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OCA/USPS-T1-6.  Please confirm that your Appendix A, page 1, line 3 incorporates an average First-Class Mail return rate of 1.23%.  If you do not confirm, then please explain.
OCA/USPS-T1-7.  In March 2005, at the Nashville, TN, National Postal Forum, Postal Service witness (Docket No. MC2002-2) Jim Wilson made a presentation on the National Change of Address (NCOA) service.  Data from an “average” 20-million-piece mailing for which the Postal Service had utilized NCOA service and Address Change Service (ACS) were disclosed.  The data showed that 5.94% of such an “average” First-Class mailing was returned, as opposed to the 1.23% figure that you use in Appendix A.  Assume for purposes of this interrogatory that the 5.94% figure, rather than the 1.23% figure, is correct.

a. What is the effect on a Commission-style savings cap of a return rate that is nearly 5 times the return rate that you use?  Provide all calculations and cite/provide all sources used to answer this question.

b. What is the effect of a return rate that is nearly 5 times the return rate that you use on the contribution that you have estimated?  Provide all calculations and cite/provide all sources used to answer this question.

c. If the average return rate for First Class is 5.94%, then please confirm that HSBC’s return rate is below the average.  If you do not confirm, then please explain.

OCA/USPS-T1-8.  In the Spring 2003 issue of a Pitney Bowes publication, PostInsight, Pitney Bowes reported that the Postal Service incurs approximately $1.9 billion of UAA costs each year.  Please confirm that this figure is correct or provide the correct figure.  Cite/provide the source for any corrected figure.
a. If the $1.9 billion figure is approximately correct, and the return rate for First-Class Mail is 5.94%, not 1.23%, then doesn’t it follow that the unit cost of physically returning mail is far lower than estimated by witness Crum, i.e., because the $1.9 billion will be spread over the much larger volume figure implied by a 5.94% return rate?  If you do not confirm, then please explain.
b. If the unit cost of physically returning mail is far lower than estimated by witness Crum, then doesn’t it follow that the Postal Service might be worse off in providing electronic return service in lieu of the physical return of HSBC’s mail?  If you do not agree, then please explain.

c. If $1.9 billion and 5.94 percent are correct figures, then doesn’t it follow that the unit cost of a physical return is more like $0.12 than $0.57?  If you do not confirm, please explain.

d. If 5.94 percent and $0.12 are used in your testimony at Appendix A, Page 1, is it not the case that the results in the table below will appear at Appendix A, Page 12?  If you do not confirm, please explain.


[image: image1.emf]HSBC North America Holdings Inc. Model

Negotiated Service Agreement

Appendix A, page 12 Year 1 Year 2 Year 3 Total

ACS Savings

(1) Statement Mail - $                 - $                 - $                 -                 

(2) Marketing Mail Letter (1,559,055) $      (2,512,490) $      (3,189,286) $      (7,260,831)

Contribution from New Volume

(3) Statement Mail - $                 - $                 - $                 -                 

(4) Marketing Mail Letter 1,245,336 $       1,528,773 $       1,499,761 $        4,273,869

(5) Total Exposure 656,340 $          964,968 $          1,172,146 $        2,793,454

(6) Total Incremental Discounts 411,268 $          592,994 $          628,691 $           1,632,953

(7) Total USPS Value (1,381,328) $      (2,541,678) $      (3,490,363) $      (7,413,369)


OCA/USPS-T1-9.  Please refer to your testimony at Appendix A, Page 6.
a. Please confirm that the formula in column (13) is:  = ($0.57 * 95,685,915) * (0.0475 – 0.0123) / 95,685,915.  If you do not confirm, please explain.

b. Please confirm that the formula in column (13) can be written as:  = - ($0.57 * 0.0123) + ($0.57 * 0.0475).  If you do not confirm, please explain.

c. Please confirm that the formula in column (15) is:  = ((0.85 * $0.36 + (1 – 0.85) * $0.57) * (95,685,915 * (0.0475 – 0.0123))) / 95,685,915 - 0.0123 * ($0.57 - $0.36) * 0.85.  If you do not confirm, please explain.
d. Please confirm that the formula in column (15) can be written as:  = - ($0.57 * 0.0123) + (0.85 * $0.36 + (1 – 0.85) * $0.57) *0.0475.  If you do not confirm, please explain.

