IF DEPVAR “HRSOFC” THEN DEPVAR “Office”;
486 LABEL DEPVAR “Hours Type”
487 ELAS QUAD “Full Quadratic”
488 ELAS_FULL_LOG “Full Translog”; RUN;
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NOTE: There were 2 observations read from the data set WORK.FULL.
NOTE: The data set WORK.PRINT has 2 observations and 28 variables.
NOTE: DATA statement used (Total process time)

real time 0.00 seconds
Cpu time 0.01 seconds

489
490 TITLE1 “Elasticity of Hours with Respect to VolumeTT;
491 TITLE2 “(Estimated Using Delivery Days, FY2009)”;
492 PROC PRINT DATA=PRINT NOOBS LABEL;
493 VAR DEPVAR ELAS QUAD ELAS FULL 1,00;
494 RUN;
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SAS Listing of the Program Used to Estimate the Model and Calculate the Daily
Elasticities

Elasticity of Hours with Respect to Volume
(Estimated Using Delivery Days, FY2009)

The MEANS Procedure

Variable N Mean Std Dev Minimum Maximum
fffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff
WEEK 364 27.1126374 15.0876577 1.0000000 53.0000000
DOW 364 3.9917582 1.9965364 1.0000000 7.0000000
RTS 364 154142.70 2571.68 147524.00 157322.00
HRSOFC 364 278951.07 130463.02 26.0000000 458741.00
HRS_ST 364 753347.20 342190.28 580.0000000 1043218.00
CLTR 364 18897405.09 9391251.55 0 41485690.00
CPLT 364 66713414.79 33526293.86 704.0000000 140323388
DPS 364 178072659 90226384.70 0 406940849
FSS 364 166125.18 114753.73 0 627945.00
SEQ 364 24238451.31 16722089.52 —1521.00 80369879.00
PCL 364 1320111.15 681260.48 0 4356295.00
fffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff
FULL QUADRATIC MODEL
ESTIMATED USING ALL BUSINESS DAYS, FY2009

The REG Procedure
Model: MODEL1
Dependent Variable: lIES_ST

4 Number of Observations Read 302
Number of Observations Used 302

Analysis of variance

Sum of Mean
Source OF Squares Square F Value Pr > F

Model 5 l.3O7llEll 26142208978 41.51 <.0001
Error 296 l.864l75Ell 629788777
Corrected Total 301 3.l7l285Ell

Root MSE 25096 R-Square 0.4122
Dependent Mean 907600 Adj R-Sq 0.4022
Coeff Var 2.76505

Parameter Estimates

Parameter Standard
Variable OF Estimate Error t Value Pr > ti

Intercept 1 1274037 5263746 0.24 0.8089
VOLUME 1 0.00341 0.00197 1.73 0.0841
ROUTES 1 —15.18319 70.06922 —0.22 0.8286
VOLRTS 1 -2.0245lE—8 l.348353E—8 —1.50 0.1343
V012 1 7.ll96lE—l4 3.527335—13 0.20 0.8402
RTS2 1 0.00007851 0.00023486 0.33 0.7384

- FULL QUADRATIC MODEL
ESTIMATED USING ALL BUSINESS DAYS, FY2009

The REG Procedure
Model: MODEL2
Dependent Variable: HRS_OFC
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Number of Observations Read 302
Number of observations Used 302

Analysis of Variance

Sum of Mean
Source DF Squares Square F Value Pr > F

Model 5 3.658685511 73173690723 785.35 <.0001
Error 296 27579159673 93172837
Corrected Total 301 3.934476E11

Root MSE 9652.60777 R-Square 0.9299
Dependent Mean 336071 Adj a-Sq 0.9287
Coeff Var 2.87219

Parameter Estimates

Parameter Standard
Variable OF Estimate Error t Value Pr , ti

Intercept 1 34307961 2024613 16.95 <.0001
VOLUME 1 —0.00183 0.00075638 -2.42 0.0160
ROUTES 1 —446.15969 26.95098 —16.55 <.0001
VOLRTS 1 1.76306Th-B 5.186219E-9 3.40 0.0008
VOX2 1 -6.1277E—13 1.35673E—13 -4.52 <.0001

7 RTS2 1 0.00145 0.00009033 16.10 <.0001
FULL TRANSLOG MODEL
ESTIMATED USING ALL DELIVERY DAYS, FY2009

The REQ Procedure
Model: MODEL1
Dependent Variable: LHRSST

Number of Observations Read 302
Number of observations Used 302

Analysis of Variance

Sum of Mean
Source DF Squares Square F Value Pr > F

Model 5 0.15641 0.03128 40.35 <.0001
Error 296 0.22950 0.00077534
Corrected Total 301 0.38591

Root MSE 0.02784 R-Square 0.4053
Dependent Mean 13.71792 Adj R-Sq 0.3953
Coeff Var 0.20296

Parameter Estimates

Parameter Standard
Variable DF Estimate Error t Value Pr > Iti
Intercept 1 13.71936 0.00289 4749.96 <.0001
LVOL 1 0.13554 0.01597 8.48 <.0001
LRTS 1 0.28881 0.18745 1.54 0.1245
CROSS 1 -1.23939 0.84181 -1.47 0.1420
LVOL2 1 0.04392 0.06177 0.71 0.4777
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LRTS2 1 124591 6.14230 0.20 0.8394
FULL TRANSLOG MODEL
ESTIMATED USING ALL DELIVERY DAYS, FY2009

The REQ Procedure
Model: MODEL2
Dependent Variable: LI1RS_OFC

Number of Observations Read 302
Number of Observations Used 302

Analysis of Variance

Sum of Mean
Source DF Squares Square F Value Pr > F

Model 5 3.04614 0.60923 778.96 <.0001
Error 296 0.23150 0.00078211
Corrected Total 301 3.27764

Root MSE 0.02797 K-Square 0.9294
Dependent Mean 12.71955 Adj K-Sq 0.9282
Coeff var 0.21987

Parameter Estimates

Parameter Standard
Variable DF Estimate Error t Value Pr > ti
Intercept 1 12.70106 0.00290 4378.35 <.0001
LVOL 1 0.48176 0.01604 30.03 <.0001
LRTS 1 3.68741 0.18826 19.59 <.0001
CROSS 1 2.50470 0.84548 2.96 0.0033
LV0L2 1 —0.22747 0.06204 —3.67 0.0003
LRTS2 1 97.39007 6.16903 15.79 <.0001
Elasticity of Hours with Respect to Volume
(Estimated Using Delivery Days, FY2009)

Hours Full Full
Type Quadratic Translog

Office 0.47409 0.48176
Street 0.12975 0.13554
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10. Please consider and comment on the system-wide cost function C(V, N, Z) as
homogenous of degree one with respect to V and N such that C(V, N, Z)*k = C(V*k,
N*k, Z). This homogenous cost function, as shown, states that system-level costs vary
in proportion to volume and the number of delivery days. So for example, if C(V, N, Z)
represent annual costs, then bi-annual costs can be represented as C(V, N, Z)*2 =
C(V*2, N*2, Z), keeping all other variables constant (the Z vector). Costs double over a
measurement period that is twice as long (two years) because volume and the number
of delivery days also double, when measured over the same period (but the annual
amounts for these variables remain constant). Now letting k = 1/N, and substituting into
C(V, N, Z)*k = C(V*k, N*k, Z) yields:

C(V, N, Z)IN = C(V/N, 1, Z) = c(V/N, Z),

so therefore: C(V, N, Z) = N*c(V/N, Z).

a. Would the Postal Service agree that the constant elasticity function represented in
the previous section is an example of the above homogenous function? If not, please
explain.

( b. Please comment on the above homogenous form as the type of function useful fordescribing the impact on carrier costs from changes in the number of delivery days
when volume is held constant or when volume changes.

Question 10 Response:

a. No, the function is not homogenous of degree one. The definition of a homogeneous

function is given by: f(A~) = A’< f(~), where x is the vector of “input” variables. This can

also be written as f(Ax) = f(Axi, Ax2, Ax3,... Ax~) = A’< f(xi, x2,Ax3, .. . x~). For a function to

be homogeneous of degree one, k =1, so f(A~) = A f(~). To make this more concrete,

suppose that there are three variables, in the x vector, x, y and z. Then, the condition

for a function to be homogenous of degree one is f(Ax, Ay, Az) A f(x,y,z). We can use

this condition to check homogeneity for the suggested cost function. To do so, we need
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a specific functional form, so let a(Z) = z~, so that C = Z~ *N(FE)*vE The test for

homogeneity for this function is:

AC =f(AZ,AN,AV) = (A.Z)~3 *(AN)(lC)*(A~LJ)C

Expanding terms yields:

f(AZ,AN,AV) = A~Z~ *A(14)N(1C)*ACvE.

This yields:

f(AZ,AN,AV) = ~ *zP * N~~*VE.

Or:

f(AZ,AN,AV) = ~Z~ * N~*VE.

( b. The fact that the function is not linearly homogenous when a variable incorporating
the network is included highlights a challenge associated with applying this type of

function to delivery activities. Delivery costs arise both because of network-related

costs and volume-related cost, and to the extent there are activities associated with

serving the network, and not volume, they will typically occur once a day regardless of

the amount of volume delivered. Thus, even if the volume variability of volume-related

costs is one, some network-related costs would be saved by movement to five-day

delivery. However, the specified constant elasticity function precludes this outcome

from occurring. To see this, set E =1. Then, the cost function is C = a(Z) V and there

are no cost savings from reducing the number of delivery days. This is reflected in the

fact that the elasticity of cost with respect to the number of days in that function would

be zero.
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11. With respect to use of the C(V, N, Z) = N*c(V/N, Z) homogenous function for
purposes of estimating carrier cost savings, the Postal Service states, “Third, this
approach assumes that there are no changes to the daily cost function, c(V/N, Z) as a
result of the elimination of Saturday delivery. This requires assuming that there would
be no operational changes that could lead to a shift or movement in the cost surface. If
such operational changes did occur, then a revision of the function would also be
required.” Response to CHIR No. 3, Question 9. The Postal Service also states that
operational experts do not anticipate any changes in the number of city and rural carrier
routes in response to eliminating Saturday delivery. USPS-T-6 at 12, 24.

a. Because changes in the number of routes are not anticipated, please identify what
other operational changes might be pertinent to analyzing cost effects from eliminating
Saturday delivery. Please explain how these changes might cause a revision of the
cost function.

b. Can these operational factors affecting carrier costs be included in a vector of Z
variables for a particular cost function? If not, please explain.

Question 11 Response:

a. Any operational change that causes a shift or movement in the cost curve would be

pertinent for analyzing the cost effects from removing Saturday delivery. For example,

a reorganization of work or an increase in productivity could cause such a change. The

revision in the cost function comes about because of changes in the parameters that

relate the relevant delivery cost to the cost drivers, such as volumes or the number of

delivery points.

b. It is unlikely. Typically, a shift in the cost surface involves change in the parameters

of the cost function, not change in the variables included in the cost function. It is

possible however, that a change in an omitted variable could be causing a shift in the

cost surface. If that is the case, then identifying and including that variable in the cost

function would be an alternative way for accounting for the change.
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12. Assume a week i cost function, homogenous of degree one, and of the form C1 =
N*a(Zj)*(Vi/N)E = a(ZO*VI £ *N(1c) where V1 is the week i system volume, N is the weekly
delivery frequency and i = 1,2,... 52. Assume the current N = 6. Then using this
constant elasticity function, cost savings for any week i from reducing delivery frequency
by one day can be calculated as:

AC1 = Six Day Cost — Five Day Cost

= a(Zj)*Vj C *6(1- ~ - a(Zj)*Vj *5(1 t)

= a(Zj)*Vi C *6(1- e)*(j - (5/6)(1 C))

= C1*(1 - (5I6)~’~).

The weekly cost savings can also be approximated by the following marginal cost with
respect to delivery days:

(8C113N) N6 = a(ZO*(Vj/6)t*~ - c)

= (C1/6)*(l -

where (1 - s) is the cost elasticity with respect to delivery days and C~/6 is the average
daily cost. Please comment on the use of such a weekly cost function to determine cost
savings per week, through either of the two methods presented above, and ultimately
cost savings for the entire year when eliminating Saturday delivery service.

Question 12 Response:

Before providing the requested comments I would note that, despite the filing of an

erratum (June 11, 2010), there still may be a typographical error in the question. I

believe that for the specified function, the derivative of cost with respect to the number

of days when the current frequency of delivery is six day is (1-z) Cj6.

Consideration of the specification and estimation of a weekly, constant elasticity, Cobb-

Douglas style delivery cost function would be based upon a number of factors, some of
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which may be considered supportive and others of which call in to question the utility of

the approach. In the balance of this response I discuss a number of those factors.

One factor that is important to consider is how well the specified functional form

captures the key characteristics of the underlying cost generating process. In delivery,

costs arise both because of volume and because of the need to deliver that volume over

a network. This means that there are some activities that delivery carriers do once each

day that they deliver mail, regardless of the amount of mail that they deliver that day.

The costs associated with these types of activities, typically included in institutional

costs in the lexicon of postal costing, would be saved when a delivery day was

( eliminated, regardless of the amount of volume delivered and the elasticity of cost with
respect to that volume. This suggests that a daily cost function should at least allow for

the possibility that there may be costs not assodated with volume and it is important to

include a network variable such as the number of delivery points or routes. Note that

these costs are incurred in addition to the volume-related costs which have been

specified according to the constant elasticity approach.

For example, if these non-volume related costs are associated with the number of

delivery points, then a daily cost function could look something like: C/N = eD +

a(Z)*(V/N)S where D is the number of delivery points. This means that the aggregate

cost function could be given by: C = N~D + a(Z)*VE N ~. This would be an important



877

Response of Postal Service Witness Michael D. Bradley
To Chairman’s Information Request No. 5

dimension of the model to explore before an empirical implementation could be

pursued.

One of the main strengths of the “Cobb-Douglas” functional form and one of the main

reasons why it is widely use in economic theory is the fact the function is simple and

straightforward and has convenient properties for its derivatives. This means that it

often yields tractable theoretical results (as here), when other more sophisticated forms

will not. However, the tractability comes at the cost of imposing restrictions on the

relationship between the included variables. Consider just the volume-related costs of

delivery. When the frequency of delivery is reduced, costs are saved on the eliminated

( day, but increase on the remaining days. Thus, the overall cost savings depends upon
how much cost is saved on the eliminated day versus how much cost is added on the

other days. The Cobb-Douglas form, as applied here, imposes a tight restriction on

these two changes. It is a very useful restriction, mathematically, because the resulting

proportionality facilitates aggregation, but it is a restriction which may or may not be

supported by the data, particularly when network characteristics are taken into account.

There would seem to be no obvious operational or technological reason for restricting

the elasticity of cost savings with respect to the number of days and the elasticity of cost

with respect to an increase in volume to be a simplex. It would seem like investigation of

the appropriateness of this restriction would be necessary before an empirical

implementation were pursued. The challenges associated with such an investigation
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are an important part of why flexible functional forms, like the translog, are widely used

in estimating cost functions.

Two other aspects of this approach merit consideration from an empirical perspective.

First, as mentioned in response to a previous question, the empirical evidence to date

would suggest rejection of a constant elasticity assumption for delivery time on the

street. This means that such a restriction would need to be tested in any empirical

implementation. In addition, this approach assumes that the day being eliminated (here

it is Saturday) is just like any other day in terms of its total hours and hour structure.

This assumption may be rejected by the data, which would reduce the accuracy of the

( approach.
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9. The Postal Service states that the system-wide carrier cost model C = C(V, N, Z) =

c(V/N, Z)N “will hold if the system-wide cost function is linear, but will generally not hold
for nonlinear system-wide cost functions such as quadratic or translog.” Response to
CHIR No. 3, Question 9. Please consider and comment on the following constant
elasticity system-wide cost function C = N*a(Z)*(V/NY where cost per day is equal to c
= a(Z)*(V/N)C and the shift parameter (a) is shown as a function of Z, the vector of
control variables. Note that the system-wide cost function can also be shown as C =
N*a(Z)*V VNC, and therefore:

C = a(Z)*N~*VE.

a. Would the Postal Service agree that the value for (a) represents the system-wide
volume variability for carrier costs? If not, please explain.

b. Would the Postal Service agree that the value for 1 - a represents the system-wide
elasticity of carrier costs with respect to delivery days? If not, please explain

Question 9 Response:

As explained in the response to CHIR No. 3, the analytical derivation of a system-wide

cost model from a daily cost model will not generally be available for nonlinear cost

functions. Thus, if one wishes to pursue that course, the challenge is to find a special

case, a functional form that is both nonlinear and permits moving directly from the daily

function. One class of functional forms that provides that avenue is the set of linearly

homogeneous forms, of which the Cobb-Douglas function proposed in this question is a

member. Linear functional forms, mentioned in the previous response, are also

members of this class.

While these types of functions have the commendable property of facilitating

aggregation, they have the disadvantage of impose strong a priori restrictions on the

function to be estimated, and these functions may be at odds with the underlying cost
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generating process that is being modeled. For example, the underlying process may

not be linear, so a linear function would not be appropriate. Similarly, the underlying

process may not be subject to a constant elasticity restriction, as would seem to be the

case in carrier street time, where extensive empirical investigation has supported the

existence of a non-constant elasticity. Such a restriction may be appropriate for office

time where far less empirical research has been conducted. Finally, the restriction

placed upon the function to permit aggregation would seem to have reduced its ability to

accurately capture an essential part of any delivery cost function, namely, that costs

arise both because of the volume to be delivered and the network being covered.

( a. I agree that it is the elasticity of cost with respect to volume for the specification

posed in the question.

b I agree that it that is the elasticity of cost with respect to days of delivery for the

specification posed in the question.
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QUESTION 11:

Please refer to the Response to CI-IIR No. 3, question 3. The response to
section (b) of that question states that fixed in-office time per route would vary
proportionately to the number of routes, if that fixed time were the same for each
route. The response to (c) states that institutional time for the delivery unit would
also vary by the number of routes.

a. Do these responses imply that all fixed in-office time, whether classified as
fixed per route or institutional, varies proportionately with respect to the
number of routes? If not, please explain.

b. If so, is there any distinction between institutional fixed and route fixed
time? Please explain.

c. If the word “street” is substituted for “in-office” in (a) through (U of question
3, would all the same responses apply, but now with respect to street
time? If not, please explain.

RESPONSE:

a. No. Fixed office time is a “short-run” operational concept that refers to

activities that an individual carrier performs each day there is delivery on his or

her route and are independent of the amount of volume delivered. As explained

in the previous response, if one assumes that the amount of fixed time per route

is the same for all routes, then the total amount of fixed time is proportional to the

number of routes. Institutional time, in contrast, is a long-run product costing

concept and is defined as the difference between total office time and volume

variable office time. To my knowledge, it is not measured on a route basis.

b. I am not familiar with the term “institutional fixed.” It would appear to be a

mixing of an operations term (fixed office time) and product costing term

(institutional cost) and would appear to be mixing cost concepts measured at
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different time horizons.

c. No. For example, one part of street time, called network travel time, is

considered fixed with respect to a delivery unit’s area of delivery and is not

affected by changes in the number of routes in that delivery unit.

882
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QUESTION 12:

Please provide the file for the SAS program used to construct the translog model
described in the response to question 9, CHIR No. 3.

RESPONSE:

A pdf version of the file was provided in the Appendix to the Question 9

Response. Please see the page entitled, “SAS Program Used to Estimate the

Model and Calculate the Daily Elasticities.” I thus assume that this request is for

a different electronic version of the file; therefore, a Microsoft word version is

included with this response. It is entitled CHIR.6.Q12.docx.
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QUESTION 13:

Please refer to the capacity variabilities by contract type shown on page 44 of
USPS-T-6. Did the transportation cost analysis, described by witness Bradley in
USPS-T-18, Docket No. R2000-1, include effects from any surface transportation
excess capacity existing at the time the analysis was undertaken? If so, please
explain how excess capacity effects were incorporated into the analysis.

RESPONSE:

Yes. Excess capacity, to the extent it exists, would be part of empty

space. Empty space is treated in two ways in the transportation analysis. First,

following Commission directive, empty space is treated as part of transportation

capacity and is as volume variable as employed space. In other words, the

Commission has specified tilat empty space is volume variable to the same
degree as employed space and thus is part of the attributable cost basis. For

example, the Commission has stated:2

The Commission has found that capacity as a whole
varies as volume changes. We recognize that the
peaking patterns in the volume do result in unutilized
capacity throughout the system. However, if volume
(including the peak) increases, the Postal Service
reacts by acquiring additional capacity, which will turn
out to be a mixture of used and unused capacity.

Second, the cost of empty space is attributed to products through the use

of the TRACS data. Information from TRACS is used to distribute attributable

empty space costs to individual products. This also has been explained by the

Commission:3

2See PRC OP., R84-1, Vol.1 at 243.
~ See PRC OP., R90-1,Vol.1 at 111-161.
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From lime to time, proposals have been made that
the costs thought to be associated with this space
should be treated as institutional. The problem is
particularly difficult because the capacity not holding
mail can be expected to change, even on one trip. On
the many contracts that involve more than one stop,
mail is loaded and unloaded at various facilities.
Therefore, at some points the truck may be more full
than at others. See Tr. 5/1538

With TRACS, all unused capacity is accounted for
and distributed to the mail on the sampled vehicle.
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QUESTION 14:

Page 45 of USPS-T-6 presents the Postal Services calculation for the
annualized cost change for contract type “i” from eliminating a portion of
Saturday and Sunday surface transportation as:

Cost Savings1 = sj*[%ACFM]*Baseline Cost1
where:

Cost Savings~ = annualized cost savings for contract type
= capacity variability for contract type

%ACFM = percent change in cubic feet-miles
Baseline Cost1 = annualized baseline cost for contract type i for either
Saturday or Sunday.

The Postal Service uses this calculation to estimate surface transportation cost
savings for Saturday and Sunday using the percent capacity reductions shown
on page 42 and the capacity variabilities shown on page 44. Please consider the
following extension to this calculation to estimate system level cost impacts from
shifting Saturday and Sunday affected cubic feet-miles of transportation to week
days. For any day t (including Saturday and Sunday) annualized cost savings
from changing cubic feet-miles of transportation on that day by fraction
ACFM~/CFM~ is:

C Cost Savings~ = et*(ACFMt/CFMt)*Baseline Cost

The formula applies at the contract type level, therefore the i subscript is
dropped.

The total annualized effect can be determined by summing the daily effects
across all days in the week. Therefore total annualized cost savings from
redistributing cubic feet-miles of transportation among delivery days can be
shown as:

Total Cost Savings = ZEt*(ACFMt/CFMJ*Baseline Costt

where the annualized daily cost savings are summed (from t = ito t = 7) to
represent total cost savings. Next, assume a constant capacity variability (as
with a constant elasticity model). Then, the last can be expressed as:

Total Cost Savings s~kTotaI Baseline Cost *Z(ACFMt/CFMt)*
(Baseline Costs/Total Baseline Cost), (1)

where Total Baseline Cost Z Baseline Costs. Also assume no loss of the cubic
foot miles of transportation from the redistribution. Then ZACFMt = 0, or
equivalently:
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0 = Z(ACFMt/CFMt)*(CFMt/CFM total), (2)

where CFM total = ZCFMt. Notice in this set-up, that if CFMt/CFM total
= Baseline Costt/Total Baseline Cost for each day, then net savings in
transportation costs are zero when comparing (1) and (2) above. This happens
because the added costs from redistributing CFM of transportation from
weekends to weekdays exactly offsets the cost savings on Saturdays and
Sundays (the absorption factor is zero). This would occur when cubic foot miles
transported each day are the same. In that case, marginal costs for each day
are the same, and therefore cost impacts must sum to zero. Therefore any net
cost savings depends on daily CFM, from Monday through Friday, being greater
than daily CFM for Saturday and Sunday.

