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	The United States Postal Service (“Postal Service”) hereby moves for reconsideration of Order No. 1120, Order Directing the Postal Service to Provide Additional Cost Presentations, issued by the Postal Rate Commission ("Commission") on June 18, 1996.  The Postal Service requests reconsideration in light of the following.  First, costs reflecting the Commission's methodology have little bearing on the justification for any of the Postal Service's proposals; relevant costs vary by insignificant amounts, so the fee and classification changes proposed are equally justified under either costing methodology.  This can be seen from the cost information provided by the Postal Service and appended to this Motion.  In this regard, the information called for by the Order is not required to evaluate the circumscribed issues raised by the Postal Service's Request in this case.  Furthermore, in light of the changes made through classification reform, providing costs under the Commission methodology would not provide information that would be pertinent to comparing special services costs coverages with cost coverages for the reformed classes and subclasses of mail.  Second, the Postal Service has presented costing information in compliance with Rule 54, and imposition of additional requirements is not warranted.  Third, the Commission has the ability and information necessary to produce the requested information.  Finally, compliance with the Order would be unduly burdensome for the Postal Service and may well be unattainable.

	As indicated above, the Postal Service is providing more readily accessible information in partial response to Order No. 1120, which provides an alternative means to address the Commission's concerns.�  Attachments A and B to this Motion are prepared in the basic format of Commission Appendix G, Schedule 1, from Docket No. R94-1.  Attachment A reflects the Postal Service's Fiscal Year 1993 Cost and Revenue Analysis ("CRA").  Attachment B reflects the Commission's Base Year 1993 used in its Opinion and Further Recommended Decision in Docket No. R94-1.  Attachment C shows the comparison between the cost and cost coverage figures contained in Attachments A and B.  Ratios reflecting the differences in Postal Service versus Commission costs could be developed using Attachments A and B.  These ratios could then be applied to the costs and cost coverages reflected in witness Patelunas's and Lyons's exhibits to indicate what the costs and cost coverages in this case would look like under the Commission's methodology.

I.	BACKGROUND.

	On June 7, 1996, the Postal Service filed its Request for a Recommended Decision on various special service proposals.  Request of the United States Postal Service for a Recommended Decision on Special Service Changes, June 7, 1996.  In that Request, the Postal Service proposed changes for only selected special services�ADVANCE \R 0.70�—�ADVANCE \R 0.70�post office boxes, certified mail, return receipts, insured mail, postal cards, registered mail, and special delivery.�  As the Postal Service stated,

		The goals of this Request are to reform several special services, using new data and analysis obtained since the last rate case, to better meet customer needs and reflect costs and customer demand.  This Request does not encompass any changes to the rates for the classes and subclasses of mail, nor the fees for other special services not specifically addressed by the proposals.

Request at 1.  

	In its filing, the Postal Service used a Base Year of 1995 and a Test Year of 1996 following the standard cost methodology reflected in its CRA.  See Direct Testimony of Richard Patelunas on Behalf of United States Postal Service, USPS-T-5, at 7.�  Moreover, as witness Patelunas explained, parties desiring to trace differences in Commission and Postal Service costing methodologies have had a wealth of materials provided over several dockets which would enable them to do so.  See USPS-T-5, at 5-8.

	In its notice of this proceeding, the Commission noted that the Postal Service had used the CRA methodology.  The Commission stated, "In another departure from recent practice, its filing develops base year costs solely by the methods that the Postal Service uses in its own Cost and Revenue Analysis Report (CRA)."�    

	On June 18, 1996, the Commission issued Order No. 1120, stating that it needed to evaluate the test year cost coverages for the proposed special service changes to determine if they complied with the Act.  Order No. 1120, at 1.  The Commission expressed its belief that to do so, it needed to compare the proposed cost coverages with those for the classes and subclasses of mail and the special services not at issue in this proceeding.  Id.  Accordingly, the Commission directed the Postal Service “to submit cost presentations that reflect the Commission's Docket No. R94-1 attribution methodology,” specifically ordering the Postal Service to produce new versions of Exhibits USPS-T-5A through J and of Exhibit C of USPS-T-1 by July 5, 1996. Id. at 2-3.  The Postal Service now moves that the Order be reconsidered. 

