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1

2 (9 :33 a.m.)

3 CHAIRMAN GOLDWAY: Good morning, ladies and

4 gentlemen. This hearing of the Postal Regulatory

5 Commission will come to order.

6 In today's hearing, the Commission will

7 continue to receive evidence from participants in

8 rebuttal to the Postal Service's direct case

9 concerning the mail processing network rationalization

10 plan and the associated service changes. The

11 Commission will evaluate this evidence when

(
12

13

14

considering the Postal Service's request for an

advisory opinion in Docket No. N2012-1.

For the record, I am Ruth Goldway, Chairman

15 of the Postal Regulatory Commission. Joining me on

16 the dais this morning are Vice Chairman Langley,

17 Commissioner Acton, Commissioner Hammond and

18 Commissioner Taub.

19 I think we've established that today is

20 going to be as full a day as we've ever had with

21 regard to witnesses and issues in front of us, so I'd

22 like to begin the business at hand as soon as

23 possible. Are my fellow Commissioners okay with that?

(

24

25

(No response.)

CHAIRMAN GOLDWAY: So we'll begin with

Heritage Reporting Corporation
(202) 628-4888
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1 procedural matters. There has been no indication that

2 a closed hearing will be necessary today. It is the

3 responsibility of counsel to alert me if this

4 circumstance changes. If it becomes necessary, a

5 closed meeting session will be convened at the end of

6 the hearing today to consider material under seal.

7 I would like to remind those in the audience

8 today that this hearing ,will be web broadcast. In an

9 effort to reduce potential confusion, I ask that

10 counsel wait to be recognized before speaking and to

11 please identify yourself when commenting. After you

(
12

13

are recognized, please speak clearly so that our

microphones may pick up your remarks.

14 APWU has filed two pieces of supplemental

15 testimony this week, along with a motion for late

16 acceptance. The motion is granted. When a witness

17 sponsoring supplemental testimony is called to the

18 stand, I ask that APWU counsel 'first offer the

19 witness' rebuttal testimony for the record and then

20 separately offer the supplemental testimony. Oral

21 cross-examination shall be allowed on both sets of

22 testimony simultaneously at today's hearings.

23 Does any participant have any other

24 procedural matter to raise at this time?

(
25 MR. DeCHIARA: Good morning, Madam Chairman.

Heritage Reporting Corporation
(202) 628-4888
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1 Peter DeChiara from the law firm of Cohen, Weiss &

3538

2 Simon for the National Association of Letter Carriers.

3 Madam Chairman, the Postal Service filed a

4 motion to compel regarding interrogatory responses

5 that were filed by Dr. Michael Crew, the witness for

6 the National Association of Letter Carriers. The

7 National Association of Letter Carriers has not filed

8 a response to that motion because we were successful

9 in reaching a stipulation resolving the motion with

10 the Postal Service.

11 I've discussed that with Mr. Hollies, and

(
12

13

14

perhaps this would be an appropriate time for Mr.

Hollies to put that stipulation into the record.

CHAIRMAN GOLDWAY: By all means. Please

15 proceed.

16 MR. HOLLIES: This is Ken Hollies for the

17 Postal Service. I think perhaps the moment to do that

18 would be after Dr. Crew is on the stand and we're

19 taking his testimony.

20

21 said, but

22

23

CHAIRMAN GOLDWAY: That's what my notes had

MR. DeCHIARA: That's fine.

CHAIRMAN GOLDWAY: We'll defer it then to

24 once Dr. Crew has been sworn in.

(
25 Six witnesses are scheduled for today. The

Heritage Reporting Corporation
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first witness is sponsored by the National Association

2 of Letter Carriers, and he is witness Crew. The

3 second through fourth witnesses are sponsored by the

4 American Postal Workers Union. They are witnesses

5 Kobe, Schiller and Kacha. The fifth and sixth

6 witnesses are sponsored by the Postal Regulatory

7 Commission. They are Witnesses Matz and Weed.

8 First we'll proceed with the testimony of

9 the National Letter Carriers' witness, Dr. Crew. Mr.

10 DeChiara, would you identify your witness so that I

11 can swear him in?

c
12

13

14

MR. DeCHIARA: Yes. The witness is Dr.

Michael A. Crew.

CHAIRMAN GOLDWAY: Would you come forward?

15 Please raise your hand.

16 Whereupon,

17 MICHAEL A. CREW

18 having been duly sworn, was called as a

19 witness and was examined and testified as follows:

20 CHAIRMAN GOLDWAY: Thank you. Mr. DeChiara,

21 you can begin now.

22 (The document referred to was

23 marked for identification as

24 Exhibit No. NALC-T-l.)

(
25 II

Heritage Reporting Corporation
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3 Q

DIRECT EXAMINATION

BY MR. DeCHIARA:

Dr. Crew, before you are two copies of a

3540

4 document entitled Direct Testimony of Dr. Michael A.

5 Crew on Behalf of the National Association of Letter

6 Carriers, AFL-CIO. That document has been designated

7 as NALC-T-l. Dr. Crew, was that document prepared by

8 you?

9 A The microphone needs to be turned on. Okay.

10 I had to turn the computer on, but the mic is maybe

11 beyond me. Okay.

12 Q I'll repeat the question.

c 13

14

15

A

Q

A

Okay. Please. That would be the best.

Was the document prepared by you?

It was. I did consult also with Paul

16 Kleindorfer, formerly of the University of

17 Pennsylvania and INSEAD in France.

18 Q Do you have any changes to make in the

19 testimony?

20

21

22

A

Q

A

Actually I do.

Can you point out what the change is?

Yes. I will go to it right now. Page 12,

23 Line 3. The word "low" should be replaced with

24 "large".

(
25 Q with that one change, if you were to provide

Heritage Reporting Corporation
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the content of your testimony orally would it be the

same?

3

4

A Yes.

MR. DeCHIARA: Madam Chairman, the NALC

5 moves into evidence the direct testimony of Dr. Crew.

6

7

8

CHAIRMAN GOLDWAY: Are there any objections?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, I will

9 direct counsel to provide the reporter with two copies

10 of the corrected testimony of Michael Crew. That

11 testimony is received into evidence, and it is to be
•

12 transcribed into the record.

(

(

13

14

15

16

17

18

19

20

21

22

23

24

25

II
II

II
II

II
II

II
II

II

(The document referred to,

previously identified as

Exhibit No. NALC-T-l, was

received in evidence.)
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1 AUTOBIOGRAPHICAL SKETCH
2
3 My name is Michael A. Crew. I am the

4 Director of the Center for Research in Regulated Industries

5 ("CRRI") and CRRI Professor of Regulatory Economics at

6 Rutgers University. I have taught economics at Rutgers

7 Business School since 1977. Prior to joining Rutgers, I

8 taught at Harvard University, Wesleyan University,

9 Carnegie-Mellon University, University of Strathclyde and

10 other universities in the United Kingdom. I received my

11 Ph.D. in economics in 1972 from the University of Bradford.

12 My principal research interest is

13 regulatory economics, including the economics of postal

14 services. My current research is concerned not only with

15 the economics of postal service but also public utility

16 regulation. My publications include five books, over twenty-

17 five edited books, and numerous journal articles, for

18 example, in American Economic Review, Economic Journal,

19 Bell Journal ofEconomics, Journal ofPolitical Economy,

20 Journal ofRegulatory Economics, Public Choice and

21 Quarterly Journal of Economics. I am the founding editor of

22 two journals, Applied Economics and the Journal of

23 Regulatory Economics, the latter which I have edited since

24 1988. I have also served on editorial boards of other

( 1
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1 PURPOSE OF TESTIMONY
2
3 The purpose of my testimony is to evaluate

4 the Postal Service's proposal to reduce the service

5 standards for first-class mail. I conclude that

6 implementation of the proposal, especially if USPS is also

7 successful in implementing its plan to abandon Saturday

8 delivery, may herald the death knell for the Postal Service.

9 USPS's relentless focus on cost-cutting to the effective

10 exclusion of other measures creates the serious danger of

11 irreparable damage to mail service and to the enterprise.

12 It threatens to undermine USPS's viability.

C 13 I explain in this report that, just as in the 5-day

14 case (PRe Docket No. N2010-1), USPS underestimates the

15 amount of business it will likely lose from reducing the

16 quality of its service. It also overestimates the savings its

17 proposal will generate and ignores the loss of benefits to its

18 customers.

19 USPS's FLAWED APPROACH TO ESTIMATING LOST
20 MAIL VOLUME
21
22 USPS's approach is based on the notion that

23 USPS knows best. Its lack of attention to the needs of

24 customers results in its underestimating the benefits that

25 would be lost as a result of its proposed actions. This can

26 be seen quite starkly in the testimony of USPS witness

3



1 Gregory Whiteman (USPS-T12), many of whose arguments

2 simply do not hold water. For example, Whiteman states:

3 Interestingly, many customers are either
4 unaware of First-Class Mail™ service standards
5 and/or perceive that First-Class MaHTM service
6 performance takes longer than the current
7 service standards (and longer than our actual
8 service performance); hence the changes in the
9 service standards would not be perceived as a

10 significant change.
11
12 USPS is clearly concluding what it wants and

13 hopes to be the case, namely, that the lowering of service

14 standards will not be perceived by customers as a

15 significant change. Indeed, the whole thrust of Mr.

(
16 Whiteman's testimony is that this change will have a

17 minimal effect. In reality, however, qUite the opposite could

18 be concluded. If customers currently perceive the level of

19 quality to be lower than it actually is, then lowering quality

20 further may result in their perceiving quality as even lower.

21 The new perception of even lower quality may result in

22 customers deciding that the quality is so poor as to flee the

23 product in droves.1 With this approach the intent is clearly

24 to find as small an impact as possible rather than an

c
1 Mr. Whiteman attempts to downplay the fact that first-class mail customers
care about speed of delivery. For example, he states that "[t]he key features of
First-Class Mail, for most customers, are that it is: easy to use, dependable,
safe and secure, and not costly." USPS-T12, at 3. However, speed of delivery
is an important attribute of product quality. It is evident to me that if first-class
mail becomes slower, ceteris paribus, its quality has declined.

4



1 accurate estimate of the effect. Indeed, to be viable the

2 case needs to support a low number.

-
3 Given this, it is not surprising that in its

4 testimony, USPS suggests that the degradation in service

5 standards that it is proposing will have a minimal effect on

6 mail volume: it estimates that total mail volume would drop

7 by 1.7%. USPS-T12 (Whiteman), at 7. Indeed, USPS's

8 proposed service change can only be justified if USPS

9 presents the change as having a small impact. In reality, no

10 one can know with certainty how much volume will be lost

11 as a result of lower quality first-class mail service.

( 12 However, limitations in USPS's analysis, and flaws in its

13 methodology that bias USPS's estimate downwards,

14 suggest that the mail volume lost would be far greater than

15 the USPS' estimates provided in the reports of Mr.

16 Whiteman or USPS witness Rebecca Elmore-Yalch (USPS-

17 T11).

18 First, USPS's market research is of limited

19 value since it only asked respondents to estimate how their

20 mailing behavior would change in 2012. See USPS-T11, at·

21 145 (Question U7A). However, there is no reason to

22 believe that the volume loss will be a limited, one-time

23 phenomenon. To the contrary, the volume loss will likely

(, 5
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1 continue over time, as customers dissatisfied with degraded

2 services standards turn to alternatives. Indeed, Mr.

3 Whiteman acknowledges that "customers experience some

4 amount of inertia when faced with change" and that "the

5 estimated change may take effect over a much longer

6 period oftime." USPS-T12, at 8. The estimated mail

7 volume drop in 2012 would likely be just the beginning.

8 Another limitation on USPS's analysis is that it

9 considers the proposed first-class mail service changes in

10 isolation, without regard for the impact of other possible

11 changes to postal operations that USPS is contemplating

( 12 and which may cause mail volumes to fall, such as

13 elimination of Saturday delivery or the closure of thousands

14 of post offices. Combined, these operational changes,

15 which would reduce the quality of mail service or make

16 postal services less accessible, would likely cause a far

17 greater loss of mail volume than would anyone change

18 considered separately. Indeed, I understand that during the

19 hearing on USPS's case, there was evidence that ORC

20 International performed research on the anticipated impact

21 on mail volume of, inter alia, multiple USPS initiatives and

22 that ORC's preliminary results showed that first-class mail

C' 6



1 volume would suffer a precipitous decline of over 10%. See

2 Hearing Transcript at 844.

3 Even putting aside these obvious

4 problems with USPS's analysis, the quantitative market

5 research performed by ORC International on behalf of

6 USPS contains flaws that bias downward USPS's estirnate

7 of lost mail volume.

8 These type of flaws are illustrated in Figure 41

9 of the testimony of Ms. Elmore-Yalch (USPS-T11, at page

10 49), which is reproduced below. Figure 41 illustrates, using

11 hypothetical numbers, how ORC calculated volume change.

( 12 It shows that the respondent estimated a first-class mail

13 volume in 2012 of 100,000, which would drop to 90,000 if

14 the reduced service standards were in place. However,

15 rather than accepting this reduction of 10,000 pieces

16 estimated by the respondent, ORC "adjusts" the estimate

17 down to 2,500, or 25% of the original stimulated loss.

18

19

20

21

22

23

C- 7
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1 Figure 41: Example of Calculating Volume Change 1

Estimated Estimated %of Probability Adjusted
2012 2012 Using Increase I of Change Volume of
Volume First-Class Decrease in (0-100 First-Class
Using Mail if Volume scale) Mail ifFCM
First-Class Revised Solely Standards
Mail FCM Attributable Changes are

Standards to Change Implemented*
Had Been to FCM
in Place Standards

i100,000 90,000 50% 50% 97,500

* (90, 000 pieces of First-Class Mail After Change - 100,000
pieces of First-Class Mail Before Change) x (.5) x *.5) +
100,000 pieces of FCM Before Change = 97,500 pieces of
First-Class Mail if changes to First-Class Mail if changes to
service standards are implemented.

2

3 To achieve this adjustment, ORC first

( 4 multiplies the 10,000 estimated pieces of lost mail by a

5 "probability of change" factor that cuts the 10,000 in half. It

6 derives this "probability of change" factor by asking

7 respondents to state the likelihood, on a scale of 0 to 10

8 that they would either change the number of pieces of mail

9 they mailed or modify the way the pieces were mailed. See

10 USPS-T11, at p.143 (Questions U5A, U5B).

11 ORC used exactly this same "probability of

12 change" factor to reduce estimated mail loss in the 5-day

13 case. I explained in that case that use of such a "probability

14 of change" factor to reduce what was already the

15 respondent's best estimate was inappropriate. See Direct

16 Testimony of Dr. Michael A. Crew, NALC-T4, Docket No.

C 8



(

\.

(

1 N2010-1, at 6. The Commission also found the use of the

2 likelihood factor unsupported:

3 The Commission finds that there is not, in the record,
4 any evidence demonstrating the use of a likelihood
5 factor in the way the Postal Service utilizes it.
6 Furthermore, there is no support for the contention
7 that the participant's estimates of their volume
8 responses to five-day delivery were likely to be
9 overstated. Therefore, reducing the estimates using

10 an expected value function or "likelihood factor" is not
11 appropriate.

12 Advisory Opinion on Elimination of Saturday Delivery,

13 Docket No. N2010-1 (March 24, 2011), at 112-13 (emphasis

14 added).

15 To illustrate the inappropriate nature of the

16 "probability of change" factor imagine a group of people

17 asked to predict how often a hundred flips of a coin would

18 land on heads. Most would give an estimate near 50.

19 However, then if they were asked how likely they thought

20 their estimate would be accurate, they would express less

21 than 100% certainty -- say, 80%. It would obviously be

22 wrong to multiply this uncertainty factor of 80% by 50 to

23 conclude that the respondents' best estimate of the number

24 of heads would be 40! However, ORC employed exactly

25 this sort of illogic.

26 This problem is compounded, in my view,

27 since it is not clear how accurate or biased are the

28 respondents' estimates of probabilities. I am not convinced

9
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1 USPS'S point estimate of total volume loss of

2 1.7% is not useful if the confidence interval associated with

3 it is low. Recognizing the importance of confidence

4 intervals, NALC asked USPS to provide a confidence

5 interval for the 1.7% estimate of total mail volume loss.

6 However, USPS provided no such confidence interval. See

7 NALC/USPS-T12-13 (Elmore-Yalch asserting that "it is not

8 possible to compute confidence intervals around the total

9 volume, revenue, cost and net contribution changes

10 prOVided by witness Whiteman").

11 Ms. Elmore-Yalch did prOVide confidence

C 12 intervals separately for national, premier and preferred

13 accounts and for small business, home-based business and

14 consumers. See NALC/USPS-T12-13. These show large

15 ranges of possible outcomes. For example, for preferred

16 accounts, ORC's point estimate for first-class mail volume

17 was a drop of 4.61 % but the confidence interval shows the

18 lower-bound of the estimate at negative 14.15%. See id.

19 Moreover, Ms. Elmore-Yalch's confidence

20 intervals for the estimates of first-class mail reductions were

21 flawed in that they were computed on a normal distribution,

22 which assumes a bell-shaped curve of observations

23 emanating in either direction from the point estimate. As a

12
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1 result of this normal distribution, her confidence intervals

2 contain a range greater than zero, implying that there is a

3 chance that the proposed degradation in first-class mail

4 service standards could increase the volume of first class

5 mail. For example, Ms. Elmore-Yalch reports for "Small

6 Businesses" a confidence interval of negative 2.67% for the

7 lower bound and positive 1.39% for the upper bound. See

8 NALC/USPS-T12-13. This implies the nonsensical result

9 that there is a real probability that small businesses would

10 increase their first class mail usage in response to the

11 proposed reduction in first class mail quality. Ms. Elmore-

C 12 Yalch should not have "forced" a normal distribution, as it

13 cannot apply given that the distribution is right-censored

14 and so the confidence intervals cannot have upper bounds

15 of the range greater than zero.

16 At the very least, given the limitations and

17 flaws in its market research, the Postal Service should

18 have also considered alternatives to its survey approach.

19 Given that Mr. Whiteman and Ms. Elmore-Yalch are so

20 concerned about bias it is somewhat ironic that USPS had

21 no time for econometric analysis and similar statistical

22 analysis, which prOVide another means of predicting how

23 reducing service standards would impact mail volume. The

/'
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1

2

3

4

5

6

7

8

9

10

11

( 12

13

14

15

16

17

18

Postal Service has a long history of using econometric

analysis in various applications, including to measure

elasticity of demand. Indeed, postal operators worldwide

employ econometrics extensively.2 Econometric studies

can predict, using historical data on price increases, how a

future price increase will impact mail volume. Similarly,

other aspects of postal service, for example percentage of

on-time delivery, can be assessed as to their consequences

for demand. By estimating the value of a reduction in

service quality for various customer segments and products,

USPS could have estimated how a quality reduction would

impact demand. Indeed, other postal operators have used

econometric studies when seeking to assess demand

elasticity in connection with contemplated service changes.

These have also led to calibrated simulation studies and

sensitivity analyses on the consequences for demand

resulting from changes in pricing structures, postal networks

and delivery frequency. By contrast, as in the 5-day case,

(

19 the Postal Service continued to reject any rigorous

20 economic analysis of demand effects of its proposal. Mr.

2 For a recent example of combining survey results with econometric studies of
demand, see, e.g., veruete-McKay, L., S. Sotari, J. Nankervis and F. Rodriguez
(2010), "Letter traffic demand in the UK: an analysis by product and envelope
content type" (presented at the Instilut d'Economle Industrielle (IDEI) Sixth
Conference On Regulation, Competition and Universal Service In The Postal
Sector', Toulouse, March 25-262010 and the Rutgers University CRRI18th
Conference on Postal and Delivery Economics, Porvoo, Finland, June 2-5,
2010).
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1 mail processing machinery and its labor more productively.

2 See USPS-T10 (Bradley), at 11,17. However, this

3 presumed productivity gain is misleading. Since USPS is

4 proposing to reduce the quality of its first-class mail service,

5 the product that USPS will be prOViding after implementing

6 the changes will be a lower-quality product. Comparing

7 USPS's productivity producing a higher-quality product to its

8 productivity producing a lower-quality product is an apples-

9 to-oranges comparison.

10 In addition, USPS takes little account of

11 transition or implementation costs. In response to an NALC

C' 12 interrogatory, USPS witness Stephen Masse (USPS T-2)

13 gave what he called a "preliminary" estimate of capital costs

14 of facility modifications and material handling projects of

15 $191 million and costs of transporting equipment of $124

16 million. See NALC/USPS-T2-2. In addition, he saw some

17 one-time costs of relocating employees of around $6,000

18 per capita. See id. Masse conceded that there would be

19 other costs but did not expect them to be "material." Id.

20 In my view, Mr. Masse's estimates are based

21 on an extremely optimistic scenario, with implementation

22 costs being very small and effectively one-time only. There

23 is a very real possibility, however, that the transition costs of

16



3 See, e.g., Tyre, M. J. and O. Hauptmann, "Effectiveness of Organizational
Responses to Technological Change in the Production Process," Organization
Science, Vol. 3, No, 3, 301-320, 1992.
4 USPS's cost savings and claimed productivity improvements derive from
closing plants and operating the remaining facilities much more intensively
than previously. If volume drops only by the amount projected by USPS this
would likely have profound effects on the manner in which facilities operate.
Apparently, USPS does not see this as a significant problem.
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1 customer lost by not meeting peak demand would exceed

2 the costs saved by reducing capacity. 5

3 Consider the following example. An electric

4 utility faced with a peak load problem could achieve

5 considerable cost savings if it regularly cut customers off at

6 the peak, leaving some or all of them in the dark. However,

7 that approach would deprive the electric utility's customers

8 of the benefit of the electricity. For example, a factory that

9 relies on electricity might have to close, losing business, or

10 might have to incur the expense of installing its own back-

11 up generators. We know as a matter of economics that

( 12 customers of the electric utility are buying the electricity

13 because they value the benefit of the electricity at least as

14 much as the price they pay for the electricity. If they did not,

15 they would not bUy it. Where the electrical utility

16 disconnects the customers at peak, and the forgone benefit

17 to the customers of the electricity exceeds the cost of the

18 electricity that the utility saves, it creates an economically

19 inefficient result.

20 The solution to the peak load problem cannot

21 be achieved just by disconnecting customers at peak as the

5 For a detailed analysis of optimal capacity with peak load pricing under
conditions of stochastic demand see Michael A. Crew and Paul R. Kleindorfer,
Public Utility Economics, St Martin's Press, New York, 1979, and Public Utility
Economics, MacMillan, London, 1986.
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USPS's REDUCTION OF FIRST-CLASS MAIL SERVICE
STANDARDS WOULD CONSTITUTE A PRICE
INCREASE AND POSE A REAL DANGER TO THE
VIABILITY OF THE ENTERPRISE

The Postal Accountability and Enhancement

Act of 2006 imposes a price cap that severely constrains

USPS's ability to raise nominal prices. USPS is trying to

end run this price cap by imposing, de facto, a real price

22



1 increase through a reduction in first-class mail service

2 standards.

3 Postal operators in other countries are sUbject

4 to regulation that would not typically allow the exploitation of

5 a loophole of this kind. Regulators of major postal

6 operators take steps to see that real-price increases are not

7 instituted by cuts in service standards. Interestingly, some

8 European postal operators, aware of the constraints they

9 face in imposing back-door real price increases, have

10 responded to the peak load problem with differentiated

11 pricing."

c: 12 USPS may currently be significantly restricted

13 in its commercial freedom and constrained from

14 acting with the same freedom as other postal operators.

15 However, its approach of increasing the real price of first-

16 class mail and its relentless focus on cost-cutting and

17 quality reduction - making its services less accessible to

18 and less attractive to its customers - can only make its

19 situation worse. Degrading first-class mail service

20 standards will only drive away the customers who buy

6 Filipa Silva, uPriority and Non-Priority SelVices: Returning to the Origins" in
Michael A. Crew and Paul R. Kleindorfer (eds), Multi-Modal Competition and the
Future ofMail, Edward Elgar Publishers, Cheltenham, UK, 2011. The pricing
policies analyzed are consistent with the theory of peak load pricing, including
the work of Crew and Kleindorfer, and stand out in contrast to the approach of
USPS.
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1 References:

2 Crew, Michael A. and Kleindorfer, Paul R., The Economics
3 of Postal Service, Kluwer, 1992
4
5 Crew, Michael A. and Kleindorfer, Paul R.,"Two-Tier Pricing
6 under Liberalization," in Postal and Delivery Services:
7 Pricing, Productivity, Regulation and Strategy, edited by
8 MA Crew and P.R. Kleindorfer, Kluwer Academic
9 Publishers, 2002.

10
11 Silva, Filipa, "Priority and Non-Priority Services: Returning
12 to the Origins," in Crew, M and Kleindorfer, P. (eds) Multi
13 Modal Competition and the Future of Mail, Edward Elgar
14 Publishers, Northampton, MA, 2012 (forthcoming)
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1 Technical Appendix
2
3 The following discussion was submitted by M. A. Crew and
4 P. R. Kleindorfer in support of NALC in Docket No. N2010
5 1:
6
7 As many texts and public documents discuss, confidence
8 intervals provide an estimate of how sure a survey
9 researcher is about the value of a particular statistic that

10 arises from a survey. (See, for example, the introductory
11 discussion of such confidence intervals for public health
12 surveys in the URL:
13 http://health.utah.gov/ophalIBIShelp/Conflnts.pdf.) In the
14 present context, aRC and USPS should be interested in the
15 confidence they attach to their estimate of volume declines
16 associated with USPS's proposal. As noted in Witness
17 Crew's testimony, no such confidence intervals are provided
18 in the initial aRC testimony. The aRC testimony simply
19 states a point estimate of 0.71% decline in mail volumes
20 resulting from the 5-day proposal. It does not say, for
21 example, that this estimate is likely to be between 0.40%
22 and 1.1% (with a confidence of 95%). It simply provides a
23 single or point estimate.
24
25 There is some attempt to rectify this fundamental omission
26 in the rebuttal testimony of Witness Boatwright. He states in
27 footnote 25 on p. 26 that the 95% confidence interval for the
28 aRC estimate is 0.35% to 1.06%. He states also that he
29 used the "standard asymptotic normal formula for
30 percentages" to estimate this confidence interval. There are
31 several problems with this footnote and with the underlying
32 notion advanced by Witness Boatwright that the 95%
33 confidence interval for the aRC estimate of volume
34 reductions is likely to be small to insignificant in their impact
35 on the cost savings.
36
37 On the cost side, as Witness Crew does not endorse USPS
38 cost estimates as claimed by Witness Boatwright (p2, Iine1-
39 2). As Witness Crew describes in detail, these are steady
40 state cost estimates that neglect both transition time and
41 likely also significantly underestimate implementation costs.
42
43 On the demand side itself, two problems can be easily
44 noted here. First, and most importantly, the mean estimate
45 itself (of 0.71 %) underlying these statements is
46 fundamentally biased by the method used by aRC and

. 26
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1 Witness Boatwright to determine it (this is the most basic
2 problem identified by Witness Crew with the aRC
3 testimony). Second, the method used by Witness
4 Boatwright to estimate the 95% confidence interval for the
5 percentage reduction in volumes is incorrect. The method
6 he uses is appropriate for determining a confidence interval
7 for the proportion of respondents in a survey, who endorse
8 a particular binary choice (e.g., the proportion of survey
9 respondents that say that they are smokers or the number

10 of heads in n flips of a coin). This is completely different
11 from the confidence interval of interest in the aRC study.
12
13 We examine this issue above in more detail. Witness
14 Boatwright estimates the standard error in the "Percentage
15 Decline in Volumes" as:
16

~
PB(1-PB)

17 erB =
n

18
19 where n = the number of survey respondents and where
20 PB =the
21 mean reduction in volumes estimated by the aRC
22 procedure. This gives rise to his estimate of the standard
23 error as =0.00181. Witness Boatwright uses his estimate
24 of the standard error to compute the 95% confidence
25 interval for the decline in volumes in the usual manner
26 (based on the normal distribution approximation) by adding
27 and subtracting 1.96 times this standard error to the aRC
28 mean estimate, whereupon he provides the following
29 confidence interval:
30
31 95% Confidence Interval = 0.71-1.96*0.181 = 0.35 to 1.06 =
32 0.71 + 1.96*0.181
33
34 From this, Witness Boatwright concludes that there is only a
35 5% chance that the volume reductions associated with the
36 5-day proposal will lie outside the interval of 0.355% to
37 1.06% of total benchmark volume declines (Which he takes
38 to be the aRC estimate of 0.71%). Even assuming the
39 correctness of the ORC/B approach to estimating the
40 expected volume declines (i.e., their estimate of 0.71%), the
41 procedure used here is inappropriate. Witness Boatwright
42 does imply in his footnote that he considered alternative
43 .approaches to the above incorrect approach to estimate
44 standard errors, but he states that they all yielded only small
45 confidence intervals. Given how far off the mark the

27
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1 approach suggested (and noted above) by Witness
2 Boatwright is from a correct approach, one must be very
3 skeptical of these statements.
4
5 The correct answer to estimating the confidence intervals
6 depends on the underlying model assumed for survey
7 responses and their relationship to the statistic of interest.
8 To illustrate, let us assume the ORCIB approach to
9 estimating volume declines, which can be summarized as

10 follows (to simplify the exposition, we focus only on total
11 mail, not individual products).
12
13 Notation:
14
15 n = number of survey respondents
16
17 v2(i) = baseline volumes for respondent i under the current
18 6-day regime
19
20 v1 (i) = anticipated volumes under the 5-day regime for
21 respondent i
22
23 p(i) = response by respondent i to question 10k (understood
24 here as a probability)
25 V1 = total volumes for all respondents under the 5-day

n
26 regime = 2::v l(i)

i~l

27 V2 = total volumes for all respondents under the 6-day
n

28 regime maintained = 2::v2(i)
i=!

29
30 o(i) = v2(i) - v1 (i) = anticipated change in mail volumes for
31 respondent i in response to 5-day proposal,
32 conditional on the fact the respondent actually
33 changes behavior in response to the 5-day proposal
34 (where this latter event is assumed by ORC and
35 Witness Boatwright to occur with probability p(i))
36

n n

37 11 =2:8(i) = 2: (v2(i) - vI(i») = total anticipated change in
1=1 1=1

38 mail volumes for all resppndents to the survey
39
40 The ORCIB model for estimating actual changes in

.j':;J/U
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response to the 5-day proposal is assumed by them to be
the following. The respondents are assumed to believe that
with probability p(i) they will send o(i) = v2(i) - v1 (i) fewer
pieces of mail under the 5-day proposal and with probability
1 - pO) they will not reduce their mail at all under the 5-day
proposal. Let this random variable of anticipated volume
reductions be denoted as x(i). From probability theory,
x(i) has the following properties:
Expected Value of x(i) = p(i)o(i)

Variance of xCi) = p(i)[l- p(i)]o(i)2
n

LetX= Lx(i) be the total reductions across all
i=1

respondents in response to the 5-day proposal. This is a
random variable, of course, and we will be interested in
computing the probability that outcomes of this random
variable are well above or well below the mean of X.
According to the assumptions underlying the
ORC/S model), X has the expected value

n
E{X} = Lp(i)o(i)

i=1
which has the reported value 0.0071*V2 (or 0.71% of
baseline volumes). To compute the confidence interval for
the % reduction in mail volumes in response to the 5-day
proposal, we need to compute the standard error (i.e. the
standard deviation} of the following random variable

100*(X./V2). To do so, we make the assumption that
respondent answers are statistically independent. In fact,
they are more likely to be positively correlated because they
are responding to similar underlying factors in the economy.
So the estimates provided here on confidence intervals are
likely to underestimate the width of the confidence interval.

Under the assumption of statistical independence, one

computes the variance of 100* cX/V2) as follows:

- 10,000 ~ . 10,000 ~. . . 2
VAR[IOO* (X/V2)] = -2- "'-'VAR(x(I)) =-2- ",-,[p(t)(l- p(1))](o(t))

V2 i=1 V2 i=1
From this, the desired standard error is the square root of

the variance of 100* (X./V2), namely:

29
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1

2
3
4
5

cr[l 00 * (5U Y2)] = ly
OO ~[p(i)(l- p(i» ](6(i))2
2 i=l

This is somewhat easier to interpret if one multiples and
divides this quantity by t<., which yields the following
equivalent expression:

3572

6 (*) cr[l 00 *(X/Y2)] = 100 ~2 ~[p(i)(l- p(i»](~(i»2
i=l

7

8

9
10

11
12
13
14

15

C 16
17
18
19
20
21
22

23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39

6(i)
where ~(i) =----;; is respondent i's share of the total reported

decrease in volumes across all respondents in the survey
(so that the sum of the ~(i) is 1.0). Assuming an
asymptotic normal approximation, which is reasonable here
given the sample sizes involved, the desired 95%
confidence interval for volume reductions would be obtained
by adding and subtracting from the mean estimate of 0.71 %

1.96 times the quantity cr[100*(XIV2)]defined in (*). This
is obviously a very different expression from that which
Witness Boatwright suggests using in footnote 25 on
p.26 of his testimony. Since we do not have the data on p(i)
or 6(i) , we cannot actually compute this confidence interval,
but ORC did have the data and should have computed this.
In any case, a couple of facts can be noted here just by
considering the structure of the expression (*) for the

standard deviation of 100* (X/V2). First, the expression
that Witness Boatwright provides for his standard error
resembles the expression under the square root sign in
equation (*) if the respondents were identical. Indeed, if all
respondents are identical, so that ~(i) = lin for all i and p(i)
= P for all i, then the expression under the square root sign

in (*) becomeS~p(l- p)/n. However, it is to be noted that

the "p" in the expression (*) is not at all the one Witness
Boatwright would have us use (recall that he suggests using
p = .0071, the mean reduction fraction across all
respondents). This is not the p(i) one sees in the correct
expression (*) for the standard deviation of total declines in
volumes. In the correct expression (*), the "p" in question
(assumed identical across respondents in this simple

. example) is the respondents' answer to question 1Ok.

The second point to note from (*) is the interplay in

30
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computing the standard error between the size of each
respondent's reported reduction (namely 8(i) (or

equivalently his share fi(i) = aU) in total reductions) and the
!:J.

same respondent's answer to question 10k. Indeed,
responses from larger mailers with greater uncertainties
(namely reported likelihoods of change p(i) closer to 0.5) will
swamp the responses of smaller and more certain mailers
in computing this standard deviation. This is the well-known
impact of larger variance sub-populations on confidence
intervals for overall populations. Generally, the failure by
ORC/B to analyze, even for their own model, the
interactions and interdependencies across respondents'
reported values of p(i) and 8(i) is a further egregious
omission in the discussion of how to interpret the results of
the ORC survey.

The third and final matter of central importance here
is that the estimate of the standard error in (*) for volume
reductions is an adjustment that is mUltiplied by the
maximum percentage decrease across respondents,
namely, 100* !:J./V2. Obviously, if the wrong estimate for
the maximum were used, the width of the resulting interval
would be affected in the same direction as the error in the
estimate on the maximum, percentage decrease. Note that
ORC/Bdo not report the maximum percentage !:J. =V2-V2.

All of this suggests that the discussion provided in
Witness Boatwright's testimony on confidence intervals
should be completely discounted. In particular, the failure to
appreciate, even for their own model, the interactions of p(i)
and reported reductions 8(i) suggests, at the very least, a .
lack of sensitivity of both ORC and Witness Boatwright to
the central drivers underlying confidence intervals
surrounding their estimates of volume reductions in
response to the 5-day delivery proposal. This problem is
compounded with the larger problem that the
ORC/Boatwright model is itself constructed on a
fundamentally flawed and biased approach to computing
the expected value of respondents' anticipated responses to
the 5-day proposal as demonstrated in the testimony of
Witness Crew.
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CHAIRMAN GOLDWAY: Counsel, can you identify

2 the library references that have been filed by Witness

3 Crew?

4

5

MR. DeCHIARA: There are none, Madam Chair.

CHAIRMAN GOLDWAY: Okay. We'll next receive

6 written cross-examination. Dr. Crew, have you had an

7 opportunity to examine the packet of designated

8 written cross-examination that was made available to

9 you in the hearing room today?

10

11

THE WITNESS: Yes, I have.

CHAIRMAN GOLDWAY: Are there any corrections

12 or additions that need to be made to that?

13

14

THE WITNESS: I've not noticed any.

CHAIRMAN GOLDWAY: Okay. If the questions

15 contained in that packet were posed to you orally

16 today, would your answers be the same as those you

17 previously provided in writing?

18

19

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: If everything is in order

20 then, counsel, will you please provide two copies of

21 the corrected designated written cross-examination of

22 witness Crew to the reporter? That material is

23 received into evidence, and it is to be transcribed

24 into the record.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

(
\ USPS/NALC-T1-1

You assert in footnote 1, page 4 of your testimony, that "speed of delivery is an

important attribute of product quality," later tying that assertion to First-Class Mail.

a. Please provide any research, scientific or technical literature, or other

authoritative source on which you rely to support this statement.

b. If Network Rationalization achieves its goal of improving service

performance and thereby makes the delivery of First-Class Mail more

reliable, would that constitute an improvement in the quality of First-Class

Mail service?

RESPONSE TO USPS/NALC-T1-1:

a. I thought that this was a matter upon which there was widespread agreement. So I
did not rely on any particular literature or source to support this statement. I relied on
my general knowledge and expertise as an economist who specializes in regulatory
economics and the economics of postal services. However, at the risk of stating the
obvious, there is significant literature in regulatory economics and sufficient experience
in practice to support the notion that speed of delivery is an important attribute of
product quality. Indeed, some of this literature is stated in my testimony and also in the
testimony sponsored by the Postal Service, for example, Crew, Kleindorfer and Smith
(1990), "Peak-Load Pricing in Postal Services," Economic Journal, September 1990 and
Crew and Kleindorfer (1992), The Economics ofPostal Service, Kluwer. As a further
authoritative source I cite postal service practice that exists in many countries including
the United States. Royal Mail has operated a two-tier pricing policy where First Class
gets essentially next day delivery and Second Class is a day or two later. The price
paid for First Class at 60 pence and 50 pence for Second Class reflects the fact the
mailers value speed of delivery. They are willing to put their money where their mouths
are and pay a 20% premium implying that speed is an important element of quality to
them.

b. Speed and reliability are inexorably linked as attributes of quality. Higher
reliability, ceteris paribus, would result in an improvement in quality. When an
improvement in reliability is accompanied by a significant reduction in speed of delivery
no such unambiguous statement about quality improvement can be made. In addition, I
have no basis for agreeing that network rationalization would necessarily improve the
reliability of First-Class Mail.

2
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-2

On page 5 of your testimony, you assert "no one can know with certainty how much

volume will be lost as a result of lower quality [First-Class Mail] service."

a. Assuming the network changes proposed by the Postal Service are

implemented, can one measure "with certainty" how much First-Class Mail

volume was caused by those changes? If so, how would one undertake that

measurement and within what precision?

b. Please describe in quantitative terms the what you mean by "with certainty."

c. How can one project how much volume change would ensue prior to

implementing the network changes proposed by the Postal Service?

d. Can market research project volume changes that would ensue from

implementation of the network changes proposed by the Postal Service?

Please explain your answer while addressing the range of uncertainty about

any such projections.

RESPONSE TO USPS/NALC-T1-2:

a. One cannot measure with certainty how much First-Class Mail volume was
affected by the implemented network changes, as opposed to by other possible
causes.

b. By "with certainty," I meant p := 1 where p := probability. The values of p may be
between 0 and 1 where 0 indicates that an event can never happen and 1
indicates that an event definitely will occur. Ex ante and ex post p will not
typically be equal to 0 or 1. (I deal with only the ex ante case as the ex post case
is not of interest where forecasts are an issue.)

c. Possible means of making projections would be by market research, properly
conducted, by simulation, by reference to past experience, by reference to similar
experience in other POs, and by econometric studies.

d. Market research, properly conducted, could be one tool for projecting volume
change. The range of uncertainty associated with the market research would
depend on the robustness of the market research's analytical foundations and
statistical analysis.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-3

Your discussion on page 11 of the example in witness Elmore-Yalch's Figure 41 asserts

that if her procedures were changed to eliminate what you claim constitutes a flaw, that

example would report volume changes four times larger. Please consider the following

example that uses Figure 41 but with different data:

Figure 41' (prime): Further Example of Calculating Volume Change

Estimated 2012 % of Increase I
Using First- Decrease in Adjusted Volume

Estimated Class Mail if Volume Solely Probability of First-Class Mail
2012 Volume Revised FCM Attributable to of Change if FCM Standards
Using First- Standards Had Change to FCM (0-100 Changes are
Class Mail Been in Place Standards scale) Implemented*

,j :::H:S U

llit~~~1Wr~~[[lti&iBtR~~11Q05fil~ili~~jfl@~~I~~~1i!l~~~1iJIt.t~t~~;ji~~m}~~li1f,5~Mi
* (90,000 pieces ofFirst-Class Mail After Change - 100,000 pieces ofFirst-Class Mail
Before Change) x (.5) x *.5) + 100, 000 pieces ofFCM Before Change = 97,500 pieces of
First-Class Mail if changes to First-Class Mail if changes to service standards are
implemented.

c a.

b.

If the flaw you claim exists were also removed from this example, what in

your judgment would be the consequence in quantified terms?

In your view, how significant or substantial is this change?

(

RESPONSE TO USPS/NALC-T1-3:

a. Flaws I identify include use of the "probability of change" and "solely attributable"
factors. These two factors as used in the hypothetical example provided in
USPS/NALC-T1-3 result in a claimed reduction in the projected mail volume by
250 pieces (see far right column) which is considerably different from the 10,000
loss shown from the second column on the left. (I note that there appears to be a
mismatch between the data in Figure 41 prime and the explanatory narrative
underneath the data).

b. I do not believe a change of 250 pieces out of 100,000 in your hypothetical
example would be significant or substantial.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-4

Did you analyze the quantitative results presented by witness Elmore-Yalch, the data

from which the results were aggregated, or the process by which results were

developed?

a. If not, why not?

b. If so, what specifically did you review? Please respond in terms that

identify specific pages, figures and/or tables; and if you also reviewed any library

reference(s), please also identify them together with specific files therein.

c. Did you develop any understanding of the proportion or count of

respondents in the quantitative research who reported that the network proposals

by the Postal Service would not trigger changes in their projected 2012 mail

volumes versus those for whom the proposals would trigger volume changes?

i. If so, what is that understanding?

ii. If not, why did you not review her quantitative results?

RESPONSE TO USPS/NALC-T1-4:

I did not perform any analysis other than the analysis set forth in my testimony.

a. I believed and still believe that the analysis set forth in my testimony was
sufficient to demonstrate the flaws in the quantitative results presented by
witness Elmore-Yalch.

b. Not applicable.
c. No.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-5

On pages 8-9 of your testimony, you continue asserting the impropriety of using the

Juster Scale to adjust for respondent tendency to overstate volume changes.

a. Are you aware that the Postal Service has cited various articles from the

academic literature and examples from professional experience justifying use of

the Juster Scale in this proceeding?

i. If so, which ones are you aware of?

ii. Which of those identified in response to subpart (i) did you

examine either personally or through a research associate who reports to

you? What is your evaluation of each and how do you reconcile them with

your testimony?

iii. If not, why did you choose to forgo review any of the

authoritative literature cited by the Postal Service and its witnesses? Is it

customary in your field to avoid review of pertinent, authoritative literature

cited by those whose views you oppose?

b. What, if any, authoritative sources can you cite in opposition to use of the

Juster Scale to adjust for respondent tendency to overstate quantitative survey

responses? Please identify each and provide your evaluation of how it applies to

support your opinion in opposition to that of witness Elmore-Yalch.

RESPONSE TO USPS/NALC-T1-5:

I object to Interrogatory USPS/NALC-T1-5 to the extent it asserts that
respondents have a tendency "to overstate volume changes" and "to overstate
quantitative survey responses." In its March 24, 2011 Advisory Opinion on the
Elimination of Saturday Delivery, Docket N201 0-1, at 112, the Postal Regulatory
Commission unanimously rejected the notion that participants' estimates of their volume
responses were likely to be overstated. I also object to your characterization of the
literature cited by USPS as "authoritative." I further object to the second question in
subsection (a) (iii) as improperly argumentative and not reasonably calculated to lead to
the discovery of admissible evidence. Further, I did not refer to the "Juster Scale"
anywhere in my testimony. However, I did refer to the problem of multiplying an
expected value by a probability. Without waiver of these objections, I respond as
follows:
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a. No, I am not aware of any articles or examples cited by USPS that justify use
of the Juster Scale in this proceeding. I do not believe use of the Juster Scale
is justified in this proceeding.

i. See response to (a) above.
ii. See response to (a) above.
iii. I did not believe it necessary to review any literature cited by USPS or

its witnesses.

b. The most authoritative source that I am aware of in the context of these
proceedings is the Postal Regulatory Commission itself, which in its March
24, 2011 Advisory Opinion on the Elimination of Saturday Delivery, Docket
N201 0-1, at 113, unanimously found that use of the "probability of change"
factor in that case was "not appropriate." Since Docket N2010-1, like this
proceeding, involves a proposed reduction in the quality of mail service, I
believe the Commission's determination there is fully applicable to this
proceeding and supports my opinion.
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USPS/NALC-T1-6

On page 9 of your testimony you use a hypothetical coin-flipping example involving a

request that individuals estimate how many times 100 tosses would show up heads,

followed by a question about how likely each would estimate her response is accurate;

positing a response to the first question of 50 times and a response to the second as 80

percent.

a. Please explain how your hypothetical has any bearing upon application of

the Juster Scale, which corrects for respondents to overestimate quantitative estimates.

b. What quantitative estimate is involved that respondents overestimate? In

your mind, is the estimate of 50 heads an over-estimate? Is the estimate of 80 percent

likelihood an over-estimate?

c. What is the likelihood in your example that 100 coin flips would result in 50

heads?

d. What is the likelihood in your example that 40 heads would be the result?

e. Does your hypothetical exemplify, as you assert on pages 9-10, "that the

concept of probability is [not] well understood by most survey respondents?"

RESPONSE TO USPS/NALC-T1-6:

I object to Interrogatory USPS/NALC-T1-6 to the extent it asserts that
respondents "overestimate quantitative estimates." Without waiver of such objection, I
respond as follows:

a. My hypothetical illustrates that it is inappropriate to adjust a respondent's best
estimate with a probability factor.

b. The point of my hypothetical was not to demonstrate an overestimate. In my
mind, I did not consider either 50 heads or 80 percent likelihood to be
overestimates.

c. The probability of exactly 50 heads using a fair coin is 0.0796, about 8%.
d. 0.0108, about 1.1 %
e. No, the purpose of my coin-flipping hypothetical was to illustrate that it is

inappropriate to adjust a respondent's best estimate with a probability factor.
believe that the concept of probability is not well understood by most survey
respondents, but my coin-flipping hypothetical was not intended as an example
of that. However, in passing I note that the vast majority of survey respondents
would likely have little or no familiarity with the binomial distribution.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-7

Upon what do you rely for your statement on pages 9-10, "I am not convinced that the

concept of probability is well understood by most survey respondents."

a. Can you cite to any authoritative sources to support your view?

b. Is it your opinion that market research which asks a respondent for a

probability or likelihood is inherently unreliable?

c. Do you understand that a survey which asks a respondent both who she

would vote for and for the likelihood of her voting is:

i. not understood by the respondent?

ii. not capable of generating meaningful results?

d. Assuming the survey described in part (c) was undertaken, can you

formulate an expectation of whether respondent reports of their likelihood to vote would

inform projections of actual results based on who respondents report they would vote

for? Please explain the logic behind your response.

e. Please explain your responses to the extent you have not already done
so.

RESPONSE TO USPS/NALC-T1-7:

a. No, I have not researched this matter and so am not aware of any authoritative
sources to support my view. That is not to say, however, that such sources do
not exist. I do know that the risk associated with various hazards is imperfectly
perceived by individuals. See Kleindorfer, Paul R., Howard C. Kunreuther and
Paul H. Shoemaker, Decision Sciences: an Integrative Perspective, Cambridge
University Press, 1993.

b. 1am skeptical of this type of research, and especially of the research offered by
the Postal Service to support its reduction in service standards.

c.
I. 1think a respondent would be capable of understanding such a survey. A

voting survey of the kind the question has in mind is quite different from
the survey provided by the Postal Service.

ii. I do not understand what you mean by "meaningful" results. Most surveys
of voting provide for margin of error by providing confidence intervals. In
this form they are meaningful but I am not sure whether this was what was
meant by "meaningful" in the context of this interrogatory.

d. No, I cannot formulate such an expectation
e. Not applicable.
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USPS/NALC-T1-8

Please consider the following hypothetical: a survey examines whether some

factor is likely to change respondents' future behavior. For most respondents, that

factor will not change projected behavior, while among those for whom the factor will

change behavior, some will change a little and some will change a lot. Please explain

your understanding of the extent to which confidence intervals constructed (with varying

levels of confidence) around the sum of respondents' responses on the key question

will, or will not, contain zero within their ranges. Please articulate any inferences or

assumptions upon which you rely in reaching your conclusions.

RESPONSE TO USPS/NALC-T1-8:

Confidence intervals will range on both sides of zero if the factor can change the
respondents' future behavior in both a positive and negative manner. If the factor would
only impact the respondents' behavior negatively, the confidence interval should be
right-censored so that its upper bounds cannot be greater than zero.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-9

On pages 4-5, you assert that 'With this approach the intent is clearly to find as small an

impact as possible rather than an accurate estimate of the effect. Indeed, to be viable

the case needs to support a low number."

a. Is it your understanding that the market research estimates of lost volume,

revenue and contribution are as small as possible? Please explain.

b. How large would the market research results have to be to avoid your

characterization of being "as small as possible"? Please explain how you arrive at your

conclusion regarding the requisite size.

c. Please identify each and every reason why you think the market research was

anything other than an objective and professional effort conducted to the highest

standards.

d. Since the market research is fully documented, please identify each specific error

you understand the market research team made in the design, fielding, conduct and

data processing underlying this market research. Please cite to authoritative sources

that teach or describe appropriate market research procedures and techniques to

support each of your points.

e. Please describe how the market research should have been designed and

conducted so as to avoid creating the problems you claim exist.

RESPONSE TO USPS/NALC-T1-9:

a. The quotation from my testimony is taken out of context. I did not say that the
estimates provided were "as small as possible." What I meant to convey
was that it was in USPS's interest to have a low estimated loss. See my
testimony at pp.5-18.

b. My use of the phrase "as small as possible" did not refer to the size of the market
research results. It referred to USPS's effort to minimize the projected impact on
mail volume of its proposed service standard changes.

c. See my testimony at pp. 4-15.
d. See my testimony at pp. 4-15. For an authoritative source on the

inappropriateness of the use of the "probability of change" factor in this context I
cite to the Postal Regulatory Commission's March 24, 2011 Advisory Opinion on
the Elimination of Saturday Delivery, in Docket N201 0-1.

e. The market research should not have included application of the "probability of
change" and "solely attributable" factors. Additional problems are that Witness
Elmore-Yalch is assuming not only normality but also homogeneity and
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

independence within each segment. If the respondents are not homogenous
then the larger companies would have a larger impact than the smaller
companies on the standard errors and the confidence intervals. In addition,
Witness Elmore-Yalch fails to account for the fact that the data are right
censored. She applied normality assumptions to data that are right-censored,
i.e., not normal. Even without these flaws, the market research would not have
been sufficient to support projections regarding future mail volume loss, because
the market research did not look at losses beyond 2012; did not consider factors
such as eliminating Saturday delivery or closing post offices that might also
impact mail volume; and was not supported by any econometric or other
alternative analysis of how the proposed changes might negatively impact
demand.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-10

On page 3 you state, "USPS's approach is based on the notion that USPS knows best."

a. What, if any, understanding do you have regarding who is responsible for

managing the postal business in the United States?

b. Who, in your best understanding, has been managing the United States

Postal Service over the last decade? Has there been any recent change?

c. Who do you think should be managing the United States Postal Service?

Please explain your response.

d. To what extent do you believe your client, the NALC, should be given

greater responsibility for running the United States Postal Service? Please explain your

response.

e. To what extent do you believe the Postal Regulatory Commission is

responsible for running the United States Postal Service? Do you think any such

responsibility should be increased? Please explain why or why not.

f. Is it your understanding that economists, whether like you or not, should

be given responsibility for running the United States Postal Service? Please explain

your answer.

g. Have you any understanding whether postal management has the benefit

of advice from economists? Please explain your understanding and its foundation, or

lack thereof.

h. Who in your opinion "knows best"?

RESPONSE TO USPS/NALC-T1-10:

I object to USPS/NALC-T1-10 to the extent it calls for a legal opinion, to the extent it is
improperly argumentative and to the extent it is not reasonably calculated to lead to the
discovery of admissible evidence. I also object to the term "running" as vague; I
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understand the term in this context to mean managing on a day-to-day basis. Without
waiver of these objections, I respond as follows:

a. My understanding is that USPS is governed by the Board of Governors and
managed on a day-to-day basis by the Postmaster General and the management
staff of USPS.

b. My understanding is that over the past decade USPS has been governed by the
Board of Governors and managed on a day-to--day basis by the Postmaster
General and the management staff of USPS. That has not recently changed, as
far as I am aware, although some modifications were made to the governance
structure in the 2006 Postal Accountability and Enhancement Act.

c. Under the current governance structure I believe USPS should be governed by
the Board of Governors and managed on a day-to-day basis by the Postmaster
General and the management staff of USPS, subject to the regulation of the
PRC.

d. f object to subsection (d) to the extent it asserts that NALC is my "client" and that
NALC currently has a certain responsibility for "running" USPS. Without waiver
of these objections, f have not currently formed an opinion as to what NALC's
role, if any, should be regarding the "running" of USPS.

e. f believe the PRC's role is regulating, not running, USPS. I do not believe the
PRC should have a role in running USPS. I do believe, however, that the scope
of the PRC's regulatory authority should be increased. This case is a particular
example of why and where the PRC's authority should be strengthened. I have
argued in my testimony that this service standard cut amounts to a real price
increase. However, the Opinion being sought is advisory. The PRC needs more
teeth when it comes to enforcing price cap regulation. At a CRRI Workshop held
in Washington, DC on Apri/6, 2012, I argued in a presentation with Dr. Richard
R. Geddes, of Cornell University, that the PRC should be granted greater
regulatory authority.

f. f believe that the individuals "running" USPS should do so in accord with sound
economic principles, but I do not have a view as to how many management
personnel should themselves be trained as professional economists.

g. My understanding is that USPS has the benefit of advice from economists. I am
aware that USPS has economists on staff and also consults with economists.

h. I object to subsection (h) as vague, argumentative and not reasonably calculated
to lead to the discovery of admissible evidence. However, without waiver of my
objection I would state that it is ultimately the customer who knows best.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-11 :

On page 4 of your testimony you apparently quote (without citation) witness Whiteman,

followed immediately by the statement, "USPS is clearly concluding what it wants and

hopes to be the case, namely, that the lowering of service standards will not be

perceived by customers as a significant change."

a. please provide a citation for the quotation.

b. What is your understanding, if any, of the foundation for the opinion of

witness Whiteman that you quote? Please provide citations to anything that you

understand witness Whiteman relies upon, or if you have not read his testimony

please so state.

c. Upon what evidence do you rely to conclude that the Postal Service is

"clearly" engaged in wishful thinking? Please explain what evidence you relied

upon and the path of your reasoning that allowed you to eliminate uncertainty

from your understanding.

d. What, if any, understanding do you have of who embodies the "many

customers" to whom witness Whiteman refers in the language you quote?

e. Looking also to the sentence in your testimony that follows the one quoted

in the main body of this question, is it your testimony that a change in service

standards resulting in loss by the Postal Service of nearly 3 billion pieces of mail

and $1.3 billion in revenue (USPS-T-12 at 22) constitutes "change [with] a

minimal effect" (NALC-T-1 at 4, lines 16-17)?

i. If so, how large can volume or revenue losses be without exceeding

your understanding of "minimal"?

ii. If not, what is your testimony?
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RESPONSE TO USPS/NALC-T1-11:

a. The quotation is from pA of witness Whiteman's testimony, lines 12-16.
b. I believe that witness Whiteman based his opinion on the qualitative market

research conducted by ORC International.
c. I did not testify that USPS is clearly engaged in ''wishful thinking."
d. I have no understanding of what witness Whiternan meant other than that he was

referring to rnany customers of USPS.
e. By use of the term "minimal" I am not referring to any absolute arnount of

change. I mean that USPS, through witness Whiteman's testimony, is trying to
make it seem that the proposed degradation of service standards will have a
relatively small impact on USPS's business.
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USPS/NALC-T1-12:

When did you last study current principles in survey research design? Please identify

the timeframe and any materials you consider authoritative that were involved.

a. Please explain your understanding of how the survey research (USPS-T-

11) was designed with the specific "intent" of "find[ing] as small an impact as

possible" (NALC-T-1 at 4, line 23).

b. What specific elements of the research design bespeak this intention,

moreover to do it so well that they speak "clearly" «NALC-T-1 at 4, line 23) to

you? Please explain in terms that allow survey research professionals to share

your clear understanding.

c. Does the survey research industry have a code of standards and ethics?

If so, please provide a citation to them.

RESPONSE TO USPS/NALC-T1-12:

I have not studied principles of survey research design. However, my extensive training
and experience as an economist make obvious to me the flaws in the USPS market
research that I identify in my testimony.

a. My testimony sets forth how I believe the market research minimizes the
estimated change in mail volume.

b. See my response to subsection (a) above. An example of a specific element is
the improper use of the "probability of change" factor.

c. I would expect that the survey research industry has a code of standards and
ethics but do not know for sure and, in any event, am not familiar with it.

17



(

c

(

RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-13:

You discuss on page 4 your conclusion that the survey research was deliberately

designed to minimize estimates of volume, revenue and contribution change in

response to the proposed service standards changes.

a. In your expert opinion, did the researchers do a particularly good job, or

not, of fulfilling their clear intention? Please explain.

b. Could th~ research design have been modified so as to bring the revenue

loss estimate down, perhaps below $1 billion? What steps do you think might have

enabled better fulfillment of what you perceive as the goal?·

RESPONSE TO USPS/NALC-T1-13:

a. I object to the tenn "particularly good job" in subsection (a) as vague. Without
waiver of this objection, I respond that USPS did succeed in producing market
research results that understate the likely impact of a degradation of current
service standards.

b. I suppose the market research could have been designed to produce an even
smaller revenue loss estimate, but I have not devoted time to studying how that
might have been done. My testimony addresses the flaws in how the market
research actually was done.
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USPS/NALC-T1-14:

In footnote on page 1 of your testimony you make a statement of a type often heard

from economists in Commission proceedings: "It is evident to me that if [First-Class

Mail] becomes slower, ceteris parabus, its quality has declined."

a. Is the quotation accurate?

b. Do you agree this statement is of a type that economists sometimes

make?

c. Do you agree that the footnote in which the statement appears reflects

your disagreement with witness Whiteman about the significance to First-Class Mail

users of delivery speediness?

d. Please define speediness of delivery as you use it, distinguishing mailers

from recipients.

e. Did you review transcripts of the qualitative market research to determine

whether any participants shared your opinion about the significance of speed of delivery

for First-Class Mail?

i. If so, please provide examples of statements (with citations) of what

you found, whether couched in the language of economists or otherwise.

ii. If not, did you review the transcripts for any purpose?

iii. If you did not look at the transcripts for any purpose, do you rely

upon any evidence beyond your own opinion regarding the significance of

speed for delivery of First-Class Mail? If so, please explain and provide

that evidence.

RESPONSE TO USPS/NALC-T1-14:

I object to USPS/NALC-T1-14 to the extent it asserts that my quoted testimony is "a
statement of a type often heard from economists in Commission proceedings." Without
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waiver of such objection, I respond as follows:

a. My statement is accurate but your quotation of my statement is not: your
quotation misspells the word paribus.

b. I object to subsection (b) as vague. Without waiver of such objection, I agree
that economists make statements using the term ceteris paribus.

c. Yes.
d. By "speed of delivery" I meant the amount of time that elapses between the time

the mailer sends the piece of mail and the time the recipient receives it.
e. No, I did not review the transcripts. I relied for my opinion on my expertise as an

economist with decades of experience studying USPS and postal operators in
other countries. In addition, please review my response to USPS/NALC-T1-1.
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USPS/NALC-T1-15:

On pages 5-6 you discuss witness Whiteman's testimony regarding the timing of when

the volume loss estimated in the market research will occur.

a. Please confirm witness Whiteman testifies that the survey research was

intended to measure change caused by network rationalization in the first post

implementation year, but that he expects some volume changes will lag beyond that

year.

b. Do you agree with witness Whiteman? Please explain your response.

c. Do you have any understanding of how mail volume processed by the

United States Postal Service is trending over the last few years? If so, please state

your understanding.

c. Is the current long term volume trend likely to continue into the next few

years? Please explain your response.

d. Thanks to what causes do you think (as you state on page 6) that "The

estimated mail volume drop in 2012 would likely be just the beginning"?

i. Upon what evidence do you base your opinion?

ii. Is it your understanding that the Postal Service expects volume

to increase after implementation of network rationalization? If so, please

point to where you understand the Postal Service has made known this

expectation.

e. Do you understand that the Postal Service expects volume loss caused by

network rationalization will bounce back in the second year after implementation?

Please explain your reasoning and provide the bases for your opinion.

f. Please confirm that you expect network rationalization will cause

additional volume losses beyond what the Postal Service projects and beyond what has

already been addressed in this interrogatory. Please i) explain your position; ii) provide
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(
\ citations to all authoritative sources upon which you rely (beyond your own opinion) to

support your position; iii) explain how such additional volume losses can be traced

causally to network rationalization alone; and iv) how large those network rationalization

caused changes will be.

RESPONSE TO USPS/NALC-T1-15:

c

a. I object to subsection (a) as not reasonably calculated to lead to the discovery of
admissible evidence. Witness Whiteman's testimony is what it is.

b. I object to subsection (b) as vague in its failure to specify what I am being asked
to agree with. Without waiver of such objection, I state that I agree that volume
loss from the proposed service standard changes will not be limited to the first
year after the changes are implemented.

c. I object to subsection (c) as not reasonably calculated to lead to the discovery of
admissible evidence. Past mail volume is a matter within the knowledge of
USPS and a matter of public record.

c. Yes, I think the pressure from electronic competition will continue. I also think
that the proposed changes to service standards will likely put even further
downward pressure on mail volume.

d. The cause would be the degradation of service standards, among other cost
cutting measures by USPS.

i. I base my opinion that the degradation of service standards would cause
accelerating mail volume loss on my expertise as a regulatory economist
who has spent decades studying USPS and other postal operators. I also
note that witness Whiteman acknowledges that "the estimated change
may take effect over a much longer period oftime." USPS-T12, at 8.

ii. No.

e. No.
f. I do not believe that network rationalization will cause volume loss. I believe

degrading service standards, like any other increase in the real price of mail, will
cause volume loss.
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USPS/NALC-T1-16:

Please confirm that on page 10 you state, 'The respondent was not asked to consider

any causes for a possible change in mail volume other than the proposed [First-Class

Mail] service standards."

a. Please confirm that the quantitative survey research design was intended

to focus on volume changes induced only by the changes in service standards and the

network rationalization that enables.

b. Please confirm your understanding that failure to do as you describe,

quoted in the main body of this question, led to the "phase 2" research sponsored by

witnesses Elmore-Yalch (USPS-T-11) and Whiteman (USPS-T-12).

c. Please explain your understanding of the purpose for which the Postal

Service filed its Request in this docket.

RESPONSE TO USPS/NALC-T1-16:

I object to the first question in USPS/NALC-T1-16, asking me to confirm what my written
testimony says, as not reasonably calculated to lead to the discovery of admissible
evidence.

a. I do not understand the phrase in subsection (a) that states "and the network
rationalization that enables." I confirm that the ORC quantitative market research
was intended to measure mail volume change caused by proposed changes to
service standards.

b. I cannot confirm what led to the "phase 2" research.
c. I understand that USPS filed its Request in this case to obtain an advisory

opinion from the Postal Regulatory Commission.
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USPS/NALC-T1-17:

In the second major section of your testimony beginning on page 3 you criticize use by

the market research team of what you characterize as 'probability of change' and 'solely

attributable' factors.

a. For how many respondents did the 'probability of change' factor actually

impact reported mail volume responses?

b. For how many respondents did the "solely attributable' factor actually

impact reported mail volume responses?

c. For how many respondents did both the 'probability of change' and 'solely

attributable' factors actually impact reported mail volume responses?

d. What was the impact of these two factors upon the final volume change

estimates?

e. Please cite to any authoritative sources that confirm your opinion about

appropriate use of the 'probability of change' and 'solely attributable' factors.

RESPONSE TO USPS/NALC-T1-17:

a. I do not know.
b. I do not know.
c. I do not know.
d. I do not know. I understand that NALC submitted interrogatories asking for this

information, which witness Elmore-Yalch did not provide. See Response of
Witness Elmore-Yalch to NALC/USPS-T11-1 and NALC/USPS-T11-2.

e. As to the "probability of change" factor, see the Commission's March 24, 2011
Advisory Opinion on Elimination of Saturday Delivery in Docket N2010-1, at 112
13. That authoritative source, however, does not address the "solely attributable"
factor since USPS's quantitative market research in Docket N201 0-1 did not use
such an additional factor.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-18:

On pages 11-12 you criticize the information available regarding confidence intervals.

a. Please confirm that confidence intervals are provided for all customer

segments.

b. In your Technical Appendix you cite to:

http://health.utah.gov/ophaIlBIShelp/Conflnts.pdf. Who is the author of this

document, what is this individual's background, and for what purpose was this

document written?

c. On page 2 of this document from a Utah website, the author states that

transforming the standard error to a 95 percent confidence is simple as, fortunately, the

sampling distribution of the mean is normal. Please explain what distribution other than

normal witness Elmore-Yalch should have used, providing one or more citations to

authoritative sources that support your opinion.

d. Please explain how you would calculate a confidence interval for the final

change estimates in light of the market research design utilized.

e. Please confirm that most survey research respondents reported no

change in their projected post-implementation mail volumes. If you are unable to

confirm, please explain why.

f. Please confirm that when most respondents report a zero change, the

likelihood that zero will be within ranges defined by particular confidence intervals

(howsoever calculated) goes up. How, in your opinion and given the research design

utilized, could this problem have been avoided? Please provide citations to appropriate

authoritative sources for your recommendation(s).

RESPONSE TO USPS/NALC-T1-18:
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

a. In response to NALC's interrogatories, USPS did provide confidence intervals for
customer segments. It failed, however, to provide a confidence interval for the
most important quantity, namely, its estimate of total mail volume loss. See
Response of Witness Elmore-Yalch to NALC/USPS-T12-13.

b. See page 10 of the document, which appears to provide the names of individuals
who co-authored the document. I have no information on the background of
these individuals other than the information provided on page 10. The article
appears to be a document sponsored by the Utah Department of Health, for the
purpose of providing a succinct explanation of confidence intervals.

c. Witness Elmore-Yalch should have recognized that the distribution is right
censored. She should have realized that there were problems when the
confidence intervals were including a positive change in volume. I object to
subsection (c) to the extent it asks me to perform research so as to provide an
authoritative source to support my conclusion.

d. I object to this interrogatory on the grounds that it is vague and that I do not have
the resources or the data to compute the confidence interval for the "the final
change estimates." (In fact, it would appear that USPS does not have the data
either in that it did not provide an answer to a NALC interrogatory which
requested the confidence interval for the total volume change.) Without waiver of
this objection, I state that I would compute a confidence interval that was right
censored.

e. I do not know whether most survey research respondents reported no change.
f. No, I cannot confirm the statement in the first sentence of subsection (f). I object

to the second sentence as vague to the extent it refers to "this problem" without
indicating what the problem is. I further object to the second sentence because,
as I have explained, the research design utilized was flawed. I have no response
to the third sentence as I have no recommendations to make in response to
subsection (f).
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-19:

You recommend use of an econometric study to project demand (NALC-T-1 at 13-14)

as you have in previous circumstances; and, of course, you are known professionally as

one of multiple authors in work that utilized an econometric approach.

a. Is an econometric study always the right or best way to study a question

about future customer behavior? Please explain your response.

b. Are there particular circumstances in which an econometric study would

face epistemological (or other) challenge? What factors add special difficulty to use of

econometric techniques?

c. If data available to study a particular question embody a natural

experiment, or if a true experiment can be undertaken with both test and control groups,

does use of an econometric approach become more or less useful, or more or less

practical?

d. What other modeling or testing approaches are considered in your

professional work? Please compare their respective strengths and weaknesses with

those of econometrics so as to illustrate better or weaker approaches to particular types

of problems and when respective approaches are more or less likely to be productive.

e. You cite an article in the footnote on page 14 that you suggest is a recent

example of combining survey results with econometric studies of demand. It appears

that the analysis in this article concerns long-run trends and forecasting using historical

data. How is that type of analysis applicable to the context of this docket?

i. In this article the survey data consists of an ongoing panel study

not a cross-sectional study. Is this type of panel data, or a reasonable

analog, available for use of postal services in the United States?

ii. What are the advantages of using panel data compared with

cross-sectional data?
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

iii. This article suggests that over time customers have adjusted to

changes in price or levels of service by shifting between Royal Mail

services rather than simply abandoning the service entirely. Why then do

you suggest that customers in the United States would behave differently?

RESPONSE TO USPS/NALC-T1-19:

I object to the statement: "You recommend use of an econometric study to project
demand ...." I did not make such a recommendation. Rather, I lamented USPS's
employing only a market research survey, when other approaches were available for
purposes of comparison and validation.

a. It is not always necessarily the right or best way but it is often a very useful tool.
It is one of a menu of techniques that can be employed, all of which have plusses
and minuses.

b. I object to subsection (b) as vague. Without waiver of such objection, I state that
what "factors add special difficulty to use of econometric techniques" depends on
the techniques being used, the data available and the questions addressed.

c. I object to subsection (c) as vague. Without waiver of such objection, I state that
a true experiment might be superior to a natural experiment but economics does
not lend itself well to true experiments, unlike physics, for example.

d. I object to subsection (d) as vague. Without waiver of this objection, I state that
my professional work is primarily based on the application of microeconomic
theory, such as to the problems of the postal sector. There is no basis for
making the comparison which the second sentence of subsection (d) appears to
be requesting.

e. The analysis in the article illustrates the use of econometric analysis by a leading
postal operator, namely, Royal Mail. The article addresses, inter alia, the impact
of service quality and of internet competition, two factors of considerable
importance to the problems currently facing USPS.

i. I do not know whether this type of panel data is available to USPS.
ii. The combination of cross section and time series makes available more data

than cross section alone.
iii. The paper examines the groWth of direct mail and states that price elasticity of

direct mail is higher than that of traditional (transaction) mail. This point is
probably more important than the notion "that over time customers have
adjusted to changes in price or levels of service by shifting between Royal Mail
services rather than simply abandoning the service entirely." However, I do
not disagree that in the US customers are likely to substitute Standard for First
Class, when the real price of First Class Mail has increased. The real price
increase will reduce the volume of First Class Mail. Some of this will be lost
entirely but some will be diverted to Standard, as the cross elasticity is
positive.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

/
i

\ USPS/NALC-T1-20

At page 19, line 17 to page 20, line 2 you state:

It is true that the costs of the peak could be reduced or eliminated if peak

capacity were reduced, leaving peak demand unmet. However, this is a

misguided approach, because almost always the benefits to the customer

lost by not meeting peak demand would exceed the costs saved by

reducing capacity.

Please explain fully the basis for this statement. Please provide any studies or other

authoritative sources upon which you rely to support this statement.

RESPONSE TO USPS/NALC-T1-20:

This statement is based upon the theory of peak load pricing, which has been the
subject of a considerable literature going back to the 1920s, at least to my knowledge.
Where demand fluctuates periodically, capacity has to be built to meet the peak if
demand is to be satisfied. In such cases, failing to meet peak demand is always an
option but always an inefficient one under deterministic demand and supply conditions.
With'stochastic demand it may be efficient not to meet some relatively rare peak
demands. However, this is not the approach being employed by USPS in its plans to
reduce capacity. This brief elaboration of my testimony is the basis for my statement
that the benefits to the customer lost by not meeting peak demand would almost always
exceed the costs saved by reducing capacity. For a source supporting my statement,
see the work cited in footnote 5 of my testimony. For an explanation of the peak load
problem in postal service, see Crew, Kleindorfer and Smith (1990), which was based on
the testimony of Paul R. Kleindorfer in R-87, and Crew and Kleindorfer (1992), cited in
my testimony.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

RESPONSE TO USPS/NALC-T1-21:

On page 20, you provide an example of the consequences of "not meeting peak

demand." Please explain how this example relates to postal services and, in particular,

how it relates to the Postal Service proposal in this docket regarding service standard

revisions. How, if at all, are the consequences of "not meeting peak demand" in

electricity "by disconnecting customers" analogous to the proposal by the Postal Service

in this proceeding?

RESPONSE TO USPS/NALC-T1-21:

In the example, the utility is attempting to address the peak load problem by denying its
customers a service that they want and are willing to pay for, namely, electricity during
peak periods. The loss in benefits from being disconnected will vary according to
customer valuation. For example, an ice cream factory may find its product ruined.
Here, similarly, USPS is seeking to address its peak load problem by denying its
customers a service, namely, first-class mail delivered according to current service
standards, but charging them the same price for an inferior service. This is akin to the
ice cream maker paying for a service that provided for no more than x disconnections of
y minutes in a year but then the utility goes ahead and disconnects him more than x
times for more than y minutes and still charges him the same price.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

NALC-T1-22

On pages 23 and 25 you variously cite to an article authored by Filipa Silva entitled

"Priority and Non-Priority Service: Returning to the Origins," apparently in a volume you

and your partner edit, published either in 2011 or in 2012. Please provide a copy of the

cited article.

RESPONSE TO USPS/NALC-T1-22:

I object to USPS's request that I furnish it a copy of this article. The article appears in a
published volume that is available to the public, including to USPS. I note that it is
available for purchase as an e-book from GoogleBooks or in hardcopy directly from the
publisher, Edward Elgar.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-23

Is it your view that any decrease in the quality of service provided by the Postal Service

would create "serious danger of irreparable damage to mail service and to the

enterprise" (NALC-T-1 at 3)? If your response is anything other than an unqualified

"yes", please explain what criteria must be met if lesser damage to (a) service, or (b) to

the enterprise, would, in your opinion, follow.

RESPONSE TO USPS/NALC-T1-23:

In response to your first question in Interrogatory T1-23, I should indicate that it is
definitely not my view that any decrease in quality would create serious and irreparable
damage to mail service and the enterprise. In response to your second question, I state
that I have not formulated detailed criteria for determining what types of reduction in
quality would create less than irreparable damage to mail service and the enterprise.
However, it is clear to me that what USPS is proposing here, a deliberate, permanent,
major, system-wide reduction in its service standards for its flagship mail product, would
create irreparable damage, especially since it is proposing this reduction at the same
time as it is seeking the elimination of Saturday delivery and a reduction in the number
of post offices available to its customers.
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RESPONSE OF NALC WITNESS CREW (NALC-T1) TO USPS INTERROGATORIES

USPS/NALC-T1-24

At page 21, lines 5 to 12 you state:

Although cited by Mr. Smith, my work with Paul Kleindorfer on the peak

load issue, far from supporting USPS's approach of reducing capacity,

shows that the peak load problem is solved by differentiated pricing. In

particular, the vast body of economic literature on the subject shows that

the peak load problem is solved by raising the price of the product driving

the peak and lowering the price of the off-peak product.

a. Please describe your proposed use of differentiated pricing to solve the peak

load problem witness Smith identifies.

b. If not already included in your response to part (a), please explain your

understanding of how the price cap (NALC-T-1 at 22) applicable to First-Class

Mail would impact your proposed differential pricing solution.

RESPONSE TO USPS/NALC-T1-24:

In response to subsection (a), I note that USPS and other POs currently employ service
differentiated pricing based upon the principles expounded by Mr. Smith along with Dr.
Kleindorfer and me in our 1990 paper and in Dr. Kleindorfer's testimony in R-87. My
objection to the major service standard change proposed here is that it goes in the
direction of abandoning service differentiated pricing by introducing a serious cut in the
service standards for First Class Mail. As you imply in subsection (b), the price cap set
forth in existing legislation severely limits USPS from addressing the peak load problem
efficiently through differentiated pricing. All of this underlines my main point, that
reducing the quality of USPS's high-margin product is certainly not the solution to the
peak load problem. In fact, quite the reverse; as I explain in my testimony, not only is
USPS's proposal the very antithesis of peak load pricing but also, by imposing a quality
reduction, and therefore a real price increase, it poses the risk of irreparable damage to
the business.
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CHAIRMAN GOLDWAY: Is there any additional

written cross-examination for Witness Crew?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, this brings

us to oral cross-examination. Only the Postal Service

has requested oral cross-examination. Is there any

other participant who wishes to cross-examine Witness

Dr. Crew?

(No response.)

CHAIRMAN GOLDWAY: No? Counsel Hollies,

would you begin?

MR. HOLLIES: Good morning, Madam Chairman.

This is Kenneth Hollies for the Postal Service. Let

me begin with the stipulation that we discussed a

moment ago. I will read a couple of paragraphs and

can then confirm what we understood earlier.

This email, and this is from yours truly to

counsel for NALC. This email requests your

confirmation and your witness' confirmation regarding

details we just discussed that would allow the Postal

Service to withdraw its pending motion to compel

further responses from witness Crew. That motion was

filed on June 6.

The motion relates to questions from the

Postal Service to Dr. Crew numbered 5, 6, 10, 13(a),

Heritage Reporting Corporation
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l4, l5(a) through (c), l8(d) and 19(b) through (d),

focusing primarily on articulation of objections in

the body of the identified responses and also to a

failure to respond to the second question within No.

5(a) Roman (iii). That is three Is also in

parentheses, 5(a) (iii).

First, NALC represents, based on concurrence

by Witness Crew, that the responses were complete as

originally filed and that the inclusion of objections

did not also lead to responses that were anything less

than complete. Based on that representation by NALC,

the Postal Service is prepared to withdraw its motion

to compel more complete responses to all questions

except for 5(a) (iii).

Second, NALC represents and Witness Crew can

confirm that the response to Question 5(a), which

itself reads, "Is it customary in your field to avoid

review of pertinent authoritative literature cited by

those whose views you oppose?" Our stipulation is

that Witness Crew's response to this question is,

"No."

With that understanding, the Postal Service

accordingly withdraws in its entirety the June 6

motion to compel more complete responses.

CHAIRMAN GOLDWAY: Thank you. I would ask

Heritage Reporting Corporation
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you just to carefully read the transcript to make sure

that what you have read is reflected precisely in the

transcript, and with that withdrawal of your motion I

believe we can now begin with the cross-examination.

MR. HOLLIES: Thank you.

CROSS-EXAMINATION

BY MR. HOLLIES:

Q Dr. Crew, does that stipulation read as you

understood that it would?

A Yes.

Q I'm going to start with a question about

your response to Question 2 from the Postal Service.

A Thank you.

Q Dr. Crew, do you now have before you a copy

at least of your testimony and your interrogatory

responses?

A The testimony and a total of 21

interrogatories and their responses in front of me,

which is I believe complete.

Q Okay. I will be asking questions about

various interrogatories, but this is not a memory test

so if you do not have something before you please let

us know and we'll remedy that.

A Correction. It's 23 interrogatories.

Twenty-four interrogatories.

Heritage Reporting Corporation
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Q Okay. We're looking at No. 2 right now.

A Okay.

Q The preface of that question reads: On page

5 of your testimony you assert, "No one can know with

certainty how much volume will be lost as a result of

lower quality first class mail service".

Part (a) then reads: Assuming the network

changes proposed by the Postal Service are

implemented, can one measure "with certainty" how much

first class mail volume was caused by those changes?

And the second question in Part (a) is: If so, how

would one undertake that measurement and within what

precision?

Your response to Part (a) of this

interrogatory begins, "One cannot measure with

certainty how much first class mail was affected by

the implemented network changes." That's a quote.

The question is one about attributing

causality to measured volume change, yet this first

clause of the response does not address cause or

causation, instead using the words "affected by". So

I am asking you now. Can you answer the question

directly with a yes or no response?

A I think you're going to have to help me

again. What's this about affected by? Would you

Heritage Reporting Corporation
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rephrase it?

Q What I did is I read

A You're talking about Interrogatory No.2,

right?

Q Right. I read the --

A Yes.

Q -- initial part of the question, and I read

Part (al.

A Yes.

Q Then I read your response to Part (a) and

commented on the fact that you used the verb form "was

affected"

A Uh-huh

Q -- when the question was about causality.

And so I'm asking you now if you can answer the first

question in Part (a) with a yes or a no answer?

A The answer is no, it cannot be measured with

certainty what caused these changes.

Q Thank you. In your response to Part (cl of

this question, which reads: possible means of making

projections would be by market research properly

conducted by simulation, by reference to past

experience, by reference to similar experience in

other POs and by econometric studies.

This is kind of a housekeeping question.

Heritage Reporting Corporation
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Please tell me what you mean by the apparent shorthand

term POs.

A POs is a term used internationally and in

Europe it typically means postal operators, and the

u.s. Postal Service would of course qualify.

Q So your response is it's postal operators?

A Absolutely.

Q Thank you. You state in your testimony that

no one can know with certainty how much volume will be

lost as a result of lower quality first class mail

service.

However, in response to Part (d) of this

interrogatory you say market research, properly

conducted, could be a tool to project volume change

and that the range of uncertainty with the market

research would depend upon the robustness, and this is

the focus of my question now. It would depend upon

the robustness of the market research's analytical

foundations and analysis.

Would you please explain what you mean by

the robustness of the research, and if you can

incorporate in that response respective elements of

research design?

A What I say here is robustness of the market

research analytical foundations and statistical

Heritage Reporting Corporation
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analysis. That's what I actually said.

In my testimony I thought I made it clear

that I saw a number of fundamental flaws in the way

the market research had been conducted. One flaw

involved the multiplication of an estimate by a

probability, which would bias the estimate down, so

basically the market research was intended to find out

how much volume was going to be lost as a result of

this change.

Respondents were asked to estimate this and

then that was multiplied by a probability, which all

it would do is lower the estimate. Well, that was the

main flaw in the analysis that I identified. There

were others, but that was the main one.

Q Thank you. That's a most constructive

answer, and I have a fair number of questions for you

that seek to inquire into the flaws you perceive aside

from the use of those two questions.

And so if you stand by that response then I

will be looking to identify what those several other

flaws that you just described or just identified as

existing. And so it may be that we can curtail a fair

amount of this questioning if we can build from that

response, but let me move on. I want to see where

that takes us. Please take a look now to your

Heritage Reporting Corporation
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response to Question 4 from the Postal Service.

A Yes. I have it.

Q While you may have answered this question, I

want to be sure your response is completely clear.

The main body of the question says: Did you analyze

the quantitative results presented by Witness

Elmore-Yalch, the data from which the results were

aggregated or the process by which results were

developed?

So I want to ask you the prefatory question

as a series of three parts, asking that you respond

with either a yes or a no if you can. Am I making

myself clear?

A You are.

Q If you have an explanation to add I'm not

wishing to foreclose that, but with that did you

analyze the quantitative results presented by Witness

Elmore-Yalch?

A No, as I think I state in Response (a).

Q I indicated I'm just trying to make it

perfectly clear here.

A Yes.

Q Yes. Thank you.

A I thought it was clear in (a) that I had not

done so, but the answer is no.

Heritage Reporting Corporation
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2 results were aggregated?

3

4

A

Q

No.

Did you analyze the process by which results

5 were developed from information provided by

6 respondents and participants?

7 A No, I did not. In fact, I didn't see the

8 need to do so.

9

10

Q

A

Thank you.

I had already found what I considered a

11 fundamental flaw, so I didn't feel it was an

12 appropriate use of my time to get into the analysis ofc 13 the data and so on.

14 In fact, there was an NALC interrogatory

15 which requested certain results, but they weren't

16 provided. The Postal Service did offer to provide us

17 with data, but I did not see that as my job to do so I

18 did not think it was appropriate for my client to pay

19 for that.

20 MR. HOLLIES: Thank you for that response,

21 Dr. Crew. The Postal Service did make the data

22

23

24

25

available, and your response that you didn't go there

I now understand completely.

Madam Chairman, at this time as a procedural

matter I would just like to provide formal notice that

Heritage Reporting Corporation
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the Postal Service will be providing surrebuttal

testimony. In fact, one element that it will address

is the very question we've just been discussing. I

believe the deadline for that notice was tomorrow, and

we are giving you that notice now.

THE WITNESS: I have a question. Is it

appropriate for me to take issue with something

counsel just said, because I don't believe it's

factually accurate.

CHAIRMAN GOLDWAY: What, that he's going

to --

THE WITNESS: He said they provided the

data. My understanding is they didn't provide what we

requested of them and they offered us the data.

That's my understanding.

CHAIRMAN GOLDWAY: I think it's appropriate

for you to have this discussion since that was part of

the questions that had been asked.

MR. HOLLIES: Thank you for the

clarification.

BY MR. HOLLIES:

Q I am now going to move to Question 5 from

the Postal Service. My initial purpose in following

up on this interrogatory is to ensure that I

understand your response.

Heritage Reporting Corporation
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First I want to focus upon your use of the

prepositional phrase "in this proceeding" that you

used to conclude both sentences of your initial

response to Part (aJ. Looking at the response, do you

see the phrases to which I refer?

A And examples from professional experience

justifying the use of the Juster scale in this

proceeding. That's what you're referring to, I think.

Q Yes. I'm focusing on the words "in this

proceeding". Do you understand that Witness

Elmore-Yalch uses the Juster scale in the research

design for the quantitative phase of her analysis?

A I didn't investigate that. Presumably if

you that's something I didn't investigate. I saw

no reason to because of this fundamental problem

identified of multiplying an estimate by a

probability.

Q I understand your answer at this point to be

that you don't know, but perhaps there's some

misunderstanding. Let me try to restate that. Isn't

it true that you criticize use of the Juster scale?

A I did not criticize use. It never mentioned

it. I criticized the approach which took an estimate

and then multiplied it by a probability because it can

only reduce the value of the estimate. If you take a

Heritage Reporting Corporation
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mean and then multiply it by a probability it's going

to be biased downwards.

I did not consider the Juster scale. I

didn't consider the Juster scale. I considered the

procedure of multiplying by a probability to be

inappropriate because it would bias downward the

estimate, and in fact in the Five-Day case the

Commission also rejected the notion that a

participant's estimate should be multiplied by a

probability as it was going to overstate the -- as it

was going to reduce the value of the estimate.

Q Well, we understand that.

A Technically it would increase the value

because we're talking about a negative, but I think

that's clear.

Q So do you not understand what the Juster, or

as you call it the Juster, scale is?

A I have not investigated it. Understand it?

I have an idea about it, but the question just depends

what do you mean by understand?

It's an 11 point scale beginning with zero.

These kind of scales are used in market research. I

understand these days there's a tendency to use just a

five point scale rather than the Juster scale.

Q A moment ago when I asked you do you

Heritage Reporting Corporation
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1 understand that Witness Elmore-Yalch uses the Juster

2 scale in the research design for the quantitative

3 phase of her analysis I understood your response to be

4 that you did not know.

5 This last response of yours seems to reflect

6 a recognition that the adjustment you criticize is

7 something she labels as the Juster scale. Is that

8 correct?

9 A No. I didn't investigate it. You asked me

10 a question. Did I understand the Juster scale? It

12 what it is.

11 depends what you mean by understand. I have an idea

c 13

14

Q Professor?

CHAIRMAN GOLDWAY: I think he answered your

15 question, Mr. Hollies. He said he used a more general

16 approach and didn't consider that.

17 MR. HOLLIES: We're passing each other in

18 the night. I'm asking very simple, very specific

19 questions, and, first of all, I've gotten two

20 different answers about whether or not the witness

21 understands that Witness Elmore-Yalch describes that

22 adjustment as being an example of use of the Juster

23 scale.

24 BY MR. HOLLIES:

25 Q We've gotten two answers from the witness,
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one that he does not understand that and the other

that he does understand that that's the name Witness

Elmore-Yalch uses to describe it. So I'm asking at

this point, Dr. Crew, which is it?

A I think you've got to rephrase this

question. You've got to be much clearer. You need to

say to me

You shouldn't be using the word understand

because you're confusing me. When I'm asked if I

understand something well, I can understand it at

various levels. And so you need to be a bit more

specific.

Q Okay. Very simply, I'm asking if you

understand that Witness Elmore-Yalch describes the

procedure she uses and which you criticize as a use of

the Juster scale.

A If you're asking if I'm aware that she's

done that

Q That's what I'm asking.

A If you're asking me that

Q That's all.

A -- I mean, presumably I'm aware of it

because you're telling me so.

Q I'm asking what your understanding is and if

it includes that she names the procedure as I have
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described.

A I mean, I take you at your word that she did

use it. I didn't investigate that. I didn't read

that.

Q Thank you. I think that's close enough.

Looking to your response to Part (b) of this

interrogatory, is it your understanding-that the

commission's advisory opinion in the Five-Day Delivery

case, PRC Docket No. N2010-1, constitutes an example

of publication in a peer reviewed journal?

A No. It clearly isn't a peer reviewed

journal. It was a laborious process it went through,

but it was not a peer reviewed journal.

Q What significance does publication of a

scientific paper in a peer reviewed journal indicate?

A Publication in a scientific journal

indicates that it has been, as you say, peer reviewed.

Peer reviewed means typically that it's been read by

at least one anonymous referee, the anonymous referee

or referees have given reports to an editor, and an

editor has decided that it meets the standard in the

field for publication.

Q Thank you. Does the review of that

anonymous editor entail a look at whether or not that

paper employed properly controlled procedures?

Heritage Reporting Corporation
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You mean anonymous referee? The editor is

2 not anonymous. Is that correction acceptable to you?

3

4

5

Q

A

Q

Yes.

You meant anonymous referee, I take it.

I'm trying to refer to, howsoever

6 inarticulately

7

8

9

A

Q

A

Yes.

-- the term that you used a moment ago.

I thought I said anonymous referee, but if I

10 said anonymous editor I stand corrected.

11 CHAIRMAN GOLDWAY: No. You said anonymous

12 referee, I believe.

13 THE WITNESS: I did say anonymous referee?

14 Okay. Good. Okay. Perhaps you better repeat it.

15

16 Q

BY MR. HOLLIES:

Okay. Would the review by the anonymous

17 referee also encompass whether properly controlled

18 procedures were employed in the paper?

19 A Would it? I mean, I think it would be

(

20 reasonable to infer that it would. I mean, I'm an

21 editor myself. I'm an editor at the Journal of

22 Regulatory Economics.

23 Typically an editor chooses anonymous

24 referees who would perform the appropriate checks as

25 to whether the material is valid. So the answer
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should be yes to your question.

Q Thank you. what role does replication of a

previously published paper in a peer reviewed journal

serve?

A Replication typically involves a -- well,

may involve. I'll qualify it. May involve taking a

scientist's data and running the results again.

That's why in scientific research one is expected to

make one's data available to other researchers if

requested so that they can replicate.

Replication doesn't necessarily have to take

that form. It could be that a similar study using a

different methodology came up with related results.

It could take a number of forms.

Q Would a replication in either or any of

those forms also warrant publication in a peer

reviewed journal?

A Of course, it depends.

Q So it might?

A It depends on how significant the result is.

I mean, that's ultimately for the anonymous referees

to recommend and the editor to decide, but the answer

is it likely could be, but I don't feel happy giving

you like a yes or no answer to that.

Q It might I think is what I was looking for,

Heritage Reporting Corporation
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and I think I heard that. Thank you. I'm not asking

especially difficult questions. I'm looking for

straightforward responses.

What is the basis for your statement that

you did not believe it is necessary to review any

literature cited by the Postal Service or its

witnesses?

MR. DeCHIARA: Can you refer where that

statement appears?

MR. HOLLIES: It's in Interrogatory 5. It's

a general response to 5(a).

BY MR. HOLLIES:

Q The second line of the response to (a)

includes a statement saying -- I'm sorry. 5(a) (iii)

says: I did not believe it necessary to review any

literature cited by USPS or its witnesses. And so my

question is what is the basis for why you believe it

is not necessary to review that literature?

A Where did I say witnesses? Just help me

with this.

Q Okay. There's pagination at least on the

original version of your interrogatory

CHAIRMAN GOLDWAY: Are you --

MR. HOLLIES: Page 7, looking in the

response to 5(a) (iii).

Heritage Reporting Corporation
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BY MR. HOLLIES:

we had a number of fundamental flaws in the case.

A Yes. Your question again?

3628

THE WITNESS: Oh, yes. I've got it. Thank

(al (iii). Uh-huh. Right. That's what I said,you.

Heritage Reporting Corporation
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In fact, we requested one which was the

yes. I found it.

But this wasn't the only problem I had, as I

that you did not believe it is necessary to review any

literature cited by the Postal Service or its

Q So can you answer my question?

Q Okay. What is the basis for your statement

A My problem was in pursing this were -- my

problems were numerous. I'll just go through a few of

them. The one problem I had arose from the fact that

I've already alluded to one, namely the multiplication

explained in my discussion of the case. One other

of an estimate by a probability.

intervals. The case did not provide confidence

problem I had was a failure to provide confidence

confidence intervals we got were not the ones we

requested.

biggie, the big one. The major one we were looking

intervals. We requested confidence intervals. The
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for was the confidence interval around the estimate of

minus 1.7 percent, and we didn't get that. The Postal

Service witness was either unwilling or unable to

provide that.

The other problem we got with the confidence

intervals was that the Postal Service witness provided

confidence intervals that were not cut out of whole

cloth. What the witness did was it provided more

confidence interval for the normal distribution when

in fact it's impossible for the normal distribution to

apply in this case because in fact the distribution

has to be right sensored.

What I mean by right sensored is if you

reduce quality, which is similar to an increase in

real price, the minimal effect this can have is zero.

It's always going to be negative. You're always going

to have a reduction in quality. Sorry. In quantity.

There will be a reduction in quantity demanded if you

reduce quality, which is the same as an increase in

real price or if you raise price. So that's why it's

right sensored at zero.

Unless Elmore-Yalch is willing -- sorry. The

ORC is willing -- tb argue that this is what we call

in economics a Giffen good, this has to be right

sensored at zero. So it's right sensored at zero.
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That can't happen with a normal distribution because a

normal distribution is a symmetric distribution with

limits of plus and minus infinity,

Q Doctor?

A Some of the confidence limits we caught were

actually positively employed in an increase in a

decrease in quality could cause an increase in

quantity so

Q Dr. Crew?

A -- the reason why I didn't -- I'm trying to

answer your question. Just as you're trying to

exercise the due process rights of the Postal Service,

I'm trying to help by answering your question.

The question, you asked me why I didn't read

it. Well, I explained. When I've seen something as

serious as that, problems that are so serious there

would be no reasonable answer provided to them, I am

not going to be investigating what I consider to be

irrelevancies. Whatever was in there by way it

couldn't get over this methodological problem.

So I don't have the time. My client

presumably doesn't have the resources to pay for that,

but I certainly didn't have the time to investigate

it, and I didn't consider it appropriate given where I

was coming from.
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Q So do I understand your answer to be that

what you perceived as flaws in the work done by

Witness Elmore-Yalch relieved you of any obligation to

review the cite that she provided to support her

procedures?

A Yes.

Q Thank you. Is it common for experts in

academics such as yourself to use peer reviewed

journal articles to support claims?

A Yes.

Q Did you read Dr. Peter Boatwright's

testimony from the Five-Day Delivery case regarding

the use of the Juster scale in five-day delivery

research?

A I did. And since you mention Peter

Boatwright, I should raise another matter.

Q Did you read his testimony? Did you read

his testimony?

A Yes.

Q Thank you. That's all I'm asking.

A Yes, but I do want to extend --

Q Go ahead.

A Yes. If you don't mind. One of the

criticisms I had with the failure of my confidence

intervals, the same criticism is raised in the ending

Heritage Reporting Corporation
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of Saturday delivery case, and in that case Dr.

Boatwright provided a confidence interval which was

incorrect. He provided a confidence interval for the

binomial distribution.

We had already raised this issue of

confidence intervals in a previous case. None were

provided in this case. So we requested them through

NALC interrogatories and this time provided the normal

distribution, which again was inappropriate.

So I've heard of notions like Judge

swapping. Judge shopping. This strikes me as

distribution shopping. So this is why I didn't read

the various articles to which you refer.

Q Did you read any of the articles cited in

Dr. Boatwright's testimony?

A No.

Q You state the most authoritative claims that

you are aware of regarding the use of the Juster scale

is an advisory opinion issued by the Postal Regulatory

commission. Are you therefore saying that the PRC

opinion is more authoritative than the results of peer

reviewed journal articles?

MR. DeCHIARA: I would object to the

question. It asks for a legal conclusion. The

authoritativeness of this Commission's advisory

Heritage Reporting Corporation
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conclusion.

this witness.

MR. DeCHIARA: Then I would ask that the

I would object unless theMR. DeCHIARA:

Heritage Reporting Corporation
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question that is outside the scope of the expertise of

opinions on future opinions of this body is a legal

MR. HOLLIES: My question is not asking a

legal question. I'm asking a scientific question

Q My question is one seeking a scientific

3633

But if the question has to do with the legal

about the witness' response. He's qualified as a

scientist, and I'm asking him as a scientist.

the question is whether this Commission's decisions

question be rephrased to make that qualification. If

are authoritative in the context of academic,

scientific discourse, if that's the question I have no

decisions then I would object as asking for a legal

objection to that question.

significance of this body's prior decisions for future

decision compared to a peer reviewed journal article.

opinion about the relative authoritativeness of a PRC

Can you answer that?

question is limited to authoritativeness within the

context of scientific, academic discourse. That's one
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thing. And I would suggest

CHAIRMAN GOLDWAY: That's his question,

okay, because he just said scientific. So within the

scientific discourse community.

MR. HOLLIES: I thought that's what I said.

We could have it read back.

BY MR. HOLLIES:

Q Can you answer that, Doctor?

A You better ask this again, I think.

Q Within the realm of scientific discourse,

are you saying that the PRC opinion is more

authoritative than the results of peer reviewed

journal articles?

A Within the review of scientific discourse

it's not part of scientific discourse. It's a

completely different process. I would say the problem

with your question is that all of your as you call

them scientific papers deal with particular

methodologies, particular applications.

Now, the Postal Regulatory Commission, based

upon evidence provided for it, decided that this kind

of methodology that you're claiming was not

applicable, so I'd say for the purposes of practical

decision making this is more authoritative, but it's

not a -- the Postal Regulatory Commission doesn't get
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into scientific investigations. It evaluates the

evidence in a particular case.

I just have a little bit of a problem about

the use of the term scientific. I mean, this

marketing research economics shouldn't really be

confused with science as I understand it, let's say

physical science, because it's so much more difficult

to get controlled experiments and that's why when it

comes to making practical decisions you need bodies

like regulatory commissions to try and evaluate what

is the practical significance of this when it's

applied to a particular case.

So as far as I'm concerned, in this

particular case it is more authoritative in addressing

the practical issue.

Q And in this case, I understand it then, your

opinion is that the Commission opinion is more

authoritative from a scientific perspective than peer

reviewed journal articles that you have not read. Is

that correct?

CHAIRMAN GOLDWAY: Mr. Hollies, he didn't

say that, so why are you --

MR. HOLLIES: This is a new question.

CHAIRMAN GOLDWAY: This is a new question.

MR. HOLLIES: I'm building from his
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response.

MR. DeCHIARA: I would object to the form of

the question.

CHAIRMAN GOLDWAY: He just said he

distinguished between science and market research. He

just described the nature of how he evaluates what the

Regulatory Commission's decisions were.

MR. HOLLIES: He gave me a legal opinion

when I asked for a scientific opinion, so I was trying

a different question.

CHAIRMAN GOLDWAY: No. He made a

distinction as best he could. You know, I'm just

trying to urge you to move forward to questions that

will be of use to us in making a decision.

MR. HOLLIES: These questions are the very

type, and I've been trying to move this forward as

quickly as we can.

THE WITNESS: Well, have you withdrawn the

question or --

CHAIRMAN GOLDWAY: Do you want to repeat the

question, Mr. Hollies?

MR. HOLLIES: No. I think we can move on.

BY MR. HOLLIES:

Q Please take a look at the question posed in

Part (e) of Question 6 and the section of your

Heritage Reporting Corporation
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testimony that it quotes.

Are you aware of any papers published in

peer reviewed journals that support your statement

"that the concept of probability is not well

understood by most survey respondents"?

A I think -- let me see. I think I answered

this in a subsequent interrogatory.

Q I'm not aware that you provided peer

reviewed articles,

A 7 (a) I think deals with this.

Q Fair enough. I'll accept that.

A Yes. That cites many articles as well.

Q I'm sorry? Could you say that again?

A That particular reference also cites a

number of articles.

Q The reference in 7(a). Is that an article?

A That's a book.

Q It's a book. So you cited an entire book

for a proposition? We'll get to that.

A Yes. I cited the relevant parts of the

book. I mean, I didn't give the particular pages.

Q I'm sorry. You cited pages?

A I did not. I just cited the book. I think

one of the leaders in the field is Paul Slovic's work

on people's view of the probability.
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That response to Part (a) --

Of 6, right?

Of 7.

Oh, 7. Okay.

You cite a volume that you see as addressing

6 risk associated with various hazards. Is that right?

7

8

A

Q

Yes.

Is probability hazardous to survey

9 respondents?

10 A I'm not claiming that. I'm just claiming

11 that the concept of probability is not one that's

12 easily understood, and I offer risk and hazard as an

c: 13 example. That's all. Of course I'm not saying it's

14 hazardous.

15 Q Part (b) of this question asks, "Is it your

16 opinion that market research which asks a respondent

17 for a probability or a likelihood is inherently

18 unreliable?" Is your response to this question an

19 implied yes?

20 A I think I stick with what I have there in my

21 response that I'm skeptical of asking probabilities.

22 Today in the business school I do talk to

23 market research colleagues. I talk to accounting

24 colleagues. I talk to all sorts. A few of these

25 people, some of these people have said to me that they
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feel that the very idea of getting probabilities

through surveys isn't very reliable and so they

actually did confirm my skepticism. Aside from the

academic literature I've cited, I have had the

informal conversations with colleagues in the field

who seem to have similar views.

Q Did I hear you say that you spoke with

accountants, but not market research people, to

support your skepticism about understanding

probability?

A Actually, you heard me incorrectly. I said

I talked to all sorts of people in the business school

because I'm in the business school, including

accountants, management types and market research

types, and it was from the market research types that

I got this skepticism that I already had.

Q Can you share a name?

A What's that?

Q A name of a market research expert

A You mean one of my colleagues?

Q -- that shares your skepticism.

A Gosh. We've got so many colleagues.

Q I just want the one or ones who've shared

your skepticism about probability in market research.

A I'd have to look at the list. We have a
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hundred and some faculty in the business school, and I

actually am not very good at remembering names. I

mean, I do remember your name, but I'm not really good

at remembering names.

Q All right. We can move on. In response to

Subpart (iil of Part (c), you disclaim understanding

of what the word meaningful means.

Please refer back to the quotation that

starts this question, your belief that the concept of

probability is not "well understood" by survey

respondents. Please assume that meaningful means well

understood as you used it and then answer the

question.

A What are we talking about now?

Q 7 (c) (iil. 7 (c) (iil .

A Okay. Let's see. Well, my answer was I

didn't understand what you meant by meaningful

results.

Q So I'm telling you what meaningful results

by referring you to your own quote.

A Which is? Just repeat that again.

Q The question commences with a quotation from

pages 9 to 10 of your testimony. That quotation

reads, "I am not convinced that the concept of

probability is well understood by most survey
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2 A Yes.

3 Q Your response to this question begins by

4 stating," I do not understand what you mean by

5 meaningful results."

6 I am telling you that meaningful should be

7 taken to mean well understood as you used that in the

8 quoted statement from pages 9 to 10 and asking if you

9 would now answer the question in (c) (ii) .

10 A I'm not clear that they're well understood

12 into account the possibility that they may not be, and

11 and any research that you do in that area should take

c 13

14

that's one reason for having confidence intervals.

You have to have a margin of error. And

15 with no margin of error provided in the Postal

16 service's case we were told flat out it's 1.7 so

17 by meaningful I guess what I'm saying is it's not

18 sufficiently meaningful to rely entirely on a point

19 estimate.

20

21

Q

A

Can you answer (c) (ii) in a yes or no form?

I've answered it the way I feel is

22 appropriate. That's the best I can do.

23 Q So you're unable to provide a yes or no

24 answer to that question?

(
25 A I do not believe a straight yes or no answer
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would be reasonable here.

Q Part (d) of this question builds upon Part

(C), which describes a kind of survey that is common

throughout the voting world during an election season,

one that asks a respondent for whom a vote would be

cast and the actual likelihood of voting.

Logic, understanding or something apparently

escapes you here based on your answer. Can you

explain your difficulty in understanding the question?

MR. DeCHIARA: I would object to the

commentary that is built into these questions, and I

would ask that counsel be instructed to just ask the

questions without the additional commentary.

CHAIRMAN GOLDWAY: Mr. Hollies, I think it

would be useful just to ask the questions.

MR. HOLLIES: I laid a foundation for the

question. I can appreciate Mr. DeChiara's point at

least with respect to one sentence in that. I will

repeat it without that sentence.

CHAIRMAN GOLDWAY: Thank you.

BY MR. HOLLIES:

Q Part (dl of this question builds upon Part

(c), which describes a kind of survey that is common

throughout the voting world during an election season,

one that asks a respondent for whom a vote would be
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cast and the actual likelihood of voting. Can you

explain your difficulty in understanding this

question?

MR. DeCHIARA: And not to belabor the point,

and I'm not trying to make this record any longer than

it needs to be, but assertions such as certain types

of surveys are common in election surveys. Where in

the record is there support for that in this case?

So again, I would ask that the questions

please be stripped of any sorts of assertions of fact,

commentary, innuendo. It's not helpful to the fact

finding process.

MR. HOLLIES: My response would be that it's

perfectly appropriate to lay a foundation for the

question, but I'll be happy to state the question in

its simple form a third time for the benefit of the

witness.

BY MR. HOLLIES:

Q Can you explain your difficulty in

understanding that question?

A We're talking about (d), right?

Q We are.

A Did I say I had difficulty understanding it?

I said I couldn't form an expectation.

Q Could you explain that?
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A Well, I think in part Mr. DeChiara has done

so. I mean, this is a completely different situation.

It's something that's not in the Postal Service's case

about voting, and of course voting is a binary choice

matter. Are you going to vote for Romney? Are you

going to vote for Obama? It's a binary choice matter.

You vote yes or you vote no.

So with binary choice it's different from

coming up with an estimate. I understand the

question, but I don't see its relevance and I'm not in

a position to formulate an expectation either.

Q Is not a statement of likelihood to vote a

probability statement?

A It is a probability statement, but it's

concerned with binary choice, not with an estimate.

It may be applicable in the case of binary choice, but

not with an estimate. That's the issue.

Q Look at the likelihood in isolation, please.

Isn't that a statement about probability of a

respondent action?

A Likelihood is effectively synonymous with

probability so to that extent it is, but you have to

remember this is binary choice. It's not got anything

to do with what we have here in the Postal Service's

case.
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Q Does it make any sense to you that reporting

of such survey responses would use the likelihood of

voting response to weight the choice of whom to vote

for as an aid in projecting the outcome of a vote?

A As I've said, in a binary choice case it is

used all the time. It's something that should be

taken into account.

Q So that does make some sense to you?

A I object to the use of the word make some

sense to me. I mean, I think you could put it in a

slightly better way. Does that seem reasonable to

yOU?

Q Would you answer in those terms then,

please?

A It's an approach that's used and it seems

reasonable, yes.

Q Thank you. Does it make sense or is it

reasonable to give more weight to a response for

someone who would vote for A and does plan to vote

than for a response who would vote for A but does not

plan to vote?

A I am not into these kind of political

surveys. I would say intuitively it does, but I'm not

into these political surveys.

Q That's all I'm asking for. Thank you. I'm
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going to cover a little ground quickly just to try and

establish a foundation for a question.

A I certainly appreciate it.

Q I believe you stated that you are not

convinced that the concept of probability is well

understood by most survey respondents. Is that right?

A I think we did talk about that for several

minutes.

Q Okay. Hang on. Yet you are not able to

support your view by citing any scientific articles,

correct?

A I cited articles on the notion that

probability is not well understood. To be completely

specific I did not cite articles specifically related

to survey research, but I did cite articles and I do

believe the same applies with survey research.

Q What articles have you cited regarding your

statement that you are not convinced that the concept

of probability is well understood by survey

respondents?

MR. DeCHIARA: This question has been asked

and answered. The witness pointed to his answer to

7(a), and there were several minutes of question and

answer regarding the citation in 7(a) and whether it

was a book or not and whether it cited articles within
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it or not. We've been over this ground, Madam

Chairman.

MR. HOLLIES: Go ahead.

CHAIRMAN GOLDWAY: Counsel Hollies, I'm not

sure that this line of questioning is helping you at

all, and it's already a long time with this witness on

the stand. If you have some other areas that you'd

like to

MR. HOLLIES: At this rate we'll be here a

good portion of the day.

CHAIRMAN GOLDWAY: If you have some other

areas that you could move on to, it would help us all.

BY MR. HOLLIES:

Q What type of error is introduced into

studies as a result of respondents' purported

inability to understand the concept of probability?

A What kind of error? Well, the estimate is

less accurate, less precise. It could be biased.

Q Let's look to Question 8. You state that

confidence intervals will range on both sides of zero

if the factor can change the respondents' future

behavior in both a positive and a negative manner.

what is the basis for your assumption that a

change to first class mail service standards at the

heart of this case would only affect mailing behavior
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in a negative manner?

A I don't make an assumption like that. I

make an inference. My inference is based upon

something that I explained a little while ago, but I

will be happy to explain it because this is the kind

of thing I do. I am a regulatory economist interested

in the postal sector, so I'll be happy to explain that

again.

What is going on here is that -- I guess I'm

going to go back to the theory of demand actually in

elementary microeconomic theory. See, as an economist

I'm interested in the theory of consumer economics. A

big part of microeconomic theory is devoted to the

theory of the consumer, and indeed some marketing has

been based on microeconomic theory, some marketing

types, formal economists, so we do have a big interest

in consumer theory.

Well, consumer theory leads us to the theory

of demand, and the theory of demand basically produces

what is the law of demand, and the law of demand says

that if you increase price quantity will be reduced.

Quantity demanded, as we call it, is reduced.

So what this means is if we have an increase

in price we know that the best that can happen is

there will be no reduction in demand. It's possible
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10 ounce cans rather than 12 ounce cans for the same

less revenue.

increase would be someone's favorite beer now comes in

Now, here we have what is an increase in

If it's elastic, it's going to be the
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inelastic demand. But mostly the demand curve is not

vertical. The demand curve slopes downward, and so

what would happen is that if there's an increase in

price the best possible outcome then would be zero.

it doesn't affect it. That's what we call completely

real price. Typically we think of nominal price

increases. A pint of beer has just gone up from £3 to

£3.10. That's a nominal price increase. A real price

increase might be if they reduced the gravity of the

So where you're going to have price

beer, for example. Another example of a real price

price. No change in the nominal price, but the real

price had been reduced.

increases, whether they're nominal or real, the best

quantity is going to be reduced, and that's where the

quantity is going to be reduced less relative to

you can hope for is a zero effect. Typically the

elasticity comes into it. If it's inelastic, the

price.

opposite. And the big problem with the elastic demand

is if you increase price, you actually end up with
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So that's the theory of demand that

underlines this, and for that reason, since zero is

the best possible outcome, we can't consider outcomes

where there's a positive, where there's an increase in

quantity demanded as a result of a price increase.

The distribution of a confidence interval should be

right sensored to zero. So you asked me why the upper

bounds, why zero is the upper bound, and that's the

reason why.

CHAIRMAN GOLDWAY; I've been asked by my

colleagues here if we might take a break for 10

minutes. I think I for one have now understood the

theory of confidence intervals much better than I had

before, and I would appreciate a few minutes of time

to catch up with some other things.

MR. HOLLIES; Could I ask one question?

CHAIRMAN GOLDWAY: Let's reconvene at

11 a.m.

MR. HOLLIES: I've got one question

CHAIRMAN GOLDWAY: You've got one?

MR. HOLLIES; -- to follow up on that

statement and then

CHAIRMAN GOLDWAY: And then you're done?

MR. HOLLIES; Well, then I'm ready for the

break, but will be done with this question.
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CHAIRMAN GOLDWAY: Okay, Mr. Hollies.

BY MR. HOLLIES:

Q Professor Crew, how do you square economic

theory that you've just described with the fact that

some respondents indicated that they would increase

their mail volume in the market research that was

done?

A Well, I would say that it goes contrary to

economic theory. It doesn't make any sense according

to the economic theory.

The only case in economics that I'm aware of

where you can have an increase in price and increase

in demand is what's called the Giffen good, which was

a phenomenon that was discovered in Ireland during the

famine of I guess the nineteenth century when the

price of potatoes increased and quantity demanded

actually increased.

Now, I do not believe the Postal Service is

Giffen good, so it doesn't square with economic

theory. That's the answer to your question.

MR. HOLLIES: Thank you. Shall we break?

CHAIRMAN GOLDWAY: Okay. We're going to

have a break. We're going to have a break and resume

at 11 a.m.

THE WITNESS: Could I ask a question of the
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1 Commission?

2

3

CHAIRMAN GOLDWAY: Yes.

THE WITNESS: Do we know how long Mr.

4 Hollies is going to go on because we do have trains to

5 catch, plus Mr. DeChiara --

6 CHAIRMAN GOLDWAY: One of the things I'm

7 hoping we might get some more information on in the

8 break is how we're going to handle the rest of the

9 day.

10

11

12

13

14

THE WITNESS: Okay.

CHAIRMAN GOLDWAY: Thank you.

MR. HOLLIES: I'm about halfway through.

(Whereupon, a short recess was taken.)

CHAIRMAN GOLDWAY: We all had a little

15 break, and we hope that this next section of

16 questioning can move along. Mr. Hollies, would you

17 take up your questioning?

18 BY MR. HOLLIES:

19 Q We've talked a little about the Five-Day

20 Delivery case in which you testified. Did you look at

21 the confidence intervals in that case?

22 A Let me turn the darn thing on. Okay. None

23 were provided in the surrebuttal. Peter Boatwright

24 came up with a confidence interval, which I previously

(
25 stated was inappropriate. So I clearly did look at
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the confidence intervals because we had this

inappropriate confidence interval that was provided in

surrebuttal.

MR. HOLLIES: You did and you've said so.

I'll withdraw the question.

BY MR. HOLLIES:

Q Let's move to Interrogatory 9 of the Postal

Service. This interrogatory inquires into the

specifics of your opinion quoted from pages 4 to 5 of

your testimony that the market research was

intentionally slanted to bias the results obtained.

Parts (c) and (d) of that question ask for

specific flaws in the survey research designed to

support your opinion, and you cite to 12 pages of your

testimony, so I want to look at some of that

testimony. Looking to the top of page 4 of your

testimony, you have a fairly long quote of witness

Whiteman which you immediately characterize with,

"USPS is clearly concluding what it wants."

Could you explain how Witness Whiteman's

summary of the qualitative research imparts or

explains error in the quantitative survey research

design?

MR. DeCHIARA: I would object to the form of

the question to the extent it mischaracterizes the
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witness' testimony as saying the witness testified

that the market research was intentionally biased, but

I have no objection to the witness trying to answer

the question.

THE WITNESS: Well, the NALC attorney

pointed our the mischaracterization because I wasn't

sure it was appropriate for me to point it out, but

that's definitely true. I'm going to ask you again to

repeat it. Would you, Mr. Hollies?

BY MR. HOLLIES:

Q If you'd take a look at your testimony at

the top of page 4?

A Yes.

Q You have a quotation from Witness Whiteman

there. I think it's indented. Do you see that?

A I do

Q And the sentence that follows that quote is

what I quoted here saying, "USPS is clearly concluding

what it wants." I'm asking for an explanation of how

Witness Whiteman's summary there that you quote of the

qualitative research somehow imparts error or explains

error in the quantitative survey research design.

A Well, it's just one example of the many

problems, and here it's sort of -- it's something

which clearly is an alternative, in my view much more
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plausible explanation. It was just chose as an

example to illustrate the problems. That's all.

Q Do you appreciate that there was both

qualitative and quantitative market research

undertaken?

A Yes. I'm aware of that.

Q How do the results of the qualitative

research have an effect -- any effect -- on the

quantitative research design?

A I think that I indicated that I did not

review that material. In general, my understanding is

that qualitative is supposed to assist you in

formulating the quantitative through focus groups, for

example, but that's just a general comment. As I've

explained to you in interrogatories and I think this

morning, I didn't look at that research.

Q So I guess I'm still struggling with that.

Is there any impact you can cite from the qualitative

research on some element of the quantitative research

design that is problematic, in your view?

A As I explained, I didn't review it. I mean,

I have

Q Is that a no?

A much bigger problems than that.

Q Would that be a no then?

Heritage Reporting Corporation
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Yes, it is. So it is a no.

That's good. Thank you. The simple answers

3 will work. We'll get out of here faster at least.

4 And I'm trying to get simple answers.

5

6

A

Q

Well, we do appreciate that.

Do you understand that the quantitative

7 survey research was trying to estimate only the change

8 in mail volume that would occur, whether in 2012 or

9 the first year, after implementation of network

lO rationalization?

II A I understood it was intended to estimate the

(
l2

l3

change in mail volume as a result of a reduction in

service standards proposed.

l4 Q So if I reword the question and use change

l5 in service standards rather than network

l6 rationalization, would your answer be yes?

l7

l8

A

Q

Yes.

On page 6 of your testimony you claim that a

19 limitation of the quantitative research is found in

20 that it did not look to other sources of other

2l possible impact upon mail volume. Is that correct?

22 A Would you give me the line number, please,

23 to speed things up? Oh, you're talking about Line lO

24 I think, right?

25 Q Lines 8 through 22.
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3 question, or are you still reading?

4

5

A I'm just --

MR. DeCHIARA: Could you read back the

6 question?

