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

OCA/USPS-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 criticl mass. The result
could be erosion of our total revenues. We believe nearly $17 billion is at risk.”
Piease 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-nonhousehoid 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 3-1 (page Il1-2 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.




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

OCAJUSPS-2. Please refer to the Statement of Bernard L. Ungar, General
Accounting Office, before the Subcommittee on the Postal Service, 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 vérious 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 wili 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.



’ / : ! ﬁ#ﬂc‘kw‘ t

. . _ P\qsfun)@ e
M Racran Poseaasy
i Com o Fovssany, Oriazn Tt . ; _ DC-A /ﬁ!fS- 2
Seentm Vi Pra2awon . \\ g . ‘ .
. . : Pﬁsk’ l it 2
UNITED STATES
POSTAL SERVICE

September 9, 19\99

Mr. Bamard Ungar .
Director, Govemiment Business Qperations
Unitad States General Accounting Office
Washington, DC 20548-0002

Mr, Ungar:

lnmmwywmmmmbawmmwmmsofmﬂbr
inciusion in GAQ's testimony at the upcoming oversight hearing.

As you know, the Postal Service worked with the Subcommittee on the Postal Service, the Posta!
Rate Commission, and PricewaterhouseCoopers 1o develop 2 mode! that ailows the user to gssass
sitemnate scananos related 0 pesia! reform. This mode! (the H.R. 22 scenario mode) aliows anafysts
0 vary essential 3ssumptions concaming economic drivers, inciuding mail volume. The enclosed
volume forecast scenario assumes that elecronic diversion accalerates in the out-years consistent
with the baseline assumptions adoptad for the H.R, 22 scenario model. This furned the basis for
consuitations about the financial impact of H.R. 222  This scenario inciudes assumptions about a new
and vasty different environment in which the Postal Service will operate, Changes in technology and
business creats a cimate in which current hypotheses about mailing behavior may no longer hoid. In
it, a variety of iechnoiogical and general business factors will combine to cregte an environment that is
detimental to the grawth of lettar mil. Specifically, the following assumptions must be held:

« Fotental Year 2000-reisted compiications are largely avoided, increasing business and consumer
confidence in elecTonic afternatives to traditional mail-based bill and statement streams.

» Eusinessas increass ressarch and deveiopment and technalogy spending as a resutt of the easy
Year 2000 transition, resuiting in rapid impiementation of on-iine banking and financiai
applications, and the spread of intamet-based small business Elecironic Dsta interchange (EDI).

o First-Class letter advertising reaches s ssturation point because of consolidstion in the banking
sector, and the diversion of bills and payments away from the mail stream.

* Advertsers move away from tradiional media o internet-based piatfonns because of increased
consumer use of the intemet. -

Under this set of assumptions, growth of poputation and income will stiil aid total volurme growth.

However, the impact of diversionary trends and the cessation of pesitive ones combine to create a net

decline in First-Class Mail voiume and diminishing growth in Standard (A) beginning in Fiscal Year

2003. The combination of consumer movement to aiternative bl payment methods and the

consolidation of the financial sector wiil reduce the number of bills, statements, and payments in the

mail stream. At the same time, movement of advertisers to the Intemet will cause a siowdown in the ~
growth of Standard (A). Meznwhile, growth in Priority Mail and Parce! Post will continue to be robust.
as the consumer embraces electronic commerce, and more packages are shipped by Internet
retailers. : '

Sincerely,

SS90 {

_Richard Porras
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USPS Volume Forecast
1999 - 2008

