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TESTIMONY OF RICHARD E. BENTLEY 
ON BEHALF OF MAJOR MAILERS ASSOCIATIO~N 

1 My name is Richard Bentley. I am president of Marketing Designs, Inc., a marketing and 

2 consulting firm. I have testified before the CornmIssion frequently, and my qualifications are detailed 

3 in Attachment 1 to this testimony 

1. Overview And Sunmmy 

5 The purpose of my testimony is to oppose the Postal Service’s proposal to establish new rates 

6 and classifications without disclosing information showing the consequences of using the Commission- 

7 approved methodology for attributing city car]-ier delivery costs. The c~nly evidence before the 

8 Commission on city carrier dellvery costs is the Postal Service’s own evidence, which uses a 

9 methodology that the Commission has rejected 

10 Earlier in this proceeding, the Commission “direct[ed] the Postal Service to provide versions of 

11 [its evidence] that are consistent with” the Commission-approved method for attributing city carrier 

12 delivery costs (Order No 1126) The Commission did not tell the Postal Serwce tc> withdraw the 

13 portions of its own filing that are based upon the nonapproved lmethodology~ The Commission did not 

14 tell the Service to substitute the Colllmission-alIp]-oved methodology m place of the nonapproved 

15 methodology. The Commission only asked the Service to provide information that would enable the 

16 Commission to compare the effects of both methodologies But the Postal Service declmed to make 

17 disclosure of this information 

18 On September 20, 1996, the CornmissIon issued Order No. 1134. Although the Commission 

19 found that “the Service has presented no consistent ratIonale 01. persuasive explanation for its refusal to 

20 provide the information sought by Orders No. 1120 and I 126” (Order No I 134 at 12) and imhcated that 
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it “is dismayed by the Service’s refusal to comply with its lawful order,” (Order No. 1134 at 16), the 

Commission did not find it appropriate to order procedural sanctions. at this time. Instead, to minimize 

delay in the proceedings, the Commiwon directed its staff to prepare two Library References. Libraw 

ReferenceMC96-3, PRC-LR-I, which shows the BY 1995 calculahon of direct and indirect city delivery 

costs using the established methodology of single subclass stops, and Llbraw Reference MC96-3. PRC- 

LR-2, which shows BY 1995 costs rolled forward to TY 1996 

I understand that this proceeding involves only a few postal services, but that is not a compelling 

reason for the Com~mission to accept the Postal Service’s nondisclosure--anc1 to decide this case on a 

record that shows the consequences of apportioning city carrier dellvery costs only by use of a 

nonapproved costing methodology, As a matter of propel- ratemaklng, 1 do not believe that the 

Commission should use a methodology for one set of services in one case that apportions attributable 

costs in ways that ;are significantly different from the methods used for other postal services in other 

cases. 

While the dollar consequences of the Postal Service’s use of a nonapproved methodology may 

not impact the Service’s proposed rates significantly in this proceeding, the CoInmission should be aware 

that the dollar consequences are huge if the Commission follows the practice, as I think it should, of 

using consistent cost allocation methodologies in all Its rate proceedings Thus, as I show later in my 

testimony, comparing the techniques for attributing city carrier delivery costs, the Commlssion-approved 

methodology attrlbutes $1 1 billion more costs than the Serwce’s methodology~ Regarding that $1.1 

billion, the Postal Service’s methodology assigns $130 mullion Imore in institutional costs to First-Class 

Mail than does the Commission’s methodology. 

There is an additional reason to insist upon full disclosure in this proceeding [ doubt that the 
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Postal Service is advocating that the Commission use the Serwce’s nonapproved attribution methodology 

in this case only. The attnbutlon methodology that the Postal Service uses in this case is similar to that 

which the Service has used, and the Commission has rejected, in prior cases And, in this case, when 

the Service refused to provide the Commission with information showing the consequences of using the 

Commission-approved methodology, it argued that “[t]be Postal Service simply cannot abandon its 

position that the [Commission’s] single subclass costing approach 1s wrong” (See August 2, 1996 

Statement of USPS Concerning Order No 1126, p.4.) It is evident that the Service plans to use the 

nonapproved allocation methodology in future cases The Commission should not accept the Service’s 

nondisclosure in this case and should require the Service to provide the information using the 

