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FINDING SOLUTIONS TO THE CHALLENGES
FACING THE U.S. POSTAL SERVICE

THURSDAY, DECEMBER 2, 2010

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES,
AND INTERNATIONAL SECURITY,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:02 a.m., in
room SD-342, Dirksen Senate Office Building, Hon. Thomas R.
Carper, Chairman of the Subcommittee, presiding.

Present: Senators Carper, Collins, and Coburn.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. I am pleased to call our hearing to order and
to be here with Senator Collins and, I suspect, a couple of our other
colleagues as the morning goes on. We want to thank our wit-
nesses, welcome our witnesses and our other guests, for what I
think is an important hearing.

We have held, a number of hearings over the years in this Sub-
committee, as well as over in the House, to highlight the numerous
challenges facing the Postal Service. It is my hope that with this
hearing we will soon get down to the hard work of actually ad-
dressing those challenges and clearing the way to enable the Postal
Service to emerge from the toughest time that it has faced since
it was created four decades ago.

At many of these hearings, members and witnesses talk about
how, despite hard times, the Postal Service is achieving its mission
and will continue to achieve its mission. The Postal Service has
done an admirable job in cutting costs and streamlining operations
and reducing its workforce through attrition. They have managed
to do all of these things while maintaining and, in some cases, im-
proving service, at least by some measure. And we commend the
Postal Service employees, the managers, and soon-to-be former
Postmaster General Jack Potter. But the truth is that we are rap-
idly approaching a time when we may no longer be able to depend
on the Postal Service, and that time may come less than a year
from now.

The Postal Service, I am told, has lost a record $8.5 billion in fis-
cal year 2010. Postal management is projecting the loss of a further
$6.4 billion in the current fiscal year. As a result, by this time next
year the Postal Service will likely have exhausted all of the $15 bil-
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lion line of credit that it has with Treasury and will not have suffi-
cient cash to meet its obligations. In practical terms, this could
mean that, during the next year’s holiday shopping and mailing
season, the Postal Service may not have the resources necessary to
keep its doors open.

So much for the bad news. How about the good news? Well, there
is some good news, and I take some comfort in the fact that the
vast majority of the Postal Service’s losses in recent years are at-
tributable to the very aggressive retiree health care pre-funding
schedule that was put in place in 2006. In fiscal year 2010, $5.5
billion out of the Postal Service’s $8.5 billion loss could be attrib-
uted to the retiree health payment it was required to make in Sep-
tember. Only $500 million of the $8.5 billion is actually an oper-
ating loss. Only $500 million. That is still a lot of money.

I take some comfort from the fact that there is a level of con-
sensus here in Congress and amongst postal stakeholders that
something must be done about the Postal Service’s retiree health
prepayments, or at least the level of them. But even if we were to
completely eliminate the remaining payments, we would only be
dealing with a portion of the Postal Service’s projected long-term
deficit. This is where the bad news comes back in.

This past spring, the Postal Service and a group of highly re-
garded outside consultants conducted a study showing that if noth-
ing changes, the Postal Service would run up more than $230 bil-
lion in cumulative deficits between now and the year 2020. Some
of these losses could be stemmed by the Postal Service today with-
out Congress taking any action at all. I am sure that some steps
have already been taken since the $230 billion number was first
announced. But the enormity of the projected losses tells me that
we need to go beyond just addressing the retiree health payments
by enabling the Postal Service to make several fundamental
changes to the way it does business.

We live in a time when the Postal Service is competing not just
with the United Parcel Service (UPS), not just with Federal Ex-
press (FedEx), but with the Internet, with email, with electronic
bill pay, with cell phones, and other advances in communication
and commerce. Simply put, many businesses that in the past had
to turn to the Postal Service to reach customers or ship their prod-
ucts have far more choices today. To make the Postal Service a via-
ble choice, we need to give postal employees the tools that they
need in order to thrive in the coming years.

Coming together at the last minute a few months down the road
and doing just enough to get the Postal Service through Christmas
2011 is not a viable option. I am reminded today, reading the head-
lines in the papers and watching the news on television, that our
Federal Government faces a sea of red ink as far as the eye can
see. Adding another $230 billion to our Nation’s debt is not a viable
option as we seek to replace what I call a culture of spendthrift in
Washington with a culture of thrift.

Going forward, the Postal Service cannot remain a part of the
problem. It must become part of the solution, and if we work to-
gether—and that is something that Senator Collins and I and Sen-
ator Coburn are pretty good at doing. But if we work together and
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think outside the box, along with a bunch of you, that can happen,
and it needs to.

In September, I introduced legislation, the Postal Operations
Sustainment and Transformation Act (POST), P-O-S-T, as we call
it, that I believe may be the only proposal out there now that deals
comprehensively with the problems facing the Postal Service in
both the short term and the long term. It is not a perfect proposal,
but we think it is a comprehensive proposal and a bold proposal
that has elicited a lot of comments—some positive, some not so
positive, but it has elicited a lot of discussion, and I think that is
positive.

The key part of our bill aims to permanently fix the postal pen-
sion and retiree health issues that have been debated for quite
some time now. The legislation does this by requiring the Office of
Personnel Management (OPM) to revise the dated methodology
used to determine how much the Postal Service pays into the Civil
Service Retirement System (CSRS). That change would likely show
that the Postal Service has overpaid that system by as much as
$50 billion, some would say even more.

The POST Act would allow the Postal Service to use that money
over the years, in the next 6 or 7 or 8 years, to satisfy the Postal
Service’s retiree health prepayment obligation. This would take
roughly $5.5 billion or more off the Postal Service’s books each year
and prevent a catastrophic shutdown in the coming months.

My bill would also empower postal management to take some ad-
ditional steps to cut costs over time. The Postal Service has been
talking for several months now about eliminating $3 billion a year
out in costs by reducing a day of delivery. I think that $3 billion
is a net number. They have submitted a proposal to the Postal Reg-
ulatory Commission, and the Commission is preparing a report on
the advisability of this change.

Unfortunately, each year Congress prevents the Postal Service
from exercising the authority to change delivery frequency when it
believes that doing so is necessary, and we do this despite the fact
that the 2006 postal reform legislation explicitly gave the Postal
Service the authority to change delivery frequency and other serv-
ice standards to adjust to customers’ changing needs.

Now, let me just make it clear. I am not an advocate of elimi-
nating Saturday delivery. I think there are good arguments both
for and against what the Postal Service would like to do. But I am
an advocate of giving the Postal Service the freedom to manage, es-
pecially when our interfering in management decisions could pre-
vent the achievement of so much in savings at such a critical time.
The POST Act would ensure that, on this issue, the Postal Service,
working with its regulator and its customers, will make the critical
decisions on Saturday delivery without political interference.

The POST Act also seeks to simplify the postal management de-
cisionmaking process when it comes to transforming its retail net-
work. As many in this room know, the Postal Service has tens of
thousands of retail locations. Some of these locations are ideally lo-
cated; some are not. Others operate with significant losses. My bill
would remove several legislative restrictions that tie the Postal
Service to an outdated retail network and free them to begin to ex-
pand to more cost-effective and more convenient retail outlets that
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I believe could and should ultimately enable the Postal Service to
better serve its customers.

But the bill I have introduced is not just about cutting. It also
recognizes that, while customers may be moving away from hard-
copy mail, the Postal Service’s retail and delivery network remains
extremely valuable. I propose in my legislation that the Postal
Service be freed to better capitalize on the value of this network
by experimenting with products and experimenting with services
not directly related to the mail.

Among the things the Postal Service could do with this authority
would be to partner not just with the Federal Government to de-
liver services to citizens but with State and local governments to
provide government services such as license renewals or voter reg-
istrations in postal facilities.

And, finally, my bill addresses a flaw in postal labor law by re-
quiring arbitrators to take the Postal Service’s financial condition
into account when rendering decisions during labor disputes, a pro-
posal embraced by Senator Collins, by Senator Coburn, and other
Members of our Subcommittee already.

Let me just close, if I could, by reiterating how critical it is that
Congress begin to move on a comprehensive postal bill in the near
future. I do not want us to be sitting here 8 months from now, 9
months from now, 10 months from now trying to figure out what
we are going to do. The Postal Service operates at the center of a
massive mailing industry—Senator Collins probably knows that as
well as anybody here in this Senate. The Postal Service operates
at the center of a massive mailing industry that employs millions
of men and women in every State and congressional district across
the country, including ours. These people do not just work at the
Postal Service itself. They work at banks. They work at retail oper-
ations. They work at newspapers and in countless different sectors
of our economy.

With all the challenges we face as a country today, it would be
a tragedy to add the loss of these jobs to the list of hardships we
need to overcome just because we did not allow ourselves to come
together around some additional common-sense reforms of the
Postal Service. We are long past the time of fighting the old battles
that have hindered work on postal issues for so long, including dur-
ing 2006 when we finished the most recent postal reform efforts,
in no small part because of the good work that my colleague Sen-
ator Collins and her staff and my staff—John Kilvington espe-
cially—have done. We are also beyond the point at which we
should be satisfied with more reports, with more studies, or more
feforms that create millions in savings when we really need bil-
ions.

I look forward to working with our witnesses, with my col-
leagues, and with others to enact that meaningful and needed leg-
islation. Senator Collins.

OPENING STATEMENT OF SENATOR COLLINS

Senator COLLINS. Thank you, Mr. Chairman. Let me just start
my comments this morning by making three points.

First, I want to welcome our Nation’s incoming Postmaster Gen-
eral, Pat Donahoe, who will take over the reins soon.
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Second, I am a strong supporter of the Postal Service. It plays

an absolutely vital role in our economy. It is the linchpin of a $1
trillion mailing industry that employs approximately 7.5 million
Americans in fields as diverse as direct mail, printing, paper manu-
facturing, catalogue companies, and financial services. So that is an
important premise to keep in mind as we proceed with this hear-
ing.
And, third, the Postal Service is in an abysmal financial crisis.
It lost $8.5 billion during the past fiscal year, and significant re-
ductions in mail and revenue over the past several years under-
score the urgency of re-engineering the Postal Service business
model so that it can adapt to the Information Age. Those who think
that we can somehow ignore the problems of the Postal Service are
woefully mistaken. It is absolutely essential to our economy and to
our American society.

At this defining moment in its history, the Postal Service must
embrace change and take aggressive steps towards a structural re-
invention. It must enhance its service and value to its customers
rather than looking to drastic cuts in service and sharp increases
in price that will only further drive away and shrink its customer
base. At the same time, it needs to continue to scrutinize its inter-
nal operations and redouble its efforts to be leaner and more cost-
effective.

The Postal Accountability and Enhancement Act (PAEA) of 2006,
which I co-authored with my colleague Senator Carper, provides
the foundation for many of those changes. The Postal Service, in
my view, has been slow to take advantage of the flexibilities af-
forded by that law. But to be fair, other problems not of the Serv-
ice’s making, including problems with OPM and the severe reces-
sion, have also intruded.

That is why today I am introducing the U.S. Postal Service Im-
provements Act of 2010. This bill would help the Postal Service
achieve financial stability, produce additional cost savings and im-
prove customer services. These are strong fundamentals from
which the Postal Service must rebuild. Let me describe my bill.

First, the bill would direct the Office of Personnel Management
to use its existing authority to allow the Postal Service to access
the more than $50 billion that independent actuaries hired by the
Postal Regulatory Commission (PRC) have estimated that the Post-
al Service has overpaid into the Civil Service Retirement System.

The bill would also provide OPM the authority to allow the Post-
al Service to access nearly $3 billion that is overpaid into the Fed-
eral Employees Retirement System (FERS) pension fund system. It
is simply unfair both to the Postal Service and to its customers not
to refund these overpayments. I would also note that it is not just
the Postal Service’s Inspector General (IG) that has these overpay-
ments, but also the independent actuary the Postal Regulatory
Commission hired that identified an overpayment, which was a fig-
ure lower than the Postal Service IG’s estimate.

Second, the bill would improve the Postal Service’s contracting
practices and help to prevent the kind of waste and ethical viola-
tions recently uncovered by the Postal Service Inspector General in
a report that I requested. Several months ago, I asked the IG to
review the Postal Service’s contracting policies, and, frankly, the
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findings of this audit were shocking. The IG found stunning evi-
dence of ethical lapses and costly contract mismanagement. So my
bill includes a number of contracting reforms which are in my full
statement. They include the establishment of a Competition Advo-
cate, who would improve contract competition, transparency, and
accountability. The bill would also require the Postal Service to
post justifications of non-competitive contracts above $150,000 on
its website. Additionally, the bill would limit procurement officials
from contracting with closely associated entities. There is a whole
group of contracting reforms.

Third, the legislation would require the Postal Service to create
a comprehensive strategic plan to guide the consolidation of its re-
gional and district offices. The IG has estimated that more than $1
billion could be saved through consolidation.

Fourth—and Senator Carper has this provision in his bill as
well—it would allow the arbitrator, when rendering decisions about
collective bargaining agreements, to consider the financial health of
the Postal Service.

Fifth, it would require the Postal Service and the Postal Regu-
latory Commission to work together to increase the use of Nego-
tiated Service Agreements (NSA), which reduce costs to mailers
who agree to help the Postal Service process their mail. There are
advantages to both sides if those are properly implemented.

Sixth, it would reduce governmentwide workforce costs by re-
forming the workers’ compensation system. I tried to do this in
2006 but was only able to get one of the reforms through. This re-
form would require that an individual who is on workers’ com-
pensation be shifted to the retirement system upon reaching retire-
ment age. Let me just give you a couple of astonishing facts about
what is going on now.

Right now, there are 132 postal employees age 90 or over who
are receiving workers’ compensation benefits. These individuals are
not out on workers’ comp for a period of time to recover from their
injuries and then returning to work. These individuals should be
switched to the retirement system. They are never going to return
to work at over age 90. There are, in fact, 8,632 postal employees
age 55 or older who are still on the workers’ comp system. In most
States, that could not happen. They would be switched to the re-
tirement system upon reaching retirement age. This is a reform we
should implement governmentwide, as it would bring real savings
for the Federal Government and for the Postal Service.

In fact, the Department of Labor (DOL) indicated that it regu-
larly pays worker’s compensation benefits to employees in their
70’s, 80’s, 90’s and even 100’s. I first tried to get this change
through a few years ago. This reform is well overdue.

Seventh, the bill would require the Postal Service to develop a
plan to increase its presence in retail facilities, or collocate, to bet-
ter serve customers. The plan must take into account the impact
on the community, particularly in rural areas.

I want the Postal Service to prosper, thrive, and survive. This
valuable American institution with roots in our Constitution must
be put back on a steady course. I look forward to working with all
the stakeholders. I am very pleased that my bill has been endorsed
by the National Newspaper Association (NNA), the Affordable Mail
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Alliance (AMA), PostCom, the Alliance of Nonprofit Mailers, the
Association of Magazine Media, the Coalition of the 21st Century
Postal Service, Conde Nast Publication, the American Catalogue
Mailers Association, the Direct Marketing Association (DMA). In
addition, we have worked very closely with the National Associa-
tion of Postmasters and other stakeholders, as well as the National
League of Postmasters, the National Postal Policy Council (NPPC),
and a host of other groups. So I hope that we can get this done,
Mr. Chairman.

Mr. Chairman, you have been generous with the time, and I ap-
preciate that. I have to return to an Armed Services Committee
hearing on “Don’t Ask, Don’t Tell” that Secretary Gates and Admi-
ral Mullen are testifying on, so I am not going to be able to stay,
which I very much regret. But I hope it is an indication of how
much I care about this issue that I left that hearing to come to this
hearing to describe my bill, and I look forward to working with you,
Senator Coburn, and all the people who are here today, many fa-
miliar faces—the Chairman of the Postal Regulatory Commission
and many others—to put the Postal Service back on a sound finan-
cial footing.

Thank you, Mr. Chairman.

Senator CARPER. Thanks, and we are delighted that you are here
and look forward to continuing working with you on these impor-
tant issues.

Somebody who has been working on the overall deficit issue fac-
ing our country is our Senator from Oklahoma, and I just want to
say publicly thank you for the time and energy. And I have talked
to others who serve on that Commission with you and have given
you good reviews, good reports in terms of the serious nature and
the really productive approach that you have taken to addressing
the overall challenge, of which this is one. Welcome and thanks for
joining us.

Senator COBURN. Thank you, Mr. Chairman.

I have a meeting at 10:45, and I would like, after I finish my
short statement, to ask the first questions, if you would permit me.

Senator CARPER. That would be fine.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. You will be glad to know I do not have a bill.
[Laughter.]

I think it is important—while Senator Collins is here and Sen-
ator Carper is here, to point out, there is a difference between cash
flow and profit and loss. The things we are addressing in terms of
prepayments have nothing to do with profit and loss. They have to
do with cash flow. I am supportive of what both of you are wanting
to do in that regard, but it is important in the long term, if the
post office is to be successful, it has to run a profit. It cannot just
run a positive cash flow. While we help the cash flow in the short
term, we cannot take our eyes off the objective of the long term.