Postal Fiscal Years

v 4ot 'Y

Millions of Pieces
FORECAST
VOLUMES
— 1989 2000 2001 2002 2003 2004 2005 2006 | 2007 2008
TOTAL (rrom
IRPWF ORECAST NOT SUM OF
DISPLAYED LINES) 201,004 208,254 215,066 222432 221,884 230,328 231,73 232,170 230,505 230,554
First-Class 102,021 104,408 105,525 107,220 107,035 104,050 101,264 98,335 94,329 92,030
[Priority 1,201 1,239[ 1,325 1423 1,529 1,637 1,764 1,687 2,031 2,171
ngp-m 68 70| 72 74 77 80| [ 87 90 93
Periodicals 10,275 10,366 10,412 10,522 10,659 10,838} 10,961 11,067 1160 11,264
Sid A 85,051 89,732 06,042 100,645 105,972 111,029 114,903 117,964 119,977 121,999]
Sid 8 1,056 1,109 1,165 1,224 1,288 1,357 1,423 1,486 1,563 1,632}
Parcels 333) 355/ 3ary A4 453] 497 540| sa3f 627 5
Total Domestic 200,105 207,341 214,950 221,497 226,936 229356 230,746 231,163 229,482 229,507
{international 899 913 916 934 o948 969 984 1,007 1,023 1,047
GROWTH _ _ _
2000 2001 2002 2003 2004 2008 2006 2007 2008
[TOTAL rrOM
RPWFORECAST NOT SUM OF
DISPLAYED LINES) 2.1% 3.6% 37T% 3.0% 2.5% 1.1% 0.8% 0.2% 0.7% 0.0%
First-Class 2.0% 2.3% 1.1% 16% 0.2% -2.6% 2.7% 2.9% 41% 24%
Priority 2.8% 3.2% 6.9% 74% 7.5% 71% 7.7% 7.0% 7.6% 8.9%
Express 3.4% 2.4% 2.9% 3.0% 3.7% 1.1% 4.4% 3.9% 2.0% 3.3%
Periodicals 0.0% 0.9% 0.4% 1.1% 1.3% 1.7% 1.1% 1.0% 0.8% 0.9%
Std A 3.8% 5 5% 7.0% 4.8% 5.3% 4.6% 3.5% 2.7% 1.7% 1.7%
Sid B 2.4% 5.0% 5.1% 51% 5.2% 53% 4.9% 4.4% 51% 1.4%
Paicels 41% 6.6% 6.8% 9.1% 9.6% 2.% 8.6% T1.9% 7.6% 7.4%
Total Domestic 2.7% 3.6% 3.7% 3.0% 2.5% 1.1% 0.6% 0.2% 0.7% 0.0%
international e 4 46% 1.5% 0.4% 2.0% 1.4% 2.3% 1.5% 2.3% 16% 2.4%

* 1997 and 1998 data have been recast to reflect improvements in volume and revenue estimation methodology.

US Postal Service

27100
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

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

Response: The FY 1989 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. § 3001.102. Any supporting documentation required by that rule

wili also be provided.
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO INTERROGATORIES
OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-4. Please provide the equivalent of library references 1-130 through 1-149
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 54(a)(1).
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RESPONSE OF UNITED STATES POSTAL SERVICE
TO INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-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 1-183. 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 fo the handbook.)
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RESPONSE OF THE UNITED STATES POSTAL SERVICE
TO INTERROGATORIES OF
THE OFFICE OF THE CONSUMER ADVOCATE

OCANUSPS-6. Please provide the billing determinants for fiscal year 1999 in a
- format similar to LR-1-125.

RESPONSE: The FY 1999 billing determinants are not yet available.
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RESPONSE OF UNITED STATES POSTAL SERVICE TO
INTERROGATORIES OF THE OFFICE OF THE CONUSMER ADVOCATE

OCA/USPS-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

OCA/USPS-8. 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 _s_imilar to
those of other Standard A Saturation ECR mail pieces.
Research concerning the cost of preparing the mail piece

continues.
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RESPONSE OF THE UNITED STATES POSTAL SERVICE

OCA/USPS-9.

RESPONSE:

TO INTERROGATORIES OF
THE OFFICE OF THE CONSUMER ADVOCATE

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 380,103,000
pieces were mailed in the service category of “U.S. Postal Service
Mail” in GFY 1998 and 382,283,000 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.

The requested data are not available. The volume estimates cited
in OCA/USPS-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.
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‘RESPONSE OF THE UNITED STATES POSTAL SERVICE
| TO INTERROGATORIES OF
THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-10. 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.” :

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

(b) Piease identify the costs or components of, or otherwise
explain the derivation of the updated figure.
RESPONSE: (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).
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

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

(a) 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,
partialty, 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
s0, please provide copies of any such documents.

RESPONSE

a) 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 Little or Christensen Associates) will be included (because of their length)
within USPS-LR-! -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.