_1173601353.xls
Assumptions

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 1						Year 1		Year 2		Year 3

		Return Forecast

		(1)		Operational Mail (Ops)				0.3%		0.3%		0.3%

		(2)		Marketing Mail (Mktg)				4.75%		4.75%		4.75%

		(3)		USPS FCM average return rates				5.94%		5.94%		5.94%

		Unit cost assumptions

		(4)		Inflation cost adjustment factor				4.0%		4.0%		4.0%

		(5)		Manual Letter Returns Unit Cost				$   0.12		$   0.12		$   0.13

		(6)		Electronic Letter Returns Unit Cost				$   0.36		$   0.37		$   0.39

		(7)		Address Change Service (ACS) Success Rate				85.0%		85.0%		85.0%

		(8)		Percent of new marketing mail switched from Standard Mail (SM) or Conversion Rate				100.0%		100.0%		100.0%

		(9)		Contingency Factor				1.03

		(1)		Harvey (HSBC-T-1)

		(2)		Harvey (HSBC-T-1)

		(3)		USPS-LR-1/MC2002-2

		(4)		Dauer (USPS-T-1)

		(5)		USPS-LR-1/MC2002-2 * (1 + (4)) * (1 + (4))

		(6)		USPS-LR-1/MC2002-2 * (1 + (4)) * (1 + (4))

		(7)		USPS witness Wilson, T4/MC2002-2

		(8)		Harvey (HSBC-T-1)

		(9)		USPS-LR-1/MC2002-2
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Volume calcs

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 2						2002		2003		2004		Year 1		Year 2		Year 3

		(1)		First-Class Mail Volume calculations

				Before Rates

						Operational mail		407,693,861		409,784,484		439,597,836		483,021,271		518,407,521		556,469,938

						Marketing mail letter		107,741,060		89,141,274		95,685,915		158,232,348		245,191,188		299,268,268

				Total				515,434,921		498,925,758		535,283,751		641,253,619		763,598,709		855,738,206

				After Rates

						Operational mail		407,693,861		409,784,484		439,597,836		483,021,271		518,407,521		556,469,938

						Marketing mail letter		107,741,060		89,141,274		95,685,915		174,232,348		265,191,188		319,268,268

				Total				515,434,921		498,925,758		535,283,751		657,253,619		783,598,709		875,738,206

		(1)		Harvey (HSBC-T-1)
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Ops unit rev

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement						(1)		(2)		(3)

		Appendix A, page 3						Volume		Rates		Revenue

		Rate Category

		Single-Piece Letters

				First Ounces, except QBRM				- 0		0.370		$   -

				Qualified Business Reply Mail				- 0		0.340		-

				Additional Ounces				- 0		0.230		-

				Nonmachinable Pieces				- 0		0.120		-

		Single-Piece revenue										-

		Revenue Adjustment Factor (a)										1.000

		(4) Total Single-Piece Postage Revenue										-

		Nonautomated Presorted Letters

				First Ounce				9,805,861		0.352		3,451,663

				Additional Ounces				- 0		0.225		-

				Nonmachinable Pieces				- 0		0.055		-

				Heavy Piece Deduction				- 0		(0.041)		-

		Nonautomated Presorted Revenue										3,451,663

		Revenue Adjustment Factor (a)										1.000

		(5) Total Nonautomated Presorted Letters Revenue										3,451,663

		Automation Presort Letters

				Mixed AADC Letters				31,387,770		0.309		9,698,821

				AADC Letters				41,768,164		0.301		12,572,217

				3-Digit Letters				264,042,110		0.292		77,100,296

				5-Digit Letters				78,242,286		0.278		21,751,356

				Additional Ounces				- 0		0.225		-

				Heavy Piece Deduction				- 0		(0.041)		-

		Automation Presort Letter Revenue										121,122,690

		Revenue Adjustment Factor (a)										1.000

		(6) Total Automation Presort Letters Revenue										121,122,690

		Automation Carrier Route Letters

				First Ounce				14,351,645		0.275		3,946,702

				Additional Ounces				-		0.225		-

				Heavy Piece Deduction				-		(0.041)		-

		Automation Carrier Route Revenue										3,946,702

		Revenue Adjustment Factor (a)										1.000

		(7) Automation Carrier Route Letters Revenue										3,946,702

		(8) Total Company Letters Subclass										$   128,521,055

		Total pieces										439,597,836

		(9)		Revenue per piece								0.292

		(a)		Revenue Adjustment Factor not required because customer specific revenue is presented

