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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS AYUB
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-30. Please refer to your response to OCA/USPS-T1-5.

(@)

(b)

(©)

(d)

Please confirm that there are exogenous factors that can affect the Before
Rates (BR) volumes of marketing mail. If you do not confirm, please
explain.

Please confirm that there are exogenous factors that can affect the AR
volumes of marketing mail. If you do not confirm, please explain.

If your response to parts (a) and (b) of this interrogatory is in the
affirmative, please identify and describe such exogenous factors.

In your response to OCA/USPS-T1-5(a) you state:

The list of exogenous factors that could increase or decrease
statement/operations mail is endless but as described in part (b) the
Postal Service believes the threshold adjustment mechanism addresses
these variables.

Please identify and explain the specific adjustment mechanism of the Discover
NSA and proposed DMCS that explicitly recognizes and attempts to address the
existence of exogenous variables as they relate to future marketing mail
volumes.

RESPSONSE:

(a) Confirmed that Discover has provided a forecast that they believe

represents the best available future volume projection, based on available
data. The effect of any exogenous factors on Before Rates volume
forecasts would have the same effect on After Rates volume forecasts

(prior to consideration of the price incentives).

(b) Confirmed that the any exogenous factor (not including the price

incentives) that affects the After Rates volume forecast will also affect the

Before Rates volume forecast.

(c) There are a variety of macro and micro economic factors that affect a

company’s decision making process in developing their mailing strategies.



RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS AYUB
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

These variables include factors such as interest rates, delinquency rates,
response rates, competitive landscapes, company growth strategies, and
production costs.

(d) It is not clear that any exogenous factors, including those listed in
response to part (c), pose a risk to the success of the NSA. The relevant
risks arise, not from the possibility that Before Rates volumes will be
higher or lower than projected, or that After Rates volumes will be higher
or lower than projected, but from the possibilities that the differential
between After Rates and Before Rates volumes will be smaller than
projected. The issue of Before Rates volumes being lower than projected
is mitigated by the ACS cost savings. If Before Rates volumes are higher
than projected, it is probable that the exposure (or "discount leakage™) was
underestimated. However, by that same token, the projected ACS cost

saving will also have been underestimated. Please see OCA/USPS-T1-6.



RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS AYUB
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-31. Please refer to your response to OCA/USPS-T1-6(b).
Please provide and explain the Excel spreadsheets used to derive the table
included with your response.

RESPONSE:

The table in my response to OCA/USPS-T1-6(b) provides an estimate of
the value of the NSA if the Before Rates forecast of marketing volume were to
change by the values presented in the column “% Change in Marketing Volume.”

For example, a -20% change indicates that marketing volume would base
all calculations on a Before Rates forecast of 124,800,000
({1-.20}*156,000,000}). In addition, it assumes that the After Rates marketing
mail volume shows no increase in response to the price incentives, which is the
absolute minimum value for the After Rates forecast. The chart also assumes
constant marketing volumes for all three years of the agreement.

Please see the following spreadsheets.



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 171,600,000 171,600,000 171,600,000
Total 518,000,000 529,000,000 451,000,000 466,600,000 461,600,000 456,600,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 171,600,000 171,600,000 171,600,000
518,000,000 529,000,000 451,000,000 466,600,000 462,600,000 458,600,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 466,600,000 461,600,000 456,600,000
(2) After Rates Forecast 466,600,000 462,600,000 458,600,000
Discount in first tier $ 750,000 $ 750,000 $ 750,000
Discount in second tier $ 900,000 $ 828,000 $ 708,000
Discount in third tier $ 56,000 $ - % -
Discount in fourth tier $ - % - $ -
Discount in fifth tier $ - $ - $ -
3) Discount Earned $ 1,706,000 $ 1,578,000 $ 1,458,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 466,600,000 461,600,000 456,600,000
(6) Exposed Pieces 61,600,000 56,600,000 51,600,000
(7) After Rates Forecast 466,600,000 462,600,000 458,600,000
Exposure in first tier $ 750,000 $ 750,000 $ 750,000
Exposure in second tier $ 900,000 $ 798,000 $ 648,000
Exposure in third tier $ 56,000 $ - % -
Exposure in fourth tier $ - % - $ -
Exposure in fifth tier $ - $ - $ -
8) Total Exposure $ 1,706,000 $ 1,548,000 $ 1,398,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 171,600,000 171,600,000 171,600,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 15,958,800 15,958,800 15,958,800
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $ 8,796,491 $ 9,148,350 $ 9,514,284
9) Total $ 9,284,303 $ 9,647,076 $10,024,016
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 5,974,975 $ 6,213,974 $ 6,462,533
(12) Total $ 6,462,787 $ 6,712,699 $ 6,972,265
(13) Return Cost Savings $ 2,821,516 $ 2,934,376 $ 3,051,752

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page 11 Year 2

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 2,821,516 $ 2,934,376 $ 3,051,752 8,807,644
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 1,706,000 $ 1,548,000 $ 1,398,000 4,652,000
(6) Total Incremental Discounts $ - $ 30,000 $ 60,000 90,000
(7) Total USPS Value $ 1,115516 $ 1,535,456 $ 1,942,856 4,593,827