7 THE WITNESS: I'm just checking now. This

8 testimony here refers to other operational changes

9 that were being considered.

10 In fact, there was apparently - - I'm

11 informed there was a hearing on the case and the

c 12

13

evidence that ORC had performed research on

anticipated volume effects from multiple USPS

14 initiatives and that the result was that instead of a

15 1.7 percent drop there was a 10 percent drop.

16 MR. HOLLIES: Right. That's not my

17 question. My question is about the market research in

18 this case that we have relied upon in the form of the

19 testimony of witnesses Whiteman and Elmore-Yalch.

20 BY MR. HOLLIES:

21 Q If the intent of the quantitative research

22 is to isolate mail volume change due exclusively to

23 changes in service standards as you would put it, or

24 network rationalization as I do, why should other

(
25 sources of changes in mail volume be included in the
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research design?

MR. DeCHIARA: I would object. There's no

foundation for the question that this witness has

testified that there should be other causes included

in the research design.

MR. HOLLIES: Quite to the contrary. Page

6, Lines 8 and 9, say: Another limitation on USPS'

analysis is that it considers the proposed first class

mail service changes in isolation without regard for

the impact of other possible changes.

BY MR. HOLLIES:

Q And my question then is why the Postal

Service should be looking at other sources of changes

in volume if it's trying to study just those due to

network rationalization?

A Well, I would argue that it's not very

meaningful to look at these in isolation. If you're

planning a lot of things what you sometimes get is,

and I don't know what the negative of a synergy is,

but you get where things pile up together and make

things a lot worse, so looking at one proposed major

change in isolation from the others you have in mind

is likely to give you misleadingly low results.

A Okay. And if we assume that the legal

barrier to implementation of five-day delivery remains
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in effect so that that is not an issue, doesn't it

make sense to study change that is caused by the

proposal at issue in this proceeding alone?

4 A I still believe that given it's the intent

5 -- I better be careful using the word intent because

6 it's gotten me into a lot of trouble with you

7 previously, but the intent of the Postal Service is to

8 overcome that legal objection to five-day delivery.

9 Also it's promoting numerous changes, so looking at

10 one in isolation is quite tricky.

11 I referred to the term previously ceteris

c 12

13

paribus. I'm a little worried about whether ceteris

paribus applies in this case, and that's why I said

14 looking at it in isolation it's problematical. A lot

15 of things going on. So the answer is I don't agree.

16 Q So if I understand you correctly, if the

17 Postal Service's intent is to measure the projected

18 change of mail volume caused by change in service

19 standards alone, your testimony is that the Postal

20 Service should do so by not focusing on just the

21 changes due to service standard changes alone? Is

22 that right?

23 A Actually not quite right. What I'm saying

24 is if the Postal Service has good reason to believe

(
25 that ceteris paribus applies, that other things remain

Heritage Reporting Corporation
(202) 628-4888



(

1

2

3

4

5

6

7

8

9

10

11

12

C 13

14

15

16

17

18

19

20

21

22

23

24

25

(
'-

3660

equal, then that would be a perfectly fine approach,

but

Q Thank you.

A -- I think we all know a lot different from

that.

Q Is it your understanding that the Postal

Service position is that the mail volume changes it

does project from implementation of service standard

changes are one-time or one-year results, meaning that

the estimated losses would bounce back the following

year?

A Oh, no. That's not my understanding. It's

not the Postal Service's understanding. Indeed, one

of the Postal Service witnesses -- I've heard this in

the testimony. It was Witness Whiteman said something

that well, we expect the effects to continue.

And actually the problem that I was alluding

to is the Postal Service hadn't really taken the

continuing effects sufficiently seriously. My sense

is that if I read this correctly they expect that it

will be 1.7 and continue to lose 1.7. They're not

expecting any bounce back.

Now, I actually think it's likely to be

worse than that. I think that maybe 1.7 and in future

years it's going I'm taking it as a hypothetical.
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If the 1.7 is correct, it will be 1.7 the year

following, and then in future years it will increase

because customers are going to make adjustments and

the likelihood is they will increase.

I mean, that's based upon again some

6 elementary notions of economic theory, the short run

7 and the long run. In the short run you can't make

8 adjustments. In the long run you can. So basically

9 you'd expect further adjustments to be made and the

10 loss of volume to grow beyond the, for example, 1.7

11 percent.

c 12

13

Q Looking to your response to Interrogatory

10F of the Postal Service, can you provide examples of

14 companies of which you are aware run in accordance

15 with sound economic principles?

16 A Just refer me to where you say I used the

17 term "sound economic principles". To what question in

18 your interrogatories is this related?

19

20

Q

A

10F, your response to 10F.

10F. Okay, 10F, sound economic principles,

21 I've got it.

22 I'm aware of many companies that are run

23 according to sound economic principles. I'm not sure

24 I should be put in a position of giving examples, but

(
25 you asked me if I'm aware of them.
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Q I'm asking if you can name any, name a

couple of examples.

A Okay.

MR. DECHIARA: I would object on relevance

grounds.

MR. HOLLIES: The question is clearly

relevant in view of the response to 10F. I'm

following up on that response.

THE WITNESS: Well, I'll answer the

question. I mean, if it's okay, I'll answer the

question.

CHAIRMAN GOLDWAY: I think you can answer

the question.

THE WITNESS: Yes. I mean, it's not a

problem. I'll answer the question. I'll give you a

couple of examples near to home. One would be Brown,

also known as UPS. Another one would be FedEx.

Another one would be PostNL. These are postal

companies. In the utility field, which is one I'm

familiar with, some companies have reputations for

being well run. For example, Duke Power is known to

be pretty well run, or Duke Energy I guess it is. And

Exelon is known as a very efficient and effective

operator of nuclear power plants.

So, yes, I mean, we could be all day with a
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list like that, a laundry list like that, but those

are a few that I'm aware of. Exelon is the electric

utility of course.

BY MR. HOLLIES:

Q Looking at your response to Interrogatory

11, Part C, you do not respond, instead disclaiming,

as the question asked, having stated that the Postal

service is engaged in wishful thinking. That

paraphrase, "wishful thinking", is implied by the

question. Please look back to the main body of the

Question No. 11, and in lieu of the paraphrase

"wishful thinking" use the sentence that is fully

quoted beginning with, "USPS is clearly concluding".

Then please answer Part C.

A So why is "clearly" in quotes? You changed

"clearly concluded".

Q I've asked you to answer Part C.

A Yes.

Q And I'm not sure I understand your

confusion.

A Well, why is "clearly" in quotes? That's

what I'm not sure about. I wondered this at the time.

Q The word "clearly" is in quotes because you

use it in the sentence I quote at the beginning of the

question. The third word of the quote is "clearly".
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to look at alternatives. It didn't make some

the research?

If a cop likes you for a

Q Did you look at those in your criticism of

A "Clearly concluding", yes. Okay. Okay.

Well, as an economist, I tend to look at

particular situations, and the Postal Service

the ship. So, to make this a reasonable change, this

definitely has an incentive to conclude this change as

incentives. The incentive people are companies facing

low as possible because if it is high it could sink

I guess what really is driving me here is

Heritage Reporting Corporation
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needed, and the incentives of everybody are to provide

reduction service standard, and a low number is

that it's a bit like a cop.

look for exculpatory evidence. Now, in this case, the

crime, he's not going to be going out of his way to

Postal Service in its studies didn't go out of its way

economics. Fir example, does this change make sense

elementary checks on whether this was reasonable or

not, didn't attempt to relate it to other studies in

right now? There's some reason to believe in the

for postal elasticities right now, price elasticities

latest research that postal elasticities are much

higher.
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I was aware of those. I have to be aware of

2 them. It's my job. I have a book to edit.

3

4

5

6

Q

A

Q

A

How come it's not in your testimony?

I didn't see the need to include it.

Okay.

I mean, I did say, I mean, I'm saying the

7 Postal Service did not do all it could to check into

8 the alternatives. If you come up with an estimate, a

9 point estimate that you're pretty certain of, the very

10 minimum you should do is check it with alternative

11 means, and I'm saying they didn't do this. So that's

12

13

why I concluded that it's wants and hopes to be the

case, namely, that this lowering the service standard

14 was not perceived by customers as a significant

15 change.

16 And also Mr. Whiteman's justification that

17 was quoted, again, just the opposite could be

18 concluded from his saying that it wouldn't be

19 perceived as a significant change. That was his

20 opinion.

21 Q That was his opinion based on the

22 qualitative market research. Did you look at the

23 qualitative research to see if the foundation for his

24 opinion was somehow faulty or flawed?

(
25 A I think we've dealt with this before. As
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1 the attorneys would say, asked and answered.

2 Q How do the results, the point estimates as

3 you put it, for the market research in this case

4 compare with those developed in the five-day delivery

5 case?

6 A They're greater. You know, the loss in

7 volume would be greater as a result of this change

8 than what was produced in the five-day delivery case.

9 If I recall correctly, it was about .7, maybe .71 if I

10 think hard enough is the figure I have in my mind.

11 That's percent, by the way, not, yes, points are the

c 12

13

same.

Q In response to Part 15F, you assert, "I do

14 not"

15 A Just give me a second now. I want to move

16 on to 15. Okay. Yes, I have it.

17

18

19

Q

A

Q

Are you ready?

I'm ready. I've got it.

In response to Part 15F, you assert, "I do

20 not believe that network rationalization will cause

21 volume loss" and proceed instead to claim that

22 degrading service standards will cause volume loss.

23 Is it your understanding that network rationalization

24 does not entail changes in service standards?

25 A Network rationalization may be possible in a
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(202) 628-4888



(
1

2

3667

way that does not include drastic changes in service

standards.

3

4

Q

A

That's not my question.

That was always what I was trying to say. I

5 guess I will qualify this. I do not believe network

6 rationalization in itself will cause volume loss. It

7 depends on the network rationalization.

8 Q Well, could you answer in terms of the

9 network rationalization proposed in this case, please?

10 A Well, the network rationalization in this

11 case involves closing a large number of facilities,

12

13

and the only way you can close such a large number of

facilities is if you make drastic changes in service

14 standards. At least this is the Postal Service'S

15 contention. And I'm saying that I'm against network

16 rationalization. It's all a matter of degree and

17 extent. And if you have to in the process

18 dramatically change the nature of the postal

19 offerings, you have to consider is that kind of change

20 worthwhile? That's all I'm trying to say here.

21 Q Okay. So you do understand that network

22 rationalization as the Postal Service has proposed it

23 does entail changes in service standards, is that

24 right?

(
25 A I just said that I think.
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Thank you for the confirmation. Please open

2 to Question 18.

3

4

A

Q

Eighteen?

One-eight. I take it you understand how

5 confidence intervals are calculated.

6

7

8

9

A

Q

A

Q

Did we say 18?

I said, 18, yes.

Okay.

Okay. And by way of a gentle lead-in, I

10 take it you understand how confidence intervals are

11 calculated, is that right?

12

13

A I understand how to compute confidence

intervals.

14 Q That's all I'm asking. It's just a lead-in.

15 It's getting a foundation for my question.

16 And so you understand how the confidence

17 intervals were calculated for each customer segment in

18 this case, correct?

19 A You keep using the word "understand". I did

20 not compute the way they were calculated for each

21 customer segment. I understand that the result was

22 problematical because the normal distribution was

23 forced and instead of using a distribution that was

24 right center.

(
25 Q Yes, you've made several points. I'm trying
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1 to raise my points at this point.

2

3

A

Q

Well, go ahead.

Do you understand how the confidence

4 intervals for each segment were calculated?

5 A I think I answered that. I think I said

6 that I did not investigate how they were computed.

7 Q Okay. So you don't understand how they were

8 computed. Thank you.

9 A Well, it depends on what you mean by

10 understand. I think understand is a little bit vague.

11 I mean, I want to be

c 12

13

CHAIRMAN GOLDWAY: I think we have a clear

record on Mr. Crew's criticism of these confidence

14 intervals, Mr. Hollies.

15 BY MR. HOLLIES:

16 Q In Part D of Question 18, you did not answer

17 the question of how confidence intervals that combined

18 customer segments actually could be calculated. Can

19 you answer that question now?

20 A Basically, I don't have a calculator.

21 Confidence interval for the final change estimate.

22 Okay. In other words, you're talking about the 1.7.

23 That's what I understand you to be talking about when

24 you say the final.

(
25 Q That suffices for purposes of this question.
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A The final, when you mean the final.

Q And you've indicated that you understand at

least how they are calculated, and I'm asking you how

we could possibly have calculated one for that

estimate given the nature of the survey research

design here.

A Well, you did not. We asked for it. You

didn't compute it. I have not looked at the data.

I've indicated that I didn't think it was an

appropriate use of my time. As far as I'm concerned,

it wasn't provided. I would say to you, though, it's

not meant to be overcritical. If you can't find a

confidence interval for your bottom line result, that

is a shortcoming.

Q And my question is just to confirm, you do

not understand the empirical problem that was

presented for calculating confidence intervals of

those final point estimates, is that correct?

A You say I do not understand. I may be

capable of understanding, but I didn't investigate it,

so I'm not aware of the empirical problem that they

faced. And if there was an empirical problem they

faced, they should have considered this because when

you can't come up with a confidence interval for your

bottom line 'estimate you've got a problem.
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Yes, thank you. I think I've heard you say

2 that several times.

3 Question 19 sought to illuminate your expert

4 understanding of the utility of econometric studies.

5 Part A asked you if there were any limitations on when

6 econometric studies could be used to predict future

7 customer behavior, and I don't see that answered in

8 your response. Are there any limitations in

9 econometric studies that would apply to predicting

10 future customer behavior?

11 A Data availability is always a problem with

12 any quantitative study and the same applies to

( 13 econometrics. I guess I was lamenting the fact that

14 the Postal Service didn't rely on anything other than

15 market research, which I argued was flawed, but data

16 availability is an issue.

17 Q So, to your knowledge, were the data

18 necessary to do that in this case available?

19 A Well, I have not investigated this. I mean,

20 Iamnotin--

21

22

Q

A

That's fine.

-- a position to do an econometric study. I

23 typically don't do econometric studies. I seem to

24 remember in the five-day case Commissioner Blair asked

(
25 me whether that was the kind of thing that I or the
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1 center did, and I said no. So I haven't investigated

2 that.

3 Q In the work that you do with Dr.

4 Kleindorfer, who does the econometric work?

5 A I think we went over this in the five-day

6 case. We do very little econometrics. We get to read

7 a lot of econometrics as a result of the books we

8 edit. But we do very little econometrics. We

9 understand the benefits of it. We make use of it. We

10 actually don't do that kind of work ourselves.

11 Q So do I understand correctly then that you

12 recommend its use, but you don't use it yourself? Is

( 13

14

that summary fair?

MR. DECHIARA: Objection. That's a

15 mischaracterization of the testimony.

16 MR. HOLLIES: Well, I'm asking him to tell

17 me if that's wrong if so.

18 CHAIRMAN GOLDWAY: I think Mr. Crew's

19 explanation of what his work is is satisfactory, and

20 you've asked a question that contradicts what he's

21 just said, Mr. Hollies.

22 MR. HOLLIES: The record will speak for

23 itself there then.

24 BY MR. HOLLIES:

25 Q Your response to Part C of this
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A I don't believe this is a meaningful

yes,Let me just look at what I say to be

Q Okay. Can you explain that to me?

A

less practical. What's the answer to that question?

Part D of this question sought to inquire as

Heritage Reporting Corporation
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true experiment facilitates use of an econometric

approach and would be more or less useful or more or

interrogatory is equivocal. Part C asks you whether a

question. That's why you claim what I say is

equivocal.

Q Thank you.

A I can't provide a yes or no answer.

Q Can you provide a yes or no answer to Part

vague. True experiment might be superior in that

experiment, but economics does not lend itself to true

think that's particularly equivocal. I mean, there

experiments, unlike physics for example. I don't

are ways you could do natural experiments, but they're

not econometric, but they're not the market research

to your understanding as a recognized expert of the

respective strengths and weaknesses of different forms

of studies to answer a particular question, and the

foundation for that at least in part was your
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criticism of market research and suggestion that

econometrics would have been a good thing for the

Postal Service to undertake here, is that right?

A No. You miscnaracterize what I said.

Q Okay. Could you correct me then, please?

A Sure. I'm pleased to do that.

I didn't say what you said. What I in fact

said was the Postal Service should not have hung all

its colors to the mast of market research when other

methods were available, and econometrics is an example

of one of these methods that is available.

Existing econometric results are available

and there are economists at the Postal Service who

could have done at least checks to see whether what

they were providing here made sense in relation to

those, and nobody even bothered to notice that the

confidence interval was right-centered, which is based

on very basic economic theory. So my lament isn't

that I should have done an econometric study to the

exclusion of market research. I was saying they

should have done some other studies to put their

market research under greater scrutiny.

Q Do you have any understanding of the

respective strengths and weaknesses of the two

approaches you've just identified in that last
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statement and the others to which you allude?

A I guess I have some understanding of them,

yes.

Q Could you explain that understanding?

A Well, I could, but --

Q That's what this question asks for.

A Well, first of all, market research, one of

its strengths is that it can provide quick answers,

relatively quick answers, and it's used by companies

all the time with new product introductions. So I

don't have a problem with market research per se. Its

results can vary and it all depends upon the quality

of the study, what it is you're trying to achieve.

Typically a lot of market research is about

new product offerings. This isn't really about a new

product offering. It's about changing the quality of

an existing product. So it's not the common

application of market research. Market research is

applied by commercial companies. The Postal Service

is not a commercial company.

Econometrics has a number of advantages.

One advantage of it is it's very effective in

producing estimates of economic quantities, for

example, elasticities, changes in demand as a result

of changes in price and other variables. So the
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disadvantage of econometrics is that it does require

more technical expertise probably than most market

3 research. That's one possible disadvantage of it.

4 Another disadvantage may be that data availability is

5 a problem.

6 But the fact that this was excluded

7 completely from the process is what concerns me. I

8 mean, these questions you're asking are of a side

9 show. I mean, this is a side show you're presenting

10 here. The real issue is you just did the market

11 research to the exclusion of all else, and I've argued

c 12

13

the market research is flawed.

Q Thank you.

14 A So that makes it even more problematical.

15 If I had every reason to think the market research was

16 a great job, I might have -- I might have said

17 well, I might not have been quite so insistent that

18 you look at alternatives.

19 Q Thank you, Dr. Crew. That answers the

20 question I think in terms of market research and

21 econometrics. What other approaches are there? You

22 have alluded to them without identifying them. And

23 what are their respective strengths and weaknesses

24 briefly?

25 A Interesting. How many do you want me to
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give? Can I go with one?

Q That would be a lovely start.

A Okay. I'll just go with one then if that's

okay with everybody.

One I can think of is -- and this doesn't

appeal to me as an economist because it tries to deal

with the ceteris paribus issue, and this is something

similar to what's done in drug testing required for

new drug applications. What happens is you have a

control group and then you have another group. But

what you might have done as an alternative is you

could have set up a control group. The control group

is a group to whom you ask, hey, what's your amount of

mail going to be next year or whatever the question

is, something like that. What amount of mail are you

going to use next year?

And then you take another group which is

sort of matching. You have to have matching pairs

here. I mean, in a disease situation the matching

pairs are easy. It's everyone with disease x, and,

yes, it's easy, but there are always gradations. Some

people have it worse than others, so there's a lot of

things going on. So you can never perfectly match

pairs.

So what you do is you match these two
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groups. One group is your control group. You say,

how much will your demand be? The other group, you

just say, by the way, we're changing our service

standards, we're not going to be delivering mail like

we used to. Nothing will be delivered now overnight,

two days, et cetera. Explain what you did, you know,

what you're going to do. In your own way just explain

that. And then you could sort of compare the two.

That will be an approach using controls like that.

Now that would require, as I said, matching pairs, but

that should be okay.

Q You raise at least two proposals the Postal

Service has undertaken. I believe we could go back to

page 4 of your testimony if you want, but I don't

think that's necessary. One is the five-day delivery

and another you refer to as the closing of post

offices. Is that right?

A Yes.

Q What's your current understanding of whether

Saturday delivery -- excuse me -- five-day delivery

can be implemented now and whether reduction in post

offices is ongoing now?

A I think you answered the part regarding

five-day delivery. You said it was legally not

possible. Didn't we discuss this earlier today?
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That's a reasonable response.

2 A Didn't I and you're the lawyer. I accept

3 your legal opinion on that.

4

5

Q

A

Thank you. And the other half?

And I did already. It's the second time

6 I've done it.

7 And the other one? Well, my understanding

8 is that there has been a moratorium. Some have been

9 closed, but right now they are not closing any.

10

11

Q

A

Thank you.

I said "they". I mean the u.S. Postal

(
12

13

Service is not closing.

Q I'm sorry. I could not hear you.

14 A My understanding is the u.S. Postal Service

15 is not currently closing the ones they plan to close,

16 all of the ones they plan to close.

17 CHAIRMAN GOLDWAY: But we do have an

18 advisory opinion in front of us now to significantly

19 reduce the hours of post offices.

20 THE WITNESS: Yes. Right. Right. That's

21 right. I'll see what happens to my local post office

22 hours.

23 BY MR. HOLLIES:

24 Q On pages 15 to 16 of your testimony you

25 criticize what you apparently understand is a claim
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made by Witness Bradley regarding productivity gains.

My question is very simple. Please explain what

productivity you are addressing and the units in which

it is measured.

A Yes, it was Witness Bradley and also another

witness, I think it was Neri, talked about this. The

problem is what they were talking about is now we'll

be able to use our equipment plant --

Q I'm just asking about the units of

measurement.

A Oh, the units of measurement. The problem

with units of -- oh, is that the problem? Oh, I think

I say it here. Apples to oranges. Double back

productivity, output over input basically, and the

problem is when your outputs change, when you've gone

from apples to oranges, it's not meaningful.

Q So your understanding is that productivity

is measured either in apples or oranges?

A In this case they are mixed, yes, because

you changed the product.

Q So your answer is yes, they are measured in

apples and oranges?

A Here they are, yes. I mean, normally

they're not. Usually they are measured, but not here.

Q What's your understanding of the units that
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Witness Bradley is using?

A I can't recall.

MR. HOLLIES: That concludes my questioning,

Madam Chairman.

CHAIRMAN GOLDWAY: Thank you, Mr. Hollies.

Are there any other questions from

participants for Mr. Crew? Are there questions from

the bench?

(No response.)

CHAIRMAN GOLDWAY: I have one question which

is provided by staff, Mr. Crew. In your testimony you

state that the reduction of First-Class Mail service

standards would constitute a price increase and impose

a real danger to the viability of the enterprise. In

support of this, you refer to the rules governing

postal regulators in other countries. Can you

describe for us the ways in which foreign postal

operators may be prevented from reducing delivery

service standards?

THE WITNESS: Oh, it's through commission

action. They typically call them regulator in Europe.

What the regulator has is he has to administer the

service standard. And if a postal operator, a PO

decides that it wants to reduce service standards, it

has to have a hearing before a commission. It has to
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reach an agreement with its regulator that this is

appropriate or the regulator doesn't allow it or the

3 regulator modifies it. But the important point is

4 it's binding on the po. Whatever the regulator says

5 is binding on the po subject to the rules of appeal

6 that exist in the particular country in question, but

7 it's binding on the po.

8 And the reason is it's because of -- it goes

9 back to the original foundations of price caps. The

10 original foundation of price caps, and I think this is

11 probably best explained in a report by Littlechild on

(
12

13

the price cap for British mail, the concern that the

regulated firm will be able to reduce quality by

14 maintaining price and therefore get what amounts to a

15 real price increase. And so the regulation on price

16 caps has been constructed in that way in the postal

17 sector in Europe and the same way with the utility

18 sector in the U.K. and telecom sector, because to

19 avoid these kind of end runs of real price increases

20 by degradation of quality. I hope that's sufficient.

21 Was that any help?

22 CHAIRMAN GOLDWAY: Thank you. That

23 satisfies our question.

(

24

25

COMMISSIONER TAUB: Madam Chair, I just have

one followup.
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COMMISSIONER TAUB: Professor Crew, the

3683

3 morning is long. I know we're almost a minute away

4 from noon and you've got a train to catch.

5 THE WITNESS: That's okay. I think we've

6 pretty well given up about getting that one.

7

8 Amtrak.

9

COMMISSIONER TAUB: Well, thank God for

THE WITNESS: So you can go on. Any

10 interesting questions I happily receive.

c
11

12

13

COMMISSIONER TAUB: I appreciate that.

Well, it's always good to see you. As we've talked

about, it's been nearly a two-decade journey with our

14 relationship together, going back to the early days of

15 exploring the changes in the postal laws that became

16 PAEA and we've reminisced about the hearing about 15

17 years ago up on the Hill where Paul took trains down

18 and we had a hearing of about 10 economists on price

19 cap, and as I said, we got about 20 different opinions

20 that day from the 10 economists, but it was

21 nonetheless important foundation.

22 I had just wanted to clarify for the record,

23 and this discussion is helpful, that you're bringing

24 the expertise to bear here from your experience as a

(
25 regulatory economist and the theory of price caps but
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that this is not a discussion from the legal basis of

the law as it's presented here in the United States

for better or for worse as price caps were promulgated

in statute in '06 and the Commission promulgated here.

It's the theory of the concern on quality degradation

and price cap systems.

THE WITNESS: Well, I think the staff

question asked me about how this was handled in

Europe, the idea of how regulators handle quality in

Europe and, you know, that's the question I was trying

to answer. I wasn't giving a legal opinion, although

clearly you don't need to be a lawyer to see that

there are different legal frameworks.

COMMISSIONER TAUB: Yes. No, I appreciate

it, and we actually had a bit of a discussion on this

yesterday. There's a similar line we had talked about

which at least here in the United States under a

section we have an annual compliance review in which

the Commission does have final authority to look at

whether any service standards that are in effect

during the previous year were met, and if not, we have

the ability to take action. But as you observed in

the united States at least the law is set up under

3691 where the operator in this case has the authority

to now by regulation as they've done modify their
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service standards.

But there is certainly some interesting

approaches on price caps and how they're designed and

can incorporate those, and this Commission, assuming

the law doesn't change in this regard, will have an

opportunity in 2016 to revisit the price cap as

established in statute as just a hard CPI and as the

Commission did it, and we may have a lot more

flexibility to look at different ways.

So my last question in this regard is just

to again from your perspective as a regulatory

economist briefly outline what might be some ways as a

regulator in designing or redesigning a price cap

14 system that you can incorporate that concern on

15 quality within the cap itself.

16 THE WITNESS: Well, you allude to the annual

17 compliance, and of course that's also part of what

18 these guys in Europe do. Basically, I think as an

19 example of this, let's say U.K. First-Class Mail, it's

20 delivered the next day. That's just like a

21 reliability part of that. I think it's supposed to be

22 92, 93 percent or something and that's checked every

23 year, and you presumably have that. That's the kind

24 of thing you're alluding to when you say about we have

(
25 an annual compliance.
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Well, that's sort of day-to-day

administration just of the -- part of the regulator's

function, just like in utility regulation the

regulators audit the books and so on, and it's quite

proper and obviously they have the right authority

there, and it's the same in Europe.

My concern is that the change in a service

standard, the actual service standard, should be

something that's administered by the Commission in a

way that has teeth. Right now this is an advisory

opinion. To be fair to the Postal Service, they do

seem to take it seriously, at least one of their

attorneys does, but it is ultimately an advisory

opinion, and my understanding is that already the

process of closing plants has begun, so I don't know.

As long as it's not binding, you know, it is what it

is. It's advisory, and I think the Commission needs

more authority than that or else you'll get the

regulator doing end runs with real price increases.

That's where I come out on that, that the Commission

should have that kind of authority.

COMMISSIONER TAUB: Thanks.

THE WITNESS: In fact; I said it at that

April workshop we had where you gave a paper. I think

you may have left by then because you were definitely

Heritage Reporting Corporation
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tired, but we actually did say it, that the Commission

needed more authority, you know, if we were for

certain reforms of the u.s. Postal Service.

COMMISSIONER TAUB: Thanks.

CHAIRMAN GOLDWAY: I think that concludes

the questions from the bench.

MR. ANDERSON: Madam Chairman, Darryl

Anderson for the APWU.

Commissioner Taub's question I think

deserves to be followed up. I think it's a very

important question, and it has been a long morning and

I know that some of this is peripheral, but I think

actually Commissioner Taub got to a pretty central

point, and I think this witness may be able to help us

on this point. So, with the Chairman'S permission,

may I follow up?

CHAIRMAN GOLDWAY: One question. One

question.

MR. ANDERSON: No lawyer has ever been able

to do that, but I'll try. A one-paragraph question.

CROSS-EXAMINATION

BY MR. ANDERSON:

Q Doctor, have you had occasion to compare the

criteria for rate-making under the statute as amended

by the PAEA with 'the criteria for service standards

Heritage Reporting Corporation
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be set with regard to those criteria which I suggest

A Okay. If that will do, I'm done. I don't

MR. ANDERSON: Thank you, sir.

that they shall be set, Istandards be set with

A Well, you seem to imply a legal

Q This round.

Heritage Reporting Corporation
(202) 628-4888

A Well, I have an opinion that this Commission

opinion as to whether the requirement that the service

to you are quite parallel supports your view that a

under 3691 of the statute as promulgated by the PAEA?

Q That was just one question.

believe the word "shall" is in 3691 -- that they shall

And if you have made that comparison, do you have an

diminution of service is the equivalent of an increase

in price, and would you therefore infer from that that

3622 complaint process any provision of subchapter 36

a commission with authority to enforce through the

of Title 39 would therefore have the regulatory

have an opinion on that, sir?

the appropriateness of a service standard cut? Do you

authority to impose those standards and to adjudicate

certainly has the expertise to adjudicate the effect

of a service standard cut. Some of the other points

have any more if that would do for you.

you made though --

(
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CHAIRMAN GOLDWAY: Okay. All right. Thank

you.

Do you need some time with your witness for

a redirect, Mr. DeChiara?

MR. DECHIARA: No, Madam Chairman. I just

have two or three questions, and I can ask them now.

CHAIRMAN GOLDWAY: Right now?

MR. DECHIARA: Sure.

CHAIRMAN GOLDWAY: Fine. Thank you.

REDIRECT EXAMINATION

BY MR. DECHIARA:

Q Dr. Crew, you were asked to compare the

strengths and weaknesses of market research versus

econometrics. Do you remember that line of

questioning?

A I do, yes.

Q Do you have any opinion as to the relative

merits or lack of merit of the two approaches when it

comes to dealing with the problem of bias?

A Oh, yes. I mean, the econometrics, as I

briefly mentioned to Mr. Hollies, really does address

bias in a big way. It's highly effective at doing so,

and that's one of the big strengths of econometrics,

that it addresses probably the biased estimates,

estimates too high or too low.

Heritage Reporting Corporation
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2 econometrics and market research, about other possible

3 approaches the Postal Service could have taken to.

4 evaluate the effect of the proposed change here. Do

5 you remember being asked about that, about being

6 questioned about things other the Postal Service could

7 have done other than econometrics and market research?

8 Do you remember that line of questioning?

9

10

11

A

Q

A

I do remember that.

Okay.

I thought I sort of answered it.

12

13

Q You did give an answer, but I just wanted to

follow up on your answer.

14

15

A

Q

What I would have liked to have done is

Well, that was just a prefatory question. I

16 just wanted to direct your attention to that line of

17 questioning.

18

19

A

Q

Yes.

Okay. Now I'm going to read from one of

20 your interrogatory responses. It's TI-2, subsection

21 (c), and in it, and I'll just read it. It says,

22 "possible means of making projections would be by

23 market research properly conducted, by simulation, by

24 reference to past experience, by reference to similar

(
25 experience in other POs and by econometric studies."

Heritage Reporting Corporation
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Does that refresh any views you might have

about other things the Postal Service could have done

to further evaluate the validity of its estimate here?

4 A Well, it does, but of course Mr. Hollies

5 asked me another question today when I added that

6 business about controls. It prompted that response

7 about controls versus control groups and the placebo

8 versus the drug type notion. So, yes, I would add

9 that to it because I think that would have been worth

10 doing.

about greater price elasticities recently. Do you

testified in response to one of counsel's questionsc
11

12

13

Q Okay. And then a final question. You

14 recall testifying something about that?

15

16

A

Q

Yes.

I don't think you had a chance to complete

17 your question, so I just would like to ask if you

18 could -- I'm sorry, if you could complete your

19 testimony on that point and provide any basis for your

20 testimony for that.

21 A Well, we have some in the testimony of

22 course. I referred to a number of articles concerning

23 econometric measures of demand, and as a result of the

24 postal conference that we just had in Brighton at the

(
25 end of the month a number of econometric studies were

Heritage Reporting Corporation
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offered, and there was one feature of these studies

that seemed that elasticities are on the increase.

Now, of course, if you're a firm, if you're

a seller, high elasticity is bad news to you. As I

always tell my MBA students, low elasticity is good.

So that's what I'm saying. We're in scary times with

elasticities increasing. Generally they're still

coming out inelastic, which means that price increases

can generate, will generate or likely generate

additional revenue. But there are some coming up as

some quite elastic numbers, and the numbers are all

much higher than anything the Postal Service uses.

One example that I think is particularly

interesting is one that's actually a paper produced by

staff and a consultant from the Postal Regulatory

Commission, Ted Pearsall, with a very comprehensive

list of elasticities, which are a lot higher than the

Postal Service has traditionally estimated in its own

studies.

MR. DECHIARA: Nothing further.

CHAIRMAN GOLDWAY: Well, Dr. Crew, it's a

good thing that Amtrak runs hourly. You have

completed your testimony here today. We thank you for

elucidating these issues of market research and for

your patience and goodwill, and we also appreciate the

Heritage Reporting Corporation
(202) 628-4888



(.,
1

2

3

4

5

6

7

8

9

10

11

12

( 13

14

15

16

17

18

19

20

21

22

23

24

25
c·

C

3693

role you take in leadership for research in the postal

field internationally, and I expect that we will be

hearing from you in various ways in the future. So I

want to express our sincere thanks for your

contributions here, and I'm pleased to say that you're

excused.

THE WITNESS: Thank you, Madam Chairman and

Commissioners. Thank you.

(Witness excused.)

CHAIRMAN GOLDWAY: And I think that we

should probably break for lunch, or what's your sense

of the matter here? We have a lot of witnesses to go

through still.

MR. TIDWELL: Madam Chairman, Michael

Tidwell for the Postal Service. One that we may want

to consider is the fact that the Postal Service does

not have any intent to conduct cross-examination of

APWU witness Kobe, and that might present an

opportunity for her to take the stand. If there are

no questions from the bench and no questions from any

of the other parties, we might be able to move her

testimony into the record and excuse her.

CHAIRMAN GOLDWAY: Can we do that now before

we break for lunch? I think we have a couple of

questions for her. Why don't we do this, Mr.

Heritage Reporting Corporation
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1 Anderson. Why don't you introduce witness Kobe to the

2 stand and we'll handle her and then break for lunch.

3

4

MR. ANDERSON: Thank you, Madam Chairman.

CHAIRMAN GOLDWAY: And she should be able to

5 have the afternoon off as well.

6 MR. ANDERSON: The APWU calls Kathryn L.

7 Kobe as our first witness.

8 CHAIRMAN GOLDWAY: Good morning, Ms. Kobe.

9 Whereupon,

10 KATHRYN L. KOBE

11 having been duly sworn, was called as a

12 witness and was examined and testified as follows:

( 13

14

15 Q

DIRECT EXAMINATION

BY MR. ANDERSON:

Ms. Kobe, I believe you have before you a

16 copy of your direct testimony in this case dated

17 May 3, 2012.

18

19

A

Q

The revised testimony.

Yes, your revised rebuttal testimony dated

20 May 3, 2012, is that before you?

21

22

A

Q

I do.

All right. Was that prepared by you or at

23 your direction?

(

24

25

A

Q

Yes, it was.

And if you were to provide your testimony

Heritage Reporting Corporation
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orally here today, would you present it in the same

way and in the same detail?

A I would.

MR. ANDERSON: Okay. The APWU moves the

admission of this testimony by Ms. Kobe.

THE WITNESS: I do have one change

MR. ANDERSON: Oh, pardon me.

THE WITNESS: -- that I have noted in the

copies that are going to be presented to the court

reporter. On Table 4, the row titles, there is a row

title that currently says "Using Weights For Function

4 Caps" and that should read "Function 1 Caps". And

then in the row below it, it says, "Using Potential

Weights From Additional Function 1 Flexibility". That

should say "Using Potential Weights From Additional.

Function 4 Flexibility." I have noted those changes

in the copies to be given to the court reporter.

MR. ANDERSON: All right. I have two copies

of Ms. Kobe's testimony with those changes noted. May

I submit them?

CHAIRMAN GOLDWAY: Is there any objection?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, counsel may

provide the testimony to the court reporter. That

testimony is received into evidence and it is to be

Heritage Reporting Corporation
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r 1 Autobiographical Sketch

2 My name is Kathryn Kobe. I am the Director of Price, Wage and Productivity

3 Analysis for Economic Consulting Services, LLC (ECS), a position I have held since

4 October 2003. ECS is an economic consulting company based in Washington DC that

5 has been in business for more than 30 years. Prior to joining ECS, I was Vice President

6 and Chief Economist of Joel Popkin and Company (JPC). also a Washington DC-based

7 economic consulting firm. I worked for JPC for more than 20 years. Prior to' working for

8 JPC, I was an economist for the Department of Agriculture and a research assistant for

9 Evans Economics. I graduated summa cum laude with a bachelor's degree in

10 economics from the University of Maryland and have a master's degree in economics

11 from the George Washington University.

12 My areas of research include the forecasting of wage and price trends, both
,

(
I, 13 national and company specific. I have analyzed Postal finances for more than 20 years

14 and have analyzed postal rate cases and provided economic consultation and advice on

15 postal rate matters for approximately 15 years. I have prepared price trends and

16 analyses for telephone rate proceedings.

17 I also have done research relating to the state of manufacturing and

18 manufacturing R&D in the United States and co-authored three white papers on the

19 topic published by the National Association of Manufacturers. 1 I have researched

20 several aspects of the economics of small businesses including the calculation of the

3698

> .

1 The most recent is "Manufacturing Resurgence: A Must for U.S. Prosperity," by J. Popkin and
K. Kobe published by The Council of Manufacturing Associations and The Manufacturing
Institute of the National Association of Manufacturers, January 2010.

2

Revised May 3, 2012



f' 1

2

3

4

5

6

(
\

(

costs of employee benefits to large and small businesses and the share of GOP

attributable to small businesses.

I have testified before the Postal Rate Commission in one prior proceeding, the

R2006-1 rate case. I have testified in arbitration cases related to the Postal Service and

have provided expert opinions in litigation and before the U.S. International Trade

Commission ..
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('. 1 I.

2

Purpose and Scope of Testimony

The purpose of this testimony is to focus on some of the factors that should be

3

4

5

6

7

8

9

10

11
~'

.\
12

f
13

14

15

16

17

18

19

20

21

22

considered in assessing ·the net savings estimates presented by the Postal Service in

this case. The Postal Service has failed to provide convincing evidence that the net

savings will be $2.1 billion. There are several reasons to believe that the $2.6 billion in

gross savings estimate generated by costing witnesses Bradley (USPS-T-10) and Smith

(USPS-T-9) overstates the savings that can be generated from the changes that are

directly related to the service standard degradations proposed. There is strong

evidence that the potential contribution loss resulting from service standard

degradations may be considerably larger than the $0.5 billion presented by Mr.

Whiteman (USPS-T-12). As the difference between these two numbers narrows, there

is reason to reassess whether the service degradations and the permanent loss of part

of the network outweigh the actual savings that may be aChieved.

The Postal Service, in presenting a net savings of $2.1 billion from this initiative,

is making a cost benefit analysis in which the revenue losses expected from the

degradation of its service standards are weighed against the anticipated savings from

the consolidations of its processing network and the expansion of its operating windows.

In making that cost benefit analysis, the Postal Service is comparing the estimated

gross savings of $2.6 billion, calculated by Dr. Bradley and Mr. Smith from the initial

estimated parameters for the consolidations, against Mr, Whiteman's estimated $0.5

billion loss of contribution resulting from the degradation in service that the

consolidations and the lengthened operating windows will require. Both of these values

4
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2 revenues.
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Mr. Williams and others in Postal Service management have chosen to accept,

as an accurate estimate of the savings from this initiative, the $2.6 billion generated

from Dr. Bradley's and Mr. Smith's high level, theoretical savings models produced from

preliminary assumptions.2 However, when doing a cost benefit analysis, it is most

informative if one ensures that the benefit generated (in this case the savings from the

consolidations) is closely aligned with the cost that is associated with the activity

generating the benefit (the degradation of the service standards). Savings that result

from activities that do not require the degradation of the service standards should not be

counted in this assessment. Those savings can be achieved without the Postal Service

incurring the nationwide impact on service that is the focus of this case.

There are several factors that should be considered when assessing whether Dr.

Bradley's and Mr. Smith's results best represent the savings generated from changing

only those activities that the Postal Service could not achieve unless it degrades service

standards. My testimony discusses the following factors that need to be evaluated: .

• the use of the FY2010 mail processing network to determine the value of the
savings,

• the use of the FY2010 mail volumes,

2 Response of United States Postal Service Witness Williams to Question from Commission
Taub During March 20, 2012 Oral Cross-Examination, March 30, 2012, P 7-8.
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• the inclusion in the savings estimates of the closing of facilities whose
consolidation was not part of the network rationalization initiative and whose
savings were achieved without changing the prior service standards,

• the failure to include the flexibilities provided by the APWU 2010 national
contract in assessing the baseline costs,

• the failure to subtract from the savings estimate savings projected from the
closing of facil1ties that the Postal Service determined should remain open,
and

• the failure to incorporate the costs of the transportation hub in the analysis.

Mr. Williams has acknowledged that the calculated savings from the AMPs do

not support the theoretical $2.6 billion cost savings estimate.3 He argues that a more

theoretical model must be used because the AMPs are not "full up" savings and do not

capture the full range of productivity improvements that the change in the processing

window would capture.4 However, there are reasons to think that the AMP cost saving,

with some adjustments, may be a better estimate of the benefit from the degradation of

the service being proposed by the Postal Service.

II. ASSESSMENT OF THE ASSUMPTIONS UNDERLYING THE SAVINGS
ESTIMATES

Dr. Bradley states in his testimony that the

"[g]ross cost savings do not account for any changes in mail volume that might
occur as a result of the service standard change. They are the "full up" cost

. savings in the sense they are derived from paring the cost of handl1ng FY2010
volume in the existing mail processing and transportation networks with the cost
of handl1ng the same volume in the reconfigured mail processing and

31d.
41d.
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( 1 transportation networks. As such, they do not include any transition or
2 implementation costs."s
3

4 Dr. Bradley explained further his rationale for using FY2010 as the basis for his

5 theoretical analysis in his response to NPMHU/USPS-T10-1.

6 To understand the implications on costs ofthe"proposed change in service
7 standards and the resulting network realignment, it is important to control for all
8 '~other possible variations in cost. Otherwise, one runs the risk of contaminating
9 the calculated cos.t change with changes in cost that occUr for other reasons. ..

't
10 Consequently, the costing exercise focuses on just the operational changes for a
11 given level of volume. As such, it is not an exercise in forecasting what the
12 actual costs will be in 2012 under the realigned network.6 (Tr.5/1769)
13
14 For a theoretical exercise, one can understand Dr. Bradley's point of view.

15 However, a two year old level of volumes' and costs does not provide an accurate

16 baseline of how the Postal Service's network is functioning in FY2012. As a

17 consequence, Dr. Bradley's model cannot and does not isolate significant variables that

( 18 are unrelated to the network consolidation effort, most of which have taken place in the
\

19 interim period between FY2010 and FY2012. For that reason alone, Dr. Bradley's

20 . model fails to estimate only those savings that result from this initiative.

21 III.
22
23

THE NETWORK FACILITIES ANALYZED ARE NOT THE CORRECT
BASELINE

24 First, Dr. Bradley and Mr. Smith analyzed the 2010 network and looked at the

25 facilities that were designated active or inactive based on Ms. Rosenberg's (USPS-T-3)

26 mode(runs after they were modified by internal input from area management and

5 Direct Testimony of Michael D. Bradley on Behalf of the United States Postal Service, Docket
N2012-1, USPS-T-10 at 39. (reVised March 21, 2012).
6 Tr. 5/1769.
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presented in Library Reference USPS-LR-N2012-1/ 34, 7 As I understand it, DL

Bradley used the facilities in this Library Reference.that were open at some point during

FY2010 and had MODS·information B This seems to have allowed him to match the

hours for each operation code to each of the facilities on the list He then divided the list

of facilities in his analysis between active and inactive based on the results of Ms.

Rosenberg's model. ML Smith follows a somewhat similar set of steps, also using Ms.

Rosenberg's list, to assess the cost savings generated by deactivating the facilities in

the network that Ms. Rosenberg's model suggested will no longer be needed once the

processing windows have been expanded and the service standards have been

~'701

10 degraded.

11
/

r'
12

-'

( 13,

14

15

16

17

/-_..
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However, as indicated in the Processing Facility "Fact Sheet," the PostalService

reduced the number of processing facilities by 23 percent between 2009 and 2011.9

That reduction includes facilities that Dr. Bradley and Mr. Smith are using in their

analyses. Furthermore, in the AMP process it was determined that those facilities could

be closed or consolidated and the network would remain robust enough to meet the old

service standards. Until this initiative began, the AMPs were being tested against

meeting the old service standards, not the new standards made necessary by this

7 Ms. Rosenberg's model actually generated a different list of facilities for closure than those
presented in USPS-LR-N2012-1/34. Based on page 17 of her testimony (USPS-T-3), the model
activated 177 processing facilities but after a preliminary assessment of those facilities by Area
managers, sixty-one of those facilities were deactivated and replaced with 71 different facilities.
It is my understanding that it is the hybrid list that is presented in USPS-LR-N2012-1/34 and
used by the costing witnesses.
8 Dr. Bradley's list consists of 391 facilities and is somewhat shorter than Ms. Rosenberg's list
because he is not including non-mods facilities.
9 Fact Sheet Processing Facilities, USPS-LR-N2012-1/84.
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initiative, Therefore, any savings resulting from the facilities in the network that were

shut down due to AMPs conducted prior to the beginning ofthis.jniliative are not

properly counted as savings resulting from this initiative, with its associated reduction of

3701-A

f

4 service standards,

5 As can be seen in Table 1 below, a number of the facilities on Dr. Bradley's list

6 were consolidated asa result of Postal Service cost-cutting efforts in FY2010 and

7 FY2011.

Table 1: Facilities Used in the Costing l::stimates that UndelWent an AMP
Consolidation Prior to the Start of This Initiative

Facility Name Open in Prior AMP activity Number of FY201 0
LR-34 ,MODS Hours
(Y/N) assianed

ASHLAND P&OF N 0&0 (AMP aooroval 4/28/2011) 102,847
CHARLOTIESVILLE P&DF N 0&02010 (OIG 1/9/121 196,509
DAYTONA BCH P&DF N 0&02011 (OIG 1/9/121 334,713
FLINT P&DC N 0&0 (AMP aooroval 9/9/20111 394,167
FORT SMITH PO N 0&02011 OIG 1/9/12 138,768
FREDERICK P&DF N 0&02011 OIG 1/9/12 &AMP 363,351
HUNTINGTON P&OF N 0&02011 OIG 1/9/12 168,409
LIMA P&DF N 0&02011 OIG 1/9/12 162,610
LINCOLN P&OF N 0&0 (AMP approval 9/8/2011) , 329,911
MANSFIELD PO N 0&0 (AMP approval 10/28/2011) 267,750
MARYSVILLE P&OF N 0&02010 (OIG 1/9/12) 161,582
MOJAVE PO N 0&02010 (OIG 1/9/12) 41,889
O'HAREAMC N Closed 2010 (Network Summary) 546,893
PORTSMOUTH P&DF N 0&02011 (GIG 1/9/2012) 301,447
SEATILEAMC N Closed 2010 (Network Summary) 406
SIOUX CITY PO N 0&0 201HOIG 1/9/2012) 409171
SPRINGFIELD L&OC MA
Same address as P&DC ,N 0&0 (AMP approv,al121212011) 521,406
SPRINGFIELD P&OC MA N 0&0 lAMP aooroval121212011l 649,004
TEXARKANA PO N 0&02011 (OIG 1/9/2012\ 142,033
UTICAP&DF N 0&0 (AMP aooroval 11/2/2011) 226,741
WATERTOWN PO N 0&02010 OIG 1/9/2012 30,852
WICHITA FALLS PO N 0&02011 OIG 1/9/2012 131,015
WILKES-BARRE P&DF N 0&02010 OIG 1/9/2012 80,813
YAK-MAIN OFFICE STA N 0&0 (AMP aooroval11/8/2011) 270,458
ZANESVILLE OH N 0&02011 WIG 1/9/2012\ " ' 187,331
OXNARD P&DF N 0&0 2011 (OIG 1/9/2012) 345,452
OIG 1/9/2012= U.S. Postal Service Past Network Optimization Initiatives Audit Report CI-AR-12"003
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Those facilities should riot be included in determining the savings from the current

initiative. The decision about whether or not to close those facilities was made based

on the service standards in effect during FY2010 and FY2011. 10

[t has been somewhat difficult to determine which facilities are part of the network

at any given time since virtually every list of facilities submitted to this docket has been

slightly different, and the same facility can have more than one name. Table 1 shows

the list of facilities to which Dr. Bradley assigned mail processing hours in USPS-LR-

N2012-1/20 are additionally shown as having been made inactive by Ms. Rosenberg's

model, and whose mail processing activities were approved for removal priorto.this

initiative. While some of the facilities with late approval dates may still be transitioning,.

these facilities all received approval for consolidation of all of their mail processing

370:;" .

12 activities prior to the end of 2011.

13 Table 2 provides a list of facilities classified by the co~ting witnesses as inactive

.('"
f -'
\

14

15

16

17

but the Postal Service has determined will remain open, or is still studying whether the

closure is feasible. Accordingly, these additional 21 facilities should not be included in

the estimated savings from this initiative. Dr. Bradley indicated in his interrogatory

responses that his numbers will change if the list of active and inactive facilities is

10 There should, perhaps, be more facilities on this list.· The major examples are the AMCs.
The fact sheet shows that there is only one remaining AMC in the system and it is in Puerto
Rico. However, Dr. Bradley's list of facilities includes several with AMC in their description. The
ones that were included in Table 1 are those where there was specific mention of the facility in a
listing of clos·ures.

10
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'Table 2: Facilities Used in the Costing Estiniates that the Postal Service has
Defermined wilf Remain Active or is Still Studying

Facilities That Will Remain Open Open in LR-34? (YIN) Number of FY201Q MODS Hours
AssjQned

BEAUMONT P&DF N 234,663
BURLINGTON'P&DF N 201,245 .
CEDAR RAPIDS PO N 445,043

,CINC1NNATrp&DC N 2,337,949
DELAWARE P&DF (Wilmington) N 879,631
DETROIT P&DC N 2,372,229
DMDU CANTANO ANNEX N 236,637
FAYETTEVILLE PO AR N 269,821
FT MYERSP&DC N 876,570
GRANDFORKS PO N 213,571'
IRVING PARK RD P&DC N 1,185,746
FAYETTEVILLE PO AR N' 738,642
MCALLEN P&DF N 165,095
FT MYERS,P&DC N 289,205
GRAND FORKS PO N 213,571
IRVIN(3 PARK RD P&DC N 644,100
MANCHESTER P&DC N 738,642
MISSOULA PO N 289,205
MTHOOD DOC N 390,343
NASHUAL&DC N 644,100
RAPID CITY PO N 278,885
SAN BERNARDINO P&QC N 1,406,475
,WATERLOO PO N, 327,960
Facilities Still Under Study
BROCKTON P&DC N 771,,826
EASTON P&DF N 228,044
MANASOTA P&DC N 538,666

11 Tr. 5/1778
12 There is one other large facility that was included in savings presented in Dr. Bradley's
testimony that has not been included in this table. USPS-LR-N2012-1/34 shows the Boston
P&DC as a facility to be closed and therefore it was included in the cost savings numbers of Dr.
Bradley. However, the Postal Service did not even do a full AMP analysis for Boston before
deciding to maintain it as an operating facility in,the network. Therefore, the savings associated
WITh that facility needs to be removed from Dr. Bradley's analysis. However, there are some
nearby facilities that were considered operational under the rationalized network presented in
USPS~LR-N2012-1/34 and the Postal Service has now decided to partially consolidate them
and some of those savings should be added baCk in. Obviously, there is some offset between
those facilities and Boston but it is unclear exactly what the net effect of those numbers will be
on the'savings estimates.
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IV. THE FYZ010 LABOR COSTS ARE NOT THE CORRECT ONES FOR THE
BASELINE

A. Postal Support Employee's Impact Hourly Compensation Rates

In Section" of his testimony, Dr. Bradley proposes to assess the labor cost

changes arising from a change in the service standards. His baseline is the labor costs

associated with th.email processing network as presentee, 1 ACR201 0 (excluding the

NOCs and ISCs). That total is $7.516 billion. 13 However, there has been a drop in

volume since FY2010 that has resulted in the use of less labor in FY2011. The similar

mail processing labor cost number from ACR2011 is $7.195 billion, 4.3 percent lower

than the FY2010 value. That FY2011 number also does not reflect the appropriate

starting point for estimating the savings of this initiative. First mail processing hours

have been reduced since FY2011 both because mail volume has declined further and

because the Postal Service has made some consolidations between 2010 and 2011.

Furthermore, the Postal Service only began ramping up full use of the f1exibilities

provided from the negotiated settlement with the American Postal Workers J,Jnion in July

2011, three-quarters of the way through FY2011. Consequently, the baseline cost of

operating the network is being reduced, and will be reduced further if the Postal Service

takes full advantage of making 20-30 percent of the mail processing clerk complement

non-career employees. The cost savings that are achieved regardless of consolidations

13 OirectTestimony of USPS Witness Bradley, USPS-TiD at 5 (revised March 21,2012).
12
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1 should be incorporated in the baseline prior to the savings from the service standard

2 degradations being calculated.
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The APWU 2010 National Agreement allows for the use of non-career Postal

Support Employees (PSEs) in mail processing up to 20 percent of the career clerks

assigned to mail processing (those assigned to Labor Distribution Codes [LDCs] that

begin with 1). To provide for additional flexibility, the Postal Service can assign

additional PSE clerks to mail processing if it has not reached its 20 percent cap for use

of PSEs in the customer services areas (those assigned to LDCs that begin with 4).

The APWU National Agreement was signed in May 2011 and the Postal Service began

to increase its use of PSEs. in mail processing in the summer of 2011. 14 By March

2012, that number had increased to 11 percent. The ramp up can be seen in Table 3.

14 Prior to the ratification of the contract, the Postal Servilte used non-career casual employees
for some mail processing activities assigned to the clerk craft. At the end of FY201 0,
September 2010, approximately 5 percent of the workers assigned to LOCs 11-18 were non
career employees. By March 2011, approximately 6.4 percent of the workers assigned to clerk
activities in LOCs 11-18 were non-career employees. See Table 3. .

13
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Table 3: Increased Use of Non-career Emoloyees to Perform Mail Processin~Activities
Career Clerks in mail Casual PSEs in mail . Percent of Non-
processing (LOCs 11- employees in processing caieer Employees
18) mail processing (LOCs 11-18) used in Mail

(LOCs 11-18) Processino
Sen-10 65,584 3,349 4.9%
Oct-10 65,238 3,288 4.8%
Nov-10 64,874 3,502 5.1%
Oec-10 64,549 5,397 7.7%
Mar-11 63,303 4,327 6.4%
Jul·11 62,057 4,115 41 6.3%

Aua-11 62,013 1,817 3,992 8.6%
Seo-11 61,743 46 5,064 7.6%
Oct-11 61,637 25 5,273 7.9%
Oec-11 60,357 10 7,689 11.3%
Mar-12 .59,929 9 7,676 11.4%

% change -8.6% 129.5%
Sept. '10 -
March'12

Source: On-Rolls and Paid Employee Statistics (ORPES) for various pay periods, current employees on
rolls for each period, totals for LDCs 11-18 from "EmDlovee Group Sequence" tables.

Total employment for clerk activities in LOCs 11-18 fell by 2 percent between the end of

FY 2010 (September 2010) and March 2012 (the latest available). However, the career

workforce has fallen almost 9 percent while the non-career workforce has more than

3704

(
(

5 doubled.

6 This reallocation of work has an impact on the average productive hourly

7 compensation being paid for mail processing activities assigned to clerks. Table 4

8 shows that impact by weighting together the average productive compensation per hour

9 of Full-Time Clerks in A-J offices (the full·time career mail processing clerks are

10 included in this subcategory of clerks) and PSEs performing clerk work. For

11 comparison purposes, the average hourly productive compensation rate for FY2010

12 presented in Mr. Smith's Attachment 1 are also included at the top of the table.

13
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( Table 4: Impact on Average Productive Hourly Compensation of the Change in Mix of
Employees in Mail Processing Activities

Productive Hourly Rates for FY2010 for Clerks A-J from Smith Testimony= $41.04

FT Clerks A-J PSEs-Clerk Weighted FTClerk PSE weight
Offices positions Average weiqht

March 2012 $42.97 $17.40 $40.16 0.89 0.11
Using weights
for Fnli caps $42.97 $17.40 $37.86 0.80 0.20
Using
potential
weights from

v~dditional Fn
1flexibilitv $42.97 $17.40 $35.30 0.70 0.30
Source: Mark Smith Attachment 1 to USPS T-9, PP FY 06-2012, National Payroll Summary Hours, line
43 Cost of Salary and Benefits per Work Hour c1ncludinQ OT premium pay)

3704.-!\.

1

2 While Mr. Smith's calculation is done using a slightly different method,

3 conceptually, these are approximating the same measure of compensation per hour

4 worked. The March 2012 number is slightly below the FY201 0 number. However, of C(
5 more importance are the other rows on the chart, which capture the impact of changes'.

6 in the mix of employees. Once the Postal Service makes full use of the PSE employees

7 up to the function four caps, the average cost per hour of those mail processing

8 activities will drop by almost 6 percent from current levels. If the Postal Service

9 chooses to move unused PSEs allowed under the Function 4 cap to Function 1

10 activities in its mail processing operations, the hourly cost could fall 12 percent from its

11 current levels. These are changes the Postal Service can make separate from its

12 network consolidation activities, and therefore should not be counted as savings from

13 network consolidation. Instead, these lower rates should be used to value any savings

14 for the hours that will truly be saved due to the realignment of activities related to the

15 service standard changes.
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PSEs are also being used in some of the other categories where the costing

witnesses were making savings estimates. PSEs currently make up 5 percent of

building services employees and could go as high as 10 percent if the Postal Service

fully utilizes the flexibility that is provided under the contract terms. Motor vehicle drivers

are currently about 6 percent PSEs and could go as high as 10 percent.'5

While the Postal Service has not provided an exact implementation date for the

consolidations approved in the February 23 list, those could begin as early as June 30,

2012. Some workers have been notified to anticipate changes as of that date. Mr. Neri

(USPS-T-4) indicated that he would expect these consolidations to be complete by mid

calendar year 2013. '6 This focuses the baseline on the mid-FY2012- to mid-2013

period. The first wage increase due under the APWU's 2010 contract is scheduled for

November 2012, and is 1 percent of basic wages for career employees and 2 percent

for PSEs. There will also be a COLA payment due to career employees in March 2013

that will be calculated from the January 2013 CPI_W. '7 However, another part of the

National Agreement will tend to have an offsetting impact on Postal Service costs in

calendar year 2013. Career employees' share of health insurance premiums will rise by

2 percentage points, and the Postal Service's share will decline by 2 percentage

15 APWU National Agreement 2010-2015, Article 7.1.8.3. p. 20. In addition, an exception to the
10 percent limitation is made when Highway Contract Routes are brought back into the Postal
Vehicle Service and the routes are assigned to postal employees. Article 7.1.8.6.c.
16 Tr. 5/2012.
17 See pp. 30-34 of the APWU National Contract 2010-2015. The amount of that COLA has not
yet been determined. The March 2013 payment was aiso to include any COLA payments due
from the COLA fonmula applied to the January 2012 index. The amount of the COLA from the
January 2012 calculation is $62 per career employee. PSEs are not paid COLA increases but
get slightly larger general increases.
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( 1 points. '8 These changes in compensation costs will impact the average productive

2 wage somewhat during the latter half of this period, but will not overwhelm the

3 advantage the Postal Service will achieve by moving toward the full use of PSEs in the

4 mail processing network.
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B. Mr. Neri's Productivity Assumptions Do Not Take Account of Current
Flexibilities

There are two other major cost issues where the flexibility offered by the APWU

National Agreement was not fully evaluated in determining the baseline cost numbers.

The first relates to Mr. Neri's productivity analysis. In his testimony, Mr. Neri states

Productivity opportunities are gained through balancing of the processing
profile. As shown in the following graph, [not reproduced here] our current
service standards require an operating"plan that causes an unbalanced
processing profile, with consequent negative productivity impacts. Under
the current service standards, the percentage of letters available for
processing fluctuates greatly across different time periods each day. As
processing windows are expanded and the workload is balanced across
the mail processing day, the Postal Service would be able to manage
processing operations effectively, match workhoursto workload, and plan
for peak load issues. '9

Mr. Neri used his "operational experience" to estimate productivity factors that would

result from changes in the network due to the consolidations and the longer processing

windows (presented in Figure 12 of his testimony). Those productivity improvements

were then valued by Dr. Bradley in his testimony and account for 37 percent of Dr.

18 APWU National Agreement 2010-2015, p. 125. For career employees that were hired after
May 2011, the employer's share will be an additional 2 percentage points lower.
19 Direct Testimony of Frank Neri, USPS-T-4, p. 27 (revised March 22,2012).
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( 1 Bradley's total $2.6 billion savings number.2o However, in response to POIR 1 Question

3706

2 7, Mr. Neri provided a more complete description of his underlying assumptions in

3 making his productivity estimates, He first describes calculating current processing

4 profiles from end of run data,

5
-. 6

7
"'. 8

9
10
11
12
13

14

15

(-
16

(
.
,- 17

18

19

20

21

22

These data were aggregated across the country by hour and type of mail: letters,
flats and packages/parcels. They were used to calculate the needed
complement, by hour, for each shape, Because the Postal Service must staff for
an eight·hour tour, I found which hour ofeach tour required the most staffing and
then compared the values for the needed complement busiest hour with the
complement needed for the other hours of the tours. This showed substantial
excess staffing due to the need to staff the peak hour. 21

Mr. Neri is correct that current postal volume profiles are lumpy by virtue of the fact that

the current service standards provide a limited window in which to get all the processing

completed, and the mail out the door in time to be delivered in a timely manner.

However, his other basic assumption is not correct. The Postal Service does not have

to staff for an eight-hour tour. This overstates the rigidities even under the old system,

but certainly it is not true under the 2010 APWU National Agreement. Currently, up to

20-30 percent of the mail processing employees performing clerk work (the PSEs) could

be on flexible time. 22 For example, the PSEs do not have to be called in to work at all.

If PSEs are called in, it can be for as little as two hours. If, as the DPS activity winds

down on a tour, there is not enough work for all the workers, the PSEs can be sent

(
(

20 Bradley Testimony Table 16, p. 41.
21 Tr. 5/1988.
22 Furthermore, the Postal Service managers can create non-traditional full-time schedules that
craft employees may work. In March 2012, the ORPES report indicates over 3,000 career
clerks were working those schedules. The vast majority were working 10 hour days for 4 days a
week.
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1 home early.. Mr. Neri admits that he did not consider any of this in his productivity

2 analysis.23 The Postal Service has quite a bit of flexibility in managing its staffing for

3 peak load periods. That flexibility should have been considered in estimating the

4 "before" baseline of Mr. Neri's analysis and would likely have reduced his estimates of

5 "excess staffing due to the need to staff the peak load." When asked about this, Mr.

6 Neri admitted that had there been fewer hours included in the staffing profile

7 representing the period "before the change," his estimates of how much productivity

8 change could be achieved from the activities directly tied to the longer processing

9 windows would have been reduced. 24

10

11

12
(

',--~- . 13

14

15

16

17

18

19

An additional question arises about how much of Mr. Neri's productivity

improvements have already been incorporated into the AMPs. During cross examination

about the AMP process, Mr. Neri was asked how the number of workers needed in the C.
gaining plant had been determined when the February 23 batch of AMPs were done.

Mr. Neri stated that "the proposed workhours is calculated based on the current

productivity at the gaining facility with an expected productivity improvement.,,25 He was

then asked if those expected productivity improvements were based on the productivity

improvements that he presented in his testimony.. He responded "the best way I can

describe it is the 15 percent can be a starling point, some locations based on local

knowledge. It could be higher than that or it could be lower than that based on that local

23Tr.5/2010.
24 Tr. 5/2011-12.
25 Tr. 5/2052.
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inpul.,,26 Thus, the AMP cost savings numbers already incorporate much ofthe

productivity savings in Mr. Neri's testimony.

Mr. Williams agrees that some of Mr. Neri's productivity savings have been

captured in the AMPs. He provided a much more detailed description of the process of

assigning productivity improvements to the main mail processing LDCs 11-18, and the

complications of doing il.27 In summary, Mr. Williams stated that the "starting algorithm

was to apply an 8 point BPI increase above the gaining site's BPI performance for

operations moving from the losing site to the gaining site for operations in Labor

Distribution Codes (LDC) 11, 12, and 13" with the caveat that they were not forced

below current workhour usage in the gaining plant for those operations. Mr. Williams

stated that "Automated Facer Canceller System operations were calculated using the

.same methodology as LDCs 11, 12, and 13." For LOC 14, "initial attempts"at applying a

consistent productivity improvement to manual piece counts yielded results that were

not reasonable according to operation expertise of the local, Area and Headquarters

officials. During these conversations, it was determined that a flat 3 percent reduction in

workhours for all transferred pieces would be a reasonable expectation of productivity

improvement associated with these operations." The LDC 17 improvement estimate

was based on "operational expertise and some previous consolidation activity." "A flat

50 percent absorption factor was the starting point for those operations that would be

expected to move from losing operation to the gaining operation." "The 50 percent

26 Tr. 5/2053.
27 Response of United States Postal Service Witness Williams to Question from Commission
Taub During March 20, 2012 Oral Cross'Examination, March 30, 2012, P 7-8.
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,
"-... ,f 1 absorption factor was modified on a site-by-site basis depending on mail handler BPI

\

2 productivity, current overtime rates, and total Function 1 productivity." "The estimates

3 of LOC 18 workhours were based on a 5 percent productivity increase above the

4 gaining site.'s BPI calculations but were capped to not exceed current workhour

5 expenditures." The recently completed AMPs have incorporated the productivity

'6 increases anticipated as a result of the new processing windows and proposed

7 operating plans for the rationalized network. As the AMPs have been explained to

8 employees in the field, postal management has discussed the need for the re-

g • establishment of Tour 2 and other changes that will be necessary for the longer

10 processing windows. 28

11 Mr. Williams is still expecting productivity improvements from 1) workhours

12 staying in the losing facility, 2) mail processing operations currently in the gaining site C'
(

13 that were not impacted by workload transfers, and 3) sites that are not impacted by the

14 February 23'd round of AMPs.29 However, Mr. Williams provides no details to aid in

15 quantifying any expected savings.

16 In considering the likelihood of savings from these sources, it is helpful to look at

17 the range of facilities impacted by the February 23'd AMPs. Appendix Table A shows

18 the 105 facilities that are gaining sites in those AMPs and the 203 losing facilities that

28 Conversation with Mr. Robert Bloomer, APWU National Business Agent.
29 Response of United States Postal Service Witness Williams to Question from Commission
Taub During March 20, 2012 Oral Cross-Examination, March 30, 2012.
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were being consolidated· into them. 3D For the operations examined in the AMP, the

productivity analysis has already been completed for these facilities. However, these

would be the sites that could generate additional productivity gains under Mr. Williams'

types 1 and 2 above. With respect to the first type of potential productivity gains,

workhours staying in the losing facilities, one notes from Appendix A, middle column,

that very few losing facilities will maintain any mail processing workhours after

consolidation. Almost all of the facilities show that both originating and destinating

.operations will be consolidated. For the ones that show only one operation, it is the

destinating mail being consolidated and those are mostly for facilities whose originating

mail was consolidated at an earlier date.31 There are only a handful of facilities that

show only their originating mail being consolidated. These appear to be the only ones

with mail processing workhours remaining in the losing facility. It would seem much

more straightforward for Mr. Williams' staff to make the same type of productivity

analysis done for the AMPs for these few remaining workhours than to depend on Dr.

Bradley's model for this estimate. Type 2 adjustments are the workhours in the gaining

facilities that were not examined during the AMP process. However, looking again at

the middle column of Table A, one sees that in almost all cases, the gaining facility was

consolidating both originating and destinating workhours from the losing facility or

facilities. Consequently, it would seem that there would not be a great many situations

30 There are a few facilities on both lists, such as MiddleseX-Essex, MA which is a gaining site
and a losing site.
31 Appendix C of USPSOIG Report CI-Ar-12-003, U.S. Postal Service Past Network
Optimization Initiatives, January 9, 2012.
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1 where one could not make productivity estimates by directly analyzing the hours

2 associated with those activities.

C~:

3 The type 3 productivity adjustments that are discussed by Mr. Williams are ones

4 that could take place in facilities that were not touched by the AMP process. Appendix

5 Table B lists the additional 23 P&DCs from the Postal Service's USPS-LR-N2012-1/ 57

6 that do not seem to have been impacted by the AMP analysis at all: This would seem

7 like a relatively small group that could be analyzed more directly and with greater

8 transparency by using some of the same assumptions described by Mr. Williams in the

9 AMP analysis.

(
\

10

11

12
13

C. Employment of Postal Support Employees Will Change Service-Wide
Costs c

(

14 In determining labor rates, Mr. Smith calculates a factor for additional service-

15 wide costs that are not already included in benefits costs. However, the calculation,

16 which is based on FY2010 costs, does not consider the change in the trajectory of the

17 retirement-related costs that will happen with the employment of the PSEs.

18 To calculate his FY2010 number he used the ACR calculations for that year, as

19 shown on Mr. Smith's Table 1. Similar calculations using the ACR 2011 shows an

20 overall decline in the service-wide costs as five of the components in the calculation
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declined.32 The two components with the largest declines (totaling $290 million) were

the retiree health benefits costs and the CSRS "earned" costs. There was over $925

million of CSRS "assessed earnings" allocated to service wide costs during FY2011,

down 11 percent from FY201 O. 33 That sharp decline results from the decline in the

number of active CSRS employees on the rolls of the Postal Service. The Postal

Service's 10-K shows that total declined 12.6 percent between 2010 and 2011 and with

the large number of people eligible for retirement, it will continue to decline sharply in

3709

8 the future.
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The PSRHBF service-wide costs are calculated from the actuarial "normal" costs

of this program. The PSRHBF costs also fE)1I by 5.8 percent between FY2010 and

FY2011 as the active employee complement of the Postal Service declined. However,

that program has yet to take into account the new PSE employees that will have no

retiree benefit costs associated with their employment. While OPM's actuarial

calculations have never been fully explained, a reduction in force generally will reduce

32 The two components that did not decline were re-priced annual leave and worker's
compensation costs. The former showed a small 0.5 percent increase, but worker's
compensation costs rose 34 percent. That large an increase in the worker's compensation
number is somewhat at odds with the information in the USPS 10-K which reports that the
present value of the liability rose 20 percent between FY 2010 and 2011 and the current portion
of such costs, which are shown in the balance sheet rose 12.6 percent. USPS 10-K, p.82.
However, one assumes this number reflects the methodology used for the ACR.
33 Based on FY2011 information, the Postal Service has overfunded the CSRS accounts by $1
billion, and the only contributions that are being made to the CSRS accounts at the current time
are those of the employees. Mr. Smith indicates that he used the accepted ACR methodology
to assess the amount of employee benefits theoretically earned during this time period. It is not
clear if an adjustment has been made for the overpayment into the fund, since employees will
not "earn" anything more than the pension system allows, any overpayment into the fund should
not be assessed as a benefit that employees will have a claim to.
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( I the normal cost, and an increased use of employees who have no post-retirement

2 benefit liabilities will reduce this number.34

3 Thus, while it is not possible to predict accurately what will happen to overall

4 service-wide costs, the FY201 0 calculation used by the Postal Service does not provide

5 an accurate assessment of the costs for the FY2012 and FY2013 period.

37.09-A

6 V.
7

8

THE REDUCTION IN MAIL VOLUME SINCE FY2010 SHOULD REDUCE THE
BASELINE TRANSPORTATION COSTS.

(

(
\

9 The FY2010 transportation costs are not the correct starting point for determining

10 the baseline for this analysis. Transportation between the delivery units and the plants

11 are supposed to be evaluated on an annual basis and adjusted, where necessary, to

12 make full use of the capacity available that will meet the critical entry times and the

13 required dispatch times. 35 When the AMPs are done, the transportation analysis

14 includes both the changes that are required to meet the new service standards and an

15 evaluation of how the current mail volume fits into the current transportation.

16 Consequently, the new transportation that is proposed is a combination of both kinds of

17 changes, not just those that will adjust the system to the new service standards,

34 Whether it will reduce the costs by more than the underlying medical trend used in the
calculations cannot be known without further information on OPM's calculations. However, the
normal costs declined by 5.8% between 2010 and 2011 despite the 5.5% medical cost inflation
rate used by OPM in its analysis. The OPM medical cost inflation rate i$ trending downward
and will be lower in the future. USPS 10-K, p. 29.
35 Handbook PO-701 requires annual audits of PVS routes to evaluate utilization, although the
USPS OIG's office has found those evaluations are not always done..See page 2 of USPS OIG
report NL-AR-12-001.
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This is clear in the analysis of the Post Implementation Reviews (PIR) for past

AMPs. The PIR for the Manasota FL to Tampa AMP states that the PVS savings are

"irrelevant to the AMP implementation" and that "[e]ach of the PVS changes and the

savings are attributable to streamlining operations and not a part of the AMP savings."

Ms. Martin's response when asked about this was that "in my view, the AMP

consolidation enabled the elimination of routes, thereby resulting in a reduction in

savings.,,36 The first PIRfor Flint to Metroplex originating mail indicates that the "vast

majority of the [transportation] savings was due to the unprecedented reduction in mail

volume over the lasttwo years." When asked if these were savings from the

consolidation or a normal configuration of the transportation routes, Ms. Martin

responded that "transportation savings identified in the first PIR appear to have been

achieved through a combination of local and nationwide initiatives to reduce

transportation cost as well as AMP consolidation, which resulted in the realignment of

transportation to shift originating mail operations.'037

One of Mr. Williams' arguments in favor of a savings number that is larger than

that generated by summing the savings of the AMPs is that the PIRs tend to show more

savings than the original AMPs estimated. However, these quotes from the PIRs

indicate the difference between the AMP and the PIR is at least partly because other

initiatives and falling mail volumes have helped the savings along, not just the

consolidation itself. In a January 9, 2012, Audit Report, the OIG found:

36 Response of USPS Witness Martin to APWUfUSPS-T6-12, filed March 21,2012.
37 Response of USPS Witness Martin to APWUfUSPS-T6-18, filed March 21, 2012.
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The total projected AMP annual savings for the 33 PIRs completed was
approximately $94 million. The PIRs Indicate the Postal Service realized annual
savings of approximately $323 million, resulting in a variance of over $229
million. This variance occurred because. concurrent initiatives' savings were
included with AMP consolidation savings. 38

.
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(

7 There are additional reasons to be wary of depending too heavily on this

8 explanation. The first is that several errors were found in some of the PIR calculations

9 that overstated the savings in the transportation costS. 39 Secondly, it is not clear the

10 PIRs always capture all the costs that are associated with an AMP change. When

11 asked about a specific set of transportation changes (added HeR routes) in the Hickory

12 to Greensboro PIR, Ms. Martin explained "[b]oth routes were added in the first PIR due

13 to the AMP consolidation. The first PIR identified an increase in annual mileage and

14 cost at that time. I assume the reason these routes were not included in the final PIR is

15 because there was no impact to mileage or cost between the first PIR and the final

16 PIR.,,40

17 It is quite rational for the Postal Service to look at all its transportation needs

18 when it is doing an AMP, and make any cost-saving adjustments that it can find.

19 However, in a case like this one where there is a nationwide change in service being

20 contemplated that cannot be undone, the changes in transportation should be clearly

21 separated between those changes that could be made without a degradation in service



1 standards and those that are necessary only because of a degradation of service
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2 standards. There Is no indication that has been done in this case.

3 VII. TRANSITION COSTS SHOULD NOT BE IGNORED
4
5 The transition costs of getting from the current network to the redesigned network

6

7

8

9

10

11e- 12
/ -
( 13

14

15

16

17

18

19

(
(

should not be ignored. While Dr. Bradley admits that they are ignored in his testimony,·

the AMP analysis properly includes some estimates of moving equipment from a losing

facility to a gaining facility although other transitional costs are not included in the

analysis. Some additional transition costs are incorporated in the PIRs but the PIRs for

the proposed set of consolidations will not be completed for some time.41 This is not a

criticism of Dr. Bradley's and Mr. Smith's models, which were described as "full-up"

models that did not incorporate the transition costs. It simply points out that the

Commission should consider the transition costs as part of the costs of achieving the

service standard degradations. It is not clear how long some of these transition costs

may last. As one small example, to achieve Mr. Smith's facility lease and sale cost

savings, the buildings have to be vacated and either sold or the leases terminated. For

example, a recent response by the Postal Service about the status of buildings from

earlier consolidations provides the information that out of 17 locations, only one has

been sold. Of the remaining facilities, 11 are currently housing various Postal Service

41 I am advised that additional information on transition costs will be presented in a separate
testimony.
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1 operations, 3 are on the market, and 2 are being assessed to determine the appropriate

2 action.42

3

4 VIII. THERE ARE MORE THAN JUST TRANSITION COSTS BEING IGNORED
5

6 In this case, there are much more than just the transition costs that are being

.:qll-A

7

8

9

10

11

12

( 13

14

15

16

17

18

19

ignored when calculating the savings. Nowhere does either Dr. Bradley or Mr. Smith

provide an estimate of the cost of the transportation hub network that will be required for

this reduced network of processing plants to provide even the service proposed in this

docket. Since Ms. Martin did not include even the concept of hubs in her testimony,43 it

would be difficult for those to be valued by the costing witnesses.

In a network where fewer processing plants are each serving many more delivery

units, it is highly doubtful that there will be transportation running from the plant to each

and every delivery unit. Though Ms. Martin's original testimony included a big circle

concept to serve the delivery units (see Figure 4 of USPS T-6), the Postal Service

seems to have come around to a hub concept for the rationalized network. However,

that hub concept is not well defined. Other than the fact that by mid-March the topic

had not been analyzed for a network change that was to start taking place as early as

mid-May, cross-examination of Ms. Martin elicited more confusion than clarity on this

c

(

20 topic.

42 Second Supplemental Response of United States Postal Service Witness Bratta to American
Postal Workers Union, AFL-CIO Interrogatory.USPS-T5-6(b), filed April 18, 2012.
43 Tr. 4/1151
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Q. It's my understand ling] that hubs exist in the transportation system
today, isn't that right?

A. That is correct.

Q. And is it also correct that if the number of processing plants were to be
reduced, then the necessity for hubs would be increased, isn't that
correct?

A. Well, without doing the analysis, I'm not sure whether or not we will
increase all the hubs. We haven't made a decision about hubs yet, so
I'm not really familiar on how many or locations or if they are even
necessary based on the redesign of the transportation network.

Q. So, my question was meant to be a conceptual one that inferred from
the information on this page as well as from practical realities that the
elimination of processing plants will require this type of transportation
hub-and-spoke arrangement more than is provided in today's network.

A. Conceptually, yes. I would agree cOhceptually.

Q. Not it could, it will?

A. I have not finished or finalized the analysis yet to determine whether or
not we were going to have hubs, so conceptually I would agree that
this concept is something that would be feasible for the Postal Service
to do if it's going to relate in increasing the efficiency of the
transportation network.44

.

During further questioning by the Public Representative, Ms. Martin

acknowledged that there were other costs that likely have been left out of the theoretical

modeling efforts although they might be included in the AMP analysis.

Q. Thank you for being here with us today. I have a few questions for you.
And first, I'm not going to refer you to a specific part of your testimony,
but overall, do you think it is fair to say that you analyzed two aspects
of the trahsportation network? And by aspects, I mean types of trips.
So you looked at plant-to-plant trips and then you looked at plant-to
post-office trips?

A. That's correct.

Q. Okay. Now, in the current processing environment, are there trips for
originating mail that go from the post office to the plant?

44 Tr. 4/1151-1152
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A. Yes.

Q. Are those part of your administrative responsibility?

A. From the post office to the plant, no.

Q. Okay. Would you agree that they could be impacted, those sort oftrips
could be impacted by the present proposed changes? .

A. Sure they are.

Q. Are you aware of any witness or any testimony that describes what
those potential changes and what the cost effect of those changes
could be?

A. No.45

Further questioning by Ms. Rush, on behalf of the National Newspaper

Association, elicited the testim6ny that decisions about hubs, and the costs associated

with them, crossed national/local boundaries. However, this provided little real

understanding of the likely costs associated with the running of the hubs in the revised

3712-A
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16 network.
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Q. I'm focusing mostly on the hub design and implementation and how it
may look in the optimized network. Would it be fair to say that a hub as
it operates today has two functions? One is to take mail that comes
from a long-haul truck, break it down into some short-haul trips so
smaller trucks can go let's say from a hub to DDU entry points or
destinations? Are they used that way?

A. Yes, thafs exactly how a hub would work.

Q. So you take a big truck and break down into the deliveries for the
destination post office and then that would be part of your short-haul
network.

A. Under the proposed scenario, yes. In our national network we break
down a truck and it still goes greater distances than just the local post
office. We go to the final destination, which is a plant.

Q. Sure. But there may be short-haul destinations that that truck carries to
the hub, and then some of that mail would be taken off the long-haul

45 Tr. 4/1207-1208
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truck as the long-haul truck goes ahead. And then some of the mail
that's taken off goes in short-haul trucks let's say to a post office. Is
that today how it works?

A I'm not real familiar of all the hubs that might be, the more regional,
local hubs in terms of their operating. But conceptually, that's how the
hub concept works, yes, ma'am.

Q. And then also the hub would be available to take some mail that's short
haul to short haul. It comes from a destination delivery, a destination
entry point, doesn't need to go in the. long haul to the plant but can go
within let's sayan SCF zone on a short-haul network.

A If there's time to do so, absolutely.

Q. And all of that's operated under the supervision of your office, is that
correct?

A No, it's not correct.

Q. What office at the Postal Service would oversee those, both the design
and the implementation of the short-haul networks?

A It would be more the local office. It might be area. It might be the local
post office that the hub would be a satellite facility of. I have.no idea
how they would construct the organizational responsibility.

Q. Would those costs appear on your budget then?

A No, they would not.

Q. Or would they be at the area bUdget?

A That would be at the local site. 46

Mr. Williams hints that the entire hub system might have been considered a

transition cost, at least at the beginning of this process. He states "the Postal Service's

case envisioned an environment in which facilities that were consolidated would be

removed from the Postal Service network in the full-up network environment. However,

in the short-term, the AMPs may reflect maintaining that facility for local transportation

purposes. In the long-run, full-up network, the Postal Service would not be maintaining

46 Tr. 4f1224-1226

Revised May 3, 2012



3713-A'

( 1 significant square footage for a small cross-dock operation."47 However, most of the

C-
2 Postal witnesses during the hearings agreed that there will be some type of hub

3 transportation. Therefore, it should have a cost associated withi!.

4 Dr. Bradley estimates $271 million of transportation savings from the new

5 initiative (USPS-T-1 0 at 41, Table 16) based on Ms. Martin's initial testimony, which did

6 not consider hubs or the transportation from the station to the plan!. That number will

7 undoubtedly be reduced once Dr. Bradley incorporates Ms. Martin's recent recalculation

8 of capacity reductions. 48 But there is no iridication in Ms. Martin's updated worksheets

9 that there is additional information on the hub costs. There also does not seem to be

10 additional information about transportation from the delivery units to the plant included

11 in these worksheets to allow Dr. Bradley to incorporate that into his costs.

12 Mr. Williams, in his summary of the February 23'd AMPs, indicated that the
(-

(
\,.

13 savings from transportation would be $55 million. That does not seem to include the

14 complete hub system either, although some AMP locations may have maintained some

15 employment for that purpose. Neither Mr. Williams' calculations nor Dr. Bradley's is an

16 accurate representation of the true costs of the transportation network needed for this

47 Response ofUnited States Postal Service Witness Williams to Question from Commission
Taub During March 20, 2012 Oral Cross-Examination, March 30, 2012
48 On April 16, 2012, Ms. Martin submitted revisions to her plant-to-plant and plant-to-post office
percent reduction in transportation capacity that Dr. Bradley had depended on to make his
calculations. (See the revisions in USPS-LR-N2012-1n7.) The plant-to-plant capacity reduction
of24.7% used in Dr. Bradley's original calculations (Table 12) have now been reduced to 8.4%.
Although an explanation as to why Ms. Martin's percent reduction in number of trips can be
directly translated to the same reduction in a cost based on cubic foot miles has not been fully
explained. The plant-to-post office capacity reduction of 13.7% used by Dr. Bradley in his
original calculations (Table 15) has now been reduced to either 7.7%, if one uses Ms. Martin's
average of the percent reductions methodology, or 3.2% if one uses a somewhat more
straightfOlward reduction in miles.

(
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initiative. FurtherrTlOre, since the decisions about the hubs do not seem to have been

made, it is difficult to understand how mailers could have a clear idea of how much

actual impact on their service there will be from the proposed changes to the network.

This lack of information makes it impossible to evaluate the true transportation cost

changes in the network in either monetary terms or service terms.

IX. CONCLUSIONS

USPS witnesses Smith and Bradley have used high-level theoretical models to

estimate some cost savings from a potential change in the network between FY2010

and FY2012-2013, using several hypothetical assumptions provided by other Postal

Service witnesses. However, they have not provided an accurate estimate of the

savings that can be achieved by implementing the activities in this plan that are required

because of the degradation in service standards. Consequently, the savings they have

generated do not provide the Commission with the information it would need to provide

a positive recommendation on the network rationalization proposal.

Calculating the appropriate starting baseline that reflects the costs of the current

system once it has fully incorporated the APWU National Agreement, the transportation

network changes that would fully utilize capacity given current mail volumes, and the

correct facilities is not easily done given the information provided in this docket. Only

when that baseline calculation is done could it then be modified to test the savings of

shutting down the facilities that the Postal Service proposed to shut down in its February

23'd listing. In addition, one would still need to know all the parts of the Postal Service

34
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/ 1 plan, including all the hub locations for the transportation network, Any major'costs of C.
2 the transition should also be weighed iri the analysis,

3 The AMPs, while not perfe<:;t, provide a real world look at the cost elements

4 involved in these transfers. However, the AMP cost savings calculated for the February

5 23'd set of AMPs and presented in Mr. Williams' summary do not reflect the flexibilities

6 of the APWU National Agreement, nor do they fully reflect current mail volumes. The

7 AMPs value the hours using hourly rates calculated for each LOG. According to the

8 instructions in Handbook 408, "the current workhour rate by LOG for both the losing and

9 gaining facilities is populated by data from the Enterprise Data Warehouse (EOW) Labor

10 Utilization Reporting System (LURS)." The data correspond to the average of the data

11 period shown in the header of the worksheets" .49 Many, though not all, of the AMPs in

12 the February 23'd set have a review period that runs from 7/1/2010 through 6/30/2011. C
( 13 The average workhour rates by LOG would not yet reflect any of.the hiring of PSE

14 employees since that did not start until after the APWU National Agreement was signed

15 in May 2011. The use of PSEs would vary from facility to facility although they are

16 being used in all regions but the AMP numbers could be recalculated with rates that

17 included the impact of the PSEs.

18 If Mr. Williams anticipates further productivity gains from the workhours in

19 activities that were not evaluated during the AMPs, it seems like analysis of the hours in

20 the AMPs that were not evaluated for productivity gains the first time could be evaluated

21 separately.

49 PO Handbook 408, Section A-7.2, page 45.
35
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The Postal Service's cost savings estimates used to support the proposed

degradation in service standards are not reliable. The savings estimates:

• Are based on an incorrect baseline of FY201 0

• Include savings that can be achieved without a reduction in service
standards

• Do not incorporate the f1exibilities of the APWU 2010 National Agreement

• Do not include a calculation of transition costs; and

• Do not include the full transportation costs that will be incurred by a
rationalized mail processing network.
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Appendix TableA: .List of Gainina Facilities from Februarv 23'" AMP Listina .
Gaining Facility Losing Facilities Being Consolidated into the Gaining Type of

Facility Gaining.
Facility

Albany NY Mid-Hudson NY (O&D) and Plattsburg NY (O&D) P&DC/P&DF
Farmington, NM(O&D), Socorro, NM (O&D), Durango, CO
(0&0), Tucumcari, NM (0&0), Truth or Consequences, NM

Albuquerque NM . lOW). ....... .. . P&DCIP&DF
AmariUo TX Liberal, KS (O&D) . P&DC/P&DF
AnaheimCA Industry, CA (Destinating) P&DC/P&DF
Atlanta GA Chattanooga, TN (0&0)· P&DC/P&DF

Abilene, TX (O&D), Bryan, TX (Destinating), East Texas
Austin TX (0&0), Waco (0&0) P&DC/P&DF
Baton Rouae LA Lafavette, LA (Orioinatino), New Orleans, LA (0&0) . P&DC/P&DF
Bea~mont TX Lufkin, TX (Destinatino) . P&DC/P&DF
Billinos MT WolfPoint, MT(O&O) .. P&DC/P&DF

Aniston, AL (O&D), HuntsviUe, AL (Destinating),Tuscaloosa,
Birminoham, AL AL (0&0) . . . . . . P&DC/P&DF
Bismarck NO Minot, NO (0&0) P&DC/P&DF

Central Mass, MA (0&0), Middlesex-Essex, MA (0&0),
Boston MA Northwest Boston, MA (0&0\ . P&DC/P&DF
Brooklvn NY Queens, NY (Destinatina) . P&DC/P&DF
Burlinaton VT White River Jet., VT (0&0\ P&DC/P&DF
Carol Stream, iL Cardis Collins (Chicaoo), IL (Oriainatina) P&DC/P&DF
Champaign IL Bloominaton, IL (0&0\, Effinaham, IL (0&0\ P&DC/P&DF
Charleston SC Savannah, GA (O&D) P&DC/P&DF
Charleston, WV Clarksburg, WV (Destinating), Parkersburg, WV (Destinatino) P&DC/P&DF
Charlotte NC FavetteviUe, NC (O&D) P&DC/P&DF
CheyenneWY Rawlins, WY (0&0\. Wheatland, WY(O&O) P&DC/P&DF

Akron, OH (O&D), Canton, OH (Destinating), Youngstown,
Cleveland OH OH (0&0) . P&DC/P&DF
ColumbiaMO Quincv, IL (0&0) P!l<DC/P&DF
Columbia SC Auausta, GA (0&0\, Florence, SC (0&0) P&DC/P&DF

Athens, OH (Destinating), ChiUicothe, OH (O&D), Dayton, OH
Columbus OH (Destinatino), Toledo, OH (0&0) P&DC/P&DF

Alamosa, CO (O&D), Colorado Springs, CO (0&0), Salida,
Denver CO CO (O&[J) .. . P!l<DC/P&DF
Des Moines IA Carroll, IA (O&D), Creston, IA (O&D) P&DC/P&DF
Detroit, MI Jackson, MI (Destinatino), Toledo, OH (Destinatino) P&DC/P&DF
Dominick V Daniels NJ Kilmer, NJ (DEistinatino), Northern NJ Metro, NJ (O&Dl P&DC/P&DF
EI PasoTX Alamooordo, NM (O&D) P&DC/P&DF

Carbondale, IL (0&0), Centralia, IL (Destinating),
Owensboro, KY (O&D), Paducah, KY (0&0), Terre Haute, IN

Evansville IN (0&0) . P&DC/P&DF
FayetteviUe AR Harrison, AR (O&D) P&DC/P&DF
FtWayne IN South Bend, IN (O&D) P&DC/P&DF
Ft Worth TX Dallas, TX (Dest/natino) P&DC/P&DF
Grand Forks ND Devils Lake, ND (0&0\ CSF
Grand Junction CO Provo, UnO&O) CSF
Grand Raoids MI Kalamazoo, MI (Destinatinal, Lansing, MI (O&D) . P&DC/P&DF
Great Falls MT Butte, MT (Destinating), Helena, MT (Destinating) Annex
Green Bay, WI Iron Mouhtain, MI (O&D), Wausau, WI (O&D) P&DC/P&DF
Greensboro NC Lynchburo, VA (O&D), Roanoke, VA (0&0) . P&DC/P&DF
GreenviUe, SC AshviUe, NC (0&0) P&DC/P&DF
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Appendix Table A: List of Gaining Facilities from February 23'" AMP Listing
Gaining Facility Losing Facilities Being Consolidated into the Gaining Type of

Facility Gaining
Facility

Lancaster, PA (Oestinating), Reading, PA (Oestinating),
Harrisburq PA Williamsport, PA (0&0) P&OC/P&OF
Harford CT Southern Connecticut, CT (0&0) P&OC/P&OF

Bloomington, IN (Oestinating), Kokomo, IN (0&0), Lafayette,
Indianapolis IN IN (0&0), Muncie, IN (0&0), Terre Haute, IN (0&0) P&OC/P&OF
Jackson MS Grenada, MS (0&0) P&OC/P&OF

Gainesville, FL (Oestinating), Savannah, GA (0&0),
Jacksonville FL Valdosta, GA (0&0), Wavcross, GA IDestinatinq) P&OC/P&OF

Altoona, PA (Oestinating), Cumberland, MO (0&0),
Johnstown PA Petersburg, WV (Oestinating) P&OC/P&OF
Kansas City, MO Springfield, MO (0&0), Topeka, KS (0&0) P&OC/P&OF

Hazard, KY (0&0), Johnson City, TN (Originating),
Lexington, KY (0&0), London, KY (Oestinating), Somerset,

Knoxville TN KY (Oestinatinq) P&OC/P&OF,
Las Veqas NV Provo, UT (0&0) P&OC/P&OF
Lehigh Valley PA Scranton, PA (0&0) P&OC/P&OF
Little Rock AR Hot Springs National Park, AR (Oestinating) P&OC/P&OF
Los Anfjeles CA Lonfj Beach, CA (0&0), Pasadena, CA (Oestinatinfj) P&OC/P&OF

Campton, KY (0&0), Elizabethtown, KY (Oestinating),
, Louisville KY Lexinoton, KY '(0&0) P&OC/P&OF
Lubbock TX Clovis, NM (0&0), Roswell, NM(O&O) P&DC/P&OF
Macon GA Auousta, GA (0&0), Swainsboro, GA (0&0) P&OC/P&OF
Manchester, NH White River Jet, VT (0&0) P&OC/P&DF
Medford OR Eureka, CA (0&0) CSF

Jackson, TN (Oestinating), Jonesboro, AR (0&0), Tupelo,
Memphis TN MS (0&0) P&OC/P&DF
Miami FL, Fort Lauderdale, FL (0&0), South Florida, FL rDestinatinql P&OC/P&OF

Lansing, MI (0&0), Saginaw, MI (Destinating), Toledo, OH
Michiqan Metroplex MI (Oriqinatinq) P&OC/P&DF
Middlesex Essex MA ' Central Mass, MA(O&O), Northwest Boston (0&0) P&OC/P&DF
Midland TX Abilene, TX (0&0) P&OC/P&OF

Bemidji, MN (Oestinating), Mankato, MN (O&D), Saint Cloud,
Minneapolis, MN MN (0&0) , P&OC/P&OF
MobileAL Gulfport, M8 (0&0), Hattiesbura, MS (0&0) P&OC/P&DF
Montaomerv AL Columbus, GA IDestinatinal, Dothan, AL IDestinatinal P&OC/P&OF
MoraanStation NY Brooklvn, NY (Originating) P&OC/P&OF
Nashville Flats Annex TN Bowling Green, KY (Oestinatinfj), Chattanooaa, TN (0&0) P&OC/P&DF
North Metro GA Athens, GA (Destinating) P&OC/P&OF
North Platte NE Alliance, NE (0&0), Colby, KS (Oestinating) CSF
North Texas TX East Texas, TX (0&0), Fort Worth, TX (Orifjinatinfj) P&DC/P&DF
Oakland CA North Bav, CA (O&D) P&OC/P&OF
Oklahoma Citv OK Tulsa. OK (0&0), McAlester, OK (0&0)
Omaha NE Grand Island, NE (0&0), Northfolk, NE (0&0) P&OC/P&DF
Orlando, FL Mid-Florida, FL (0&0) P&OC/P&OF
Pensacola FL Panama City. FL rDestinatina) P&DC/P&OF
Peoria IL Bloominaton. IL (0&0) P&DC/P&DF
Philadelphia PA Southeastern Penn,. PA (0&0) P&OC/P&DF
PhoenixAZ Tucson, AZ (O&D) P&OC/P&DF

1
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Appendix Table A:, List of Gaining Facilities from February 23' AMP Listing
Gaining Facility Losing Facilities Being Consolidated into the Gaining Type of

Facility , Gaining
Facility

Clarksburg, WV (O&D), Erie, PA (O&D), Greensburg, PA
, (Destinating); NewCastle, PA (O&D), Steubenville, OH

Pittsburqh PA 10&D), Washinqton, PA (Destinatinq) , P&DC/P&DF
Portland OR Air Cargo Bend, OR (O&D), Eugene, OR (O&D), Pendleton, OR (O&D),
Center Salem, OR (O&D) P&DC/P&DF
Providence, RI Wareham, MA (O&D) , " P&DC/P&DF
Raleigh NC Kinston, NC (Destinatinq), RockY Mount, NC (O&D) P&DC/P&DF
Richmond VA Norfolk,VA (O&D) P&DC/P&DF
Rochester NY Buffalo, NY (O&D), Erie, PA (O&D) P&DC/P&DF
Saiht Louis MO Cape Girardeau, MO (O&D), Springfield iL (O&D) P&DC/P&DF

Duluth, MN (O&D), Eau Claire WI (O&D), LaCrosse, WI ,
St Paul MN 10&0), Rochester, MN 10&0) P&DC/P&DF

Elko NV (O&D), Pocatello, ID (O&D), Provo, UT (O&D),
Salt Lake City UT RockY Sprinqs, WY (0&0) P&DC/P&DF
San Antonio TX Corpus Christi, TX (O&D) P&DC/P&DF
Santa Ana CA Industrv, CA IDestinatinq) P&DC/P&DF
Santa Ciarita CA Bakersfield, CA 10&D) P&DC/P&DF
Southern Maine ME Eastern Maine, ME 10&0) P&DC/P&DF

Everett, WA (O&D), Olympia (Destinating), Tacoma, WA
SeattieWA (O&D) P&DC/P&DF
Shreveport LA East Texas, TX (O&D) P&DC/P&DF
Sioux Falls SD Dakota Central, SD (O&D) P&DC/P&DF
South Suburban IL Fox Valley, IL(Destinating), Garv, IN (O&D) P&DC/P&DF
SpokaneWA Pasco, WA (O&D), Wentatchee, WA (O&D) P&DC/P&DF
Sprinqfield MA Southern Conn, CT (O&D) P&DC/P&DF
Syracuse, NY Binghamton, NY (Destinatinq) P&DC/P&DF
Tallahassee FL Albany, GA (O&D) P&DC/P&DF
Tampa FL Lakeland, FL IDestinatinq), St Petersburq, FL IDestinatinq) P&DC/P&DF
Traverse City MI Gaylord, MJ (O&D) P&DC/P&DF
Trenton, NJ Monmouth, NJ IDestinatinq) P&DC/P&DF
West Sacramento, CA Reddinq, CAIO&Dl, Stockton, CA IDestinatinq) P&DC/P&DF
Westchester NY Stamford, CT (O&D) P&DC/P&DF

Dodge City, KS (O&D), Hays, KS (Destinating), Hutchinson,
Wichita,KS KS {Oestinatinq): Salina, KS {O&Dl ' P&DC/P&DF
Source: Homework,VoL2,pA22Williams summary sheetxls and USPS-LR-N2012-1/57

,3716-A

(- Revised May 3, 2012
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Appendix Table B: P&DCs that Were Not Impacted by the AMPs

Facility Name City State
Anchora~eAK AnchoraQe AK
Baltimore MD Baitimore MD
Boise ID Boise ID
Famo ND Far~o ND
Fresno CA Fresno CA
Honoiulu HI Honoiulu HI
Linthicum MD Linthicum HeiQhts MD
Madison WI Madison WI
Merrifield VA Merrifield VA
Mid-Island NY Melville NY
MiiwaukeeWI Miiwaukee WI
ML Sellers CA San Diego CA
North Houston TX North Houston TX
Quad Cities IL Miian IL
Salinas CA Salinas CA
San Francisco CA San Francisco CA
San Jose CA San Jose CA
San Juan PR San Juan PR
Santa Barbara CA Goleta CA
Southern Marviand MD Capitol Hei~hts MD
Suburban MD Gaithersburg MD
Washinaton, DC Washin~ton DC
West Palm Beach FL West Paim Beach FL
Source: USPS-LR-N2012-1/57

3

Revised May 3, 2012
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1 CHAIRMAN GOLDWAY: I'm afraid I wasn't

3718

2 paying attention. Did you identify Library

3 References?

4 THE WITNESS: I do not have any Library

5 References associated with my testimony.

6 CHAIRMAN GOLDWAY: Okay. And next we need

7 to receive written cross-examination. Ms. Kobe, have

8 you had an opportunity to examine the packet of

9 designated written cross-examination that was made

10 available to you in the hearing room today?

11

12

13

14

15

THE WITNESS: I have.

CHAIRMAN GOLDWAY: Are there any corrections

that need to be made?

THE WITNESS: I did not see any.

CHAIRMAN GOLDWAY: If the questions

16 contained in that packet were posed to you orally

17 today, would your answers be the same as those you

18 provided in writing?

19

20

THE WITNESS: Yes, they would.

CHAIRMAN GOLDWAY: Then with everything in

21 order, counsel, would you please provide two copies of

22 the designated written cross-examination of Witness

23 Kobe to the reporter. That material is received into

24 evidence and it is to be transcribed into the record.

25 II

Heritage Reporting Corporation
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1 (The document referred to was

2 marked for identification as

3 APWU-RT-1 and was received in

4 evidence. )

5 II
6 II
7 II
8 II
9 II

10 II
11 II

C
12 II
13 II
14 II
15 II
16 II
17 II
18 II
19 II
20 II
21 II
22 II
23 II
24 II
25 II
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(
RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE

TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT1-1. On page 8, line 11, of your testimony, you refer to the
"Processing Facility 'Fact Sheet'" as the source for your statement that the Postal
Service reduced the number of processing facilities by 23 percent between 2009 and
2011.

(A) Please confirm that, according to the referenced Fact Sheet, most of the 23
percent change resulted from a reduction in the number of Customer Service
Facilities. If you do not confirm, please explain.

(B) Please confirm that, according to the referenced Fact Sheet, the reduction in the
number of Processing & Distribution Centers between 2009 and 2011 was
between 6 and 7 percent. If you do not confirm, please explain.

RESPONSE:

3722

(A and B) Confirmed, please see specifics in the table below.

The following is excerpted from the "Processing Facility Fact Sheet" (I:JSPS-LR
N2012-1/84)

Postal Service Processing Facilities by Type 2009-2011
2011 2010 200 2011/2009

9
Processing and Distribution Centers P&D 251 260 268 -6%

C
Customer Service Facilities CSF 115 164 195 -41%
Network Distribution Centers NDC 21 21 21 0%
LOQistics and Distribution Centers LDC 10 13 14 -29%
Annexes ----
Surface Transfer Centers STC 10 11 20 -50%
Air Mail Centers AMC 1 1 12 -92%
Remote EncodinQ Centers REC 2 2 3 -33%
International Service Centers ISC 5 5 5 0%
Total Processina Facilities 461 528 599 -23%
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE

TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT1·2. In Table 1 of your testimony, at page g, you list facilities which
you believe should not be included in determining the savings from Network
Rationalization, due to their consolidations.

(A) Please confirm that the workhours associated with the listed facilities that are not
saved due to these consolidations should be included in determining the savings.
If you do not confirm, please explain.

(B) Should Table 1 be revised to list only those work hours that have been saved
under the approved consolidations? if not, please explain why not.

RESPONSE:

3723

(A) Partly confirmed. As I understand this question it is referring to the workhours

that were transferred from these closing facilities and would now be in the

gaining facilities associated with those AMPs. To the extent that the gaining

facilities of those AMPs will now experience further adjustments under this

( consolidation plan, those workhours should still be included in the current,,.
analysis, provided that those workhours reflect current mail volumes and current

best practices

(B) I am unaware of any information in this record that could be used to appropriately

revise Table 1 in the manner that is suggested.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE
TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT1-3. Please refer to Table 2 of your testimony, at page 11. In light of
the supplemental testimonies filed by Postal Service witnesses, is the issue you raise in
connection with Table 2 now moot? If not, please explain why no!.

RESPONSE:

The newly filed USPS-LR-N2012-1/82 (which replaces the previously filed USPS-LR

N2012-1/34) seems to show all of the offices in the top portion of the table as now being

"open" in the revised scenario. However, the last three offices (Brockton, Easton,

Manasota) are still shown as "not open" in LR 82. In addition, those three facilities also

do not show up on the May 17, 2012, list of facilities for which consolidations are

planned during what the Postal Service is now calling "Phase 1" of the plan. In my

opinion, if the Postal Service has not yet determined that it can do without these

facilities in the new network, then those facilities should not be treated as "closed" for

purposes of calculating the savings.

3724
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE

TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT1-4. Please refer to Table 4 of your testimony, at page 15.

(A) Please provide a spreadsheet showing the underlying calculations, with specific
page and line number references to the National Payroll Summary Hours report.

(B) Were the underlying calculations performed using PP06, FY2012?

(C) Were the wages used in the underlying calcuiations PP06 or YTD?

(D) Did the calculations of weighted averages costs in the column "Weighted
Average" include all clerks or only Full Time and PSE clerks?

(E) How do the caps consider PTFs and other categories of clerks?

RESPONSE:

(A) Please see the first tab in the attached spreadsheet labeled "Attach.APWU.RT1

4.xlsx." A correction has been made to the table headings to correctly reflect the

Fn 1 and Fn 4 caps. While stated correctly in the text, the table had the wrong

functions referred to in the row headings.

(B) Yes; this was the latest information available at the time Table 4 was

constructed.

3725

(

(C)

(D)

The wages used in the calculations were for the mo!:!t current period available at

the time, which was PP06, in order to reflect the most recent wage levels. Those

being the closest to the actual 2012-2013 time period that was the focus of the

discussion.

As shown in theworksheet, the costs reflect the weighted average between the

Full Time clerks and the PSE clerks. For simplicity of presentation in Table 4, I

used the FT clerks rather than weight together all the career clerks for this

calculation.

I have added to the worksheet calculations discussed in subpart (A) a calculation

that includes the weighted average that incorporates all the career clerks as well

as the YTD figures. The resulting weighted average for YTD ended in March is

$40.29, little different from the Table 4 total and it continues to show the three
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE
TO UNITED STATES POSTAL SERViCE INTERROGATORY

points that I was using Table 4to convey: 1) The March 2012 number is slightly

lower than what was being used for FY201 0; 2) if the full function 1 caps are

used the weighted average would be about 6% lower than it currently is; and 3) if

some of the function 4 flexibility is transferred to function 1 processes the

weighted average wage could decline by 12% compared to current levels.

(E) The cap is applied to all career clerks.

3726
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE
TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT1-5. At pages 18-19 of your testimony, you state: "For example, the
PSEs do not have to be called in to work at all. If PSEs are called in, it can be for as
little as two hours. If, as the DPS activity winds down on a tour, there is not enough
work for all the workers, the PSEs can be sent home early."

(A) Do you believe that such utilization of employees is realistic and practicable
across the Postal Service's mail processing network?

(B) Do you believe that, if the Postal Service attempted to use employees in this
fashion across its mail processing network, it would be able to retain a sufficiently
large enough proportion of the affected employees to maintain a stable,
experienced processing workforce.

RESPONSE:

(A) These examples were included in my testimony to show that witness Neri's

assumption, that every mail processing worker MUST work an 8 hour shift every

day, was clearly in error. I do not anticipate that this would be the daily treatment

of such employees, but the contract would allow such f1exibilities as necessary.

(B) One would hope that the Postal Service treats all of its employees in a

professional and respectful manner so as to establish good working

relationships. It is clear that there are employees in the Postal Service and

elsewhere that regularly work less than 8 hours per day and who do not work

regular schedules. The most likely scenario is that Postal management will

determine an efficient method of using such employees that will result in

establishing a semi-regular time period as a schedule, but still uses the

f1exibilities when there are significant changes in the work flow. The Postal

Service has experience with several different types of employees with limited

hour guarantees: those include substantial casual employees - with no work

hour guarantees; TEs in the clerk and city carrier crafts with guarantees similar to

PSEs; RCR/RCAs with minimal guarantees; and PMRs with minimal hours.

One also notes that in May 2012, the Bureau of Labor Statistics reported

that there were 8.4 million nonagricultural employees, who usually worked full

time, who were currently working less than 35 hours per week, and an additional

25.4 million people who were currently working less than 35 hours per week,

3727
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE
TO UNITED STATES POSTAL SERVICE INTERROGATORY

and their usual workhours were less than 35 hours per week. Of those two

groups, 7.7 million were working part-time for economic reasons either because

of slack business conditions or because part time work was the oniy type they

could find. This indicates that there are a large number of people in the

workforce who are working less than full-time schedules either because of choice

or because that is what is available to them. It is likely the Postal Service can find

workers who will work according to the PSE schedules.

3728
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE

TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPSfAPWU-RT1-6. At pages 23-25 of your testimony, you explain why, in your view,
Postal Service witness Smith's calculation of a factor for additional service-wide costs is
overstated. Specifically, you state that some of the components in the service-wide
costs calculation declined from FY 2010 to FY 2011.

(A) In concluding that witness Smith's calculation is overstated, did you consider the
change in total salary and benefits from FY 2010 to FY 2011?

(B) Do you believe that the total salary and benefits declined from FY 2010 to FY
2011?

(C) Do the cited declines in some components of service-wide benefits costs
necessarily imply whether or not the service-wide benefits per $1 ,000 of salary
and benefits ($111.54 in FY2010) declined in FY2011?

RESPONSE:
(A) Yes.

(B) Please see page 24, lines 11-13 of my revised testimony which addresses the

reduction in retiree health benefits costs and CSRS "earned costs" not the

change in total salary and benefits from FY2010 to FY2010 as this question

suggests. Total salaries and benefits declined by about 1%. Below is Mr. Smith's

FY2010 numbers and my understanding of what the FY2011 numbers would look

like following Mr. Smith's stated sources. For clarity, this table presents the data

both on a total dollar basis as well as on a per $1,000 of salaries and benefits

basis.

Table 1: FY 2010 Service Wide Benefits

3729

Cost per $1,000
S&B

Total SelVies-Wide Benefits

(0005)

FY 2010

$ 90.502
$ 13,588

$ 1167,995
$ 73,933
$ 3,055,000

$ 1040,064

$ 15,863

$ 5,429,769 $ 5,405,747

FY 2010

1.859

-0.279

23.993
1.519

62.756

21.365

0.326

FY 2011

1.888
-0.335

30.069
1.292

59.750
19.214

0.310

%
Chan e

1.6%

19.8%

25.3%
-14.9%
-4.8%

-10.1%

-4.8%

( SelVice-Wide Benefits per $1,000 of Saia & Benefits $ 111.54 $ 112.19

Source: Mr. Smith's Table 1 updated to FY2011 based on his stated source data.
0.6%
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS KOBE
TO UNITED STATES POSTAL SERVICE INTERROGATORY

(C) As can be seen in Table 1 above, the total cost per $1,000 rose by $0.65 or

approximately 0.6%. The discussion in my testimony focused on the health

benefits and retirement components for the reasons that I noted in the text, one

has a solid basis for understanding the trend lines of those costs. I also

discussed the two components that did not show declines in footnote 32 on page

24 of my testimony. Those components were repriced annual leave, which rose

0.5 percent; and worker's compensation costs, which rose 34 percent. I do not

believe that any explanation for the large increase in these worker's

compensation costs has been provided in this record, but I would note that the

USPS 1O-K indicates that the worker's compensation liability rose 20 percent

during this time period (considerably less than the 34 percent increase shown in

the ACR) and thatihe current costs rose 12.6 percent (10-K, p. 82).

3730
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MR. ANDERSON: Thank you, Madam Chairman.

CHAIRMAN GOLDWAY: Is there any additional

3 written cross-examination for Ms. Kobe?

4 (No response.)

5 CHAIRMAN GOLDWAY: Okay. If not, that

6 brings us to oral cross-examination and we've been

7 told that the Postal Service is no longer going to ask

8 any questions of you, Ms. Kobe. I have two questions

9 that I was trying to locate that the staff has asked

10 that we yes, I saw that, but I thought we'd do them

11 anyway. We ask you -- and I just need to find them

12

13

because I misplaced them. Oh, no, here they are right

here.

14 On pages 27 to 32 of your testimony you

15 discuss that the Postal Service has not included costs

16 associated with transition and hubs into its cost

17 saving calculations. Can you please discuss what you

18 think the impact of including these additional costs

19 would be on the Postal Service's overall cost saving

20 estimates in this docket?

21 THE WITNESS: Well, since we haven't seen a

22 clearly defined hub strategy it's difficult to put any

23 sort of number on this. However, it would seem that

24 it would tend to increase the transportation costs,

25 although it sort of depends on whether it would

Heritage Reporting Corporation
(202) 628-4888
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7
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(
12

13\ '-.

14

15

16

17

18

19

20

21

22

23

24

25
(
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reconfigure some of the transportation costs that have

already been presented.

However, it seems like the hub concept is

there and is a concept that is used now as to most

efficiently do transportation, so it's hard to

evaluate the exact net impact. I do think it probably

would add cost to it, but if it's a necessary portion

of making this analysis, then I think the costs
.

associated with it should have been presented so that

they could be evaluated.

CHAIRMAN GOLDWAY: When you had a chance to

look at various AMPs that have been completed and

reviews over the last year or so have you been able to

identify any costs associated with hubs?

THE WITNESS: I have seen a couple of vague

mentions of hubs in some past AMPs. I have not

noticed in the ones that were submitted specifically

for this case cost numbers associated with hubs

included in those.

CHAIRMAN GOLDWAY: Okay. And my second

question is, in your testimony, you provide criticisms

of using the fiscal 2010 as the baseline to calculate

cost savings. Can you please comment on how the

Postal Service's modified plan to close facilities in

two phases through FY-2014 would impact that rebuttal

Heritage Reporting Corporation
(202) 628-4888
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testimony?

THE WITNESS: Well, I think it confuses

3733

3 things a bit more. For one thing, the latest list of

4 facilities that was released on May 17 is again not

5 even consistent with the facilities that were put out

6 in Library Reference 82, which is the one that their

7 costing witnesses used for their most recent

8 estimates. Now they've made some additional changes.

9 I think they've stated that they expect to continue to

10 make some changes to which facilities are in or out,

11 and we don't have the complete AMP numbers to even

(
12

13

analyze all the ones that are on the list at the

moment.

14 I do think that what the Postal Service

15 needs to be considering here is if it damages its

16 service standards or reduces its service standards

17 it's damaging the level of service it's giving to its

18 customers. They need to be considering what is the

19 true cost to them of the revenue losses there and then

20 comparing that to the savings only of what they need

21 to do, you know, to accomplish that. If they can make

22 other savings that does not require them to change the

23 service standards and therefore not incur those

24 revenue losses, then they need to be looking at those

(
~

25 savings separately and not mixing them all together in

Heritage Reporting Corporation
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one big lump.

And I think that criticism remains the same

even if they have this Phase I and Phase II, that

certainly using an FY-2010 baseline is still not

providing any information in which to evaluate the

cost/benefit analysis of the change that they're

proposing here and whether they could make sufficient

8 savings without changing their service standards. I

9 think they still have not addressed that question in

10 providing this new phased input.

(

11

12

13

14

CHAIRMAN GOLDWAY: .1 see.

THE WITNESS: I'm not sure if I've answered

your question.

CHAIRMAN GOLDWAY: I think I understand.

15 No, I think so. I guess I was looking at the simpler

16 issue of you've got costs in 2010 and system-wide

17 savings that you're implementing we already saw in

18 2011 and it continues, so to measure cost savings in

19 2014 to what you had in 2010 means that the potential

20 savings would be exaggerated. I guess that was --

21 THE WITNESS: I certainly think that that is

22 going to be true.

23 CHAIRMAN GOLDWAY: Or do you think there

24 might be a counterargument because they haven't

(
25 factored in the additional transportation, the cost of

Heritage Reporting Corporation
(202) 628-4888



1

2

3

3735

fuel or the cost of labor or various things that might

go up in that period?

THE WITNESS: The Postal Service in one

4 response to why it didn't sort of look at a different

5 or more recent baseline indicated, well, inflation is

6 moving one way and this is moving another way and

7 those things would counterbalance. I.don't think that

8 you know that that's true, and I think that you really

9 need to do a roll-forward model. I mean, the Postal

10 Service has the concept of the roll-forward model that

11 it uses for rate cases in which it rolls forward the

12

13

concept of what it's going to look like in a year's

time or two years' time and then makes changes from

14 that baseline, and I think that is the concept that

15 probably should have been used in this case and which

16 I haven't seen the data presented to make that

17 analysis.

18 But the presentation of the cost savings as

19 they are done now based on FY-2010 numbers mixes a

20 whole bunch of things together that you have no way of

21 then evaluating which of those savings are -- I mean,

22 which of those savings are achieved only at the point

23 of reducing the service standards and which of those

24 savings could be achieved without reducing the service

25 standards, and I do think that's an important question

Heritage Reporting Corporation
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to ask when evaluating these cost savings numbers.

