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COS/OCA-T1-1. Pleaserefer to pages 2 and 3 of your testimony where you discuss the
elasticity study used by witness Elliott, your understanding of the drivers of Capital
One's First-Class Mail volume, and your understanding of the composition of
workshared First-Class Mail. Based upon your understanding of the drivers of Capital
One's First-Class Mail volume and the composition of workshared First-Class Mail, isiit
your opinion that the own-price elasticity for Capital One's First-Class Mail is more
likely to be higher than the own-price elasticity of other workshared First-Class Mail or
lower than the own-price elasticity of other workshared First-Class Mail. Please describe
the basis of your response in detail.

doc # 3566118 2



COS/OCA-T1-2. Pleaserefer to the four line passage of your testimony beginning on
page 2 at line 21, where you state that “ ... Capital One’s Solicitation mail may be quite
different from other workshared First-Class mail. Workshared mail could contain billing,
customer communication, and possibly other types of mail in addition to solicitation
mail; such is not, however, the case for Capital One’'s Solicitation mail.” Please aso
refer to Exhibit 6 of Witness Elliott’ s testimony, where the after-rates increase of
15,458,969 piecesis calculated that you discuss in your testimony on page 2 at lines 14-
17.

(a) Please confirm that Witness Elliott applies the Postal Service price elasticity for
workshared First-Class | etters to the total projected FY 2003 First-Class Mall
volume for Capital One.

(b) Please confirm that the total First-Class Mail volume for Capital One includes
billing and customer communication mail, in addition to solicitation mail.
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COS/OCA-T1-3. Pleaserefer to pages 2-3 of your testimony and Appendix G, page 1 of
the Postal Rate Commission’s Opinion and Recommended Decision from Docket No.
R2001-1 and assume that the unit contribution of Capital One's First-Class Mail lettersis
equal to the unit contribution of First-Class Mail letters as awhole.

(a) Please confirm that the FY 2003 unit contribution for the First-Class Mail Letter
subclass as shown in Appendix G is 18.437 cents per piece. If not confirmed,
please explain fully.

(b) Please confirm that the maximum block discount included in the negotiated
service agreement (NSA) is Six cents per piece.

(c) Please confirm that for every new First-Class Mail letter that Capital One mailsin
response to the volume discounts, Capital One's Test Y ear contribution to
institutional costswill increase by at least 12.437 cents (18.437 cents minus no
more than 6 cents). If not confirmed, please explain fully.

(d) Please confirm, ceteris paribus, that if Capital One's own-price elasticity is higher
than estimated by Dr. Elliott, then the volume-discount portion of the Capital One
NSA will make alarger contribution to institutional costs than estimated by USPS
witness Crum.
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COS/OCA-T1-4. Pleaserefer to page 3 of your testimony where you discuss the volume
threshold.

(a) Please confirm that, in general, worksharing discounts pass through a portion of
Postal Service cost savings from the worksharing and that these discounts are not
contingent on the mailer increasing its Test Y ear mail volume. If not confirmed,
please explain fully.

(b) Please confirm that the only discounts that Capital Oneis being offered in this
case are volume discounts. If not confirmed, please explain fully.

(c) Please confirm that if the threshold volume is set exactly equal to Test Year
before-rates First-Class Mail volume, then Capital One will only receive a
discount if it increases its volume in response to the volume discounts.

(d) Isit your opinion that Capital One should not receive any discount from reducing

Postal Service return costs unless Capital One also grows mail volume? Please
describe your response in detail.
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COS/OCA-T1-5. Pleaserefer to Graph 1 of your testimony on page 7 and the
corresponding statisticsin Appendix 1. Thetime serieslabeled as“ Solicitation” appears
to be amislabeled time seriesfor “Total.” Thetime series |labeled as “Total” appears to
be some multiple of the “Total” time series. Please provide a corrected graph.
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COS/OCA-T1-6. Pleaserefer to Graph 2 of your testimony on page 8 and the
corresponding statisticsin Appendix 1. Thetime serieslabeled as“ Solicitation” appears
to be amislabeled time seriesfor “Total.” Thetime series |labeled as “Total” appears to
be some multiple of the “Total” time series. Furthermore, the graph appearsto provide
12-month moving totals rather than 12-month moving averages. Please provide a
corrected graph.
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COS/OCA-T1-7. Pleaserefer to page 16 of your testimony at line 1 where you stete,
“[t]he regression results for Solicitation Mail are of poor quality.”