Assuming zero excess capacity for surface transportation, please comment on
the usefulness of the above approach for estimating systems savings of surface
transportation costs in an analytically coherent structure. Also because the
above technique yields a first order approximation of cost impacts, are other
methods available that yield estimates of the cost impact that do not depend on
point estimates of marginal costs? For example, knowing the capacity
variabilities on page 44, can a constant elasticity model be calibrated to yield
non-marginal estimates of cost impacts. If so, please explain or provide such a
structure.

C RESPONSE:

I believe that the method presented in USPS-T-6 already has the ability to

embody the two goals set out in this question, analyzing cost savings under (1) a

constant elasticity approach and (2) assuming there is no excess capacity. In

fact, not only is the method presented in USPS-T-6 a “constant elasticity”

approach as defined in this question, it is also able to incorporate the “zero

excess capacity” assumption (by which I assume you mean zero empty space).

To the extent that additional cubic foot-miles would need to be added on other

days in response to moving Saturday’s volumes to those days, the estimated

reductions in CFM would be reduced. In the extreme assumption made in this

question, that just as much moving capacity would need to be added other days
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as is saved on Saturday and Sunday, then the percentage change in CFM would

be zero and the cost savings would be zero, just as specified in the question.

Thus, if the goal is to argue that the Postal Service would not have any

transportation cost savings from moving to five-day delivery, one need only

assume that there will be no savings in cubic foot-miles of transportation

following that operational change. Of course, this could be a somewhat difficult

assumption to justify in the face of material empty space on other days of the

week.

Finally given that purchased highway contract costs are incurred on an

annual basis, there would seem to be no advantage in moving to a daily model.
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QUESTION 15:

Page 42 of USPS-T-6 displays a table containing percent capacity reductions in
surface transportation for Saturday and Sunday when eliminating Saturday
delivery. Reductions are shown by contract type, and are defined in terms of
cubic feet-miles. By contrast, in response to GCMJSPS-T5-5(a), witness
Grossmann explains that the values shown in the table are percent reductions in
the number of trips by contract type on Saturday and Sunday. Please reconcile
these two different notions of transportation capacity and describe when one
measure of capacity is preferred over the other to estimate transportation cost
savings.

RESPONSE:

As I understand it, there is no difference in the notions of transportation

capacity used by witness Grossmann and by me. As witness Grossman

explained in his response to Chairman’s Information Request No. 5, Question 6,

he is assuming that the reduction in tips will be commensurate with the reduction

in cubic foot-miles. That is, we both use cubic foot-miles as our measure of

capacity, and changes in this measure are used by both of us in analyzing the

network reconfiguration and the reduction in costs.
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QUESTION 16:

Please refer to pages 35 and 36 of USPS-T-6 and the table shown on page 44 of
the same document. At the bottom of page 35, the annual Saturday cost for
each route trip is stated as “the product of its route miles (RM), frequency (Freq)
and its cost per mile”. The table on page 44 shows the capacity variabilities for
each contract type with capacity defined in terms of cubic feet-miles.

a. With respect to route trip costs, does the stated formula imply that
Saturday (or Sunday) costs for each route trip are proportional to changes
in the corresponding number of trips (the frequency variable)? If not,
please explain.

b. Because all capacity variabilities shown in the table are less than 100
percent, does any percent decline in the frequency variable result in a
percentdecline in the corresponding cubic feet-miles that is greater? If
not, please explain.

RESPONSE:

a. No. Calculating total annual baseline Saturday or Sunday costs (as those

formulas do) does not require any change in the number of trips. The formulas

show that to get the annual cost for a particular day of the week on a given route-

trip, one takes the cost per trip (cost per mile times route miles) and multiplies

that trip cost times the number of times that trip runs in a year. For example,

suppose that the cost per mile for a trip was $1.00 and the trip ran a total of 100

miles. Then, the daily cost for the trip would be $100. If the trip ran for 52

Saturdays in a year, then the annual Saturday cost would be $5,200. Further,

suppose that the route trip also ran Monday through Friday for 52 weeks in a

year. Then, the total annual cost of the route trip is $1 00*6*52 $31,200. The

Saturday proportion of the annual cost for the route trip is then $5,200/$31 ,200,

or 16.67 percent.
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b. No. The capacity variabilities listed in the Table on page 44 measure the

percentage change in cost associated with a given percentage change in cubic

foot-miles. The capacity variabilities do not measure how total cubic foot-miles

change as its individual components change.
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QUESTION 18:

Please refer to the second page of the SAS program filed as Appendix to
Response to CHIR No. 3, question 9. At the top of the second page, the
following SAS code appears:

Data USPSD; Set USPS;
if HRS_OFC It 10000 then delete;

a. Please confirm that the SAS Data set USPSD contains all observations in
data set “USPS” less those observations where total office hours are less
than the numeric value of 10000. If you cannot confirm, please explain.

b. Please confirm that the regression results presented as a response to
question 9 were developed using data set USPSD. If you cannot confirm,
please explain.

c. Were regression results developed using data set USPS? If so, please
provide these results and any explanatory documentation.

RESPONSE:

a. Confirmed.

b. Confirmed.

c. No.
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QUESTION 8:

Please consider the following hypothetical scenario. Assume for a given time
period (t) that there are T1 number of truck trips for the “ith~~ type of transportation
under a six day delivery environment. Suppose that excess capacity in the
system exists for that type of transportation, such that a lower T1’ number of trips
would be needed at full capacity under the same environment and volume level.
The Postal Service commits to eliminate excess capacity and, therefore, reduce
the number of truck trips for that type of transportation by T1 - T~ and bank the
related savings. Separately, the Service also decides to eliminate Saturday
delivery. With no excess capacity, the resulting number of truck trips with five
day delivery is T~ “where T1” <Ti’. Therefore the total reduction in the number of
truck trips from both projects is:

T~-T1”= (T1-T1)÷(T11-T11). (1)

Because trip savings are yielded from both projects, please state whether the
total savings T1 - T1” should be considered: (a) joint to both projects and
unattributable to each; (b) divisible to each project according to the two
component terms shown on the right hand side of (1); or (c) divisible to each
project according to some other method.

RESPONSE:

The question appears to be equating excess capacity in the highway

transportation network with empty space on the highway transportation network.

The two are not necessarily the same. A highway transportation network can be

correctly sized and still have empty space. This can occur, for example, if daily

volumes to be transported fluctuate by the day of the week or the day of the

month. In general, it is cheaper to set the cubic capacity for the “heaviest” day

and then have empty space on other days than it is to adjust the cubic capacity

on a daily basis. In addition, daily volumes are not known with certainty, so to

prevent service failures some empty space is incorporated in a right-sized

network.
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The hypothetical presented in this question presupposes two changes in

network capacity, but does not identify the timing of the two hypothetical

changes. Yet, the timing is important in sorting which cost savings goes to which

cause. To make this point concrete, consider the following hypothetical example.

A postal service currently has a three-day network of which the middle day is the

heaviest of the week. The network is thus sized for that day. In addition, there is

some variation in that day’s volume, so the postal service also includes a

cushion, setting the average utilization on the heaviest day at 80 percent of

capacity. Finally suppose that the cost of a unit of capacity is $1.50 and that the

postal network runs 52 weeks per year with each of the three days being served

each week. The total cost and utilization for that transportation network is given

below:

Three Day Network -- Original Size
Day I Day2 Day3 Total

Capacity 100 100 100 300
Avg. Used Capacity 50 80 30 160
Cost $7,800 $7,800 $7,800 $23,400

Now consider the two cost reduction programs posed in the hypothetical

scenario given in the question. The postal service is considering reducing the

number of days of service from three to two and it is considering reducing the

size of the network so that capacity utilization on the heaviest day rises to 88.9

percent. As we will see, the total cost savings from these two cost-saving

strategies is $9,360 but the apportionment between the two programs depends

upon which is done first. For example, suppose that the postal service first
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decides to move to two-day delivery. The size of the network stays the same

but costs are reduced due to the reduction in service. As shown below, the cost

of the network falls to $15,600, a savings of $7,800.

Two Day Network - Original Size
Day

Day I Day 2 3 Total
Capacity 100 100 0 200
Avg. Used Capacity 80 80 0 160
Cost $7,800 $7,800 $0 $15,600

Now suppose that the postal service downsizes to reach 88.9% average

capacity utilization on the heaviest day. That is done by reducing capacity from

100 to 90. The total cost of operating the downsized network is $14,040, for a

cost savings of $1,560. Together the two programs yield a cost saving of

$9,360.

Now consider the opposite ordering, if the downsizing comes first, the

postal service will be operating a three-day network with an average capacity

utilization of 88.9% on the heaviest day at a cost of $21,060. This generates a

cost saving of $2,340.

_________________________ Total_________________________ 270_______________________ 160

$21,060

The postal service now moves to two day-delivery in the

network. As shown above, this two-day network costs $14,040

down sized

for a cost saving

(.

Three Day Network -- Down Sized
Day I Day2 Day3

Capacity 90 90 90
Avg. Used Capacity 50 80 30
Cost $7,020 $7,020 $7,020 ~
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of $7,020. For convenience, the two results are summarized below.

Two Day First Then
Downsize
Five Day Savings $7,800
Downsize Savings $1,560
Total $9,360

Downsize First Then Two
Day
Downsize Savings $2,340
Five Day Savings $7,020
Total $9,360

This example shows how the assignment of the cost savings depends

upon the order in which the changes take place. Of course, what matters for the

hypothetical postal service is the total cost savings, which is the same

regardless of the ordering.
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QUESTION 9:

In response to question 2 of CHIR No. 3, witness Bradley states that traditional
volume variability analysis to model the cost effects of eliminating Saturday
delivery suffers from a methodological weakness in that the traditional analysis
focuses on cost effects that occur at the margin, rather than cost effects of large
changes in volume that require network reconfiguration. As corroboration for
this view, he cites the Commission’s comments at pages 128-29 of its Report on
Universal Postal Service and the Postal Monopoly, issued Dedember 19, 2008.
In the pages cited, the Commission assumes that changing the number of
delivery days would shift enough volume to require “a basic reconfiguration of the
delivery function.” According to the Postal Service, however, eliminating
Saturday delivery will not require reconfiguration of the delivery function.
USPS-T-6 at 12-13. It asserts that the number of routes served by a given
delivery unit on remaining delivery days will not change, and that volume peaks
will be successfully mitigated using an array of short-run techniques such as use
of flexible employees, overtime, and delivery deferral. See USPS-T-3 at 4, 11,
16 and USPS-LR-N2010-1/3 at 4. The Postal Service asserts that substantial
reconfiguration of the transportation network to handle volume peaks will not be
required, since no additional trips will be needed on remaining delivery days in
either the purchased transportation or VSD networks. USPS-T-6 at 41.
Substantial reconfiguration of the mail processing network will not be required,
since no hew mail processing operations or sort schemes will be needed on
remaining delivery days. USPS-T-7 at 14-15. If the Postal Service views 5-day
delivery as a sustained mode of operation, and if the Postal Service does not
expect to make substantial changes to its mail processing, transportation, or
delivery networks to deal with day-of-the-week volume peaks, what remaining
obstacles would there be to applying volume variability (marginal) analysis to
model the cost effect of within-week fluctuations in volume?

RESPONSE:

In order to best answer the question, it is important to attempt to be clear

on what is being proposed in terms of the “volume variability” or “marginal”

approach. The traditional usage of these terms is to refer to the change in total

cost associated with a sustained change in national annual originating volume. I

think all would now agree that this traditional approach to “volume variability”

analysis may not be the best way to analyze the cost savings from moving to
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five-day delivery because such a shift is much more of an operational change

than an annual volume change. Broadly speaking, there is no change in national

originating volume, suggesting, in the traditional approach, that there are no

changes in cost. In addition, the traditional approach to volume variability holds

everything but volume constant. That means the traditional approach is holding

things like the number of delivery points or the number of days of delivery

constant. This last assumption is obviously violated when analyzing a shift to

five-day delivery.

However, my understanding of the proposed “volume variability”

approach for city carriers, which has evolved through a series of Chairman’s

Information Requests, is that it is something different than the traditional

approach. As I understand this newly proposed approach, it amounts to

suggesting that one could measure the change in daily cost as a function of the

change in the daily amount of a cost driver. For example, in city carriers, the

daily cost driver is mail delivered on city routes (which is quite different from

originating volume) and the daily cost is the labor cost for city carrier street or

office time. This approach requires new models across the functions and, quite

likely, new and different “variabilities.” The various Chairman’s Information

Requests have explored how these new models for city carrier costs could be

specified and estimated.

Even with respect to this new approach, though, some concerns remain.

My understanding of the admonition from the Postal Regulatory Commission

cited in the question is that studies of the cost savings from five-day delivery
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should at least allow for the possibility that there will be important operational

changes in response to the proposed service change. Therefore, the

methodology laid out in my testimony is sufficiently general so that it is consistent

with whatever degree of network reconfiguration the Postal Service is required to

perform in moving to five-day delivery. Because of its structure, this level of

generality may not hold for the marginal approach and it might miss some of the

operational changes. For example, it is not clear how the marginal approach

would embody each the four different types of operational changes that I outlined

in my testimony:1

In general, four types of operational responses should
be considered. The first type is analysis of which
operations would be eliminated or curtailed on
Saturday as a result of eliminating of regular delivery
service on that day. The second type is analysis of
the structure of operations required for those services,
like Express Mail Delivery, that continue to be
provided. The third type is analysis of the operations
on the other days of the week that could be influence
by the migration of mail from Saturday to those days.
The fourth type is a change in the consumption of
indirect resources such as supervisors, vehicles, or
buildings. Each of the previous three types of
operational changes could affect not only direct labor
costs but also indirect costs.

The first type of analysis was attempted, for the most part, by the USO

studies by IBM and GMU cited in my testimony. There was a general recognition

that the institutional labor costs associated with Saturday delivery would be

saved. However, it is not clear how the proposed volume variability approach

would capture this effect. An example of the second type of analysis is the cost

1 See, “Direct Testimony Michael D. Bradley on Behalf of the United States
Postal Service,” Docket No. N2010-1, USPS-T-6 at 7.



900

RESPONSE OF POSTAL SERVICE WITNESS BRADLEY
TO CHAIRMAN’S INFORMATION REQUEST NO. 6

associated with continuing Saturday Express Mail delivery. Again, the proposed

volume variability approach is silent on this cost effect even though it is highly

unlikely that the FY09 average Express Mail city carrier volume variable cost per

piece would apply to Saturday in a five-day environment.

The third type of analysis is what the new proposed volume variability

analysis is designed to capture, as I understand it. It is an attempt to measure

how costs will rise on the other days of the week from the shift in volume. Even

here, however, concern remains about how well the existing models capture the

impact in a five-day environment. I think this is what the Commission was getting

at when it stated:

This calls for a very different model—one that concerns itself with
major changes in total workload and how the processing and
delivery functions would be reorganized to meet them. Delivery
activities that are fixed over infinitely small changes in volume may
not remain fixed in the new environment. Delivery activities that
vary linearly over very small ranges of volume may become
curvilinear in the new environment, and may increase or decrease
at the margin.

The fourth type of analysis on indirect costs would also likely need to go

beyond the proposed new volume variability analysis. The proposed approach

does not address how indirect costs effects would be captured without an

operational analysis of the factors, like buildings, that cause those costs to arise.

Finally, I would suggest that one could argue whether the question takes a

somewhat limited view of what constitutes a “reconfiguration of the delivery

function.” While it is certainly true that the Postal Service operational experts

expect to handle the move to five-day delivery without material changes in the

number of routes in either city or rural delivery, it is also true that the shift to five-
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day delivery does not imply “business as usual.” The Postal Service is expecting

to save nearly 50 million hours for city carriers and 18 million hours for rural

carriers. This in itself might justify calling the reconfiguration of the delivery

network “substantial.” I think there is a credible alternative view (and perhaps

what the Commission had in mind) that marginal costs are based on certain

conditions, like arrival profiles, volume patterns across the days of the week, and

seasonal variations in volume. In this view, shifting volumes from Saturday to

Monday and other days of the week would represent a substantial operational

shift even if the number of routes stayed the same.
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5. The Postal Service cites various reasons for basing its estimates of the
costs saved by eliminating Saturday delivery on qualitative operational
analysis rather than quantitative analysis of economies of density or of
excess capacity. See Response to Chairman’s Information Request
(CHIR) No. 3, questions 5 and 8. Its operational analysis concludes that
in the context of shifting Saturday volume to Monday delivery, Monday city
carrier street costs would be increased by only 10 percent of Saturday city
carrier street variable costs (plus added collection costs) and 66 percent of
Saturday in-office costs.
a. What specific operational mechanisms or engineering phenomena

are expected to bring about the absorption of 90 percent of the
variable costs of delivering the added volume on Mondays?

b. Because different areas/districts may have different capacities to
absorb displaced Saturday volume on Monday (or Tuesday, in the
case of a holiday), please describe and discuss the operational
changes required in different areas/districts that will be adopted to
most efficiently absorb the displaced Saturday volume.

a. USPS-LR-N2010-1/3, at page 3, states:
The street time includes transporting mail to

( and loading the vehicle, driving to and from the route,driving between stops while on the route, reaching for
and fingering the mail at the point of delivery, and
placing mail in the mailbox—tasks that are mostly
unaffected by volume. (Emphasis added.)

The major activities referenced in this quote closely resemble the
division of street time into functions that were analyzed for volume
variability by the Postal Service and the Commission prior to
Docket No. R2005-1. See, e.g., Docket No. R87-1, Opinion and
Recommended Decision, March 4, 1988, at 218. Specific
engineering phenomena called “cost drivers” were identified that
were found to cause street time to vary with volume. In the case of
“driving between stops while on the route” (labeled “access time” in
pre-R2005-1 analysis) the cost driver was stop coverage. In the
case of “fingering the mail at the point of delivery” (labeled “load
time” in pre-R2005-1 analysis) the cost driver was pieces-per
actual-delivery (ppd). As stop coverage or ppd rose, the volume
variability of these functions fell (their absorption of volume
increased). Is the change in these cost drivers the primary source
of the 90 percent absorption of street time hours that the Postal
Service expects on Mondays after the elimination of Saturday
delivery?
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d. In the pre-R2005-1 analysis, access time and load time comprised
the majority of street time. The rate at which those costs would be
absorbed would be a function of changes in those cost drivers. To
corroborate the expected street time cost absorption of 90 percent,
please provide the percent increase in the stop coverage and
pieces-per-delivery cost drivers that would be expected to occur on
Mondays (or Tuesdays, in the case of a Monday holiday) under the
five-day delivery scenario. Please do this using the most recent
fiscal year for which data on stop coverage and ppd are available.
If date-specific City Carrier Cost System data is not available and
sufficient to perform such an analysis, please explain.

e. The passage from USPS-LR-N2010-1/3 quoted in subpart c.,
above, asserts that the listed tasks are “mostly unaffected by
volume.” Of those listed tasks, load time was the largest in terms of
its contribution to attributable street time costs under the Postal
Service’s pre-R2005-1 analysis. In the past, the Postal Service has
consistently estimated that load time is more than 95 percent
variable with volume. Under pre-R2005-1 analysis, the Postal
Service’s estimates of load time as a percent of total street time

( have ranged from 25 percent (based on the Street Time SamplingSystem) to 38 percent (based on the Engineered Standards study).

i. If the load time task is nearly 100 percent variable with volume
and it accounts for 25 to 38 percent of total street time, can these
estimates be reconciled with an expected street time absorption
factor of 90 percent under the five-day delivery scenario?

ii. If load time depends on the volume of mail that is delivered at
each individual delivery point, rather than on the number of routes
served by a delivery unit, is there any reason to believe that the
volume variability characteristics of this task should change under
the five-day delivery scenario?

Question 5 Response:

I understand that responses to parts a., b. and c. have been provided by witness

Granholm. My responses to parts d and e are below.
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I am not the author of Library Reference USPS-LR-N2010-1/3 cited in the

question, nor did I perform the operational analysis of expected Postal Service delivery

activities in a five-day delivery environment. On the other hand, witness Granholm has

no familiarity with the Commission studies from twenty years ago. Consequently, I am

attempting to provide the Commission with the requested data and analysis, but am

doing so from a general perspective.

d. To calculate the requested increase in stop coverage on Monday that would arise

if the Postal Service were to move to five-day delivery, it would seem that one

needs the following information for the year for which the analysis is done.

1. Possible Stops on Monday in the Six-Day Environment

2. Actual Stops on Monday in the Six-Day Environment

3. Volume on Monday in the Six-Day Environment

4. Volume on Saturday in the Six-Day Environment

5. A Mechanism for Predicting the Actual Stops as a Function of Pieces Per
Stop in A Five Day Environment

Stops coverage is defined as actual stops (those receiving mail) divided by

possible stops, so one can directly calculate this coverage from the data in a six-
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day environment.1 However, in a five-day environment such a direct calculation

of actual stops is not available because the number of actual stops on each of

the delivery days is unknown. As a result, a forecasting or prediction mechanism

is required. Unfortunately, my review of the historical record revealed that there

is no approved mechanism for making this prediction. In the Docket R90-1

Remand, and again in Docket No. R94-1, the Commission appears to have

rejected all versions of the “coverage model”and determined attributable access

costs solely on the basis of single subclass stops.2 The Postal Service does not

have a mechanism for predicting single subclass stops in a five-day environment

and thus cannot use this methodology. Moreover, because the Commission left

( unresolved the appropriate mechanism for identifying the relationship between
volume and coverage at multiple subclass stops, the Postal Service has no

mechanism for predicting the change in the number of multiple subclass actual

stops in a five-day environment. In addition, the existing models, even if they

could be identified, were estimated on data collected more than fifteen years ago.

The Postal Service has determined that the most recent year for which stops data are
available is FY2007. Because of the sharp decline in volume between FY2007 and
FY2009, it would not be appropriate to directly use these data to calculate stop
coverage for the five-day analysis and some adjustment to update the data to FY2009
would be required.
2 See, Postal Rate Commission, Opinion and Recommended Decision, Docket No.
R94-1 at 111-33.
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In contrast, the Postal Service can provide some information on the predicted

pieces per delivery in a five day environment. That is because the relevant data

are currently available from the Carrier Cost System and the requested

calculation is more straightforward. The average pieces per delivery by day of

week can be calculated for both city and rural carriers by taking the annual

volume delivered by day of week and dividing that by the number of deliveries

multiplied by the number of delivery days. The relevant information is obtained

from the Carrier Cost System and is presented below.

FY2009 CCS Deliveries

Total City 87,670,966

Total Rural 39,704,212

CCCS FY09 Volumes and Delivery Days by Day of Week (volume in thousands)

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

19,781,925 16,843,058 16,952,286 16,634,199 17,873,229 15,895,008

47 52 53 50 52 51

FY09 Volumes and Delivery Days by Day of Week (volume in thousands)

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

9,951,178 8,266,923 8,152,509 7,953,006 8,419,537 7,782,013

47 52 53 50 52 51

All Mail

Delivery Days

RCCS

All Mail
Delivery Days
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This information is combined in the above formula to produce the average pieces

per delivery point per day by day of week. Note this includes both residential and

business delivery points.

City Average Pieces Per Delivery Point Per Day -- Six Day Delivery
MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

I 4.80 3.69 I 3.65 I 3.79 3.92 I
Rural Average Pieces Per Delivery Point Per Day -- Six Day Delivery

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

I ~ I 4.00 I 3.87 I 4.01 I 4.08 I 3.84

To calculate the average pieces per delivery point per day, an assumption must

( be made about the days to which Saturday’s volume will migrate. The actual

migration is unknown but solely for the purpose of illustrating the requested

calculation, this response makes the hypothetical assumption that that 50

percent of Saturday’s volume migrates to Monday, 25 percent migrates to Friday

and 12.5 percent migrates to Tuesday and Thursday.

