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RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 2 

MC2004-4 

POIR 1, Q2.  Witness Ayub (USPS-T-1) asserts that the Discover NSA is functionally 
equivalent to the Capital One NSA.  He also utilizes cost figures from Docket No. 
MC2002-2 as inputs to the estimated impact of the proposal on Postal Service 
finances.  Has witness Ayub reviewed the results since the implementation of the 
Capital One NSA to test the accuracy of the cost estimates relied upon in support of 
the current proposal?  If so, please present a summary of his findings. 

 
 
RESPONSE: 
 A limited amount of unaudited empirical information exists.  Thus far Capital 

One’s return rate is in line with expectations (10%).  Capital One’s forwarding rate is 

also in line with the system average.  The system average is 1.96% while Capital One’s 

forwarding rate to date is 2.0%.  For these reasons, the Postal Service believes the cost 

figures used in Docket No. MC2002-2 can be relied upon in this case.  As no rate 

specific First Class Mail or ACS costs studies have been completed since settlement of 

the last omnibus rate case the costs for the Discover NSA have been inflated by 4%, 

compounded annually, to account for any cost increases.  The 4% inflation factor is 

consistent with the increases in costs projected by the Postal Service in venues with 

other stakeholders, including the Presidential Commission. 

 

  



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 3 

MC2004-4 

POIR 1, Q3 Refer to Rule 193(e)(1), and USPS-T-1, Appendixes A and B.  The return 
costs of manual letters and electronic letters, as well as the ACS success rate used 
to estimate the financial impact of the proposal do not appear to be mailer-specific.  
Please provide the bases for utilizing each figure, including a discussion of the 
suitability of the proposed factors as proxies for Discover-specific figures.  If the 
Postal Service considers the costs to be mailer-specific, please provide a discussion 
of the variances between the mailer-specific costs and system-wide average costs. 

 
 
RESPONSE: 
 The average costs of manual letters and electronic notices were used in the 

Capital One NSA because Capital One’s mail mix and profile was that of a large 

national mailer and it is reasonable to assume that their cost structure should mirror the 

national averages. The mail mix and profile of Discover, a national mailer, should reflect 

the national average and there is no evidence to suggest that Discover's mail incurs 

additional costs above the national averages. 



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 4 

MC2004-4 

POIR 1, Q4 Refer to USPS-T-1, Appendixes A and B.  Please confirm that the 
estimated financial impact does not include any explicit adjustments for the effects 
of the planned implementation of the Postal Automation Redirection System 
(PARS). If confirmed, please explain why no adjustment is made for the effects of 
PARS and discuss the current implementation schedule for PARS as it relates to 
the proposed NSA.  If not confirmed, please identify the adjustments. 

 
  

RESPONSE: 
 Confirmed. The estimated financial impact does not include any adjustments for 

the planned implementation of PARS. As indicated in the APWU/USPS-7 “it would be 

wrong to assume that PARS will materially decrease the cost savings projected in this 

case because it will reduce the cost of handling return-to-sender mail.”  

  My understanding is that the implementation schedule for PARS has been 

delayed and I cannot provide a time-frame for nation-wide implementation. In addition it 

is very probable that even when PARS is fully deployed ACS handling will continue to 

be less costly than physical returns 

 

 



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 5 

MC2004-4 

POIR 1, Q5   Refer to Rule 196(a)(2) and Request, Attachment E, page 14.  Is the 
negotiated “competitive cap” viewed as a satisfactorily equivalent substitute for the 
stop-loss provision in the Capital One NSA recommended by the Commission and 
approved by the Governors?  If not, please explain and revise the attachment as 
necessary. 

 
 
RESPONSE: 
 The Postal Service interpreted Rule 196(a)(2) as requiring the Postal Service to 

identify aspects of the contract of the proposed functionally equivalent NSA that are 

different than the baseline agreement. The contract with Capital One did not contain a 

cap on discounts, while the Discover NSA does contain a contractual obligation to cap 

discounts at $13 million over the term off the agreement.  The cap was imposed on the 

Capital One NSA and was not a contractual requirement of either party.  As such, the 

Postal Service does not believe the attachment needs to be revised. 

 Nonetheless, the Postal Service does view the negotiated “competitive cap” as a 

satisfactorily equivalent substitute for the stop-loss provision in the Capital One NSA 

that was recommended by the Commission and approved by the Governors. 