CHAIRMAN GOLDWAY: Okay. Thank you. I

3736

3 don't think we have any other questions from the

4 bench. Any other questions?

5

6

(No response.)

CHAIRMAN GOLDWAY: Do you have any need for

7 redirect, Mr. Anderson?

8

9

MR. ANDERSON: No followup. Thank you.

CHAIRMAN GOLDWAY: Okay. Then I'm pleased

10 to say that you are excused. We thank you for your

11 participation and the written testimony you've

(
12

13

provided, and we will see you again I'm sure at

another proceeding that we have in front of us. Thank

14 you, Ms. Kobe.

15 (Witness excused.)

16 CHAIRMAN GOLDWAY: And I think we will now

17 break for lunch, and we have several witnesses

18 remaining. Do we need a full hour? Want to do 45

19 minutes, guys? We'll do a 45-minute lunch so we can

20 start at 1:15. Thank you.

21 (Whereupon, at 12:28 p.m., the hearing in

22 the above-entitled matter was recessed, to reconvene

23 at 1:15 p.m. this same day, Thursday, June 14, 2012.)

24

25

II

II

Heritage Reporting Corporation
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1

2 (1: 19 p.m.)

3 CHAIRMAN GOLDWAY: We'd like to reconvene,

4 and we have APWU witnesses.

5 Mr. Anderson, I confess, I've lost track of

6 who's next.

7

8 Schiller.

9

10

11

MR. ANDERSON: The APWU calls Witness Marc

CHAIRMAN GOLDWAY: Okay. Thank you.

Whereupon,

MARC SCHILLER

(
12

13

14

15

16

17

18

having been duly sworn, was called as a

witness and was examined and testified as follows:

(The document referred to was

marked for identification as

Exhibit No. APWU-RT-2.)

DIRECT EXAMINATION

BY MR. ANDERSON:

19 Q Mr. Schiller, you should have before you

20 what has been labeled Rebuttal Testimony of Marc

21 Schiller on Behalf of the APWU. Do you have a copy of

22 that, sir?

direction?c
23

24

25

A

Q

Yes, I do.

Was that prepared by you or under your

Heritage Reporting Corporation
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A

Q

Yes, it was.

Okay. And if you were to deliver that

3738

3 testimony orally today, would it be the same?

4

5

A

Q

Yes, it would.

Are there any corrections that you would

6 make to that testimony today?

7

8

A No corrections at this time.

MR. ANDERSON: The APWU moves admission of

9 the testimony, please.

c

10

11

12

13

CHAIRMAN GOLDWAY: Are there any objections?

(NO response.)

CHAIRMAN GOLDWAY: Hearing none, I'll direct

counsel to provide the reporter with two copies of the

14 corrected testimony of Marc Schiller. That testimony

15 is received into evidence, and it is to be transcribed

16 into the record.

17 (The document referred to,

18 previously identified as

(

19

20

21

22

23

24

25

II

II
II

II
II

Exhibit No. APWU-RT-2, was

received in evidence.)

Heritage Reporting Corporation
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1 Autobiographical Sketch

2 My name is Marc Schiller. I am the CEO of Shorter Cycles, LLC, a small

3 consultancy focused on business development and marketing. For seven years prior to

4 co-founding Shorter Cycles, I was an independent consultant for transportation and

5 general business clients performing market and business analysis and planning. Before

6 that, I was a senior manager in various roles for 23 years with United Parcel Service

7 (UPS).

8 My responsibilities at UPS included service as a Vice President of domestic and

9 international marketing and strategy, and as director of marketing services, including

10 forecasting and revenue management. My responsibilities included market and

11 competitive analysis of a wide range of markets, private carriers and postal services in

( 12 the U.S., Europe and globally, including analysis of the USPS as a UPS competitor.

13 Further, I participated in the design and implementation of many parcel products and

14 services across a variety of markets and market segments for many years. Examples

15 include: Next Day Air/Second Day Air expansions; UPS Worldwide Express and

16 Expedited introductions and expansions; UPS residential ground product rates, pricing

17 and revenue management; and numerous other features of service introductions.

18 More recently, I have provided consulting services to postal operators in the

19 European market regarding design and implementation of parcel products in the pan-

20 European marketplace. I also have provided strategic market and analytical consulting

21 advice to a variety of clients and interested parties on postal matters in the U.S. and in

22 Europe.

3741
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1 I graduated with a bachelor's degree in economics, with distinction, from the

2 University of Michigan, and I received an MBA, with a focus on marketing and finance,

3 from the Harvard Business School.

4 I have not previously testified before the Postal Regulatory Commission.

5

6 Shorter Cycles

3742

7

8

9

10

11

( 12
\
'''-- .

13

14

15

16

17

18

Shorter Cycles was founded for the purpose of providing "targeted business

development" to assist clients in positioning products and concepts effectively in target

markets with target customers and to assist in taking those products and concepts to

market efficiently and effectively. We also provide more traditional consulting in market

analysis and product development.

The Shorter Cycles team for this assignment includes two very seasoned

consultants with experience in marketing and product management in the small parcel

market. Jim Lynch is a fifteen year veteran in retail and brand marketing with UPS.

Before working at UPS, Jim was in marketing with The Coca Cola Company. He has

significant experience in market research and customer analysis; he led the research

component of this project. Jim has been active as a consultant for five years. Jim holds

a BA in Business Administration from Seattle University and an MBA in marketing from

19 Emory University Goizueta School of Business.

20 Sheppard Vars has over eighteen years of small parcel marketing experience with

21 UPS, with responsibilities for the residential market segment, retail markets, and a

22 variety of other product management responsibilities in the U.S. and globally. His focus

3
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(
1 for the project was to analyze the impact of the proposed changes on parcels and to

2 assess the opportunities in the parcel market. Sheppard has been consulting for two

3 years, with an emphasis on the mail and parcel markets. Sheppard holds a Bachelor of

4 Science degree in Business Administration from the University of North Carolina. He

5 also received a Masters of Business Administration degree from the J.L. Kellogg

6 Graduate School of Management at Northwestern University, with concentrations in

7 marketing, transportation and finance.

8

3743

9 I. PURPOSE AND SCOPE OF TESTIMONY

(

10 The Postal Service has identified cost reduction as one component in its plan to

reduce its financial deficits. The network rationalization plan proposed by the USPS is

intended to reduce costs by closing or consolidating mail processing facilities; but that

proposal involves changing operating plans and closing so many facilities that service

standards would have to be materially degraded.

The purpose of this testimony is to explain the likely adverse consequences in the

market associated with the purposeful degradation of service standards. This

examination includes qualitative market research into customer reaction to the changes,

customer perception of the impact from the changes, and assessment of the likely

impact of the proposed changes on the parcel products. This testimony will also

examine opportunities in parcel markets to find strategic alternatives to grow the

21 business.

4
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The Postal Service network rationalization proposal is the result of short-term

thinking with a heavy focus on cost reduction. Furthermore, the overwhelming focus on

reducing cost has not been balanced with an appropriate evaluation of strategic

opportunities to develop new revenue streams. In order to maximize cost savings, the

Postal Service proposes to reduce costs by relaxing the service standards of First Class

Mail (with the very strong possibility of affecting other postal products). However, the

relaxing of service standards seems short-sighted and there is no evidence in this case

that the Postal Service has considered the long-term consequences of dramatically

reducing its mail processing network. Relaxing service standards may cause a

significantly increased runoff of existing volume and revenue and it may preclude

5
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·1 II. EXECUTIVE SUMMARY

3745

2 The network rationalization plan proposed by the USPS, with the concurrent plan

3 to degrade the service standards of mail, essentially represents a dis-investment in the

4 network of the Postal Service for the purpose of finding cost savings. Cost savings are

5 important, but dis-investment and degradation of service may create significant risks that

6 outweigh the value of the cost savings.

7 We have identified three important risks facing the Postal Service as a result of its

8 network rationalization plan:

9

10

11

( 12

13

14

15

16

17

18

l

• First, there is the risk of much more volume loss in First Class Mail (FCM),

and, further volume loss in other classes of mail, particularly in parcels.

• Second, there is additional risk posed by the collective changes in service

perceived by customers and further compounded by the growing awareness among

customers of the entire context of the difficulties facing the USPS.

• And, third, there is a very real risk of opportunity costs from dismantling a

network with significant inherent value for the future of parcels.

Under the USPS plan FCM will be degraded significantly by the closings of

multiple facilities. The USPS proposes to move all FCM to 2-3 day service standards,

including FCM parcels of about 1 million per day.1 Customers know that few

1We recognize that there have been recent changes to the make-up of the market dominant
parcels products and that a significant volume of FCM parcels have been transferred to the
competitive products list. Order No. 710, Docket No. MC2011-22 (April 6, 2011) approving
removal of commercial First Class parcels from the market dominant product list and adding
"Lightweight Commercial Products"** to the competitive products list; see also Docket No.
MC2010-36, Order 689, (March 2, 2011) (Commission approved the transfer of Standard Mail
Parcels to competitive products list). Notwithstanding this transfer, the risks and concerns
regarding parcels described in this testimony remain. ** Though tentatively called "Lightweight

6
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alternatives exist for FCM so they have little choice but to accept the change.

Nonetheless, the added day of service for all of FCM is troubling to customers and most

say that they will actively consider alternative means of delivery for parcels.

Customers of the USPS are simultaneously tolerant and adaptable but deeply

skeptical and concerned. When customers consider the context of the entire set of

conditions facing the USPS, many are extremely pessimistic about the survival of the

institution. Such customers say that they may divert much more volume away from the

8 USPS to protect their own interests.

9 The network of the USPS that processes and transports mail and parcels is a vital

10 link between shippers and consumers. To dismantle the network and reduce service

11 commitments on mail and parcel products is a retreat from the current standards and

(. 12 direction of the small parcel industry.

3746

13

14

15

16

17

18

19

20

21

So the first two risks are very clear to customers: Due to the service downgrades

themselves and then the collective impact of additional service changes in the context of

the Postal Service's generally poor financial condition, there is a very strong likelihood

that volume diverted by customers will be much greater than the Postal Service has

estimated.

The third major risk to the USPS caused by network rationalization is the

opportunity cost that comes with dismantling a network that could be the basis and

foundation for new expansion into the growing parcel market. By closing key facilities

and moving service standards back from present levels, the Postal Service risks

Commercial Products," the Postal Service has most recently referred to this new competitive
product as "First Class Package Services." This testimony uses the most recent labeling.

7
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1 positioning itself as mainly a fringe player in the market for parcels. That the Postal

2 Service would move in the wrong direction in its best prospective market is, in our

3 opinion, plainly a mistake.

4 An additional concern relates to the parcel strategy of the Postal Service. What is

5 that strategy? IS there a parcel strategy? These are relevant questions to the future of,

6 the USPS as they represent a clear choice to shift resources and attention to new

7 potential revenue streams such as the opportunity in parcels.

8 Opportunity

9 We believe the opportunity in the Business to Consumer ("B2C") parcel market is

10 very large and fast growing due to the trends in e-commerce. The USPS has a 20%

11 share of volume in B2C but much lower measured in revenue. Competing in the B2C

( 12 market strongly favors maintaining and investing in a fully capable network operation

13 with strong features ofcompetitive time-in-transit and reliability, including overnight

14 ground service in regional markets.

15 Further, if the USPS were to develop full capability in the B2C market, it would

16 effectively improve its position to participate more fUlly in the Business to Business

17 ("B2B") market, where it has a limited volume share today of 6-8% and lower measured

18 in revenue share. The B2B market is very competitive but is a large market where a

19 third player would be welcomed by customers.

20 The combined new annual revenue potential for the USPS in these markets is

21 approximately $11 billion on a ten-year horizon, from a current base of USPS parcel

22 revenue of $8 billion, representing an annual growth rate of approximately 8-9% from $8

3747
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1 billion to nearly $ 20 billion revenue in parcels per year in ten years. Significant

2 commitment to product development and implementation is required to achieve a goal of

3 this magnitude. But the foundation exists.

4 The USPS needs a parcel strategy and commitment to grow the business. That

5 strategy should include a commitment to full network capability to achieve the best

6 possible results.

7

9
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1 III. OVERALL PROJECT METHODOLOGY

3749

2 • We examined documents included in this case as well as previously

3 published or provided by the USPS.

4 • We also examined additional secondary sources to fully understand the

5 state of the Postal Service as well as the details of the current case.

6 • We commissioned a modeling effort to simulate the Priority Mail impact

7 given that little other data was available to assess the impact on competitive parcels.

8 • We examined the market in depth through secondary research (periodicals,

9 reports, studies, articles, etc), obtaining market data from a respected industry source

10 and combined all of these with our own industry knowledge to form a relevant, current

11 picture of the parcels market.

C· 12 • We supplemented this effort through In Depth Interviews ("lOis") and

13 discussions with subject matter experts ("SMEs'f to capture the voice of the customer

14 and experts in the industry.

15 • We developed analysis that combines all of the above sources of

16 information as well as our own knowledge and experience in the industry.

17

18

19

20

• We offer a perspective on the growth opportunity in the parcel market.

(

2 Our Subject Matter Expert (SME) sources include current and former senior management from:
USPS; UPS; FedEx; 3rd party consolidators; parcel rate and pricing analysts; industry
consultants and other experts in the market.

10
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1 IV. MARKET RESEARCH SUMMARY

3750

2 Shorter Cycles, LLC (SC) was engaged to do a qualitative assessment of the

3

4

5

6

7

8

9

10

11

( 12

'"
13

14

15

Postal Service's strategic network rationalization plan. In order to better understand

customer perceptions of the issues surrounding network rationalization plans and the

entire context of USPS problems and opportunities, especially as they relate to parcel

shippers, we conducted in-depth interviews with 17 parcel shippers. The shippers were a

mix of small, medium, large and 3rd party consolidators. All were shippers of parcels

with the USPS but most also used private carriers.

A. Key Findings

1. Risk of customer runoff is potentially much greater than the official market

research submitted by the USPS in its testimony.

2. The qualitative results of our discussions are much more consistent with

the results of the "abandoned" research conducted August 2011 by the USPS.

Customers have great fear and concern for what may happen next year and after: Will

the USPS continue to further contract its overall service? Customers see great risk

16 going forward.

17 3. Customers would like to see the USPS succeed. Of course, customers

(

18 want to see service continue unchanged for their own needs; but, more importantly, they

19 would like to see the USPS compete more effectively in the parcels sector, requiring the

20 USPS to perform better overall.

21 Clearly, customers are not unaware. They sense the real risks around the big

22 issues facing the USPS. It would be foolish, in our opinion, to minimize the potential for

11
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1 adverse customer reaction to the changes proposed. And, more so, it would be smart to

3751

2 listen to customer needs for better service and more competition.

3 The full market research report is attached in Appendix 1. Also attached is the

4 Interview Guide used.in our customer discussions as Appendix 2.

5

6 V. THE PARCEL IMPACT

7 A. Risks of the Network Rationalization Plan Initiative

8 The USPS argues that, based on market research, the proposed changes to First

9 Class Mail and Periodicals service standards would be accepted by mailers with

10 relatively little objection. However, the research as presented by witness Elmore-Yalch

11 (USPS-T-11) was quite narrow and addressed parcels in a cursory manner. Further

(' 12 USPS testimony indicates that little impact on USPS parcel service standards and1,,-
13 capabilities is expected from the plan and suggests that there is little risk to losing parcel

14 volume and revenue.

15 The following points of evidence suggest otherwise:

16 1. First Class Mail is arguably the primary driver of network assets; therefore,

17 attempting to better utilize and potentially consolidate network facilities, the

18 proposed initiative has focused almost entirely on First Class Mail. The market

19 research study that forms the basis of USPS estimates of revenue loss, did not

20 appear to adequately address the impact on Standard parcels, Package Services,

21 Priority Mail, Express Mail or Parcel Select, as these products are also processed

22 largely through the same network facilities. Testimony and interrogatory

(
12
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responses clearly indicate that the research gave little consideration to parcel

services. 3

2. Analysis of USPS testimony and interrogatory responses further reveals that the

USPS has likely performed little or no analysis regarding the effect of proposed

network changes on parcel service capabilities and service standards, even

suggesting that they are not capable of conducting such analysis based on

currently available information.4

3. Despite the apparent lack of analysis, the USPS states that Standard Mail and

Priority Mail service standards will not change. This statement seems to refer

only to service standards at the overall service level and omits the possibly

significant changes in the actual service experienced by shippers. For example,

the overall service standard for Priority Mail calls for delivery in 2-3 days. Claims

that service standards will not change based on this definition are misleading and

ignore the more detailed definition of service standards put forth in Federal

Register Notice, 76 Federal Register 77942, which states

A. Service Standards Generally

Before describing how service standards will be revised, it is
important to understand how service standards are structured.
Service standards are comprised of two components: (1) a
delivery day range within which all mail in a given product is
expected to be delivered; and (2) business rules that determine,
within a product's applicable day range, the specific number of
delivery days after acceptance of a mail piece by which a
customer can expect that piece to be delivered, based on the 3-

3 Tr. 3/711.
4 See Response of USPS Witness Williams USPS/APWU T1-34(c), filed March 15, 2012.

13
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14

15

16
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19
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21

Digit ZIP Code prefixes associated with the piece's point of entry
into the mail stream and its delivery address.

Applying this definition, service standards at the 3-digit Zip to Zip level may in fact

change for Standard parcels, Package Services and Priority Mail.s

4. Customer interviews and discussions with subject matter experts conducted by

Shorter Cycles indicate that parcel shippers will be very sensitive to changes in

service standards that increase transit times (days to delivery).

5. They also emphasized that any change in Critical Entry Times (CET's) requiring

induction into the USPS system at an earlier time of day would be detrimental to

their business in terms of operational efficiency and lost sales.

Our findings reveal a new competitive angle in the industry among online

retailers: retailers are now explicitly competing on the basis of "order-to-delivery

time", Today's on-line retail competitive dynamics point to the combined

importance of retail fulfillment capabilities, parcel service standards and CETs.

The term "cycle times" was used by respondents to describe the number of hours

from induction time (per CET's) to delivery. For example, the cycle time for a

shipment with a CET window ending at 5 p.m. on Monday and delivered at

11 a.m. on Wednesday would be 42 hours.

Shippers and SMEs were clear in stating that cycle times will be closely

monitored by large shippers, and they will have contingency plans in place to

5 See USPS Witness Neri Response to to APWU/USPS-T4-3 (Tr. 5/1875); and USPS Witness
Williams Response to APWU/USPS T1-34 (filed March 15,2012).
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divert. If the proposed network/service standard changes affect parcel transit

times and/or CET's, volume runoff likely would be greater than predicted by the

USPS, perhaps substantially so.

6. If service standards for parcels are negatively impacted by the network

consolidation, additional friction points will arise for many shippers. Analysis of

our interview results revealed the following additional areas of potential concern:

a) Increase in time and costs associated with the transport of shipments from

the customer facility to a USPS induction point due to greater distance

travelled.

b) Costs of reprogramming software used to either determine the appropriate

carrier/service combination for individual shipments or inform the purchaser

of expected delivery day.

c) Increased customer phone calls and complaints, particularly during

transition, driving increased costs.

B. Impact by Parcel Class

It is appropriate to examine the potential impact of the proposed network changes

on competitive parcel classes as well as non-competitive parcel classes. Competitive

products are important to the overall health and growth of the USPS, they contribute to

the overall financial condition of the USPS. They are top-of-mind for any shipper that

uses those products. It is reasonable then to believe that any changes related to the

network that affect parcels are pertinent to this case.

15
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1 1. Non-Competitive Parcel Classes

2 Although substantial First Class Mail parcel volume will receive slower service in

3 the future, shippers of these non-flat items up to 160z. have no meaningful price-

4 competitive alternatives. Based on personal experience, we know that FedEx and UPS

5 do not generally achieve positive margins at the low price levels and resulting revenue

6 per piece of First Class Mail parcels. Particularly difficult for the private carriers are the

7 price-points on light-weight parcels in short-distance rate zones. However, the low cost

8 to shippers for FCM parcels may not be enough to overcome the perceived loss of value

9 from a reduction in the overnight delivery areas of USPS parcel products, coupled with a

10 similar significant decrease in two-day coverage. Such a move will reduce the value both

11 shippers and consignees receive today. Shippers now using the USPS will likely find the

C 12 new service standards to be inadequate for certain time sensitive items and will be

13 compelled to use more expensive alternatives available from competitors for such

14 shipments.

15 Analysis comparing FY2012 Q1 origin service standards to proposed standards

16 as reflected on the RIBBS website indicates substantial potential degradation in service

17 standards across all protected parcel classes. Results of this analysis are discussed

18 below and summarized in Table 1.

19

20

21

22

3755
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Table 1

Service Standard Changes (Proposed)

3-digit Zip Code Origin/Destination Pairs

3756

Change in
Standard

First Class
Mail

Periodicals
Package
Services

Standard
Mail

C 1

~[I]!!~17IJ~~c-~~
Faster 230 186,725 37,106 436,631

No Change 711,896 440,341 769,377 384,154

~~c~'tw!;.;l~~-. '@~J___ L~_~~_

Faster 0.0% 22.0% 4.4% 51.4%

No Change 83.8% 51.9% 90.6% 45.2%

(

2 The data in Table 1 reflect, by class, the estimated number and respective percentage of

3 3-digit origin/destination pairs that would experience a change in service standards

4 under the USPS proposal. The sources for this data are found on the RIBBS web site

5 under the file names Origin Entry Service Standards FY12 QTR3 and Future Originating

6 Service Standards (Market Dominant).

7 Despite the fact that Table 1 shows improved (shorter) service standards for some

8 % Zip Code pairs, the most important figures are the percentage of total % pairs

9 within each class that will be assigned a slower service standard than today. All

10 customers experiencing a slower standard for lanes on which they commonly ship are at

17
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1 risk for volume diversion. The more degraded lanes any given customer experiences,

2 the more the risk for that customer to divert.

3757

3 2. Competitive Parcel Classes

4 Competitive product classes are also considered in the context of potential service

5 standard degradation due to network changes.

6 It is reasonable to expect that plant consolidations driven by this initiative will

7 affect the competitive products since some locations to be consolidated currently

8 process competitive products. Users of these products today experience actual service

9 levels that reflect a combination of 3 digit Zip-to-Zip service standards and actual

10 performance to those standards. If customers experience a reduced actual level of

11 service in the future (slower standard, worse performance, or both), the risk to existing

12 revenue and profit contribution from customer runoff will likely be greater than presented

13 in the USPS testimony.

14 First Class Package Service

15 As of January 22,2012, a substantial portion of First Class Mail parcel volume

16 has been reclassified to the new competitive product included in the most recent product

17 listing as First Class Package Service.6 Despite the reclassification, service standards

18 will be the same as for First Class Mail Parcels. Therefore, the impacts and risks of the

19 proposed network changes on First Class Mail Parcels (page 15 of this testimony) apply

20 to First Class Package Service as well. However, the USPS will have greater pricing

21 flexibility under a competitive product classification. The risk of First Class Package

677 Federal Register 13197, March 6, 2012.
18
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9

Service volume diversion will be even greater if the USPS chooses to raise rates more

aggressively in the future.

Priority Mail

Our focus for competitive products is on Priority Mail as it is the most important of

the competitive products in terms of opportunity. It is also clearly an area of concern

registered by customers in our market research. Our analysis suggests that although

Priority Mail is not directly referenced in the Federal Register document quoted above,

the general meaning of "service standards" as described therein should apply to Priority

Mail as well. Priority Mail currently offers a service standard of 2-3 days at the overall

3758

10 service level.

11 USPS witness Williams has testified that Priority Mail service standards will not

( 12 change, except for possible changes due to the network reconfiguration. Yet 22% of

13 Priority Mail volume currently flows through facilities recommended for consolidation.

14 The possibility, even the likelihood, that some 3 digit Zip-to-Zip pairs would experience

15 degradation in service standards is evidenced by the interrogatory response by Mr.

16 Williams:

17 APWUlUSPS-T1-34 Page 26 of your testimony states that "[t]he Postal
18 Service will continue to provide a 1-3 day Priority Mail service after network
19 consolidation is implemented," and that it will also "continue to provide
20 overnight Express Mail service." Your testimony flJrther states that for both
21 Priority Mail and Express Mail, "[t]he standards from each origin zone to the
22 remainder of the country will be defined by the capability of the realigned
23 mail processing network."
24 a) What will be the impact of the realigned network on the service
25 standards of these competitive products?
26
27 RESPONSE
28 a. The service standard day ranges are not changing. However, network

19
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changes may result in changes in the expected delivery day within each
range for specific origin-destination ZIP Code pairs. Now that almost all
facility-specific consolidation determinations have been made, the Postal
Service is currently evaluating new service areas and assessing any
potential changes required for Express Mail and Priority Mail service
standards

Due to the lack of proposed Priority Mail service standards, a modeling effort was

undertaken to simulate the impact to Priority Mail. At our request, a network simulation

on Priority Mail was run by Decision/Analysis Partners in conjunction with other model

runs developed on behalf of our mutual client, the APWU. The description of the Priority

Mail simulation model run is attached as Appendix 3. The Priority Mail model output

provides the expected change in service performance between a baseline of the current

network and a simulation of the consolidated network. The comparison is based upon

the number of Priority parcels and flats reaching their destination 3-digit ZIP code in 1, 2,

3, or 4 days, and the percent missing their Modern Service Standard (FY12 Qtr3

published standard) under both network configurations. Any decline in performance

when comparing the future scenario to the baseline is attributed to the change in network

configuration. Table 2 provides model-estimated service performance statistics

assuming an BAM arrival deadline to the centroid of the destination 3-digit ZIP code.

20
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1 Table 2

2 Priority Parcels Service Performance Assuming BAM destination arrival deadline

The results of the Simulation model? suggest an additional 1.2% of Priority Mail

would fail to meet today's service standards under the proposed network configuration.

This is a proxy for longer time-in-transit relative to pre-rationalization.s The model is

conservative in that it relies on on-road transportation time constraints without assuming

any change in other operational constraints. The model supports a directional

conclusion that a portion of Priority Mail will see degraded time-in-transit as a result of

network rationalization. Priority Mail is the most substantial "premium" parcel service

offered by the USPS in terms of volume and revenue and the most viable in terms of

competing for market share. However, the product is put at risk if time-in-transit

commitments are degraded in favor of a reduced network. Our customer interviews

reveal deep concerns that the USPS is "moving in the wrong direction" on service

changes. Any impacts to Priority Mail are likely to cause great concern and lead to

further volume runoff.

The USPS has not been forthcoming with any analysis or plans to address

potential impacts on Priority Mail. However, the number of facilities in which Priority Mail

will be processed has changed over the course of this case from 112 prior to

rationalization, to 87 and now 129. This increase suggests that additional costs will be

incurred to preserve Priority Mail capabilities to some degree.

Time-In-Network By Volume." % Missing Published
1-Day 2-Days 3-Days 4-Days Service Standard

FY10 Baseline (112 Plants) 14.8% 65.9% 19.1% 0.2% 19.7%

Post-NP (129 Plants) 14,0% 65.4% 20.4% 0.3% 20,9%

1.2%
..

3

4

5

6

7

8

9

10
/_.-

11(
" 12

13

14

15

16

17

18

19

20

7 Appendix 3, revised May 22, 2012.
8 As defined in 76 Federal Register 77942, quoted on page 12 above, service standards include
"business rules that determine, within a product's applicable day range, the specific number of
delivery days after acceptance of a mail piece by which a customer can expect that piece to be
delivered, based on the 3- Digit ZIP Code prefixes associated with the piece's point of entry into
the mail stream and its delivery address."
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Implementing this initiative with such a high degree of uncertainty about the

service impact to a profitable and growing product in an attractive market segment is

imprudent.9

C.Risk in the Broader Context

The broader context in which the USPS network rationalization would be

implemented is cause for additional concern. Shippers are generally very aware of the

current condition of the USPS and the challenges it faces as First Class Mail volume

continues to decline. Many perceive that the USPS has been engaged in a long struggle

to consistently achieve profitability. Most shippers are aware that operational and

service changes beyond the scope of network rationalization have been proposed and

that additional changes of some sort are likely in the foreseeable future.

As the USPS proposes to implement several seemingly independent changes that

directly affect customers in an effort to meet and maintain financial objectives, the

greater context described above becomes a necessary and crucial consideration.

Customers are forming perceptions of USPS capabilities, value proposition, and even

long-term viability based on all of the inputs coming at them from the news media, their

own experience and even the Postal Service itself. It is therefore prudent to recognize

and consider this greater reality, even when designing independent initiatives to tackle

the very real challenges the USPS faces. It must be considered that customer reaction

to the service standard changes resulting from network optimization as currently

proposed could be much more severe than reflected in the USPS testimony. This risk is

9 Express Mail and·Parcel Select are not addressed here as they are likely not affected by the Network
Rationalization plan specifically. Although these products may be affected due to distance and time
constraints caused by changes in the locations of facilities into which customers induct volume.
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1 clearly borne out by our customer interviews and, quite similarly, the USPS sponsored

2 market research discussed below.
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1. Risk Exposed in Market Research

The USPS sponsored two quantitative studies in order to support the

recommended network changes. The study that supports the analysis presented in the

original written testimony on behalf of the USPS was fielded in October 2011. As

testified by witness Elmore-Yalch (USPS-T-11), the research described the results which

indicated relatively modest negative customer reaction. Witness Whiteman (USPS-T-12)

testified that the analysis based on this study projected annual revenue loss of $1.3

billion and reduced overhead contribution of $499 million attributable to volume lost due

to this initiative. While volume and revenue would be shed, the net result of the analysis

was a net annual savings of $2.1 billion10 achievable through the network facility

closures and service standard changes as proposed. However, an earlier phase of the

market research study, conducted in August, 2011, indicated in preliminary results that

strong negative customer reaction would lead to substantial runoff of volume. This study

was subsequently "abandoned" and not revealed in the initial USPS testimony. In

subsequent testimony, witness Elmore-Yalch testified that the abandoned research was

sound except that the data collected in the earlier phase had not been scrubbed. The

main difference between the two studies lies in the description of the situation and

proposed initiative provided to each respondent prior to testing their reaction. 11 In our

10 Direct Testimony of USPS Witness Masse, USPS-T-2, at 11-12
11 Compare Direct Testimony of USPS Witness Rebecca Elmore-Yalch (USPS-T-11) at 100,127,
142 and USPS-LR-N2012-1/70.
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1 opinion, the abandoned research more accurately reflects the context, relative to the

2 USPS, within which customers will adjust their shipping behavior over time.

3 As reflected in APWU-XE-1, 12 the abandoned research and subsequent analysis

4 result in forecasted annual revenue decline of nearly $5.3 billion and reduced overhead

5 contribution just shy of $2 billion, offsetting nearly all cost savings expected from this

6 initiative. We find this outcome to be much more consistent with the deeply concemed

7 sentiments of customers in our own research. Indeed it suggests great risk exists.

3763

8

9 VI. THE PARCEL OPPORTUNITY

10 The parcel delivery market offers a meaningful growth opportunity for the USPS.

11 By virtue of its network, delivery footprint and its trusted standing as a service institution,

( 12 the USPS is a natural player in the parcel delivery market. Parcel transportation is a

13 critical cog in the U.S. economy. Although the USPS's mandate is primarily to maintain

14 the universal service commitment to the delivery of First Class Mail, the Postal Service is

15 already an important player in parcel delivery, active mostly in the B2C residential

16 delivery segment of the market. (The B2C market is generally also known as the

17 residential parcel delivery market and is occasionally referred to as such in this

18 testimony).

19 The current USPS proposals to relax standards and reduce service could erode

20 the USPS's position in this critical industry sector. A decision to disinvest in the operating

21 network with consequent degradation of service standards could preclude the USPS's

12 Tr. 4/906.
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1 ability to grow: A significant opportunity to achieve substantial revenue growth and profit

2 contribution wouid be foregone, likely permanently.

3764

3 A. Market Size and Trends

4 The total U.S. domestic parcel delivery market (B2B and B2C combined) is large

5 and growing, generating revenues of $60-70 billion annually, comprised of B2B at $50

6 billion and B2C at $15 billion, and growing at nearly 3% per year. '3 The overall market is

7 fairly dominated by UPS and FedEx at roughly 51 % and 32% share respectively, with the

8 USPS at 11-12% and small regional players making up the remainder.

9 At $15 billion, the B2C parcel market is roughly 20-25% of the total parcel market.

10 UPS and FedEx are again rather dominant with roughly 52% and 26% revenue share

11 respectively of the B2C segment. The Postal Service has about a 20% share and the

( 12 remainder is spread among regional providers and consolidators. '4 In 2011, the B2C

13 parcel delivery market grew at approximately 3.8%. Growth is forecast to be 5.5-6.5%

14 over the next 5 years, resulting in nearly a $20 billion B2C parcel shipping market by

15 2016.

16 The B2C sector has grown significantly in recent years and will continue to do so

17 for the foreseeable future. Most of this recent growth has been fueled bye-commerce,

18 specifically goods purchases made on-line by consumers. According to Forrester

19 Research, on-line retail sales currently account for only approximately 7% of all retail

20 sales. On-line purchases are expected to rise to 9% of all retail purchasing by 2016,

13 The parcel delivery market as discussed here excludes First Class Parcel and First Class
Package Service which were not in effect as of 2010.
14 Colography Group, Inc. (http://www.colography.com/) and other industry sources.

(
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\. 1 supported by an annual growth rate of 10.1%. On-line sales are accelerating and there

2 is tremendous upside with the trend expected to continue for many years. Mobile device

3 shopping solutions will add further momentum. All of this activity generally culminates in

4 the need for physical transport and delivery of the purchased goods to the end

5 consumer, resulting in similarly high growth expectations for the B2C parcel delivery

6 industry.

3765

7 B. USPS Opportunity

8 Given the market size, share numbers and sources of specific opportunity

9 discussed above, analysis of the B2C parcel market indicates a significant and

10 achievable opportunity for the USPS. We believe the opportunity could provide

11 accelerated growth in parcel volume and revenue over the next 10 years. We would

( 12 expect a growth rate of 8-9% for USPS parcels through greater penetration of the

13 existing market and greater participation in future market growth. The official USPS

14 strategy documents produced in 2010 forecasted a 3% CAGR for total USPS parcels

15 through 2020.15 We believe far more substantial growth can be achieved.

16

17 Overnight Ground Parcel Segment

18 As an example, consider this key segment of the ground B2C market:

19 Short-zone ground delivery within 350 miles, mostly overnight.

20 • Total ground parcel volume is 5.5 million per day

15 Boston Consulting Group, Projecting U.S. Mail volumes through 2020 Final Report-Detail, at
page 8 (March 2, 2010) available at http://about.usps.com/future-postal-service/bcg
detailedpresentation.pdf

(
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• 3.4 million per day in this segment (within 350 miles) 62%

• 58% of ground revenue $4.9 billion in this segment

• 32% of total B2C revenue is in this segment

• USPS has 20% share of volume and 10% share of revenue

• UPS/FDX combined share of 76% volume, 86% revenue

• UPS/FDX deliver within 250 miles (generally) overnight

• USPS Priority limited delivery overnight

• USPS Parcel Post is not delivered overnight

• USPS pricing generally competes only for under 10lb parcels

• USPS share is mostly NOT comprised of Priority Mail

With improvement to overnight capability, improved reliability and a pricing plan to

compete for heavier weight parcels, the USPS could rapidly gain share in a segment for

3766

(

13 which it is essentially not competitive today.

14 On a 1O-year horizon, with market growth of 6% in B2C ground, this identified

15 segment alone will grow to $9 billion revenue. As a third fully competitive player in the

16 market with significant delivery cost advantages, the USPS has an opportunity to grow

17 from well under $.6 billion revenue per year to $3 billion per year in this segment, a

18 growth rate of over 15% per year compounded.

19 Taking this example and applying it across multiple segments, one could project

20 that the USPS could capture a 30% share of the B2C market in 10 years: grow from $3

21 billion annual revenue to $10 billion, an annual growth of over 12%.

27

Final June 13, 2012



(

(

1 Practically, of course, many key improvements must be implemented to achieve

2 such growth, and it is prudent to project a lower growth rate, but the market opportunity

3 exists to do so. As such, we believe a projection of 8-9% growth over ten years will

4 result in an annual revenue stream of $8-9 billion in B2C.

5 Further, we believe success in the B2C parcel market opens the door to also

6 compete more fully in the even larger B2B market for parcels. Capabilities developed in

7 the B2C market would translate over to the B2B market. Hence, the USPS could

8 become, over the next 10 years, a fully capable third competitor in the total domestic

9 parcel market. In B2B market, a more modest market share goal should be expected

10 over a 10 year horizon; nonetheless, a modest goal of 8% share-point gain (on top of the

11 existing 7-8% share), achieved in 10 years would provide an additional $5-7 billion

12 revenue opportunity, to $11 billion B2B revenue, an 8% annual growth rate.

13 The USPS could achieve a substantial position in the overall parcel market with a

14 total parcel revenue stream of nearly $20 billion on a 1O-year horizon Our research and

15 analysis strongly suggests such a position is possible as a third competitor that would be

16 welcomed and rewarded by the market.

17

18 C. On-line Retailer Trends and Implications

19 The explosion in on-line commerce has made B2C parcel delivery increasingly

20 important to consumers and retailers alike. Shipping solutions have become a

21 competitive tool. The cost of delivery has been increasingly utilized as a marketing tool

22 to close the sale with on-line shoppers. Thus "free shipping" offers proliferate across

28
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1 retail web sites. In fact, 52% of on-line transactions in Q4 2011 included free shipping. 16

2 While free shipping entices purchases, this concession impacts the seller's bottom line

3 and can pressure retailers to raise product prices. Online and traditional catalog

4 marketers seek competitive advantages that add more sustainable value to their

5 customer relationships.
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The resulting new online retail battleground is "order-to-delivery time". With broad

product choice, easy to obtain price comparisons and free shipping offers, the retailer

that is consistently quickest to put the product in the customer's hands accrues a

meaningful advantage. High-end on-line brands are considering offering guarantees

based on order-to-delivery time with the expectation that measurable sales growth can

be linked to such a guarantee. A very large, multi-channel retailer noted in an interview

that they measure, in hours rather than days, their ability get products in the customer's

hands faster than Amazon can.

The implications are four-fold.

1. Fast, consistently reliable, day-definite delivery solutions with latest possible

injection windows are becoming more important than ever.

2. Regional distribution has become more attractive, allowing for faster order-to-

delivery time with manageable shipping costs.

3. Maximum overnight ground-based delivery reach is sought.

4. Achieving the above at reasonable cost is valued necessity.

16 State of the U.S. Online Retai/ Economy in Q4 (2011), comScore. Inc. (February 2012); see comScore,
Inc., Press Release at
http://www.comscore.com/Press Events/Press Releases/2012/2/comScore Reports Q4 2011 U.S. Ret
ail E-Commerce Spending
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1 Retailers striving to differentiate on order-to-delivery performance will demand all four.

2 And, small parcel carriers will need to meet the service requirements to participate fully

3 in the market.

4

3769

5 D. How USPS Is Positioned Today

6 The USPS participates in a relatively narrow portion of the overall parcels market.

7 With the exception of very light weight parcels (up to 16 oz), the lack of a full portfolio,

8 robust features, and reliable day-definite service capability virtually eliminates the USPS

9 from consideration for most B2B shipments. Although the B2C segment is perhaps less

10 demanding, these same constraints limit the USPS to a narrow role in the B2C parcel

11 market as well.

12 The combination of products, their specific features and pricing strategies confine

(

13 the Postal Service to competing primarily for light weight, low-value B2C shipments.

14 First Class Mail and Priority Mail are the only meaningful end-to-end products. Express

15 Mail is applicable to more urgent B2B shipments. Parcel Post is an "economy" service

16 with minimal features and limited appeal in the on-line retail environment that drives B2C

17 market growth. An overview of the USPS portfolio of parcels services is reflected in

18 Table 3 below.

19
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Table 3
PRODUCT POSITIONING

4
P ..

Service
S d dW· hI P dParce ro tiet elgrt tan ar oSltlOnmg

First Class • Economical 5
Mail/Fe Package < 16 oz. 1-3 days17 • No price competitive alternatives
Service • Captive market with exception ofhigh value items 6

• 2-8 day delivery 7

• No i-day delivery coverage
• Very limited features, no tracking, extra charge forB

Parcel Post s 70 lbs. 2-8 days delivery confirmation
• Price competitive V5. UPS/FDX Ground up to 10lbs.g

but not comparable in features, commitment,
reliability, etc.

10

Express Mail < 701bs. 1-2 days
• ~ompetitive price and features 11
• Saturday delivery advantage

'"
Lacks clarity in position V5. competitors

• Positioned vs UPS/FOX Ground in zones 2~4 13
- Price competitive up to 10 Ibs., BUT...
- Very limited overnight coverage (1.1% of314

digit OlD 2ip pairs)

Priority Mail s 701bs. 2-3 days
• Positioned vs UPS/FDX 3-Day and 2-Day Air 15

products in zones 5-8
- Price competitive up to .... 8-131bs. dependin~6

on zone, but well above UPS/FDX Gronnd
• Partial Saturday delivery advantage (FedEx Homel?

Delivery offers Saturday delivery)
• No tracking, extra charge for delivery confirmation
• No guarantee 18

• Positioned as "last-mile" service 19
Parcel Select

• Flexible drop ship solution, multiple entry points

&
~ 70 lbs. • Incents shippers to bypass USPS network using 20

2-9 days competitor services

Parcel Select • Formerly classified as Standard parcels 21
Light • Regional Rate Ground special short zone pricing

< 16 oz.

c

17 The service standard is expected to change from 1-3 days to 2-3 days after implementation of
the current Postal Service proposal.

(
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FedEx, UPS and a number of regional parcel carriers all offer capabilities that

meet the requirements of the B2C as well as B2B shipping customers. They do so by

presenting a cohesive, well-defined portfolio of products and services that are aligned

with customer needs and clearly communicated. These services are designed with the

customer in mind, seeking to address ever-changing market demands.

The USPS product portfolio is poorly positioned in this regard. The array of USPS

products, defined and often named based on USPS operational capabilities and

requirements, is neither customer friendly nor inclusive of the features parcel shippers

demand. This condition leads to limited opportunity and the unfortunate position of

competing solely on the basis of price. Shippers clearly articulated frustration with these

3771

11 issues during our shipper interviews.
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First Class Mail and First Class Package Service fill a clearly defined parcel niche

- parcels under 16 ounces - with virtually no competitive pressure. With few exceptions,

the volume in this segment accrues to the USPS by default. While Parcel Select may

appear to offer a competitive alternative, it is effectively a means for the USPS to

outsource sort and transport activities. By adjusting Parcel Select pricing levels, the

USPS can greatly influence the volume levels of Parcel Direct relative to First Class

Package Service. Among products weighing less than 16 ounces, only high value and

tightly regulated/controlled shipments are likely to be delivered by competitors. The

primary exception arises when shippers with very few lightweight packages find it easier

to allow a single carrier, usually FedEx or UPS, to move all of their parcels. In that case,

the lightweight parcels are simply tagalongs that do not drive shipping decisions.
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Priority Mail, then, is the single end-to-end USPS product in the competitive

service classes with a meaningful role in the parcels market. The product is positioned

somewhat against the ground and deferred-air services of FedEx and UPS. In terms of

transit time and price, Priority Mail attempts to straddle the space between, ultimately

matching up poorly against both, More critically, Priority Mail lacks critical attributes

highlighted in the earlier discussion of online retail trends. Chief among these attributes

are day-definite service commitments and overnight delivery coverage. Full tracking and

high reliability are "minimum bid" features - essentially the price of entry to compete in

the broader B2C market. Additionally, pricing and operational constraints limit Priority

Mail to lightweight, lower revenue per piece parcels.

Parcel Select has a clear positioning as a drop-ship offering, but its success with

this service comes at a price. The nature of the service separates the USPS from the

shipping customer, ceding this relationship to competitors such as UPS, FedEx and a

host of consolidators. Rather than further leveraging its significant network capability,

the Postal Service is incenting customers to bypass much of the USPS network,

arguably forfeiting profit opportunity to the competition.

E. Specific Areas of Opportunity

1. Overnight Service Capability

Shipments up to 350 miles account for over 50% of the B2C market, equating to

$8 billion in revenue, The network reductions sought by the USPS would limit its ability

to offer this most basic service feature presently available in the marketplace. The
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USPS network consolidation would result in elimination of overnight capability for First

Class Mail, leaving a network incapable of addressing an increasingly important portion

of the market.

2. National Ground

The USPS portfolio also lacks a viable "national" ground service. FedEx and UPS

both offer robust 1-5 day products that provide an economical alternative to Express

services. These ground services carry premium features of guaranteed day-definite

delivery, end-to-end tracking and very high reliability (>98% on-time delivery). B2C

Ground revenues for FedEx and UPS total approximately $7.6 billion, with no other

3773

10 competitive alternatiVes available in the market.
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3. Heavier Weight

On average, the USPS captures significantly lower weight parcels than either

FedEx or UPS. Higher weight drives greater revenue per piece, ultimately resulting in

higher margins. Per piece weight and revenue for each carrier are displayed in Table

4.18 The USPS is currently constrained in both pricing and operations capability relative

to higher weight parcels, and could benefit greatly by attracting heavier shipments and

improving the overall weight profile of volume transported.

Table 4

2010 Weight and Revenue per Piece

FedEx UPS USPS
Weight/pc 6.9Ibs. 7.21bs 3.01bs
Revenue/pc $10.16 $8.28 $4.58

20

18 Data reflect 2010 estimates by Colography Group
34
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1 F. Competitive Tr.ends in Parcel Delivery

3774

2 As the USPS gradually sheds capability, the market is growing and becoming

3 more attractive. Therefore others are innovating and investing to seize the B2C

4 opportunity, capturing value that could belong to the USPS.

5 • Shippers today place increasing importance on cost-effectively providing the

6 fastest possible order-to-delivery service to their customers. FedEx and UPS

7 continue to push the limits of their one-day ground coverage, but their sheer size

8 and the integrated nature of their operations create some constraints. As a result,

9 more nimble service providers are able to design operations around key markets

10 within a given region, offering similar service features with maximized ground

11 coverage. They can simply go further, faster, and at lower cost. Growing firms

12 such as OnTrac, Lonestar Overnight and Eastern Connection have carved out a

13 profitable niche by offering competitive, full featured overnight delivery in their

14 respective regions. Sample service maps comparing overnight delivery capability

15 of OnTracand UPS from Los Angeles and San Francisco origins are provided in

16 Appendix 5 for reference.

17 • FedEx SrnartPost and UPS SurePost leverage USPS last mile capabilities as they

18 battle to win B2C shippers. These are now full-fledged service offerings capable

19 of transporting a wide spectrum of items from rnail all the way up to parcels of

20 701bs. By encouraging drop shipping through Parcel Select, the USPS has led

21 shippers to bypass much of the USPS network, effectively reducing the value of a

22 valuable institutional asset that is already in place. In most cases, shippers
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themselves do not wish to run in-house transportation networks, so they rely on

others to provide the needed service. The result is that FedxEx and UPS have

been able to expand the market in which they compete by developing specific

products to provide consolidation and line-haul to USPS drop points. In so doing

they bypass the bulk of the USPS network, capturing value that would otherwise

accrue to the USPS and displacing USPS customer relationships.

• Consolidators and reverse logistics players are "partnering" with the USPS

through Parcel Select as well. These firms tend to focus exclusively on this sector

of the market attracted to drop-shipping as opposed to offering a broad array of

full-service ground and express capabilities. These mail and parcel consolidators

are in business specifically to take advantage of the USPS Parcel Select offering,

again reaping profits that could belong to the USPS. Examples of parcel

consolidators include Blue Package Delivery, DHL Global Mail, Fairrington

Transportation, Kaleidoscope Services, Newgistics, OSM Worldwide, ParcelPool

and SP Express.19 Many of these have invested in their own hub and feed

networks in order to take advantage of the opportunity afforded by the USPS

Parcel Select program.

Regional, ground-based parcel delivery companies, the large integrators (FedEx

and UPS), and specialized mail and parcel consolidators have built products and

complete businesses around the opportunities afforded by changing market demands.

At the same time, the USPS is moving away from overnight delivery and end-to-end mail

19 Rob Martinez, "Low Cost Parcel Options for Residential Shippers," PARCEL, (May/June,
2011 ).
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1 and parcel service capability despite already possessing a valuable operating network

2 that could be adapted to better capture these opportunities and associated revenues.
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1 VIII. CONCLUSIONS

2 We believe the USPS is at a critical juncture. The operations have great inherent

3 value that is presently subjected to the stress of losing FCM revenue. The reaction of

4 the USPS to cut costs is understandable; but to do so through the relaxation and

5 degradation of service standards runs counter to the major trends of the industry and

6 expectations of customers.

Customers have been put into a difficult situation: they are willing to adapt their

processes and methods to the needs of the USPS in order to support its survival.

However, when discussing the full context of the situation and the range of USPS plans

to reduce service, customers have deep concerns about the viability of the USPS.

Customers would like to see success, but they are very skeptical. Customers would

likely divert serious volume in order to protect their own business interests.

We believe the network rationalization plan proposed by the USPS would create

great risk in the market for the USPS, both in the possibility of much greater volume

diversion but also in the perception of heading deeper into a "dead end" which could

preclude participating in market opportunities.

Three significant sources of risk exist:

1. Volume loss specifically due to the proposed service changes.

2. Greater volume loss due to deep customer concerns for the future.

3. Opportunity cost from dismantling the network.

The proposed network rationalization is a move in the wrong direction. The

changes would be substantial and largely irreversible once implemented. Based on the
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collective parcel industry experience of the Shorter Cycles team, including market

development, product development, product management and corporate strategy, it is

clear that the risks of network consolidation as proposed are greater than presented in

the USPS case, Can a final decision be properly made in the face of so much risk and

uncertainty?

Subject matter experts in the industry believe the USPS has the wherewithal to

make the change to parcels, They believe if the network is not dismantled, the

foundation already exists from which to build, But this would require a commitment and

strategic decision by the Postal Service to shift focus to parcels_ SME's believe the

window of opportunity is narrowing, The strategic choice and investment need to be

made soon, The USPS needs to take a positive approach with a strategy to grow the

parcel component of the business, But SME's also say no such strategy is now

apparent

The B2C parcel market is growing at a fast pace, spurred by the shift in consumer

purchasing behavior toward e-commerce and online buying, The shift is creating

significant growth in B2C parcel delivery, with the USPS participating now only to a small

degree, A great opportunity exists to expand further into that market requiring

investment in the network and improving products to meet various already-established

competitive features, The USPS has a great opportunity to build on its delivery

advantages but it will require full network capabilities20 to provide competitive products

with time-in-transit features demanded by shippers and consumers,

20 See Discussion of the strategic choice for full network capabilities: Appendix 4
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1 Interestingly, such an opportunity is readily achievable because the USPS is

2 essentially in the B2C business already. The USPS needs mainly to better position its

3 products for success and build its network to match primarily the overnight transit-time

4 needs already clearly established in the market. Doing so will open up significant

5 volume opportunities that exist in the market today and will position the USPS to capture

6 new growth in e-commerce in the future.

7 Further, developing the full capabilities to perform in the B2C parcel rnarket will

8 open up an opportunity to enter the B2B parcel rnarket in the future, yet again a far larger

9 market. If the USPS can develop itself to be positioned as the "third major player" in the

10 parcel market, with an initial focus on B2C, the possibility of playing effectively in the B2B

11 market becomes very real. Many custorners and industry experts expressed very strong

( 12 interest for a "third major player" with a great need in the market for greater

13 competitiveness also in B2B parcels.

14
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Appendix 1.

Market Research Perspective

BACKGROUND

Shorter Cycles, LLC (SC) was engaged to do a qualitative assessment of the Postal

Service's strategic Network Rationalization plan. SC undertook in-depth qualitative

interviews with mailing and shipping managers across a range of postal customers to

better understand the issues behind Network Rationalization and the overall outlook for

the USPS.

METHODOLOGY

Following rigorous screening of over 40 prospects in February 2012, SC conducted 17

in-depth, qualitative interviews with managers in firms engaged, directly or indirectly, in

the shipping of parcels and mail, primarily to residential (consumer) recipients. The

respondents were, in some cases, large-volume users of USPS parcel products with little

volume through other carriers. The majority of the respondents, however, were users of

both competitive parcel delivery resources (UPS, FedEx, regionals and consolidators)

and the USPS. The interviews were conducted at length in person or over the phone.

Several interviews were conducted in person at the National Postal Forum in Orlando in

April 2012. Questions were both rating-scale based to determine the relative value of

various features and open-ended to draw as much perspective from participants as

possible in the time allowed. It proved to be a very effective approach.

The interview guide began with collection of company demographics to help us maintain

a wide range of qualifications among respondents. Each respondent was identified and

confirmed to be an active shipper of parcels through the USPS, or competitive carriers,

or both. We then discussed the specific change in service standards as proposed in

Network Rationalization as well as each of the three major changes proposed by the
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USPS in their broader restructuring plans. These were: 1. Changes to FCM service

standards by one day; 2. change from 6 to 5 days of delivery service; and 3. retail

restructuring with closings of some local post offices. We asked for their awareness of

each of the proposals and sought their reactions to each and to all of them combined.

Additionally, toward the end interview, we engaged the respondents in discussion of the

overall context of the financial health of the USPS and its prospects in the future.

Based on estimated shipping volume and estimated company annual revenue, the

17 respondents were segmented into four groups: Small, Medium, Large, and Third

Party. All are currently active parcels shippers.

Small - Independent, small business enterprises serving local, regional and

national customers. Annual revenues generally less than $5 million. Some were

heavily into e-commerce, others were not.

Medium - Moderate-sized ($25 million to $250 million in revenues) businesses

selling goods/services more on a national level. E-commerce sales sometimes

small, often large, but all say growing.

Large - Annual revenues in excess of $1 billion, these firms serve a broad

customer base and generally have well-developed e-commerce businesses. Two

of the firms are large-volume shippers of catalogues and direct mail as well as

parcels.

Third-Party -Industry participants of three types, each with a unique perspective.

These included a 1. parcel consolidator/return solutions provider, 2. a spend

management firm engaged in contract analysis and negotiation on behalf of

shippers (senders of parcels), and 3. a retail packing/shipping/office services

franchisor. Due to the fact that these respondents either ship on behalf of multiple

clients with varying needs or don't actively ship themselves (spend management

provider), these interviews were in some cases free form discussions that

addressed the issues in our discussion guide but did not directly follow the guide

per se. In all cases, the respondents had deep industry understanding as a result

of serving a wide range of shipping clients in the specific context of their parcel

shipping activity.
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The research methodology employed by SC focused first on the USPS Mail

Processing Network Rationalization proposal, specifically on the proposed changes to

the FCM time-in-transit changes, adding one day to the service standards for delivery.

Next, we discussed the proposed change of eliminating Saturday delivery. Third, we

discussed the proposed closing of retail post offices. To broaden the context, we

discussed the general financial condition of the USPS and the significant financial

challenges facing the USPS. In most cases, as the interview discussion progressed,

customers were able to grasp the overall context of the present condition of the postal

service relative to the specific changes in service standards that are presently under

review. In this way, the interviews were able to elicit responses that dealt with the global

impact of all changes rather than simply each change individually. We believe that the

context of this global approach is more "real world."

The research was conducted during March and April, 2012. Each interview lasted

( approximately one hour. Participants were offered a $100 honorarium for their time and

participation. Most chose to give the honorarium to a favorite charity.

RESEARCH FINDINGS

3782

(

General

Among the variety offirms interviewed, we found fairly consistent responses from all the

respondents. Overall, they respect the USPS as a reasonably-priced, generally-reliable

provider of mail and parcel delivery services. The mail is considered by many people as

a "lifeline", providing a reasonably priced, reliable communications channel to their

customers. For parcels, many shippers are highly selective in their use of USPS

services only where low-price creates good value, typically in the light-weight, low-value

parcel segment. On the negative side, the Postal Service is seen as relatively customer

unfriendly, offering products that fit the postal operations rather than tailoring products to

meet customer needs. It is known, for example, for its unique lexicon and terminology,
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with seemingly no desire or interest to adopt a more user-friendly vocabulary for its

products and services.

All of the respondents want the USPS to succeed, but, interestingly, not one believes

that will happen without significant change. The respondents did not hold back their

opinions:

• "The Postal Service is inwardly-focused and has succeeded only by virtue of the

monopolistic control of letter pick-up and delivery"

• "They have existed for over two hundred years in spite of themselves."

• "They must find a way to fix the broken machine"

• The organization will require "new blood" that recognizes how to operate a

business

• "Someone will have to shake up the culture"

• "They have some people in DC HQ who seem to be pretty bright. However, when

they send out a plan, it goes nowhere because the people locally don't know how

to execute. Then the new concept or program dies."

RESEARCH SUMMARY

We conclude that customers, when they think about the depth and breadth of the

severe financial challenges faced by the USPS, express substantial concerns about the

future viability of the organization. That is when they consider shifting their mail to digital

substitutes and parcel volume to competitors. For this reason, we disagree with the

conclusions reached in the market research testimony of the USPS. Mr. Whiteman

minimizes the volume and revenue losses due to the service changes proposed:

"The proposed changes in the First-Class Mail service standards are not expected
to constitute a tipping point for major new changes in volume decreases. Thus,
we can expect First-Class Mail to continue declining with service standard
changes constituting just one of several contributing factors."
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Whiteman USPS-T-12 original testimony

For customers, it seems that these "several contributing factors" are in fact the

real issues. There are many factors contributing to the potential decline of the volume of

the USPS and these should be specifically and collectively considered in light of the

proposed network rationalization.

Shippers honestly want to see the USPS survive and prosper, but they don't

believe that it will happen. They see the USPS at a "dead end" or in a "death spiral." For

mail, USPS has developed into a "necessity" with no real viable alternatives. Mailers will

adapt and change as needed, if they are forced to do so in product offerings for which

there is no competitive alternative. But the internet increasingly provides a real substitute

for more and more mail. And, the big changes proposed by the USPS are frightening,

even to loyal mailers, and also to parcel shippers. Most "serious" parcel shippers who

want speed and reliability favor UPS, FedEx and others because the USPS is not viewed

as a viable parcel competitor except in certain segments. But customers want the USPS

to do more and to succeed; they just don't see how it will happen. It is avery real

conundrum that carries great risks for the Postal Service'.

Network Rationalization

The respondents in the SC study, primarily focused on parcel delivery, are generally

"satisfied" with the Postal Service for First Class Mail because it is the only leUer delivery

vehicle available and it is low-priced. For parcels, low price in the low-weight segments

with reasonable delivery reliability provides satisfactory results. And very low levels of

product features allows customers to ship parcels cheaply with few expectations. With

such low expectations, it's not surprising that customers are satisfied with the service.

"This year (2011), ASCI (American Customer Satisfaction Index) expands its treatment

of express delivery services to include both consumer senders and receivers. The

measure now encompasses packages people pay to have sent to other people and

express-delivered merchandise they pay to have shipped from companies. Customer
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satisfaction for the category inches up for a second straight year, gaining 1.2% to an

ASCI score of 84. Double digit growth in online sales during the first quarter has

increased demand for consumer-paid shipping of Internet purchases. The United States

Post Office gains 3% for its express delivery services, but its score of 79 keeps the

USPS well behind both UPS (85) and FedEx (83). Customer satisfaction with the Postal

Service's regular mail delivery also improves over last year, up 4% to match its former

high point of 74. But this gain comes at a time when the volume of mail is shrinking and

the Postal Service faces financial difficulties. Indeed, higher satisfaction with the Postal

Service might reflect a dwindling customer base, the most loyal of whom is also its most

satisfied. The more dissatisfied customers may already have left." (ASCI Commentary,

June21,2011)

But, as expectations change, or as more features are demanded, shippers said

that they have choices (as noted in the ASCI ratings) to which they turn when the USPS

cannot meet their needs.

On the specific issue of changes to the service standards of First Class Mail, most

users of FCM for shipping parcels said they were willing to adapt their processes to meet

the changes. These mailers use USPS for shipping products for which speed of delivery

may be less important than cost. They understand what the USPS may try to do and, for

mail, there is no real alternative. So they will change with the service change for mail. In

the narrow context of the network changes alone, most mailers will choose not to change

their behavior much. Mailers are concerned about price increases; they prefer to keep

prices low. Hence, in a narrow context, the conclusion drawn by the USPS (Whiteman

USPS-T-12 at 4) that network rationalization "would have limited impact on their mailing

behavior and their use of the internet to mail" is seemingly correct. But, in fact,

customers are not happy with the change.

However, when broadening the subject to include the shipping of other classes of

mail, particularly parcel classes of mail the concerns of mailers/shippers change

considerably. In standard mail, some mailers are very concerned about delivery days

because of an acute need to have advertising mail arrive on just the right day. For

parcels, they are quite concerned for speed of delivery and reliability. Shippers are
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reasonably satisfied today with the USPS for parcels in the light-weight, low-value

segments, and generally consider these to be a "good value", But their expectations are

quite low for USPS parcel services relative to the private carriers. Shippers said they

have choices with UPS, FedEx, regional carriers and 3rd party consolidators. As USPS'

Whiteman noted from their 2011 research, "Some customers indicated that while the

proposed service changes for First Class Mail would not present a major problem to

which they could not adapt, they might well accelerate their shift of communication to the

Internet. Some acknowledged the availability of FedEx and UPS for important

documents. They also indicated they would reduce volume by eliminating discretionary

volume." (USPS-T-12 at 7)

Generally, shippers are more inclined to accept changes in mail categories with

no competition than in the competitive products. If customers do not expect or actually

see any changes in transit times for parcels, then the proposed changes to FCM may

have less impact. But, when shippers perceive that changes to service standards could

spillover into parcel products, they are very concerned and become very wary of the

effect of the bigger picture on the USPS. Parcels would be diverted to UPS and FedEx

or other parcel service providers.

When asked about performance on service features, respondents overwhelmingly

cited RELIABILITY as the most important feature. The respondents' companies varied

by industry and size as to the rankings of the next series of features, but the grouping

was quite consistent: COST, TIME-IN-TRANSIT, DELIVERY

CONFIRMATIONITRACKING were the next most important features. Of lesser

importance to these shippers were DELIVERY GUARANTEE, PROACTIVE

NOTIFICATION, and ELECTRONIC BILLING DATA.

Other Proposed Service Changes

Changing service from 6 to 5 days for some shippers would have minimal effect on

shipping behavior. A major exception however is with catalogue and e-commerce

companies, the fastest growing market segment. The e-commerce standard of
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immediate, free shipments,according to these shippers, must have the option of

affordable Saturday delivery if they are to maximize their competitive appeal. They also

foresee issues developing in the customer service area due to customers contacting the

shipper, rather than USPS, when faced with lack of Saturday delivery. But, many said

there would be no significant impact on USPS as a service provider for their light-weight,

low-value parcel needs. Otherwise, they generally use private carriers for the bulk of

their shipping.

Of the three separate proposed changes, the retail consolidation would have the

least impact on parcel shippers. The biggest impact in terms of retail consolidation

centered on the issue of ease of returns for e-commerce companies.

When discussing this broader range of potential service changes, customers

become slightly more concerned. They are typically only concerned if the change

directly impacts their own service needs. But the aggregation of potential changes

begins to impact their overall perception of the USPS and larger questions begin to

emerge about the future of the Postal Service.

The Big Picture

In the context of the bigger picture, customers become very concerned about the

future of the USPS. They are skeptical of the organization's ability to survive. They are

worried about the future for letter mail because of the still-evolving internet and digital

transmission for sending bills, payments, and related mail. Customers know digital mail

is growing in use and will continue to erode First Class Mail volume and revenue.

Customers realize this and see the impact on the larger capabilities of the USPS.

Customers said "We need them to succeed .....we have no choice" and "Congress must

act" to save them.

Due to the inability of the USPS to solve its financial woes, most believe that

USPS will be "less viable" in the future. "Death spiral" and "dead-end" were descriptors

used by respondents. Customers desperately want USPS to survive, but they don't

believe they will survive unless they are "saved". In this context, customers are very

worried and say will need to consider alternatives for their mail and shipping. They
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suggest strongly that more diversion from the USPS is likely because they must move to

protect their own interests.

Given the scope of the SC research project, the impact of this much more

worrisome customer sentiment could not be quantified. But the qualitative result is clear:

Customers are very concerned and they will act if necessary as noted in the SC study,

the USPS research reported by Gregory Whiteman, and in the ASCI survey of customer

satisfaction.

However, the market research done by the USPS in August/September of 2011

and subsequently "abandoned", as described in USPS-LR-N2012-1/LR70, would be

much more consistent with the attitudes uncovered in our research. The potential runoff

of volume away from the USPS could be considerably greater than the estimates made

when the discussion was simply limited simply to "network rationalization". The point

here is that, when customers consider the breadth and depth of the formidable

challenges facing the Postal Service rather than just the changes to first-class mail

standards, they are much more concerned and much more likely to take much more

drastic action shifting volume away.

Interestingly, despite the expected decreased usage of USPS parcel products, the

parcels segment is considered by customers still to be potentially quite viable. On the

parcel side, customers want the USPS to expand to compete in the market for parcels

because USPS is seen as a low-cost service provider with an existing infrastructure that

could provide good service. Customers want "speed and reliability" for their parcel

shipments. But, respondents said, "they (USPS) need to speak our language, not force

us to speak theirs." Such competition might help generate more favorable pricing for all

shippers. Customers see UPS and FedEx as the leading parcel delivery companies as

noted in the ASCI study referenced above. Customers wish for the USPS to match the

capabilities of the private carriers while maintaining lower rates. But many customers

remain concerned due to the USPS' "historical inability to execute programs in the

market".

Simultaneously, customers are hopeful for the USPS but also are wary of the

service changes proposed by the Postal Service and they will divert volume if the
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changes negatively impact their business. Again, they have immediate choices available

and they will shift, if necessary.
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APPENDIX 2

- DATE

PART I: Getting to Know Your Business and Parcels Management History

A. INTRODUCTION

I am and I am with Shorter Cycles, a business consultancy. We

are working for a client who is interested in the significant changes underway at the

United States Postal Service (USPS or Postal Service). We will talk about those changes in

greater detail in a few minutes.

But before we get started, I want to thank you and your company for your time and your

interest in this very important issue. We are talking with you and other managers at

companies that ship significant mail and parcel volume to both residential and

commercial addresses.

Everything we discuss today will be treated as CONFIDENTIAL. In our written report to

our client we will summarize our learning from all interviews. We will list a reference to

all of the companies interviewed, but no attribution will be given as to the source of

answers to any questions. Your name, and the names of all interviewees from all

companies participating, will not be made public.

B. WHAT TO EXPECT TODAY

As noted in the Summary of Topics sent to you prior to this meeting, our discussion will

last approximately one hour. Does that time frame still work for you? We will review

your current mailing and shipping activity and discuss the impact of the proposed USPS

network changes on your activity. We will discuss those proposed changes in more detail

shortly.

The questions I ask will be both open-ended and with rating scales. During our time

together I will use this Discussion Guide to help keep us both on track and on time.

know your time is very valuable and we respect that.
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With your permission, I would like to record our conversation today so that I might

reference it later when I prepare my report. I want to be sure to fully and accurately

reflect your responses, I will be the only person listening to the recording and I will erase

it completely following preparation of my report. Is it okay with you?

C. BUSINESS DEMOGRAPHICS

Company name: _

Address: _

Annual Revenue: $ __

Total Employees: _

D. SHIPPING PROFILE

Prior to our meeting today, you were sent a "Summary of Topics to be Discussed" which

included information about your company and your shipping habits, May I have a copy

of that form? Let's review that for a moment to help focus our conversation.

NOTE: If respondent did not complete, pull out a blank form and fill it out. If the form

is incomplete or inaccurate, ask for clarification. That's okay. I have a form here and we

can fill it out now. Complete the form entirely. If respondent does not know an exact

number, a "best estimate" is acceptable.

NOTE: Review grid in detail.

Number of Company shipping locations: _

NOTE: Based on the discussion so far, is there anything you want to ask the respondent

or is there other information to note here?
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E. IMPORTANCE OF SERVICE FEATURES

Let's begin by talking about what is important to you when it comes to shipping. Please

rate the following service features in terms of importance when selecting a carrier and

service for your parcel shipments.

[£] = not at all important ~ =extremely important

Service Features

D Speed or time-In-transit (expected transit time) _

D Cost _

D Reliability - meeting delivery date promised _

D Delivery Guarantee - money back if delivery is late _

D Tracking - package-level detail available while parcel is in transit _

D Delivery confirmation - proof of delivery _

D Proactive notification of shipment, expected delivery date, delay, delivery _

D Electronic availability of billing data for your parcel shipments _



(

(
\

(

F. IMPRESSIONS OF THE USPS

DNow I would like to get your overall impressions of the USPS.

1. How would you describe the attributes of the USPS brand?

2. How would you describe your experience as a USPS customer?

Part II: Impact of the Proposed USPS Operational Changes

G. NETWORK RATIONALIZATION

Now I would like to discusswith you each of the potential changes proposed by USPS and

how these changes might affect your business.

The first initiative is known "Mail Processing Network Rationalization Service Changes,

2012". We will refer to this as Network Rationalization. The USPS is proposing to close

approximately half of its First Class Mail processing facilities. These are sorting facilities

that are distinct from local delivery operations. As a result of Network Rationalization,

First Class Mail would no longer be delivered in one day. The current standard of 1-3

days would change to 2-3 days. Periodicals standards would change from 1-9 days to 2-9

days.

D 0
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1. Were you aware of these proposed changes? YES NO

NOTE: If "YES" Proceed to Q2. If "NO", read the following statement and skip to Q3.

_ It is possible that this proposal could affect parcels as well. (Skip to Q3)

2. Are you aware that this proposal could affect service on parcels as well?

YESD NO D

c

(

3. In what ways would this proposed change impact your overall business?

D No impact _

D Order-cash-cycle _

D Customer service _

D Increased customer complaints _

D inventory costs ----------------------

D Internal Processes (billing, payroll, etc.), _

NOTE: Ask if there are more impact items and record below.
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4. Would the proposed network rationalization impact your use of USPS services in any
way?

NOTE: If "NO", skip to Q10.

YES D NO D

S. How would these changes affect your use of the following services?

NOTE: Circle a response for each class, note % change.

First Class Mail --·--···-··No Change·······lncrease···---·Decrease

Periodicals --··-----·---·--No Change-··--·-Increase-··--··Decrease

%Chg _

%Chg _

Standard Parcels··----·--·No Change····---Increase-···-·-Decrease

( Parcel Post ·----------No Change-------Increase······-Decrease

%Chg _

%Chg _

Parcel Select ---·-··-···No Change------Increase-···--·Oecrease

Priority Mail ···-----·-·No Change-----··lncrease----··-Oecrease

%Chg _

%Chg _

(
\

6. How likely is it thatthe proposed USPS network changes would cause your company to

shift some or all of your parcel volume from the USPS to other carriers?

(O=not at all likely, 10=extremely likely) D
NOTE: If the answer is "4" or less, skip to Q9.

7. Approximately what percentage of your current USPS PARCEL volume might you shift to

another carrier?
% Change _

8. In what other ways might the proposed network changes affect your mailing and

shipping patterns? (shift mail to on-line, more drop shipping, etc.)
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NO 0oYES

9. Do you believe there would be a change in your total PARCEL shipping COSTS as a result

of the proposed network changes?

10. How would the changes in First Class Mail and the resulting elimination of l-day delivery

affect your perception of other USPS services?

Positively 0 Negatively 0 NoChange 0
Please elaborate _

(
11. Specifically, would it impact your perception of Priority Mail?

Positively 0 Negatively 0 NoChange 0
Please elaborate _

12. Would a 50% reduction in processing facilities and the resulting downgrades in First Class

Mail service standards impact the overall value you receive from the USPS?

YES D NO D

(
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13. What would be the impact if you were required to tender shipments by 12:00 noon in

order to maintain current service levels?
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H. 6 DAY SERVICE to S DAY SERVICE

Another change being considered by the USPS is the elimination of Saturday service. This

would be a reduction in the number of days of delivery and pick-up for First Class Mail

and other mail products (including parcels) from 6 days per week (Monday through

Saturday) to 5 days per week (Monday through Friday).

1. Were you aware ofthe proposed reduction from 6 to S days of service prior to this

interview?

2. In what ways would elimination of Saturday service impact your overall business?

D No impact _

D Order-cash-cycle _

D Returns become more cumbersome _

D Customerservice' _

D Increased customer complaints _

D Reduced on-line/catalog sales.. _

D Inventory costs ------- _
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o Internal Processes (billing, payroll, etc.l _

NOTE: Ask if there are more impact items and record below.

NOTE: If "NO", skip to Q7.

NO DYES 0

3. Earlier we discussed how the proposed network rationalization and resulting changes to

First Class Mail service standards would impact your mailing and shipping patterns. If

Saturday delivery were eliminated in addition to the changes we discussed earlier, would

the impact on your mailing and shipping activity be any different than what you

described before?

(

4. How would network rationalization and elimination of Saturday service together affect

your use of the following services?

NOTE: May need to refer to prior response to QS, Pg.S. Circle a response for each class,

note % change.

First Class Mail -----------No Change-------Increase-------Decrease %Chg _

Periodicals -----------------No Change-------Increase-------Decrease %Chg _

Standard Parcels----------No Change-------Increase-------Decrease %Chg _

Parcel Post -----------No Change-------Increase-------Decrease %Chg _

Parcel Select -----------No Change-------Increase-------Decrease %Chg _

Priority Mail -----------No Change-------Increase-------Decrease %Chg _

I

\
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\. 5. How likely is it that network rationalization and elimination of Saturday service together

would cause your company to shift some or all of your parcel volume from the USPS to

other carriers?

(O=not at all likely, lO=extremely likely) D
NOTE: If the answer is "4" or less, skip ta Q7.

6. Approximately what percentage of your current USPS PARCEL volume might you shift to

other carriers?
%Change _

7. What is the likelihood that the total number of parcels your company ships with ALL

carriers would change if Saturday delivery is eliminated?

(O=not at all likely, 10=extremely likely) D
NOTE: If the answer is "4" or less skip to QB.

(
Please elaborate _

8. In what other ways might the elimination of Saturday delivery affect your mailing and

shipping patterns? (shift mail to on-line, more drop shipping, etc.)

NO DYES D
9. Do you believe there would be a change in your total PARCEL shipping COSTS if Saturday

delivery were eliminated?

Please elaborate, _

(
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10. How would the elimination of Saturday delivery impact your perception of Priority Mail?

Positively D Negatively D NoChange D
Please elaborate _

NO DYES D
11. Would elimination of Saturday delivery impact the overall value you receive from the

USPS?

(
I. RETAIL / LOCAL POST OFFICE CONSOLIDATIONS

The USPS is considering the closure of approximately 10% of its Destination Delivery Units,

local Post Offices, and other retail access locations.

NO DYES D
1. Were you aware of the proposed reductions in the number of local facilities and retail

locations prior to this interview?

2. In what ways would reductions in the number of local facilities and retail locations impact

your overall business?

D No impact _

D Customer service _

(

D Returns become more cumbersome _

62

Final June 13, 2012



(

D Reduced on-line/catalog sales _

NOTE: Ask if there are more impact items and record below.

3. Earlier we discussed how changes to First Class Mail service standards and the

elimination of Saturday delivery would impact your shipping patterns. If, in addition to

those changes, local facilities and retail access points were reduced by 10% would the

impact on your shipping activity be any different than what you described before?

3802

(
'.

YES D NO D
Note: Probe for impacts on drop shipping and product returns process.

Please elaborate _

4. Would there be a change in your Company's cost for shipping PARCELS as a result of a

reduction in local facilities and retail locations service?

YES D NO D
Please explain _
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NO DYES D

J. General Questions

1. In the event that any or all of these proposed changes occur, does your Company have a

contingency plan in place?

Please describe _

2. Which of the three proposed changes we have discussed today is of greatest concern to

you?

(

D
D
D

Reduced service standards for First Class Mail, including

elimination of i-Day delivery

Elimination of Saturday service

Reduction of the numbers of local facilities and retail access

points (Post Offices, etc.)

3. At the beginning of our discussion, you described the USPS brand. How

would the potential changes to the USPS that we have explored today impact

your perception of the USPS brand?

Positive D Negative D No Change D

( Final June 13, 2012
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4. What could the USPS do to win more of your business with their current service

offering?

5. Do you believe the various USPS proposals we have discussed today would make the

USPS more or less viable in the future? How and why?

3804

More D Less D NoChange D

(

/
!

\..

Please explain _

6. What new or improved services might the USPS offer to become more competitive and

win more of your shipping business?

7. Is there anything else the USPS can do to win more of your parcel business?

65

Final June 13, 2012



(

(

8. Please describe USPS as you believe it will be Syears from now (financial condition,

services, role).

9. Please describe USPS as you would like it to be Syears from now (financial condition,

services, role).

That concludes our session today and I want to sincerely thank you for your time, your feedback,

and your interest in this very important matter.

NOTE: Ask the respondent to acknowledge receipt of the $100 check by signing below.

3805

Date: -', 2012

Final June 13,2012

Respondent Signature: _

Name (please print):
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Appendix 3

Introduction
A Priority processing and transportation model was developed to estimate the potential impact of

proposed Priority facility consolidations on service performance. This model estimated the potential

change in service performance of Priority parcels and flats due to changes in travel distances resulting

from the proposed Network Rationalization.

Model Results
The tables below present the expected change in service performance based on the number of Priority

parcels and flats reaching their destination 3-digit ZIP code in 1, 2, 3, or 4 days, and the percent missing

their Modern Service Standard (FY12 Qtr3 published standard). Table 1 provides model-estimated service

performance statistics assuming an 8AM arrival deadline to the centroid of the destination 3-digit ZIP

code. Table 2 provides the same statistics under a more stringent deadline of 7:30AM. Tables 3 and 4

present the same metrics for Priority flats instead of parcels.

Model Results - Priority Parcels

Time·ln-Network By Volume...

1.Day 2·Days 3·Days 4-Days % Missing Published
Service Standard

FY10 Baseline (112 Plants) 14.8% 65.9% 19.1% 0.2% 19.7%

Post-NR (129 Plants) 14.0% 65.4% 20.4% 0.3% 20.9%
Table 1. PriOrity Parcels Service Performance assuming BAM destinatIon arnval deadlme

Time-in-Network By Volume.•.

1-Day 2-Days 3-Days 4-Days % Missing Published
Service Standard

FY10 Baseline (112 Plants) 13.2% 61.5% 24.9% 0.3% 25.9%

Post-NR (129 Plants) 12.2% 60.0% 27.5% 0.4% 28.5%
Table 2. PriOrity Parcels Service Performance assummg~ destmatlon arnval deadhne
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Model Results - Priority Flats

Time-in-Network By Volume...

1-Day 2-Days 3-Days 4-Days % Missing Published
Service Standard

FY10 Baseline (112 Plants) 28% 57.3% 14.5% 0.2% 17.6%

Post-NR (129 Plants) 26.7% 57.7% 15.4% 0.2% 18.9%
Table 3. Pnorlty Flats Service Performance assuming SAM destmatlon arrival deadline

Time-in-Network By Volume•••

1-Day 2-Days 3-Days 4-Days % Missing Published
Service Standard

FY10 Baseline (112 Plants) 25.3% 55.5% 19.0% 0.3% 23.5%

Post-NR (129 Plants) 23.5% 55.3% 21.0% 0.2% 26.2%
Table 4. Pnorlty Flats Service Performance assummg 7:30AM destination arnval deadline

Model Inputs and Assumptions

Input Priority Volumes

The model simulated the flows of FY2010 ZIP3-to-ZIP3 average daily volumes of Priority Flats and Parcels

derived from the FY10 ODIS dataset (NPll). The volumes were modeled as entering the network either

at the centroid of the originating 3-digit ZIP code (representing retail entry), or at the outgoing facility for

that ZIP code (representing dropship-entry). The entry point was determined by the volume's indicia

code in ODIS. Volumes with a "stamped" or "metered" indicia code were assumed to enter at the ZIP

code level, and volumes with a code of "other" were assumed to enter at the outgoing facility.

Volumes entering at the 3-digit ZiP code level were inducted at two times - 4pm and 6pm, with 30% of

the volume being inducted at 4pm and the remaining 70% inducted at 6pm. Facility-entered volumes

were inducted at the outgoing facility at a uniform rate between 8AM and 4PM.

No other product types were included in the model, so potential competition for processing and

transportation resources with non-Priority products was not a factor.

Facilities and ZIP Code Assignments

A "Baseline" set of Priority facilities was created by starting with the facilities listed in Library Reference

15 (LR15) and then reducing the list to only those continental U.S. facilities identified in NP2 as processing

Priority workloads. In the small number of cases where a Priority facility in NP2 did not exist in LR15, our

best judgment was used in selecting the closest alternative. The final Baseline list contained 112 facilities.

3-digit ZIP codes were assigned to Priority facilities according to the ZIP-code assignments listed in NP2.

Scenarios

1) A "Baseline" FY2010 scenario was tested to establish a reference point against which the alternative
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scenario(s) could be compared. The Baseline scenario used the Baseline facilities and ZIP code

assignments described above.

2) A "Post-NR" network scenario was also developed to test to potential changes in service performance

that could result from changes to the Priority facilities and ZIP code assignments under the proposed

Network Rationalization. The set of 129 Post-NR Priority processing facilities was derived from the

spreadsheet attached to Rosenberg's POiR S Q4 response, filed Mar. 8, 2012, with minor modifications.

The original list contained 133 Priority mail processing facilities in the continental United States. This

included 3 International Sorting Centers (ISCs), which were not included in the model. Also, the Louisville,

KY P&OC and Louisville Airport Annex Mail Processing Annex were combined into a single Louisville, KY

facility for modeling purposes, resulting in a totai of 129 distinct facilities.

The assignments of 3-digit ZIP codes to Outgoing and Incoming Facilities were also obtained from the

same POIR S Q4 attachment spreadsheet. For roughly 1% of the 3-digit ZIP codes, their facility

assignments had not been specified (I.e., they were marked "TBO"). In such cases, the baseline FY2010

assignments were used by default.

The same input volumes were used with both scenarios; so they only differed in their facilities and ZIP

code assignments.

Transportation

The logic for determining the transportation mode (surface or air) between originating and destinating

facilities was based on the First Class Mail transport modes specified in LR64. If LR64 indicated the

interfacility FCM transport mode between two facilities was "Air" or "Surface" then the Priority volumes

were also modeled as being transported via the same mode. If LR64 didn't specify the transportation

mode between a pair offacilities, a 1000mi threshold was used to select between surface and air.

Surface transport was modeled as point-to-point between outgoing and incoming Priority facilities.

Outgoing surface transport departed each facility at 12:30AM with a travel time determined by the

straight-line mileage to the incoming facility, multiplied by a circuity factor of 1.28, and divided by a

46.Smph surface transport speed. The transported mail arrived at the incoming Priority facility after the

calculated transport time had elapsed.

A surface transport delay was also incurred by all volumes entered at a 3-digit ZIP code to represent the

transportation to the outgoing facility. Transportation began at the centroid of the 3-digit ZIP code and

ended at the outgoing facility. The transport time was computing using the same assumptions described

above regarding road circuity, travel speed, etc. Incoming volumes were dispatched from the incoming

facility at 6:30AM and also incurred a similarly-computed transportation delay between the incoming

facility and the centroid of the destination 3-digit ZIP.

Air transport was assumed to be handled by commercial carriers. After being dispatched from

the outgoing facility at 12:30AM, all air-transported interfacility volumes were assumed to arrive at the

destination facility at 8PM.
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Operating Schedule and Critical Times

The following Priority processing windows were assumed, based on the testimony of Frank Neri (T-4).

Priority Outgoing: 3:00pm - 10:30PM

Priority Incoming: 5:00pm - 4:00AM

Facilities were assumed to have unlimited processing capacity, so facility equipment sets and machine

throughputs were not a constraint. Outgoing priority volumes that failed to arrive by the end of the

outgoing processing window (lO:30PM) were held over until the following day. Similarly, incoming

volumes that failed to arrive by the end of the incoming processing window (4AM) were also held over

until the following day. As previously stated, outgoing volumes were dispatched from the outgoing

facility at 12:30AM, and incoming volumes were dispatched from the incoming facility at 6:30AM.

Volumes were considered "delivered" upon reaching the centroid of their destination 3-digit 21P code. An

8AM destination arrival deadline was used to determine whether volumes arrived "on-time" on Day N, or

if they were considered "late" and were thus counted as arriving on Day N+l. A more stringent 7:30AM

arrival deadline was also tested for comparison.
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Service Performance Output

For each scenario, a service performance output file was generated containing, for every pair of Origin

Destination ZIP codes, the daily volumes of Priority parcels and flats delivered in 1, 2, 3, and 4-days.

These raw results were then manually post-processed to compute the summary metrics presented in the

Model Results section above.
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The table below lists the 112 Baseline Priority Facilities and 129 Post-NR Priority Facilities used in the

model.
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Baseline (112 Total) Post-NR (129 Total)

ALBANY NY ALBANY NY
ALBUQUERQUE NM ALBUQUERQUE NM
AMARILLOlX AMARILLOTX

ANAHEIM CA ANAHEIMCA
ATLANTA GA NDC

ATLANTA LDC GA ATLANTA LDC GA
AUSTINTX AUSTINTX
BALTIMORE MD BALTIMORE MD
BATON ROUGE LA BATON ROUGE LA
BILLINGS MT BILLINGS MT
BIRMINGHAM AL BIRMINGHAM AL
BISMARCK NO BISMARCK NO
BOISE 10 BOISE 10
BOSTON MA BOSTON MA
BUSSE METRO HUB IL BUSSE METRO HUB IL
CENTRAL MASS MA

CASPERWY
CEDAR RAPIDS IA

CHAMPAIGN IL CHAMPAIGN IL
CHARLESTON SC

CHARLESTON WV CHARLESTON WV
CHARLOTTE LDC NC CHARLOTTE LDC NC
CHATTANOOGA TN

CHEYENNEWY
CHICAGO IL NOC

CINCINNATI OH NDC CINCINNATI OH NDC
CLARKSBURG WV
CLEVELAND OH CLEVELAND OH

COLUMBIA MO
COLUMBIASC COLUMBIASC
COLUMBUSOH COLUMBUSOH
OALLAS TX
DENVER ANNEX CO DENVER ANNEX CO

DENVER CO NDC
DES MOINES IA

DES MOINES IA NDC DES MOiNES IA NDC
DETROIT PMPC MI

OETROIT MI NDC
DULLES VA

EAST TEXAS TX
EL PASO TX EL PASO TX

EVANSVILLE IN

FARGO NO FARGO NO
FAYETTEVILLE AR

FAYETTEVILLE NC FAYETTEVILLE NC
FRESNO CA

FTWORTHTX FTWORTHTX
GRAND FORKS NO
GRAND JUNCTION CO

GRAND RAPIDS MI GRAND RAPIDS MI
GREAT FALLS MT

Baseline (continued) Post-NR (continued)
GREENSBORO NC GREENSBORO NC
GREENVILLE SC GREENVILLE SC
HARRISBURG PA HARRISBURG PA
HOUSTONTX
INDIANAPOLIS ANNEX IN INDIANAPOLIS ANNEX IN

INDIANAPOLIS IN
INDUSTRYCA
IRON MOUNTAIN MI
IRVING PARK IL
JACKSON MS JACKSON MS

JACKSONVILLE FL NDC
JACKSONVILLE LDC FL
KANSAS CITY KS NDC KANSAS CITY KS NDC

KANSAS CITY MO
KNOXVILLE TN KNOXVILLE TN

LAFAYETTE LA
LAS VEGAS NV LAS VEGAS NV
LEXINGTON KY

LINTHICUM MD
LITTLE ROCK AR LITTLE ROCK AR
LONG BEACH CA
LOS ANGELES CA LOS ANGELES CA

LOS ANGELES CA NOC
LOUISVILLE KY LOUISVILLE KY
LUBBOCKTX LUBBOCKTX
MACON GA MACON GA
MADISON WI

MCALLEN lX
MEDFORD OR

MEMPHIS TN MEMPHISTN
MEMPHIS TN NDC
MERRIFIELD VA
MIDLANDTX

MILWAUKEE PRIORITY WI MILWAUKEE PRIORITY WI
MINNEAPOLIS MN
MINNEAPOLIS/ST PAUL MN NDC MINNEAPOLIS/STPAUL MN NDC

MISSOULAMT
MLSELLERS CA ML SELLERS CA

MOBILEAL MOBILE AL

MONTGOMERY AL MONTGOMERY AL
NASHUA LDC NH NASHUA LDC NH
NASHVILLE ANNEX TN NASHVILLE ANNEX TN
NEW ORLEANS LA
NJ LDC NJ
NORFOLK VA NORFOLK VA
NORTH HOUSTON TX NORTH HOUSTON TX

NORTH PLATTE NE
NORTH TEXAS TX NORTH TEXAS TX

NORTHERN NJ METRO NJ

NY LDC NY NY LDC NY

OAKLANDCA OAKLANDCA
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Baseline (continued) Post-NR (continued)
OKLAHOMA CITY OK OKLAHOMA CITY OK
OMAHANE OMAHANE

ORLANDO LOC FL ORLANDO LDC FL
OSHKOSH WI

PENSACOLA Fl PENSACOLA FL
PHILADELPHIA NDC PHILADELPHIA NDC
PHOENIX PMPPC AZ PHOENIX PMPPC AZ
PITISBURGH LDC PA PITISBURGH LOC PA
PORTLAND OR PORTLAND OR
PROVIDENCE RI PROVIDENCE RI

QUAD CITIES IL
RALEIGH NC RALEIGH NC

RAPID CITY SD
RENO NV RENONV
RICHMOND VA RICHMOND VA
ROANOKE VA ROANOKE VA
ROCHESTER LDC NY ROCHESTER LDC NY
SAINT LOUIS MO NDC SAINT LOUIS MO NDC
SALT LAKE CITY ASF UT SALT LAKE CITY ASF UT
SAN ANTONIO TX SAN ANTON 10 TX
SAN BERNARDINO CA SAN BERNARDINO CA
SAN FRANCISCO CA SAN FRANCISCO CA

SAN FRANCISCO CA NDC
SAN JOSE CA SAN JOSE CA

SANTA BARBARA CA
SANTA CLARITA CA SANTA CLARITA CA
SEATILE ANNEX WA SEATILE ANNEX WA

SEATILE WA NDC
SHREVEPORT LA SHREVEPORT LA
SIOUX FALLS SD SIOUX FALLS SD
SOUTH flORIDA LDC FL SOUTH flORIDA LDC FL
SOUTH JERSEY NJ SOUTH JERSEY NJ
SOUTHERN CONN CT
SOUTHERN MAINE ME

SOUTHERN MARYLAND MD
SPOKANEWA SPOKANEWA
SPRINGFIELD NDC SPRINGFielD NDC
STERLING LDC VA
SUBURBAN MD

STLOUISMO
TAMPA LDC FL TAMPALOC FL
TOLEDOOH
TRAVERSE CITY MI TRAVERSE CITY MI

TUCSON AZ
TULSA OK
WASHINGTON DC WASHINGTON DC
WASHINGTON DC NDC WASHINGTON DC NDC

WATERLOO IA
WEST PALM BEACH FL

WEST SACRAMENTO CA WEST SACRAMENTO CA
WICHITAKS WICHITA KS
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Appendix 4

Strategic Choice: "Last-Mile" or Full Network

The USPS appears to have strategically embraced a focus on the "last-mile" capabilities

of delivery and has encouraged the market to take advantage of the delivery economies

of stopping at every address in the country (nearly) every day. While it is true that the

Postal Service enjoys a certain cost advantage in delivery, there are many more

elements to success than just delivery. Consequently, "last-mile" capability is very

important, but it is also not sufficient to ensure the future success of the USPS. The

Postal Service must develop a fully-capable network based parcel market strategy. The

success of the entire organization may rest upon such a commitment to grow in a new

direction.

The Postal Service has a long history of disinvesting in the network. Work-share pricing

incentives have long motivated mailers to pre-sort mail and drop-ship deep into the

USPS network In parcels, the Parcel Select product induces shippers to drop ship into

the system at the DDU, completely avoiding the internal network operations and creating

a dependency on other transport suppliers to provide the network and sorting

capabilities. But the Parcel Select product is not a long-term solution for growth; it

leaves too much revenue on the table for others, and it separates the USPS from the

original customer who ships the parcels.

The apparent focus on the "last-mile" certainly begs the question: Is this the stated

strategy of the Postal Service? And what are the consequences of such a strategy

relative to other alternatives? Further, has the case been made to strategically shift from

a network-capable organization to a primarily delivery-focused organization? And, will

that case be presented to the PRC, to Congress and to the public?
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The USPS has a strategic choice to more fully embrace the parcel market or to contract

into a delivery-only, last-mile vendor to other transportation suppliers. This is not a

strategic decision that should be made by default nor through incremental decisions to

cut costs here and there. The opportunity to strategically shift toward the parcel

business will greatly help the USPS maintain universal service for mail while providing an

extremely competitive service in the growing and very attractive parcel market.

Last-mile, delivery-only focus has many negative aspects:

~ Detachment from direct shipping customers

~ Partial participation in available revenue streams

~ Vendor status with major private network providers

~ Risk of losing delivery advantage as markets shift

~ Strategically weak position

Full network capability in parcels provides many advantages:

~ Participation in the total revenue streams of customers

~ Direct customer relationships

~ Full product portfolio to capture optimum revenue

~ Strategic power to compete against major private carriers

~ Fully utilize the inherent strength of the USPS delivery capability

~ Strategically stronger position
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Appendix 5
OnTrac Service Maps21

•

Your pickup ZIP Code is serviced bylhe OnTrac facility i.

Los Angeles, CA

• Next-Day Delil'ery

• 2-Day DeliI'ery

This map is a general geographical representation. For exact transit days, delivery times
and rate information please use Quick Rates. Subject to change without notice.

21 OnTrac corporate website, http://www.ontrac.com/ziptools/default.aspx (ApriIl22, 2012)
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Your pickup ZIP Code is serviced by the OnTrac facility in

San Francisco, CA

• Next-Day Delivery

• 2-Day Delivery

This map is a general geographical representation. For exact transit days, delivery times
and rate information please use Quick Rates. Subject to change without notice.

APPENDIX 5 cont'd

UPS Service Maps22

22 UPS corporate website, http://www.ups.com/maps/results (April 22, 2012)
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1 CHAIRMAN GOLDWAY: Did I miss? Were there

2 library references that are related to his testimony?

3 BY MR. ANDERSON:

4 Q Mr. Schiller, are there library references

5 related to your testimony?

6 A Yes, there are. I must confess I don't

7 remember the numbers precisely.

c

8

9 counsel?

10

11 listed.

12

13

14 listed.

15

CHAIRMAN GOLDWAY: Do you have them handy,

MR. ANDERSON: I was asking if they were

CHAIRMAN GOLDWAY: Yes. Did we just --

THE WITNESS: Well, I don't know if they're

MR. HOLLIES: They must be listed in

16 interrogatory responses.

17

18 here.

19

CHAIRMAN GOLDWAY: Listed in the testimony

MR. HOLLIES: Would it make sense, Mr.

20 Anderson, perhaps for you to work with the people you

21 have with you and we address that question at the

22 close of his appearance

23

24

THE WITNESS: Yes.

MR. HOLLIES: -- when you can get a

25 statement of what those library references are?

Heritage Reporting Corporation
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THE WITNESS: Thank you.

CHAIRMAN GOLDWAY: Thank you. That's a very

3 nice suggestion. Please, let's not forget to identify

4 those library references before we excuse you this

5 afternoon. Now we'll get to the issue of written

6 cross-examination.

7 MR. ANDERSON: There's one other matter,

8 Madam Chairman.

9 (The document referred to was

10 marked for identification as

11 Exhibit No. APWU-ST-l.)

12 BY MR. ANDERSON:

( 13 Q Mr. Schiller, do you have before you what's

14 been labeled Supplemental Testimony of Marc Schiller?

15

16

A

Q

Yes, I do.

And was that testimony prepared by you or at

17 your direction?

18

19

A

Q

Yes, it was.

And if you were to offer that testimony here

20 orally today, would it be the same?

21

22

A

Q

Yes. Yes, it would.

Is there any correction that you need to

23 make to that testimony?

(

24

25

A No.

MR. ANDERSON: The APWU moves the admission

Heritage Reporting Corporation
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of the supplemental testimony.

CHAIRMAN GOLDWAY: Any objections?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, I direct

3820

counsel to provide two copies to the court reporter.

That information will be taken into the record and

transcribed.

(The document referred to,

previously identified as

Exhibit No. APWU-ST-l, was

received in evidence.)

II
II
II
II
II
II
II
II
II

II
II

II
II

II
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PURPOSE OF SUPPLEMENTAL TESTIMONY

The purpose of this supplemental testimony is to update the estimated number

and respective percentage of 3-digit origin/destination pairs that would experience a

change in service standards under Phase 1 of the Postal Service's modified plan

disclosed in the USPS Postal News, Release No. 12-058, dated May 17, 2012, and

further described in the Revised Service Standards for Market-Dominant Mail Products,

final rule, published in the Federal Register on May 25, 2012. The final rule includes

phased implementation of the network rationalization proposal.

My rebuttal testimony, revised May 1, 2012, assumed implementation of the

proposed mail processing operational consolidations as presented by the Postal Service

as of the date of my testimony. On page 17 of my rebuttal testimony I present a table

depicting the number of 3-digit origin/destination pairs that will receive faster, slower or

unchanged service upon full implementation of the network rationalization plan.

My supplemental testimony incorporates my direct testimony by reference and

presents a revised version of this table that depicts the impact of the proposed "Phase

38,2 :<

16 1" implementation.

17
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Table 1 - AS SUBMITTED in TESTIMONY
Service Standard Changes (Proposed)
3-digit Zip Code Origin/Destination Pairs

Change in First Class Periodicals Package Standard
Standard Mail Services Mail
Slower 136,980 222,040 42,623 28,321
Faster 230 186,725 37,106 436,631
No Chanr:Je 711,896 440,341 769,377 384,154

Slower 16.1% 26.2% 5.0% 3.3%
Faster 0.0% 22.0% 4.4% 51.4%
No Chanae 83.8% 51.9% 90.6% 45.2%

Table 1 - REVISED for INTERIM STANDARDS
Service Standard Changes (Proposed)
3-digit Zip Code Origin/Destination Pairs

Change in First Class Periodicals Package Standard
Standard Mail Services Mail
Slower 131,812 156,963 21,922 21,922
Faster 132 6,837 0 0
No Change 717,162 685,306 827,184 827,184

Slower 15.5% 18.5% 2.6% 2.6%
Faster 0.0% 0.8% 0.0% 0.0%
No Chanae 84.5% 80.7% 97.4% 97.4%

Analysis of the interim service standards recently posted on RIBBS indicates that

the majority of service degradation 3-digit Origin/Destination pairs1 expected upon full

implementation, and nearly all negative changes to FCM, will in fact occur in the interim

phase. In the end state, a significant number of 3-digit Origin/Destination pairs are

expected to experience improved (faster) standards for Periodicals and Standard Mail.

However, these improvements are not expected to occur during the interim phase of

implementation.

1 The number of 3-digit Origin/Destination pairs does not reflect the volume of mail affected.
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When the final version of the rule takes effect, FCM overnight delivery will only be

available for intra-SCF destinations and will be subject to the following requirements:

• Mail must be injected at the SCF

• Critical Entry Times (CETs) at the SCF will become 8:00 a.m., with a 12:00

p.m. exception available only to intra-SCF Presort First-Class Mail that is

sorted and containerized to the 5-digit ZIP Code or 5-digit scheme level.

In our in-depth customer interviews, mailers indicated that they are very sensitive to

CETs. For example, a 6:00 p.m. CET (day zero) and an overnight standard results in

an expectation of delivery in about 15 to 23 hours (9:00 a.m. to 5:00 p.m. on day one).

With an 8:00 a.m. CET (day zero) and an overnight standard, the expectation would be

delivery in about 25 to 33 hours. Thus, the above restrictions effectively eliminate any

meaningful overnight service from the customer perspective.

4
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CHAIRMAN GOLDWAY: You have the copies, Mr.

Anderson?

MR. ANDERSON: Pardon me, Madam Chairman.

In searching for the library references, I seem to

have shuffled my papers a bit, so if you'll bear with

me one moment.

CHAIRMAN GOLDWAY: I'm glad I'm not the only

one who misplaces things.

(Pause.)

MR. ANDERSON: I'm now handing the court

reporter two copies of Mr. Schiller's rebuttal

testimony and two copies of his supplemental

testimony.

CHAIRMAN GOLDWAY: Okay. So now we're

getting to the written cross-examination.

Mr. Schiller, have you had an opportunity to

examine the packet of designated written cross-

examination that was made available to you in the

hearing room today?

THE WITNESS: Yes, I did.

CHAIRMAN GOLDWAY: Are there any corrections

or additions that need to be made?

THE WITNESS: No.

CHAIRMAN GOLDWAY: If the questions

contained in that packet were posed to you orally

Heritage Reporting Corporation
(202) 628-4888
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today, would your answers be the same as those you

previously provided in writing?

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: Then with everything in

order, counsel, 'would you please provide two copies of

the designated written cross-examination of Witness

Schiller to the reporter. That material is received

into evidence, and it is to be transcribed into the

record.

(The document referred to was

marked for identification as

Exhibit No. APWU-RT-2 and was

received in evidence.)

II
II
II
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II
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II
II

II

II
II
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Respectfully submitted,

Shoshana Grove
Secretary
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USPS/APWU-RT2-1

USPS/APWU-RT2-2

USPS/APWU-RT2-3

USPS/APWU-RT2-4

USPS/APWU-RT2-5

USPS/APWU-RT2-6

USPS/APWU-RT2-7

USPS/APWU-RT2-8

USPS/APWU-RT2-9

USPS/APWU-RT2-11

USPS/APWU-RT2-12

USPS/APWU-RT2-13

USPS/APWU-RT2-14

USPS/APWU-RT2-15

USPS/APWU-RT2-16

USPS/APWU-RT2-17

USPS/APWU-RT2-18

USPS/APWU-RT2-19

USPS/APWU-RT2-20

USPS/APWU-RT2-21

USPS/APWU-RT2-22

USPS/APWU-RT2-23

USPS/APWU-RT2-24

USPS

USPS

USPS

USPS

USPS

USPS

USPS

NPMHU, USPS

NPMHU, USPS

USPS

NPMHU,USPS

USPS

USPS

USPS

USPS

USPS

USPS

USPS

USPS

USPS

USPS
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
SCHILLER TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS!APWU-RT2-1. Please refer to page 10[sic], lines 2-3 of your testimony. Please
identify each document you reviewed in preparation for your testimony by title (supply a
descriptive name if necessary), author, date, how you accessed each, and how it can now
be accessed. Please provide separate lists of those filed in this case and other
documents. For case documents, include in the listing for each the date on which it was
filed, the filing party, and the type of document.

RESPONSE:

Please see document labeled "Attach RespUSPS RT2-1" attached to this response.
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DOCKET NO. N2021-1 CASE DOCUMENTS

USPS Direct Testimony:
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• Direct Testimony of David Williams (USPS T-1), December 5,2011

• Direct Testimony of Stephen Masse (USPS-T-2), December 5,2011

• Direct Testimony of Emily Rosenberg (USPS-T-3), December 5,2011

• Direct Testimony of Frank Neri (USPS-T-4), December 5,2011, revised January

27,2012, February 2,2012 and March 5, 2012

• Direct Testimony of Cheryl Martin(USPS-T-6), December 5,2011, revised

January 23, 2012

• DirectTestimony of Rebecca Elmore-Yalch (USPS-T-11), December 5,2011,

revised March 9, 2012

• Direct Testimony of Gregory Whiteman (USPS-T-12), December 5,2011, revised

March 6, 2012

USPS Public Library References:

• USPS-LR-N2012-1/2 (December 5,2011)

• USPS-LR-N2012-1/7 (December 9,2011)

• USPS-LR-N2012-1/8 (December 9,2011)

• USPS-LR-N2012-1/26 (December 5,2011, Addendum January 25,2012)

• USPS-LR-N2012-1/61 (February 3,2012)

• USPS-LR-N2012-1/62 (February 7,2012)

• USPS-LR-N2012-1/70 (March 9, 2012)

• USPS-LR-N2012-1/74 (February 19, 2012)

• USPS-LR-N2012-1/84 (April 19, 2012)

• USPS-LR-N2012-1/88 (April 19, 2012)
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USPS Non-Public Library References:

• USPS-LR-N2012-1/NP1 (December 5, 2011, revised March 6, 2012, Supplement

filed April 23, 2012)

USPS-LR-N2012-1/NP2 (December 5, 2011)

USPS-LR-N2012-1/NP4 (December 5, 2011)

USPS-LR-N2012-1/NP6 (December 5,2011)

USPS-LR-N2012-1/NP7 (January 6,2012)

USPS-LR-N2012-1/NP8 (January 12, 2012)

USPS-LR-N2012-1/NP10 (January 20,2012)

USPS-LR-N2012-1/NP11 (January 26,2012)

USPS-LR-N2012-1/NP12 (January 31, 2012)

USPS-LR-N2012-1/NP14 (March 6, 2012)

USPS-LR-N2012-1/NP15 (March 6, 2012)

USPS-LR-N2012-1/NP16 (March 8, 2012)

USPS-LR-N2012-1/NP17 (March 9, 2012)

USPS Interrogatory Responses:

Each interrogatory or information request cited below is inclusive of any response filed.

• Reviewed all APWU interrogatories and responses received relative to:

• USPS-T-1

• USPS-T-2
• USPS-T-3
• USPS-T-4

• USPS-T-6
• USPS-T-11

• USPS-T-12
• USPS Institutionally

• PR/USPS-T4-15, April 17, 2012

• PR/USPS-T1-7, April 17, 2012
• PR/USPS-T12-1-7, March 13,2012
• APWU Motion to Compel Response to APWU/USPS-21-22, April 20, 2012
• DFC/USPS-T12-10-12, redirected to USPS March 16,2012
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• POIR 1 Questions 19-21, January 9,2012 and January 13,2012

• POIR 2 Question 17-19,January 24,2012
• POIR 5 Question 2, March 8, 2102

3
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OTHER USPS AND U.S. GOVERNMENT DOCUMENTS

Any interrogatory or information request cited below is inclusive of any response filed.
Web addresses for Postal Regulatory Commission (PRC) Library or Federal Register
documents are provided in generic form here:

4
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PRC Library - http://www.prc.gov/prc-pages/librarvldefault.aspx?view=main

(

Federal Register - https:l/www.federalregister.gov

• Request for Comments Proposal to Revise SeNice Standards for First-Class
Mail, Periodicals, and Standard Mail
Postal SeNice
39 CFR Part 121
http://about.usps.com/news/electronic-press-kits/our-future-network/advance
proposal.pdf

• PRC Docket No. N2010-1 Six-Day to Five-Day Street Delivery and Related
SeNice Changes, 2010

• DirectTestimony of Rebecca Elmore-Yalch (USPS-T-8), revised July 21,
2012

• Direct Testimony of Gregory Whiteman (USPS-T-9), revised July 16, 2012

• PRC Docket No. MC2010-36 Transferring Commercial Standard Mail Parcels to
the Competitive Product list - Supplement to the Postal SeN ice's Request,
November 1, 2010

• Order No. 689, Conditionally Granting Request to Transfer Commercial
Standard Mail Packages to the Competitive Product List (March 2, 2011)

• PRC Docket No. MC2011-22 Restructuring First-Class Mail Product Offerings
Request of the United States Postal SeNice Under Section 3642, February 24,
2011
• Order No. 681 ,Notice and Order Concerning Proposed Changes to the

Market Dominant and Competitive Product Lists (February 25, 2011)
• Public Representative Comments in Response to Order No. 681, (March 16,

2011)

• Chairman's Information Request (March 18, 2011)
• Order No. 710, Order Adding Lightweight Commercial Parcels to the

Competitive Products List, (April 16, 2011)
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• PRC Docket No. M2012-13- Transferring Parcel Post to the Competitive
Products List

• Request of the United States Postal Service to Transfer Parcel Post to the
Competitive Products List (April 26, 2012)

• Federal Register:

• 72 Federal Register 72216, Modern Service Standards for Market-Dominant
Products (December 19, 2007)

• 76 Fecferal Register 77271, Postal Regulatory Commission, Competitive
Product Postal Price Changes (December 12, 2011)

• 77 Federal Register 13198 Part 3020 - Product Lists (March 6, 2012)
• 77 Federal Register 24996 Postal Regulatory Commission, New Postal

Product (April 26, 2012)

• A Letter From the Postmaster General/CEO and the Chairman of the Board of
Governors
Discussion of Vision 2013
USPS
October 2008

• Vision 2013 - Five-Year Strategic Plan for 2009-2013
USPS
October 2008
http://about.usps.com/transforming-business/vision2013/fuII-document.pdf

5
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• Integrated Financial Plan - FY2012
USPS
http://about.usps.com/who-we-are/financialslintegrated-financial-plans/fv2012.pdf

• Integrated Financial Plan - FY2011
USPS
http://about.usps.com/who-we-areffinancialslintegrated-financial-plans/fy2011.pdf

• Integrated Financial Plan - FY201 0
USPS
http://about.usps.com/who-we-areffinancials/integrated-financial-plans/fy201 O.pdf
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• Integrated Financial Plan - FY2009
USPS
http://about.usps.com/who-we-arelfinancials/integrated-financial-plans/fy2009.pdf

• Report on Universal Postal Service and the Postal Monopoly
Postal Regulatory Commission
December, 2008
http://www.prc.gov/Docs/61/61628/USO%20Report.pdf

• Envisioning America's Future Postal Service
USPS
March 2, 2010
http://about.usps.com/transforming-business/future-postal-service.html

• Ensuring a Viable Postal Service for America: An Action Plan for the Future
USPS
March,2010
http://about.usps.com/future-postal-service/actionplanforthefuture-march201 O.pdf

• Report on Universal Postal Service and the Postal Monopoly
USPS
October, 2008
http://about.usps.com/universal-postal-service/usps-uso-report.pdf

• Projecting U.S. Mail Volumes to 2020
Mel Wolfgang
Boston Consulting Group
March 2, 2010
http://about.usps.com/future-postal-service/bcg-march-2nd-presentation.pdf

• Projecting U. S. Mail Volumes to 2020 Final Report- Detail
Boston Consulting Group
March 2, 2010
http://about.usps.com/future-postal-service/bcg-detailedpresentation.pdf

• Projecting U.S. Mail Volumes to 2020 Narrative
Boston Consulting Group
March 2, 2010
http://about.usps.com/future-postal-service/gcg-narrative.pdf
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• USPS Future Business Model
McKinsey & Company
March 2, 2010
http://about.usps.com/future-postal-service/mckinsey-usps-future-bus-modeI2.pdf

• Envisioning America's Future Postal Service: Options for a Changing
Environment
McKinsey & Company
March 2, 2010
http://about.usps.com/future-postal-service/mckinsey-march-2nd
presentation2.pdf

• Is Diversification the Answer to Mail Woes? The Experience of International
Posts - Final Report
Accenture
February, 2010
http://about.usps.com/future-postal-service/accenture-presentation.pdf

• Foundation for the Future -201 0 Comprehensive Statement on Postal
Operations 2010 Performance Report and 2011 Performance Plan USPS

http://about.usps.com/strategic-planning/cs1 O/CSPO 12 2010.pdf

• Annual Compliance Determination Report Fiscal Year 2011
March 28, 2012
http://www.prc.gov/Docs/81/81771/FY%202011%20ACD.pdf

• Modern Service Standards
RIBBS National Customer Support Center
https:l/ribbs.usps.gov/index.cfm?page=modernservicestandards

• Audit Report - Business Rules for Modern Service Standards (Report Number
EN-AR-09-002)

March 12, 2009
Jeffrey C. Williamson
Manager, Network Development and Support

http://www.uspsoig.gov/foia files/EN-AR-09-002.pdf
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• QUARTERLY RETAIL E-COMMERCE SALES 4th QUARTER 2011
Timothy Winters (Survey Processing): (301) 763-2713 CB12-29
William Davie (Survey Methodology): (301) 763-7182
Deanna Weidenhamer (Seasonal Adjustment): (301) 763-7186
US Census Bureau News, US Dept of Commerce
Thursday, February 16, 2012
http://www.census.gov/retail/mrts/www/data/pdf/ec current.pdf

• RARC-WP-12-006 The USPS Global Card: A Conceptual Analysis of a Smart
Card Platform
Office the Inspector General
February 13, 2012
http://www.uspsoig.gov/foia files/RARC-WP-12-006.pdf

• FT-MA-10-002 Management Advisory - Summary of Substantial Overfunding in
Postal Service Pension and Retiree Health Care Funds
September 30,2010
http://www.uspsoig.gov/foia files/FT-MA-1 0-002.pdf

• GA-12-470_US. Postal Service-Mail Processing Network Exceeds What is
Needed for Declining Mail Volume
U.S. Government Accounting Office
April 2012
http://www.gao.gov/assets/600/590081.pdf

• ACR-2011 FY 2011 Annual Compliance Report
USPS
December 29, 2011
http://www.prc.gov/Docs/79/79166/FY.2011.ACR.pdf

8
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• Docket No. N2011-1 Reply Brief of the American Postal Workers Union, AFL-CIO
(November 10, 2011)
http://www.prc.gov/Docs/77/77672/APWU%20Reply%20Brief%20x.pdf

• Area Mail Processing Handbook
USPS
March,2008

( http://about.usps.com/handbooks/po408.pdf

"-..
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• Frequently Asked Questions - Service Standards
USPS
http://about.usps.com/news/e lectronic-press-kitsl0 ur-future-network/service
standards-110915.pdf

• Modern Service Standards
USPS
https:/lribbs.usps.gov/index.cfm?page=modernservice

• 39 CFR Part 121 Proposal to Revise Service Standards for First-Class Mail,
Periodicals, and Standard Mail
http://about.usps.com/news/electronic-press-kits/our-future-network/advance
proposal.pdf

• Modern Service Standards for Market-Dominant Products
Federal Register
A Rule by the Postal Service on 12/19/2007
https:llwwwJederalregister.gov/articles/2007/12/19/E7-24365/modern-service

standards-for-market-dominant-products

• USPS
https:llwww.usps.coml
http://about.usps.coml

https:llribbs.usps.gov

9
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
SCHILLER TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT2-2. Please refer to page 10[sic], lines 4-5 and 8-11 of your testimony.
Please identify each secondary source that you reviewed using the descriptors delineated
in USPS/APWU-RT2-1.

a. Please provide a copy of the data you obtained from "a respected industry
source" and file it as a library reference.

b. In what form have you "combined" the data you collected and reviewed?
c. If you developed a qualitative andlor quantitative report, please supply a

copy of it in response to this interrogatory. If you developed quantitative results, please
provide them and document them in terms envisioned by Rule 31 (k) (which allows a third
party to replicate the results from raw data, through all processing steps, to your final
quantitative outputs).

RESPONSE:

Please see document labeled "Attach Resp USPS RT2-2" attached to this response.

(a) Response forthcoming.

(b) The data referenced in response to part (a) above was examined to conclude that

the information provided aligned in general terms with the collective knowledge of

the Shorter Cycles team based on many years of experience in the U.S. parcel

market. Based on this examination and extensive industry knowledge estimates of

data elements used in my testimony were made which were then confirmed as

reasonable through discussions with current industry contacts. Rather than a

complete and precise business case, my testimony is meant to provide a sense of

the magnitude of the parcel opportunity and the risk of implementing network

rationalization prior to fully examining the parcel opportunity and determining

future parcel strategy. Given this purpose the approach I used is entirely

appropriate.

(c) No such reports or results were produced other than my testimony as filed.

3839
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SHORTER CYCLES SECONDARY SOURCES

• 39 USC § 102 - DEFINITIONS
Legal Information Institute
Cornell University Law School
http://www.law.comell.edu/uscode/textl39/102

• Senate poised to tackle postal reform
By Bernie Becker
The Hill
March 22, 2012
http://thehill.com/blogs/on-the-money/budgetl217751-postal-reform-bill-to-hit
senate-f1oor-next-week

• The Postal Service Nears Collapse
By Devin Leonard
Bloomberg Businessweek
May 26,2011
http://www.businessweek.com/printlmagazine/contentl11 23/b4231060885070.h
tm

• The Proposed USPS Network: A Second Best Solution
Bv Alan Robinson
Courier, Express and Postal Observer
September 16, 2011
http://courierexpressandpostal.blogspot.com/

• USPS Taking Market Share in Parcel Delivery
Bv Alan Robinson
Courier, Express and Postal Observer
AUGUST 20, 2011
http://courierexpressandpostal.blogspot.com/2011/08/usps-taking-market-share
in-parcel.html

1
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• June Deliverable Retail Sales Remain at 20.5% of Total
By Alan Robinson
Courier, Express and Postal Observer
August 21, 2011

http://courierexpressandpostal.blogspot.com/20 11 /08/june-deliverable-retai1
sales-remain-at.html

• A Look Back at the 2011 Holidav Shopping Season
By Glan Fulgoni

comScore Voices
January 12, 2012

http://blog.comscore.com/2012/01/2011 holiday shopping season.html

• USPS explains "flawed" estimate of losses from mail plant closures
Post & Parcel
March 23, 2012
http://postandparcel. info/46619/news/companles/usps-explains-flawed-estimate
of-Iosses-from-mail-plant-closures/

• USPS Grades Poorly on Loss-making Products and Service Standards
Post & Parcel
March 28, 2912
http://postandparcel.info/46769/news/companies/usps-gra...s-poorly-on-Ioss
making-products-and-service-standards/

• USPS changes coming in 2012
December 20, 2011

http://newgisticsblog.com/

• Web retailers will ship more from regional fulfillment centers, study says

Paul Demery, editor
Internet Retailer
October 22, 2009

http://www.internetretailer.com/2009/1 0/22/web-retailers-will-ship-more-from
regional-fulfillment-centers

2



(

(
"

Docket No. N2012-1

Attachment Response USPS/APWU-RT2-2

• E-retail Spending to Increase 62% by 2016
Thad Rueter
Internet Retailer
February 27,2012
http://www.internetretailer.com/2012/02/27/e-retaiI-soending-increase-45-2016

• Comparing UPS, FedEx, and USPS: Which is Best Now?
By Armando Roggio
practical ecommerce
November 8, 2011
http://www.practicalecommerce.comlarticles/3156-Comparing-UPS-FedEx-and
USPS-Which-is-Best-Now-

• Banks find opportunity in Postal Service woes
By David Henry and Rick Rothacker
Reuters
Wed Mar 28,2012
http://www.reuters.comlarticle/2012/03/28/us-banks-mail
idUSBRE82ROGQ20120328
Rick Rothacker

• USPS Explanation of Secret Study Is Misleading, Inaccurate, Union
Charges
APWU Web News Article 023-2012
March 26, 2012
http://www.apwu.org/news/webart/2012/12-023-uspsmarketstudy-120326.htm

• The Small Parcel Oligopoly
By Ben Comston
Seeking Alpha
September 20,2010
http://seekingalpha.com/article/225976-the-small-parcel-oIigopoly

3
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• The Social and Economic Value of Postal Services
Save the Post Office
September 7, 2011

( http://www.savethepostoffice.com/social-and-economic-value-postal-services
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• Privatizing the U.S. Postal Service
By Tad DeHaven
CATO Institute
November 2010
http://www.downsizinggovernment.org/usps

• The United States Postal Service - Case Study
By James Creelman
EPM Review
http://www.epmreview.com/Resources/Case-StudieslThe-United-States-Postal
Service-USPS.html#

• Parcel Deliverv
Wikipedia
http://en.wikipedia.org/wiki/Package deliverv

• PostCom
2011 Annual Report

• USPS Service Performance Update
PostCom
March 2012

• Postal Legislative Reform: "Who's on First?"
PostCom Bulletin
April 1, 2012

• Will U.S. Postal Service Changes Affect Your Business?