City Average Pieces Per Delivery Point Per Day -- Five Day Delivery
MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

6.73 4.13 3.65 I 4.25 4.79 I 0.00

Rural Average Pieces Per Delivery Point Per Day -- Five Day Delivery
MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY

7.42 I 4.48 3.87 4.50 5.02 I 0.00
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e.i. The question asserts that the load time task is nearly 100 percent variable with

volume. However, my review of the historical record would indicate that this

assertion would appear to be inaccurate, based upon the Commission’s own

work. When the Commission estimated its own load time function, it found the

estimated variability to far below 100 percent:3

The overall variability for elemental load time that we
calculate from the Commission’s unrestricted models is 59
percent.

As it turns out, load time would appear to have a relatively low variability. Such a

low variability implies that total load time rises much less proportionately than

volume and is evidence of material economies of density in delivery. Load time

therefore would appear to provide an excellent example, in general, of how

economies of density arise in a nonlinear context. For example, because pieces

can be “bundled” for delivery into a mailbox, the additional variable labor time

required to deliver an additional piece likely falls as the number of pieces put into

the box rises.

~ See, Postal Rate Commission, Opinion and Recommended Decision, Docket

No. R90-1 at 111-85.
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eli. Yes. There is reason to believe that the cost per piece for loading mail

into the receptacle would fall as the number of pieces per delivery

increases. This would be a source of productivity increase in the street

time function and would be one reason why the additional variable time on

other days of the week might not rise as much as the variable time falls on

Saturday.

C.
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6. The response to CHIR No. 5, question 12 states that aggregate city carrier
delivery cost functions of Cobb-Douglas form and that other more flexible
specifications are candidates for future econometric investigation of cost
impacts from moving to five-day delivery. The response centers around
the construction of aggregate cost models where the frequency of delivery
over specified time periods (weekly) enters as a separate explanatory
variable. However, the Commission is still left with the present task of
evaluating city carrier savings without resort to future data that might
provide a more definitive resolution to this issue.

Therefore, as another alternative to other cost impact approaches
presented by the Commission in previous questions, please consider the
following approach that would use daily cost and volume data in
estimating cost savings for an entire year. The data to be used, posed in
this alternative, is available in the FY 2009 DOIS database that was filed
with the Commission as USPS-LR-2010-1/6 and in response to CHIR
No. 3, question 10.

Consider total delivery costs for some week ito be the sum of daily
delivery costs for that week. Cost for any day tin week i is specified as a

K function of delivery volume and possible deliveries for that particular day.
•Therefore, the delivery cost for that day can be shown as c(v~t, PD1t) and
the total cost for week i is C1 = z c(v~t, PD1J, where t = 1,2 T~. Because
of holidays, T~ (the number of delivery days for any week i) is variable.
Indexing Saturday as t = 1, Monday as t = 2, and so on, the Saturday cost
saving for any week i is c11 = c(v1i, PD11), where cM is revealed from the
data. A first order approximation for the cost increase (the offset) from
diverting Saturday volume for delivery on other days can then be shown
as S TMit = I (3c(v~~, PDjt)/avjt)*Avjt, subject to the no volume loss constraint

= 5 Avjt where t = 2 T1. The constraint states that the sum of the new
volume increments on each of the non-Saturday delivery days 5 Av~~ must
sum to the original Saturday volume vii. Therefore, net city carrier delivery
savings for week i can be approximated by summing the known Saturday
savings less the approximated offset:

AC~ = cii - I (3c(v~~, PD1t)IavjO*Avit. (1)
From the daily cost function, the volume variability for each

delivery day in week i can be specified as: W1t = (3c(v~t, PDij/3v1t)vijc~.
Therefore substituting in (1) yields AC1 ci~ - S VVt*(ct/vO*Avtor:

AC1 = cM — I Wit*cit*(vii/viO*Avit/vil, (2)
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where 1 = ~ Av11Iv~ from the no volume loss constraint. Now
suppose volume variability is a constant value VV. Then (2) can be
expressed as:

AC1 c~i - VV*[Z cjt*(vj~/vjt)*Avit/vI1]. (3)
It follows that if W is known, and daily volume and cost values are

revealed from the data, then AC1 can be approximated given any
distribution of Saturday volumes among the remaining delivery days (the
individual Av~~ values).

To illustrate, if all Saturday volume is assumed to be delivered on a
non-holiday Monday, then Av12 = ~ and (3) simplifies to ACj = c11 -

VV*c12*vii/v12 = c~i*(1 - VV*(cI2Icjl)*vjl/v12). If volumes and possible
deliveries on the two days are the same, then so are costs and therefore
AC~ = cji*(1 — VV) = c~2*(1 — VV). However, with Saturday volume less
than Monday volume, (cj2/cii)*vii/v~ < I can be expected in general
(because of concavity in the cost function), and therefore the cost
decrement is greater than if volumes are equal on both days.

Please comment on the usefulness of the above approach, or any
extension/modification to the approach that could be added, for estimating
cost savings for each week, using system level known daily volumes and
costs by week for an entire year using FY 2009 DOIS data. In your

( comments, please identify the various distributions of Saturday volumes
for delivery on other days useful for evaluation to establish a range of
possible cost savings.

Question 6 Response:

Initially, I would note that the Commission already has a powerful and flexible tool for

evaluating city carrier savings without resort to future data, namely the cost model

described in my testimony and submitted in Library Reference USPS-LR-N2010-1/6.

That model isnot only consistent with Commission-approved methods of attributing

costs for both city and rural carries, but is also consistent with a wide range of

assumptions about “absorption rates,” wage rates, volume variabilities, transfers of



912

Response of Postal Service Witness Michael D. Bradley
To Chairman’s Information Request No. 7

hours from Saturday to other days, and the operational structure in a five-day

environment.

As I understand the approach proposed in the question, it would estimate the city carrier

cost savings from moving to five-day delivery by calculating the additional cost saved by

using a day-specific “drive?’ variability. That is, it would require estimation of the

elasticity of daily hours with respect to daily delivered volume using time series data,

and then application of the estimated daily variability to the calculation of daily and

ultimately annual cost savings. Moreover, the question seeks guidance on implementing

the proposed approach using FY2009 DOIS data.

C
In this response, I assist the Commission by attempting to implement the proposed

approach using FY2009 DOIS data. Before doing so, however, I would reiterate my

concerns with such an approach, as expressed in my response to Question 9 of

Chairman’s Information Request 6. I will also demonstrate the flexibility of the cost

model put forth in my testimony, showing how the results of the proposed new “volume

variability” approach can be incorporated into that model.

To estimate cost savings using the proposed new “volume variability” approach, one

must move away from the purely theoretical and begin making the structure

computational. The first step in making it computational is recognizing that the cost
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savings from moving to five-day delivery are necessarily the difference between what is

saved on Saturday and what additional costs are incurred on other days of the week.4

To derive a computational formula, one starts with the definition of Saturday costs as

the product of Saturday hours (H5) and the relevant wage (w):

Costs wH5

The cost savings are the difference between this saved cost and any additional cost

incurred on other days:

Cost Saving = wH5 - ~LC1. = w H8 - ZAWH

The proposed approach suggests approximating the additional costs on the other days

by using the derivative of costs with respect to volume. Given that wages are not

affected by daily volume changes, this amounts to using the derivative of hours with

respect to volume.5 The proposed approximation is thus:

ZAWH - w ZAH1 = w Z (8H~I8vj) *Av

Furthermore, as suggested in the question, this approximation can be transformed by

using the formula for the daily “volume variability” or the daily elasticity of cost with

respect to volume (E). Thus if:

~ The proposed approach is silent on how to handle the remaining delivery of
Express Mail on Saturday in the “volume variability” approach so I also ignore this issue
in my response. In addition, it does not address how to handle indirect costs, so I also
ignore that issue in my response.

I note that this assumption is relaxed in my cost model and the user can employ
whatever wage he or she thinks is appropriate.
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= dH/8v~ (v1 I H~)

Then:

= wZcHjAv1/v~.

Or,

Cost Saving = wHs - WIEHi Av~ I v~.

The next step is to come up with estimates of E, one for street time and one for office

time based upon FY2009 DOIS data. To do this one can make use of the fact that the

current proposal is quite similar to the one put forth by the Commission in ChIR No. 3,

Question 9. There, the Commission proposed that:

The city carrier cost savings from eliminating a delivery day
can be approximated as the product of average daily carrier
costs and one less the volume variability measured at
average daily volume.

This discussion is just a verbal version of the final cost savings equation proposed in

this question: AC~ = cii*(1 — VV) = c12*(1 — W). Therefore to obtain estimates of the

relevant elasticities, one can use the elasticities estimated on FY2009 DOIS data that

were supplied in response to that question:
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Elasticity of Daily Hours with Respect to Daily
Volume, FY2009

Quadratic Model Translog Model

47.4% 48.3%

13.0% 13.6%

The next step is to estimate the percentage changes in daily volumes. The

redistribution of Saturday volumes to other days is, of course, unknown, so I follow what

is proposed in the question and assume that all Saturday volume is delivered on a non-

holiday Monday, although one can employ the above formula for any assumed

redistribution of Saturday volume. The relevant average non-holiday daily volumes from

the FY2009 DOIS data set are reproduced below:

Mon 422,724,459

Tue 340,862,663

Wed 334,142,559

Thu 328,998,505

Fri 341,366,365

Sat 324,018,050

Office

Street

C
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Under the assumption that all of Saturday’s volume is moving to Monday, the

percentage increase in volume on Monday is given by 324,018,050/422,724,459 =

76.65 percent. This means the additional street hours on Monday would be 76.65% *

13% = 9.97 percent and the additional office hours would be 76.65% * 474% = 36.3

percent. In other words, this volume variability approach predicts a 9.97 percent

increase in Monday’s street time and a 36.3 percent increase in Monday’s office time.

Office Hours Street Hours
Mon 363,489 933,872
Tue 330,014 908,370
Wed 331,313 920,062
Thu 324,000 890,894
Fri 332,426 901,802
Sat 323,431 855,548

Given the average non-holiday Monday office and street hours, one can compute the

increase in Monday hours implied by the volume variability approach. That increase in

office time is given by the product of the percentage increase in Monday office time and

the average office hours on non-holiday Monday, or 36.3% * 363,489 = 132,063. The

increase for street time is calculated in a similar way and is 9.97% * 933,872 = 93,056.

To identify the total cost savings, one can identify what percentage of Saturday’s hours

is made up of the increase in Monday’s hours. For street time, the percentage of

Saturday’s hours that will be added to Monday for the office is (1 32,063/323,431) or

40.8 percent. For the street, the percentage of hours that will be added to Monday is

C
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(93,056/855,548) or 10.9 percent. These percentages can then be plugged in to the

cost model submitted with my testimony to calculate the overall direct carrier savings

and indirect carrier savings. This is done in the attached spreadsheet entitled,

ChIR.7.Q.6.VVApproach.xlsx. That spreadsheet shows that this proposed new volume

variability approach yields direct city carrier cost savings of $2.1 billion and this turns out

to be close the estimated cost savings using the Postal Service’s operations analysis

which yields a direct city carrier cost saving of $1.9 billion. Also, when the direct city

carrier cost is combined with rural carrier and indirect cost savings, it yields an overall

carrier savings of $2.9 billion. Interestingly, this is quite close the overall carrier savings

from moving to five day delivery found by applying the Commission’s USC methodology

( (as presented in its Annual Report) to FY2009 costs, which is approximately $2.8 billion.
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5. Please refer to CHIR No. 5, question 10 where the system-wide delivery cost
function of the form C(V, N, Z)*k = C(V*k, N*k, Z) is described. This function shows that
system-wide delivery costs vary in the same proportion as volume, V, and delivery
frequency N. The proportionality factor in the expression is K. Thus if volume and
delivery frequency both increase by 20 percent (k = 1.2), then according to this
formulation, total delivery costs would also increase by the same percent. Notice that if
both sides are differentiated by the proportionality factor k, then one obtains C =
(ÔC/BV)*V + (ÔC/SN)*N and dividing by C yields I = (ÔC/ÔV)*V/C + (3C/3N)*N/C. The
last expression shows that the sum of the volume variability (3CISV)*VIC and the
delivery frequency variability (ÔC/ON)*N/C is one. Therefore the delivery frequency
variability is one less the volume variability or:

(SC/ÔN)*N/C = I - (8C/8V)*V/C. (1)
Notice that a first order estimate of the cost impact following a change in delivery
frequency can be shown as AC (3C/aN)*AN. Using (1), this can be restated as AC =

C*(1 - (SC/3V)*VIC)*AN/N, or
AC = (C - WC)*AN/N, (2)

where system level volume variable cost, WC, equals (8C/aV)*V. In this last form, the
cost savings estimate from changing the delivery frequency by the fraction, AN/N, is
equal to the product of institutional costs, C — WC, and this fraction. Please also refer
to the delivery cost function C = N*9*D + a(Z)*VtN~, described in the response to
CHIR No. 5, question 12.
a. Please confirm that this function exhibits the proportionality assumption

described above. If not, please explain.
b. If you confirm a., please confirm that if t = 1, the function is linear and therefore

the estimate provided by (2), using this function, is exact. If not, please explain.
c. If you confirm a., please confirm that if 0 < s < 1, the function is non-linear

(exhibiting declining marginal costs with respect to volume), and therefore the
estimate provided by (2), using this function, is a strict approximation. If not,
please explain.

Question 5 Response:

a. In working through the mathematical conditions, it became apparent that the

ability to confirm depends upon the nature of the unspecified a(Z) term. If that

term is independent of changes in both volume and delivery days, then the

assumption of proportionality will hold. Specifically, proportionality requires
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BZ/ÔV = OZ/ON = 0. This would occur, for example, if a(Z) were a constant. If

a(Z) is not independent of changes in both volume and delivery days, in this

sense, then proportionality will not hold. With the condition, it is easy to prove

proportionality using the total derivative of the function:

dC — [~D + (1— ~V’W~]dM 4 [~(z)V~-r9) dv + [i’91~d(Z)]dZ

Using the above condition and dividing by C yields:

C — ~ + (1— ~) v9r~7] ~
EN~2+ ~~)Y~N~1 + [W@D + ~(~)v~N~-q

This can be conveniently rewritten as:

( 4U .ç[~?s~ 4(1 — i)(ct(z)rt-~3]1 di? ç [~W)v’it~)] ~
t rNa+~cz,v~xn-,]

Proportionality requires:

LW dV
— S—
A1 V

So:

dQ ([Nec + (1— ~){~(~)r&~) + ~(~r~’~fl dJ?
——

~ [fl&’ + a(~)V~N~j I?

But the term in brackets equals one.
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b. Subject to the condition articulated in the answer to part a., use of the first

derivative would be exact.

c. First, note that the approximation can be simplified by noting that (C-WC)/N =

aC/BN, so the approximation is just dC = (SC/ÔN) dN. In other words, the

approximate change in cost is just the “marginal cost with respect to delivery

days” times the change in delivery days. The applicability of the approximation

thus depends upon the applicability of the assumptions of marginal analysis and

the accuracy of first order approximation.
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6. Consider the quadratic function C = N*8*D + a(z)*V + b(z)*V2/N where b(z) ≠ 0.
Please confirm that this function also exhibits the described proportionality
properties and can therefore be used to provide a first order approximation to
cost savings according to (2), identified in question 5, above. If not, please
explain.

Question 6 Response:

Subject to the caveats expressed in the response to question 5 of this Information

Request, both proportionality and the first order approximation would hold for this

particular function. However, I would note that this is not the standard quadratic

function that has been used to estimate carrier cost equations. If a partial quadratic

equation were to be specified then the typical quadratic equation would be given by:

C = N*~*D + a(z)*V ÷ b(z)*V2, for which proportionality does not hold. More generally,

the full quadratic would be given by:

C = Va + Vi ND + V2 (ND)2 + y3V + y4V2 + y~ NDV. Proportionality does not hold for this

function either.

Finally, I would caution that the specific function “can therefore be used to provide a first

order approximation to cost savings “only if the assumed proportionality holds in reality

and not just as an assumption.
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7. Please confirm that any linear or non-linear function exhibiting the described
proportionality properties can be used to provide a first order estimate of cost
savings according to (2), identified in question 5, above. If you cannot confirm,
please provide and describe a counter-example with the described
proportionality properties showing that the first order estimate given by (2)
does not apply.

Question 7 Response;

In thinking about generalizing the condition, it occurred to me that at least one

additional restriction is required on the function. Specifically, not only must one

impose the proportionality restriction, but also one must impose that it holds for

the entire range of the function. For example consider the following restricted

translog cost function:

InC — + ~ ,~(~)a+ ç4tn~ ~t(J)
One can demonstrate that proportionality holds at the mean values for both

volume and delivery days by taking the total derivative of the function in log

space:

+ (t—fftjdJnN

Also, in the area of the means the approximation holds:

wc=
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so:

C— wu =(i—~)c

and:

dC

However as soon as one applies this to an actual discrete change in delivery days, one

is no longer at the means so the total derivative becomes:

dtnC — [4+ ~c~tN_hjdaV+[(1—)+2M~lN—tnK)NbN

This indicates the approximation no longer holds.
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1 CHAIRMAN GOLDWAY: Is there any additional

2 written cross examination for Witness Bradley?

3 Well, this brings us to oral cross-

4 examination. Three parties have requested oral cross

5 examination: the Greeting Cards Association; the

6 National Association of Letter Carriers, AFL-CIO, and

7 the Public Representative.

8 Is there any other party that wishes to

9 cross-examine Witness Bradley?

10 If not, Mr. Stover, general counsel of GSA,

11 please identify yourself and begin.

12 MR. STOVER: Thank you, Madam Chairman. I

13 am David Stover representing the Greeting Card

14 Association.

15 CROSS-EXAMINATION

16 BY MR. STOVER:

17 Q Good morning, Dr. Bradley.

18 A Good morning, sir.

19 Q Let me begin with your answer to one of the

20 interrogatories, GCA-USPS-T6-14.

21 A I have it. I have it.

22 Q In that response you provided two papers

23 dealing with the estimation of the cost effects of

24 eliminating Saturday delivery; one was a Frontier

25 Economic study and one was a paper from the

Heritage Reporting Corporation
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N Commission’s Universal Service Report a few years ago.

2 Now, in your answer you describe these as a

3 result of the literature review. Am I right in

4 thinking, partly on the basis of an earlier answer of

S yours, that this was not a literature review that you

6 conducted as part of developing or using your methods

7 in this case, but one you did subsequently possibly to

8 respond to our questions?

9 A No, that’s not correct. I meant my answer

10 to suggest I did a literature review in the process of

11 preparing my testimony.

12 Q Okay, thank you.

13 In the process of what I will continue to

14 call developing and using your method of including in

15 the preparation of your testimony, did you give active

16 consideration to these cost effects on any of the

17 foreign posts discussed from eliminating Saturday

18 delivery?

19 A I’m sorry. I don’t understand the question.

20 Q Some of the material in the two papers

21 discusses the cost effects as found by investigations

22 conducted by or for certain foreign posts of

23 eliminating Saturday delivery.

24 Maybe I would be better to ask that having

25 read that material did what you read influence your

Heritage Reporting Corporation
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1 development of your method or the way you used it or

2 the proposition you advance in your testimony?

3 A I think not. I had read literature on this

4 issue before, the previous work I had done, and there

5 wasn’t anything that I read in those two documents

6 that I found particularly illuminating or changed my

7 mind.

8 Q I see. Thank you.

9 Well, just on detail actually, and I’m

10 thinking now of the Frontier Economics Bulletin Study,

11 as I understand that the authors say that for royal

12 mail the same cost avoidance that could have been

4 13 generated by eliminating delivery on Saturdays in
14 Britain could also have been generated by a, I think,

15 a four-year course of productivity improvements at 1

16 percent per year, and I was wondering if at anytime in

17 your development or using your method or preparing

18 your testimony you estimated the increase in IJSPS

19 productivity that would be required to generate the

20 same cost savings as the five-day delivery proposal?

21 A I did not.

22 Q Okay, thank you.

23 Let’s go to another interrogatory now. This

24 one is T6-9B for “bear”. This is a GCA interrogatory.

25 I’m sorry.

Heritage Reporting Corporation
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1 A Ihaveit.

2 Q We asked you there if you would agree that

3 in the hypothetical competitive market for postal

4 output and inputs Postal Service capacity would have

5 to adjust more fully to volume declines than it has

6 done, and you said that wasn’t necessarily true since

7 in economic downturns firm sometimes, I think the

S phrase you used was overcapacity, and at least one

9 determinant of whether they do that would be the costs

10 of adjusting capacity versus the cost of keeping it on

11 stream. Is that a fair summary of what you told us?

12 A Yes.

13 Q Now that response as I read it seems to

14 relate particularly with all the downturns of volume

15 declines due to an economic downturns like the one we

16 are in the middle of now. Would you say the same

17 thing, do you think, about a volume decline that was

18 due to increase in use by the public of a substitute

19 for the firm’s product?

20 A I’m assuming that this would be a permanent

21 substitution.

22 Q Well, let’s proceed on assumption for the

23 moment.

24 A If a firm analyzes the reason for the

25 decline in demand for his product, and if in that
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1 analysis it determines that the decline is secular or

2 long term, then there would be more incentive for the

3 firm to make permanent reductions in its capacity. So

4 to the extent the firm feels that the decline -- the

5 volume is not going to come back. In that instance

6 there would still be -- there would be more of an

7 incentive for them to reduce their capacity.

8 However, we have seen in cases where firms

9 are -- when we look at it after the fact are slow to

10 reduce that because it’s hard sometimes to make that

11 determination.

12 Q But let’s look at a hypothetical firm which

13 has already, maybe it’s evidenced by public statements

14 or other policy choices has pretty much made up its

15 mind that a certain category of volume loss is lost

16 for good.

17 A Uh-huh.

18 Q Would you expect the firm and its planning

19 from that point on to concentrate on reduction in

20 capacity, at least as far as it was relevant to that

21 particular product or business line?

22 A I don’t know if they would concentrate on it

23 but I certainly think it would be an important part of

24 the business plan.

25 Q Thank you. Now, I want now, if I may, to go

Heritage Reporting Corporation
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1 to an interrogatory which was redirected from you to

2 the Postal Service for an institutional answer. This

3 is No. GCA-T6-lS, and somewhere in the letter on my

4 desk here I have a copy of the relevant page, pages.

5 THE WITNESS: Okay, thank you.

6 CHAIRMAN GOLDWAY: Could you repeat the

7 number again, please?

8 MR. STOVER: The number is GCA/USPS-T6-15.

9 I apologize, Madam Chairman, for not having

10 collated these ahead of time. I think it’s just two

11 pages.

12 (Pause.)

13 CHAIRMAN GOLDWAY: I have it. I have got it

14 here.

15 (Pause.)

16 CHAIRMAN GOLDWAY: Thank you.

17 BY MR. STOVER:

18 Q The sentence, Dr. Bradley, that I’m

19 concerned with reads as follows: “The Postal

20 Service’s testimony in this docket addressed full-up

21 city delivery savings after any transition period

22 which is how the Postal Service evaluates capital

23 projects.”

24 A Iseeit.

25 Q See that in context.

Heritage Reporting Corporation
(202) 628-4888



930

1 Now, am I right that you’re familiar with

2 the way the Postal Service does evaluate capital

3 projects?

4 A lamnot.

S Q Are you familiar with any general business

6 practices outside the Postal Service for evaluation of

7 capital projects?

8 A Some, yes.

9 Q Did that acquaintance lead you to think that

10 it’s common practice in that exercise to measure the

11 project or the -- I should say the investment of the

12 project against a specified rate of return, what I

13 think is sometimes called a hurtle ring in deciding

14 whether to go ahead with the project?