		(1)		CBCIS 2004 HSBC Volume Data

		(2)		Rate Schedule

		(3)		(1) * (2)

		(4)		Single Piece Revenue * Revenue Adjustment Factor

		(5)		Nonautomated Presorted Revenue * Revenue Adjustment Factor

		(6)		Automation Presort Letter Revenue * Revenue Adjustment Factor

		(7)		Automation Carrier Route Revenue * Revenue Adjustment Factor

		(8)		(4) + (5) + (6) + (7)

		(9)		(8) / Total pieces
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Mktg unit rev

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement						(1)		(2)		(3)

		Appendix A, page 4						Volume		Rates		Revenue

		Rate Category

		Single-Piece Letters

				First Ounces, except QBRM				- 0		0.370		$   -

				Qualified Business Reply Mail				- 0		0.340		-

				Additional Ounces				- 0		0.230		-

				Nonmachinable Pieces				- 0		0.120		-

		Single-Piece revenue										-

		Revenue Adjustment Factor (a)										1.000

		(4) Total Single-Piece Postage Revenue										-

		Nonautomated Presorted Letters

				First Ounce				61,007		0.352		21,474

				Additional Ounces				- 0		0.225		-

				Nonmachinable Pieces				- 0		0.055		-

				Heavy Piece Deduction				- 0		(0.041)		-

		Nonautomated Presorted Revenue										21,474

		Revenue Adjustment Factor (a)										1.000

		(5) Total Nonautomated Presorted Letters Revenue										21,474

		Automation Presort Letters

				Mixed AADC Letters				11,944,126		0.309		3,690,735

				AADC Letters				18,498,424		0.301		5,568,026

				3-Digit Letters				59,695,294		0.292		17,431,026

				5-Digit Letters				5,313,665		0.278		1,477,199

				Additional Ounces				- 0		0.225		-

				Heavy Piece Deduction				- 0		(0.041)		-

		Automation Presort Letter Revenue										28,166,985

		Revenue Adjustment Factor (a)										1.000

		(6) Total Automation Presort Letters Revenue										28,166,985

		Automation Carrier Route Letters

				First Ounce				173,399		0.275		47,685

				Additional Ounces				-		0.225		-

				Heavy Piece Deduction				-		(0.041)		-

		Automation Carrier Route Revenue										47,685

		Revenue Adjustment Factor (a)										1.000

		(7) Automation Carrier Route Letters Revenue										47,685

		(8) Total Company Letters Subclass										$   28,236,144

		Total pieces										95,685,915

		(9)		Revenue per piece								0.295

		(a)		Revenue Adjustment Factor not required because customer specific revenue is presented

		(1)		CBCIS 2004 HSBC Volume Data

		(2)		Rate Schedule

		(3)		(1) * (2)

		(4)		Single Piece Revenue * Revenue Adjustment Factor

		(5)		Nonautomated Presorted Revenue * Revenue Adjustment Factor

		(6)		Automation Presort Letter Revenue * Revenue Adjustment Factor

		(7)		Automation Carrier Route Revenue * Revenue Adjustment Factor

		(8)		(4) + (5) + (6) + (7)

		(9)		(8) / Total pieces
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Ops unit cost

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 5

								DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX																				HSBC MAIL MIX

								(1)		(2)		(3)		(4)		(5)		(6)		(7)		(8)		(9)				(10)		(11)		(12)		(13)		(14)		(15)		(16)

																																		Current		Current		After Rates		After Rates

								TYBR 2003		TYBR  2003		TYBR  2003		TYBR  2003		TYBR  2003		FY 2005		BY 2000		FY 2003		FY 2003				TY 2005		FY 2004		FY 2004		Returns		w/Rets Adj		Returns		w/Rets Adj

								Total		Mail Proc		Delivery		Other		Total		Total		Mail		Mail		Mail				Total		Mail		Mail		Adjustment		Total		Adjustment		Total

								Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Volume		Volume		Volume				Unit Cost		Volume		Volume		Unit Cost		Unit Cost		Unit Cost		Unit Cost

		Rate Category						(Dollars)		(Dollars)		(Dollars)		(Dollars)		(Dollars)		Dollars		(Pieces)		(Pieces)		(Percent)				(Dollars)		(Pieces)		(Percent)		(Dollars)		(Dollars)		(Dollars)		(Dollars)

		FIRST-CLASS MAIL LETTERS

				Nonautomation Presort Letters						0.163		0.063		0.018		0.244		0.264		3,748,977,000		2,673,332,468		5.8%				0.264		9,805,861		2.2%