(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) (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)) M+@)+@)+@4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 187,200,000 187,200,000 187,200,000
Total 518,000,000 529,000,000 451,000,000 482,200,000 477,200,000 472,200,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 187,200,000 187,200,000 187,200,000
518,000,000 529,000,000 451,000,000 482,200,000 478,200,000 474,200,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135
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Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 482,200,000 477,200,000 472,200,000
(2) After Rates Forecast 482,200,000 478,200,000 474,200,000
Discount in first tier $ 750,000 $ 750,000 $ 750,000
Discount in second tier $ 900,000 $ 900,000 $ 900,000
Discount in third tier $ 602,000 $ 462,000 $ 322,000
Discount in fourth tier $ - % - $ -
Discount in fifth tier $ - $ - $ -
3) Discount Earned $ 2,252,000 $ 2,112,000 $ 1,972,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 482,200,000 477,200,000 472,200,000
(6) Exposed Pieces 77,200,000 72,200,000 67,200,000
(7) After Rates Forecast 482,200,000 478,200,000 474,200,000
Exposure in first tier $ 750,000 $ 750,000 $ 750,000
Exposure in second tier $ 900,000 $ 900,000 $ 900,000
Exposure in third tier $ 602,000 $ 427,000 $ 252,000
Exposure in fourth tier $ - % - $ -
Exposure in fifth tier $ - $ - $ -
8) Total Exposure $ 2,252,000 $ 2,077,000 $ 1,902,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 187,200,000 187,200,000 187,200,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 17,409,600 17,409,600 17,409,600
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $ 9,596,172 $ 9,980,018 $10,379,219
9) Total $10,083,984 $10,478,744 $10,888,951
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 6,518,154 $ 6,778,880 $ 7,050,036
(12) Total $ 7,005966 $ 7,277,606 $ 7,559,768
(13) Return Cost Savings $ 3,078,017 $ 3,201,138 $ 3,329,183

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 11

ACS Savings

(1) Statement Mail $ - $ - $ - -
(2) Marketing Mail Letter $ 3,078,017 $ 3,201,138 $ 3,329,183 9,608,339
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 2,252,000 $ 2,077,000 $ 1,902,000 6,231,000
(6) Total Incremental Discounts $ - $ 35,000 $ 70,000 105,000
(7) Total USPS Value $ 826,017 $ 1,268,217 $ 1,706,288 3,800,522

(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) (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)) M+@)+@)+@4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 202,800,000 202,800,000 202,800,000
Total 518,000,000 529,000,000 451,000,000 497,800,000 492,800,000 487,800,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 202,800,000 202,800,000 202,800,000
518,000,000 529,000,000 451,000,000 497,800,000 493,800,000 489,800,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 497,800,000 492,800,000 487,800,000
(2) After Rates Forecast 497,800,000 493,800,000 489,800,000
Discount in first tier $ 750,000 $ 750,000 $ 750,000
Discount in second tier $ 900,000 $ 900,000 $ 900,000
Discount in third tier $ 875,000 $ 875,000 $ 868,000
Discount in fourth tier $ 312,000 $ 152,000 $ -
Discount in fifth tier $ - $ - $ -
3) Discount Earned $ 2,837,000 $ 2,677,000 $ 2,518,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 497,800,000 492,800,000 487,800,000
(6) Exposed Pieces 92,800,000 87,800,000 82,800,000
(7) After Rates Forecast 497,800,000 493,800,000 489,800,000
Exposure in first tier $ 750,000 $ 750,000 $ 750,000
Exposure in second tier $ 900,000 $ 900,000 $ 900,000
Exposure in third tier $ 875,000 $ 875,000 $ 798,000
Exposure in fourth tier $ 312,000 $ 112,000 $ -
Exposure in fifth tier $ - $ - $ -
8) Total Exposure $ 2,837,000 $ 2,637,000 $ 2,448,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 202,800,000 202,800,000 202,800,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 18,860,400 18,860,400 18,860,400
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $10,395,852 $10,811,687 $11,244,154
9) Total $10,883,664 $11,310,412 $11,753,886
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 7,061,334 $ 7,343,787 $ 7,637,539
(12) Total $ 7,549,146 $ 7,842,513 $ 8,147,271
(13) Return Cost Savings $ 3,334,519 $ 3,467,899 $ 3,606,615

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page 11 Year 2

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 3,334,519 $ 3,467,899 $ 3,606,615 10,409,034
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 2,837,000 $ 2,637,000 $ 2,448,000 7,922,000
(6) Total Incremental Discounts $ - $ 40,000 $ 70,000 110,000
(7) Total USPS Value $ 497,519 $ 969,979 $ 1,437,720 2,905,217

(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) (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)) M+@)+@)+@4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 234,000,000 234,000,000 234,000,000
Total 518,000,000 529,000,000 451,000,000 529,000,000 524,000,000 519,000,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 234,000,000 234,000,000 234,000,000
518,000,000 529,000,000 451,000,000 529,000,000 525,000,000 521,000,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135
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Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 529,000,000 524,000,000 519,000,000
(2) After Rates Forecast 529,000,000 525,000,000 521,000,000
Discount in first tier $ 750,000 $ 750,000 $ 750,000
Discount in second tier $ 900,000 $ 900,000 $ 900,000
Discount in third tier $ 875,000 $ 875,000 $ 875,000
Discount in fourth tier $ 1,000,000 $ 1,000,000 $ 1,000,000
Discount in fifth tier $ 630,000 $ 450,000 $ 270,000
3) Discount Earned $ 4,155,000 $ 3,975,000 $ 3,795,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 529,000,000 524,000,000 519,000,000
(6) Exposed Pieces 124,000,000 119,000,000 114,000,000
(7) After Rates Forecast 529,000,000 525,000,000 521,000,000
Exposure in first tier $ 750,000 $ 750,000 $ 750,000
Exposure in second tier $ 900,000 $ 900,000 $ 900,000
Exposure in third tier $ 875,000 $ 875,000 $ 875,000
Exposure in fourth tier $ 1,000,000 $ 1,000,000 $ 1,000,000
Exposure in fifth tier $ 630,000 $ 405,000 $ 180,000
8) Total Exposure $ 4,155,000 $ 3,930,000 $ 3,705,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 234,000,000 234,000,000 234,000,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 21,762,000 21,762,000 21,762,000
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $11,995,214 $12,475,023 $12,974,024
9) Total $12,483,026 $12,973,749 $13,483,756
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 8,147,693 $ 8,473,601 $ 8,812,545
(12) Total $ 8,635,505 $ 8,972,326 $ 9,322,277
(13) Return Cost Savings $ 3,847,522 $ 4,001,422 $ 4,161,479