15 A I’m sorry. Did you say does this sentence

16 address --

17 Q No, I am taking leave of the Postal Service

18 and I am talking now about general business practice

19 in the economy at large if there is a general business

20 practice of this kind, and my question is whether it’s

21 common in evaluating a capital project and deciding

22 whether to go on it to compare the -- to measure the

23 investment cost of the project and the benefits from

24 the project against a prespecified rate of return, and

25 I think sometimes the term “hurtle rate” is used.
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1 A I believe that there are or have been firms

2 that have used that method.

3 Q Okay. Do you know whether in the case of a

4 firm that does use that method -- well, I will

5 continue to call it the hurtle rate, if I may -- would

6 normally or commonly include a component for risk? In

7 other words the risk that the project might have a

8 cost overrun or that it might not produce all the

9 benefits anticipated from it?

10 A Well, it’s difficult to say. I mean,

11 sometimes what I think of as the hurtle rate would be

12 actually the external cost of funds to the firm, so

13 what the firm does is they will project this -- say

* 14 it’s a capital investment project. They will project

15 their expected additional sales, they will project

16 revenues, they will project fixed and variable costs,

17 whatever costs are associated with that, and from that

18 project a profit stream, and then they would discount

19 that profit stream back and look at what some would

20 call the internal rate of return for the project.

21 They then might compare that internal rate

22 of return with what we call the hurtle or the external

23 rate which would be their, potentially their

24 opportunity cost of funds. Then they would compare

25 those two.

Heritage Reporting Corporation
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1 Now, at that point often the decisionmakers

2 will inject a subjective evaluation of risk because

.3 risk is something which is often difficult to

4 quantify, and so inevitably the decisionmakers are

S going to have to make that decision partly viscerally,

6 and so I think a lot of times what they will do is you

7 will do the numerical analysis, but at the end of that

8 use your judgment in terms of risk of those forecasts

9 coming true.

10 Q So even if it’s not reflected in a concrete

11 number there, it’s not unlikely to be some sort of

12 adjustment made to the -- quite possibly an ex-post

13 adjustment made to account for what managers perceive

14 as the risk of failure.

15 A I’m not so sure that it’s actually an

16 adjustment to the numbers, but rather it’s part of the

17 decisionmaking process that decisionmakers use.

18 Q Okay. It becomes a factor in the decision,

19 not an adjustment to the numbers?

20 A I think that’s fair.

21 Q Okay, fair enough.

22 Do you know in the process of developing the

23 five-day delivery project whether the Postal Service

24 made a risk adjustment of the kind we’ve been talking

25 about?

Heritage Reporting Corporation
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1 A I do not know.

2 Q Thank you.

3 Now let’s go to another GCA interrogatory.

4 This is No. T6-16.

S A Ihaveit.

6 Q In that one, Dr. Bradley, you provided a

7 table showing the various -- the percentage of various

8 types of groups eliminated by the Postal Service’s

9 capacity reduction that was related to volume declines

lb I think you said in PY-2008 and FY-2009?

11 A Yes, it was FY-2008 and ‘9, that’s correct.

12 Q Can you give us an idea of what remaining

13 excess capacity, that is, after those reductions,

14 there would still be, there is still in those types of

15 group?

16 A No.

17 Q Okay, thank you.

18 Let’s stay with No. 16. This time go on to

19 Part B for “bear”.

20 A I have it.

21 Q You stated there that you didn’t have to

22 distinguish and didn’t distinguish between long-run

23 and short-run causes of the volume decline that you

24 referred to in your testimony?

25 A Are we still on 16?
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1 Q I think we are, yes.

2 A Oh, I’m sorry. I was looking at C. I

3 apologize.

4 Q No, it’s Part B.

5 A Part B. I’m sorry. And you said “bear”, so

6 I do apologize. Thank you. My fault.

7 Correct. And you question to me?

8 Q I don’t think we have to got to Part “Cow”

9 today.

10 A Okay. Your question to me was?

11 Q You said that you did not have to, and

12 presumably did not distinguish between short-term and

13 long-term causes of the volume decline that you

14 mentioned in your testimony.

15 A That’s correct.

16 Q Would it be fair to say that you did not

17 have to, and again presumably did not draw that

18 distinction anywhere in the process of developing and

19 using your method and preparing your testimony?

20 A I did not use the distinction between short

21 and long run.

22 Q And long run causes a volume decline, that’s

23 right, that is what I was asking, yes.

24 Speaking simply as an expert economist and

25 without any particular reference to the mailing
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1 industry, would you tend to describe a recession like

2 the present one as a short-run cause of volume loss?

3 A I have to first react to your question

4 because I believe you said “speaking simply as an

5 expert economist”, and many people wouldn’t agree

6 those words all go in one sentence.

7 But indeed we typically think about

S recessions as being what I would call as an expert a

9 cyclical decline in economic activity, one that would

10 be of duration equal to the length of the cycle.

11 Q Now by cyclical do you mean that a decline

12 in volume such as we have been experiencing, or is

( 13 expected to turn around at some point and the volume
14 to increase again?

15 A If I could qualify that to say in sort of

16 every day terms, yes. In reality, there are types of

17 declines that will occur into sessions that can be

18 permanent, and economists have been doing a lot of

19 work in the last 15 or 20 years, myself included,

20 trying to find out if there are parts of permanent

21 components, but I would certainly agree that a common

22 understanding we hope and would expect an economy to

23 recover to a previous peak of economic activity.

24 Q At some point in history in a recession the

25 decline in the buggy whip industry might turn out to

Heritage Reporting Corporation
(202) 628-4888



936

1 be permanent.

2 A Correct. Exactly correct.

3 Q Let’s turn now to a response you gave to GCA

4 T6-13, and that was the one where -- excuse me.

5 A Ihaveit.

6 Q We asked you there why adding delivery

7 points to the delivery system would increase costs if

8 there is excess capacity, and you gave us some

9 examples of how that could happen. I think they

10 mostly turned on relatively local conditions like the

11 part of the country where there happened to be no

12 excess capacity, but there was still delivery point

13 growth and cases like that.

14 But I would like for a moment to look at the

15 more global phenomenon, and first let me ask you, in

16 using FY-2009 costs as the foundation of your work

17 were you also using FY-2009 delivery point census,

18 count of delivery points in 2009?

19 A I don’t believe I needed delivery points.

20 Q In any of the analyses you did, but would

21 that be a reasonable procedure if someone asked you,

22 Dr. Bradley, how many delivery points were there in

23 your base year, you would say, well, look at the

24 numbers for 2009?

25 A (Nonverbal response.)
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1 Q Okay. So if you didn’t need to look at the

2 delivery point census as I’ll call it, then you may

3 not have formed a judgment as to how it compared with

4 previous years. So I’m going to take a page from the

S Postal Service’s 2009 Form 10(k) and I will make this

6 a cross-examination exhibit, I think, although it’s

7 just one page.

8 Madam Chairman, with your permission I would

9 like to offer this as GCA-Bradley Exhibit XE-i.

10 CHAIRMAN GOLDWAY: That’s fine.

11 (The document referred to was

12 marked for identification as

4 13 GCA-Bradley Exhibit No. XE

14 1.)

15 BY MR. STOVER:

16 Q Now, Dr. Bradley, could you take a look at

17 the very bottom line of the table on that page.

18 A Iseeit.

19 Q And you will see, I think that there is an

20 essentially mono-tonic decline in new delivery points

21 from the right-hand side of the table, which is the

22 change from 2005 to 2006 where it’s slightly over 2

23 million new ones, change in 2008 to 2009 was about

24 923,000 and some.

25 Do you think that it is likely that the
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1 recession is the cause or an important cause of at

2 least part of that decline?

3 A I have no idea.

4 Q One more question, and this doesn’t relate

S to any particular interrogatory but it’s suggested

6 fairly by some of the things we have been talking

7 about.

S Sometimes in Postal Regulatory Commission

9 and even more in Postal Rate Commission practice

10 issues have been evaluated by taking a base year, the

11 last year of actual data, and rolling forward to a

12 period representing, one hopes, the near-term future.

13 My question is whether to your knowledge the procedure

14 of that kind was considered by the Postal Service in

15 deciding how to come over to the Commission and

16 present a picture or a set of arguments and

17 demonstrations in favor of the five-day proposal?

18 A I wasn’t at that level of decisionmaking so

19 I wouldn’t be able to answer that question.

20 Q But you don’t hear on the grape vine or

21 anything that they had thought about doing that?

22 A To do a roll forward?

23 Q Yes.

24 A I certainly think as part of the whole

25 process of figuring out how to do a case I am sure it
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1 was considered it but I wasn’t part of a roll forward.

2 MR. STOVER: Okay. Thank you.

3 Madam Chairman, I think that’s all we have

4 at this time. Thank you very much, and thank you, Dr.

5 Bradley.

6 MR. BRADLEY; You’re welcome.

7 CHAIRMAN GOLOWAY: Thank you. Then we’ll go

8 to Mr. DeChiara and the National Association of Letter

9 Carriers.

10 MR. DECHIARA: Thank you, Madam Chairman.

11 Peter DeChiara from the law firm of Cohen Weiss and

12 Simon LLP representing the National Association of

13 Letter Carriers AFL-CIO. Good morning, Dr. Bradley.

14 MR. BRADLEY: Good morning.

15 MR. DECHIARA: Madam Chairman, I have a

16 couple of documents I’d like to use as exhibits in my

17 cross-examination. May I pass them out?

18 CHAIRMAN GOLOWAY: Certainly.

19 MR. DECHIARA: Thank you.

20 CROSS - EXAMINATION

21 BY MR. DECHIARà:

22 Q Professor Bradley, if I could direct you to

23 page 5 of your testimony, in particular, the paragraph

24 that begins under the heading C on line 12.

25 A Got it.
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1 Q Let me just read that paragraph. It says

2 “Estimating the cost savings associated with

3 eliminating Saturday delivery is not a direct cost

4 measurement. Because that environment does not yet

S exist, no data exists for directly measuring costs in

6 a five day delivery environment. This means that

7 estimation of the cost savings is necessarily a

8 forward looking exercise that requires anticipation of

9 changes in operation.” Is it fair to say based on

10 that paragraph that because the five day delivery

11 environment does not exist that no one knows for sure

12 what the cost savings would be from eliminating

13 Saturday delivery?

14 A I think that’s safe to say.

15 Q And is it safe to say that reasonable people

16 could differ as to the estimation of the savings that

17 would be realized by the elimination of Saturday

18 delivery?

19 A Yes.

20 Q Let me turn your attention now to page 2 of

21 your testimony. You refer, beginning in line 9, to

22 work that was done on behalf of the Commission by a

23 group of consultants assembled by the School of Public

24 Policy at George Mason University. Do you see that?

25 A Ido.
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1 Q And then on the next page, page 3 of your

2 testimony, line 10, there’s a reference to $2.5

3 billion. Is that $2.5 billion the amount of savings

4 that the George Mason University group estimated would

5 be realized by eliminating Saturday delivery?

6 A It’s a ballpark figure. In writing this,

7 I’m not sure I actually went back to the document and

8 pulled it. It was more to give the idea of a ballpark

9 figure.

10 (The document referred to was

11 marked for identification as

12 NALC Cross-Examination

13 Exhibit No. 12.)

14 BY MR. DECHIARA:

15 Q Okay. Well, let me refer you to the first

16 document in the packet of two documents that I just

17 passed out which is on the letterhead of George Mason

18 University, School of Public Policy. It’s entitled

19 study on Universal Postal service and the Postal

20 Monopoly, Appendix F, Section 3, Estimates of the

21 Current Cost of the ~iso in the U.S., by Robert H.

22 Cohen and Charles McBride. I’ll ask to have that

23 marked as NALC Cross-Examination Exhibit 12. Do you

24 see that document?

25 A I have it.

Heritage Reporting Corporation
(202) 628-4888



942
K

1 Q Okay. Is this the George Mason University

2 team study that you referred to in your testimony?

3 A Itis.

4 MR. ICOETTING: Madam Chairman, if I could

S just interject here at the moment. There is a

6 Commission rule that requires cross-examination

7 exhibits to be filed and served two days before the

8 hearing. I’m not going to try to stick a spoke in the

9 wheel here and stop things, but I would point out that

10 cross-examination exhibits are supposed to be made

11 available to the witness and counsel prior to the

12 hearing in order to facilitate the witness’

13 familiarity with and understanding of the material, so

14 I would like that perhaps we can keep that in mind as

15 we go forward through the hearings, that there is a

16 two day rule. We have seen a lot of cross-examination

17 exhibits and we haven’t seen any two day notices, so I

18 just mention that as a caution that, if necessary, I

19 may have to object, but so far, obviously, we’re not

20 having any problems.

21 MR. DECHIARA: Madam Chairman, I would take

22 issue with counsel’s remarks, but if he’s not

23 objecting, I won’t burden the record with responding.

24 CHAIRMAN GOLDWAY: Thank you. I think these

25 are simple enough documents. We can read them today.
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1 BY MR. DECHIARA:

2 Q If you could please turn to page 9 of Cross-

3 Examination Exhibit 12, there’s a chart, Table F3-2.

4 Do you see that chart on page 9?

5 A Ido.

6 Q Okay. And then on the chart under delivery

7 days per week, five, there’s a cost savings number of

8 $2.51 billion. Do you see that?

9 A Ido.

10 Q Is that where you got the $2.5 billion that

11 appears in your testimony?

12 A It was either here or there was also -- I

( 13 just recall reading a summary document somewhere that
14 may have had the $2.5 million number in, or $2.5

15 billion number in, but I suspect that this was the

16 original source.

17 Q Thank you. And that $2.5 billion is

18 obviously less than the $3.3 billion in gross savings

19 that the postal service is now estimating in this case

20 it will realize by ending Saturday delivery, correct?

21 A Actually, this number, I believe, is just

22 for carriers. My recollection is that this number is

23 just for city and rural carriers, whereas I believe

24 the postal service number you referred to was city

25 carriers, rural carriers, transportation, mail

Heritage Reporting Corporation
(202) 628-4888



944

1 processing and others.

2 Q Can you point out where in the George Mason

3 University document it says the $2.5 billion figure is

4 just for the items you mentioned?

5 A Where it says that?

6 Q Yes.

7 A Well, I would, maybe we’d go to page 7 where

8 it says rural and city carrier costs are modeled

9 differently. In page 6 it says table below, gives

10 rural and city delivery costs for FY 2000. Previous

11 researchers have demonstrated --

12 Q I’m sorry. Where are you reading?

13 A I’m sorry. Page 7, last paragraph.

14 Previous researchers have demonstrated that

15 considerable savings in fixed delivery costs could be

16 achieved by reducing the number of delivery days per

17 week, which obviously increases daily volume per

18 delivery point. So I think what they’ve estimated

19 there is the reduction in fixed delivery costs

20 associated with reducing delivery days by one to five,

21 two to four, or three to three.

22 Q And what is the postal service’s estimate of

23 fixed delivery cost savings in its current proposal?

24 A A fixed delivery cost savings?

25 Q In other words, doing an apples to apples
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1 comparison with --

2 A Yeah. Well, it’s 2009, but I think if you

3 would update it for 2009 it would be very close to

4 this number. In other words, the so-called fix, or

5 institutional portion of city and -- I think postal

6 service would be a little bit less than this. I think

7 postal service fixed delivery would be a little bit

8 less than this, but again, updated to 2009. You’d

9 have to update these to 2009 to make them comparable.

10 Q Are you familiar or do you know an economist

11 named Edward Pearsall?

12 A Yes.

13 Q Are you familiar with his work?

14 A Some of it.

15 Q As far as you know, is he a competent

16 economist?

17 A I’m not going there.

18 (The document referred to was

19 marked for identification as

20 NALC Cross-Examination

21 Exhibit No. 13.)

22 BY MR. DECHIARA:

23 Q Let me direct your attention to the second

24 document in the packet I distributed. I’ll ask to

25 have that marked as NALC Cross-Examination Exhibit 13.
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1 Let me represent to you that this is a version of a

2 paper that was presented by Edward Pearsall and

3 charles Trozzo at the 18th Annual conference on Postal

4 and Delivery Economics that took place in Finland this

5 past June. Were you at that conference?

6 A Iwasnot.

7 Q Are you familiar with this paper?

8 A lamnot.

9 Q Is the postal service’s estimate of the

10 savings that it would achieve by eliminating Saturday

11 delivery predicated on the assumption that there would

12 be no need to increase the number of city delivery

13 routes after Saturday delivery were ended?

N 14 A The estimate of cost savings is based upon

15 an assumption there would be no adjustment in city

16 routes as a result of moving to five day. That’s

17 correct.

18 Q Let me ask you to turn to page 17 of the

19 Pearsall and Trozzo paper that’s cross-Examination

20 Exhibit 13 and I’m going to read a couple sentences on

21 page 17. I’m reading from the first paragraph

22 following heading number five, the delivery network,

23 and starting in the middle of that paragraph with the

24 sentence that begins with even with. “Even with the

25 offsetting demand effects, reductions in the weekly
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1 frequency of deliveries can be expected to increase

2 the volumes that carriers are expected to deliver each

3 day on routes that are actually served.” Do you agree

4 that reducing the frequencies of --

5 A I can’t find that.

6 Q Okay.

7 A Where are we again?

8 Q We’re in the paper which is

9 A Page 17, right?

10 Q Right.

11 A Okay.

12 Q You see the heading the delivery network in

13 the fifth page?

14 A Gotit.

15 Q Okay. In that paragraph go down six lines.

16 There’s a sentence that begins in the middle of the

17 sixth line that begins even with.

18 A I got it. Thank you.

19 Q Okay. Let me just read it again. “Even

20 with the offsetting demand effects, reductions in the

21 weekly frequency of deliveries can be expected to

22 increase the volumes that carriers are expected to

23 deliver each day on routes that are actually served.”

24 I just want to ask you if you agree with that

25 sentence, that by reducing the frequency of delivery,
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1 that volume on other days would increase.

2 A Agreed.

3 Q And the next sentence in this paper says

4 “Therefore, USPS will be obliged to redesign its

S delivery network by shortening carrier routes and by

6 laying out more of them in order to preserve the

7 single carrier, single day standard.” Do you agree

8 with that sentence?

9 A No.

10 Q Okay. Do you agree that if -- well, let me

11 ask you, would you agree that it’s uncertain whether

12 if Saturday delivery were eliminated that there would

13 be a need to increase the number of carrier routes and

N 14 that reasonable experts could differ on that issue?

15 A I would certainly concede that we don’t know

16 the future and so it is uncertain what will ultimately

17 happen if, and when, postal service goes to five day

18 delivery. I’m not as convinced that operational

19 experts who have thought about this would necessarily

20 disagree or not. I don’t know that that’s true. I

21 mean, I don’t necessarily think of these two people,

22 and they may be, but I don’t think of these people as

23 operational experts. I don’t know them personally,

24 but I don’t know them to be, have any experience with

25 postal operations at all.
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1 Q Do you know them to be economists?

2 A I don’t -- I’m not familiar with Mr. Trozzo

3 at all. I am familiar with Ted’s work. He’s an

4 econometrician, I believe.

5 Q By Ted, you mean?

6 A Mr. Pearsall. Excuse me.

7 Q Mr. Pearsall. He’s an economist?

8 A Econometrician, I believe.

9 Q Okay. And he specializes in postal

10 economics?

11 A He does some. I wouldn’t force him to be a

12 specialist in it, but he does, he definitely does it.

( 13 Yeah.
14 Q Okay. Well, whether or not reasonable

15 people or reasonable experts would differ on this

16 issue, would you agree that if ending Saturday

17 delivery caused the postal service to have to increase

18 a number of routes and thereby have more letter

19 carriers working those additional routes that the

20 savings estimate that the postal service now has would

21 be reduced?

22 A It’s not clear. It depends upon the -- when

23 I read this sentence here it’s talking about

24 shortening routes and so it would obviously depend

25 upon things about how much time was on the new routes,
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1 how much time was on the old routes. So I don’t think

2 it’s that simple that you can make a definitive answer

3 without actually doing, you know, a study of it.

4 Q. Okay. Well, there may be complexities, but

5 just generally speaking, would you agree that if the

6 postal service had to increase the number of routes,

7 it would save less?

8 A No.

9 Q Let me now turn your attention to page 16 of

10 your testimony.

11 A I have it.

12 Q Okay. I’d like to refer you to the middle

13 paragraph beginning on line 10 of page 16. It says

14 “In other words, transferring delivery of current

is saturday volume to other days of the week will not

16 cause a transfer of much of this time to those days.

17 This is for two reasons. First, despite efforts to

18 reduce the number of routes and save delivery costs,

19 the reduction of volume has outstripped the reduction

20 in street time capacity and there is available

21 capacity on the street.” Do you see that language?

22 A Iseeit.

23 Q What’s the basis for your assertion that

24 there is available capacity on the street?

25 A As you’ll see in both the previous
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1 paragraph, or no, actually, two sentences later I have

2 a citation to witness Granholm’s testimony, and it is

3 operational experts of the postal service that

4 provided me with that information.

5 Q Okay. So in this assertion that there’s

6 available capacity on the street, in your testimony

7 you’re relying on what you were told by the

8 operational people?

9 A Correct.

10 Q If you were told that city delivery routes

11 are currently on average above eight hours, would you

12 agree that there’s currently available capacity on the

( 13 street?
14 A Say again, please. If they’re eight hours?

15 Q Yes. I’m not asking you to agree with this

16 assertion or not, but let’s assume.

17 A Okay.

18 Q Let’s assume the evidence were to show that

19 currently city delivery routes are above eight hours.

20 would you still assert that there’s available capacity

21 on the street?

22 A well, again, I haven’t done a study of

23 capacity on the street, so I’m not testifying as to

24 whether it does or does not exist. I could say that

25 capacity in a network is something which is not a
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1 trivial thing to measure.

2 Q It’s not what?

3 A Sorry. It’s not a trivial thing to measure

4 or even conceive of. This is not like a manufacturing

5 production line where if you’re not producing anything

6 the machinery is sitting idle and so you can see

7 there’s obvious capacity. In a network the carriers

8 are going to be continuing to walk their routes and

9 deliver their mail even in periods where there would

10 arguably be some excess capacity. Generally speaking,

11 in a network, capacity would reflect the ability to

12 put more whatever the volume is through that network

13 without any material increases in costs, and so the

14 key issue really would be whether or not when

15 additional volumes per day, as we were talking about

16 earlier, would be handled Monday through Friday that

17 would lead to additional costs on those day over what

18 it would have been before. I mean, so that’s, you

19 know, the fact of whether hours are eight or seven

20 right now is not so much the issue as to whether or

21 not there’s the ability to handle the additional mail

22 without much increase in cost.

23 Q Well, I’d like to focus on, you put in your

24 testimony the assertion that there’s available

25 capacity on the street.
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1 A Right.

2 Q And I understand you based that on

3 information you obtained from others, but certainly

4 you had an understanding of what you meant when you

5 said that.

6 A Right.

7 Q So specifically, what did you mean when you

8 said there’s available capacity on the street?

9 A The idea here is that there would be the

10 availability for carriers to deliver additional,

11 particularly pieces per delivery point, but volumes

12 per day, without incurring, you know, much additional

13 street time.

14 Q And that’s based on the idea that additional

15 volume would be absorbed so to speak with increased

16 productivity?

17 A That’s another way to look at it.

18 Absorption would be the flip side of -- the ability to

19 absorb would be another evidence of capacity

20 availability.

21 Q Okay, and I’d like to, about that in a

22 minute but let me just --

23 A Sure.

24 Q Stay on the paragraph I was reading.

25 Continuing on line 14 of page 16 you say “This is not
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1 just a historical artifact of FY 2009. Operations

2 believe that there will be available capacity in the

3 future despite the reduction in routes.” Is that last

4 sentence that operations believe there will be

5 available capacity in the future despite the reduction

6 in routes, is that assertion based on a projection of

7 future mail volume?