				Automation Presort Letters

						Automation Mixed AADC				0.055		0.045		0.018		0.118		0.128		2,504,846,824		2,820,696,002		6.1%				0.128		31,387,770		7.1%

						Automation AADC				0.046		0.044		0.018		0.107		0.116		2,680,656,176		2,636,650,800		5.7%				0.116		41,768,164		9.5%

						Automation 3-Digit				0.042		0.043		0.018		0.104		0.112		21,832,339,000		22,571,247,888		48.6%				0.112		264,042,110		60.1%

						Automation 5-Digit				0.032		0.041		0.018		0.091		0.098		12,720,447,000		14,911,024,110		32.1%				0.098		78,242,286		17.8%

						Automation Carrier Route				0.021		0.064		0.018		0.103		0.111		1,075,333,000		802,292,628		1.7%				0.111		14,351,645		3.3%

				WEIGHTED AVERAGE / TOTAL				$0.115		0.050		0.045		0.018		0.109		0.118		44,562,599,000		46,415,243,896		100.0%				0.114		439,597,836		100.0%		$   (0.0068)		0.108		$   (0.0068)		0.108

																																				(17)				(18)

																																		Total Unit Cost Estimates, Including Contingency =		0.111				0.111

		(1)		Docket No. R2001-1, PRC LR-2, Volume 4, "TYBR", page 3

		(2)		Docket No. R2001-1, PRC LR-4, "FCLETPRCFA.XLS", page 1

		(3)		Docket No. R2001-1, PRC LR-7, Page 2

		(4)		MC2002-2/USPS-T-3, Attachment A, pg. 2

		(5)		(2) + (3) + (4)

		(6)		(5) * (1 + inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(7)		Docket No. R2001, PRC, LR-4, FCM base year volumes from FCM letter model.

		(8)		Revenue, Pieces, and Weight (RPW) Report.

		(9)		(8) / [Sum (8)]

		(10)		Line Item (6), Weighted Average weighted by percentages in (12).

		(11)		CBCIS 2004 HSBC Volume Data

		(12)		(11) / [Sum (11)]

		(13)		(Manual Letter Returns Unit Cost * After Rates Statement Mail) * (Statement Mail Return Forecast - USPS FCM Avg. Return Rate) / After Rates Statement Mail

		(14)		(10) + (13)

		(15)		(Manual Letter Returns Unit Cost * After Rates Statement Mail) * (Statement Mail Return Forecast - USPS FCM Avg. Return Rate) / After Rates Statement Mail

		(16)		(10) + (15)

		(17)		(14) * Contingency Factor (Assumptions)

		(18)		(16) * Contingency Factor (Assumptions)
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Mktg unit cost

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 6

								DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX																				HSBC MAIL MIX

								(1)		(2)		(3)		(4)		(5)		(6)		(7)		(8)		(9)				(10)		(11)		(12)		(13)		(14)		(15)		(16)

																																		Current		Current		After Rates		After Rates

								TYBR 2003		TYBR  2003		TYBR  2003		TYBR  2003		TYBR  2003		FY 2005		BY 2000		FY 2003		FY 2003				TY 2005		FY 2004		FY 2004		Returns		w/Rets Adj		Returns		w/Rets Adj

								Total		Mail Proc		Delivery		Other		Total		Total		Mail		Mail		Mail				Total		Mail		Mail		Adjustment		Total		Adjustment		Total

								Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Volume		Volume		Volume				Unit Cost		Volume		Volume		Unit Cost		Unit Cost		Unit Cost		Unit Cost

		Rate Category						(Dollars)		(Dollars)		(Dollars)		(Dollars)		(Dollars)		Dollars		(Pieces)		(Pieces)		(Percent)				(Dollars)		(Pieces)		(Percent)		(Dollars)		(Dollars)		(Dollars)		(Dollars)

		FIRST-CLASS MAIL LETTERS

				Nonautomation Presort Letters						0.163		0.063		0.018		0.244		0.264		3,748,977,000		2,673,332,468		5.8%				0.264		61,007		0.1%

				Automation Presort Letters

						Automation Mixed AADC				0.055		0.045		0.018		0.118		0.128		2,504,846,824		2,820,696,002		6.1%				0.128		11,944,126		12.5%

						Automation AADC				0.046		0.044		0.018		0.107		0.116		2,680,656,176		2,636,650,800		5.7%				0.116		18,498,424		19.3%