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page 11 Year 2

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 3,847,522 $ 4,001,422 $ 4,161,479 12,010,423
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 4,155,000 $ 3,930,000 $ 3,705,000 11,790,000
(6) Total Incremental Discounts $ - $ 45,000 $ 90,000 135,000
(7) Total USPS Value $ (307,478) $ 205502 $ 715,584 613,607

(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) (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)) M+ +@)+(4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 273,000,000 273,000,000 273,000,000
Total 518,000,000 529,000,000 451,000,000 568,000,000 563,000,000 558,000,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 273,000,000 273,000,000 273,000,000
518,000,000 529,000,000 451,000,000 568,000,000 564,000,000 560,000,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 568,000,000 563,000,000 558,000,000
(2) After Rates Forecast 568,000,000 564,000,000 560,000,000
Discount in first tier $ 750,000 $ 750,000 $ 750,000
Discount in second tier $ 900,000 $ 900,000 $ 900,000
Discount in third tier $ 875,000 $ 875,000 $ 875,000
Discount in fourth tier $ 1,000,000 $ 1,000,000 $ 1,000,000
Discount in fifth tier $ 2,385,000 $ 2,205,000 $ 2,025,000
3) Discount Earned $ 5,910,000 $ 5,730,000 $ 5,550,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 568,000,000 563,000,000 558,000,000
(6) Exposed Pieces 163,000,000 158,000,000 153,000,000
(7) After Rates Forecast 568,000,000 564,000,000 560,000,000
Exposure in first tier $ 750,000 $ 750,000 $ 750,000
Exposure in second tier $ 900,000 $ 900,000 $ 900,000
Exposure in third tier $ 875,000 $ 875,000 $ 875,000
Exposure in fourth tier $ 1,000,000 $ 1,000,000 $ 1,000,000
Exposure in fifth tier $ 2,385,000 $ 2,160,000 $ 1,935,000
8) Total Exposure $ 5,910,000 $ 5,685,000 $ 5,460,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 273,000,000 273,000,000 273,000,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 25,389,000 25,389,000 25,389,000
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $13,994,417 $14,554,193 $15,136,361
9) Total $14,482,229 $15,052,919 $15,646,093
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 9,505,642 $ 9,885,867 $10,281,302
(12) Total $ 9,993,454 $10,384,593 $10,791,034
(13) Return Cost Savings $ 4,488,775 $ 4,668,326 $ 4,855,059

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page 11 Year 2

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 4,488,775 $ 4,668,326 $ 4,855,059 14,012,161

Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 5,910,000 $ 5,685,000 $ 5,460,000 17,055,000
(6) Total Incremental Discounts $ - $ 45,000 $ 90,000 135,000
(7) Total USPS Value $ (1,421,225) $ (882,594) $ (345,837) (2,649,656)

(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) (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)) M+ +@)+@4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 140,400,000 140,400,000 140,400,000
Total 518,000,000 529,000,000 451,000,000 435,400,000 430,400,000 425,400,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 140,400,000 140,400,000 140,400,000
518,000,000 529,000,000 451,000,000 435,400,000 431,400,000 427,400,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 435,400,000 430,400,000 425,400,000
(2) After Rates Forecast 435,400,000 431,400,000 427,400,000
Discount in first tier $ 750,000 $ 660,000 $ 560,000
Discount in second tier $ 12,000 $ - $ -
Discount in third tier $ - % - $ -
Discount in fourth tier $ - % - $ -
Discount in fifth tier $ - $ - $ -
3) Discount Earned $ 762,000 $ 660,000 $ 560,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 435,400,000 430,400,000 425,400,000
(6) Exposed Pieces 30,400,000 25,400,000 20,400,000
(7) After Rates Forecast 435,400,000 431,400,000 427,400,000
Exposure in first tier $ 750,000 $ 635,000 $ 510,000
Exposure in second tier $ 12,000 $ - % -
Exposure in third tier $ - % - $ -
Exposure in fourth tier $ - % - $ -
Exposure in fifth tier $ - $ - $ -
8) Total Exposure $ 762,000 $ 635,000 $ 510,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 140,400,000 140,400,000 140,400,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 13,057,200 13,057,200 13,057,200
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $ 7,197,129 $ 7,485,014 $ 7,784,414
9) Total $ 7,684,941 $ 7,983,740 $ 8,294,146

After Rates Return Costs

(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 4,888,616 $ 5,084,160 $ 5,287,527
(12) Total $ 5,376,428 $ 5,582,886 $ 5,797,259
(13) Return Cost Savings $ 2,308,513 $ 2,400,853 $ 2,496,888

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page 11 Year 2

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 2,308,513 $ 2,400,853 $ 2,496,888 7,206,254
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 762,000 $ 635000 $ 510,000 1,907,000
(6) Total Incremental Discounts $ - $ 25,000 $ 50,000 75,000
(7) Total USPS Value $ 1,546,513 $ 1,919,933 $ 2,285,992 5,752,438

