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�
Autobiographical Sketch


	My name is Karen Meehan.  I am an economist in Cost Attribution, Finance at Postal Service headquarters.  I have been in my current job since November 1994 and have been employed by the Postal Service since 1991. 


My postal experience includes a number of positions at headquarters.  I served as a senior economist in the Demand Research Division in 1991 and 1992.  From 1992 to 1994, I was a principal operations research analyst in the Economic and Analysis Forecasting Group.  Since 1994, I have been an economist in Cost Attribution.   I was the base year cost witness in Docket No.  R2000-1.


Previous to my employment at the Postal Service, I was a teaching assistant at the George Washington University in the Economics Department.  


I hold a Bachelor of Science, with honors, in industrial and systems engineering from the Georgia Institute of Technology and a Master in Economics from George Washington University. �
PURPOSE AND SCOPE OF TESTIMONY


	This testimony presents the development of Base Year 2000 costs.  A number of changes in the treatment of costs are introduced in this proceeding, resulting in differences between the Fiscal Year 2000 Cost and Revenue Analysis (CRA) and Base Year 2000 costs.  My testimony and related workpapers provide a brief overview of these changes and report their results.  However, a more thorough treatment of these changes is addressed in the testimony of other witnesses.  


	This testimony is divided into four sections.  The first section defines the postal costing concepts used in the identification and development of base year costs.  The second section summarizes the changes in the treatment of costs between Base Year 1998 and Fiscal Year 2000.  In the third section, I describe the changes in the treatment of costs between Fiscal Year 2000 and Base Year 2000.  The last section of my testimony provides an overview of the development of Base Year 2000 costs.  I present these costs as a series of exhibits, which follow this narrative.





I. Postal Costing Concepts


Base Year costs are classified as either volume variable or other in the base year cost presentation.1 


�
A.  Volume Variable Costs�	As in Dockets No. R97-1 and R2000-1, the term “volume variable costs” refers to costs that change (increase or decrease) in response to a small change in mail volume.  The degree of variability is the ratio of the percentage change in costs to the corresponding percentage change in volume.  The degree of variability is usually referred to as the “variability” and is commonly expressed as a percentage.  


B.  Other Costs


The term “other costs” refers to all costs that are not volume variable.  They represent the difference between total accrued costs and total volume variable costs.





II.  Changes Between Base Year 1998 and Fiscal Year 1999, and Fiscal Year   


     1999 to Fiscal Year 2000





     A.	Base Year 1998 to Fiscal Year 1999





The Fiscal Year 1999 CRA was a continuation of the Base Year 1998 CRA methodology, except for housekeeping changes.  For example, Special Delivery Messenger costs were shown in Cost Segment 3.4 as clerk/messengers, rather than in Cost Segment 9 due to the change of the Special Delivery Messenger craft to the clerk/carrier craft. �
     B.	Fiscal Year 1999 to Fiscal Year 2000


The changes between the Fiscal Year 1999 CRA and the Fiscal Year 2000 CRA are as follows: 


1.  Recommendations from Docket No. R2000-1


The recommendations from the Postal Rate Commission Recommended Decisions in Docket No. R2000-1 generally were implemented, with some exceptions including the treatment of variability in cost segment 3, where we maintain the Postal Service’s Base Year 1998/FY 1999 methodology; and the treatment of single subclass costs in cost segment 7 as incremental.  See witness Kay’s testimony, USPS-T-21.  The PRC’s treatment of IOCS coding methods affecting the cost of automation rate mail and Media Mail was implemented.  See the testimony of witness Shaw, USPS-T-1, for IOCS coding methods.





2.  The Collapsing of Subclass Information due to Public Law 106-384


In accordance with Public Law 106-384, the following revenue, volumes and costs have been combined: Nonprofit Periodicals, Classroom Periodicals,  and Regular Periodicals are combined and renamed "Outside County"; Standard A Nonprofit and Standard A Regular are combined and renamed "Regular"; Standard A Nonprofit ECR and Standard A ECR are combined and renamed "Enhanced Carrier Route"; Library Rate and Media Mail (formerly Special Standard B) are combined and renamed "Media Mail".  Attachment A shows the former categories and the new categories.


3.  Other Changes


Standard A single piece is eliminated from the Fiscal Year 2000 CRA presentation since it was eliminated as of January 1999.  


The CRA shows First-Class Presorted Letters and First-Class Nonpresorted Letters separately.  


Computations used to develop the premium deduction key and the adjusted mail processing key were removed from the mainframe CRA model and are now performed in the testimony and workpapers of Witness Van-Ty-Smith in USPS-T-13.


In continuing the response to a recommendation from the Fiscal Year 1996 CRA audit, we separated the costs of programs clearly related to existing products where possible. The new program identified as affecting products in Fiscal Year 2000 was the International Service Centers.  Please see the testimony and workpapers of Witness Van-Ty-Smith, USPS-T-13, for the associated computations.


Computations used to develop the Cost Segment 14 Alaska air adjustment were performed in the mainframe CRA model as was done in the Base Year 1998 CRA model. The adjustment factor is developed in USPS Library Reference J-40 and discussed in the testimony of witness Pickett, USPS-T-17.