II.	USE OF THE COMMISSION'S METHODOLOGY IS NOT NECESSARY TO EVALUATE THE POSTAL SERVICE'S PROPOSALS.

	As can be seen from Attachments A through C, for the special services reflected in the CRA and proposed to be changed in this docket, the cost and cost coverage differences between the CRA and the Commission's methodology are quite small.�  Except for special delivery, the absolute differences between cost coverages using the CRA, versus the Commission's methodology, range from a low of -0.97 percent for post office boxes, to a high of +3.99 percent for certified mail.�  Although the difference in special delivery costs and cost coverages is larger, it is irrelevant, since the Postal Service is proposing to eliminate this service.  The different methodologies thus have only inconsequential impacts on attributable costs and cost coverages for the affected special services.�  The Postal Service's proposals result in fees that would cover attributable costs, would not change, and are fully justified, regardless of which cost methodology is used.�

	The Commission has explained that it needs “to evaluate the proposed test year cost coverages for the special services that are the subject of proposed fee increases and determine if those coverages are in conformance with the Act.”  Order No. 1120, at 1.  The Postal Service fully understands this objective, and it has provided detailed testimony explaining how its proposals conform with the Act.  See Direct Testimony of Susan W. Needham on Behalf of United States Postal Service, USPS-T-7, at 34-43, and USPS-T-8, at 22-26, 48-55, 68-73, 88-94, 108-116, and 128-132.  In fact, witness Lyons has provided a before and after rates cost coverage comparison for the special services at issue in this proceeding and has observed that “the new cost coverages are reasonable, and consistent with the systemwide Docket No. R94-1 cost coverage of 157 percent.”  Direct Testimony of W. Ashley Lyons on Behalf of United States Postal Service, USPS-T-1, at 20, and Exhibit C.  

	The Postal Service does not believe, however, that cost coverage comparisons need to be made between the special services that are at issue here and all classes, subclasses, and other special services in order to evaluate the proposals.  See Order No. 1120, at 1.  As the Postal Service stated in its Request, "The Postal Service does not intend to open up for consideration any rates or fees other than those directly affected by its proposal."  Request at 3.

	The Postal Service strongly believes, as a matter of law and sound business practice, that it should be able to propose changes in rates and fees under the statute without being drawn into a comprehensive examination of all rates and fees, and without, in effect, having to present documentation required to support omnibus rate changes.  In this regard, it should be noted that the language of section 3622 of the Act does not explicitly require that all postal rates and fees be adjusted simultaneously.�  Nor does the Act require an explicit demonstration of costs and revenues for all categories of mail and services when limited changes are sought.        

	Further, in evaluating special service proposals in the past, the Commission has not always emphasized a comparison with specific cost coverages of all categories, but has tended to focus on comparisons with historical coverages for the same special services and with system averages.  For example, in Docket No. R94-1, when discussing changes to certain special services, the Commission emphasized comparisons of past and present cost coverages only for those particular special services.  The Commission stated:

		In making these recommendations, the Commission finds that the fees for each of the special services satisfy relevant criteria of section 3622(b).  Most importantly, the recommended fees meet the Act's most basic requirement that "each. . .type of mail service bear the direct and indirect postal costs attributable to that . . .type."  39 U.S.C. § 3622(b)(3)

	. . . .  Consequently, the Commission is recommending a 1 percent increase in fees for postal insurance.  In doing so, the Commission is reducing the proposed cost coverage to 139.8 percent, which moves toward the cost coverage recommended in Docket No. R90-1. . . .  The higher costs identified by witness Foster are also evident by the Postal Service's comparatively lower cost coverage vis-a-vis the coverage of 132.8 percent recommended in Docket No. R90-1.  These two factors -- the existence of higher costs and a desire to move toward the previous markup -- motivate the Commission to recommend a 13.9 percent increase for boxes and caller service. 





PRC Op., R94-1, at V-140, V-157, and V-159.  

	In other dockets, the Commission generally has not compared specific special service cost coverages to those for the classes, subclasses or other special services.  Rather, in the few instances where it has made cost coverage comparisons, the Commission has primarily weighed the cost coverages against the systemwide average.   For instance, in Docket No. R90-1, the Commission said, "A lower than systemwide cost coverage and a corresponding decline in money order fees is appropriate because the users of this service tend to be people with lower incomes and those residing in rural areas."  PRC Op., R90-1, at V-403.  Likewise, in Docket No. R87-1, the Commission concluded, "At the Postal Service's proposed rates, certified mail will have a cost coverage of 239 percent which is considerably above the systemwide average."  PRC Op., R87-1, at 773-74.  Here, cost coverage comparisons among the affected special services provide adequate information for the parties and the Commission to assess the merits of the Postal Service's proposals.�   

	Finally, it should be noted that on July 1, 1996, sweeping changes in mail classifications will take place as a result of the Commission's and Governors' actions in Docket No. MC95–1.  In light of these changes, providing costs under the Commission's methodology based on relationships under the old classification structure will provide little useful information to evaluate the fee change proposals for future implementation.  While the costs and cost coverages for the special services at issue in this filing are not expected to change significantly as a result of classification reform, for the classes and subclasses, the costs and cost coverages will change and, in some instances, the subclass groupings will change as well.  In light of this circumstance, the information requested will be of limited, if any, value.	