The Postal Service is in a difficult position because the country
has changed in terms of electronic mail. Everybody recognizes that.
My hopes would be that we get realistic forecasting rather than de-
sirous forecasting in the future of revenue estimates. You and I
had a conversation yesterday. It was a very frank, very open, very
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straightforward. I asked you why in the world you would want this
job. [Laughter.]

It is kind of like wanting to go in and get four root canals all at
the same time with no anesthesia. You have big problems in front
of you, and I know your background, and I know you have vast ex-
perience throughout the entire field of the postal organization. I
will commit to work with both Senator Collins and Senator Carper
in trying to solve this problem. I do not want us however, to have
another postal bill. We ought to fix it. The first question I am going
to ask our Postmaster General is: How do you fix it now? Because
he knows how to fix it now. Actually, he has the authority to do
most of it to fix it now.

When you look at what the biggest problem is with the oper-
ations side, it is that their labor costs as a component of their total
revenues is too high. With revenues shrinking, the tendency, unless
the labor costs change, is that will grow. You either have to in-
crease revenues or you have to decrease costs. The largest cost, 80
percent, is labor. So either we have to become more efficient, more
effective, or we have to markedly expand revenues.

I have in my home town Economy Pharmacy. Economy Pharmacy
has a post office. It costs the post office 5 percent of what it would
cost if they had a free-standing post office. It is one-twentieth. That
is because the labor is shared. You have a better utilization of
labor, better time constraints with the labor, but you also have the
overhead shared in terms of creating that post office. It also will
fall very good into the idea of creating new products which the post
office could potentially market. The Postmaster has that authority
now. He can do a lot of that.

Will we politically allow him to do what he knows he has to do
and has the authority to do now to put the post office not in terms
of the cash flow position but in terms of profit and loss, because
we can fix the cash flow over the next 10 years, 5 years. Actually,
it will be about 5 if we do it. But if we do not fix the profit and
loss, we come right back here in 5 years with the same problem.

So we have to have both positive cash flow and no losses. I am
OK if you do not make a profit. I am not OK if you lose money.
There 1s a difference between a balance sheet and a profit and loss
statement and a cash flow statement, and we have to keep that in
mind as we try to reform the post office; otherwise, we will miss
our goal of fixing it and making it viable for the future for all the
people in this country that depend on it.

That ends my opening statement, Mr. Chairman.

Senator CARPER. All right. Thank you for that statement. We
very much look forward to working with you, Tom.

. I am pleased to welcome Mr. Donahoe. Have you testified be-
ore

Mr. DONAHOE. Yes, sir. Mr. Chairman.

Senator CARPER. Before any Committee other than this one?

Mr. DONAHOE. I testified back in the 1990’s in front of a couple
House committees back when we had less than stellar service in
Washington, D.C., and in the early 2000’s with a couple committees
around what we were doing after the anthrax attacks.

Senator CARPER. OK. Good enough. Well, we are happy that you
are here today.
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Mr. DONAHOE. Thank you.

Senator CARPER. And we congratulate you on being named as the
successor to Jack Potter.

Mr. DONAHOE. Thank you.

Senator CARPER. Big shoes to fill, but we——

Mr. DONAHOE. He did a great job. Thank you.

Senator CARPER. And we are looking forward to your leadership
and to working with you.

I understand that you are currently, at least for another day or
so, the Deputy Postmaster General and the Chief Operating Officer
(COO) of the Postal Service, and you have been in that position,
a dual position, I think for—what?—5 years or so.

Mr. DONAHOE. Yes, sir.

Senator CARPER. And in a few hours—when do you actually as-
sume the leadership mantle? Is it tomorrow?

Mr. DONAHOE. It will be Saturday, but Jack said when he walks
out the door, I am in charge, so it might be Friday. We will let him
go home early. [Laughter.]

Senator CARPER. All right. As I understand it, I think—I had the
pleasure of meeting with him recently, but I understand you spent
pretty much your entire career, entire working career, at the Postal
Service. You began as a clerk in your home town of Pittsburgh, and
I think you also told me that you had gone to school at the Univer-
sity of Pittsburgh and are a big Panther fan but also an Eagles fan.

Mr. DONAHOE. Oh, Steelers fan. [Laughter.]

Senator CARPER. Well, we will have a good time with that.

In your current capacity, you are responsible for the day-to-day
operations at the Postal Service, and those operations, as daunting
as they are, will be growing significantly, I think, very, very soon.
I understand you and your wife, Janet, have been married for quite
a while. How many years did you say?

Mr. DONAHOE. It will be 34 years this year.

Senator CARPER. Thirty-four years. And you are blessed with two
sons, Bobby and Terry, and they are in their 20’s, as are my boys.
We look forward to getting a chance to meet them somewhere along
the line as well.

Your entire testimony will be made a part of the record, and you
are welcome to proceed.

TESTIMONY OF PATRICK R. DONAHOE,! DEPUTY POSTMASTER
GENERAL AND CHIEF OPERATING OFFICER, U.S. POSTAL
SERVICE

Mr. DoNAHOE. Thank you. Good morning, Mr. Chairman, and
Members of the Subcommittee. It is an honor to testify for the first
time as Postmaster General-designate for the U.S. Postal Service
(USPRS), and I thank you for this opportunity.

I would like to discuss briefly the current state of the Postal
Service and our plans for returning to profitability and providing
even better service and value for the American people.

I would also like to comment on the legislation under discussion
here today, which I support wholeheartedly.

1The prepared statement of Mr. Donahoe appears in the appendix on page 57.
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Despite recent headlines, the Postal Service does remain a strong
and motivated organization. The past several years have certainly
been challenging, but there has also been a great amount of accom-
plishment. I would like to publicly thank the employees of the Post-
al Service for their hard work and their accomplishment.

We have achieved spending reductions of $3 billion in fiscal year
2010, bringing our total savings over the last 3 years to over $10
billion. We now have the smallest career complement since the
Postal Service was reorganized in 1970. During the past 3 years,
I am pleased to say service, customer satisfaction, and trust in the
Postal Service has never been higher. However, we have a lot of
work to do to get to where we need to be financially and adapt in
a very changing marketplace.

Mr. Chairman, we recently issued our fiscal year 2010 financial
results. Our total losses for the year were $8.5 billion. This is a
stunning number in many aspects, and it is unsustainable. That
$8.5 billion figure reflects two payments that we made. One was
the $5.5 billion payment for legislatively mandated prepayment for
retiree health benefits (RHB). Another was $2.5 billion for a non-
cash adjustment for workers’ compensation future accounting ad-
justments. If you set aside these two payments, you are left with
our operating results, results that we control. Although first-class
mail volume had declined last year 6.6 percent, we lost approxi-
mately $500 million on our operations, so it was a significant ac-
complishment to catch that up.

If you look at the aspects of the business within our control, we
have done well in responding to the economic conditions. We have
an opportunity to turn a corner, though, in the future and to
produce regular operating profits.

As Postmaster General, I plan to ensure that we get the most out
of what we can control. My personal vision is that of a profitable,
nimble Postal Service that competes for customers and has a well-
defined, valued role in an ever increasing digital world. Part of that
vision is to ensure the Postal Service will always be a resource to
every American business and we will be valued and trusted in
every American residence.

The way people in businesses are using the mail is changing, and
we are adapting to those changes in some fairly significant ways.
We will continue to adapt and improve the core business and our
core offering to the American public.

Everything we do relates to delivering for our customers. That is
a powerful platform which drives commerce and complements the
evolving nature of the way that people communicate and conduct
business in America today, one that ensures the Postal Service will
remain at the heart of an industry which employs millions of peo-
ple and generates hundreds of billions of dollars in revenue.

Even as technology has changed, the Postal Service will remain
a powerful conduit for businesses to reach residential customers.
The mail is going to remain the most effective way of reaching cus-
tomers, and we need to continue to build our business around that
concept. New investments in tracking technologies and offerings for
small businesses will also help keep us strong.

One of my highest priorities is to improve our customer experi-
ence. Every interaction with us, whether it is a carrier, a clerk, at
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a kiosk, on the telephone, online, must be a great experience. We
are looking at all aspects of the way that we interact with our cus-
tomer and will make big improvements. Part of that strategy is ex-
panding points of access and moving away from some traditional
post offices in some locations. We think that there are significant
opportunities to grow our package business. We have been very
successful with our Flat Rate Campaign, and there is major growth
in this area which nicely complements the rise in e-commerce.
More than anything we do, however, we need to continue to be
leaner, faster, and smarter as an organization. We must be very
aggressive in realigning the operations of the Postal Service to
match the declining mail volumes which are projected in this com-
ing decade.

We need to continue to optimize our network, realign our work-
force, reduce energy use and our physical footprint, and drive costs
out of every aspect of the Postal Service. We will do all of this with
motivated and knowledgeable employees and with the support and
collaboration of our customers in the mailing industry.

I very much appreciate the efforts of you, Mr. Chairman, and the
introduction of Senate bill 3831, the POST Act. Enactment of this
measure would provide the Postal Service the flexibility to imple-
ment these business strategies faster and more effectively. The cur-
rent retiree health benefit provision is especially crucial because we
will not have sufficient funds by the end of the year to make that
prepayment.

I also see the POST Act as an important improvement——

Senator CARPER. Excuse me. You said by the end of the year.

Mr. DONAHOE. By the end of next year.

Senator CARPER. Next year? End of the current fiscal year?

Mr. DONAHOE. The end of this current fiscal year. I will not be
able to make that payment on September 30th.

Senator CARPER. All right. Thank you.

Mr. DoNAHOE. With an inflexible business model, our challenges
are significant. We do not want to be a burden to the American
taxpayers, and the POST Act helps ensure that will not happen.
Our goal is to remain viable for the long term, and with your help
and a more flexible business model, we will be able to do just that.

Thank you for your continued engagement on postal issues, and
I would be more than happy to answer any questions that you
might have.

Senator CARPER. Good. Thank you for that testimony.

I am going to yield to Dr. Coburn for the first questions. Tom.

Senator COBURN. Mr. Chairman, thank you for that consider-
ation.

Mr. Donahoe, we had a visit yesterday, and one of the things
that you advised me is that you have not come to a contract agree-
ment with the rural letter carriers? Is that correct?

Mr. DONAHOE. Yes, Doctor.

Senator COBURN. Is it not true that you have the ability right
now to contract that business out?

Mr. DONAHOE. We can contract routes that are vacant. That is
part of our contracting abilities within our contracts with the rural
carriers.
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Senator COBURN. If they do not come to an agreement, can you
contract other routes?

Mr. DONAHOE. That is something we would have to work
through. I would have to double-check as far as how we would be
able to work that process. But the contracting provision if there.

Senator COBURN. Can you, without violating your negotiations,
tell us what the hang-up is with the rural carriers?

Mr. DONAHOE. Right now, we have reached impasse. We have
been talking to the rural carriers about work rules, flexibility, and
pay. When I say impasse, we have run to the end of the contracting
time frame. We have the door open still. We would like to still
work with them. We think there are some opportunities to sit down
and come up with some creative aspects going forward. We think
that we need the flexibility in the workforce. We need flexibility
around how we employ people and the pay associated, and I think
that the rural carriers, if they do the responsible thing, step up,
come back, and we can sit down and talk.

Senator COBURN. All right. I just have one other question. With
your labor costs now at—80 percent?

Mr. DONAHOE. 80 percent.

Senator COBURN. Where do you have to be right now for 2011 to
break even at the Postal Service?

Mr. DONAHOE. Well, let us take a look at the finances. As I men-
tioned before, we had the $8.5 billion loss this year. The way our
finances look right now, we are projecting an operating loss of $900
million. That is strictly our revenues less the operating expense.
We have to add on to that the $5.5 billion payment. That is more
than cash flow. That is part of our bottom line.

Senator COBURN. A portion of that, because—does that truly re-
flect your level of employment today?

Mr. DONAHOE. The $5.5 billion?

Senator COBURN. The $5.5 billion.

Mr. DONAHOE. No.

Senator COBURN. It actually overstates

Mr. DONAHOE. The $5.5 billion overstates the number of employ-
ees. When the law was written in 2006, it was written with the
provision that we were funding for 757,000 employees. We have
580,000 today.

Senator COBURN. Yes, so that is a big difference in the

Mr. DONAHOE. It is a big difference, and one of the things that
we would definitely look for some help on is restating that part of
the law.

Senator COBURN. Yes, and I think that is something that needs
to be considered in your bill, Mr. Chairman.

So at what level of labor costs would you be at break-even today?

Mr. DoNAHOE. Well, if you take a look at it from a percentage
standpoint, we would have to reduce the percentage through driv-
ing down costs.

Senator COBURN. Well, I mean, would you have to have labor
costs at 70 percent, 72 percent, 74 percent, 68 percent, to be at
break-even?

Mr. DONAHOE. Well, it is a function of total cost. If you take a
look at our business today, in the service business that we are in
you are going to have a substantial portion of your costs in labor.
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Senator COBURN. I understand that. All I am saying is

Mr. DONAHOE. It is the total cost that has to be considered.

Senator COBURN. Let me ask you this, then. Since 80 percent of
your cost is labor cost, how much of the savings do you, having
somebody that has been experienced in every aspect of the post of-
ﬁce,?what percentage savings can you get out of that other 20 per-
cent’

Mr. DONAHOE. Not a whole lot.

Senator COBURN. All right.

Mr. DONAHOE. We have transportation costs and real estate costs
that we can get some savings from.

Senator COBURN. Yes, so but how much?

Mr. DONAHOE. Probably, a couple percentage points.

Senator COBURN. Nothing to hold you to, but

Mr. DONAHOE. I can probably get a percent or two out of there.

Senator COBURN. OK. So you can get 2 percent there.

Mr. DONAHOE. Yes.

Senator COBURN. So the one thing we can all know here, unless
revenues increase, for you to get to break-even, labor costs have to
go down, either through efficiency, attrition, or better contracts.

Mr. DONAHOE. That is exactly correct.

Senator COBURN. There are only three ways.

Mr. DONAHOE. You are still going to have the same percentage
of cost to a large extent because of the nature of the service. It is
how much that percent actually costs. So what we are looking for
is—to put it in context, if you have $60 billion in labor costs, we
would be looking for closer to, say, $55 billion in labor costs. You
are still going to have the same percent.

Senator COBURN. No, I understand that, but I am——

Mr. DONAHOE. It is a smaller pot.

Senator COBURN [continuing]. Saying if you had the numbers
today, what would you have to take off?

Mr. DONAHOE. It is a smaller number.

Senator COBURN. I understand——

Mr. DONAHOE. We are on the same page.

Senator COBURN. But also, as those labor costs go down——

Mr. DONAHOE. Yes.

Senator COBURN [continuing]. Your forward-funded pension costs
go down.

Mr. DONAHOE. Yes.

Senator COBURN. Your health care costs go down. They all go
down.

Mr. DONAHOE. Yes.

Senator COBURN. So the fact is we know the numbers, we know
where we have to get, he knows where he has to get, and we have
to have the bargaining units recognize this is where it is going to
go. Because I will tell you, as a member sitting on the Deficit Com-
mission, this short-term change in the cash flow will help you do
that. After that, it is over.

Mr. DONAHOE. Yes, we realize that.

Senator COBURN. Well, I know you realize it. The bargaining
groups have to realize it as well. The very fact that we have a dif-
ferent health care costs for postal workers than the rest of Federal
employees is something that has to be changed in the contracts.
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Mr. DONAHOE. We are addressing that with the unions right
now. They have taken steps in the last contracts to change that,
and that is something we will be working with them going forward.

Senator COBURN. Mr. Chairman, I appreciate it so much. And I
welcome you to this toothache.

Mr. DONAHOE. Thank you. [Laughter.]

It is much appreciated.

Senator CARPER. It is too bad Dr. Coburn is not a dentist. He
could serve in other ways. [Laughter.]

Seélator COBURN. You just pull them out, don’t you? That is all
you do.

Senator CARPER. All right. Let me just start off, Mr. Donahoe, by
asking you just to make it clear for the record what will happen
at the Postal Service if Congress does not act on a financial relief
proposal in the coming months? The Postal Service, as we have
heard, lost $8.5 billion in the fiscal year that has just ended, and
I understand that you are projecting more than $6 billion in losses
in the current fiscal year. I believe that if these projections do bear
out, the Postal Service will be out of cash and out of borrowing au-
thority—I call it “out of running room”—by this time next year, if
not sooner. What will happen if this occurs? And will the Postal
Service have to cease—or will the Postal Service have to cease op-
erations at some point?

Mr. DONAHOE. Let me answer that in a number of ways. First
of all, let us set up what the finances look like. This year, we are
predicting a loss of $900 million in our operating funds. That is
revenue less expense. In September, we will have to write a check
for $5.5 billion for the retiree health benefits. We cannot write that
check because we will put ourselves in a negative cash balance of
$2.7 billion at that point. The budget we have set up this year is
like the budgets we have had the past few years. We are planning
on taking 49 million work hours out again this year, and that is
on top of over 200 million hours the last 2 years. So people are
stretched. We are doing everything we can to get the efficiencies
and savings in the organization.