						Automation 3-Digit				0.042		0.043		0.018		0.104		0.112		21,832,339,000		22,571,247,888		48.6%				0.112		59,695,294		62.4%

						Automation 5-Digit				0.032		0.041		0.018		0.091		0.098		12,720,447,000		14,911,024,110		32.1%				0.098		5,313,665		5.6%

						Automation Carrier Route				0.021		0.064		0.018		0.103		0.111		1,075,333,000		802,292,628		1.7%				0.111		173,399		0.2%

				WEIGHTED AVERAGE / TOTAL				$0.115		0.050		0.045		0.018		0.109		0.118		44,562,599,000		46,415,243,896		100.0%				0.114		95,685,915		100.0%		(0.0014)		0.113		0.0081		0.122

																																		0.02017833				0.01144441		(18)

																																		Total Unit Cost Estimates, Including Contingency =		0.116				0.126

		(1)		Docket No. R2001-1, PRC LR-2, Volume 4, "TYBR", page 3.

		(2)		Docket No. R2001-1, PRC LR-4, "FCLETPRCFA.XLS".

		(3)		Docket No. R2001-1, PRC LR-7, Page 2 .

		(4)		(1) - Weighted Average(2) - Weighted Average(3)

		(5)		(2) + (3) + (4)

		(6)		(5) * (1 + inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(7)		Docket No. R2001, PRC, LR-4, FCM base year volumes from FCM letter model.

		(8)		Revenue, Pieces, and Weight (RPW) Report.

		(9)		(8) / [Sum (8)]

		(10)		Line Item (6), Weighted Average weighted by percentages in (12).

		(11)		CBCIS 2004 HSBC Volume Data

		(12)		(11) / [Sum (11)]

		(13)		(Manual Letter Returns Unit Cost * After Rates Statement Mail) * (Statement Mail Return Forecast - USPS FCM Avg. Return Rate) / After Rates Statement Mail

		(14)		(10) + (13)

		(15)		((ACS Success Rate * Electronic Letter Returns Unit Cost + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost) * After Rates Statement Mail * (Statement Mail Return Forecast - USPS FCM Avg. Return Rate))) /

				After Rates Statement Mail - USPS FCM Avg. Return Rate * (Manual Letter Returns Unit Cost - Electronics Letter Returns Unit Cost) * ACS Success Rate

		(16)		(10) + (15)

		(17)		(14) * Contingency Factor (Assumptions)

		(18)		(16) * Contingency Factor (Assumptions)
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Disc&Exposure

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 7						Year 1		Year 2		Year 3

						Agreement Structure

								Year 1						Year 2						Year 3

								Threshold				Discount		Threshold				Discount		Threshold				Discount

								615,000,000		655,000,000		$   0.025		725,000,000		765,000,000		$   0.025		810,000,000		850,000,000		$   0.025

								655,000,000		675,000,000		$   0.030		765,000,000		785,000,000		$   0.030		850,000,000		870,000,000		$   0.030

								675,000,000		695,000,000		$   0.035		785,000,000		805,000,000		$   0.035		870,000,000		890,000,000		$   0.035

								695,000,000		715,000,000		$   0.040		805,000,000		825,000,000		$   0.040		890,000,000		910,000,000		$   0.040

								715,000,000		735,000,000		$   0.045		825,000,000		845,000,000		$   0.045		910,000,000		930,000,000		$   0.045

								735,000,000				$   0.050		845,000,000				$   0.050		930,000,000				$   0.050

		Discount on volume above threshold

		(1)		Before Rates Forecast				641,253,619		763,598,709		855,738,206

		(2)		After Rates Forecast				657,253,619		783,598,709		875,738,206

				Discount in first tier				$   1,000,000		$   1,000,000		$   1,000,000

				Discount in second tier				$   67,609		$   557,961		$   600,000

				Discount in third tier				$   -		$   -		$   200,837

				Discount in fourth tier				$   -		$   -		$   -

				Discount in fifth tier				$   -		$   -		$   -

				Discount in sixth tier				$   -		$   -		$   -

		(3)				Discount Earned		$   1,067,609		$   1,557,961		$   1,800,837

		Exposure on volume above threshold

		(4)		Threshold				615,000,000		725,000,000		810,000,000

		(5)		Before Rates Forecast				641,253,619		763,598,709		855,738,206

		(6)		Exposed Pieces				26,253,619		38,598,709		45,738,206

		(7)		After Rates Forecast				657,253,619		783,598,709		875,738,206

				Exposure in first tier				$   656,340		$   964,968		$   1,000,000

				Exposure in second tier				$   -		$   -		$   172,146

				Exposure in third tier				$   -		$   -		$   -

				Exposure in fourth tier				$   -		$   -		$   -

				Discount in fifth tier				$   -		$   -		$   -

				Discount in sixth tier				$   -		$   -		$   -

		(8)				Total Exposure		$   656,340		$   964,968		$   1,172,146

		(1)		Before Rates Total Volume (Volume calcs)