Commission’s approved cost apportionment 

II. Geneml Consequences of the Failure To Resolve 
the Stalemate Over Costing Methodologies 

The choice of methodologies fol- attrtbtmng city earner delivery costs has significant 

consequences for ratemaking~ Before the Commission introduced its own methodology for attributing 

city carrier delivery costs, m Docket R90-1, those costs were treated mostly as institutions1 (or overhead) 

costs. The increased amount of cost attribution by the Commission raises the floor or muumum amount 

of revenue required to cover direct and indlrect costs for all subclasses and serwces. The additional costs 

attributed to First-Class, however, are less than the amount of lnstittltlonal costs that are assigned by the 

Postal Service’s nonapproved methodology Consequently, when the Commission’s R90-1 methodology 

increased the portion of city carrier delivery costs that is classified as “attributable,” that methodology 

reduced the total cost burden for First-Class Mall And the Commission’s methodology increased the 

costs attributed to other types of mail, including advertising mail, The Postal Service’s refusal to accept 

the Commission’s 1~90-1 methodology for city carrier delivery costs has thus meant that the Service’s 
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,- I derivation of the First-Class Mall revenue burden IS higher than the CommisGon’s, while the Service’s 

2 revenue burden for advertising mail is lower than the Commission’s 
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There are other consequences as well. The Postal Service has Failed to incorporate the 

Commission’s R90-.l methodology into the Service’s Cost and Revenue Analysis (CRA) Reports or its 

tilings in other rate and classification proceedings before the Commission. Because of this, it is difficult 

to compare financial data from year to year, or to cornpal-e cost information from one Commission 

proceeding to another It is also wrtually Impossible to compare the Service’s published cost mformatlon 

(such as the CRA Reports) with the cost figures used in the Commiss~on‘s dmxlsions. For example, in 

this proceeding, actual USPS financial data for BY 1995 are not comparable to data underlying the three 

previous Commission Opinions. Because of these problems, the Commission.‘s regulatory oversight of 

the Postal Service is made more difficult. 

15 Earlier I said that the dollar consequences of choosing a methodolN3gy for apportioning city 
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carrier delivery coasts are huge if the Commission uses consistent Imethodologies in all rate cases. 

Making a comparison between the Commiss~on’s and the Postal Service’s methodologies is difficult 

because of the noncomparability of the published data sources Therefore, II. would have been helpful 

to have access to calculations of the Commission’s methodology as applied to the Postal Service’s base 

year and test year costs, presented on the record by a Postal Servlce witness Unfortunately, because 

of the current impa.sse between the Commiwon and the Sel-vice, there is no’ such pres:entation on the 

record I am thus compelled to seek a second-best basis for the calculation 

In making that calculation, I have used the most recent cost Information available--BY 1995 

III. The Impad on First-Class Mail and Advertising Mail 
of the Comtmission’s Methodolgy, As Cornpaled 
With The Impact of the Sewice’s Methodology 

I- * 



.- 1 finances, at the current rates. The Commission staff has prowded BY 1995; cost data m response to 

2 Order No 1134 For USPS cost data, I have used information from Postal !;ervice witness Patelunas’ 

3 exhibits in this cast 

4 The results of my computation may be briefly summarized. Using the Commission’s 

5 methodology for apportioning city carrier delivery costs, I conclude that nearly $1.1 billion in costs--that 

6 the Service treats ag overhead costs--would be classified as attributable costs 

7 Focusing on this $1.1 billion--the Service assigns more than three times as much overhead costs 

8 to First-Class Mall as it assIgns to advertising mall, yet the Con~mission’s attributable costs for First- 

9 Class are only 39% higher than for advertlslng small Consequently, as compared with the Commission’s 

10 methodology for aplportioning city carrier delivery costs, the Postal Serwce’s m?thodolog), transfers about 

11 $130 million of attributable costs (as classified by the Commission)fi-onr other subclasses lo First-Class 

12 Mail; and about $174 million of attributable costs (as classlfled by the Commis:;ion)fron? third-class mad 

13 to other subclasses and serwces ’ 

Iv. The Impact on Other Mail Classes of the Commission’s Methodolgy. 
As Compzued With The Impact of the Sewice’s Methodology 