_ _ Study Title Date _ ____ Publisher
The lnlemet and Future of Transaclion Documents - Abeiract 1112300  CAP Venitures, Inc.
The intemet and Future of Transaciion Documents - Finat Report (PDF) #2488a 1470199  CAP Veniuras, inc.
The intemet end Future of Transaction Documents - Forecast Tables (XLS) #2468h 110159  CAP Veniures, inc.
The inlemel and Future of Transaction Documents - Questionnaires (PDF) #2488c 110159  CAP Venlures, inc.
The intemet and Fulure of Transaciion Documnents - E-commaercs, ERP and Elactronic: Biling interviews (FDF) #2488d 110159 CAP Veniures, Inc.
The intemet and Future of Transaction Documents - Print Centar interviews (PDF) #2488e 110159  CAP Venlures, inc.
The inlemet and Future of Transaclion Documents - Final Presentation fo USPS (PDF) #24088f 110159  CAP Venlures, Inc.
Electronic BN Payment snd Pressniment: The Consumer Perspaciive (PDF) #2670 1072809  Synergistics
Assassing the impact of internat infagration on the Small and Medium Business Mariet 08/20/0¢  Yankee Group
1908 DSS The Siate of the Market In Retall Finenciel Services - Delivery Systems (PDF) #2508 o448 PSI

1999 DSS The State of the Market in Retall Financisl Services - Delivery Systems {(PPT) #2568 o4M14me  PSI

Web Advertising 1008-90: Market Anslysis and Forecast #2009 040198  Simba information Inc.
Elecironic BE Payment and the impacts on Mad Volume - Evidence from the Housshold Diery Siudy 1995-1007 #2028 040199  Cluistensen Associsles
Intemet/Cr-line Lisage and the impacts on Mall Volume - Evidence from the Yankes Group interactive Consumer Survey 1908 #2020 040199  Clvisiensen Associales
Elacironic BN Payments and the impacts on Mall Volume - Evidance from the Household Diery Study 1995-1997 (PDF) #2628 040190  Chrisiensen Associates
intlemet/On-ine Uisage and the impacts on Mell Volume - Evidence from the Yankee Group inleractive Consumer Survey 1008 (PDF) #2029 040189  Clwisiensen Associates
Enterprisa 8-Blling and Payments Merkels: New Opportunities for Bilers, Merchants and Their IT Suppliers #2476 03119/80  Kilen

Elactronic B Presentment and Payment: Marks! Readiness Part One: The Consumer Perspective (PDF) #2554 02/1889  Yankee Group
Electronic Bit Preseniment and Paymant Opportunities and Thrests (PDF) #2475 01727TR9  Killen

Inlermet Advertising, 1996 #2377-18115 010100  IDCAInk

The Sollers Speak: Laaming from the Leaders #2377-17973 010109  IDCALINK

1998 SMART Program: Defining E-Commercs (PDF) #2613 1212008  Menlis Corporstion
PSI Payments: Market Sizing Analysis (POF) #2412d 1212808 PSI

1050 SMART Progran: Disasier Recovery Sirategles and Solulions for Banking (POF) #2512 ‘12/23/08  Manlis Comporalion
1998 SMART Progrem: Informalion and Communication Technology Expenditures: Projections for 1998 through 2002 (PDF) #2511 12/238  Mentis Corporation
Mess-Cusiomization Merkeling: Mexdmizing Value of Customers #2377-17818 120158 OGNk

Why Personaiized Content Metiers #2377-17818 12101868  1DCAUnk

PSI Payments: Market Sizing Anelysis #2412d 120108 PSI

1908 DSS Topical Reports - The Future of Onliine Banking #2542 1270108 PSI

1008 SMART Program: Financisl Services indusiry Corvergence (PDF) #2539 120198  Meniia Corporalion
1998 SMART Prograny. The Developing Role of the Branch as a Sales Center (PDF) #2540 12/0100  Menlis Corporation
1908 Elecironic BNl Preseniment and Payment Program: Data Tables (POF) #2483b 12/01/99  Maniis Corporation
1008 SMART Program: Paper Payments: Trends and Stalagies for the New Cantury (PDF) #2541 120198  Meniis Corporation
1998 Elnctonic G Praseriment and Payment Prograny. Execulive Sommary Report (PDF) #2463a 12/01/08  Meniis Corporation
US Consumer internet and Online Services Forscast, 1907-2002 #2377-17070 12/01/98 1DC/Link

Online Nalion: 1998 US intemet User Survey #2377-17884 120198  1DC/UInk

1099 Holislic Consumer TAF Report (PDF) #2501 120156  Yankea Group
1998 SMART Program. Defining E-Commerce $2513 1201/88  Mentis Corporation
1908 DSS Topical Reports- The Future of Online Banking (PDF) #2542 120198 PSt

1908 SMART Program: informeiion snd Communication Tectmology Expandiures: Projacions for 1990 through 2002 #2611 12015¢  Meniis Corporsilion
Onfine Brokarage Forecast, 1907-2002: Redefining the Brokerage Landscape #2377-17485 110108  1DC/Link

