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The United States Postal Service hereby provides its responses to the following 
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duplicative of number 2. 

Each interrogatory is stated verbatim and is followed by the response. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCALISPS-1. Please refer to the Statement of William J. Henderson before the 
Subcommittee on the Postal Service, Committee on Government Reform, US 
House of Representatives, dated October 21, 1999. On page 4 of the statement, 
Postmaster General Henderson states, “As consumers grow more comfortable 
with logging on to pay their bills -these efforts will reach critic1 mass. The result 
could be erosion of our total revenues. We believe nearly $17 billion is at risk.” 
Please provide the derivation of the $17 billion figure. 

RESPONSE: 

In his statement to the House Subcommittee on the Postal Service, Postmaster 

General Henderson stated that “nearly $17 billion” of Postal Service revenue is 

at risk. This figure is an estimate of the revenue generated by the bills, financial 

statements, and payments that the Postal Service carries as a part of First Class 

Mail. The Postal Service derived the number by estimating the amount of bills, 

financial statements and/or payments in each of the nonhousehold-to-household, 

household-to-nonhousehold, and nonhousehold-to-nonhousehold sectors of the 

mail stream, using data from the Household Diary Study. 

The Household Diary Study is a multi-year survey of the mail sent and received 

by households in the United States. Table 4-10 (page IV-25 of the 1997 report) 

shows the contents of First Class Mail received by households as a percent of 

total First Class Mail. For 1997, nonhousehold (business and charitable) bills to 

households accounted for 16.1 percent of First Class Mail. Nonhousehold 

financial statements mailed to households made up 4.8 percent of First Class 



Mail. Nonhousehold payments sent to households were an additional 1.3 

percent of First Class Mail, for a total of 22.2 percent of First Class Mail. 

Table 4-48 (page IV-122 of the 1997 report) shows mail sent by households. 

Households sent 7.8 percent of total First Class Mail as business transactions 

not in response to advertising. Almost all of this volume is assumed to be 

payments. 

Using table 3-l (page Ill-2 of the 1997 report) and assuming a proportional 

amount of non-household-to-nonhousehold mail is bills, financial statements, and 

payments, an estimate of nonhousehold-to-nonhousehold mail at risk can be 

developed. For bills and statements, this works out to about 12.7 percent of First 

Class Mail, and for payments, about 5.6 percent, for a total of 18.3 percent of 

First Class Mail. 

Combining the above estimates yields a total of about 48.3 percent of First Class 

Mail in the bills, financial statements, and payments stream. Applying this to 

GFY 1999 First Class Mail total revenues of $34.9 billion gives just under $17 

billion at risk. I 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIIISPS-2. Please refer to the Statement of Bernard L. Ungar, General 
Accounting Office, before the Subcommittee on the Postal Set-vice, Committee 
on Government Reform, US House of Representatives, dated October 21, 1999. 
On page 5 of the Statement, Mr. Ungar states that the Postal Service provided 
GAO with a “detailed explanation of its volume forecast scenario and why it 
projects a substantial decline in First-Class Mail in the next decade.” Please 
provide a complete copy of the volume forecast, including all assumptions 
utilized in the forecast. Provide all supporting workpapers and calculations. 

RESPONSE: 

The volume forecast scenario presented by the GAO in testimony before the 

House Subcommittee on the Postal Service in October 1999 included absolute 

volume declines for First Class mail and a slowdown in the growth of Standard 

(A) Mail, both beginning in Fiscal Year 2003. This scenario grew out of the effort 

to quantify the possible financial effects of postal reorganization as envisioned in 

HR 22. For that process, PricewaterhouseCoopers was asked to develop a 

simulation that would test a number of different scenarios regarding the 

environment in which the Postal Service will operate in the future, and enable 

comparisons to be made between them. 

One of the elements embedded in these scenarios is a marked increase in 

diversion of traditional letter mail due to the increasing popularity of electronic 

alternatives, such bill presentment and payment and alternative advertising 

media. With some refinement, we have incorporated these assumptions into the 

long-term forecasting process, which has as its base the model used by the 

Postal Service its rate cases before the Postal Rate Commission. This became 



the basis for the electronic diversion of First Class and Standard (A) mail in the 

scenario that the Postal Service sent to the GAO. 

