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Estimation of Standard Mail Contribution Using Postal Service’s Demand Model[footnoteRef:1] [1:  These workpapers were originally filed with Commission Information Request No.1.  In Response, the Postal Service notes that the Commission did not include volume for standard non-profit mail in its workpapers.  These workpapers have been adjusted to account for the volumes and different own-price elasticities between Standard Regular and Standard Nonprofit.] 


Instead of the annual volume growth rates of -7 percent for Flats, and 4 percent for Letters that the Postal Service used, the Commission uses the Postal Service’s  Demand Analysis and Volume Forecast Model filed on January 2012 to obtain the annual volume growth rates for Flats and Letters. These annual volume growth rates are employed in Scenario 1a, and Scenario 1b of the Postal Service’s Standard Contribution Model (USPS-LR-R2013-1/7), to understand the potential differential contribution and revenue impacts of the proposed price increases for Flats and Letters.

Please refer to the attached Postal Service Demand Model, excel file ‘vf2012-md-PRC’, worksheets ‘Prices’ and ‘Forecast Vols.’ The following modifications are made to the Postal Service’s Demand Model to estimate the annual volume growth rates for Flats and Letters:
· First, Postal Service proposed percent price increases for Flats and Letters are applied to the 2011 4th Quarter prices of Flats and Letters to obtain the corresponding after rate prices for 2012 (see worksheet ‘Prices’ in excel file vf2012-md-PRC). For Scenario 1a, Postal Service proposed price increases of 2.57% for Flats and 2.722% for Letters are applied. For Scenario 1b, price increases of 4.57% for Flats and 2.229% for Letters as used by the Postal Service are applied. 
· [bookmark: OLE_LINK1]Second, the after rate prices for Flats and Letters are applied to obtain the corresponding quarterly mail volumes for 2012 (see worksheet ‘Forecast Vols’ in excel file vf2012-md-PRC). These quarterly volume forecasts incorporate the effect of the price increases, and other non-rate factors included in the Postal Service Demand Model. 
· Third, the sum of the quarterly volume forecasts provide the annual volume forecast (see worksheet ‘Forecast Vols’ in excel file vf2012-md-PRC).
· Fourth, annual volume growth rates are calculated for Flats and Letters using forecasted 2012 volume over the 2011 volume (see worksheet ‘Forecast Vols’ in excel file vf2012-md-PRC).
· Finally, these volume growth rates are used to calculate the differential contribution impacts of Standard Mail Flats and Letters that are provided in attached excel file ‘Standard Mail Contribution Model_PRC’, worksheet Scenario 1a, and worksheet Scenario 1b. 