III.	THE POSTAL SERVICE HAS PRESENTED COSTING INFORMATION IN COMPLIANCE WITH RULE 54, AND ADDITIONAL REQUIREMENTS ARE NOT WARRANTED.

	Rule 54 requires that the Postal Service present total actual and estimated accrued costs for various years, see Rule 54(f)(1) and (2), but it does not require that the Postal Service present those costs in a particular manner or in accordance with a particular costing methodology.�  The Postal Service's costing submissions in this case comply with Rule 54 and are entirely proper.  

	The Postal Service's costing presentations in this and other cases reflect certain methodological choices, as the Commission is well aware, that are rooted in longstanding disagreements over law and policy.  In at least one instance, these disputes have been the subject of lengthy litigation.�  In a more general sense, the CRA report, which serves as the foundation for cost presentations in Commission proceedings, has traditionally reflected the Postal Service's views on competing costing approaches, as well as refinements that are developed between cases and that the Postal Service typically believes will be improvements in cost allocation and reporting.  Although we understand that, for its purposes, the Commission might disagree with the practice of electing to use the Postal Service's approach in making proposals, the Postal Service views the matter as important from the standpoints of technical and theoretical principle and accuracy, as well as more realistic for its own internal analyses and for uses of the cost reports unrelated to ratemaking.  The Postal Service further believes that in a case such as this one, which is limited in scope and objectives, and for which the pertinent methodological differences are of little consequence for the proposed changes, requiring more than specified in the rules would not be warranted.



IV.	THE COMMISSION LIKELY HAS THE ABILITY AND INFORMATION NECESSARY TO PRODUCE THE REQUESTED INFORMATION.

	The Postal Service has provided comprehensive information with its filing which would allow the Commission to produce costs incorporating a single subclass stop analysis as well as other Commission costing adjustments.�

	As the Postal Service has long contended, it should not be required to sponsor costing methodologies with which it disagrees and which, in the context of the present filing, do not make any difference to its proposals.  The Commission can prepare the information from the data provided by the Postal Service, and is free to provide a witness or witnesses to sponsor its costing methodologies.  See Mail Order Association of America v. United States Postal Service, 2 F.3d 408 (D.C. Cir. 1993).�

V.	COMPLIANCE WITH ORDER NO. 1120 WILL BE UNDULY BURDENSOME FOR THE POSTAL SERVICE AND MAY WELL BE UNATTAINABLE.

	Compliance with Order No. 1120 would be unduly burdensome and may not even be possible.  Presumably, the latest Commission-approved costing methodology was reflected in its Further Recommended Decision of June 7, 1995, and accompanying workpapers in Docket No. R94-1.�  The Postal Service has the Commission cost model workpapers supplied with the Further Recommended Decision, contained in PRC-LR-17. See Declaration of Richard Patelunas ¶ 2 (Attachment D).

	As stated by witness Patelunas, in order to comply with Order No. 1120, approximately ten to fifteen full person-days are needed.  Declaration at ¶ 11.� 

A detailed description of the steps needed is described by witness Patelunas.  Declaration at ¶¶ 5 through 10.  This effort, among other things, would involve updating spreadsheets by hundreds of 1995 inputs as well as running the Commission version of the rollforward model four times -- to produce Test Year 1996 before rates without mix adjustment, Test Year 1996 before rates with mix adjustment, Test Year 1996 after rates without mix adjustment, and Test Year 1996 after rates with mix adjustment.  See Declaration at ¶ 5 and 8.  

	The Commission itself has recognized the complexity of making changes to its own cost models.  In Docket No. R94–1, the Commission stated:

		With respect to the cost variables alone, there are 20 cost segments with hundreds of cost components and subcomponents.  Adjustments to any component usually have “burden” and “ripple” effects on other segments and components.  Numerous kinds of volume and non-volume effects are applied to each cost component to scale it from base year to test year.

PRC Op., R94–1 (Further Recommended Decision) at 33.  These very same complications apply to an even greater extent to any Postal Service attempts to run the Commission's cost model.

	The Postal Service also points out that its costing presentations must and do comply with Rule 54.  This normally results in production of thousands of pages of workpapers and thousands more pages of supporting library references.  The Commission's cost model used in the Docket No. R94–1 Further Recommended Decision is not supported by backup materials to nearly as great a degree.  