8 A You know, I don’t know. I just know that

9 this in discussions was told to me and I thought it

10 would be a useful thing for me to communicate.

11 Q Okay, so you’re not necessarily -- this

12 sentence, operations believe there will be available

13 capacity in the future despite the reduction in

14 routes, you’re just repeating what you were told --

15 A Correct.

16 Q You’re not endorsing that as an expert?

17 A In fact in this whole section what I’m

18 trying to do is communicate the sense of which process

19 would work.

20 Q Based on the analysis of the operations

21 people --

22 A Correct, correct.

23 Q Not your own analysis?

24 A Correct, exactly correct.

25 Q Okay, okay.
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1 A Yeah, that’s right.

2 Q Okay now let’s talk about this product

3 absorption idea. Wouldn’t you agree that if on a

4 given day there’s more volume to begin with that

5 there’s less of a capacity to absorb additional volume

6 on that day?

7 A You have to give this one to me again. We

8 need to compare two things I think, all right, if

9 we’re going to have a more or less, right?

10 Q Okay let’s take two days.

11 A Okay, with two days.

12 Day number one and day number two.

13 A Okay, yeah I’ve got it.

14 Q Day number one to begin with has X volume.

15 Day number two has X plus Y volume.

16 A Correct.

17 Q In other words more volume.

18 A Yes.

19 Q Is the capacity, and then you add let’s say

20 the same amount of volume to those day number one and

21 day number two.

22 A Yeah.

23 Q My question is, would you agree that day

24 number two has less capacity because it has more

25 volume to begin with to absorb additional volumes?
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1 A Yes.

2 MR. DECHIARA: Okay. I have no further

3 questions.

4 CHAIRMAN GOLDWAY: Thank you. The next

5 requested participant is the Public Representative.

6 Ms. Gallagher, would you like to introduce yourself?

7 MS. GALLAGHER: Good morning, Madam

8 Chairman. Patricia Gallagher for the Public

9 Representative team. With me today are Kenneth

10 Moeller and Lawrence Fenster. To clarify, most of our

11 interest today was in follow up with respect to cr0ss

12 examination by others. Otherwise we’ll be relying on

13 our designated written cross, but we do have two small

14 areas that have come up.

15 CROSS-EXAMINATION

16 BY MS. GALLAGHER:

17 Q First, Dr. Bradley, if you would recall the

18 conversation you had with Mr. Stover very generally

19 about a practice probably prior, under the Postal

20 Reorganization Act where a feature of rate case

21 filings was the roll forward?

22 A Right, right.

23 Q And a uniform period was used to go forward?

24 A Right.

25 Q Would you agree in this case, we agree that
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1 the Postal Service didn’t use that approach here?

2 A Correct.

3 Q And in that sense were, am I correct or

4 would it would be fair to say that there are various

5 estimates here are drawn from different periods or

6 even a specific date, not one month or one 8-week

7 period?

8 A I would say that it would be fair to

9 characterize these cost savings being based upon the

10 Fiscal Year.

11 Q Fiscal Year?

12 A 2009.

( 13 Q Okay, thank you. And various, maybe even
14 sometimes one specific date there or let’s say for the

15 route adjustments the end of the period?

16 A I think different analyses would have used

17 data from the end of the period, but I think that the

18 numerical estimates are intended to be annual.

19 Q Great, numerical annual and the others

20 fiscal?

21 A Oh, I meant -- excuse me.

22 Q Oh, okay.

23 A I meant fiscal. Annual being twelve months

24 but not necessarily starting in January.

25 Q Okay, thank you, that’s helpful. And that’s
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1 all we have on that area that was covered. Then

2 counsel for NALC touched sort of generally on the

3 absorption issue, and I’d like to refer to that as the

4 absorption factor, and again here it’s a

5 clarification. And it’s in a general sense so I don’t

6 need a specific number, but would it be fair to say

7 that most of your estimated cost savings that will

S come are drawn from the magnitude of the absorption

9 factor?

10 A No, I would --

11 Q No. What would you say are the components?

12 A In fact I would suggest that most of them

( 13 come from what we might call fixed activities in the
14 street or sometimes they’re called institutional

15 activities in the street. You could assume away the

16 absorption factor completely, just forget about that

17 whole issue, assume there isn’t any, and you would

18 still have, what, about $2 billion worth of savings in

19 city and rural carriers.

20 Q $2 billion compared to?

21 A To $2.75 billion, which we were talking

22 about earlier.

23 Q All right, okay. So reduction by about $.7

24 billion?

25 A I would say if the absorption, what you call
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1 the absorption factor that issue I think would,

2 depending upon how one would come down in that would

3 be a ballpark I would give that about $500 million

4 total from where the Postal Service is with 10 percent

5 to where it would be if you assumed that there was

6 zero absorption.

7 MS. GALLAGHER: Okay, thank you. That’s all

8 we have, Madam Chairman. Thank you, and thank you,

9 Dr. Bradley.

10 CHAIRMAN GOLDWAY: Thank you. Now we have

11 time for some questions from the bench. I’d like to

12 begin with a general question for you, Dr. Bradley.

13 You were talking to Mr. DeChiara about the capacity of

14 the network, and you talked about the capacity of the

15 network as defined by its ability to absorb additional

16 volume without additional cost. What about additional

17 delay in the network? Even if the costs aren’t

18 greater what happens if there’s additional delay?

19 THE WITNESS: In terms of like reduced

20 service, that kind of delay?

21 CHAIRMAN GOLDWAY: Yes.

22 THE WITNESS: I would characterize that as a

23 hidden cost. It’s to me that’s like when the candy

24 bar manufacturers kept their price the same but made

25 the candy bars smaller. True, it doesn’t show up in
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1 an out-of-pocket cost, but if we think about a quality

2 adjusted product, a reduction in service is in essence

3 an increase in cost of a constant quality product.

4 CHAIRMAN GOLDWAY: Right. Do you know how

S we could measure the elimination of one day of

6 delivery and it’s 17 percent of the days of service,

7 would it be a 17 percent reduction? How would you?

8 THE WITNESS: That I think would depend upon

9 the value people would put on getting the mail --

10 we’re talking about now we’re getting the mail on

11 Monday instead of Saturday, right?

12 CHAIRMAN GOLDWAY: Right.

13 THE WITNESS: Right. Yeah, I’m not so sure

14 it’s necessarily exactly proportional because not all

15 mail people are necessarily in a hurry to get or

16 excited to get or for whatever. So to me, you know,

17 I’m not a demand person but as an economist I would

18 say that you’d want to look at how people feel about,

19 which I know you have, the Commission has, but that’s

20 the way to get, if you want to try to do a number it

21 would be, how worse off do people feel because they’re

22 now waiting an extra 48 hours to get mail.

23 CHAIRMAN GOLDWAY: Right, and some people

24 may feel worse off than others --

25 THE WITNESS: Correct.
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1 CHAIRMAN GOLDWAY: As we’ve heard from --

2 THE WITNESS: I’m sure.

3 CHAIRMAN GOLOWAY: People who have

4 testified, some people value their Saturday mail more

5 than others.

6 THE WITNESS: Quite a few more. And my --

7 CHAIRMAN GOLDWAY: What about, what happens

8 when the mail system seems to be delayed, it’s not

9 just Saturday mail that’s given on Monday but it’s the

10 large mailers who present mail and have to plan to get

11 it delivered in a shorter window which therefore

12 increases their costs or limits their flexibility in

13 how they can plan. How do we measure those costs?

14 THE WITNESS: Well that’s a hard one to

15 measure. Certainly we would conceptually agree that

16 there is a cost there. Measuring it, I guess the way

17 to go about it would be to thinking, presumably firms

18 would have some value for the flexibility of waiting

19 an extra day to present their mailing, and that time

20 has value. So it would be the time value of having to

21 be ready sooner. I really don’t know how, I couldn’t

22 put a number on that for you.

23 CHAIRMAN GOLDWAY: And then there’s some

24 indication from testimony we’ve received that not all

25 the mail that’s due on Saturday will be delivered on
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1 Monday, some of it may be further delayed, and in fact

2 there may be mail that was set for Monday that’s going

3 to be delayed until Tuesday, so there is an adjustment

4 in delivery of mail throughout the system. How do we

5 measure that?

6 THE WITNESS: Well again the issue, and in

7 fact, you know, in thinking about this as we’re

8 talking there might be two sides to this issue

9 actually. One that occurs to me of course as I said

10 before would be the recipients, are they made worse

11 off by getting the mail later. But of course you

12 might equally think about the senders, is there an

13 issue from the sender’s perspective of having it

14 getting there Tuesday as opposed to Monday or

15 Saturday. And again, generally it would be a utility

16 loss or a loss of, sense of loss of value from -- some

17 things obviously doesn’t matter if, you know, I’m

18 paying a bill and it’s not due until the 15th so then

19 I may not care, but if Monday’s the 15th and it gets

20 here the 16th then I might care quite a bit more.

21 CHAIRMAN GOLOWAY: Yes. And let me ask you

22 if I can find it in all my papers here -- well, I’ll

23 let the other Commissioners ask some questions then

24 I’ll find the number I wanted to ask you about.

25 THE WITNESS: Okay.
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1 CHAIRMAN GOLDWAY: Vice Chairman Hammond, do

2 you want to begin?

3 VICE CHAIRMAN HANMOND: I have no questions

4 right now, Madam Chairman, thank you.

S CHAIRMAN GOLDWAY: Okay. Commissioner

6 Acton?

7 COMMISSIONER ACTON: I have no questions,

8 Madam Chairman. Thank you, Dr. Bradley, for your

9 testimony.

10 THE WITNESS: Thank you.

11 CHAIRMAN GOLOWAY: Well we’re coming back to

12 me and I’ve found my question here.

13 THE WITNESS: Okay.

14 CHAIRMAN GOLOWAY: We received some

15 information from our staff that on a Monday, which is

16 the heaviest mail day of the week, there is an

17 estimate that mail is delivered by carriers at about

18 451 pieces per hour.

19 THE WITNESS: Okay.

20 CHAIRMAN GOLOWAY: And if we take all the

21 mail that’s on Saturday and move it to Monday

22 apparently that comes to 736 pieces per hour.

23 THE WITNESS: Okay.

24 CHAIRMAN GOLDWAY: So intuitively in my mind

25 that seems like an awful lot to be added to the
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1 network without much of a cost change. You’re only

2 estimating a 10 percent increase in cost, or that’s

3 what your numbers do. This is, depending on how you

4 figure, you know --

5 THE WITNESS: Doubles.

6 CHAIRMAN GOLDWAY: It does --

7 THE WITNESS: I think it almost doubles, it

8 almost doubles --

9 CHAIRMAN GOLOWAY: Almost double, not quite

10 double, but like 60 percent, 70 percent.

11 THE WITNESS: Not quite double, 80 percent.

12 Yes, although I do recall in witness Granholm’s

13 testimony or his library reference he did point to the

14 Tuesdays after Monday holidays which I think had those

15 same numbers that you --

16 CHAIRMAN GOLDWAY: Tuesdays are a much

17 lighter day.

18 THE WITNESS: No, I’m just talking about

19 specifically the Tuesdays after Monday holidays where

20 you had -- we should look at those productivities and

21 see if they’re in the same range of the, I think you

22 said 700?

23 CHAIRMAN GOLOWAY: Yes.

24 THE WITNESS: I mean that would be an

25 experiment to see, is this physically possible, is

Heritage Reporting Corporation
(202) 628-4888



965

1 this something they’ve ever done, is it something

2 they’ve done on --

3 CHAIRMAN GOLOWAY: Another question to ask,

4 for us to look at is look at that comparison of

5 Tuesday after a holiday.

6 THE WITNESS: Correct.

7 CHAIRMAN GOLDWAY: And if it looks like in

8 the figures that it’s not just the Tuesday after the

9 holiday that mail is absorbed but in fact there is

10 productivity declines for the rest of the week, would

11 that seem to indicate that there’s been some shift in

12 the mail and some adjustment over the rest of the

13 week?

14 THE WITNESS: Why would there be -- I don’t

15 see --

16 CHAIRMAN GOLOWAY: Well I think that’s what

17 it’s called. There seem to be some studies that show

18 that on those weeks when it’s a holiday week --

19 THE WITNESS: Okay.

20 CHAIRMAN GOLDWAY: And the Monday mail is

21 shifted to Tuesday, there are lower productivities

22 throughout the rest of the week, in other words

23 there’s more, there’s delay that goes through the

24 system throughout the rest of the week, and the higher

25 productivity of Monday turns out to be when you add it
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1 all up you haven’t gained any productivity in the

2 system.

3 THE WITNESS: Interesting. Could be, is it

4 because of the peaking Monday volumes there’s less

5 volumes available to handle the other days? In

6 general, in general carrier street productivity is

7 pretty much driven by how much volume they’re going to

8 deliver that day because, as you well know, they’re

9 driving to the route anyhow, they’re driving by all

10 the houses anyhow. So typically on days when there’s

11 a lot of mail their productivity goes up, on days

12 where there’s less mail their productivity goes down.

13 So it might --

14 CHAIRMAN GOLOWAY: I may not be saying this

15 right.

16 THE WITNESS: I’m sorry.

17 CHAIRMAN GOLDWAY: The indications are that

18 you measured the week it’s about the same

19 productivity. No, that’s not right --

20 THE WITNESS: Oh, whether or not it’s a

21 holiday -- oh, it’s lower for the week it’s a holiday?

22 CHAIRMAN GOLOWAY: Yes.

23 THE WITNESS: Yes.

24 CHAIRMAN GOLOWAY: Right.

25 THE WITNESS: If you take the whole week
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1 with the holiday in versus a week without?

2 CHAIRMAN GOLDWAY: So there is, yes, so that

3 there seems to be some backlog.

4 THE WITNESS: Yeah, that’s interesting.

5 That’s interesting, because I think -- I haven’t

6 studied that but it’s interesting. I think it is an

7 issue of how the Saturday mail volume will be

8 distributed across the other days that would affect

9 the productivity, I agree with that completely.

10 CHAIRMAN GOLOWAY: Okay, well I appreciate

11 that, we’re going to look into that. Other questions?

12 COMMISSIONER BLAIR: Thank you, Madam Chair.

13 CHAIRMAN GOLDWAY: Commissioner Blair.

14 COMMISSIONER BLAIR: Welcome, Dr. Bradley,

15 good to see you.

16 THE WITNESS: Good morning.

17 COMMISSIONER BLAIR: Appreciate you stopping

18 by this morning and sitting and answering our

19 questions both from the bench and from interested

20 parties, your participation is appreciated. I thought

21 Chairman Goldway’s line of questioning was interesting

22 because I do have some, I think it’s really more

23 clarifications about this 10 percent absorption rate.

24 THE WITNESS: Okay.

25 COMMISSIONER BLAIR: And how it’s impacted
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1 by the ten Federal holidays that we have in the year,

2 and why it differs from the Commission’s estimates

3 absorption rate which I think was in the 35 to 40

4 percent range.

5 THE WITNESS: Right.

6 COMMISSIONER BLAIR: And if you could just

7 clarify that for us?

8 THE WITNESS: I think, if I could just say

9 two things to clarify, first to put it into context

10 and then talk specifically about the 10 versus 40. In

11 the broader context as we were talking about before,

12 the whole absorption part really just deals with the

13 variable carrier delivery, there’s very little

14 difference between the Commission or anyone else on

15 the fixed part, you know, going there every day, all

16 that kind of stuff. So what we’re talking about is

17 that portion of street time which is the volume

18 related portion, okay?

19 The question then is, and to try to keep all

20 this straight what I do is say, okay let’s just assume

21 we save all of Saturday because they don’t go, all the

22 variable portion of Saturday, and then the issue is

23 how much of that variable portion do you add back in

24 the other days? I think the main difference is that

25 the Postal Service operations experts believe that

Heritage Reporting Corporation
(202) 628-4888



969

1 they can gain productivity gains sufficient that they

2 really don’t anticipate much increase in street time.

3 In my experience with even delivery managers

4 over the years is they really view their street time

5 as being pretty much fixed and believe that they can

6 push more volume through that without generating a lot

7 more street, not hours, but just street time cost.

8 And that’s kind of a short run view in the sense that

9 we sort of take volume as a given on total and we just

10 rearrange the days, and they believe that carriers can

11 get the work done on heavy Mondays without much of an

12 increase in cost.

13 On the other hand, if we take the longer run

14 view of it, as the Commission model or the Postal

15 Service’s CRA model does, that takes the view that

16 over time, you know, you have to adjust your whole

17 network up and down, change the number of routes. And

18 that would say, if I don’t get any productivity gains

19 on those Mondays, so pushing more volume through

20 doesn’t get me any productivity gains, then I take

21 that 40 percent from Saturday and add it, it’s Monday

22 or Tuesday it doesn’t matter.

23 So to me it all comes down to, do you

24 believe there will be any productivity gains from

25 putting more volume through the network, as much as
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1 you said earlier, Chairman, with 700, or do you

2 believe it’s somewhere in between? And that’s going

3 to be, really boiled down that’s what’s going to

4 determine the size of the absorption factor that we

5 talked about.

6 CHAIRMAN GOLDWAY: If Monday’s already a

7 capacity day can you really get the increased

8 productivity?

9 THE WITNESS: To what extent will you get

10 those increase, right.

11 COMMISSIONER BLAIR: And also the question

12 is does it presume continuing volume declines or flat

13 volume, or what’s the underlying assumption?

14 THE WITNESS: I think that it’s always going

15 to be cheaper to deliver the same amount of volume to

16 fewer delivery points. Now we usually think about

17 that in a geographic sense, and it’s pretty obvious

18 that if I’m going to fewer places with the same

19 volumes I’m going to save some money. But that also

20 works through time, right? If I think about delivery

21 points over a year, if I keep my volume the same and

22 I’m going to fewer places, because I’m going fewer

23 days --

24 COMMISSIONER BLAIR: Right.

25 THE WITNESS: I’m going to save some money.

Heritage Reporting Corporation
(202) 628-4888



971

1 So that part of the savings I think doesn’t require

2 excess capacity or volume route declines, they will

3 get some savings. The part that I think is dependent

4 upon the excess capacity issue or the absorption issue

5 is this 37 percent of the variable, how much of that

6 will they save? And again I don’t think, I guess I

7 would resist the idea of excess capacity in the sense

8 that the carriers are kind of sitting around doing

9 nothing or some carriers aren’t going out every day.

10 I mean they’re working every day, the question is

11 whether or not the structure of delivery could be

12 organized so that you can get the higher productivity.

13 So really I mean to me those two things go back to the

14 same thing.

is obviously the less volume that’s in the

16 system today, to me at least, the easier it is to get

17 productivity gains, and if you go forward, if you do

18 believe volumes are going to decline, I don’t know if

19 they are, but if you do believe that, that would work

20 to suggest the Postal Service is going to have a, it’s

21 a network problem, right? I mean they have a fairly

22 fixed network and they’re going to have problems

23 without volume being pushed through that. I’m sorry,

24 that was a little rambling, I don’t know if it quite

25 answered your question, so please try again.
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1 COMMISSIONER BLAIR: Well it gets to the

2 point that how you calculate those savings, and how

3 you do the cross walk between what the Commission has

4 estimated and what the Postal Service has estimated,

5 and I think that’s the purpose of today’s cross-

6 examination.

7 THE WITNESS: Yeah.

8 COMMISSIONER BLAIR: So I appreciate that.

9 THE WITNESS: Specifically, like I say, I

10 think they’re very similar in the institutional

11 portions, those are, you know, identical. The issue

12 is on that variable portion, how much of that will you

13 assume will go to the other days? Postal Service is

14 assuming 10 percent. If you assume no absorption,

15 then all that, that 40 percent, that was the 40

16 percent number you said before. And that’s really to

17 me where the difference is.

18 COMMISSIONER BLAIR: Well I also had another

19 question.

20 THE WITNESS: Sure.

21 COMMISSIONER BLAIR: When we talk about the

22 cost savings we talk about the cost savings to the

23 Postal Service. But during our field hearings we have

24 heard from a number of impacted customers, both

25 business customers and individual customers, about the
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1 cost that might be imposed on them by stopping

2 saturday delivery. And I was just wondering if there

3 has ever been an attempt to quantify those costs, for

4 instance we’ve heard from community newspapers that

S they would have to or they would be looking into

6 developing their own alternative delivery system and

7 how much that might cost them.

8 And I know that witness Pulcrano last week

9 said customers will adjust, and I think that over time

10 that adjustment will take place, but at what cost?

11 And I don’t know if there has been any attempt or if

12 you’re aware of any attempt over the years, or over

13 the past few months, to try to quantify what those

14 costs to Saturday dependent customers might be.

15 THE WITNESS: You know, the only thing that

16 comes to mind is when the Commission did its USC

17 study, I believe that they, I think maybe it was the

18 Postal Service, someone commissioned a demand side or

19 a research firm to look at the benefit of six-day

20 delivery for the value of having USC. And so, you

21 know, that’s --

22 CHAIRMAN GOLDWAY: I don’t remember that.

23 THE WITNESS: Does that sound familiar?

24 CHAIRMAN GCLDWAY: No.

25 THE WITNESS: No? Okay. I thought it was,
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1 was it Rand maybe?

2 COMMISSIONER BLAIR: But it may have been,

3 you all, I think the Postal Service had hired Rand --

4 the Postal Service did its own USC --

5 THE WITNESS: Yeah, maybe it’s --

6 COMMISSIONER BLAIR: And it may have been

7 included in that.

8 CHAIRMAN GOLDWAY: Are you thinking of the

9 social value --

10 THE WITNESS: Yes.

1]. CHAIRMAN GOLDWAY: Of the mail that we’re

12 about to enter in?

( 13 THE WITNESS: No, no. Well again I’m
14 working from memory but I thought I recalled that

15 there was some estimate to put the social value of the

16 USC. Does that ring a bell, social value of the USC,

17 does that ring a bell?

18 CHAIRMAN GOLDWAY: Well we discussed it in

19 our USO, we didn’t quantify it and we’re going to

20 attempt to quantify some portions of it if we can.

21 THE WITNESS: But anyway that was, in other

22 words my thought was if you had the value of six-day -

23 -

24 CHAIRMAN GOLDWAY: But that may be different

25 from the cost of the individual mailer.
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1 COMMISSIONER BLAIR: And that’s what I was

2 looking at is that what the costs might be and how

3 those costs might be alleviated and if they can be

4 quantified.

5 THE WITNESS: I have not seen a study of

6 individual mailer costs in adjusting, no, anywhere,

7 sorry.

8 CHAIRMAN GOLDWAY: Okay.

9 COMMISSIONER BLAIR: Well I appreciate that,

10 thank you very much.

11 CHAIRMAN GOLDWAY: Commissioner Langley?

12 COMMISSIONER LANGLEY: Thank you, and thank

13 you, Dr. Bradley, both for your contribution today and

14 over the years to postal economics. I really don’t

15 have a question for you. I think my colleagues as

16 well as counsels have really explored some areas that

17 I had concerns with and I do see that using the FY 09

18 environment to calculate costs will end up changing, I

19 mean it has to. And I think that’s very important

20 because the savings assumption is based on further

21 declining volumes and yet you’re seeing now the

22 volumes are not declining at the same rate as they

23 were in FY 09. And so I do appreciate your testimony,

24 and thank you.

25 THE WITNESS: Thank you.
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1 CHAIRMAN GOLDWAY: And I have a couple of

2 more, I think the staff was concerned that you

3 describe in your testimony that the Saturday city

4 carrier hours that you estimate saved are from FY 2009

5 IDOlS data. And why were those total hours not

6 adjusted down to reflect the year end number of city

7 carrier routes rather than the average?