(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) (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)) M+ +@)+(@4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



Discover model

Negotiated Service Agreement
Appendix A, page 1
Return Forecast

(1) Statement Mail (Stmt) 0.3% 0.3% 0.3%
(2) Marketing Mail (Mktg) 9.3% 9.3% 9.3%
(3) USPS FCM average return rates 1.23% 1.23% 1.23%
Unit cost assumptions

(4) Inflation cost adjustment factor 4.0% 4.0% 4.0%
(5) Manual Letter Returns Unit Cost $ 055 % 057 $ 0.60
(6) Electronic Letter Returns Unit Cost $ 034 % 036 $ 0.37
(7) Address Change Service (ACS) Success Rate 85.0% 85.0% 85.0%
(8) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0%
(9) Contingency Factor 1.03

(1) DFS MC 2004-4/ DFS-T-1 at pagel3
(2) DFS MC2004-4/DFS-T-1 at page 14

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

(4) USPS MC 2004-4/USPS-T-1 at page 13
(5) USPS-LR-1/MC2002-2 * (1 + (5))

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

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

(8) DFS MC2004-4/DFS-T-1 at page 9

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

Assumptions Discover NSA Model 8/9/2004



Discover Model
Negotiated Service Agreement

Appendix A, page 2

290,000,000

285,000,000

(1) Volume calculations
Before Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 124,800,000 124,800,000 124,800,000
Total 518,000,000 529,000,000 451,000,000 419,800,000 414,800,000 409,800,000
After Rates
Statement mail 309,000,000 333,000,000 313,000,000 295,000,000 291,000,000 287,000,000
Marketing mail letter 209,000,000 196,000,000 138,000,000 124,800,000 124,800,000 124,800,000
518,000,000 529,000,000 451,000,000 419,800,000 415,800,000 411,800,000

Total

(1) DFS MC 2004-4/ DFS-T-1 at page 8- 9

Volume calcs

Discover NSA Model



Discover Model

Negotiated Service Agreement
Appendix A, page 3

Rate Category

Single-Piece Letters

©)

Revenue

First Ounces, except QBRM 0 0370 $ -
Qualified Business Reply Mail - 0.340 -
Additional Ounces - 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 11,210,871 0.352 3,946,227
Additional Ounces 136,361 0.225 30,681
Nonmachinable Pieces 1,110 0.055 61
Heavy Piece Deduction 4,288 (0.041) (176)
Nonautomated Presorted Revenue 3,976,793
Revenue Adjustment Factor (a) 1.000
(5) Total Nonautomated Presorted Letters Revenue 3,976,793
Automation Presort Letters
Mixed AADC Letters 8,988,117 0.309 2,777,328
AADC Letters 19,098,403 0.301 5,748,619
3-Digit Letters 308,202,933 0.292 89,995,256
5-Digit Letters 101,706,322 0.278 28,274,358
Additional Ounces 2,410,072 0.225 542,266
Heavy Piece Deduction 176,937 (0.041) (7,254)
Automation Presort Letter Revenue 127,330,573
Revenue Adjustment Factor (a) 1.000
(6) Total Automation Presort Letters Revenue 127,330,573
Automation Carrier Route Letters
First Ounce 1,293,392 0.275 355,683
Additional Ounces - 0.225 -
Heavy Piece Deduction - (0.041) -
Automation Carrier Route Revenue 355,683
Revenue Adjustment Factor (a) 1.000
(7) Automation Carrier Route Letters Revenue 355,683
(8) Total Company Letters Subclass $ 131,663,049
Total pieces 450,500,038
(9) Revenue per piece 0.292

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

(1) CBCIS 2003 Discover Volume Data
(2) Rate Schedule

B O*E

(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 @+B)+(6)+(7)
(9) (8)/ Total pieces

FCM rev calc

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 4

[ DOCKET NO. R2001-1 PRC FIGURES - NATIONWIDE MAIL MIX I [ DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL MIX |
(1) &) 3) @) () (6) ) ®) (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 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 11,155,885 3.6%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 7,752,541 2.5%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 15,543,758 5.0%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 226,048,367 72.2%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 51,718,335 16.5%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 833,517 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.113 0.113 44,562,599,000 46,415,243,896 100.0% 0.111 313,052,403 100.0% $ (0.0051) 0.106 $ (0.0051) 0.106
(€] (18)
Total Unit Cost Estimates, Including Contingency = 0.109 0.109

(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

) @+©@)+@

(6) (5) * (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 2003 Discover 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
(10) + (13)

(14) ((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))) /

(15) 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)

Stmt unit cost Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement

Appendix A, page £

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

| DOCKET NO. R2001-1 PRC FIGURES - DISCOVER MAIL Mix

) @ [€) @) (5) (6) @) ®) ) (10) a1 12) (13) 14) (15) (16)
Current Current After Rates After Rates
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003 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 0.254 3,748,977,000 2,673,332,468 5.8% 0.254 54,986 0.0%
Automation Presort Letters
Automation Mixed AADC 0.055 0.045 0.018 0.118 0.123 2,504,846,824 2,820,696,002 6.1% 0.123 1,235,576 0.9%
Automation AADC 0.046 0.044 0.018 0.107 0.111 2,680,656,176 2,636,650,800 5.7% 0.111 3,554,645 2.6%
Automation 3-Digit 0.042 0.043 0.018 0.104 0.108 21,832,339,000 22,571,247,888 48.6% 0.108 82,154,566 59.8%
Automation 5-Digit 0.032 0.041 0.018 0.091 0.095 12,720,447,000 14,911,024,110 32.1% 0.095 49,987,987 36.4%
Automation Carrier Route 0.021 0.064 0.018 0.103 0.107 1,075,333,000 802,292,628 1.7% 0.107 459,875 0.3%
WEIGHTED AVERAGE / TOTAL $0.115 0.050 0.045 0.018 0.109 0.113 44,562,599,000 46,415,243,896 100.0% 0.103 137,447,635 100.0% 0.0445 0.148 0.0280 0.131
an (18)