		(2)		After Rates Total Volume (Volume calcs)

		(3)		Sum of  discounts earned in first tier to sixth tier

		(4)		Agreement Structure Beginning Threshold

		(5)		(1)

		(6)		Before rates - Threshold: The number of total pieces on which Exposure occurs

		(7)		(2)

		(8)		Sum of Exposure in first tier to sixth tier
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UAA calcs

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 8						2001		2002		2003		Year 1		Year 2		Year 3

		Return Costs

				UAA Rate

		(1)				Statement mail								0.3%		0.3%		0.3%

		(2)				Marketing mail								4.75%		4.75%		4.75%

		Before Rates Forecast

		(3)				Statement mail								483,021,271		518,407,521		556,469,938

		(4)				Marketing mail								158,232,348		245,191,188		299,268,268

		Return Forecast

		(5)				Statement mail								1,449,064		1,555,223		1,669,410

		(6)				Marketing mail								7,516,037		11,646,581		14,215,243

		Return Costs

		(7)				Statement mail								$   179,104		$   199,915		$   223,176

		(8)				Marketing mail								$   928,982		$   1,497,098		$   1,900,376

		(9)				Total								$   1,108,086		$   1,697,013		$   2,123,552

		After Rates Return Costs

		(10)				Statement mail								$   179,104		$   199,915		$   223,176

		(11)				Marketing mail								$   2,488,037		$   4,009,588		$   5,089,662

		(12)				Total								$   2,667,141		$   4,209,503		$   5,312,838

		(13) Return Cost Savings												$   (1,559,055)		$   (2,512,490)		$   (3,189,286)

		(1)		Harvey (HSBC-T-1)

		(2)		Harvey (HSBC-T-1)

		(3)		Harvey (HSBC-T-1)

		(4)		Harvey (HSBC-T-1)

		(5)		(1) * (3)

		(6)		(2) * (4)

		(7)		(5) * (Manual Letter Returns Unit Cost * Contingency Factor)  (Assumptions)

		(8)		(6) * (Manual Letter Returns Unit Cost * Contingency Factor) (Assumptions)

		(9)		(7) + (8)

		(10)		(5) * (Manual Letter Returns Unit Cost * Contingency Factor) (Assumptions)

		(11)		((6) * ACS Success Rate * Electronic Letter Returns Unit Cost * Contingency Factor) +((1 - ACS Success Rate)

				* Manual Letter Returns Unit Cost * (6) * Contingency Factor)

		(12)		(10) + (11)

		(13)		(9) - (12)
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SM rev calcs

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 9

		(1) Standard Mail Regular Revenue per piece

		Mail Category						Revenue per piece		Volume		Weighted Avg.

				Mixed AADC Auto				$   0.214		7,219,345		1,543,496

				AADC Auto				$   0.206		20,311,073		4,177,988

				3-Digit Auto				$   0.188		182,672,355		34,305,868

				5-Digit Auto				$   0.169		101,052,532		17,057,667

				Basic Nonauto				$   0.253		1,197,363		302,813

				3/5 Digit Nonauto				$   0.227		469,903		106,621

						Total Volume				312,922,571		57,494,453

		Revenue per piece										$   0.184

		(2) Standard Mail ECR Revenue per piece

		Mail Category						Revenue per piece		Volume		Weighted Avg.