Of course, looking at revenue, we want to try to grow the top
line, but with the situation in the economy today, you cannot take
that to the bank.

What we would do September 30th is this: We would decide what
payment not to make. As the Postmaster General, as a member of
our Board of Governors, we know we have a responsibility for serv-
ice to the American public. We would continue with our service. We
would have to make a decision either to not pay the fund or stop
paying some of our FERS funds early on because in that situation
that does give us the cash and the breathing room at the end of
the year.

Senator CARPER. All right. Thank you. Talk to us a little bit
about productivity gains and some gains that you have realized by
virtue of negotiations with the labor unions which represent your
employees. Talk to us about some of those productivity gains, be-
cause they have to be rather considerable.

Mr. DONAHOE. They are. We are very, very proud of the fact that
over the last 10 years we have doubled productivity in the U.S.
Postal Service, and that includes all of the volume loss that we
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have experienced. So people have not only been productive as we
grew volume in the middle of this decade, but as volume dropped,
our managers and our craft employees came together very well and
took substantial costs out of this organization. We have done it
through process improvement in our processing plants. We have re-
duced our network. And we have also worked with the unions. I
will give you an example.

The National Association of Letter Carriers (NALC) has worked
very closely with us over the last couple years. We have taken
13,000 letter carrier routes out, and it has been a very good proc-
ess, voluntary, working hand in hand.

What we are most proud of in that time is the fact that we have
improved our service, measured service on mailbox to mailbox,
measured service with commercial mail, whether it is first class,
standard, or the periodicals, and our package business. I would put
our package service up against anybody, our scanning performance,
and that has all been done by the great work of our people during
a pretty trying time.

Senator CARPER. OK. I probably should have asked this question
earlier, but you had a number of years to develop your approach
to management and your approach to managing people in a large
operation. Why don’t you just take a minute or two and just talk
to us about how you manage, how you see yourself serving in this
job. What strengths do you bring to it? And what are some things
that you will have to learn on the job?

Mr. DONAHOE. Thank you. I have 35 years in the Postal Service.
I have been blessed with a great career, nice opportunities. The
Postal Service is a great place to work because almost anything
that you want to get involved in you can, and I have had that op-
portunity. I have been able to move up from a clerk—I was a clerk
on the work floor in Pittsburgh, Pennsylvania, in 1975 while at-
tending school during the day, and I have had the opportunity to
come up through the ranks in many different positions, and it has
really given me a great appreciation for the organization, for our
customers, and for the entire industry, which I value.

From a standpoint of my management style, I will tell you I try
to be as open and engaging as possible. I am very direct. You are
always going to get a straight direct answer from me. I am, I think,
a good listener, and that has always helped me to be able to work
with people to try to resolve problems. I look for win-win situa-
tions, and I think even in these trying times that we have right
now there are win-win situations. And between your help with your
bill and the work with a lot of people that are in this room today,
customers and stakeholders, there are some win-wins here.

Senator CARPER. I like to quote Albert Einstein, who used to say
a long time ago, “In adversity lies opportunity.”

Mr. DONAHOE. That is true.

Senator CARPER. And he was not talking about the Postal Serv-
ice, but I think it applies here, too.

This past spring, Postmaster General Potter put forward a plan
that includes strategies and legislative recommendations for ad-
dressing the challenges that the Postal Service faces. What are
some of the goals, your goals? And how are they similar and maybe
in some cases different to those laid out by General Potter?
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Mr. DONAHOE. Well, one of the things that I think is critical, and
I cannot say this enough: The Postal Service is still a very viable
and important part of the American economy and American society.
We will deliver 171 billion pieces of mail this year, so it is not
something that is going to go away tomorrow or the next day. We
still present more bills than anyone, including the Internet, and
more people still pay bills through the mail than they pay on the
Internet. So even though there have been some changes, the Amer-
ican economy still depends on the Postal Service.

We also do a great job in that same vein from a package perspec-
tive. People can come to us, mail packages, and have access to
37,000 locations across the country. So we are still viable, we are
still important.

That said, we did put a plan out last March. I think it was a very
good plan. It was a balanced plan. And what that plan did, it was
two things. It said there are some things that we are going to be
responsible for in the Postal Service. It is growing revenue, and at
the same time improving the process and taking cost out. And we
are committed to those, and we are not only on track, we are ahead
of that last year and this year. And we will stay focused on that.

The other side of that plan, of course, is the help that we need—
the help that we need from Congress and the stakeholders around
some of these issues, like the retiree health benefit, delivery flexi-
bility, and also some retail flexibility. And your bill addresses
those, and again I want to say thank you for that.

My own management style ties in very directly with the plan. My
focus is going to be on four things.

First, improving the business to customer channel, that is, grow-
ing mail. We have to grow revenue. We have to grow the top line
in this organization. It is critically important. Like Dr. Coburn
said, when you get involved in taking a look ahead, you either can
cut costs or grow the revenue. We know we need to grow that rev-
enue. So the focus will be there. We think big business, there are
opportunities with NSAs and contracts. We will be working closely
with the Commission on that. We think from a small business per-
spective there are plenty of opportunities out there. When I look at
TV, I look at newspaper ads, I will see small businesses advertising
there on the Internet, and the Postal Service is still the most direct
way to get in front of a customer’s eyes. So working with small
business, giving them opportunities for products and services to
grow their business is one of my focuses.

The second focus is growing the package business. We have some
great products out there with the Flat Rate box, and we are intro-
ducing some new offers. We have been working with the Commis-
sion on that. We are rolling these out.

The other thing that we are focusing on is scanning visibility
that will be second to none in the industry. At the end of this cal-
endar year 2011 coming up, we will be there, and that will really
enhance our package business. We also think that we should be in
the prime position to handle return packages. With e-commerce
today, a lot of people buy two things and send one back because
they are not sure of the size that they have. So we are in right in
that position because we are going to people’s houses every day to
pick that mail up.
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The third thing you will see a lot more focus on for me is improv-
ing the customer experience. I said that in my opening testimony,
and I strongly believe that. We do a great job. Our people do a
great job every day delivering mail. You asked whether I testified
here before. In 1994, I testified with then-Postmaster General
Marvin Runyon. Our service in Washington, D.C., was about 50
percent on time. Service in Washington, D.C., today is 97 percent
on time. They have done a great job, and we keep our eye on that
service.

Now, there are other areas of service than what you see in the
post office. Is every experience good? No. But we want to get to the
point where every experience is good, and the same with when you
pick up the phone or go online with us, every experience has to be
great, because we know satisfied customers bring us revenue and
also refer us to other people from a revenue standpoint.

Finally, the fourth area, “Leaner, Smarter, Faster.” I mentioned
that in my testimony. We have done a great job from a productivity
standpoint. There are still opportunities looking at what we do in
our networks, what we do with our retail. We can continue to take
costs out by improving our process.

Smarter, being able to listen to the customers and deliver what
they need is critical, and that is critical for us to be able to grow.
And faster means being able to deliver on what we promise. I
would like to be in a situation, and we are working with our people
internally and working with the Commission that if one of our peo-
ple goes out for a package sale, they have a computer. Right there
they negotiate a price, push a button, sign the contract, done. That
fast. The process takes way too long now, but moving forward with
some of the work we can do with the Commission, we want to
shrink that team and be leaner, smarter, and faster.

Senator CARPER. Good. When you say “leaner, smarter, faster,”
do you know what it reminds me of?

Mr. DONAHOE. What?

Senator CARPER. What our brand in Delaware has been for some
years. We are the First State, the first State that ratified the Con-
stitution. In fact, Pennsylvania used to be part of Delaware.
[Laughter.]

But our brand is not leaner, smarter, faster, but for years it has
been smaller, faster, smarter.

Mr. DONAHOE. Aha. There you go. We are just like Delaware.
[Laughter.]

That will be our second line.

Senator CARPER. You could not pick a better State to emulate.
It is actually a State that works.

The bill that I have introduced and described earlier removes the
legislative restrictions that prevent the Postal Service from exer-
cising its authority to reduce delivery frequency, an authority that
we provided you in the 2006 legislation. This would allow the Post-
al Service to carry out its proposal, when deemed necessary, to
eliminate or modify delivery of mail on Saturdays. This proposal
has been greeted with some skepticism. What has the Postal Serv-
ice done to address the concerns that have been raised in recent
months by those who want to maintain Saturday delivery just as
it is? What would you say to those out there who argue that the
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enactment of my language that would give the Postal Service the
authority to go beyond its current proposal and move to 4- or 3- or
2-day delivery?

Mr. DoONAHOE. Well, first of all, let me echo your comments from
the statement you made at the beginning of the hearing. We do not
really want to go to anything less than 6 days. We are, to a large
extent, forced into that from what we find economically. We have
lost 20 percent of our volume, and as I said, people have done a
real nice job picking up the cost. But what you have and what we
are faced with is a declining revenue per delivery. Every year we
add a million deliveries on, and if our revenue continues to go
down, as we have projected, based on a relatively flat mail volume
but a much more problematic mix, more standard, less first class,
each year that happens it becomes more and more burdensome to
deliver 6 days a week to all addresses in America. So we realize
it is a financial issue that we have to take a look at.

Now, from a standpoint of the work that we have done around
6-day to 5-day, I think that we have been very, very thorough. We
have tried to vet this issue with customers, at all levels, large busi-
ness, small business, residential. We have done a lot of focus work.
We have done a lot of survey work. What has come back to us is
this: 6-day to 5-day delivery is more appealing when you compare
it to a couple choices. The choices are substantial raises in postage
rates, 10, 15 percent, when you give a customer those choices. The
other is closing post offices.

So what we did, we went back, took all that survey information,
and we have a proposal out there right now, and our proposal is
this: We would like to move from 6-day to 5-day in terms of deliv-
ering mail, collecting mail, and processing outgoing mail. We would
maintain a 7-day-a-week network so that remittance volume and
the rest of the mail that comes through our channels maintains
service standards. We would also keep post offices open and deliver
to post office boxes on Saturday so that if you needed to get mail
on Saturday, you could get a post office box. We would continue to
deliver Express Mail so if there was something critical, it would get
delivered.

Now, as we work through that, there has been a lot of discussion.
We have talked to the Government Accountability Office (GAO)
about that and asked them to go through and work with us. And
we are also open, again, to talking with any other customers going
forward with concerns that they have.

We want to make sure that we keep the Postal Service strong
and that we keep our networks strong and that we are meeting
customers’ needs. We do not want to do something that would
hinder business nor hurt those customers.

Now, as far as looking ahead, revenue per delivery is an issue.
We think that 6-day to 5-day along with other issues or other rem-
edies that you propose in your bill—the retiree health benefit and
also giving us some other flexibilities in some cost areas—I think
that we would be OK with that for a number of years. Eventually,
if we had to cross the line and go to, say, 3-day delivery, I do not
think, just looking at our future volumes and what we think we
can do financially going forward, I do not think we would have to
cross that threshold for a number of years. But the one thing that
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I do appreciate in your bill, I think it is important that you would
give the Postal Service, our Board of Governors, the ability to make
those decisions.

Senator CARPER. All right.

Mr. DONAHOE. Thank you.

Senator CARPER. You mentioned post offices themselves. The
next question I have may be my last one, but the bill that I have
introduced would give the Postal Service more freedom to close post
offices, including post offices that are operating at a deficit. It is
my goal with this language to give you the ability to close outdated
facilities that may not be in the best locations and replace them
with retail outlets that might be less expensive but more conven-
ient for your customers. I think Senator Coburn referred to one of
those back in Oklahoma, I think in his home town.

You talked about win-win situations. I look for a lot of those as
well. The ideal outcome, in my view, would be more not less access
to postal retail outlets. There is some concern, however, that this
language could lead to the Postal Service completely abandoning
some communities, especially rural communities. I just want to ask
you to take a minute or two to discuss how the Postal Service
would use the post office language in the POST Act that I have in-
troduced and dispel, if you can, some or most of those concerns that
have been raised about particularly rural access and other poten-
tial problems.

Mr. DONAHOE. Thank you. We think access to our customers is
paramount, and that is exactly what we would be focused on. The
interesting thing about what has happened in the last few years
from a Postal Service perspective with the introduction of things
like Click-N-Ship and, of course, more access to stamps and postal
services in stores like Costco, right now about 35 percent of reve-
nues, retail revenues—stamp sales and postage services—are avail-
able and are conducted outside the door of the Postal Service. So
America is already changing. What we are trying to do is make
sure that we not only catch up but are also ahead of what their
needs are.

I understand your concerns and I understand the concerns that
we have had from constituents around the country about how do
you deal with small post offices in rural areas. One of the things
we are looking at is this: You have to look at where your locations
are, the viability, and the need. Then also from a standpoint of ac-
cess you have to come up with some creative solutions going for-
ward, I think, in order to keep us healthy financially.

I am from western Pennsylvania. In western Pennsylvania, there
are a lot of small towns and in a lot of these small towns you have
a post office, a store, and a gasoline station. And one of the things
we are looking at is should we take some of the postal services and
contract some of that work out to the local stores that are open in
many cases almost double the hours we are, and do that at a frac-
tion of the cost that it takes for us to provide those services today.
It does two things: It provides access to customers; it in some cases
may keep that store open just because the contract cash flow, as
Dr. Coburn mentioned, keeps the doors open, and at the same time
it gives us the opportunity to move away from some expensive real
estate and some additional costs. We have always worked with our
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employees and I have assured our postmasters as we work through
this that we would find landing spots for people. We are pretty
proud of the fact that over the years we have eliminated 200,000
people in this organization. We have not laid people off. We always
find landing spots, and we will continue to do that as we shrink
these networks down.

Senator CARPER. The last question I want to ask, and I am not
going to ask you to respond, but I will ask you to respond for the
record. This Deficit Commission that Senator Coburn and some of
our other colleagues, other people, a Commission led by Erskine
Bowles and former Senator Alan Simpson, have submitted a pro-
posal that has caused a fair amount of gnashing of teeth from a
lot of different sectors. Some people say it has too much taxes.
Some people say it has way too much cuts in spending. And I think
the theme that pervades, permeates their proposal is actually a
sharing of sacrifice that is being asked. And to the extent they are
asking Federal employees to forgo increases in pay, we need to
make sure that all of us are being asked to do something, to give
up a little bit.

On the issue of benefits, you are going to be looking at the level
of benefits that postal employees have and what they pay and what
is provided for them. I would just ask that we keep in mind as
leaders that we have to lead by example. And that is true for me
here and for my colleagues, and it is also true for you and our sen-
ior management. I will have a question for the record for you to
respond to in that regard. I would just ask you to keep that in
mind.

Mr. DONAHOE. I can respond to this point right now, if you would
like.

Senator CARPER. Go ahead.

Mr. DONAHOE. We have already frozen executive levels going for-
ward this year. Officer pay for 2011 is frozen at 2010 levels. For
executives in the organization, we have frozen what is called the
pay band, so you might have somebody that can make a little bit,
but they cannot make any higher than the pay bands that existed
in 2010. We agree 100 percent. If you take a look at the Postal
Service, we are a reflection of what is going on in the U.S. today
from a cost standpoint. You have to make some decisions, and
choices have to get made. Your bill puts the opportunity out there
for the Postal Service and the stakeholders in this organization to
sit down and make some tough choices.

The key thing is a healthy Postal Service, a financially healthy
Postal Service for this industry. We have all got to sit down, man-
agement, our Board of Governors, our leaders, postmasters and
managers, our craft employees, all the customers and all the stake-
holders, along with Congress, and make this happen.

Again, I appreciate your support. We think the bill is great. We
are looking forward to working with you in the future.

Senator CARPER. Thanks, Mr. Donahoe. I will close with this
thought: I mentioned earlier the need for us as a country to move
away from a culture of spendthrift in the Federal Government to
a culture of thrift. And we are endeavoring to try to do that, and
I think it is clear that you are as well.
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One of the things we are trying to endeavor to do in the Federal
Government is to collect several hundreds of billions of dollars of
taxes that are owed but are not being collected. We call it the tax
gap, and the last time we counted, it was about $300 billion a year.
And so we need to grow our Federal revenues in part by collecting
taxes that are owed but in some cases not being paid.

One of the real challenges for the Postal Service—and I think
you all have done a very good job in raising productivity—working
with your unions and your employees, a real good job in raising
productivity and reducing the workforce through attrition, trying to
be humane about it. The real challenge is to grow revenues, espe-
f)ially in a down economy, which I think is actually starting to get

etter.

I do not know who you have at the Postal Service whose job or
jobs it is to think outside of the box, to come up with ways for rais-
ing revenues. And we have an obligation to give you a reasonable
amount of flexibility to do that. But you need to have really, really
good people on your payroll, and in some cases not on your payroll,
virlho can help you think through all the advantages that are out
there.