8 THE WITNESS: Okay, what I actually used

9 IDOlS data for was to break up the Fiscal Year costs

10 into city, street and office, Monday through Friday,

11 versus Saturday. So we started with just to get a

12 number the annual year cost, but we used the IDOlS

13 breakouts to split those between street and city and

14 Monday through Friday versus Saturday. So it wasn’t

15 as if those hours were the basis of the cost, the cost

16 a~tual1y just came from the books. But in doing the

17 five-day analysis we did in fact use what was

18 happening at the end of the year as the basis for

19 splitting the fixed and variable portions because that

20 accounted for the route reductions that took place

21 throughout the year.

22 CHAIRMAN GOLOWAY: Okay. And then the other

23 question is, in your estimate of savings I don’t

24 believe that you took into account the fact that those

25 rural carriers and city carriers who will in fact be
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1 laid off are currently the lowest paid employees. You

2 took an average I believe.

3 THE WITNESS: Well not quite. In rural the

4 operations people determined the mix of carriers

5 between full time regulars and the RCAs or the

6 associates that get paid far less. So in rural the

7 wage that’s used to value the savings is only about

8 $18 an hour, whereas the full time regular is $42. So

9 there, because of the way that the rural world worked,

10 and those carriers you mentioned work just on

11 Saturdays, you’re actually able to say, well if

12 saturday goes away those are the carriers we’re going

13 to save. So in rural it does specifically address

14 that wage composition issue.

15 CHAIRMAN GOLOWAY: But what about and city?

16 THE WITNESS: Yes, in city, there my

17 understanding is the operations people believe that,

18 different contract, different labor structure, they

19 believe that in a five-day environment they would want

20 to maintain the same amount of flexible employees that

21 they have now because they need that flexibility. So

22 they anticipate --

23 CHAIRMAN GOLDWAY: Right, that’s their

24 ideal.

25 THE WITNESS: Right.
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1 CHAIRMAN GOLDWAY: But in fact what

2 Postmaster General Potter testified to was that the

3 reason he wanted to move this forward quickly is so

4 that he could get those people who are temporary not

5 tenured people off of the system immediately, and then

6 he would have virtually 100 percent full time letter

7 carriers who are at the higher wage. Ideally

8 operations would like to maybe have a mix. So if we

9 were to figure what’s going to really happen as

10 opposed to what operations would like to happen,

11 wouldn’t that make a big change in the cost figures?

12 THE WITNESS: I understand your question

( 13 now. In fact it would make a change and it would
14 obviously the cost savings would be less, but it may

15 not be quite as big as it would seem at first for the

16 following reason. This is a little technical but the

17 formula to do cost savings is actually 1 minus the

18 wage times the percent of savings. And since we’re

19 only talking about 10, 12 percent of hours on

20 Saturday, only 10 or 12 percent of any wage

21 differential between the full time regular and the

22 transition would show up in the savings.

23 So in other words, I don’t know if these

24 figures are right but let’s say full time gets 40,

25 transition gets 20. You might think, wow that’s going
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1 to cut the savings in half. But in fact that’s not

2 going to because the wage get multiplied by .12 or

3 .10, the percentage savings, so that $20 difference

4 ends up being only a $2 difference for the savings, if

5 that makes sense. So yes it would be in that

6 direction, but it would be not nearly as dramatic as

7 just a straight up comparison of those two wages, if

8 that’s helpful.

9 CHAIRMAN GOLOWAY: I think I understand

10 that.

11 THE WITNESS: It’s because you multiply it

12 by the 10 percent, sorry.

13 CHAIRMAN GDLDWAY: Okay, well I think that

14 exhausts my questions. Do we have other cross-

15 examination from the participants?

16 MS. GALLAGHER: No, Madam Chairman.

17 CHAIRMAN GOLDWAY: No. Okay, well thank

18 you.

19 THE WITNESS: Thank you.

20 CHAIRMAN GOLDWAY: And I will give the

21 attorneys an opportunity to decide whether they want

22 to have you have additional statements based on this.

23 MR. KOETTING: If we could have five

24 minutes, Madam Chairman?

25 THE WITNESS: Okay, thank you.
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1 CHAIRMAN GOLDWAY: Five minutes.

2 (whereupon, a brief recess was taken.)

3 CHAIRMAN GOLDWAY: Any questions on

4 redirect?

5 MR. KOETTING: No, Madam Chairman, we have

6 no redirect examination for Dr. Bradley.

7 CHAIRMAN GOLOWAY: I believe that

8 Commissioner Acton has one more question he’d like to

9 ask.

10 COMMISSIONER ACTON: Thank you, Madam

11 Chairman. Dr. Bradley, I just have on follow up from

12 the Commission staff.

13 THE WITNESS: Sure.

14 COMMISSIONER ACTON: And for clarity of the

15 record we’d like to have you please review once again

16 your earlier explanation of why if city carrier costs

17 drop by half of the hours saved that then the total

18 costs likewise don’t drop by half.

19 THE WITNESS: Sorry?

20 COMMISSIONER ACTON: Let me try it again.

21 THE WITNESS: Okay.

22 COMMISSIONER ACTON: Make sure I interpreted

23 it properly.

24 THE WITNESS: Okay.

25 COMMISSIONER ACTON: You were talking
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1 earlier about carrier costs.

2 THE WITNESS: Right.

3 COMMISSIONER ACTON: And about how they

4 would drop by a certain level saved.

5 THE WITNESS: Are we talking about the wage

6 issue now I think, with the Chairman when we were

7 talking about the wage? Because I don’t think --

8 COMMISSIONER ACTON: This is the hours.

9 THE WITNESS: Oh, it’s about hours?

10 COMMISSIONER ACTON: It may have been wage.

11 But let me --

12 THE WITNESS: I think the question was --

( 13 well, I shouldn’t tell you what the question was, but
14 we were talking about the wage before and I think I

15 made the assertion that the impact on the total

16 savings would be less than the wages. Do you want to

17 check if that was?

18 COMMISSIONER ACTON: All right, I’ll check

19 on that, thanks for your help.

20 CHAIRMAN GOLOWAY: I think we’ll just

21 indicate that if our staff has a clarification we’ll

22 submit it in writing to you.

23 THE WITNESS: Okay, or you can send me an

24 email and I’ll be glad to answer.

25 CHAIRMAN GOLDWAY: Right, okay, thank you.
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1 Well and I do want to thank you, Dr. Bradley, your

2 participation in our hearings is always and has been

3 for many years interesting and informative, and I

4 appreciate how you are able to explain complicated

5 economics in terms that even those of us who are not

6 economists can understand. And I am pleased to tell

7 you that this concludes your participation and you are

S excused.

9 THE WITNESS: Thanks for the opportunity.

10 (Witness excused.)

11 CHAIRMAN GOLDWAY: Mr. Koetting? Before I

12 begin, my anticipation is that this witness’s

13 testimony is going to be more brief than the others,

14 we have fewer questions that have been submitted, so I

15 think if all of you don’t mind we’ll just go ahead

16 with the second witness without a break and be able to

17 perhaps end by lunch time. In that regard I’ll ask

18 Mr. Koetting if you’ll identify your next witness?

19 MR. KOETTING: Thank you, Madam Chairman.

20 The Postal Service calls its next witness, Dr. Jeff

21 Colvin.

22 Whereupon,

23 JEFF COLVIN

24 having been duly sworn, was called as a

25 witness and was examined and testified as follows:
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1 DIRECT EXAMINATION

2 BY MR. KOETTING:

3 Q Dr. Colvin, could you please state your full

4 name and title for the record?

5 A My name is Jeff Colvin, I am a manager at

6 the U.S. Postal Service.

7 Q Dr. Colvin, I am handing you a document

8 entitled “Direct Testimony of Jeff Colvin on behalf of

9 the United States Postal Service” which has been

10 designated for purposes of this hearing as USPS-T-7.

11 Are you familiar with this document?

12 (The document referred to was

13 marked for identification as

14 USPS-T-7.)

15 A Yeslam.

16 Q Was it prepared by you or under your

17 supervision?

18 A It was.

19 Q Yesterday the Postal Service filed some

20 revisions to your testimony on pages 17 and 18 and

21 again on Attachment No. 3. Does the version of the

22 testimony that I’ve handed you include those revised

23 pages?

24 A I believe it does.

25 Q And with those revisions, if you were to
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1 testify orally today, would this be your testimony?

2 A It would.

3 Q Are there any category 2 library references

4 associated with your testimony?

5 A There is. Library reference number 10.

6 Q And is it your intention under USPS-LR-l0 --

7 at this time?

8 A Itis.

9 MR. KOETTING: With that, Madam Chairman,

10 the Postal Service is handing two copies of your

11 direct testimony of Jeff Colvin on behalf of the

12 United States Postal Service USPS-T-7 to the reporter

13 and requests that the direct testimony as well as the

14 associated library references be admitted.

15 CHAIRMAN GOLDWAY: Is there any objection?

16 (No response.)

17 CHAIRMAN GOLOWAY: Hearing none, I will

18 direct counsel to provide the reporter with two copies

19 of the corrected direct testimony of Jeff Colvin and

20 that testimony is received into evidence. However, as

21 is our practice, it will not be transcribed.

22 (The document referred to,

23 previously marked for

24 identification as USPS-T-7,

25 was received in evidence.)
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1 CHAIRMAN GOLDWAY: Dr. Colvin, have you had

2 an opportunity to examine the packet of designated

3 written cross-examination that was made available in

4 the hearing room to you this morning?

5 THE WITNESS: Yes, Madam Chairman, I have.

6 CHAIRMAN GOLDWAY: If questions contained in

7 that packet were posed to you orally today would your

8 answers be the same as those you previously provided

9 in writing?

10 THE WITNESS: Yes they would.

11 CHAIRMAN GOLDWAY: Are there any corrections

12 or additions that you would like to make to those

13 answers?

14 THE WITNESS: No.

15 CHAIRMAN GOLDWAY: Counsel, would you please

16 provide two copies of the designated written cross

17 examination of witness Colvin to the reporter? That

18 material is received into evidence and it is to be

19 transcribed into the record. Somebody has a telephone

20 block there.

21 (The document referred to,

22 previously marked for

23 identification as USPS-T-7

24 Cross, was received in

25 evidence.)
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BEFORE THE
POSTAL REGULATORY COMMISSION

WASHINGTON, DC 20268-0001

Six-Day to Five-Day Street Delivery and Docket No. N2010-1
Related Service Changes, 2010

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE

WITNESS JEFF COLVIN
(USPS-T-7)

Party Interrociatories

American Postal Workers Union, APWU/USPS-T7-1-3
AFL-CIO

NALC/USPS-T7-1 -2
PRIUSPS-T7-1
PRC/USPS-T7-CHIR No.1 - QI, CHIR No.1 -

Q4, CHIR No.3 - Qib, CHIR No.5 - Q13, CHIR
No.6 - Q17

( Greeting Card Association GCAIUSPS-T7-6-7
Postal Regulatory Commission APWU/USPS-T7-3

PRC/USPS-T7-CHIR No.1 - Qi, CHIR No.1 -

Q4, CHIRNo.3-Qlb, CHIRNo.4-Q7c, CHIR
No.4 - Q7d

Public Representative APWU/USPS-T7-1 -2
GCAIUSPS-T7-1-3, 5
NALC/USPS-T7-1 -2
PRIUSPS-T7-1
PRC/USPS-T7-CHIR No.5 - Q13, CHIR No.6 -

Q17

Respectfully submitted,

I
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a” Shoshana M. Grove I
Secretary I ~
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( PRC/USPS-T7-CHIR No.1 - Q4 APWU, PRC
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RESPONSE OF POSTAL SERVICE WITNESS COLVIN
TO INTERROGATORIES OF APWU

( APWU/USPS-T7-1 On page 2 of your testimony you state that the “full-up savings’
refers to the annual savings less associated volume reductions available after the
completion of all adjustments needed to reduce staffing and adapt contracts, plants, and
equipment to the changed operational environment.”

a). While FY2009 has been used to estimate the savings, the actual change
to 5-day delivery could not be made earlier than FY2O1 1. Are you making
the assumption that all the adjustments that would be made would be
based on FY2009 volumes and number of delivery points?

b). Is it correct to assume that your estimates do not incorporate any growth
in the number of delivery points or volume between FY2009 and
FY2O1 1/FY2012?

c). What adjustments to your assumptions would be necessary to determine
estimated savings for the FY2OI 1 or FY2012 period?

d). As the Postal Service plans toward a network sized for 5-day delivery,
what size network is it using as its post-completion benchmark? The one
as it was in FY2009 minus the additional volume losses from going to 5-
day delivery?

e). If this is not the size network that is being used for planning purposes,
please supply the parameters that are actually being used and explain
how the Postal Service intends to estimate the actual changes that will be
required in staffing, contracts, plants and equipment.

Response:

a) My testimony seeks to compare the FY2009 operating environment under six-

day delivery to what the FY2009 operating enivornment would have been under

5-day delivery, given the changes in operations, and resulting savings in hours,

that would, in general, have been made under the 5-day approach. To do so

accurately requires holding constant all other possible changes in that operating

environment. In this way, the specific impact of the decision to reduce delivery to

5 days, without the confounding influence of other factors, can be traced.

b) Yes.
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RESPONSE OF POSTAL SERVICE WITNESS COLVIN
TO INTERROGATORIES OF APWU

c) To determine the cost savings in FY 2011 or FY2012 one would need to

construct baseline costs for FY2O1 1 or FY2O1 2, review the operational

responses to five-day delivery in the FY2OI 1 or FY2012 operating environment,

and calculate the cost impacts of those operational changes. It would be

important to account for all changes in the operating environment including

forecasts of future volumes, operational procedures, and wages. Some of these

factors leading to cost savings might not only be different in the future, but might

influence the outcome in offsetting ways. It may be supposed that some future

change in operations would reduce the amount of savings available. However,

such changes could be offset by changes in wages, which would increase the

savings.

d) I am not aware of a Postal Service plan that describes or relies upon an imagined

network of any specific size.

e) Please see the response to part d) above.

3
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RESPONSE OF POSTAL SERVICE WITNESS COLVIN
TO INTERROGATORIES OF APWU

APWU/USPS-T7-2 The Comprehensive Report of Postal Operations 2009 states on
page 31 “[w]hen fully implemented, Phase 1 of FSS [flats sequencing system] will
deploy 100 systems to 42 sites; the goal is to complete this phase in 2011.” That
compares to 1 FSS functional for the full year 2009 and seven others that were put into
service before yearend. (SHOULD THIS ENTIRE QUESTION BE REDIRECTED TO
USPS?)

a). The ROT for the FSS is primarily based on a reduction in carrier workhours
and facility space savings. Do the savings from 5-day delivery calculated
from a FY2009 base include some of the reductions in carrier workhours
that are associated with calculating the ROl for the FSS? If not, why not?

b). Wouldn’t it be more accurate to calculate 5-day delivery savings from a
baseline that already incorporates all the savings from implementing
Phase 1 of the FSS since it is scheduled to be completed in 2011?

c). Did you run any alternative scenarios to estimate the sensitivity of your
estimates to changes such as these?

d). What other significant operational changes are scheduled to take place
between now and 2011/2012 that could impact your estimates?

Response:

a) No.

b) No. As I explained in response to APWUIUSPS-T7-1, estimating the cost savings

from five-day delivery in a future operating environment necessarily requires

forecasting what that environment will look like. This would require forecasting many

variables such as volumes, wages and operational procedures. The requirement of

relying upon forecasts injects uncertainty and potential inaccuracy into the

calculations.

c) No.

d) Since our framework did not require any such assessment, I do not know.

7
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APWU/USPS-T7-3 On page 15 112-15] of your testimony you indicate that savings from
longer runs are obtainable for each sort plan run. If actual volume is different than the
2009 estimates would that impact any of your productivity estimates?

Response:

The portion of my testimony you reference, USPS-T-7, page 15, lines 6-15, is a

conceptual discussion explaining that deriving savings from eliminating a day of

operations is not inconsistent with the assumption of near-I 00-percent volume

variability of processing, due to fixed set-up time associated with an operation or sort

scheme for a given day. I was pointing out that when the number of operations (e.g. the

number of DBCS) set up Monday through Friday remains the same, the additional

Saturday volumes pushed to Monday through Friday mean “longer runs,” or more

volumes sorted for a given operation or sort scheme during the week. In that case,

( each operation or sort scheme which has longer runs would provide savings relative to
the Saturday costs, since the Saturday “fixed-set up time would have been saved.

I do not have specific productivity rates associated with my testimony, so I am

not totally sure what you are asking. The Postal Service analysis is designed to

estimate the cost savings from moving to five-day delivery in the FY2009 environment.

In that sense, the volumes used in the analysis were actual FY2009 volumes, not

estimates. In contrast, calculating cost savings in a future year, as I indicated in my

response to APWU/USPS-T7-1, part c, would require estimates of volume, as well as

such factors as wages and operational changes, to make an estimate of the baseline

costs and a determination of 5-day savings in that environment.

5
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( GCNUSPS-T7-1.

a. How much of the $3.1 billion net savings from five-day delivery is total labor
costs, and how much of that is wages?

b. What is the qualitative and quantitative difference between “productive hourly
rates” in Attachment 1 and (I) actual wage rates and (U) actual total
compensation rates?

c. In terms of carrier savings from eliminating Saturday delivery, please show
the amount of savings (hours saved and compensation foregone) for each
employee type, using the same employee categories as found in Attachment
1, page 2, of your testimony.

d. For each employee type, using the same employee categories as found in
Attachment 1, page 2, of your testimony, please state the FY 2009 hourly
wage rate for each, and total compensation for each.

RESPONSE:

a. As shown in my Attachment 3, page 2 the total savings, without consideration

of revenue loss impacts are $3,560 million. This is the sum of the gross cost

savings of $3,300 million and cost savings stemming from volume reductions

of $260 million. The labor portion of the $3,300 million gross savings is

$2,836 million if you include service-wide benefits and $2,563 million with just

salaries and benefits from cost segments 2 to 12, as can be obtained from my

testimony. The labor portion of the $260 million cost reductions associated

with the volume reduction is about $199 million if service-wide benefits are

included, and $180 million with just salaries and benefits.1 The total labor

savings for five-day delivery is then $3,035 million (=$2,836 million + $199

These estimates of labor costs are calculated using the share of total attributable costs
which is labor cost with.service-wide benefits or $33.434 billion out of 43.602 billion
which is 77 percent and also the share of total attributable costs which is salary and
benefits, $30,210 billion out of $43602 billion, which is 69.3 percent

REVISED 7119110



994

RESPONSE OF POSTAL SERVICE WITNESS COLVIN
TO INTERROGATORIES OF GREETING CARD ASSOCIATION

c. As indicated in the Postal Service’s response to GCA/USPS-T6-1, the

requested information is not available.

d. The table below provides for each employee category in my Attachment 1,

page 2, the “hourly wage rate,” productive hourly rate and “total

compensation” hourly rate. The “hourly wage rate” is approximated as

discussed in my response to part b, by multiplying the ratio of the NPSHR

Salary (line 30) to Salary and Benefits (line 43) for each employee category

times its respective productive hourly rate. The “total compensation” is

approximated by multiplying the productive hourly rate times 1.1067 as done

in my development of service-wide benefits savings. See my testimony at

pages 8-10 for a discussion of the limitations of this approximation.

CITY CARRIER
Hourly Wage Total Compensation Hourly

EMPLOYEE TYPE Rate PROD. HRLY. Rate
. RATE

City Carrier FTR $ 31.48 $ 41.74 $ 46.19
City Carrier PTR $ 28.94 $ 39.79 $ 44.04
City Carrier PTF $27.01 $ 36.33 $ 40.20

City Carrier Career Total $ -

City Carrier TE $ 22.73 $ 24.47 $ 27.08
City Carrier Casual $ 13.70 $ 13.09 $ 14.48
Total $ 30.41 $ 39.98 $ 44.24

RURAL CARRIER
Hourly Wage Total Compensation Hourly

EMPLOYEE TYPE Rate PROD. HRLY. Rate
RATE

Rural Carrier Career $ 28.66 $ 38.86 $ 43.00
Rural Carrier Non-career Barq $ 18.75 $ 20.18 $ 22.33
Rural Carrier Casual $ 12.73 $ 13.70 $ 15.16
Total $ 25.42 $ 32.84 $ 36.34

‘/7
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GCNUSPS-T7-2.

a. Which employee category in Attachment 1, page 2 represents a “Carrier
Technician”, as the term is used by USPS witness Granhoim on page 12, line 14
of his testimony, USPS-T-3? If this employee category is not listed in Attachment
I page 2, why not?

b. Which employee category in Attachment I page 2 represents a “Rural relief
employee”, as the term is used by USPS witness Granholm on page 13 of his
testimony, USPS-T-3? If this employee category is not listed in Attachment 1
page 2, why not?

c. If your employee categories in Attachment I, page 2 do not include the employee
types noted in a. or b. above, please provide the same information for those
employee categories as you do for those categories listed on page 2, as well as
the information requested above in GCAIUSPS-T7-1, part b.

RESPONSE:

a. None. I am told that the NPHSR data is not available at a sufficiently detailed

level to do this.

b. The category called “Rural Carrier Non-Career Barg.”

c. We do not have this information, as indicated in my answer to part a.

REVISED 6124110
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GCA/USPS-T7-3.

You state on page 5 of your testimony that the amount of “facility space. . . needed for
five-day delivery will be the same as under six days of delivery.” (Lines 8-10). And, on
page 6, lines 11-13, you state “Administrative clerk savings have been identified in the
operational analyses, without the use of piggyback factors, for plant processing and
vehicle service drivers.” Finally, on page 13, you note that USPS witness Neri states
there will be no outgoing sorting or plant cancellation of mail on Saturdays

a. Please confirm that, even apart from the five-day delivery proposal, there is
substantial excess capacity in USPS “facility space” for plant processing (see,
e.g., USPS OlG Report January 7, 2010).

b. If mail processing clerk savings can be realized via service cuts to the public
such as five-day delivery, could such savings also be effected through closing
and consolidation of P & DC plants? Please explain your answer fully.

c. Supposing that all piggybacks associated with mail processing clerk savings
were applied, how would the savings compare relative to the calculations you
have made without piggybacks?

RESPONSE:

C a. I can confirm that the report, “Audit Report — Status Report on the Postal

Service’s Network Rationalization Initiatives (Report Number EN-AR-i 0-001)”

addresses the issue of “reducing processing facility space,” but I am not

familiar enough with it to characterize or summarize its findings.

b. It seems almost tautological to suggest that, if the Postal Service were able to

close and/or consolidate P&DC plants, mail processing savings could be

realized. The question, however, is how such operational changes could be

made within operative constraints and, moreover, without “service cuts to the

public.” Addressing such questions is well beyond the scope of any analysis I

have been requested to conduct.

REVISED 6124110
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c. The question’s characterization of my savings estimates as “calculations you

have made without piggybacks,” is incorrect in several ways. First, as I

indicate at page 6 of my testimony, USPS-T-7, in the case of service-wide

benefits I have relied on the traditional CRA method to determine savings.

Second, while I have not used piggyback factors to reflect savings in the other

types of indirect costs, as discussed in my testimony, pages 13-15, witness

Neri has provided estim!tes of workhour savings for many of the indirect

costs included in piggyback factors. Specifically, he has provided estimated

workhour reductions for supervision, administrative clerks, equipment

maintenance and custodial. In addition, there was no determination that

elimination of outgoing sorting or other five-day operations changes at plants

would, taken by themselves, affect the amount of facility space needed. So

the savings determined for plants given the elimination of Saturday outgoing

sorting has considered piggyback and clerk and mail handler savings as

discussed in my testimony at pages 13-15.

REVISED 6124110
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GCNUSPS-T7-5.

