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OCA/USPS-T1-34. Please refer to your response to OCA/USPS-T1-17. As posed,

OCA/USPS-T1-17 referred to your testimony at page 12, lines 14-17, where it states:
To the extent that the after-rates volume forecasts underestimate Bradford
Group’s volume response to the price incentives, the benefits to the Postal
Service will exceed those presented in this case.

OCA/USPS-T1-17 also posed the following question:

Please confirm that to the extent any of the Bradford Group’s volume
response is caused by non-price factors, the benefits to the Postal Service
will be less than those presented in this case. If you do not confirm,
please explain.

Your response stated:

Not confirmed. Given that non-price factors can have both negative and
positive effects on volume response, benefits to the Postal Service can be
less than or exceed those presented in this case.

a. Please confirm that non-price factors provide the same benefits to the Postal
Service regardless of discounts. If you do not confirm, please explain.

b. In your testimony at page 12, lines 14-17, please confirm you were referring to
the situation where the Bradford Group’s after-rates volume forecasts
underestimate Bradford Group’s volume response. If you do not confirm, please
explain.

C. Please confirm that where the Bradford Group’s after-rates volume forecasts
underestimate Bradford Group’s volume response, the Bradford Group’s actual
after-rates volumes will exceed the after-rates volume forecast. If you do not
confirm, please explain.

d. Please confirm that in response to the price incentives, if the Bradford Group’s

actual after-rates volumes exceed the after-rates volume forecast, the Bradford
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Group will earn discounts that exceed the estimated amount of discounts
presented in your testimony. If you do not confirm, please explain.

e. Please confirm that in response to the price incentives, if the Bradford Group’s
actual after-rates volumes exceed the after-rates volume forecast, the benefits to
the Postal Service will exceed the benefits presented in your testimony. If you do
not confirm, please explain.

f. Please confirm that in response to non-price factors, one possible response is
that the Bradford Group’s actual after-rates volumes exceed the after-rates
volume forecast presented in your testimony. If you do not confirm, please
explain.

g. Please confirm that in response to non-price factors, if the Bradford Group’s
actual after-rates volumes exceed the after-rates volume forecast, the benefits to
the Postal Service will be less than the benefits presented in your testimony. If

you do not confirm, please explain.

OCA/USPS-T1-35. Please refer to your response to OCA/USPS-T1-18(b), which states
“the provision for termination upon 30 days’ notice in the contract provides a
disincentive for any potential NSA partner to overestimate their Before-Rates volume
forecasts, thereby reducing the risk of discount exposure to the Postal Service.”

a. Please confirm that the Bradford Group is an NSA partner of the Postal Service.

If you do not confirm, please explain.
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Please confirm that the Bradford Group is an NSA partner of the Postal Service
because it has a signed negotiated service agreement (contract) with the Postal
Service (see Request, Attachment F). If you do not confirm, please explain.
Please confirm that the phrase “potential NSA partner” refers to any mailer that
does not have a signed negotiated service agreement (contract) with the Postal
Service. If you do not confirm, please explain.

Please confirm that at the time the Bradford Group and Postal Service signed the
negotiated service agreement (see Request, Attachment F), the Bradford
Group’s Before-Rates forecast volume (see Appendix A, Page 2) was known to
the Postal Service. If you do not confirm, please explain.

Please confirm that at the time the Bradford Group and Postal Service signed the
negotiated service agreement (see Request, Attachment F), the “discount
exposure” to the Postal Service resulting from the Bradford Group’s Before-Rates
forecast volume (see Appendix A, Page 2) was known to the Postal Service. If
you do not confirm, please explain.

Please confirm that at the time the Bradford Group and Postal Service signed the
negotiated service agreement (see Request, Attachment F), the Bradford
Group’s After-Rates forecast volume (see Appendix A, Page 2) was known to the
Postal Service. If you do not confirm, please explain.

Assume the Bradford Group NSA is recommended by the Commission and
implemented by the Postal Service as proposed in its Request, please identify

any event that would cause the Postal Service to exercise its unconditional right
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to terminate the agreement, and explain how such exercise will “reduce| ] the risk

of discount exposure” during the three year term of the agreement.

OCA/USPS-T1-36. Please refer to your response to OCA/USPS-T1-33(a)-(b), and to
your testimony, Appendix C, Table 1, entitled Value to Volume Sensitivity Matrix Based
on Year 1, a portion of which, showing only the “Before Rates Letter Volume” row of

146.5 million, is reproduced below.