For First Class mail, the basic assumption is that the Postal Service will lose 

around half of its bills, statements, and payments by 2008. We arrived at the 

diversion estimate by first developing a consensus long-range forecast based on 

third party estimates of the growth of various types of electronic transactions. 

We then considered the relative rates at which these transaction types would 

likely supplant First Class mail, and combined these to calculate the number of 

pieces diverted. Finally, we used this number to devise an estimate of the 

percentage of First Class Mail volume that would be lost. 

Similarly, we examined Standard (A) mail. We believe that the increasing use of 

the Internet as an advertising medium will negatively affect the growth of 

Standard (A) mail volume. Management’s consensus diversion estimate 

represented an estimate of the rate at which electronic advertising will supplant 

ad mail, relative to the volumes projected by the then-existing model. 

Subsequent to that time, additional modeling has allowed us to modify the 

Standard (A) equation, obviating the need for an adjustment such as the 

management consensus Standard (A) adjustment. 

Attached is the forecast as provided to GAO. Provided as USPS-LR-I-179 is the 

electronic speadsheet supporting the forecast. 





USPS Volume Forecast 
1999 - 2008 

Postal Fiscal Years 

Milllons of Pieces 

l 1997 and 1998 data have been recast to mtlect impr~wmfmts in volume and revenue estimation methodoto~y. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO INTERROGATORIES 
OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-3. Please provide the fiscal year 1999 CRA and supporting documentation 
equivalent to that for base year 1998. 

Response: The FY 1999 CRA is not yet available. When it is available, it will be 

provided in accordance with the Commission’s periodic reporting requirements 

contained in 39 C.F.R. 5 3001 .102. Any supporting documentation required by that rule 

will also be provided. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO INTERROGATORIES 
OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAAJSPS-4. Please provide the equivalent of library references l-130 through l-149 
for fiscal year 1999. 

Response: USPS-LR-I-131, PRC Version/Roll Forward Model, already contains the 

information for interim year FY 1999 required by Rule !%(a)(l). 



RESPONSE OF UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-5. The edition of the “F8 Handbook” on file in the Commission docket room 
entitled “General Classification of Accounts” is dated September, 1993 and was filed ‘as 
USPS-LR-237 in Docket No. R97-1. Please provide a current ‘F8 Handbook” for the 
USPS chart of accounts. Include in the copy provided all changes that have occurred 
since the edition dated September, 1993. If the current F8 Handbook is available in 
electronic format, please provide that as well. 

RESPONSE: 

The current handbook, dated 8/29/96, is available only in electronic format and is being 

filed as part of Library Reference l-183. Transmittal letters indicating subsequent 

changes are available only in hard copy and are included in the library reference as 

well. (To the extent it appears that there are missing transmittal letters, they are 

changes in finance numbers only and not changes to the handbook.) 



RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF 

THE OFFICE OF THE CONSUMER ADVOCATE 

OCAntSPS-6. Please provide the billing determinants for fiscal year 1999 in a 
format similar to LR-I-125. 

RESPONSE: The FY 1999 billing determinants are not yet available. 



--. _~_..__ -. -e-z ----._ 6-A .L..L.. ..~~. do . ..I. 

RESPONSE OF UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONUSMER ADVOCATE 

OCAIUSPS-7. The Office of the Inspector General’s web site contains a link to 
the “Semiannual Report to Congress” for the period ending March 31,1999. 
Please provide copies of all other semiannual reports issued to date. Please 
provide a copy of the semiannual report for the first half of 2000 as soon as it is 
issued. 

RESPONSE: 

Copies of the requested semiannual Inspector General reports are provided in 

USPS LR-I-181. The semiannual report for the first half of 2000 will not be 

available until later in the spring. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF 

THE OFFICE OF THE CONSUMER ADVOCATE 

ocAlUsPs-S. Please refer to the attachment. Please provide the cost of 
preparing, processing, transporting, and delivering this mail. 