16 As noted abmove. the Commission’s cost methodology attributes almost $1.1 billion more than 

17 the Postal Service’s; methodology. Of this amount, $922 million is attributed to First-Class Mail and 
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advertising mail while the remainder, almost $150 million, is attributed to the other subclasses and 

services. Because these other subclasses and services contain much smaller volumes cornpared to First- 

Class Mail and advertlslng mall, the Impact of this additlonal $150 million can be sub:;tantlal, 

For example, under section 3622(b)(3) of the Act, all subclasses and services are required to 

recover their direct and indll-ect costs. If the Postal Service’s CRA Report fails to attribute this extra 

$150 million, how can the Commission know if a particular subclass or service generates enough 

revenues to cover its attributable costs? It cannot 

Similarly, the preferred subclasses are supposed to generate sufficient revenues to recover their 

attributable costs. i\galn, if the CRA Reports exclude this $150 million, the Commission cannot reliably 

know whether or not the reported revenues are sufficient to recover those costs. 

Based on actual BY 1995 financial data,’ It is apparent that the existing rates for three subclasses 

are too low to generate revenues suffiuent to cover their attributable costs. These subclasses are listed 

below: 

Subclass Cost Cover= 

Classroom Publications 81,l 

Third-class :Single Piece 59~2 

Library Rate 83.8 

When the rates for these subclasses and services were recommended in Docket No. R94-1, using the 

Commission’s attributable cost methodology. rhe proJected revenues were sufficient to cover the 

attributable costs 

In future rate proceedings, it will not be possible to determIne whether USPS proposed rates will 
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meet the minimum revenue Irequirements establlshed by the Act, unless the F’ostal Service is obligated 

to provide, as an integral part of its mltlal rate request, attributable costs for all subclasses and services 

based on Commission-approved methodologies 

V. Conclusion 

For the reasons I’ve stated, I believe that it is impot-tant that the Commission continue to insist 

that the Postal Service prowde informatIon that discloses its costs not only on its preferred 

methodologies, but also according to the Commission-approved methodologies. 

It is equally important the Service be required to disclose this Information in future proceedings-- 

and to do so at the outset. The Postal Service should remain free to challenge lthe Commission-approved 

methodologies, to ask for reconsideration of those methodologies, and to seek Commission or court 

action to overturn previously-appl-oved methodologies But this proceeding (and its predecessors) 

illustrate why the Postal Serwce must not be allowed to file its initial evidence wthout dlsclosing this 

essential information. This case has been on file for many months, hearings h,ave begun, and the Postal 

Service continues to withhold this information notwithstanding Comm~won orders requiring disclosure. 

In Order No. 1134 (at IO), the Commission stated that It wll consider modifying its filing rules 

to require that--as part of any rare change filing--the Postal Serwce must show the financial Impact of 

any proposed rate changes usmg the Commission’s Imost recently-approved cost attribution methodology 

I strongly support such a change and belleve the same requirement should aplply to classification cases 

The rule suggested in Order No. 1134 would be fair to the Service, the CornmIssion, and affected 

mailers If the Postal Service wshes to offer changes to any Commissiowapproved methodology, it 

could still make such a proposal as part of its filing Thus, the Rule would not dimrnish the Postal 

Service’s flexibility in presenting Its proposals before the Commission. At the same time, It would 
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r_ 1 provide the Commission and other interested parties with a suitable means of evaluating the impact of 

2 any proposed cost methodology changes, This will also allow all interested parties to be able to evaluate 

3 consistent postal cost data from year to year and from case to case 

4 That completes my testimony 
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Richard Bentley is president of Marketing Designs, Inc., a marketing and consulting firm. 

Mr. Bentley began his career as a market research analyst for the Postal Rate Commission in 

1973 and remained until 1979~ As a member of the Officer of the Commission’s technical staff (now 

Office of (the Consumer Advocate) his responsibililles Included walysis of USPS costs, volumes, rates 

and operations. As a wtness on behalf of the Officer of the Commission, he testified before the Postal 

Rate Commission in four separate proceedings, In Docket No MC73-I, Mr. Bentley filed rebuttal 

testimony concerning the Postal Service’s bound punted matter proposal, but the case was settled before 

he had an opportunity to testify 

In Docket Nos. MC76-1 and MC76-3, MI-. Bentley testified on changes proposed by the Officer 

of the Commission to the Domestic Mail Classification Schedule Those changes concerned proposals 

to establish local First-Class rates and to eliminate third-class single piece as a separate subclass 