Guest post by John Haber
Spend Matters
October 12, 2011
http://www.spendmatters.comlindex.cfm/2011/10/12/

4
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SHORTER CYCLES GENERAL REFERENCE SOURCES

• American Postal Workers Union, AFL-CIO Website
http://www.apwu.orglindex2.htm

• C-SPAN
http://www.c-span.org

• Center for the Study of the Postal Market
http://postalfoundation.org/

• ComScore
http://www.comscore.com/

• DC Velocity
http://www.dcvelocity.com/channels/transportation/

• Earl Gregg Swem Library
William and Mary University
Government Information
http://swemgovdocs.blogs.wm.edu/categorv/postal-service/

• Eastern Connection
http://www.easternconnection.com/

• E-Commerce Times
http://www.ecommercetimes.com/

• Express Carriers Association
http://www.expresscarriers.com/index.php

• FedEx
http://www.fedex.com/us/

• Internet Retailer
http://www.internetretailer.com/

• Lone Star Overnight
https://www.lso.com/default.aspx

5
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• Newgistics
http://www.newgistics.com

• OnTrac
http://www.inboundlogistics.com/cms/planner/2012/ontrac/

• PARCEL
http://www.parcellndustrv.com/ME2/DefauIt.asp

• Post & Parcel
http://postandparcel.info/

• PostCom
http://www.postcom.org/

• practical ecommerce
http://www.practicalecommerce.com/

• Ship Notes
http://www.shipnotes.com/default.aspx

• Spee-Dee Delivery Inc
http://www.speedeedeliverv.com/

• Spend Management Experts
http://spendmanagementexperts.com/

• Spend Matters
http://www.spendmatters.com/

• Streamlite
http://www.streamliteinc.com/

• Supply Chain Brain
http://www.supplychainbrain.com/contentfindex.php

• UPS
http://www.ups.com/

6
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
SCHILLER TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT2-3. Please referto page 10[sic] lines 6-7 of your testimony. Please
provide complete documentation of your "modeling effort," including those by which that
effort was "commissioned," together with your results, the resultant model, the output of
such modeling, any interim or final results, and any reports generated during examination
or development of the model. Please also provide any contractual documents underlying
that modeling effort.

RESPONSE:

Please refer to page 20, beginning line 8, all of page 21, including Table 2, both revised

May 22,2012, and through to page 22 line 3 in my testimony, revised May 1,2012 and

Appendix 3, revised May 22,2012, for a description of the modeling effort and the model

output resuIts.

Please also to refer to the testimony of APWU witness Pierre Kacha (APWU-RT-3), from

decision/analysis partners, for the complete description of the simulation model. The

Priority Mail modeling effort is further documented in the forthcoming Library References

APWU-LR-N2012-1/1 0, APWU-LR-N2012-1/11 and APWU-LR-N2012-1/12, and non

public library references APWU-LR-N2012-1/NP1 0 and NP11, which includes the model

and all inputs and outputs.

There is no contract between Shorter Cycles and decision/analysis partners regarding the

model.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
SCHILLER TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT2-4. On page 10[sic] of your testimony you first introduce the
concept[sic] of "In Depth Interviews ('lOis')." Please document these lOis completely-to
the extent not already appearing in your testimony-including, but not limited to:

a. transcripts of each interview (edited, as appropriate, to protect participant
identity);
b. all guidance provided to moderators, including any discussion guide,
(beyond what is supplied in your testimony);
c. explanation for how participants were recruited, using what screening tool(s)
with the intention of gathering participants meeting what specific and ranges
of characteristics;
d. participant profiles;
e. description of the purpose of the lOis together with a copy of the "Summary
of Topics" (TR-2 at 47) provided to participants or potential recruits;
f. copies of any documents used during the lOis;
g. any documents sharing partial or complete results;
h. all contracts involved; and
i. each participant's responses to all questions in the Appendix 2 of your
testimony (excepting those necessary to preserve any confidentiality
promised, in which case a unique identity should nonetheless be associated
with each interview).

RESPONSE:

(a) Notes from In-Depth-Interviews (lOl's) submitted as Library Reference APWU-LR

N2012-1/13.

(b) The only guidance provided to interviewers was the Discussion Guide contained in

Appendix 2 (revised May 22,2012).

(c) The screening process was straightforward. We collected a large number of

company names from various sources, including our project team members. A

simple Interview Candidate Profile (submitted in Library Reference APWU-LR

N2012-1/13) helped us identify specific prospects. The prospects were then

screened, using the Screener document (also submitted Library Reference APWU

LR-N2012-1/13) by calling each prospect to secure a commitment to participate.

(d) Participant profiles are included in each 101 document; see APWU-LR-N2012-1/13

(e) The purpose of the 101's was to engage respondents to elicit input regarding the

service and operational changes proposed by the USPS and how those changes

might impact each business interviewed. From that information, together with our

institutional knowledge of the industry, this would provide insights to develop our
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testimony. A copy of the "Shipping Profile" (also submitted in APWU-LR-N2012

1/13) includes a "summary of topics" and a shipping profile grid which prospects

were asked to complete prior to the interview. Most respondents declined to

complete the profile based on company policy, available time, and lor available

data. We attempted to collect as much shipping information as possible at the

actual interview which was included in the individual 101 notes.

(f) The oniy document shared with the participant during the interview was the

"Shipping Profile" containing the "Summary ofTopics" (see APWU-LR-N2012-1/13)

(g) N/A

(h) N/A

(i) see Library Reference APWU-LR-N2012-1/13
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USPS/APWU-RT2-5. Please refer to pages [11-12] of your testimony, Key Findings.
.. a, Please explain what effort, if any, was undertaken to focus participants upon

"customer runoff' caused only by the proposed changes in First-Class Mail service
standards, or upon the specific changes proposed in this docket.

b. Please explain in detail the foundation for, and analytical steps involved in,
the comparison between your qualitative results and those of the quantitative research
you refer to as "abandoned." Include in your explanation how you were able to
distinguish between results that would be "more consistent" from those that might be
"much more consistent."

c. Please cite to any examples in academic literature that support the empirical
path you explain in response to part (b) that supports the making of such comparisons
and how it applies to the comparison that you made.

d. Discussion of which specific questions elicited information useful to inform
the conclusions stated in the last two sentences of Key Findings number 2?

e. What statements made by respective participants offer support, within Key
Findings number 3, for:

1) The first sentence;
2) The second sentence up to the semicolon;
3) The rest of the second sentence;
4) What characteristics of the response to subpart (e)(2) compared to

the response to subpart (e)(3) led you to conclude that the latter was "more importanf'?
5) Does the last clause of that second sentence ("requiring the USPS to

perform better") reflect your own conclusion, or does it also derive from specific
participant statements? If the latter, please identify those statements supporting the
statement.

RESPONSE:

Please refer to Appendix 1 which is a more detailed report of the Market Research

Perspective gained through our qualitative interviews with customers, and to the

Discussion Guide for the customer interviews, contained in Appendix 2 (revised May 22,

2012) of my testimony.

(a) Please refer to pages 54-55 of my testimony (APWU-RT-2) revised May 1,2012,

Appendix 2, Discussion Guide, Part II, section G. Network Rationalization, revised

May 22,2012. In this section, we describe the initiative of Network Rationalization

and the related service standard changes specific to FCM and then ask the

. respondents several questions about their awareness of the change and the

potential impact of the change (0 4-5). The structure of the guide was designed to

move the discussion from specific service standard changes to progressive

additional changes and then add more complex issues.
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Please refer to page 11, lines 2-3 of my testimony (APWU-RT-2), revised May 1,

2012.

Our research was strictly qualitative in nature. The foundation of the

research is described on the same page 11, lines 6-8, as in-depth interviews with

17 parcel shippers. Please also refer to pages 41-43, Appendix 1, under the

heading Methodology for further "foundation".

No specific analytical steps were required to assess the results of customer

responses in our research relative to the quantitative research of the USPS. In our

research we are simply reflecting customer sentiment. Please also refer to page

49 of my revised testimony, Appendix 1, the first and second full paragraphs, that

explain how we would interpret the qualitative results to be "much more consistent"

with the research results described in USPS-LR-N2012-1/70.

Respondents tended to broaden the discussion beyond specific individual

USPS initiatives and offen began to discuss broader, more complex issues before

the interview progressed through each designed step. Respondents seemed

naturally inclined to discuss the bigger picture that reflects the actual state of the

USPS, the challenges. it currently faces, and the various past and proposed

initiatives designed to improve the financial viability of the Postal Service. Relative

to the research discussed in the testimony of Witness Elmore-Yalch (USPS-T-11),

the quantitative research conducted by OCR on behalf of the USPS in

August/September of 2011, as described in USPS-LR-N2012-1/70, more

accurately reflects the broader context in which customers are forming opinions

and making shipping decisions. This was borne out in our interviews.

There was no intended distinction between "more consistent" and might be

"much more consistent" as referenced in your question.

I am unaware of any such examples in academic literature. Rather, Shorter

Cycles believes from many years' experience that it is simply common sense to

listen to customers, and it is valid to directly reflect and interpret those qualitative

results.
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As noted in my response to USPS/APWU-RT2-5(b), the August/September

2011 quantitative research conducted by OCR on behalf of the Postal Service

more accurately reflects the broader context in which customers are forming

opinions and making shipping decisions than the research reported by USPS

Witness Elmore-Yalch (USPS-T-11). This was borne out in our interviews.

Please refer to page 65, Appendix 2, of my testimony (APWU-RT-2), revised May

1,2012, under the heading "General Questions", #5 and#8.

Please refer to my testimony (APWU-RT-2), revised May 1,2012, Appendix 1,

pages 48-49, section labeled "The Big Picture."

(1) "we want them to survive" 101 001 question J5

"we need for them to survive" 101 005 question F1

"But I want them to succeed" 101 007 question J3

"well, I would really like to see them do what all private
carriers do for a lower price" 101 015 question J9

"they will probably be out of business. I hope not. .. "
101 013 question J8

(2) "focus on the stuff going well-don't let mail drag down the parcel service"
101 002 question 9

"our business is dependent on them" 101 005 question F2

"decreased network capability; lost capacity to grow will reinforce the
downward spiral" 101 004 question J5

"Make mail even more affordable" 101 009 question J4

"availability of records and documents quickly and reliably...we rely on the
Postal Service in this regard" 101 013 question J3

(3) "more in parcels" 101 001 question J5

"focus more on parcels" 101 002 question J9

"National ground service and regional i-day ground service"
101 004 question J6

"more competitive in parcel shipping ... good to have another competitor"
101 007 question J4

"reliable competitive package shipping" 101 008 question J6
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"viable package delivery business" 101 010 question J4

"better tracking, definite day of delivery" 101 011 question J4

"we need a great parcel shipper like UPS...gives us excellent information"
101 013 question J6

"we'd like to see them do all that private carriers do"
101 15 question J9

3852
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(4)

(5)

My testimony does not state that effective competition in the parcel

market is "more important" than maintaining current service as this question

suggests. Rather, the finding that customers want to seek an improvement

in parcel service was "more important" to our discussion about the parcel

opportunity, which is the focus of my testimony.

Both. Please refer to my testimony, revised May 1,2012, page 49,

Appendix 1, middle of the third full paragraph. In addition, customers made

the following comments in several interviews:

"reliability, more customer focus and attitude" 101 003 question J7

"whether or not they can actually make it happen" 101 005 question J8

"more timely in pick-up and delivery" 101 006 J4

"service is so poor they could hardly get worse" 101 007 question J3

"easier to understand products" 101 008 question J4

"run the business like a business" 101 009 question J9

"they should be able to do overnight ... in a regional area"
101015 question J4

"focus on ease of use and give us quality products" 101012 question J4

My conclusion is drawn directly from these comments and other more

general impressions that better performance is directly linked to listening

better to constructive criticism from customers and to their needs.
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USPS/APWU-RT2·6. Please confirm that on page 5, lines 4-5, of your testimony you
make a statement about what you observe is missing from the Postal Service case.

a. Please identify each document filed in this case that you reviewed to
support this claim (by at least filing date, title and filing party).

b. If you reviewed materials extrinsic to this case upon which you also rely to
support your claim, please identify and describe these, as well.

RESPONSE:

I cannot confirm that I made a statement about what I "observe is missing" as that is not

the language used in my testimony. However, I can confirm that my testimony reads as

follows, "focus on reducing cost has not been balanced with an appropriate evaluation of

strategic opportunities to develop new revenue streams."

(a-b) Please see generally my response to USPS/APWU-RT2·1.

The statement "focusing on reducing cost has not been balanced with an

appropriate evaluation of strategic opportunities to develop new revenue streams" is

supported by USPS response to APWU/USPS-12 (a) and (b), filed April 19, 2012, which

states:

(a) Review of the marketplace and development of plans are underway, but are not
expected to be completed until more clarity emerges regarding future service
standards, network changes and pending legislative activity.
(b) The plan is expected to take into account network and plant infrastructure that
emerges from the ongoing rationalization initiative.

These responses indicate that the network changes are being proposed and are planned

to be implemented prior to completing a broader review of the marketplace and

development of plans to address any identified opportunities. Rather than network

changes being informed by future plans, future plans will be constrained by the proposed

changes.
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USPS/APWU·RT2·7. Please confirm that on page 5, lines [5-6] of your [revised]
testimony, you indicate an opinion that the proposed service standards changes have "the
very strong possibility of affecting other postal products."

a. Please identify each product you have in mind.
b. Is it your understanding that the Postal Service expects no impacts upon

products? Please explain any affirmative, negative or equivocal response.
c. Use of the word "other" implies an intended comparison to some product, or

that some product is somehow distinct from "other ... products." Please
explain this statement and any intended comparison.

d. Please explain in general terms what you understand comprises a single
postal product.

e. On what do you rely as the foundation for this statement?

RESPONSE:

Confirmed. Please refer to Appendix 1

(a) Generally parcel products in both market dominant and competitive classes.

(b) No. The Postal Service does expect some impacts. Please refer to my response

to USPS/APWU-RT2-12(b).

(c) Our emphasis is primarily on parcel products. "Other" refers generally to parcel

products and sub-products. Again, please refer to my response to USPS/APWU

RT2- 12(b).

(d) I understand a "single postal product" in the general terms of how customers

understand and describe postal products. They refer to First Class Mail, Priority

Mail and other similar "products" based on their own experience and usage. We

reflect the customer usage in our own usage of the general terms. I also

understand a product to be defined in 39 USC Section 102 as follows:

6) "product" means a postal service with a distinct cost or market
characteristic for which a rate or rates are, or may reasonably be, applied;

(e) The "foundation" for the above statement relies on our own' experience with the

Postal Service and postal products and listening to customers describe what they

understand to be Postal products.
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USPS/APWU-RT-8. On pages 4-5 you assert, "Furthermore, the overwhelming focus on

reducing cost has not been balanced with an appropriate evaluation of strategic

opportunities to develop new revenue streams." Since the Postal Service is welcoming of

new revenue streams, please identify each strategic new revenue stream the Postal

Service should, in your opinion, be focusing upon.

a. For each such potential revenue stream, please explain your
understanding-and foundation for your understanding-of the opportunity each
presents citing, if possible, to publicly available documents illustrating the propriety
of what you see as the missing Postal Service focus of its strategic resources upon
these revenue opportunities.
b. For each such potential revenue stream, is it your understanding that other
entities or firms are now focusing upon these opportunities? Please explain your
response fully.
c. Do you have any understanding of whether, in addition to entities or firms
identified in response to part (b), each revenue opportunity was previously
explored or evaluated by commercial interests, although their interest is not
ongoing? Please explain your response fully.

RESPONSE:

(a-c) Please refer to pages 24-37 and 38-40 of my revised testimony dated May 1, 2012.,
In those pages I describe in some detail the opportunities in the parcel market beginning

with B2C and expanding to B2B. The opportunities abound in expanding the overnight

ground capabilities of USPS parcel products, the repositioning of parcel products to

capture greater share of market segments, such as heavier weights and longer

distance/zone ground, and improved features such as tracking and service guarantees.

Please also refer to pages 74-75, Appendix 4 of my revised testimony which

describes a potential "Strategic Choice" that may present itself in the near future to the

Postal Service and is again specifically relevant to the issue of Network Rationalization.

The fundamental choice is between "fully-network-capable" end-to-end parcel product

offerings versus a primary focus on "Iast-mile/first-mile" delivery and pick-up operations.

Such a strategic choice would be critical to the future of the Postal Service, is dependent

upon a full operating network, and is therefore an important consideration in this docket.

As experienced marketing analysts, managers and executives in the parcel

industry with over 60 combined years of experience, the Shorter Cycles team knows that
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fully assessing these market opportunities is a large and complex undertaking. However,

we know that market evidence clearly points to such growth opportunities now. The

scope of our work in this case is to provide customer insight, subject matter experience

and opinion regarding the opportunities available that require consideration now, before

the network is dismantled. The scope of our work would not allow us to propose any new

specific revenue streams, however, our research and knowledge of the industry indicates

that substantial opportunities exist in the parcel market and should be investigated,

analyzed, and fully developed into market plans by the Postal Service before moving

forward with network rationalization.

The point here is precisely that a substantial opportunity exists to further develop

the Postal Service position in the parcel market and that that opportunity is discussed

very little in the documents produced by the USPS in the present docket. I believe these

opportunities are highly relevant to this case as they have a direct relationship to the

quality and scope of the present operating network. I have seen very little analysis of the

opportunity in the case materials, or in USPS documents in general. There also is no

analysis of what the impact of Network Rationalization may be on the future capabilities of

a more fully-competitive parcel-oriented network.
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USPS/APWU-RT2-9. On page 5, you assert that "Relaxing the service standards ma~

cause a significantly increased runoff of existing volume and revenue and it may preclude
excellent opportunities to grow in the very attractive Business to Consumer parcel
market." [Emphases added here.]

a. Would you agree your assertion leaves room for a counter-assertion that
relaxing the service standards may not cause a significantly increased runoff of
existing volume and revenue and it may not preclude excellent opportunities to
grow in the very attractive Business to Consumer parcel market.
b. Please explain any negative or equivocal response to part (a).
c. Does the quoted statement from your testimony rely upon any empirical
data?
d. Your testimony evinces familiarity with witness Whiteman's testimony (see,
e.g., APWU-RT-2 at 21,41); what is your understanding of whether the Postal
Service views the volume, revenue and contribution losses estimated by its market
research from network rationalization (see, e.g., USPS-T-12 at 22) are or are not
"significant"?

RESPONSE:

(a) My comment on page 5 to which you refer is based on our interpretation of

customer responses gained through direct qualitative market research. Please

refer to Appendix 1, which describes the full market research undertaking, results

and conclusions. Therefore, a theoretical counter-assertion is not relevant; we

base our interpretation on what customers have said to us. Though we conclude

that a change in service standards "may" significantly increase customer run-off,

based on our experience and interviews with customers, we believe there is a

significant likelihood that this "will" occur.

Many customers in our interviews wished to discuss "the big picture"; they

did not wish to limit their opinions to the basic questions about service standards.

Their answers suggest that there is a risk of greater runoff of volume when

customers take into account the big picture. In our opinion, the "abandoned"

quantitative research, which also put this current proposal in the context of the big

picture with resulting projections of volume and revenue loss roughly 4x greater

than the second research effort conducted by the USPS, leaves little support for

the counter-assertion that the proposed changes in service standards will not have

a dramatic impact on customer run-off.
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(b) Not applicable.

(c) Please refer to my response to Interrogatory USPS/APWU-RT2-5(c). We believe

direct customer comments and opinions are important and relevant.

(d) Please refer to pages 23-24 of my revised testimony of May 1, 2012, describing

the risk exposed when comparing the two known market research efforts of the

USPS, the first of which has been described as "abandoned". The "abandoned"

research results projected revenue and contribution losses roughly 4 times greater

than the results reported in the second research, which was officially represented

by the original testimonies of Elmore-Yalch, T-11 and Whiteman, T-12. In his

testimony on the second research effort, Whiteman says the changes "are not

expected to constitute a tipping point for major new changes in volume decreases."

One can surmise then that losses driven by 4 times greater volume

decreases would likely be considered "significant" by the Postal Service.

In our opinion, losses driven by 4 times greater volume and revenue

(-- decreases should be considered significant.
'.-..

c
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USPS/APWU-RT2-11. Please confirm that in the last full paragraph on page 6 of your
testimony you state that "most [customers] say that they will actively consider alternative
means of delivery for parcels."

a. Is it your understanding that parcels mailers today actively consider
alternative means of delivery for their parcels?
b. Is it your understanding that tomorrow, or next year, or after network
rationalization, that parcels mailers will cease considering their alternatives for
delivering parcels?

RESPONSE:

Confirmed

(a) Yes.

(b) No. As the value proposition of any product changes due to various factors, many

parcels mailers will likely consider alternatives. Therefore, as the USPS considers

changes to service standards, shippers are likely to consider alternatives. Of

course, this is also true for changes in other factors such as price, service quality

and a multitude of other variables. Based on customer comments in our

interviews, many will be likely to give greater consideration to alternatives due to

the changes proposed by the USPS and the expectations of the customers.

In the future, many customers may cease to consider the USPS as an

alternative for delivering their parcels if the USPS fails as an active entity in the

market. Many customers express concern whether the USPS will survive over the

next five years. Please refer to page 48, Appendix 1, section labeled The Big

Picture, first two paragraphs: Customers are greatly concerned about the future of

the Postal Service.

Two separate customers specifically described the USPS as in a "death

spiral" and at a "dead-end". Several other customers also expressed concerns

about whether the USPS will survive. We do not take such comments lightly from

respected mailers and shippers, and we believe the USPS should pay attention to

such customer concerns. Further, any customer who believes such an outcome is

possible will likely, in our opinion, "actively consider alternative means for delivery

of parcels". Such customer concerns at some point are likely to result in customer

action.
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USPS/APWU-RT2-12. Appendix 3 of your testimony addresses a Priority Mail Model,
which your testimony addresses on pages 18-19. Please provide a complete copy of the
model together with full documentation of it in accordance with Commission Rule 31 (k),
thereby allowing replication of its estimation from input data through all processing steps
explained to its results.

a. Please identify each assumption on which this model relies and explain the
reasoning that led to adoption of each.

. b. What is your understanding of impacts upon delivery of Priority Mail that the
Postal Service expects from Mail Processing Network Rationalization? Upon
which materials filed in this docket is that understanding based?

RESPONSE:

See APWU-LR-N2012-1/1 0, APWU-LR-N2012-1/NP1 0, APWU-LR-N2012-1/11, APWU

LR-N2012-1/NP11 and APWU-LR-N2012-1/NP12.

(a) In addition to the above referenced Library Reference, please also refer to the

Rebuttal Testimony of APWU Witness Kacha (APWU-RT-3) and Library Reference

APWU-LR-N2012-1/NP7. Additionally, Appendix 3 of my testimony, revised May

22, 2012, contains the final report from decision/analysis partners regarding the

Priority Mail model results.

(b) We have no reason to offer conjecture as to what impacts upon delivery of Priority

Mail that the Postal Service "expects" from Mail Processing Network

Rationalization. Rather, we have sought to review the 3-digit to 3-digit Priority Mail

service standards that will be in place immediately following implementation of the

network rationalization proposal. As this information has not been made available,

we have sought to understand the following:

i. data that would support meaningful analysis of post-implementation

capabilities and the impact to Priority Mail,

ii. analysis performed by or on behalf of the USPS to determine potential

impacts to Priority Mail service standards and/or service performance, and

iii. the results and conclusions from any such analysis.

Based on the evidentiary record in this case, we would conclude that no such

analysis exists at this time.
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Various participants in this case, including APWU have posed, to both the USPS

institutionally, and associated witnesses, questions similar to USPS/APWU-RT2

12b. Our understanding of impacts upon delivery of Priority Mail that the Postal

Service expects from Mail Processing Network Rationalization is informed by the

responses received as documented below:

• Direct Testimony of USPS Witness Williams (USPS-T-1) at p. 26 (December 5,
2012):

5. Priority Mail.
Priority Mail is a competitive product for which service standards are not

required to be published in the Title 39 of the Code of Federal Regulations. The
current service standards associated with Priority Mail range from 1-3 days
based on origin-destination 3-digit ZIP Code pairs. The Postal Service will
continue to provide a 1-3 day Priority Mail service after network consolidation is
implemented. Overnight delivery will continue to be provided to local service
areas, with 2-day and 3 day standards from each origin zone to the remainder of
the countrv defined by the capability of the realigned mail processing network.
[Emphasis added here]

• Response of USPS Witness Neri to APWUlUSPS-T4-3 (January 12, 2012):

What impact would the proposed plan have on the actual delivery profile of
Priority Mail compared to its actual delivery profile now?

RESPONSE:
The impact will depend upon the results of the individual AMP studies.

• Response of USPS Witness Williams to APWU/USPS-T1-34 (March 15,
2012):

Page 26 of your testimony states that "[t]he Postal Service will continue to
provide a 1-3 day Priority Mail service after network consolidation is
implemented," and that it will also "continue to provide overnight Express Mail
service." Your testimony further states that for both Priority Mail and Express
Mail, "[t]he standards from each origin zone to the remainder of the country will
be defined by the capability of the realigned mail processing network."

a) What will be the impact of the realigned network on the service standards of
these competitive products?
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i. What percentage of Express Mail volume is currently delivered in one
day? How will this change under the realigned network?
ii. What percentage of Priority Mail volume is currently delivered in one
day? In two days? In 3 days? In more than three days? What wiii these
figures be under the realigned network?

b) What is the anticipated impact on the parcel components of these competitive
products? i. What percentage of Express Mail parcel volume is currently
delivered in one day? How will this change under the realigned network?
ii. What percentage of Priority Mail parcel volume is currently delivered in one
day? In two days? In 3 days? In more than three days? What wiii these figures
be under the realigned network?

RESPONSE:
a. The service standard day ranges are not changing. However, network
changes may result in changes in the expected delivery day within each range
for specific origin-destination ZIP Code pairs. Now that almost all facility-specific
consolidation determinations have been made, the Postal Service is currently
evaluating new service areas and assessing any potential changes required for
Express Mail and Priority Mail service standards.

i-ii. The Postal Service is not required to report Express Mail or Priority
Mail service performance. Even when it completes realignment of ZIP
Code pair service standards as referenced in response to part (a) above,
the Postal Service wiii stiii not be able to predict the percentage of mail
within each product that will be delivered within its applicable service
standard in the future

b. See the response to part 'a' above. The Postal Service cannot predict the
percentage of parcel-shaped mail within each product that will be delivered within
its applicable service standard in the future.

• Response of USPS Witness Martin to APWUlUSPS-T6-7 (March 14, 2012):

Page 17 of USPS Witness Wiiiiams' testimony allows for potential 3-digit [ZIP] to
3-digit ZIP Code changes to service standards based on the reconfiguration of
the network.

***
***
***

d) Is Priority [M]ail, both flats and parcels, expected to be affected in the same
way?
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e) If so, what percentage of Priority mail would be affected?

RESPONSE:

***
***
***

(d) Because the remapping of ZIP Codes is incomplete, i am unable to provide a
complete response to this interrogatory. However, I anticipate that total transit
distances for Priority Mail parcels and flats may also increase or decrease,
although not necessarily in synchrony with one another.

(e) I interpret this interrogatory part as seeking the percentage of Priority Mail
that is expected to be affected by any increases or decreases in transit
distances. I understand that the Postal Service has estimated that approximately
22 percent of the Priority Mail processed within the plant network is currently
processed at a location that has been approved as a consolidation opportunity.
Any such Priority Mail volume could be affected by increases or decreases.

• USPS Response to APWUlUSPS-22 (April 12, 2012):

Does the Postal Service measure the volume of "turnaround" Priority Mail?

a) What is the current percentage of Priority Mail that currently receives overnight
delivery?

b) What percentage of Priority Mail that currently receives overnight delivery will
shift to 2-day delivery in the new rationalized network?

RESPONSE:

Preamble) No.

a) Currently, 1.1 % of origin-destination 3-digit ZIP Code pairs have an overnight
Priority Mail service standard. Further, see the response to APWU/USPS-T1-34.
The Postal Service is not required to report Express Mail or Priority Mail
performance.

b) See the response to APWU/USPS-T1-34. Even when the Postal Service
completes realignment of ZIP Code pair service standards as referenced in
response to APWU/USPS-21 (b), the Postal Service will still be unable to predict
the percentage of Priority
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• Response of USPS Witness Neri to PRIUSPS-T4·15 (April 17, 2012):

Understanding that any estimate is subject to the current uncertainly over which
facilities will be eliminated and how the network will be restructured, piease
estimate the following:

a. Percentage of Priority Mail, by revenue and piece count, which will maintain its
current service standard, the percentage whose standard will be increased by
one day, and the percentage whose standard will increase by two days (if any).

b. Percentage of Express Mail, by revenue and piece count, which will maintain
its current service standard, and the percentage whose standard will be
increased by one day.

RESPONSE:

a-b. Please see the responses to interrogatories APWU/USPS-T1-34(a) and
APWUlUSPS-T4-3 and 4.

Based on the lack of available information evidenced above, it is

appropriate to conclude that the possibility exists that Priority Mail service

standards and/or service performance will be negatively impacted as a result of

network rationalization. Users of Express Mail and Priority Mail products

experience some combination of 3-digit Zip Code pairing service standards and

actual performance of those service standards today. If users of these

competitive products experience something different after network consolidation,

including slower standards, a degradation in service performance or both, the

risk to existing revenue and profit contribution from customers turning to

alternative service providers will be greater.
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USPS/APWU-RT2-13. Gn page 16 of your testimony you state:

Analysis comparing FY2012 Q1 origin service standards to proposed
standards as reflected on the RIBBS website indicates substantial
potential degradation in service standards across all protected parcel
classes. Results of this analysis are discussed below and summarized in
Table 1.

a. Please clarify what Table 1 illustrates:
i. What are the units in respective cells, and from what universe or
population are they drawn?
ii. To what specific service standard proposals does Table 1
correspond, particularly as to your understanding of date, products and
shapes?
iii. How does Table 1 relate to parcels? Please explain the extent
to which Table 1 relates in part, in full, or not at all to parcels delivered by
the Postal Service.
iv. To what specific Postal Service products and price categories
does Table 1 relate?

b. Please explain and document the specific calculations underlying Table 1.

RESPONSE:

(a)

(i) As labeled and stated on page 17 lines 2-4, of my testimony, Table 1

represents the estimated number and respective percentage of 3-digit

origin/destination pairs that would experience a change in service

standards under the USPS proposal. The total number of 3-digit

origin/destination pairs shown under each product class represents all

active 3-digit Zip Code pairs in the United States. The two source files

were: FUTURE ORIGINATING SERVICE STANDARDS (MARKET

DOMINANT) and ORIGIN ENTRY SERVICE STANDARDS.XLS (FY12

Qtr 3). These files were downloaded from the RIBBS website:

https://ribbs.usps.govlindex.cfm?page=modernservice

Table 1 represents the service standards proposed in this case as

reflected on the RIBBS website as of April 10, 2012. It is understood that

the data reflected in the source file is preliminary in nature and may be

subject to change. However, as described on RIBBS, the data are

N2012-1
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illustrative of the "nature and magnitude of the service standard changes

that could potentially result from the network consolidation plan under

review." Products and shapes impacted would include:

• First Class Mail (letters, flats and parcels)

• First Class Mail Package Service

• Periodicals Mail

• Bound Printed Matter (flats and parcels)

• Media Mail/Library Mail

• Parcel Post

To the extent that portions of First Class Mail parcels and Standard Mail

parcels have been reclassified as competitive products (First Class

Package Service and Parcel Select Lightweight respectively), these

parcels would continue to reflect the service standards of their former

classification.

(iii) Table 1 is inclusive of service standard changes for parcels in the

categories/shapes described in response to part a-ii of this interrogatory.

The understanding that parcels would be impacted by changes to the

categories in question is provided in the responses to APWU/USPS-T1-29

and 33.

(iv) Please see my responses to subparts ii and iii above.

My understanding is that the service standards represented would impact

all products within the following classes: First Class Mail, Periodicals,

Package Services and Standard Mail.

(b) The service standard changes reflected in Table 1 of my testimony result from

the following calculations.

For and each origin/destination pair within a specific service class,

1) Subtract the value of the existing standard from the proposed

standard.

3866

2) Count the number of occurrences where the outcome to

instruction '1' is positive. This yields the number of % pairs
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that would receive a slower standard (more days to delivery) than

today.

3) Count the number of occurrences where the outcome to

instruction '1' is negative. This yields the number of % pairs

that would receive a faster standard (fewer days to delivery)

than today.

4) Count the number of occurrences where the outcome to

instruction '1' is zero. This yields the number of % pairs that

would experience no change to the current service standard.

N2012-1
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USPS/APWU-RT2·14. Please confirm the sixth bullet on page 27 of your revised
testimony says, "UPS/FDX deliver[sic] within 250 miles (generally) overnight."

a. Please identify the sources of UPS and FDX data on which this statement
relies.

b. What is the source of the 250 mile limit? Was the source for the original
version of your testimony (which uses "150" in lieu of "250") any different?
Please explain the foundation for this bullet and what led to the erratum;
was this a simple typographic error or was there some real import to the
150 mile description?

c. Please identify (separately) the specific UPS and FDX products to which
this bullet refers.

d. Please explain the meaning and source of the qualification "generally" in
this bullet. To the extent any judgment was involved, please explain who
made that judgment, what that judgment was based upon, and what
criteria lead to inclusion within or exclusion without what "generally"
encompasses.

3868

RESPONSE:

Confirmed. However, more precisely, it should read "UPS/FDX deliver ground products

within 250 miles (generally) overnight."

(a) The referenced statement relies on years of industry experience among the

Shorter Cycles team, including roles as head of Marketing Services-Planning,

Forecasting and Pricing, Ground Products Manager, Residential Strategy Project

Leader, and Retail Products Marketing Manager at UPS. Additionally, UPS and

FedEx ground service area maps available on UPS.com and FedEx.com,

respectively, reflect a range of overnight ground service capability depending on

origin. In some cases, overnight coverage reaches less than 200 miles or as

much as 350 miles. As a general rule, 250 miles provides a good estimate.

The 250 mile range also roughly corresponds to pricing and distance in Zones 2

and 3 and sometimes Zone 4 in the UPS and FedEx rate chart mechanisms.

(b) Please see response to subpart 'a' above. The change from 150 to 250 miles

simply reflects the correction of a typographical error.

(c) Ground products: UPS Ground, FedEx Ground and FedEx Residential Delivery

Service.(
'--. (d) Please see my response to subpart 'a' above.
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USPS/APWU-RT2-15. Please refer to the volume, revenue, share numbers
. reported in eleven bullets that cross the page 26 to page 27 boundary. Please specify

data sources for each number and provide copies of the reports or other sources upon
which you rely. Also, please document all underlying calculations showing how you
aggregate to each carrier's total or share, and then aggregate to overall totals or shares.

a. Please explain how you were able to verify that these bullets refer only to
parcels transported on the ground.
b. Please explain how you were able to verify that these bullets focus upon
ground parcels shipped no further than 350 miles and "mostly overnight" thereby
excluding other shapes (flats and letters), transportation modes (other than
ground), longer distances than 350 miles (including, for example, successive
trips), and business segments beyond business to consumer. Please include in
your explanation challenges presented by information available regarding
respective carriers.
c. If you are unable to provide specific verification for parts (a-b), then please
explain your opinion as to how or why parcels transported (at least in part)
via transportation other than ground were excluded, and that higher priced
products were excluded.
d. Please explain what you mean by "mostly overnight" (p. 26 line 19), the
limitations inherent in "mostly", and how that term applies to establish
comparability within and across bullets and carriers.
e. . Please discuss how the respective carriers' business rules apply to ground
parcels and explain how these shaped or impacted the analysis presented in the
eleven bullets.

3869

RESPONSE:

The source for these numbers is a Shorter Cycles team estimate, based on our

knowledge of the industry and specific experience using data of this nature for many

years. Using estimates of average daily volume, average revenue per piece, and

relative share of each major player in the identified ground market segment, we have

roughly estimated the numbers as shown in the bullet points to which you refer and we

have used, as backup and to refine the estimates, data contained in APWU-LR-N2012

1-/NP14.

There are no further specific underlying analyses, reports or studies that inform

these estimates. We are confident that these estimates reflect the general conditions in

the ground market that show there is a significant opportunity available to the USPS in

the overnight ground segment to gain share against the two established main

C_. competitors.

N2012-1



(a)

c

UNITED STATES POSTAL SERVICE INTERROGATORY DIRECTED
TO APWU WITNESS SCHILLER

The bullet points reflect numbers for products marketed as "Ground Services".

Both FedEx and UPS market "ground" products that, in effect, define the market

category or segment. We specifically chose this sub-segment of the ground

parcel market as an example with excellent opportunity for USPS to gain share.

We verified the numbers with the data contained in APWU-LR-N2012-1/NP14.

It is important to note that other parcel products marketed as "Air" or "Express"

products are often transported by ground in the same short-distance geography

and frequently include other features and characteristics which may differentiate

the products from "Ground" products, despite the fact that they are transported in

similar fashion on the ground. We did not include those products in the chosen

example market segment.

(b) Please see the response to USPS/APWU-RT2-15 and 15 (a) above. Also,

please note, our estimates do not distinguish parcels by "shape" as this is not a

common definition in the competitive parcel market.

(c) The parcel market is often segmented by product categories or segments

described in one of three ways: 1) "Express", "Next Day", "Air" or some

combination thereof; 2) "Deferred Air" or "Deferred Express" or similar; and 3)

"Ground", "Ground Services" or similar. The actual mode of transport of each of

the first two product segments can be by surface or ground transport for relatively

short distance origin-destination movements while generally moved by air

transport for longer distances. The product names and categories reflect more

the product differentiation by a combination of features than a strict adherence to

mode of transport.

Again, these product category or segment definitions are supported by the data

contained in APWU-LR-N2012-1/NP14.

(d) The actual distances covered with overnight service vary with every geographic

origin and destination combination, based on geographical, operational and

market constraints. In defining the short-distance or short-zone ground delivery

segment, we chose the 350 mile distance parameter as a general indicator of the

approximate maximum distance covered with overnight service by the major

parcel carriers and regional parcel carriers for products marketed in the "Ground"

N2012-1
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category. From any given origin most Zip Codes within 350 miles can be

reached overnight. Every destination is defined by Zip Code and address and is

specified in terms of days of transit. It is not a matter of performance but rather

committed days in transit; "mostly" refers to the logic that most destination Zip

Codes within 350 miles distance will be defined as one-day (overnight).

(Performance in achieving that overnight standard will generally be 98% for

competitive carriers currently.) Because not all Zip Codes within 350 miles are

defined as overnight and that the combinations vary from every origin Zip to

every destination Zip, it can only be generalized that typical ground parcel

products of the private carriers are defined as one-day generally within the 350

miles, and mostly so within 250 miles.

(e) Overnight service coverage by FedEx and UPS ground services is not a matter

of business rules applied to individual shipments. Rather, provision of overnight

delivery of FedEx Ground, UPS Ground and other carriers' shipments is

determined by operational capabilities that are developed to meet the product

designs as determined by market expectations and demand. There are not

decision rules in place as to whether some packages receive overnight ground

service while others from the same origin to same destination do not. From any

given origin, there is an operating plan that defines the specific destination area

to which Ground service delivery will be made in one day. This area is defined

by the maximum coverage within which service reliability (delivery by committed

day) can be consistently maintained at acceptable levels, typically at least 98%.

N2012-1
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USPS!APWU-RT2-16. Please refer to Appendix 2 of your testimony (pp. 51-66).

(

a. Please explain how this appendix was prepared by identifying who
developed it; whether (and if so, how) it was reviewed to avoid its imparting bias
to the results; whether it was built from a pre-existing form (if so, please identify
the predecessor and provide a copy); the credentials of those who reviewed it to
ensure its utility, propriety and faimess; and your understanding of whether it did
or did not lead customers to specific responses.
b. You indicate on page 41 (Appendix 1) that you rigorously screened 40
prospects to complete 17 interviews. What was the basis for screening and what
were the qualifications of those who completed the 17 interviews versus the 23
who did not?

ii. Who did the screening and how was the screening conducted?
ii. What reasons were given for refusing to complete the
interviews.
iii. Without disclosing anything that would reveal respondent
identifiable information, what are the characteristics of the prospects who
refused to complete the interviews.

c. Without disclosing any respondent identifiable information what are the
characteristics of the firms interviewed-e.g., firm size, industry type, mailing
volume, location, etc.
d In Appendix 2 you requested information on the interviewee's shipping
profile. You reference a form they filled out? Did this form contain additional
information on the respondent's shipping profile beyond the number of shipping
locations? Please provide copies of this form with respondent-identifiable
information redacted?
e. If limited to number of shipping locations, why didn't you obtain other
information on their shipping and mailing characteristics? Specifically why were
there no questions on the total volume of parcels and mail they send, nor any
breakout of how they send those parcels and mail? Specifically, to what extent
do they use First-Class Mail?
f. You indicate that the screening resulted in interviews with managers of
firms engaged with shipping of parcels or mail primarily to residential (consumer)
recipients. Why was the focus on shipping primarily to consumers?
g. Of the 17 interviews completed, you indicate that several were completed
at the National Postal Forum in Orlando.

i. Please define "several" by providing the exact number of
interviews completed at the Forum.
ii. Please provide details as to the purpose of your attendance.

h. How important to your research, its goals and results, and its ultimate
utility is an accurate description in Appendix 2 of the changes the Postal Service
proposes?

i. The Postal Service used a more detailed description of the
changes to First-Class Mail Service Standards as detailed in Witness
Elmore-Yalch's testimony. Why did you choose not to use this more
detailed description?
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i. Please identify who performed the in-depth interviews, together with their
professional background and qualifications to undertake the interviews. More
generally, what measures were taken to ensure that Appendix 2 meets
professional standards for such instruments?
j. You indicate on page 41 that questions were both rating scales to
determine relative value of various features and open-ended to draw as much
perspective as possible. You further indicate this provided to be a very effective
approach. On what basis and for what purpose do you contend that this is an
effective approach?
k. What is the validity and reliability of the responses to the rating scales?
I. Please provide (if you have not already) copies of each respondent's
completed Appendix 2. If any redactions are necessary beyond what is
necessary to protect participant identity, please provide non-public versions
without redactions.
m. What if any analysis of participants' completed response forms (for which
Appendix 2 is the blank form) was undertaken? Please describe what was done
and provide copies of any write-up or other evaluation that involved one or more
participants.
n. What do you believe is interviewees' understanding of speed or time-in-
transit (expected transit time)?
o. You ask for the importance of a variety of service characteristics (section
E). In Section F you then ask for your impressions of the Postal Service. It does
not appear that you followed up directly or indirectly with a question as to the
extentto which USPS currently meets customer needs and expectations
regarding these service characteristics.

i. Why didn't you follow-up with these questions?
ii. What is the standard market research practice when asking
questions regarding the importance of service features?
iii. Is it common or uncommon to ask a corresponding set of
questions to garner insights or data on satisfaction with delivery service on
respective features or, as an alternative, the extent to which the company
in question meets customer needs and expectations?

p. Please confirm that the following statement appears in section G. of
Appendix 2: "As a result of Network Rationalization, First Class Mail would no
longer be delivered in one day."

i. Do you understand this statement to be accurate? Please
explain and include in the explanation any source materials on which the
quoted statement relies.
ii. Is it your understanding that, after implementation of Network
Rationalization, the Postal Service would be required to avoid delivery of
First-Class Mail the day after entry? Please explain how you arrive at your
understanding?

q. Please explain your understanding of the role that leading questions
should, or should not, play in research tools such as Appendix 2. Include in your
response the extent to which consideration of leading questions should focus
upon single questions as opposed to question sequences.

N2012-1
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r. Please confirm that the following statement appears in section G of
Appendix 2: "It is possible that this proposal could affect parcels as well."

i. Please explain the circumstances that create the possibility
asserted. Please also explain what circumstances support the clear
counter-implication that "this proposal" might not affect parcels.
ii. Why was this statement inserted in Appendix 2 and what
purpose(s) does it serve?
iii. Who made the judgment that inciusion of this statement was
appropriate?
iv. Please identify each Postal Service product for which this
possibility exists and explain how the impact on each such product was
determined.
v. What impact, if any, would you expect upon participants'
responses had the statement instead included word(s) of negation (such
as changing the syntax by replacing "could" with "might not" or otherwise
denoting semantic negation)?
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RESPONSE:

(a) Appendix 2, the Discussion Guide, was developed by the Shorter Cycles team

(- discussed on pages 3-4 of my testimony, revised May 1, 2012. The Discussion

"-. Guide was reviewed by the team collectively. We each have experience in

conducting customer interview market research from many previous similar

. projects in this industry and other industries. We do not believe it to impart any

bias. The entire design and execution was developed to listen to customers

about factual issues.

(b) From several large lists of shippers from multiple industries, we screened down

to 40 prospective respondents/companies who we believed represented diverse

industries, geographies, and company sizes. We limited the prospect list so that

we could call quickly, set up at least 15 interviews (our target was 15 to 20

interviews), and do so within the time available. The screening was based on the

criteria outlined in the Interview Candidate Profile sheet (see APWU-LR-N2012

1/13). We contacted prospects until we had confirmed 17 interviews that could be

achieved within our allotted time and that met the correct distribution of size,

geography, and parcel shipping experience.

(
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(i) The Shorter Cycles team divided the list of prospects and each team

member contacted a group of prospects as defined in the Interview

Candidate Profile (see APWU-LR-N2012-1/13).

(ii) Various reasons were given by prospective respondents for refusing to

complete the interview. The most often cited reason was company policy,

followed by lack of time and/or fitting into the respondent's schedule, or we

did not have the correct name in the list we referenced with appropriate

knowledge of the issues at hand.

(iii) There are no specific characteristics related to the prospects that refused

the interview. All were qualified parcel shippers primarily in B2C markets

and they were of varying sizes, geographies, industries.

(c) Please refer to the file "Interview Candidate Profile-Completed" in APWU-LR

N2012-1/13, and my response to USPS/APWU-RT2-23.

(d-e) Please see my response to USPS/APWU-RT2-13 for profile information and also

please refer to APWU-LR-N2012-1 /13.

To avoid potential bias, we did not disclose the sponsor of this project. We were

operating as a third-party research resource with no specific customer

relationship with any respondent. As a result, most respondents were reluctant

to share their specific shipping data with us. We therefore focused our attention

on more general shipping profile information.

(f) We focused on the B2C residential parcel delivery market as the primary market

of focus for USPS parcel products presently, and as the market with the greatest

near-term opportunity for future success for the USPS. We do not exclude the

B2B or commercial market. However, we believe B2B to require longer-term

efforts in order for the USPS to become fully competitive.

(g) (i) 4 interviews were conducted at the National Postal Forum

(ii) The purpose of our attendance was to further immerse our team in the

business activity of the Postal Service in the parcel shipping market and

the mail market generally.

N2012-1
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(h) We believe it is important to use not only an "accurate" but also an easily

understood description of the changes that the Postal Service proposes that are

relevant to the respondents.

(i) It is important to use a simple, clear and concise description, but also one

that is relevant to predominantly parcel shippers and that is detailed

enough that the respondents can easilyunderstand to facilitate discussion

and responses.

(i) The Shorter Cycles team personally performed the in-depth interviews. The

professional biographies of the team are discussed in my revised testimony,

pages 2-4. Each Shorter Cycles team member has extensive market research

experience with various Fortune 500 companies as research project owners,

designers and participants. We applied standards learned through years of

participation in qualitative and quantitative projects.

(j) This approach was effective because it allowed us to concentrate on issues of

importance to each customer, probing further with each respondent to draw out

the discussion of these issues.

(k) See my response to subpart (j) above. We believe it is always valid and reliable

to listen to customers. The responses to the rating scale were not intended, nor

were they used, for any quantitative analysis.

(I) Please see APWU-LR-N2012-1/13.

(m) Please see APWU-LR-N2012-1/13 which contains the IDI interviewer's notes

from each interview. The summary of findings appears in Appendix 1 of my

testimony revised May 1,2012. Please also see my response to USPS/APWU

RT2-23.

(n) Time-in transit is a commonly accepted industry term for the time, measured in

business days, from carrier pickup or injection of a parcel to ultimate delivery

where the date of pickup/injection is Day '0' and each successive calendar day

represents an additional day in transit. Practically, shippers and consignees may

include non-business days in their characterization of time-in-transit, but it is

widely understood when dealing with the transportation providers that time-in

transit reflects business days only.

N2012-1
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(0) (i) The purpose of these questions was to determine for each individual

respondent what areas should be discussed in further depth. Our follow

up involved probing more deeply on the features of most import to each

respondent.

(ii) This question is so broad that only a general response can be given. The

answer depends on whether the research in question is quantitative or

qualitative. Standard practice in qualitative research such as ours would

be to identify what is important to respondents and then attempt to gain

deeper understanding by probing further on areas relevant to the purpose

of the study. In this case, we probed for deeper understanding on the

service features each respondent deemed to be relatively more important

to them among the features listed in the discussion guide.

(iii) It is common to proceed as stated in your question when seeking

quantitative results reflecting customer satisfaction, typically through a

survey. Our purpose was to gain qualitative insight into what features are

important, how such features relate to the respondents' overall business,

and to allow respondents to elaborate on their impressions of provider

capabilities. It is not typical to ask questions designed to provide

quantifiable results within an exclusively qualitative research effort.

Therefore our research instrument was designed as a discussion guide,

rather than as a survey.

(p) Confirmed.

3877

(i) The statement relies for accuracy on the statement made by USPS in

"Frequently Asked Questions" contained in a Service Standards document

dated September 2011/1, on the USPS website, entitled Electronic Press

Kits-Our Future Network/Service Standards. Link:

http://about.usps.com/news/electronic-press-kits/our-future

network/service-standards-110915.pdf

In addressing the question "What are service standards now?" the

document stated "First-Class Mail: 1-3 days." The follow-up question,

"What could the service standards be changed to?" stated "First-Class
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Mail: 2-3 days." Our declarative statement relies on the USPS actually

taking action, as they describe "would be to eliminate the expectation of

overnight service." I do understand that in actual operating practice some

FCM may continue to be delivered overnight; the point is the Postal

Service has clearly stated that it wishes to "eliminate" that expectation with

customers.

(ii) I have seen no evidence that USPS would be "required to avoid delivery of

First-Class Mail the day after entry." The "Frequently Asked Questions"

published by USPS in a SERVICE STANDARDS Bulletin dated

September 2011 states "Customers will likely no longer receive mail the

day after it is mailed."

(q) In our research design we attempt to focus on statements of fact in order to elicit

comments and opinions from respondents. We intend to ask only questions

based on facts. I cannot comment on a technical theoretical question regarding

"the role that leading questions should, or should not, play in research tools".

(r) Confirmed.

(i) Please see my response to Interrogatory USPS/APWU-RT2-12(b).

The responses provided by USPS witnesses referred to in 12(b) were

made prior to the design and implementation of our qualitative research.

Our statement and question "that this proposal could affect parcels as

well" is therefore a statement of fact and is not in any way a leading

question.

Because the current proposal could have an impact on parcel products, a

fact acknowledged by the Postal Service as described in response to

USPS/APWU-RT2-12(b), it is irrelevant to discuss a theoretical counter

implication.

(ii) The respondents included in our research are mainly shippers of parcels.

Therefore, it is directly relevant to ask a respondent if he/she is aware of

the possible changes to parcel products that the USPS has testified could

occur and that the customer may experience in its shipping practices.

(iii) The Shorter Cycles Team.

N2012-1
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(iv) Please see my response to subpart (i) above and page 17 of my revised

testimony dated May 1, 2012.

(v) It is irrelevant to consider any impact upon participants' responses had the

statement in question included "word(s) of negation". We made a factually

correct statement to respondents in our research that the network

rationalization proposal could affect service on parcels, based on

responses provided by the Postal Service as detailed in my response to

Interrogatory USPS/APWU-RT2 12(a). Please also refer to my response

to interrogatory USPS/APWU-RT2-13 (a)(ii) and my response 16 (r)(i)

above.

N2012-1
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USPS/APWU-RT2-17. What is your understanding of service standard changes the

Postal Service has proposed that would impact parcels? Please identify each affected

postal product, the applicable service standard change and explain the source of your

understanding as to effect.

RESPONSE:

Please refer to my responses to interrogatories USPS/APWU-RT2-13 (a)(li), and

USPS/APWU-RT2-16(r)(v).

In general, our sources for understanding the possible service standard changes are

documents from the USPS and testimony of witnesses from the USPS.

N2012-1
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USPS/APWU-RT2-18. Please confirm that on page 7 you claim, "the added day of
seNice for all of FCM is troubling."

a. Is it your understanding that each such mail piece will take at least one
day longer between entry and delivery? Please explain.
b. Please explain the complete foundation for your assertion that the Postal
SeNice plans to add a day of seNice for all First-Class Mail. Please include
citation to or quotation from pertinent materials the Postal SeNice has filed in this

. case or which appear on official postal information sources.
c. What is your understanding whether mailers would respond to the
circumstances described in the inteNiew guide by entering First-Class Mail one
day sooner than they now do? Are you able to draw upon responses to in-depth
inteNiews to inform your answer? Please explain why or why not.

RESPONSE:

Page 7 of my testimony states "the added day of seNice for all of FCM is troubling to

customers." However, "all" should be replaced with "much." Otherwise, I cannot

confirm that I make this claim, as is clear from my testimony, this statement reflects the

concerns expressed by customers we inteNiewed: the complete statement includes the

words "troubling to customers."

(a-b) See my response to USPS/APWU-RT2-16 (p)(i and iI) and my response to 18

and 18 (a) above.

(c) We did not explore nor discuss with respondents the specific issue of mailers

entering FCM one day sooner than they do now.

N2012-1
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USPS!APWUlRT2-19. Please explain, showing your calculations, how you arrived

at the conclusion that the Postal Service can expect an 8 to 9 percent growth rate "for

USPS parcels" (APWU-RT-2 at 26), and whether that is an annual or aggregate

projection over some time period.

a. What parcel processing capacities does the Postal Service lose thanks to

network rationalization? Please cite to sources for your response.

b. What operations capacity for higher weight parcels does the Postal

Service lack today (APWU-RT-2 at 34)?

RESPONSE:

On a ten-year horizon, from year 2010 as a base to 2020, the USPS has the opportunity

to grow share in the fast-growing B2C parcel market, which is growing at a 6 to 6.5 %

annual rate. Product improvements that the USPS could accomplish in this timeframe

(greater overnight committed coverage, more competitive pricing in heavier parcels

above 10 pounds, and competitive reliability from improved tracking information) could

allow the USPS to gain product parity with UPS and FedEx while capitalizing on the

USPS' inherent cost advantage in residential "last-mile" delivery.

This combination of factors presents the opportunity for the USPS to achieve market

share of greater than 30% in 10 years from a current share of approximately 20% in

B2C. Market share growth from 20% to greater than 30% in 2020 would imply an

annual growth rate in revenue of about 12% over the same ten years. This would allow

the USPS to grow from just over $3 billion in revenue to nearly $10 billion in B2C.

The calculations are as follows: $3.1 billion X 10 year CAGR at 12% = $9.6 billion

$9.6 billion! $30 billion B2C market = 32% share

(My estimates allow for generous rounding of numbers; forecasts of this magnitude over

10 years are exceedingly difficult to quantify in any way other than round numbers).

While I believe a 12% growth rate is possible because of the unique opportunity in the

market, I also believe it to be prudent to project a lower growth rate of 8-9% that

N2012-1
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considers and allows for competitive responses from other carriers and various

operational challenges to implement such aggressive plans.

Obviously, a more substantial and complete market analysis needs to be developed to

define the opportunity in the market and develop a plan for product improvements and

implementation. Such an in-depth analysis is beyond the scope of this project but I am

confident of the large opportunity now available in the B2C parcels market.

(a) USPS has provided little or no information in this case as to the impact of its

network rationalization proposal on parcels; however, USPS Witness Martin

indicated in response to APWU/USPS-T6-7 that 22% of Priority Mail is currently

processed in facilities planned for consolidation.

(b) I do not have specific information to answer this question, as I do not have

access to such detailed Postal Service operating information. To my knowledge,

such operating information regarding parcel capacity has not been included in

the Postal Service's case presentation.

By observation however, it is likely that heavier weight parcels in large volume

are not easily accommodated in the present network sorting facilities and are not

easily accommodated in the present delivery vehicles.

N2012-1
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USPS/APWU-RT2-20. Please describe the systematic similarities and differences

among the 23 prospects screened out from the 17 interviewed (APWU-RT-2 at 41).

Please explain how respective screening criteria led to exclusion of each of these 23

prospects.

RESPONSE:

Please refer to my response to USPS/APWU-RT2-16 (b).

N2012-1
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USPS/APWU-RT2-21.
interviews?

How long were respective telephone and in-person

(

(

a. What was the limit for "time allowed" (APWU-RT-2 at 41)?
b. How many interviews were constrained by time allowed?

RESPONSE:

(a) Approximately 1 hour.

(b) Six, ranging from 30 to 45 minutes each.
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USPS/APWU-RT-2-22. Please provide a copy of the "interview guide" (APWU-RT-2
at 38) or a citation to it if it is generally available.

RESPONSE:

Please see my testimony, Appendix 2 and APWU-LR-N2012-1/13.

N2012-1
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USPSfAPWU-RT2-23. Please provide a matrix breaking out in-depth interviewees
by small, medium, large, and third-party parcels shippers, while further breaking out the
fourth of these into the respective three types. APWU-RT-2 at 42. Please also indicate
in the breakout, to the extent available, which respective interviewees have "deep ...
understanding" of Postal Service parcels products.

a. How many interviewees inform your judgment about "most users of FCM
for shipping parcels" (APWU-RT-2 at 46), especially considering your view that
"parcel shippers" are mutually exclusive of "loyal mailers" (APWU-RT-2 at 45)?
b. Assuming your statement (on page 46) that "[FCM parcels shippers] use[]
USPS for shipping products for which speed of delivery may be less important
than cost" has value beyond speculation (given the use of "may"), upon how
many interviewees does this statement depend? Did any of them comment upon
speed of delivery compared to reliability of delivery?
c. Upon how many interviewees does the statement straddling pages 48-49
("They suggest strongly that more diversion from the USPS is likely because they
must move to protect their own needs.) depend? More specifically, what did they
say?

3887

RESPONSE:

C Please see the summary table below of the characteristics of the 101 respondents.

Each of our respondents was directly involved and responsible for shipping activity in

his/her respective company, either in day-to-day operations or in policy and decision-

making, or both.

3rd Predom
IDI Location S/M/L Pty USPS user Prod usage Industry type

1 SE GA S YES comp parcels retail re-seller
2 SE GA S NO dom/comp parcels online retailer
3 SE GA S YES dom/comp parcels online retailer
4 SE GA NA YES NO dom/comp parcels consultant
5 W CA S YES dom/comp parcels software/hardware
6 SE GA S NO comp parcels online/trad retailer
7 E MD M NO comp parcels wholesaler
8 SE GA M YES dom/comp parcels printing
9 NE PA M YES dom mall/media publishing

10 SE GA M NO comp parcels IT/software
11 NE NJ M NO dom/comp parcels med equipment
12 SE Multi L NO comp parcels vision/optical
13 NW WA M YES dom/comp parcels healthcare
14 MW Multi L NO comp parcels online/trad retailer
15 MW Multi L NO comp parcels online/trad retailer
16 MW Multi L YES dom mail online/trad retail adv mail
17 SW Multi L YES YES dom/comp parcels transport mgt

(
~',.,-
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Notes to the above table:

Location: by geographic section of the country NE, E, SE, MW, W, SW NW; and by

State or multiple shipping locations.

Size: Small, medium, large as self-described by respondents in lieu of shipping data.

Predominant USPS user: self-described by respondents

Product usage: market dominant products or competitive products; self-described

Industry type: self-described

(a) At least half of the respondents mentioned FCM parcels. These are likely regular

or occasional users of FCM for parcels. However, we do NOT consider parcel

sh ippers to be mutually exclusive of "loyal mailers"; I apologize for the syntax and

grammar of the narrative that could lead to any unintended interpretation as

such.

(b) At least four respondents specifically mentioned the choice of low price over

speed of delivery. Several more respondents alluded to price as the primary

advantage of the USPS versus other parcel carriers, hence my choice of the

word "may" as it reflects my opinion having interpreted generally the customer

responses. I assume comments from customers to always have value "beyond

speculation."

Some respondents did comment on speed of delivery and reliability of delivery.

(c) Respondents answered interview questions about diversion from the USPS. The

results are as follows:

Five shippers rated their likelihood to shift volume as extremely or very high:

IDI 008 Question G6: How likely to shift volume on scale of 1-10: 10

IDI015 Question G6:" " 8

IDI 004 Question G6:" " 6

IDI 003 Question G6:" " 6

IDI014 Question H5:" " 7

N2012-1
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Among the other respondents, four shippers rated their likelihood to shift volume

at a rate of 3 or lower, therefore less likely to shift; four were predominantly non

users of the USPS for parcel services and therefore have little or no volume to

shift; two are intermediary organizations managing shipments on behalf of actual

shippers and chose not to project the likelihood of their customers to decide to

shift; and two simply did not answer the question.

All but one of the respondents (who did not rate their likelihood to shift as

extremely or very high) are potential long-term diverters also, because each has

questioned the ultimate survival of the Postal Service, as captured in the various

quotes below. Thus, most would be forced to consider shifting volume to other

carriers in order to protect their own needs in the event of USPS failure.

This is what the respondents "specifically" said:

3889

• 101 001 Question J5:

• 101 002 Question J5:

Question J8:

• 101 006 Question J8:

• 101 007 Question J3:

• 101 009 Question J3:

• 101010 Question J8:

• 101 011 Question J9:

• 101012 Question J5:

• 101013 Question J8:

"I think they may be in a death spiral"

"They are at a dead-end if these changes keep

getting worse."

"Like I said---it may be a dead-end."

"Legacy costs, overhead, and system costs are too

significant for them to survive ... "

"I am not real hopeful they will succeed ... "

"They will go over the edge when they eliminate

Saturday service."

"They will be out of business."

"It doesn't matter as th.ey won't be here."

"They might not be here!"

"They will probably.be out of business."

In terms of a qualitative message from the market, from a random sample of

customers, I consider this information an important reflection of customer
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concerns, that customers find the big changes proposed by the USPS to be

frightening and the overall situation fraught with risk.

N2012-1
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USPS/APWU-RT2-24. Looking to the first paragraph.on page 45 in your testimony,

how should long term volume decline in First-Class Mail volume owing to electronic

diversion be looked at "specifically ... in light of the proposed network rationalization?"

Please explain your response, providing examples of how information obtained in the in

depth-interviews inform your response.

RESPONSE:
This is how the long-term decline in FCM volume should be looked at: first, there needs

to be a thorough evaluation of the market opportunities at hand, and second, allow the

needs of that opportunity to inform any changes to operations.

3891

"Long term volume decline in FCM volume owing to electronic diversion" is generally

accepted to cause much of the financial difficulty facing the USPS and drives the push

for operational cost reduction resulting in the proposed Network Rationalization plan.

/ As stated in the first paragraph of my testimony on page 45, also on page 6, and

\" throughout my testimony, I believe there is great risk to the USPS in implementing the

Network Rationalization plan. There is the risk of further negatively affecting customers,

speeding the decline in revenue, and the great risk of dismantling the network before

fully evaluating and capitalizing on the large opportunity in the parcels market and

understanding the operating capabilities required to serve that growing market.

Customers strongly wish for the Postal Service to succeed. They want the postal

service to develop parcel products that match the competition. And they want to see

continued improvement in performance.

For specific examples of information obtained in IDI's, please see my response to

USPS/APWU-RT2-23(c) and my response to USPS/APWU-RT2-5(e)1-5.
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emboldened. So what we've done with the two

for the Postal Service.

CHAIRMAN GOLDWAY: This is counsel Hollies

requestrecord, I'd like to -- I'll state it

Interrogatory 9 from the Postal --

Heritage Reporting Corporation
(202) 628-4888

(No response.)

CHAIRMAN GOLDWAY: Then, if not, this brings

Is there any additional written cross-

MR. HOLLIES: Madam Chairman, for the

CHAIRMAN GOLDWAY: Thank you. I appreciate

Postal Service. The tail end of the question

MR. HOLLIES: Thank you for that. I've

worked with counsel for the APWU with respect to one

mark, set of marks, in the Question No. 9 from the

indicates that there's emphasis in the question, and

record did not reflect the emphasis that had been put

yet the sets as they were produced for going into the

in play originally, that is, the word may had been

designated sets going into the record is that we have

emboldenment or at least the emphasis is retained.

that we're being consistent.

underlined the word may in each instance so that that

today?

examination for Witness Schiller to be presented

us to oral cross-examination, and the Postal Service
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is the only participant who has requested oral cross-

examination. Is there any other participant wishing

to cross-examine Witness Schiller?

(No response.)

CHAIRMAN GOLDWAY: Then, if not, Mr.

Hollies? Mr. Tidwell? Mr. Hollies.

CROSS-EXAMINATION

BY MR. HOLLIES:

Q Good afternoon, Mr. Schiller. I'm Kenneth

Hollies for the Postal Service.

A Nice to see you.

Q Nice to see you. This will be quick. In

your response to Part B of Question 2 from the Postal

Service, you recognize, and I quote, "The risk of

implementing network rationalization prior to fully

examining the parcel opportunity and determining

future parcel strategy". Do you see that?

A Is this Question 2, Part B?

Q Yes.

A It's Question 2?

Q I'm sorry. Was that an affirmative?

A No. Actually I don't see it under 2 .

Q The responses to Question 2 are on two

different pieces of paper. There's one that was

originally provided which says for Part A response

Heritage Reporting Corporation
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forthcoming, and then there's the response to B down

there.

A That I see so far.

Q Okay. And on the fourth to the last line of

the response to B appear the words, "The risk of

implementing network rationalization prior to fully

examining the parcel opportunity and determining

future parcel strategy". You see those words?

Yes. Now I yes.

Q Okay. What is your understanding of the

A

extent to which the Postal Service has examined what

you term as this parcel opportunity?

A Are you asking a general understanding or

specific to what's reflected in the case documents?

Q I guess the former, but whatever best suits

you for responding.

A Well, in the case documents, I would start

with that, I would suggest there's very little

discussion of the future opportunities in the parcel

segment. In more general documentation that we

examined, meaning some of the strategic documents that

are on your website that I believe were published in

February or March of 2010, there is of course some

discussion of the future of parcels, so we did look at

that of course, but that's sort of technically outside

Heritage Reporting Corporation
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the case.

Q My question is a general one. I'm asking

what, if any, understanding you have about what the

Postal Service knows. And if that's the sum of your

response, that's sufficient, but if you have more to

offer, that's fine too.

A Well, that's a very expansive question. My

understanding would be in simplest terms or briefest

terms that I believe that there is a very significant

opportunity that in the documentation and the

strategic documents that I've examined and read that

there is not a sufficient expectation of success in

the parcel business, and I think that's a very

important opportunity that I think should be explored

more fully.

Q Have you spoken with any of the postal

managers in charge of determining future parcel

strategy?

A Yes.

Q And who were those?

A Well, again, are you specifically referring

to forming part of the testimony here or just in

general?

Q No, I'm just asking a general question. As

you indicate, your testimony points out that there's

Heritage Reporting corporation
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an opportunity here for the Postal Service.

A Right.

Q I think that's the major message.

A Well, then the answer is yes. For example,

yesterday I had a five-minute chat with Mr. Paul

Vogel, who up until just recently was in charge of all

revenue and all marketing efforts for the Postal

Service, and we had a brief chat, and so, yes, I am

occasionally offered the opportunity to interact with

appropriate people at the USPS.

Q Okay. Thank you.

A Who in general have those kinds of

responsibilities, yes.

Q Moving to Question 3 from the Postal

Service, the last part of the answer indicates there's

no contract between Shorter Cycles and Decision

Analysis Partners. Can you give us some understanding

of the relationship between those two groups?

A Well, I guess I would describe the

relationship as collaborative as facilitated by our

mutual client, which is the APWU. So the contract

that Shorter Cycles has is with the APWU. I can't

speak to the exact nature of any contract between the

APWU and Decision Analysis, but it's my understanding

that there is one, and so on behalf of the APWU, we

Heritage Reporting Corporation
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collaborated on some elements of the work we did for

this process.

Q Thank you.

A But there is no contract.

Q Understood. This is just a simpLe question

and maybe a matter of syntax, but with respect to

Question 4 from the Postal Service, your response to

this question indicates that the discussion guide

appearing in Appendix 2 or perhaps the appendix itself

was revised on May 22. Was the discussion guide in

any way incomplete when first filed, or was it changed

after it was used in the interviews?

A Well, no, there was no substantive change to

it. There was a lettering error. The sections of the

discussion guide were lettered A through I believe

it's I, and I think it was G and H that repeated, so

we simply changed that to add clarity. In case there

were questions about G, we wouldn't have to clarify

which G we were talking about.

Q Fair enough.

A But there were no other substantive changes.

Q That was my next question. Thank you. You

make it clear in your testimony and responses to

questions that you and your associates bring or

brought subject matter expertise to the interviews, is

Heritage Reporting Corporation
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that right?

A That's correct.

Q Does that also mean that your screening and

selection of interview candidates allowed you to

recruit those who somewhat balanced or brought

expertise that you did not necessarily bring to the

interviews? I guess I'm asking, was that an asset in

terms of your recruitment?

A I'm sorry. I'm not sure I understand that

question.

Q Okay. Let me rephrase it.

A Yes, please.

Q Okay. With the understanding that you

brought subject matter expertise to the interviews,

I'm curious whether that also means that your

screening and selection of interview candidates

allowed you to recruit candidates who somehow balanced

or brought expertise that you did not bring to the

interviews.

A Well, yes, I would say that's a consequence

of what we did. That wasn't our objective, but in

going to talk to what we would refer to here as

customers, we were undoubtedly going to meet people

who had different expertise and different experience

in this space than we have, but that was not our

Heritage Reporting Corporation
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intent. We weren't trying to find people with

different expertise. We were trying to make sure we

got a good selection of respondents from a fairly

broad cross-section of the types of shippers that we

were looking to talk to.

Q Okay.

A And perhaps as a result, well, no doubt as a

result, we talked to people that knew lots of things

that we didn't know going into the discussion.

Q I take it then that you feel you succeeded

in getting a broad breadth of experience assembled

behind your opinions?

A Absolutely.

Q The number of interviewees to my experts

seems to be rather small, but what is your view as the

expert here?

A Well, we spoke to 17 respondents

successfully, and obviously the Postal Service has

many, many, many more customers than 17, but we tried

to get a good cross-section. We had small, medium,

large, we had those who self-described themselves as

predominantly shippers via the USPS, or in some cases,

they were predominantly shipping by competitive

alternatives. We also hoped to get at least a couple

of what we would generally call third-party kinds of
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players, and so we successfully achieved that.

Being qualitative in nature, there really

wasn't any minimum or critical number. I consider 17

to be pretty good in the sense that, in fact, I

consider it to be very good in the sense that we got a

lot of information in a broad base from this group.

Obviously, if you could talk to many more shippers,

that would be better, but in a qualitative sense, I

think we got very good information that was very

applicable in many, many ways.

Q This question springs from your response to

NO.5 from the Postal Service. Let me read it as I've

written it and see if that works or whether I need to

rephrase it. While some of your conclusions are not

exactly what the Postal Service considers good news,

you do attempt to provide further explanation in your

response to Parts Band C of this interrogatory, how

you reach your conclusions regarding the magnitude of

the Postal Service quantitative market research

results, but can you explain empirically how the

qualitative research you undertook allows you to

surmise that the quantitative market research results

understate response to network rationalization?

A Well, I cannot discuss with any authority

the quantitative results. In fact, I would accept

Heritage Reporting Corporation
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them on face value as having been done well. It came

to light that there were in fact two sets of

quantitative research that were conducted and we were

surprised in one 'sense to learn that what had been

done previously I guess in terms of chronological

order, the one that was not accepted was done first

and then the second one was done and that became the

official research, and there was quite a big

distinction between those.

What we are reflecting here, though, from

our standpoint is not a commentary on the

quantitative. We are reflecting customer sentiment.

Now, when I talk about customer, they're the Postal

service's customers, but we went in viewing them as

customers. And the customers are quite frankly very

worried and it was hard for us to I guess synthesize

the notion that these people are expressing great

concern about all the things happening and the

potential for the Postal Service that it may not even

survive with the notion that, okay, maybe it's only a

one percent decline in volume caused by this activity

or whatever the exact number was. It just didn't sort

of ring true.

And in qualitative sense, that's what we're

most attuned to. When you talk to customers, you try

Heritage Reporting Corporation
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to listen to what they're really talking about even if

they cannot offer you a clear quantification of what

they're trying to do, and certainly we weren't doing

quantitative analysis, but it just didn't seem to make

sense. The people who are worried about the juture of

their principal provider of, in this case what we were

focusing on was parcels, that they would just simply

say, yes, all this activity will probably have a one

percent reduction in our activity with the Postal

Service, it didn't make sense. It's not clear at all.

So I can't speak to the precise numbers

because we didn't really look at that, but we're

talking here about customer sentiment and customer

concern, and that was very clear. And I would only

suggest that we're saying that there's a high risk,

that it could be a lot worse than your simple numbers

are saying. I mean, if I were running the business, I

would not hang my hat on saying it's only going to be

one and a half percent or whatever those numbers

actually were. I'd be really concerned. And I

suspect that the people who are running the business

actually are concerned that they're trying to push

this through in a different fashion.

Q Did you happen to look at the two concept

statements underlying the respective rounds of

Heritage Reporting Corporation
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quantitative research?

A Well, I looked at them.

Q Do you have any understanding of their

difference?

A Yes. My understanding of the difference is

that in the first case that was what I called

abandoned, it was a much more expansive discussion,

and in the second case it was very narrow in the

description of what the customers were asked to

address. I can tell you in our customer interviews

the customers did not want to talk about narrow, the

narrow subject. My own personal experience and my two

partners that also did interviews, the customers

wanted to talk about the big issues.

And because ours was, you know, a less

constrained, more of an open discussion, we tended to

follow where they would lead us in terms of what they

thought was important. Very clearly they were

interested in the big picture, not the narrow

viewpoint.

Q I think this is what you've acknowledged,

but correct me if I'm wrong. The big picture includes

things like five-day delivery and perhaps the closing

of post offices and other financial challenge whereas

the narrow picture is just a focus on the proposal in
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this docket, is that right?

A Well, that's right, and I would add as well

that the notion of survivability was mentioned very

frequently by many of our respondents, questioning the

survivability and concern about it.

Q Thank you. One last question, a technical

one, almost typographic. Is it your understanding

that the name of the company employing Witness Elmore

Yalch is OCR, as is sometimes used as an acronym for

Optical Character Recognition?

A No. Is that a misprint? No. ORC I believe

it is.

Q Thank you. Yes, it's ORC International.

A Right.

MR. HOLLIES: Thank you. That concludes my

questioning.

CHAIRMAN GOLDWAY: Are there any questions

from other participants? Followup on cross-

examination from others?

(No response.)

CHAIRMAN GOLDWAY: If not, I think that the

bench has some questions. I wasn't in the briefing

yesterday. Does anyone? Commissioner Taub, want to

begin?

COMMISSIONER TAUB: Yes, I'll follow up.
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Good afternoon.

THE WITNESS: Good afternoon.

COMMISSIONER TAUB: We have a long day. I

wanted to turn our attention to the Interrogatory

Response 19, RT-2-19.

THE WITNESS: RT-2-19.

COMMISSIONER TAUB: And when reading through

this, this kind of jumped out as me as, well, more,

you know, from obviously the matter at hand before us

but also the future of the Postal Service, as we're

just engaged in there.

THE WITNESS: Right.

COMMISSIONER TAUB: In response to this

question, you suggest that product improvements, such

as greater overnight, committed coverage, more

competitive pricing for heavyweight pieces, better

tracking, along with the Postal Service capitalizing

on residential last mile delivery, could result in

annual growth rates of 12 percent. And then you go

on, this growth rate could increase the Postal

service's parcel market share to 32 percent by the

year 2020.

I wonder if you could expand upon what

product improvements do you think are most important

for the Postal Service to achieve 32 percent of the
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1 parcel market share in 2020? You know, are there

2 additional improvements not listed in your testimony?

3 THE WITNESS: Yes. Just a point of

4 clarification. In this case, I was talking about the

5 B to C portion of the overall parcel market, not

6 including the B to B, but specific to the

7 improvements, the single most important in my opinion

8 is overnight capability on an extended range basis,

9 250, 350 miles from any given origin, on a dedicated

10 basis, meaning it: s specified, being able to do that

11 overnight with ground parcels. We're not talking

12 express here. That's a different, I mean that's a

13 relevant category, but it's different than what we're

14 talking. The ground parcel business is the

15 predominant market business.

16 And the overnight capability on a specified

17 basis, committed basis, is number one. But following

18 right on that of course is high reliability. I'm not

19 sure that I am up on the latest performance levels of

20 the Postal Service in priority mail, but my

21 understanding is it runs maybe 94, 95 percent on time

22 reliability. The two primary competitors are

23 routinely doing this on a 98 percent or higher basis

24 on the ground business. Twenty years ago, they were

(
25 at the 94 to 95 percent reliability rate. So that
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being the second key attribute, if you can do those

two things.

Following on, though, to if you can achieve

a 98 percent performance on the ground, you could

theoretically or maybe even practically, you could

6 provide a guarantee, a money-back guarantee. Those

7 three things quite frankly match the features that are

8 already established in the marketplace, but they're

9 quite achievable. I mean, they're not necessarily

10 achievable quickly because none of the other players

11 arrived at those numbers quickly, but that's now what

12 I would consider to be the market standard.

l3 Adding on to that, of course related to

14 that, is tracking on every package and information

15 content. So there are all sorts of, I won't go into

16 all the details, but there are all sorts of features

17 that you can add once you've got that kind of data

18 capture and you can provide that to both the shipper

19 as well as now, in many cases, you can provide that

20 kind of content to the receiver of the package, the

21 consignee, for redirect or that sort of thing.

22 So the big three features that I would go

23 out would be overnight, high reliability and perhaps

24 guarantee related to tracking.

c 25 COMMISSIONER TAUB: I appreciate that.
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Assuming for a moment, you know, those big three, you

know, the overnight and some of the product

improvements the Postal Service, you know, eliminates

or can achieve, from an approximation, where do you

see the Postal Service market share being in 2020

without that? You know, as you said, you're

estimating this may be achieving 32 percent. Again, I

appreciated your clarity. We're talking B to C here.

THE WITNESS: Right. Well, I would add that

many of those capabilities also apply to the B to B

market, but there are some other aspects that are

important because underlying also the ability to

achieve what I think is a significant market share

gain is the ability to leverage in the B to C market

the lower cost of the delivery activity that is

associated with already making those delivery stops to

135 million residential addresses every day, and

perhaps some of that even applies in the commercial B

to B market, but maybe less so there. So that's not

really a feature of service, but that's an aspect of

the existing capabilities of the Postal Service that

could be leveraged much more.

COMMISSIONER TAUB: If they're not

leveraging those, do you have a sense of where that

market share might be?
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THE WITNESS: Well, yes. I would think it

2 would remain, the market share would remain relatively

3 constant if they don't do it would be my opinion.

4 COMMISSIONER TAUB: Okay. And just to

5 highlight, in your answer on that, I think as you

6 point out, you know, a recommendation that, you know,

7 obviously a more substantial and complete market

8 analysis needs to be developed to define the

9 opportunity in the market and develop a plan for

10 product improvements and implementation, so that would

11 be a key part of --

12 THE WITNESS: Well, that's right.

13 COMMISSIONER TAUB: both the analysis

14 here and for the Postal Service.

15 THE WITNESS: That's right. I mean, you

16 know, I'm coming at it from a pretty high level, but I

17 feel very confident that these kinds of elements

18 exist, these opportunities, but of course competitors

19 don't stay stagnant either, so there will be an

20 element of competitive response, but there's a lot of

21 work that needs to be done to define those kinds of

22 issues more precisely to move you from concept to a

23 plan.

c
24

25

COMMISSIONER TAUB: Yes. Also, in your

testimony, you mention the delivery of the last mile
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for UPS and FedEx that the Postal Service is doing.

Given your experience, particularly with UPS and also

looking at market, could you just give us a sense of

what you see as some of, from the Postal Service's

perspective, both the advantages and disadvantages of

these type of last delivery, the last mile delivery

with UPS, FedEx?

THE WITNESS: Where the Postal Service is

doing just the last delivery, having come through the

UPS or FedEx network?

COMMISSIONER TAUB: Yes. The last mile,

proverbial.

THE WITNESS: Well, my perspective on it is

that at the moment I think it's a very valid interim

step for obtaining marginai revenue. I think

strategically and longer-term one should question

whether it makes sense to forego that relationship

with the original shipper. I mean, I'm not talking

about individual shipping a few packages here. We're

talking about the predominant volume comes from large

commercial shippers who are sending goods that have

been purchased to residential addresses, to consumers.

So the very large shippers, if the Postal

Service relegates itself to doing delivery only, that

relationship with the shippers is no longer very

Heritage Reporting Corporation
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close. And I believe also from a strategic standpoint

it puts the Postal Service in the position of really

being a vendor to the players that then control, I

mean manage, the market. Control is perhaps a strong

word, but I think there's great risk in that long-

term. Personally, I think that the Postal Service

currently has the capability with a network that's

established already to actually be a more complete

player in the end-to-end movement of these goods

rather than just the delivery component.

COMMISSIONER TAUB: Yes. Thank you.

Thank you, Madam Chair.

CHAIRMAN GOLDWAY: Any other questions?

VICE CHAIRMAN LANGLEY: I do.

CHAIRMAN GOLDWAY: Vice Chairman Langley?

VICE CHAIRMAN LANGLEY: Thank you. Thank

you, Mr. Schiller, for being with us.

THE WITNESS: Certainly.

VICE CHAIRMAN LANGLEY: I was interested in

your updated simulation model for priority mail that

indicated an additional 1.2 percent of parcels

wouldn't meet service standards under the proposed

network configuration. In your testimony, you note

that the model is a conservative estimate because it

doesn't assume any other changes in operational
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1 constraints. So I'm interested if you could elaborate

2 on what you actually mean by operational constraints.

3 THE WITNESS: Well, to be fair, I am not the

4 modeler. I'm sort of the consumer of the model, but

5 the idea was to simulate what might occur with

6 priority product with the various changes to the

7 network operations. And I think that it's a

8 directional kind of indicator, that there, first of

9 all, it's directional in the sense that likely, with

10 the change in the network, service would deteriorate

11 to some extent. I certainly wouldn't again claim that

12 the number of one percent or thereabouts is precise.

13 It's just directional. It's an indicator.

14 But the conservative aspects are that many

15 other things can happen, particularly I suppose in the

16 transportation network, that it may be, given the

17 longer distances between the various plants, there

18 could be more opportunity for the transport network to

19 not operate as efficiently or as on time. So likely,

20 in my opinion, if anything, service could be a bit

21 worse than that model was predicting.

22

23 of --

24

VICE CHAIRMAN LANGLEY: So the uncertainty

THE WITNESS: Again, it's uncertainty and

(
25 risk.
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2 opportunities perhaps in transportation.

3 THE WITNESS: Yes. And the model is showing

4 that, for what is actually a fairly successful product

5 of course, that it's perhaps going to get worse when

6 in fact, in the market, the market is moving to go

7 faster and get better, not go slower.

8 VICE CHAIRMAN LANGLEY: So changes in

9 transit times and/or critical entry times could impact

10 volume runoff, which you've mentioned.

11

12

13

THE WITNESS: Yes. Very much so.

VICE CHAIRMAN LANGLEY: And so is it your

impression from your research that this runoff would

14 occur immediately in the first year, or is it

15 something that would be more cumulative?

16 THE WITNESS: All I could say on that is I

17 think it would be a bit of both. In the transport

18 market, sometimes it's not so easy for a customer to

19 immediately shift volume, but over time it can become

20 much easier to find alternatives. So some will have

21 immediate alternatives, some shippers will know

22 precisely what they want to do, and if it affects them

23 negatively, I would predict they would shift.

(

24

25

VICE CHAIRMAN LANGLEY: Thank you very much.

That's all the questions I have.
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CHAIRMAN GOLDWAY: Thank you, Mr. Schiller.

THE WITNESS: You're welcome.

CHAIRMAN GOLDWAY: I have one general

4 question I guess. We know that the Postal Service has

5 a network at the moment which has lots of capacity and

6 is widely distributed around the nation. Their plans

7 are to do some sort of network rationalization. We're

8 not clear. They've got various phases and they're

9 changing the numbers all the time.

10 Is it your sense when you're looking at the

11 notion of growth in the package delivery system, and

12 you worked for UPS, which is a smaller network, that

( 13 the Postal Service could provide an attractive service

14 for parcel shippers with a smaller network, or is it

15 necessary to have the kind of reach more or less

16 that's there now to do it?

11 THE WITNESS: Well, I hear a couple of

18 questions in there. Reach is clearly important, but

19 the bulk of the ground parcel business in fact is

20 accomplished on a regional basis, so in my opinion,

21 the regional capability is the most important to

22 accomplish, and that, as I mentioned earlier, the

23 overnight capability within a reasonably long range

24 from any given origin is very important. I can't

(
25 speak so much to the specific size of the network.
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The point we are trying to make is that it

doesn't seem in my mind to be sensible to close down

facilities that may be necessary to support growth in

a new direction, meaning more growth in parcels, that

we just didn't see any evidence of that analysis being

accomplished. Let's look at this large market

opportunity, evaluate it and then use that information

to help inform what kind of network we need as opposed

to shutting down a network and then saying now what

can we accomplish with what we have left. From a

marketing person's perspective, that is absolutely the

wrong way around.

Now I'm not an engineer, so I couldn't speak

specifically to which facilities, nor which locations,

but I can help the engineers understand what the

capabilities might need to be to be competitive in

this market that I think is very potentially

attractive.

CHAIRMAN GOLDWAY: And my other general

question is given that the Postal Service has this

network now and the capability of delivering

overnight, are there other problems that have made it

difficult for it to grow? I mean, is the sales force

terrible, or do you need a different, you know,

leadership and management to define the product?
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Clearly we've seen some profits and the Postal Service

maintaining its market share of the existing system,

but no growth, no expansion of market share. Are

there some other institutional .things that would need

to be considered?

THE WITNESS: Well, I would say I think the

answer to that is yes, but I can't speak very

specifically to it. The one thing I can speak to is

again I would reference a couple of the strategic

documents that were created back in it's either

February or March of 2010 that were the beginning I

believe of the strategy that has been put together

that is frequently spoken about and published

elsewhere.

In those documents, first of all, there was

some attention paid to the parcel business but in my

opinion not enough, but the one point that really

stuck out in my mind was the prediction of only a 3

percent growth rate in parcels. I believe it was a

10-year forecast, and these were done in 2010, so

they're looking out to 2020. The only thing I could

conclude from that was that there was no plan to

improve the products. But even at a 3 percent growth

rate, you're actually losing market share because the

B to C market in parcels is expected to grow somewhere
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between five and six, maybe six and a half percent.

Even that, I'm not a big believer in precise

forecasts. I'm a believer in ballpark forecasts.

But as we all know, the thrust of e-commerce

is pushing a lot of transportation and small parcels.

Now I might add, when I'm talking small parcels, this

is by the definition that I'm used to, that's up to 70

pounds. I'm not talking very light-weight because

there's a lot of market in that whole range of

weights. So the 3 percent number does not make sense

to me in light of the growth in B to C being

accelerated by the shift of e-commerce. I could only

say that you would deduce that the Postal Service did

not expect to add any significant features or

capabilities to the existing parcel products.

CHAIRMAN GOLDWAY: Okay. Do you have

another question?

COMMISSIONER TAUB: Just to follow up on

your question there, in that regard, to the extent

that they undertook or even putting aside and say a

different strategy just going off your testimony, how

you're describing the opportunities, as we were

discussing, to increase the parcel market share, what

operating changes, if any, and if you have a general

sense of what the costs would be involved if so, that
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(202) 628-4888



3918

the Postal Service would have to make. For example,

bigger trucks, more parcel routes that are solely

dedicated to parcel routes, more parcel sorting

equipment, that type of thing?

THE WITNESS: Well, I can't speak very

specifically to those. One could imagine larger

trucks of course for delivery, although I would not go

the route of dedicated parcel delivery. One of the

significant advantages that is very important here is

the co-delivery of parcels with the mail. The

delivery stop as an activity from an activity-based

costing standpoint is probably the single largest or

the highest cost element for the pickup, sortation,

trasnportation and then delivery of a parcel. The

delivery stop is the single most costly activity.

Therefore, to co-load it in terms of delivery would be

very important.

But yes, certainly there will be costs

associated with converting the business, but I believe

that many of those inherent capabilities are already

in existence, and therefore, the costs would be

relatively low. I don't have a good insight on the

operations on the inside of the Postal Service from a

sortation and transportation standpoint, but because

there's already a significant parcel business, I don't
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think it would be that big of a challenge,

The most important thing is to move those

packages as rapidly as possible through the system. A

parcel should never be sitting idle. It should always

be moving. The only time it would be sitting idle is

if it's in a vehicle waiting to enter into a sort or

waiting to be perhaps processed onto a delivery

vehicle to go out. Otherwise, that parcel should be

in motion always. And if you go with that philosophy,

you can achieve overnight capability and then design

your system to actually do that.

VICE CHAIRMAN LANGLEY: I have just a

followup if I could. We heard in testimony yesterday

that both UPS and FedEx have tremendous professional

resources who utilize operation research models to

manage various analytical techniques so that they have

tremendous in-house expertise. I don't want to ask

you your opinion of the Postal Service's in-house

capabilities, but is this something that would assist

the Postal Service in making sure there aren't idle

packages? I thought that was an interesting remark

that you made about keeping the packages moving.

THE WITNESS: Well, I believe it's as much a

philosophical question as it is sort of a technical

skill-based question. I have no doubt the Postal
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Service has highly skilled industrial engineers, and

that's the key skill you're talking about here to

design and implement a network, and not only sort of a

centralized operations research but also a

decentralized application of industrial engineering

methods and techniques and design so that it's

implemented correctly on a broad scale.

I believe the Postal Service must have those

kinds of skills already, and in fact I'm sure it does.

It's more the setting the direction and saying that's

where we want to go and where we need to go and then

let's apply our skills to that goal. That's my view.

-VICE CHAIRMAN LANGLEY: Thank you for your

observations.

CHAIRMAN GOLDWAY: Any dther questions from

the bench?

(No response.)

CHAIRMAN GOLDWAY: Counsel, do you need time

with your witness?

MR. ANDERSON: I don't believe so unless Mr.

Schiller needs time with me. I don't have any other

questions for him, but we do need to follow up on the

matter of library references.

CHAIRMAN GOLDWAY: Yes.

MR. ANDERSON: And there's an ambiguity
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about this and I want to confer with Mr. Hollies about

it. If I could have two minutes for that, I think

we'll be

CHAIRMAN GOLDWAY: I think we'll all wait

here while you do that so we don't lose any more time.

MR. ANDERSON: Thank you. We'll do that in

place. Thank you.

(Pause.)

MR. ANDERSON: Madam Chairman, Darryl

Anderson for the APWU. Mr. Schiller made use of

library references in his testimony, APWU-LR-N2012-

1/10, 11 and 13 and nonpublic library references

APWU-LR-N2012-1/NP10, 11, 12 and 14. The ambiguity

arises because nonpublic 10, 11 and 12 were actually

prepared by Decision Analysis Partners, Mr. Kacha, who

will testify here in a few minutes, for Mr. Schiller's

use, so both witnesses. As I've discussed with Mr.

HOllies, the appropriate resolution of this situation

is that both witnesses sponsor these although from

different perspectives.

Mr. Schiller will sponsor them because he

relied on them in his testimony. Mr. Kacha is

available as the person who developed them for Mr.

Schiller's use and also available to answer questions

if appropriately posed for those.
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4 comport with your understanding of the library

5 references you relied on in your testimony?

6

7

A Yes, it does.

MR. ANDERSON: I move that they be admitted

8 to the record as reference points for Mr. Schiller's

9 testimony.

12 that he can so note those in the record.

11 copies of the information to the court reporter so

c
10

13

CHAIRMAN GOLDWAY: Please provide duplicate

MR. HOLLIES: Madam Chairman, the library

14 references themselves are usually not provided --

15 CHAIRMAN GOLDWAY: Yes, I know, but the

16 notice of the numbers of which ones they are should be

17 provided to the court reporter.

18

19

MR. HOLLIES: Okay. Very good. Sorry.

CHAIRMAN GOLDWAY: That's what I thought I

20 said, and I'm happy to have it clarified.

21

22

23

24

25

MR. ANDERSON: I don't have a tidy list at

this moment, and rather than delay this proceeding,

may I have indulgence until the end of the day to

prepare that list for the -- until the end of this

proceeding I mean.
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CHAIRMAN GOLDWAY: Yes, you may.

MR. ANDERSON: I have competent assistants

here who can help me do that I think.

CHAIRMAN GOLDWAY: That will be fine. And

with that, I'm pleased to let you know, Mr. Schiller,

that you're excused from participating. We appreciate

your thoughtful and reasoned responses and the

perspective you bring, which is somewhat different

from what we've had from other witnesses. And you

have my confidence because we share the same alma

mater.

THE WITNESS: Yes, we do.

CHAIRMAN GOLDWAY: And I'm always happy to

see somebody here who's been trained at the University

of Michigan.

THE WITNESS: Absolutely. Go blue!

CHAIRMAN GOLDWAY: Go blue! Right. And

with that, thank you.

THE WITNESS: Thank you.

MR. ANDERSON: Thank you, Mr. Schiller.

CHAIRMAN GOLDWAY: Thank you for your

patience.

THE WITNESS: My pleasure.

(Witness excused.)

MR. ANDERSON: Thank you, Madam Chairman.
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with that, shall we proceed?

CHAIRMAN GOLDWAY: Yes. Please continue.

MR. ANDERSON: All right. The APWU calls as

4 its next witness Pierre Kacha.

5 Whereupon,

6 PIERRE KACHA

7 having been duly sworn, was called as a

8 witness and was examined and testified as follows:

9 (The document referred to was

10 marked for identification as

11 Exhibit No. APWU-RT-3.)

12 DIRECT EXAMINATION

c 13

14 Q

BY MR. ANDERSON:

Darryl Anderson for the APWU. Mr. Kacha, do

15 you have before you the document that is labeled

16 Rebuttal Testimony of Pierre Kacha?

17

18

A

Q

I do.

And was that testimony prepared by you or

19 under your direction?

20

21

A

Q

It was.

If you were to testify orally here today on

22 the subjects covered by that testimony, would your

23 testimony be the same?

(

24

25

A

Q

Yes.

Do you have any corrections that need to be

Heritage Reporting Corporation
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2

3

4

A

Q

A

I do.

Okay. Where would they be?

In the testimony filed on May 7, page 11,

5 line 14, the word M-A-L should be replaced by mail, M-

6 A-I-L, and in the supplemental testimony --

7 Q I'm sorry. This is only with regard to your

8 rebuttal testimony.

9

10

A

Q

The rebuttal testimony, yes.

All right. Is that all that you have to

11 correct with regard to your rebuttal testimony?

(
12

13

A That is all with regard to rebuttal.

MR. ANDERSON: Bear with me one moment,

14 please.

15 Madam Chairman, the APWU moves the admission

16 of the rebuttal testimony of Pierre Kacha.

17

18

19

CHAIRMAN GOLDWAY: Any objections?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, I will ask

20 you to provide the reporter with two copies of the

21 corrected testimony of Pierre Kacha, and that

22 testimony is received into evidence and to be

23 transcribed into the record.

24

25

II

II

Heritage Reporting Corporation
(202) 628-4888
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1 (The document referred to,

2 previously identified as

3 Exhibit No. APWU-RT-3, was

4 received in evidence. )

5 II
6 II
7 II
8 II
9 II

10 II
11 II
12 II

C
..

13 II
14 II
15 II
16 II
17 II
18 II
19 II
20 II
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1 Autobiographical Sketch

My name is Pierre Kacha. I am the director of the Postal Practice at decision/analysis

partners LLC, a management and technology consulting firm based in Fairfax, VA,

specializing in logistics and operations man<lgement with emphasis on the postal,

mailing, and shipping sectors.

I hold a PhD and MS in Industrial Engineering from Purdue University and a BS in

Mechanical Engineering from the George Washington University. I have worked as a

management and technology consultant for the past 24 years, the majority in the postal

sector for public postal operators and private companies. I joined decision/analysis

partners in 2003. My postal consulting assignments included product development,

market research, operations analysis and reengineering, and technology requirement

specification. I have directed the development of many postal decision-support tools,

such as network simulation models and postal facility planning tools that have provided

my clients with insights into their business objectives.

Over the past four years, I have led my company's support of Canada Post's Postal

Transformation program, a comprehensive effort at modernizing and streamlining

operations at Canada Post.

2 Purpose of Testimony

The purpose of my testimony is to present partial results of a study performed under my

direction by my company, decision/analysis partners LLC (d/ap) of Fairfax, VA on behalf

of the American Postal Workers Union, AFL-CIO. The study uses a detailed network

simulation model originally developed for the USPS Office of Inspector General to

compute service performance and costs of the Postal Service's processing and

distribution network under alternative scenarios. I will provide a detailed description of

the network simulation model, the scenarios modeled, and results obtained to-date.

1
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3 Library References

The following supporting APWU library references are filed:

APWU-LR-N2012-1/NP1 Input Data Set

APWU-LR-N2012-1/NP2 Baseline Validation Worksheet

APWU-LR-N2012-1/NP3 Circuity Analysis

APWU-LRcN2012-1/NP4 Cost and Productivity Calculations

APWU-LR-N2012-1/NP5 Model Sample Output Data

APWU-LR-N2012-1/NP6 Scenario Files

APWU-LR-N2012-1/NP7 Network Simulation Model

APWU-LR-N2012-1/NP8 Decision/Analysis Partners Presentation at the May 1, 2012
Technical Conference

4 Introduction and Executive Summary

In 2010, decision/analysis partners LLC (d/ap) developed a network simulation model

as part of a project for the USPS OIG. The network simulation model assumed a

greenfield approach to the USPS network, and the results were presented as part of the

USPS OIG white paper entitled "A Strategy for a Future Mail Processing &

Transportation Network" (RARC-WP-11-006). In January 2012, we were retained by

the APWU to enhance this network simulation model to conduct a study designed to

evaluate a number of scenarios against current existing service standards, based on

accurate depiction of USPS operating conditions and origin/destination mail volumes.

The model computes total network service performance and costs for each scenario by

aggregating the processing and distribution service and cost of each origin-destination

pair for First Class Mail and Standard Mail across shapes and presort levels.

The initial OIG network simulation model was enhanced for this 2012 study to simulate

mail routing logic that approximates USPS practices as closely as possible. This

simulation logic includes distribution rules, detailed processing plant processes, facility

2
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capacity and productivity, and transport mode, capacity, speed, and frequency for each

origin/destination and mail product combination. The network simulation model uses

data provided by the Postal Service to the greatest extent possible, using a number of

sources as detailed in the Appendix, including ODIS mail volumes by mail types, service

performance standards, facility capacity, and mail processing equipment and

productivity. The network simulation model uses average daily mail volumes. A

baseline run using the current Postal Service network configuration shows that the

network simulation model accurately replicates facility volumes as reported in MODS

and total operating costs.

Table 1 shows network service performance for a baseline configuration that reflects

USPS FY2010 operating conditions and an initial series of seven scenarios (explained

in the body of the testimony). It is also represented graphically in Figure 1.These

scenarios use different numbers of mail processing facilities causing some mail to use

different paths through the simulated network, traveling longer distances or

encountering capacity bottlenecks.

400 91.9% 94.7% 93.6% 70.1% 94.6% 97.4%

350 91.3% 92.5% 92.4% 71.0% 93.3% 97.6%

342 91.3% 92.9% 93.1% 70.4% 93.7% 97.1%

300 88.7% 86.9% 88.0% 70.4% 89.7% 96.8%

276 87.9% 86.0% 87.8% 70.1% 88.5% 96.0%

250 86.0% 81.7% 82.1% 71.6% 86.0% 95.8%

Table 1: Network Simulation Model Service Performance Results by Scenario

3

Revised May 7, 2012

3933



(,

/-

~,.
1

2

3

4

5

6

7

8

9

10

11

12

100.0%

~-------~*-----~----*!~--_ .-.:'II ........~--)K- -- 95.0%
--1i~--;;o_ ~

..oc -- .........-....~ "\,,',
""""L, ,

90.0%
~ ..,"/.....~ "u<:

85.0% '"" E
~

\\ .g
'Ii "0.

80.0% "u
.~

"VI

-..-Overall
75.0%

- .. - Intra-SCF
Turnaround

_---._____ ..... __",,;A' - .... - Intra-SCF Non-_.
70.0% Turnaround.------... - .. - lnter-SCF

Overnight

..: +:- Inter-SCF D+2

65.0%
- -11(- Inter-SCF 0+3

500 450 400 350 300 250 200
Network Topology

Figure 1 - Service Performance for FMC Letters and Flats

These service performance results are idealized because they do not reflect the

inherent variability of the mail processing and distribution environment - variability

which is caused by a host of factors including the unpredictability of labor-intensive

operations, fluctuations in machine throughput and/or downtimes, labor shortages,

unpredictable variation in demand, variation in time in transit, etc. Moreover, many

processes are not represented (e.g., yard and dock operations, opening unit operations,

bulk mail acceptance, etc.) each of which contributing to the overall service

performance.

Due to lack of time, we did not test the effects of more stringent, but quite plausible,

operating conditions. These additional conditions, which we intend to analyze include:

3934
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• Evaluating service performance under peak processing volumes, based on
FY2010 data

4
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• Adding a 'tail of mail' for originating outgoing mail to depart the originating ZIP3 at
8pm (in the reported results, the second and final dispatch departs the originating
ZIP at6pm)

• Considering a 7am target entry time at the destination ZIP3 (in the reported
results, the cutoff time is set to 8am)

The costs associated to the scenarios tested are presented below; these are explained

in the body of the testimony.

Overhead CostsScenario Name
#

Plants

Letters & Flats Processing Costs + Overhead Costs (millions of $)

Fixed Processing Variable Processing Costs

Costs Letters Flats
Total

$1,113 $1,649 $712

400 $1,112 $1,650 $708

350 $1,103 $1,648 $697

342 $1,102 $1,648 $700

300 $1,095 $1,635 $686

276 $1,091 $1,632 $688

250 $1,062 $1,615 $668

Table 2: Network Simulation Model Cost Results by Scenario

Shoot For 350

Top Half

Shoot For 300

Top Quartile

Shoot For 250

Costs % of Costs % of Costs % of Costs % of
Baseline Baseline Baseline Baseline

~;;-~~~~~r.,·~),~J)&~)7~;87~~~~['~"," .,,:",,'.:,j
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9 5 Study Background &Objective

10

11

12

13

14

15

16

The USPS processing and distribution (P&D) network is configured to process many

products of varying demand, each following separate operating procedures and

subjected to different service commitments. The performance of a particular mail P&D

network can be measured by a number of key indicators, mainly: the ability to meet

service performance, and overall costs (RT production processing costs and overhead

costs\ A sound network simulation model of the P&D network can provide an

understanding of how service performance and costs change under various scenarios

c
1 Costs include variable and fixed RT production processing costs and overhead costs, as
defined in the Definition of Terms and other sections.

5
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1 or configurations, becoming a decision-aid to stakeholders for making strategic,

2 business, or operational choices.

3 To provide sound results, the network simulation model must use reliabie data, closely

4 replicate reality, and also be calibrated against known operational conditions. USPS-

5 provided FY2010 operational data and parameters as well as operating conditions, are

6 faithfully represented to evaluate different network configurations in terms of their effect

7 on service performance and costs. A subset of the Postal Service's products is

8 represented (letters, flats across classes and presort levels).

9 6 Definitions

.10 The following terms are used in the remainder of this testimony:

Term Definition

The set of mail processing facilities assigned by USPS in FY2010 to sort

and distribute the average daily volume of letter and flat mail. The

Baseline Network Baseline network characterizes the mail processing capacity available to

Configuration each facility, the prevailing distribution assignments established (see

definition below), and the distribution rules between each mail

processing facility (see definition below).

Distribution The assignment of ZIP3s to mail processing facilities for originating and

Assignments incoming sort.

Distribution Rules
The instructions that determine the routing of mail between two mail

processing facilities based on the origin and destination ZIPs of the mail.

In this context, the assignment of mail processing facilities within the 48

contiguous states to process letter and flat mail. A network configuration

Network
distinguishes itself from the USPS FY2010 baseline network of facilities

Configuration
(the Baseline) by consolidating some facilities (losing facilities) into other

existing facilities (gaining facilities).

If the processing capacity in gaining facilities is modified with respect to

the Baseline, this is considered a distinct network configuration.

Costs The sum of the variable and fixed RT processing labor costs and

6
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Term Definition.
transportation costs. Labor costs are computed using data and analysis

in USPS-N2012-1/NP2, 15, and 46.

Transportation costs are computed by estimating travel distance and

transportation modes between origin to destination point, using USPS-

N2012-1/65 data.

The sum of admin/other and maintenance labor costs, pius supply, fixed

Overhead Costs opening, and fixed operating non-labor costs. Based on data and

analysis in USPS-LR-N2012-1/14, 15, and 43.

.The portion of First Class letter and flat mail delivered to a ZIP3 centroid

Service by BAM of its due day. The due day is derived from the published

Performance service standards for the 00 pair of each Mail Unit (see definition below)

entering the

A general descriptor used to reference mail of the same Shape and

Product
Class. In addition to its Shape and Class, a Product is represented by a

number of additional attributes (see section below on 'Mail Products and

Attributes').

Shape
A dimensional characteristic of the Product. The Shape can be a letter, a

flat, or a parcel.

A descriptor of 'service standard', whereby service standard is defined

Class
as the time to flow a Mail Unit (see definition in this section) from its

Origin ZiP3 to its Destination ZIP3. The service standard is measured in

days.

The smallest logical grouping of mail pieces represented in the network

simulation model. A Mail Unit's attributes include:

• Its Product,

• Its Sort Level,
Mail Unit • Its Origin ZIP3,

• Its Destination ZIP3,

• Its Induction Date, and

• Its Piece Count.

7
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Any simulated Mail Unit that displays different attribute values is treated

as a distinct Mail Unit. This enables the network simulation model to

maintain the traceability of each simulated Mail Unit.

This construct allows the flow of individual Mail Units to be represented

efficiently and tracked from end-to-end as they are processed and

transported through the network.

Some of the attributes for a Mail Unit are static over its entire "life"

(Product, Origin ZIP3, Destination ZIP3, and Induction Date), while other

attributes (Sort Level and Piece Count) change to reflect the Mail Unit's

current state as it flows through the network, undergoes processing

operations, or is aggregated with other Mail Units.

3938

c Mail Processing

Facility

Sort Level

A mail processing facility sorts Mail Units by flowing them through mail

processing operations that are determined by process flow instructions

(see further below). The attributes associated with a facility include:

• Facility Name

• Location (latitude/longitude and time-zone)

• Equipment set (the number and type of each processing machine
present, see below) .

Mail Unit types processed by mail processing facilities depend on the

equipment type available at the facility.

The level or depth to which a particular Mail Unit is sorted at any point

through the flow of the Mail Unit from induction point to destination. A

Mail Unit's Sort Level will vary from an initial level (e.g., presorted, single

piece) to its final Sort Level (walk sequenced), and will evolve based on

the mail processing operation it undergoes. The network simulation

modeled Sort Level possibilities are:

• No Sort Level

• ZIP3

• ZIP5

• Carrier Route, and

• DPS

Revised May 7,2012
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Mail Bin

Equipment Set

A logical grouping of multiple Mail Units used when they need to be

aggregated together but still retain their individual attributes, such as

when Mail Units are staged for a mail processing operation, or when

Mail Units are loaded together for transport.

The number and type of each processing machine assigned to a mail

processing facility. Equipment Sets were obtained from USPS Library

Reference N2012-1/17.

(

1 7 Network Simulation Model Overview

7.1 Scope

The network simulation model is designed to flow letter and flat mail (FCM and

Standard) from origin ZIP3 to destination ZIP3, through pre-assigned outgoing facilities,

ADC/AADCs, and incoming facilities. Average daily FY2010 mail volumes and

distribution rules are used for the baseline network configuration as well as the other

scenarios presented here. The information sources for FY2010 volume data and

distribution rules are presented in the Appendix. The process by which these volumes

are attributed across Origin-Destination ZIP3s pairs is explained further below.

7.2 Mail Products and Attributes

The table below shows the USPS Products used in the network simulation model with

their attributes.2

2 A future version of the network simulation model will incorporate remaining Product shapes
(parcels) and classes (Priority).

9
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N 1C Single Piece 94,734,962Letters/Cards
First Class 0.03922 0.00225 1C Non-carrier RouteLetters Y Letters/Cards

153,064,193

Standard 0.05991 0.00276 Y
Standard Letters, 159,887,665Non-ECR

First Class 0.20961 0.00922 N 1C Single Piece Flats 6,237,122

y 1C Non-carrier Route 2,220,237
Flats

Standard 0.25160 0.00773
Y

Standard Flats, Non- 23,321,959Flats ECR

Periodicals 0.38520 0.01390 Y
In/Outside County 9,170,597
Periodicals

Package 1.37230 0.05850 Y
Package Services 454,400BPM Flats

Table 3 - Modeled Products and Model-Relevant Product Attributes

The single Lbs/Piece and Cu.FlIPiece values for each Product were computed based

on the volume-weighted average of the Lbs/Piece and CU.FUPiece values for the

Product's constituent USPS mail categories. These size and weight factors are used for

transportation cost calculations within the network simulation model.

A complete list of data sources is also provided in the Appendix.

7.3 Facility Attributes

The baseline network simulation model contains a representation of each mail

processing facility in the network3
. The attributes of each facility are specified as inputs

to the simulation, including:

• Facility Name

• Location (latitude/longitude)

3 Source: USPS-LR-N2012-1/15, 17, and 34
10
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• Equipment set (the number and type of each processing machine present, see
below)

7.4 Facility Equipment

Each facility in the simulation network simulation model has an assigned equipment set

used for automated processing operations. This equipment set consists of the number

and type of each machine at the facility. The attributes associated with each type of

machine include:

• Machine Type

• Throughput (pieces/hour)4

.. List of shape-based processing operations the machine may perform (e.g., L
OGP, F-INP, etc.)

All machines of the same type are assumed to be equal in terms of their capabilities.

7.5 Model Design Guidelines

Average daily m~ volumes. Mail flows through the network simulation model use

average origin/destination weekday FY2010 daily volumes. The effects of weekend

days, holidays, Christmas, etc. are not considered in the network simulation model. A

"priming period" of four simulated-days is run with identical daily input volumes to allow

the network simulation model to reach a steady state. All metrics are collected starting

on the fifth simulated-day, again with the same input average daily volumes.

ZIP3. Three-digit ZIP codes are the 'organizing' structure in the model:

• Average daily mail volumes are organized by Origin-Destination ZIP3 pairs.

• Mail processing facilities are assigned to a ZIP3. Thus, each ZIP 3 is assigned
the following categories of mail processing facilities:

• Outgoing processing facility - for letters and flats; First Class and Standard

• Incoming processing facility - for letters and flats; First Class and Standard

• Area distribution centers (AADCs) - for letters; First Class

4 Source: Figure 1 Model Equipment Throughput - Direct Testimony of Emily R. Rosenberg on
behalf of US Postal Service (USPS-T-3).

11
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• Area distribution centers (ADCs) - for flats and periodicals; First Class

• Area distribution centers (ADCs) - for flats and bound printed matter; Standard

Mail Units. A Mail Unit represents the smallest grouping of mail pieces in the network

simulation model. Each Mail Unit carries attributes that characterize it. Some of the

attributes are static over the Mail Unit's entire "life" (Product, Origin ZIP3, Destination

ZIP3, and Induction Date). Other attributes (Sort Level and Piece Count) change to

reflect the Mail Unit's current state as it flows through the network, undergoes

processing operations, or is aggregated with other Mail Units.

Any simulated Mail Unit that displays different attribute values is treated as a distinct

Mail Unit. This enables the network simulation model to maintain the traceability of

each simulated Mail Unit from crea~on to removal.

Transportation capacity. Transportation capacity (air and surface) is assumed to be

unconstrained. Transportation departures occur based on a fixed daily operating

schedule outlined in a subsequent section.

Manual operations. Manual operations are not modeled. Consequently, mail

processing facilities that do not have automated processing equipment in the baseline

FY2010 conditions5 have been assigned a single machine. Specifically, mail

processing facilities that do not have cancellation equipment have been assigned a

single NEC/MARK machine; facilities with no DBCS have been assigned a single

DBCS; facilities with no Flat Sorters or AFSM100 machines have been assigned a

single Flat Sorter machine.

7.6 Modeling Environment

The design objective is to provide a transparent, reusable, and scalable model of

USPS's P&D network processes. To fulfill these objectives, the underlying simulation

core is provided by MASON6 (Multi-Agent Simulator Of Networks). MASON is an open-

5 Source: USPS-LR-N2012-1/17 17_ZipAssignment_Locallnsight.xls, Summary Worksheet
6 http://cs.gmu.edu/-eclab/projects/mason/
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1 source, extendable, discrete-event multi-agent simulation toolkit designed to serve as

2 the basis for a wide range of simulation tasks. All software is implemented in Java.

8 Model Description

A 'baseline' network simulation model is first built to emulate the USPS network in effect

in FY2010, with all pertinent operating conditions. The baseline network simulation

model serves as a benchmark to evaluate the alternative scenarios in terms of their

effect on service performance and costs. The baseline and the scenarios adhere to the

same design described in this section.

8.1 Mail Units Induction

Mail Unit volumes are inducted into the network in one of two ways:

• as origin-entered mail through an origin ZIP3, or

• as presorted drop-shipped mail at either a DSCF or DNDC.

The subsections below describe how mail induction is modeled for origin-entered and

facility-entered (drop-shipped) Mail Units.

8.1.1 Origin-Entered Mail Units

For each origin ZIP3, new origin-entered Mail Units are "created" at two discrete times;

4pm and 6pm local time, with the average daily volume split 30% for the 4pm induction,

and 70% for the 6pm induction?

The Mail Unit's attributes (Product, Sort-Level, Origin ZIP3, Destination ZIP3) are set

based on input volume tables generated through a process described in Section 8.3.2.

The Piece Count attribute is subsequently set to the estimated Average Daily Volume

multiplied by 30% or 70% accordingly, and the Induction Date is set to the current

simulated day.

7 The final 6pm induction privileges early acceptance of First Class Mail into the originating
processing facility, thus clearing the CANC and/or OGP operations comfortably before their
clear time. A final dispatch of 8pm would be a more realistic representation of the tail of the
collection process, and would likely incur higher risks of plan failure (i.e., risks of not clearing by
cutoff time).

13
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The newly-created origin-entered Mail Units are then simulated being transported by

truck from the centroid of each origin ZIP3 to the outgoing facility assigned to seNe that

ZIP. The transportation time is computed as a Product of the distance from origin ZIP3

centroid to outgoing facility at an average truck speed of 46.5 mph. A circuity factor of

. 1.28 is utilized (See Transportation discussion below).

8.1.2 Facility-Entered (Drop-shipped) Mail Units

Facility-entered Mail Units are modeled as entering the network at DSCFs and DNDCsB

at a constant rate between 8am and 4pm. During that time window, drop-shipped

volumes are created as new Mail Units at 30-minute inteNals with attributes set

according to the values estimated in the network simulation model input volume tables

generated using the process described in Section 8.3.2. The piece count associated

with each facility-entered Mail Unit is set such that the Average Daily Volume is

uniformly distributed over the 8am-4pm drop-ship time window.

8.1.3 Mail Unit Removal

Each destination facility is assigned an incoming transport "Mail Bin" for each of its

served ZIP3 code destinations. Mail Bins accumulate incoming Mail Units to be

transported to that destination ZIP3.

At the dispatch time of 6:30am, the Mail Bins are emptied and the Mail Units are

transported from the facility to the centroids of their destination ZIP3 codes.

The transport time and associated transport cost are computed in a manner similar to

transport from origin ZIP3 to outgoing facility.