Appendix C
Value to Volume Sensitivity Matrix
Based on Year 1

Table 1:
After Rates Letter Volume
YElmES 154.0 161.3 164.6 168.0 176.4 184.8 195.0
(millions)
% Change  (8.3%) (4.0%) (2.0%) 0.0% 5.0% 10.0% 17.3%
Before
Rates 146.5 00%|$ 09|$ 15[$ 17| 19| 24|3% 29|% 35
Letter
Volume
a. Please confirm that the table above accurately displays the row and column

headings and the estimated total USPS value (in millions) for the selected row
extracted from Appendix C, Table 1. If you do not confirm, please explain.
Also, please refer to the following table entitled “OCA Exhibit 1, Value to Volume
Sensitivity Analysis Assuming After-Rates Letter Volume Caused by Non-Price
Factors,” and the accompanying electronic Excel file “OCA Exh1l_App C_Analysis.”
b. In the row, “%Change,” showing the total percentage change in actual After
Rates Letter Volume of (8.3%), (4.0%), (2.0%), 0.0%, 5.0%, 10.0%, and 16.0%,

assume that the total percentage change is caused by non-price factors, rather
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than the price incentives of the NSA. Please confirm that the estimated total

USPS value is shown in the table below: If you do not confirm, please explain,

show all calculations in electronic form that supports your explanation, and

provide citations to all sources.

OCA Exhibit 1
Value to Volume Sensitivity Matrix
Assuming After Rates Letter Volume Caused by Non-Price Factors
Based on Year 1

After Rates Letter Volume

VOGS 154.0 161.3 164.6 168.0 176.4 184.8 195.0
(millions)
% Change _ (8.3%) (4.0%) (2.0%) 0.0% 5.0% 10.0% 16.1%
Before
Rates
e 1465 0.0% | $ 289,737 | $ 159,137 | $ 91,937 | $ 19,737 00,26 439,26 45,26

Volume




Bradford Group

Negotiated Service Agreement
Appendix A, page 1 Year 1 Year 2

1)

(2)

(1)
(2)

Letter Inflation cost adjustment factor 2.06%
Flat Inflation cost adjustment factor 2.06%
Contingency Factor 1.01

Global Insight April 2007 Macro Forecast.
Docket No.R2006-1, USPS-T-6, p. 62.

Bradford Group

Assumpt NSA Model

1.94%
1.94%

7/24/07



Bradford Group

Negotiated Service Agreement

Appendix A, page 2 FY 2004 FY 2005 FY 2006
| Volume calculations (1) | Forecast Volumes (2) |
Before Rates (BR)
Standard Mail (SM) Letters 177,622,695 189,048,495 169,496,701 146,500,000 147,600,000 147,000,000
Standard Mail (SM) Flats 50,687,755 52,562,984 56,942,096 53,500,000 54,400,000 57,000,000
Total 228,310,450 241,611,479 226,438,797 200,000,000 202,000,000 204,000,000

After Rates (AR)

SM Letters 177,622,695 189,048,495 169,496,701 168,000,000 167,000,000 167,000,000
SM Flats 50,687,755 52,562,984 56,942,096 58,000,000 58,000,000 60,000,000
Total 228,310,450 241,611,479 226,438,797 226,000,000 225,000,000 227,000,000

(1) Bradford Group Billing Determinants (CBCIS)

(2) Docket No. MC2007-3, Bradford T-2, p9 Assumed Actual After-Rates Letter Volume

-8.33% 91.67% 154,000,000
-4.00% 96.00% 161,280,000
-2.00% 98.00% 164,640,000

0.00% 100.00% 168,000,000

5.00% 105.00% 176,400,000
10.00% 110.00% 184,800,000
16.07% 116.07% 195,000,000

Bradford Group
Vol NSA Model 7124/07



Bradford Group

Negotiated Service Agreement
Appendix A, page 3

Standard Mail Regular Letter Unit Revenue

Mail Category Revenue per piece (1) Volume (2) Revenue (3)
Auto Mixed AADC $ 0.206 2,612,557 $ 539,232
Auto AADC $ 0.199 20,294,032 $ 4,044,601
Auto 3-digit $ 0.189 139,788,663 $ 26,420,057
Auto 5-digit $ 0.172 6,801,448 $ 1,169,169

Total 169,496,701 $ 32,173,059

Unit Revenue @] 3 0.190 |

(1) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories, at R2006-1 prices (see Appendix B)
(2) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories (see Appendix B)