				Basic Nonauto Letters				$   0.172		20,947		3,607

				Basic Auto Letters				$   0.149		12,494,212		1,857,889

				Saturation Letters				$   0.126		-		-

						Total Volume				12,515,159		1,861,496

		Revenue per piece										$   0.149

		(3) Average Revenue per piece										$   0.182

		(1)		2004 Standard Mail Regular Billing Determinants

		(2)		2004 Standard Mail ECR Billing Determinants

		(3)		(Standard Mail Regular Revenue + Standard Mail ECR Revenue) /

				(Standard Mail Regular Total Volume + Standard Mail ECR Total Volume)
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SM cost calcs

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 10

		Standard Regular Unit Cost

								From Docket No. R2001-1																				HSBC

								TYBR 2003		TYBR 2003		TYBR 2003		TYBR 2003		TYBR 2003		FY 2005		BY 2000		FY 2003		FY 2003				TY 2005		FY 2004		FY 2004

								Total		Mail Proc		Delivery		Other		Total		Total		Mail		Mail		Mail				Total		Mail		Mail

								Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Unit Cost		Volume		Volume		Volume				Unit Cost		Volume		Volume

								(Dollars)		(Dollars)		(Dollars)		(Dollars)		(Dollars)		(Dollars)		(Pieces)		(Pieces)		(Percent)				(Dollars)		(Pieces)		(Percent)

								(1)		(2)		(3)		(4)		(5)		(6)		(7)		(8)		(9)				(10)		(11)		(12)

				LETTERS

						Nonauto Basic				0.130		0.042		0.01		0.18		0.19		1,322,401,662		1,411,242,831		3.2%				0.19		1,197,363		0.4%

						Nonauto 3/5-Digit				0.121		0.044		0.01		0.17		0.19		4,476,247,838		2,481,782,907		5.7%				0.19		469,903		0.2%

						Auto Mixed AADC				0.050		0.039		0.01		0.10		0.10		2,354,963,527		2,687,599,740		6.1%				0.10		7,219,345		2.3%

						Auto AADC				0.043		0.038		0.01		0.09		0.09		2,875,476,520		2,848,635,910		6.5%				0.09		20,311,073		6.5%

						Auto 3-digit				0.040		0.038		0.01		0.08		0.09		15,600,801,986		17,815,958,778		40.6%				0.09		182,672,355		58.4%

						Auto 5-digit				0.031		0.037		0.01		0.07		0.08		11,222,413,732		16,604,952,264		37.9%				0.08		101,052,532		32.3%

						Total/average		0.096		0.05		0.04		0.01		0.09		0.10		37,852,305,265		43,850,172,430		100.0%				0.09		312,922,571		100.0%

						Company average letter cost				$   0.089		(13)

						Company average letter cost, Including Contingency				$   0.092		(14)

		Standard ECR Unit Cost

								TYBR

								Unit Costs

						Total ECR letter unit cost		0.072		(15)

						Total ECR letter delivery unit cost		0.054		(16)

								TY 2005		FY 2004		FY 2004

								Delivery		Mail		Mail

								Unit Costs		Volume		Volume

								(17)		(18)		(19)

						ECR Basic Auto Letters		0.050		12,494,212		99.8%

						ECR Basic Letters		0.069		20,947		0.2%

								0.051		0		0.0%

						ECR Saturation Letters		0.036		0		0.0%

						Total				12,515,159

						Company Average letter ECR Unit Delivery Cost						0.050		(20)

						Company Delivery Cost Adjustment						-0.004		(21)

						Company ECR total letter unit cost						0.068		(22)

						Company ECR total letter unit cost, Including Contingency						0.070		(23)

				Average Cost per piece								0.0910		(24)

		(1)		Docket No. R2001-1, LR-J-58, LR58AREG.xls, total unit letter costs

		(2)		Docket R2001-1, LR-J-60 Revised 11/15/01

		(3)		Docket R2001-1, LR-J-60 Revised 11/15/01

		(4)		(1) - average from (2) - average from (3)

		(5)		(2) + (3) + (4)

		(6)		(5) * (1 + inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(7)		Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.

		(8)		Revenue, Pieces, and Weight (RPW) Report.

		(9)		Each row in (8) divided by total in (8)

		(10)		(6)

		(11)		CBCIS 2004 HSBC Volume Data

		(12)		Each row in column (11) divided by total in column (11)

		(13)		Weighted average costs calculated by multiplying column (10) by column (12)

		(14)		(13) * Contigency Factor (Assumptions)

		(15)		Docket No. R2001-1, LR-J-58, LR58AECR.xls, total TY2003 ECR unit letter costs * (1 + inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(16)		Docket No. R2001-1, LR-J-58, LR58AECR.xls, sum of TY2003 ECR unit letter delivery costs

				(Cost segments 6, 7 and 10)  * (1 + inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(17)		Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs  *(1 +  inflation cost adjustment factor) * (1 + inflation cost adjustment factor)