I know that somewhere along the line somebody is going to say,
“Gosh, why didn’t we think of that years ago? That is such a good
idea.” And I know there are ideas like that, and we just need peo-
ple out there generating them and, when they are generated, to
make sure that you can separate out the good from the bad and
then implement the ones that are most promising, and to talk to
us if we need to do something to allow you to move forward.

Well, we have enjoyed this visit. We appreciate your being here,
and we hope that you will give Jack Potter our best and our
thanks.

Mr. DONAHOE. I will.

Senator CARPER. I will use this in closing. I am a baseball fan.
I know you are a big fan of the Pittsburgh Panthers. I am a big
Ohio State Buckeye fan and a Delaware Fighting Blue Hens fan.
But my favorite baseball team is the Tigers. Ever since I was about
8 years old. One of the best players who played for the Tigers for
the last 20, 30 years is a guy named Kirk Gibson, some of you will
recall. He played for the Tigers for a number of years. He also
played for several years with the Los Angeles Dodgers. He was a
guy who played hurt, and one particular season he was badly in-
jured. He was playing with the Dodgers at the time. He suited up
to play, but he could not play. But he played anyway. And they put
him in the game. It was the first game in the series, and he came
up with runners on base, and literally he could barely walk up to
the plate. And he hit a home run. He could then barely walk
around the base paths, but he did. And they took him out of the
game after that. The Dodgers went on to win the World Series, I
tﬁink in four games. And he was the spark that helped them do
that.

A couple years later, he went back to the Tigers. Several years
after that he retired—not at the beginning of the season and not
at the end of the season, but in the middle of the season. In the
middle of the season. Kind of unusual. And he held a press con-
ference in the dugout, invited all the press to come in, and he an-
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nounced to them, he said, “I have been traded”—and then he said
“traded back to my family.” So you can tell Jack Potter that he is
being traded back to his family.

Mr. DONAHOE. I will do that.

Senator CARPER. With our thanks. All right. Thank you so much.

Mr. DONAHOE. Thank you.

Senator CARPER. And we will ask our witnesses to come forward
for our second panel: Ms. Goldway, Mr. Foley, and Mr. Herr.
[Pause.]

Welcome one and all. Our next panel is Ruth Goldway, Chair-
person of the Postal Regulatory Commission. Ms. Goldway was ele-
vated to her position in August 2009. She has been a member of
the Commission since 1998. Welcome. Nice to see you.

Next we have Jonathan Foley. Mr. Foley is the Director of Policy
and Planning at the Office of Personnel Management. He has over
55 years of experience—no, I am just kidding. Twenty-five. Twenty-
five years of experience in health policy and management. Mr.
Foley, very nice of you to come.

And, finally, we have Phillip Herr, also known as Phil Herr. It
is interesting. Your name is spelled P-H-I-L-L. Is that the way you
spell it?

Mr. HERR. No, sir. But it is close enough.

Senator CARPER. Well, you can never have too many “L’s” in your
name, I suppose. But, Mr. Herr, we are delighted you are back, and
you serve still as, I think, Director of Physical Infrastructure Issues
at the Government Accountability Office. We are trying to get you
guys a new permanent Comptroller General over there. We had a
hearing, I think in this room.

Mr. HERR. Yes.

Senator CARPER. With Gene Dodaro a couple days ago. He did a
nice job. He never uses notes. He has testified any number of
times. I have never seen him use a note either for his testimony
or for responding to questions. The only other person I have ever
seen do that was Chief Justice John Roberts who in his hearings
never used a note. You are all welcome to use notes, by the way.

Mr. Herr has been with GAO since 1989 and manages a broad
range of issues there, including postal issues. So you have plenty
to do.

We are grateful to all of you for being here. Your entire testi-
monies will be made part of the record, and, Ms. Goldway, why
don’t you proceed first.

TESTIMONY OF THE HON. RUTH Y. GOLDWAY,! CHAIRMAN,
POSTAL REGULATORY COMMISSION

Ms. GoLDWAY. Thank you, Senator Carper. Good morning, Chair-
man Carper, and I want to acknowledge the Subcommittee Mem-
bers who have attended but had to leave. Thank you for the oppor-
tunity to present the Commission’s comments on the POST Act. We
also want to gratefully acknowledge Postmaster General Potter’s
long record of service and warmly welcome Postmaster General
designee Pat Donahoe.

1The prepared statement of Ms. Goldway appears in the appendix on page 66.
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The 2006 PAEA’s price cap and service standard provisions suc-
cessfully forced cost reductions and quality improvements. The Act
also wisely included the opportunity for future reform. In fact, a
key provision of the POST Act is based on a pension cost study au-
thorized by the PAEA and completed by the Commission. Using the
best actuarial practices identified in our study, the POST Act di-
rects OPM to recalculate the allocation of postal pension costs. The
actuarial analysis we conducted indicates that this could benefit
the Postal Service by as much as $55 billion. Further, the POST
Act would allow these funds to be used to defray the Postal Serv-
ice’s liability for future retiree health benefits.

In the Commission’s recent exigent rate decision, we identified
the $5.5 billion annual payment to this fund as the single biggest
cause of the Postal Service’s financial difficulty. In an earlier
PAEA-directed study, the Commission determination that the Post-
al Service’s Retiree Health Benefit Fund Liability might be reduced
by nearly $35 billion is calculated on its current workforce using
dynamic, long-term medical inflation rates. The Postal Service’s an-
nual payments could then be reduced by $2 billion while meeting
the obligations of the original law. Continuing postal workforce re-
ductions seem inevitable. Therefore, it may be prudent to require
adjustments of this liability in new legislation.

The POST Act proposes to provide the Postal Service with in-
creased operational and competitive flexibilities. The Commission
supports further reform. However, we have questions about how
provisions in this bill might negatively affect service, access, and
the competitive marketplace. We believe that appropriate safe-
gufards and oversight are needed where new flexibilities are author-
ized.

The bill would allow the Postal Service to furnish property and
services for compensation to state and local governments, as it now
does successfully with Federal agencies. Appropriately applied, this
promises to be beneficial to both the State and local level and for
the Postal Service. The Commission is less sure of language in the
bill to allow unregulated use of Postal Service mail networks and
technologies to provide new non-postal services. The authority is
ver}(li broadly defined, and it is difficult to assess how it will be
used.

In reviewing non-postal services under the PAEA, the Commis-
sion is directed to consider “the public need for the service and the
ability of the private sector to meet the public need for that serv-
ice.” Would this kind of public interest standard apply to non-post-
al services authorized by the POST Act?

Current law also authorizes the Commission to oversee and regu-
late Postal Service market tests, both to protect the public interest
and to promote positive outcomes for the Postal Service. Would this
be affected as well? The Commission strongly believes that prior
regulatory review has been effective under the PAEA and should
be required if the Postal Service’s competitive flexibility is ex-
panded.

The POST Act would also allow the Postal Service to reduce the
frequency of mail delivery service and to more easily close post of-
fices. The Commission expects to issue its advisory opinion later
this month on the Postal Service’s 5-day delivery plan. We have
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held a dozen public hearings on this issue and developed a sub-
stantive evidentiary record that we are now reviewing. I will re-
serve comment until the opinion is issued later this month. How-
ever, I would ask whether the POST Act would allow the Postal
Service to reduce delivery service to 4 days or 3 days without prior
review. This possibility was not a focus of our hearings.

Earlier this year, the Commission issued an advisory opinion on
a Postal Service proposal for station and branch closings. We ac-
knowledged the Postal Service’s discretion in adjusting its retail ac-
cess as long as universal service is maintained. However, in the de-
cision we recommended that a standardized review process be de-
veloped and consistently applied to all post offices, stations and
branches if closures are to occur. The 10-day notice now given to
stations and branches is inadequate.

Since 1976, the Postal Service has been required to give post of-
fice customers at least a 60-day notice of its intention to close a
post office, and affected customers have 30 days to appeal to the
Commission. We found that such notice and due process should be
available to all customers. To customers, a post office by any name
is a post office. The Commission’s longstanding practice does not
recognize the difference either. A legislative clarification on this
issue would assist the Commission and, more importantly, assist
citizens in addressing their concerns.

In closing, I would like to thank Senator Carper and Senator Col-
lins for putting forward possible reforms to the PAEA and thank
all the Subcommittee Members for their thoughtful oversight and
support of the Postal Service. I must emphasize that a resolution
of the pension and retiree health benefit issues is the key to real
reform. The Postal Service must have manageable financial obliga-
tions if it is going to effectively manage its operations, serve its
customers, and improve for the future.

Thank you.

Senator CARPER. Thank you, Madam Chairman.

Mr. Foley, please proceed.

TESTIMONY OF JONATHAN FOLEY,! DIRECTOR OF PLANNING
AND POLICY ANALYSIS, U.S. OFFICE OF PERSONNEL MAN-
AGEMENT

Mr. FOLEY. Chairman Carper, I am pleased to be here today on
behalf of Office of Personnel Management Director John Berry.
OPM commends you in your efforts to help the Postal Service stay
financially viable, and we share in your commitment to do so while
maintaining our fiduciary responsibility to the Civil Service Retire-
ment and Disability Trust Fund.

Senate bill 3831 readdresses the issue of how responsibility for
the retirement costs of pre-1971 postal employment should be ap-
portioned. The underlying question is whether the Treasury or the
Postal Service should be responsible for the effects of postal pay in-
creases on the value of that service in computing CSRS annuities.
Given prior discussions, I will only provide a brief outline of rel-
evant history.

1The prepared statement of Mr. Foley appears in the appendix on page 71.
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In 1973, Congress enacted Public Law 93-349 which established
the policy, then supported by the Postal Service, that it would ac-
cept responsibility for the effects of pay increases on annuities. In
2003, the Postal Service first suggested that OPM transfer respon-
sibility for the effects of postal pay increases to the Treasury. After
careful consideration by OPM and it’s Board of Actuaries, OPM de-
termined that the original apportionment method complied with
the law. This past January, the Postal Inspector General issued a
report again raising the apportionment issue and asserting a $75
billion overpayment.

In June, the Postal Regulatory Commission issued the results of
a Segal Company study on the apportionment methodology. The
Segal report only addressed one aspect of the complicated funding
arrangement and did not discuss the historical context of the issue.
Segal acknowledges this by stating that its “recommendation is, in
essence, a 2010 fresh look, and does not attempt to deal with the
history accumulated over [40] years since the [Postal Reform Act]
was enacted.”

The Segal-proposed methodology was a slight variation on the
Postal IG’s proposal and suggested a $50 to $55 billion over-
funding. The PRC also suggested that the PAEA gave OPM author-
ity to reapportion responsibility for pre-1971 service as part of the
redetermination process. Enacted in 2006, the PAEA’s primary pur-
pose was for the Treasury to take responsibility for the cost of mili-
tary service credit in the computation of Postal Service annuities,
leading to a savings of $28 billion to the Postal Service.

The law further provided for a review process initiated at the re-
quest of the PRC for OPM to reconsider any determination or rede-
termination made by the Office of Personnel Management under
this section. The PRC asserted that this reconsideration authority
permitted OPM to make the reallocation. We believe the assertion
that OPM has the discretion to make basic changes in the alloca-
tion method between the Postal Service and the Treasury goes be-
yond the intent of and the authority provided to OPM in PAEA.

The reconsideration process provided for in section 802(c) of the
PAEA allows for the appeal and review of OPM’s specific calcula-
tions of the annual supplemental liability determination according
to the established fund allocation methodology. For example, 802(c)
allows reconsideration of the population or accounting data under-
lying the annual liability determination but not of the allocation
methodology. Thus, the question of whether there should be a
change in the apportionment of responsibility is one that is appro-
priate for consideration by Congress.

Our comments on Senate bill 3831 are limited to section 2, which
would transfer responsibility to the Treasury for the effects of post-
al pay increases on the value of pre-1971 Postal employment in
computing CSRS annuities, a change estimated to be $50 to $55
billion. It would also permit the resulting Postal Service surplus to
be used at the discretion of the Postal Board of Governors to satisfy
the $5.5 to $5.8 billion annual payments to the Postal Retiree
Health Benefits Fund (RHBF) for fiscal years 2010 through 2016.

OPM’s principal roles in this matter are those of program admin-
istrator and trust fund fiduciary. As such, our primary concerns are
with the efficient operation and reliable funding of the retirement
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and insurance programs. As a fiduciary, our main concern is with
the adequate funding of the program and not with the source of
that funding. Since Senate bill 3831 will not change funding levels
for CSRS but only the source of those funds, OPM takes no position
at this time as to the substance of section 2. However, we do have
concerns regarding certain technical aspects of that section. We
previously provided technical assistance on the draft bill and would
be pleased to work further with the Subcommittee on this matter.

I appreciate the opportunity to appear before you today and
would be pleased to answer any questions you may have.

Senator CARPER. Thank you. Thank you very much for that testi-
mony, sir. We look forward to continuing to work with you.

Mr. Herr, you are on. Thanks.

TESTIMONY OF PHILLIP HERR, DIRECTOR,! PHYSICAL INFRA-
STRUCTURE ISSUES, U.S. GOVERNMENT ACCOUNTABILITY
OFFICE

Mr. HERR. Chairman Carper, I am pleased to be here today to
participate in this hearing on proposed legislation to address the
Postal Service’s challenges.

Just 4 years after postal reform legislation was passed, Congress
is again faced with an array of pressing issues that must be ad-
dressed to put the Postal Service on sound financial footing. Today
I will first discuss the Postal Service’s financial condition and out-
look; second, why the Postal Service needs to continue to modernize
and restructure; and, third, key issues that need to be addressed
by postal legislation.

In fiscal year 2010, mail volume decreased about 6 billion pieces
from the previous fiscal year to 171 billion pieces, about 20 percent
below the peak in 2006. Most of the volume declines were in profit-
able first-class mail. Revenue declined $1 billion to $67 billion.
Total expenses, as has been discussed, increased to nearly $76 bil-
lion, resulting in a loss of $8.5 billion. Outstanding debt also in-
creased to $12 billion. Projections for the current fiscal year call for
outstanding debt to reach $15 billion, the statutory limit, with a
$2.7 billion cash shortfall.

Given this financial picture, the Postal Service must continue to
modernize and restructure to become more efficient and control
costs. Key challenges include declining mail volume, stagnating
revenues, realigning processing and retail facilities, and addressing
compensation and benefit costs of about $60 billion, close to 80 per-
cent of total costs.

Proposed postal legislation provides a starting point for decisions
that will involve difficult trade-offs. S. 3831 would require OPM to
recalculate the Postal Service’s pension obligation and authorize its
transfers to the Retiree Health Benefits Fund. These changes could
increase the government’s pension obligations by the amount trans-
ferred and raise the deficit.

With regard to postal retiree health care, we agree that Congress
should consider modifying the cost structure of this program in a
fiscally responsible manner, with the Postal Service funding its ob-
ligations to the maximum extent possible. In addition, we also con-

1The prepared statement of Mr. Herr appears in the appendix on page 74.
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tinue to favor a requirement that arbitrators consider the Postal
Service’s financial condition if the Service and its unions go to
binding arbitration. Action is also needed to right-size postal net-
works and its workforce, as S. 3831 recognizes. In this area, we
agree that Congress needs to address the constraints and legal re-
quirements that have limited progress in this area. The Postal
Service continues to move its retail services to more convenient lo-
cations which facilitates both improving service and right-sizing its
retail network.

S. 3831 would also loosen current law to permit the Postal Serv-
ice to introduce new non-postal products. This raises several ques-
tions. In what areas should the Postal Service be allowed to com-
pete with the private sector and how would fair competition be as-
sured? Would the Postal Service be subject to the same regulatory
entities as its competitors? And would losses, if any, be borne by
postal ratepayers or taxpayers?

Just this past March, the Postal Service reported that if it en-
tered banking or sold consumer goods, its opportunities would be
limited by its high cost structure and relatively light customer traf-
fic. Only about 600 customers obtained window service at a post of-
fice in an average week. The Postal Service also said that entering
a number of non-postal areas would not be viable because of its net
losses and limited access to cash to support investment.

In closing, the need for additional postal reform has arrived as
the use of mail continues to change. Congress and the Postal Serv-
ice need to reach agreement on a comprehensive package of actions
to enable such changes, and GAO is happy to work with your Com-
mittee going forward on this.

This concludes my statement, and I would be happy to answer
any questions.

Senator CARPER. Good. Again, thanks for working with us and
for all the good that you do. We appreciate very much your willing-
ness to help us as we move forward from this day.

Let me ask a question of—this is not a question I anticipated
asking, but it has, I think, become an important question to ask
in light of some comments that Pat Donahoe made and maybe one
or two of you have in your testimony.

Earlier in the hearing, you may recall Mr. Donahoe suggested
that the retiree health payment or prepayment schedule in law
today may be even more aggressive than we thought if you take
into account the significant reductions in the postal service’s em-
ployees head count over the last 7, 8 years. And I think he indi-
cated that some further reductions are likely give improvements in
productivity and just doing things smarter, but some further reduc-
tions are planned in that regard.