(3) (5)*(6)
(4) Bradford Group Standard Mail Regular Letter Unit Revenue / Standard Mail Regular Letter Total Volume

Bradford Group
SML rev NSA Model

7/24/07
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Negotiated Service Agreement
Appendix A, page 4

Standard Mail Regular Letter Unit Cost

TYAR 2008 Unit
Total Mail Mail Letter Cost
Unit Cost Volume Volume w/Contingency
(Dollars) (Pieces) (Percent) (Dollars)
1) 3 4 ()
Mail Category
Auto Mixed AADC 0.120 2,612,557 1.5%
Auto AADC 0.106 20,294,032 12.0%
Auto 3-digit 0.100 139,788,663 82.5%
Auto 5-digit 0.085 6,801,448 4.0%
)
Total/average 0.101 169,496,701 100.0% | $ 0.102 |

(1) Postal rate Commission (PRC) PRC-LR-22 April 27 2007 (Changed to reflect volume shift of Carrier route volume from ECR to Regular 5-digit Pre
FinAdj2008-PRC-PRCREM1 (Adjusted using full piggybacks instead of finial adjustment piggyback.)

2 O*4

(3) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories (see Appendix B)

(4) Each row in (3) divided by total in (3)

(5) Total Unit Cost (2) x Contingency Factor [Assumptions]

Bradford Group
SML cost NSA Model 7124107



Bradford Group

Negotiated Service Agreement
Appendix A, page 5

Standard Mail Regular Flat Unit Revenue

Mail Category Revenue per piece (1) Volume (2) Revenue (3)
Nonautomation
Mixed ADC $ 0.550 4,266 2,346
AADC $ 0.496 89,931 44,617
3-digit $ 0.417 223,475 93,185
5-digit $ 0.350 11,886 4,159
Automation
Mixed ADC $ 0.476 1,194 569
AADC $ 0.426 15,468 6,582
3-digit $ 0.378 17,706,190 6,696,203
5-digit $ 0.319 977,047 311,964
Total 19,029,456 $ 7,159,625
Unit Revenue | $ 0.376 |
Standard Mail ECR Flat Unit Revenue
Mail Category
Revenue per piece Volume Revenue
Basic $ 0.231 37,912,640 8,760,220
Total 37,912,640 8,760,220
Unit Revenue | $ 0.231 |
Average Unit Revenue (4)| $ 0.280 |

(1) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories,
at R2006-1 prices (see Appendix B)

(2) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories
(see Appendix B)

3 M)*@

(4) (Standard Mail Regular Non-letter Unit Revenue + Standard Mail ECR Non-letter Unit Revenue) /
(Standard Mail Regular Non-letter Total Volume + Standard Mail ECR Non-letter Total Volume)

Bradford Group

SMF rev NSA Model

7/24/07



Bradford Group

Negotiated Service Agreement

Appendix A, page 6

Standard Mail Regular Flat Unit Cost

TYAR 2008
Total
Unit Cost
(Dollars)
@)
Mail Category
Nonautomation
Mixed ADC 0.4047
AADC 0.4047
3-digit 0.3055
5-digit 0.3055
Automation
Mixed ADC 0.3985
AADC 0.3985
3-digit 0.2914
5-digit 0.2914
Total/average 0.292

Standard Mail ECR Flat Unit Cost

TYAR 2008

Total
Unit Cost
(Dollars)

(5)
Mail Category
Basic Nonletters 0.122

Total/Average 0.122

Mail
Volume
(Pieces)

)

4,266
89,931
223,475
11,886

1,194
15,468
17,706,190
977,047

19,029,456

Mail
Volume
(Pieces)

(6)
37,912,640

37,912,640

(1) Postal rate Commission (PRC) PRC-LR-22 April 27 2007
(Changed to reflect volume shift of Carrier route volume from ECR to Regular 5-digit Presort)
FinAdj2008-PRC-PRCREM1 (Adjusted using full piggybacks instead of finial adjustment piggyback.)

(2) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories (see Appendix

(3) Each rowin (2) divided by total in (2)

(4) Total Unit Cost (1) x Contingency Factor [Assumptions]

(5) Postal rate Commission (PRC) PRC-LR-22 April 27 2007
(Changed to reflect volume shift of Carrier route volume from ECR to Regular 5-digit Presort)
FinAdj2008-PRC-PRCREM1 (Adjusted using full piggybacks instead of finial adjustment piggyback.)