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

(6) 2 +@)+ @)

(6) (5) * (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 2003 Discover Volume Data

(12) (12) / [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)

Total Unit Cost Estimates, Including Contingency =| 0.151

(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)

Mktg unit cost

Discover NSA Model

0.135

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 6

Agreement Structure

Year 1 Year 2 Year 3
I I I
Threshold Discount Threshold Discount Threshold Discount
405,000,000 435,000,000 | $ 0.025 | 405,000,000 | 435,000,000 | $ 0.025 | 405,000,000 [ 435,000,000 | $ 0.025
435,000,000 465,000,000 | $ 0.030 | 435,000,000 [ 465,000,000 | $ 0.030 | 435,000,000 | 465,000,000 [ $ 0.030
465,000,000 490,000,000 | $ 0.035 | 465,000,000 | 490,000,000 | $ 0.035 | 465,000,000 [ 490,000,000 | $ 0.035
490,000,000 515,000,000 | $ 0.040 | 490,000,000 [ 515,000,000 | $ 0.040 | 490,000,000 | 515,000,000 [ $ 0.040
515,000,000 $ 0.045 | 515,000,000 $ 0.045 | 515,000,000 $ 0.045
Discount on volume above threshold
(1) Before Rates Forecast 419,800,000 414,800,000 409,800,000
(2) After Rates Forecast 419,800,000 415,800,000 411,800,000
Discount in first tier $ 370,000 $ 270,000 $ 170,000
Discount in second tier $ - % - $ -
Discount in third tier $ - % - $ -
Discount in fourth tier $ - % - $ -
Discount in fifth tier $ - $ - $ -
3) Discount Earned $ 370,000 $ 270,000 $ 170,000
Exposure on volume above threshold
(4) Threshold 405,000,000 405,000,000 405,000,000
(5) Before Rates Forecast 419,800,000 414,800,000 409,800,000
(6) Exposed Pieces 14,800,000 9,800,000 4,800,000
(7) After Rates Forecast 419,800,000 415,800,000 411,800,000
Exposure in first tier $ 370,000 $ 245,000 $ 120,000
Exposure in second tier $ - % - $ -
Exposure in third tier $ - % - $ -
Exposure in fourth tier $ - % - $ -
Exposure in fifth tier $ - $ - $ -
8) Total Exposure $ 370,000 $ 245,000 $ 120,000

(1) Before Rates Total Volume (Volume calcs)

(2) After Rates Total Volume (Volume calcs)

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

(4) Agreement Structure Beginning Threshold

() ()

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

(8) Sum of Exposure in first tier to fifth tier

Disc&Exposure Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 7

Return Costs

UAA Rate
Q) Statement mail 0.3% 0.3% 0.3%
2) Marketing malil 9.3% 9.3% 9.3%
Before Rates Forecast
3) Statement mail 295,000,000 290,000,000 285,000,000
4) Marketing malil 124,800,000 124,800,000 124,800,000
Return Forecast
(5) Statement mail 885,000 870,000 855,000
(6) Marketing malil 11,606,400 11,606,400 11,606,400
Return Costs
©) Statement mail $ 487,812 $ 498,726 $ 509,732
(8) Marketing mail $ 6,397,448 $ 6,653,346 $ 6,919,479
9) Total $ 6,885,260 $ 7,152,071 $ 7,429,212
After Rates Return Costs
(10) Statement mail $ 487,812 $ 498,726 $ 509,732
(11) Marketing mail $ 4,345436 $ 4,519,254 $ 4,700,024
(12) Total $ 4,833,248 $ 5,017,979 $ 5,209,756
(13) Return Cost Savings $ 2,052,012 $ 2,134,092 $ 2,219,456

Q) DFS MC 2004-4/DFS-T-1 at pagel3

) DFS MC 2004-4/DFS-T-1 at pagel4

(©)] DFS MC 2004-4/ DFS-T-1 at page 8

(4) DFS MC 2004-4/ DFS-T-1 at page 8

G @O*E

® @*@4

©) (5) * Manual Letter Returns Unit Cost (Assumptions)
(8) (6) * Manual Letter Returns Unit Cost (Assumptions)
9 M+

(10) (5) * Manual Letter Returns Unit Cost (Assumptions)
(11) ((6) * ACS Success Rate * Electronic Letter Returns Unit Cost) + (1 - ACS Success Rate) * Manual Letter Returns Unit Cost * (6))
(12) (10) +(12)

(13) (9)-(12)

UAA calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 8

(1) Standard Mail Regular Revenue per piece

Mail Category Revenue per piece
Mixed AADC Auto $ 0.213
AADC Auto $ 0.205
3-Digit Auto $ 0.183
5-Digit Auto $ 0.166
Basic Nonauto $ 0.253
3/5 Digit Nonauto $ 0.231

Total Volume

Revenue per piece

(2) Standard Mail ECR Revenue per piece

Mail Category Revenue per piece
Basic Nonauto Letters  $ 0.172
Basic Auto Letters $ 0.147
Saturation Letters $ 0.126

Total Volume
Revenue per piece

(3) Average Revenue per piece

(1) Rate Schedule
(2) Rate Schedule

Volume Weighted Avg.
2,717,743 578,336
8,952,769 1,830,841

189,784,945 34,749,623
203,639,150 33,743,007
6,053,906 1,534,060
2,695,980 623,580
413,844,493 73,059,448
$ 0.177

Volume Weighted Avg.