PS1 PAYMENTS Consumer Analysis (PDF) #2412b 110198 PSI

1998 DSS Topicat Reports - Migrating Consusmers 10 Allemative Deltvery (PDF) #2490 11019¢ PSI

1998 SMART Program: Consumer Payment Methods: The Changing Role of Debit, Credit, and Smert Cards #2456 10/08/98  Menlis Corporation
The US Segment of the 1908 Globel IT Survey #2377-17174 10/0158  IDCAInk

PS1 PAYMENTS Consumer Analysis Executive Summery (PDF) #2412¢ ioise  PSI

Electronic Bl Presentment and Payments: Markets, Framework, and Suppliers (PDF) #2474 10/01/5¢  Kilen

Evaluation of the Maling Indusry Cumerd Situation and Future Trends #2335 10/01/98  Asthur D. Little, Inc.
Remittance Mak Forum (PDF) #2488 10/01/98  USPS inlemal Data
PS5t Payments Biller Executive Interview Analysis #2412a osn1/m8  PSI
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Retall Delivery News #2458

1968 SMART Program: Mining for Gold: Customer Profitabifty Strategies in Retall Banking #2447

Home Office inemet Use Reaches Record Lavel #2377-17144

insurance Systems snd Technology Dets Tebles (PDF) #2427s

1998 SMART Program: Trands in Community Banking Aulomedion (POF) #2484

1908 SMART Program: Consumer Payment Methods: The Changing Role of Debit, Credit and Smart Cards #2458
Cards #2450

PS1 PAYMENTS Bilar Execuiive Inerview Anglysis (POF) #2412a

1908 Ineurance Systems and Technology - Resserch Report and Sourcebook (PDF) #2427

1998 insurance Systems and Technology - Research Report and Sourcebook (PDF) #2427b

1998 SMART Program: Mining for Gold: Customer Proftabiity Strsiegies in Retall Banking (POF) #2447

1098 SMART Program: Consumner Payment Melods: The Changing Rols of Debit, Cradit and Smart Cards (PDF) #2458
4968 Elacironic Bl Presantment and Payment Pgr; Comparative Profles of EBPP Service Providers (PDF) #2483
1908 SMART Program; Iasues and Opportunitias in Smell Business Banking #2413

1008 SMART Program: lssues and Opporiunities in Small Business Banking (PDF) #2413

Online Segmenistion Analysis 82377

Adoplion of informstion Sacurity Technology in the Enterprise #2377-1607%

The Forrestor Report #2431

Web Usage Trends #2407

PSi Payments Business Analysis #2412

1908 SMART Program: Beyond the PIN: #2414

US Homa OMce Market Review and Forecast, 1007-2002 #2377-10848

The Globel Market Foracast for inlemet Usage snd Commerce #2377.18586

1998 SMART Program-Bayond the PIN: (POF) #2414

PSI PAYMENTS Business Analysis (POF) #2412

PSI PAYMENTS Business Analysis Execulive Summary (PDF) #2412e

The Electronic Markelplace 2002 #2383 ‘
1908 SMART Program: The Government Converts from Paper 1o Electronic Transactions: Eveluaiing tha Efects of
EFT90, EBT, and EFTPS #2358

$998 SMART Program: The T Balancing Act: Finding the Oplimal Contral IT Role in a Disiribuled Financial Services Organization #2355
Card Securiy and Fraud Prevention Source #2382

1998 SMART Program: The IT Balencing Act: Finding the Oplimal Central IT Role In 2 Distribuied Finencial Services Organization (PDF) #2355
1908 SMART Programt. The Govemment Converts from Paper io Electronic Transactions: Evaluating the Effects of
EFT09, EBT, and EFTPS (PDF) #2358

1990 DSS Topical Reports: Capitatizing on POS Dabit Growth (PDF) #2376

Cord industry Directory #2508

Origin and Destination Remittance Volume Study: Exscutive Summary #2009
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RESPONSE OF THE UNITED STATES POSTAL SERVICE TO
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-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

OCA/USPS-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:

(a)  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 tumning 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 concemn of Postal Service economists. There are no forma! studies of this sensitivity,

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




P N Y

CERTIFICATE OF SERVICE

| hereby certify that | have this day served the foregoing document upon all

participants of record in this proceeding in accordance with section 12 of the Rules o
Practice. _ -

- AN

Eric P. Koetting

475 L'Enfant Plaza West, S.W.
Washington, D:€:-20260-1137
(202) 268-2992 Fax —5402
February 7, 2000