Let me just ask, what are your thoughts—I think at least one of
you mentioned this in your testimony, but what are your thoughts
on the size of the payments or prepayments for health benefits for
retirees in light of these developments? “These developments”
being specifically reductions of several hundred thousand people in
head count in anticipation of some further reductions going for-
ward.

I do not care who goes first. Mr. Herr, do you want to go first?
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Mr. HERR. Senator Carper, last spring we completed a report
looking at the Postal Service’s business model, and as part of that,
we worked with OPM’s actuaries and the Postal Service to get up-
dated staffing projections. We did two things in that report: One,
we talked about what the pay-as-you-go cost might be, and then
also looked at an actuarial estimate of reamortizing those costs. So
in a sense, we did try to provide some updated figures in that re-
port, and we lay out some of the context for that.

Ms. GOLDWAY. And I would add that the work that we did on
this in 2009, which included both a reduction in employees, and an
adjustment in the actuarial process, estimated that at the end of
the payment period you would have paid 80 percent of the liability
by paying $2 billion less per year. If you then, after 2016 factor in
further employee reductions, you might be able to justify an even
lower annual payment that would get to the goal of assuring that
the Postal Service has paid at least 80 percent of its health care
retiree benefit liability.

Senator CARPER. OK. Thank you.

Mr. Foley, your thoughts, please? You have probably thought
more about this than anybody.

Mr. FoLEY. Well, we would be happy to continue to provide tech-
nical assistance, as Mr. Herr referenced, on this matter. We do not
have a specific level or recommendation for you, but we would be
pleased to continue to provide assistance to the Postal Service and
GAO and the Congress on the exact level.

Senator CARPER. OK. Thanks.

A question, if I could, for Mr. Herr and Ms. Goldway. Another
provision in the bill that I introduced would loosen the restrictions
and allow the Postal Service to engage in certain non-postal activi-
ties that might take advantage of the Postal Service’s retail, proc-
essing and transportation network. There is some fear, however,
that this might lead to the kinds of failure that were seen in years
past when the Postal Service dabbled in e-commerce activities, and
there is also some concern about the impact this might have on pri-
vate businesses.

How might we modify the language in the POST Act on non-post-
al products to address the concerns that you and others might
have? Ms. Goldway, do you want to go first on that? And then Mr.
Herr.

Ms. GoLbwAYy. Well, I think in my testimony I suggested that
some of the language that is in the PAEA now that gives standards
or benchmarks for what a non-postal product should be might be
included in new legislation so that it is better defined. And then
I do think that some sort of prior review, at least on broad cat-
egories of non-postal services, would be necessary.

We have seen examples of where non-postal activities have lost
ratepayers money, and we had some issues in which it appeared
that the Postal Service was engaged in a contract for a non-postal
product in direct competition with the private sector, and the pri-
vate sector was very concerned about that. The Postal Service’s
vast network, its monopoly status, gives it, in some ways, a pre-
ferred status to work with non-postal products. So I think some
form of regulation in your bill is necessary.
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But I would agree that diversification is essential if the Postal
Service is going to survive into the future. In principle, I certainly
support that effort.

Senator CARPER. OK. Thanks. Mr. Herr.

Mr. HERR. As Chairman Goldway referenced, there is a provision
in PAEA that would permit a review at the PRC. I think given the
uncertainty about what some of these changes are, continuing to
have that oversight mechanism in place to ensure that there is not
cross-subsidization occurring is important. I also think it would be
an important venue for the public and for Congress to understand
the kinds of things the Postal Service is interested in entering into.
It is hard now to get a firm idea on what that is, what niche of
the market is underserved now, where might they be able to move
in and add value, what is the potential for profitability and really
adding to the bottom line, which has been discussed here today,
but to help people understand and work through what some of
those issues are. I think that venue would be a potential place to
do that.

Senator CARPER. I will close this part of the hearing with this
comment. I am reminded—there are no silver bullets when it
comes to helping meet the fiscal challenges of the Postal Service.
But there are a lot of BBs, big BBs, that can be helpful. I am re-
minded, as we heard first from Mr. Donahoe and now from each
of you, that collocation can work both ways. It can be locating a
post office in an existing retail outlet which would actually provide
better service, could provide better service if we are smart about
it, and collocation where other services that might reasonably be
provided in a post office could be provided and, again, serve as a
benefit to the folks in that community. So hopefully we can, if we
are looking for ways to think outside the box, we can do that.

Ms. GoLDwAY. That is a great idea.

Senator CARPER. All right. At 11:30, another meeting has begun,
and it is a meeting, a briefing on the report, the recommendations
of this Deficit Reduction Commission that Erskine Bowles and Alan
Simpson have led. I want to go to that meeting, but I am going to
excuse this panel, and I want to invite our next panel to come for-
ward to present their testimony. I have other questions for this
panel that I would like to submit for the record, and I would just
appreciate it if you would respond to those.

Ms. GoLDWAY. Thank you.

Senator CARPER. Yes, thank you all.

All right. As our second panel takes their leave, I will ask our
guests to lower their voices please, and I will now have the pleas-
ure of introducing our third and final panel.

The first witness on panel three is no stranger. We are happy to
see you again and thank you for your leadership and thank you for
your thoughtful leadership. Thank you for being here with us
today. It is Fred Rolando, who is the President of the National As-
sociation of Letter Carriers. Being president today is a tough job,
whether it happens to be President of the United States or Presi-
dent of the National Association of Letter Carriers. But we are
happy that you are and that you are here today. We look forward
to your testimony.
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Another president, Bob Rapoza, President of the National Asso-
ciation of Postmasters of the United States. Bob, welcome. We are
delighted you could be with us today.

Finally, Jerry—I will probably butcher your name. Is it Cerasale?

Mr. CERASALE. Close.

Senator CARPER. Cerasale. I am sorry. Jerry Cerasale is the Sen-
ior Vice President for government affairs at the Direct Marketing
Association and is testifying today on behalf of the Affordable Mail
Alliance. It is nice to see you. Thank you so much for coming.

Again, as I said with previous witnesses, your entire testimony
will be made part of the record, and you are welcome to summarize
that. I would ask you to try to keep it to about 5 minutes so I will
have time to ask you some questions. Again, thank you.

Mr. Rolando, please proceed.

TESTIMONY OF FREDRIC ROLANDO,! PRESIDENT, NATIONAL
ASSOCIATION OF LETTER CARRIERS, AFL-CIO

Mr. RoLANDO. Thank you. Good morning, Chairman Carper. On
behalf of the nearly 290,000 members of the National Association
of Letter Carriers, I thank you for allowing me the opportunity to
summarize my written testimony on the Chairman’s proposed
POST Act of 2010.

The past 4 years of recession have been the most difficult in post-
al history with the Postal Service reporting losses of more than $20
billion. But these figures are misleading, and I will explain why.

The three main causes for the Postal Service’s losses are, by im-
portance, the $20.9 billion cost since 2007 of pre-funding future re-
tiree health benefits, declining mail volume caused by the reces-
sion, and the Internet diversion. Conventional wisdom often flips
the order of these factors, but absent the pre-funding congressional
mandate of 2006, which no other institution in America faces, the
Postal Service would have had a net surplus of $611 million in the
past 4 years despite the worst recession in 80 years and despite the
Internet.

Pre-funding is optional in the private sector. No other company
comes close to allocating 8 percent of its operating revenues to pre-
fund future retiree health as the post did in the year 2010. For ex-
ample, AT&T allocated just 2 percent of its revenues to pre-fund-
ing.

I want to thank Senator Carper for taking the lead by intro-
ducing S. 3831. Though we cannot support all of its provisions as
drafted, we believe it gets the two most important policy issues ex-
actly right.

First, to help stabilize the Postal Service’s finances, the POST
Act would relieve the burden of pre-funding future retiree health
benefits by letting the Postal Service use the $50 to $75 billion sur-
plus in its civil service pension account to cover the pre-funding
payments. This is a responsible approach supported by the entire
postal industry—management, labor, and the mailers. I would also
like to thank Senator Collins for her tireless work on OPM’s au-
thority to transfer our surplus pension funds.

1The prepared statement of Mr. Rolando appears in the appendix on page 89.
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Second, we think section 3(b) of S. 3831 will spur innovation that
is needed to preserve universal mail service by permitting the Post-
al Service to partner with companies, nonprofits, and State and
local governments to use its retail, its processing, and its delivery
networks to offer new services. NALC believes that such innovation
can help spur economic growth and it can create jobs inside and
outside the Postal Service. In May, we will sponsor an inter-
national conference on postal innovation in Washington, D.C., in an
era of rapid change where communications are a key for economic
and national security purposes. We should strengthen, not weaken,
our universal communications networks.

However, we strongly oppose both section 3(e) regarding the arbi-
tration of labor disputes and section 3(g) on the frequency of mail
delivery, and I will address each in turn.

Under the current interest arbitration process, an arbitration
board must give labor and management a full and fair hearing, and
arbitrators are bound to consider all the evidence presented by the
parties when rendering their decisions. This is in section 1207(c)(2)
of Title 39. The proposed changes to this section of the law would
prioritize three managerial objectives. That would needlessly dis-
rupt the balance and fairness of the existing process for resolving
collective bargaining impasses in the Postal Service, a process
which has assured peace for four decades and served the parties
and the public very well.

The Postal Service’s so-called fact sheet on arbitration says that
arbitrators are not required to take the fiscal health of the Postal
Service into account. This is flatly untrue. Arbitrators must con-
sider all evidence that is given to them by the parties, and in re-
ality, evidence and testimony on the financial condition of the Post-
al Service has been provided to every arbitration board that has
been established. Therefore, giving this issue special status along
with the other managerial objectives such as the comparability
standard in compliance with rate-setting rules is unwarranted.
Sadly, we believe that this misleading information has been accept-
ed as fact by this Subcommittee.

At the markup of S. 1507 in July 2009, Senator Coburn intro-
duced the language requiring arbitration boards to consider the
Postal Service’s financial condition when rendering a decision. He
argued that current law prohibits arbitrators from considering the
financial impact of the competing contract proposals. This is, as
noted, completely inaccurate. Let us not fix what is not broken.

The other major provision we oppose would give the Postal Serv-
ice, free of congressional oversight, the power to reduce the fre-
quency of delivery from the current mandated 6 days per week.
Doing away with Saturday delivery would save little money while
risking the loss of much more revenue over time by driving cus-
tomers away, and it would eliminate 80,000 decent jobs during a
recession. Congress would essentially be outsourcing a key public
policy decision to whoever occupies the position of Postmaster Gen-
eral at any given time. There would be no way to prevent the Post-
al Service from dropping 2 or even 3 days of delivery per week to
meet short-term cost-cutting targets. This would destroy the Postal
Service.
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Both the Obama administration and a bipartisan majority of the
House of Representatives that has cosponsored House Resolution
173 oppose eliminating Saturday delivery, and we urge you to re-
ject this proposal as well.

Let me conclude by thanking Senator Carper and Senator Collins
for your years of diligent work on postal issues. Fortunately, the
challenges that are facing the Postal Service are not partisan in
nature, and we are convinced that, working together, we can re-
solve them. NALC has demonstrated repeatedly in recent years it
is willing to do its part to help preserve the long-term viability of
the Postal Service. We are prepared to work with this Sub-
committee to craft legislation that will maintain the integrity of the
Postal Service while serving the American people and helping busi-
nesses that rely on universal service prosper.

Thanks again for inviting me to testify, and I am ready for any
questions. Thank you.

Senator CARPER. Thank you, President Rolando, and thank you
not just for your testimony but for the spirit in which it was pre-
pared and delivered. Mr. Donahoe already spoke to the terrific co-
operation and sense of team that has existed for years, and I think
he specifically mentioned the NALC. So we appreciate the fact that
is there and it is going to continue. We need that. Thank you.

Mr. ROLANDO. Thank you.

Senator CARPER. Mr. Rapoza, please proceed. Your whole testi-
mony will be made part of the record.

TESTIMONY OF ROBERT J. RAPOZA,! NATIONAL PRESIDENT,
NATIONAL ASSOCIATION OF POSTMASTERS OF THE UNITED
STATES

Mr. RAPozA. Thank you, Chairman Carper and Members of the
Subcommittee. I am Robert Rapoza, President of the 38,000-mem-
ber National Association of Postmasters of the United States
(NAPUS). NAPUS represents the managers in charge of post of-
fices. Postmasters guarantee your constituents accessibility to es-
sential postal services.

The Constitution established post offices as a Government re-
sponsibility. Aggressive congressional oversight acknowledges this
congressional obligation, and postmasters thank you for the atten-
tion that this Committee provides.

NAPUS strongly supports legislative efforts to revitalize the
Postal Service through accurately recalculating the agency’s CSRS
pension obligations. The present formula is inequitable and un-
fairly saddles the Postal Service with at least $50 billion more than
is justified.

NAPUS commends the Chairman and Senator Collins for their
bills which seek to legislatively shoehorn the PRC-recommended
methodology into law. These provisions would determine the Postal
Service’s true pension obligation. Moreover, NAPUS supports the
provisions that enable the Postal Service to use its pension surplus
to reduce its retiree health care liability.

In addition, NAPUS supports efforts to provide the Postal Serv-
ice with access to surplus pension payments to FERS. We believe

1The prepared statement of Mr. Rapoza appears in the appendix on page 102.
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that Congress should enact these provisions as soon as possible.
Furthermore, NAPUS urges Congress to enact a pension liability
recalculation provision independently of any other postal legisla-
tion. We believe inclusion of controversial provisions may delay es-
sential postal relief.

NAPUS acknowledges and has actively participated in the past,
and are currently participating in the development of strategies to
streamline operations and reduce costs. However, we are deeply
concerned about the elimination of the prohibition against the clos-
ing of post offices solely for being unprofitable.

We are also concerned about striking the requirement that the
Postal Service provide a “maximum degree of service” to rural
areas. We consider these two provisions essential to universal serv-
ice.

Just yesterday, the so-called Deficit Reduction Commission per-
formed a terrible disservice by incorrectly suggesting that closing
post offices or reducing delivery frequency has an impact on the
Federal deficit, and that the 1-year deferral of the USPS transfer-
ring a sum of its own postage revenue from one account to another
as a bailout. Quite to the contrary. In fact, the Postal Service has
unfairly subsidizing the Federal budget for years. However, having
said that, NAPUS strongly believes that the Postal Service should
cut expenses that do not impact postal services.

For example, the postal IG identified postal area and district of-
fices as ripe for aggressive pruning, and NAPUS agrees. According
to the IG, the cost of maintaining area and district infrastructure
totals $1.5 billion. That is about three times greater than the cost
of providing convenient postal access to small-town and rural com-
munities through the post offices.

My 44 years of postal experience convinces me that trimming the
postal bureaucracy would advance postal efficiency. NAPUS recog-
nizes that the proper deployment of convenient access points may
generate new revenue. However, we are concerned that the Postal
Service may exploit this effort as a pretext to close post offices.

Postal contractors are not accountable to the community. They do
not offer the full menu of postal products and services, and can be
closed for no reason whatsoever, thereby denying the communities
access to essential postal products and a postal facility. Con-
sequently, NAPUS supports the preservation of current law relat-
ing to post office closings, which do not place unreasonable obsta-
cles before the Postal Service.

It is crucial to note that the post office is the community’s
“touchpoint” to the Federal Government and to universal service.
Rural and small-town post offices provide the essential access point
for citizen mailers who are the customers most reliant on a uni-
versal service. NAPUS feels that the Postal Service is not fully
maximizing its retail network. Consequently, NAPUS supports the
provision in S. 3831 to provide expanded opportunities for the
agency to raise revenue.

As I testified in June, NAPUS believes that the wide distribution
of post offices is an asset, not a liability. It offers tremendous op-
portunities to partner with State and local governments as well as
commercial interests to provide identity verification and licensing
and permitting services.
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Mr. Chairman, the Postal Service has entered a new phase in its
evolution. The only way that it will remain viable is to be treated
equitably and to offer the American public and business community
accessibility and the products they desire. We must be careful of
using Band-aid fixes as we search for lifelong changes that will en-
hance our postal assets. NAPUS looks forward to working with
you, and we continue this journey together. Thank you.

Senator CARPER. Yes, we do. Thank you, Mr. President. Mr.
Cerasale. Cerasale, is that correct?

Mr. CERASALE. That is correct.

Senator CARPER. Has your name ever been mispronounced?

Mr. CERASALE. No. [Laughter.]

Senator CARPER. I bet it has.

Mr. CERASALE. You are the first.

Senator CARPER. I bet it has.

Mr. CERASALE. I answer to anything close usually.

Senator CARPER. Mr. Cerasale, please proceed. Thank you.