Mail Units exit the system when they reach the centroid of their destination ZIP3. At

that point, final exit statistics are computed, and the mail is removed from the network

simulation model.

8 Standard mail and Bound Printed Matter is cross-docked through NDes.
14
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Table 4 - ZIP3 Facility Assignment Table Structure

8.2.1 Distribution Routing

Each ZIP3 is assigned a facility for each of the following designations:

For the baseline, the assignment of facilities to operations is derived from the USPS-LR

N2012-1/NP2. Archived June 2010 labeling lists are also used to obtain the AADC,

ADC, and NDC assignments10.

L-F-INC AADC ADC-FCM ADC-STD NDC
Facility Facility Facility Facility Facility

CANC/L-F
OUTG Facility

• Cancellation/Letters & Flats Outgoing (CANC/L-F OUTG)

• Letters & Flats Incoming (L-F-INC)

• AADC

• ADC for First Class and Periodical Flats (ADC-FCM)

• ADC for Standard and BPM Flats (ADC-STD)

• NDC

These facility assignments are organized in a lookup table structured as shown below.

8.2 Modeling Mail Units through the Network

Mail Units flow through the simulated P&D network according to distribution rules9
; they

flow within processing facilities based on process flow routing rules. This section

describes distribution and process flow rules represented in the network simulation

model.

The facility assignment table is used to determine how to route Mail Units as they move

through the network. Mail Units inducted at an origin ZIP3 are first transported to the

assigned outgoing facility for mail of that shape. From an outgoing facility, a mail

piece's next stop is influenced by its published service standard 11
.:
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\ 1

2

3

4

5

6

7

8

9

10

11

12

13

14
(., .'
'\,
"\.

"'-.. _-

15

16

17

18

19

20

21

22

(

9 Source:USPS-LR-N2102-1/NP2 operation assignments, and published labeling lists.
1oSource:L004,L801 ,L601:
http://pe.usps.com/Archive/HTMLlDMMArchive20100607/labeling_lists.htm
11 Source: https:/lribbs.usps.gov/index.cfm?page=modernservice
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• Mail Units with a 1-day or 2-day service standard are transported directly to the
assigned Incoming facility.

• Mail Units with a 3+ day service standard are transported to the destination
AADC or ADC facility.

• Letter Mail is transported to destination AADCs

• FCM and Periodical class flat Mail Units are transported to the destination ADC
for FCM and Periodicals, and

• Standard and BPM flat Mail Units are transported to the destination ADC for
Standard and BPM flats.

Refer to the section below for a description of the transportation analysis.

8.2.2 Process Flow Routing

Each Mail Unit has an associated Sort Level attribute that changes based on the

processing operations performed as the Mail Unit advances through the network. Each

processing operation results in a different Sort Level assigned to the Mail Unit, and a

Mail Unit's location and Sort Level determine which processing operation or facility to be

sent to next.

The table below shows the Sort Levels applied to each shape after being processed

through a particular operation.

Parcels
N/A

N/A

ZIP3-7Carrier Route
None-7ZIP3

N/A
Flats

ZIP3-7ZIP5
None-7ZIP3

ZIP5-7Carrier Route

RESULTING SORT LEVEL TRANSITIONS

~.-None
None-7ZIP3
ZIP3-7ZIP5

Letters

ZIP5~DPS

OPERATION
Cancellation
Ou~going Prim~'Y __
Incoming Primary
Incoming Secondary

19 Table 5 - Processing Operations and their Resulting Sort Level Transitions

20 The sort level transitions above are applied in the general cases. Some exceptions are

21 applied in selected circumstances to account for turnaround mail, Managed Mail, and

22 other situations that require special treatment. These special cases are described

23 below.

(~_ 16
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Prioritization Logic - The network simulation model prioritizes First Class Mail over

Standard Mail when Mail Units of both classes compete for mail processing resources.

Moreover, the network simulation modei prioritizes mail on the basis of its due date;

accordingly, First Class Mail with the nearest due date is processed first (I.e., overnight

FCM is processed before 0+2 FCM, which has precedence over 0+3 FCM). Special

considerations are also applied to First-Class Turnaround Mail (see next).

First-Class Turnaround Mail - Special logic is applied to First Class Mail that

originates and destinates at the same facility (turnaround mail). A portion of such rnail

is assumed to be sorted to ZIP5 during Outgoing Primary, and could thus skip the

incoming prirnary operation (INP) and proceed straight to Incoming Secondary (INS)

The fraction of First Class turnaround mail allowed to skip INP is determined as follows:

For letters, 30 OBCS bins are set aside during L-OGP for high-density 5-digit ZIP codes.

. For flats, the number of set aside bins is 4. For each facility, its 30 highest-population 5

digit ZIP codes (or 4 highest 5-digit ZIP codes for flats) by 2010 census population are

determined; these are assumed to represent "high-density zones." The use of 30 and 4

set-aside bins for letters and flats respectively was an approximation based on subject

matter expert opinion.

For each ZIP3 code for which the facility performs INP, the fraction of that ZIP3's

population that falls within the high-density zones is computed. That fraction becomes

the "INP bypass fraction" for that ZIP3 code. When the facility is processing a First

Class turnaround Mail Unit destined for a particular ZIP3 code, the network simulation

model finds the INP bypass fraction for that ZIP3 code and that fraction of the pieces

skip INP and are assigned straight to the queue for INS.

The network simulation model does not use site-specific bypass flow rates, but uses this

generic methodology to better approximate mail processing choices.

Managed Mail - AAOC and AOC facilities serve a unique role in the simulation model

by performing a fraction of INP sortation on behalf of downstream facilities. For flats,

that fraction is assumed to be 100%. Thus, any non-local ZIP3-sorted flats at an AOC

17
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facility would receive INP sortation to ZIP5-level before being transported on to the

destination Incoming facility.

For non-local letters at an MDC, the fraction to receive INP sortation is less than 100%.

A similar logic is used as for First Class Turnaround Mail described above: 30 bins are

set-aside for the top-3D highest-population downstream 5-digit ZIP codes for which the

facility serves as an AADC, Then for each non-local ZIP3 code for which the facility

serves as an MDC, the fraction of that ZIP3 code's population that falls within the top

30 high.population 5-digit ZIP codes is computed, That fraction becomes the "managed

INP fraction" for that ZIP3, so any ZIP3-sorted Mail Unit destined for a non-local 3-digit

ZIP code would have the corresponding fraction of its pieces split off into a new Mail

Unit and receive INP sortation to ZIP5-level before being transported to the destination

Incoming facility,

Destination INP Re-handling - A portion of all letters and flats is assumed to need re

handling at the destination incoming facility after receiving a Managed Mail sortation at

an upstream MOC or AOC:

• 35% of ZIP5-sorted letters and 70% of ZIP5-sorted flats are given an INP
sortation at the destination incoming facility after being received from an
upstream facilityMOC or AOC,

In reality, each facility would exhibit site-specific re-handling characteristics, so the

generic re-handling percentages utilized in the network simulation model are just rough

approximations based on subject matter expertise,

Mail Units Skipping 2nd DPS Pass - 10% of aI/letter Mail Units are assumed to skip

the 2nd OPS pass (L-INS2) after completing the first pass (L-INS1). This reflects

machine rejects and re-handling at L-INS1,

18
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1 8.2.3 Operating Schedules

2 The assumptions associated with the timing of mail arrival, processing, and

3 transportation activities are summarized below (all times are in the Ideal-time of the

4 facility or ZIP code);12

3949

1'·/
I
".

(

5

ALL SHAPES
Start Time End Time Event or Time Window

Incoming dispatch time from incoming facility to
06:30 N/A destination ZIP3.
00:30 N/A Outgoing dispatch time to downstream ADC/AADC or

facilitv.
LETTERS - FCM
Start Time End Time Event or Time Window
16:00 N/A 30% of origin-entered mail inducted
18:00 N/A 70% of origin-entered mail inducted
16:00 23:00 Cancellation processhig window
16:00 00:00 Outgoing processing window
14:00 02:00 Incoming primary processing window
23:00 02:30 DPS 1-st pass processing window
02:30 06:30 DPS 2nd pass processing window
LETTERS - STD
Start Time End Time Event or Time Window
08:00 16:00 Destination drop-ship time window

.08:00 20:00 Incoming primary processing window
23:00 02:30 DPS 1-st pass processing window
02:30 06:30 DPS 2nd oass orocessinq window
FLATS· FCM AND PERIODICALS
Start Time End Time Event or Time Window
16:00 N/A 30% of origin-entered mail inducted
18:00 N/A 70% of origin-entered mail inducted
16:00 00:00 Outgoing processing window
14:00 02:00 Incoming primary processing window
00:00 06:30 INS (Carrier Route sort' processing window
FLATS· STD/PACKAGE
08:00 16:00 Destination drop-ship time window
07:00 18:00 Incoming primary processing window
08:00 00:00 INS fCarrier Route sort)orocessing window

Table 6 - Operating Windows for Modeled Marl Processing Operations

12 Alternative standard operating windows ("Current Operating Plan of a Typical Plant") can be
found in N2012-1 USPS-T-4 testimony by Neri (Filing 1078328).
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( 1 8.3 Input and Output Data

3950

2 8.3.1 Presort Levels and Network Entry Points

3 Each Product's volume is broken down by presort level and entry point as shown below.

4 Three levels of Presort are modeled - ZIP5, ZIP3, and 'less-than-ZIP3'. Three possible

5 network entry points are considered: DSCF, DNDC, and Origin.

Letters'" 'FCM
.N .0% .q% P% .. Q% 0% 0% 0% 100%

Y 0% 0% 0% 0% 0% 48.24% 35.37% 16.39%

5td Y 38.5% 13.85% 8.07% 14.11% 2.19% 4.87% 8.41% 10.0%

N 0% 0% 0% 0% 0% 0% 0% 100%
FCM

Flats
y 0% 0% 0% 0% 0% 25.13% 43.26% 31.60%

Std y 38.21% 5.35% 18.93% 8.86% 0.15% 10.33% 13.70% 4.48%

Period. Y 2.84% 1.75% 0% 0% 0% 63.37% 24.83% 7.21%

Package Y 0% 59.76% 0% 18.31% 0% 0% 19.24% 2.69%

Table 7 - Presort Levels and Network Entry Points for Modeled Products

The entry-point and drop-ship percentages above were derived from the PRC Docket

ACR2010 Library Reference 14, "Mail Characteristics Study." They are used in the

estimation of ZIP-to-ZIP and drop-ship volumes, described in the following section.

8.3.2 Input Data: Product-Level ZIP-tc-ZIP Estimation of Mail'Unit Volumes

All ZIP-level NP2 MODS volumes must be allocated to Products by allocating origin

entered Products to origin-destination ZIP3 pairs, and allocating facility-entered

Products to destination ZIPs. A detailed description of the approach used is provided in

the Appendix; it is reflected in LR: Input Data Set: (worksheets

"LetterVolumesForModel" and "FlatVolumesForModel" in the "ConsolidatedlnputData").

8.3.3 Output Data

The network simulation model generates numerous output files used to provide a

granular' level view of the progression of Mail Unit flows over the simulated period, and

20
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c 1 to collect the performance metrics necessary for evaluating the effects of varying

2 scenarios.
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8.4 Performance Metrics

The network simulation model provides the necessary data to compute and analyze

service performance and costs. These metrics are computed at the network-level, but

also accrued at the level of individual ZIP3 0-0 pairs, to allow for further drill-down

analysis if necessary.

Service performance is measured as the "on-time" portion of First Class Mail for each
. .'

0-0 pair, based on the published service standards for that 0-0 pair. "On-time" is

defined as the acceptance of Mail Units to a destination ZIP3 centroid on or before 8 am

on the day specified by their service standard (i.e., day of induction + service standard

for the 0-0 pair).

For each Mail Unit accepted at a destination ZIP3, the network simulation model

distinguishes between (i) the portion of volume that is on-time and (ii) the portion of

volume that is late i.e., arrived after 8am on the due date determined by its service

standard).

Late arrival can be caused by lengthy transportation times, or by failure of Mail Units to

clear processing operations by the end of scheduled processing windows. Mail Units

that fail to clear a processing operation by the end of that operation's processing

window get held over until the operation resumes the following day. Any such held-over

Mail Units are processed when the processing window reopens.

Thus, service performance is computed as follows:

Ontime Service Performance

Volume accepted Day N - Volume accepted Day N but late
= -----'---::-7-----:-=-~.,------''-----

Volume accepted Day N

23 Note that, because data is collected o'nly when the model reaches steady state, the

24 volume accepted on Day N is equal to the volume expected to be exchanged between

~. 21
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the O-D ZIP3 pair (i.e., volume accepted at a destination ZIP3 = volume inducted at the

corresponding origin ZIP3)

8.5 Computing Facility Costs and Productivity Factors

(Refer to "APWU-LR-N2012-1/NP4 Cost and Productivity Calculations" for this

discussion).

Productivity equals processing workload divided by workload cost. To measure it, we

first compute total processing demand workload and workload cost by facility using the

workbooks from Library References USPS-LR-N2012-1/NP2, 15 and 46. USPS Library

Reference NP2 provides formulas used to compute total demand workloads by shape.

USPS-LR-N2012-1/15 provides the variable RT unit demand costs and the facility

square footage values, while USPS-LR-N2012-1/46 provides the fixed RT unit costs.

The unit demand costs times the total demand workloads equal the total variable RT

production processing costs. The fixed RT unit costs times the facility square feet equal

total fixed RT costs. We add to these costs the overhead costs calculated by

multiplying the facility square feet by unit overhead costs derived from regression

equations reported in USPS-LR-N2012-1/14 'Overhead Regression' worksheet. This

sum of RT production costs and overhead costs, expressed per square foot, equals

total unit costs, the inverse of which are the productivities.

8.5.1 Computing Demand Workload

Columns AA-AC in worksheet 'Model MODS' of USPS-LR-N2012-1/NP2. workbook

"NP2JY2010 Workload Volume by Operation Type.xlk" define processing workload by

converting MODS letter, flat , and parcel piece handlings into what are called LTTR,

FLAT, and PRCL demand units. These conversions of MODS pieces into demand·

workload units account for the higher workload content of a parcel versus a flat, and of a

flat versus a letter. One (1) MODS PRCL piece handling converts into a larger demand

unit than does 1 MODS FLAT piece handling. The FLAT demand unit in turn exceeds

the LTTR demand unit from a single MODS LTTR piece handling.

22

Revised May 7, 2012

3952



(
-

1,

2

3

4

5

6

7

8

9

10

11

12

13

14

( 15

16

17
18

19

20

21

22

To simplify the computation of these NP2 column AA-AC demand workloads for

purposes of our later analysis, we developed an extended version of NP2 called

"NP2_FY2010 Workload Volumes from Conversion Factors.xls". The 'Model MODS'

sheet in this new workbook applies these conversion factors to compute the same

demand workloads columns AA-AC in the USPS-LR-N2012-1/NP2 'Model MODS' sheet

report. The details of this computation are as follows.

LTTR Demand Workloads. LTTR workloads equal the sum of AFCS and DBCS

demand workloads. Column BJ of sheet 'Model MODS' in "NP2_FY2010 Workload

Volumes from Conversion Factors.xls" shows that for each 3-Digit ZIP, AFCS demand

units equal MODS AFCS volumes times a constant 0.0153 conversion factor. Column

BK shows that the DBCS deman(j units equal the sum of the L-OGP, L-INP, L-INS1,

and L-INS2 demand workloads where:

• L-OGP Demand == L-OGP MODS volume * 0.0081;

• L-INP Demand =L-INP MODS volume * 0.0064;

• L-INS1 Demand ==L-INS1 MODS volume * 0.0061; and

• L-INS2 Demand ==L-INS2 MODS volume * 0.0061.

These 0.0153, 0.0081, 0.0064, and 0.0061 factors are calculated in the formulas

added at the top of sheet 'Model MODS'. For example, cell AJ24 calculates 0.00081 for

L-OGP as a function of the DBCS machine footprint, the DBCS throughput rate, and the

L-OGP operating window time period.

PRCL Demand Workloads. For each 3-Digit ZIP:

3953

23 PRCL demand workload == 0.4283*Total Parcel MODS volume

24 == 0.4283*(Sum of P-OGP, P-INP, PRI-O, and PRI-I Parcel

25 MODS Volumes),

26 where:

C 23
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(
1 0.4283 is calculated in cell M24 as a function of the SPBS footprint and throughput rate

2 and the sum of the outgoing primary and incoming primary parcel sorting operating

3 windows.

4 FLAT Demand Workloads. The 3-Digit ZIP FLAT demand workloads are computed

5 according to the formula:

3954

6

7

8

9

10

11

12

13

C 14

15

16

17

18

19

20

21

22

23

24

25

26

27

(

FLAT demand workload = MAX (F-OGP workload, F-INP workload, F-INS workload),

. where:

• F-OGP worklo?d =F-OGP MODS Volume *0.2531;

• F-INP workload = F-INP MODS Volume*0.0905;

• F-INS workload F-INS MODS Volume* 0.0628;

and where the 0.2531, 0.0905, 0.0628 conversion factors are derived in cells M26,

AR26, BJ26, as functions of the AFSM footprint and throughput rate and the F-OGP, F

INP, and F-INS operating time windows.

8.5.2 Unit Demand Costs

Column N of worksheet 'Productionlnfo' in the USPS-LR15 workbook "15_LogicNet

Model.xls" reports "RT Production" costs per demand unit by combination of Plant 10,

Line, Line Option, and Product, with the latter consisting of LTTR, FLAT, and PRCL.

These LTTR, FLAT, and PRCL RT unit costs multiplied by the their corresponding total·

demand workloads produce the total LTTR, FLAT, and PRCL workload costs.

To derive one set of LTTR, FLAT, and PRCL RT unit costs for each Plant 10,

developed an extended version of USPS-LR15 workbook "15_LogrcNetModel.xls called

"15_LogicNetModeLUnlt Demand Costs by Shape_Revlsed.xls." This new workbook

uses the 'ProductionInfo' worksheet to produce the pivot table 'PlantlDProdctCounts'

and the worksheet "RTUnltCostbyPlantlDPrdcl." Columns were then added to the

'Demand' worksheet in order to use the unit RT costs in column G of

'RTUnitCostsbyPlantlDPrdcf to compute total Demand Costs, which are reported in

column a of worksheet 'Demand.'

24
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These unit RT Production costs are also known as unit variable RT Production costs, or

unit variable processing costs, because they vary with processing volumes. A second

set of unit costs are fixed with respect to volumes. As reported in USPS-LR-N2012

1/46, three sets of fixed costs are computed for three facility groups, with each group

defined based on processing floor space:

• Group 1 facilities have 210,000 square feet of space or less, and are each
assigned an average daily fixed cost of $466.

• Group 2 facilities have more than 210,000 and up to 450,000 square feet of
space, and are each assigned a $22,991 average daily fixed cost.

• Group 3 facilities have more than 450,000 square feet, and are each assigned a
$107,726 average daily cost.

The unit fixed RT costs are defined as these average daily fixed costs divided by the

respective processing square feet.

The total demand workloads are expressed as floor space equivalents. Therefore, the

variable RT workload processing costs per unit are costs per square foot, and can be

added to the fixed RT unit costs to compute total variable plus fixed RT production unit

costs.

8.5.3 Total RT Production Variable Demand and Fixed Processing Costs

The LTTR, FLAT, and PRCL demand workloads are multiplied by the corresponding

unit costs in the workbook "Cost and Productivity Estimates_Revised.xls" to derive total

variable RT demand costs. Column F in this workbook inputs the MODS CANC pieces

that column H converts into AFCS demand workloads. Moreover, column F obtains

these CANC pieces not from "NP2_FY2010 Workload Volumes from Conversion

Factors.xls", but from the Network Simulation Model input worksheets. Columns I, L, 0,

and R in "Cost and Productivity Estimates_Revised.xls" likewise input the Simulation

Model L-OGP through L-INS2 MODS volumes, which columns K, N, Q, and T convert

into DBCS workloads. These workloads plus the AFCS workloads equal the column-V

total LTTR demand workloads. Corresponding MODS inputs and conversions into

demand workloads for flats and parcels produce total FLAT and PRCL demand

workloads in columns AI" and AI.

25
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( 1 These LTTR, FLAT, and PRCL demand workloads are multiplied by their respective

2 variable RT unit demand costs in columns AJ-AL to compute the total LTTR, FLAT, and

3 PRCL workload costs. The latter sum to the total variable RT production costs in AP.

4 The corresponding fixed RT costs in column AR equal the column-AQ unit fixed costs

5 times the column-E processing square feet. Total RT variable plus fixed production

6 costs are reported in AS.

7 8.5.4 Overhead Costs

8 In addition to the variable and fixed RT processing costs, the Postal Service computes

9 other/admin labor, fixed opening, supplies, maintenance labor, and fixed operating

10 overhead costs. Columns AT, AV, and AW calculate the other/admin labor, supplies,

11 and maintenance labor overhead costs using the formulas presented in sheet

12 'Overhead Regression' of the USPS-LR14 workbook "14_Mail Processing Window

13 Scoring Tool.xls". Columns AU and AX obtain the fixed opening and fixed operating

14 costs from the 'PlantDetails' worksheet of USPS-LR15.

30155

( 15 For other/admin labor, supplies, and maintenance labor, LR14 defines three sets of

16 formulas for three facility groups - again defined according to processing floor space.

17 For group 1 facilities having 21,264 square feet or less, other/admin labor, supply, and

18 maintenance labor costs are set at annual totals of $647,641, $52,132, and $800,218

19 (or $1,774, $143, and $2,192 per day), respectively. For facilities having between

20 21,265 and 550,000 square feet, other/admin, supply, and maintenance costs are

21 computed based on regression equations that define costs as quadratic functions of

22 floor space. For facilities having more than 550,000 square feet, costs are computed

23 based on regression equations that define costs as linear functions of space.

24 8.5.5 Total Costs and Productivities

25 The sum of the column AT-AX overhead costs and column AS variable plus fixed RT

26 production costs in "Cost and Productivity Estimates_Revised.xls" equal the column-AY

27 grand total facility costs. Note that these costs do not include what Professor Bradley in

28 USPS-T-10 and USPS Library Reference N2012-1/20 refers to as indirect costs, which

29 are costs accounted for by multiplicative factors, such as the service wide ratio, the

~ 26
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miscellaneous ratio, and other piggyback factors. AZ equals the total variable plus fixed

RT production unit costs, which as noted are costs per square foot, plus the total

overhead costs per square foot. The inverse of these total unit facility costs equals the

column-SA facility productivities.

8.5.6 Comparison of Baseline Facility Datasets

This "Cost and Productivity Estimates_Revised.xls" file computes costs and

productivities for 466 baseline facilities. These 466 are all the facilities - excluding 7

located outside the contiguous 48 states - that USPS-LR-N2012-1/NP2 reports as

having conducted letter, flat, or parcel sorting during FY 2010. The 466 include 10

facilities (4 of which are NOCs) that are not on the USPS-LR15 list of 476 baseline

facilities, but that USPS-NP2 reports as having conducted parcel sorting during FY

2010. The USPS-LR15 list includes 20 facilities not on the 466 list. These 20 are the 7

non-contiguous facilities, plus 13 others that NP2 indicates did not conduct letter, flat, or

parcel sorting during FY 2010.

8.6 Transportation

Transportation statistics are accrued for all movement of mail from one mail processing

facility to another, and between mail processing facilities and origin/destination ZIP

codes (transportation segments within ZIP3s are not modeled; e.g., to the ZIP5 level).

The network simulation model reports the following transportation segments:

• Local originating transportation, from origin ZIP3 centroid to outgoing facility;
reported in truck-miles

• Local destinating transportation, from destinating facility to destination ZIP3
centroid; reported in truck-miles

• Inter-SCF surface transportation; reported in truck-miles

• Air transport as specified in USPS-LR-N2012-1/64; reported in Ibs-miles

The required transportation space (measured as the number of cubic feet being

transported) is computed by multiplying the piece counts transported by the per-piece

cubic feet factor for the corresponding Product (see Table 3), and aggregating the cubic

feet across all Mail Units. The result is converted to a number of required trucks
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(rounded up) based on an assumed usable truck capacity of 1500 cubic feet '3, The

network simulation model assumes the same truck capacity for local and inter-SCF,

transportation.

Surface mileage is estimated as the great-circle distance between the starting and

ending points14 multiplied by a factor to adjust for road network circuity. Comparison of

the site distances used in USPS-LR-N2012-1/15 versus their great circle distance

counterparts result in a median circuity factor of 1.28, 'and past transportation research

has also found circuity factors near 1.28 to be appropriate15, so that is the circuity factor

used for this analysis. (Refer to the companion DVD for circuity factor analysis).

For each air transport segment, the total weight of the shipment is computed using per

piece weight factors (see Table 3) multiplied by the number of items of each mail type

included in the shipment. The number of Ib-miles is then obtained by multiplying the

total weigh by the great-circle distance between the start and end points.

Air transport is used only for First Class Mail if it was the transport mode specified in

USPS-LR-N2012-1/64. For facility-to-facility links for which no transport mode is

specified in USPS-LR64, a distance threshold of 1,OOOmi is used to select between

surface and air transport. The 1,OOOmi threshold is selected based on analysis of the

USPS-LR64 transport mode assignments and facility-to-facility distances.

13 Truck capacity is based data provided the Direct Testimony of E. Rosenberg, USPS-T-3 which
states that 302,400 letters fill half of a 53ft truck, thus a full truck would contain 602,800 letters;
the average letter size being 0.0025 ft3, the computed truck capacity is 1,512 ft3 (rounded off to
1,500ft3)
14The Great Circle Distance is given by the equation

D = 2RE sin-1 sin2(A;) +cos <Ps cos <Pr sin2(A;'), where REis the radius of the Earth and (CPs,

lis) and (CPt, lit) are the latitude and longitude of the target and proposed gaining facility,
respectively. b. indicates a difference, e.g. b.cp is CPt CPs. Source:
http://en.wikipedia.org/wiki/Great-circle distance
15 Newell, G. (1980). Traffic flow on transportation networks. Cambridge Massachusetts: MIT
Press.
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( 1 Travel times are computed as a product of the distance between facilities and an

2 assumed transport speed of 46.5 mph for surface transport, or 450 mph for air

3 transport.

9 Model Validation

Model calibration is prerequisite to gain confidence in the response of the network

simulation model and the insights that it helps draw. Calibration must be established

against a known benchmark.

In this case, we have established USPS's reported FY2010 operating conditions as the

benchmark. As such, sources of pertinent information that characterize USPS's

FY2010 operating conditions were drawn from library references and non-public

documents filed under PRC Docket N2012-1. When appropriate, we have also used

other official sources of data, such as PRC Docket ACR2010 and USPS RIBBS

website. All data sources are documented in the Appendix.

This section presents the network simulation model validation results. For a better

understanding of the process, it is recommended to refer to the companion DVD, folder

APWU-LR-N2012-1/NP2 "Baseline Validation Worksheet" (here after referred to as LR

"Baseline Validation Worksheet").

9.1 Baseline Facility Set

A set of 477 facilities is used in the baseline network simulation model. This set is

obtained by including the 466 facilities defined as all of the facilities which USPscLR

N2012-1/NP2 reports as having conducted some combination of letter flat, or parcel

sorting during FY2010 (the 466 excludes 7 facilities located outside the contiguous 48

states; on the other hand, it includes 4 NDCs of the 21 NDCs).

The list of 466 facilities includes 6 non-NDCs that NP2 reports as having conducted
"

strictly parcel processing during FY2010. Moreover, these facilities are not on LR15..

They are thus excluded from the baseline facility set since the focus is on letter and flats

processing.
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The baseline set is then augmented with 17 NDCs to represent all 21 NDCs in the

baseline model as hub facilities that conduct strictly cross docking operations.

This results in a net addition of 12 facilities which increases the final baseline set total to

477 (466-6+17). The list of facilities can be found in the companion DVD in the APWU

Library Reference "APWU-LR-N2012-1/NP1Input Data Set" hereafter referred to as

"Input Data Set" (The list of facilities is found in worksheets Baseline and Post AMP

Facilities and Routing Tables" of the APWU Library Reference) .

9.2 Description of Validation Tests

The MODS volumes reported in the N2012 filings16 serve as the benchmark to ensure

that the Baseline model is representing FY2010 USPS P&D network operations with

fidelity, and that the logic of the network simulation model, as described in Section 8,

replicates processing and distribution operations on the ground.

The validation process consists thus of flowing FY2010 Mail Units volumes by 00 pair

according to USPS-defined distribution assignments and distribution rules (see

definition) that were in effect in FY2010. Mail volumes are collected at each modeled

mail processing operation17 and of comparing the network simulation modeled volumes

by operation to the volumes reported in N2012-1 filings.

The table below provides national level aggregates:

16 These volumes can be obtained in the USPS-LR-N2012-1/NP2 filing (NP2JY2010 Workload
Volume by Operation Type.xls) or its public equivalent, USPS-LR-N2012-1/13.
17 Same operations as reported in USPS-LR-N2012-1/13, NP2
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Table 8 - National-Level Comparison: Model vs. FY10 NP2 MODS ADVs

Plant-level volume comparisons reflect a very strong fidelity of the network simulation

model with respect to the MODS volumes reported in the N2012-1 references. For

each mail processing operation the % difference is contrasted between model

generated volumes and NP2 MODS provided volumes ("%vs." column). All results are

presented in the companion DVD, LR "Baseline Validation Worksheet".

Minor differences are noted between model-computed volumes (for each operation

within each modeled mail processing facility) and the MODS-reported volumes. This

confirms the proper calibration of the network simulation model, thus giving confidence

in its response as network configurations are modified during the scenario analysis.

10 Scenario Analysis

10.1 Scenario Overview

Scenarios are generated by reassigning the processing of ZIP3s' mail to new facilities

(the 'gaining' facilities), while preventing the facilities formerly assigned to those ZIP3s

from performing processing functions (the 'losing' facilities).

Whereas USPS's Area Mail Processing (AMP) consolidation process may selectively

reassign the outgoing or the incoming mail processing functions for a ZIP3 to a gaining

facility, the network configuration approach is more na'ive in that it reassigns both

31

Revised May 7, 2012



( 1

2

3

4

5

6

7

8
9

10
11
12

13

14

C 15

16

17

18
19
20

21
22

23

24
25

26
27
28

29
30

l

outgoing and incoming processing for a ZIP3 to a gaining facility. More precisely, it

reassigns in unison all ZIP3s that were formerly assigned to a losing facility to a single

gaining facility. (A detailed description of the algorithm we use to develop the scenarios

is provided in the Appendix.)

Tci isolate the effects on service performance and costs of changing scenarios, the

scenarios 'freeze' certain conditions to keep them identical to the baseline model.

Specifically:

• AOC and AAOC assignments to ZIP3s remain unchanged between the baseline
conditions and any hypothesized network configuration.

• The operating conditions remain unchanged with respect to baseline. This
includes operating windows, dispatch times for local and inter-SCF transport, and
processing capacities at the gaining facilities.

• No new mail processing facilities are added to any of the scenarios configured.

10.2 Scenario Structure

Each scenario consists of unique set of initial conditions used to create input data,

which is processed by the network simulation model to produce output data that is then

subjected to analysis.

• Initial Conditions: rules used to produce the input data: For instance: "consolidate
up to 100 facilities of below-average productivity, provided each consolidation
does not span more than 150 miles."

• Scenario Input Data: the set of scenario-specific files fed into the network.
simulation model to produce output data.

• Facility List: defines each facility's location and equipment.

• Assignment Table: defines the facilities assigned to handle processing operations
for each 3-digit ZIP code.

• Other inputs that remain constant across scenarios (e.g. volumes for 010 pairs,
locations of 3-digit ZIP centroids) are stored in a separate Common Input Data
folder.

• Scenario Output Data: the set of raw files produced by the network simulation
model after processing the Input Data.
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10.3 Algorithm for Creating Scenarios

An algorithm has been developed to produce scenarios; it is discussed further in the

Appendix. The algorithm enables to vary network configurations in each scenario by

modifying the following parameters:

• Productivity Threshold - set the upper bound for the productivity factor of the
facilities being assigned as losing facilities. All facilities with a productivity factor
lower than this threshold are considered for closure by the algorithm and are
assigned to a facility of equal or higher productivity factor.

• The productivity factors are computed to rang"e between 0.23 and 0.64. Refer to
Section 8.5 for a description of the computational approach for facility productivity
factors.

• ADCs and AADCs are prevented from closure by assigning them an artificially
high productivity factor of 99 (this avoids distribution from changing with respect
to the baseline conditions)

• Maximum number of losing facilities - this sets an upper bound on the number of
"losing facilities. If not set, the algorithm closes all facilities until it hits "the
productivity threshold limit.

• Distance Threshold - the maximum distance allowed between a facility
considered for closure and the nearest facility to which it is reassigned. If no
potential gaining facility is closer than this distance to the facility considered for
closure, the facility is considered too remote and remains therefore open.

These parameters were varied as presented in the table below to generate a set of

'stock' scenarios for analyses purposes (see next section for the results).
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Top Three Quartiles
ShootFor400

ShootFor350

Top Half
ShootFor300

Top Quartile

ShootFor250

0.311406278 N/A

0.381225608 77
9 127
9 N/A

9 177
9 N/A

0.293554018 227

150
150
150

150
150
150
150

2

3

4

5

6
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8...,--

9
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11

12

13

14

15

16

17

18

19

Table 9 - Parameters Used for Hypothesized Network Configuration Scenarios

10.4 Scenarios Tested

Referring to the above table, the scenarios labeled "Top Three Quartiles", "Top Half',

and "Top Quartile" assign a value to the productivity threshold so as to maintain facilities

in the network configuration that fall respectively in top three productivity quartiles, the

top two productivity quartiles, and the top quartile. Additionally, in these scenarios, no

facility closure is allowed if it is reassigned to a facility beyond the 150 miles distance
,

threshold. No limit is set for the maximum number of losing facilities, as this is dictated

by the productivity threshold.

The scenarios labeled "Shoot for 400", "Shoot for 350", "Shoot for 250" aim to generate

a network configuration with a fixed set of mail processing facilities. It does so by

setting an artificially high productivity threshold so that all facilities are considered for

closure provided the total number of mail processing facilities is respected and the

distance threshold is not violated.

Because the algorithm assign a candidate losing facility to a facility of productivity factor

equal or higher to the threshold assigned, it tends to promote the reassignment of losing

facilities into ADCs or AADCs which, as indicated above, are prevented from closure.

The resulting scenario configurations can be found in the companion DVD.
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10.5Post AMP Network Scenario

A separate scenario is also analyzed to account for AMP consolidations that were

planned by USPS prior to presenting its proposal for service standards modification

(PRe Docket N2012-1). This scenario consists of representing the resulting network

configuration, had the proposed AMP studies been implemented by USPS.

The resulting hypothetical network configuration (hereafter referred to as 'PostAMP')

identifies 51 full facility closures with respect to the FY2010 baseline list of 477 facilities;

these 51 facilities are thus removed from consider<ltion in the PostAMP scenario.

Additionally, selected ZIP3s are reassigned to 62 other facilities, thus constituting

'partially gaining' facilities. Moreover, 80 facilities show a lower incidence of ZIP3

assignments, thus constituting 'partially losing facilities'.

A review of pertinent sources of information was conducted to prescribe this resulting

network configuration; the sources of data and the methodology used to organize the

information are found in the Appendix. The PostAMP scenario results are presented

below.

3965

16 11 Results

17 11.1 Organization of the results

18 The network simulation model's output data files are post-processed in Excel to provide

19 summary results. These are organized as follows;

20 Service performance tables. These display volume accepted by 8am at destination

21 ZIP3, and the portion of that volume characterized as late in order to compute service

22 performance (see definition of Service Performance above). The on-time percentages
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are computed for each 0-0 pair of First Class Mail by shape (letters, flats).18 The on

time percentages are split into the following service standard subsets:

• Intra-SCF Turnaround; defined as overnight mail originating and destinating in
the same ZIP3

• Intra-SCF non-turnaround; defined as overnight mail originating in a ZIP3 and·
destinating in another ZIP3 in the same SCF

• Inter-SCF 0+1; defined as overnight mail between 0-0 ZIP3 pairs assigned to
separated mail processing facilities

• Inter-SCF 0+2 and 0+3; defined as second- and third-day standards

Cost tables report RT production mail-processing costs (fixed and variable) and

overhead costs attributable to letters and flats.

18 On-time performance of Standard Mail is excluded because of the arbitrary assignment that
would need to be done to the due day as a function of the day of induction. Standard Mail is still
modeled in order to determine the effect that it may have on mail processing capacity
requirements.
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(
1 11.2 Service Performance Results

2 The table summarizes service performance results for FCM under seven conditions:

3 • The baseline conditions; reported in the Validation section

4 • The seven hypothesized network configuration scenarios

(
5

91.9% 94.7% 93.6% 70.1% 94.6% 97.4%

91.3% 92.5% 92.4% 71.0% 93.3% 97.6%

91.3% 92.9% 93.1% 70.4% 93.7% 97.1%

88.7% 86.9% 88.0% 70.4% 89.7% 96.8%

87.9% 86.0% 87.8% 70.,1% 88.5% 96.0%

86.0% 81.7% 82.1% 71.6% 86.0% 95.8%

Table 10 -Service Performance Results for Algorithmically Generated Scenarios

6 The PostAMP scenario results are presented below. We do not present them with the

7 above scenarios because the choice of facilities for closure and the ZIP3 assignments

8 to the gaining facilities for outgoing and incoming processing, are based on local

9 decisions made by USPS personnel in the process of the AMP reviews. The PostAMP

10 scenario thus follows a unique rationale for facility closure.

- ...................
Inter
SCF
D+3

Inter
SCF
D+2

Inter
SCF
D+1

94.1%

On-Time Service Performance (%)
Overnight Mail

Intra-SCF
Non

Turnaround
(Origin ZIP <>

Destin ZIP)

Overall
#01

Facilities

Intra-SCF
Turnaround
(Origin ZIP
= Destin

ZIP_ ..-Scenario Name

Post AMP

11 Table 11 -Service Performance Results for Proposed AMPs

12

(
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(
. \, 1 11.3 Cost Results

2 The table below summarizes the labor and facility costs attributable to each scenario.

3 The costs computations are described in a previous section.

TotalOverhead Costs
FlatsLetters

.Letters &. Flatsprocessing Costs + Overhead Costs (miilions of $)