2,045,481 351,414

14,964,339 2,204,247
24,066 3,032
17,033,886 2,558,693
$ 0.150

$ 0.175

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

SM rev calcs

Discover NSA Model

8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 9

Standard Regular Unit Cost

| From Docket No. R2001-1 | | DISCOVER |
TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 TYBR 2003 FY 2004 BY 2000 FY 2003 FY 2003 TY 2004 FY 2003 FY 2003
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)
[ @ @ @ ©) ®) ™ ®) ©) (10) ) (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 6,053,906 1.5%
Nonauto 3/5-Digit 0.121 0.044 0.01 0.17 0.18 4,476,247,838 2,481,782,907 5.7% 0.18 2,695,980 0.7%
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 2,717,743 0.7%
Auto AADC 0.043 0.038 0.01 0.09 0.09 2,875,476,520 2,848,635,910 6.5% 0.09 8,952,769 2.2%
Auto 3-digit 0.040 0.038 0.01 0.08 0.09 15,600,801,986 17,815,958,778 40.6% 0.09 189,784,945 45.9%
Auto 5-digit 0.031 0.037 0.01 0.07 0.08 11,222,413,732 16,604,952,264 37.9% 0.08 203,639,150 49.2%
Total/average 0.096 0.05 0.04 0.01 0.09 0.09 37,852,305,265 43,850,172,430 100.0% 0.09 413,844,493  100.0%
13
Company average letter cost 2003 0.09
Standard ECR Unit Cost
TYBR
Unit Costs
Total ECR letter unit cost 0.080 (14)
Total ECR letter delivery unit cost 0.059 (15)
TY 2004 FY 2003 FY 2003
Delivery Mail Mail
Unit Costs Volume Volume
(16) (17) (18)
ECR Basic Auto Letters 0.048 14,964,339 87.9%
ECR Basic Letters 0.066 2,045,481 12.0%
ECR High Density Letters 0.049 0 0.0%
ECR Saturation Letters 0.035 24,066 0.1%
Total 17,033,886
0.050 (19)
Company Delivery Cost Adjustment -0.009 (20)
Company ECR total letter unit cost 0.070 (21)
(20) Average Cost per piece (22)

(1) Docket No. R2001-1, LR-J-58, LRS8AREG.xIs, 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

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

) +@)+4)

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

) Docket No. R2001, PRC, LR-4, SM base year volumes from SM letter model.
) Revenue, Pieces, and Weight (RPW) Report.

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

) (6)
) CBCIS 2003 Discover Volume Data
2) Each row in columnm (11) divided by total in column (11)
(13) Weighted average costs calculated by multiplying column (10) by column (12)
(14) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, total TY2003 ECR unit letter costs
(15) Docket No. R2001-1, LR-J-58, LR58AECR.xIs, sum of TY2003 ECR unit letter delivery costs
(Cost segments 6, 7 and 10) * inflationary cost adjustment factor (Assumptions)
(16) Docket No. R2001-1, LR-J-117, Revised 1/22/02, TY2003 unit delivery costs * inflationary cost adjustment factor (Assumptions)
(17) CBCIS 2003 Discover Volume Data
(18) Percent of volume in each row of (17) divided by total in (17)
(19) Weighted average of the unit costs in (16) weighted by the volume percents in (18)
(20)(15) - (19)
(21) (18) + (20)
(22)((13 * 11) + (21 *17)) / (11 + 17)

SM cost calcs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement (13) (24)
Appendix A, page 10 Year 1 Year 2 Year 3

First Class Letter

(1) Avg Revenue First-Class Letters 0.292 0.292 0.292
(2) First-Class Statement Letter cost per Piece Before Rates 0.109 0.113 0.118
(3) First-Class Statement Letter cost per Piece After Rates 0.109 0.113 0.118
(4) First-Class Statement Letter avg. Contribution Before Rates 0.183 0.179 0.175
(5) First-Class Statement Letter avg. Contribution After Rates 0.183 0.179 0.175
(6) First-Class Marketing Letter cost per Piece Before Rates 0.151 0.157 0.164
(7) First-Class Marketing Letter cost per Piece After Rates 0.135 0.140 0.146
(8) First-Class Marketing Letter avg. Contribution Before Rates 0.141 0.135 0.129
(9) First-Class Marketing Letter avg. Contribution After Rates 0.158 0.152 0.147
Standard Mail

(10) Standard Revenue per Piece 0.175 0.175 0.175
(11) Standard Cost per Piece 0.085 0.088 0.091
(12) Standard Letter Contribution per Piece 0.091 0.088 0.084

(1) Revenue per piece (FCM rev calc)

(2) CurrentTotal Unit Cost Estimates, Including Contingency (Stmt unit cost)

(3) After Rates Total Unit Cost Estimates, Including Contingency (Stmt unit cost)
@ @O-©

G @-0)

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

(7) After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost)
8 (@)-(6)

@ @-0

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

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

(12) Standard Revenue - Standard Cost

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

(14) Year 2 * Inflation cost adjustment factor Year 3 (Assumptions)