TESTIMONY OF JERRY CERASALE,'! SENIOR VICE PRESIDENT,
GOVERNMENT AFFAIRS, DIRECT MARKETING ASSOCIATION,
INC., ON BEHALF OF AFFORDABLE MAIL ALLIANCE

Mr. CERASALE. Thank you very much, Senator Carper. I am tes-
tifying today on behalf of the Affordable Mail Alliance, and I am
happy to report that I am also authorized to say that the Coalition
for a 21st Century Postal Service also endorses this testimony as
we mailers work together to present one voice to Congress for you.

We want to particularly thank this Subcommittee for all it has
done on behalf of the Postal Service and, therefore, on behalf of our
postal customers. But we want to particularly thank you and Sen-
ator Collins for all your efforts in the past, in the present, and we
know in the future to help create a strong, viable postal system
and postal community.

It is interesting and it is great that both the POST Act and the
Postal Service Improvement Act of 2010 of Senator Collins begin
with postal pensions and retiree health benefits. As mailers,
through postage we have been paying for retiree benefits of postal
employees since July 1971, and the IG and the PRC have come up
with a $50 to $75 billion overpayment from the postage that we
have been paying to the Postal Service. Those payments increased
postage; they reduced mail volume; they reduced the number of
jobs that we had within our community, within our membership.

We also have to contribute to the unfunded retiree health bene-
fits, and there is an aggressive payment schedule in the 2006 act.

We approve of your legislation and that of Senator Collins to use
the customer overpayment for postal pensions to fund retiree
health benefits. We do ask, however, that you should require the
Board of Governors to so use and transfer those funds to get rid
of the legacy costs of the Postal Service and not give them the op-
portunity to use those funds elsewhere. If we can get rid of these
lloegacy costs and put us on a better footing, that is just so much

etter.

1The prepared statement of Mr. Cerasale appears in the appendix on page 116.
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Senator Collins has also included in her act a review of FERS
payments. We understand that it is a potential $6.8 billion over-
payment as well to the FERS account. Now, I am not sure—I am
not the actuary on that and how it works, but we would ask that
you take a look and add that in any legislation or review of that
so that we do not create a new overpayment for postal pensions.

As we look to collective bargaining, we are not at the table. We
do not want to be at the table. But we want to just point out that
on July 1, 1971, 80 percent of postal costs were employee com-
pensation. Today it remains 80 percent of postal costs. After great
improvement in productivity, billions of dollars in capital invest-
ments, work sharing, a significant drop in worker complement, all
of that compensation still remains at 80 percent. We urge Congress
to look at every single idea to try and improve the collective bar-
gaining process which does not allow for strikes, to try and cre-
ate—help the Postal Service survive in the 21st Century.

Looking at facilities, the Postal Service could probably deliver
300 billion pieces of mail a year. They are looking to deliver in
2020 150 billion pieces of mail a year. It has to downsize, and we
have to downsize relatively quickly. And so we cannot afford that
excess capacity.

Looking at co-location, however, we think that is phenomenal
idea, both from working with local and State governments within
postal facilities and having retail facilities within communities pro-
vide postal services. That would even potentially expand hours, so
that is a good—we support that.

Looking at delivery days, the Postal Service has to provide serv-
ices that customers need. A Saturday delivery drop would cause all
mailers to adjust. Some can adjust more readily than others. But
the Postal Service has to ensure that they meet the needs of cus-
tomers; otherwise, a 17-percent drop in service could dramatically
hurt mail volume.

Looking at new products, I think the onus is on us, the mailers,
as well as the Postal Service to come in and look at what do we
need, what new products can we offer. But with an $8.5 billion loss
this past year, you cannot revenue your way out of this problem.
It is not the silver bullet, as you say.

The one thing that we really want to be careful of, however, is
we do not want to have expertise of the Postal Service pulled out
to offer new products and ignore the core functions of transporting
and delivering the mail. So that is important for us.

The Postal Service should also re-evaluate its requirements that
it has placed on mailers, increasing costs to enter the mail stream
which is driving mail away. I think that is something that should
be totally re-examined. And Senator Collins also has in her bill
that she mentioned looking at NSAs, and we think that the Postal
Service should more aggressively use Negotiated Service Agree-
ments in market-dominant products, but also should look at doing
it in combination of market-dominant and competitive products.

Thank you very much for this opportunity.

Senator CARPER. Thank you, Mr. Cerasale.

I have a couple of questions, and let me direct the first one to
President Rapoza. In talking about collocation, my preference—and
I suspect your preference, too—would be as we want to maintain
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a postal presence in communities across the country that we think
outside the box and we are really smart and diligent about identi-
fying other kinds of activities that could be collocated in a post of-
fice. And today in a number of post offices across the country, folks
can get help with passports. We allow the Federal Government to
collocate services in the Postal Service, not State and local govern-
ments. And we suggest in our legislation we ought to change that.

But I would ask you, if you want to say for the record here, what
are some ideas that the postmasters have of the kinds of services
t}llat could be offered in post offices so that they would not have to
close.

Mr. RApPozA. Thank you, Chairman. First of all, we should look
at what the needs of the community should be considered and what
types of services we render to them. But it could be potential serv-
ices. It could be hunting and fishing licenses, motor vehicle trans-
actions, public utility transactions, State and local applications for
service that require identity verification, other things that would
assist Government agencies. And certainly we would like to get a
return on our investment.

Just for the record, NAPUS does not object to the Postal Service
expanding retail services, and we heard here today from you, Sen-
ator Carper, was that the Postal Service should better serve our
customers. In addition, the incoming Postmaster General says it
should improve customer experience. But he also said our customer
satisfaction is already at 97 percent, so we are looking to improve
that other 3 percent, it makes more sense to bring the businesses
to the facilities we have than to take it somewhere else.

Senator CARPER. And I think this is pretty self-evident, but to
the extent that we can better identify services that logically could
be provided at post offices in order to add to the bottom line at the
Postal Service, that would be our preference. And so I would just
ask you to work with us to help—not just you but postmasters
across the country and others, help us to identify those opportuni-
ties, and to not just identify them but to seize them. As we say in
Delaware, carpe diem. Seize the day.

If T could, for President Rolando, you and I have had this con-
versation before, but I want to revisit it because I think it may be
even more timely today. In previous labor negotiations, as I recall,
there has been significant discussion between labor and manage-
ment, particularly with the letter carriers, to try to come up with
a way to continue to have 6-day service, to continue to have Satur-
day service, but in a way that actually saves money, and not just
millions of dollars but a lot more. If the Postal Service would go
to 5-day service, they expect after a loss of revenue they would save
about $3 billion a year, which is not small. And in your negotia-
tions with the Postal Service on behalf of your members, to the ex-
tent that you can identify ways to achieve not $3 billion in savings
but a considerable amount of that, I would urge you to do that. I
would urge you to do that. I know you have tried to do that before,
you and your predecessors have tried to do that before. And I
would just urge you to take another run at it. I have certainly had
that discussion before with Postmaster General Potter, and I will
have that conversation with his successor.

But any reaction to that comment?
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Mr. RoLaNDO. Well, the $3 billion projected savings is no small
amount, but I doubt if it is accurate either. But we are certainly
looking forward to the negotiations and resuming those talks. We
have informally had those discussions, but we are totally open to
what we tried to do before.

Senator CARPER. Good. OK. I think I am going to close it up
today. If I leave now, I might be able to get to the tail end of this
other meeting that I am missing.

We very much appreciate your being here. We appreciate the
chance to have worked with you in the past, and we just need to
continue to do that, use our best thinking or best thoughts, and I
think we can figure this out. Actually, I come out of this hearing
encouraged rather than discouraged. And every now and then
when I am trying to address or help address a big problem, I reach
a point in time where the path ahead becomes a little more clear.
And for me, some of the fog has gone away, and I am able to start
seeing the pieces come together and give us a path forward that
comes pretty close to doing the job for all of us. So I am encouraged
by that, and I appreciate each of you for being here to help provide
some of that additional clarity.

With that, this hearing is over, and those who were not here
have an opportunity, my colleagues have an opportunity to submit
questions for, I think, another 2 weeks, and if you could respond
promptly to them, we would be most grateful.

Thank you so much. With that, this hearing is adjourned.

[Whereupon, at 12:05 p.m., the Subcommittee was adjourned.]
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HEARING: “Finding Solutions to the Challenges Facing the U.S. Postal Service”

Opening St of Thomas R. Carper, Chairman

We’ve held a number of hearings over the years in this subcommittee and in the House that
highlighted the numerous chailenges facing the Postal Service. It is my hope that, with this
hearing, we will soon get down to the hard work of actually addressing those challenges and
clearing a way to enable the Postal Service to emerge from the toughest time it has faced
since it was created four decades ago.

At many of these hearings, members and witnesses talk about how, despite hard times, the
Postal Service is achieving its mission and will continue to achieve its mission. The Postal
Service has done an admirable job in cutting costs, streamlining operations, and reducing
through attrition the size of its workforce. They’ve managed to do all this while maintaining
or even improving service, at least by some measures.

But the truth is that we're rapidly approaching a time when we may no longer be able to
depend on the Postal Service. That time may come less than a year from now,

The Postal Service lost a record $8.5 billion in fiscal year 2010. Postal management is
projecting the loss of a further $6.4 billion in the current fiscal year. As a result, by this time
next year the Postal Service will likely have exhausted all of the $15 billion line of credit it
has with the Treasury and won’t have sufficient cash to meet its obligations. In practical
terms, this could mean that, during next year’s holiday shopping and mailing season, the
Postal Service may not have the resources necessary to open its doors.

There is some good news here. I take some comfort in the fact that the vast majority of the
Postal Service’s losses in recent years are attributable to the very aggressive retiree health
care pre-funding schedule put in place in 2006, In fiscal year 2010, $5.5 billion out of the
Postal Service’s $8.5 billion loss could be attributed to the retirec payment it was required to
make in September. Only $500 million of the $8.5 billion is an actual operating loss.

1 take some comfort from the fact that there is a level of consensus here in Congress and
amongst postal stakeholders that something must be done about the Postal Service’s retiree

(39)
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health pre-payments. But even if we were to completely eliminate the remaining payments,
we would only be dealing with a portion of the Postal Service’s projected long-term debt.

This is where the bad news comes in. This past spring, the Postal Service and a group of
highty-regarded outside consultants conducted a study showing that — if nothing changed —
the Postal Service would run up more than $230 billion in cumulative debts between now and
2020.

Some of these losses could be stemmed by the Postal Service today without Congress taking
any action at all. I'm sure that some steps have already been taken since the $230 billion
number was first discussed. But the enormity of the projected losses tells me that we need to
go beyond just addressing retiree health payments by enabling the Postal Service to make
several fundamental changes in the way it does business.

We live in a time when the Postal Service is competing not just with UPS or FedEx but with
the Internet, e-mail, electronic bill pay, cell phones, and other advances in communication
and commerce. Simply put, many businesses that in the past had to tumn to the Postal Service
to reach customers or ship their products have far more choices today. To make the Postal
Service a viable choice, we need to give postal employees the tools they need to thrive in the
coming years.

Coming together at the last minute a few months down the road and doing just enough to get
the Postal Service through Christmas 2011 is not a viable option. Our federal government
faces a sea of red ink as far as the eye can see. Adding another $230 billion to our nation’s
debt is not a viable option as we seek to replace what I call a culture of spendthrift in
Washington with a culture of thrift.

Going forward, the Postal Service cannot remain a part of the problem. It must become part
of the solution. If we work together and think outside the box, that can happen,

In September, I introduced legislation — the Postal Operations Sustainment and
Transformation Act, or POST Act ~ that I believe may be the only proposal out there now
that deals comprehensively with the problems facing the Postal Service in both the short-term
and the long-term.

The key part of my bill aims to permanently fix the postal pension and retiree health issues
that have been debated for so long. The legislation does this by requiring OPM to revise the
dated methodology used to determine how much the Postal Service pays into the Civil
Service Retirement System. That change would likely show that the Postal Service has
overpaid into that system by as much as $50 billion. The POST Act would allow the Postal
Service to use that money over the years to satisfy its retiree health payments. This would
take $5.5 billion or more off the Postal Service’s books each year and prevent a catastrophic
shutdown in the coming months.

My bill would also empower postal management to take additional steps to cut costs over
time.
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The Postal Service has been talking for several months now about saving as much as $3
billion a year by eliminating Saturday delivery. They’ve submitted a proposal to the Postal
Regulatory Commission and the Commission is preparing to report on the advisability of this
change.

Unfortunately, Congress each year prevents the Postal Service from exercising its authority
to change delivery frequency when it believes that doing so is necessary. And we do this
despite the fact that the 2006 postal reform legislation explicitly gave the Postal Service the
authority to change delivery frequency and other service standards to adjust to customers’
changing needs.

’m not an advocate of eliminating Saturday delivery. There are good arguments both for
and against what the Postal Service would like to do. But1am an advocate of giving the
Postal Service the freedom to manage, especially when our interfering in management
decisions could prevent the achievement of so much in savings at such a critical time. The
POST Act will ensure that, on this issue, the Postal Service, working with its regulator and its
customers, will make the critical decision on Saturday delivery without political interference.

The POST Act also seeks to simplify postal management’s decision-making process when it
comes to transforming its retail network. As many in this room know, the Postal Service has
tens of thousands of retail locations. Some of these locations are not ideal. Others operate
with significant losses. My bill would remove several legislative restrictions that tie the
Postal Service to an outdated retail network and free them to begin to expand to more cost-
effective and more convenient retail outlets that [ believe will ultimately enable the Postal
Service to better serve its customers.

But the bill 've introduced isn’t just about cutting. It also recognizes that, while customers
may be moving away from hard-copy mail, the Postal Service’s retail and delivery network
remains extremely valuable. 1 propose in my legislation that the Postal Service be freed to
better capitalize on the value of this network by experimenting with products and services not
directly related to the mail. Among the things the Postal Service could do with this new
authority would be to partner with state and local governments to provide government
services such as license renewal or voter registration in postal facilities.

Finally, my bill addresses a flaw in postal labor law by requiring arbitrators to take the Postal
Service’s financial condition into account when rendering decisions during labor disputes, a
proposal embraced by Senator Collins and other members of our committee.

I’d like to close by again reiterating how critical it is that Congress begin to move ona
comprehensive postal bill in the near future. The Postal Service operates at the center of a
massive mailing industry that employs millions of men and women in every state and
congressional district across our country. These people don’t just work at the Postal Service
itself. They work at banks, at retailers, at newspapers, and in countless different sectors of
our economy.

With all of the challenges we face as a country today, it would be a tragedy to add the loss of
these jobs to the list of hardships we need to overcome just because we didn’t allow
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ourselves to come together around some additional commonsense reforms of the Postal
Service.

We’re long past the time of fighting the old battles that have hindered work on postal issues
for so long, including during 2006 when we finished the most recent postal reform efforts.
We’re also beyond the point at which we should be satisfied with more reports and studies or
with reforms that create pennies in savings when we really need billions. Ilook forward to
working with our witnesses and with my colleagues to enact meaningful legislation.

it
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Statement of Ranking Member
Susan M. Collins

“Finding Solutions to the Challenges Facing
the U.S. Postal Service”

December 2, 2010

* Kk K

The Postal Service’s announcement that it lost $8.5
billion during fiscal year 2010 was only the latest in a
series of disappointments. Significant reductions in mail
volume and revenue over the past several years have
underscored the urgency of re-engineering the Postal

Service business model to adapt to the information age.

The Postal Service is the linchpin of a $1 trillion
mailing industry that employs approximately 7.5 million
Americans in fields as diverse as direct mail, printing,
catalog companies, paper manufacturing, and financial

services.
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Postal Service employees deliver mail six days a
week to hundreds of millions of households and
businesses. From our largest cities to our smallest
towns, the Postal Service is a vital part of our national

communications network.

But facing an unprecedented shift to electronic
communication and rapidly evolving technology, the
Postal Service has been unable to keep pace. It is no
wonder, then, that the Postal Service’s current fiscal

condition is abysmal.

At this defining moment in its history, the Postal
Service must embrace change and take aggressive steps
toward a structural reinvention. It must enhance its
service and value to customers, rather than looking to
drastic cuts in service and sharp increases in price. At

the same time, it also needs to scrutinize its internal
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operations and redouble its efforts to be leaner and more

cost-effective.

The Postal Accountability and Enhancement Act of
2006, which I co-authored with Senator Carper, provides
the foundation for many of these changes. The Postal
Service has been slow to use the flexibilities afforded by
the law. But, to be fair, other problems not of the
Service’s making, such as the severe recession, have also

intruded.

Today, I am introducing the “U.S. Postal Service
Improvements Act of 2010.” This legislation would help
the Postal Service achieve financial stability, produce
additional cost savings, and improve customer services.
These are the strong fundamentals from which the Postal

Service must rebuild.
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First, the bill would direct the Office of Personnel
Management to use its existing authority to allow the
Postal Service to access the more than $50 billion that the
Postal Regulatory Commission estimates the Postal
Service has overpaid into the Civil Service Retirement
System. The bill would also provide OPM the authority
to allow the Postal Service to access the nearly $3 billion
it has overpaid into the Federal Employees Retirement
System pension fund. It is simply unfair - both to the
Postal Service and its customers - not to refund these

overpayments.