Variable Processing Costs
Fixed Processing

Costs

#
Plant

s
Scenario Name

$1,113 $1,649 $712

400 $1,112 $1,650 $708

350 $1,103 $1,648 $697

342 $1,102 $1,648 $700

300 $1,095 $1,635 $686

276 $1,091 $1,632 $688

250 $1,062 $1,615 $668

Table 12 - Costs Results

Shoot For 350

Top Half

Shoot For 300

% of %of
Costs % of Costs % of Costs B I" Costs B I"Baseline Baseline a~e In a~e In

~~~~~~~~lE;·····-·~[~,,~[J2J
Top 3 Quartiles _---IDI~..1ISIi1Dl11lll
Shoot For 400 _ II :1I.II1IlIfmI1!III1 I

I II 11E.lI1lEll1IEI1 I
I II !""mIIIl I

I I~I_~"I i
I 1__lEIamEEl..
I IIIIlIJEIi!IEDlEmlIB

Top Quartile

. Shoot For 250

Overhead costs consist of variable overhead costs, fixed opening costs, and fixed

operating costs. A given facility's opening and operating costs do not change unless

the facility is removed from consideration. Rosenberg's testimony (USPS-T-3) and

USPS-LR-N2012-1/15 define fixed opening cost as a proxy for either the rental cost of a

leased facility, or the calculated "opportunity cost" of an owned facility. USPS-T-3 and

USPS-LR15 define fixed operating cost as a proxy for utility and heating fuel costs.

The reason facility consolidations reduce total variable RT production costs by much

less than they reduce the fixed RT production plus overhead costs is that variable RT

unit costs remain constant with respect to processing floor space as this space

increases over a wide range of total square feet. For example, variable RT unit letter

demand cost equals a constant $0.6524 for all facilities containing square feet ranging

from 0 to 210,000. It doesn't matter if the space is 2,000 square feet or 210,000, the

cost stays at $0.6524. It only falls to the next level, $0.5452, for floor space greater

than 210,000, and remains at $0.5452 up to 450,000 square feet. It falls only one more
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time - to $0.3568 - at space exceeding 450,000. Since total variable RT letter

production cost can only fall when. unit variable letter cost falls, only a facility

consolidation that transfers workload from a $0.6524-unit-cost closing facility to a

$0.5452 or $0.3568-cost gaining facility, or from a $0.5452 to a $0.3568-cost facility will

reduce total variable RT letter costs.

In contrast, facility consolidations always reduce fixed RT production and overhead

costs. These fixed production and overhead costs are fixed with respect to volume

demand workload. Thus, the total cost at a losing facility that is saved when this facility

closes is not matched by any increase at all in fixed production and overhead cost at the

gaining facility. The gaining facility's fixed production/overhead costs instead remain

constant, despite the transfer of volume-demand workload from the losing facility;

because the gaining facility's total floor space stays constant.

11.4 Transportation Results

Total truck miles for intra-SCF (daily local truck miles) and inter-SCF (daily long-haul

truck miles) are presented below. These are computed as described in a previous

section and are not representative of prevailing surface transportation contract

agreements which may include multiple stops per route.

The results are useful to gain insights on the relative changes in inter-SCF and intra

SCF across scenarios, suggesting that inter-SCF transportation diminishes as the

number of facilities are reduced, but that this reduction is to be offset to a degree by

intra-SCF transportation.

Scenario Name # Daily Local Daily Long Haul Truck- Tolal Dally Truck-Miles
Facilitles Truck-Miles Miles

Baseline 477 92,566 106,402,700 106,495,266

TopThreeQuarters 410 101,368 97,465,535 97,566,903

ShootFor400 400 103,222 94,605,186 94,708,408

ShoolFdr350 350 115,474 82,802,611 82,918,085

TopHalf 342 115,311 82,570,454 82,685,765

ShootFor300 300 136,089 63,920,240 64,056,329

TopQuarter 278 139,662 58,685,970 58,825,632

ShootFor250 250 157,321 45,330,054 45,487,375

Table 13 - Model Computed Ground Transportation Truck Miles
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12 Conclusions

The network simulation model was rigorously calibrated against NP2 MODS reported

volumes to provide the confidence needed in analyzing the effects of various network

configuration scenarios on service performance and costs.

As a decision-support tool, this network simulation model can help evaluate a host of

alternative scenarios, some algorithmically defined as described in this testimony, and

others based on actual decisions taken in the field, as presented in the PostAMP

scenario.

The fact that we designed the network simulation model to be ZIP3 centered (see

design guidelines), enables us to test any network configuration scenario against ZIP3

to-ZIP3 service standards and their corresponding volumes. Moreover, the network

simulation model is designed with flexibility to scale average daily volumes, modify mail

processing capacity at the facility level, or change distribution rules -conditions that we

did not vary in this reported testimony. Consequently, as explained in the executive

summary, the results we present reflect only a subset of scenarios that could be

evaluated. Some of these scenarios will be tested soon to understand, in particular, the

effects on service performance and costs of more stringent but quite plausible operating

conditions.
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\ 1 Appendix A - Sources of data files

2 Volume data

3 The following sources were use to determine mail volumes:

3971

c

Data Set i Source

• FY2010 RPW Report

• PRC Docket ACR2010 USPS-LR-14,
RPW_by_Shape_and_lndicia.zip/Shape Indicia FY 2010

Average Daily Non-CR, PublicV.xls Summary Worksheet

Non-DDU Volume • PRC Docket ACR2010 USPS-LR-14,
RPW_by-Shape_and_lndicia.zip/Shape Indicia FY 2010
PublicV.xls Various Worksheets

• PRC Docket ACR2010 USPS-LR-36,
"mailcode.public.fy1 O. txt"

Average Daily Volume • ODIS FY2010 Summary
ODIS

• PRC Docket ACR2010 USPS-LR-14,
Average % 1C FCM RPW_by_Shape_and_lndicia.zip/First Class and Standard
requiring Canceling Mail WGTI 2010.xls "FCM and STD indicia Summary"

Worksheet
FY2010 annual • PRC Docket ACR2010 Library Reference USPS-LR-14,
distribution of mail RPW_by_Shape_and_lndicia.zip/Shape Indicia FY 2010
volumes by presort PublicV.xls Summary Worksheet
level for FCM and
Standard

• PRC Docket ACR2010 Library Reference USPS-LR-14,
RPW_by_Shape_and_lndicia.zip/Shape Indicia FY 2010

FY2010 volumes by PublicV.xls Periodicals Wprksheet
presort and entry point • PRC Docket ACR2010 Library Reference USPS-LR-14,

RPW_by-Shape_and_lndicia.zip/Shape Indicia FY 2010
PublicV.xls PackaQe Services Worksheet

4 Distribution Rules

5 Source of data for representing the FY2010 distribution rules:

6 • AADC, ADC, NDC assignments from June 7, 2010 USPS Labeling Lists L801,
7 L004, and L601

8 • USPS-LR-N2012-1/NP2 operations worksheets

9

10
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FY2010 Baseline Facility List and Facility Definition

Sources of data used:

• USPS-LR-N2012-1/15, 17, and 34

• USPS-LR-N2012-1/15 (15_LogicNet Model.xls, PlantDetails Worksheet) for:
LogicNetlD, LogicNetName, LogicNetActive, Latitude, Longitude.

• USPS-LR-N2012-1/34 (LR.USPS.34.xls, USPS Modeling Facility List
Worksheet) for: Finance#, Open, MODS Site

• USPS-LR-N2012-1/17(17_ZipAssignment_Localinsight.xls,Summary Worksheet)
for SqFt and Machine Counts

• USPS-LR-N2012-1/NP2 (NP2_FY2010 Workload Volume by Operation Type,
"FY2010 Workload" Worksheet) for MODSName

• N2012-1 DFC/USPS-T4-5 - Response of U.S. Postal Service Witness Neri to
Douglas F. Carlson Interrogatories for NDC machine counts

• Also used USPS-LR-N2012-1/68 to reconcile differences and fill missing finance
#'s

Machine Throughput by Type

• Figure 1 Model Equipment Throughput - Direct Testimony of Emily R. Rosenberg
on behalf of US Postal Service - USPS-T-3

Entry Point Percentages and Drop-Ship Percentages

• Entry-point and drop-ship percentages are derived from the PRC Docket
ACR2010 Library Reference 14, "Mail Characteristics Study."

AADC, ADC, NDC assignments to ZIP3

• http://pe.usps.com/Archive/HTMLlDMMArchive20100607/labelinglists.htm:
L004, L801, L601

Published Service Standards

• https://ribbs.usps.gov/index.cfm?page=modernservice

3972

27 Transport Modes between O-D pairs

28 • Library Reference USPS-LR-N2012-1/64

29
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( 1 Source of AMP Studies Reviewed for Scenario Network Configuration

2 • AMP studies and PIR reports as posted to the "Latest Consolidation List" page on
3 the APWU website (http://www.apwu.org/issues-consolidation/consolidation-
4 latesUst.htm) or in USPS NP12's list of AMP decisions

5 • USPS OIG Report Number CI-AR-12-003: "US Postal Service Past Network
6 Optimization Initiatives."

7

c
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(,
1 Appendix B - Product-Level ZIP-to-ZIP Estimation of Model Inputs

2 This section describes the approach used; it is fully shown in the accompanying

3 worksheets "LetterVolumesForModel" and "FlatVolumesForModel" in the

4 "ConsolidatedlnputData" Excel file found in the Companion DVD. This description

5 refers explicitly to the LetterVolumesForModel worksheet as an example, but the basic

6 approach is the same for FlatVolumesForModel.

7 NP2 MODS Letters Disaggregation into Product Level ZIP-to-ZIP for CANC & OGP.

8 Using the LetterVolumesForModel worksheet as an example, the process is described

9 following from left to right across the worksheet.

10 Beginning with the originating ZIP-level MODS CANC and OGP volumes from USPS-

11 LR-N2012-1/NP2 (hereafter referred to as simply "NP2"), these operation-level volumes

12 are decomposed into estimated Product-level volumes for Products that would undergo

13 the CANC and OGP operations, specific~lIy, those that were Single Piece or presorted

14 to less-than-ZIP3 level19
•

15 The operation-level to Product-level decomposition is performed, in general, by

16 assuming that the distribution of Products is equal to the national-level Product

17 percentages derived from the ACR2010 "Mail Characteristics Study" (hereafter, and in

18 the worksheets, referred to as "RPW"). The details of how these percentages are

19 derived are shown in accompanying worksheets "Volumes-Source2" and "Volumes-

20 Source6" in the "ConsolidatedlnputData" Excel file. The ADV of First Class single-piece

21 stamped letters was assumed to be equal to the NP2 MODS CANC ADV, and the

22 remaining L-OGP ADV was allocated to Products proportionally based on their RPW

23 . national-level percentages.

19 DNDC-entered volumes are not included here, however, because NP2 did not include NDC
facilities for letters and flats.
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Figure 2 - Decomposition of NP2 MODS L-OGP ADV into Product-level ADVs using RPW Product Volume
Percentages

Decomposing the MODS CANC and OGP volumes into Product-level volumes yields

the volumes originating from each ZIP3 of each Product constituent of CANC and OGP.

We then allocate these originating volumes to destination ZIP3s using origin-to

destination percentages derived from ODIS. The ODIS percentages are obtained by

computing the percentage of each origin ZIP3's First Class letters sent to each

destination2o
• These percentages are then used to allocate each origin ZIP3's

originating volumes to destination ZIP3s.
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INPUTS

0015: % of Origin Zip3's
letters Sentto...

DestZip3111 0-70111 ADV

NP2 MODS

X
RPW!ACR

Product
ADVs
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11

Origin-Entered
ProductADV x DestZip3112

DestZip311N

0-70112 ADV

0-7 OlIN ADV

12 Figure 3 - Decomposition of Origin-Entered Product ADV into 0-0 ADVs using ODIS-derived Percentages

13 This completes the volume estimation for the CANC/OGP-constituent Products,

14 allowing us to next address the volume constituents of INP.

15

16

NP2 MODS Letters Disaggregation into Product Level ZIP-to-ZIP for INP. The

starting point is the destination ZIP-level MODS INP volumes from NP2. Since the

20 This step is based on the FY2010 ODIS dataset and is done outside of the spreadsheet. To
avoid time-consuming recalculation, the relevant formulas for this step are provided at the top of
the worksheet for reference.
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CANC/OGP-constituent Products also contribute to the MODS INP volumes, they must

be subtracted so that the volumes of these Products are not double-counted.

However, the remaining INP volumes do not represent volumes purely attributable to

Products that entered the network presorted to ZIP3 level. This is due to several

reasons:

• Some pieces, such as high-density turnaround mail, skip INP.

• Some pieces get counted twice as part of INP if they receive an upstream
Managed Mail sort and then get re-handled through INP at the DSCF.

• For pieces that receive a Managed Mail sort, which counts toward INP, the ZIP
where they receive that Managed Mail sort is not their actual destination ZIP.

These confounding factors make it questionable to directly decompose the remaining

INP volumes into Product-level volumes, as was done previously for CANC and OGP.

Instead, we use the RPW Product volumes as the starting point and disaggregate them

to destination ZIPs proportionally based on the remaining INP volumes. This

approximation step introduces some uncertainty into the volume estimation of ZIP3

presorted Products, but is the best alternative given the data available and the

confounding factors above. The equations below express the decomposition of NP2

MODS L-INP volumes into product-level destination ADVs algebraically.

3976

19 Where:

20

21

22

23 Where:

Mz = NP2 MODS L-INP of destination ZIP3 z

Cz =Destination ADV for ZIP3 z already counted as part of L-OGP

Lz = NP2 MODS L-INP of destination ZIP3, z remaining to be allocated after

subtracting Cz

Rz = % of national RPW product volumes to allocate to destination ZIP3 z.
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1 Where: Np = National RPW Product ADV of product p

2 Xpz = Destination ZIP3 z ADV of product p

3 At this point, the ZIP3-presorted drop-shipped Products are assigned to a destination

4 and are thus complete. The origin-entered Products are allocated to origin ZIP3s using

5 destination-from-origin percentages derived from ODIS. These ODIS percentages are

6 obtained by computing the percentage of each destination ZIP3's First Class letters sent

7 to that destination from each origin 21
. Lastly, we consider INS.

",
(
'~'"
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NP2 MODS Letters Disaggregation into Product Level ZIP-to-ZIP for INS.

Beginning with the Destination ZIP-level MODS INS volumes from NP2, we subtract

from each destination's INS the destinating volumes that have already been counted as

part of OGP or INP, again to prevent double-counting of those volumes. The estimation

of INS-constituent volumes is less ambiguous than for INP because virtually all pieces

must go through INS at their destination, so we could assume a one-to-one relationship

between the INS volumes and Product volumes being estimated. Thus, we decompose

the remaining NP2 MODS INS volumes into estimated Product-level volumes for

Products that were presorted to ZIP5 level. This is done, as before, using RPW-derived

Product percentages.

21 Again, this step is based on the FY2010 0018 dataset and is done outside of the
spreadsheet.
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(

2 Figure 4 • Decomposition of NP2 MODS L-INS1 into Product-level ADVs using RPW Product Volume
3 Percentages

4 At this point the drop-shipped Products are complete (the origin-entered Products are

5 allocated to origin ZIP3s by once again using destination-from-origin percentages

6 derived from ODIS).

7 The final estimated volumes are collected into a single final summary table at the far

8 right of the worksheet "LeUerVolumesForModel" (and "FlatVolumesForModel") in the

9 "ConsolidatedlnputData" Excel file.
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1 Appendix C - Description of Output Data Files

2 The following output files are generated by the network simulation model. Sample files

3 can be found in the accompanying APWU-LR-N2012-1/NP5 "Model Sample Output

4 Data".

File Name IDescription

Primary file used to analyze service performance (see below).
This file provides, for each ZIP-to-ZIP pair, the number of

dailyDeliveryMetrics_day5
pieces of each product "Delivered" and the number of those
that were "Late" on the simulated day shown in Column A.
The abbreviations used in product names are: L =Letters, F =
Flats, P =Parcels, FC =First Class, STD =Standard Class,
PER =Periodicals Class, PKG =Packaqe Class
This file contains various daily, network-level transportation

daiiNetworkMetrics metrics, e.g., total numbers of pieces transported by
sUrface/air, by product, by leg (originating/inter-
facilitv/destinatin-ql, etc.
This file represents a snapshot of the processing queue sizes
in each facility at noon each simulated day. The queue sizes
are broken down by product and by operation, e.g., CANC
(Cancellation), L_OGP (Letters Outgoing Primary), etc., and

dailyFacilityQueueMetrics by product.

Facilities queue sizes that grow larger from one day to the
next indicate that the facility doesn't have enough processing
capacity to process all of the previous day's mail during its
processing window.
The file represents a snapshot of the volume processed in

dailyFacilityWorkloadMetrics
each facility by noon of each simulated day. The workload
sizes are broken down by product and by operation, e.g.,
CANC (Cancellation), L_OGP (Letters Outgoing Primary), etc.,
and by product.
This file shows the total daily number of pieces of each

dailyFacilityValidationMetrics
product processed through each operation for each facility.
This is file is used as the input for the "Validation" analysis
(see "BaselineValidationVsMODS-ODIS.xlsx " in the LR
"Baseline Validation Worksheet" of the companion DVDl.
The file shows the volume, by Product, that are entering and
exiting each facility, and the origin and destination of these
volumes, e.g., origin-entered locally, drop-shipped to the

dailyFacilitylnAndOutMetrics
facility, sent/received from one facility to another, dispatched
for local delivery, etc.

Note: values for simulated day #4 represent the total of all
days up to and including day 4, then for subsequent days the
values are iust the dailv totals.
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intradayFacilityMetrics

intradayFacilityDeltaMetrics

This file contains the same information as in the other
"Facility" files above, but at half-hour intervals. It provides
'counters' that are incremented as time progresses. In other
words, to find the number of Standard Letters drop-shipped to
a facility between 10:00 and 12:00 it would be the value of
"DropshippedMaiIReceived_L_STD" at 12:00 minus the value
at 10:00.

The "_queue" metrics differ, however; and are a snapshot:
they indicate the actual size of the processing queue at that
moment in time.
Same data as above but 'shows volume fluctuations in 30
minute increments

(

(

1

2

Table 14 - Description of Model Output Files
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Appendix D - Description of Facility Reassignment Algorithm

This section describes the process to develop a method for programmatically:

• determining which facilities may hypothetically be viable candidates for
consolidation,

• determining which facilities are likely to take over mail processing responsibilities
for the facilities targeted for consolidation, and

• populating a "Processing Assignment table" reflecting the originating and
destinatingmail· processing assignments (at the ZIP3 level) after all such
hypothetical consolidations are implemented.

398l

10 Setup for Reassignment Algorithm

11 Productivity factors are assigned to each facility.

Demand Workload
Facility Productivity =

Workload Cost

12

C
13
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15

16
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21
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24
25
26
27
28
29

l

(Refer to the testimony for a description of the computation of Demand Workload and

Workload Cost).

These productivity factors are included in the baseline facility list which is formatted and

prepared to serve as an input to the reassignment algorithm. Preparing the baseline list

includes the following actions:

Modifications to the facility list were made to prevent certain facilities from being

affected by the reassignment algorithm in one of two ways:

• Facilities that handle ADC/AADC processing in the processing assignment table
were manually assigned productivity factors of 99. effectively removing them from
consideration as losing facilities while allowing them to remain as possible
gaining facilities, ensuring that the ADC/AADC network and routing rules were
not affected by the consolidations.

• If needed, some facilities could temporarily be removed from the facility list, while
remaining in the processing assignment table. This would prevent the algorithm
from considering the facilities as gaining or losing facilities and would ensure that
their processing assignments do not change. As the facilities do remain in use,
they are added back to the list following the execution of this algorithm for use by
the network simulation model.
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The list was then sorted by productivity factor in ascending order, ensuring that the

lowest-productivity facilities were the first to be considered for consolidation. The first

(and therefore lowest-productivity) facility in the list was designated as a "target" facility.

In addition, two columns were added to the facility list:

• Great Circle Distance - the shortest~path distance on the surface of the
(assumed spherical) Earth from each facility to the designated "target" facility.
This field is recalculated when the target facility is changed. 22

• Notes - Comments on the facility. Before running the algorithm, the notes were
only used to designate the "special" facilities that were given artificially inflated
productivity factors. During its operation, the algorithm populates this field with
additional information as appropriate, such as the reason for skipping the
consolidation of a facility.

In addition, a blank Facility Closures list was created to track the target and gaining

facility pairs identified by the algorithm. It contained the following columns:

• Losing Facility - characteristics of the facility closed by the algorithm, including its
MODS name (if any exists), StandardizedName, latitude, longitude, nearest 3
digit ZIP code, and productivity factor.

• Gaining Facility - characteristics of the facility to which the algorithm assigned
the processing responsibilities of the losing facility. Identical fields and usage to
the losing facility.

• Great Circle Distance - the shortest-path distance on the surface of the
(assumed spherical) Earth from the losing to the gaining facility.

• Number Reassigned - the number of changes made to the Processing
Assignment table by the algorithm to reflect the transfer of processing
assignments from the losing to the gaining facility.

22 See formula in the body of the document. Source: http://en.wikipedia.org/wiki/Great
circle distance
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C 1 Reassignment Algorithm Methodology

2 An overview of the algorithm as a flow diagram follows:
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Before running the algorithm, additional values were set:

• Productivity Threshold - the cutoff for a facility to be considered for closure by the
algorithm. All facilities with a productivity factor lower than this threshold were
considered for closure.

• Distance Threshold - the cutoff for distance between a facility pair considered for
closure. If no facility is closer than this distance to a target facility considered for
closure, the target facility will be deemed too remote to close and will therefore
remain open.

• Maximum facilities to close - this value may optionally be set to prevent the
algorithm from closing more than the specified number of facilities. If not set, the
algorithm will run until it hits the productivity threshold.

Once those fields are set, the algorithm repeats the following process:

• Identify the facility targeted for closure. Also, using the Great Circle Distance
field, identify a potential gaining facility: the closest facility to the target that has a
productivity factor greater than or equal to the threshold.

• If the distance of the potential gaining facility from the target facility is greater
than the distance threshold, flag that facility as having been skipped by adding
"too remote" to its Notes field, set the next facility as the new target, and restart
this loop from the beginning.

• If the two facilities are close enough to be consolidated, replace each instance of
the target facility in the Processing Assignment Table with the gaining facility, i.e.
reassign all processing conducted by the target facility to the gaining facility.
Count each change made to record the impact of this consolidation.
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• Add the consolidation pair as a record to the list of facility closures, along with the
distance between them and the number of changes made to the Processing
Assignment table to reflect the consolidation.

• Delete the record of the target facility from the Facility List, and set the next
facility in the newly updated facility list as the new target.

3984
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6 This loop repeats. itself until all the facilities with productivity values below the threshold

7 have either been closed or skipped, or until it closes the optional maximum number of

8 facilities.

9
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( 1 Appendix E - Description of Post AMP Assignment Process

2 This effort consists of generating a list that identifies all mail processing facilities

3 assignments (for originating and destinating processing, by ZIP3) which are the result of

4 proposed AMP consolidations that were intended· to occur prior to the Network

5 Rationalization Operational Consolidation filed by USPS in USPS-LR-N2012-1/73.

6 The Post AMP network configuration (referred to as 'PostAMP' the reported results)

7 would consist of updating the initial 477-facility network configuration (used in the

8 baseline model) to reflect consolidations that would have resulted from the proposed

9 AMPs.

10 Sources

11 The key sources of data used were:
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• Baseline Processing Assignments and Facility List - This is the list used in
the baseline model. It consists of a table of the facilities handling different
categories of mail as of FY2010. It is compiled from USPS NP2's "FY2010
Workload Volume by Operation Type" workbook, sheets CANC through PRI. The
list of unique facility names in the assignment table comprises the facility list.
This list is found in the companion DVD in the Library Reference "Input Data Set
(Worksheets "Baseline and Post AMP Facilities and Routing Tables")

• 2010 ZIP Code Data - list of ZIP3s and names for Continental U.S. along with
location and population information. Sourced from LR15, /15_LogicNetModel
Workbooks/15_LogicNet Model.xls, CustomerDetaiis worksheet.

• Mail processing facility consolidation information

• AMP studies and PIR reports as posted to the "Latest Consolidation List" page on
the APWU website (http://www:apwu.org/issues-consolidation/consolidation
latest Iist.html or in USPS NP12's list of AMP decisions

• USPS OIG Report Number CI-AR-12-003: "US Postal Service Past Network
Optimization Initiatives."

28 Cataloging known AMP decisions

29 To develop the Updated Processing Assignment list, the mail processing facilities that

30 were candidates for AMP consolidation had to be inventoried, and the corresponding
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c 1 ZIP3 reassignments had to be made to the "Baseline Processing Assignments and

2 Facility List" (see 'Sources'), thus resulting in modified processing assignments.

3 Beginning with the 2010 ZIP Code Data list from LR15, which included ZIP3 and

4 location name fields, columns were added to describe any documentation found

5 pertaining to changes, either past or future, to originating or destinating mail processing

6 assignments for each ZIP3. A typical record follows:

3986

7

losing Plant fIrst Gaining Plant

ITYPe /Source IMiles/AMPTYPe

Implementation
ZII'3 Name Name Type Name Date
039 039· PORTSMOUTH NH Portsmouth NH P&DF Manchester NH IP&DC \final PJR 2011.05.19\ 45.1 Originatingl 10{1/2009

Second Gaining Plant{ifappllcable)

ITYPe IMiles
lmplementation

Name Source AMP Type Date
Southern Maine MEIP&DC AMP Decision 2011.0&.05 Destinating

Confirmed Implemented Comment

Yes Yes APWU says destinating done tOO

8 The added fields are defined as follows:
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Losing Plant - If an AMP consolidation has affected, or is planned to affect,

processing at this plant, 'Losing Plant' represents the facility at which mail was/is

handled before the consolidation.

• Name: Facility name, e.g. Long Beach CA

• TYpe: Facility type, e.g. P&DC

First Gaining Plant - The facility at which mail processing occurs or would occur as a

result of an AMP decision, regardless of AMP status (e.g., completed, planned).

• Name: Facility name, e.g. Santa Ana CA

• Type: Facility type, e.g. P&DC

• Source: Document containing facility information, e.g. Final PIR 2011.05.17

• Miles: Distance in miles of this facility from the losing facility.

• AMP Type: Processing operations reassigned according to the AMP, I.e.
Originating, Destinating or both (Orig/Dest).
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• Implementation Date: date at which the consolidation was completed or was
scheduled to be completed.

In cases where the mail processing assignments to a ZIP3 were remaining unchanged,

some AMP-related fields were not populated - these are: the Miles, AMP Type, and

Implementation Date.

Second Gaining Plant - In cases ZIP3 processing was assigned, or was intended to be

assigned, to two facilities (e.g., due to multiple AMP consolidations), the 'Second

Gaining Plant' represents this additional facility. The Second Gaining Plant has the

same fields and usage as the First Gaining Plant.

Implemented - This field assumes the following values:

• "Yes" if the consolidation appears in "Appendix C: AMPs Implemented Between
FY 2004 - FY 2011" of the Jan. 9 OIG "U.S. Postal Service Past Network
Optimization Initiative" report, or if the APWU business agent for the relevant
plant has indicated that the consolidation is complete.

• "Half' if the ZIP3 has been affected by multiple consolidations, only one of which
has been implemented, and should be explained further in the comments.

Comment - other circumstances surrounding a consolidation, e.g. reason for an

omission or "half' status; data conflict; or specific categories of mail processing to be

moved (e.g. lelter mail only).

After reviewing the "Consolidation Information" (see 'Sources' above), only about 120

consolidations were recognized. USPS OIG Report CI-AR-12-003, by contrast, has

stated that 418 AMP studies were initiated as part of this round of consolidations, of

which only 66 were halted by the time their study was conducted. A complete list of

AMP studies and their statuses could not be found.

Creating the Updated Processing Assignment table

The AMP summary discussed in the previous section was filtered to display only ZIP3s

with associated "losing" facilities, I.e. only the facilities for which mail processing had

been affected by one of the inventoried AMPs.

57

Revised May 7, 2012

3987



('
1\

\\-.~-~

2

3

4

5

6

7

8

9

10

11

12

13

C
14

15

16

An 'Updated Processing Assignments' file was created in which the facilities associated

to these ZIP3s were changed to reflect the state of processing after an AMP was to

have occurred. The following distinctions were made:

• For Originating AMPs, the gaining facility was identified to be the recipient of

originating letters and flats, so the ORIGIN_LTTRJLAT field was updated to the

new facility.

• For Oestinating AMPs, the gaining facility was identified to be the recipient of

destinating letters, flats, and SPBS processing, so the OEST_LTTR and

OEST_FLAT values were updated to the new facility. If the OEST_SPBS field had

previously held the same value as OEST_LTTR and DEST_FLAT, the

OEST_SPBS value was updated to the new facility as well.

• For AMPs of both Originating and Oestinating mail processing, both sets of

changes were made.

• The NOC and ASF fields remained unchanged. Unless explicitly mentioned in an

AMP report, the MOC and ADC values were left unchanged as well (this only

affected ZIP3s 415 and 416).
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17 In addition, three new columns were added:
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• AMPd? - Used to indicate whether or not an AMP report or PIR affecting mail

processing in the ZIP3 was found.

• Change? - Used to indicate whether or not changes were made to values for the

ZIP3 to reflect the AMP. Note that ZIP3s whose records were not changed

appear to overwhelmingly, if not exclusively, be associated with AMP

consolidations, if any, that occurred before FY2010, the cutoff for the "Baseline

Processing Assignments and Facility List" (see 'Sources').

• Comments - Any additional information that makes the record stand out.
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Counting Facility Closures

Fifty one (51) mail processing facilities that were listed in the "Baseline Processing

Assignments and Facility List" no longer appeared in the Updated Processing

Assignment list, and therefore, for the purposes of the network simulation model, were

considered to be closed.

A further analysis of the Updated Processing Assignment list indicates that 62 facilities

have a higher incidence of ZIP3 assignments and can thus be considered "gaining"

facilities; whereas 80 facilities have a lower incidence of ZIP3 assignments often and

can be considered as "losing" facilities (these include the 51 fully closed facilities).
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1 Appendix F - Organization of Input and Output data files

2 This appendix describes the content and file organization of the companion OVO.

3 Analysis and Baseline Folders

The Library Reference APWU-LR-N2012-1/NP1 "Input Data Set" folder contains

ConsolidatedlnputData.xlsx, a complete index of the data used in model design and

operation. This data comes from multiple sources, attributed in each sheet. In addition,

the folder contains three subfolders. "Baseline Model Input" contains CSV files

describing the name, location and equipment configuration of each USPS mail

processing facility, as well as a table assigning facilities to processing operations for

each 3-digit ZIP3 modeled. These files are formatted as required to be used as model

input. The "PostAMP Model Input" folder, similarly, contains the same files, modified to

reflect the postal processing network as determined from research into implemented

and approved AMP consolidations. A "Common Model Input" folder contains any model

inputs that do not vary across network scenarios, such as ZIP-to-ZIP volumes or rules

to determine transportation modes.

The APWU-LR-N2012-1/NP2 "Baseline Validation Worksheet" contains a single Excel

workbook used to compare model-computed mail processing volumes to USPS MOOS

provided volumes for the purpose of validating the model's accuracy.

APWU-LR-N2012-1/NP3 "Circuity Analysis" contains a workbook used to determine the

circuity factor used in the model to better represent the actual travel distance between

facilities.

The APWU-LR-N2012-1/NP4 "Cost and Productivity Calculations" folder contains three

workbooks that together describe how RT production mail-processing costs and

overhead costs were calculated for each facility and across the postal network.

APWU-LR-N2012-1/NP5 "Model Sample Output Data" contains a set of sample model

output files used to demonstrate the format of the CSV files created by the Network

Simulation Model.
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APWU-LR-N2012-1/NP7 "Network Simulation Model" contains the actual model

executable JAR file, a sample configuration file set up to run the baseline analysis, and

a readme file with the syntax for running the model. it also includes the Excel

workbooks, BulkReassigner_v4.xlsx and BulkScenarioAnalyzer_v4.xlsx, that contain

macros for programmatically generating and analyzing input and output data for the

model.

Structure of the APWU-LR-N2012-1/NP6 "Scenario Files"

Background. Each scenario consists of unique set of initial conditions used to create

input data, which is processed by the network simulation model to produce output data

that is then subjected to analysis.

• Scenario Initial Conditions: rules used to produce the input data. For instance:

"consolidate up to 100 facilities of below-average productivity, provided each

consolidation does not span more than 150 miles."

• Scenario Input Data: the set of scenario-specific files fed into the network

simulation model to produce output data.

• Facility List: defines each facility's location and equipment.

• Assignment Table: defines the facilities assigned to handle processing

operations for each 3-digit ZIP code.

• Other inputs that remain constant across scenarios (e.g. volumes for 010

pairs, locations of 3-digit ZIP centroids) are stored in a separate Common

Input Data folder.

• Scenario Output Data: the set of raw files produced by the netWork simulation

model after processing the Input Data.

• Scenario Analysis: The set of processed files produced during the review of the

Output Data.

• 010 pair tables produced displaying delivered and late volumes and

percentages for each mail type in each 010 pair, split into service standard
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subsets (Turnaround, other Intra-SCF, and second- and third-day

standards)

• Facility performance tables displaying the percentage of different mail

types failing to clear each operation in each facility by the operation's

cutoff time.

• Processing· cost tables showing the RT mail-processing costs and

overhead costs incurred by each facility.

• Network metrics tables showing the cost and mileage of mail

transportation through the network.

Data Naming and Storage Conventions. The Scenarios folder contains an index of

scenarios describing the size of the network that each represents, a description of how

the scenario was generated, and some key statistics. Each scenario described by the

index has its own folder, which contains all the files relevant to the scenario: model

inputs, model outputs and analysis.

Within each scenario folder are three subfolders. The InputOata folder contains the

inputs specific to that scenario: the facility list and processing assignment table. If the

scenario was generated through algorithmic consolidations, a summary table of the

consolidations performed will also be present.

The OutputData folder contains all the raw files produced by the network simulation

model for that scenario, including network transportation metrics, facility processing

volumes and OlD pair delivery volumes. The Analysis folder contains the analysis files

described above: modified versions of output files used to analyze the scenario,

including service performance, processing performance, transportation metrics and cost

assessment.

62 .

Revised May 7, 2012

3992



r·
(

1\

2

3
4
5
6

7
8
9

10

11
12
13
14
15

(

(

Example Scenario File Structure

TopThreeQuarters/

TopThreeQuarters_lnputData/
TopThreeQuarters,-Assign mentTable.csv
TopThreeQuarters_Facilities.csv
TopThreeQuarters.xlsm

TopThreeQuarters_OutputData/
dailyDeliveryMetrics.csv
intradayFacilityMetrics.csv
...etc

TopThreeQuarters_Analysis/
TopThreeQuarters_FacilityPerformance.xlsm
TopThreeQuarters_ODPairTables.xlsm
TopThreeQuarters_Processingcosts.xlsm
TopThreeQuarters_RevisedNetworkMetrics.xlsm
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Each scenario's generated Inputoata folder is then moved into the Network simulation

model's Inputoata folder, and the configuration XML files are moved into the root

alongside the network simulation model JAR file. The network simulation model can

Analysis<Revised
Input

The Scenario Generator is an Excel workbook, BulkReassigner_v4.xlsm, that contains a

copy of the FY2010 baseline assignment table and facility list along with each facility's

productivity factor, calculated as described above. After creating a list of scenario

names and initial conditions (productivity threshold, distance threshold and maximum

number to close), a macro is run that simulates each set of facility closures. The

Generator creates and saves the Network simulation model-compatible input (CSV) and

configuration (XML) files for each listed scenario. For instance, the Generator would

create a Example_lnputData folder containing Example_Facilities.csv and

Example_AssignmentTable.csv, as well as a config.Example.xml file, for a scenario

named Scenario.
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then be run from the command line, selecting the proper configuration file each time to

run each scenario. Within its OutputOata folder, the network simulation model creates a

folder unique to a scenario (e.g. Example_OutputData) containing a set of output (CSV)

files for each scenario.

If the input and output folders for each scenario are then copied into a folder named for

that scenario, such that the structure of the input and output files for each scenario

matches that described above, a Scenario Analyzer can be used to quickly generate

summaries of the network simulation model results for each scenario. The Analyzer, like

the Generator, is an Excel workbook, BulkScenarioAnalyzer_v4.xlsm. It contains a table

of service standards by % pair and a table of processing unit costs by facility, as well

as code used to process the output files. The After listing the scenario names as in the

Generator, a macro is run that identifies subsets of % pairs by service standard and

facility assignments and compiles service and processing performance statistics,

processing costs and transportation metrics, then arranges them into a table for easy

comparison. Any files created in the process are saved into a newly created scenario

analysis folder, e.g. Example_Analysis, within the scenario folder. It can also be used to

generate new facility lists that reflect the addition of equipment to facilities

accommodate any capacity constraints. These lists will be added back to the scenario's

. InputData folder, renamed, for instance, Example_Upgraded_Facilities.csv.
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1 Appendix H - Hardware and software configuration

2 The network simulation model consists of an executable JAR file, which can be run on

3 any computer with the latest Java Runtime Environment installed (Version 6, Update 31

4 at the time of this writing). The network simulation model requires at least 8 GB of RAM.

5 For this study, the network simulation model was run on an Intel Core i5 computer with

6 32 GB of memory and with Windows 7 Professional x64 SP1 installed.,
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MR. ANDERSON: Thank you, Madam Chairman.

CHAIRMAN GOLDWAY: And again, we have

3997

3 supplemental testimony?

4

5

6

7

8

9 Q

MR. ANDERSON: Yes, Madam Chairman.

(The document referred to was

marked for identification as

Exhibit No. APWU-ST-2.)

BY MR. ANDERSON:

Mr. Kacha, do you have before you what's

10 been marked Supplemental Testimony of Pierre Kacha?

your direction?(

11

12

13

14

15

A

Q

A

Q

I do.

Was that testimony prepared by you or at

Yes, it was.

And if you were to testify orally here today

16 on the subjects covered by that testimony, would your

17 testimony be the same?

18

19

A

Q

It would.

Are there any corrections that you need to

20 make to that testimony?

21 A Yes, there are. Page 3, line 5, the second

22 word, than, should be deleted, T-H-A-N.

23

24

Q

A

I'm sorry, would you please repeat that?

Yes. Page 3, line 5, the word than, T-H-A-

(
25 N, should be deleted from the sentence.

Heritage Reporting Corporation
(202) 628-4888
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3

Q

A

Anything else, Mr. Kacha?

No, there aren't.

MR. ANDERSON: With that, Madam Chairman,

3998

4 the APWU moves the admission of the supplemental

5 testimony of Pierre Kacha.

6

7

8

CHAIRMAN GOLDWAY: Any objections?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, please

9 provide counsel with two copies of the corrected

10 supplemental testimony to the court reporter. That

11 evidence is to be transcribed into the record.

12 (The document referred to,

(

(

13

14

15

16

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II
II
II
II

previously identified as

Exhibit No. APWU-ST-2, was

received in evidence.)

Heritage Reporting Corporation
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1 On June 4, 2012, Postal Service witness Emily Rosenberg responded to the

2 Commission's Information Request No.1. Her response to CIR Question 4 included an

3 attachment which detailed the 48 facilities the Postal Service proposes to consolidate

4 during the summer of 2012. Under my direction, decision/analysis partners, LLC (d/ap)

5 ran t/;let) the network simulation model presented in my rebuttal testimony using the 48

6 facilities the Postal Service intends to discontinue this summer to determine the

7 expected service performance for letters and flats after "Phase 1" implementation.

8 The results of this modeled scenario are detailed in Table 1 below:

TABLE linter SCF Overnight

% Letters On Time % Flats On TIme % Letters & Flats On Time

Deltaw
respect to
Baseline

68.49%

Service
Performance

Deltaw
respect to
Baseline

69.50%

Service
Performance

Deltaw
respect to
Baseline

68.45%

Service
Performance

~FY~2c:::0:::1O::..:L~e::;ss::..4~8:..'.:::'S::::um=.m:::e.:...r"+_-.:==~~~~~__6::::9::.:.7:..:l~%::..o~~j__....:6....:8....:.9....:6°"":%-I~~·~·5!;"'1lii,,"Oii;;;·';t-a;~~i!1."1fSI~1l
PostAMP "Current" 70.20% 68.37% I~~
PostAMP "Current" Less
"48 Summer"

FY2010 Baseline 70.82% 69.31%

9

(

(

10 The results listed above show that the impact on inter-SFC overnight delivery will

11 be minimal. This suggests that the Postal Service can implement the consolidations

12 planned for this summer while maintaining the current service standards.

13

(

3
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MR. ANDERSON: Thank you, Madam Chairman.

CHAIRMAN GOLDWAY: And now library

references?

MR. ANDERSON: Yes.

BY MR. ANDERSON:

Q Mr. Kacha, do you have a list of library

references relied on in your testimony?

A Yes, I do.

Q All right. And you heard the dialogue a few

minutes ago, I'm sure, about those that you prepared

but that were not cited in your testimony, so would

you first please list those that you relied on in your

testimony? I have that list.

A The list, would you?

(The witness reviewed the document.)

THE WITNESS: APWU-LR-N2012-1/NP1, NP2, NP3,

NP4, NP5, NP6, NP7 and NP15.

BY MR. ANDERSON:

Q All right. Mr. Kacha, I'd also like to ask

you to put into the record the public library

references that you're citing.

A APWU-LR-N2012-1/1, 2, 3, 4, 5, 6, 8 and 9.

Q All right. Thank you, Mr. Kacha. Then if

you can read my notation or otherwise recall which

library references you prepared that were not cited in

Heritage Reporting Corporation
(202) 628-4888
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your testimony but which were cited by Mr. Schiller.

2 A Those prepared by myself and my team but not

3 cited in our testimony are APWU-LR-N2012-1/NP10, NP11

4 and NP12.

5 MR. ANDERSON: All right. Very well. Then

6 I think that completes the list, and I would move that

7 they be admitted into the record in support of Mr.

8 Kacha's testimony.

9 CHAIRMAN GOLDWAY: They are so noted, and

10 I'd advise counsel to be careful to look at the

14 admonition. We will do so.

12 accurately noted because it was a complicated list.

11 transcript to make sure that the numbers are

c 13

15

MR. ANDERSON: Yes. Thank you for that

CHAIRMAN GOLDWAY: Next there is written

16 cross-examination. Dr. Kacha, you've had an

17 opportunity to examine the packet of designated

18 written cross-examination that was made available to

19 you in the hearing room today?

20

21

THE WITNESS: Yes, I have.

CHAIRMAN GOLDWAY: Are there any corrections

22 or additions that need to be made?

c
23

24

25

THE WITNESS: No.

CHAIRMAN GOLDWAY: If the questions

contained in the packet were posed to you orally

Heritage Reporting Corporation
(202) 628-4888
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today, would your answers be the same as those you

provided in writing previously?

THE WITNESS: They would.

CHAIRMAN GOLDWAY: Then with everything in

5 order, counsel, please provide two copies of the

6 designated written cross-examination of Witness Kacha

7 to the reporter. That material is received into

8 evidence, and it is to be transcribed into the record.

9 (The document referred to,

10 previously identified as

(

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II

II
II

II
II

II

Exhibit No. APWU-RT-3, was

received in evidence.)

Heritage Reporting Corporation
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USPS/APWU-RT3-3

USPS/APWU-RT3-4

USPS/APWU-RT3-5

USPS/APWU-RT3-6

USPS/APWU-RT3-7

USPS/APWU-RT3-8

USPS/APWU-RT3-9

USPS/APWU-RT3-10

USPS/APWU-RT3-11

USPS/APWU-RT3-12

USPS/APWU-RT3-13

USPS/APWU-RT3-14
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USPS/APWU-RT3-22
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USPS/APWU-RT3-27

PR,USPS

PR,USPS
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PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS
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PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS

PR,USPS



c-·

(

RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-1_ Page 31 of APWU/USPS-RT-3 states: 'Whereas USPS's
Area Mail Processing (AMP) consolidation process may selectively reassign the
outgoing or the incoming mail processing functions for a ZIP3 to a gaining facility, ...
[my] network configuration approach is more naIve in that it reassigns both outgoing
and incoming processing for a ZIP3 to a gaining facility. More precisely, it reassigns in
unison all ZIP3s that were formerly assigned to a losing facility to a single gaining
facility." Please discuss your understanding of the benefits and advantages of a
consolidation process that is sufficiently flexible to assign different product shapes and
ZIP Code responsibilities from a consolidation candidate (losing) site to different future
network processing (gaining) facilities vs. an approach that only assigns all product
shapes (letters, flats, parcels) and ZIP Codes from a losing facility to a single gaining
facility.

RESPONSE:

A 'selective' re-assignment by product shape (letter, flat, parcels) is a desired approach.

By 'selective' we mean an assignment of product shapes (from a losing facility to a

gaining facility) that accounts for the capacity requirements and service performance

resulting from the reassignment of these product shapes (capacity requirements depend

also on service standards).

However, for the purposes of a system-wide evaluation of varying network topologies

(where topology means: number of plants in the network; their location; and their

processing capacity by product shape), a 'selective' assignment may not necessarily

yield different directional insight about the effect of varying topologies on service

performance (the word 'directional' is emphasized to highlight the business objectives

that were intended by this model; which were to develop a notional understanding of the

impact of topology on service).

Nonetheless, the model could also be used for a targeted regional/local analysis; in

which case a selective assignment of product shapes to gaining facilities may yield

more insight on how to 'optimize' locally (i.e., adhere to service standards,

maintainfreduce operating costs).

'! UUI
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPSIAPWU-RT3-2. In table 6 and include footnote 12, referencing alternative

standard operating windows found in USPS-T-4. Did you rerun your model with any

alternative operating windows? If so, please describe this analysis, provide the results

and the conclusions you draw from those results.

RESPONSE:

No, the model was not rerun with alternative operating windows.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-3. Page 12 of APWUlUSPS-RT-3 states: "Manual operations are not
modeled. Consequently, mail processing facilities that do not have automated
processing equipment in the baseline FY2010 conditions have been assigned a single
machine." Please provide a list of the postal mail processing facilities were not modeled
as part of your analysis and identify those facilities without automated processing
equipment in the baseline FY2010 conditions that have been assigned a single
machine.

RESPONSE:

Please refer to Library Reference 'APWU-LR-N2012-1/NP1 Input Data Set' provided

April 24, 2012; filename: 'ConsolidatedlnputData.xlsx'; worksheet 'BaselineFacilities'.

The facility set represented in the 'baseline' model is included in Library Reference

APWU-LR-N2012-1/NP1. Section 9.1 of my testimony justifies the selection of that set.

Any single machine assigned to a facility lacking automated processing equipment is

identified by the numeral 1 in RED within the MACHINE COUNTS section of Library

Reference APWU-LR-N2012-1/NP1 (cells K12 to R489).
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-4.

(a) In your analysis, was the footprint (square footage) of each gaining (remaining)
mail processing facility considered before assigning machines to it, to ensure that
the facility could accommodate the assigned equipment?

(b) Ifthe response to part (a) was affirmative, please identify the data source and the
facility-specific data relied upon for this undertaking.

(c) Did this result in the model projecting a need for more automated mail processing
equipment than currently exists in the USPS equipment inventory?

RESPONSE:

(a) No new/additional equipment was assigned to a gaining facility. The model

used FY2010 equipment quantities (refer to Response to USPS/APWU-RT3-3 for

source of machine counts used in model). The equipment count remains

unchanged across scenarios.

Not applicable.

Not applicable.

'!U.LU
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-5.

(a) Was your model run using different sets of service standards or only with the current
standards? If the former, please provide and describe all model results that used other
than the current service standards, and provide your analysis of those results.

(b) Are there any transportation savings from any alternate scenarios that you modeled?
If so, describe the basis for those savings.

RESPONSE:

(a) The model was not run using alternative service standards. The service

standards used are included in Library Reference APWU-LR-N2012-1/NP1 'Input

Data Set' filed on April 24, 2012; folder: 'Common Model Input'; filename:

'serviceStandards.csv'. (Derived from

https:/Iribbs.usps.gov/modernservicestandards/documents/tech guides/ORIGIN

ENTRY SERVICE STANDARDS.TXT)

'lUll

(
'-.. (b) The model suggests that, as the number of facilities decrease for any given

network topology, total inter-SCF transportation costs (long-haul truck-miles) will

drop. On the other hand, intra-SCF transportation costs (local truck-miles; from

origin ZIP3 centroid to origin SCF, and from destination SCF to destination ZIP3

centroid) will increase.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS

KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-6.

(a) Please confirm that in your modeling, the number of AADC/ADC facilities was
assumed to remain the same as the baseline number.

(b) Did you perform any analysis to determine whether there were AADC/ADC facilities
that remained underutilized or that had excess capacity after the new model
assignments?

RESPONSE:

(a) Confirmed. Not only did the number remain the same in the baseline as in all

scenarios tested, but the facilities assigned the AADC/ADC function in the

baseline remained unchanged.

c

(

(b) Analysis indicates that the majority of AADC/ADCs have adequate processing

capacity for letters and flats processing. Machine utilization (defined as volume

of mail -- worked within the allotted operating window - divided by total available

processing capacity) remains under its peak (of 100%) at all AADC/ADCs.

This observation is generally true for all scenarios tested but, as might be

expected, capacity in some AADC/ADCs approaches or reaches its peak under

certain scenarios. For example, in the 'Shootfor250 scenario' (250 plants in the

network), we observe the following:

• CANC processing demand exceeds capacity in five AADC/ADCs;

• DBCS processing demand exceeds capacity in two facilities; and

• AFSM processing demand exceeds capacity in one facility.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-7. Using a 24-hour clock, describe the mail processing and
equipment maintenance windows that are assumed in your model.

RESPONSE:

For a discussion of the Mail Processing Windows please refer to my testimony Section

8.2.3.

Equipment Maintenance Windows were not modeled. Maintenance assumed to be

performed outside the mail processing windows is described in Section 8.2.3 of my

testimony.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-8.

(a) Of the 477 baseline mail processing facilities, how many facilities did not get
additional workload and remained open due to the constraints used in your model?
Please identify the applicable constraints.

(b) If additional analysis was performed to determine the utilization of equipment, what
methodology was used? Please provide and explain the results of any such analysis.

(c) Please refer to APWU-RT-3 at page 11. Explain the meaning of "steady state" in the
model. In doing so, please indicate whether reaching "steady state" means that no
Standard Mail is subject to deferred processing.

RESPONSE:

(a) This number varies with each tested scenario. For example, in the in

'ShootFor250' scenario (250 plants in the network) there are 157 such facilities.

. To determine this number for other scenarios, please refer to APWU-LR-N2012

1/6 (non-public version APWU-LR-N2012-1/NP6), "Scenario Files." and follow

the steps below:

• The InputData folder contains an Excel Macro-Enabled Workbook (.xlsm) file

named for the scenario. The "FacilityClosures" worksheet in each such

workbook shows the losing-gaining facility pairs: list of losing facilities on the

left half of the worksheet; list of gaining facilities on the right half of the

worksheet.

o The 'NumReassigned' ccilumn represents the number of processes (e.g.,

CANC, L-OGP, etc.) reassigned to the gaining facilities - these processing

operations can be reassigned from multiple losing facilities into a single

gaining facility.

• Within each scenario's InputData folder is also a "XXXX Facilities.csv" file

(where XXXX corresponds to the scenario name, e.g., 'ShootFor250'). This

file shows the facilities that remain open in the scenario.

• Thus, the "XXXX Facilities.csv" list shows all the facilities still in the network,

and the "FacilityClosures" worksheet in the "XXXX.xslm" worksheet shows the

gaining facilities (those on the right side of the "FacilityClosures" worksheet).

4U:L4



RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

So the facilities that both are on the "XXXX_Facilities.csv" list and aren't listed

as gaining facilities in the "FacilityClosures" worksheet are those that remain

in the network but don't receive additional workload.

Please refer to Section 10.3 of my testimony for discussion of the application

constraints.

(b) Please see response to APWU/USPS-RT3-6(b)

4U1Oi

(

(c)

The results of the analysis indicate that ADC/AADCs (which are the gaining

plants in the scenarios we tested) have sufficient processing capacity.

Consequently, machine utilization does not appear to peak to its maximum.

The model is run for 5 simulated 24-hour periods (that is, it repeats the same

processing and transportation instructions consecutively for 5 simulated days).

Starting with no mail in the system on Day 1 Hour 00:00, the model generates

average daily volumes (ADVs) for each product shape (also accounting for

percent presort, and for induction points).

The model flows the product shape ADVs from origin ZIP3 to destination ZIP3 (or

from destination-entered facility to destination ZIP3) according to routing

instructions. Routing instructions for the baseline scenario are available in

APWU Library Reference N2012-1/NP1, folder: 'Baseline Model Input'; file:

'BaselineRoutingTable.csv' for the baseline condition. (Routing instructions for

the test scenarios are found in the scenarios' data files - APWU Library

Reference -N2012-1/6 Scenario Files'; folder named after that scenario, e.g.,

'ShootFor250'; subfolder: XXXX_lnputoata, where XXX is the scenario name;

file: 'XXX_AssignmentTable.csv', where XXX is the scenario name. )

At the close of each mail processing operation, mail that fails to clear is queued

until the reopening of this operation on the following day (see my Response to

USPS/APWU-RT3-7 for operating windows).

On the other hand, mail that clears is transferred to its next destination: this could

either be the next mail processing operation (e.g., from Canceling to Outgoing
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

Primary); the next facility (as per routing instructions referenced above); or to the

destination ZIP3. Mail arriving to the destination ZIP3 is 'cleared' from the model.

As indicated, this process repeats itself for 5 simulated days - at which point, the

model is in 'steady state', meaning that the statistics collected for any

subsequent day will be identical to those collected for simulated day # 5.

First Class Mail is given priority over Standard Mail except at the DPS operations

(sequencing) where both classes are processed concurrently and prioritization is

based only on the number of days remaining in each 'Mail Unit's' service

standard (please refer to my testimony, Section 6, for a definition of 'Mail Unit').

A Mail Unit that is deferred due to a processing constraint (I.e., that is not

processed past an operation's clear time) is processed the next day when the

processing window reopens, so no Mail Unit is deferred for more than 1 day at

any operation.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-9.

(a) Please provide a copy of the contract and statement of work pursuant to which your
testimony for APWU was developed for purposes of this docket.

(b) Please provide a copy of the contract and statement of work pursuant to which your
network modeling analysis for the USPS Office of Inspector General was performed.

RESPONSE:

(a-b) Objection filed.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS

KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-10.

(a) Is there any stochastic element in your model? If so, please describe it.

(b) If the response to part (a) is negative, how is steady state reached in your model?
For instance, are processing rules adjusted to reach steady state?

(c) Are there processing bottlenecks in your steady state system? If so, where?

RESPONSE:

(a) The model was, by intent, developed as a deterministic model for the following

two reasons:

4018
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(

(b)

(c)

• We needed to validate the mOdel (against USPS-LR-N2012-1/NP2 MODS

measures - see my testimony Section 9.2) before proceeding with scenario

analysis.

• The intent of the model being to gain a directional insight on the system-wide

effects of varying network topologies on service performance.

I don't believe that a stochastic model would yield significantly different insights;

especially if statistics were collected over multiple simulated days.

Please refer to my response to interrogatory USPS/APWU-RT3-8(c).

Please refer to my response to interrogatory USPS/APWU-RT3-6(b).
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-11.

(a) Page 11 of APWU/USPS-RT-3 states: "All metrics are collected starting on the
fifth simulated-day, again with the same input average daily volumes."
Please confirm that daily fluctuations of volumes were disregarded when running
your processing scenarios. If you do not confirm, please explain.

(b) Does your model simulate the current capabilities of USPS mail processing
facilities to catch-up on the processing of deferrable Standard Mail over a
weekend?

(c) Would it be fair to characterize your model as a Friday model, as opposed to a
Monday through Friday model? If not, please explain.

RESPONSE:

(a) Confirmed.

(b) No.

(c) Yes, it is representative of a weekday other than a day after holiday or after a

weekend.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-12. Page 14 of APWU-RT-3 states: "The newly-created origin

entered Mail Units are then simulated being transported by truck from the centroid of

each origin ZIP3 to the outgoing facility assigned to serve that ZIP." What type of

centroid was used to represent the ZIP3?

RESPONSE:

In general, population-weighted centroids were used. To obtain the ZIP3 population

weighted centroids, population-weighted 5-digit ZIP Code Tabulation Areas (ZCTAs)

were used as the starting point (data source:

http://mcdc2.missouri.edu/pub/datalgeoref/zcta master.csv)

Where sufficient census population data was not available the ZIP3 locations were

taken from USPS-LR-N2012-1/15 "CustomerDetails" worksheet. LR15 locations were

used for the following ZIP3s: 005,055, 192,202,204,205,311,332, 375, 398, 399,

459,509,555,649,733,753,771,772, 842,851,872,885, 889,901, 938, and 942.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-13. Page 18 of APWU-RT-3 states: "3S% of ZIPS-sorted letters and

70% of ZIPS-sorted flats are given an INP sortation at the destination incoming facility

after being received from an upstream facility MOC or AOC: What is the source of the

percentage of letters that require rehandling?

RESPONSE:

This is an approximation that is based on conversations with former USPS managers.

To our knowledge, no national data source exists. With some modification, the model

may be run using plant-specific values.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-14. Page 19 of APWU-RT-3 states: "10% of all letter Mail Units are

assumed to skip the 2nd DPS pass (L-INS2) after completing the first pass (L1NS1).

This reflects machine rejects and re-handling at L-INS1." What is the source of the

percentage of letters bypassing 2nd pass DPS processing?

RESPONSE:

This is an approximation that is based on conversations with former USPS managers.

To our knowledge, no national data source exists. With some modification, the model

may be run using plant-specific values.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-15. Please refer to APWU-RT-3 at page 15, table 4, under
8.2.1 Distribution Routing and explain the difference between L-F/lnc and AADC/ADC.

RESPONSE:

Every ZIP3is assigned a set of facilities for either outgoing, incoming, or ADC/AADC

processing.

• The entry listed under 'L-F-INC' represents the facilities assigned to a ZIP3 for

Letter and Flat Incoming processing; e.g., incoming primary (INP), incoming

secondary (INS for carrier-route sorting, or DPS for delivery-point sequencing).

These operations correspond to incoming sort processing for the local ZIP3s

associated to a facility.

• The entries listed respectively under 'AADC', 'ADC-FCM', and 'ADC-STD'

represent the facilities assigned to perform managed mail sorting for a ZIP3 (letters are

assigned to AADCs, flats are assigned to ADCs).
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-16. Page 17 ofAPWU-RT-3 states: 'The network simulation model

prioritizes First Class Mail over standard Mail when Mail Units of both classes compete

for mail processing resources. Moreover, the network simulation model prioritizes mail

on the basis of its due date." What prioritization logic is given to Standard letters or flats

to ensure against inappropriately lengthy deferral of such mail?

RESPONSE:

A 'Mail Unit' that is deferred due to a processing constraint is processed the next day

when the processing window reopens, so no 'Mail Unit' is deferred for more than 1 day

at any operation. Please refer to my testimony, Section 6, for a definition of 'Mail Unit'.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-17. In your model, did you allow for any stochastic variation in

volume arrival profile? If so, please explain how. If not, please explain why not?

RESPONSE:

Please refer to my response to interrogatory USPS/APWU-RT3-10.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-18. Page 13 of APWU-RT-3 states: "Mail Unit volumes are inducted
into the network in one of two ways: as origin-entered mail through an origin ZIP3, or as
presorted drop shipped mail at either a DSCF or DNDC." Was origin-entered Presort

. included in the modeling? If so, how was this mail modeled and what entry times were
used?

RESPONSE:

Origin-entered presort was included and was modeled as entering the origin-SCF

following the same drop-ship arrival profile used elsewhere in the model. Please refer

to APWU-LR-N2012-1/NP1 'Input Data Set'; filename: 'ConsolidatedlnputData.xlsx';

worksheet 'RPWVolumeSummary'; columns Nand 0 for the percentage of origin

entered presort, by product.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-19. Page 13 of APWU-RT-3 states that for your model: "The piece
count associated with each facility-entered Mail Unit is set such that the
Average Daily Volume is uniformly distributed over the 8am-4pm drop-ship time
window."
(a) Is it your understanding that drop-ship mail is typically entered at postal facilities

at a relatively uniform or even rate during an 8am-4pm drop-ship window? If so,
please state the basis for this understanding and identify any postal operations
data filed in this proceeding on which you rely.

(b) Would you agree that, all other things equal, a network model concept based on
an atypical volume arrival profile is likely to be less viable than a concept based
on a typical volume arrival profile? If you do not agree, please explain.

RESPONSE:

(a) Drop-ship mail is not entered at postal facilities in a uniform rate; but it is

generally accepted during the Sam to 4pm window.

Please refer to the operating windows described in my testimony (Table

6). These indicate that the processing window is open till 20:00 for incoming

primary processing of Standard Letters, and 18:00 for Standard Flats (Standard

Mail is the class of mail drop-shipped at destination facilities, as shown in APWU

LR-N2012-1/NP1 'Input Data Set'; filename: 'ConsolidatedlnputData.xlsx';

worksheet 'RPWVolumeSummary'). The operating window for incoming

secondary processing (INS, DPS) is also shown on Table 6 of my testimony.

Consequently, for the purposes of this study, the arrival pattern of drop-shipped

Standard Mail, does not have a material effect on the outcome being measured

(service performance).

(b) The variability ofthe arrival profile, both in terms of scale (amplitude) and

distribution (density function) does have an effect on operating characteristics

(e.g., queue sizes). For the purposes of this analysis, please refer to my reply to

interrogatory USPS/APWU-RT3-10.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-20. Page 13 of APWU-RT-3 states: "For each origin ZIP3, new
origin-entered Mail Units are "created" at two discrete times, 4pm and 6pm local time,
with the average daily volume split 30% for the 4pm induction and 70% for the 6pm
induction." Please state whether your testimony assumes that 70 percent of single-piece
First-Class Mail is cancelled by 6:00pm or 100 percent is cancelled by 6pm. In doing so,
please specifically cite any USPS testimony or other documents on which you rely.

RESPONSE:

The testimony assumes that 70% of single-piece First Class Mail is collected by 6pm at

the origin ZIP3, for transportation to the assigned originating SCF. The clearance time

for the Cancelling operation is 23:00 (please refer to my testimony Table 6)

My testimony relies on general mail collection schedules for the operating windows of

the cancelling/AFCS operation.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-21. Can your model simulate the USPS N2012-1 proposal? If so,

please provide the results of such simulation and describe how the results compare with

other options you analyzed?

RESPONSE:

The model could simulate the USPS N2012-1 proposal provided it gets adapted to the

USPS-proposed modifications. As constructed, the model simulates FY2010 operating

conditions/constraints, based on the number and location offacilities, the equipment set

deployed at those facilities in FY2010, and pre-N2012-1 mail processing windows and

service standards.

Adapting the model to the N2012-1 proposal would not help evaluate the impact on

service performance given the USPS-proposed changes to service standards. Our

current work examines what consolidation might be possible given the current

standards, whereas the N2012-1, by design, will not maintain current service standards.

On the other hand, adapting the model to the N2012-1 proposal would help estimate

operating costs (fixed, variable, overhead), machine utilization, and mail staging/storage

requirements.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPSfAPWU-RT3-22.

(a) Was your model originally developed for an analysis utilizing long-term future
(such as Fiscal Year 2020) mail volumes?

(b) If your response to part (a) is affirmative, has your model, as revised for
purposes of this docket, been rerun with long-term future (such as FY2020)
volumes? If so, please provide and describe the output of any such long-term
analysis.

RESPONSE:

(a) A variation of this model was developed.

That model assumed a 'Greenfield' approach: mail processing centers were

located and dimensioned to accommodate the processing of 2020 projected

volumes (which were represented at a more aggregate level than in this model).

Multiple topologies were tested based on different distribution rules.

(b) The model has not been rerun with long-term projected volumes.

4030



(

(

RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-23. In APWU-RT-3, Figure 1, you use the terms "Intra-SCF
Turnaround" and "Intra-SCF Non-Turnaround". How do you define and differentiate
these two terms?

RESPONSE:

"Intra-SCF Turnaround" represents the subset of mail originating and destinating in the

same ZIP3 serviced by an SCF.

"Intra-SCF Non-Turnaround" represents the subset of mail originating and destinating in

different ZIP3s serviced by an SCF
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFl-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-24. What service standards were used for the Service Performance
Analysis reflected in figure ion page 4, table 10 on page 37, and table 12 on page 38
of APWU-RT-3?

RESPONSE:

The service standards are included in APWU-LR-N2012-1 NP1 'Input Data Set'; folder:

'Common Model Input'; filename: 'serviceStandards.GSv' (derived from

https:/lribbs.usps.gov/modernservicestandards/documentsltech guides/ORIGIN ENTR

Y SERVICE STANDARDS.TXD
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-25. As indicated in APWU-RT-3 at page 28, a distance threshold of
1,000 miles is used to select between surface and air transport. What was the basis for
selecting the 1,000 mile threshold? What effect, if any, does this assumption have on
table 12 on page 38?

RESPONSE:

The distance threshold of 1,000 miles is used only as a fallback criterion when the

transport mode for a particular facility-to-facility link is not specified in USPS-LR-N2012

1/64. The 1,000 mile threshold was chosen by analyzing the distances between

facilities in USPS-LR-N2012-1/64 and the associated transport modes. The minimum

distance served by air transport, averaged across all facilities, was 725mi. The

maximum distance served by surface transport, averaged across all facilities, was

1174mi. Thus, 1000mi was chosen as a rule-of-thumb cutoff that roughly split the

difference.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-26. Figure 1 on page 4 of APWU-RT-3 shows Inter-SCF Overnight
mail service performance as decidedly lower than "Intra-SCF Turnaround" mail. What is
the basis for this assumption?

RESPONSE:

This is not an assumption; these are the results of the model. The model assigns a

dispatch time of 12:30am for all outgoing mail. This 'late' dispatch to which is added the

inter-SCF transportation time is not favorable to Inter-SCF overnight commitments, thus

resulting in low model-derived service performance.

The model may be enhanced to represent plant-specific transportation dispatch

schedules which would have reflected local agreements between SCFs, and would

have likely contributed to redressing the model-derived service-performance of Inter

SCF overnight mail.
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RESPONSE OF AMERICAN POSTAL WORKERS UNION, AFL-CIO WITNESS
KACHA TO UNITED STATES POSTAL SERVICE INTERROGATORY

USPS/APWU-RT3-27

(a) How is Standard Mail treated in your model?
(b) Does your model keep standard mail performance constant?

RESPONSE:

(a) Standard Mail is primarily destination entered (please refer to my testimony Table

7 for a description of the presort levels and network entry points used).

At a network entry point, Standard mail is assumed to arrive at a uniform rate

between the hours of 8am and 4pm. It is then directed to the mail processing

operation that correspond to its presort level.
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(b)

First Class Mail is given priority over Standard Mail at all processing operations,

except at the DPS operations (sequencing) where both classes are processed

concurrently and prioritization is based only on the number of days remaining in

each 'Mail Unit's' service standard (please refer to testimony, section 6, for a

definition of 'Mail Unit'). A Mail Unit that is deferred due to a processing

constraint (Le., that is not processed past an operation's clear time) is processed

the next day when the processing window reopens, so no Mail Unit is deferred

for more than 1 day at any operation.

If by 'performance' you are referring to Service Performance, these are derived

from https:/Iribbs.usps.govlindex.cfm?page=modernservice.
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1 CHAIRMAN GOLDWAY: Any additional written

4036

2 cross-examination?

3 (No response.)

4 CHAIRMAN GOLDWAY: If not, that brings us to

5 oral cross-examination. Only the Postal Service has

6 requested oral cross-examination. Is there any other

7 participant who wishes to cross-examine Witness Kacha?

8 (No response.)

9 CHAIRMAN GOLDWAY: If not, is it Mr. Tidwell

10 now? Mr. Tidwell.

12 Chairman. Michael Tidwell for the u.s. Postal

(

11

13

14

15

16

17

18

Service.

Q

A

MR. TIDWELL: Good afternoon, Madam

CROSS-EXAMINATION

BY MR. TIDWELL:

Good afternoon, Mr. Kacha.

Good afternoon.

MR. TIDWELL: Before I proceed, Mr. Smith

19 has begged me not to do this, 'but I will state for the

20 record that he's also an alum of the University of

21 Michigan.

22 CHAIRMAN GOLDWAY: We will all sing the

23 fight song at the end of the day. All right.

(

24

25

THE WITNESS: Can we add for the record that

I'm a member of the Big Ten community?

Heritage Reporting Corporation
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(Laughter.)

BY MR. TIDWELL:

Q Mr. Kacha, could I direct your attention to

your response to Postal Service Interrogatory No. 11,

please? And let me know when you have it.

A I'm ready.

Q Okay. Good. Would it be fair to say that

your model simulates an average work day for the

Postal Service and disregards peak days?

A That's correct.

Q Okay. Turn your attention then to your

response to Postal Service Interrogatory 23. And

there we referred you actually to page 4 of your

testimony and Figure 1, so if you could have that in

front of you as well.

A I'm ready.

Q Okay. There in Figure 1 you project some

service performance for first-class mail letters and

flats for different categories of mail after

implementation of service changes, and I just wanted

to focus your attention on any relationship between

what you describe as intra-SCF turnaround and intra-

SCF non-turnaround. And then your legend indicates

which trend lines are related to each of those

categories of mail.

Heritage Reporting Corporation
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Would you confirm that if we look on the

right-hand part of the table that there are a couple

of data points reflecting that service performance for

intra-SCF non-turnaround exceeds that for intra-SCF

turnaround?

A By exceeds, you mean the service performance

for intra-SCF non-turnaround exceeds that --

Q Is greater than --

A Is better?

Q intra-SCF turnaround.

A I will refer back to the table where I think

the numbers are probably more evident. So I'm looking

at Table 1.

Q Okay. And Table 1 is on page?

A On page 3.

Q Okay.

A I would say that we cannot make a definitive

statement. In some cases intra-SCF turnaround exceeds

the intra-SCF non-turnaround. In other scenarios it's

the reverse.

Q Yes. In fact, there are two data in

looking at the Figure 1, there are two data points

where intra-SCF non-turnaround exceeds the service

level for intra-SCF turnaround, and otherwise it's the

reverse for the other data points or it's even. And I

Heritage Reporting Corporation
(202) 628 -4888
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was just curious as to whether in those instances

where the service performance for intra-SCF non-

turnaround, where it appeared better than for intra-

SCF turnaround it caused you to investigate what the

cause for that might be.

A We did not investigate, but I will caution

the interpretation of those results. We are within

very small percentage points differences. I think I

made it very clear in my testimony and in the

responses of the interrogatories also that this is a

directional model that gives some insight as to the

direction of service performance with network

configuration changes.

Q Okay. Thank you. I'd like to turn your

attention to your supplemental testimony, and in

particular page 3 and more specifically lines 4

through 7. Would it be fair to say that your

supplemental testimony reflects an assessment of the

potential magnitude of the service changes that could

result from Phase 1 of the Postal Service's

implementation of the service changes at issue in this

case?

A Would you mind repeating your statement or

question?

Q Would it be fair to say that your analysis

Heritage Reporting Corporation
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here in your supplemental testimony reflects your

assessment of potential service impacts related to

implementation of Phase 1 of the service changes that

the Postal Service has planned?

MR. ANDERSON: I'm sorry to object, but the

testimony on its face doesn't say that, and I think

the question may test the witness's knowledge of

terminology in this case that is not really relevant

to the validity of his testimony. So I object to the

form of the question.

CHAIRMAN GOLDWAY: I'm also confused. I

thought the supplemental testimony only dealt with the

48, not with the full Phase 1.

MR. ANDERSON: That's my point.

CHAIRMAN GOLDWAY: Or what are you saying is

Phase 1?

MR. TIDWELL: Well, the testimony refers to

the 48, and then it refers to Phase 1. And I'm trying

to probe the witness's understanding of whether Phase

1 is confined to the 48 or it's something else.

THE WITNESS: No. My understanding is clear

of what the Phase 1 consists about. The focus on this

supplemental testimony was on the objectives of the

plan for this summer's 48 facilities shutdowns.

II

Heritage Reporting Corporation
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BY MR. TIDWELL:

And so it's your understanding that this

4041

3 summer is not all of Phase 1, it's just part of Phase

4 l.

5 A It is my understanding that this summer is

6 not all of Phase 1.

7 MR. TIDWELL: Good. That's all I was trying

8 to establish here.

9

10

11

CHAIRMAN GOLDWAY: Okay.

MR. TIDWELL: And that's all I have.

CHAIRMAN GOLDWAY: All the questions you

12 have? Is there anyone else in the audience who wishes

13 to cross-examine Mr. Kacha? I know we have some

14 questions from the bench here. Mr. Acton, do you want

15 to begin?

16 COMMISSIONER ACTON: Thank you, Madam

17 Chairman. This is also a followup to some of your

18 supplemental testimony, Mr. Kacha, and it's also on

19 page 3, Table 1. Are you there?

20

21

THE WITNESS: I am.

COMMISSIONER ACTON: Can you explain what

22 you mean by FY 2010 baseline?

23 THE WITNESS: When we developed our model,

24 we used as a baseline the set of facilities that were

(
25 in use or in effect in fiscal year 2010. We had

Heritage Reporting Corporation
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2 facilities, which include 21 NDCs. These are

3 presented the baseline against which all comparison

4 was conducted.

5 COMMISSIONER ACTON: Okay. I'm going to

6 have a series of these questions. Our staff's been

7 looking at your materials, and they're looking for a

8 little clarity on this, so this is helpful. Can you

9 explain what you mean by post-AMP, "current"?

10 THE WITNESS; Yes. As an alternative to --

11 I'll give you a succinct answer first. We looked at

12 the AMP studies that would have been implemented had

13 network rationalization not been put into effect. We

14 identified I believe 51 such facilities that would

15. have been part of AMPs had these studies gone forward.

16 So we tested the impact of these AMPs on service

17 performance against the FY 2010 baseline.

18

19

COMMISSIONER ACTON: Okay.

THE WITNESS; So starting from FY 2010, we

20 reduced the network by these 50 facilities.

21 COMMISSIONER ACTON: All right. Can you

22 please explain the difference in the number of

23 facilities, what that difference is between the post-

24 AMP current and the post-AMP current less 48 summer?

25 THE WITNESS: Yes. We wanted to see if in

Heritage Reporting Corporation
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addition to those AMP studies the 48 additional

facilities that are a candidate for closure this

summer, what would that resulting network have as an

effect. So you're seeing a progressive change in the

network topology, and I use the word topology by

meaning the number and location of facilities,

starting with FY 2010 as our baseline, proceeding with

FY 2010 less those facilities that could have been

AMP'd and going further into those additional 48 that

are candidates for closure.

COMMISSIONER ACTON: Okay. If you look at

column Percent Letters on Time?

THE WITNESS: Okay.

COMMISSIONER ACTON: Okay? It appears that

moving from the current to the current less 48 service

performance for letters improves by about 0.15

percent. Are we reading that right?

THE WITNESS: Yes.

COMMISSIONER ACTON: Okay. What does your

model indicate will happen to service performance due

to the consolidations planned for the summer and

specifically with respect to letters?

THE WITNESS: I think what the model

suggests is that the summer closures, proposed summer

closures, would not impact current service

Heritage Reporting Corporation
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performance. We measured performance against service

standards established as of FY 2010.

COMMISSIONER ACTON: Okay. In your rebuttal

testimony, you also estimate cost savings from various

facility changes. Can you provide the Commission with

the cost information that's associated with this

table?

THE WITNESS: We could.

COMMISSIONER ACTON: Okay. And the last

question I have is do you know if the consolidations

that are studied in these AMPs, have they already been

closed? Have they been accomplished?

THE WITNESS: I believe they have not.

COMMISSIONER ACTON: Okay. One more

question about some of your supplemental -- actually

about your rebuttal testimony on page 5 of your

rebuttal testimony. Let's go there, please. Okay.

You've got a table which estimates the processing

costs for networks with different numbers of

facilities. Given that you have submitted

supplemental testimony in response to the Postal

Service's most recent proposal, is it safe to assume

that you are generally familiar with the Post Office's

planned Phase 1 consolidations of the 140 facilities?

THE WITNESS: It is safe to assume so.

Heritage Reporting Corporation
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COMMISSIONER ACTON: Okay. Without focusing

2 on the actual facilities that may have been chosen,

3 does Phase 1 proposal broadly match any of the

4 networks listed in the table on page 5, such as the

5 Shoot for 300 network?

6 THE WITNESS: Only in total number of

7 facilities but not necessarily in the exact or close

8 thereby set of facilities.

9

10

COMMISSIONER ACTON: I'm sorry?

THE WITNESS: Only in the number, total

11 number, of facilities, but not necessarily --

12

13

CHAIRMAN GOLDWAY: But not in the location?

THE WITNESS: -- in the exact set or close

14 thereby. And that may have different repercussions on

15 costs as well as service performance.

16 COMMISSIONER ACTON: Do you have any

17 thoughts or impressions that the cost saving estimates

18 that are on page 5, could they be a reasonable

19 approximation of what the service will save as a

20 result of Phase I?

21 THE WITNESS: First of all, I'd like to

22 clarify these are not cost savings, but they are the

23 resulting costs, operating and overhead costs. Of

24 course, there are savings with respect to the

(
25 baseline. But I'm sorry. Would you mind proceeding
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with your question again?

COMMISSIONER ACTON: Yes. No. Your
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3 response is helpful. Thank you.

4 THE WITNESS: Okay.

5

6

CHAIRMAN GOLDWAY: Are you done?

COMMISSIONER ACTON: I have one followup

7 question. Do you believe that the Phase 1 network

8 with its service standards will operate similarly to

9 your Shoot for 300 network?

11 answer this question without running a model.

c

10

12

13

THE WITNESS: It is difficult for me to

COMMISSIONER ACTON: Thank you.

CHAIRMAN GOLDWAY: So my questions, we're

14 using a fiscal year 2010 baseline, but we do know that

15 there are plants that have been closed in fiscal year

16 2011.

17

18

THE WITNESS: That is correct.

CHAIRMAN GOLDWAY: How close is the base of

19 2011 to 2010?

20 THE WITNESS: I don't think I can answer

21 that question. I've not compared.

22 CHAIRMAN GOLDWAY: You don't know.

23 THE WITNESS: I have not conducted a

24 comparative analysis. But I would like to add that

25 the reason FY 2010 was selected was because it was in

( Heritage Reporting Corporation
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the N2012-1 docket. We used the data available to us

from --

CHAIRMAN GOLDWAY: Yes, yes, I know. It's

frustrating to us as well. I just wondered whether

since you're working with APWU and they may have

familiarity with each of the plants, whether you were

able to get anything more updated from them. But you

don't have that.

THE WITNESS: The only update again is in

that post-AMP scenario. We took the FY 2010 and

tested a scenario had those 50 AMPs gone forward,

which would probably have occurred in the 2011 and

2012 timeframe but have not occurred.

CHAIRMAN GOLDWAY: Or certainly not all of

them. Some of them may have.

THE WITNESS: Yes, yes, some have.

CHAIRMAN GOLDWAY: And you said that your

Shoot for 300 network is not necessarily the same as

the Postal Service's 277, but can you give us any idea

of what characteristics might be different or the same

in those?

THE WITNESS: Yes, I think I can. When we

opted to run scenarios, and it says that we were

testing just scenarios, we still had to make some

assumptions. One of the assumptions that we made was

Heritage Reporting Corporation
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that the plants that are characterized as ADCs or

AADCs that typically have more automation and more

capacity would remain in the network. So we

privileged those plants over other plants. They were

the gaining facilities.

It is my belief that the Postal Service is

also adopting a similar strategy in terms of its

direction of reduction in the network, maintaining

those ADCs and AADCs and then consolidating other

facilities. So we have that as a common point. But

when it comes to the exact comparison of the two sets,

we can do it, but we don't know what the answer is at

the moment.

CHAIRMAN GOLDWAY: And are you somewhat

familiar with LogicNet?

THE WITNESS: Somewhat.

CHAIRMAN GOLDWAY: Can you give us any

explanation of the differences between the model

system you used versus LogicNet?

THE WITNESS: Yes. It's not a comparison

between LogicNet and the model we used. I think it's

a comparison between the two approaches. Ours

simulates flow of mail from origin to destination,

from point of induction to destination, across a

variety of product lines. We went through an

Heritage Reporting Corporation
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exhaustive process of characterizing the various

product categories and their origin and destination,

using RPW as a source, the ACRs and other library

references.

Our model does take into account -- because

its intention is to compu~e service performance,

albeit with some degree of tolerance as to the

precision, it had to simulate the evolution or the

elapsing of time. Thus, we had to represent

processing functions and transportation functions and

their corresponding elapsed time between the various

nodes in the system;

The LogicNet model comes I think from a

different perspective, trying to use as a boundary or

as a constraint the physical space available in

facilities and computing the demand units in square

footage that processing would require to determine the

extent to which equipment can be located within

selected facilities up to a point where that physical

capacity is reached and then looking for additional

facilities to continually satisfy the demand.

So it is more of a for lack of a better word

static view of the network by trying to anticipate

demand for incoming and outgoing processing at a given

facility as opposed to our approach, which is probably

Heritage Reporting Corporation
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more dynamic in the sense that we are simulating the

evolution of time and measuring performance

accordingly.

CHAIRMAN GOLDWAY: And you obviously

consulted with Mr. Schiller, whose testimony is that

the Postal Service would be well served to maintain a

network that assured the possibility for overnight

delivery within regions to grow packages. Does your

model consider that as well?

THE WITNESS: Well, first of all, I have not

consulted with Mr. Schiller.

CHAIRMAN GOLDWAY: Oh.

THE WITNESS: We were just asked to run --

CHAIRMAN GOLDWAY: Oh, I see.

THE WITNESS: -- a model, and his company

interpreted the results. Thus, at this juncture, we

don't have enough information to answer the question

as to the effect of the proposed changes on overnight

parcels in particular. We focused on prevailing

service standards and whether those could be protected

as the network would undergo rationalization, trying

to identify the extent to which one could rationalize

that network.

CHAIRMAN GOLDWAY: Okay. Now here is a

question. How flexible is your model with respect to

Heritage Reporting Corporation
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1 operating windows and transportation lanes? When you

2 provided Library Reference Non-Public 15, did you

3 alter the operating windows to reflect the new service

4 standards, or is that a difficult change to put

5 into --

6 THE WITNESS: I think I know where you're

7 going with that.

8

9

CHAIRMAN GOLDWAY: -- the model.

THE WITNESS: First of all, how flexible is

10 it? It's very flexible. The operating windows are an

11 input into the model and could be modified. As to

12 NPI5,' we have not modified the operating windows. So

c 13 all our tests are against prevailing conditions in FY

14 2010, operating characteristics and service standards

15 and volumes and routing assignments and on and on. I

16 could go on, but we tried to freeze the FY 2010

17 operating conditions and then just test the effect of

18 reducing or modifying the network on service

19 performance and costs.

20 CHAIRMAN GOLDWAY: Okay. Thank you. It

21 looks like Commissioner Langley has a question.

22 VICE CHAIRMAN LANGLEY: I have a followup

23 because I know in your introduction and executive

24 summary you indicate that you examined a subset of

(
25 scenarios and that if you had time, there were others
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that you would examine such as service performance

under peak processing volumes, adding a tail of the

4052

3 mail, and considering a 7 a.m. target entry time,

4 which relates to the Chairman's question.

5 So you indicate that you have taken a look

6 at other operating times or length of operating times?

7 Basically, have you looked at these three that you

8 didn't have the opportunity to look at before your

9 written rebuttal was submitted?

10 THE WITNESS: Yes. The answer is we're in

11 the process of we have modified or enhanced the

12 model in order to be able to conduct these analyses,

( 13

14

but we haven't conducted the analysis yet.

VICE CHAIRMAN LANGLEY: So you are planning

15 to do so.

16 THE WITNESS: So we are in the process of

17 working on that, yes.

18

19

VICE CHAIRMAN LANGLEY: Thank you.

COMMISSIONER ACTON: Mr. Kacha, our staff

20 notes that when you developed and run your baseline

21 model that you had a number of service performance

22 failures. I believe you noted a number of them. Can

23 you speak about how and why you believe those may have

24 occurred?

25 THE WITNESS: I'm sorry. How and why what

Heritage Reporting Corporation
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1 may have occurred? Service performance?

2 COMMISSIONER ACTON: I think that when you

3 had run a baseline model for the current network

4 arrangement, we believe that you have indicated that

5 there were a number of service performance failures.

6 We were wondering --

7

8 2010?

9

10

THE WITNESS: By current, you mean the FY

COMMISSIONER ACTON: Yes.

THE WITNESS: Yes. I don't believe we

11 indicated that it was service performance failure. We

12 were reporting on Table 1, page 3 of the rebuttal

(
\

13 testimony the service performance, and it shows a

14 systemwide average of 92 percent, 92.5.

15 COMMISSIONER ACTON: Well, the staff is

16 interpreting less than 100 percent performance being

17 as a failure on some point.

18

19

20

THE WITNESS: Well, I can explain that.

COMMISSIONER ACTON: Yes.

THE WITNESS: We made a conscious decision

21 to measure performance as from the time of induction

22 of a mail unit, which could be anything from a single

23 piece to a bundle to larger than a bundle, all the way

24 into its acceptance at a zip-3 location by 8 a.m. The

(
25 decision to use 8 a.m. as a cutoff point has
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(202) 628-4888



/
\"

4054

1 influenced the results. Had we opted to use different

2 times -- and that was back to the question of

3 Commissioner Langley -- we believe it would get

4 different service performance results, meaning if we

5 had moved up that to 7 a.m. or 9 a.m., we would be

6 getting different results. We are taking into account

7 the transportation time from an SCF into that zip-3

8 centroid. And that time is influencing the overall

9 service performance.

10 COMMISSIONER ACTON: Have you contemplated

11 other steps that the service might take to similarly

12 address this less than 100 percent performance changes

( 13

14

15

16

in locations, different processing steps?

THE WITNESS: No, we haven't.

COMMISSIONER ACTON: All right. Thank you.

THE WITNESS: I mean, the model could test

17 these alternatives, but we haven't.

18

19

COMMISSIONER ACTON: Thank you.

CHAIRMAN GOLDWAY: Mr. Kacha, this is a

20 question we've sort of hit on now. Commissioner

21 Langley has actually raised it several times. You've

22 worked with FedEx and UPS, haven't you?

(

23

24

25

THE WITNESS: No, I haven't.

CHAIRMAN GOLDWAY: I thought you were

familiar with some of their packaging.
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THE WITNESS: No, I'm not.

CHAIRMAN GOLDWAY: So I guess I'll ask the

question anyway. We're interested in knowing to what

degree you think an organization as complex as the

Postal Service should have a depth of analysts who can

do various sorts of modeling and projections for

different kinds of network configurations. You've

provided one. The Postal Service used another that

has been criticized.

Is there something in the industry that's

standard? Everybody should have two or three models

that they cross-check or, you know, everybody should

have three different Ph.D.s, one from this university,

one from that, one trained this way, one trained that

way? Do you have any thoughts on that?

THE WITNESS: I think I do. Firstly, I

believe that the Postal Service does have a very

respectable cadre of analysts. The models that

they've developed are from a modeling standpoint very

viable. I think, you know, the issue in terms of

modeling is the assumptions that go in those models,

and these are business decisions.

In terms of whether they should have more or

not, I cannot speak to that. Nevertheless, I would

say that the challenge is not in the modeling, which
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is a planning exercise or an architecture exercise.

The challenge is in the execution. Not that the

Postal Service doesn't execute well for its staple

products, letters and flats. Maybe the challenges,

to pick up on Mr. Schiller's testimony, are in the

parcels business.

But they may not necessarily only be from an

execution standpoint. It could be also from an

infrastructure standpoint. As mentioned by Mr.

Schiller, the small package goes up to 70 pounds.

Typically the Postal Service does not have the

infrastructure to handle the heavier, more voluminous

packages where the margins exist.

So, in summary, what you need to look for is

a balance between planning and designing of a network,

but a stronger emphasis on management than execution

and systems. And finally, in terms of your question

as to are there standard models, there are no such

things. Those models have to reflect the

idiosyncracies of the operation that you're trying to

study. They're just tools, and they're tools to make

some business decisions.

CHAIRMAN GOLDWAY: Thank you. That provides

a useful perspective. Mr. Anderson, did you want some

time with your witness?

Heritage Reporting Corporation
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Dr. Kacha. And I also wanted to --

4057

A No, no.

make sure the Chair isMR. ANDERSON:

Heritage Reporting Corporation
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THE WITNESS: Thank you.

CHAIRMAN GOLDWAY: We think you're a

THE WITNESS: I'd rather go by Pierre.

CHAIRMAN GOLDWAY: Well, I think that means

MR. ANDERSON: Yes, yes. So, Dr. Kacha, my

MR. ANDERSON: Then I have no need to confer

CHAIRMAN GOLDWAY: Well, he mentioned that.

CHAIRMAN GOLDWAY: Yes. I apologize.

Q Dr. Kacha, do you need to confer with me for

MR. ANDERSON: No, I don't think so, unless

BY MR. ANDERSON:

-- let me just correct the record on one thing. It is

aware that he has a Ph.D. from Purdue, which is of

course a Big Ten university.

apologies for not referencing your academic

credential. I usually call him Pierre.

a moment about any part of your testimony?

with him. We're fine. No other questions.

that your testimony is complete here today. We

record. It's always nice to see you.

appreciate your appearance and contributions to the
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valuable member of the postal community, and we look

forward to seeing you again. Thank you, Dr. Kacha,

Pierre.

(Witness excused.)

MR. ANDERSON: Thank you, Madam Chairman.

CHAIRMAN GOLDWAY: I think we'd like a

break. The next witnesses are PRC witnesses, is that

right? Do you have any more? Darryl, does that

complete your

MR. ANDERSON: The APWU has no further

witnesses to call.

CHAIRMAN GOLDWAY: Okay. So we just have

two more witnesses.

MR. ANDERSON: Well, if we're still on the

record, let me just add I meant to before, excuse

me -- that the APWU has of course, as the record

already reflects, a contract with Decision Analysis

Partners and Dr. Kacha's firm to do this work, and we

stand prepared to ask Dr. Kacha to answer any

questions the Commission may wish to pose as part of

our contractual relationship with Decision Analysis

Partners.

CHAIRMAN GOLDWAY: Thank you. That's nice

to know. So, if we have additional questions, we will

consider asking them of you as we develop the record.
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MR. ANDERSON: Yes. Thank you.

CHAIRMAN GOLDWAY: And now I'd like to take

a IS-minute break. We'll come back at 5 after 3 and

continue you with the Postal Regulatory Commission's

two witnesses, Matz and Weed. Thank you.

(Whereupon, a brief recess was taken.)

CHAIRMAN GOLDWAY: Thank you for your

patience. We have enough commissioners now to move

forward with our hearing and we have the first

witness. I believe it's Mr. Matz.-

Whereupon,

HAROLD J. MATZ

having been duly sworn, was called as a

witness and was examined and testified as follows:

CHAIRMAN GOLDWAY: Thank you. Please be

seated.

Mr. Costich, would you begin?

MR. COSTICH: Thank you, Madam Chairman.

DIRECT EXAMINATION

BY MR. COSTICH:

Q Mr. Matz, do you have --

CHAIRMAN GOLDWAY: Mr. Costich, just

identify yourself for the record.

MR. COSTICH: Rand Costich, Postal

Regulatory Commission.
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BY MR. COSTICH:

Q Mr. Matz, do you have before you a document

entitled The Testimony of Harold J. Matz?

A I do.

Q Was this document prepared by you or under

your supervision?

A It was.

Q If you were to testify orally today, would

this be your testimony?

A It would.

MR. COSTICH: Madam Chairman, I move the

admission of the testimony of Witness Matz.

CHAIRMAN GOLDWAY: Are there any objections?

(No response.)

CHAIRMAN GOLDWAY: Hearing none, I direct

counsel to provide the reporter with two copies of the

corrected testimony of Harold J. Matz. That testimony

is to be received into evidence and is to be

transcribed into the record.

(The document referred to,

previously identified as

Exhibit No. PRCWIT-T-2, was

received in evidence.)

II

II
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PRCWIT-T-2

AUTOBIOGRAPHCIAL SKETCH

My name is Harold J. Matz and I am an independent consultant. I have over 40

years of experience in the areas of economics, finance, postal operations, plant

management, and district management. This experience includes postal

operating/logistics planning, implementation/analysis, postal problem analysis and

decision making, postal facility activation and deactivation, postal budget design, postal

statistical programs design, and postal rate case analytical research support. I have

been self-employed since my retirement from the United States Postal Service (USPS)

in October 2008. Since my retirement from the USPS, I have provided consulting

services to a consulting company related to postal operations.

I received a Bachelor of Science Degree in Business Administration from the

University of Washington. I began my postal career in 1968 in plant operations.

I have held the following postal executive positions: Division Controller, Seattle WA;

Bulk Mail Center (BMC) Manager, Federal Way, WA; Senior Plant Manager, Seattle

Processing & Distribution Center (P&DC), Seattle WA; and District Manager,

Seattle WA.

Key projects managed during my tenure with the USPS, include: (1)

responsibility for managing the form redesign, implementation, training and analysis of

the In-Office Cost System (IOCS); (2) a field statistical sampling system used in support

of the postal rate requests before the Postal Rate Commission (PRC). In 1975 I was

directly responsible for managing equipment utilization and machine analysis during the

activation of operations at the Seattle Bulk Mail Center (BMC). In 1997 I designed and
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implemented a plan for processing Seattle Destinating Priority Mail in a complete and

separate mail stream within the Seattle BMC. In 1996/1997 I managed the activation of

the new Seattle Processing and Distribution Center (P&DC) and subsequent

deactivation of the old Seattle General Mail Facility (GMF). I was also directly

responsible for the AMP of the Olympia Processing & Distribution Facility's (P&DF)

outgoing operations into the Tacoma P&DF in 2006. In 2005 I held meetings with the

general public regarding the proposed AMP of the Yakima Post Office outgoing mail to

8 the Pasco P&DF.

9 During the last year, I have provided consulting services on mail processing

10 projects to the Canada Post Corporation (CPC). These projects include an objective

11 review of operations and evaluation of service issues relating to Toronto, Montreal, and

(F their trading partners. In brief, I determined to what extent operational disruptions were

13 affecting service performance in major metropolitan areas. I was part of a team that

14 conducted an objective analysis of the proposed operational floor layout, which was

15 developed by CPC for the redesign of the Montreal Exchange Office.
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PURPOSE AND SCOPE

The purpose of my testimony is to provide an evaluation of the operational

benefits and drawbacks of the proposed facility consolidations and sort scheme

changes that the Postal Service has planned. My testimony will include an evaluation of

the operational benefits and drawbacks of expanding the outgoing primary and

incoming secondary processing windows as the Postal Service proposes as well as an

evaluation of the operational benefits and drawbacks of eliminating - letter outgoing

secondary sorting and compressing the incoming primary operation. I will also address

the feasibility and desirability of preserving overnight service standards for a portion of

current overnight committed mail, as well as evaluate the assumptions underlying the

Postal Service's estimate of the number of maintenance hours that will be saved by

network consolidation.

I worked with witness Weed on the development of this testimony. Witness

Weed performed the technical work related to the Excel documents used to support my

testimony. Our joint testimony is the result of sponsorship by the Postal Regulatory

Commission (PRC). The PRC filed notice of sponsorship of testimony on March 21,

2012. The notice defined the potential scope of my testimony.

I will first provide analysis of the ODIS Average Daily Volume (ADV) data

provided in USPS-LR-N2012-1/NP11. This will lead to evaluation of the proposal to

eliminate virtually all overnight delivery (OND) service for First Class Mail (FCM). I will

then present an alternative concept that would preserve more than half of the OND

service while still creating the opportunity to capture a large portion of the N2012-1
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( savings. My testimony will then present issues with the operating plan as proposed by

2 the Postal Service. After a brief evaluation of maintenance savings, I will conclude my

3 testimony with general comments on the Postal Service's proposal.
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ASSOCIATED LIBRARY REFERENCES

2 I am sponsoring the following Category 2 Library References that are associated with

3 this testimony:

4
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PRCWIT-LR-N2012-1/4

PRCWIT-LR-N2012-1/NP3

PRCWIT-LR-N2012-1/5

PRCWIT-LR-N2012-1/NP4

Savings Evaluation, Outgoing Secondary

Savings Evaluation, Outgoing Secondary
(Non-Public Version)

Service Standard Evaluation

Service Standard Evaluation
(Non-Public Version)
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I. Overnight Delivery Analysis and Alternatives

The Postal Service did not substantially evaluate other alternatives to the Mail

Processing Network Rationalization Service Change (NRSC) scenario, as defined by

the N2012-1 docket. The central premise of N2012-1 is tri-fold: (1) virtually all aND

must shift to 2-Day, and a significant portion of 2-Day must then shift to 3-Day, in order

to capture network consolidation savings; (2) the elimination of the aND service

standard would allow for the consolidation of facilities that would otherwise not be

possible; and (3) the elimination of OND would allow for a redesign of the traditional

mail processing operating plan, resulting in increased productivity. My testimony will

evaluate the United States Postal Service's proposal in terms of the operating plan as

well as the associated issues created by it; and then present an alternative concept that

would preserve more than half of the OND service while still creating the opportunity to

capture a large portion of the N2012-1 savings.

As explained in detail by witness Weed, there are two components to N2012-1

savings: savings from operational facility consolidations and savings from changes in

the traditional operating plan. I will present data in this testimony that was developed

with witness Weed, as part of our review and analysis of the Postal Service's proposals

18 in this docket.

19 Peak processing requirements result in excessive costs, which are driven

20 primarily by the narrow window for Delivery Point Sequence (DPS) in the current OND

21 structure, and caused by the late Incoming Primary clearance time. Specifically,

("'2 Delivery Bar Code Sorter (DBCS) requirements are directly related to the size of the
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DPS second-pass window. It is clear to me that peak costs are the result of the current

OND coverage. This is due primarily to the requirement of completing Incoming

Primary (INP) distribution for OND mail from neighboring plants that arrives in the Tour

1 window. Equipment and staffing are based on a peak four-hour window, and as a

result of the late arrival of committed OND volume, this creates a further compressed

operating window for DPS. Peak cost savings can be realized through changes to the

OND commitment if the second-pass window is expanded from the limited window

under the present processing structure.

A. Evaluation of the feasibility of preserving some OND

There are two components to OND service: Intra-SCF and Inter-SCF. Intra-SCF

is defined as mail that both originates from and destinates to the 3-digit ZIPs served by

the plant. The term "turnaround mail" will also be used for this Intra-SCF OND mail

flow. Inter-SCF OND refers to mail that comes from another plant and has an OND

commitment. N2012-1 does not recognize this distinction. N2012-1 eliminates all OND,

with the exception of early morning entry of presort, without considering any other

17 alternatives to the current OND structure.

18 Key questions around defining the scope of the OND commitment and

19 quantifying the amount of turnaround mail have not been answered in the Postal

20 Service's N2012-1 testimony. Using the ODIS Average Daily Volume (ADV) data from
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( NP-11, 1 I will document the current state of OND volumes and commitments in the
\

2 following sections.

3 The Postal Service provides the following breakdown for First Class Mail, as

4 shown in Table 1 below: 2

5 Table 1 -- Proportion of First-Class Mail Volume by Service Standard

3

40'/1

6

( 7
'.

8

9

10

Service Standard Current (%) Proposed (%)

1 Day 41.5 0.0
2 Day 26.6 50.6

3 Day 31.6 49.1

4 Day 0.3 0.3

5 Day <0.1 <0.1

These percentages reflect a combination of Single Piece and Presort FCM volumes.

Originating Volumes derive from two main groups of customers - those who use Single

Piece and those with enough volume to Presort. In simple terms, they are end-user

customers and large mailers.

11 Using ODIS ADV data, the disaggregation of Single Piece from Presort shows

12 the ratios by service standard shows them to be on opposite ends of the average

13 presented in Table 1. Table 2 below shows the same breakdown by service standard,

14 with a separation of the two component groups - Single Piece and Presort.

15

1 See Library Reference USPS-LR-N2012-1/NP11, January 26,2012.
2 Federal Register, Postal Service Proposal to Revise Service Standards for First-Class Mail, Periodicals,
and Standard Mail, Vol. 76, No. 183, September 21, 2011.
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Service Standard Single-Piece (%) Presort (%) Total (%)

1 Day 54.5 27.4 41.7

2 Day 23.1 30.7 26.7

3-5 Day 22.4 41.9 31.6

Total 100.0 100.0 100.0

Source. PRCWIT-LR-N2012-1_5.x/sx, Table 2 Tab

Table 2 shows that using a single number for OND volume distorts the two

distinct customer segments. Single Piece, the volume most directly impacted by

changes to the originating network, has over half of its volume as OND (54.5 percent).

Large mailers (Presort users) have the opportunity to adjust their operating plan in order

to minimize the impact of the elimination of OND, whereas users of Single Piece have

no opportunity to avoid the impact. Large mailers (Presort users) have the opportunity

to expand or change their window of operations as needed to be able to present the

presorted mail to the Postal Service by 08:00 on day zero. Witness Williams states

"Properly prepared, sorted and containerized bulk workshare intra-SCF First-Class Mail

entered at the destination SCF (or designated facility within its service area) by 8:00 AM

on operating Day Zero will retain an overnight delivery expectation.,,3 Unfortunately, the

overnight delivery expectation is for the Presort mailer, not the customers of a presort

bureau who presented their mail for presorting on Day Zero minus 1. The actual presort

mailer customers would receive 2-day delivery.

3 See "Direct Testimony of David Williams an behalf afthe United States Postal Service," USPS-T-1 at
19, lines 16-19.
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1. OND Alternative: Eliminate Inter-Plant OND & Maintain Intra-Plant OND

The number of plants that share Inter-plant overnight commitments varies widely.

Table 3 shows the matrix of Inter-Plant commitments by number of plants that share

OND commitments. It is not uncommon that a plant's Originating mail would be

Destinating OND to another plant, but the second plant's Originating is not Destinating

OND to the first. Table 3 uses the current plant structure as defined in N2012-1.

Detailed calculations are in PRCWIT-LR-N2012-1/5: Service Standard Evaluation.

Table 3 - Plant OND Commitment Matrix - Count of Plants

OND Plant Matrix - Count of Plants by Inter-SCF OND Commitments

Going Out to Plants Number at Plants that a Plant's Originating Mail Destinates To Total

Coming Into a Plant 1 2 3 4 5 6 7 8 9 10 11 12 Plants

1 22 2 1 3 28

"' 2 5 31 7 7 1 51OJ
.c
1" 3 1 13 42 9 10 4 79
OJ
a:~

4 2 7 19 24 23 4 1 1 81OJ 0

1i!£
5 1 10 13 40 11 2 1 1 1 1 81£Ol

U).E:em 6 2 5 4 11 10 2 1 35OJ c:
i:L~

7 1 3 1 2 2 3 4 3 2 21- Q)0'0

:;; 8 2 2 1 1 1 3 2 1 1 14.a
E

" 9 2 1 2 2 7z
10 1 2 1 4

Total Plants 30 55 85 65 86 34 17 13 7 7 1 1 401

Source. NP11 OND Ana/ysls.xlsx, Table 3- Plant 0-0 Count Tab

Note that there are twenty-two plants that have no OND Inter-SCF partner plants

(first row, first column of Table 3). There are also plants that have large numbers of

plants with which they trade OND mail. In these cases, the volume from some trading

pairs will be small. However, that doesnot change the requirement that DPS cannot
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( start the second pass until all mail has arrived, completed INP processing, and then

2 finished the first pass of DPS. Table 3 shows the matrix by plant, not by individual

3 3-Digit ZIP Code. The analysis of commitments by 3-digit ZIP is included in PRCWIT-

4 LR-N2012-1/5: Service Standard Evaluation.

5 The analysis of the impact of eliminating Inter-SCF OND should be based on

6 volume, not the number of 3-Digit ZIPs. Table 4 shows the breakdown of turnaround

7 (Intra-OND) versus Inter-SCF for both 3-Digit ZIP and ADV. ADV volume used in the

6
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8 following tables is based on Single Piece data. Presort is excluded to bring focus to the

9 impact on mail processing sortation operations.

10 Table 4 - Percentage of Turnaround Mail - Current Facilities

c'
11

12

13

14

15

16

17

OND % 3-Digit ZIP Single Piece

OND Pair % ONDADV

Turnaround 33% 74%

Inter-SCF 67% 26%

Source: NP11 OND Analysls.xlsx, Table 4 Tab

There are 8,357 individual 3-Digit ZIP OND pairs in the current service

standards. Turnaround pairs, under the current facility structure, are 33 percent of the

total pairs. But turnaround volume is 74 percent of the total OND volume. This means

that the peak requirements and costs created by Inter-SCF OND commitments are

driven by 26 percent of the volume.

As evidenced above, OND can be maintained by leaving DPS on Tour 1, while

eliminating the OND requirement for Inter-SCF (OND mail from other plants). If Inter-

SCF is eliminated, the DPS window nearly doubles, thus creating the opportunity to
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capture much of the savings as identified in N2012-1. The DPS second pass would

therefore be able to start shortly after the completion of Outgoing Primary (OGP)

operations. This would then allow for two or more DPS sort plans to run on a single

DBCS, as opposed to the typical one DPS sort plan per DBCS.

The move to Tour 2 for all DPS mail also creates an unnecessary shift of most of

the 2-Day service standard mail to a 3-Day standard. If turnaround mail is kept as

OND, while non-turnaround mail is moved to 2-Day and worked on Tour 1, then much of

the shift of 2-Day to 3-Day under N2012-1 would be avoided. This would require that

Incoming Primary (INP) processing continue in its current operating window. This will

be further discussed in section II. F. Incoming Primary Operations Under N2012-1

Operating Window Impact, addressing why processing all of INP in a four-hour window

starting at 8:00 AM is not viable.

In Western Washington, all ZIP Codes comprising Seattle, Everett, Tacoma, and

Olympia are OND to each other. This means that the OND reach covers the small

towns south of Olympia, the far end of the Olympic Peninsula, to the Canadian border.

Given the decline in volumes, it is appropriate to reassess whether this enormous OND

reach is worth the cost. However, while eliminating OND for Olympia to Everett might

make sense based on volume, eliminating Seattle city to Seattle city OND does not.

The magnitUde of the Postal Service's First-Class Mail service standard change

as proposed in N2012-1 is best understood visually. Exhibit 1, in the Appendix, is the

current Seattle OND Service Area - overnight from SCF 981. As can be seen in the

exhibit, nearly all of western Washington is overnight service from Seattle. Exhibit 2, in
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( the Appendix, displays the current OND, 2-Day, and 3-Day service areas from SCF,

2 Seattle 981. Eastern Washington, Oregon, and Idaho are currently 2-Day service from

3 Seattle. Exhibit 3, in the Appendix, displays the proposed OND, 2-Day, and 3-Day

8
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4 service areas from SCF Seattle 981. There is no OND; western Washington and part of

5 Oregon become 2-Day service; and the rest of the lower 48 states become 3-day

6 service from Seattle.

7 The next step in our analysis is to break the volume into the proposed plant

8 structure of N2012-1. In N2012-1, a 3-digit ZIP will either "Not Change" (stay in its

9 current facility), or "Change" to a different facility. A key question related to our analysis

10 is as follows: "How much mail that is currently in the plant will stay in that plant after

11 N2012-1, but move from OND to 2-Day?" This would represent the volume of mail that

(_ 2 is moving to 2-Day in order to have a universal elimination of OND service. It also

13 represents the minimum volume that would be preserved as OND if Tour 1 DPS were

14 tasked with only eliminating Inter-SCF OND commitments. These results are shown in

15 Table 5. Note, since the results are based on the proposed-plant 3-digit assignments,

16 they do not align exactly with Table 4.
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Analysis Of N2012-1 Plants - OOIS AOV FCM Volume

Destination

ONDADV No Change Change

Single Piece Turnaround Inter-8CF Turnaround Inter-8CF Total

No-Change 46.5% 4.5% 7.2% 2.8% 61.0%
C
'0, Change 4.9% 2.3% 29.3% 2.5% 39.0%'C

0

Total 51.4% 6.8% 36.5% 5.3% 100.0%

Source. NP11 aND AnaIYSls.xlsx, Table 4 Tab

The answer to the question posed above is 46.5 percent of the volume nationally

is currently turnaround in a plant that will not change under N2012-1. This means, for

example, that all of Seattle's mail would move to 2-Day, just so that Everett, Tacoma,

and Olympia can be consolidated into it. Our alternative would preserve aND for

Seattle's turnaround mail, yet still create the opportunity to either reduce DBCS

equipment or consolidate one or more facilities into Seattle.

The analysis in the tables above assumes that no mail would be delivered one

day early. While the aND commitment would change to 2-Day for Inter-SCF pairs

under this scenario, some, if not most, could still achieve aND delivery. Most plants

have multiple trips arriving in the Tour 3 window. This would likely continue under any

scenario of plant consolidations. If a truck arrives from a neighboring plant at 9:00 PM,

this volume could make that night's DPS without impacting operating plan performance.

This would mitigate some of the service commitment change. We cannot estimate the

actual impact of this volume that would still be delivered overnight, as it would depend

on the local operating plan and arrival profiles. Simply, only the final truck would be
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diverted to 2-Day from OND. For example, Canada Post Corporation (CPC), while

having no OND commitments, actively measures and manages "Day Minus One"

service performance for its turnaround mail that receives overnight service, plus early

arrivals from other plants that also receive overnight service.

Under this alternative of only eliminating Inter-SCF OND, the DPS window would

expand from four hours to between seven and eight hours. The actual expansion time

would vary at the local level, depending on Originating volume commitments and

Destination geography served. But my conservative estimate is that the DBCS

requirements in a plant would be reduced by one third. This reduction could result in

savings in two possible ways: (1) the total number of DBCSs in the plant could be

reduced, capturing the savings associated with the physical equipment; or (2) the

excess capacity could be used to consolidate operations into the facility. For example,

in the Seattle plant, the elimination of OND from Tacoma and Everett would allow for

one of those facilities to be consolidated into Seattle. Seattle has two Delivery

Distribution Centers (DOCs) that perform DPS and carrier route sortation of flats for

SCF 980 Delivery Distribution Units (DDUs). One or both of these facilities might be

consolidated into the main Seattle plant.

The key takeaway is that the elimination of Inter-SCF OND commitments creates

new alternatives for operational consolidation as well as savings capture, while still

preserving OND for a large portion of volume. Given that this alternative results in an

incremental approach to network consolidation and service contraction, it is surprising

22 this option was apparently not considered.
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B. OND Plant Pairs

Table 6 shows the breakdown by plant for OND pairs for the Seattle, Portland,

and Salt Lake City Districts. Portland and Salt Lake City were added to show some

contrast to Seattle. Library Reference PRCWIT-LR-N2012-1/5: Service Standard

Evaluation contains this same table for all plants. Table 6 shows, for example, that for

the Seattle plant, 80 percent of its originating ADV is turnaround mail, while 74 percent

of its destinating ADV originates in Seattle. Also shown in Table 6 is the Salt Lake City

service area, where 100 percent of both its originating and destinating ADV would

remain in Salt Lake City. Under the proposed changes in N2012-1, all of this volume

(80 percent originating ADV and 74 percent destinating ADV for Seattle and 100

percent of both its originating and destinating ADV in the Salt Lake City service area)

would remain in the plant overnight, becoming 2-Day mail, rather than go out for

delivery, thus creating additional storage costs.
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1 Table 6 - Seattle, Portland and Salt Lake City OND FCM Pairs

Summary of Overnight FCM Pairs - By Plant - Seattle I FBased On: First Class Single Piece Volume

Analysis of 3-Dlgit ZIP Codes Based on ADV

# ZIPs Trading Plants Total ZIP Pairs Turnaround Pairs % TurnAround % Turnaround

Area District ZIP Name in Plant Orig Des! Orig Dest Orig Dest Orlg Dest Orig Dest

394 WE SEAnLE 835 LEWISTON 10 2 5 3 15 7 2 2 13% 29% 72% 32%

395 WE SEAnLE 838 SPOKANE WA 4 5 5 32 35 16 16 50% 46% 85% 98%

396 WE SEAnLE 980 SEAnLE WA 2 3 3 12 12 4 4 33% 33% 80% 74%

397 WE SEAnLE 982 EVEREnWA 1 3 3 6 6 1 1 17% 17% 50% 66%

398 WE SEAnLE 983 TACOMAWA 3 3 3 18 18 9 9 50% 50% 69% 70%

399 WE SEAnLE 988 WENATCHEEWA 1 4 5 7 9 1 1 14% 11% 86% 72%

400 WE SEATTLE 989 YAAIMA WA 1 4 5 7 9 1 1 14% 11% 80% 73%

401 WE SEAnLE 993 PASCOWA 1 6 6 9 10 1 1 11% 10% 83% 75%

383 WE PORTLAND 970 PORTLAND OR 4 2 2 20 20 16 16 80% 80% 94% 92%

384 WE PORTLAND 973 SALEM OR 1 3 3 6 6 1 1 17% 17% 58% 63%

385 WE PORTLAND 974 EUGENE OR 1 2 2 2 2 1 1 50% 50% 91% 93%

386 WE PORTLAND 975 MEDFORD OR 2 1 2 2 4 2 2 100% 50% 100% 100%

387 WE PORTLAND 977 BENDOR 1 1 1 1 1 1 1 100% 100% 100% 100%

388 WE PORTLAND 978 PENDLETON OR 1 2 2 2 2 1 1 50% 50% 94% 84%

389 WE SALTLAAECIT 832 POCATELLO 10 2 2 2 6 6 4 4 67% 67% 97% 98%

390 WE SALT LAAE CIT 833 TWIN FALLS 10 1 3 3 6 6 1 1 17% 17% 76% 76%

391 WE SALT LAAE CIT 836 BOISE 10 3 2 2 12 12 9 9 75% 75% 95% 94%

392 WE SALT LAAE CIT 840 SALT LAKE CITY UT 5 1 1 19 19 19 19 100% 100% 100% 100%

393 WE SALT LAAE CIT 845 PROVOUT 3 1 1 8 8 8 8 100% 100% 100% 100%
- - --

2 Source: NP11 OND Analysis.xlsK, Table 6 - SEA-PORT-SLC Tab

""o
00
o



PRCWIT-T-2 13

4081

,

~.

2

3

4

5

6

7

8

9

10

C
11

~ 12

13

14

15

16

17

18

19

20

21

C
,

C. Elimination of aND under AMP Process

A separate aspect of peak cost is that there are too many plants relative to

necessary capacity. As Single Piece volumes continue to decline at an alarming rate,

the excess capacity in plants leads to inefficiencies in originating operations. For

originating operations, additional volume can be added to plants through Area Mail

Processing (AMP), and will result in definite operational savings. For example, I

oversaw the AMP of Olympia into Tacoma as the Senior Plant Manager in Seattle.

Since Tacoma is within 30 miles of Olympia, aND service between these two pairs

could easily be maintained and efficiencies achieved.

For low-volume plants an Outgoing AMP, or a full-closure origin/destination AMP,

would require change of OND to 2-Day where time and distance cannot support OND

commitments. Under the alternative of eliminating only Inter-SCF OND, AMP studies

would fall into two categories: move operations and maintain OND, or move operations

and eliminate OND. If OND cannot be supported, then the excess DBCS capacity

during the day could absorb these volumes, trading off substantial cost savings for the

loss of OND service in an AMP scenario.

It is also possible that some 5-Digit ZIPs might remain in OND in an AMP, while

others could not be supported due to distances. For example, if Tacoma was moved to

Seattle, the city of Tacoma and surrounding nearby DDUs might remain OND, while the

remote DOUs in the Olympic Peninsula would move to 2-Day.

This would bring the decision to eliminate OND to a case-by-case basis under

the AMP process, based on local conditions, and essentially become a tradeoff of cost
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communities, rather than addressing the issue on a case-by-case basis using local
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D. Incoming Primary Operations

N2012-1 proposes significant reductions in 2-Day service. This is driven by the

plan to run Incoming Primary in the 8:00 AM to noon timeframe. This means that mail

arriving into the plant during Tours 2 and 3 will sit until the following day. If DPS for

turnaround were retained on Tour 1, the impact on 2-Day service would effectively be

eliminated. This would require that DBCSs be dedicated to run Incoming Primary

volumes as they arrive, similar to today's processing profile.4

While my testimony has focused on FCM operations, it is important to consider

the impact on periodicals with the consolidation of plants and the elimination of OND

service. Under our alternative of only eliminating Inter-SCF OND while maintaining

Intra-SCF on Tour 1, the infrastructure to support OND service for periodicals would

remain in place. This would preserve OND for periodicals as defined for FCM

operations.

4 See "Direct Testimony of William Weed on behalf of the Postal Regulatory Commission," PRCWIT-T-1
Pages 33-35.
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III. Elimination of Outgoing Secondary

A. Analysis of the Elimination of Outgoing Secondary for Letters

N2012-1 asserts that Outgoing Secondary (OGS) volume will be completely

eliminated for letters and reduced by fifty-seven percent for flats. The following is stated

in Mr. Neri's testimony: "In today's processing environment, letter-sized mail is

distributed to 156 AADC separations and upto an additional 214 SCF separations.

Under the proposed plan, there would be an opportunity to distribute mail to fewer than

200 mail processing facilities, thus resulting in fewer handlings."s However, in reality,

no plant makes sorts to anywhere close to 214 SCF separations. An originating plant

only sorts to the 3-digit ZIP level for Overnight plants or "close-in" and high-volume

2-Day destination plants. This facilitates mail flow within the narrow operating window

for the destination plant. It also eliminates SCF residue handlings in the destination

plant where the combined SCF and City 5-digit ZIP requirements exceed functional

machine bin capacity. Simply, a plant makes up a SCF or a group of 3-digit ZIPs for

neighbor plants and then sorts to AADC for the rest of the country. Therefore, no plant

makes "up to an additional 214 SCF separations."

Further, a plant's own DPS zones fill the bins on Outgoing Primary (OGP),

because of volume density. A plant may also make up larger volume DPS zone trays

for neighboring OND plants. There is a 'residue' flow to Incoming Primary for any

remaining DPS zones and 5-digit ZIPs. The addition of more 3-digit ZIP sort

responsibility to a plant (AMP) would create a higher residue volume to Incoming

5 See "Direct Testimony of Frank Neri on behalf of the United States Postai Service," USPS-T-4 at 17,
lines 20-23.
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Primary. This increase is likely a reduction from the total system handlings of two

plants, but in my opinion, it is not a significant reduction.
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Several years ago, the Postal Service had a national program to standardize the

assignment of bins to Outgoing Secondary. This program eliminated the impact of

having low-density MOC holdouts on the Outgoing Primary OCR sort plan. Simply, the

Postal Service standardized good Outgoing sort plan design. The underlying concept is

that unless an individual MOC generated close to a full tray on an average day, it is

more efficient to re-handle that MOC on a single Outgoing Secondary machine than to

generate a light tray on every machine running OGP. The impact of light trays is

increased when machines are run on Outgoing Primary for only a couple of hours to

meet the operating plan. For example, the proposed "AOC Santa Barbara" would get a

very low density in east-coast plants. If it were a holdout on every OGP OBCS, then

one light tray would be generated for AOC Santa Barbara for each machine opened up

on OGP for the night anywhere in the country.

Light trays increase system cost in several ways. Tray handling is a labor-

intensive process. While mechanized tray sorters and robotics are used in the sorting

of trays, the trays must still be put into and out of containers manually. The workload of

moving trays from the sweep-side of the OBCS to the dispatch truck is increased where

multiple light trays are generated. And maintaining throughput on a OBCS (I.e., keeping

the feed ledge full) is more difficult when there are light trays to be fed. Finally,

transportation cubic requirements are increased substantially when there are multiple

22 light trays as opposed to one full tray.
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The N2012-1 proposal of eliminating Outgoing Secondary would result in moving

a large number of low volume 3-Day automated separations into Outgoing Primary

while eliminating the tray consolidation savings of Outgoing Secondary. In my opinion,

this would be both a step backwards and a network cost increase.

B. Outgoing Light Tray Analysis - N2012-1 Plants

As part of our review and analysis, we attempted to quantify the levels of light

trays that would exist in operations under the proposed network. Our Outgoing Light

Tray Analysis (OlTA) determines the number of light trays created using the following

process:

• The ODIS AOV volume was calculated by 3-digit ZIP pair by origin and
destination for First Class Single Piece letters and cards data from NP-11.

• The 3-digit ZIP pair data was converted into a "from-to" matrix based on the new
plant letter network as defined in Zip Assignment USPS-lR-1/17. 6 The 3-digit
ZIPs were mapped to the new plant assignments so that all analysis is based on
the N2012-1 plant structure.

• Using the Outgoing Primary (OGP) volume from Zip Assignment USPS-lR-1/17
as a base, the volume from each originating plant going to each destination plant
in the new network was calculated using the "from-to" matrix.

• Using the number of OGP OBCSs used in each plant, from Zip Assignment
USPS-lR-1/17, and a pieces-per-tray conversion factor, the number of trays
generated for each destination plant per OBCS was calculated.

• Based on user-specified input to define a light tray, the analysis calculates the
number of light trays generated.

For the purposes of this testimony, a light tray is defined as a tray that is less

than half full. A USPS tray is defined as a 1.75-foot letter tray at 250 pieces per foot, for

a total tray capacity of 437 pieces. This definition, if applied to sort plan design for

6 See Library Reference USPS-LR-N-2012-1/17, December 5,2011.
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determining Outgoing Secondary assignments, would result in only one tray being

generated into the system from re-handling in Outgoing Secondary rather than two trays

generated on an Outgoing Primary holdout. This ratio would be even greater for

destinations receiving only a third or a quarter of a tray on a OBCS OGP holdout.

The OLTA was designed to calculate the number of trays that would be

generated per OBCS if all plant destinations were separated on the Outgoing Primary

sort plan. If the value of the number of trays generated were less than one, then only

one partially filled tray would be generated on each OBCS. Where the value of trays

generated is less than half a tray, then re-handling that mail on an Outgoing Secondary

operation would result in half as many trays being generated.

There are 125 letter plants designated in the new plant network in N2012-1. The

results for the average number of trays generated for these 125 plants are shown in

Table 7.
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Table 7 - Distribution of Trays per DBCS under N2012-1 Plant Network

Pieces Per Tray for Destination Plants - N2012-1 Network .

Range of Al.I3rage Number Cummulatil.l3 Percent

Pieces per Tray of Destination Destination of Destination Cummulatil.l3

(per DBCS) Plants Plants Plants Percent

Equals 0.0 5.0 5.0 4.0% 4.0%

0.0 - 0.1 16.1 21.1 12.9% 16.9%

0.1 - 0.2 12.7 33.8 10.2% 27.1%

0.2 - 0.3 10.3 44.1 8.2% 35.3%

0.3 - 0.4 8.0 52.1 6.4% 41.7%

0.4 - 0.5 6.9 59.0 5.5% 47.2%

0.5 - 0.6 6.0 65.0 4.8% 52.0%

0.6 - 0.7 5.2 70.2 4.2% 56.2%

0.7 - 0.8 4.6 74.9 3.7% 59.9%

0.8 - 0.9 4.2 79.1 3.4% 63.3%

0.9 - 1.0 3.5 82.6 2.8% 66.1%

1.0 - 2.0 20.3 102.9 16.2% 82.3%

2.0 - 3.0 8.4 111.2 6.7% 89.0%

3.0 - 4.0 3.9 115.1 3.1% 92.1%

4.0 - 5.0 2.3 117.4 1.8% 93.9%

Greater than 5.0 7.6 125.0 6.1% 100.0%

125.0 100.0%

19
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Source: NP11 OGS LIght Tray New Plants V-1.xlsx, Tables In Testimony Tab

The following describes Table 7 contents:

• Range of Number of Trays per DBCS: This is the number of trays per DBCS,
calculated at the Originating plant level, for the 125 destination points as
proposed in N2012-1. The table breaks down the 125 plants into the
increments shown in the first column. Note that some plant pairs do not have
any ODIS data in the From-To ADV matrix, therefore the value is zero (0).

• Average Number of Destination Plants: This is the average number of
destination plants that would have trays that fall into that range. For example,
there are 16.1 destination plants, on average, for which a tray that is less than
one-tenth full would be generated on each OGP DBCS at the originating
plant.
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• Cumulative Destination Plants: This is the cumulative total of the adjacent
column. For example, there are 59 destination plants, on average, that would
generate less than half a tray on each OGP DBCS.

• Percentage of Destination Plants I Cumulative Percentage: These are the
percentages calculated from the Trays per DBCS values. For example, the
number of destination plants that would get less than half a tray per DBCS is
equal to 47.2 percent of the total destination plants.

The results in Table 7 reflect the total number of separations (plants) as a base,

as opposed to using the total number of trays or the percentage of volume for each

plant as a base. These results are shown in Table 8 below.

Table 8 - Analysis Results by Pieces Per Tray - N2012-1

Light Tray Analysis

Tray Fill Percent of Trays Percent of Volume

0.3 7.7% 1.3%

0.4 9.4% 2.0%

0.5 10.8% 2.8%

0.6 12.1% 3.6%

0.7 13.3% 4.5%

0.8 14.3% 5.4%

0.9 15.3% 6.4%

1.0 16.0% 7.2%

Source. NP11 OGS LIght Tray New Plants.xlsx - Tables In Testimony

Again, using the definition for a light tray as half a tray or less, the analysis shows

that 10.8 percent of the total letter trays generated would be less than half full. These

trays would only contain 2.8 percent of the total volume. Given this level of light trays,

in my opinion, the savings of not running Outgoing Secondary will be more than offset
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by the increased costs associated with these light trays. Plant level results are in

Library Reference PRCWIT-LR-N2012-1/NP3: Savings Evaluation, Outgoing Secondary

(Non-Public Version).

C. Outgoing Light Tray Analysis (OLTAl - AADC Structure with No
Outgoing Secondary

The OLTA was also set up to reflect current operations under the MOC

destination structure to provide a basis for comparison to the previous results. The

originating plants used for this analysis were defined as those that use at least one

Advanced Facer Cancelling System (AFCS) in originating operations. The 3-digit ZIPs

were adjusted to reflect changes where volumes were cancelled in current operations.

This approach took out those small 3-digit ZIPs that cancelled mail on non-AFCS

equipment. This resulted in 165 of 916 (or 6.7 percent of volume) 3-digit ZIPs, being

excluded from the analysis. This exclusion allowed for a more valid comparison of light

trays in the current MOC structure versus the N2012-1 structure. The results from the

MOC-based OlTA are shown in Tables 9 and 10.
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Table 9 - Distribution of Trays per DBCS under Current Network

Pieces Per Tray for Destination Plants - Current Network

Range of Awrage Number Cummulatiw Percent

Pieces per Tray of Destination Destination of Destination Cummulatiw

(per DBCS) Plants Plants Piants Percent

Equals 0.0 3.3 3.3 2.1% 2.1%

0.0 - 0.1 21.2 24.5 13.1% 15.1%

0.1 - 0.2 20.1 44.6 12.4% 27.6%

0.2 - 0.3 17.5 62.1 10.8% 38.4%

0.3 - 0.4 13.8 76.0 8.5% 46.9%

0.4 - 0.5 11.6 87.5 7.1% 54.0%

0.5 - 0.6 9.8 97.4 6.1% 60.1%

0.6 - 0.7 7.6 104.9 4.7% 64.8%

0.7 - 0.8 7.3 112.2 4.5% 69.3%

0.8 - 0.9 5.1 117.3 3.2% 72.4%

0.9 - 1.0 4.5 121.8 2.8% 75.2%

1.0 - 2.0 22.3 144.1 13.8% 89.0%

2.0 - 3.0 6.7 150.8 4.1% 93.1%

3.0 - 4.0 3.0 153.7 1.8% 94.9%

4.0 - 5.0 1.7 155.4 1.1% 95.9%

Greater than 5.0 6.6 162.0 4.1% 100.0%

162.0 100.0%

22
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2 Source: NP11 OGS LIght Tray Current Plants V-1.xlsx, Tables In Testimony Tab
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Table 10 -Analysis Results by Pieces Per Tray - Current Structure
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Light Tray Analysis

Tray Fill Percent of Trays Percent of Volume

0.3 12.3% 2.4%

0.4 15.7% 4.0%

0.5 18.4% 5.5%

0.6 20.6% 7.1%

0.7 22.4% 8.6%

0.8 24.0% 10.1%

0.9 25.3% 11.4%

1.0 26.3% 12.7%

Source: NP11 OGS LIght Tray Current Plants V-1, Tables In Testimony Tab

This quantifies that if Outgoing Secondary were eliminated in the present MDC

structure, the percentage of trays less than half full would be 18.4 percent, representing

5.5 percent of the volume. Under the N2012-1 network, with the elimination of OGS,

the trays less than half full would be 10.8 percent, representing 2.8 percent of volume.

However, because OGS is operating in its present MDC structure, in my opinion, the

number of light trays in the network is definitely less than 10.8 percent.

However, a key difference in the N2012-1 structure is the creation of trays that

contain a larger range of destination ZIPs. While decreasing originating sortation

requirements, it increases destination sortation requirements. There would be more

Incoming Primary residue and I or INP light trays under the N2012-1 scenario.
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D. Analysis Assumption Impact - Run Time per OGP DBCS

The OLTA uses the number of OGP OBCSs from USPS-LR-N2012-1/17. The

spreadsheet in that library reference assumes that the average OBCS processes

181,587 pieces per day. This is based on an analysis assumption that all OGP OBCSs

work mail for a full 6.5 hours a day. In reality, the volume arrival profile does not

support using all OBCSs for a full shift. That is, at the time OGP operations begin, there

is generally insufficient volume on hand to occupy all OBCSs in a plant. Some

machines would not operate for a full shift, meaning that the machine-hours needed to

process a given volume would have to be spread over a greater number of OBCSs than

10 are used in the N2012-1 model.

11
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It is estimated that only half the OBCSs would work the full 6.5 hours. Thus,

more OBCSs would still be needed to meet the clearance time, with each machine

working fewer hours and processing less volume per machine. For each OBCS added

for shorter than full runs, the number of trays generated increases. Every OGP plant

generates at least one tray for every destination plant once another OBCS is activated

for a sort plan. Thus, under normal operations the OLTA actually underestimates the

number of light trays that would be generated, due to a plant's using more machines for

a shorter period than shown in N2012-1.

A more detailed analysis would be necessary to accurately calculate the tray

impact of using more OBCSs for only the peak outgoing period. Our estimate is that the

OLTA understates the number of light trays by as much as 50 percent. Regardless of

the actual level of the understatement, the fact that OBCSs are used for four hours to

meet peak operational demands, which generates more light trays if there is no OGS,
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E. Incoming Primary Operations under N2012-1 - Sortation Impact

While the N2012-1 network would reduce the number of separations required on

originating operations, it would significantly increase the sortation requirements for

Incoming Primary (INP) operations. This increase in INP sortation would negate

savings from the elimination of OGS sortation at originating plants. Just like OGP, INP

has a residue process to handle low volume 5-digit ZIP Codes. The number of stackers

on a DBCS will also be a limiting factor on INP. Depth of sort on equipment can require

an INP residue bin, especially for larger locations when all 5-digit ZIP requirements are

considered.

One of the aspects of reducing the number of plants in the network is an increase

in the number of destination 5-Digit ZIPs that are assigned to a plant. In larger plants, it

is common to have OND plants and mailers split the plant's 3-Digit ZIPs into two (or

more) "scheme" trays. Under N2012-1, with only 125 plants, the number of 5-Digit ZIPs

assigned to some plants is huge. As shown in Table 11 below, 24 plants will be

assigned 500 to 1000 5-Digit ZIPs. If originating plants only make up a single tray for a

destination plant, then the destination plant will incur significant re-handling to sort to the

DDU (5-digit) level. Table 11 below shows the distribution of plants by the number

5-Digit ZIPs assigned.
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Table 11- Distribution of Plants by Number of 5-Digit ZIPs Count

26
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Distribution - Number of 5-Digit ZIPs by Destination N2012-1 Plant

Range of 5-Digit ZIPs Number of Plants

0 <=200 32

>200 <=300 25

>300 <=400 21

>400 <=500 19

>500 <=600 11

>600 <=700 7

>700 <=800 3

>800 <=900 2

>900 <=1000 1

Total 121

*Excludes Alaska and Guam, Source: USPS-LR-N2012-1/45

(

4 Since most OSCSs have 194 bins, even with recognizing that Incoming Primary

55-Digit ZIPs are often combined by DPS Sort Plan, most plants will have increased

6 residue re-handling for incoming mail if there are no 3-DigitZIPs Scheme separations

7 made. The thirteen (13) plants with more than 600 5-Digit ZIPs would have significant

8 residue re-handling. The Postal Service did not adequately address this significant

9 residue re-handling issue in N2012-1 or even express that there are any plans to review

10 the separation requirements. Apparently the individual plant managers will be left to

11 address this issue on their own. This also brings into question the viability of eliminating

12 Outgoing Secondary operations.
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F. Incoming Primary Operations under N2012-1- Operating Window
Impact

The N2012-1 operating plan calls for Incoming Primary to be processed between

8:00 AM and 12:00 Noon. In present operations, Incoming Primary is run throughout

the day, usually on a set of dedicated machines. This both minimizes set-up and pull-

down times and simplifies mail flows within the plant. Incoming volumes arrive on

surface trips throughout Tour 2, with 3-day air volumes arriving on late Tour 2 and early

Tour 3. The change to a four-hour processing window for Incoming Primary will result in

the following:

• A huge number of OSCSs will have to be used to clear this volume in a
limited window. Using the results from USPS-LR-1/17, on average, a plant
will have to use sixty-five (65) percent of their OSCSs during this period. An
average plant based on the USPS-LR-N2012-1/17 will use 2.87 times more
OSCSs on Incoming Primary than on Outgoing Primary.?

• Every OSCS used on Incoming Primary will have to be set up and swept out.
This is a significant fixed cost for a short run.

• This large number of OSCSs will generate a significant number of light trays,
especially given the large number of 5-0igit ZIPs assigned to a plant under
N2012-1.

• The resulting SCF/City residue that will have to be sorted on a subsequent
OSCS handling does not appear to be accounted for in N2012-1. This will
result in greater inefficiencies given the number of OSCSs required for the
shortwindow.

• The tray breakdown operations necessary to get trays to the OPS machine
will be overwhelmed after the pull down of so many OSCSs.

• Since almost all of this Incoming mail arrived the previous day, staging for
Incoming Primary will take up valuable space on the workroom floor. It is
important to note that as a result of holding the Incoming Mail until the next
morning, most of the First Class Mail will have sat in staging for 10 to 20
hours, starting at noon the previous day until the start of processing at 8:00
AM.

7 See Library Reference USPS-LR-N-2012-1/17, December 5,2011 .
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Based on the aforementioned results, the strategy of running Incoming Primary in

a four-hour window starting at 8:00 AM is completely unfounded. It will create many

additional operational issues that will lead to additional inefficiencies and higher costs.

G. Analysis of OGS Elimination for Flat Operations

The analysis used to quantify the 57-percent reduction in OGS for flats assumed

that the 75 destinations with the highest density would be held out on OGP. The

remainder would still flow to an OGS program. This methodology is reasonable to

determine the handlings that would be reduced as a result of having fewer separations

to make for the network. However, it does not account for the increase in Incoming

Primary handlings that would result from the large number of 5-Digit ZIPs that would

now be included in the new destination assignments, as summarized in Table 11. It

also does not account for the 3-digit ZIPs that are made for plants that are currently

OND and some 2-Day destinations. These 3-digit ZIPs are made to eliminate the SCF

Residue handlings that would result if only a single holdout were used for each plant.

The savings identified by the reduction of OGS handlings would be offset by·

increased distribution handlings at the destination plant. It is not possible to quantify

this impact without determining actual sortation plans at each originating plant. I

conclude that the approach is fatally flawed by ignoring these additional costs. Our best

estimate is thaUhe net savings for all factors would be negligible.
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( H. Summary - Operating Plan Concepts

2 There are substantial flaws in the operating concepts as defined by the Postal

3 Service in N2012-1. Outgoing Secondary operations should not be eliminated. If OGS

4 were eliminated, there would not be savings, but instead additional cost. The concept

5 of processing all Incoming Primary in a four-hour window at the start of Tour 2 is

6 completely unfounded given the multiple issues it creates. The large number of ZIPs

7 that would be assigned to the new plant will require a more sophisticated inter-plant sort

8 design than presented in N2012-1.

Our hypothesis, put simply, is that both Outgoing Secondary and incoming

residue re-handling are necessary in order to avoid significant light tray issues. The

total workload cost savings identified in Table 16 of witness Bradley USPS-T-10

amounted to $74.2 million, of which the reduction in OGS sorting was $22.8 million. As