(6) Bradford Group Billing Determinants 4/2006-3/2007, adjusted to after-rates rate categories (see Appendix

(7) Each rowin (6) divided by total in (6)

(8) Total Unit Cost (5) x Contingency Factor [Assumptions]

9) ((2)x(4) + (8)x(6)) / ((2) + (6))

SMF cost

Bradford Group
NSA Model

Unit
Mail Letter Cost
Volume w/Contingency
(Percent) (Dollars)
3) 4)
0.0%
0.5%
1.2%
0.1%
0.0%
0.1%
93.0%
5.1%
100.0% |$ 0.295 |
Unit
Mail Letter Cost
Volume w/Contingency
(Percent) (Dollars)
(7 (8)
100.0%
100.0% |$ 0.123 |
1% 0.180

7/24/07



Bradford Group

Negotiated Service Agreement
Appendix A, page 7

Agreement Structure

Year 1 Year 2 Year 3
Threshold Discount Threshold Discount Threshold Discount
147,000,000 | 157,000,000 | $ 0.015 | 147,000,000 | 157,000,000 | $ 0.015 | 147,000,000 | 157,000,000 | $ 0.015
157,000,001 [ 167,000,000 | $ 0.020 | 157,000,001 | 167,000,000 | $ 0.020 | 157,000,001 | 167,000,000 | $ 0.020
167,000,001 | 177,000,000 | $ 0.025 | 167,000,001 | 177,000,000 | $ 0.025 | 167,000,001 | 177,000,000 | $ 0.025
177,000,001 | 183,000,000 | $ 0.030 | 177,000,001 | 183,000,000 | $ 0.030 | 177,000,001 | 183,000,000 | $ 0.030
Discount on volume above threshold
(1) Before Rates Forecast 146,500,000 147,600,000 147,000,000
(2) After Rates Forecast 168,000,000 167,000,000 167,000,000
(3) Discount in first tier $ 150,000 $ 150,000 $ 150,000
Discount in second tier $ 200,000 $ 200,000 $ 200,000
Discount in third tier $ 25,000 $ - $ -
Discount in fourth tier $ - % - 3 -
(4) Discount Earned $ 375,000 $ 350,000 $ 350,000
Exposure on volume above threshold
(5) Threshold 147,000,000 147,000,000 147,000,000
(6) Before Rates Forecast 146,500,000 147,600,000 147,000,000
(7) Exposed Pieces - 600,000 -
(8) After Rates Forecast 168,000,000 167,000,000 167,000,000
(9) Discount Exposure in first tier $ - % 9,000 $ -
Discount Exposure in second tier ~ $ - $ - $ -
Discount Exposure in third tier $ - % - $ -
Discount Exposure in fourth tier $ - $ - $ -
(10) Total Exposure $ - % 9,000 $ -

)
@
©)
4
®)
(6)
Q)
®)
9)
(10)

Before Rates Total Letter Volume [Vol]
After Rates Total Letter Volume [Vol]

Discount Earned on volume above negotiated threshold [see rate chart above]

Sum of discounts earned in first tier to

fourth tier

Agreement Structure Beginning Threshold

()

If the Before Rates Forecast volume (6) is greater than the Threshold volume (5), then the total pieces represent the volume on which Discount Exposure occurs

2

Exposure on volume above negotiated threshold [see rate chart above]
Sum of Exposure in first tier to fourth tier

Ltr d&e

Bradford Group
NSA Model
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Negotiated Service Agreement
Appendix A, page 8

Agreement Structure

Year 1 Year 2 Year 3
Threshold Discount Threshold Discount Threshold Discount
53,500,000 [ 55,500,000 | $ 0.010 ] 54,500,000 | 56,500,000 | $ 0.010 ] 57,000,000 | 59,000,000 | $ 0.010
55,500,001 | 57,500,000 | $ 0.012 | 56,500,001 [ 58,500,000 | $ 0.012 | 59,000,001 [ 61,000,000 | $ 0.012
57,500,001 [ 59,500,000 | $ 0.015 ] 58,500,001 | 60,500,000 | $ 0.015] 61,000,001 | 63,000,000 | $ 0.015
59,500,001 | 61,500,000 | $ 0.020 | 60,500,001 [ 62,500,000 | $ 0.020 | 63,000,001 [ 65,000,000 | $ 0.020