 Certain costs were reported on different lines to keep in synchronization with RPW reporting. Starting in Fiscal Year 2000, the RPW report showed International special services separately from domestic special services.  Therefore, the Fiscal Year 2000 cost systems and CRA make a corresponding change to report International special services separately from domestic special services and include International special services with International mail. Workpaper B, USPS-T11, worksheets 16.1.2 and 20.2.2, were modified to include International special service costs with International mail.  The RPW system is discussed in the testimonies of witnesses Pafford, USPS-T-3 and Hunter, USPS-T-4.  





III.  Changes Between Fiscal Year 2000 and Base Year 2000





The following changes were made between the Fiscal Year 2000 CRA and the Base Year 2000.   


A.  General Revisions to Base Year 2000


First, RPW stamped and metered volumes inputs replaced ODIS inputs for window service distribution of costs (I-Forms stamped and metered percentages Cost Segment 3).


The general ledger, an input into the Base Year 2000 CRA, was adjusted to move an inadvertent charge of $5.85 million from postage printing costs to stamped envelope printing costs.  Accordingly, this change is reflected in the Base Year 2000 CRA.


The density for International Other became available after the Fiscal Year 2000 CRA and was updated accordingly in Workpaper B, 8.1.2, cell d57. 


B.  New Studies and Updates�	A number of updates affecting the volume variability of selected segments and components are introduced in the Base Year costs.  The following is a summary of these new updates, as well as a reference to their respective sponsoring witness.


In response to the PRC’s request to separate the cost of special services from their ancillary services, elemental load calculations in cost segment 7 were updated to remove return receipt costs out of the special service volume variable cost.  The changes to elemental load are discussed in the testimony of witness Bradley, USPS-T-16. 


The rural carrier yearly route evaluations were updated, affecting cost segment 10, Rural Carriers. The update is developed in USPS Library Reference J-70�.


Updates to mail processing variabilities and to the subclass distribution of volume-variable mail processing labor costs, affecting cost segment 3, Mail Processing, are presented by witnesses Bozzo, USPS-T-14 and Van-Ty-Smith, USPS-T-13. 


The testimony of witness Smith, USPS-T-15 provides the methodology and inputs necessary to determine the volume variable equipment and facility-related costs by subclass for the Base Year in cost segments 11, 15, 16 and 20.


�



C. Cost Concepts


Previous to Docket No. R97-1, the Base Year cost presentation included identification of specific-fixed costs.  The Base Year 2000 cost presentation, like Base Year 1996 in Docket No. R97-1 and Base Year 1998 in Docket No. R2000-1, is limited to the estimation of volume variable costs for each category of mail and special service.  Estimates of product specific costs are still developed and allocated to categories of mail and special services in the estimation and application of incremental costs.  These are included in the workpapers of witness Kay, USPS-T-21. 





IV. Development of Base Year 2000 Costs


	Base Year 2000 costs are based on the established cost segments and components.  Accrued costs for Base Year 2000 are grouped into 18 cost segments structured along costs for craft activities (e.g., rural carriers), work activities or major functions (e.g., purchased transportation).  The cost segments are disaggregated into cost components and subcomponents.  For each component or subcomponent a determination of cost variability is made, and then applied to the accrued costs for that component or subcomponent to arrive at the level of volume variable cost.  An appropriate distribution key is then employed to distribute this cost to the classes and subclasses of mail and types of special service.


	Ongoing statistical sampling systems collect data and produce estimates that underlie the costs presented in Exhibit USPS-11A.  These cost systems are IOCS, TRACS, CCS, and RCS.  See witness Shaw for IOCS, USPS-T-1, witness Xie for TRACS, USPS-T-2, and witness Harahush for CCS and RCS, USPS-T-5.


Cost segments and components for Base Year 2000 are presented as Exhibit USPS-11A to my testimony.  Final adjustments are reported in my Exhibit USPS-11B, and a Cost and Revenue Analysis report for Base Year 2000 is provided as Exhibit USPS-11C.


�
ATTACHMENT A


CROSSWALK BETWEEN FISCAL YEAR 1999 CRA AND FISCAL YEAR/BASE YEAR 2000 CRA CATEGORIES





The following table shows the Fiscal Year 1999 CRA categories and a cross walk to the new Fiscal Year/Base Year 2000 CRA categories.


1999 CRA Categories				2000 CRA Categories


First-Class  Letters					First-Class Single Piece Letters


First-Class  Letters					First-Class Presort Letters


First-Class Cards					First-Class Single Piece Cards


First-Class Cards					First-Class Presort Cards


In-County Periodicals				In-County Periodicals


Nonprofit Periodicals				Outside County Periodicals


Classroom Periodicals				Outside County Periodicals


Regular Periodicals					Outside County Periodicals


Standard A single piece				--


Standard A Regular					Standard Regular


Standard A Nonprofit				Standard Regular


Standard A ECR					Standard ECR


Standard A Nonprofit ECR				Standard ECR


Parcel Zone Rate					Parcel Post


Bound Printed Matter				Bound Printed Matter


Special Standard					Media Mail


Library Rate						Media Mail


1 Exhibit USPS-11C also includes a column called Incremental Cost which is discussed by witness Kay, USPS-T-21.


� The updated analysis now includes four prior years of rural mail counts so that more rural routes are represented.
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