RESPONSE: No study of the cost of processing, transporting or delivery of this 

particular mailing has been performed. Its mail processing, 

transportation and delivery cost characteristics should be similar to 

those of other Standard A Saturation ECR mail pieces. 

Research concerning the cost of preparing the mail piece 

continues. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF 

THE OFFICE OF THE CONSUMER ADVOCATE 

ocAnJsPs-9. The revised Government Fiscal Year 1999 Revenue, Pieces and 
Weight Report, dated December 20, 1999, and filed with the 
Commission December 27, 1999, indicates that 380,103,OOO 
pieces were mailed in the service category of “U.S. Postal Service 
Mail” in GFY 1998 and 382,283,OOO in GFY 1999. Please.provide 
breakdown of these mailings for each year, including a description 
of each mailing or type of mailing. Indicate how many were 
nationwide in scope and/or intended to be delivered to every 
domestic delivery address. 

RESPONSE: The requested data are not available. The volume estimates cited 

in OCAIUSPS-9 are based on Domestic RPW sample results and 

represent national aggregates. They cannot be broken down by 

specific originating mailings or by scope of delivery (actual or 

intended). Additionally, no administrative system exists that 

collects the requested information. 



.RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO INTERROGATORIES OF 

ocArUsPs-10. 

RESPONSE: 

THE OFFICE OF THE CONSUMER ADVOCATE 

In the rebuttal testimony of Postal Service witness Michael W. 
Miller, USPS-RT-17 in.Docket No. R97-1, at page 18, lines 30-31, 
Mr. Miller states that “at least one CEM-specific direct mailing ($11 
million) would need to be sent to every household and business in 
the United States.” 

(4 Please update the $11 million figure based on data from the 
Test Year in R2000-1. 

(b) Please identify the costs or components of, or otherwise 
explain the derivation of the updated figure. 

(a&b) The $11 figure can be updated by multiplying an estimated 

TY volume variable unit cost for Standard A Mail Saturation 

ECR by 130,000,000 (estimated number of domestic 

delivery addresses). 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-11. Dr. Tolley and Dr. Thress provide information supporting volumes and 
revenues for the Test Year. 

(4 Various witnesses indicate efforts in the areas of efficiency improvements by the 
Postal Service and market development. Please explain how these factors are 
accounted for in the Postal Service volume and revenue projections. Are there 
any other efforts beyond those outlined in the filed testimony which are wholly, 
partially, or prospectively under consideration and/or implementation? 

(b) Reference is also made to electronic media: are there any studies, consideration, 
or information on the potential impact of the emerging technological changes in 
electronics and telephony on the demand for existing and/or new services? If 
so, please provide copies of any such documents. 

RESPONSE 

4 Efficiency improvements which affect postal prices, for example, through 

reductions in postal costs, are accounted for in the volume forecasts by the price 

elasticities of demand. Efficiency improvements which have no impact on postal prices 

would have no impact on the projections of Postal Service volumes and revenues in 

the Test Year. To the extent that efficiency improvements continue to increase demand 

for mail services, as for example, advances which encourage the use of automated 

mail, these improvements are included in the historical volume data and reflected in the 

future volume forecast. 

Market development initiatives are taken into consideration in the volume 

forecasts. For example, Dr. Tolley’s forecasts of parcel post volume take account of the 

success of the Postal Service’s drop-ship discount program, reflected in the net trend 

included in the forecast of DBMC parcel post volume. 

We are not aware of any other efforts beyond those outlined in the filed 

testimony which are under consideration for implementation in the Test Year. 



b) The testimony of Dr. Tolley (USPS-T-6) contains extensive discussions of the 

role of technological changes on mail volumes. Please see, for example, his discussion 

of electronic diversion of First-Class letter volume at page 43, line 6 to page 56, line 11 

and his discussion of the impacts of Internet advertising on Standard A Regular volume 

at page 120, line 5 to page 123, line 15. 

Other materials relating to this general topic are shown on the list provided as an 

attachment to this response. Copies of a few of the items on the list (those originating 

with AD Liile or Christensen Associates) will be included (because of their length) 

within USPS-LR-I -182, to be filed shortly. However, most of the items on the list are 

produced by organizations other than the Postal Service, and are not necessarily under 

the control of the Postal Service. To avoid potential contractual complications, copies 

of those documents should be obtained from the originating organization. Addresses 

and phone numbers are provided to assist in that effort. 