In Docket No R77-I, Mr~ Bentley pl-oposed rates fol- all mail classes and serwces, Including the 

projected ,volumes ,whlch would result from those rates He also analyzed ,the rates proposed by the 

Postal Service and critiqued the volume pl-ojectiow presented in support of its proposals 

In Docket No. MC78-I, the Postal Service proposed to restructure parcel post rates by asking the 

Commission to establish new rates for parcel post mailed I” bulk and for a parcel post nonmachinable 

surcharge. Mr. Bentley presented two pieces of testimony in that docket--one concerned wth the rate 

aspects of the Postal Serwce’s proposal and one concerned wth the parcel post volume projections~ 

In 1979, Mr Bentley left the Postal Rate Commission to become a senior program engineer for 

Systems Consultants, Inc. (now Syscon Corporation), a national consulting firm There Mr~ Bentley’s 

responsibilities included the analysis and estimation of life cycle costs required to research, develop, 
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:r- 1 manufacture, and maintain various weapon system programs for the Department of Defense. He 

2 developed cost estimating relationships and completed a computerized model for estimatmg future 

3 weapon system program costs. 

4 In addition, Mr~ Bentley testified before the Postal Rate Commission in Docket No. R80-1 

5 concerning presorted First-Class mail rates and second-class wthln county rates 

6 A&r leaving Syscon in 1981, Mr. Bentley stal-ted his own company, Marketing Designs, Inc., 

7 which provides specialized marketing services to various retail, commerual, ;and industrial concerns as 

8 well as consulting services to a select group of clients~ 

9 In Docket No. RS4-1, Mr. Bentley testified on behalf of the Council of Public Utility Mailers and 

10 the American Retaii Federation in favor of an Incl-eased First-Class presort dlscount~ At that time, Mr. 

11 Bentley presented a methodology for estimating cost duffel-ences between processmg First-Class single 

12 piece and presorted letters that eventually became the foundation for the Commission’s “Appendix F” 

13 methodology for supporting First-Class presol-t discounts 

14 In Docket No. C86-3, Mr. Bentley testified on behalf of Roadway Package Systems concerning 

15 a proposed special rate increase fol- pal-ccl post 

16 In YDocket Nos. R87-I and R90-I, Mr Bentley testified on behalf of the Council of Public Utility 

17 Mailers, th,e National Retail Federation, Brooklyn Union Gas, and other Fil-st-Class mailers. Mr. Bentley 

18 recommended and wpported various rate discount proposals for presorted First-Class mall, and a lower 

19 fee for “BRMAS” business reply mail. 

20 In the last omnibus rate proceeding, Docket No R94-I, Mr~ Bentley testified on behalf of Major 

21 Mailers Association. wth respect to several Issues that concwned First-Class rates These included the 

22 relationship between the proposed cost cowl-ages for Fil-st-Class and third-class, the rate:; for First-Class 

23 incremental ounces, prior year losses, and the Postal Serwce’s changes to the Commission’s city delivery 
I- 
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c- 1 carrier out-of-office cost methodology In addition. Mr. Bentley also advised Brooklyn Union Gas m 

2 that company’s efforts to have the Postal Service’s proposed tnpling of the “BFIMAS” BRM fee rejected, 

3 although Mr. Bentley did not file any formal testimony. 

4 In Docket No. MCYS-1, Mr Bentley again testified on behalf of MMA and recommended that 

5 the Commission accept the Postal Service’s proposed classification restructuring for First-Class Mail with 

6 one exceptions He suggested that the additional-ounce rates for First-Class letter-shaped pieces weighmg 

7 between one and three ounces be lowered to better reflect the costs associated with processing those 

8 pieces. 

9 In 1972, Mr Bentley received a Bachelor of Science degree in Industrial Engineering/Operations 

10 Research from Cornell University The followng year, Mr~ Bentley was awarded a Master’s degree in 

11 Business Administration from Cornell’s graduate school of Business and Public Adminislration (now the 

12 Johnson Graduate S,chool of Management) Mr Bentley is a member of Tau Beta Pi and Alpha Pi Mu 

13 Engineering Honor Societies 
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