On page 17, lines 3-8, of your testimony you note that “higher hourly labor costs” as well
as other “somewhat offsetting factors” will impact “actual savings” from five-day delivery.

a. What percentage increase in labor costs from labor negotiations this year and
next year would it take to fully offset FY2012 savings from five-day delivery?

b. What percentage drop in mail volume in FY2O1I and 2012 would it take to fully
offset FY2012 savings from five-day delivery?

c. How many more delivery points would it take in FY2O1 1 and FY2012 to fully
offset FY2012 savings from five-day delivery?

RESPONSE:

a-c. As I indicate in my response to PR/USPS-T7-1, my statement that “[A]ctual

savings obtainable in the coming years will be affected by these somewhat offsetting

factors,” is meant to say that the likely or potential future trends in these factors will

have offsetting impacts on the savings obtainable from going to five day delivery in

future years. So in that context, future increases in labor costs, will all else equal,

increase the savings of going to five-day delivery for future years. The same would be

true of future increases in the number of delivery points. However, if volume continues

to decline that will reduce the future years savings associated with adopting five-day

delivery — and thereby at least partially offset the impacts of rising labor costs or growth

in the number of delivery points. I have not attempted to quantify the different impacts.

REVISED 6124110
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GCA/USPS-T7-6
Please refer to your response to GCA/USPS-T7-3(b), where you state that closing or
consolidating P & DC plants might entail “operative constraints” and “service cuts to the
public.”
a. Please explain fully the meaning of “operative constraints” as used in this statement.
b. Please confirm that there have been several recommendations and/or plans to cut
processing capacity since the President’s Commission recommended this in 2005.
c. Please confirm that five-day delivery and material reductions in retail post offices, as
well as other deficit reduction and cost cutting initiatives, also entail service cuts to the
public.

RESPONSE:

a. See the Postal Service response to MPA/USPS-T2-7, parts a and b (filed

June 23, 2010).

b. I am not familiar with this topic, and I do not know.

c. Your question 3(b) to me read as follows:

If mail processing clerk savings can be realized via service cuts to the
public such as five-day delivery, could such savings also be effected
through closing and consolidation of P & DC plants? Please explain your
answer fully.

I interpreted this question as perhaps attempting to create a dichotomy between savings

from operational changes that involve service cuts to the public, such as the

contemplated move to five-day delivery, and savings from operational changes that do

not involve service cuts to the public, such as the closing and consolidation of P&DCs.

In response, I was attempting to make the point that any such dichotomy would be a

false dichotomy, as both examples of operational changes (five-day delivery and plant

consolidations/closings) create at least the possibility of service cuts to the public,

depending on how they are designed and implemented. My intent in my response to

your question 3(b) was not to suggest that five-day delivery, or any other specific cost

C
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cutting initiative, would not involve se~ice cuts, but rather to note that any operational

change generating savings could possibly run the risk of that result, including plant

consolidations/closings (and, for that matter, material reductions in retail post offices).

C.
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( GCAIUSPS-T7-7
In response to GCA/USPS-T7-4, you state that a “commensurate amount of time and
effort” would be needed to cut mail processing capacity in P&DC’s.
a. Please state (i) the total expense to date and (H) estimated overall total that USPS
has spent and will spend on the N2010-1 case.
b. Please provide all information available to you concerning the total cost USPS has
spent on AMP’s in the most recent fiscal year; or, if such information is unavailable, your
best estimate of such total cost in the most recent fiscal year.

RESPONSE:

a. The effort by the Postal Service on the study of five-day delivery is discussed in

the testimony of witness Pulcrano, USPS-T-1, pages 5-9. This has involved working

with many in postal management, our unions and our customers. I am unaware of any

estimate of the expense associated with this. I personally was involved in many months

of meeting with cross4unctional teams in large meetings, and meeting with smaller

cross-functional groups to address the issues raised at the larger meetings.

b. I don’t know of any cost estimates for the Area Mail Processing or AMP program.

I am unable to make an estimate of these costs since my understanding of the process

through which AMP proposals are developed is very limited.

4
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NALCIUSPS-T7-1. Table 6 on page 18 of your testimony refers to a projected
savings of $2.263 billion from city letter carriers. Does this projection take into
account the possible increase in overtime and/or auxiliary assistance referred to
on page 5 of Dean Granholm’s testimony? If so, provide the cost estimate that is
used and the data and analysis on which the estimate is based.

RESPONSE:

As I explain on page 17 of my testimony, the city carrier savings figure presented

in my Table 6 is but one of several savings figures which were developed by

Prof. Bradley and are merely reproduced in my Table 6 for summary purposes.

The saving estimate developed by Prof. Bradley (shown in his testimony, USPS

T-6 at page 52) took the workhour estimates from witness Granhoim and

converted those estimates to dollar costs. I have been informed that the possible

increase in overtime and/or auxiliary assistance mentioned on page 5 of the

( testimony of witness Grariholm (USPS-T-3) was subsumed in his estimates of
the office time and street time projected workhour shifts from Saturday to other

days, presented on page 9 of his testimony. Any further information would need

to be obtained from witness Granholm.
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NALCIUSPS-T7-2. Does the projected savings of $2.263 billion from city letter
carriers on Table 6 of your testimony assume that there will be no increase in the
number of city routes as a result of the elimination of Saturday delivery? If you
assume there will be an increase, provide the estimated increase and the data
and analysis on which the estimate is based.

RESPONSE:

Yes, that is my understanding. Please see the testimony of witness Granholm,

USPS-T-3 at page 4.

1003
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PRIUSPS-T7-1
At LJSPS-T-7 at 17, you state ~Future years will have higher hourly labor costs and input
unit costs, a greater number of delivery points to serve, and most likely lower mail
volumes.’ You then note: “Actual savings obtainable in the coming years will be affected
by these somewhat offsetting factors.”
Please clarify the use of the term “offsetting” (in connection with actual savings) with
respect to each of the factors referred to above, including the impact of each factor
relative to the others.

RESPONSE:

My statement that “[Ajctual savings obtainable in the coming years will be affected by

these somewhat offsetting factors,” is meant to say that the likely or potential future

trends in these factors will have offsetting impacts on the savings obtainable from going

to five day delivery in future years. Specifically, any future increases in hourly labor

costs or other input unit costs will, all else equal, lead to higher savings under five day

delivery in future years. Likewise, the likely future growth in the number of delivery
7

points will, all else equal, lead to higher savings for going to five day delivery in future

years. The five day delivery savings for future years, however, would be reduced if

volumes continue to decline. This would at least partially offset the increases in five-day

delivery savings for future years associated with rising labor costs, other input costs and

the number of delivery points.
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4
Question I

For city and rural carriers from the CCCS and the RCCS for FY 2009, please
provide the delivered volumes by day of week and major mail category. See,
e.g., Docket No. ACR2008, USPS-FYO8-34 at 17-18.

RESPONSE

The Excel spreadsheet (ChIR.1.Q.1.CCCS RCCS_DOW.xls) attached to this

response electronically was prepared by the technical staff responsible for the

CCS and RCCS programs, and contains CCCS and RCCS FY 2009 delivered

volumes by day of week and major mail category. Apart from the addition of day

of week, it is based on the data provided in Docket No. ACR 2009, USPS-FYO9-

34, City Carrier Cost System (CCCS) Statistical and Computer Documentation

(Public Version), and USPS-FYO9-35, Rural Carrier Cost System (RCCS)

Statistical and Computer Documentation (Public Version). The aggregate

volumes match those contained in Docket No. ACR 2009, USPS-FYO9-32,

workbook I-Forms-p, tabs l-CSO7 CCS, l-CS10 RCS.
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CCCS FY09 Volumes by Day of Week (volume in thousands)
MajorMailCategory MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY TOTAL

DOMESTIC MARKET DOMINANT PRODUCTS
First-Class Mail

Single Piece Letters 1,875,590 1,778,846 2,136,104 2,237,956 2,543,234 2,280,256 12,851,986
Single Piece Cards 116,767 132,646 167,881 165,724 177,233 159,118 919,369

Total Single Piece Letters and Cards 1,992,357 1911493 2,303,985 2,403,680 2,720,466 2,439,374 13,771,355
Presort Letters 6,418,886 2,894,049 3,436,795 4,710,929 5,450,279 4,841,828 27,752,766
Presort Cards 377,021 151,846 179,578 244,176 268,831 266,928 1,488,381

Total Presort Letters and Cards 6,795,907 3,045,895 3,616,373 4,955,105 5,719,110 5,108,756 29,241,147
Flats 308,418 190,644 219,544 271,229 318,860 296,888 1,605,583
Parcels 67,061 27,355 45,076 58,443 63,813 54,674 316,221

Total First-Class 9,163,744 5,175,387 6,184,977 7,688,457 8,822,049 7,899,692 44,934,306
Standard Mail

High Density and Saturation Letters 576,740 711,175 776,686 627,843 543,293 471,789 3,707,525
High Density and Saturation Flats and Parcels 784,751 1,969,813 1,894,799 1,255,729 1,136,814 705,266 7,747,172
Carrier Route 1,199,121 1,351,039 1,242,763 982,787 1,018,313 1,109,333 6,903,356
Letters 5,694,895 5,584,229 4,928,570 4,171,873 4,356,989 3,975,190 28,711,746
Flats 1,255,521 1,056,575 909,803 754,877 800,959 711,183 5,488,917
Not Flat-Machinables and Parcels 76,467 68,507 57,604 60,380 67,669 65,329 395,956

Total Standard Mail 9,587,494 10,741,338 9,810,225 7,853,489 7,924,037 7,038,089 52,954,673
Periodicals

In County
Outside County

Total Periodicals 757,862 727,963 725,367 864,598 879,145 745,457 4,700,391
Package Services

Single Piece Parcel Post 8,280 6,489 6,431 5,439 7,256 6,550 40,446
Bound Printed Matter Flats 34,744 30,213 23,372 20,666 19,805 25,109 153,909
Bound Printed Matter Parcels 22,463 20,951 19,735 17,582 19,989 17,807 118,526
Media and Library Mail 21,151 12,817 9,764 8,806 10,734 11,331 74,603

Total Package Services 86,638 70,471 59,303 52,493 57,784 60,796 387,484
U.S. Postal Service 43,522 50,575 58,342 53,465 56,264 34,663 296,831
Free Mail 4,062 3,457 3,410 3,989 4,897 3,743 23,557
Total Domestic Market Dominant Mail 19,643,321 16,769,191 16,841,624 16,516,490 17,744,176 15,782,440 103,297,242
DOMESTIC COMPETITIVE PRODUCTS 84,953 45,070 86,071 88,307 94,735 82,149 481,286

INTERNATIONAL MAIL 53,650 28,797 24,592 29,402 34,318 30,418 201,177

TOTAL MAIL 19,781,925 16,843,058 16,952,286 16,634,199 17,873,229 15,895,008 103,979,705

F-’
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RCCS FY09 Volumes by Day of Week (volume in thousands)
MajorMailCateqory MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY TOTAL

DOMESTIC MARKET DOMINANT PRODUCTS
First-Class Mail

Single Piece Letters 838,312 857,130 995,870 1,089,085 1,184,033 1,049,794 6,014,224
Single Piece Cards 65,856 76,086 92,615 100,576 100,771 95,137 531,041

Total Single Piece Letters and Cards 904,168 933,216 1,088,485 1,189,662 1,284,804 1,144,931 6,545,265
Presort Letters 3143,912 1,363,319 1,600,100 2,238,435 2,609,731 2,323,524 13,279,020
Presort Cards 214,347 76,158 94,159 128,899 142,917 143,296 799,775

Total Presort Letters and Cards 3,358,259 1,439,477 1,694,259 2,367,333 2,752,647 2,466,819 14,078,795
Flats 130,755 70,696 82,366 106,138 123,252 112,487 625,694
Parcels 32,283 12,357 19,364 24,328 29,087 24,036 141,455

Total First-Class 4,425,465 2,455,746 2,884,475 3687,461 4,189,789 3,748,273 21,391,209
Standard Mail

High Density and Saturation Letters 286,022 352,574 353,946 332,537 252,281 250,898 1,828,259
High Density and Saturation Flats and Parcels 390,203 928,974 796,805 485,938 393,858 317,202 3,312,981
Carrier Route 785,822 696,914 581,444 435,703 495,623 618,219 3,613,726
Letters 2,823,897 2,807,760 2,488,805 1,987,983 2,069,132 1,930,365 14,107,942
Flats 627,303 496,651 453,579 371,979 381,566 347,925 2,679,002
Not Flat-Machinables and Parcels 43,771 35,618 30,687 34,593 36,602 34,886 216,156

Total Standard Mail 4,957,018 5,318,491 4,705,267 3,648,733 3,629,062 3,499,496 25,758,066
Periodicals

In County
Outside County

Total Periodicals 437,677 405,454 456,133 508,793 483,458 429,187 2,720,703
Package Services

Single Piece Parcel Post 5,022 3,822 3,145 3,135 3,407 3,671 22,202
Bound Printed Mailer Flats 21,816 16,501 11.539 10,543 10,328 10,974 81,700
Bound Printed Mailer Parcels 11,860 10,585 13,108 10,605 11,618 9,666 67,442
Media and Library Mail 7,760 5,592 4,769 4,149 5,328 5,081 32,679

Total Package Services 46,457 36,500 32,560 28,432 30,681 29,392 204,022
U.S. Postal Service 20,426 14,086 16,962 17,402 21,125 18,587 108,589
Free Mail 2,211 1,487 1,691 2,216 2,342 1,800 11,746
Total Domestic Market Dominant Mail 9,889,254 8,231,765 8,097,087 7,893,037 8,356,457 7,726,735 50,194,336
DOMESTIC COMPETITIVE PRODUCTS 43,774 25,445 47,283 49,574 50,982 45,036 262,095

INTERNATIONAL MAIL 18,150 9,712 8,139 10,395 12,098 10,242 68,735

TOTAL MAIL 9,951,178 8,266,923 8,152,509 7,953,006 8,419,537 7,782,013 50,525,166

H
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Question 4

Page 2, Attachment 1 of USPS-T-7 contains the productive hourly rates for city
and rural carriers broken down by full-time and part-time employee categories.
Please describe how the Total Personnel Expenses column for this table was
derived for each of the employee categories shown. Please show all calculations
and detailed sources of the calculations.

RESPONSE

The calculation of the total personnel expenses shown in Attachment 1, page 2

of USPS-T-7 is explained in the Excel file (ChIR.1.Q.4.Attach.TPE.xls) that has

been attached to this response electronically. The sources of the data used can

be found in the Excel files attached to the response to Chairman’s Information

Request No. 3, Question 20, Docket No. ACR2009 (February 5, 2010).



;ity Carriers

Derivation of City Delivery and Rural Delivery Carrier Total Personnel Expense*
$ 000

1009

(

/1 Source:

Base Year $ 000

Career
Non-career Barg
Casuals

NPHSR Ref No 1010 + Ref No 1015, Line 43
]NPHSR Ref No 1020+1030+1035+1040+1050i-1055+1O6O, Line 43

NPHSR Ref No 1065, Line 43

/2 Source:

/3 Source:

Reallocated Trial Balance 09, Personnel Tab

Reallocated Trial Balance 09, Personnel Tab

The sources listed above can be found in the excel spreadsheets included in Docket No. ACR 2009, Response of US, Postal

Category NPHSR NCTB Total Prorated Lump Sum, Total
Total S & B /1 S&B /2 NCTB S& B Tot Tvl, Relo /3 Pers Exp

Barg Less TE’s 15,122,024 :::::::::::::::::::::::::::: 15,102,290 5,595 15,107,885
Transitional Emp 680 750 679 862 679 862
Casuals 543 543 543
Total 15,803,318 15,782,694 15,782,694 5,595 15,788,289

/1 Source:
Barg Less TE’s NPHSR Ref No 0740- Ref No 0735, Line 43
Transitional Emp NPHSR Ref No 0735, Line 43
Casuals NPHSR Ref No 0750, Line 43

/2 Source: Reallocated Trial Balance 09, Personnel Tab

/3 Source: Reallocated Trial Balance 09, Personnel Tab

NPHSR Ref No $ 000 Barg Less TE Prorated Pers
Line 43 Pers Exp Exp

City Carrier FTR 0710/1 13 642 066 13 624,294
City Carrier PTR 0720 49,678 ::::::::::::::::::~: 49,613
City Carrier PTF 0730 1,435,848 :::::::::::::::::::::::::::::~: 1,433,977
City Carrier Career Total 15,127,592 15,107,885 15,107,885

/1 Includes Travel and Relo from Real TB 09

~ ?ural Carriers

Base Year
Category NPHSR NCTB Total Prorated Lump Sum, Total

Total S & B /1 S&B /2 NCTB S& B Tot Tvl, Relo /3 Pers Exp
Career 4792529 4807491 4919 4812410
Non career Barg 1 093 490 1 096 904 1,096,904
Casuals 40,181 ::::.;;::::::::::::::.:::::::. 40,307 ::::::::~ 40,307
Total 5,926,201 5,944,702 5,944,702 4,919 5,949,621

Service to Chairman’s Information Request No. 3, Question 20. (Feb 5,2010)
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1. The Postal Service states that it examined various outgoing operations and
determined what percentage of the workhours would be eliminated with the
discontinuance of Saturday outgoing operations. USPS-LR-N2010-1/5 at2. In
some cases, this determination was made “by using postal experience.”

(a) For each category where the percentage of workhours eliminated was
determined using postal experience, please explain the basis for the
percentage used and the rationale behind the determination.

(b) The costs that are not eliminated by the discontinuance of Saturday
outgoing operations are assumed to be incurred on a different day when the
mail that would have been processed on Saturday is processed. These costs
appear to be driven by the processing of volume (hence the inability to
eliminate them) and so can be thought of as volume variable. In contrast, the
costs that can be eliminated implicitly would not be incurred when the volume
is processed on an alternate day. Therefore, the costs that can be eliminated
can be thought of as fixed with respect to volume.

For each category of operations, please explain why the assumptionsused in
this library reference are a better representation of the portion of costs driven
by volume than the volume variability percentages.

(
RESPONSE:

(a) The response to part (a) is being filed by witness Neri.

(b) Library reference USPS-LR-N2010-1/5 is not designed to shed light on the

question of what is a better or worse representation of the portion of costs driven

by volume. The key question, rather, is how best to estimate the change in

(accrued) costs when the same volume is redistributed across fewer (and

different) days of the week. The change in cost should reflect changes in

operations as a result of the switch to the distribution of volume across the days

of the week under the 5-day plan.
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The concept of volume variability, while critical as part of the estimation of the

cost attributable to a postal product, may be of limited use in the estimation of

likely cost savings from changes in delivery frequency. The concept refers to the

cost impact of small changes in the level of volume, under a host of ceteris

paribus assumptions.

The fact that volume variability is a “change” concept associated with changes in

the level of volume has been highlighted by the Commission in its discussion of

the use ofvolume variability to analyze the effects of reducing the number of

delivery days:2

The [volume variable] modeling approach is designed
to measure the effect on costs of adding the next
piece of volume. This is measured to provide the
basis for an economically efficient price signal that
can guide the buying decision of the mailer.
Changing the frequency of delivery throughout the
network involves not just huge increments of volume,
but also a basic reconfiguring of the delivery function
to deal with huge increment of volume.

Because volume variability is used to find the change in cost for a small,

sustained change in annual volume, its value may be limited in examining a

major operational change, like eliminating Saturday delivery, at the same level of

volume. This, too, has been emphasized by the Commission:3

IMlodels used to find the volume variability of
individual products for pricing purposes solve a

2 See, “Report on Universal Postal Service and the Postal Monopoly,” Postal
Regulatory Commission, December 19, 2008 at 128-1 29.
~ Id.
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different problem than the one posed by changing the
frequency of delivery throughout the network.

Consequently, in analyzing the mail processing response to elimination of

Saturday delivery, the Postal Service followed a different approach, one that

focused on how operations would change when the same volume is redistributed

across fewer days of the week. In other words the Postal Service tried to follow

the Commission’s dictate in analyzing elimination of Saturday delivery and

outgoing processing:4

This calls for a very different model—one that
concerns itself with major changes in total workload
and how the processing and delivery functions would
be reorganized to meet them.

As described in part a. of the response to this question, careful analyses of the

(. reorganization of the processing function led to the development of the

percentages of workhours that would be saved by eliminating Saturday delivery.

Because these percentages reflect the type of operational analysis prescribed by

the Commission, and do not suffer from the concerns the Commission expressed

with the use of volume variabilities, they are the better estimates of the costs

saved.

The question specifically asks why the operational percentages are “a better

representation of the portion of costs driven by volume” than the ratios of volume

variable to accrued cost. To answer the question, one must first interpret the

“ Id.
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term “the portion of costs driven by volume.” Because the phrase does not have

a unique definition, its meaning must be derived from the context. In other

contexts, the term could be interpreted as total volume variable cost or as total

variable cost.5 However, given that the cost saving exercise being examined

here is the estimation of savings generated by a switch to five-day delivery, the

phrase should refer to the cost being driven to other days of the week when

Saturday delivery and outgoing processing are eliminated. That being the case,

it becomes clear that the ratios from the library reference are better measures of

the cost driven to other days of the week than volume variabilities, because they

were specifically designed to measure that outcome. Volume variable cost ratios

were not designed to measure this outcome and embody a set of assumptions

inconsistent with the five-day delivery analysis.6
I

An example of how using the volume variable cost ratios would lead to erroneous

results arises from the fact that mail processing productivities are not equal

across the days of the week. In Automated Letter sorting, the average Monday

productivity is 7,299 pieces per hour, while the average Saturday Automation

labor productivity is 5,669 pieces per hour.7 I understand from witness Neri that

the higher productivity occurs because of a favorable working environment on

~ Note that the term ‘variable cost’ refers to costs that result from the employment of a variable

factor of production to produce a positive amount of output, and that the term ‘volume variability,’
in contrast, measures the rate at which costs change as volume changes.
6 These assumptions include things like assuming that Postal Service mail processing operations

are unchanged, and that the distribution of volume across the days of the week does not change.

See USPS-LR-N201 0-1/5, spreadsheet Mail_processing_background_3_30_1 0.xls, tab
“WeekDay Analysis”
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Monday, such as having mail arriving earlier in the day, and a more even and

predictable mail flow. To the extent that the higher productivity is not volume-

related but occurs because of a more favorable work environment, moving the

mail from a relatively inefficient Saturday operation to a more efficient Monday

operation will save hours even if the volume variability of this operation is 100

percent. Note that under the volume variability approach, it is assumed that

volume rises on both Monday and Saturday, keeping the proportional relationship

between volumes and hours intact. That assumption is not true in the current

costing analysis, and illustrates why using the volume variability percentage

could lead to the wrong answer.

The above discussion on Automation Letters applies as well for the other six

categories where the savings were developed in conjunction with observed

differences between Saturday and Monday productivities. These categories are

AFCS cancelation, Manual Letters, Automated Flats, Manual Flats, Mechanized

Parcels, and Manual Parcels.

Another example of where volume variabilities would lead to erroneous cost

savings estimates is the category Expediter. Expediter is part of the platform

cost pool, and in FY 2009, it had a variability of 92.5 percent.8 As discussed in

his separate response to part a. of this question, witness Neri indicates that all

Saturday Expediter work on outgoing transportation can be saved. I understand

that this is because there would no longer be a need for those hours on

See Docket No. AcR2009, USPS-FYO9-7
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Saturday, and no additional Expediter work hours would need to be added on

Monday, given that the number of Monday trucks to be managed by Expeditors is

not changing. The latter result is not suggesting that Expediter costs have an

overall volume variability of zero, but rather is the result of dealing with the

specific question of the cost impact of shifting volumes between Saturday and

Monday.