	The lack of detailed documentation for the Commission's model means that the Postal Service presumably would be obliged to make a variety of assumptions at various points in its replication attempts.  There is no guarantee that any such assumptions made would be accurate.  In fact, witness Patelunas finds it "likely" that he "will not be able to exactly replicate the Commission's model."  Declaration at ¶ 13.  An example of this occurred in Docket No. MC95–1.  There, witness Patelunas stated that he made several changes to the Commission workpapers, one of which was:

	3)  W/S 7.0.5 at lines 5 and 13, the Commission cites R94–1 PRC Op.&   

	Rec.Dec., at para 3160 as the source for the .7133 factor.  Paragraph 3160 shows a variability of .7331 and I use .7331 in W/S 7.0.5 at lines 5 and 13.

Docket No. MC95–1, Direct Testimony of Richard L. Patelunas on Behalf of United States Postal Service, USPS–T–14, at 4.  It turned out that the figure actually used by the Commission was the .7133 factor.  See PRC Op., R94–1 (Further Recommended Decision), at 38.



VI.	CONCLUSION.

	For all of the foregoing reasons and in light of the materials provided in Attachments A through D, the Postal Service respectfully requests that Order No. 1120 be reconsidered.  
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� USPS LR-SSR-122, Materials in Partial Response to Order No. 1120, is being filed today.  The library reference consists of the spreadsheets underlying Attachments A through C, appended to this Motion.

� Although postal cards are not a special service, the Postal Service's postal card proposal does not involve a change to the postal card rate, but rather seeks to establish a special service fee.    

�  In fact, witness Patelunas did not have the audited CRA for Fiscal Year 1995 available at the time he prepared his testimony.  USPS-T-5, at 7.  The audited CRA and Cost Segments and Components Report for Fiscal Year 1995 were filed with the Commission on June 12, 1996, however, and the figures presented were the same as those used in witness Patelunas's testimony.   See Notice of the United States Postal Service of Filing of FY 1995 Cost and Revenue Analysis, and Cost Segments and Components Report, June 13, 1996.

� Notice of Request for Changes in Domestic Mail Classification Schedule Provisions and Rates for Special Services and Order Instituting Proceedings, June 12, 1996, at 5.

�  A comparison for return receipts was not possible as the Commission methodology, like the CRA, does not separately account for this category.

� These absolute differences are derived by subtracting the cost coverage resulting from the Commission methodology from the cost coverage resulting from the CRA.  Attachment C.

�  This is not surprising, given that certain of the adjustments the Commission makes in its cost methodology, such as those to Alaska or Hawaii air transportation costs, primarily affect classes or subclasses of mail not at issue in this docket.  For example, the Alaska adjustment affects mostly parcel post.  PRC Op., R94-1, at III-53.  The Hawaii adjustment affects predominantly third-class.  Id. at III-52-53.  Even the largest adjustment, to city delivery carrier costs, has the greatest impact on First and third class.  See, for example, Docket No. MC95-1, Direct Testimony of Richard L. Patelunas on Behalf of United States Postal Service, Exhibit USPS-T-14J.  The Commission's Further Recommended Decision in Docket No. R94-1 also reflects the minor impact of its single subclass adjustment on the affected special services.  See PRC Op., R94-1 (Further Recommended Decision), App. Y, at 3 and 5.   

� This point is further illustrated by a simple example.  Taking the largest cost coverage difference (other than special delivery) reflected in Attachment C -- +3.99 percent for certified mail -- and subtracting it from the cost coverage of 199.1 percent for Base Year 1995 shown in Exhibit USPS-T-5C, at 16, results in 195.1 percent (representing the approximate expected cost coverage under the Commission's methodology).  It would be surprising should the Postal Service change its proposal, or the Commission change its recommendation, because the cost coverage is 195.1 percent, rather than 199.1 percent.

�  Section 3622(a) provides, in pertinent part, "From time to time the Postal Service shall request the Postal Rate Commission to submit a recommended decision on changes in a rate or rates of postage or in a fee or fees for postal services. . . ."  

39 U.S.C. § 3622(a) (emphasis added).

� Cost coverage comparisons among all classes, subclasses and special services for the base year, the test year before rates, and the test year after rates can be readily derived from witness Patelunas's exhibits.  Although these cost coverages reflect the Postal Service's CRA cost methodology, they provide an adequate basis for comparison in this case where costs for the affected special services that are derived using the CRA methodology do not differ significantly from those using the Commission's methodology.  See Attachment C.

� The Postal Service believes that Rule 54, as currently formulated, provides needed flexibility on costing issues.  It does not seem prudent for either the Postal Service, the Commission, or other parties to be “locked in” to specific costing methodologies.  The development of costing refinements and even correction of errors would be stifled if the Postal Service and the parties to a proceeding were allowed to present costs only in a specific, prescribed manner.   

