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Summary of Errata to Testimony and Workpapers of Witness William M. Ta,kis, lJSp’&T41 

Through the course of the discovery process, Witness Takis (USPS-T-41) has identified four 
necessary changes to the BY1996 incremental costs calculated in his testimony and workpapers. 
In addition, changes by Witness Patelunas and Witness Takis to the TY1996(AR) volume 
variable costs used in Exhibits USPS41B. USPS41C. and Workpapers Tables IV.C.l and IV.D.1 
have an effect on test year incremental costs. In aggregate, these issues have nlegligible impacts 
on TYl998(AR) incremental cost estimates. 

Changes to BY1996 incremental Costs 

1. MVS Personnel SPR incremental costs are calculated as a burden upon a base consisting of 
all other SPR costs. Initially, the total SPR costs used for the burden calculation excluded 
certain cost pools for the Express Mail subclass and included extraneous cost pools for each 
of the various groups of subclasses. As a result, the burden ratio used to calculate MVS 
Personnel SPR incremental costs for Express and for the groups was incorrect in the original 
filing. See Workpapers pp. A214. A224, A231 for the impact on subclasses and pp. 872, B80, 
887 for the impacts on groups. 

2. In the initial workpapers, 1995 data for the total number of CCS stops for SDR, MDR, and 
BAM routes were used in calculating Time-at-Stop incremental costs. inserting the 1996 data 
results in a change in final costs for Time-at-Stop, as well as City Carrier Spa’ce costs and 
Access Street Support costs, both of which are calculated as a burden on a group of City 
Carrier cost pools, including Time-at-Stop. See Workpapers pp. A200, A201, A206 - A209, 
A211 - A213, A223, A224, A230, A231, A234, A245, A252, A255 A256, A259, A260, A263. 
A264, A267, AZ68, A271, A272, and A275 for the effect on subclasses. See pp. B68. 870 - 
872, 879, B80, 886, 887, B90, 8101, BiO8, 8111, 8112, 8115, 8116, 8119, 8120, 8123, 
8124, B127, 8128, and Bl31 for the effect on groups. 

3. As was pointed out in Witness Takis’ response to Interrogatory UPS/USPS T-41-7, the 
volume variable costs of the Eagle Network which are distributed to Priority were incorrectly 
entered into the incremental cost model. The number shown is $29,785 while the true 
number is $29,765. Relatedly, the incorrect incremental costs for Priority of the ‘Trans not 
SNPI” cost pool are also shown. As explained in Witness Takis’ response to UPS/USPS T- 
41-7, these two errors cancel each other out and have no net impact on final incremental 
costs. See Workpapers pp. A218 and A220 and pp. 874 and B76 for the effects on 
subclasses and groups respectively. 

4. The incremental cost model initially contained incorrect percentage reductions in BAM Load 
costs associated with the elimination of the various groups of subclasses. The change to the 
correct figures impacts final load costs, as well as load street support costs and city carrier 
space costs, both of which are calculated as burdens on groups of cost pools including load 
costs. See Workpapers pp. 814, B70 - 872, 879, B86, 8102, B108. Bill, B’I12. 8115, B116, 
8119, 8120, 8123, B124, 8127, 8128, B131 for the effect of this correction on groups of 
subclasses (individual subclass estimates are not affected by this change). 

Changes to N1998(AR) incremental Costs 

TY1998(AR) incremental costs are calculated by multiplying the ratio of incremental costs in 
BY1996 to volume variable costs in BY1996 by the Volume Variable Costs in lY1998(AR). Per 
the changes listed above, BY1996 incremental costs have changed. In addition, Wtness 
Patelunas has tiled changes to lYl998(AR) volume variable costs. Lastly, in the original 
testimony and workpapers filed by Witness Takis, $4.585 million in volume variable costs for 
stamped cards were excluded from test year volume variable costs. (See response to 
NAAIUSPS-T41-7, part (c)). These are now included for the subclass “other”. See Exhibits 
USPS-41-Band USP.%l-C and Workpapers pages Cl and D.I. 







Changes to Takis Testimony and Workpapers (USPST41) as a Result of Errata 
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Page ColumnwRows 
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parcels are approximately 8.79 percent higher than volume variable costs in 

lY1998(AR), while the ratios of incremental costs to volume variable costs for 

Periodicals Regular Rate, Standard A Bulk Rate Regular - Carrier Rome, and Standard 

B Zone Rate Parcels are much smaller (1.38 percent, 4.42 percent, and 1 .Ol percent, 

respectively). 