witness Weed has documented, because of productivity improvement assumptions

applied to OGS operations numbers, the productivity gains of $964.2 million in Table 16

already include $8.9 million savings for the Outgoing Secondary. This is double

counting of savings. In general, all changes in workload or equipment should have

been accounted for prior to the application of an overall productivity increase. Further, it

is questionable whether workload reduction changes should be part of N2012-1,

because these savings opportunities exist in the current excess capacity environment.

(J

4097
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( III. Maintenance Savings

2 I have reviewed the Postal Service's methodology for estimating maintenance

3 and equipment related savings for N2012-1 ..1did not find any issues with the

4 methodology from a finance or an operations perspective. The process should yield

5 reasonable projections as it is revised to reflect actual plant and operations

6 consolidation plans.

7 Based on the FY2010 data from Library Reference USPS-LR-N2012-1/20, the

8 plant and equipment maintenance work hours by LOC are displayed in Table 12 for both

9 the losing and gaining plants.

10

(

11

12

Table 12 8_ Maintenance Hours Before Consolidation (FY2010)

Pllnt Inel~mlnt BII!IIn Qa.iIIW...
Mllmenlnel Function. loIIna PIInIt GIIl*III PIIIIl Camtlliiid

e.tNo ux: 1ft H.. HrI

18 315 MIN __MIlan 1.li6!l886 l11IUJlIIj .tal.•
J,I 3G fIIIIN iF 6rpJp 1.12Cl.391 1&.63G.I81 23.2lilL618
sa 37 filii.. BliII:Iq... 2.168.438 4.021.C181 1.181626
38 31 MllnIl4IIInltMnct .t69&.lIli2 a..'96 1132&. HI
sa 39 filii..MIl IIId - 1.141.926 2.oa.li6II 11911.484

filii.. TlIIiIlI 11.281.691 31&.124 lilL611.116
SlIIIclIIlMWCSU,'.;.A.....lal.l-.l'-UJIISSattlgJ iClIWrQNr:lhlf

8 See Library Reference PRCWIT-LR-N-2012-1/1.
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2 maintenance.,,1o This raises the following questions:
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What do these skilled maintenance employees do the rest of their shift?

How many more maintenance employees will be needed to get the work
done in the compressed window?
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These questions point to a host of issues that will become critical as plants are

consolidated and operating windows are changed. The ability to maintain mail

processing equipment is critical to everyday operations. The scope of disruption that

would be created by N2012-1 concepts does not appear to have been adequately

addressed by the Postal Service. It appears to me that Headquarters makes this into

an issue for local managers to deal with ratherthan acknowledging the issues.

Witness Smith says, "The Postal Service is likely keeping the newer DBCSs, and

Automated Flat Sorting Machine (AFSM) 1OOs with Automated Induction (AI) and

Automated Tray Handling System (ATHS)."11 The newest DBCSs are more than five

years old, and the oldest are more than 20 years old. The tray management systems

are 10-15 years old and the newest AFSMs are 10 years old. There is no "new"

equipment, and increasing the run time will only add to the wear and tear. Maintenance

employees will be spending more time keeping the equipment running. Down times will

increase and parts will require more frequent replacement. It will be necessary to

salvage usable spare parts from excess machines from the closed plants. Salvaging

the spare parts from excess machines is both expensive and time consuming; and

10 See id. at 22, lines 9-11.
11 See "Direct Testimony of witness Smith on behalf of the United States Postal Service," USPS-T-9, at
16, lines 2-5.
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(- keeping these spare parts would mean adding them to inventory. These issues are not

2 addressed in the maintenance analysis of N2012-1.

3

4 V. General Comments on N2012-1
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In this section I will express my opinion on additional issues in this proceeding.

The Postal Service did a national-level analysis that optimized portions of its operations.

It did not, however, sufficiently analyze the proposed operations at the local level. The

answers to questions asking for more detail appear to be that the AMP process or local

managers will take care of it. There are substantial issues inherent in the proposal that

will essentially be left to local managers to figure out. As a former District Manager, I

can predict that this lack of site level analysis will lead to significant implementation

issues.

In the past, there were standardized complement planning tools available for use

(for example, the Business Management Guide (BMG) and before it, the Complement

Planning Guide (CPG». These are no longer available due to Headquarters not

updating them to reflect new employee category changes. The scope of complement

bid structure changes will be unprecedented, yet there are no standardized tools for

18 -developing and managing employee bids.

19 As to planning mail flow, there are no planning models for use in capacity and

20 mail-flow planning. At best, there is the Run Plan Generator (RPG) program, but it is

21 designed to plan next week's operations, not to incorporate another plant into an

C- existing one. There are no mail-flow tools that would allow for mid- and long- range
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operational planning. Headquarters has left it to the field managers to devise their own

planning tools and processes rather than provide standardized tools and processes.

Without national standardized tools and processes, plant consolidation savings will not

be captured as stated in N2012-1. Therefore, the savings will be significantly less than

projected.

Attrition over the past five years has resulted in an exodus of experienced

executives, managers, supervisors, and technical staff. Since these positions

historically come from within the Postal Service, and there has been little hiring over the

past decade, the pool from which management drew has shrunk. Further, if an early-

out is offered to EAS employees, there will be another substantial loss of experience

that cannot be replaced.

This loss comes at a time of unprecedented and difficult change in operations.

The scope and pace of change as proposed in N2012-1, coupled with the lack of

standardized tools and processes, will result in significant issues in implementation.

These issues will limit the field's ability to capture savings while maintaining operational

16 integrity.

17

18 VI. Conclusion

19 In summary, the approach of the Postal Service in N2012-1 fails to consider

20 alternatives that would lead to an incremental consolidation of the mail-processing

21 network. The global elimination of OND service does not need to occur at this time. A
/
~, '. reduction of the Inter-SCF component of OND would create the opportunity to capture
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( much of the savings outlined in N2012-1. It would require a new analysis of

2 consolidation alternatives using the operating plan concepts as outlined in my

3 testimony. The net savings projected by the Postal Service result from an all-or-nothing

4 approach to closing plants. Significant savings could be realized by selectively closing

5 plants, while simultaneously maintaining a high percentage of overnight service.

6 Witness Williams indicated that the savings potential from maintaining some level of

7 overnight service was not as great as from the proposed change. He also indicated that

8 the organization (USPS) determined to fully evaluate the potential opportunity based on

9 the proposed network laid out docket N2012-1. 12 In my opinion, the Postal Service

10 . should not implement N2012-1 as proposed, but should instead develop a more

11 incremental and rational approach to network consolidation.

c..

(
12 See Official Transcript of Proceedings before the PRC, Volume 2, March 20, 2012. at 137.
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Exhibit 1 - Seattle OND Service Area - Current
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3 Source: https:/lribbs.usps.goY/modernselVicestandards/ssmaps/find_map.cfm
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Exhibit 3 - Seattle Proposed OND, 2-Day, 3-Day Service
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3 Source: htlps:/lribbs.usps.gov/modernservieeslandards/ssmapslfind map.elm
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1 CHAIRMAN GOLDWAY: Were there library

4107

2 references that you mentioned? I didn't hear them.

3 Did you mention those in your previous comments?

4 BY MR. COSTICH:

5 Q Mr. Matz, are there library references

6 listed in your testimony that you sponsor?

7

8

A

Q

Yes.

What page of your testimony does that list

9 appear on?

12 indicates the library references.

c:

10

11

13

14

A V, Roman numeral V.

CHAIRMAN GOLDWAY: So your testimony

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: Is that satisfactory for

15 everyone to know that? All right. Then next we will

16 receive written cross-examination. Mr. Matz, have you

17 had an opportunity to examine the packet of designated

18 written cross-examination that was made available to

19 you in the hearing room today?

20

21

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: Are there any corrections

22 or additions that need to be made?

(
'----

23

24

25

THE WITNESS: No.

CHAIRMAN GOLDWAY: If the questions

contained in that packet were posed to you today

Heritage Reporting Corporation
(202) 628-4888
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orally, would your answers be the same as those that

you have provided previously in writing?

THE WITNESS: They would.

CHAIRMAN GOLDWAY: Then with everything in

5 order, counsel, would you please provide two copies of

6 the designated written cross-examination of Witness

7 Matz to the reporter. That material is to be received

8 into evidence and to be transcribed into the record.

9 (The document referred to,

10 previously identified as

c

c

11

12

l3

14

15

16

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II
II

II
II

II
II

II

Exhibit No. PRCWIT-T-2, was

received in evidence.)

Heritage Reporting Corporation
(202) 628-4888
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWfT·T2-1

At page ii, lines 6-8, your testimony refers to your involvement in AMP
studies. Please identify each AMP study tRat you participated in, including
the date of each study, and your role in each study.

Response

I was directly involved with the following AMP sttldies:

• AMP Olympia P&DF Originating to Tacoma P&DC 10/21/2005
• AMP Yakima MPO Originating to Pasco P&DC 11/07/2005

My role in these studies was as follows:

• I directed the completion of both studies.
• I verified the accuracy of both studies.
• I met with the APWU and NPMHU organizations to answer their specific

questions.
• I conducted town hall meetings.
• I met with congressional aides, mailers and, specific to tRe Olympia AMP,

State of Washington officials
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-2

Please indicate whether any of the AMP studies identified in your response to
interrogatory USPS/PRCWIT-T2-1 were conducted in connection with a change in
service standards, and if so, exactly what those service standard changes were
and how they were evaluated in that study.

Response

None were conducted in connection with a change iR service standards.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE

UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-3

At page 31, lines 11-12, your testimony states that "[m]aintenance skilled
employees, for the most part, currently work an 8-hour shift on Tour 2." Please
explain your understanding of how many skilled maintenance employees are
assigned to or actually work among Tours 1, 2, and 3.

Response

My testimony at page 31, lines 11-12, should have read "preventative
maintenance skilled employees". My experience is that you have both
preventative and reactive maintenance skilled employees on all 3 tours. Due to
the nature of mail flow in general, the best opportunity to conduct thorough
preventative maintenance occurs on Tour 2. For example, the DBCSs have
completed operations on Tour 1 and have been swept of all mail, facilitating
preventive maintenance without having to clear the machines of mail.

Plant operations vary, but in general the split of skilled maintenance employees
across the eight plants under my direction had roughly a Tour 1 - 30%, Tour 2 
40% and Tour 3 - 30% proportion. Tours 1 and 3 had a heavy concentration of
reactive maintenance skilled employees, and Tour 2 had a heavy concentration of
preventative maintenance skilled employees with few reactive employees.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-4

At page 32., lines 15-20, your testimony addresses the age of Postal Service
mail processing equipment and presents an opinion regarding the impact on
this equipmer.t resulting from adoption of the changes proposed in PRC
Docket No. N2012-1. Please explain your understanding, if any, regarding
the specific types and sub-types of Postal Service mail processing equipment
that would continue to be used in operations after adoption of the changes
proposed in PRC Docket No. N2012-1, as compared to the equipment that
would' no longer be used in mail processing operations.

Response

My understanding is that there are six (6) phases, or sub-types, of DBCS
machines. Of these, Phase 1 and Phase 2 DBCSs will be eliminated as the
DBCS fleet is reduced in size. Witness Bratta confirmed this in his oral testimony
(pages 957-958). My understanding is that all other types of equipment will
continue to be used as identified in this docket.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-5

At,page 32, lines 21-22, your testimony states that "[s]alvaging the spare parts
from excess machines is both expensive and time consuming." Please quantify
the expense you understand is associated with "salvaging the spare parts from
excess machines"'while identifying. those sources upon which you rely for both
the estimate and your originai statement.

Response

I do not have any q8antitafive data available. I have experience as a BMC and
Senior Plant Manager in making decisions on whether scrapping and/or salvaging
parts from all types of mail processing equipment is cost effective. This
experience has shown me that salvaging spare parts is time consuming and
expensive due to the labor cost of skilled maintenance employees. At times this
function was performed at an overtime rate. The level to which it is time
consuming and expensive depends on a number of factors, such as the scope of
salvage, the time involved in removing and preparing salvaged parts, and the
wage rate of the employees or contractors doing the salvage.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-6

At page 32, lines 21-22, yeur testimony states that "[s]alvaging the spare parts
from excess maohines is both expensive and time consuming." Please quantify
the time you understand is associated with "salvaging the spare parts from
excess machines" while identifying those sources upon which you rely for both
the estimate and your original statement. "

Response

Please see response to questIon USPS/PRCWIT·T2-5 above, as both questions
are identical.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-1

At page 1, lines 4-5 of PRCWIT-T-2 you state that a "central premise" of
theN2012-1 proposal is "virtually all aND must shift to 2-Day."

(a) What is the basis for your assertion that "virtually all" First-Class Mail
currently with an overnight service standard wUI be subject to a 2-day
standard if the proposed service standard rules (USPS Library Reference
N2012-1/7) are ad[ojpted;

(b) After review of the service standard regulations pUblished in the Federal
Register on May 25,2012, please state any basis for reaching the same
conclusion based on the final rules.

Response

a) N2012-1 proposes to eliminate the overnight service standard through
changing the pair-to-pair service standard from 1 day to 2 days. Exceptions
are made for mail that meets certain entry conditions, such as CET of 8:00
a.m. at the SCF, or 5-digit presort entered by a noon CET. In my opinion,
the amount of mail that will fall into this exception category will be minimal,
leading to my assertion using the terminology "virtually all." This opinion is
based on my experience as a plant and district manager with regard to mail
arrival patterns from presort mailers. N2012-1 defines the scope of change
and exceptions in detail. My assertion is that the volume of mail entered
under the exception conditions will be insignificant.

b) Under the interim rules, as stated by the Postal Service, the elimination of
Inter-SCF aND while keeping Intra-SCF aND will maintain approximately 80
percent of the aND volume. This is consistent with the analysis in my
testimony. Under the final rule, I see no basis to reach a different conclusion
than in my testimony or in my response in question (a) above.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-"F2-8

Please refer to Tables 2,4, and. 5 in PRCWIT-T-2.

(a) Was the Service Standards Directory FY 2012 Quarter 1 used to create
those tables?

(b) If your resp.onse to part (a;\ is negative, please identify the source
document.

(c) If your response to part (a) is affirmative, please confirm that the above
referenced directory contains 9,384 3-digit ZIP Code origin-destination
pairs.

Response

a) Correct. It was used to define the service standard pairs that had OND
service. However, volume data from N2012-1/NP11 (FY 2010 Raw ODIS
Volume) was used to populate the ODIS volume for each pair. Some of
these pairs have a zero (D) volume in the FY 2010 data file. The tables are
based on the 8,357 pairs that have volume in the data file.

b) Explained in response to question-Cal above.

c) Confirmed..As noted above, some of these pairs have a zero (0) volume in
the FY 2010 ODIS ADV data file. The tables are based on the 8,357 pairs
that have volume in the data file.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPSIPRCWIT-T2-9

In PRCWIT-T-2, on page 10, lines 5-6, you state that DPS window would expand
from 4 to 7 or 8 hours under your Intra-SCF overnight proposal. Piease describe
and compare the current general DPS opefation window (including start and end
times) with the general operating window that would be in effect under your
proposal.

Response

The current DPS operating window is from 11 :00 p.m. to 7:00 a.m. This period
includes both the first and second pass of DBCS. The second pass window
cannot start until after both Incoming Primary and the first pass have been
completed. As stated by witness Williams on page 13, lines 18-20:

"In addition, incoming primary operations typically run from 7:00 p.m.
through 2:30 a.m., with DPS beginning as early as 10:30 p.m. and running
until approximately 6:30 a.m."

This means that the second pass cannot start until approximately 3:00 a.m.
Based on these times, my statement should have clarified that "the second pass
window would expand from 4 to 7 or 8 hours..." It is the -second pass window that
constrains current operations.

Under my proposal, the second pass turnover would be able to start once
Outgoing Primary, Incoming Primary, and the first pass have cleared. In general,
this would be as early as 11 :00 PM, leadiflg to my statement of expansion "to 7 or
8 hours...."

4119

Under my proposal, the DPS operating window would start earlier on Tour 3, in
the 9:00 PM range, depending on local requirements. The second pass would
start as soon as possible after the clearance of primary operations. The end time
would be the same, or possibly earlier. In general, each DBCS would add one or
more DPS sort plans to fill this expanded operating window. It would also be
possible to create jumbo DPS sort plans, prOVided sufficient stackers and reject
handling procedures are utilized.

( This is consistent with the USPS statement in the Final Rule, pages 6-7:

Presently, the Postal SeJVice's delivery point sequencing (DPS) operations
are generally run for six and one-half hours per day, from 12:30 a.m. to
7:00 a.m. Once implementation of Phase One is complete, the DPS window
will expand to up to ten hours, from 8 p.m. to 6 a.m.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWfT-T2-1 0

In PRCWIT-T-2, on page 10 line 8 and 9, you estimate that the DBCS
requirement would b.e reduced by one-third if only the inter-SCF portion of the
overnight First-Class Mail service standard were eliminated.

(a) Please explain the basis for this estimate, and include in your response all
data on which you rely.

.'
(b) What Delivery Bar Code Sorter operations, other than DPS, would be run

during the proposed DPS window?

Response

a) I determined this as a general, high level estimate, primarily based on
increasing the DPS second pass window from four (4) hours to seven (7)
!'lours. If individual DPS zone characteristics are ignored, then the number of
DBCSs required is a function of the DPS volume and the second pass
window. Based on almost doubling the DPS second pass window, I settled
on a generalization of one-third. The actual reduction would have to be
determined at the plant level, using the DPS sort plan requirements relative
to the local operating environment.

I should have clarified that this one third referr,ed to DPS requirements.
There will be a period at the end of Tour 3 where Originating, Incoming
Primary, and DPS operations are all operating concurrently. My estimate did
not consider the potential impact on DBCS requirements of this overlap.
This would have to be determined at the individual plant levei.

This estimate of DPS DBCS reductions would be directly dependent on the
extent of Inter-SCF versus Intra-SCF at the plant leve1. A plant that has no
Inter-SCF aND component would not be impacted under the proposed
alternative. A plant with a high percentage of Inter-SCF aND, or a very late
arriving last Inter-SCF aND committed trip, would have the largest
opportunity.

b) In general, no other DBCS operations would be run during the proposed'
DPS window. However, the exception is where the Outgoing Primary I
Secondary and Incoming Primary' operations overlap with the early part of
the DPS window. Once Outgoing and Incoming Primary operations have
closed, only DPS would remain to be processed. There might also be some
need for carrier-route sort operations. Depending on ClOSS operational
capacity, the PARS related operations might run in the Tour 1 / DPS window.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-11

Please explain fully the question you pose in quotation marks at In PRCWJT-T-2,
page 8,lines 9-10.

Response

For reference, this is the question referenced above:

A key question related to our analysis is as follows: "How much mail that is
currently in the plant will stay in that plant after N2012-1, but move from
OND to 2-Day"

In the consolidation scenarios of N2012-1, a gaining plant has its own (current)
Intra-SCF OND volumes. The mail flow for this mail would not change for a
gaining plant. Under N2012-1, even though this mail is still worked in the same
facility, the change in service standards and the shift to DPS processing on Tour
2 would result in its receiving 2-day delivery instead of OND. The question posed
is intended to quantify this mail segment.

My testimony subsequently answered this question on page 9:

The answer to the question posed above is 46.5 percent of the volume
nationally is currently turnaround in a plant that will not change under
N2012-1. This means, for example, that all of Seattle's mail would move to
2-Day, just so that Everett, Tacoma, and Olympia can be consolidated into "t.
Our alternative would preserve OND for Seattle's turnaround mail, yet still
create the opportunity to either reduce DaCS equipment or consolidate one
or more facilities into Seattle.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPSiPRCWiT-T2-12

In PRCWIT-T-2, page 9, Table 5, please explain in detail the calculation of the
values for each cell.

Response

For reference, the following is the library reference location:

Table 5, Page 9 is from Library Reference PRCWIT-LR-N2012-1/5, excel
sheet PRCWIT-LR-N2012-1_5.xlsx, work sheet tab "Table 4".

Analysis Of N2012-1 Plants - OOIS ADV FCM Volume

Destination

ONDADV No Change Change

Single Piece Turnaround Inter-8CF Turnaround Inter-SCF Total.

No-Change 46.5% 4.5% 7.2% 2.8% 61.0%
C
'0 Change 4.9% 2.3% 29.3% 2.5% 39.0%"C
0

Total 51.4% 6.8% 36.5% 5.3% 100.0%

The percentage calculations were based on the volume data on lines 14-16 of the
above referenced excel sheet, and shown below:

Origin No-Change 25,765,123 2,493,977 3,962,614 1,559,219 33,780,933
Change 2,701,006 1,264,852 16,254,133 1,403,485, 21 ,623~476

Total 28,466,129 3,758.829 20,2:16,747 2,962,704 55,404,410

This volume data is taken from the FYi 0 ODI8 ADV FCM volume file in Library
Reference NP-11. It represents the FCM volume with an OND service standard.

The OND ADV FCM volume data for each of the above cells is based on th'e
proposed consolidated plant structure as defined in the "Data" tab of the
referenced excel file. Columns J, K, and L in the "Data" tab indicate if the Origin
to Destination OND 3-Dlgit pair is turnaround (Column J), if the Origin Changed
(Column K), and if the Destination Changed (Column L).

The formulas in cells D14:G15 sum the OND ADV based on the conditions of
Columns J, K, and L. The formulas use the Excel SUMIFS function against the
database in tab DATA to generate the values in the table.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

Turnaround is defined as if the Origin plant is the same as the Destination plant.
This was determined by comparing the value in column E to F and column H to I.

"Changed" is Defined as the plant designated in the original N2012-1 listing is
different than the current plant. This was determined by comparing the value in
column E to H for Origin, and column F to I for Destination.

The table uses these three factors - Origin/Destination, Turnaround/Not
Turnaround, and Changed/Not Changed - to segregate the OND volume into the
eight categories of the table.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

iJSPSiPRCWiT·T2·13

Please elaborate on your comment at PRCWIT-T-2, page 8, lines 15-16, and
further compare and explain the differences between Tables 4 and 5.

Respons~

FGf reference, the comment cited above is shown below:

Note, since the results are based on the proposed-plant 3-digit assignments,
they do not align exactly with Table 4.

Table 4 of my testimony shows the percentage of Turnaround Mail for current
facilities. This uses the 3-digit ZIPs assigned to each facility to calculate the
portion of OND that is "Turnaround" or "Intra-SCF".

Table 5 uses the same volume data, but remaps the plants into the original
N2012-1 proposal. It also creates additional breakdowns to show if the Origin or
Destination faciUty changed as part of the consolidation plan. Under the
consolidation plalTfor plants, the new 3-digit ZIP assignments changes what is
Inter- and Intra SCF. This table, as explained in the previous question, breaks the
volume into tRe two dimensions - Change/No Change and Turnaround/lnter-SCF.

Since the two tables use two different sets of 3-digit ZIP assignments to a mail
processing facility, the values for T~maround and Inter-SCF will not be identical.

Table 4 is ifltended to show the current levels of Intra and Inter SCF. Table 5 is
intended to show how this will change under the original facility consolidation
plan.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2·14

At PRCWIT-T-2, page 10, lines 1-4, you state:

For example, Canada Post Corporatiofl (CPG), while having no OND
commitments, actively measures and manages "Day minus One" service
performance for its turnaround mall that receives overnight service, plus
early arrivals from other plants that also receive overnight service.

Please describe how CPC's implementation of letter sequencing or Delivery Point
Sequencing is affectingihis practice.

Response

To my knowledge, the implementatiofl of letter sequencing or DPS is not affecting
this practice. Automation Carrier-route sortation is performed on Tour 1 at
Canada Post. When DPS is implemented, it too is processed on Tour 1. It is this
Tour 1 processing that results in D-1 delivery.



c RESPONSESOF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT·T2-15

At PRCWIT-T-2, page 11, line 13, you state that additional storage costs would
be created by the move from OND to 2-day service. Please provide the
analysis and underlying data that you performed to arrive at this conclusion.

Response

Currently, Turnaround and Incoming Primary mail moves from the DSCS directly
into DPS processing, possibly through an intermediate bull-pen type staging
operation. These bull-pen staging operations are designed around a same-tour
processing concept. When DPS moves to Tour 2 from Tour 1, all turnaround mail
will have to be staged until the following morning. This will require additional
staging space and additional mail handling associated with staging. For Incoming
Primary mail, it will arrive in the afternoon and on Tour 3. It will all have to be
staged for the next morning's processing. Currently this volume moves right into
Incoming Primary operations. This will require additional staging space and
additional mail handling associated with staging.

I did not perform a data oriented analysis to arrive at this conclusion: It is evident
to me that the nature of-having to now store all turnaround mail and all
unprocessed Incoming-Primary mail until the following day will lead to increased
storage costs. The amount of these costs would be dependent on the faeility
characteristics and operating parameters of individual processing plants.
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT-T2-16

At PRCWIT-T-2, at page 24, line 20, you state that: "Our .estimate is that the
OLTA understates the number of light trays by as much as 50 percent." Please
full[y] explain the analysis and provide the underiying data relied upon for
making this estimate.

Response

The methodology used by the Postal Service to determine the number of OGP
DBCSs required was based on a 6.5 hour run time per DBCS at 27,500 pieces
per hour. This value was used in our OLTA to determine the number of DBCSs
required for the "current plant" analysis. For the "new plant" analysis, the number
of DBCSs was taken directly from Library Reference 17.

A key concept in our analysis is that if you open up a DBCS on OGP, you
generate at least one tray for each bin (destination) on the sort plan. The analysis
is based on all DBCSs running 6.5 hours. In reality, some DBCSs run more than
this, some run less. The total number of DBCSs actually sorting mail is greater
than the number calculated using the average value. My estimate is that the
actual number of DBCSs running is 30 to 50 percent higher than the calculated
average.

The OLTA calculated light tray levels as based on the average of 6.5 hours.
If a DBCS OGP run'is less than this, then more light trays would be generated
than as calculated in the analysis. It would be typical, in my estimation, that the
shortest run MLOCR for a night could be 3 to 4 hours. This would create more
light trays. While the longer running DBCSs would generate fewer light trays, in
my estimation, the shorter run-time DBCSs effect would be greater than the
longer run-time effect.

I considered these two effects - that more trays are generated because more
DBCSs are" actually used than the average and that there are shorter runs on
more machines - when making my estimation that "Our estimate is that the OLTA
understates the number of light trays by as much as 50 percent." I intended this
estimate to be an upper limit of the light tray understatement of the model.

In my opinion, the analysis sufficiently documented the light tray effect and my
subsequent conclusions. I did not do any further analysis to support this
estimation. Such an analysis would require individual DBCSs to run data and a
restructuring of my analysis to reflect the calculation of the number of DBCSs
used, based on multiple machine run times rather than an average. In my
estimation, a more detailed analysis would only further demonstrate the need to
continue the Outgoing Secondary sortation..
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RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPSiPRCWIT-T2-17

Please refer to PRCWIT-T-2, page 25, lines 17-21. Based on ODIS or volume
densities, have you examined whether the majority of incoming letter mail would
get the proper primary sortation on the first handling?

Response

I did not perform any analysis regarding the amount of incoming letter mail that
would receive the "proper primary sortation on the first handling." It would clearly
be more than the "majority," presuming the majority means 51 percent.

Such an analysis would require density data, sortation requirements, and
machine bin capacity data. It would have to be calculated at an individual plant
level for accuracy and value added purposes.



(

c

RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRCWIT·T2·18

At PRCWIT-T-2, page 13, lines 14-16 you state:

If OND cannot be supported, then the excess DBCS capacity during the
day could absorb these volumes, trading off substantial cost savings for
the loss of OND seNice in an AMP scenario.

Please identify the operations that would be absorbed during the day.

Response

For reference, below is the entire paragraph (page 13, lines 10-16) from my
testimony:

For low-volume plants an Outgoing AMP, or a full-closure origin/destination
AMP, would require change ofOND to 2-Day where time and distance
cannot support OND commitments. Under the alternative of eliminating only
Inter-SCF OND, AMP studies would fall into two categories: move
operations and maintain OND, or move operations and eliminate OND. If
OND cannot be supported, then the excess DBCS capacity during the day
could absorb these volumes, trading off substantial cost savings for the loss
of OND service in an AMP scenario.

My intent was to describe a scenario where a plant would have both OND and 2
Day commitments for its Intra-SCF after the AMP. Those ZIPs that came into the
plant through the AMP would be 2-day. The plant's current Intra-SCF
commitment for OND would not change for its existing DDUs.

It would be the AMP ZIPs that would have DPS performed daring the day. From
a scheduling standpoint, I would run DPS for these DDUs at the end of Tour 2 or
the beginning of Tour 3 and transport them back to the DDU through the return of
their collection trips.

For a hypothetical example, let's assume Yakima andlor Wenatchee were to be
AMP to Seattle. OND could not be supported due to the distance involved, but
their collected mail would make Day 0 processing. DPS for them would be run
during the day and transported back on the return collection trips. Seattle's
existing OND commitments would not be impacted. DPS would remain on Tour 1
for OND commitments and run during the day for the AMP DDUs under a 2-Day
commitment. The plant (after AMP), would not have a pure Intra-SCF OND
commitment.

No other operations were considered for absorption during the day under the
concept as described.
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USPS/PRCWiT-T2-i9

At PRCWIT-T-2, page 15, line 20 to page 16, line 2 you state:

The addition of more 3-digit ZIP sort responsibility to a plant (AMP) would
create a higher residue volume to Incoming Primary. This increase is likely
a reduction from the total system handlings of two plants, but in my opinion,
it is not a significant reduction.

Please explain in detail the basis for your opinion.

Response

For this explanation, let's assume mail that the gaining plant sorts and generates
a single tray for the destination plant. Then the destination plant completely sorts
it on their incoming primary in exactly one handling. When the destination plant is
moved to the gaining plant, it increases that plant's separation requirements. It
would likely add the bins for the larger volume DPS sort plans on OGP and flow
the remainder to Incoming as residue. This finalization on OGP would mean that
the total handlings to sort this segment to DDU would be less than one, since only
the residue portion is re-handled. At this point, system handlings are reduced.

However, if the addition- of new holdouts bumps an AADC from OGP to OG8, or
bumps. one of the current plant's holdouts to 8CF residue, then the net system
handlings change. Thus, the level to which net system handlings are reduced is
dependent on the availability of new bins to accommodate new holdouts on the
OGP pro-gram. These new bins might be already vacant bins on the current OGP
sort plan or be created by adding stacker modules to the DBC8s.

On the incoming side, the number of handlings wouid be dependent on the
number of stackers available to accommodate the new sortation reqUirements
and the characteristics of the ZIP densities. Note the same light tray issues
identified in outgoing operations also apply to incoming operations for very small
volume, non-automated ZIP codes.

The determination of the impact on net system handling would require that an
analysis be completed at the individual plant level, then summed up for a network
total. This would be a complex process and outside of the scope of my testimony.

Based on my understanding of these concepts, I made the statement that "it
would not be a significant reduction." For this issue, I would estimate the
reduction to be in the range between 10 and 25 percent.
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USPS/PRCWIT·T2-20

Please refer to PRCWJT-T-2, page 17, lines 11-24.

(a) Did you differentiate between-local and non-local Outgoing Primary (OGP)
OBCS?

(b) What was the number of OGP OBCS machines that you determined were
being used for Outgoing Primary?

(c) Please more fully Identify the document referenced as "NP-11" on line 12.

Response

a) I am not familiar with the terminology "local and non-local Outgoing Primary
(OGP) OBCS." For outgoing primary operations - collections and metered
mail - there is no distinction between local and non-local in my experience.
As such, I made no differentiation.

b) For the analysis in the file "OGS Light Tray New Plants", the number of
OGP OBCSs was taken from the Library Reference 17-

17_ZipAssignment_Locallnsight.xls.

The total number-is 738. In the model, the number was rounded up to reflect
that-any portion of a machine utilized forOGP would equate to an actual
OBCS operating, resulting in a full set of trays being generated. The
rounded up total is 756.

For the file "OGS Light Tray Currel'lt Plants" analysis, the number was
calculated based on 6.5 hours per OBCS at 27,500 pieces per hour, or
178,500 pieces per OBCS. The corrected rounded up total number is 812.
This is found in file NP11 OGS Light Tray Current Plants V1.xlsx, sheet
Summary Report, cell M5.

In the file above, in Sheet "Rpt Plant Summary", cell G7 should also show
812, but has an incorrect formula. It was not adjusted for the additional rows
added when created from the "New Plant" file. This will be corrected in our
errata submission.

In the Current Plant analysis, only plants with AFCS operations were
included. This excluded 6.8% of the volume, resulting in a different number
of OBCSs between the two scenarios. This exclusion was done to simplify
the current plant analysis. In my opinion, this exclusion does not impact the
analysis or my conclusions.

'LU.L



(
\..

RESPONSES OF WITNESS MATZ TO INTERROGATORIES OF THE
UNITED STATES POSTAl:. SERVICE

c) USPS Postal Service Library Reference N2012-1/NP11

Library Reference Title:

Raw ODIS Volume Data Utilized to Develop LR-USPS-N2012-1-13
file "USPS.lR-N2012.1.13.xls"

The file FY2010.zip was used. This file contains the raw Origin-Destination
Information System (ODIS) volume Data Utilized to Develop LR-USPS
N2012-1-13 file "USPS.LR-N2012.1.13.xls" in LR-USPS-N2012-1/13".

This file is described in "ODIS DATA Record Layout.doc".
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USPS/PRCWIT-T2·21

At PRCWIT-T-2, at pages 24-25, you state that running more outgoing OBCSs in
a shorter window "only further justifies the need for OGS processing in order to
avoid significant light tray generation."

(a) Are you proposing the use of outgoing secondary solely to consolidate
trays?

(b) If your response to part (a) is affirmative, did you consider the option of
consolidating trays for a specific destination when it 1s cost effective for
operations or transportation?

Response

C:. For reference, below is the full paragraph that contains the reference above:

A more detailed analysis would be necessary to accurately calculate the tray
impact of using more DBCSs for only the peak outgoing period. Our
estimate'is that the OLTA understates the number of light trays by as much
as 50 percent: Regardless of the actual level of the understatement, the fact
that DBCSs are used for four hours to meet peak operational demands,
which generates more light trays if there is no OGS, only further justifies the
need for OGS processing in order to avoid significant light tray generation.

a) For clarification, I interpret your question to mean that our proposal would
involve taking trays that have already been sorted to' an MOC level, but are
not 'full', and re~feeding them on a OBCS for the sole purpose of creating fun
trays. No, we are not propos'ing this process.

I use the term Outgoing Secondary to mean the normal process of faking a
residue tray containing mixed MOCs from an Outgoing Primary DBCS and
performing a second sortation to MOC destinations.

b) Not applicable, as my answer in (a) is negative.
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USPS/PRCWiT-T2·22

At PRCWIT-T-2, on page 26, you assume that "most DBCSs have 194 bins."

(a) What is your basis for this assertion?

(b) Please confirm whether it is your understanding that DBCSs can be
enlarged by adding additional stackers if a larger machine is determined to
be more cost effective.

Response

a) My understanding is that the standard size of the DBCS is 194 stackers.
I do not have data on the exact breakdown of DBCS equipment by their
number of stackers.

b) Enlarging a DBCS by adding stackers where justified is standard practice.
My understanding is that the additional stackers are usually justified based
on DPS bin requirements.
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USPS/PRCWIT-T2-23

At PRCWIT-T-2, page 25, Iines7-8, you state: "The thirteen (13) plants with more
than 600 5-Digit ZIPs would have significant residue re-handling."

(a) Please estimate the percentage of volume that would need to be re
handled -and explain the basis for your estimate.

(b) What initial separations did you use to determine the re-handle ZIPs?

(c) Please state whether it is your understanding that Outgoing Primary
sorting can (where deemed appropriate) have more than one stacker
for each destination plant (for example, a destination site can be split
into sub-sites -- Clarkville-1 and Clarksville-2 -- in an Outgoing
Primary sort scheme).

Response

a) I would estimate that between 10 and 30 percent of the volume would be
rehandled.

This estimate could vary based on the exact sortation requirements of the
individual plant. It is common that DPS sort plans cover two or more ZIP.
codes. The exact number of DPS sort plans would be a key factor in
determining the re-handling rate. The number of separations for low
volume ZIPs would also be a key factor. Some SCFs have a large number
of 5-digit ZIPs that .require individual stackers, but have low volume.

b) I did not determine ihitial separations or perform the plant level analysis
necessary to determine the re-handle ZIPs. In general, I would re-handle
the lowest volume ZIPs.

c) I understand that Outgoing Primary sorting can have more than one
stacker for each destination plant.
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USPSfPRCWIT-T2-24

At PRCWIT-T-2, at pages 33-34, you opine that USPS savings would be
significantly less than projected because of the lack of standardized tools and
processes for operational mail flow and capacity planning. At page 33, you state
that Run Plan Generator (RPG) is not designed for planniAg for the consolidation
of one plant's operations into another plant.

(a) Is it your understanding that RPG is not designed to be used to create a
model for a mail processing operation that can be defin-ed by such factors
as volume of mail to be processed, productivity, operating window, and
production unit (e.g., mail processing machine, manual case)?

(b) Is it your understanding that RPG cannot be used for modeling operational
consolidations that are examined through the USPS Handbook PO-408
Area Mail Processing (AMP) guidelines?

(c) Are you aware whether RPG was used to model in connection with any
recent AMP studies?

Response

a) My understanding is that RPG was designed to create a plan for a single
plant's machine operations based on that plant's historical data. This plan is
intended to be used by plant operations managers as a guide to running
operations for the day. It is generated in advance of operations, usually the
previous week. It does use such factors as volume of -mail to be processed,
operating window, and machine type. It uses machine throughput (pieces
per wall clock hour) rather than productivity (pieces per employee work
hour).

I did not state that that RPG could not be used for planning for the
consolidation of one plant's operations into another plant. I stated it was not
designed to do that function. There are aspects of consolidation that are not
done directly in RPG. For example, RPG does notflow mail from primary
operations to secondary or DPS operations. RPG uses the historical actual
run plan volumes. In consolidation, the flows, and thus reSUlting volumes,
would change between primary and secondary operations. Separate
analysis and manual input would have to accommodate these types of
changes.
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RPG is also not desi§ned as a model to evaluate operational or equipment
requirements in the context of consolidation scenarios. RPG schedules a
fixed volume of sort plan inputs across a fixed number of machines.
Determining the optimal machine requirements would require multiple runs
and multiple inputs lype of approach. The point I was intending to make is
that a model designed to determine consolidation impacts and requirements
would be more appropriate than repurposing RPG to that task.

b) As stated above in (a), it is my understanding that RPG could be used for
modeling operational consolidations.

c} I am not aware of how RPG was used in connection with recent AMP
studies.

'±.L~ I
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CHAIRMAN GOLDWAY: Is there any additional

written cross-examination for witness Matz?

(No response.)

CHAIRMAN GOLDWAY: O~ay. That means

everything is in order, and it brings us to oral

cross-examination. Only the Postal Service has

requested oral cross-examination. Is there any other

participant who wishes to cross-examine Mr. Matz?

(No response.)

CHAIRMAN GOLDWAY: Is it Mr. Smith who is

doing it or Mr. Tidwell today?

MR. TIDWELL: Madam Chairman, Michael

Tidwell on behalf of the United States Postal Service.

After consultation with my colleagues, we've

determined we have no questions for this witness today

except in the form of any followup to questions from

the bench.

CHAIRMAN GOLDWAY: Okay. Well, that's very

interesting. I believe that the commissioners have

some questions for Mr. Matz, and I'd be happy to hear

from which commissioner wants to proceed. Mr. Acton,

Commissioner Acton?

COMMISSIONER ACTON: Good afternoon, Mr.

Matz. It's nice to meet you. We appreciate your

expert assistance in developing our record here today.

Heritage Reporting Corporation
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THE WITNESS: Thank you.

COMMISSIONER ACTON: You're familiar with

the Postal Service's modified plan for implementation

of the mail processing network realignment?

THE WITNESS: I am.

COMMISSIONER ACTON: Can you discuss ways in

which Phase 1 implementation that maintains 80 percent

of overnight delivery while consolidating 140 plants

may be or may not be similar to the alternative that

you and Witness Weed are proposing in your testimony?

THE WITNESS: I would say it's very similar,

probably identical.

COMMISSIONER ACTON: That's close enough.

CHAIRMAN GOLDWAY: With regard to the

specific facilities as well?

THE WITNESS: Well, I didn't specify in my

testimony specific facilities. I only looked at a

process as an alternative that the Postal Service did

or did not look at in advance or think about as an

alternative. So as far as the facilities

don't think whether it's 48 facilities or 12

and I

facilities or 100 facilities in Phase 1, I'm not so

sure that matters. What really matters here is can

the Postal Service still provide a reasonable amount

of overnight delivery and still achieve what they want

Heritage Reporting Corporation
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with consolidation as far as the amount of savings

they can realize with consolidation.

So I don't think which facilities is in my

mind is an issue here. It only has to do with whether

or not you can maintain at the gaining plant the

resources that you need and the floor space you need

to process more mail for other facilities as the

facilities that you gain from plants that are closed

down. So I don't think there'S an issue here with

which facilities specifically.

CHAIRMAN GOLDWAY: Do you have other

questions?

COMMISSIONER ACTON: No. Thank you.

CHAIRMAN GOLDWAY: . In your testimony, you

refer to the Postal Service's previous implementation

of a national program to standardize the assessment of

bins to outgoing secondary.

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: In addition, you outline

several examples of how light trays increase system

costs. The Postal Service has indicated in its

modified plan that it does not intend to eliminate

outgoing secondary until Phase 2. Can you provide a

general description of why the Postal Service

undertook this standardization program? For example,

Heritage Reporting Corporation
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was the Postal Service aiming to eliminate costs

associated with light trays, or was that a secondary

focus of the program?

THE WITNESS: I believe you're asking me why

5 they had a standardized outgoing secondary, and there

6 was a number of reasons, but primarily is when you

7 have light trays, it creates a lot of issues. It

8 creates extra handling within a facility. Light trays

9 create transportation issues as far as cube and of the

10 amount of trays you can put on a specific truck. And

11 when the trays get to the other end, to the

12 destinating plants, it's more difficult to feed a

( 13 machine at the other end at the gaining plant when you

14 keep grabbing light trays.

15 You know, it's easier when you've got full

16 trays. It's easier to keep a machine operating if

17 you're just feeding that machine with full trays as

18 opposed to half trays or quarter trays or just a few

19 letters in the tray.

20 CHAIRMAN GOLDWAY: So do you think the Phase

21 1 approach is more efficient then because it

22 eliminates the problems of light trays, or is it less

23 efficient because it provides more light trays?

(

24

25

THE WITNESS: Well, my understanding is that

they're going to keep the outgoing secondary in place.

Heritage Reporting Corporation
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1 So, to me, that's more efficient. I think no matter

2 what phase you're on, you need to keep the outgoing

3 secondary, the incoming primary secondary. You need

4 to keep those secondary sorts because it saves you

5 money in the long run.

6 CHAIRMAN GOLDWAY: I have a question here

7 with regard to equipment. In your testimony, you, say

8 there is no new equipment and increasing the run time

9 will only add to the wear and tear. Maintenance

10 employees will be spending more time keeping the

11 equipment running.

12 I don't remember his name, but I remember

13 hearing from Postal Service managers that the useful

14 life of mail processing equipment is really determined

15 by the number of pieces processed, just as the useful

16 life of an automobile is measured by how many miles

17 it's been driven. Do you think that's a valid

18 observation? And if so, do the costs associated with

19 this equipment, including maintenance, spare parts,

20 depreciation, tend to increase in proportion to the

21 number of pieces processed?

22 THE WITNESS: Well, first I think the

23 assumption that the Postal Service person made is

24 valid. It's part of it. Witness Rosenberg I believe

(
"--.

25 stated that the equipment now would run -- and she was

Heritage Reporting Corporation
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primarily talking about the DBCSs -- would run 20

hours a day. Right now they're running six to eight

hours a day.

The problem comes about from not only that

you're running that equipment now 20 hours a day, so

equipment that would last you say 10 years may only

last you four years now because you're running that

equipment so much more. But from an operating

standpoint, if you're working in a plant and you've

got a piece of equipment that's running 20 hours a

day, the only time that that equipment is going to get

maintenance now is a four-hour maintenance window.

But that equipment has had a lot more harder use, and

probably towards the end of that 20 hours, anywhere

between after 10 hours say, the equipment is going to

feature more jams because there's very fine tolerances

on mail processing equipment and the more you run it,

those tolerances tend to shift a little bit.

So you're not getting the thicker stuff

through obviously. Some really fine stuff doesn't go

through. The maintenance people every day, when they

do their preventative maintenance, they correct all

those tolerances. They check all the belts. The

belts tend to stretch over time. So that equipment

now running 20 hours straight is going to have a lot

Heritage Reporting Corporation
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more maintenance issues than it did when it was just

running 6 to 8 hours.

CHAIRMAN GOLDWAY: Do you think the Postal

4 Service has accounted for those problems in its

5 plants?

6 THE WITNESS: I can't answer that. Based on

7 the testimony that was given by the Postal Service

8 witnesses, they did address the issue of the equipment

9 running longer. I suspect or my opinion is that the

10 issues are going to be greater than what they think.

11 And that comes from a perspective of operating a large

12 plant for many years and watching the equipment and

13 seeing how the equipment operates on a daily basis and

14 how much maintenance it takes to keep this equipment

15 running.

16 VICE CHAIRMAN LANGLEY: Can I ask a

17 followup, if I could interrupt just for a second.

18

19

CHAIRMAN GOLDWAY: By all means.

VICE CHAIRMAN LANGLEY: Is there a fine line

20 between how long a machine runs and how much it costs

21 to maintain it? You just alluded to that, but what is

22 the calculation on that?

23 THE WITNESS: You know, I can't answer that.

24 Is there a fine line?

25 VICE CHAIRMAN LANGLEY: You know, on a car,

Heritage Reporting Corporation
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3 maintained or a piece of mail processing equipment is

4 properly maintained every day, it has a long useful

5 life. The issue here is, though, not so much that

6 we're running it longer, but it's longer than what's

7 normal. I mean, you were only running it six to eight

8 hours before. Now you're running it 20 hours.

9 VICE CHAIRMAN LANGLEY: Right. You're going

10 20 hours a day.

11 THE WITNESS: Twenty. And according to the

12 Postal Service witnesses, it's 20 straight hours. And

13 then it's going to get preventative maintenance. You

14 know, a lot of these costs are probably not going to

15 come forward until we actually start consolidating the

16 plants and, you know, in Phase 1, they're going to

17 start to see the issues as they come forward as they

18 change their operating window.

19 VICE CHAIRMAN LANGLEY: Well, from your

20 experience at the Postal Service, is there a specific

21 number of hours that a machine runs that might be too

22 many?

23 THE WITNESS: No, I don't think you can say

24 that. I think each machine has its own operating

(
25 characteristics. Some machines that we would get in

Heritage Reporting Corporation
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1 the Postal Service, it's like the lemon law. I mean,

2 we would get an ASCS or a DBCS or whatever and no

3 matter what you did you couldn't keep that equipment

4 running. It was always constantly having problems.

5 But other machines, you know, not an issue with them.

6 They get their preventative maintenance, they run like

7 clockwork.

8 I got to tell you the maintenance people in

9 the Postal Service know what they're doing. They know

10 how to keep these machines operating and, you know,

11 they do a great job. But you can't lump them all into

12 the same group and say now these are all going to cost

( 13 you more money to operate because it doesn't work that

14 way. At the local level, individual machines becomes

15 the issue.

16 VICE CHAIRMAN LANGLEY: will downsizing the

17 number of employees impact the Postal Service's

18 ability to properly maintain the machines that are

19 running longer periods of time?

20 THE WITNESS: I did not see that in the

21 Postal Service's testimony, that they were going to

22 downsize the maintenance group to do that.

23 VICE CHAIRMAN LANGLEY: I'm not talking

24 about this particular proposal, but as volume

(
25 decreases, the Postal Service is certainly looking

Heritage Reporting Corporation
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1 through retirement incentives to decrease the

2 workforce.

3 THE WITNESS: I don't know specifically how

4 to answer that. The Postal Service has lost a lot of

5 expertise over the last five or 10 years, you know.

6 It's just the way it is. But, you know, there's

7 always people coming behind it, and the Postal Service

8 does a great job in the way they bring people up to

9 run these big operations. You know, I don't know. I

10 can't answer that.

12 dedicated, so certainly they do their best work.

(

11

13

VICE CHAIRMAN LANGLEY: The employees are

THE WITNESS: Yes, absolutely. I mean, I

14 can't tell you how much the employees of the Postal

15 Service are dedicated. They are terrific.

16 VICE CHAIRMAN LANGLEY: Well, thank you. I

17 took you a little bit away from your testimony. I

18 appreciate it.

19 CHAIRMAN GOLDWAY: So you mentioned various

20 kinds of machines. I know that we followed the saga

21 of the FSS machines and the problems they've had. Do

22 DBCS machines have particular problems, or are they

23 generally a better machine than others? Can you

24 characterize?

25 THE WITNESS: Well, I guess, Madam

Heritage Reporting Corporation
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1 Chairperson, to answer your question there is there

2 has been six phases of DBCS machines and it's just

3 like anything else. You know, the sixth time you make

4 the Corvette is better than the first time you make

5 it, so there has been improvements all the way

6 through.

7 The worst machines we've got or we had were

8 the Phase 1 and Phase 2 machines. And as I read in

9 the testimony that the Postal Service obviously is

10 going to -- as they consolidate down the plants,

11 they're going to look to get rid of the Phase 1 and

12 the Phase 2 machines. So, you know, they're a good

( 13 machine, you know. The DBSCs are great machines, and

14 it's just that you're going to be using them a lot

15 more now. It's just, you know

16 CHAIRMAN GOLDWAY: So are you aware of any

17 DBCS machines that are currently running 20 hours a

18 day?

19 THE WITNESS: Not in my experience, not that

20 I'm aware of. And there may be, but I'm not aware of

21 any.

22 CHAIRMAN GOLDWAY: So as far as you know,

23 there isn't a test out there to whether they can

24 withstand the 20 hours without problems.

25 THE WITNESS: Well, I'm sure at the

Heritage Reporting Corporation
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maintenance test facility in Norman they've got DBCSs

that they've tried running 24 hours straight hours or

3 whatever. I don't know. But I can tell you that as

4 an overall practice of running these machines 20 hours

5 a day is going to put a strain on it.

6 CHAIRMAN GOLDWAY: Okay. I think that that

7 covers the -- oh, no, I have one more question here.

8 Are you familiar with the Federal Register notice

9 associated with the new phased implementations, the

10 Phase 1 implementation program?

12 me asked me if I was familiar with it, and I was.

(

11

13

THE WITNESS: The Question 8 that they asked

CHAIRMAN GOLDWAY: Okay. And one of the

14 changes that the Postal Service states in that Phase 1

15 is changing the operating hours for DPS processing

16 from 6.5 hours to 10 hours. Are you aware of that in

17 the proposal?

18

19

THE WITNESS: Yes.

CHAIRMAN GOLDWAY: So when you worked at the

20 Postal Service, how long was the DPS operating window?

21

22

THE WITNESS: six and a half to eight hours.

CHAIRMAN GOLDWAY: Okay. Have you evaluated

23 any information as part of your work here today that

24 gives you any empirical insight as to if the DPS

(
\

25 operating window is currently 6.5 hours?
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THE WITNESS: 6.5 hours?

CHAIRMAN GOLDWAY: Is that the standard?

THE WITNESS: I mean, that's pretty

standard, sure. Across the plants, across the

country, that's pretty standard. And, you know, the

bottom line is that, you know, you're constrained.

You've got constraints at the plant and you've got to

work your incoming primary -- or I'm sorry. You work

your outgoing primary, then you work your incoming

primary, you know, and then you can start your DPS.

You can start first pass DPS any time. But the key is

the second pass.

You cannot do anything -- you cannot start

that DPS second pass until you've got the outgoing

primary, the incoming primary and the first pass done.

So, at a typical plant across the country, you're

looking at about a four-hour window for maybe 2:30 to

3:00 until 7:00 to run that second pass.

So the whole issue has been with -- and it

was an issue going way back -- is that because of the

OND, the overnight delivery area that you covered, you

could not really do anything with the second pass

until the last trip came in from the farthest point,

and it may only have five letters on it. But you

cannot do anything at your plant as far as second pass

Heritage Reporting Corporation
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DPS until that comes in the plant, goes through the

outgoing primary, goes through the incoming primary

and first pass DPS. So that was the constraint.

In the Pacific Northwest -- I know it's a

long ways from here. But the Pacific Northwest, our

aND area for the city of Seattle or for the Seattle

plant was from the Canadian border all the way south

of Olympia and all the way up around the Olympic

peninsula. You can imagine that the trips coming in,

especially on a Saturday because we consolidated

everything on a Saturday into the Seattle plant, we

had to wait for those last trips to come in.

During the week, Tacoma has to wait for the

last truck to come in from the Olympic peninsula, the

far out reaches, before they can do it. So it's

always been a constraint. So the issue is how much

are you going to give up in costs versus service.

There's the issue. And the Postal Service has had

quite an aggressive overnight delivery area.

But I think if you look at my testimony, it

talks a lot about the fact that if you just do intra-

SCF, then, you know, you can probably cut off a lot

earlier, 9:00, maybe even earlier in some plants.

Well, there is a huge difference. Then you can start

that second pass earlier. Well, if you can start the

Heritage Reporting Corporation
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second pass earlier and you've consolidated in a lot

more plants into yours, then you're going to have the

3 time to DPS those other plants in that timeframe. Now

4 maybe you'll have eight hours, maybe 10 hours, as the

5 Postal Service suggests.

6 If you have 10 hours to process the DPS,

7 you're going to get it done and then get it returned.

8 So the constraint has always been the fact that we

9 were trying to cover such a large area with overnight

10 delivery. And I think what the Postal Service is

12 just going to do the intra-SCF OND.

11 saying now in the first phase is that, look, we're

c 13 You can probably do more than that. And the

14 thing about this is you've got to understand that when

15 we've done major changes in the Postal Service in the

16 past, it not necessarily has been a top-down approach.

17 This approach this time has been a total top-down.

18 What happens is that you've got to look at

19 an individual plant and their plant partners. And in

20 the case of Seattle, they can probably do -- I know

21 they can do. They can do their intra-SCF and they can

22 do part of their inter-SCF. We get hung up with

23 trying to do a whole SCF. We don't have to do that.

24 We can do individual zips. We can do the city of

(
25 Tacoma and the AOs close to Tacoma. We can get those

Heritage Reporting Corporation
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into Seattle, get those processed, get those

overnight.

So you don't have to look at just intra-SCF

and inter-SCF. You really kind of look at the zips

for what you can do and the distances. The key here

is the transportation and the distances.

CHAIRMAN GOLDWAY: All right. So, with a

finer model that is more specific to the particular

plants or regions, you might be able to preserve even

more overnight services.

THE WITNESS: Oh, absolutely, yes, yes, I

mean, and I think, you know, obviously, when they

start getting into this, they're going to see that. I

mean, when they go to the individual gaining plant,

you know, how much can you accomplish.

CHAIRMAN GOLDWAY: Do you think the Postal

Service could develop more innovative solutions with a

first pass to help with the second pass constraint?

THE WITNESS: You know, it's kind of the

nature of the business. When you're trying to get to

a delivery point sequencing, you know, Madam

Chairperson, I think you probably could, but it would

cost the Postal Service a lot of money to do that.

You know, this is probably the most economical way

they've got to do it now is run the first pass and

Heritage Reporting Corporation
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2 sequencing. You know, I'm not an expert on that, but

3 I know it would cost you a lot of money. I mean, the

4 equipment they have is relatively inexpensive, but it

5 does a good job. So I don't know.

6 CHAIRMAN GOLDWAY: Where would the added

7 costs come from for changes to the first pass?

8 THE WITNESS: Well, I think what you're I

9 may be wrong. I may be just trying to second-guess·

10 you here, but I think what you're saying is, well, why

11 do we have to do two passes. Couldn't we do it all,

12 just DPS in one pass? Obviously that would save a lot

13 of time, but the machines would be huge. And I'm just

14 not sure it's possible. I'm sure there's engineers.

15 When my partner gets up here, Mr. Weed, you

16 might pose that question to him.

17

18

19

CHAIRMAN GOLDWAY: Okay.

THE WITNESS: He's an engineer.

CHAIRMAN GOLDWAY: All right. Any other

20 questions?

21 VICE CHAIRMAN LANGLEY: I hate to prolong

22 everything during the late afternoon, but I was most

23 interested in your rebuttal testimony on page 33, your

24 general comments. The last paragraph, you begin to

/
~.

25 discuss that much of the planning is done at the local
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level. And last week we heard about the run plan

generator from Witness Rosenberg, but as you indicate,

it's designed to really meet the next week's

operation. It's not a long-term planning tool. There

really aren't mail-flow tools and operational planning

tools I guess is what -- am I reading this right?

THE WITNESS: Yes.

VICE CHAIRMAN LANGLEY: That are

standardized, that are coming

THE WITNESS: There used to be.

VICE CHAIRMAN LANGLEY: There used to be.

THE WITNESS: The Postal Service had some

good programs. We actually thought they were still

running, and we asked for them through Mr. Rand, but

they said they're not operating them anymore. At the

local level, you need a program, you know, a couple of

programs. One is scheduling and staffing. I mean,

we're talking about huge changes in schedules and

staffing going on at the local level, at the plant

level and the combination of plants.

That's one thing. There used to be programs

where you had machine optimization. You know, what is

the right number of machines? We and I speak we.

Mr. Weed can comment on this too. But we looked at

the appropriate number of machines and how many

Heritage Reporting Corporation
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machines it's going to take to make this program

actually work. And we're slightly different than what

the Postal Service says.

But you need that kind of you can call it

models to really look at the changes that you're going

to make. And it has to be done at the lower level. I

know you can do modeling, and the last witness talked

about that, from a macro standpoint, but that doesn't

do me any good as a plant manager when I've got 2,000

employees, I've got mail that's going to be coming in

from other plants, I've got all these issues, pair

changes, you know, pair designation changes and

everything else. That doesn't help you at the local

level. You've really got to figure that out for

yourself down there.

And usually what has happened in the past is

we figured out what was going to happen at the local

level and it built up to the macro level. And it just

is not happening anymore or it doesn't appear to be

happening in this case. Everything in this case

appears to be top-down.

VICE CHAIRMAN LANGLEY: And I would assume

you lose some savings there if you don't have at least

some flow upward so everybody can see what's happening

everywhere.

Heritage Reporting Corporation
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THE WITNESS: The only flow upward right now

2 seems to be the AMP studies. And my partner and I

3 looked at a lot of AMP studies. Some of them have

4 numbers that are a little hard to believe on either

5 side. They're too low or they're too high. Some of

6 the forms weren't filled out correctly. Some of them

7 we couldn't even read. And you would think that once

8 you got all those AMP studies done, well, there is a

9 couple of numbers in there you can pull and you can

10 get the total savings. Well, I have not heard the

11 Postal Service talk about what the total savings are

12 based on what the AMP studies show, which seems odd

c 13 because if you've determined what you really want,

14 okay, 2.1 billion or whatever the number is going to

15 be, and now you've done all the studies and you roll

16 them all up, that adds up to a number. What is it?

17 Well, there's no correlation right now, I mean.

18

19 question.

20

21

VICE CHAIRMAN LANGLEY: That's a good

THE WITNESS: So, you know.

CHAIRMAN GOLDWAY: One final question.

22 Given your experience at the local level, do you think

23 the Postal Service can actually do this, consolidate

24 48 plants in three months this summer and another 70

(
25 plants or so for the rest of the fiscal year?
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2 think they will, and I think they've got dedicated

3 employees that one way or another is going to make

4 this happen. Is there going to be a lot of

5 disruption? What are the total savings going to be?

6 I don't know. I think it's going to be less than what

7 they think, but again, without some proper scheduling

8 and staffing tools to use at the local level, this

9 becomes very difficult.

10 You know, the postal employees, there's a

11 24-hour clock, and it just keeps repeating itself

12 every 24 hours. It really doesn't matter what Postal

13 Service headquarters does or what you all do or what

14 Congress does. It's a 24-hour clock, and every day we

15 get the mail in, we process it and we deliver it. It

16 just keeps cycling.

17 Well, one of the key things here is that we

18 do the same thing. Every day we try to do it better

19 every day, but now you've got so many changes that are

20 going to happen so fast, that's going to disrupt that

21 cycle, that daily cycle. So it remains to be seen.

22 You know, I guess we'll see July 1 when they start

23 consolidating the plants.

24 And the Postal Service may have a plan for

25 the local level. They may have already worked this
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out with the plants or the plants have said well, this

is what we can do and this is how we're going to do

it, so there may be some plans in place, but I don't

know of any models that are available to the local

people.

CHAIRMAN GOLDWAY: Okay. Thanks. I

7 appreciate your answers. Any other questions from the

8 bench?

9 (No response.)

10 CHAIRMAN GOLDWAY: Do you need any time with

11 your witness, Mr. Costich?

12

13

14

MR. TIDWELL: Madam, pardon the

interruption.

CHAIRMAN GOLDWAY: I'm sorry. You'd like to

15 ask a question?

16

17

18

19 Service.

MR. TIDWELL: Yes, ma'am.

CHAIRMAN GOLDWAY: Go ahead.

MR. TIDWELL: Michael Tidwell for the Postal

20 CROSS-EXAMINATION

21 BY MR. TIDWELL:

22 Q Good afternoon, Mr. Matz. A quick question

23 going back to the earlier part of your discussion with

24 Commissioner Goldway. You talked about the prospect

c 25 of DBCS machines running up to 20 hours a day and how
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they could reduce the life of a machine from 10 years

2 to four years. Were those numbers illustrative, or

3 was there any sort of engineering analysis backing

4 them up?

5

6

A Those were illustrative.

MR. TIDWELL: Okay. Thank you. That's all

7 I have, Madam Chairman.

8 CHAIRMAN GOLDWAY: Thank you. That's

9 helpful. Okay. We're all set, Mr. Costich? I can

10 dismiss this witness?

11

12

13

MR. COSTICH: Yes, Madam Chairman.

CHAIRMAN GOLDWAY: Thank you. Well, thank

you, Mr. Matz, for appearing here today and for the

14 thoughtful testimony that you submitted to the

15 Commission. I want to make it clear that we didn't

16 direct you to provide an opinion in any way. We just

17 asked for your expert advice, and I think you've

18 provided it to us in a very useful and objective

19 manner, and we hope to see you again. Thank you very

20 much.

c

21

22

23

24 witness.

25

THE WITNESS: Thank you, Madam Chairman.

(Witness excused.)

CHAIRMAN GOLDWAY: And we have our final

MR. COSTICH: I should note though, Madam

Heritage Reporting Corporation
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1 Chairman, that the two PRC witnesses are PAC-12.

2

3

4 that.

5

6 PAC-12.

(Laughter. )

CHAIRMAN GOLDWAY: Uh-oh. If 'I had known

VICE CHAIRMAN LANGLEY: We all support the

7 (Laughter. )

8 Whereupon,

9 WILLIAM WEED

10 having been duly sworn, was called as a

11 witness and was examined and testified as follows:

12

13

14

begin?

CHAIRMAN GOLDWAY: Mr. Costich, would you

MR. COSTICH: Rand Costich for the Postal

15 Regulatory Commission.

16 DIRECT EXAMINATION

17 BY MR. COSTICH:

18 Q Mr. Weed, do you have before you a document

19 entitled Testimony of William Weed?

20

21

A

Q

Yes, I do.

Was this document prepared by you or under

22 your supervision?

this be your testimony?c

23

24

25

A

Q

Yes, it was.

If you were to testify orally today, would

Heritage Reporting Corporation
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A It would be.

MR. COSTICH: Madam Chairman, I move the
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3 admission of the testimony of Witness Weed.

4

5

6

CHAIRMAN GOLDWAY: Any objections?

(No response.)

CHAIRMAN GOLDWAY: If not, I direct counsel

7 to provide the reporter with two copies of the

8 corrected testimony of William Weed. That testimony

9 is received into evidence and is transcribed into the

10 record.

11 (The document referred to was

12 marked for identification as

(

(

13

14

15

16

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II
II
II
II
II

Exhibit No. PRCWIT-T-1 and

was received in evidence.)
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PRCWIT-T-1

AUTOBIOGRAPHICAL SKETCH

My name is William Weed and I am an independent consultant. I have over

45 years of experience in the areas of engineering, manufacturing/postal operations,

plant management, and project management. This experience includes postal

operational econometric modeling and analysis, postal automation equipment

planning, postal facility planning and operational layouts, postal material handling

system planning, and postal operating/logistics planning. I have been self-employed

since my retirement from the United States Postal Service (USPS) in September

2001. Since my retirement, I have provided consulting services to Canadian Post

Corporation as well as to equipment suppliers and consulting companies related to

postal operations including Siemens and Northrup Grumman.

4166

13 I received a Bachelor of Science Degree in Industrial Engineering from

14 Oregon State University. I worked in the private industry for several electronic

15 equipment manufacturing companies until beginning my postal career with the

16 USPS in 1974 as an Industrial Engineer. I have held the following postal

17 management positions: Manager Engineering Technical Unit (ETU), Manager

18 General Mail Facility, Portland, OR; Director Mail Processing, Seattle, WA; Director,

19 Operations Support, Seattle Division; Regional Manager, Automation, Western

20 Region; Plant Manager, Portland, OR; Manager, Major Facility Activation, Executive

21 Program Director, USPS Headquarters.

(
"-- -
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Since November 2009, I have provided consulting services on numerous mail

processing projects to support the Postal Transformation 1 (PT) plan for Canada Post

Corporation (CPC). I provided CPC postal consulting services to support PT plans

for automation, automated tray handling system, Bulk Mail systems redesign,and

Exchange Office redesign. I developed a 24-hour volume flow and processing

models to simulate the average processing day and the 95th percentile peak day.

led a team to conduct a mail processing service review. I also provided Detailed

Work Center Design (OWCD) models for average and peak day volumes to

determine equipment scheduling, container flow, and staging requirements for both

letter and flat primary operations, and their future PT planned implementation of

letter sequencing operation (or Delivery Point Sequence (DPS)).

Specific to my testimony I have the following experience. In 1974 I

coordinated the mail processing conversion from the Work Load Recording System

(WLRS) to Management Operating Data System (MODS) for the Portland Plant.

From 1974 through 2001 I was involved in various aspects for the planning and

installation of Mechanized and Automated equipment for the plant. In 1976, I was

an instructor and taught scheduling and staffing techniques and the use of the

Interactive Postal Simulator (IPSIM) model. In 1980, I participated on a national

team that developed the scheduling and staffing model, Post Office Scheduler

(POSKEO). In 1986 I developed the Operational Planning Guide (OPG) model,

which was the predecessor to the Business Management Guide (BMG) model. In

1 http://www.canadapost.calcpo/mc/aboutus/corporate/postaltransformation/default.jsf Retrieved April 19,
2012
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1993, I managed one of the test sites for the SiteMETA model that was used to

define the future automation equipment site requirements. In 1987, I initiated the

Saturday Area Mail Processing (AMP) of for all Western Washington Plants into the

Seattle Plant. In 1988, I initiated the outgoing secondary concentration center AMP

by consolidating all Outgoing Secondary operations for four Western Washington

plants into the Seattle Air Mail Center (AMC). In 1988, I created the Delivery

Distribution Center (DOC) concept to consolidate the automated and manual

distribution of incoming secondary operations for the Seattle Metropolitan area. In

1989, I was the executive responsible for the creation of the carrier walk sequence

data-base, which led to the automated carrier case label program; this then became

the data file for the Delivery Point Sequencing (DPS) process.
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PURPOSE AND SCOPE

The purpose of my testimony is to provide an independent evaluation of cost and

staffing changes resulting from the Postal Service's proposed Mail Processing Network

Rationalization Service Changes. The Postal Regulatory Commission filed a notice of

sponsorship of testimony on March 21, 2012, of the potential scope of my and witness

Matz's testimony. My testimony will include an evaluation of the Postal Service's

assumptions related to productivity gains; a determination of which processing costs are

variable and which are fixed, for purposes of network consolidation; and an estimate of

the savings, or range of savings, for the proposed consolidation and for an alternate

proposal under which a portion of current overnight committed mail would continue to

receive overnight service.

I will first evaluate the mail processing labor cost savings, as proposed by

witnesses Neri and Bradley, by evaluating their data from the point of view of mail

processing productivity expectations. I will then evaluate the anticipated savings due to

plant consolidations using the current "Gaining" plants productivity base. I will review

the final AMP Post-Implementation Review (PIR) reports to identify the changes in

productivity that resulted from the workload transfers. This will provide a comparison of

plant consolidation history. I will also review the productivity projections as presented

by witness Neri, resulting from the service standard change, proposed plant

consolidations, and operating window expansion. I will also review an alternate

assumption for the proposed processing window that would preserve a portion of the

overnight service.
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( ASSOCIATED LIBRARY REFERENCES
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2

3 I am sponsoring the following Category 2 Library References, which are

4 associated with this testimony:

5

6 PRCWIT-LR-N2012-1/1 Savings Evaluation N2012-1

7 PRCWIT-LR-N2012-1/NP5 Savings Evaluation N2012-1
8 (Non-Public Version)

9 PRCWIT-LR-N2012-1/2 Savings Evaluation Final PIRs

10 PRCWIT-LR-N2012-1/NP1 Savings Evaluation Final PIRs

(
11 (Non-Public Version)

,,2 PRCWIT-LR-N2012-1/3 Savings Evaluation AMP Studies

13 PRCWIT-LR-N2012-1/NP2 Savings Evaluation AMP Studies
14 (Non-Public Version)
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EVALUATION OF THE POSTAL SERVICE'S ASSUMPTIONS RELATED TO
THE ESTIMATED PRODUCTIVITY GAINS
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The Postal Service has stated that if it were to revise service standards, it could

improve operating efficiency and lower its mail processing and network costs. 2 One of

the "...major effects of the proposal would be to facilitate a significant consolidation of

the Postal Service's processing and transportation networks.,,3 The Postal Service

states that it has"... vigorously pursued operational consolidation opportunities to

reduce excess capacity in its networks.,,4 It also states that further network

consolidations are necessary in order to align operating costs with revenues and that

this is unachievable without relaxation of certain service standards. The principal

strategy to accomplish this cost reduction is to shift the Delivery Point Sequence (DPS)

operation for letter mail from its current operating window of 11 :00 PM to 7:00 AM to the

following day from 12:00 PM to 4:00 AM. The Postal Service believes that the

expansion of the processing window will reduce the number of letter automation

machines and consolidate mail-processing operations from 500 to less than 200

locations.

2 Federal Register, Postal Service, Proposal to Revise SeNice Standards for First-Class Mail, Periodicals,
and Standard Mail. Vol. 76, No. 183, September 21, 2011.
3 Id. Page 58433
4 Id. Page 58434
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Determine the Required Productivities Expected of the Network
Consolidation Proposal

A.(- I

- 2
3

4 In this section of my testimony I will evaluate the projections of Mail Processing

5 Labor Cost Changes developed by witness Bradley.5 Table 1 is a summary of the mail

6 processing labor cost changes that the Postal Service expects from the Mail Processing

7 Network Rationalization Service Changes, 2012 (MPNRSC).6 The two components of

8 Table 1 that I will evaluate are the expected savings due to plant consolidation

9 (workload transfer) and the productivity gains associated with operating plan changes.

10 Table 1 - Summary of Mail Processing Labor Cost Savings

ChCC

Source: USPS-LR--N2012-1120. Dollars In Thousands

ateaorv ost anae

Workload Transfer Cost Change $82,559

Productivity Gain Cost Change $964,159

Supervisor Cost Change $66,423

Plant Management Cost Change $18,059

In Plant Support Cost Change $48,700

Indirect Cost Change $140,823

Premium Pav Reduction $71,807

Total Cost Change $1,392,529
11

c
~---

(
5 See, Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service, Docket No.
N2012-1, USPS T-10, as corrected March 21, 2012.
6 See, USPS-LR-N2012-1/20, Calculating Mail Processing Labor Cost Savings.xls, Tab Summary.
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In order to evaluate the above savings from an operations standpoint, I created

library references PRCWIT-LR-N2012-1/1 and PRCWIT-LR-N2012-1/NP5. These

library references contain Excel workbooks PRCWIT-LR-N2012-1_NP5 Savings

Analysis.xlsx and PRCWIT-LR-N2012-1_1 Savings Analysis (Public Version).xlsx.

Source data contained in this latter spreadsheet was extracted from Public USPS

Library References. Detailed FY2010 MODS data contained in the "DATA" tab of

PRCWIT-LR-N2012-1_NP5 Savings Analysis.xlsx was copied from spreadsheet

FY2010 MODS HOURS.xls. 7 This data contains all FY2010 MODS hours for all Mail

Processing Facilities by operation. The content of this data source is shown in Table 2

below.

Table 2 - Contents of FY2010 MODS Hours

Data Header Contents
Finance Number 392 Uniaue Finance Numbers
Facilitv Name 389 Uniaue Facilitv Names
Status Y=Active, N-Inactivate,

REC, NOC, ISC
Operation No 679 Unique MODS Operation Numbers
Operation Name 679 Unique MODS Names
LOC 89 Unique LOC Numbers
Cost Pool 49 Unique Cost Pools
Cost Pool Name 49 Uniaue Names
Hours Annual hours by MODS Operation by

Facility

Again, in order to evaluate the estimated productivity gains, FY2010 Total Piece

Handlings (TPH) was imported from USPS-LR-N2012-1/NP20B to the matching Facility

Finance Number and MODS number from both files. A Facility List tab was created to

7 See, USPS LR-N2012-1/20, FY2010 MODS HOURS.xls.
s See, USPS LR-N2012-1/NP20, April 16, 2012.
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show the unique Finance Numbers, Facilities, and Status (Y or N) from witness

Bradley's data file. Finance numbers identified as REC, NDC, or ISC were coded as

"OUT" or "Excluded" in the appropriate column. An Operations tab was then created

and I imported the MODS table, reducing it to match the MODS operation numbers

contained in the DATA tab. Based on the Cost Pool, NOS Category, Machine, Sort

Type, Mail Shape, and Mail Class, I created my own "Category" names and grouped

MODS operations in these category names for the purpose of productivity evaluation.

The MODS operations mapped to each category name are displayed in the worksheet

tab "Category Table." These Category names were added as data to the Operations

10 worksheet tab.

11

C,2

13

14

15

16

17

18

19

20

21

/
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Exhibit 1, in the Appendix, is a list of the Category names used, grouped by

Volume Measured Operations, Non-Volume Operations, and Non-Mail Processing.

These Category codes were added to the DATA tab for each MODS operation for each

facility. From the "Facility List" tab, the gaining finance number was added based on the

current finance number. The last column in the DATA tab defines the after-

consolidation status: "G" for Gaining, "L" for Losing, or "OUT" for facilities not included

in the analysis.

Exhibit 2, in the Appendix, summarizes in detail all FY2010 MODS work hours

by Category from the DATA tab, and Table 3 below summarizes Exhibit 2, highlighting

the totals from FY2010 MODS. The hours displayed in the NDC, ISC, and REC column

are excluded from my evaluation, since they were excluded in witness Bradley's



PRCWIT-T-1

testimony.9 The total FY 2010 MODS work hours is 311,129,168. Of this total,

38,508,950 hours are excluded from the evaluation, since they are facilities that are

5

(

14

15

16

17

18

19

designated as NDC, ISC, or REC. Also excluded from the evaluation of mail processing

assumptions related to productivity gains, is the "Not Mail Processing" category group,

which totals 89,937,000 work hours .. The resulting 182,683,218 work hours is the sum

total of the current "Gaining" and "Losing" Plants' LDC 11-18 work hours. This total

reconciles with witness Bradley as evidenced in Table 3 below. In reviewing witness

Bradley's total work hours, two MODS operations (776 and 603) were excluded from his

work hour analysis. They are coded as cost pools 8 and 51, respectively. These were

also excluded from my data files. These two operations total 311,131 hours. The total

Labor Distribution Code (LDC) 11-18 hours is reduced to 182,372,087.

Table 3 - MODS Work-hours Summary

Category All Hours NDC, ISG, REC Plants

Volume Ops 94,633,655 6,839,475 87,794,180

Non-Volume Ops 111,108,849 16,219,811 94,889,037

Mail Processing LDG 11-18 205,742,504 23,059,286 182,683,218

Not Mail Proc 105,386,664 15,449,664 89,937,000
Total MODS 311,129,168 38,508,950 272,620,217

Source:PRCWIT-LR-l Sovings (Pub Ver), Summory Sheet

A new worksheet tab labeled "USPS savings by Ops" was then created. This

worksheet contains all unique MODS operation numbers contained in the FY 2010 data.

For each individual MODS operation number, TPH and hours were summed separately

for both the "Losing" facilities and the "Gaining" facilities. For each MODS operation

number the TPH productivity was calculated for the "Losing" facility as well as for the

9 See, "Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service," Docket No.
2012-1, USPS-T-10, at Section II pages 5 and 9.
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"Gaining" facility. TPH and hours were combined to create "current combined facilities,"

with the resulting TPH productivity calculated.
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Witness Bradley calculated the direct mail processing labor/cost changes in a

two-step process. The first step was to identify the institutional costs associated with

the "Losing" facilities, and then to apply a productivity gain for each cost pool. The

workload transfer cost changes identified in Table 1 are approximately $82.6 million.

The productivity gains were approximately $964.2 billion for a total of $1 ,046.7 billion.

In worksheet Tab "USPS Savings by Operation" of Excel file PRGWIT-LR-N2012-

1/NP5.xlsx for each operation I imported the PRG variability percentage based on the

cost pool associated with each operation for the "Losing" and "Gaining" facilities. The

institutional hours from the "Losing" facilities were subtracted from the work hours by

operation of the combined facilities resulting total work hours by operation before the

anticipated productivity increases were applied. 10

The expected productivity gains by cost pool for LOGs 11-14 are shown in

witness Bradley's Table 2. 11 His Table 3 shows expected productivity gains by cost

pool for LOGs 17_18. '2 These expected productivity increases were imported by

operation by cost pool number. The number of work hours after productivity increases

were then determined. The resulting net work hours, divided into the combined TPH,

determined the "required" productivity expected by operation. PRGWIT-LR-N2012-

10 See, "Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service," Docket
No. 2012-1, USPS-T-10, at Section I-A pages 6-10.
11 See, "Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service," Docket
No. 2012-1, USPS-T-10, at Section I-B pages 13-14.
12 See, "Direct Testimony of Michaei D. Bradley on behalf of the United States Postal Service," Docket
No. 2012-1, USPS-T-10, atThe Section I-A pages 6-10.
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( 1/NP5.xlsx, worksheet tab "USPS Savings by Operation," column W (Required PPH)

2 shows the required productivity for each MODS operation.

3 Exhibit 3, in the Appendix, summarizes the expected operational savings by

4 category. This exhibit shows the work hours of the "Gaining" facility after the "Losing"

5 facility's volumes have been shifted. Exhibit 3 also displays the total work hour change

6 for combined "Losing" and "Gaining" facilities required to accomplish the productivity

7 expectations.

LOC 11-18 work hours is reduced from 182,372,087 hours to 156,356,429 hours. This

Table 4 below displays, by Category Groups, the number of hours remaining

after the "Losing" plants have been consolidated into the "Gaining" plants. The total

from the "Losing" facility, and then applying Neri's cost pool productivity assumptions to

is based on witness Bradley's savings projections from eliminating the institutional cost

is a reduction of 26,015,658 work hours, or 14.3 percent. The reduced hours projection

the remaining hours. The total change in Table 4 equates to the work hour change

15 presented by witness Bradley.13

8

9

10

/
- 11

\. 12

13

14

(~ 13~, Library Reference USPS-LR-20, Mail Processing Labor Cost Saving.xls
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Table 4 - Work Hour Change N2012-1

8
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3

4
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7

Total Mail Processing LOC 11-18 Losing Gaining Total
Savings Facility Facility Combined

FY2010 Base Work-Hour Base 58,954,969 123;417,117 182,372,087

N2012-1 Proposal 0 156,356,429 156,356,429

Change -58,954,969 32,939,311 -26,015,658

% Chanoe -100% 26.7% -14.3%
Source:PRCWIT-LR-l Savings (Pub Veri, Summary Table Sheet

It is important to note from Table 4 that although there is an overall reduction in

work hours, gaining plants' work hours will actually grow in total by 26.7 percent. Table

5, below, is a summary of the data from Exhibit 4, in the Appendix. It shows the

gaining plant's current productivity and the resulting productivity expectation of

(
\ ,

8 MPNRSC.
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C Table 5 - Expected Productivity at N2012-1 PPH by Category Group

After Consolidation with Institutional Sa\ings and Producti\ity Sa\ings
. New Gaining Workload at N2010-1 PPH % PPH Change

Category Groups Hrs Vol PPH GainPlant CombPlants
Auto Letters Outgoin9 6,027,536 48,404,352 8,031 24.6% 22.2%
Auto Letters Incoming 8,661,840 63,038,192 7,278 23.7% 22.2%
Auto Letters Secondary 20,243,117 209,435,016 10,346 25.6% 22.3%
Auto Letters 34,932,492 320,877,560 9,186 26.0% 22.2%
Manual Letters 11,386,096 6,645,691 584 8.2% 3.5%
Total Letters 46,318,588 327,523,252 7,071 23.1% 17.6%

Mech Flats+Prep 16,446,460 22,232,177 1,352 13.8% 13.6%
Manual Flats 4,543,178 1,619,651 357 10.4% 3.4%
Total Flats 20,989,638 23,851,829 1,136 11.7% 11.4%

SPBS 12,102,466 3,898,504 322 3.2% 8.7%
Parcel/Priority 6,729,539 2,193,100 326 10.9% 4.7%
Total Other Dist 18,832,005 6,091,604 323 5.7% 7.3%

Prep 8,096,269 47,575,406 5,876 17.6% 16.5%
Open/Pouching 12,935,785 79,815,370 6,170 19.8% 17.9%
Tray Handling 7,254,487 779,540 107 9.7% 12.8%
Equip Operator 10,075,091
Dock Operations 19,726,240 285,389 14 25.9% 23.0%
Express/Registry 3,868,798 177,035 46 36.6% 26.8%
Indirect/Support 8,259,527

Sub-Total Dist 86,140,231 357,466,684 4,150 17.9% 13.8%
Sub-Total Non Dist 70,216,197
Total LDC 11-18 156,356,429 357,466,684 2,286 20.9% 16.6%

2 Saurce:PRCWIT-lR-l Savmgs (Pub Ver), USPS Savmgs Summary Sheet

3 The resulting change in productivity is an overall 16.6 percent improvement for the

4 combined "Losing" and "Gaining" plants. This represents an overall 20.9 percent

5 expected productivity improvement at the Gaining plant over their base productivity. In

6 other words, in order to realize the mail processing savings expected from the proposed

7 Mail Processing Network Rationalization Service Changes, the gaining facilities will have

8 to achieve a weighted average 20.9 percent increase in overall productivity. This will

( q require a dramatic improvement in all processing operations, both in volume and non-

"'-..,-0 volume measured operations.

'±-LI"
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categorize the types of operational consolidations that occur when facilities are merged.

The first category of operations is where volume is simply added to an existing operation,

with little or no change to the operation. Mail cancellation and outgoing sortation fall into

this group. Savings capture can be significant in this group due to adding volume while

absorbing the savings from the elimination of losing plants' fixed costs. Generally,

adding volume without changing the operation itself results in higher productivity.

The second category of operations is where there is a transfer of workload with

little or no absorption - effectively additional new work to the gaining facility. DPS

operations fall into this category. It is new work for the gaining plant and will generally be

processed at the gaining plant's productivity for that operation. Adding the workload

does not in and of itself add any economies of scale, as it is new and independent

workload. The opportunities for savings are tied more to the local plant's productivity

relative to the losing plant, and to the expectations for productivity improvement.

The third category of operations is when volume is merged with the gaining plant's

volume, but operational changes are necessary. Incoming Primary falls into this

category. The addition of 3-digit ZIPs to Incoming Primary operations means that the

sort plans, setup, and possibly floor layout will have to change, and additional staging

and dispatch will have to be implemented. While volume is added to the existing

operation, the required changes can potentially reduce any expected economies of scale

from the additional volume.

The final category is operations that do not have a direct productivity

measurement. The opportunity to absorb additional volume can be significant,
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depending on the local situation. This would require a local judgment of the ability to

absorb any of the new requirements within the gaining operation. In some cases, tray

sortation for example, new workload requires additional work hours. In others, such as

dock operations, additional workload can be directly absorbed.

B. Review of Current Productivities of the "Losing" and "Gaining" Sites

In this section I will review, in a similar format as above, what the before-

consolidation productivities are, for both the "Losing" and "Gaining" plants, based on the

FY2010 base data. Exhibit 5, in the Appendix, is a summary of the current work hours,

TPH or N-TPH volume, and Productivity by Category, for LOC 11-18 mail processing

operations for the losing and gaining plants. I included the N-TPH volume data in this

summary because the data exists in the data files. The mail processing LOC 11-18

hours of the plants to be consolidated is 32.3 percent of the total. The number of plant

finance numbers identified in the base data file is 208, and the number of plants that will

remain after consolidation is 155. Exhibit 6, in the Appendix, further consolidates these

category groups into processing groups.

A comparison of the productivities in Exhibit 6 shows that the "Losing" plants

recorded a higher productivity in all category groupings - with the exception of the SPBS

and tray-handling groups. Each of the letter automation groups of the losing plants

recorded higher productivities than the gaining plants. The total automation letter

productivity in the losing sites is 9.2 percent greater than the gaining sites on average (or

the productivity in the gaining plant is 8.4 percent lower). This fact, that smaller plants

have historically demonstrated a higher productivity, has been documented in the past.
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For example, in GAO report 05-261 Productivity Varies Among Plants, page 28,

"Average productivity - total pieces processed per hour - varies among the Service's

Mail Processing and Distribution Plants, which indicates that some plants are not

processing mail as efficiently as others. Postal Service officials have attributed this

variation to several factors, including size of plants as measured by workload, number of

employees, layout of plants, and the use of non-standardized processes.",4 Table 6

compares the losing plants' PPH to the gaining plants' PPH for the FY2010 base period.

Table 6 - Current Productivity Differences Between "Losing" and "Gaining"
Plants

Current PPH of Losing Plant and Gaining Plant Losing Gaining %
Before Consolidation Plant Plant Diff

Cat No LDC Category Group PPH PPH Gain/Lose

1.2 11 Auto Letters Outgoing 6,931 6,447 -7.0%
3 11 Auto Letters Incoming 6,118 5,882 -3,9%

4,5 11 Auto Letters Secondary 8,857 8,239 -7.0%
1,2,3,4,5 11 Auto Letters 7,963 7,293 -8.4%

12 14 Manual Letters 628 539 -14.1%
Total Letters 6,577 5,746 -12.6%

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 1,195 1,188 -0.5%
Operations 13 14 Manual Flats 390 323 -17.2%

TPH Total Flats 1,026 1,018 -0.8%

9,10 13 SPBS 264 312 18.0%
11,14,15 13,14 Parcel/Priority 339 294 -13.3%

Total Other Dist 293 306 4.5%

16,17,18,19 17 Prep 5,170 4,995 -3.4%
21,22,23 13,17 Open/Pouching 5,379 5,151 -4.2%

Non-Volume 24,25 13,17 Tray Handling 87 98 12.4%
Opeations 27 17 Equip Operator

N-TPH 26,28,29 17 Dock Operations 12 11 --6.2%
31,32 18 Express/Registry 41 34 -18.3%
33,34 18 Indirect/Support

Sub-Total Dist 3,904 3,521 -9.8%
Sub-Total Non Dist
Total LDC 11-18 2,106 1,890 -10.2%

Source:PRCWIT-LR-l Savmgs (Pub Ver), Plants Gam Lose Base Sheet

14 See, GAO-05-261 Productivity Varies Among Plants. Page 28
Hhttp://www.gao.gov/assetsi250i245967.pdf
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My review of Table 6 above confirms my past observations of plant operations

and my past cost evaluations of plant processes. For example, the incoming secondary

productivity in the gaining plants is 7 percent less than in the losing plants; the work

elements of feeding and sweeping on a Delivery Bar Code Sorter (DBCS) machine

remain the same; but the travel distance from the final Delivery Point Sequencing (DPS)

sweep of the machine to the dock is generally a greater distance in larger facilities.

In a recent study I performed for CPC, I evaluated the feasibility of utilizing the

tray handling system, motorized power vehicles, or manual transport to move trays from

the final sweep of the sequence run (DPS) to the dock. As one would expect, the row of

machines closest to the dispatch dock had a much lower material handling cost than

machines that were farther from the dock or required elevator transport in order to reach

the dock. The study determined that the cost-driving variable was distance, and the

larger the facility, the greater the distance to get to the dock.

My observations of USPS facilities are that the final dispatch of DPS is manual

from the machines to the dock (or to a consolidation point where an equipment operator

transports the containers of DPS to the dock) - which is a greater distance in larger

facilities. The mechanized flats processing rates appear to be nearly equal at the

category group level. If one looks at the difference in productivities between the losing

plants and the gaining plants in Exhibit 4, the gaining plants posted a higher productivity

in the distribution categories for all three distribution processes of outgoing primary,

incoming primary, and incoming secondary. However, when flats prep work is added,

the "Losing Plant" flat group in the category group "Mechanized Flats + Flats Prep"

posted a higher processing rate. A separate analysis of the processing rates of the
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different types of flats processing equipment and their enhancements (such as

automated tray handling systems) would better define the differences between the losing

facilities' and gaining facilities' processing rates.

The Mail Processing Network Rationalization Service Changes proposal is to

move volume from the losing plants to gaining plans. In this proposal there is an

assumption that the gaining plants will process the losing plants' volume at least at the

losing plants' processing rates after accounting for institutional cost. The next sections

will look at the possible outcome of moving volume from a losing plant to a gaining plant.

C. Likely Worst Case Outcome - Current Plant Productivities

Exhibit 7, in the Appendix, displays the potential outcome if the losing plants'

volume of 124.2 billion Total Piece Handling (TPH) is moved into the gaining plants, and

this volume is processed at the gaining plants' current Pieces Per Hour (PPH)

processing rates (or in cases of non-volume operations, if the hours in the losing plants

move). I would describe this as the worst possible outcome, as the total Mail Processing

work hours for LDC 11-18 would increase. If the gaining plants absorb this new volume

at their current processing rates, they will experience a 2.3-percent increase in total

combined work-hours, or an increase of 4.2 million work-hours. Table 7 below

summarizes this outcome and Exhibit 8, in the Appendix, displays the results by

category groups. This potential increase in hours is driven by the gaining plants' lower

processing rates, as described earlier in Exhibit 5. For example, the PPH for the DPS

operation in the losing plants is 8,991 compared to 8,349 in the gaining plants.
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(-, Table 7 - Likely Worst C",se Outcome Gaining Plant PPH

Total Mail Processing LOC 11-18 Losing Gaining Total
Savings Facility Facility Combined

FY2010 Base Work-Hour Base 58,954,969 123,417,117 182,372,087

Worst Outcome Gaining Plant PPH 0 186,581,533 186,581,533

Chanae -58,954,969 63,164,416 4,209,447

% Chanae -100% 51.2% 2.3%
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Saurce:PRCWIT-LR-l Savings (Pub Ver), Summary Table Sheet

D. Combine Plants at Combined Productivity

The next possible outcome is moving the losing plants' volume to the gaining

plants, and processing that volume at the losing plants' historical processing rate.

Exhibit 9, in the Appendix, summarizes this outcome. As one would expect, there is

no change in the total mail processing LDC 11-17 work hours after combining the losing

and gaining plants. In order to accomplish this, however, the gaining plant must

assume the processing rates of the losing plants for this new volume. Exhibit 10, in the

Appendix, summarizes this outcome in the "category groups" format.

Table 8 below, defines the percentage increase in processing rates that the

gaining plants would be required to achieve in order to ensure the new added volume is

processed (within the losing plants' hours). This required increase in processing rates

by the gaining plant is an underlying assumption in the saving calculation methodology
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used by witness Bradley before he applied the elimination of the losing plants'

16

c

2 institutional cost savings or productivity induced cost savings. 1s

3 The two outcomes above can be compared to the historical results the USPS has

4 achieved, in terms of productivity changes in partial plant consolidations. This will be

5 further discussed in the following section.

6

7 Table 8 - Productivity Increase Required by "Gaining" Plant by Category Group

Combine Losing Plants Volume and Hours into Gaining Plant Gaining Gaining Inc/Dec
Base Combined Required

Cat No LDC Categol)' PPH PPH %
1.2 11 Auto Letters Outgoing 6,447 6,573 1.9%
3 11 Auto Letters Incoming 5,882 5,955 1.2%

4,5 11 Auto Letters Secondal)' 8,239 8,463 2.7%
1,2,3,4,5 11 Auto Letters 7,293 7,515 3.0%

12 14 Manual Letters 539 564 4.6%
Total Letters 5,746 6,012 4.6%

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 1,188 1,190 0.2%
Operations 13 14 Manual Flats 323 345 6.8%

TPH Total Flats 1,018 1,020 0.3%

9,10 13 SPBS 312 296 -5.1%
11,14,15 13,14 Parcel/Priority 294 311 5.9%

Total Other Dlst 306 302 -1.5%

16,17,18,19 17 Prep 4,995 5,044 1.0%
21,22,23 13,17 Open/Pouching 5,151 5,233 1.6%

Non-Volume 24,25 13,17 Tray Handling 98 95 -2.8%
Opeations 27 17 Equip Operator

N-TPH 26,28,29 17 Dock Operations 11 12 2.3%
31,32 18 Express/Registl)' 34 36 7.7%
33,34 18 Indirect/Support

Sub-Total Dist 3,521 3,645 3.5%
Sub-Total Non Dist
Total LDC 11-18 1,890 1,960 3.7%

(
8 Source:PRCW/T-LR-l Sovmgs (Pub Ver), Plants CombIned CUff PPH Sheet

15 See, USPS LR-20, Mail Processing Labor Cost Savings.xls, Hours by Status from Hours Tab.



PRCWIT-T-1 17

f±.l..ts I

(;I II. Evaluation of Productivity Changes Achieved in Past Final PIRs

2 In this section I will review historical data of combining plants and determine what

3 changes in processing rates have occurred, in order to give a comparison as to how the

4 gaining processing plants' productivities have changed. The USPS submitted AMP

5 studies for the period 2008-2011 containing twenty-four final Post Implementation

6 Reviews (PIRs).16 Table 9 is a listing of these PIRs and the AMP type: originating only,

7 destinating only, or both originating and destinating.

8

9

(
'-._- "

10

(
'-- .

Table 9 - Completed AMPs with Final PIR Reports

AMP Type

No. AMP Final PIR Report Orig Dest OriglDest

1 Kansas City KS_OD_Kansas City MOfinaIPIR_09-28-2010 X

2 Watertown_OD_Syracuse_ FinaIPIR_08-12-11 X

3 Winchester_ OD_DuliesfinaIPIR_05-13-11 X

4 Jackson TN ° Memphis FinalPIR 12-09-11 X

5 Detroit_°_Michigan MetroplexfinaIPIR_12-Q2-11 X

6 Binghamton_O_Syracusefinal PIR_08-12-11 X

7 Athens_O_North Metro_FinaIPIR_9-16-11 X

8 Long Beach ° Santa Ana FinalPIR 05-13-2011 X

9 Cape Cod_O_Brocktonfinal PIR_08-19-11 X

10 Portsmouth_O_Manchester_Final PIR_05-13-11 X

11 Queens_°_BrooklynfinaIPIR_05-22-2011 X

12 . Manasota O_Tampa FinaIPIR_08-19-11 X

13 Newark_D_Dominick V Daniels_FinaIPIR_08-19-11 X

14 Oxnard_O_Santa Clarita-VanNuysfinal PIR_05-13-11 X

15 Westem Nassau_O_Mid-lslandfinaIPIR_05-27-11 X

16 Lakeland °Tampa FinalPIR 03-11-2011 X

17 Hickory_O_Greensboro_ Final PIR_08-12-11 X

18 Flint_°_Michigan MetroplexfinalPIR_05-23-2011 X

19 Canton_0_AkronfinaiPIR_06-28-2010 X

20 Wilkes-Barre OD Scranton & Lehigh Valley FinalPIR 12-02-11 X

21 Staten Island_0_BrooklynfinaIPIR_01-21-11 X

22 St Petersburg_O_Tampa_ FinaIPIR_1-21-11 X

23 South Florida_Oft Lauderdale & MiamLFinaIPIR_04-29-11 X

24 Moja\e D Bakersfield FinalPIR 10-28-11 X

16 See, USPS-LR-N2012-1/NP12, USPS AMP Studies (2008-2011)
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A. Productivities of the "Gaining" Sites due to AMPs

I reviewed the volumes, work hours, and productivities for nineteen of the twenty-

four Final PIRs listed in Table 9 above. The other five PIRs were unreadable, not

complete, or in a format from which I could not extract the data. The PIRs contain data

for both the losing and gaining facilities, both individually and combined. For each

MODS operation, the PIR reports data for FHP, TPH (or N-TPH), work hours,

productivity, and labor cost. For each of the data types, the PIR reports data from the

study period or "Pre-AMP," the AMP proposal (or "Proposed"), and the post

implementation study period (or "Final PIR)"). Both study periods contain one year's

worth of data. This data was extracted from each of the nineteen Final PIRs into

separate excel files, and then consolidated into the Category names and Category

groups I've created. These excel files are provided in my Library Reference PRCWIT

LR-N2012-1/NP1. 17 Public versions of the summaries are fiied in Library Reference

PRCWIT-LR-N2012-1/2. 18

Exhibit 11, in the Appendix, is a comparison summary of the "Pre AMP" and the

"Final PIR" for the First Handling Piece (FHP), TPH, Work Hours, TPH PPH, and Work

Hour Cost of the nineteen Final PIR studies, while Exhibit 12, in the Appendix, is a

summary of the differences between the Pre-AMP study period and the Final PIR study

period. The time differences between the original study period and the final PIR study

period vary for each PIR. After the initial AMP study is initiated, the AMP proposal goes

through a review and approval process prior to implementation. After the AMP is

17 See, PRCWIT-LR-N2012-1/NP1 Savings Evaluation Final PIRs (Non-Public Version)
16 See. PRCWIT-LR-N2012-1/2 Savings Evaluation Final PIRs
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completely implemented, the start of the "after-cost-period" begins and continues for a

one-year period. This result is the time difference between the before and after-start-of-

the-study period, and is approximately 18 months to 24 months.

Table 10 shows the reported volume decrease and the associated hours

decrease. However, there was a recorded decrease in productivity for the Automated

Letter, Automated Flats, and SPBS consolidated category groups. Manual Letters,

Manual Flats, and Mech/Manual Parcel and Priority consolidated category groups

posted an increase in productivity. The total non-measured operations hours decreased

by 27.7 percent during this comparison period - this is significant. A number of the AMP

studies noted that that there was a change in volume, and that the savings were also

the result of local management initiatives and other concurrent operational changes and

compressions.

B. Productivity Change OND Final PIR

As noted above in Table 9, there were three (3) total plant consolidations of both

Originating and Destination volumes in which the losing plant was discontinued and the

volume and distribution responsibilities were transferred to the gaining plant. Exhibit

13, in the Appendix, is a summary of these three gaining plants comparing the before

and after volume, hours, and productivities. Table 10 below, is a percentage

comparison of the data in Exhibit 13. Despite an 11.4 percent increase in TPH volume

for the automation letters, the productivity decreased by 12 percent. Mechanized Flats

showed little change in PPH. The AMP documents noted that two of these three
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() gaining plants received Flat Sequencing System (FSS) deployments, but these were not

2 included in the post implementation review. Likewise, the same two gaining plants had

3 other distribution changes that were not included in the original AMP study, but instead

4 were implemented during the post implementation study time period. The other

5 changes are discussed in the studies. However, the AMP documentation does not

6 record the impact of these changes associated with other deployments and volume

7 shifts to other neighboring facilities.

c

(
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Table 10 - Comparison of "Gaining" Plants Productivity Pre-AMP ·and Final PIR

Three_OlD AMP's Gaining Plant Only

/-\, .

21

2

3

Pre AMP to PIR TPH ProductMy %Chg %Chg

Cat No LDC Catagory %FHP %TPH PreAMP Proposed Final PIR Planned Hours Planned PPH

1,2,3,4,5 11 Auto Letters Outgoing ~16.6% -22.0% 7986 8407 7531 4.2% ~17.3% 5% -6%
Auto Letters Incoming 1.5% 4.5% 7261 7156 6031 9.2% 25.8% -1% -17%

Auto Letters Secondary 65.2% 27.2% 8963 9854 7792 16.0% 46.3% 10% -13%

Auto Letters Total 9.2% 11.4% 8255 8789 7238 11.5% 27.0% 6% -12%

12 14 Manual Letters 11.3% -0.4% 484 516 661 8.0% -27.1% 7% 37%

Total Letters 9.3% 11.1% 5777 6209 5845 10.4% 9.8% 7% 1%

Volume 1.8% -10.4%

Measured 6,7,8,20 12,17 Mach Flats+Prep -8.1% -8.00/0 1230 1324 1240 13.4% -8.7"/0 8% 1%
Operations 13 14 Manual Flats -9.9% -17.1% 296 349 226 10.2% 8.5% 18% -24%

Total Flats -8.2% -8.5% 1038 1128 1002 12.8% -5.2% 9% -3%

9,10 13 SPBS -16.7% 13.2% 423 416 301 15.0(% 59.1% -2% -29%

11,14,15 13,14 Parcel/Priority 102.6% 89.4% 185 239 469 4.8% -25.1% 29% 153%
Total Other Dlst 25.2% 39.9% 292 322 363 9.4% 12.7% 10% 24%

16,17,18,19 17 Prep 8.3% 12.3%

21,22,23 13,17 Open/Pouching 7.4% -32.8%

Non-Volume 24,25 13,17 Tray Handling 0.7% 1.4%

Opeations 27 17 Equip Operator 9.9% 1.2%

26,28,29 17 Dock Operations 8.6% 2.4%

31,32 18 Express/Registry -0.3%

33,34 18 IndlrectlS upport -0.4% -58.2%

Sub-Total Dist 7.4% 9.8% 3515 3771 3645 10.9% 5.9% 7% 4%

Sub-Total Non Dist 5.5% -13.8%
Total LDC 11-18 7.4% 9.8% 1641 1808 1888 8.0% -4.6% 10% 15%

Source: NP12 N2012 PIR Worksheet Summary 3_0D_Plants Gaining Only.xlsx Category Summary tob

'"J-
\!
J-
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Evaluation of Operating Plan Change Productivity Assumptions

In this section I will review the productivity improvement assumptions provided by

witness Neri19 that were used to estimate the mail processing cost reduction. Witness

Neri stated, "Revision of service standards and the opportunity to streamline and

consolidate facilities throughout the network are expected to generate productivity

gains. The main sources for productivity improvements include smoothing the

processing profile, less and more efficient use of mail processing equipment, sorting to

fewer destinations, and eliminating redundant process.,,20 The estimated productivity

improvements by cost pool group are shown on pages 29 and 30 of witness Neri's

testimony. In response to presiding officer's information request 1, question 7, witness

Neri filed two library references, USPS-LR-N2012-1/49 and USPS-LR-N2012-1/50.

These two library references provide background data for Figure 11 of his direct

testimony. 21 Library Reference 50 states, "The purpose of this file is to represent the

excess scheduling of employees that occur due to the hourly processing profile and the

constraint that employees work a full 8 hour shift."

Each library reference contains an Excel data file. I reviewed witness Neri's

testimony, his response to the presiding officer's question 7, and the two library

references with their two Excel files. In my opinion, the data presented does not identify

the amount of idle time that mayor may not exist in current processing operations. I will

further expand on my opinion.

19 See. Direct Testimony of Frank Neri on behalf of the USPS (USPS-T-4), Pages 24-31.
20 Id. Page 27.
21 Id. Page 28.
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( The identification of current idle time in existing operations (that is, time that can

2 be observed) is normally measured with the use of standard "Work Sampling"

3 techniques. There is no evidence that such a study was conducted. The USPS does

4 IOCS sampling and should be able to identify the total percentage of a cost component

5 that contains observations of (waiting for mail) idle time. I would think that if this time

6 were in the neighborhood of the 28 percent found by witness Neri, it would have been

7 reported in the past.

8

9

10

11
(-

("'- .2
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Figure 11 of witness Neri's testimony displays the percentage of letter volume

processed by hour, based on data contained in USPS-LR-N2012-1/49. In response to

presiding officer information request 1 question 7, witness Neri stated the method of

extracting End of Run (EOR) data and averaging the volume over the time between

machine start and stop to get a "general sense of the operational profile.,,22 Witness

Neri's Figure 11, adds three tour-staffing lines to the chart to represent the 8-hour tour

staffing requirements and to identify the 8-hour peak staffing requirements. The area

beneath the three 8-hour staffing lines was determined to be the amount of idle time.

Witness Neri stated in his response to question 7 that work hours by hour is not

provided by MOOS. 23 Work hours by hour, however, are provided in library reference

USPS-LR-N2012-1/20, Night Oiff Calcs.By LOC.xls. This data was extracted from the

USPS's Time and Attendance Collection System for the September 2011 time period.24

The data is by mail processing operation groups by hour of the day for all Function 1

22 See, Response of USPS Witness Neri to POIR NO.1 Q 7, January 24, 2012 page 1987 of Official
Transcript of Proceedings before the PRC.
23 Id. Page 1987.
24 See, Response of USPS Witness Neri to POIR NO.1 Q 7, January 24,2012 page 2232 of Official
Transcript of Proceedings before the PRC.
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( facilities. I used this data to determine the percentage of hours clocked into the

2 Automation Letter groups and created a new worksheet "Auto LTR," in my Savings

3 Analysis Work Book in PRCWIT-LR-N2012-1/1. This worksheet applied the hourly

24

4 profile against the average day volume for FY 2010 for the automated letter categories

5 to determine total work hours by hour. This hourly profile was compared to the hours

6 profile plotted on page 28 of witness Neri's testimony. The data in Table 11 below

7 shows the work-hour profile by hour for the letter automation groups automated letters

8 incoming, automated letters outgoing, and automated letters incoming secondary

9 (DPS).

10 Table 11 - Current DSCS Hours (by Hour) for Average-Day Volume

(

(
11

Hours by Hour of Day

Hour Automation Letters
From To INP OUT INS TOTAL

7:00 8:00 105 139 235 479
8:00 9:00 106 176 136 418
9:00 10:00 102 188 70 360

10:00 11:00 110 198 41 349
11:00 12:00 142 200 36 378
12:00 13:00 441 244 46 731
13:00 14:00 1,090 416 96 1,602
14:00 15:00 2,009 756 160 2,925
15:00 16:00 2,650 1,035 252 3,936
16:00 17:00 3,009 1,404 286 4,699
17:00 18:00 2,903 1,619 286 4,809
18:00 19:00 2,844 2,006 307 5,156
19:00 20:00 2,802 2,372 347 5,520
20:00 21:00 2,670 2,567 592 5,829
21:00 22:00 2,369 2,615 1,718 6,703
22:00 23:00 2,285 2,352 6,596 11,233
23:00 0:00 1,872 1,587 8,240 11,699 .
0:00 1:00 1,507 1,007 8,744 11,258
1:00 2:00 1,278 703 8,686 10,667
2:00 3:00 985 515 8,431 9,930
3:00 4:00 865 477 9,638 10,980
4:00 5:00 801 458 9,979 11,238
5:00 6:00 756 437 9,482 10,675
6:00 7:00 448 288 5,430 6,166

Source:PRCWIT-LR-l Savings {Pub Veri, Auto LtrSheet
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Figure 1 below, compares the percent of hours to the percent of volume plotted

by hour of the day. The red bars represent the automation letter volume percent by

hour and are the same plot values as in tigure 11 on page 28 of witness Neri's

testimony. The blue bars represent the work-hour percent by hour and were extracted

from the September 2011 labor hours for automation letters in my Table 11 above.

My evaluation of this data is that there is little difference between the volumes

processed and mail processing hours scheduled. In my opinion, the larger gaps

between the hour percentage and volume percentage can be explained, in general, for

the time period between 22:00 and 07:00. The 22:00 hour shows a higher percentage

of hours than volume. I expect that the outgoing primary machines being swept down

and incoming secondary machines being set up cause this. Likewise, the final sweep of

incoming secondary (DPS) is the likely cause for the volume-to-hour gap during the

06:00 hour.
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Figure 1 - Automation Letters Volume and Hours Percentage Usage
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3 I would not try to make too many detailed conclusions from the other percentage

4 differences between volume and hours because of the data assumptions. As stated

5 above, spreading the total volume among the machine's overall start and stop time

6 created the volume percentage profile. This means that the volume processed is

7 averaged over lunch periods, while the work-hour data excludes the lunch periods.

8 My review of how witness Neri determined an idle time percentage that led him to

9 make an estimate of available potential productivity improvement leads me to conclude

10 that his estimate has no factualsupport. At best, he provided a hypothetical example of

11 how much idle time would be available if one were to arbitrarily use a single data point
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C (busiest hour)25 to determine the number of employees required to work during each

2 eight-hour tour. Witness Neri discusses a number of mail processing scheduling and

3 staffing opportunities that will exist in the new operating windows. He cites

4 "... smoothing the processing profile ... " and states, "As processing windows are

5 expanded and the workload is balanced across the mail processing day, the Postal

6 Service would be able to manage processing operations effectively, match work-hours

7 to workload, and plan for peak load issues.,,26 These scheduling and staffing

8 management opportunities are not new to the USPS, and I would question why the

9 USPS does not apply scheduling and staffing tools to current operations, rather than

10 wait for a change in the processing window.

11

C,2

13
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20

Witness Neri and witness Smith both discuss peak load issues. Witness Smith

states that the problem has gotten worse since 1987 because standard mail was

combined with FCM for Delivery Point Sequencing. 27 I would argue that it was more

difficult to schedule employees in 1987 than it is now.

In 1987, the incoming processing operations for letters, in a plant for example,

had four different processes: automated lI'lI£i;egment, automated sort to route,

MPLSM city secondary, and manual city secondary. The latter two required scheme

knowledge. Today, city secondary operations are, for the most part, automated and no

scheme knowledge is required at the plant level, except for plants that still distribute

letters ill MODS operation 160.

25 See, Response of USPS Witness Neri to paiR NO.1 Q 7, January 24,2012 page 1988 of Official
Transcript of Proceedings before the PRC.
26 Direct Testimony of Frank Neri on behalf of the USPS (USPS-T-4), page 27.
27 See, Direct Testimony of Marc A. Smith on behalf of the USPS (USPS-T-9). Pages 3-6.
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In the past, I utilized scheduling and staffing tools such as POSKED or

SiteMETA28 to simulate the mail flows and processing simulations to determine

employee schedules that would be "smoothed," in an effort to minimize the effect of

peak loads caused by volume fluctuations. In my work with Canada Post, which is

implementing its version of DPS (called Sequencing) for letter operations, I was able to

develop scheduling an<;J staffing tools to establish automation machine schedules in

order to meet operating plans that vary from peak day to average day volumes. The

scheduling methodology and techniques are the same today as they were in the 80s,

except that now one can perform this analysis on a laptop.

When IPSIM was the USPS's simulation tool for scheduling and staffing, the first

activity was to perform an idle-time study to determine the productivity rates that would

be expected as a result of matching staff with mail arrivals. These idle-time studies

generally identified a 3 to 5 percent productivity improvement opportunity. The

smoothing technique was to schedule employees at the earliest possible start time and

not run out of mail, then to structure employee start-time groups. These tools were

designed to schedule a full seven days, not just a single day,~ presented in

DocketNo.~. Those traditional studies have not been done for this proceeding.

I therefore cannot support any of the estimated productivity improvements listed in

(

19 Figure 12 of witness Neri's testimony.

20

21

28 Hhttp://www.orms-today.org/orms-12-96/delivery.htmIH.
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(. J IV. Evaluation of Processing Window

A. Proposed Processing Window Operating Plan Change

In this section I will review the current operating window of the processing

environment, the operating window of the Mail Processing Network Rationalization

proposal, as well as an alternative processing window that would preserve overnight

service standards for some subset of current overnight committed mail. Using the data

for the automated letter processing that was presented in Table 11 above, I converted

the work hour by hour data into number of automated letter machines that are required

to process automated letter mail over a 24-hour period. This is a Rough Order of

Magnitude (ROM) rnacro analysis and is provided to visually display the differences

between the three alternatives, using the FY2010 base data and looking at the total

machine requirements as if there was only one plant. This ROM will compare both

average-day and peak-day volume data for tbe operating window processing alternative

14 side-by-side.

15

16

17

18

19

20

21

(
"".-

The current processing of automation letters average day volume over a 24-hour

period is displayed in Table 12. The number of machines used (or required), is

displayed in this and the following tables. Table 13 is the number of machines required

to process the "peak" volume based on the peak factors of 1.55 for outgoing letters, and

1.20 for incoming letters and incoming secondary letters. Table 12 also shows the

maximum number of machines required for an average day is 3,356 machines at the

2300-2400 hour, while Table 13 shows the maximum number to be 4,184 machines at
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4200

(-. the same hour. The number of automation letter machines in all plants is currently

2 5,916 machines. 29

3
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Table 14 displays the number of machines required, using the N2012-1 proposed

operating plan, for the typical P&DC/F30 for the average daily volume. Table 15 shows

the peak-day total machine requirements (using the peak volume factors) to be 3,253

machines. This is similar to the 3,165 total machines as identified in the USPS N2012-1

modeling of DBCS machines. 31 It should be noted that the number of machines

required to process the average daily volume of incoming automation letters is currently

772. This will increase to 2,191 under the new compressed four-hour operating

window. Witness Matz will discuss this in further detail in his discussion of incoming

primary operating window and light tray analysis.

29 See, Direct Testimony of Mark A. Smith, On Behalf of the USPS (USPS - T-9, Page 13).
30 See, USPS Notice of Filing Errata to USPS-T-4, March 5, 2012 Revised. Pages 22 and 23.
31 USPS-T-9, Page 13.
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1 Table 12 - AOV OSCS Current

Based on Average Daily Volume FY 2010

Table 13 - Peak OSCS Current

Based on Peak Day Factors Applied to FY 2010 ADV

~,

31\

2

3

Total DBCS run by Hour of Day, Based on PPH and Staff Index
Hour Automation Letters

From To INP OUT INS TOTAL
7:00 8:00 27 39 69 135
8:00 9:00 27 50 40 117
9:00 10:00 26 53 21 100

10:00 11:00 28 56 12 96
11:00 12:00 37 57 11 104
12:00 13:00 113 69 14 196
13:00 14:00 280 118 28 426
14:00 15:00 516 214 47 777
15:00 16:00 680 293 74 1,047
16:00 17:00 772 398 84 1,254
17:00 18:00 745 459 84 1,288
18:00 19:00 730 568 90 1,388
19:00 20:00 719 672 102 1,493
20:00 21:00 685 727 174 1,587
21:00 22:00 608 741 506 1,855
22:00 23:00 586 666 1,942 3,194
23:00 0:00 480 450 2,426 3,356

0:00 1:00 387 285 2,574 3,246
1:00 2:00 328 199 2,557 3,084
2:00 3:00 253 146 2,482 2,880
3:00 4:00 222 135 2,837 3,194
4:00 5:00 205 130 2,937 3,273
5:00 6:00 194 124 2,791 3,109
6:00 7:00 115 82 1,598 1,795

Source:PRCWIHR-l Savings (Pub Veri, Auto Ltr Sheet

Total DBCS run by Hour of Day, Based on PPH and Staff Index
Hour Automation Letters

From To INP OUT INS TOTAL
7:00 8:00 32 61 83 176
8:00 9:00 33 77 48 158
9:00 10:00 31 82 25 139

10:00 11:00 34 87 15 135
11:00 12:00 44 88 13 144
12:00 13:00 136 107 16 259
13:00 14:00 336 183 34 552
14:00 15:00 619 332 56 1,007
15:00 16:00 816 454 89 1,359
16:00 17:00 927 616 101 1,644
17:00 18:00 894 711 101 1,706
18:00 19:00 876 881 108 1,865
19:00 20:00 863 1,041 123 2,027
20:00 21:00 822 1,127 209 2,159
21:00 22:00 730 1,148 607 2,485
22:00 23:00 704 1,033 2,330 4,067
23:00 0:00 577 697 2,911 4,184

0:00 1:00 464 442 3,089 3,995
1:00 2:00 393 309 3,068 3,770
2:00 3:00 303 226 2,978 3,507
3:00 4:00 267 209 3,404 3,880
4:00 5:00 247 201 3,525 3,973
5:00 6:00 233 192 3,349 3,774
6:00 7:00 138 126 1,918 2,182

Source:PRCWIT-LR-l Savings (Pub Veri, Auto LtrSheet
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1 Table 14 - ADV Network Consolidation DBCS Plan

Based on Average Daily Volume FY 2010

Total DBCS run by Hour of Day Current PPH + SI + New Window

Hour Automation Letters

From To INP OUT INS TOTAL
7:00 8:00 0
8:00 9:00 2,191 2,191
9:00 10:00 2,191 2,191

10:00 11:00 2,191 2,191
11:00 12:00 2,191 2,191
12:00 13:00 1,469 1,469
13:00 14:00 1,469 1,469
14:00 15:00 1,469 1,469
15:00 16:00 1,469 1,469
16:00 17:00 1,469 1,469
17:00 18:00 481 1,469 1,949
18:00 19:00 961 1,469 2,430
19:00 20:00 961 1,469 2,430
20:00 21:00 961 1,469 2,430
21:00 22:00 961 1,469 2,430
22:00 23:00 961 1,469 2,430
23:00 0:00 961 1,469 2,430

0:00 1:00 481 1,469 1,949

1:00 2:00 1,469 1,469
2:00 3:00 1,469 1,469
3:00 4:00 1,469 1,469

4:00 5:00 0
5:00 6:00 0
6:00 7:00 0

Table 15 - Peak Network Consolidation DBCS Plan

Based on Peak Day Factors Applied to FY 2010 ADV

Total DBCS run by Hour of Day, Based on PPH and Staff Index

Hour Automation Letters
From To INP OUT INS TOTAL
7:00 8:00
8:00 9:00 2,630 2,630
9:00 10:00 2,630 2,630

10:00 11:00 2,630 2,630
11:00 12:00 2,630 2,630
12:00 13:00 1,762 1,762
13:00 14:00 1,762 1,762
14:00 15:00 1,762 1,762
15:00 16:00 1,762 1,762
16:00 17:00 1,762 1,762
17:00 18:00 745 1,762 2,508
18:00 19:00 1,490 1,762 3,253
19:00 20:00 1,490 1,762 3,253
20:00 21:00 1,490 1,762 3,253
21:00 22:00 1,490 1,762 3,253
22:00 23:00 1,490 1,762 3,253
23:00 0:00 1,490 1,762 3,253

0:00 1:00 745 1,762 2,508

1:00 2:00 1,762 1,762
2:00 3:00 1,762 1,762
3:00 4:00 1,762 1,762
4:00 5:00
5:00 6:00
6:00 7:00

2 Source:PRCWIT-LR-l Savings (Pub Ver), Auto LtrSheet Source:PRCW/T-LR-l Savings (Pub Ver), Auto LtrSheet

"''"c
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B. Alternative Processing Window to Retain OND Subset

33

4203

2 The Postal Regulatory Commission asked us as part of our scope of work to

3 evaluate the feasibility, or desirability, of preseNing overnight seNice standards for

4 some subset of current overnight committed mail. Witness Matz and I have developed

5 an alternative that maintains a subset of OND committed mail, while simultaneously

6 providing an opportunity to improve operations by eliminating the wait time for the last

7 tray of mail to arrive and reducing equipment usage requirements. We reviewed the

8 N2012-1 objectives and the proposal, then reviewed the OND ODIS data of Intra-Plant

9 and Inter-Plant OND commitments. The processing alternative is to eliminate the Inter

10 OND commitment, but maintain the Intra OND seNice commitment for a plant. Witness

11 Matz will discuss the impact on OND seNice and I will discuss the operational feasibility

(2 of this alternative.
,.

13 Our alternative is to continue to process local originating mail in the current

14 operating plan window for the outgoing primary. For the typical plant, this operation

15 would still end at 11 :00 PM. Incoming Primary would remain in the same operating

16 window and would also have a scheduled end time of 11 :00 PM. Table 16 shows these

17 two automation letter functions and machine requirements of 974 and 961, for a total of

18 1,935 machines for the average-day volume. Table 17 displays the peak day machine

19 requirements for these two functions as 2,659 DBCS machines, which is below the

20 proposed 3,165 DBCS machine plan. Next, the machine requirements for the incoming

21 secondary were added to the current operating plan window after the completion of the

22 outgoing and incoming primary operations. Thus, 100 percent of the Intra-plant OND
/

C__ .3 mail would be available for secondary processing. For the average day, the machine
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( requirement, as shown in Table 16, is 2,937 DBCS machines, which is below the plan to

2 retain 3,165 machines. In Table 17 the incoming secondary peak-volume requirements

3 exceed the planned capacity of 3,165 by 360 machines. This requirement would have

4 to be processed the following day. Or one could increase the overall number of

5 machines by 360, for a total of 3,525 - which is still a significant reduction from the

6 current 5,916 total machines. Again, this is only a feasibility review at the macro-level.

7 In order to fully evaluate this alternative, plant level modeling of current individual plants

8 and possible plant consolidation should be used with local plant arrival profiles, local

9 plant operating plans to define equipment requirements, and Intra/Inter OND

10 opportunities on a seven-day schedule.

(

(
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v. Review of the AMP Studies Supporting N2012-1

On February 23,2012, the USPS filed LR 73/N16, which included a large

number of approved AMP studies pending the Mail Processing Network Rationalization

Service Changes 2012 decision. We reviewed and extracted the same category format

I developed above for several AMP studies. The AMP studies' current work hours for

the gaining and losing plants for the 203 AMPs submitted in Library Reference NP16

and the work hour savings are summarized in my library reference PRCWIT-LR-N2012-

1/NP2. For these 203 AMPs, the projected net work-hour reduction is 7.9 percent from

the combined total current work hours of both the gaining and losing facilities. Since not

all plants were included in LR 73/NP16, I will not be able to summarize the total results

for a consistent analysis.

On March 30, 2012, witness Williams filed a response to a question that

Commissioner Taub asked during the March 20, 2012 oral cross-examination. 32

Witness Williams stated that not all facilities were required to complete the AMP study

form if they were not a gaining or losing facility. On pages five through nine of the

response witness Williams provided specific descriptions of AMP savings calculations

when moving from a losing site to a gaining site.

Applying these LDC productivity assumptions to the combined volume of the

losing and gaining plants for FY2010 MODS data provides work hours required by

category. Table 18 below summarizes the expected work hours for the gaining plants,

after the losing plants' volume has been transferred. The work hours are based on

32 See, Response of USPS witness Williams to question from commissioner Taub during March 20, 2012
oral cross-examination, March 30, 2012.
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witness Williams's response to Commissioner Taub, and what he indicated to be his

expected three to eight percent productivity improvement for volume operations, a 50-

percent absorption factor for LOC 17, and a five-percent reduction in LOC 18. Table 18

shows a total work-hour projection of 165,720,808, which represents a 16.7 million hour

reduction, or 9.1 percent of the FY 2010 MODS work hour base.

Table 18 - Gaining plant Work-Hours N2012-1

Combined Vol Gaining Plant PPH + AMP PPH % Inc
PPH

Category Hrs Vol (1,000) PPH % Chg
Auto Letters Outgoing 6,950,991 48,404,352 6,964 8%
Auto Letters Incoming 9,923,848 63,038,192 6,352 8%
Auto Letters Secondary 23,522,727 209,435,016 8,904 8%
Auto Letters 40,397,566 320,877,560 7,943 8%
Manual Letters 11,964,692 6,645,691 555 3%
Total Letters 52,362,258 327,523,252 6,255 7%

Mech Flats+Prep 16,278,296 22,232,177 1,366 15%
Manual Flats 4,871,351 1,619,651 332 3%
Total Flats 21,149,647 23,851,829 1,128 12%

SPBS 11,578,635 3,898,504 337 8%
Parcel/Priority 7,160,182 2,193,100 306 3%
Total Other Dist 18,738,817 6,091,604 325 6%

Prep 8,739,218 47,575,406 5,444 9%
Open/Pouching 12,759,559 79,815,370 6,255 26%
Tray Handling 7,259,082 779,540 107 10%
Equip Operator 10,551,743
Dock Operations 20,080,206 285,389 14 29%
Express/Registry 4,671,035 177,035 38 11%
Indirect/Support 9,409,243

Sub-Total Dist 92,250,722 357,466,684 3,875 8%
Sub-Total Non Dist 73,470,086
Total LDC 11-18 165,720,808 357,466,684 2,157 13%

Source:PRCWIT-LR-l Savings (Pub Ver), Plants Combined Base Sheet
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( VI. . Conclusion

2 This section will summarize the range of projected work-hour usage for mail

3 processing LDC 11-18 of the proposed consolidation of the losing plants into gaining

4 plants. Table 19 below is a summary of the total work hours based on various

5 processing rate assumptions as discussed above. All of the data summarized below

6 have been discussed in above sections, and the data calculations are included in my

7 submitted library references.

8 Table 19 - Range of Savings in LDC 11-18 for N2012-1

Total Mall Processing LOC 11-18
Mall Processlno LOC 11-18 Work-Hour Summarv $Chanoe

Losing Gaining Total Change from % ChangeRange of Savings
Facilih, Facllitv Combined Base From Base (x$1 000)

FY2010 Work-Hour Base 58,954,969 123,417,117 182,372,087

N2012-1 Proposal 0 156,356,429 156,356,429 -26,015,658 -14.3% -$1,046,718

Worst Outcome Gaining Plant PPH 0 186,581,533 186,581,533 4,209,447 2.3% $169,363

Move Volume at Losing Plant PPH 0 182,372,087 182,372,087 0 0.0% $0

5% Increase in Current Plant PPH 0 176,191,238 176,191,238 -6,180,849 -3.4% -$248,681

AMP Process Described 0 165,720,808 165,720,808 -16,651,279 -9.1% -$669,950

9 Source:PRCWfT-LR-l Savings (Pub Ver), Summary TableSheet

10

11 A. FY 2010 Base Work Hours

12 The "FY 2010 Base Work-Hour Base" is from the MODS data for the plants

13 identified as either "Losing" or "Gaining" only Mail Processing LDC 11-18 operations.

14 The only modification, as noted earlier, was to remove the same two MODS operations

15 from the database in order to be consistent with the data presented by Witness Bradley.

C,. "? The total usage may be lower at the present time because of continued volume declines
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or processing changes the USPS has introduced since the end of FY 201 0, but I think it

is important to look at a comparative analysis of differing assumptions on a consistent

base, and modified later with updated data,

B. N2012-1 Proposal

The second line.in Table 18, "N2012-1 Proposal" is the summary of the

necessary work-hour reduction required to achieve the cost savings identified by

witness Bradley.33 As discussed earlier, this requires a 14.3-percent decrease in the

base hours. The two-step process that witness Bradley used was to first identify the

cost savings for the transfer of workload and then apply the productivity gains. 34

I provided my opinion of the anticipated productivity gains that were expected by

the change in operating window. I think the proposed operating window change for the

cancellation of outgoing primary will differ lillie from its current operation. The change in

operating window for the incoming primary is planned to be compressed into a four-hour

window. This change will cause more machines to operate for a shorter period of time,

generate more partially filled trays and require additional set-up and sweep time (as

displayed when Table 12 and Table 14 are compared side by side).

This process is not the same as the AMP process. One of the unintended

consequences of this approach is that when estimating a potential productivity gain that

would be expected from combining volume into an existing facility, the expectation

33 See, USPS-LR-N2010-1/20, Calculating Mail Processing Labor Cost Savings.xls, Tab Summary
34 See, Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service, Docket No.
N2012-1, USPS T-10, pages 5-17
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might yield fewer hours than what is currently being used. This is precisely what

happened in the combining of the losing plants' registry operations into the gaining

plants' registry operations. Exhibit 5 summarizes the total current Registry work hours

for all gaining plants as 1,596,456 annual work hours and the losing plants' as 852,177

annual work hours. The registry hours for the gaining plant after consolidation are

1,412,845 annual work hours. Therefore, the gaiping plant not only must absorb all the

losing plants' volume, it also must eliminate 183,611 annual hours from its current

usage. Another unintended consequence I noted after reviewing the automation letter

outgoing secondary savings' operational detail is that the workload transfer factor and

the productivity improvement for the operations were included in the total labor cost

changes. This saving amounted to $8.9 million. Then later in the cost savings analysis

summarized in Table 16 of Witness Bradley's testimony, the Work Load Reduction Cost

Changes eliminated the outgoing secondary sorting operations and estimated the

savings by another $22.8 million35
. The automation letter outgoing secondary saving is

in PRCWIT-LR-N2012-1/NP5, Savings Analysis 2012-1.xlsx, worksheet tab "USPS

Savings by Operation," column AA.

As I noted earlier, in Table 5, the total productivity improvement expectation of

the proposed work-hour reduction resulted in an overall productivity improvement of

20.9 percent for the gaining plant over its current processing rates. The largest

combined operation group, automated letters, will have to achieve a 26-percent

increase in its processing rate. In my review of the three total facility consolidations,

. 35 See, Direct Testimony of Michael D. Bradley on behalf of the United States Postal Service, Docket No.
N2012-1, USPS T-10, page 41.
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~ summarized in Table 10 above, the gaining plant experienced a 12 percent decrease in

2 the automated letters processing rate with an 11.4 percent increase in volume.

3

4 c. Likely Worst Outcome Gaining Plant PPH

5 If the losing plants' volume is transferred into a new gaining plant and this volume

6 is worked at the current plant's processing rates, the Postal Service runs the risk that

7 this change could increase work hours by 2.3 percent, or cost $169 million. In my

8 opinion this is not likely to happen, but a review of the results posted in Table 10 above,

9 shows that it can happen.

10

(-
11

12

13

14

15

16

D. Five Percent Increase in Gaining Plant PPH

At a minimum, the gaining plant must achieve at least an overall 3.7-percent

productivity improvement in order to break even, as shown in Table 8. If the gaining

plant achieves a five-percent improvement over its current combined processing rate,

this will achieve a reduction in work hours from the total combined base of 6.2 million

hours - for a savings of $249 million for Direct Mail Processing LDC 11-18.

(
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E. AMP Process Described

Table 18 above, summarizes the results of the productivity assumptions as

described by Witness Williams36 which projects a 16.7 million work hour reduction, or

9.1-percent reduction from base, which equates to an estimated savings of $670 million.

F. Going Forward

As I stated earlier, I would expect to see a range of 3 to five percent improvement

in processing rates of distribution type operations. There is no doubt that there is

excess DBCS capacity in current Plant inventory that consumes space and is expensive

to maintain. This is an issue that needs to be addressed. The first step is to identify

opportunities to consolidate plants and modify OND-inter pairs that would allow the

expansion of the operating window of the incoming secondary automated process.

Therefore, the completion of the first pass is not dependent on waiting for the last

committed tray to arrive from an inter OND paired facility. This would allow the DPS

operations to be scheduled immediately after the completion of the outgoing primary.

These opportunities should first be studied in the current plant structure.

36 See, Response of USPS witness Williams to question from commissioner Taub during March 20, 2012
oral cross-examination, March 30, 2012.
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Cat No LDC Category Name Category Description

1 11 L-OTG Auto Letters Outgoing

2 11 L-RTS Auto Letters RTS

3 11 L-INC Auto Letters Incoming Primary

4 11 L-INS Auto Letters Incoming Secondary

Volume 5 11 L-DPS Auto Letters DPS

Measured 6 12 F-OTG Mech Flats Outgoing

Operations 7 12 F-INC Mech Flats Incoming Primary

8 12 F-INS Mech Flats Incoming Secondary

9 13 SPBS Non-Pri SPBS Non Priority

10 13 SPBS Priority SPBS Priority

11 13 Mech Parcel Mech Parcel

12 14 Manual Letters Manual Letters

13 14 Manual Flats Manual Flats

14 14 Manual Parcels Manual Parcels

15 14 Manual Priority Manual Priority

16 17 Presort Presort

17 17 Mail Prep Mail Prep and Cancellation

18 17 MeterPrep Meter Prep

Non-Volume 19 17 Other Prep Other Prep

Opeations 20 12/17 FLATPREP Flats Prep

21 17 Opening Opening Units

22 17 Pouching Pouching Units

23 13/17 Sack Outside Sack and Outsides

24 13 Tray Sort Tray Sort

25 17 SWYB-ACDCS SWYB-ACDCS

26 17 Dispatch Dispatch

27 17 Equip Operator Equipment Operator

28 17 Expediter Expediter

29 17 PLATFORM Platform Operations

30 15/17/18 Opns Other Other Operations

31 18 Express Express Mail

32 18 Registry Registry

33 18 MP Indirect Mall Processing Indirect

34 18 MP Support Mall Processing Support

35 1 PLANT IPS In plant Support

Not 36 10 PLANTSUPV Mall Processing Plant SupenAsion

Mail 37 3A Vech Serv Vehicle SenAces

Processing 38 3B Maint Plant and Equipment Maintenance

39 15 REC Remote Encoding Center

40 FN4 Cust Serv Customer SenAce

41 FN2 Del Serv Deli\A9ry SenAce

42 FN5-FN9 NON-PLANT Non Plant Administration

2 Source:PRCWIT-LR-l Savings (Pub Veri, Categary Table Sheet
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Cat. No LDC Category All Hours NDC, ISC, REC Plants

1 11 L-OTG 6,261,763 47,503 6,214,260

2 11 L-RTS 1,150,406 - 1,150,406

3 11 L-INC 10,615,113 28,674 10,586,439

4 11 L-INS 1,536,166 388 1,535,777

Volume 5 11 L-DPS 23,212,785 34 23,212,750

Measured 6 12 F-OTG 1,179,855 67,922 1,111,932

Operations 7 12 F-INC 2,902,979 29,074 2,873,905

8 12 F-INS 4,422,792 - 4,422,792

9 13 SPBS Non-Pn 8,007,991 1,246,998 6,760,992

10 13 SPBS Pnority 6,589,333 193,942 6,395,391

11 13 Mach Parcel 4,222,836 4,007,044 215,792

12 14 Manual Letters 11,890,608 107,949 11,782,659

13 14 Manual Flats 4,706,574 7,071 4,699,503

14 14 Manual Parcels 1,805,764 930,863 874,901
15 14 Manual Priority 6,128,691 172,010 5,956,681

16 17 Presort 1,964,491 34,418 1,930,073

17 17 Mail Prep 6,490,963 10,998 6,479,965

18 17 MeterPrep 537,033 - 537,033

19 17 Other Prep 485,774 - 485,774

20 12/17 FLATPREP 10,329,482 60,550 10,2~8,933

21 17 Opening 12,743,995 1,098,817 11,645,177

Non-Volume 22 17 Pouching 1,817,233 324,592 1,492,641

Opeations 23 13/17 Sack Outside 3,110,222 995,941 2,114,280

24 13 Tray Sort 7,525,264 892,396 6,632,868

25 17 SWYB-ACDCS 1,627,182 75,656 1,551,526

26 17 Dispatch 3,854,513 84,610 3,769,902

27 17 Equip Operator 16,486,631 4,103,500 12,383,131

28 17 Expediter 8,572,816 1,252,618 7,320,198

29 17 PLATFORM 17,296,136 4,114,022 13,182,113

30 15/17/18 Opns Other 588,962 277,831 311,131

31 18 Express 3,198,786 742,833 2,455,953

32 18 Registry 2,606,721 158,087 2,448,634

33 18 MP Indirect 5,975,260 1,295,363 4,679,898

34 18 MP Support 5,897,386 697,579 5,199,807

35 1 PLANT IPS 3,768,274 380,575 3,387,698

Not 36 10 PLANTSUPV 13,172,255 1,579,030 11,593,225

Mail 37 3A Vech Serv 17,021,319 1,716,055 15,305,264

Processing 38 3B Maint 57,400,367 6,822,652 50,577,715

39 15 REC 4,113,366 4,106,881 6,485

40 FN4 Gust SelV 1,124,064 150 1,123,914

41 FN2 Del Serv 3,950,309 - 3,950,309
42 FN5-FN9 NON-PLANT 4,836,709 844,320 3,992,389

Volume Ops 94,633,655 6,839,475 87,794,180

Non-Volume Ops 111,108,849 16,219,811 94,889,037

Mail Processing LDC 11-18 205,742,504 23,059,286 182,683,218

Not Mail Proc 105,386,664 15,449,664 89,937,000
Totai MODS 311,129,168 38,508,950 272,620,217

3 Source:PRCWIT-LR-l Savmgs (Pub Ver)l SummI50urce:PRCWIT-LR-l Savings (Pub Ver), Summary Sheet
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1 Exhibit 3- Productivity Change of USPS Plant Consolidation by Category

After Consolidation with Projected Institutional Savings and Productivity Sa'vings Cost Reduction
Work Hour Change % PPH Change LDC (11-18)

Cat No LDC Category HIS Vol (1,000) PPH +/- Hrs %Hrs GainPlant CombPlants ($1000)
1 11 L-0TG 5,085,945 41,201,788 8,101 -1,128,315 -18.2% 25.3% 22.2% -$48,970
2 11 L-RTS 941,590 7,202,565 7,649 -208,815 -18.2% 20.4% 22.2% -$9,063
3 11 L-INC 8,661,840 63,038,192 7,278 -1,924,599 -18.2% 23.7% 22.2% -$83,529
4 11 L-INS 1,256,316 10,221,030 8,136 -279,461 ~18.2% 22.9% 22.2% -$12,129Volume 5 11 L-DPS 18,986,801 199,213,986 10,492 -4,225,949 -18.2% 25.7% 22.3% -$183,406

Measured 6 12 F-0TG 963,438 2,979,765 3,093 -148,495 -13.4% 12.8% 15.4% -$6,347
Operations 7 12 F-INC 2,486,854 7,008,893 2,818 -387,051 -13.5% 7.5% 15.6% -$16,563

8 12 F-INS 3,826,543 12,243,519 3,200 -596,249 -13.5% 12.9% 15.6% -$25,420
9 13 SPBS Non-Pri 6,216,170 1,775,569 286 -544,822 -8.1% 7.6% 8.8% -$22,994

10 13 SPBS Priority 5,886,295 2,122,936 361 -509,096 -8.0% -1.2%, 8.6% -$21,496
11 13 Mech Parcel 195,577 14,511 74 -20,215 -9.4% -31.6% 10.3% -$663
12 14 Manual Letters 11,386,096 6,645,691 584 -396,563 -3.4% 8.2% 3.5% -$16,284
13 14 Manual Flats 4,543,178 1,619,651 357 -156,325 -3.3% 10.4% 3.4% -$6,471
14 14 Manual Parcels 831,606 417,068 502 -43,295 -4.9% 48.4% 5.2% -$1,780
15 14 Manual Priority 5,702,356 " 1,761,521 309 -254,325 -4.3% 5.5% 4.5% -$10,504
16 17 Presort 1,536,101 2,267,252 1,476 -393,972 -20.4% 22.2% 25.6% -$15,908
17 17 Mail Prep 5,607,235 22,604,082 4,031 -872,730 -13.5% 17.8% 15.6% -$35,596
18 17 MeterPrep 532,924 22,591,133 42,391 -4,109 -0.8% 0.0% 0.8% -$165

Non-Volume 19 17 Other Prep 420,009 112,940 269 -65,765 -13.5% 28.8% 15.7% -$2,682
Opeations 20 12/17 FLATPREP 9,169,625 22,863,199 2,493 -1,099,307 -10.7% 15.9% 12.0% -$46,680

21 17 Opening 10,042,724 79,424,024 7,909 -1,602,454 -13.8% 18.8% 16.0% -$65,191
22 17 Pouching 1,174,962 187,193 159 -317,678 -21.3% 68.3% 27.0% -$12,825
23 13/17 Sack Outside 1,718,099 204,153 119 -396,181 -18.7% 27.7% 23.1% -$16,297
24 13 Tray Sort 5,708,703 642,475 113 -924,165 -13.9% 13.0% 16.2% -$38,464
25 17 SWYB-ACDCS 1,545,785 137,065 89 -5,742 -0.4% -1.1% 0.4% -$232
26 17 Dispatch 3,123,667 243,549 78 -646,235 -17.1% 28.9% 20.7% -$26,273
27 17 Equip Operator 10,075,091 -2,308,040 -18.6% -$93,783
28 17 Expediter 5,944,883 -1,375,315 -18.8% -$55,883
29 17 PLATFORM 10,657,690 41,839 4 -2,524,423 -19.2% 37.0% 23.7% -$102,575
30 5/17/18 Opns Other 0 0 0.0% $0
31 18 Express 2,455,953 117,739 48 0 0.0% 14.3% 0.0% $0
32 18 Registry 1,412,845 59,296 42 -1,035,789 -42.3% 67.9% 73.3% -$38,997
33 18 MP Indirect 4,293,064 -386,834 -8.3% -$12,564
34 18 MP Support 3,966,463 -1,233,344 -23.7% -$16,985

Volume 76,970,606 357,466,684 4,644 -10,823,574 -12.3% 17.3% 14.1% -$465,617
Non-Volume 79,385,823 -15,192,084 -16.1% -$581,101

Total Plants 156,356,429 357,466,684 2,286 -26,015,658 -14.3% 20.9% 16.6% -$1,046,718
2 Source:PRCWIT-LR-l Savings (Pub Ver), USPS Savings Summary Sheet
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Exhibit 4 - Productivity Change of USPS Plant Consolidation by Category Group
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2

After Consolidation with Institutional Sa\oings and Producti'.1ty Sa'.1ngs Cost Reduction
New Gaining Workload at N2010~1 PPH Work Hour Change %PPH Change LDG (11-18)

Cat No LDG Category Groups Hrs Vol PPH +/~ Hrs %Hrs GainPlant CombPlants ($1000)
1.2 11 Auto Letters Outgoing 6,027,536 48,404,352 8,031 -1,337,130 -18.2% 24.6% 22.2% -$58,032
3 11 Auto Letters Incoming 8,661,840 63,038,192 7,278 -1,924,599 -18.2% 23.7% 22.2% -$83,529