Discount on volume above threshold

(1) Before Rates Forecast 53,500,000 54,400,000 57,000,000
(2) After Rates Forecast 58,000,000 58,000,000 60,000,000
(3) Discount in first tier $ 20,000 $ 20,000 $ 20,000
Discount in second tier $ 24,000 $ 18,000 $ 12,000
Discount in third tier $ 7,500 $ - $ -
Discount in fourth tier $ - $ - 3 -
(4) Discount Earned $ 51500 $ 38,000 $ 32,000
Exposure on volume above threshold
(5) Threshold 53,500,000 54,500,000 57,000,000
(6) Before Rates Forecast 53,500,000 54,400,000 57,000,000
(7) Exposed Pieces - - -
(8) After Rates Forecast 58,000,000 58,000,000 60,000,000
(9) Discount Exposure in first tier $ - % - $ -
Discount Exposure in second tier $ - $ - $ -
Discount Exposure in third tier $ - % - $ -
Discount Exposure in fourth tier $ - $ - $ -
(10) Total Exposure $ - % - $ -

(1) Before Rates Total Letter Volume [Vol]

(2) After Rates Total Letter Volume [Vol]

(3) Discount Earned on volume above negotiated threshold [see rate chart above]

(4) Sum of discounts earned in first tier to fourth tier

(5) Agreement Structure Beginning Threshold

6 @

(7) If the Before Rates Forecast volume (6) is greater than the Threshold volume (5), then the total pieces represent the volume on which Discount Exposure occurs
® @

(9) Exposure on volume above negotiated threshold [see rate chart above]

(10) Sum of Exposure in first tier to fourth tier

Bradford Group
flt d&e NSA Model 7/24/07



Bradford Group

Negotiated Service Agreement (7 (8)
Appendix A, page 9 Year 1 Year 2 Year 3

Standard Mail Letters

(1) SM Letters Unit Revenue 0.190 0.194 0.197
(2) SM Letters Unit Cost 0.102 0.104 0.106
(3) SM Letters Unit Contribution 0.088 0.090 0.092
Standard Mail Non-letters

(4) SM Non-letter Unit Revenue 0.280 0.285 0.291
(5) SM Non-letter Unit Cost 0.180 0.184 0.188
(6) SM Non-letter Unit Contribution 0.099 0.101 0.103

(1) Bradford Group Average Unit Revenue [SML rev]

(2) Bradford Group Average Unit Cost [SML cost]

e @1-©

(4) Bradford Group Average Unit Revenue [SMF rev]

(5) Bradford Group Average Unit Cost [SMF cost]

6 4)-05)

(7) Year1*(1+ Inflation cost adjustment factor Year 2) [Assumpt]
(8) Year2* (1 + Inflation cost adjustment factor Year 3) [Assumpt]

Bradford Group
Contrib NSA Model 7124107
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Negotiated Service Agreement
Appendix A, page 10

(1)
)

(3)
(4)

(5)
(6)

(7)

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

Value

Assumed Actual After-Rates Letter Volume
Contribution from new Standard Mail letters
Contribution from new Standard Mail flats

Total Exposure - Letters
Total Incremental Discounts - Letters

Total Exposure - Flats
Total Incremental Discounts - Flats

Total USPS Value

Assumes NO increase in contribution because increase/decrease in Standard Malil letters is caused by non-price factors.
(AR Flat Volume - BR Flat Volume) [Vol] * Flats Unit Contribution [Contrib]

Total Exposure [Ltr d&e]
Total Discounts - Total Expsosure [Ltr d&e]
Total Exposure [flt d&e]
Total Discounts - Total Expsosure [flt d&e]

W+)-3)-4)-0G)-(®)

168,000,000

$ = $ 1,742,660 $ 1,831,409 3,574,069
$ 446,237 % 364,343 $ 309,510 1,120,090
$ - $ 9,000 $ - 9,000
$ 375,000 $ 341,000 $ 350,000 1,066,000
$ - $ - $ - -

$ 51,500 $ 38,000 $ 32,000 121,500
$ 19,737 $ 1,719,003 $ 1,758,919 3,497,659

Bradford Group
NSA Model 7/24/07



OCA Exhibit 1
Value to Volume Sensitivity Matrix
Assuming After Rates Letter Volume Caused by Non-Price Factors
Based on Year 1

After Rates Letter Volume

VelltimEs 154.0 161.3 164.6 168.0 176.4 184.8 195.0
(millions)
% Change _ (8.3%) (4.0%) (2.0%) 0.0% 5.0% 10.0% 16.1%
Before
Rates
Lt 146.5 00% | $ 289737 | $ 159,137 | $ 91,937 | $ 19,737 00,26 439,26 45.26

Volume