The reason for this relationship stems from the issues I discussed on pages 3 and 4 of 

my testimony above. Recall the graph I presented there, which I reproduce here: 

Comparison of Incremental and Volume Variable Costs 

In any situation where there exist significant economies of scale and a significant 

change in volume as a result of eliminating a particular subclass, the difference 

between incremental and volume variable cost will be relatively large (i.e., the area of 

the darkly-shaded triangle in the graph).‘3 

13 This difference would only be exacerbated by the presence of specific fixed costs, which increase incremental 
costs but do not affect volume variable costs. 
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This is exactly the situation occurring in the individual subclasses within First-Class, 

Periodicals, and Standard Mail, as can be seen in the following table: 

Volumes and Incremental Costs 

Percent of Volumes lCNVC Ratio 

(TY1998(AR)) (lY1998(AR)) 

First-Class L,F&P 48.96 % 1.088 

Standard A - RR CR 14.71 % 1.044 

Periodicals - RR Pub. 3.68 % 1.014 

Standard B -Zone Rate 0.12 % 1.010 

As can be readily seen from the table, the four example subclasses I have chosen have 

very different volumes, and therefore, amounts of “drivers” associated with them. When 

the amount of volume eliminated as a result of eliminating the subclass is relatively 

large when compared to total Postal Service volume, then we would expect the 

resulting ratio of incremental to volume variable cost to be large (all eke being equal), 

as we are moving a relatively large distance “up the marginal cost curve’.” For 

example, First-Class letters, flats, and parcels make up 48.96 percent of total volume 

I4 This assumption of ‘all else being equal” is very important. For example, a particular subsclass may have a 
relatively small amount of the driver, but relatively large incremental costs due to the presence of specific fixed 
costs or a relatively low variability. For example, incremental costs for Express Mail (relatively low volumes) are 
wall above volume variable costs because of the treatment of the Eagle Network described above. As another 
example, consider differences between Standard A BRR-CR and ERR-Other: 

Percent of RPW Volume ICNVC Ratio Single Subdass Stop 
(lYI998(AR)) (-lYI998(AR)) Ratio for Cihj Carriers 

Standard A BRR-Other 19.29 % 1.021 1.65 % 
Standard A BRR-CR 14.71 % 1.044 4.47 % 

Even though the volume reduction will be higher after the removal of BRR-Other (i.e., more movement along the 
marginal cost curve), the ratio of incremental cost to volume variable cost is higher for BRR-CR partially 
because of the higher single stop ratios for BRR-CR (all of the cost of which are considered incremental). 
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Estimated Incremental Costs for BY1996 and TY1996(AR) - Subclasses 



Exhibn USPMlC (REVISED) 

10/g/97 

Estimated Incremental Costs for BY1996 and TYl996(AR) - Groups 
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ICNVC Ratio 
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l-Y1999 TY1998(AR) 

(AR) WC Estimated IC 
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TOTAL FIRST 11 16.406.268 17,911,154 1 a92 17.398.133 16993,976 
TOTAL SECOND _u 1.656.600 1.666,626 1.016 2.003.475 2,036,092 
TOTAL THIRD 3/ 7.260943 7,676.023 1.054 6.369.146 6,760.021 

TOTAL FOURTH _u 1.254.399 1,279.709 1.020 1.465.265 l-433.639 
PRIORITY/EXPRESS Y 1,926,652 2,466.156 1.260 2,676.761 3.425973 
THIRD BULK REGBULK CR sl 5.966.293 6.230.757 1.041 7,076.922 7365,924 

Rcw 1;: TDTAL FliiSi refers to the gmupit!g of podit& ‘ndwling FhstCiass &ten. Ms. aml p-a&s and Ftr&Ctaii ardr. 
Row g: TOTAL SECOND c&&s to the gmupkq of produds hdudtt secmddass witbh county. outs& county regular rate, nonprofit. and clas-. 
Row y: TOTAL THIRD refen to tba grouping of produds lnduding tbirdzhss single piece, bulk regular carrier mute. huh regular other. bulk nowmm c&w mu@ aml buk nonpmfil other. 
Row _Y: TOTAL FOURTH refen to the grouping of products inctud’ fwtb-&ss LAM rate parcels. bound p#inted matter, spxtal rate. and library rate. 
Row _Y: PRIORtTY!EXPRESS mfen to the grouping of pm&a% including Priority Mail and Expmu Mait. 
Row 6/: THfRD BULK REGfBULK CR refers to tha grouping of pmduct$ including third-stars bulk rsgular car& mate and bulk regular other. 
cokmln [l]: Exhlblt USP641B. mkJmn 1 
Column [a: Takts Wp ?acton N 
Column [3]: Cdumn 2 I Calm 1 
Column [4): Exhibii USPS-416. column 4 
Cdumn (51: Column 3 * Column 4 
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