Second, the legislation would improve the Postal
Service’s contracting practices and help prevent the kind
of waste and ethical violations recently uncovered by the

Postal Service Inspector General.
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Several months ago, I asked the Inspector General to
review the Postal Service’s contracting policies. The
findings of this audit were shocking. The IG found
stunning evidence of costly contract mismanagement and

ethical lapses.

My legislation would help remedy many of the

contracting issues the IG identified. The bill would:

« direct the Postmaster General to establish a
Competition Advocate, responsible for reviewing
and approving justifications for noncompetitive
purchases and for tracking the level of agency
competition;

« improve competition, transparency, and
accountability by requiring the Postal Service to
publish justifications for noncompetitive contracts

above $150,000 on its website;
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« limit procurement officials from contracting with
closely associated entities; and
e require the Postal Service’s ethics official to review
any ethics concerns that the contracting office

identifies prior to awarding the contract.

Third, the legislation also would require the Postal
Service to create a comprehensive strategic plan to guide
consolidation of its regional and district offices. In a
separate review that I requested, the IG found that the
Postal Service’s eight area offices and 74 district offices
leave significant room for consolidation. These offices
cost approximately $1.5 billion in fiscal year 2009. The
strategic plan required by my bill would provide a road

map for future savings.

The bill also would:
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¢ allow information on the financial health of the

Postal Service to be considered by the arbitrator
when rendering decisions about collective
bargaining agreements;

require the Postal Service and Postal Regulatory
Commission to work together to increase the use of
negotiated service agreements, which reduce costs to
mailers who agree to help the Postal Service process
their mail;

reduce government-wide workforce costs by
converting retirement eligible postal and federal
employees on long-term workers’ compensation to
retirement annuities when they reach retirement age.
There are 132 employees age 90 and over who are

on workers’ compensation; and
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e require the Postal Service to develop a plan to
increase its presence in retail facilities, or co-locate,

to better serve customers.

I want to point out that before co-location decisions
could be made, the bill would direct the Postal Service to
weigh the impact of any decisions on small communities
and rural areas and solicit community input. The bill
also would require that co-location does not diminish the

quality of service.

I want the Postal Service to survive and thrive. This
valuable American institution with roots in our
Constitution must be put back on steady course. Ilook
forward to working with the incoming Postmaster
General Patrick Donahoe and all postal stakeholders to

achieve these vital reforms.

#H##
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STATEMENT OF SENATOR JOHN MCCAIN, RANKING MEMBER

SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES AND
INTERNATIONAL SECURITY

COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
“Finding Solutions to the Challenges Facing the U.S. Postal Service”

December 2, 2010

Senator Carper, thank you for holding this hearing today to examine the fiscal
challenges the Postal Service continues to face. I share your concerns over the Postal
Service’s failing financial health and believe that we all must begin to make hard choices
in order to rectify the current unsustainable situation.

The Postal Service recently released its fiscal year 2010 financial statements
showing a loss of over $8.5 billion. That is unacceptable. Unfortunately, fiscal year
2011 looks equally as bleak with projected losses totaling another $6.4 billion. Just as it
did for fiscal years 2009 and 2010, the Postal Service predicts it will be so strapped for
cash by the end of 201 lthat it will be forced to choose between making payroll or default
on its retiree health trust fund payment.

Until now, the Postal Service has relied on short-term fixes to address its long-term
problems. Over the years, the Postal Service has cumulatively borrowed $12 billion
from the Treasury, and will likely exhaust its $15 billion borrowing limit this fiscal year.
Last year, Congress provided temporary financial relief by granting the Postal Service a
waiver from making a majority of its retiree health trust fund payment. More recently,
the Postal Service sought to increase mailing rates. The Postal Regulatory Commission,
however, denied its exigency request, ruling that that it would not solve the Postal
Service’s enduring cash flow problem.

The Postal Service cannot continue to push for short-term fixes such as increasing
its debt cap or its service rates. It must do more to reduce the workforce and streamline
operations, since labor costs continue to account for a staggering 80percent of operating

expenses. As one example, the Postal Service and its employees might follow the
1

12:05 Sep 06, 2011  Jkt 063870 PO 00000 Frm 00055 Fmt6601 Sfmt6601 P:\DOCS\63870.TXT JOYCE

63870.013



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

52

President’s recent embrace of a two-year pay freeze for federal employees. This should,
of course, cover senior executives. Taxpayers were justifiably outraged by recent reports
of incentive bonuses and multi-million dollar “golden parachutes” for the outgoing
postmaster general, when the Postal Service has not turned a profit since 2006.

Currently, the Postal Service is statutorily required to pay wages and benefits
comparable to the private sector, yet it does not have the workforce flexibility of the
private sector. It cannot lay-off employees during business downturns, and it is restricted
in its outsourcing capabilities. The Postal Service also cannot assign idle workers to
perform tasks outside their designated craft. And, finally, it must pay for health and life
insurance benefits greater than those offered by other federal agencies.

The Postal Service faces huge obstacles in reducing excess capacity and labor costs,
some of which result from restrictive collective bargaining agreements. The failure of
recent contract renegotiations with one of the major postal unions is cause for concern.

In current and future negotiations and related arbitrations, the economic health of the
Postal Service must figure prominently into compensation and benefit determinations. 1t
makes absolutely no fiscal sense to maintain or increase current compensation and benefit
levels while the Postal Service continues to hemorrhage money.

Congress must also do its part by removing regulatory and statutory roadblocks,
provided universal service can be guaranteed and communities are not adversely affected.
The Postal Service must be given the flexibility to manage its operations effectively and
close unneeded facilities. Now that the Postal Regulatory Commission has published its
opinion on the Postal Service’s pension overpayment, the Postal Service, the Office of
Personnel Management, and Congress must also address the most responsible way to
resolve this issue.

It is up to everyone -- postal management, the employees, their unions, and Congress -
- to make some tough, but necessary, choices. The lingering recession and declining mail
volumes will require the Postal Service to exercise even greater fiscal discipline into the
future. We cannot allow the taxpayers to pick up the tab any longer.

Thank you again Mr. Chairman. I thank the witnesses and look forward to the
discussion.
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Senate Homeland Security and Governmental Affairs Subcommittee on Federal Financial
Management, Government Information, Federal Services, and International Security

“Finding Solutions to the Challenges Facing the U.S. Postal Service”
Statement of Senator Daniel K. Akaka

Thank you, Mr. Chairman, for holding this important hearing to discuss options for getting the
Postal Service back on sound financial footing.

Last year, I supported S. 1507, which would have reduced the burdensome requirement that the
Postal Service pre-pay retiree health benefits. However, I strongly disagreed with a provision
impacting collective bargaining rights that was added during markup of the bill.

I want to commend Chairman Carper for continuing to seek alternatives to help the Postal Service,
Many of these alternatives are reflected in his bill, the Postal Operations Sustainment and
Transformation Act (POST Act).

First and foremost, the POST Act would address billions of dollars that the Postal Service may have
overpaid into the civil service pension fund. By most accounts, this solution would alleviate the
financial burden of the retiree health pre-payment requirement and give the Postal Service much
needed operating funds. As Chairman of the Federal Workforce Subcommittee, I look forward to
additional analysis of the potential overpayment to make sure that this fix would not impact the
continued viability of the Civil Service Retirement and Disability Fund for other federal workers.

I am pleased that the POST Act would allow the Postal Service to offer additional products and
services in order to raise revenue, Increasing business through innovation is just as important as
cost-cutting measures.

However, the bill does contain some controversial provisions. It would tip the scales in favor of the
Postal Service in collective bargaining, even further than in S. 1507, by adding new factors that
favor the Postal Service over workers. Postal workers have worked extensively to help address the
Postal Service’s financial crisis. Any changes to the collective bargaining process should have buy-
in from all sides.

1 also worry that the provision on closing rural post offices could leave small communities with
more limited access to postal facilities. T understand that the current process for closing postal
facilities may be burdensome. However, we must make sure that any changes still allow Americans
reasonable access to post offices.

Finally, the POST Act would expand the authority of the Postal Service to reduce delivery service
to five days or less. In September, I submitted testimony to the Postal Regulatory Commission
asking them to carefully consider the unique impacts of reducing delivery service on the people of
Hawaii, such as delivery of medicine and access to altemative shipping services. I ask consent to
enter that testimony into the record.

I do want to acknowledge the outstanding savings and efficiencies created by the Postal Service
over the last few years using its existing authorities. T hope that Congress can take action on issues
of broad agreement to address Postal Service’s immediate needs.

1 look forward to continuing to work with my colleagues, and I thank the Chairman for holding this
important hearing.
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Senator Daniel K. Akaka
Prepared Remarks
The Impact of Eliminating Saturday Delivery Service on the People of Hawai’i,
October 1, 2010

Chairman Goldway, thank you for inviting me to submit written remarks on the Postal Service’s
proposal to eliminate Saturday delivery on the people of the State of Hawai’i, Thank you for
inviting me to provide my views on behalf of my constituents. I understand the logistical
difficulties posed by holding field hearings throughout the country. Although it is unfortunate that
you were not able to visit Hawai’i and Alaska, [ do appreciate the thoroughness the Commission has
already shown in visiting a diverse selection of regions that, while not exactly the same, shed some
light on the concerns that I will express as well.

One of the unfortunate truths already facing the people of Hawai’i is that the mail simply moves
slower because of a combination of logistical, physical, and financial barriers. The service
standards enacted by the Postal Service reflect this, causing providing a delivery standard of nine to
ten days for standard mail from the contiguous United States to Hawai‘i. The need to distribute
mail to 6 islands further slows mail delivery. Hawai’i has only one mail processing facility on
Oahu that serves all of the islands. All of Hawai‘i’s mail is supposed to be processed at the
Honolulu Processing and Distribution Center, including inter-island mail, causing delays in all
classes of mail.

Another unique feature of Hawai’i mail transport is the shipment of non-first class mail, which is
normally shipped by ground, either on rail or by truck, on the mainland. In Hawai’i, this mail is
shipped over water on cargo vessels. Unlike USPS trucks or rail contracts, inter-island and island-
mainland shipping is not always a daily service, and the Postal Service has fewer options to achieve
efficient delivery. These inherent inefficiencies in postal services in Hawai’i already impact our
mail versus the mail of thosc in the lower 48. Adjusting delivery frequency could further degrade
service, and I urge to Commission to take this into account as you develop your advisory opinion.

For the people of Hawai‘i, the Postal Service is a government service that is perhaps more uniquely
important and integral to daily life than most anywhere else. With ocean waters separating
Hawaiians from friends, family, and business partners on neighbor islands and the mainland, the
Postal Service provides important links within Hawai‘i and to other places. Residents do not have
the luxury of getting in a car and delivering items to anyone farther than their island’s shores. The
same goes for courier services for important personal business items. Residents must rely on the
services of the Postal Service, or one of its competitors.

Prescription drug delivery is a particularly important service in Hawai’i. Many residents in Hawai’i
rely on mail-order pharmaceuticals provided through employer plans, including the Employer-
Union Trust Fund Health Plan. These prescriptions often come from the mainland, and increased
time at processing facilities or waiting to get into the hands of those who need it could prove
dangerous to consumers. As Vice President of Operations Keith McFalls of PrimeMail and
Triessant Prime Therapeutics testified in at a Homeland Security and Governmental Affairs
Subcommittee hearing in June, mail order pharmaceuticals are especially sensitive to delivery
timeliness.

Earlicr this year, Hawai’i, like some other states, performed a vote-by-mail clection, where all
residents would cast their ballots through the Postal Service. This is possible around the country
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because of the protections afforded by sending mail securely through the Postal Service. Cutting a
day of delivery could further complicate this process, lessening the certainty that a ballot will be
counted.

Small, local businesses in Hawai’i, such as community newspapers who distribute the paper through
the mail, would be greatly impacted as well. Hawai’i is unique in that we rely on our neighbors for
services and goods to a higher degree than our mainland counterparts. Cancelling a day of service
would force many businesses to cut services, and they could struggle in this already dire economic
environment.

Perhaps the most important issue facing Hawai’i is the lack of alternative access for important
Saturday deliveries. The Postal Service offers a predictable, low price priority mail service
throughout the State of Hawai’i. Sending a one pound Priority Mail package from Hilo to Honolulu
costs less than $5.00, and it can be delivered on a Saturday. FedEx and UPS do not offer Saturday
delivery service in Hawai’i, so customers would have be left with essentially one option, USPS
Express Mail, for around $15.00. Express Mail is already in many cases more expensive than
FedEx and UPS during weekly delivery. Moreover, Express Mail is a competitive product,
meaning USPS could halt Saturday Express Mail delivery in Hawai‘i if the service is losing money.

The alternative touted by the Postal Service for Saturday mail is renting a Post Office Box at a local
retail facility. Unfortunately, in many areas in Hawai’i, P.O. Boxes are already scarce. Requiring
those who want Saturday mail to rent a P.O. Box that they only need one day a week will further
exasperate existing shortages and force residents to pay extra just to get the services they have
grown to expect. Postal facilities in Hawai’'i are already understaffed, stretching Postmasters,
Supervisors, and other employees. The Postal Service has now said that in order to make Saturday
Express mail delivery, postal staff may be required to leave the facilities to make special deliveries,
calling in to question how much service will be available on Saturdays at retail facilities.

Finally, cutting a day of delivery service could cost up to 40,000 postal jobs, according to the Postal
Service. As Chairman of the Federal Workforce Subcommittee in the United States Senate, I worry
about the impact on federal workers in these challenging economic times, as well as the dedicated
postal workforce in the State of Hawai’i.

I have broader concerns about moving to five-day delivery that impact the entire United States. The
Postal Service has told us that reducing service could save $3 billion per year. However, there are
differing estimates, and not enough sound, independent analysis has yet been done. I encourage the
Commission to take the real savings into account in forming your decision.

It is important to also note that cutting one day of delivery would eliminate 17 percent of delivery
service, for a projected five percent savings. This is a heavy trade-off, and one that could further
reduce customer demand for postal services. This would also begin to beg the question, at what
point would cutting delivery frequency start to violate the Postal Service’s universal service
obligation?

One of the important reasons that we created an independent regulator for the Postal Service was to
provide an independent voice to ensure sound policy decisions. I very much value the input that we
expect from the Postal Regulatory Commission in the coming months, and I think that your
advisory opinion will be invaluable to Congress as we weigh the future direction and role of the
United States Postal Service.
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While [ have not taken a position yet on reducing delivery service, because of the reasons above, 1
remain concerned about some of the consequences to the people of Hawai’i, as well as to the Postal
Service and its employees. T urge the Commission to take these considerations into account, along
with concerns raised by others in the Hawai’i and Alaska delegations.
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=y UNITED STATES B
FOSTAL SERVICE
STATEMENT OF
POSTMASTER GENERALICED-DESIGNATE PATRICK R, DONAHOE
BEFORE THE

SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES,
AND INTERNATIONAL SECURITY
UNITED STATES SENATE

DEC. 2, 2010

Good moming, Mr. Chalrman and membars of the subcommiftee. itis an honor for me 1o be testilying
for the first fhme as Postmaster Genersl-designate of the United States Postal Service. ! would ke fo
taka a moment to first recognize my predecessor, Jack Pottet. All of you worked with bim for quite a
fong tiree and you know firsthand of his dedication, leadership, hard work and corwmiiment to keeping
the Postal Service viable and growing. Mr. Potter saw the Postal Service through extremely
challenging imes. including the 2001 anthrax attacks, which took place only months after he assumed
office. He provided exceptional leadership through some tough years; years which saw the Postal
Service have its highest mail volume and years thal brought some of its toughest losses, beth in mail
volume and revenue | appreciate everything he did for this organization and { thank him for his years
of service

1 look forward to fostering my own positive, strong relationships with each of you. | value the trust that
the Postal Governars have placed in me and | plan to work with all stakeholders — with members of
Congress, the mailing industry, unions and management organizations, our employees and anyone
who shares my goal of continuing to make the Postal Service better, more efficient. and the epitome of
excellent sarvice, The Postal Service has considerable challenges in front of it, but | am not dismayed
by thess challenges; rather, | am energized by them and 1 look forward to working with each of you on
a variety of crucial matters.

As | begin my term leading the Postal Service at this most critical fime, itis imporiant that I give you 2
brief snapshat of both what we have done up to this peint and what actions are still needed to improve
the Postal Service. Let me stress that strategies you have heard about previously from Postmaster
Geaneral Potter will not change, Rather, we wilt enhance these initiatives with renewed energy, with a
sharper focus on custamars and their experience in using the Postal Service Qur ulimate goalis to
make sure customers of every type have a positive interaction with all Postal employees. Our
commitment is 1o be the very best delivery organization, connecting senders and recelvers throughout
the world, Postal employess are fully engaged and they want to be as helpiul (o our customers as
possible, Ensuring customer satisfaction is the ultimate goa! within all the plans and strategies | will
disouss today.