Another recent document included within LR-I-182 will be a summary of the Price 

Waterhouse Coopers analysis of the impact of electronic media done in connection with 

the HR 22 scenario model. 
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PSI Gbbal 
4301 Anchor Pkza Parkway 
sulk 300 
Tampa. FL 33634 
Tek. - 613-3713600 

l%e Gertner Group (fomwty Men66 Corp.) 
3190 Fairvkw Pk Dr 
suite 100 
Falls Chumh, VA 220424510 
Tek. - 703-645-3646 

Kilkn 6 Awcclates, Inc. 
1212 Parkinson Ave. 
Pelt0 Alto, CA 94301 
Tek. - 650-323-3642 

CAP Ventures, Inc. 
600 Cordwainer Drive 
Nowall. MA 02061 
Tek. - 761-571-9000 

IDCILink 
5 Speen Street 
Farmingham. MA 01701 
Tek. - 5.06-572-6200 

Syner9ktics Corporation 
3400 Peachtree Road, NE 
Sulk 325 
Atlanta, GA 30326 
Tek. - 600-423-4229 

Simba Information Inc. 
11 Riirbend Drive South 
P.O. Box 4234 
Slamford, CT 06907 
Tek. - 205355-9900 

The Yankee Group 
3EnJac Avenue 

617-9&5000 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCAIUSPS-12. Postal Service projections appear generally to be based on the 
development of databases and regressions. Has the Postal Service engaged in any 
other type of forecasting - for example ARIMA and the variety of other time series 
techniques used for projections ? If so, please discuss the use of such types of 
forecasting and its relation to projections appearing in the rate filing. 

RESPONSE: 

Postal volume forecasts are based on regression analysis because it is the belief 

of the Postal Service that understanding the factors that drive mail volume is the key to 

good forecasting. An ARIMA-type forecast, on the other hand, simply examines 

historical trends in mail volumes, without regard for the cause of these trends, and 

simply assumes that these trends will continue into the future. The Postal Service 

believes that such an assumption is unnecessarily naive and will lead to less accurate 

volume forecasts. Furthermore, such forecasts would be particularly difficult to employ 

in a rate case, as after-rates forecasts must take account of the effect of the Postal 

Service’s proposed prices on mail volumes. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OtWUSPS-13. A properly specified and competently performed econometric analysis 
can provide a prediction of future demand, assuming that the exogenous variables are 
correctly modeled. However, the effects of major turning points in the economy have 
not been captured by the data. Accordingly, a regression which is correct may still fail 
in providing correct forecasts if there has been a major discontinuity in the exogenous 
variables. 

(a) Does this possibility apply to any of the Postal Service regression equations as 
presented by the various witnesses? 

(b) Has the issue been considered by Postal Service management, economists, and 
other personnel? If so. are they any studies or evaluations of the issue? Please 
provide copies of any documents. 

RESPONSE: 

(4 Most of the important exogenous variables used in the volume forecasts are 

provided by DRI. Inc. DRI is a well-regarded economic forecasting firm but, as is the 

case with any forecast, the possibility exists that major turning points in the economy 

could occur that would cause actual volumes to differ from those projected for this case. 

However, this would be the case only if the turning points were unexpected. For 

example, if a major cyclical decline were correctly projected by DRI for the Test Year, 

the forecasts would capture this turning point through the application of the estimated 

elasticities to the projected declines in income, consumption, retail sales and other 

macroeconomic variables. 

(b) The sensitivity of forecast volumes to possible changes in the economy is always 

a concern of Postal Service economists. There are no formal studies of this sensitivity, 

which is generally measured by examining the impact on forecast volumes resulting 



from changes in one or more of the forecast variables or through the inclusion of net 

trend terms designed to measure the effects of possible changes in the market for 

postal services. 



CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon all 
participants~of record in this proceeding in accordance with section 12 of the Rules of 
Practice.~ - 
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Washington, D.Z; 20260-l 137 
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