� The dispute over the proper allocation of city carrier costs presents a particularly acute problem in light of the strength of the Governors' conviction, as expressed in several recent decisions acting on Commission recommendations, that the Postal Service's approach is the correct one, and that the Commission's various alternatives are unsound.  In this regard, the Postal Service's adherence to its methodology reflects the Governors' clear expectation that the Postal Service will continue to oppose an approach that they have concluded is not appropriate.  See Decision of the Governors of the United States Postal Service on the Recommended Decision of the Postal Rate Commission on Postal Rate and Fee Changes, Docket No. R94-1, at 13 (Dec. 12, 1994); Decision of the Governors of the United States Postal Service on the Recommended Decision on Remand of the Postal Rate Commission on Postal Rate and Fee Changes, Docket No. R90-1, at 9-10 (Feb. 21, 1995); Decision of the Governors of the United States Postal Service on the Further Recommended Decision of the Postal Rate Commission on Postal Rate and Fee Changes, Docket No. R94-1, at 3 (July 31, 1995).

� The Postal Service will provide the Fiscal Year 1995 Summary Description of USPS Development of Costs by Segments and Components shortly.  The Postal Service, however, notes that this document is not necessary for a comparison of Postal Service costs and those used by the Commission in Docket No. R94–1.  See Order No. 1120, at 2.  The information necessary to make such comparison has been provided with the Postal Service's filing.  As only a partial list, see USPS–T–1 and accompanying exhibits, Workpapers A through F to USPS–T–1, USPS–T–5 and accompanying exhibits, Workpapers A through G to USPS–T–5, and USPS-LR-SSR–4 through 11. The Summary Description is what its title suggests�ADVANCE \R 0.70� -- �ADVANCE \R 0.70�a summary only.  

� To the extent that the Commission may have some problems extracting necessary information from the data tapes provided by the Postal Service, the Postal Service is willing to provide the Commission with further assistance.

� This is assumed because the cost model used for the Further Recommended Decision in Docket No. R94-1 contains the Commission's favored approach to the treatment of city delivery carrier costs and corrects errors made in the cost model used for the original Recommended Decision in that docket.  Technically, the Recommended Decision in Docket No. MC95-1 reflects the "latest" Commission cost model because it came out after the Further Recommended Decision in Docket No. R94-1.  However, the Docket No. MC95–1 decision reflected the Commission's cost methodology in the original R94–1 Recommended Decision because the Further Recommended Decision had not been issued at the time Docket No. MC95–1 was filed. Also, Docket No. MC95–1 did not contain a single subclass stop analysis.  The Postal Service thus assumes that the Commission does not view the Docket No. MC95-1 Recommended Decision as the latest, approved costing methodology.  See PRC Op., MC95-1, at IV-60.

� In Docket No. R94–1, the Postal Service had indicated that it would have taken approximately 26 days to comply with Presiding Officer's Ruling No. R94–1/18, which basically required the Postal Service to change major parts of its filing to reflect the single subclass stop analysis used by the Commission in Docket No. R90–1.  See Docket No. R94–1,  Motion of the United States Postal Service for Reconsideration of Presiding Officer's Ruling No. R94–1/18 or, in the Alternative, for Certification, June 6, 1994, at 7.  At that time, the Postal Service had not undertaken the effort it subsequently made for Docket No. MC95-1 to construct the Commission's model in a manner which not only would run the model, but would also produce the detailed documentation that the Postal Service is required to produce for its costing presentations under Rule 54.  It is this effort which would allow the Postal Service to now build the Commission's Docket No. R94-1 cost model from its Further Recommended Decision in a shorter time frame.  In Docket No. R94-1, the Commission was critical of the Postal Service's estimate, stating that it took the Commission staff only five person-days “to calculate a complete set of attributable costs using R94–1 data and essentially the same computer programs and spreadsheets that the Postal Service uses.”  PRC Op., R94–1 (Further Recommended Decision), at 26, n. 18.  The Postal Service points out that it is not surprising that  Commission staff can perform tasks relating to its own model with less effort than the Postal Service.  In addition, using "essentially" the same computer programs is not the same as using the identical computer programs.  Any differences, however small, complicate replication efforts.  The Postal Service also points out that the Commission staff effort initially reflected in PRC-LR-2 and 3, which apparently formed the basis for the Commission cost model reflected in its initial Recommended Decision in Docket No. R94-1, contained errors that the Commission later corrected.  See PRC Op., R94–1 (Further Recommended Decision), at 35–40.       
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