4,5 11 Auto Letters Secondary 20,243,117 209,435,016 10,346 -4,505,411 ~18.2% 25.6% 22.3% -$195,535
1,2,3,4,5 11 Auto Letters 34,932,492 320,877,560 9,186 -7,767,140 -18.2% 26.0% 22.2% -$337,096

12 14 Manual Letters 11,386,096 6,645,691 584 -396,563 -3.4% 8.2% 3.5% -$16,284
Total Letters 46,318,588 327,523,252 7,071 -8,163,703 -15.0% 23.1% 17.6% -$353,380

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 16,446,460 22,232,177 1,352 -2,231,102 -11.9% 13.8% 13.6% -$95,010

Operations 13 14 Manual Flats 4,543,178 1,619,651 357 -156,325 -3.3% 10.4% 3.4% -$6,471
Total Flats 20,989,638 23,851,829 1,136 -2,387,426 -10.2% 11.7010 11.4% -$101,481

9,10 13 SPBS 12,102,466 3,898,504 322 -1,053,918 -8.0% 3.2% 8.7% -$44,489
11,14,15 13,14 Parcel/Priority 6,729,539 2,193,100 326 -317,834 4.5% 10.9% 4.7% -$12,947

Total Other Dist 18,832,005 6,091,604 323 -1,371,752 --6.8% 5.7% 7.3% -$57,436

16,17,18,19 17 prep 8,096,269 47,575,406 5,876 -1,336,576 ~14.2% 17.6% 16.5% -$54,351
21,22,23 13,17 Open/Pouching 12,935,785 79,815,370 6,170 -2,316,313 -15.2% 19.8% 17.9% -$94,313

Non-Volume 24,25 13,17 Tray Handling 7,254,487 779,540 107 -929,907 -11.4% 9.7% 12.8% -$38,696
Opeations 27 17 Equip Operator 10,075,091 -2,308,040 -18.6% -$93,783

26,28,29 17 Dock Operations 19,726,240 285,389 14 -4,545,974 ~18.7% 25.9% 23.0% -$184,731
31,32 18 Express/Registry 3,868,798 177,035 46 -1,035,789 -21.1% 36.6% 26.8% -$38,997
33,34 18 Indirect/Support 8,259,527 -1,620,178 -16.4% -$29,549

Sub-Total Dist 86,140,231 357,466,684 4,150 -11,922,881 -12.2% 17.9% 13.8% -$512,297
Sub-Total Non Dist 70,216,197 -14,092,777 -16.7% -$534,421
Total LOC 11-18 156,356,429 357,466,684 2,286 -26,015,658 -14.3% 20.9% 16.6% -$1,046,718

Source:PRCWIT-LR-l Savings (Pub Ver), USPS savings Summary Sheet
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( Exhibit 5 - Current "Losing" and "Gaining" Plant Productivity by Category
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Before Consolidations

losing Plants Gaining Plant
Cat No LDC Category Hcs Vol (1,000) PPH Hrs Vol (1,000) PPH

1 11 L·OTG 1,620,875 11,505,390 7,098 4,593,385 29,696,397 6,465
2 11 L-RTS 287,151 1,719,a83 5,989 863,255 5,482,681 6,351
3 ,1 L-INC 3,271,351 20,013,337 6,118 7,315,087 43,024,854 5,882

• 11 L-INS 528,900 3,556,572 6,724 1,006,877 6,664,458 6,619
Volume 5 11 L-DPS 8,422,967 75,731,574 8,991 14,789,783 123,482,412 a,349

Measured 6 12 F-OTG 278,630 694,578 2,493 833,303 2,285,188 2,742
Operations 7 12 F-INC 960,493 1,991,570 2,073 1,913,412 5,017,323 2,622

1HP 8 ,2 F-INS 1,587,851 4,211,440 2,652 2,834,940 8,032,078 2,833
9 ,3 SPBS Non-Pri 2,093,750 536,533 256 4,667,243 1,239,036 265

10 13 SPBS Priority 2,273,365 618,497 272 4,122,026 1,504,439 365
11 13 Mech Parcel 119,907 4,106 3. 95,885 10,405 109
12 ,. Manual Letters 3,292,219 2,067,103 628 8,490,439 4,578,588 539
13 " Manual Flats 1,528,954 596,195 390 3,170,548 1,023,456 323,. " Manual Parcels 386,248 251,954 652 488,653 165,114 338
15 " Manual Priority 2,202,487 661,748 300 3,754,194 1,099,772 293
16 17 Presort 364,366 375,450 1,030 1,565,707 1,891,801 1,208
17 ,7 Mail Prep 1,941,384 7,072,361 3,643 4,538,581 15,531.721 3,422
18 17 MelerPrep 144,670 5,954,523 41,159 392,363 16,636,610 42,401

Non-Volume 19 17 Other Prep 150,180 42,863 285 335,595 70,076 209
Opeations 20 12/17 FLATPREP 2,945,866 7,113,212 2,415 7,323,067 15,749,987 2,151

N-WH 21 17 Opening 4,122,799 29,326,599 7,113 7,522,378 50,097,425 6,660
22 ,7 Pouching 695,868 111,747 161 796,772 75,445 95
23 13/17 Sack Outside 666,666 69,425 10' 1,447,614 134,728 93
2. 13 Tray Sort 1,528,379 133,915 a8 5,104,489 508,561 100
25 17 SWYB-ACDCS 526,753 45,167 86 1,024,773 91,898 90
26 17 Dispatch 1,143,716 84,643 7. 2,626,186 158,907 61
27 17 Equip Operator 3,662,777 8,720,354
28 ,7 Expediter 2,329,232 4,990,966
29 ,7 PLAlFORM 4,911,067 18,133 • 8,271,046 23,706 3
30 5/17/18 Opns Olher 0 0
31 18 Express 846,385 50,233 59 1,609,568 67,506 '2
32 18 Registry 852,177 19,386 23 1,596;456 39,911 25
33 18 MP Indirect 1,575,947 3,103,950
34 18 MP S~pport 1,691,588 3,508,219

Volume 28,855,149 124,160,482 4,303 58,939,031 233,306,202 3,958
Non-Volume 30,099,821 64,478,086

Tolal Plants 58,954,969 124,160,482 2,106 123,417,117 233,306,202 1,890
2 Source.PRCWIT- LR 1 Savings {Pub Ver}, Plants Gain Lase BaseSheet
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1 Exhibit 6 - Current "Losing" and "Gaining" Plant Productivity by Category Group

Current Hours TPH Volume of Losing Plant and Gaining Plant Before Consolidations
Before Consolidation Losing Plants Gaining Plant

Cat No LDC Category Hrs Vol PPH Hrs Vol PPH
1.2 11 Auto Letters Outgoing 1,908,026 13,225,274 6,931 5,456,640 35,179,079 6,447
3 11 Auto Letters Incoming 3,271,351 20,013,337 6,118 7,315,087 43,024,854 5,882

4,5 11 Aut\) Letters Secondary 8,951,867 79,288,146 8,857 15,796,661 130,146,870 8,239
1,2,3.4,5 11 Auto Letters 14,131,244 112,526,757 7,963 28,568,388 208,350,803 7,293

12 14 Manual Letters 3,292,219 2,067,103 628 8,490,439 4,578,588 539
Total Letters 17,423,464 114,593,860 6,577 37,058,827 212,929,391 5,746

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 5,772,840 6,897,588 1,195 12,904,722 15,334,589 1,188
Operations 13 14 Manual Flats 1,528,954 596,195 390 3,170,548 1,023,456 323

TPH Total Flats 7,301,794 7,493,783 1,026 16,075,270 16,358,045 1,018

9,10 13 SPBS 4,367,115 1,155,030 264 8,789,269 2,743,474 312
11,14,15 13,14 Parcel/Priority 2,708,641 917,808 339 4,338,732 1,275,291 294

Total Other Dist 7,075,756 2,072,839 293 13,128,001 4,018,766 306

16,17,18,19 17 Prep 2,600,600 13,445,198 5,170 6,832,245 34,130,208 4,995
21,22,23 13,17 Open/Pouching 5,485,333 29,507,771 5,379 9,766,765 50,307,598 5,151

Non-Volume 24,25 13,17 Tray Handling 2,055,132 179,082 87 6,129,263 600,458 98
Opeations 27 17 Equip Operator 3,662,777 8,720,354

N-TPH 26,28,29 17 Dock Operations 8,384,015 102,776 12 15,888,198 182,613 11
31,32 18 Express/Registry 1,698,562 69,619 41 3,206,024 107,417 34
33,34 18 Indirect/Support 3,267,535 6,612,170

Sub-Total Dist 31,801,014 124,160,482 3,904 66,262,098 233,306,202 3,521
Sub-Total Non Dist 27,153,955 57,155,019
Total LDC 11-18 58,954,969 124,160,482 2,106 123,417,117 233,306,202 1,890

2 Source:PRCWIT-LR-l Savings (Pub Ver), Plants Gain Lase Base Sheet
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1 Exhibit 7 - Combined "Losing" Plants' Volume at "Gaining" Plants Current Productivity by Category

Combine Losing Plants Volume into Gaining Plant at Gaining Plants Base Productive

Losing Plant Vol Gaining Plant Current Base Gaining Plant with +Vol at Base PPH
Cat No LOC CategOly Vol (1,000) Hrs Vol (1,000) PPH Hrs Vol (1,000) . PPH

1 11 L-QTG 11,505,390 4,593,385 29,696,397 6,465 6,373,017 41,201,788 6,465
2 11 L-RTS 1,719,883 863,255 5,482,681 6,351 1,134,053 7,202,565 6,351
3 11 L-INC 20,013,337 7,315,087 43,024,854 5,882 10,717,756 63,038,192 5,882
4 11 L-INS 3,556,572 1,006,877 6,664,458 6,619 1,544,210 10,221,030 6,619

Volume 5 11 L-OPS 75,731,574 14,789,783 123,482,412 8,349 23,860,335 199,213,986 8,349
Measured 6 12 F-OTG 694,578 833,303 2,285,188 2,742 1,086,583 2,979,765 2,742
Operations 7 12 F-INC 1,991,570 1,913,412 5,017,323 2,622 2,672,920 7,008,893 2,622

8 12 F-INS 4,211,440 2,834,940 8,032,078 2,833 4,321,378 12,243,519 2,833
9 13 SPBS Non-Pri 536,533 4,667,243 1,239,036 265 6,688,273 1,775,569 265

10 13 SPBS Prionty 618,497 4,122,026 1,504,439 365 5,816,653 2,122,936 365
11 13 Mach Parcel 4,106 95,885 10,405 109 133,724 14,511 109
12 14 Manual Letters 2,067,103 8,490,439 4,578,588 539 12,323,633 6,645,691 539
13 14 Manual Flats 596,195 3,170,548 1,023,456 323 5,017,491 1,619,651 323
14 14 Manual Parcels 251,954 488,653 165,114 338 1,234,309 417,068 338
15 14 Manual Priority 661,748 3,754,194 1,099,772 293 6,013,144 1,761,521 293
16 17 Presort 375,450 1,565,707 1,891,801 1,208 1,876,440 2,267,252 1,208
17 17 Mail Prep 7,072,361 4,538,581 15,531,721 3,422 6,605,221 22,604,082 3,422
18 17 MeterPrep 5,954,523 392,363 16,636,610 42,401 532,797 22,591,133 42,401

Non-Volume 19 17 Other Prep 42,863 335,595 70,076 209 540,867 112,940 209
Opeations 20 12/17 FLATPREP 7,113,212 7,323,067 15,749,987 2,151 10,630,405 22,863,199 2,151

21 17 Opening 29,326,599 7,522,378 50,097,425 6,660 11,925,913 79,424,024 6,660

22 17 Pouching 111,747 796,772 75,445 95 1,976,926 187,193 95

23 13/17 Sack Outside 69,425 1,447,614 134,728 93 2,193,561 204,153 93
24 13 Tray Sort 133,915 5,104,489 508,561 100 6,448,607 642,475 100
25 17 SWYB-ACOCS 45,167 1,024,773 91,898 90 1,528,442 137,065 90
26 17 Dispatch 84,643 2,626,186 158,907 61 4,025,044 243,549 61
27 17 Equip Operator 0 8,720,354 0 0 12,383,131 0 0
28 17 Expediter 0 4,990,966 0 0 7,320,198 0 0
29 17 PLATFORM 18,133 8,271,046 23,706 3 14,597,607 41,839 3
30 5/17/18 Opns Other 0 0 0 0 0 0 0
31 18 Express 50,233 1,609,568 67,506 42 2,807,284 117,739 42
32 18 RegistIY. 19,386 1,596,456 39,911 25 2,371,906 59,296 25
33 18 MP Indirect 0 3,103,950 0 0 4,679,898 0 0
34 18 MP Support 0 3,508,219 ·0 0 5,199,807 0 0

Volume 124,160,482 58,939,031 233,306,202 3,958 88,937,480 357,466,664 4,019
Non-Volume 64,478,086 97,644,054

Total Plants 124,160,482 123,417,117 233,306,202 1,890 186,581,533 357,466,684 1,916

2 Source:PRCWIT-LR·l Savings (Pub Ved, Plants Combined Base Sheet
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1 Exhibit 8 - Combined "Losing" Plants' Volume at "Gaining" Plants' Current Productivity by Category Group

2

Combine Losing Plants Volume into Gaining Plant at Gaining Plants Base Producth.e
Losing Plant Vol Gaining Plant Current Base Gaining Plant with +Vol at Base PPH

cat No LDC Category Vol (1,000) Hrs Vol (1,000) PPH Hrs Vol (1,000) PPH
1.2 11 Auto Letters Outgoing 13,225,274 5,456,640 35,179,079 6,447 7,507,070 48,404,352 6,448
3 11 Auto Letters Incoming 20,013,337 7,315,087 43,024,854 5,882 10,717,756 63,038,192 5,882

4,5 11 Auto Letters Secondary 79,288,146 15,796,661 130,146,870 8,239 25,404,545 209,435,016 8,244
1,2,3,4,5 11 Auto Letters 112,526,757 28,568,388 208,350,803 7,293 43,629,371 320,877,560 7,355

12 14 Manual Letters 2,067,103 8,490,439 4,578,588 539 12,323,633 6,645,691 539
Total Letters 114,593,860 37,058,827 212,929,391 5,746 55,953,004 327,523,252 5,854

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 6,897,588 12,904,722 15,334,589 1,188 18,711,285 22,232,177 1,188
Operations 13 14 Manual Flats 596,195 3,170,548 1,023,456 323 5,017,491 1,619,651 323

Total Flats 7,493,783 16,075,270 16,358,045 1,018 23,728,776 23,851,829 1,005

9,10 13 SPBS 1,155,030 8,789,269 2,743,474 312 12,504,926 3,898,504 312
11,14,15 13,14 Parcel/Priority 917,808 4,338,732 1,275,291 294 7,381,178 2,193,100 297

Total Other Dist 2,072,839 13,128,001 4,018,766 306 19,886,104 6,091,604 306

16,17,18,19 17 Prep 13,445,198 6,832,245 34,130,208 4,995 9,555,325 47,575,406 4,979
21,22,23 13,17 Open/Pouching 29,507,771 9,766,765 50,307,598 5,151 16,096,400 79,815,370 4,959

Non~Volume 24,25 13,17 Tray Handling 179,082 6,129,263 600,458 98 7,977,049 779,540 98
Opeations 27 17 Equip Operator 8,720,354 12,383,131

26,28,29 17 Dock Operations 102,776 15,888,198 182,613 11 25,942,849 285,389 11
31,32 18 ExpreSS/Registry 69,619 3,206,024 107,417 34 5,179,190 177,035 34
33,34 18 Indirect/Support 6,612,170 9,879,705

Sub-Total Dist 124,160,482 66,262,098 233,306,202 3,521 99,567,884 357,466,684 3,590

Sub-Total Non Dist 57,155,019 87,013,649

Total LDC 11-18 124,160,482 123,417,117 233,306,202 1,890 186,581,533 357,466,684 1,916

3

4

5

6

Source:PRCWJT-LR-l Savings (Pub Ver), PIcSource:PRCW/T-LR-l Savings (Pub Ver), Plants Combined Base Sheet
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1 Exhibit 9 - Move "Losing" Plant Volume into "Gaining" Plant at "Losing" Plant Productivity by Category

Combine Losing Plants Volume and Hours into Gaining Plant Combined Producti\e

Losing Plant Vol Gaining Plant Current Base Gaining Plant with +Vol at aase PPH
Cat No LDC Category Vol (1,000) Hrs Vol (1,000) PPH Hrs Vol (1,000) PPH

1 11 L-OTG 11,505,390 4,593,385 29,696,397 6,465 6,214,260 41,201,788 6,630
2 11 L-RTS 1,719,883 863,255 5,482,681 6,351 1,150,406 7,202,565 6,261
3 11 L-INC 20,013,337 7,315,087 43,024,854 5,882 10,586,439 63,038,192 5,955
4 11 L-INS 3,556,572 1,006,877 6,664,458 6,619 1,535,777 10,221,030 6,655

Volume 5 11 L-DPS 75,731,574 14,789,783 123,482,412 8,349 23,212,750 199,213,986 8,582
Measured 6 12 F-OTG 694,578 833,303 2,285,188 2,742 1,111,932 2,979,765 2,680
Operations 7 12 F-INC 1,991,570 1,913,412 5,017,323 2,622 2,873,905 7,008,893 2,439

8 12 F-INS 4,211,440 2,834,940 8,032,078 2,833 4,422,792 12,243,519 2,768
9 13 SPBS Non-Pri 536,533 4,667,243 1,239,036 265 6,760,992 1,775,569 263

10 13 SPBS Priority 618,497 4,122,026 1,504,439 365 6,395,391 2,122,936 332
11 13 Mech Parcel 4,106 95,885 10,405 109 215,792 14,511 67
12 14 Manual Letters 2,067,103 8,490,439 4,578,588 539 11,782,659 6,645,691 564
13 14 Manual Flats 596,195 3,170,548 1,023,456 323 4,699,503 1,619,651 345
14 14 Manual Parcels 251,954 488,653 165,114 338 874,901 417,068 477
15 14 Manual Priority 661,748 3,754,194 1,099,772 293 5,956,681 1,761,521 296
16 17 Presort 375,450 1,565,707 1,891,801 1,208 1,930,073 2,267,252 1,175
17 17 Mail Prep 7,072,361 4,538,581 15,531,721 3,422 6,479,965 22,604,082 3,488
18 17 MeterPrep 5,954,523 392,363 16,636,610 42,401 537,033 22,591,133 42,067

Non-Volume 19 17 Other Prep 42,863 335,595 70,076 209 485,774 112,940 232
Opeations 20 12/17 FLATPREP 7,113,212 7,323,067 15,749,987 2,151 10,268,933 22,863,199 2,226

21 17 Opening 29,326,599 7,522,378 50,097,425 6,660 11,645,177 79,424,024 6,820
22 17 Pouching 111,747 796,772 75,445 95 1,492,641 187,193 125
23 13/17 Sack Outside 69,425 1,447,614 134,728 93 2,114,280 204,153 97
24 13 Tray Sort 133,915 5,104,489 508,561 100 6,632,868 642,475 97
25 17 SWYB-ACDCS 45,167 1,024,773 91,898 90 1,551,526 137,065 88
26 17 Dispatch 64,643 2,626,186 158,907 61 3,769,902 243,549 65
27 17 Equip Operator 0 8,720,354 0 0 12,383,131 0 0
28 17 Expediter 0 4,990,966 0 0 7,320,198 0 0
29 17 PLATFORM 18,133 8,271,046 23,706 3 13,182,113 41,839 3
30 5/17/18 Opns Other 0 0 0 0 0 0 0
31 18 Express 50,233 1,609,568 67,506 42 2,455,953 117,739 48
32 18 Registry 19,386 1,596,456 39,911 25 2,448,634 59,296 24
33 18 MP Indirect 0 3,103,950 0 0 4,679,898 0 0
34 18 MP Support 0 3,508,219 0 0 5,199,807 0 0

Volume 124,160,482 58,939,031 233,306,202 3,958 87,794,180 357,466,684 4,072
Non-Volume 64,478,086 94,577,906

Total Plants 124,160,482 123,417,117 233,306,202 1,890 182,372,087 357,466,684 1,960

2 Source:PRCWIT-LR-l Savings (Pub Ver), Plants Combined Curr PPH Sheet
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1 Exhibit 10 - Move "Losing" Plant Volume into "Gaining" Plant at "Losing" Plant Productivity by Category Group

Combine Losing Plants Volume and Hours into Gaining. Plant Combined Productive
Losing Piant Vol Gaining Plant Current Base Gaining Plant with +Vol at Base PPH

Cat No LDC Category Vol (1,000) Hrs Vol (1,000) PPH Hrs Vol (1,000) PPH
1.2 11 Auto Letters Outgoing 13,225,274 5,456,640 35,179,079 6,447 7,364,666 48,404,352 6,573
3 11 Auto Letters Incoming 20,013,337 7,315,087 43,024,854 5,882 10,586,439 63,038,192 5,955

4,5 11 Auto Letters Secondary 79,288,146 15,796,661 130,146,870 8,239 24,748,528 209,435,016 8,463
1,2,3,4,5 11 Auto Letters 112,526,757 28,568,388 208,350,803 7,293 42,699,632 320,877,560 7,515

12 14 Manual Letters 2,067,103 8,490,439 4,578,588 539 11,782,659 6,645,691 564
Total Letters 114,593,860 37,058,827 212,929,391 5,746 54,482,291 327,523,252 6,012

Volume
Measured 6,7,8,20 12,17 Mech Flats+Prep 14,010,801 12,904,722 15,334,589 1,188 18,677,562 22,232,177 1,190
Operations 13 14 Manual Flats 596,195 3,170,548 1,023,456 323 4,699,503 1,619,651 345

Total Flats 14,606,996 16,075,270 16,358,045 1,018 23,377,065 23,851,829 1,020

9,10 13 SPBS 1,155,030 8,789,269 2,743,474 312 13,156,384 3,898,504 296
11,14,15 13,14 Parcel/Priority 917,808 4,338,732 1,275,291 294 7,047,374 2,193,100 311

Total Other Dist 2,072,839 13,128,001 4,018,766 306 20,203,757 6,091,604 302

16,17,18,19 17 Prep 13,445,198 6,832,245 34,130,208 4,995 9,432,845 47,575,406 5,044
21,22,23 13,17 Open/Pouching 29,507,771 9,766,765 50,307,598 5,151 15,252,098 79,815,370 5,233

Non-Volume 24,25 13,17 Tray Handling 179,082 6,129,263 600,458 98 8,184,394 779,540 95
Opeations 27 17 Equip Operator 8,720,354 12,383,131

26,28,29 17 Dock Operations 102,776 15,888,198 182,613 11 24,272,214 285,389 12
31,32 18 Express/Registry 69,619 3,206,024 107,417 34 4,904,586 177,035 36
33,34 18 IndirectiS uppor! 6,612,170 9,879,705

Sub-Total Dist 131,273,695 66,262,098 233,306,202 3,521 98,063,113 357,466,684 3,645
Sub-Total Non Dist 57,155,019 84,308,974
Total LOC 11-18 131,273,695 123,417,117 233,306,202 1,890 182,372,087 357,466,684 1,960

q

2 Source:P.RCW/T-LR-l Savings (Pub Ver), Plants Combined CUff PPH Sheet
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Exhibit 11 - Summary of Final PIRs (19 Plants)

Final P1R 19 Plants

~,
I '

2

Annual FHP Volume Annual TPH orNATPH Volume Annual Workhours Annual lPH ProductilAty

Cat No LDC Category PreAMP Final PIR PreAMP Final PIR PreAMP Final PIR PreAMP Final PIR

1,2 11 Auto letters Outgoing 7,642,427,253 6,806,914,997 9,640,486,964 8,591,292,330 1,390,488 1,270,889 6,933 6,760

3 11 Auto Letters Incoming 12,483,627,315 9,915,104,382 12,962,736,596 10,445,616,189 2,198,059 1,859,567 5,897 5,617

4,5 11 Auto Letters Secondary 9,568,757,910 10,029,333,987 35,577,425,948 34,374,307,852 4,137,666 4,060,463 8,598 8,466

1,2,3,4,5 11 Auto Letters Total 29,694,812,478' 26,751,353,366 58,180,649,508 53,411,216,371 7,726,213 7,190,919 7,530 7,428

12 14 Manual Letters 904,843,861 995,656,665 1,184,343,926 1,181,323,284 2,694,519 1,813,230 440 652

Total Letters 30,599,656,339 27,747,010,031 59,364,993,434 54,592,539,655 10,420,732 9,004,149 5,697 6,063

Volume

Measured 6,7,8,20 12,17 Mech Flats+Prep 3,272,753,431 2,603,140,869 4,613,597,416 3,496,961,917 3,853,246 2,964,489 1,197 1,180

Operations 13 14 Manual Flats 303,421,456 355,768,630 370,202,575 397,432,505 962,513 799,673 385 497

Total Flats 3,576,174,887 2,958,909,499 4,983,799,991 3,894,394,422 4,815,759 3,764,162 1,035 1,035

9,10 13 SPSS 103,624,639 86,983,440 483,009,724 398,849,946 1,461,622 1,314,653 330 303

11,14,15 13,14 Parcel/Priority 114,830,278 110,527,091 139,039,426 140,747,744 606,399 425,101 22. 331

Total Other Dist 218,454,917 197,510,531 622,049,150 539,597,690 2,068,021 1,739,754 301 310

16,17,18,19 17 Prep 2,030,022 1,5n,834

21,22,23 13,17 Open/Pouching 4,336,495 2,503,619

Non-Volume 24,25 13,17 Tray Handling 1,134,593 1,464,212

Opeations 27 17 Equip Operator 1,972,307 1,663,257

26,28,29 17 Dock Operations 5,191,592 3,960,681

31,32 18 Express/Registry 889,805 687,584

33,34 18 IndirecUSupport 2,710,752 1,356,757

SUb-Total Dist 34,394,286,143 30,903,430,061 64,970,842,575 59,026,531,767 17,304,512 14,508,065 3,755 4,069

Sub-Total Non Dist 18,265,566 13,213,944

Total LDC 11-18 34,394,286,143 30,903,430,061 64,970,842,575 59,026,531,767 35,570,078 27,722,009 1,827 2,129

Source: NP12 N2012 PIR Worksheet Summary Fina/19 Plants.xlsx CategorySummary tab
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Exhibit 12- Productivity Comparison of Pre-AMP to Final PIR (19 Plants)

Final PIR 19 Plants

;~.

2

Pre AMP to PIR TPH Productil.ity % Chg Hr % Chg in PPH

Cat No LDC Category %FHP %TPH Pre AMP Final PIR Actual Actual

1,2 11 Auto Letters Outgoing -10.9% -10.9% 6933 6760 -8.6% -2%

3 11 Auto Letters Incoming -20.6% -19.4% 5897 5617 -15.4% -5%

4,5 11 Auto Letters Secondary 4.8% -3.4% 8598 8466 -1.9% -2%

1,2,3,4,5 11 Auto Letters Total -9.9% -8.2% 7530 7428 -6.9% -1%

12 14 Manual Letters 10.0% -0.3% 440 652 -32.7% 48%
Total Letters -9.3% -8.0% 5697 6063 -13.6% 6%

Volume

Measured 6,7,8,20 12,17 Mech Flats+Prep -20.5% -24.2% 1197 1180 -23.1% -1%
Operations 13 14 Manual Flats 17.3% 7.4% 385 497 -16.9% 29%

Total Flats -17.3% -21.9% 1035 1035 -21.8% 0%

9,10 13 SPBS -16.1% -17.4% 330 303 -10.1% -8%

11,14,15 13,14 Parcel/Priority -3.7% 1.2% 229 331 -29.9% 44%
Total Other Dist -9.6% -13.3% 301 310 -15.9% 3%

16,17,18,19 17 Prep -22.3%

21,22,23 13,17 Open/Pouching -42.3%

Non-Volume 24,25 13,17 Tray Handling 29.1%

Opeations 27 17 Equip Operator -15.7%

26,28,29 17 Dock Operations -23.7%

31,32 18 Express/Registry -22.7%

33,34 18 IndirecUSupport -49.9%

Sub-Total Dist -10.1% -9.1% 3755 4069 -16.2% 8%

Sub-Total Non Dist -27.7%

Total LDC 11-18 -10.1% -9.1% 1827 2129 -22.1% 17%

Source: NP12 N2012 P/R Worksheet Summary Fino/19 P/onts.xlsx Category Summary tab
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Exhibit 13 - Summary of 3 DID AMPs "Gaining" Plants

Three_OfO_AMP's Gaining Plant Only

.~\
I '

2

Annual FHP Volume Annual TPH or NATPH Volume Annual Workhours Annual TPH Producti-.ity

Cat No LDC CatagolY PreAMP Final PIR Pre AMP Final PIR PreAMP Final PIR Pre AMP Final PIR

1,2,3,4,5 11 Auto Letters Outgoing 796,785,066 664,874,332 1,026,444,607 800,624,016 128,523 106,308 7,986 7,531
Auto Letters Incoming 1,294,012,293 1,313,871,785 1,336,036,031 1,395,781,231 183,989 231,448 7,261 6,031

Auto Letters SecondalY 543,778,177 898,468,608 2,749,091,718 3,496,961,535 306,700 448,812 8,963 7,792

Auto Letters Total 2,634,575,536 2,877,214,725 5,111,572,356 5,693,366,782 619,212 786,568 8,255 7,238

12 14 Manual Letters 98,024,126 109,063,948 140,430,383 139,807,579 289,908 211,444 464 661
Total Letters 2,732,599,662 2,986,278,673 5,252,002,739 5,833,174,361 909,120 998,012 5,777 5,845

Volume 3.6% 3.7% 2.7% 2.4%

Measured 6,7,8,20 12,17 Mech Flats+Prep 357,937,909 328,921,482 475,667,804 437,741,135 386,851 353,014 1,230 1,240

Operations 13 14 Manual Flats 23,994,649 21,626,777 29,642,616 24,571,716 100,099 108,590 296 226

Total Flats 381,932,558 350,548,259 505,310,420 462,312,851 486,950 461,604 1,038 1,002

9,10 13 SPBS 34,022,939 28,337,473 50,136,313 56,763,161 118,447 188,411 423 301

11,14,15 13,14 Parcel/Priority 18,387,090 37,254,096 26,941,423 51,032,749 145,317 108,913 165 469

Total Other Dlst 52,410,029 65,591,569 77,077,736 107,795,910 263,764 297,324 292 363

16,17,18,19 17 Prep 159,384 179,053

21,22,23 13,17 Open/Pouching 282,863 190,191

NonNolume 24,25 13,17 Tray Handling 186,582 189,286

Opeations 27 17 Equip Operator 208,624 211,150

26,28,29 17 Dock Operations 569,580 583,010

31,32 16 ExpressfRegistlY 134,337 133,890

33,34 18 Indirect/Support 353,707 147,719

Sul>-TotalDist 3,166,942,249 3,402,418,501 5,834,390,895 6,403,283,122 1,659,834 1,756,940 3,515 3,645

SuI>-Total Non Dist 1,895,077 1,634,299

Total LDC 11-18 3,166,942,249 3,402,418,501 5,834,390,895 6,403,283,122 3,554,911 3,391,239 1,641 1,888

Source: NP12 N2012 PIR Worksheet Summary 3_0D_Plants Gaining Only.xlsx Category Summary tab
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CHAIRMAN GOLDWAY: Library references that

2 have been filed by Witness Weed in this docket, Mr.

3 Costich?

4 BY MR. COSTICH:

5 Q Mr. Weed, does your testimony contain a list

6 of library references that you sponsor?

7 A Yes, it does. On page V, there are six

8 library references, three public, three non-public.

9 CHAIRMAN GOLDWAY: Thank you. That makes it

10 clear for those people who are looking at the record.

11 They can find the library references.

12 We'll next receive written cross-

13 examination. Mr. Weed, have you had an opportunity to

14 examine the packet of designated written cross-

15 examination that was made available to you in the

16 hearing room today?

17

18

THE WITNESS: Yes, I have.

CHAIRMAN GOLDWAY: Are there any corrections

19 or additions that need to be made?

20

21

THE WITNESS: No.

CHAIRMAN GOLDWAY: If the questions

22 contained in that packet were posed to you orally

.23 today, would your answers be the same as those you

24 previously provided in writing?

25 THE WITNESS: Yes, I would.

Heritage Reporting Corporation
(202) 628 -4888
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CHAIRMAN GOLDWAY: Then with everything in

2 order, counsel, please provide two copies of the

3 stated designated written cross-examination of Witness

4 Weed to the reporter. That material is received into

5 evidence, and it is to be transcribed into the record.

6 (The document referred to was

7 marked for identification as

8 Exhibit No. PRCWIT-T-l and

9 was received in evidence.)

(

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II
II
II
II
II
II
II
II
II
II

Heritage Reporting Corporation
(202) 628-4888
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c RESPONSES OF WITNESS WEED TO
PRESIDING OFFICER'S INFORMATION REQUEST NO.8

POIR 8, Question 1:

In the Appendix, Exhibit 12, of his testimony, witness Weed (PRCWIT-T-1) shows that
Manual Letters, Manual Flats, and Parcel/Priority Processing experienced double-digit
gains in productivity from the Pre-AMP to the Final PIR.

a. Please describe the likely cause(s) of the large productivity increases.

b. Would you expect that similar productivity increases would take place if the
consolidations proposed in Docket No. N2012-1 are implemented? Please
explain why or why not.

Response

a. Please describe the likely cause(s) of the large productivity increases.

For reference, the table below is from PRCWIT-T-1, Appendix, Exhibit 12. It shows the
data for the Manual Letters, Manual Flats, and Parcel/Priority categories.

4231

(
\, Table 1 - Manual Letters, Flats, &Parcels/Priority from Exhibit 12

Vol TPH Producti~ty % ChgHr %Chgin PPH

Cat No LDC CatesOl)' %TPH PreAMP Final PIR Actual Actual

12 14 Manual Letters -0.3% 440 652 -32.7% 48%

13 14 Manual Flats 7.4% 385 497 -16.9% 29%

11,14,15 13,14 Parcel/Priority 1.2% 229 331 -29.9% 44%

The likely causes of these large productivity increases can be broken into two
categories - process- and measurement-related increases and operational performance
increases. I will start by looking at the issues that cause the process- and
measurement-related increases.

The time period for measuring changes through the PIR process is not 24 contiguous
months. There is a gap in the middle of the comparison years that is caused by the
approval and implementation process. This resulted in an average elapsed time of
36.5 months for the 19 AMP PIRs. This is shown in the table below.

(



RESPONSES OF WITNESS WEED TO
PRESIDING OFFICER'S INFORMATION REQUEST NO.8

Table 2 - Timeline of the 19 AMP PIRs

TImeline of Pre-AMP (B) Months with PiR (A) Months
AMP CY2007 CY 200S CY2009 IcY 2010 CY2011

Study FY 2007 FYzooa FY'" FY20HI F'f2011

N•. losing Facimy J A S o N D J F M AM J J A S ON D J F M A M J J A S ON D J F M AM J J A S ON 0 J F M AM J J A S

1 Kansas Cily KS_OO , , , , , , , , , , , , A A A A A A A A A A A A

'" Fl!nCO , , , , , , , , , , , , A A A A A A A A A A A A

19 Cantoll_O , , , , , , , , , , , , AAA A A A A A A AAA

5 DetmiLO , , , , , , , , , , , , AAA A A A A A A A A A

" Pllrlsmotllh_O , , , , , B , , , B , , A A A A A A A A A A A A

16 lakeland_O , , , , B , , B , , B B A A A A A A A A A A"A A

12 Manasola..0 , , , B , B , , , , , , A A A A A A A A A AAA, WElertoW/LOD B B B , , , , , , , B , AAA A A A A A A A A A, Winctlester_ 00 B , B , B , , B B B , , A A A A A A A A A A A A

6 Blnghamtoll_O B , B , , B B , , , , B A A A AAA A A A A A A

11 Queens_O B B B , , , B B B B B , A A A A A A A A A A A A

15 Weslem NassalLO , , B , B B , , , B B B A A A A A A A A A A A A, cape Cott.0 , , , , B B , B , B B B A A A A A A A A A A A A

" OxnlUlLO , B , , B B B , , B , B A A A A A A A A A A A A

" NewarILD , , B B B , , , , , B B A A A A A A A A A A A A, Jackson 1N 0 B B , B B , B , B , , , A A A A A A A A A A A A

7 Alhens_O , B , , , , B' , , B B A A A A A A A A A A A A

17·" . H!Ck9rY~O,.:, ,-, ':-" ••••••• I·.' '.' , '. ,.
S long'Se"acr...:,.O " ... : ,

This gap means that the results of AMP PIR analysis are not representing a contiguous
24-month period consisting of 12 months for each of the Pre-AMP and PIR periods.
The elapsed time between the two periods varies by individual AMP, but averaged 12.5
months for the 19 studies1 included in my analysis.

The length of this gap means that AMP studies represent a comparison of performance
of one year to a base year two years previous. I refer to this as "Double-SPLY"
analysis. This resulted in much higher productivity increases due to the changes in
operations being compared over this extended period. Simply stated, one reason that
Exhibit 12 shows large productivity increases is because of this Double-SPLY basis.

This is a key point in reviewing AMP packages - the total elapsed time should be
considered when looking at the change between the Pre-AMP and PIR performance.

I will next look at how performance changed on a national level over the four year period
FY08 to FY11. Using data from the PRe annual compliance reviews2

, I created a
MODS work hour and productivity analysis3 using the same structure as my analysis of
the 19 AMP studies. I calculated both the change from year-to-year and the change
over a two-year period. This two-year period more closely reflects the elapsed time
period of the PIR process. For this question, since the 19 AMP studies were spread out
over all four years, I used the average of the two-year change for the periods FY08 to
FYi 0 and FY09 to FY11.

1 Hickory and Long Beach were excluded from the average elapsed time calculation. Accurate Pre-AMP
start dates could not be detennined. Source Excel file is "POIR8 Table2 Tables11-15.xlxs".

2 See Dockets ACR2008, ACR2009, ACR 2010, ACR2011, MODS Productivities and USPS Table 1-28
3 See "POIR8 Tables 3-5 16-18.xlsx" and "POIR8 Tables 6-10.xlsx"
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The Table below is a summary of national MODS work hours for Manual operations for
all MODS facilities for the four-year period of FY2008-FY2011, as described in the
previous paragraph. This table was taken from an Excel file "POIR8 Tables 3-5 16
18.xlsx" created for this response. It contains similar analysis for all operations.

Table 3 - National Work Hours - FY 2008 - Fy 2010

FY Work Hours
FY FY FY FY

Cat No LOC Category 2008 2009 2010 2011
12 14 Manual Letters 17,669,659 14,458,195 11,782,694 9,984,524
13 14 Manual Flats 5,831,023 5,280,943 4,699,294 4,368,647

11,14,15 13,14 Parcel/Priority 9,312,812 8,019,431 6,998,439 6,662,252

The percent change year over year and for a two-year average change is shown
below4

:

Table 4 - National Percent Change in Work Hours

Year O""r Year % Change
FY FY FY TwoYR

Cat No LDC Category 2008/2009 2009/2010 2010/2011 A\erage
12 14 Manual Letters -18% -19% -15% -32%
13 14 Manual Flats -9% -11% -7% -18%

11,14,15 13,14 Parcel/Priority -14% -13% -5% -21%

This shows significant and consistent reductions in work hours in these operations over
the four year period. I would surmise that these reductions are the result of both the
overall reduction in mail volume and the actions of operations managers to move mail
onto automation and to manage work hours on the workroom floor.

Table 5 - Comparison of Work Hour Change

TwoYR AMP
Cat No LOC Category A\erage PIR

12 14 Manual Letters -32% -32.7%
13 14 Manual Flats -18% -16.9%

11,14,15 13,14 Parcel/Priority -21% -29.9%

4 The two year average is calculated as( «FY08+FY09)/FY10-1) + (FY09+FY10)/FY11-1)) )/2.
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While somewhat stating the obvious, another cause of the large productivity increases
in the AMP studies is the substantial reduction in work hours in these operations.
However, as shown above, the reduction in the 19 AMP offices for manual letters and
flats was identical to the national reduction in work hours. The difference in
Parcels/Piiority will be explained in a subsequent section.

Changes in productivity can be caused by both sides of the calculation - volume or
hours. MODS volume determination for manual operations is inconsistent based on
methodology changes and apparent significant variation in annual flow rate updates.
Manual volume historically was a combination of mail being weighed across scales and
calculated flows from automation and for subsequent manual handlings.. The Postal
Service stopped weighing mail nationally in CY2008. This elimination of weighing mail
means that manual volume is determined entirely from calculated flows.

The change in the way MODS manual volume was calculated fell in the four-year
window. Manual letter and flat volumes are based on flows that are survey based and
change only once a year. I also understand that the survey methodology was replaced
in FY2011 for an ODIS data-based approach. The table below shows the TPH volumes
for manual over the four-year period, along with the two-year average again. Note that
the Parcel category does not include Priority Mail as it does in my AMP analysis.

Table 6 - National TPH Volume

Source: ACR2011, USPS-FY-11-23
and Predecessor Documents FY TPH Volume

Description Shape FY2008 FY2009 FY2010 Fy 2011
Manual Letters Letters 8,437,189 6,999,857 6,300,365 7,740,605
Manual Flats Flats 1,996,217 1,731,066 1,525,978 2,299,272
Manual Parcels Parcels 514,158 469,953 441,024 420,133

Table 7 - National Percent Change in TPH Volume

Year owr Vear Double SPLY Change

IHP Volume IHP Volume

Source: ACR2011, USPS-FY-11-23
% Ch9 % Chg % Chg %Chg %Chg

and Predecessor Documents 2-YR
FY 08-09 FY 09-10 FY 10-11 FY 08-10 FY 09-11 AVE

Group Description Shape
Manual Letters Letters -17% -10% 23% -25% 11% -7%
Manual Flats Flats -13% -12% 51% ~24% 33% 5%
Manual Parcels Parcels -9% -6% -5% -14% -11% -12%
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For Letters, TPH went down -0.3 percent for the 19 AMP studies while nationally it went
down -7 percent. For flats, TPH went up 7.4 percent for the 19 AMP studies, while
nationally it went up 5 percent.

The elimination of weighing mail in FY08 distorts the FY08to FY09 comparison. This
distortion is caused by the weighing of mail for part of FY08.

It appears that a significant change in the flow values occurred between the years FY10
and FY11. I cannot evaluate which year more accurately reflects volume of pieces
sorted, and thus, which accurately reflects actual productivity. I can state that the
comparison of productivity between years is distorted due to the effects of the volume
measurement methodology changes. Therefore, for manual letters and flats, one of the
causes of the large increases in productivity in these operations is a phantom effect of
the volume measurement changes.

The PIR review process does not adjust for changes in the base volume. Work hour
reductions resulting from the overall volume decline are not segregated from the
reductions tied directly to consolidation. For example, if volume goes down by 10
percent in an AMP PIR analysis, and work hours go down a corresponding amount
because less mail is worked, this reduction in work hours is not attributed to the volume
reduction in the PIR study. This gives the appearance that this work hour reduction is
caused by the consolidation.

In addition to the change in volume, any other operational changes are not considered
in the AMP PIR process. For example, if new, more efficient equipment is added to the
gaining plant, the effect of the new equipment is not segregated in the PIR analysis.
Another example would be when mail is moved to a different mail-processing
(e.g. transferred to the NDC) or customer-service operation.

One of the causes of the large productivity increases is that the PIR process does not
consider impact from working less actual volume in the PIR year than in the Pre-AMP
year.

The tables below show the change in productivity for the manual operations.
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Table S - National Productivity

Source: ACR2011, USPS-FY-11-23
and Predecessor Documents FYTPH PPH

Group Description Shape FY2008 FY 2009 FY 2010 Fy 2011
Manual Letters Letters 512 507 568 820
Manual Flats Flats 363 343 346 553
Manual Parcels Parcels 310 340 374 334

Table 9 - National Percent Change in Productivity

Year over Year

THP PPH

Source: ACR2011, USPS-FY-11-23
% Chg % Chg % Chg

and Predecessor Documents
FY 08-09 FY 09-10 FY10-11

Group Description Shape
Manual Letters Letters -1% 12% 44%
Manual Flats Flats -6% 1% 60%
Manual Parcels Parcels 10% 10% -11%

C Table 10- Comparison of Change in Productivity

Source: ACR2011, USPS-FY-11-23
% Chg % Chg

and Predecessor Documents 2-YR AMP
FY 08-10 FY 09-11 AVE PIR

Group Description Shape
Manual Letters Letters 11% 62% 36% 48%
Manual Flats Flats -5% 61% 28% 29%
Manual Parcels Parcels 20% -2% 9% 44%

The difference between the national data and the 19 AMP studies of 12 percent in
Manual Letters represents the impact of the volume measurement issues. For Manual
Flats, productivity change matched the national performance. Note that the above
tables do not include Priority volume or productivity data.

The categories I created in my analysis were intended to group the individual MODS
operations into a manageable number of categories to facilitate analysis. However,
further analysis at the individual MOD number level shows that operations not involved
in the consolidation are impacting the results for the manual categories. The table
below shows the data used in my analysis at the individual MOD number level. This is
taken from file "paiRS Table2 Table11-15.xlsx".

(
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Table 11 - Summary of AMP PIR by MODS Operation Number

AMP PIRs - Summary b Operation Number- FHP WH Workhours TPH Produetillly Plant
Calg.-y N'. PreAMP Final PIR PreAMP FinalP1R PreAMP Final PIR PreAMP Final PIR +f- Wkhrs % of Calegory Count

Manual Flats 074 129566 178427 142114 189510 440032 385108 323 '92 -5492' 33.7% 19

Manual Flats 170 33851 21106 37730 22'04 120669 86072 312 285 -34817 21.4%

"Manual Flals 060 82035 83840 """ 84085 200079 180384 443 485 -19695 12.1% 20

Manual Flats 175 3459 6482 15712 14504 25928 7274 606 1994 -18652 11.5% 10

Manual Flats 178 4090 4574 7814 5952 33335 20485 234 291 -12669 7.9% 13
Manual frals 070 2569 26684 17201 21a51 11479 1221 1498 -10372 6.4% 16
Manual Flats 073 47583 61359 48534 61437 11185S 105407 434 583 -5451 4.0% 13
Manual Flals 075 231 345 4212 82 -4212 2.6% 6
Manual Flats 178 3 2587 1970 4290 3471 826 "17 -819 0.5% 9

Manual Flats 069 23 23 22 1029 ·22 0.0% 2
Manual Flats 063 19 12 ·7 0.0% 1

Manual Letters 030 471390 424916 488230 425340 951853 n1391 513 551 ·180482 2o.s% 19
Manualletlers 044 167322 240504 232963 280607 482756 311228 503 902 -151528 17.2% 1S
Manual letters 043 164794 216422 168603 217293 441n3 319008 392 681 -122768 13.9% 14
Manua Letters 168 40504 45342 53975 50843 192803 63476 295 801 -119327 13.5% 14
Manual letters 169 912 50322 21327 162084 67164 310 318 -94920 10.9% 17
Manual letters 150 37125 65742 46213 71642 235223 149902 196 479 -85321 9.7% 15

Manual letters 160 B340 2301 20826 4378 58394 10240 309 428 -46154 5.2% 14
Manual letters 040 3911 112094 106133 149523 105102 750 1010 -44421 5.0% 19

Manual letters 043 6103 5391 20084 315 ·20054 2.3% 6
Manual letters 090 347 3130 23168 12746 15 248 -10440 1.2% 14

Manual letters 029 4444 431 4444 431 6833 2974 503 145 -8859 0.7% 5
Manual letters 033 5 -5 0.0% 2

Manual Parcels 200 24181 16867 27518 15456 122376 49656 225 332 -72680 48.9% 15

Manual Parcels 130 5047 2516 8340 3715 69437 19359 77 192 -50078 33.7% 10
Manual Parcels 100 12394 3948 12399 4076 30448 5620 407 725 -24828 16.7% 14

Manual Parcels 103 1309 201 ·1106 0.7% 1

Manual Priority 32' 17179 21044 17230 21147 123423 92264 140 223 -31159 95.6% 12
Manual Priority 050 10642 12073 10644 13317 48420 36309 234 307 -10111 31.0% 13
Manual Priority 055 18337 15352 18557 15633 83317 54517 295 297 -8900 27.0% 14

Manual Priority 821 21532 16160 24850 21519 111043 103004 224 209 -8039 24.7% 11
Manual Priority 051 2874 4153 2874 4183 9497 3551 903 1169 -8948 18.2% 9

Manual Priority 322 10317 11586 11190 5601 922 1347 ·2589 7.9% 5
Manual Priority 325 197 428 168 768 429 290 354 2718 -130 .." 4

Manual Priority 052 3 2 91 38 -91 0.3% 3
Manual Priority 0S3 824 4113 824 4113 2163 2456 381 1675 263 -0.9% 8

Manual Priority 054 ·1 768 2906 34 3481 22592 763 3427 -10.5% 6

Manual Priority 328 18 4330 8407 11533 10859 19220 488 900 6861 -25.6% 6

Manual Priority 320 1648 10043 1811 10062 4361 26560 415 379 22169 -88.1% 7

For example, Box Section, Operations 168/169, comprise 24.3 percent of total Manual
Letter work hour reductions. Box section operations would only be involved in the
consolidation of four (4) of the 19 AMPs that went beyond Originating consolidation.
In Manual Parcels, Operation 200, Incoming Secondary Parcel Distribution, represents
48.9 percent of the total.

These are examples where operations not tied to the AMP, i.e., destinating operations
included in an originating AMP, are driving a large portion of the work hour reductions.
In these cases, it is also likely that the work load was transferred to a different function
or facility, e.g., Customer Services or the NDC. This would be another potential cause
of the large productivity increases.
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Tables 12 through 15 below show the breakdown for the manual operation work hours
by AMP office by MODS Operation Number. These are from Excel file "POIR8 Table2
Tables11-15.xlsx".

Table 12 - AMP PIR Change in Work Hours - Manual Letters

Manual Letters: Change in Workhours: PIR Final- PreAMP
AMP Studv NamE! Type 030 D40 044 168 169 150 160 D40 045 090 029 033 Total
Athens_O_North Metro Orlg -4486 -5380 -7608 -6 -4043 -7 -1569 -31059 9 -3803 -38042
Blnghamlon_O_Syracuse Or1g -3223 420 -4287 -1547 251 -S4<l -9SO -6569 29 -18418
Cilnt~O_AklOn Drlg ·6701 -599 -7525 -3ll45 -7390 564 -914 47 -25563
Cape eocL0_Brockton crig -8006 72 -16275 -176 -24385
DelrolLO_MichlSlan Melro Orlg 15344 -4475 -26587 ·1121 -15473 -7941- -200 -20622 -8853 1664 -3 -"'69
FllnLO_MJehlgan MetlO Orlg 35817 -674 -1762 -409 -3286 -51 16 -887 -1491 27273
HickOly_O_Greensboro Orlg -8860 -1801 1204 ~1464 1499 -327 2198 -706 -8257
Jackson TICO-Memphls Orlg -6966 -769 -3151 -7933 3187 -S442 -2109 -15719 -304 -39206
KC,Kansas to KC, MO Full ·31053 -12967 -16143 -11143 5398 -3279 1817 -8158 ·74928
lakelan<L03ampa Orlg ·29971 5752 1176 ·41403 -21BOO -6324 -6 3324 -55 -89307
long Beach..O_Santa Ana Drlg ·21193 -4516 -l9991 9966 ·27356 ·22516 -11269 89 ·96786
Manasota_O_Tampa Orlg ·25681 3575 1202 -41587 -18501 -6920 -'50 -1228 -2286 ·91826
NewarlCD..oVD Des! -5284 -6960 485 -14984 644 -16382 -22096 ·44010 -716 -10S3B3
OxnanLO_Santa C1arita--VanNuys Orlg -19468 -4974 -2_ -. -74 84 ·49101
Portsmouth_O_Manchester Orlg -12166 -935 -652 -1291 -71 ·8552 -44 -780 ·24479
Queens_O_Brooklyn Orlg 9578 -4392 -11 -20266 -1045 1648 ·7692 ·1249 -23429
Waterl0llfl..0D_SYrilcuse Full ·2591 1435 ·1098 -2169 ·3572 -S4<l ·1819 ·6569 29 ·16905
Westem Nassau_0..Mlr;t.lsland Orlg -1S466 -4713 ·21986 -2OS -S58 1574 ·44356
WInchester_DO DuJres Full -3S082 -1200 -5B69 .3976 -4635 1841 -46921
Tolal ·180462 -44421 ·151528 -119327 -94920 -8S321 -46l54 ·122768 -20084 -10440 -5859 -, -881289

As shown in the Table above, Detroit, Lakeland, Long Beach, and Manasota show
significant reduction in Box Section hours. These reductions would be independent of
the consolidation. This is an example where the productivity increases in the manual
categories are being driven both by changes other than the consolidation and by only a
small number of offices.

Table 13 - AMP PIR Change in Work Hours - Manual Flats

Manual Flats: Change in Workhour5: PIR Final - PreAMP

AMP Studv Name 060 070 074 170 175 178 073 075 179 069 063 Total
Athens_a_North Metro -5805 -5163 -35480 -3746 7 -13878 -6405'
BInghamton_O_Syracuse 390 26' 5033 -954 -440 397 7 652 -15 5324
Canton..O_Akron -1670 -1012 -10988 -154 1266 -137 -12695
Cape cod_O_Brockton -111 -1759 -'8 -1968
DetroILO_Mlchlgan Metro 5614 -23 7556 55' -292 2643 -w 16043
Fllnt_O_Mlchlgan Metro 4607 22B88 -258 -762 -44S 26027
HlckolY_O_Greensborci -1061 31 1802 1569 -16 3620 -S 5937
Jackson 1N_O_Memphls -2032 -4971 553 502 -304 5S4 -5668
KC,Kansas to KC, MO 3235 -623 -4702 -3080 -3504 -6993 -25 -7 -15699
Lake/ancCO_Tampa: -4'79 -'13 4'65 -719 -29 -5112 -19 -640 -7046
Long Beach_O_Santa Ana -4418 -2185 -1954 -15' -4786 654 -600 -13444
Manasota_03ampa -5928 -639 -7152 -871 -4978 -273 -29S -6 -20145
Newasfc..D_DVD -5013 1511 206' -402' -7424 -63S 2493 -2581 -13512
OxnanLO_Santa CIarila-VanNuys -1663 -443 -7508 -215 -9829
POl1smouth_O_Manchester -930 -232 -1732 -117 350 -851 -3512
Queens_O_Brooklyn 3397 -1403 -26202 ·24208
WafertOytfLOD_Syrncuse 240 26' 11n -964 -447 397 1 -737 652 584
Western Nassau_O_Mid-lsland 340' -4' -29123 -25763
Winchester OD_Dulies -6973 -163 4955 -2149 '22' S99
Total -19695 -W372 -54924 -34817 -18652 -12869 -64$1 -4212 -819 -22 -7 -162840
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As shown in the Table above, Operation 074, Manual SCF Flats, for Detroit, Flint, and
Jackson substantially distort the bottom line results.

Table 14 - AMP PIR Change in Work Hours - Manual Parcels

Manual Parcels: Change in Workhours: PIR Final - PreAMP
AMP Study Name 200 130 100 103 Total
Athens_OjJorth Metro 394 a a a 394
Binghamton_O_Syracuse -2022 a 1178 a -844
Canton_O_Akron 8 11 -480 a -461
Cape Cod_O_Brockton a -127 -13 a -140
Detroit_O_Michigan Metro -19328 -25388 -9230 -1108 -55054
FlinCO_Michigan Metro -15146 -25567 -9259 a -49972
Hickory_O_Greensboro -1251 -76 -1468 a -2795
Jackson "IN_O_Memphis -1138 a -64 a -1202
KC,Kansas to KC, MO -4915 -920 a a -5835
Lakeland_OJampa -1418 -1486 96 a -2808
Long Beach_O_Santa Ana -13541 a a a -13541
Manasota_O_Tampa -2101 a -11 0 -2112
Newark_D_DVD 632 a 0 a 632
Oxnard_O_Santa Clarita-VanNuys a 3522 -875 a 2647
Portsmouth_O_Manchester -1315 -47 -275 a -1637
Queens_O_Brooklyn -8989 a 242 a -8747
Watertown_OO_Syracuse 0 0 -4971 0 -4971
Western Nassau_O_Mid-lsland 0 0 0 0 0
Winchester 00 Dulles -2550 0 302 0 -2248
Total -72680 -50078 -24828 -1108 -148694

In the Table above, Detroit and Flint SUbstantially impact the bottom line results.

Table 15 - AMP PIR Change in Work Hours - Manual Priority

Manual Priority: Change in Workhours: PIR Final - PreAMP
AMP Study Name 32' 050 055 321 051 322 325 052 0S3 054 326 320 Total
Athens_O_North Metro 1517 -4835 -3318
aJnghamton...0_Syracuse 2415 -1 2414
Canton_Q_Akron 6 ·4220 -763 -6 -111 -5094
Cape CocCO_Brockton -149 -1354 102 -114 -1515
DetrolLOfllchlgan Metro -40 -53 -93
FllnLO_Mlchlgan Metro -1 -6416 -5426 5 -11838
HickorY'-0_Greensboro -10243 -655 1 325 -129 289 1268 -9144
Jackson TN...D_Memphfs -5903 -1060 -6335 -4OS 39 -10 -288 -1 5624 5394 -294S
KC,Kensas to KC, MO -61152 -11293 ~5233 6666 -80 1 -, -23 17248 -53870
lakeland_D_Tampa 866 -115 513 -2 2 122 1958 -24 189 3509
Long Beach_O_Santa Ana 9509 437 7024 -641 -1763 5 14571
Manasota_D_Tampa 1423 ~532 1527 -6 155 206 227 798 3798
NewarlCO_DVD
DxnarcLO_santa Crarita-VanNuys 9512 8952 12 -2066 -1 , -1276 15137
Portsmouth_°_Manchester -, -290 -32 -104 -1 -431
Queens_o_Brooldyn 3 ~110 -107
Watertown_DD_Syracuse 2395 -1 2394
Westem Nassau_D_Mfd-fsrand -3979 -3979
Winchester_DO Dulles 14733 -12' 495 248 2SS8 17910
Total -31159 -10111 -8800 -8039 -5946 -2589 -136 -91 293 3427 8361 22189 -32601
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In the Table above, Kansas City substantially impacts the bottom line results.

Referencing the Exhibit 12 results, the productivity increase in Parcels /Priority is
influenced by the Detroit, Flint, and Kansas City AMP's.

The four tables above demonstrate that to really understand what is driving AMP PIR
results, detailed analysis is required.

In my opinion, the breakdown of the categories into their component MODS numbers
demonstrates that part of the increases in productivity is being driven by operational
changes other than consolidation.

In summary, and as documented above, the large increase in productivity in these
categories is explained due to the following process and measurement issues:

1. Exhibit 12 shows large productivity increases because it is based on a
Double-SPLY time period.

2. The large productivity increases in the AMP studies are caused by the
substantial reduction in work hours in these operations. However, the reductions
in the 19 AMP PIRs for manual letters and flats were identical to the national
reduction in work hours.

3. The changes in manual volume methodology created inconsistent volumes from
year to year, resulting in a phantom effect on productivity.

4. The PIR process does not consider the impact from working less actual volume
in the PIR year than in the Pre-AMP year.

5. The increases in productivity are being driven by operational changes other than
consolidation. In some cases, it is also likely that the work load and work hours
were transferred to a different function or facility.

6. The productivity increases in the manual categories are being driven by only a
small number of the 19 AMP offices.

*
I will now look at the operational issues that cause productivity increases. For reference,
below I restate the following from my testimony, page 10, line 1 through page 11, line 4:

In order to put this expected improvement into perspective, it is important to
categorize the types ofoperational consolidations that occur when facilities are
merged. The first category ofoperations is where volume is simply added to an
existing operation, with little or no change to the operation. Mail cancellation and
outgoing sortation fall into this group. Savings capture can be significant in this
group due to adding volume while absorbing the savings from the elimination of
losing plants' fixed costs. Generally, adding volume without changing the
operation itself results in higher productivity.
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The second category ofoperations is where there is a transfer of workload with
little or no absorption - effectively additional new work to the gaining facility. DPS
operations fall into this category. It is new work for the gaining plant and will
generally be processed at the gaining plant's productivity for that operation.
Adding the workload does not in and of itself add any economies of scale, as it is
new and independent workload. The opportunities for savings are tied more to the
local plant's productivity relative to the losing plant, and to the expectations for
productivity improvement.

The third category of operations is when volume is merged with the gaining plant's
volume, but operational changes are necessary. Incoming Primary falls into this
category. The addition of3-digit ZIPs to Incoming Primary operations means that
the sort plans, setup, and possibly floor layout will have to change, and additional
staging and dispatch will have to be implemented. While volume is added to the
existing operation, the required changes can potentially reduce any expected
economies of scale from the additional volume.

The final category is operations that do not have a direct productivity
measurement. The opportunity to absorb additional volume can be significant,
depending on the local situation. This would require a local jUdgment of the ability
to absorb any of the new requirements within the gaining operation. In some
cases, tray sortation for example, new workload requires additional work hours. In
others, such as dock operations, additional workload can be directly absorbed.

These categories are useful in evaluating estimates of the potential AMP savings in a
specific facility.

In general, operational productivity Increases can be categorized into some of the
following causes:

a. Work process changes are made that result in a more efficient operation.
b. Actual volume - number of pieces of mail sorted - changes and results in

increased efficiency.
c. The number of handlings necessary to meet sortation requirements changes.
d. Themail arrival pattern or staffing changes, resulting in a reduction in idle time.

The sections above provide a general theoretical explanation of operational productivity
improvements. However, given the number of process and measurement issues
identified above, along with the results that mirror the national performance, I cannot
isolate any specific operational process changes that contribute to the increases in
productivity or the reduction in work hours for the 19 AMP PIR studies.



(

(
'--- -

RESPONSES OF WITNESS WEED TO
PRESIDING OFFICER'S INFORMATION REQUEST NO.8

For these manual operations, originating consolidation does not present the same
opportunities for savings capture as AFCS or automated operations. There is less allied
time to absorb through the higher volume in the operation. Simply put, manual
distribution operations do not have as much opportunity for productivity improvement
under a consolidation scenario.

Witness Neri seems to acknowledge this concept by only allocating a three (3.0)
percent increase in expected productivity for these manual operations in this docket. 5

I do concur with Witness Neri that a three percent increase in productivity would be
reasonable to expect. I cannot isolate this effect in the analysis of the 19 AMP
packages.

b. Would you expect that similar productivity increases would take place if
the consolidations proposed in Docket No. N2012-1 are implemented?
Please explain why or why not.

As explained in detail in my response to question (a), the increases in productivity are
related to process and measurement issues as opposed to specific consolidation
factors. I would not expecl.similar productivity increases in these manual operations
should the consolidations proposed in Docket Number N2012-1 be implemented.

As further clarification, I would expect there to be the opportunity for improvement in the
three (3) percent range as per the testimony of witness Neri.

5 Direct Testimony Frank Neri on Behalf of the United States Postal Service, Docket N. N2012-1,
USPS T-4, Figure 12, pages 29-30.
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POIR 8, Question 2:

In the Appendix, Exhibit 12, of his testimony, witness Weed (PRCWIT-T-1) shows
that total non-measured operations hours decreased by 27.7 percent from the
Pre-AMP to the Final PIR.

a. Please describe the likely cause(s) of the large cost reductions.

b. Would you expect that similar cost reductions would take place if the
consolidations proposed in Docket No. N2012-1 are implemented?
Please explain why or why not.

Response

a. Please describe the likely cause(s) of the large cost reductions.

The table below shows the national work hours by category for the four year period.
This methodology is the same as used in response to Question 1. It is provided in file
"POIR8 Tables 3-5 16-18.xlsx".

Table 16 - National Work Hours - Non-Volume Operations

Source: ARC2011 USPS-FY11-9 FY Work Hours
USPS-FY11-7, Cost segment 3 Cost Pools and Predecessors FY FY FY FY

cat No LOC categol)' 2008 2009 2010 2011
16,17,18,19 17 Prep 12,696,655 10,522,514 9,428,160 8,605,588

21,22,23 13,17 Open/Pouching 24,938,675 19,056,993 15,251,918 12,627,524
Non-Volume 24,25 13,17 Tray Handling 8,114,659 7,879,010 8,087,284 8,435,942
·Opeations 27 17 Equip Operator 14,854,347 13,084,188 12,347,591 12,075,975

N-TPH 26,28,29 17 Dock Operations 31,909,802 27,193,403 24,234,535 22,665,169
31,32 18 Express/Registry 7,083,864 5,944,170 4,904,327 4,702,123
33,34 18 IndirecVSupport 16,729,130 13,196,455 9,908,025 8,435,053

30 15/17/18 Opns Other 354,207 273,354 311,134 169,573
Sub-Total Dist 119,105,284 106,578,163 98,009,454 95,574,830
Sub-Totar Non Dist 116,681,339 97,150,087 84,472,974 77,716,947
Total LOC 11-18 235,786,633 203,728,250 182,482,428 173,291,777

The table below shows the percentage change in work hours year over year and the
average of the two-year (Double-SPLY) change.
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Table 17 - Percentage Change in National Work Hours

Source: ARC2011 USPS-FY11-9 Year o\er Year % Change
USPS-FY11-7, Cost segment 3 Cost Pools end Predecessors FY FY FY TwoYR

Cat No LDC Category 2008/2009 2009/2010 2010/2011 A\erage
16,17,18,19 17 Prep -17% -10% -9% -22%

21,22,23 13,17 Open/Pouching -24% -20% -17% -36%
Non-Volume 24,25 13,17 Tray Handling -3% 3% 4% 3%
Opeations 27 17 EqUip Operator -12% -6% -2% -12%

N-TPH 26,28,29 17 Dock Operations -15% -11% -6% -20%
31,32 18 ExpresslRegistry -16% -17% -4% -26%
33,34 18 Indirect/Support -21% -25% -15% -38%

30 15/17118 Opns Other -23% 14% -45% -25%
Sub-Total Dist -11% ~8% -2% -14%
Sub-Total Non Dist -17% -13% -8% -24%
Total LDC 11-18 -14% -10% -5% -19%

The table below shows the comparison by category between the national performance
and the 19 AMP facilities.

Table 18 - Comparison of Work Hour Change

Source: ARC2011 USPS-FY11-9

USPS-FY11-7, Cost segment 3 Cost Pools and Predecessors TwoYR AMP

Cat No LOC Category A\erage PIR

16,17,18,19 17 Prep -22% -22.3%
21,22,23 13,17 Open/Pouching -36% -42.3%

Non-Volume 24,25 13,17 Tray Handling 3% 29.1%
Opeations 27 17 Equip Operator -12% -15.7%

N-TPH 26,28,29 17 Dock Operations -20% -23.7%
31,32 18 Express/Registry -26% -22.7%
33,34 18 Indirect/Support -38% -49.9%

Sub-Total Non Dist -24% -27.7%

The process issues that were explained in my response to Question 1 also apply here.
However, and obviously, the volume issues do not apply here. Generally, the
reductions in the 19 AMP PIRs are slightly greater than the national average. This
difference is approximately fifteen (15) percent, or 3.7 percent of total work hours.

There is variation between these categories in the 19 AMP PIR's as shown in the tables
below. This variation shows the same types of issues with individual offices contributing
disproportionately to individual category results as in Manual operations. These tables
are in Excel file "POIR8 Tables19-21.xlsx".
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Table 19 - AMP PIR Work Hour Change by Facility & Category

Change in Workhours: Final PIR - Pre AMP
Tolal Non Distribution Total

AMP Study Number NI Open & T"'Y Equip Express I Indirect I All Tolal
No. losing Facility Distrib. Prep Pouch Handlifl9 Oper Dock Registry support Non-Dist LOG 1H8

1 Kansas City KS -117530 16536 -80545 11485 -53899 -S1203 -3759 ·205978 .-397363 -514893

2 Watertown -33316 -7362 -23300 -1166 200 -32453 -6952 -5130 -76163 -109479

3 Winchester -53123 -10913 -42267 -8949 14207 10667 -7315 -20123 -64693 -117816

4 Jackson 1N -30553 -18917 -6024 -724 -2841 8490 -9766 -58276 -88056 -118611

5 De/roll -455597 -132549 -267855 130865 30na -298703 -25124 -171798 ·734390 -1189987

6 Binghamton -48883 -1905 -43323 -1166 -14224 -47357 -7984 -15961 ·131920 -180803

7 Athens -274854 -12890 -95779 -18122 -52141 -45357 132 -50030 -274187 -549041, Long Beach -258879 -32159 -299465 -18914 -38485 -3953 -13072 -105215 -511263 -770142

9 Cape Cod -78682 -19255 4372 24014 -25822 49119 -8229 -15783 -89322 -168004

10 Portsmouth -121558 -26591 -39610 31391 -13763 -81416 -8088 -38325 -156402 -277960

11 Queens -236870 -9601 -122163 13301 -16311 -96116 -21404 -116426 -368722 -605592

12 Manasota -254322 -38014 -156691 -3370 --56744 -30923 -22430 -103484 411656 -665978

13 Neowark -221619 -24421 -191415 52754 -11024 -131343 -36329 -138268 -480046 -701665

14 Oxnard -79075 10327 -22182 -23098 -59783 -38592 -6728 --50612 -190668 -269743

15 Western Nassau -75863 -64780 -58238 -6444 295 -72672 -7733 -70563 -279135 -35499'

16 Lakeland -175449 -15770 -141233 '3B9 -49166 -32781 6951 -84557 -308167 -483616

17 Hickory -56464 -7537 -28224 -8304 -843' ·28084 -12844 -16908 -110339 -166803

18 Flint -140256 -34926 -177301 142329 56762 -174993 -5'09 -53797 -247535 -387791

19 Canton -83554 -21461 -42133 4347 -864' -25003 --5938 -32759 -131593 -215147

Tota! -2796447 -452188 -1832876 329619 -309050 -1230911 -202221 -1353995 -5051622 -7848069

Table 20 - AMP PIR Work Hour Change, Percent by Category for each Facility

Percent of Workhour Change by Category
Total Non Distributron Total

AMP Study Number NI Open & llay Equip Express I Indirect I NI Tolal

No. Losing FacUlty Dlstrlb Prep Pouch Handling Oper Dock Registry Support Non-Dlst LOC 11-18

1 Kansas city KS 22.8% -3.2% 15.6% -2.2% 10.5% 15.8% 0.7% 40.0% 77.2% 100.0%

2 Watertown 30.4% 6.7% 21.3% 1.1% -0.2010 29.6% 6.4% 4.7% 69.6% 100.0%

3 Winchester 45.1% 9.3% 35.9% 7.6% -12.1% -9.1% 6.2% 17.1% 54.9% 100.0%

4 Jackson TN 25.8% 15.9% 5.1% 0.6% 2.4% -7.2% 8.2% 49.1% 74.2% 100.0%

5 Detroit 38.3% 11.1% 22.5% -11.0% -2.6% 25.1% 2.1% 14.4% 61.7% 100.0%

6 Binghamton 27.0% 1.1% 24.0% 0.6% 7.9% 26.2% 4.4% 8.8% 73.0% 100.0%

7 Athens 50.1% 2.3% 17.4% 3.3% 9.5% 8.3% 0.0% 9.1% 49.9% 100.0%, Long Beach 33.6% 4.2% 38.9% 2.5% 5.0% 0.5% 1.7"10 13.7% 66.4% 100.0%

9 Cape Cod 46.8% 11.5% -2.9% -14.3% 15.4% 29.2% 4.9% 9.4% 53.2% 100.0%

10 Portsmouth 43.7% 9.6% 14.3% -11.3% 5.00/0 22.1% 2.9% 13.8% 56.3% 100.0%

11 Queens 39.1% 1.6% 20.2% -2.2% 2.7% 15.9% 3.5% 19.2% 60.9% 100.0%

12 Manasota 38.2% 5.7% 23.5% 0.5% 8.5% 4.6% 3.4% 15.5% 61.8% 100.0%

13 Neowark 31.6% 3.5% 27.3% -7.5% 1.6% 18.7% 5.2% 19.7% 68.4% 100.0%

14 Oxnard 29.3% -3.8% 8.2% 8.6% 22,2% 14.3% 2.5% 18.8% 70.7% 100.0%

15 Western Nassau 21.4% 18.2% 16.4% 1.5% -0.1% 20.5% 2.2% 19.9% 78.6% 100.00/0

16 Lakeland 36.3% 3.3% 29.2% -1.7% 10.2% 6.8% -1.4% 17.5% 63.7% 100.0%

17 HIckory 33.9% 4.5% 16.9% 5.0% 5.1% 16.8% 7.7% 10.1% 66.1% 100.0%

18 Flint 36.2% 9.0% 45.7% -36.7% -14.6% 45.1% 1.4% 13.9% 63.8% 100.0%

1. Canton 38.8% 10.0% 19.6% -2.0% 4.0% 11.6% 2.8% 15.2% 61.2% 100.0%

Total 35.6% 5.8% 23.4% -4.2% 3.9% 15.7% 2.6% 17.3% 64.4% 100.0%
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Table 21 - AMP PIR Work Hour Change, Percent by Facility for each Category

Percent of Workhour Change within Each Category
Total Non Distribution Total

AMP Study Number All Open & 1tay Equip Express I Indirect I All Total

No. Losing Facility Olstrib P",p Pouch Handling Oper Dock RegislJY ·support Non-Dlst LOC 11-18

1 Kansas City KS 4.2% -3.7% 4.4% 3.5% 17.4% 6.6% 1.9% 15.2% 7.9% 6.6%

2 Watertown 1.2% 1.6% 1.3% -0.4% -0.1% 2.6% 3.4% 0.4% 1.5% 1.4%

3 Winchester 1.9% 2.4% 2.3% .2.7% -4.6% -0.9% 3.6% 1.5% 1.3% 1.5%

• Jackson IN 1.1% 4.2% 0.3% -0.2% 0.9% -0.7% 4.8% 4.3% 1.7% 1.5%

5 Detroit 16.3% 29.3% 14.6% 39.7% -10.0% 24.3% 12.4% 12.7% 14.5% 15.2"A.

6 Binghamton 1.7% 0.4% 2.4% .0.4% 4.6% 3.8% 3.9% 1.2% 2.6% 2.3%

7 Athens 9.8% 2.9% 5.2% -5.5"k 16.9% 3.7% .Q.1% 3.7% 5.4% 7.0%

6 Long Beach 9.3% 7.1% 16.3% -5.7% 12.5% 0.3% 6.5% 7.8% 10.1% 9.8%

9 Cape Cod 2.8% 4.3% -0.3% 7.3% 8,4% 4.0% 4.1% 1.2% 1.8% 2.1%

10 Portsmouth 4.3% 5.9% 2.2% 9.5% 4.5% 5.0% 4.0% 2.8% 3.1% 3.5%

11 Queens 8.5% 2.1% 6.7% 4.0% 5.3"..1> 7.8% 10.6% 8.6% 7.3% 7.7%

12 Manasota 9.1% 8.4% 8.5% -1.0% 18.4% 2.5% 11.1% 7.6% 8.1% 8.5%

13 Newark 7.9% 5.4% 10.4% 16.0% 3.6% 10.7% 18.0% 10.2% 9.5% 8.9%

1. Oxnard 2.8% -2.3% 1.2% ·7.0% 19.3% 3.1% 3.3% 3.7% 3.8% 3.4%

15 Weslem Nassau 2.7% 14.3% 3.2% -1.7% -0.1% 5.9% 3.8% 5.2% 5.5% 4.5%

16 Lakeland 6.3% 3.5% 7.7% 2.5% 15.9% 2.7% -3,4% 6.2% 6.1% 6.2%

17 Hickory 2.0% 1.7% 1.5% -2.5% 2.7% 2.3% 6,4% 1.2% 2.2% 2.1%

16 Flint 5.0% 7.7% 9.7% 43.2% -18.4% 14.2% 2,8% 4.0% 4.9% 4.9%

1. Canton 3.0% 4.7% 2.3% 1.3% 2.8% 2,0% 2.9% 2.4% 2.6% 2.7%

Total 100.0% 100.0% 100.0% 100.0% 10(>.0% 100.0% 100.0% 100,0% 100.0% 100.0%

In my opinion, the variation with these categories is partially the result of lack of
consistency in MODS clock ring procedures within operations. This inconsistency can be
an employee's not moving from one operation to another or differing local definitions of
what operation number to use. I will not make conclusions at the category level as a
result of these variations across offices.

The table does show that of the total change in work hours for the AMP PIR's,
approximately one-third (1/3) of the reduction comes from distribution operations and two
thirds (2/3) comes from non-volume operations. This is what I would expect - that the
non-volume operations have more opportunity to capture savings through consolidations.

The reduction of -27.7 percent can thus be broken down into two components: the
reduction that all plants achieved on average (-24 percent), and the additional reduction
in the 19 AMP PIRs (-3.7 percent). Thus,l would attribute most of the -27.7-percent total
reduction, approximately 85 percent, to reductions experienced by all plants. I would
attribute approximately 15 percent of the total reduction to AMP impacts. Based on this
breakdown, the scope of the AMP impact was -3.7 percent of work hours.
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Would you expect that similar cost reductions would take place if the
consolidations proposed in Docket No. N2012-1 are implemented?
Please explain why or why not.

4247
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I would not expect that cost reductions in the range of 27.7 percent to take place if the
consolidations proposed in this docket are implemented. As stated above, I believe
that most of these savings are not directly attributable to the AMP consolidations.

National reductions in non-volume operation work hours have been significant over the
four-year period. I cannot isolate the causes of this national reduction as opposed to
the reductions documented in the 19 AMP PIRs. I did expect that the savings from
consolidation would be greater than the 3.7 percent difference with the national
reduction.

I estimate that the non-volume operations reductions would be as follows:

• Mail prep, sack and tray sorting, and LOC 18 would be reduced by five (5)
percent.

• Flat Prep would not change.
• The remainder of Non-Volume categories would experience a fifty (50) percent

absorption of the losing facilities' work hours.

This would yield approximately a nine (9) percent reduction in non-volume work hours
nationally. Determining reasons for the difference between this 9 percent and the 3.7
percent above would require significant plant level analysis of the entire network.

This is consistent with the estimates of witness Williams in his oral testimony on March
20,2012, in response to a question by commissioner Taub.
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RESPONSES OF WITNESS WEED TO
PRESIDING OFFICER'S INFORMATION REQUEST NO.8

POIR 8, Question 3:

On pages 33-44 of his testimony, witness Weed (PRCWIT-T-1) presents an
alternative processing window intended to retain a subset of current overnight
committed mail.

a. How would this alternative proposal affect the total workhour requirements and
associated productivity of the processing network?

b. To what extent would implementation of such a proposal decrease the total
costs of the Postal Service?

Response

For reference, below is my response to USPS/PRC-T1-11. I will use it in my
response to questions (a) and (b) that follows.

There are two components to estimating cost savings associated with our alternative:

1. Savings derived from operational changes due to the increased DPS window
within current operations.

2. Savings derived from opportunities created from the additional capacity within a
plant due to the expanded window. This would be either a reduction of DBCSs
within the facility, or the opportunity to consolidate another facility's destinating
operation using the excess capacity created.

As explained in my testimony, my responses to these questions, and as explained in
my associate witness Matz's testimony, the elimination of inter-SCF overnight will
expand the DPS second pass window from approximately 4 hours to 7 hours. This
will reduce the DBCS requirements for the DPS processing.

The savings would be captured through fewer DBCSs being used for DPS through
either each DBCS processing additional DPS sort plans or through the creation of
bigger DPS sort plans. Either scenario should result in increased DPS operational
productivity. My estimate is that DPS productivity should be able to increase from 5 to
10 percent as a result of this change. I estimate the range of savings to be
approximately $48 to $92 Million as shown in the table below:

Table 22 - DPS Savings Estimates

DPS Savings Range DPS Vol (1000) DPS Hours DPS PPH DPS Hour Saving DPS $ Savings
FY2010 MODS 199,213,986 23,212,750 8,582
5% PPH Increase 199,213,986 22,107,381 9,011 1,105,369 $47,972,986
10% PPH Increase 199,213,986 21,102,500 9,440 2,110,250 $91,584,791
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The expansion of the DPS window would also allow for converting 5-Digit ZIPs to DPS
that are currently processed to the carrier route level or eliminating the need for CSBCS
operations. I did not include this in my estimate of savings.

This reduction in DPS peak requirements will lead to a reduction in the size of the
DBCS fleet. DBCSs would either be removed from service in the current plant, or
gaining volume from a consolidation will be worked into them. In the lalter, the DBCS
equipment would be removed from the consolidated (losing) plant.

As stated in witness Matz's response to USPS/PRCWIT-T2-10,

I should have clarified that this one third referred to DPS requirements. There will
be a period at the end of Tour 3 where Originating, Incoming Primary, and DPS
operations are all operating concurrently. My estimate did not consider the
potential impact on DBCS requirements of this overlap. This would have to be
determined at the individual plant level. My estimate of total DPS fleet reductions
would be between 15 and 25 percent.

The total savings projection that would come from the elimination of DBCSs and
consolidations would have to be derived from the sum of the individual plant plans.
Based on a general understanding of the complex issues involved, I estimate the total
DBCS fleet could be reduced between 15 and 25 percent based solely on the
elimination of the Inter-SCF OND requirement. Using a figure of $120,3006 dollars per
DBCS eliminated, this equates to an annual savings of $107-$177 Million.

Table 23 - DBCS Savings Estimates

DSCS Saloings Range DSCS's Sal.ings
FY2010 MODS 5,916
15% Reduction -887 -$106,754,220
25% Reduction -1,479 -$177,923,700

Other than the saVings identified above, I cannot separate out the savings from our
alternative from the total N2012-1 consolidation plans. Simply stated, I cannot
determine where a consolidation becomes directly linked to the elimination of Inter-SCF
OND versus where it could be without the elimination.

6 See Marc A. Smith UPSP-ST-3, page 2-3, DSCSs go from FY2010 mid-year total of 5,916 to 3,689. Mail
processing Equipment maintenance labor savings $281.4 Million, parts and supplies $53.4 Million. Total
$334.7 Million. Assuming 80% savings is due to the 2227 reduction in DSCSs equates to $120,300 yearly
savings per DSCS.
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a. How would this alternative proposal affect the total workhour requirements
and associated productivity of the processing network?

As stated above, the alternative proposal would affect total work hour requirements by
increasing the DPS operation's productivity between 5 and 10 percent. The savings
are calculated in Table 22. At the upper range of 10 percent, the work hour reduction
in DPS would be estimated at 1,105,369.

In my opinion, the elimination of Inter-SCF aND planned for July 1,2012, would not
directly impact operations other than DPS. There would be the possibility of savings in
automated flats operations due to the expanded window. There might also be other
savings indirectly associated with the change. For example, the final dock clearance
time at the end of Tour 1 might become earlier, creating the opportunity for non-volume
operational changes. However, I cannot specifically predict the value of such savings.

b. To what extent would implementation of such a proposal decrease the
total costs of the Postal Service?

As stated above, DSCS fleet requirements would be reduced between 15 and 25
percent. The savings associated with this reduction are shown in Table 23.

I cannot estimate the impact on total costs of eliminating Inter-SCF aND without a
specific cause and effect relationship for the proposed consolidations. Such an
estimate would require specific determination that the consolidation could only take
place through the elimination of Inter-SCF aND. Even then, the savings could be
associated more directly with the consolidation itself, as opposed to the change in
aND requirements.

Simply stated, the elimination of Inter-SCF aND will only directly increase DPS
productivity and directly decrease DSCS requirements. Other opportunities require
further alternatives, like plant consolidation, to come into play.
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RESPONSES OF WITNESS WEED TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPSIPRC-T1-1

The analysis presented in Table 5 of PRCWIT-T-1 involves only Labor Distribution
Codes (LDCs) 11 through 18 work-hours.

(a) Do you agree that there are m.any additional work-hours in other LDCs that
could be saved by site consolidation?

(b) Did you attempt to analyze potential savings associated with other LDCs
beyond those for which analysis is presented in either PRCWIT-T-1 or
PRCWIT-2? If so, please describe those efforts and produce the results of any
such analysis.

Response

a) I agree that there are additional work hours in other LDCs that could be
saved by site consolidations as identified in N2012-1.

These are summarized in Table 1 of my testimony for Mail Processing under
the following categories:

• Supervisor Cost Change
• Plant Management Cost Change
• In-Plant Support Cost Change

There are also labor savings identified in N2012-1for the following
(non-Mail Processing) categories:

• Transportation (MVS to HCR Conversion)
• Building Maintenance and Custodiai Labor
• Maintenance Labor

b) My analysis was limited to what was in PRCWIT-T-1 or PRCWIT-T-2.
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UNITED STATES POSTAL SERVICE

USPS/PRe·n-2

On page 11 of PRCWIT-T-1, you state: "I included the N-TPH volume data in,this
summary because the data exists in the data files." Please explain how these data
were used and what effect they had on your results and conclusions.

Response-

The N-TPH volume data is displayed in Exhibits 5-6 as well as in Table 6 of my
testimony, and is for informational purposes only, This volume data was not used in
any of my results or conclusions.
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USPS/PRC-T1-3

On page 18 of PRCWIT-T-1, you state: "After the AMP is completeiy implemented,
the start of the 'after-cast-period' begins and continues for a one-year period."

(a) Please define what you mean by- "compietely implemented."

(b) Do you agree- that operational data for a period of time after implementation of
a significant operational change may reflect that a transitional learning curve is
taking place and that operationaLperformance may improve over time after
implementation is initiated?

(c) Please explain the relationship between the "post-implementation review"
period in the USPS Handbook P0-408 (USPS Library Reference N2012-1/3
and the "after-cost period" to which you refer?

Response

( a) The start of the Post-Implementation Review (PIR) per the P0-408.

b) Agreed. In my judgment, this period of time is usually short, usually less
than one month. This short period of a transitional learning curve would not
substantially impact the PIR process.

c) The term 'after-cast-period' was meant to be used interchangeably with Post
Implementation Review (PIR). 'Page 25 of the PO-408 states:

"The PIR measures actual data before and after AMP implementation.
Additionally, the PIR compares the proposed savings or costs to the
actual savings or costs after AMP implementation."

(
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UNITED STATES POSTAL SERVICE

USPS/PRC-T1-4

Please refer to PRCWIT-T-1 atTable 10 and Exhibits 11 through 13. Please explain
your understanding of the impact of overall volume declines on the AMP
consolidation results that you analyze there.

Response

TPH declined approximately 9.1 percent for the 19 final PIRs as shown in
Exhibit 12. This decline represents a loss of overall mail volume. The-impact of
thisclecline in volume is that fewer overaH work hours will be required and used by
mail processing. My analysis did not reflect any impact as a result of this volume
drop.

I would note that the PIR process also did not Feflect this drop in volume.
This omission of the volume decline results in the appearance of savings from
consolidation, while in. fact, part of the savings could actually be attributed to the
volume reduction.
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UNITED STATES POSTAL SERVICE

USPS/PRC-T1-5

Is it your understanding that the AMP operational consolidations listed in Table 9 of
PRCWIT-T-1 involve either the elimination of or a substantial reduction in the
overnight service standards for First-.Glass Mail originating in or destinating at the
affected facilities? If so, please explain the basis s for that understanding.

Response

Per the AMP studies, some sites showed minor upgrades and downgrades due to the
differences in coverage areas between the plants involved. However, there was no
"elimination or a substantial reduction" in FCM Overnight service in them.
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USPS/PRC-T1-6

On page ii, footnote 1 of PRCWIT-T-1, you provide the following reference
http://www.canadapost.ca/cpo/mc/aboutus/comorate/postaltransformation/default.jsf
Retrieved April 19, 2012

For the benefit of those who are unable to get the link to function,. please provide a
library reference containing a copy of the documents and/or materials expected to be
accessible via the link.

Response

The link worked at the time my testimony was filed. Canada Post has since changed
the links to Postal Transformation on their web site, www.canadapost.ca. The
following link worked on June 1, 2012.
http://www.canadapost.ca/cpo/mc/aboutus/comorate/postaltransformation/news.jsf
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Postal Transformation is also discussed in their most recent annual report available at
the following link:

C http://www.canadapost.ca/cpo/mc/assets/pdf/aboutus/annualreport/2011 AR complete en.pdf



RESPONSES OF WITNESS WEED TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRC-T1-7

(a) Would it be fair to characterize Canada Post Lettermail™ and USPS First- Class
Mail as functionally or roughly equivalent product offerings? If you do not agree,
please explain fully. '

(b) Please review the materials accessible at the link below and confirm that the
service standard for Canada Post Lettermail™ ranges between two and four
days (exclusive of the Northern Provinces and remote centres). In doing so,
state whether these service standards were in effect during your work with
Canada Post.

See: http://www.canadaposLca/cpo/mc/personal/productsservices/send/lettersdocuments.jsf

Response

a) I agree that these are functionally or roughly equivalent product offerings.

b) j confirm that that the service standard for Canada Post Lettermail TM ranges
between two and four business days. Your question does not recognize that
the link specifically defines the service standards in business rather than

-calendar days.

By contrast, USPS service standards are based on calendar days. Using
business days, a letter mailed on Friday in a 2-day service standard scenario
would be committed to Tuesday delivery. Under the USPS caLendar day basis,
the committed delivery day would be Monday. Simply stated, Canada Post
does not count Saturdays and Sundays in determining delivery day
commitments. Also note Canada Post does not deliver on Saturday..

These were in effect during my work with Canada Post.
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UNITED STATES POSTAL SERVICE

USPS/PRC·T1-8

(a) As a result of your work with the Postal Transformation Plan with Canada Post,
did you reach any-qualitative or quantitative conclusions regarding whether
establishment of an overnight service standard for Lettermail™ would increase
the cost of operating the Canada Post mail processing, transportation and/or
delivery networks?

(b) If your response to part (a) is not unconditionally negative, please state all such
.conclusions and provide copies of any related analysis that you published or
otherwise conducted.

(c) If you otherwise have an opinion regarding whether establishment of an
overnight service standard for Lettermail™ would increase the cost of operating
the Canada Post mail processing, transportation and/or delivery networks,
please state your opinion and its underlying basis.

Response

No. None of my work involved the evaluation of service standards.

Not applicable based on unconditionally negative response in (a).

In my opinion, the impact on cost due to establishment of an overnight service
standard in Canada Post would depend on the scope of the overnight service
area. Canada Post operating plans already achieve overnight delivery for a
large portion of their mail. They call this segment "Day minus One" (D-1) to
reflect that it is delivered one day earlier than the 2 day standard. There would
be little cost involved in changing this D-1 coverage area to OND.

( a)

"'- ..
b)

c}

The remaining segment of their 2-day service standard would not be delivered
overnight- under their current operating plans. Operating plans and
transportation are designed to meet the two day time frame. Time and distance
would preclude this from becoming OND, much like scenarios in the USPS
where OND commitments could not be met. There would be additional cost
should operating plans and transportation be put in to meet an OND
commitment for their entire current 2-day service area.

However, even for the portion of delivery where OND can be met, other
processes might have to change, resulting in additional cost, to meet a high
standard of OND service performance. So while in general I don't believe there
would be additional cost to meet some OND delivery, both the scope and
expected level of service performance would impact the cost of such a change.
The cost impact would depend on scope of changes necessary to meet service
coverage and performance expectations.



RESPONSES OF WITNESS WEED TO INTERROGATORIES OF THE
UNITED STATES POSTAL SERVICE

USPS/PRe-T1-9

(a) As a result of your work with the Postal Transformation Plan with Canada Post,
did you reach any qualitative or quantitative GOnciusions regarding whether
establishment of an overnight service standard for Lettermail™ would require
additional- capacity requirements for the Canada Post network?

(b) If your response to part (a) is not unconditionally negative, please state all such
conclusions and provide copies of any related analysis that you published or
otherwise conducted.

(c) If you otherwise. have an opinion regarding whether establishment of an
overnight service standard for Lettermail ™ would require additional capacity
reqtllrements to the CaFlada Post network, please state your opinion and its
underlying basis.

Response

a) No. None of my work involved the evaluation of service standards.

C b) Not applicable based on unconditionally negative response in (a).

c) In my opinion, the determination of whether the establishment of OND
service for CanaDa Post would require additional capacity would be
dependent on the scope and service performance expectations for OND.
However, as explained in the previous question (USPS/PRC-T1-8), their
operating plafl and equipment are already set up to achieve overnight
delivery for a portion of their network. In general, their Transformation Plan
provided sufficient capacity to meet their current operating plan.

(
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UNITED STATES POSTAL SERVICE

USPS/PRC-T1-10

(a) As a result of your work with the Postal Transformation Plan with Canada Post
or otherwise, are you aware whether Canada Post performs delivery point
sequencing of letter mail volume?

(b) If your response to part [aJ is affirmative,_ to your knowledge, what percentage of
letter mail processed by Canada Post is delivery poiRt sequenced?

(c) To your knowledge, what are the current general delivery point sequencing
operating windows for Canada Post?

Response

a) Canada Post has begun -implementing delivery point sequencing (DPS) as an
integral part of their Transformation Plan. They are roughly in the middle of
their DPS timeline.

b) I do not have any data on the status of their percentage of DPS.

c) Canada Post's operating window for delivery point sequencing is on Tour 1,
generally from 11 :00 PM to 7:00 AM.
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UNITED STATES POSTAL SERVICE

USPS/PRC-T1-11

Please refer to page 33 of PRCWIT-T-1 and your alternative processing window for
retaining overnight "First-Class Mail delivery. What is your estimate of the cost
savings associated with your alternative?

Response

There are two components to estimating cost savings associated with our alternative:

1. Savings derived from operational changes due to. the increased DPS window
within current operations.

2. Savings derived from opportunities created from the additional capacity within a
plant due to the expanded window. This would be either a reduction of DBCSs
within the facility, or the opportunity to consolidate another facillty's destinating
operation using the excess capacity created.

(
As explained in my testimony, my responses to these questions, and as explained in
my associate witness Matz's testimony, the elimination of inter-SCF overnight will
expand the DPS second pass window from approximately 4 hours to 7 hours. This
will reduce the DBCS requirements for the DPS processing.

The savings would be captured through fewer DBCSs being used for DPS through
either each DBCS processing additional DPS sort plans or through the cre-ation of
bigger DPS sort plans. Either"scenario should result in increased DPS operational
productivity. My estimate is th-at DPS productivity should be able to increase from 5 to
10 percent as a result of this change. 1estimate the range of savings to be
approximately $48 to $92 Million as shown in the table below:

DPS Sa\.ings Range DPS Vol (1000) DPS Hours DPS PPH DPS Hour Sal.oing DPS $ Sa\.ings
FY 2010MODS 199,213,986 23,212,750 8,582
5% PPH Increase 199,213,986 22,107,381 9,011 1,105,369 $47,972,986
10% PPH Increase 199,213,986 21,102,500 9,440 2,110,250 $91,584,791. .
The expansion of the DPS Window would also allow for converting 5-Dlglt ZIPs to DPS
that are currently processed to the carrier route level or eliminating the need for
CSBCS operations. I did not include this in my estimate of savings.

This reduction in DPS peak requirements will lead to a reduction in the size of the
DBCS fleet. DBCSs would either be removed from service in the current plant, or
gaining volume from a consolidation will be worked into them. In the latter, the DBCS
equipment would be removed from the consolidated (losing) plant.c
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As stated in witness Matz's response to USPS/PRCWIT-T2-10,

I should have clarified that this one third referred to OPS requirements. There will
be a period at the end of Tour 3 where Originating, Incoming Primary, and OPS
operations are all operating concurrently. My estimate did not consider the
potential impact on OBCS requirements of this overlap. This would have to be
determined at the individual plant level. My estimate of total OPS fleet reductions
would be between 15 and 25 percent.

The total savings projection that would come from the elimination of DBCSs and
consofrdations would have to oe derived from the sum of the individual plant plans.
Based on a general understanding of the complex issues involved, I estimate the total
DBCS fleet could be reduced between 15 and 25 percent based solely on the .
elimination of the Inter-SCF aND requirement. Using a figure of $120,300' dollars per
DBCS eliminated, this equates to an annual savings of $107-$177 Million.

DSCS Salings Range DBCS's Salings
FY 2010 MODS 5,916
15% Reduction -887 -$106,754,220
25% Reduction -1,479 .$177,923,700

Other than the savings identified above, I cannot separate out the savings from our
alternative from the total N2012-1 consolidation plans. Simply stated, I cannot
determine where a consolidation becomes directly linked to the elimination of Inter
SCF aND versus where it could be without the elimination.

1 See Marc A. Smith UPSP-ST-3, page 2-3, OSCSs go from FY2010 mid-year total of 5,916 to 3,689.
Mail processing Equipment maintenance labor savings $281.4 Million, parts and supplies $53.4 Million.
Total $334.7 Million. Assuming 80% savings is due to the 2227 reduction in OSCSs equates to $120,300
yearly savings per OBCS.
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USPS/PRC-T1-12

(a) In your work with the Postal Transformation Plan with Canada Post, did you
analyze the assigflment of Delivery Bar Code Sorters (DBCS) sort schemes to
determine the quantity of DBCS required on either a network- wide or facility
specific basis?

(b) If your response to part (a) is not unconditionally negative, provide please state
all such conclusions and provide copies of any related analysis that you
pUblished or otherwise conducted.

Response

a) No, I did not determine the quantity of DBCSs needed on either basis.

However, I did perform some analysis to validate operating plan scenarios under
peak day conditions. In this al1alysis I treated DBCS quantity as fixed per the
Transformation Plan deployment schedule.

b) I concluded that their deployment plans were appropriate. There was no
related analysis that was either published or otherwise conducted. Any
materials related to the analysis I performed are cl:JVered under non-disclosure
regulations with Canada Post.
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USPS/PRC-T1-13

At page 13, lines 7-13 of PRCWIT-T-1, you state:

In a recent study I performed for CPC, I evaluated the feasibility of utilizing the
tray handling system, motorized power vehicles, or manual transport to move
trays from the final sweep of the sequence run (DPS) to the dock.
As one would expect, the row of machines closest to the dispatch dock had a
much lower material handling cost than machines that were farther from the
dock or required elevator transport in order to reach the dock. The study
determined that the cost-driving variable was distance, and the larger the facility,
the greater the distance to get to the dock.

(a) Please provide a copy of the study referenced above.

(b) Please explain how the length of the operatin.g window can affect the
feasibility of using a tray handling system?

~.

(, Response

a) Any materials related to the analysis I performed are covered under non
disclosure regulations with Canada Post.

b) The length of operating window does not generally affect the feasibly of usil'lg a
tray handling system. Other factors, such as total tray volume, tray volume·at
dispatch times, distance, dispatch window and dispatch separations, impact the
feasibility.

c
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USPSfPRC-T1·14

When your testimony was filed, did you have sufficient information with which to
determine whether the "alternative ... to continue to process local originating mail in
the currerrt operating plan window for the outgoing primary" described in section !V.B
of your testimony:

(a) would achieve a greater consolidation of the Postal Service's mail processing
network as compared to the operational changes proposed by the Postal
Service in this docket?

(b) would achieve greater cost savings than the operational changes
proposed by the Postal Service in this docket?

Response

a) I did not attempt to do an analysis to make such a determination.

Regardiess, it would not result in greater consolidation as defined in this docket.
The elimination of OND creates additional consolidation opportunities as
opposed to the alternative I identified.

b) It would not achieve greater cost savings than identified in this docket.
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USPS/PRC-T1·15

At PRCWIT-T-1, page 27, line 16" in describing mail processing in 1987, you
mention or use the phrase "automated selector/segment."

(a) Would it be correct to assume that you are referring to "automated
sector/segment" processing? If not, please fully describe the role of
"automated selector/segment" processing and its outputs or results.

(b) Do you recall what percentage of USPS letter mail was subjected to
sector/segment sortation in 198?? If so, what is your understanding of
how that figure compares to the percentage of USPS letter mail today that
is delivery point sequenced?

Response

a) Correct. "selector" was a typographical error.

b) In 1987, sector segment was just starting implementation. Nationally, it was
probably less than 3 percent. Today, almost all machineable letter mail is in
DPS. I-do not have the actual current data for the percentage of DPS.
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USPS/PRC-T1·16

(a) What is your understanding of the relative proportion of First-Class Mail
consisting Elf single-piece letters in (calendar or fiscal year) 1987 compared to
any of the most recent several calendar or fiscal years?

(b) What is your understanding of the relative share of letter mail requiring
outgoing sortation currently relative to 198?? .

Response

a) Generally, my understanding is that the relative share of FCM Presort has
increased while Single Piece FCM has declined. In FY1987, 28.3 percent of
FC letters were "Workshare.,,2 In FY2011, 67.1 percent of FC letters were
"Presort."3

b) Generally, my understanding is that the relative share has declined.
I do not have any data to quantify my understanding.

2 See USPS Pricing, Domestic Mail Volume History 1970-2008. July 9, 2009.
3 See Docket No. ACR2011, Public Cost and Revenue Analysis, December 29, 2011.
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USPS/PRe-T1-17

In PRCWIT-T-1, at page 28, lines 13-15, you state:

The smoothing technique was to schedule employees at the earliest
possible start time and not run out of mail, then to structure employee start
time groups.

(a) Please explain this technique fully.

(b) Would you agree that the later the start time, the greater the risk of failing to
finish running all the mail on time? If you do not agree, please explain.

(c) Would you agree that the earlier the start time, the greater the risk of idle
workers?

Response

a) The scheduling technique that I refer to was originally developed during the
USPS PIP scheduling and staffing teams during the late 1970's. They were
later added to the POSKED and SITEMETA models as scheduling algorithms
to the programs. The technique - whether it is done manually or by a computer
program - is the same process and can be applied to a manual or machine
operation:

a. Build a model with mail arrival profiles for FHP by operation/process,
processing rates, flow to next operation/process, minimum and
maximum staffing/machine constraints, CET times, and CT times.

b. Run the model to determine the "unrestrictive" requirements of
staffing/machines by time period.

c. Assign employee/machine earliest possible start time(s) to process
volume without running out of volume. Repeat this step until all volume
is processed by CT by scheduling employee/machine at later start
times.

d. Group together start times by combining the earliest start times with
later start times to minimize the number of planned start times within a
tour structure.

e. Repeat this process for "what if' analysis based on Average Day
Volumes, Peak Day Volumes, and less than Average Day Volumes to
determine exposure to idle time and potential operating plan failure
(OPF). Identify the amount of flexibility (in terms of supplemental
employees/machines or overtime) that is required to reduce the idle time
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and OPF risk.

b) I cannot agree with such a broad over-simplification. The degree of risk
depends on a number of interrelated factors.

c) I cannot agree with such a broad over-simplification. The degree of risk
depends on a number of interrelated factors..
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USPS/PRC-T1-18

At PRCWIT-T-1, page 27, lines 2-10, you state:

Witness Neri discusses a number of mail processing scheduling and staffing
opportunities that will exist in the new operating windows. He cites
"...smoothing the processing profile ... " and states, "As processing windows are
expanded and the workload is balanced across the mail processing day, the
Postal Service would be able to manage processing operations effectively,
match work-hours to workload, and plan for peak load issues." [fn. omitted]
These scheduling and staffing management opportunities are not new to the
USPS, and I would question why the USPS does not apply scheduling and
staffing tools to current operations, rather than wait for a change in the
processing window.

Do you agree that longer processing windows would generate opportunities to
gain such efficiencies? If you do not agree, please explain.

Response

I do not agree to this statement because it is too simplistic and over generalized.
Simply stated, my answer is "it depends."

Longer windows in and of themselves do not generate opportunities to gain such
efficiencies. A number of factors would also have to positively correlate with the
longer windows to gain such efficiencies. There is no reason that the Postal
Service cannot gain efficiencies in current operations by "being able to manage
processing operations effectively, match work-hours to workload, and plan for
peak load issues" within present operating windows. The Postal Service does not
require a longer operating window to do these things.

There can be situations where the operating window is too short, relative to other
factors, and where lengthening the operating window would create the opportunity
for additional improvements. I agree that the current DPS window is too short and
that opportunities for improvement are created by lengthening it.
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USPS/PRC-T1-19

Please refer to page 28, lines 10 to 19 of PRCWIT-T-1

(a) Please identify the PRC docket and the testimonies and/or library references
in which the tools referenced at lines 15-17 were presented.

(b) Please provide copies of the studies referenced at lines 12-13 that serve as
the .foundation for the assertion that "these idle-time studies generally identified
3 to 5 percent productivity improvement opportunity." In doing so, indicate the
postal facilities, operations and time periods covered in these studies.

Response

a) The sentence on lines 15-17 should read: "These tools were designed to
schedule a full seven days, not just a single day,~ presented in Docket
No. N20~1."

b) I do not have copies of the studies that I referred to in my testimony. I am
going on my recollection of Scheduling and Staffing teams that I participated
on in the 1970's and 1980's. In addition to idle-time studies, there was a
national program calied IPRATE that anaiyzed MODS productivity data and
provided planning rates to be used in the scheduling and staffing model that
were generally in the range of 3-5 percent. There was at that time a USPS
Management Instruction that supported the establishment of planned
productivity rates in Scheduling and Staffing studies.
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USPS/PRe·T1·20

At PRCWIT-T-1, page 26, line 10 to page 27, line 2, you state:

At best, he provided a hypothetical example of how much idle time would be
available if one were to arbitrarily use a single data point (busiest hour)25 to
determine the number of employees required to work during each eight-hour
tour.

Does your Table 11 on page 24 calculation of TOTAL staffing for the hours 2200 to
600 confirm or support the notion that the busiest hour "determine the number of
employees required to work during each eight-hour tour"?

Response

No, Table 11 does not ·confirm or support the notion that the busiest hour
"determines the number of employees required to work during each eight hour tour",
My statement above was not intended to establish this notion.

My quoted statement above is that if you used the busiest hour as a reference point
to establish the highest number of employees, an estimate of idle time could be
derived from it by comparing that high point to the actual for other hours. It was only
intended as a component of a methodology of idle time estimation, not a
methodology of determining the number of employees "required" for an eight hour
period.
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USPS/PRC-T1-21

At page iii of PRCWIT-T-1, you state:

In 1987, I initiated the Saturday Area Mail Processing (AMP) of for all Western
Washington Plants into the Seattle Plant. In 1988, I initiated the outgoing
secondary concentration center AMP by consolidating all Outgoing Secondary
operations for four Western Washington plants into the Seattle Air Mail Center
(AMC).

(a) Please provide your recollection of the nature of the analysis conducted and
decision-making process involved in determining the feasibility of the Saturday
consolidation to which you refer and describe your role in the decision-making
process. In doing so, indicate your recollection of whether the USPS Handbook
PO-408 Area Mail Processing guidelines then in effect were employed and your
understanding of whether the term "Saturday AMP" is commonly used to refer
to operational consolidations that do not involve use of the USPS Handbook
PO-408 feasibility review process.

(b) Please describe the operations that were consolidated in the course of the 1987
Saturday AMP to which you refer or to Saturday AMPs in general. In doing so,
explain your understanding of the expected source(s) of operational efficiency
and cost savings.

(c) What conditions prompted and enabled implementation of the 1987
Saturday mail processing consolidations to which you refer? In
responding, state your recollection of Saturday mail volume relative to
other days of the week.

(d) Where an overnight First-Class Mail service standard applies, please confirm
that a key factor in determining the feasibility of a Saturday AMP is the status of
Sunday as a non-delivery day. If you do not confirm, please explain.

(e) Please state your understanding of any factors, including overnight service
standards, that could make implementation of the same operational
consolidations (as are involved in a Saturday AMP) infeasible during other days
of the week.

. (f) Please state your recollection of the nature of the 1988 "outgoing secondary
concentration center AMP" described at lines 4-6 and whether it involved an
application of the USPS Handbook PO-408 or any changes in service
standards.
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Response

a) i was the Director, Operations Support for the Seattle Field Division at the time
that this change was initiated. My role in this self-directed initiative was that I
was responsible for the team to develop the plan, collect the data, analyze the
pata, identify the employee changes, identify the transportation changes and
oversee the implementation of the change.

As I recall, we followed the PO-40B guidelines which were then in effect and
which also required us to submit the changes to the transportation schedules
and distribution responsibilities from one facility to another to the DNO office.
As I recall, when this change was made, the term "Saturday AMP" was not
common. My recollection was that we were the first to implement this change.

b) The cancellation and outgoing processing of Saturday collection mail and mail
from acceptance units from SCFs Everett, Tacoma, and Olympia were
performed at the Seattle Plant. By eliminating Saturday processing of
collection mail at these three plants, the plants were able to establish Monday
through Friday fixed schedules for full-time regular employees in these
operations supplemented with Part-Time Flexible (PTF).

c) My recollection was that Saturday volumes were 40-50 percent of the average
weekday volume. The added volume to the Seattle Plant increased the
Saturday volume to be close to an average Monday-Friday day. The capacity
was available.

d) Confirmed.

e) Factors which might make it infeasible to consolidate facilities as they are
involved in a Saturday AMP during other days of the week, in my opinion, are
plant capacity (such as equipment, dock availability and space) and overnight
service standards.

f) As I recall, the notification requirements as outlined in the PO-40B Handbook
were followed, since this initiative involved distribution changes and
transportation changes. There were no changes in service standard.

The outgoing secondary consolidation of Everett, Seattle, Tacoma, and
Olympia into the Seattle AMF was for all originating First Class and Priority
letters, flats and parcels. All automated, mechanized, and manual outgoing
two-day and three-day volume that could not be justified on a primary holdout
was sent to the Seattle AMF for re-handling. All secondary operations at
Everett, Seattle, Tacoma, and Olympia were eliminated.
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Each of these originating facilities were required to consolidate, on their primary
operations, outgoing secondary separations that would flow to a pre-defined
Seattle AMF secondary sort plan for automated, mechanized, or manual. For
;'xample each originating facility would make up a working "high-states" and
~Iow-states" on their automated primary that would flow to a "high-states" or
"low-states" BCS secondary program at the Seattle AMF. This concentration of
volume on a single machine eliminated bundles or light trays being sent to a
destinating facility.

At the same time, we were able to give a greater depth of sort, rather than just
the ADC level. For example, we make up on the "high-states" program every
automated Western Region site. This concept was a precursor to the MDC
concept. The result was that Seattle Division achieved the highest originating
ODIS scores for two and three days at the time.
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USPS/PRC-T1·22

In your PRCWIT-T-1 analysis to determine DBCS usage by hour, incoming
primary and outgoing both end at 23:00 in Tables 16 and 17.

(a) Please explain how incoming primary sortation can end without having time
to process the last of the local mail from the outgoing primary operation?

(b) Please explain why the DBCS requirements associated with your proposed
alternative (which retains more overnight delivery) in PRC WIT- T-1 Table 17 (of
2,659) are lower than what you have estimated as DBCS requirements for the
Postal Service's proposal in Table 15 (3,253)?

Response

(a) On page 33 of my testimony, lines 13 through 16 I stated that the current
operating plan window for the typical plant would remain at 11 :OOPM. This was
based on USPS-T-4 page 13, Figure 5: Current Operating Plan, which shows
Outgoing Primary and Incoming Primary to end at 11 :OOPM.

(b) Table 16 and Table 17 on pages 33 of my "Corrected PRCWIT-T-1" filed on 4
25-2012 were in error. The original filing of "PRCWIT-T-1" on 4-23-2012 had the
correct table, but the wrong Library Reference source name. The revised
page 33 with the correct tables and library sOllrce name follows.
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Table 16 - AOV Alternative oacs Processing Plan

Based on Average Daily Volume FY 2010
Total DBCS run by Hour of Day Tour-1/2 using 3165 machines

Hour Automation Letters
From To INP OUT INS TOTAL
7:00 8:00 0 0
8:00 9:00 0 0
9:00 10:00 0 0

10:00 11:00 0 0
11:00 12:00 0 0
12:00 13:00 0 0
13:00 14:00 0 0
14:00 15:00 974 0 974
15:00 16:00 974 974
16:00 17:00 974 961 1,935
17:00 18:00 974 961 1,935
18:00 19:00 974 961 1,935
19:00 20:00 974 961 1,935
20:00 21:00 974 961 1,935
21:00 22:00 974 961 1,935
22:00 23:00 974 961 1,935
23:00 0:00 2,937 2,937

0:00 1:00 2,937 2,937
1:00 2:00 2,937 2,937
2:00 3:00 2,937 2,937
3:00 4:00 2,937 2,937
4:00 5:00 2,937 2,937.
5:00 6:00 2,937 2,937
6:00 7:00 2,937 2,937

Source:PRCWIT-LR-l Savings (Pub Ver), Auta LtrSheet

Table 17 - Peak Alternative OBCS Processing Plan

Based on Peak Day Factors Applied to FY 2010 ADV
Total DBCS run by Hour of Day Tour-1/2 using 3165 machines

Hour Automation Letters
From To INP OUT INS TOTAL

7:00 8:00 360 360
8:00 9:00 360 360
9:00 10:00 360 360

10:00 11:00 360 360
11:00 12:00 360 360
12:00 13:00 360 360
13:00 14:00 360 360
14:00 15:00 1,169 360 1,529
15:00 16:00 1,169 1,169
16:00 17:00 1,169 1,490 2,659
17:00 18:00 1,169 1,490 2,659
18:00 19:00 1,169 1,490 2,659
19:00 20:00 1,169 1,490 2,659
20:00 21:00 1,169 1,490 2,659
21:00 22:00 1,169 1,490 2,659
22:00 23:00 1,169 1,490 2,659
23:00 0:00 3,165 3,165

0:00 1:00 3,165 3,165
1:00 2:00 3,165 3,165
2:00 3:00 3,165 3,165
3:00 4:00 3,165 3,165
4:00 5:00 3,165 3,165
5:00 6:00 3,165 3,165
6:00 7:00 3,165 3,165

Source:PRCWIT-LR-l SaVings (Pub Ver), Auto LtrSheet
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USPS/PRe-T1·23

At PRCWIT-T-1, page 26, lines 4-7, you state:

I would not try to make too many detailed conclusions from the other
percentage differences between volume and hours because of the data
assumptions. As stated above, spreading the total volume among the
machine's overall start and stop time created the volume percentage
profile. This means that the volume processed is averaged over lunch
periods, while the work-hour data excludes the lunch periods.

Your Figure 1 on page 26 shows a significant peak in the percentage of volume
between 3 a.m. to 5 a.m. Is it your view that the "spreading of total volumes
among the machine's overall start and stop time" would tend to suggest that
the percentage of volumes sorted between the hours 3 a.m. to 5 a.m. have
been overstated?

Response

It is not my view that the volumes have been overstated between the hours
of 3:00 a.m. and 5:00 a.m. As I stated on page 25 of my testimony, the volume
processed profile for automation letters is from Figure 11 on page 28 of witness
Neri's testimony.
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USPS/PRe-T1-25

At PRCWIT-Tc 1, at page 29, lines 6 to 12, you state:

Using the data for the automated letter processing that was presented in
Table 11 above, I converted the work hour by hour data into number of
automated letter machines that are required to process automated letter
mail over a 24-bour period. This is a Rough Order of Magnitude (ROM)
macro analysis and is provided to visually display the differences between
the three alternatives, using the FY2010 base data and looking at the total
machine requirements as if there was only one plant.

(a) Please confirm that one reason you refer to your approach as "ROM" is
that that you assume all sorting is performed at one site? If you do not
confirm, please explain. In discussing the implications of this "one-site"
assumption, please explain whether they include a tendency to either
understate or overstate DBCS requirements.

(b) Is another reason for your ROM characterization that your analysis makes
no distinction between the types of DBCS -- including types such as
Delivery Barcode Sorter w/lnput Output Sub-System (DIOSS) and
Combined Input Output Sub-System (ClOSS)? If you do not confirm,
please explain.

(c) Is your PRCWIT-T-1 determination of D8CS run by hour in Tables 12-17
based on consideration [of] the various types of DBCS? If so, please
specify the numbers of DIOSS and ClOSS needed.

(d) Is it your view that the Postal Service would generally use ClOSS and
DIOSS in performing Delivery Point Sequencing?

(e) If your calculatio.ns had made the distinctions on DIOSS, ClOSS, as well
as remaining DBCS and did not use DIOSS and ClOSS in DPS sorting 
how would that have affected your estimates on total DBCS required?

(f) Has your determination of the amount of DBCS run per hour, in
Tables 12-17 considered the need to do DPS for an entire 5-digit or post
office on one DBCS machine? That is, did your determination of DPS
requirements consider the specific assignment of DPS schemes to
machines? If not, what are the implications of not considering this
constraint?
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Response

a) Confirmed. The "one-site" is meant to mean the sum of all plants' total
usage. rhis was not an effort to determine absolute requirements of
equipment.

b) This ROM of all plants makes no distinction between DSCS types. I used
the total number of DSSCs as quoted in the testimony of Marc Smith
(USPS-T-9) page 13 where he states "the new network would require 3,165
DSCS as compared to the FY2010 mid-year total of 5,916 ... "

c) No

d) It is my understanding that the ClOSS machines are not generally used for
DPS and the DIOSS are used when needed for DPS.

e) Tables 12-17 made no distinctions on DIOSS, ClOSS, or DSCS for
processing DPS. Doing so would change the number of DSCSs in Table
17 that could be assigned to INS by the number that would not be available
for DPS processing during tour 1 and shift the shortage to tour 2. It would
change the number assigned to INS in Table 16 if the number of machines
not available for DSCS processing was greater than 228 (3165-2937). It
does not change any of the data displayed in Tables 12-15. It would not
change the total mrmber of 3,165.

f) No. The implication of not considering specific assignment of DPS
schemes assignments -is that the total number of 3,165 DSCS's might be
understated.

As I stated on page 34 of my testimony, the data are presented at a macro
level, and "... plant level modeling of current individual plants and possible
plant consolidation should be used with local plant arrival profiles, local
plant operating plans to define equipment requirement, and Intra/Inter OND
opportunities on a seven-day schedule." I would add that the original
automation equipment requirements were based on individual site specific
data.
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USPS/PRe·T1-26

At PRCWIT-T-1, page 33, lines 13-14, you introduce an "alternative ... to
continue to process local originating mail in the current operating plan window
for the outgoing primary." With respect to this alternative, please indicate
whether you conducted each action listed below?

(a) Mail processing plant modeling and potential plant consolidation mudeling
in connection with local plant mail arrival profiles.

(b) Mail processing plant modeling and potential plant consolidation modeling
in connection with local plant operating plans.

(c) Mail processing plant modeling and possible plant consolidation modeling
in connection with intralinter overnight delivery opportunities on a seven
day schedule.

Response

C:: For reference, I stated on page 34, lines 6-10:

"Again, this is only a feasibility review at the macro-level. In order to fUlly
evaluate this altemative, plant level modeling of current individual plants
and possible plant consolidation should be used with local plant arrival
profiles, local plant operating-plans to define equipment requirements, and
Intra/Inter OND opportunities on a seven-day schedule. "

My intent was to point out that more detailed analysis and modeling is required
at the plant level to fully evaluate scenarios and alternatives.

In response to the questions above:

a) I did not-conduct this action.

b) I did not conduct this action.

c) I did not conduct this action.

(
'-
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Response

a) Confirmed. The "one-site" is meant to mean the sum of all plants' total
usage. This was not an effort to determine absolute requirements-Of
equipment.

b) This ROM of all plants makes no distinction between DBCS types. I used
the total number of OBSCs as quoted in the testimony of Marc Smith
(USPS-T-9) page 13 where he states "the new network would require 3,1.65
OBCSas compared to the FY201 0 mid-year total of 5,916... "

c) No

d) It is my understanding that the ClOSS machines are not generally used for
OPS and the DIOSS are used when needed for DPS.

e) Tables 12-17 made no distinctions on OIOSS, ClOSS, or DBCS for
processing DPS. Doing so would change the number of DBCSs in Table
17 that could be assigned to INS by the number that would not be available
for DPS processing during tour 1 and shift the shortage to tour 2. It would
change the number assigned to INS in Table 16 if the number of machines
not available for DBCS processing was greater than 228 (3165-2937). It
does not change any of the data displayed in Tables 12-15. It would not
change the total number of 3,165.

f) No. The implication of not considering specific assignment of DI?S
schemes assignments is that the total number of 3,165 DBCS's might be
understated..

As I stated on page 34 of my testimony, the data are presented at a macro
level, and "... plant level modeling of current individual plants and possible
plant consolidation should be used with local plant arrival profiles, local
plant'operating plans to define equipment requirement, and Intra/lnter OND
opportunities on a seven-day schedule." I would add that the original
automation equipment requirements were based on individual site specific
data.
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CHAIRMAN GOLDWAY: Is there any additional

2 written cross-examination for witness Weed?

3 (No response.)

4 CHAIRMAN GOLDWAY: Well, then it looks like

5 we can proceed to oral cross-examination. The only

6 participant who has expressed interest in cross-

7 examining Witness Weed is the Postal Service. Is

8 there anyone else who wishes to cross-examine Witness

9 Weed?

10 (No response.)

11

12

13

14

15

CHAIRMAN GOLDWAY: If not, the Postal

Service counsel can begin. Is it Mr. Tidwell?

MR. TIDWELL: Yes, Madam Chairman.

CROSS-EXAMINATION

BY MR. TIDWELL:

16 Q Good afternoon, Mr. Weed. Michael Tidwell

17 on behalf of the Postal Service. I hope we can be

18 brief. It's been a long day for everybody. Let's

19 start by turning your attention to your responses to

20 two interrogatories from the Postal Service. One

21 would be No. 22, and the other one would be No. 25.

22

23

A

Q

Okay.

And while you look those up, I'll make clear

24 for the record that any reference I make to the

( 25 service changes proposed by the Postal Service will be

Heritage Reporting Corporation
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1 for its overall plan. I'm not going to get into any

2 Phase 1 or Phase 2 discussion unless I'm very specific

3 about that. Do you have those in front of you?

4

5

A

Q

I have 22, yes.

Okay. And 22-B and 25 relate to your

6 testimony at pages 29 to 35 where you talk about the

7 amount of mail processing equipment and particularly

8 delivery bar code sorters that would be needed to

9 process letters under various scenarios, and those

10 scenarios are in the current state, the Postal

11 Service's full-up service change proposal and the

12

13

alternate proposal that you and Witness Matz advocate.

IS that a fair assessment of that portion of your

14 testimony?

15

16

A

Q

That's correct.

Okay. Am I correct in understanding that

17 you conclude that the amount of DBCS equipment

18 required to meet current service standards is greater

19 than that needed for either of the Postal Service's

20 full-up service change proposal or your own proposal?

21

22

A

Q

Currently, yes.

And would it be fair to say that this is

23 because relative to the current mail processing

24 environment, reducing the amount of mail with an

25 overnight standard under the Postal Service's proposal

Heritage Reporting Corporation
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allows workload to be spread, and it reduces the peak

of processing, meaning that not as much equipment

would be required?

4

5

A

Q

That's correct.

And the same would hold true for your

6 proposal, would it not?

7

8

A

Q

Yes.

Okay. Bear with me for a second. Let me

9 turn your attention then to page 29, lines 8 through

10 12 of your testimony. You'll probably get there

11 before I do. Are you there?

12

13

A

Q

Yes.

Okay. Would it be fair to summarize your

14 testimony here as indicating that you've made a rough

15 order of magnitude, sort of macro analysis to

16 determine the number of automated letter machines

17 required to process mail over a 24-hour period?

18

19

A

Q

That's correct, yes.

And your testimony here indicates that your

20 analysis provides estimates for requirements as if

21 there was only one mail processing plant?

22

23

A

Q

Yes, as a rough order of magnitude.

And later in your testimony on page 34, if

24 you could turn there, focus particularly on lines 7 to

25 10, I believe it's fair to characterize this portion

Heritage Reporting Corporation
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of your testimony as saying that one would need to

evaluate equipment needs by modeling individual plants

in the network and taking into account a variety of

local factors, mail arrival profiles, operating plans

and other local conditions?

6

7

A

Q

That's correct.

Putting aside any opinion on the merits,

8 would it be fair to say the Postal Service has

9 attempted such an approach in this case, to focus on

10 what its equipment needs may be on a local plant-by-

11 plant basis?

12

13

A What I would characterize it as being is

that the number ofDBCSs, total equipment, that the

14 Postal Service said they were going to be using under

15 a full-up phase, which is now Phase 2, but a full-up

16 network was 3,165 machines. When I did the rough

17 order of magnitude, which is shown on Table 17 was it?

18 I'm sorry. Under the Postal Service plan, which is

19 actually Tables 14 and 15, we came up with 3,253, 100

20 machines difference, and from a rough order of

21 magnitude, that 100 difference is a close

22 approximation.

23 My point of the current proposal to the

24 full-up end game proposal was to take a look at where

25 the equipment layout would be relative to the 24-hour

Heritage Reporting Corporation
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clock, and I think I made a comment like, for example,

incoming primary, which had a four-hour window, would

require 2,100 machines during that four-hour window,

whereas when you look at the current environment, the

maximum number of machines was 700 and something

machines, so in that particular case, you're using

more machines, using Harold's light-tray analysis,

you're dirtying more machines and having a lot more

9 trays with a lot less mail per tray. I mean, there's

10 no way around it.

11

12

13

14

MR. TIDWELL: Dirtying more machines? Madam

Chairman, the best part about the Postal Service is

the lingo out in the field.

THE WITNESS: Okay. That's a field lingo.

15 Using more machines. How's that? But the main driver

16 of course is the number of machines that are going to

17 be used to handle the DBS operation. The longer the

18 window, the fewer machines required.

19 BY MR. TIDWELL:

20 Q Okay. I'd like to turn your attention to a

21 different subject and take you down postal memory lane

22 and your experience in managing DBS operations.

23

24

A

Q

Okay.

In your experience, did the plants that you

(
25 managed conduct two-pass DBS processing for mail
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destined to let's say a particular five-digit office

by always running that mail through the DBS operation

on a single DBCS?

4 A No. There were situations where you had

5 more than one five-digit zone on one DBCS two

6 different ways. One is combine the zones and run the

7 risk of having errors you might say commingled. Run

8 them separately at the same timeframe, split the

9 errors, and then the third one was they had back to

10 back if I heard your question correctly where, for

11 example, you had a five-digit zone that had a 3:00

12 dispatch, you'd run that one, and then you would run

(~ 13 the 7:30 dispatch or 7:00 dispatch of a five-digit

14 zone on the same machine.

15 Q Were there ever occasions where you split

16 the DBS operation for mail that was destined to one

17 office, a specific office, where you split it between

18 machines?

19 A Multiple zones, yes. Multiple five-digit

20 zones. I don't recall ever having a situation where

21 you had so many possible deliveries within that five-

22 digit zone where you had to have a two-split

23 operation.

24

25

Q

A

So it was almost always one machine?

Yes.
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3 possible deliveries that's in, and if you don't have

4 enough bins, then you have a problem.

5 Q What would be one of the risks or

6 consequences of splitting it in that way if you were

7 to actually try to split the DBS operation for mail

8 going to a particular office? Instead of running it

9 on one machine, you decided to run it on two machines

10 simultaneously. What would be the consequence?

Q If you were to do otherwise and you were to

you could start your second pass.c
11

12

13

A You'll have to finish your first pass before

14 run the mail first pass and second pass on separate

15 machines, would you end up with two separate pools of

16 mail that were delivery point sequenced that were

17 unmerged?

18 A Which would create a two-bundle situation,

19 so in other words, the last tray run on first past

20 could have a letter for the first delivery point,

21 which is your first tray to run on the second pass if

22 you want the mail in delivery-point order. I don't

23 know if I'm --

24 Q Excuse me. Turn your attention to your

25 response to Postal Service Interrogatory 25, and I'm
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(202) 628-4888



1

2

3

4

5

4290

focusing on the response to subparts (b) through (e)

where I think it's fair to say you indicate that in

determining DBCS requirements you don't make a

distinction between the different types of delivery

point bar code sorters, is that correct?

6 A That's correct. In the rough order of

7 magnitude, I did not.

8 Q And would you agree that the different types

9 have characteristics that limit the operations for

10 which they can be used?

11 A For sure, yes.

12

13

Q And I take it that you're clearly familiar

with the DIOSS, delivery bar-code sorter with the

14 input/output subsystem and the SlOSS, the combined

15 input/output subsystem?

16

17

A

Q

Correct.

Could you give me a general summary of the

18 distinction between the two?

19 A Well, when I looked at these numbers, I

20 treated all the machines basically being the same, and

21 when I went back to look at do you use SlOSS machines

22 on delivery-point sequencing, and the answer according

23 to the data was virtually no. They basically are more

24 of the special machines. There were some what they

("
25 refer to as bulky mod DIOSS that would" be used on
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delivery-point sequencing, but very little volume in

the historical 2010 data.

But in terms of technical details as far as

what the input/output subsystem is of the SlOSS versus

DIOSS, I could not explain the different lookup

directories and the different machine capabilities.

MR. TIDWELL: Okay. That's fair enough.

8 Madam Chairman, we have no further questions.

9 CHAIRMAN GOLDWAY: Is there anyone else who

10 wishes to ask Mr. Weed a question? I think there are

11 a few questions from the bench. No? You're going to

12

13

pass on your questions? MS. Langley?

VICE CHAIRMAN LANGLEY: I will ask a

14 question, and I suppose continuing on the football

15 tradition, congratulations for being part of the PAC-

16 12. My brother went to OSU.

17 THE WITNESS: That's Oregon State

18 University, OSU.

19 VICE CHAIRMAN LANGLEY: Yes, Oregon State

20 University, not Ohio State University.

21

22

THE WITNESS: Correct.

VICE CHAIRMAN LANGLEY: On page 27 of

23 Witness Neri's testimony, he says that network

24 rationalization would allow the Postal Service to

(
25 match work hours to workload, but the Postal Service's

Heritage Reporting Corporation
(202) 628-4888



(
1

2

3

4

5

6

7

8

4292

proposal is to smooth workload over a 24-hour

processing day to really match to staff levels rather

than match staff to workload, and Witness Neri assumes

that every worker is assigned to one of three tours

over the processing day, that all workers on a tour

start and end at the same time and that each worker is

guaranteed an eight-hour workday.

So, in your testimony, you question whether

9 work hours are as rigid as Mr. Neri assumes because of

10 the staffing and scheduling tools that are available

11 to the Postal Service, and I was speaking to Mr. Matz,

c
12

13

and I would appreciate a better understanding of what

these tools are and whether you believe they have been

14 adequately factored into the Postal Service's

15 calculation of excess capacity costs that would be

16 eliminated by this network rationalization plan.

17 THE WITNESS: Okay. That's kind of a

18 multiple question.

19 VICE CHAIRMAN LANGLEY: It's multiple, but

20 it's really looking at the available tools that are

21 out there and that are being used.

22 THE WITNESS: Yes, and when Mr. Neri

23 proposed and had as one of his figures, he had a graph

24 chart that drew three straight eight-hour lines, and

(
25 when I looked at that, and I think I referred to that
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as my Figure 1 where I combined his volume against

what I would refer to as the matching hours that was

reported in I think it was Professor Bradley's

testimony as far as the number of hours.

VICE CHAIRMAN LANGLEY: And I just might

6 need to clarify, that I'm asking about managerial

7 positions at the local level such as the staggered

8 start times for employee shifts.

9

10

11

12

13

THE WITNESS: Yes.

VICE CHAIRMAN LANGLEY: I apologize.

THE WITNESS: I'm sorry. Okay. From a

scheduling and staffing point of view, at least in the

areas that I had responsibility for as far as

14 establishing schedules or for the several years that I

15 taught scheduling and staffing and participated on

16 national teams for scheduling and staffing, yes, you

17 would like to have as few tour start times during that

18 tour as possible.

19 But on the other hand, it made no sense to

20 have 100 percent of Tour 3 people report at the same

21 time, 100 percent of Tour 1 people report at the same

22 time because traditionally you're dealing with an

23 eight and a half hour clock for an eight-hour schedule

24 or eight hours worth of work, so you're always going

(
25 to have an overlap. What we found obviously in doing
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lots of different scheduling and staffing, trying to

match the arrival profiles and the work demands with

the people's schedule.

You want to try to first of all schedule

them as early as possible to meet the operating plan

but as late as possible not to miss operating plan

just for the sake of efficiencies, so there is a happy

balance, and what happens is on a scheduling basis you

9 end up with multiple start times. I mean, it goes

10 back to the LSM crews. It would go back to how many

11 mail processors do you require to run so many

12

13

14

machines, so you do have staggered start times.

VICE CHAIRMAN LANGLEY: Okay. Thank you.

CHAIRMAN GOLDWAY: And do you think that the

15 Postal Service is, when it establishes its baseline,

16 overstating what its costs are because it isn't

17 factoring in the existing flexibility? Is it

18 overstating its --

19 THE WITNESS: Are you referring to their

20 network modeling that they did?

21

22

CHAIRMAN GOLDWAY: Yes, yes.

THE WITNESS: Well, the network modeling was

23 pretty rigid in terms of a fixed arrival profile, a

24 fixed window that they were going to run the machines.

(
25 They did not to my knowledge in the network modeling
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(202) 628 -4888



1

4295

get into "eight-hour schedules" or people's schedules.

2 That was a machine requirements-based model. What I

3 was referring to just now was after you determine that

4 you need X number of machines in a facility, now how

5 do you optimize the scheduling of employees to those

6 machines' schedules between

7 CHAIRMAN GOLDWAY: So do you think you were

8 successful in optimizing the employees to the machines

9 when you were involved either in management or in

10 teaching scheduling to people?

11

12

13

THE WITNESS: Yes. In fact, just recently

some of our work up in Canada has been to try to

optimize their schedules. They're looking at the

14 arrival schedules and what their machine start times

15 were.

16 CHAIRMAN GOLDWAY: So do you think there's

17 more savings to be made by the Postal Service in that

18 process than what they're contemplating now?

19 THE WITNESS: Yes. I think anytime that you

20 do a scheduling and staffing study to match arrival

21 patters with employee schedules, depending on how much

22 flexibility you have, and I think I read recently

23 there's some new categories of employee that have even

24 more flexibility than what they have had in the past,

c 25 I think you do have an opportunity. My general
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historical observation, and I think I mentioned in my

testimony, 3 to 5 percent is capturable immediately.

Now I guess to contrast that, one of the

ways that when I first looked at the N2012-1 was that

5 there's really no decision to be made. I mean, you

6 have 100 percent of the mail in front of the machine

7 before you turn it on. Well, that's no smoothing.

8 All you have to worry about there is do I have enough

9 space to store it? I mean, so can you maximize the

10 productivity in that environment? Without a doubt,

11 but can you match that environment in productivity by

c 12

13

scheduling people at the proper time to run the

equipment as the mail either arrives or is flowed from

14 another operation. You still have that same

15 opportunity.

16 CHAIRMAN GOLDWAY: Yesterday we had

17 testimony from Max Heath, who represents the National

18 Newspapers Association, and his comment was and his

19 experience over many, many years in dealing with the

20 postal system around the country was that small plants

21 are more productive and efficient than larger plants.

22 And he was nervous about moving the small plants into

23 the larger plants because a lot of the operational

24 problems the Postal Service have are in larger plants

c 25 and they don't seem to get solved. So he was worried
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about productivity estimates and unforeseen problems

2 with regard to that kind of consolidation. Do you

3 have any experience in that regard?

4 THE WITNESS: From a personal observation

5 point of view? Yes. When I guess I was plant manager

6 and operations support manager in the Seattle/Portland

7 type area, we had a combination of large plants and

8 medium-sized plants and small plants, and yes, we

9 recognized that there was a difference in productivity

10 in those different categories of plants, and I spent a

11 number of spreadsheets, wore out a number of

12

13

spreadsheets you might say identifying what were the

differences between the productivities of the

14 smaller -- I shouldn't use the word smaller. What has

15 been labeled to be the losing plant versus the gaining

16 plant because there's some very large losing plants

17 that are bigger than the gaining plants.

18

19

CHAIRMAN GOLDWAY: Uh-huh. Okay.

THE WITNESS: So, in the analysis that I

20 did, there was a significant difference or significant

21 I think -- I have to find the exact table. The

22 difference between productivities in the gaining and

23 losing plants is actually shown on Table 6 in a

24 summary fashion, for example, automation letters. The

c 25 plants that were identified to lose had a certain
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3 productivity in the gaining plants. So, if you are

4 going to apply an expected productivity increase, it's

5 only going to occur in the gaining plants. You've

6 eliminated the losing plants.

7 CHAIRMAN GOLDWAY: So you lower the

8 productivities--

9 THE WITNESS: So, in other words, the

10 starting point --

11

12

13

CHAIRMAN GOLDWAY: Is lower.

THE WITNESS: In this particular case, it's

8.4 percent. You've got a deficit, a gap to start

14 out.

15 CHAIRMAN GOLDWAY: That you have to make up

16 before you actually gain productivity.

17 THE WITNESS: Right. And I know that this

18 has been reported before in the GAO report. I think

19 one of your cases several years ago, one of the RM

20 cases, had made mention of this, and I don't want to

21 call it a phenomenon. It's a fact of life. What's

22 the differences? I'll use the Portland/Salem example

23 since I used to run both, so Portland is a multi-floor

24 building. It's got elevators. If you:re going to get

25 mail to a machine, you go up an elevator and you go
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back down an elevator before you dispatch it.

Salem, you go from the dock to machines

right back out to the dock, so you have a geographic,

the larger the facility, the greater the distance that

you're moving mail from Point A to Point B, and that

was one of our recent studies up in --

CHAIRMAN GOLDWAY: So which was more

8 efficient?

9

10

11 elevator?

12

THE WITNESS: The smaller.

CHAIRMAN GOLDWAY: The smaller one with the

THE WITNESS: The physical smaller facility.

13

14

The smaller plant was more efficient.

CHAIRMAN GOLDWAY: Because you didn't have

15 to move the mail a greater distance.

16 THE WITNESS: Yes, we're not moving

17 containers as far.

18 CHAIRMAN GOLDWAY: So that's interesting.

19 And I take it you're familiar with the Phase 1

20 proposal, and I think we asked this of Mr. Matz as

21 well. Do you think that your proposal is very similar

22 to the Phase 1 proposal, or what are the distinctions

23 between your proposal and the Postal Service's Phase 1

c
24 proposal?

25 THE WITNESS: From the point of view of what
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you would still maintain as overnight service from an

intra-facility, that part of it from what I've read in

the Phase 1 proposal is virtually identical.

CHAIRMAN GOLDWAY: Are you choosing

5 different facilities given your review of the

6 productivity of different facilities?

7 THE WITNESS: No. What I'm saying, on

8 July 1, if that service change is implemented

9 nationally without consolidating one plant, what

10 that's saying is that the inter-SCF are no longer a

11 commitment, there's not a plant in the United States

c 12

13

that could not implement that immediately, and in my

response to I think your Question 3, I tried to

14 identify what I thought were the cost savings that is

15 potentially available to the Postal Service starting

16 July 1.

17 CHAIRMAN GOLDWAY: If they did the service

18 changes they proposed for Phase I?

19

20

21 proposal?

22

THE WITNESS: That's correct.

CHAIRMAN GOLDWAY: But not the Phase 2

THE WITNESS: Not the Phase 2, and I think

23 that's the cream off the top, bottom line in terms of

24 looking for the best potential productivity

c 25 improvements that you could achieve with the small
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1 changes in the service standards. It's difficult to

2 use the word minor change because every service

3 standard change is that.

4 But in terms of the what is it? Forty-eight

5 plants this summer? I haven't spent a lot of time. I

6 don't think I've read any of the AMP studies, maybe

7 with the exception of the Chicago one. That one I've

8 got some questions on because Chicago is not now

9 overnight to the two facilities that the originating

10 mail is going to go to, so now how does it maintain

11 its intra-overnight service? So that's not quite

(
"--.

12

13

14

understood, I'm sorry, as to how they would be able to

implement that.

CHAIRMAN GOLDWAY: And do you have a sense

15 of between Phase 1 and Phase 2 what the productivity

16 increases would be for the Postal Service? They're

17 estimating Phase 1 is only 35 percent productivity

18 increase and the remainder in Phase 2. Do you think

19 it's the same as that, or given your concern about was

20 it dirty machines? I like that term too. Do you

21 think the proportions are somewhat different from what

22 the Postal Service says?

23 THE WITNESS: Yes. In my testimony, I did

24 submit what I thought the productivity change was.

25 The numbers started at 2.5. Adjusted, went to $2.1
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1 billion. The Phase 1 if I remember the spreadsheet

2 that I downloaded last week was $1.3 billion, in that

3 range, but those were based on Phase 1 of the

4 facilities where 64.4 percent of the original

5 facility, and I got confused in terms of where those

6 numbers were coming from, so yes, I think there's a

7 savings that is available on July 1, 5 to 10 percent

8 DBS without moving one facility.

9 My quick count on the number of facilities

10 that are involved with Phase 1, which has been posted

11 to be 140, but a number of those facilities are not

12

13

MOD 1 or MOD 2 offices. They're referred to as

customer service mail processing facilities, so they

14 were never figured in that original number at all in

15 terms of its operating costs, so you have kind of an

16 apples and oranges facility count going on.

17 And I did not see where 64 percent of the

18 facilities were being closed down in terms of size,

19 square footage, number of machines, however you want

20 to measure it in what was presented in that one Excel

21 spreadsheet by Rosenberg last week I guess it was.

24 reconciliation that has to go on.

c

22

23

25

CHAIRMAN GOLDWAY: Okay.

THE WITNESS: So I think there's some

CHAIRMAN GOLDWAY: Any other questions from
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1 the bench? Questions from the Postal Service? Well,

2 you've got it. I don't have it.

3 COMMISSIONER ACTON: Mr. Weed, we've one

4 final question for you from Commission staff, and it

5 concerns pages 10 and 11 of your testimony.

6

7

THE WITNESS: Okay.

COMMISSIONER ACTON: Okay. You say that

8 much of the cost of adding volume from other plants to

9 some operations, such as dock operations, cancellation

10 and outgoing sortation would be absorbed while the

11 cost of adding volume to other operations, such as DBS

12 operations, would not be absorbed. Can you tell us

13 why these two groups of operations would respond

14 differently to the additional volume?

15 THE WITNESS: Yes. What I tried to explain

16 in this thing is that you do have to look at what

17 operations are being consolidated, so if you shut down

18 a plant completely and move it to another facility,

19 you move the volume. You don't move the people

20 necessarily. You don't move the processes. You're

21 taking volume into a new plant, so from, for example,

22 the cancellations, the outgoing primary, you have an

23 existing operation in the gaining plant that you're

24 just adding volume to.

25 That marginal increase in volume can be
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absorbed by an existing operation, most likely with

probably no additional equipment assuming the gaining

plants have excess equipment now, so that has one

level of productivity improvement that should go on in

that 3, 5, possibly 8-percent productivity gain range.

I think Witness Neri talked about his expectations

when you're doing that type of thing.

The DES operation however, it's not

9 consolidated with an existing DES operation. In other

10 words, you've got a DES operation that you're running

11 in a losing plant. You're picking that up, and what

12

13

do you have to do in the gaining plant? You run the

same operation, but it has its own first pass, its own

14 second pass, and it has its own anomalies, and

15 whatever the movement of that dispatch from a DES

16 operation is now going from the older plant into the

17 gaining plant to the dock where it's different than

18 the other one, so you're really creating a new subset

19 of an operation.

20 DES is Zone 1. Now you've got Zone 1 and

21 Zone 2 in a gaining plant. Operations which are

22 traditionally referred to as the non-volume

23 operations, the dock operations, historically we've

24 referred to those as absorption factors. In other

C· 25 words, yes, you may have more trucks to watch from an
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expediter point of view or from an equipment handling

point of view, but you could absorb a fairly

significant amount of that volume.

Witness Williams I think in his response to

a question a couple months ago or a month ago referred

6 to 50 percent absorption. That would be a reasonable

7 expectation, 25-, 50-percent absorption, and what I

8 mean by that.is if you used to use 100 hours on a dock

9 operation in a losing plant, you could probably do all

10 that work with only 25 to 50 hours worth of work in

11 the gaining plant. In other words, it could be

12

13

absorbed. So it depends on the size of the losing

plant that's being consolidated into the gaining

14 plant. That was the purpose of kind of that section

15 in terms of the various categories of expectations,

16 and I've run the numbers on those type of differences

17 of various operations in the detail analysis.

18

19

COMMISSIONER ACTON: Thank you.

CHAIRMAN GOLDWAY: I think that concludes

20 then the questions that the staff asked us to ask. Is

21 anyone else wishing to ask a question of the witness?

22 I see Ms. Keller here.

23 MR. ANDERSON: Madam Chairman, Darryl

24 Anderson for the APWU. I'd like to follow up on the

25 significance of the new categories of employees. Mr.
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Weed alluded to those, and I'd like to just touch on

that, and I think it's important to the line of

questioning that Commissioner Langley was pursuing,

and I want to make sure it's understood by everybody

on the Commission.

CHAIRMAN GOLDWAY: Okay. Let's go for it.

MR. ANDERSON: Thank you.

CROSS-EXAMINATION

BY MR. ANDERSON:

10 Q Good afternoon, Mr. Weed. I'm Darryl

11 Anderson. I'm counsel for the American Postal Workers

12 Union.

13

14

A

Q

Yes.

Thank you for being here today, and thank

15 you for helping all of us with your testimony. You're

16 generally aware that managers now have some additional

17 flexibility under the APWU Postal Service national

18 agreement. You alluded to that?

19 A Yes.

20 Q So I just want to have you confirm for the

21 record and for the benefit of the Commissioners, as a

22 manager, putting yourself in the shoes as you were

23 before as a manager and the managers you managed as a

24 higher-level manager, I just want you to confirm that

(
25 in scheduling, to make the work hours match the
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workload that it would be helpful to you to have what

we now call nontraditional full-time employees so that

the new categories of employees include those who were

scheduled for five six-hour days, so that they're 30-

5 hours weeks. They're called nontraditional full-time

6 employees, and so in addition to having employees

7 working eight hours, you're going to have employees

8 working six hours.

9

10

A

Q

Right.

I assume that would be a helpful tool to use

11 as you were trying to match your work hours to your

12 workload? You want to save wasted time?

13 A For sure. I mean, from a historical

14 scheduling and staffing when we used to do the

15 analysis and teach it, you first of all obviously

16 establish the best eight-hour tour that you could in

17 the eight and half hours, eight hours of an employee

18 to eight and a half hours. Then you got down into

19 what we used to call part-time flexibles, which had a

20 certain percentage allocated in a plant. That gave

21 you some flexibility.

22 I understand now there's like almost no

23 part-time flexibles or at least they're 100 percent

24 eight hours a day, and so I don't know what that

c 25 current rule is.
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Actually we'll talk about that.

But the 30 percent, yes, that's significant.

So 30-hour work week employees would be very

4 useful?

5

6

A

Q

Yes, for peak period processing.

In fact, what's happened with the part-time

7 flexibles is that they've been converted to full-time,

8 but now the agreement provides for in mail processing

9 20 percent of mail processing employees can be

10 employees with no fixed schedule, what they call PSE

11 employees.

12

13

A

Q

Okay.

And so now that is I think I want you to

14 confirm for us, 20 percent of employees with no fixed

15 schedule is a higher percentage than you would have

16 had before?

17

18

A

Q

Oh, yes.

And I assume you had budgetary constraints

19 as well, so it's probably also significant they have a

20 lower hourly wage and no retirement benefits attached

21 to them.

22

23

A

Q

I don't know anything about that.

That wasn't a feature for you? Okay. So I

24 wanted to pick up on the no fixed schedule employees.

25 I assume that's very helpful in meeting your peak
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2 A If you tried to schedule a 24-hour-a-day

3 seven-day-a-week operation where you have different

4 volumes on each day of the week with different arrival

5 profiles, yes. Having the ability to have flexibility

6 for establishing the schedules, yes.

7 Q And then the other category of

8 nontraditional full time is employees with a 48-hour

9 work week, so you could have employees with four 12-

10 hour workdays. Am I correct that that also would be a

11 useful element to plug into your matrix or your

c
12

13

staffing matrix?

A Yes, and on terms of trying to do the

14 building block of start time scheduling, yes, for

15 crewing processes.

16 Q I know you'd agree with me, but I just

17 wanted to get it in the record with your expertise,

18 with your imprimatur here because of your expertise

19 and your experience as an operations manager so that

20 all of those things combined would be tools that you

21 didn't have before, which would more closely match the

22 work hours and the workload as you scheduled your

23 operations. I just want you to confirm that for the

24 record.

25 A You have a lot more flexibility still within
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the physical facility constraints and the amount of

equipment and most importantly the operating plan.

3

4

Q

A

I was just focusing on the --

Once you get all three of those, you can do

5 a scheduling and staffing study, yes.

6 Q I was just wanting a scheduling on an eight-

7 hour day versus what the contract now permits in terms

8 of flexibility.

9 CHAIRMAN GOLDWAY: Okay. Thank you, Mr.

10 Anderson. Ms. Keller, did you have something?

(

11

12

13

14

MS. KELLER: Thank you, yes. I just had one

very quick followup.

CHAIRMAN GOLDWAY: Please identify yourself.

MS. KELLER: Kathleen Keller for the

15 National Postal Mail Handlers Union.

16 CROSS-EXAMINATION

17 BY MS. KELLER:

18

19

20

Q

A

Q

Good afternoon.

Good afternoon.

I had a quick followup to your testimony

21 about absorption factors. I want to make sure that I

22 am understanding it correctly and understand correctly

23 what would follow from it. Now I believe you

24 testified that the absorption factors for DBS are

25 going to be a little different or a little lower
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2 with the existing DBS at the gaining plant. Is that

3 an accurate summary?

4 A I did not try to infer that the word

5 absorption was involved in the DBS operation at all.

6

7

Q

A

Okay.

Th~ DBS operation, what I was referring to

8 was picking up a first pass, second pass five-digit

9 zone from one plant and move it into another plant.

10 It's an operation all by itself, and so it's just one

11 of those building blocks. Now, if you're able to

(
12

13

start it under the Phase l(a) proposal and eliminate

the inter-SCF exchange of mail and be able to start

14 your first pass at sometime in the night when 100

15 percent of your mail's nearly there, then that's one

16 thing. The absorption I refer to applied primarily to

17 the nonvolume operations.

18

19

Q

A

Okay.

A tow motor driver taking three containers

20 instead of two containers.

21

22

23

Q

A

Q

Okay.

New volume.

Okay. I think that makes sense, and let me

24 see if I understand if I'm drawing the correct

( 25 conclusions from your testimony. Now, if you were
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working with the Postal Service at this point and were

involved in the determination about which facilities

would be consolidated into which facilities and what

the anticipated productivity gains or effects would be

of those consolidations, would you want to know for

purposes of those determinations what kind of 5-digit

zones are assigned, to the losing facility?

I'm sorry if I'm not asking this in the most

clear way, but, for instance, a potential losing

facility that it's servicing a lot of 5-digit zones to

be consolidated into a gaining facility, would that

pose more of a challenge, that type of consolidation,

or would you expect to see less of a productivity gain

l4 with that type of a consolidation because you are

l5 incorporating that DBS, that operation, into the

l6 gaining facility?

l7 A Well, in a losing facility going into a

l8 gaining facility, DBS is not the only operation.

19 There'S the whole lOO and some other operation numbers

20 and functions really is what they are that have to be

2l transferred into the gaining facility, and line by

22 line, yes, you need to know what the expected

23 productivity increase is let alone the volume

24 increases into that facility, and do they have the

25 capability and the capacity, machine space, storage.
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Okay. And based on your review of what the

2 Postal Service did here in making these

3 determinations, do you think the Postal Service looked

4 at the right factors?

5 A Are you referring to the AMP studies that

6 were submitted, or are you talking about the --

7 Q I guess I'm referring both to the AMP

8 studies and to the overall modeling.

9 A The overall modeling to the network modeling

10 in terms of determining the number of pieces of

11 equipment by facility was the top-down what I'll refer

12

13

to as the network approach. I didn't see anything in

the record other than some reference to some overrides

14 that the model adjusted at the local level, but I did

15 not see any evidence that they did a local bottom-up

16 modeling process to say here's my current facility.

17 Here's what I'm going to bring in. Now what's the new

18 facility starting times, equipment and people look

19 like?

20

21

22 redirect?

MS. KELLER: Thank you.

CHAIRMAN GOLDWAY: Do you need any time for

23 (No response.)

(
24

25

CHAIRMAN GOLDWAY: Any other questions?

(No response.)
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CHAIRMAN GOLDWAY: Well, then your testimony

2 is concluded at today's hearing. I've been assured by

3 all parties here that we've exhausted the questions

4 that we need to ask of you, Mr. Weed, so we would like

5 to tell you that you are excused.

6

7

THE WITNESS: Thank you very much.

CHAIRMAN GOLDWAY: And to express our

8 appreciation for your testimony and for the discussion

9 that we had today on the details of the testimony, and

10 I'm sure our staff in particular appreciates the

11 opportunity to get your hands-on expertise about

12

13

14

postal operations to consult with.

(Witness excused.)

CHAIRMAN GOLDWAY: I believe we have now

15 completed the hearings for the rebuttal phase of this

16 case, and we have a few items that will be taken care

17 of in writing, and other than that, do I have any

18 other announcements I have to make, counsel? I'm sure

19 we will see all of you or many of you again in the

20 next week. Mr. Tidwell, did you have an announcement?

21 MR. TIDWELL: Madam Chairman, there was

22 reference earlier in today's hearing to the

23 possibility of you, Mr. Schiller and Mr. Smith

24 regaling us with the Michigan fight song.

( 25 CHAIRMAN GOLDWAY: Not a chance.
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MR. TIDWELL: We were wondering if we might

2 be excused before that commenced?

3 CHAIRMAN GOLDWAY: You shouldn't have

4 reminded me. No. Of course, we will forego any

5 imposition of at least my voice on everyone in the

6 audience today and who is ever listening on our

7 webcast.

8 Thank you all for your participation. I

9 think these public hearings are very useful for us in

10 expanding the record. They're hard and long and

11 sometimes tedious but I think well worth the

12

13

investment we all put in, and I appreciate your

participation, and have a nice long weekend everyone.

14 Thank you. The meeting is adjourned.

15 (Whereupon, at 4:39 p.m., the hearing in the

16 above-entitled matter was concluded.)

(

17

18

19

20

21

22

23

24

25

II
II
II
II
II
II
II
II
II

Heritage Reporting Corporation
(202) 628-4888



(

(

REPORTER'S CERTIFICATE

bOCKET NO.; N2012-1

CASE TITLE: Mail Processing Network Rationalization
Service Changes, 2012

BEARING DATE :6/14/12

LOCl'I.TION:Washington, D.C.

I hereby certify that the proceedings and

evidehce are contained fully aI).daccurately on the

tapes and notes reported by me at the hearing in the

above case before

Date: 6/14/12

{z:tth .~l1. uh e-Of'jA. tfA...
Official Reporter
Heritage Reporting Corporation
Suite 600
1220 L Street, N.W.
Washington, D.C. 200ds-4018

Heritage Reporting corporation
(202) 628-4888

~31b