		(18)		CBCIS 2004 HSBC Volume Data

		(19)		Percent of volume in each row of (18) divided by total in (18)

		(20)		Weighted average of the unit costs in (17) weighted by the volume percents in (19)

		(21)		(20) - (16)

		(22)		(15) + (21)

		(23)		(22) * Contingency Factor (Assumptions)

		(24)		((14 * 11) + (23 * 18)) / (11 + 18)
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Contrib inputs

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement								(14)		(15)

		Appendix A, page 11						Year 1		Year 2		Year 3

		First Class Letter

		(1)		Avg Revenue First-Class Operational Letters				0.292		0.292		0.292

		(2)		Avg Revenue First-Class Marketing Letters				0.295		0.295		0.295

		(3)		First-Class Operational Letter cost per Piece Before Rates				0.111		0.115		0.120

		(4)		First-Class Operational Letter cost per Piece After Rates				0.111		0.115		0.120

		(5)		First-Class Operational Letter avg. Contribution Before Rates				0.181		0.177		0.172

		(6)		First-Class Operational Letter avg. Contribution After Rates				0.181		0.177		0.172

		(7)		First-Class Marketing Letter cost per Piece Before Rates				0.116		0.121		0.125

		(8)		First-Class Marketing Letter cost per Piece After Rates				0.126		0.131		0.136

		(9)		First-Class Marketing Letter avg. Contribution Before Rates				0.179		0.174		0.170

		(10)		First-Class Marketing Letter avg. Contribution After Rates				0.169		0.164		0.159

		Standard Mail

		(11)		Standard Revenue per Piece				0.182		0.182		0.182

		(12)		Standard Cost per Piece				0.091		0.095		0.098

		(13)		Standard Mail Contribution per Piece				0.091		0.088		0.084

		(1)		Revenue per piece (Ops unit rev)

		(2)		Revenue per piece (Mktg unit rev)

		(3)		Current Total Unit Cost Estimates, Including Contingency (Stmt unit cost)

		(4)		After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)

		(5)		(1) - (3)

		(6)		(1) - (4)

		(7)		CurrentTotal Unit Cost Estimates, Including Contingency (Mktg unit cost)

		(8)		After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)

		(9)		(2) - (7)

		(10)		(2) - (8)

		(11)		Average Revenue per Piece (SM rev calcs)

		(12)		Average Cost per Piece (SM cost calcs)

		(13)		(11) - (12)

		(14)		Year 1 * Inflation cost adjustment factor Year 2 (Assumptions)

		(15)		Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)
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USPS value

		HSBC North America Holdings Inc. Model

		Negotiated Service Agreement

		Appendix A, page 12						Year 1		Year 2		Year 3		Total

		ACS Savings

		(1)				Statement Mail		$   - 0		$   - 0		$   - 0		-

		(2)				Marketing Mail Letter		$   (1,559,055)		$   (2,512,490)		$   (3,189,286)		(7,260,831)

		Contribution from New Volume

		(3)				Statement Mail		$   - 0		$   - 0		$   - 0		-

		(4)				Marketing Mail Letter		$   1,245,336		$   1,528,773		$   1,499,761		4,273,869

		(5) Total Exposure						$   656,340		$   964,968		$   1,172,146		2,793,454

		(6) Total Incremental Discounts						$   411,268		$   592,994		$   628,691		1,632,953

		(7) Total USPS Value						$   (1,381,328)		$   (2,541,678)		$   (3,490,363)		(7,413,369)

		(1)		Statement Mail Return Costs - Statement Mail After Rates Return Costs (UAA calcs)

		(2)		Marketing Mail Return Costs - Marketing Mail After Rates Return Costs (UAA calcs)

		(3)		(Statement Mail After Rates - Statement Mail Before Rates) * FCM Statement Letter avg. Contribution After Rates

		(4)		Conversion Rate * (Marketing Mail After Rates - Marketing Mail Before Rates) *

				(FCM Marketing Letter avg. Contribution After Rates - Standard Mail Contribution per Piece) +

				(1 - Conversion Rate) * (Marketing Mail After Rates - Marketing Mail Before Rates) * FCM Marketing Letter avg. Contribution After Rates

		(5)		Total Leakage (Disc&Leak)

		(6)		Discount Earned - Total Leakage (Disc&Leak)

		(7)		(1) + (2) + (3) + (4) - (5) - (6)
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