Dock operations provide another example. Dock operations are part of the

Cancellation cost pool and have a variability of 98.8 percent. As indicated in

response to part a of this question, witness Neri indicates that only 50 percent of

the Saturday workhours will be needed for Monday, since most of this operation

is related to set up. The setup time occurs each day the operation is run and is

not dependent on the amount of volume processed, and thus the setup already

being done on Monday need not be duplicated. Based on his judgment and

experience, in conjunction with the examination of operational data, Witness Neri

has focused on the narrow question of the change in work hours associated with

shifting the outgoing Dock operations currently performed on Saturday to

Monday. He is addressing a different question than does the classical volume

variability analysis, which focuses on small sustained volume changes that are

assumed to be evenly spread over all days of the week, and thus, not

surprisingly, he reaches a different answer.
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Question 7

The Postal Service states that the supervisory workhours savings estimate is
developed by identifying the number of Customer Service facilities large
enough to support full supervisory schedules. See USPS-LR-N2010-1/3 at 7.

(a) Please describe the type of facilities that would be considered a
Customer Service facility; for example, would Delivery Distribution Units
be considered a Customer Service facility?
(b) Are the supervisory workhour savings for first-line supervisors only? If
not, please explain.
(c) The total supervisor workhour savings are valued using the productive
hourly wage rate for Cost Segment 2. Cost segment 2 costs consist of the
salaries and benefits costs for sub-accounts .103 (Supervisors). and sub-
account .130 (Professional and Technical Personnel). Please explain why
the salaries and benefits of sub-account .130 were included.
(d) Of the total amount of supervisor workhour savings included in the
proposal how many of the hours saved would be supervisors classified
under the .102 sub-account and how many of the hours would be
classified under the .130 sub-account.

RESPONSE:

(a)-(b) Answered by witness Granholm.

(c) As it turns out, including or excluding the salaries and benefits of

sub-account .130 would essentially have no material impact on the calculation of

the productive hourly rate used to estimate Cost Segment 2 savings. As

indicated in my testimony, USPS-T-7, page 3 and in my Attachment 1, I apply EN’

2009 productive hourly rates from Docket No. ACR2009 to the work hour savings

estimates provided by the operational witness to calculate the labor cost savings.

In most instances, as shown in my Attachment 1, page 1, these productive hourly

rates were calculated at the cost segment level, which is to say, no attempt was

made to identify more narrow productive hourly rates for smaller subsets of

employees within cost segments. The exception was in the case of developing

savings for city and rural carriers, where the bulk of the projected savings are

found, and where productive hourly rates within cost segments were
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disaggregated, as shown in myAttachmentl, page 2. The projected Cost

Segment 2 workhour savings, however, constitute only a small fraction of the

projected workhour savings for carriers. For that reason, the possibility of

disaggregating the Cost Segment 2 hourly rates into separate productive hourly

rates for Supervisors, versus Professional and Technical Personnel, was, quite

frankly, not even considered.

In response to this question, however, the potential impact from

disaggregating the productive hourly rates for Cost Segment 2 was considered,

and it appears that there is not much difference in the hourly costs for

Supervisors versus Professional and Technical Personnel. The NATIONAL

PAYROLL HOUR SUMMARY REPORT (NPHSR), PAY PERIOD-FY 20-2009,

ENDING DATE 09-25-2009, pages 7 and 8, shows that Supervisors accounts for

about 82 percent of the combined labor costs, and that the there is about a one

percent cost per work hour difference between Supervisors verses Professional

and Technical Personnel.1 Thus, because the pay difference between

While the NPHSR cost per work hour data are not the same as the “productive
hourly rates” provided in my Attachment 1, a comparison of the NPHSR salaries
and benefits and workhours with data from the Reallocated Trial Balances and
my Attachment I suggests the NPHSR costs per workhour do not differ much
from productive hourly rates. Specifically NPHSR salaries and benefits for
Supervisors (on page 8, line 43) and Professional and Technical Personnel (on
page 7, line 43) are about 2-3 percent lower than those contained in the Docket
No. ACR2009, USPS-FYO9-5, Cost Segment and Components Reconciliation to
Financial Statements and Account Reallocations (Reallocated Trial Balances) for
Cost Segment 2. In addition, the total NPHSR workhours for Supervisors, and
Professional and Technical Personnel from NPHSR, pages 7 and 8, are about 1
percent lower than that contained in my Attachment I for Cost Segment 2. Thus
the one percent difference in hourly costs for Supervisors versus Professional
and Technical Personnel based on the NPHSR should be indicative of the
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employees in the two Cost Segment 2 subaccounts is so small, the effect of

using an aggregate of the two subaccounts, rather than subaccount .103 in

isolation, would be expected to be comparably small. Moreover, since

Supervisors costs are 82 percent of Cost Segment 2 costs, the difference

between the aggregate productive hourly rate for Cost Segment 2 applied in my

testimony, and the productive hourly rate for Supervisor alone, would likely be

even less than the approximate one percent difference between the hourly costs

for the two subaccounts.

d. As indicated in witness Granholm’s response to part b, estimated Cost

Segment 2 workhour savings were not necessarily identified with either

subaccount. Even assuming, however, that most or all of the hours relate to

supervisors (which is subaccount .103), as indicated in the above response to

part c. of the question, the wage rate directly applicable to that subaccount does

not appear to be materially different from the overall Cost Segment 2 wage rate

used in my analysis.

differences in the productive hourly rates for these two sub-components of Cost
Segment 2.
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Question 13.

The Postal Service states that total workhours for city carriers are 394,939572.

This number is derived from the workyear calculation model. See Docket

No. ACR2009, Response to CHIR No. 3, Question 20. However, in the FY 2009

Total Factor Productivity tables filed with the Commission on March 2, 2010,

specifically at Table 13, total city carrier workhours are 410,017,555. Please

explain the apparent discrepancy and provide a reconciliation.

RESPONSE:

I am told that regarding the TFP Table 13, the FY 2009 workhours of 41 0.0

million is a composite of both city carriers and vehicle drivers. Its components

can be found on TFP Table 6 and are as follows for FY 2009 (in millions of

workhours):

City Carriers
Full time 326.2
Part time 40.7
TEs & Casuals 27.8
Total City Carrier 394.7

Vehicle Drivers
Full time 13.5
Part time 1.6
TEs & Casuals
Total Vehicle Drivers 15.4

Total City CarriersNehicle Drivers 410.0
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/

17. For each of the city carrier employee types indicated in Attachment
1 of USPS-T-7, please provide the distribution of total city carrier
work years, indicated in the third column of the first table, by day of
the week, for FY 2009.

RESPONSE:

Time and Attendance Collection System (TAOS) data for FY 2009 were obtained

for the city carrier employee types listed below to determine the percentage of

workhours by day of week, as shown in Table 1 on the next sheet. These

percentages are applied to the “Work Year” and “Total FY Workhours” data

below (which is from my testimony, USPS-T-7, Attachment 1, page 2) and are

reported in Tables 2 and Table 3 respectively.

/

FY 2009 City Carrier Work Years and Workhours, by
Employee Type

CITY CARRIER

EMPLOYEE TYPE WORK CONvERsIoN Total FY
YEARS* FACTOR* Workhours**

city carrier FTR 188,360 1,733 326,428,296

city Carrier PTR 710 1,757 1,246,655

city Carrier PTF 21.809 1,810 39,475,032
City Carrier Career Total 210.879

City Carrier TE 14.009 1.983 27,780,620

CityCarrierCasual 20 2,080 41,496

Total 224,909 1,756 394,939,572

*source LISPS-T-7, Attachment 1, Page 2.
**Source: Total FY Workhours WORK YEARS CONVERSION FACTOR
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Table 1: FY 2009 Percentage of Workhours by Day of Week, by City Carrier Employee Type From TACS Data

EMPLOYEE TYPE Saturday Sunday Monday Tuesday Wednesday Thursday Friday Total

CityCarrierFTR 15.9% 0.0% 16.1% 17.2% 17.5% 16.3% 17.1% 100.0%

City Carrier PTR 7.1% 0.2% 18.4% 19.0% 18.9% 17.8% 18.5% 100.0%

City Carrier PTF 16.6% 0.1% 16.6% 17.0% 17.0% 15.8% 16.9% 100.0%

City CarrierTE 16.7% 0.1% 16.9% 17.0% 16.9% 15.6% 16.8% 100.0%

CityCarrierCasual 12.7% 0.6% 16.6% 17.0% 17.8% 17.7% 17.7% 100.0%

Total cityCarriers 16.0% 0.0% 16.2% 17.1% 17.4% 16.2% 17.1% 100.0%

Table 2: FY 2009 Work Years by City Carrier Employee Type, by Day of Week (Based on Table 1)

EMPLOYEE TYPE

City Carrier FTR

City Carrier PTR

City Carrier PTF

City Carrier TE

City Carrier Casual

Total city Carriers

Saturday

29,915

51

3,611
2,335

3
35,897

Sunday

11

2
22

15

0
48

Monday

30,388

131

3,621

2,371

3
36,506

Tuesday

32,309

135

3,703

3

2,377

38,530

Wednesday

32,889
134

3,710
2,365

4
39,110

Thursday

30,642

126
3,451

2,192
4

36,426

Friday

32,207

131

3,691
2,355

4
38,392

Total
188,360

710
21,809
14,009

20
224,909

Table 3: FY 2009 Work Hours by City Carrier Employee Type, by Day of Week (Based on Table 1)

EMPLOYEE TYPE Saturday Sunday Monday Tuesday Wednesday Thursday Friday Total
CityCar,IerFTR 51,841,983 18,490 52,662,280 55,991,172 56,997,124 53,103,276 55,813,971 326,428,296
City Carrier PTR 88,883 2,899 229,919 237,270 235,074 221,801 231,009 1,246,855

City Carrier PTF 6,535,924 39,306 6,554,441 6,702,505 6,715,690 6,247,091 6,680,075 39,475,032

City Carrier TE 4,630,396 28,848 4,700,706 4,713,460 4,689,543 4,347,369 4,670,298 27,780,620

City Carrier Casual 5,274 255 6,885 7,049 7,379 7,330 7,324 41,496

Total city Carriers 63,034,669 84,691 64,104,591 67,658,475 68,677,290 63,964,130 67,415,726 394,939,572

I~1
0

H



( 1022
1 MR. KOETTING: Yes, Madam Chairman, I will

2 do that. I will just mention that the Postal Service

3 did file a revised response to GCA-l yesterday, and

4 because of the timing of that filing it was not, the

5 unrevised version was not in the packet and we have

6 substituted in the packet the revised version of GCA-1

7 to Dr. Colvin that was filed yesterday.

8 CHAIRMAN GOLEWAY: So the questions I asked

9 to him refer to the revised comments. Has GCA seen

10 this already?

11 MR. STOVER: Yes we have.

12 CHAIRMAN GOLEWAY: Okay. Is there any

13 additional written cross-examination for witness

14 Colvin?

15 (No response.)

16 CHAIRMAN GOLOWAY: If not, that brings us to

17 cross-examination, and it appears there are two

18 participants who have requested oral cross-

19 examination, Greeting Card Association Mr. Stover, and

20 the Public Representative Ms. Gallagher. Is there any

21 other party that wishes to cross-examine Mr. Colvin?

22 (No response.)

23 CHAIRMAN GOLDWAY: If not, we’ll begin with

24 Mr. Stover. Would you identify yourself for the

25 record?

Heritage Reporting Corporation
(202) 628-4888
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1 MR. STOVER: Yes, Madam Chairman. David

2 Stover for the Greeting Card Association.

3 CROSS-EXAMINATION

4 BY MR. STOVER:

5 Q Let me start by asking one clarification.

6 This relates, Dr. Colvin, to attachment 1 page 1 of

7 your pretrial testimony.

8 CHAIRMAN GOLDWAY: What page did you say it

9 was?

10 MR. STOVER: Attachment 1, page 1.

11 THE WITNESS: I have it.

12 BY MR. STOVER:

( 13 Q The next to last column in that table is
14 headed, expanding the abbreviations, “productive

15 hourly rate”?

16 A Correct.

17 Q Are those productive hourly rates the rates

18 which are used in calculating projected savings from

19 the five-day project?

20 A They are certainly the rates that I used to

21 calculate the cost for mail processing savings and

22 post office savings. They were just applied to the

23 reduction of wage rates, and I believe they were used

24 by Professor Bradley in calculating the carrier costs

25 as well.

Heritage Reporting Corporation
(202) 628-4888
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1 Q Thank you. Now I’d like to turn to some of

2 the, really just one to start with, of the

3 interrogatories that we sent you. And this is number

4 GCA-USPS-27-3 -- I’m sorry, -6. But that answer also

S refers to 27-3B, so you might want to have that one

6 handy too.

7 A Okay.

8 Q The question number T-7-6 refers to your

9 answer to the earlier one. You felt as if we were

10 asking you to distinguish between operational changes

11 that involve service cuts to the public and

12 operational changes that did not, and you thought that

13 the distinction might not be a real or valid one, is

14 that a fair statement of your position?

15 A Well what I thought was certain changes in

16 operations, such as consolidations or something like

17 that or just general changes to operations, though

18 they probably would not have the intention of reducing

19 service, if they involve enough closings could

20 ultimately result in a reduction of service despite

21 the fact that clearly wouldn’t be the intention, as

22 opposed to something like a change from six days to

23 five days which is clearly a reduction of service.

24 That was the distinction I was trying to make.

25 Q I see, that’s helpful. Let’s take an

Heritage Reporting Corporation
(202) 628-4888
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1 example just so that I can be sure I understand this.

2 Closing a redundant PNDC plant, would you think that

3 would be evaluated essentially, and maybe implemented,

4 essentially for the sake of the savings, and that any

5 reduction in service that resulted from that in fact

6 would be like an unintended and yet maybe worthwhile

7 or at least tolerable consequence, a side consequence

8 of gathering the savings from, recovering the savings

9 from the closure?

10 A Well I’m far from an expert on

11 consolidations and plant closings, but what you just

12 said sounds reasonable to me.

13 Q Okay. I think you mentioned in your earlier

14 answer some of the things that might happen from the

15 closing or consolidation of a facility that was

16 redundant, would they be things like maybe earlier

17 critical entry times for bulk mailers or contracting

18 the two-day or overnight service area or things like

19 that that would --

20 A I’m sorry, by my “earlier answer” are you

21 referring to --

22 Q Not to your written answer, to the one

23 you’ve just given.

24 A Oh.

25 Q When we were talking about the distinction

Heritage Reporting Corporation
(202) 628-4888
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1 or maybe nondistinction between operational changes

2 which result in service cuts and those that don’t.

3 A Okay, I thought we were referring to a

4 specific interrogatory.

5 Q Not a specific interrogatory, no, sir.

6 A I think you just gave me two possible

7 candidates for that and --

8 Q I’m asking you if those sorts of things are

9 what you might think of as the possible service

10 consequences of a closing or consolidation that was

11 really made in order to secure the savings?

12 A Just asking you to repeat the two?

13 Q The two that I mentioned were a possible

14 contraction of the two-day or overnight service area

15 or possibly telling bulk mailers that their entry

16 times would have to be earlier or things like that, or

17 that they might have to take their entered mail

18 farther to enter it.

19 A I’d have to say I didn’t have anything

20 detailed as that in mind. Again it sounds reasonable.

21 I was simply thinking if you close plants or close

22 operations, sooner or later service could be affected.

23 Q Thank you. I want to just turn back to our

24 GCA-T-7-33, your answer to that interrogatory. And

25 the impression that I got from it was I believe you

Heritage Reporting Corporation
(202) 628-4888
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1 are telling us there that your work in this case did

2 not include either estimating how closing or

3 consolidating plants could be done within operative

4 constraints or number two how it could be done without

5 service cuts to the public, and maybe three, what

6 level of cost savings could be achieved by doing it,

7 by closing and consolidating of unneeded plants. Now

8 I’m fairly sure about the first two from your answer,

9 but I’m really interested if you can confirm that you

10 were also not tasked with trying to estimate the level

11 of cost savings that could be achieved say by a

12 program of closing and consolidating unneeded

13 facilities?

14 A I can confirm that, I was not so tasked.

15 MR. STOVER: Thank you. Madam Chairman,

16 that’s all that we have for Dr. Colvin, thank you.

17 And, Dr. Colvin, thank you.

18 CHAIRMAN GOLDWAY: Thank you. Public

19 Representative?

20 MS. GALLAGHER: Thank you, Madam Chairman.

21 Patricia Gallagher for the Public Representative team.

22 CROSS-EXAMINATION

23 BY MS. GALLAGHER:

24 Q Again we were primarily interested in

25 following up on others, that was limited, but I did

Heritage Reporting Corporation
(202) 628-4888
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1 have one question. At page 2 of your testimony, and

2 if you’re there at section 2, framework. And this is

3 just continuing the clarification as to the period

4 we’re looking at and the distinction that’s drawn

5 here. Right now relative to where we are would you

6 say the snapshots you used would have been Fiscal

7 2009, correct?

8 A Correct.

9 Q Yeah, and that’s sort of in a sense a look

10 back as opposed to the old idea of the looking forward

11 under the old regulatory framework?

12 A That’s correct.

( 13 MS. GALLAGHER: Okay, thank you. That’s all
14 we have, thank you. Thank you, Madam Chairman.

15 CHAIRMAN GOLOWAY: Thank you. Questions

16 from the bench? Commissioner Langley?

17 COMMISSIONER LANGLEY: I don’t, thank you.

18 Thank you for your testimony.

19 CHAIRMAN GOLDWAY: Commissioner Blair?

20 COMMISSIONER BLAIR: Not at this time, and

21 just appreciate your appearance here this morning.

22 THE WITNESS: Thank you, sir.

23 CHAIRMAN GOLDWAY: I think I have one

24 question, I’m not sure you’re the right person, but in

25 the savings for five-day that you developed, which
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1 included some estimates for plant processing and post

2 office operations, we had some testimony that’s been

3 presented to us over the course of these hearings that

4 there may be some additional cost in terms of

5 additional costs on Saturday to pick up from

6 collection boxes which may be stuffed, you know, more

7 than the capacity because there are no letter carriers

8 to pick them up.

9 There may be rural letter carriers that are

10 going to have to go to what have been considered

11 intermediate post offices where they don’t get mail

12 other than having a carrier and if the post office is

13 going to stay open there has to be some delivery to

14 them. There are questions about the additional cost

15 for delivering express mail on Saturday when there are

16 no existing networks to cover at least some of the

17 packages and delivery that occurs through them.

18 Questions about whether there will be enough

19 post office boxes, whether there will be more labor

20 needed in the post offices themselves on Saturday to

21 deal with higher volumes or on Monday through Friday

22 if people can’t do the work that they need to with the

23 post office on the weekend. I’m wondering if you got

24 any estimates of any of those specifics when you were

25 developing the net savings in five-day delivery?

Heritage Reporting Corporation
(202) 628-4888



(
1030

1 THE WITNESS: Well I took all my estimates

2 directly from the operations witnesses and just

3 evaluated them at the appropriate wage. So to the

4 extent those things were included then they would be

5 included in my estimate. I do recall that there are I

6 think, there’s analysis of some of these issues in

7 that testimony. Whether that covers every single one

8 of them, I’m not sure.

9 CHAIRMAN GOLDWAY: Okay, so you didn’t

10 identify all of them in any way. And I assume you

11 also took the what the Postal Service says is about

12 $100 million in implementation costs and you just took

13 those into account as well?

14 THE WITNESS: Good question. I didn’t do

15 anything with the implementation cost because what I

16 was trying to estimate was the let’s say repeatable

17 annual savings in costs in each year once all the

18 various adjustments have been made. I guess if one

19 were doing an analysis based on a roll forward or

20 based on a specific year when you expect

21 implementation to take place then you’d need to

22 include those implementation costs, and my

23 understanding is there is work being done on that

24 these days, but I didn’t do anything with them.

25 CHAIRMAN GOLDWAY: So you just assumed full
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1 implementation using 2009 based data?

2 THE WITNESS: That’s correct.

3 CHAIRMAN GOLiDWAY: Are you familiar enough

4 with the current post office operations to hazard a

5 guess as to whether 2010 cost data is going to be

6 significantly different? I mean have there been more

7 route reductions or labor savings in such a way that

S would make the cost savings perhaps less than they

9 would using 2009 as the base?

10 THE WITNESS: I don’t know what the 2010

11 costs are going to look like. I’m not familiar enough

12 with operations to hazard a guess.

13 CHAIRMAN GOLDWAY: Okay. Commissioner

14 Langley I see has a question for you.

15 COMMISSIONER LANGLEY: Just to follow up on

16 something that you just mentioned, are there studies

17 being done going forward, using forward looking?

18 THE WITNESS: I don’t know, well what I was

19 referring to was the implementation task force --

20 that’s probably not the right word, but Mr. Puicrano

21 described it in his testimony.

22 COMMISSIONER LANGLEY: Okay.

23 THE WITNESS: I understand they’re going to

24 look again at implementation costs.

25 COMMISSIONER LANGLEY: And they have to look
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1 again because, wouldn’t you agree that FY 2009 was an

2 unusually low volume year?

3 THE WITNESS: I would agree there’s going to

4 be differences in future years that, you know, need to

5 be taken into account as this becomes a reality as

6 opposed to kind of a theoretical exercise to help us

7 make the decision.

8 COMMISSIONER LANGLEY: Yes, I mean there was

9 a lot of excess in the system because of the, what was

10 it, 12.7 percent loss in volume.

11 THE WITNESS: It was precipitous.

12 COMMISSIONER LANGLEY: And so the basis, you

13 know, using ‘09 as the basis for its studies in this

14 case, certainly I don’t want to say they’re biased

15 because I think that is a loaded word, but there will

16 be changes going forward.

17 THE WITNESS: There will be changes in the

18 future which reflect many different factors, and one

19 of them as you just suggested would be falls in

20 volume. If volume falls and costs are taken out along

21 with it then there are less costs to be saved. On the

22 other hand if wages rise there would be more costs to

23 be saved because each hour costs more. So there are a

24 variety of factors which go both directions.

25 COMMISSIONER LANGLEY: Do you have any

Heritage Reporting Corporation
(202) 628-4888



1033

1 suggestions on how we can best look at the actual cost

2 savings or have a more reliable calculation?

3 THE WITNESS: Only that as things proceed,

4 if the community becomes convinced that this is a good

5 thing to do and an implementation date is settled in

6 people’s minds, then you’d have to do what people have

7 suggested various times, run some form of analysis

S about the future, take your best guess at what the

9 future’s going to look like and do what you can.

10 COMMISSIONER LANGLEY: Thank you.

11 CHAIRMAN GOLDWAY: Any other questions?

12 (No response.)

( 13 CHAIRMAN GOLDWAY: Any other questions from
14 the participants based on the cross-examinations?

15 MS. GALLAGHER: No, Madam Chairman, not for

16 the Public Representative team.

17 CHAIRMAN GOLOWAY: Okay. Counsel for Postal

18 Service, do you want to talk with your Witness?

19 MR. KOETTING: If I could have about a

20 minute, Madam Chairman?

21 CHAIRMAN GOLDWAY: Sure.

22 (Whereupon, a brief recess was taken.)

23 CHAIRMAN GOLDWAY: Counsel?

24 MR. KOETTING: Madam Chairman, we have no

25 redirect examination for this Witness.
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1 CHAIRMAN GDLDWAY: Dr. Calvin, that

2 completes your testimony here today. Thank you very

3 much, we appreciate your appearance and your

4 contributions to our record. You are excused.

S THE WITNESS: Thank you.

6 (Witness excused.)

7 CHAIRMAN GOLDWAY: This concludes today’s

S hearing. Tomorrow we will reconvene at 9:30 in the

9 morning to receive the testimony of Postal Service

10 witness Rebecca Elmore-Yalch and Greg Whiteman. Thank

11 you for your participation, audience, see you

12 tomorrow.

( 13 (whereupon, at 11:29 a.m., the hearing in
14 the above-entitled matter was adjourned, to reconvene

15 at 9:30 a.m. the following day, Wednesday, July 21,

16 2010.)
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