 

     



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 6 

MC2004-4 

POIR 1, Q6  Refer to USPS-T-1, pages 14-15.  Please provide any available empirical 
evidence for the evaluation of the impact of the proposal on competitors.  For 
example, has the Postal Service performed any surveys, market data analysis, 
ad hoc conversations with competitors of Discover, or has the Postal Service 
learned anything about the impact on competitors from its implementation of the 
Capital One NSA?   

 
RESPONSE: 
 The Postal Service has not conducted any extensive surveys or market data 

analysis of the effect of the NSA on competitors of Capital One. Ad hoc conversations 

and general research on the credit card industry indicate that the NSA has not 

contributed to a gain in market share or had a material effect on the operating income of 

Capital One. The NSA does not appear to have influenced other credit card mailers to 

alter the mailing decisions or profiles.  

  The NSA however does provide greater incentives to Capital One to increase 

and continue its use of the First-Class Mail as a marketing medium compared to 

alternative marketing channels. Competitors of Capital One, such as Discover, who 

commit to the same service changes and are interested in First-Class Mail as a 

marketing medium are disadvantaged if they are unable to take advantage of the price 

incentives to grow their mail volumes. 

 



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 7 

MC2004-4 

POIR 1, Q7   Please refer to USPS-T-1, pages 11-14 and Docket No. MC2002-2 Tr. 
2/334.  Witness Ayub accepts the forecasts of before-rates volume, after-rates 
volume and estimated return rates provided by Discover witness Giffney (DFS-T-1) 
and characterizes the after-rates volume estimates as conservative.  Please provide 
any independent analysis done by the Postal Service to evaluate the 
reasonableness of the mailer-provided forecasts of: (a) before-rates volumes, (b) 
after-rates volumes and (c) estimated return rates.  

 
RESPONSE: 

  Just as witness Crum described in his response to POIR1-Question 4 and 

POIR2-Question 4 in Docket No. MC2002-2, the Postal Service also did not develop a 

parallel estimate of Discover’s mail volume using distinct data sources or 

methodologies. The Postal Service did, however, analyze and evaluate Discover’s 

estimates and reconciled Discover’s volume information with data contained in the 

PERMIT system.  

 Discover did not employ an econometric forecast but instead provided a volume 

forecast based on their internal budget projections. The Postal Service also reviewed 

witness Giffney’s projections for the test year before and after rates. In these respects 

and overall, the Postal Service found the projections to be reasonable.  



RESPONSE OF UNITED STATES POSTAL SERVICE ALI AYUB 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 8 

MC2004-4 

  

POIR 1, Q8  Please refer to Docket No. MC2002-2, Opinion para. 3050-51, and Tr. 
9/1868 and 1876.  In that case, the Postal Service indicated that it was reviewing 
possible pricing approaches to physical return of mail and electronic equivalents to 
consider alternative ways to address the apparent pricing anomaly with respect to 
the return of undeliverable-as-addressed First-Class Mail.  Please update the 
Commission on the status of this review and how it affected the Postal Service’s 
decision to enter into the proposed agreement with Discover. 

 
RESPONSE: 
 

The NSA process to date has provided the Postal Service and others the opportunity 

to gain considerable knowledge about the existing address correction process.  At the 

same time, an approach which works for some of the largest financial institutions may 

not be appropriate for the wide spectrum of customers who use the Postal Service.   

With that in mind, the Postal Service is examining both the knowledge that it has gained 

along with the needs of customers to see if there are opportunities to reduce the costs 

associated with incorrect addresses.  While no specific actions have been identified as 

of yet, any resulting proposals could conceivably have such far-reaching consequences 

that they are better addressed through a general rate filing which comprehensively 

addresses all of the domestic products.   

 The review of ACS fees did not impact the Postal Service’s decision to enter into 

the Discover NSA.  There are many elements of the NSAs that can and likely will be 

affected by future internal policy choices or deployment of equipment or introduction of 

new rates, but that by their very nature, NSA negotiations take place in the here and 

now and require relatively quick development and responses.  If any of the 

aforementioned changes in policy, pricing or technology regarding ACS affect the value 

of the NSA in the future, the short term of the agreement protects the Postal Service 

from significant impact and the terms of the NSA can be reconsidered when it expires. 
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