(8) What isit about the regression results that indicates that they are of “poor
quality”?

(b) Conversely, what would be an indication of regression results that are not of
“poor quality”?

(c) Inyour regression analysis, did you fit any equations for Solicitation Mail that
included a dummy variable that distinguished the eight-month period from
October 2001 to May 2002? If yes, please provide the results and supporting
documentation for all such equations. If no, please explain why you did not
conduct such an analysis.
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COS/OCA-T1-8. Pleaserefer to pages 17-18 of your testimony where you describe your
extrapolation approach to projecting mail volumes from previous year’s mail volumes.

(a) Please confirm that, ceteris paribus, your extrapolation approach will overstate
projected mail volume if growth rates during the projected year are smaller than
they were in previous years.

(b) Please confirm that, ceteris paribus, your extrapolation approach will overstate

projected mail volume if the mail volume in the base year used to extrapolate
from is unusually high compared to previous growth trends.
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COS/OCA-T1-9. Pleaserefer to page 18 of your testimony at lines 1-7, where you
describe projections for 2003.

(a) Please confirm that your projections for Customer and Solicitation Mail are for
FY 2003, not for calendar year 2003.

(b) Please describe the period of time used to calcul ate the “ growth rate of 2001-
2002” referred to in lines 1-2 and lines 4-5.
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COS/OCA-T1-10. Please refer to page 18 of your testimony at lines 8-12, where you
describe an “alternative projection” of Solicitation Mail for 2003.

(a) Please confirm that these alternative projections for Customer and Solicitation
Mail are for FY 2003, not for calendar year 2003.

(b) What isthe Solicitation Mail volume for the 12 months ending September 2001
that you use to extrapolate for your 2003 projection?

(c) What isthe “growth rate for Solicitation mail over the period 2000-2001" that
you use for your extrapolation? Please provide aderivation of this growth rate.
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COS/OCA-T1-11. Pleaserefer to Table 4 on page 18 of your testimony, where you
provide the figures for your two projections for 2003. Please also refer to Exhibit 7 of

Witness Elliott testimony.

(a) Please confirm that the Solicitation Mail volume in your aternative projection is
636,977,327 pieces lower than your first projection of Solicitation Mail volume
for 2003.

(b) Please confirm that your alternative projection for Customer Mail volume for
2003 is the same as your first projection of Customer Mail volume for 2003.

(c) Please confirm that, ceteris paribus, alower level of Solicitation Mail islikely to
lead to alower level of growth in Customer Mail.

(d) Please confirm that areduction in Solicitation Mail volume by 636,977,327
pieces would result in 3,821,864 fewer new accounts, under the assumption of a
0.6 percent rate of new account yield from solicitations used by Witness Elliott
in Exhibit 7.

(e) Please confirm that 3,821,864 fewer new accounts would result in 23,886,650
fewer Customer Mail pieces, under the assumptions used by Witness Elliott in
Exhibit 7 that an average account has 12.5 annual pieces of customer mail and
that an average new account is active for half the year in which it is started.
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COS/OCA-T1-12. Please refer to page 14 of your testimony at lines 23-24 where you
state “It is not surprising, therefore, that the regression equations did not find a strong,
increasing relationship between Solicitation mail and time.”

(a) Isthere astatistically significant relationship between Solicitation mail and time
in the volumes for the period from October 1998 to September 2001?

(b) Isthere a statistically significant relationship between Solicitation mail and time
in the volumes for the period from October 2001 to May 2002?

(c) Isthere a statistically significant relationship between Solicitation mail and time

in the volumes for the period from October 1998 to September 2001 when
combined with the volumes for the period from June 2002 to September 2002?
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