Contrib inputs Discover NSA Model 8/9/2004



Discover Model

Negotiated Service Agreement
Appendix A, page 11

ACS Savings

(1) Statement Mail $ - $ - $ - -
2 Marketing Mail Letter $ 2,052,012 $ 2,134,092 $ 2,219,456 6,405,559
Contribution from New Volume

3) Statement Malil $ - $ 179,079 $ 349,104 528,184
4) Marketing Mail Letter $ - $ - $ - -
(5) Total Exposure $ 370,000 $ 245000 $ 120,000 735,000
(6) Total Incremental Discounts $ - $ 25,000 $ 50,000 75,000
(7) Total USPS Value $ 1,682,012 $ 2,043,171 $ 2,398,560 6,123,743

(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) (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)) M+@)+@)+(4)-(5)-(6)

USPS value Discover NSA Model 8/9/2004



RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS AYUB
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

OCA/USPS-T1-32. Table 1 of this interrogatory summarizes the mean, standard
deviation, and coefficient of variation for monthly pieces mailed by Discover
Financial Services based on data provided in the Direct Testimony of Karin
Giffney, DFS-T-1, and in OCA/DFS-T1-5. Similar data are presented for Capital
One, based on information presented in the Capital One NSA case, MC2002-2.
The monthly data that provide the basis for the calculations of the statistics for
Discover Financial Services are summarized in Table 2. The monthly data that
provide the basis for the calculations of the statistics for Capital One are
presented in Table 3. The data and calculations are also provided in the file
DFSCV .xIs. Please confirm that for First-Class Solicitation Mail the coefficient of
variation for Discover is 0.61; that for Standard Mail the coefficient of variation for
Discover is 0.33; and that for First-Class Solicitation Mail the coefficient of
variation for Capital One is 0.35. If you do not confirm, please explain your

answer in detail.



Table 1

Millions of Pieces per Month Mailed by Type of Mailing

FC Customer Mail FC Solicitation Mail Tetal FC Mail Standard Mail

Discowver

Mean 26.1 14.7 4105 47 .3
Standard Deviation 1.3 9.1 9.4 1556
Coefficient of Variation 005 0.61 023 033
Capital One

Mean 342 0.5 104.5 540
Standard Deviation 109 247 a7 343
Coefficient of Vanation o=z .25 025 054
Motes

Discover First-Calss source data from Decerrber B9 through December 03 by month.
Discover Standard Mail source data from Decermber 2000 through Movernber 03 by rronth.
Capital One: All source data from October 98 through September 02 by month.



Table 2

Discover: Monthly Mailings

Standard Marketing Operations Total FC
Mail Mail Mail Mail

DecHd 46,185 374 10,5983 B3 2. M9,12 A 003515
Jan 00 21,201 659 4,442 805 24 B56.255 28 089,161
Feb 00 55 253 675 11,860,124 25 853589 36543513
Mar0 42 455 983 47 B0 3.9 24 BEY FAS 71 9E9 SEh
AprdD R5,0933,173 8.ea0 /49 23,5854 305 32 Ba5 FAL
May-00 54,350,620 2571024 24 650555 27 561,718
Jun 00 B7 843 744 8 463 GBS 24 B52 BED 33,126,536
Juldo 52,897 B19 14,718 B4 24 938017 38 B5E BT
Aug 00 35110.470 13616325 25,409 521 33026019
Sep 0D 71543 368 9 875 462 24 947 BR7 34823128
Dt 0l FB 573,453 10,585 321 25191 155 36 g20,407
Howdl Akh,233.554 16,554 257 2 B33 A% 44 7RE, 155
Dec00 G2 835,837 10,658 0E0 25 620543 36 276,593
Jan1 35,035,900 12,02 529 26,350,153 37 762 792
Feb i 54,221 153 24 6B 350 25 8/55912 49 044 272
Mard1 45 507 545 13,240 252 25,355,353 38 08 B20
Apr01 52 61,975 10,895 365 25 409 141 36 304 407
May.01 A6 052 424 A 054 20 25 B49 445 30 704,346
Jund 57,508 640 14,100 7B4 25 2497 A3 33 399,457
Jul01 45 641,185 10,207 S50 25,252 9316 36,160,766
Aug 01 GE,524 211 21 055 416 25,737 B A8 B43,107
Sepii 51,107 FED 18,782 4.8 25 844 955 44 (27 293
et 01 28532214 EE4EE19 25,435,123 BE 344,742
How 01 34829111 IR TE & 26 EE7 66 462 B25
Decd DB 124 229 11 EE 124 27 BN ASs 36 57 S50
Jan 07 70,393 581 A AT 413 27 H31 345 48 411 381
Feb 02 40,303,086 18,734 310 2 A12105 48 246,418
Mai 02 7 402 433 9 916 D& 2212520 38 043 278
Apri? 33,845 487 045 077 2 B4 143 36 896G, 225
May 02 J0EM0.975 18,305 372 27 3b 425 45 b2b,200
Jun 02 54 323 565 258061 553 25 935 405 54 057 258
Jul2 23,208 401 431 BES 28,190,135 28 F12,001
Aung 07 41 855 362 10662 159 23,316,130 38 978,289
Sep 02 45,904 975 14 463 979 25,2353 432702 ,578
D102 52 857 7849 MN,7IF 32 23 B3T TS 48 384 458
Now 0?2 42724 B6 [ E18 431 HBNITES Bl 746,054
Decd? ar g2 73z 28357 M5 ESNEE k] £5.132,1968
Jan 03 H1.877.181 13,427 K13 s arifaiay| 40 785,254
Feh 03 50,621 620 10,153 2E1 25 095,149 36 261 430
Mard3 A8 819 532 11 56B 250 2103841 37 572,00
Aprd3 A8 AR0, 975 11,724 500 2,281 431 38 005,531
May 03 44 447 020 9426 BEE 25 833 247 30289 243
Jun 03 33534 169 7,291 Boe 26 852033 33,163,720
Juld3d 31,165 613 BB E=H 25 654287 39 BE2 525
Aug 03 33,295,819 G045 412 25.052,1% 33.101 ,E0B
Sep 03 33,403 274 85993 174 24 333101 33376175
Ot 03 d4. 490 170 0577 pey 24 BI6 432 33 A04,518
Now 03 14,521 053 2472 23,355,150 43 479 Ba2
Dec0d 11,131 530 24 8055590 35037120
Mean 47 335 526 14,747 H54 2111 393 40 559 553
Std Dew 16,611,285 9066 121 1,315 233 9 376,720
Coefficient of Variation 033 0E1 0 0.23

