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OCA/USPS-T1-43. Please refer to your response to OCA/USPS-T1-30(d), and
the response of witness Plunkett to POIR No. 2, Question 5, in Docket No.
MC2002-2, which states

Once discounts intended to influence mailer behavior are
established, it is not possible to “observe” what mailer behavior
would have been without such discounts.

a. Your response to part (d) states:

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. (Emphasis original)

Please confirm that it is not possible to know the effect of exogenous variables
on a mailer's BR volumes and, consequently, the differential between BR and AR
volumes, after price discounts are offered. If you do not confirm, please explain.

b. Your response to part (d) also states:

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 savings will
also have been underestimated.
Please confirm that to the extent Before Rates volumes are higher than
projected, the discount leakage cannot be eliminated. If you do not confirm,
please explain.

c. Please confirm that to the extent Before Rates volumes are materially
higher in Year 3, the discount leakage at a $0.045 discount will be $0.027
[$0.045 - $0.018]. If you do not confirm, please explain.

RESPONSE:
a) Confirmed that it is not possible to model the total effect of exogenous
factors on the BR volume. However, any exogenous factor that influences the

BR volume will also affect the AR volume.

b) Confirmed that discount leakage cannot be eliminated.
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c) Not confirmed. Assuming no adjustments to threshold, as is possible
under the NSA, and that Discover BR rates actual volume in Year 3 were greater
than 515,000,000, the discount leakage would be $0.045 per piece of BR volume
above 515,000,000. Discount leakage is the value of the price incentives applied
to BR volume above the threshold. The marginal contribution of a marketing

piece that results in discount leakage would be $0.102 (0.147-0.045).
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