Spurce: Standard Wail: MC2O04-4 OCADFS-T1-5
First-Class Wzl WMCA004-3, OF 5-T-1



Date

Oct-98
MNow-98
Dec-98
Jan-99
Feb-99
Mar-99
Apr-99
May-99
Jun-99
Jul-99
Aug-99
Sep-99
Oet-99
MNow-99
Dec-09
Jan-00
Feb-00
Mar-00
Apr-00
May-00
Jun-00
Jul-00
Aug-00
Sep-00
Oct-00
MNow-00
Dec-00
Jan-01
Feb-01
Mar-01
Apr-01
May-01
Jun-01
Jul-01
Aug-01
Sep-01
Oet-01
MNow-01
Dec-01
Jan-02
Feb-02
Mar-02
Apr-02
May-02
Jun-02
Jul-02
Aug-02
Sep-02
Mean
Std Dev

Coefficient of Variation

Source: COS-T-2, MC2002-2, Direct Testimony of Stuart Elliott, Exhibit 2

Customer
Mail
20,000,000
20,000,000
20,000,000
20,093,585
18,936,302
21,420 647
20,237,967
21,493,755
21,315,898
22 366,963
22 218 406
22 283,276
23,753,037
24 924 804
28,323,271
25,733,873
24 438,015
27,320,181
20430138
30,351,077
30,470,815
0,068,221
32,440 688
31,289,392
25,458 689
36,222 564
38,333,630
aT.538 604
37,228,200
40,585 396
39,554 218
39,613,572
40,084 283
43,936,373
41,780,602
40,208,178
45 370 476
42 756,595
40 050,084
48 347 570
46,416,492
50,472,716
50,245,542
51,306,612
48,162,673
48,732,181
50,000,000
50,000,000
34 TSTITT
10884158.29
0.3z

MC2002-2, OCACOS-T2-6.

Table 3

Capital One: Monthly Mailings

Solicitation
FC Mail
64,312,211
84 513 668
70,330,103
48,713,996
51,911,135
101,113,831
53,185,873
42,784 936
51,911,418
82,763,859
45,709 167
47420011
T8,771,652
99,036,307
56,759 £04
a0,404 633
35,453,537
53,057,032
35,848 756
53,642 857
82,813 549
£3,641 402
48,333,024
52,860 401
36,680,748
69,978 222
69,555,071
71,609,132
67,678,601
79,707,304
53,734 153
68,516 £52
50,499 835
77,390,674
61,920,684
81,350,208
100,955 062
123,429,831
114,368,000
111,473,280
a7,594 068
118,535,045
98,176,516
121,404,738
6,909,685
36,351,765
43,000,000
64,000,000
T0450061.92

Total

FC Mail
24,312,211
104,513,668
90,330,103
6,807,581
70,847 437
122 543 478
73,423,840
64,273,651
73,227 316
105,130,552
67,927 573
B9 703,287
102,524 685
123,961,111
25,082,675
116,138,506
09,891,556
80,377,214
68,326,804
83,993 934
113,254 364
G3 700 823
80,782,712
84,149 753
72,139,418
106,200,786
107 888,701
109,147,736
104,908 801
120,302,750
93,318,369
108,430,024
90,5094 122
121,327,047
103,701,286
121,565,384
156,338,538
166,156,426
163,918,084
160,820,860
144 310,580
1685 307 TE1
148,425 058
172,711,330
105,072,358
85,083,948
53,000,000
114,000,000
10470763569

Standard
Mail

2279673
1,248,749
898 236
4 704 266
6,815,494
5,442 520
21,5685 499
21,235 863
15,785,085
27,586 822
66,617,101
42 448 557
30,248 391
15,345,511
7,521,155
55,792 T86
34,437 081
39,614,873
28,331,357
50,3597 191
55,393,585
47 004 323
66,828 624
105,033,143
119,564,729
82 909,126
32,121,803
94 006 455
73,448 261
B5,245 D30
93,752,823
04 422 524
63,251,136
70,807 874
101,255,653
69,564 731
88,010,149
88,785,000
25,136,785
105,436 265
53,400,395
BB,376 653
07 144 193
76,604 133
54,916,252
41,854 720

53983795.02

2473336574 306T7ITEEYS 3432731376

0.35

029

0.64



RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS AYUB
TO INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE

RESPONSE:

| confirm the calculations as presented.



CERTIFICATE OF SERVICE
| hereby certify that | have this day served the foregoing document upon
all participants of record in this proceeding in accordance with section 12 of the

Rules of Practice.

Brian M. Reimer

475 L’Enfant Plaza West, S.W.
Washington, D.C. 20260-1134
August 9, 2004