My persona! phijosophy can be summed up in @ single word: service. Nething is more important to me
than providing the absolute bast service fo our customers,’ My commitment is to make sure that no
matter whan or where customers interact with us, they have & positive experience. My aim is to not
simply meet, but surpass the expectations of the customer - individuals and businesses - when they
utilize the Postal Service at any level, Providing top-noteh service for our partners in the mailing
industry is the key to their success ~ and to ours. With our vast network and unsurpassed reach into
Arnerican homes, we provide dicect sustomer access o businesses. Our industry partners run the
garnut from printers and consolidators to Approved Shippers, non-profit organizations, mail service
providers. and small and large mallers. The mailing indUstry is a multi-piliion dollar a year business,
amploying mifions of people. 1t is pur job to positien the mall as & tool to help companies ~ large and
smatl - enhance thelr business, create jobs and fuel econpmic growth. s our job to make the mail
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as simpie and efficient 10 use as possibie. The core activity and focus of the Postal Service Is simple -
delivering, Thatis at the heart of what we do. And the tools available to our customers should be just
as simple; an easy-to-navigate wabsite, pricing structures that are easier o understand, and products
amd services with a more intuitive feel,  Whether a customer interacts with us through our 1-800 help
line br drops off a shipment at a Business Mall Entry unit, we will make that experience simple, secure
and personal. We want customers to think of the Postal Service fisst o fUlfil] their mailing and shipping
needs, We will do that by ensuring every customer's experisnce is of consistently high quality.

The ideat of a relentless focus on customer service has been honed over vears of working on
programs and processes that directly affect what we do every single day - collect, process, transport
and deliver the mail o approximately 150 million addresses, Over the jast several years, ihe Postal
Service has taken steps to make Sure we Keep our organization strong.  Many of these initiatives take
place behind the scenes, s6 the public is not always aware of them, but they do affect our bottom line
in many ways.

Since | am rew to many of you on the committes, | would ke to take a moment and introduce myseif
ta you. As Chief Operating Officer for the past nine years and as Deputy Postmaster Generat for the
last five years. | have had the privilege of working with teams across the entire spectrum of Postal
operations to introduce a variety of new management praclices. These changes have led o vastly
impraved operations and have changed mail processing expenentially. Using the iatest technology,
we have improved the flow of mail through our system with advancements suct as delivery point
sequenting for letters, flats and parcels. We have introduced tools that aliow customers 1o track mail
through the systern. Teams of highly mativated employees throughout the Postal Service are using
Lean Six Sigma methodologies to reduce waste, improve processes, and find long-term solutions to
existing practices.  As with averything we do, the role our employses play in these inittatives ultimately
drives their success. For example, letler carriers have participated fully in realignment efforis 1o make
defivery routss more afficient. Through joint agreements with letter carrier unions, we have been able
o consolidate carrier routes and, over the last two years, efiminate more than 12,000 routes. The nat
result of these actions helped drive a 20,1 million work hour reduction in City and Rural Delivery
operations.

Even during extremely challenging times, the Postal Service has made both productivity and efficiency
gains. Our employees have risen to the occasion time and fime again. We are gssentislly doing the
same job today as we did ten years ago, bul with 200,000 fewer employees Thatis a testamant to
the dadication of the entire Postal Service teant. By working smarter, using cutting-edge technological
advancements, and carefully managing our workforce, we have become maore productive and efficient
while detivering service that is second to none. But we will not stop there. We will continue 1o seek
ways ta become leansr, smarter and faster, offering simplified but extremely effective tools for
business custormers and individuals, naver taking our eyes off the ultimate goal, which is exceptional
customer service.

A hesithy Postal Service equals a healthy mailing industry, which, as | noted, cantributes hundreds of
billions of dollars a year o our economy. 1 will discuss in more detail ways we have already begun to
ensure the future viability of both the Postal Service and the mailing industry, but thers is stil more to
e done. We have a responsibility to help customers to grow their businesses, to provide simple,
affordable and convenient products and services 1o consumers, and we have a responsibility to our
emplovees to keep the Postal Service a vigorous and robust organization.

Our commitrment s to listen carefully and gather input from our partners in the matling industry, such
as suppiers, printars, consclidators, mall service providers, and transportation comparties. ¥We rely
equally on feedback from other stakeholders, including our employees, unions, managemant
associatinns, Congress, the Postal Regulatory Commissien (PRC), Government Accountability Office
(GAD), Postat Service Office of the inspector General (O3, Office of Management and Budget
{OMB) any the Office of Personns! Management (OPM). We welcome suggestions and appreciate
the concern for the future of the Postal Service shared by alf the groups | just named,

12:05 Sep 06, 2011  Jkt 063870 PO 00000 Frm 00062 Fmt6601 Sfmt6601 P:A\DOCS\63870.TXT JOYCE

63870.020



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

59

In recent years, you have heard testimony numerous times about the serious financial circumstances
in which the United States Postal Service finds itself. While our service remains strong, our financial
situation continues fo be dire. The reasons are the same ones that have plagued us for quite some
fime. Volume for First-Class Mal, our most profitable proguct, continues o shrink. Another concern is
the continued change in the mix of mail. While projections show fulure increases in Advertising Malt
volume, this mait brings In less revenue and contribution per plece, [t takes three pieces of Advertising
Mail to equal the profit contribution generated by one piece of First-Class Mall, Specifically, the
contribution per piece from First-Class Mail to the Puostal Service is 22 cents, while the contribution per
piece from Advertising Mail is only 7 cents. You can clearly see the reason for our concern regarding
First-Class Mail volurne declines. Customer habits continue to evolve and our business model, in
place and successful for decades. is threatened. Because this business mode! is based on hard copy
communications, the focus now must be on finding ways customers can avail themselves of our
network, which is one of our strongest assets. Customers who use the mail 10 tap into this vast
network — which regches every home and business in America — can reap huge dividends. Let me
share with vou the story of one business owner in Bethlehem, PA, who used the Postal Service to
graat success in growing his business.

porge Lioudis, owner of Lehigh Pizza, used various methods to let customérs know about his plzza
restaurant. Thess included coupon books, phone directory ads, even door flyers. But the returm on his
mvestment was not what he hoped for. Georgs decided to use the mall to send menus to customers
in the area. Using available saturation mail incentives, Lehigh Pizza was able to save a significant
amount of money over other advertising methods. His menus went directly into the mailboxes and into
the hands of customers. The results were amazing and business increased substantially  This is just
one example of the incredible reach and value of the mall -1t shows how using newer products, such
as saturation mail incentives, can benefit both businesses and the Postal Service. It was a simpie but
highly effective strategy to grow business using the mail.

As this story flustrates, despite the significant value of hard copy mail, the Postal Service continues to
be affacted by a combination of the digital communications revolution, shifting customer habits, and
the lingaring effects of the severe recession. We are obligated to deliver to every home in the country,
which we do proudly and with a fevel of service unsurpassed by any other Postal system in the world.
At the same time, our address and delivery networks continue to grow, on average. by 1 million each
year. We are burdened by law with a pre-funding obligation which is borme by nio other entity, public or
private. With our business mods! threatened and with our continued troublesome finances, we need
immediate and substantial changes to help ensure our financial solvency. These challenges ara
affecting not only the Postal Service. The entire mailing industry is at stake, including the milions of
peopls who work in this Beld,

Let me share just a snapshot of our overall perfarmance for FY 2010, Mail volume declined 3.5
percant. Our total net loss for the fiscal vear was $8.5 billion. This loss consisted of a 3500 million
foss from our controliable operations, plus $5.5 billion of pre-funding for Retiree Health Benefits {RHB),
plus & $2.5 bition nom-cash adjustrent to our werkers' compensation fabilities driven mostly by
changes Ininterest rates. By managing the things under our operating contrel, and with the
extraordinary effons of our employees, we werg able fo hold the line on costs and reduce our
controiiable pperating foss from $1.1 bilion in 2009 fo just $500 million in 2010. Based on our
operational performance, including a & percent work hour savings, we reduced costs by $3 billion and
were only $800 milior short of breaking even on controfiable operations. Although we seught a
deferral on the pre-payment obligation for RHB of $5.5 billion, simitar to one we received in 2009, that
action was not approved by Congress this year and we made the full payment on September 30.
Unfortunately we witl see some of the consequences of making this full payment at the end of FY
2011 White the Postal Service will continue its aggressive cost-cutting efforts and we will carefully
manage our finances, our current forecasts show we will not have sufficient cash to make the next
$5.5 tillion pre-funding payment, due on September 30, 2011, Any major disruption. such as mail
volume decines, weather-related challenges or emergency circumstances, could cause us to
experience an earfier cash shortfall resufting in defaults on finanhcial obligations eartier W FY 2011
Simply put, the risk remains quite high,

Ll
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To help mitigate this risk, the Postat Service has, over the last two years, conducted extensive
outreach with & variety of stakeholders. We exchanged ideas, sought input, and are currently
pursuing an array of solutions, based on these conversations. These meetings included discussions
with you, Mr. Chairman, vour colleagues and staff both here and in the House, We appreciale the
deep interest and the genuine concern about the future of the Postal Service. Our efforts invoived
meetings with Postal customers, including medium and small-buginesses, to determine their needs
and gather their ideas. We sought feedback from CEOs and individual consumers slike. Virtually
everyone sgrees on one main concept ~ there must be substantial, meaningful and significant across-
the-board changss in our opetational, regulatory and legal framework.

Four years ago this month, the Postal Accountability and Enhancement Act (PAEA) was signed into
law. While the RMB pre-funding component of the Act presents tramendous challenges, we have
sesn positive resulls from the law as well,. We are now abile 1o bring products and services to market
more quickly. We can propose and resolve pricing matters within a faster schedule, without the
cumberseme 18-maonth timeline, which was used for years. One compenent of the PAEA focused on
transparency within Postal Service operations. Our dedicated employees once again have proven to
be the difference, as the Postal Service recenily became fully compiiant with Sarbanes-Oxley {(SOX)
requirements. We take great pride in being the first and only goverament entity to achieve this. We
have met the objectives and requirements for SOX compliance and our financial and aperatonal
conditions are fully dosumented and supported.

Even with the pesitive changes brought about by the PAEA, further improvement is urgently needed.
The Postal Ssrvice has been through reform before, beginning in 1871 with passage of the Postal
Reorganization Act (PRA). We continued io evolve with impiementation of the PAEA. However,
additional measures are needed to continue these efforts at shaping the Postal Service of the future,
In 2006, the year the PAEA was passed, the Postal Service sew mail voluma hit its peak of 213 billion
pisces. At the time, it was thought the changes in the law would support the Postal Service's ability to
finance universal service for many years. Scon after, however, the recession hit and our entire
financial picture changed. Yve now are in need of further updates (o existing law that will presarve our
ability to move forward, We created an action plan and issued thal pian on March 2, 2010, to identify
the needed changes in law and the steps we ¢an take lo close the significant financial gap we are now
facing.

Today, | witt update you on our progress since we issued our pian. The action plan noted that without
changes, the Postal Service could face @ $238 billion projected gap in 2020, Without regulatory and
statutory changes, the Postal Service could close that gap by $123 billion by focusing on those things
within our control in FY 2010, we cut spending by $3 billion, bringing our total cost savings over the
last three years to 510 bilion. We now have the smallest career complement since Postal
reorganization in 1870, We have reduced our total number of employses by 200,000 aver the last ten
years; 100,000 of those in the last three years. And we did afl this while continuously iImproving
service across 3l product levels, including on-time delivery and enhanced customer experience. Our
Total Factor Productivity, which is a measure of efficiency using the relationship between mail volume,
workioad and resources, doubled in the last ten years. None of these achievements would be
possible without our employees, who have worked hard to bring about cost savings and efficiencies
unhoard of even in the private sector. Yet despile these efforts, as well as others you wilt hear more
about, there remains a gap that nesds immediate attentioa.

One of the most important changes and one that has been discussed in detall since enactment of the
PAEA is the pre-funding requirement for retiree health benefits (RHB). As you know, the PAEA
requires the pre-funding of future Postal Service retires health benefits on an extremely aggrassive
ten-year schedule. As we continually peint out, no other federal agency or private sector companies
have a similar burden, This unique statutory requirement was put in place under very different
circumstances, as | mentioned, and at the tme of enactment, the Postal Service believed the
provisions within the PAEA were achievable,

Payments for RHB pre-funding average approximately $5.6 billion per year. In 2007 and 2008, the
Postal Service made the required pre-funding payments and consequently sustained losses of
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$5.1 bilion and $2.8 billion, respectively. Had it not been for these payments, in 2007 the Postal
Service would have seen profits of $3.3 bitlion and in 2008 profits would have been $2.8 bilion. In
2009, Congrass passed legislation that deferred $4 billion of the payment, reducing our $5.4 bilion
pre-payment to $1.4 pilion. While the Postal Service appreciated that effort, it was a short-term fix.
Further, even with the deferral, Postal Services losses for 2000 totaled $3.8 bilion. The 2010 net loss
was $8.5 billion, driven most significantly by $5.5 billion of RHB pre-funding and the $2.5 biltion non-
cash workers compensation adjustment. The degree to which Postal operations cannot generate
sufficient contributions to cover the accelerated pre-funding of RHB highlights the need for a long-term
resolution to the issue of pre-funding heaith benefits for retirees.

In March, the Postal Service proposed that Congress restructure the current pre-funding model in such
away a8 10 uphold our obligation to current and former employses while not constraining cash flow.
As | have indicated, cash flow and Hquidity are very real concerns we have going Jorward in FY 2011,
A comprehensive solution would help ensure the Postal Service could make payroll, payments to
vendors and suppliers, and required payments covering workers' compensation fungs, In FY 2010,
the Postal Service made the required $5.5 billion payment to the Retiree Health Benefits Fund
{RHBF). However, this brought Postat Service cash reserves to a level well below that recommended
by external bankers. With a net loss of $5 4 billion forecast for FY 2011 and a statutory fimit on
borrowing of $3 billion for the year, we project we will have a cash shorffall of $2.7 bilhon by the end of
FY 2011, Additionally, as we will have borrowed up o our averall statutory limit of $15 billion, we will
have no liouidity heading into FY 2012,

in January 2010, almost one year ago, the Postal Service's OIG issued a study regarding possible
overpayments made by the Postal Service to the Civil Service Retirement System {CSRS) pension
fund. | would Hke to thank the OIG for undertaking the work that went info producing this and other
reports. and for thelr continuing efforts in bringing attention to this crucial policy matter. The OIG
maintains that the responsibility for pre- and post-1971 pension costs should be divided between the
federal government and the Postal Service in @ more reasonable manner. Such a calculation would
recognize the future earning potential of postal employees at the time of the 1971 regrganization. The
OIG study conchuded that the Postal Service was overcharged $75 biltion.

| would atso like to offer my thanks and apprecistion for the assistance of the PRC on this matter.
Earlier this year, al our request, the PRC hired an cutside actuary, the Segal Company, to perform an
independent audit of the existing methodology and the division of the CSRS liability between the
former Fost Office Department and the Postal Service. The findings of the Segal Company
determined that the methodology used subsequent fo the Postal Reorganization Act (PRA) was not
fair, equitable or appropriate and did impact the Postal Service unfairly. Segal agreed that a surplus
does exist in the amount of approximately $50-855 bilfion. In subsequent discussions with OPM, they
agreed with Segal's estimate of the surplus value given their calculation method. However, OPM
continues to advise that their cakuulations have been performed In accordance with their reading of the
statutes  If there were clarifying modifications to the statues, then OPM would perform the new
calculations o determine any surplus.

in recognition of the serious state of Postal Service finances. Senator Carper introduced S, 3834, the
Postal Operations Sustainment and Transformation (POST) Act of 2010 F would like to take this
opportunity to thank Senator Carper for his acknowledgement and understanding of the significant
financial risk facing the Postal Service. This is a wide-ranging bill which seeks to make improvements
in a number of areas and provides the Postal Service with the legistative flexibility it needs. One of the
most crucial aspacts is a permanent fix for the pre-funding issue for RHB. The solution for RHB is tied
to our other significant legacy cost issue - the CSRS overpayment | mentioned before. in an effort to
address the CSRS issue, H.R. 5748, the Unifod States Postal Service's CSRS Obligation Modification
Act of 2020, was introduced by Rep. Stephan Lynch (D-MA). This bill changes the methodology used
by OPM for calculating the amount of any postal surplus or supplemental liability under the CSRS,
The bill provides direction and a timetable for OPM to review the Postal Service's obligation and make
corractions if a surplus is found.
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Enactment of S 3831 would solve both the RHE and the CBRS situations. 8. 3831 would require
OPM to use the Segal-suggested methodology o calculate whether a surplus exists and, if su, the
amount of the overpayment. It would allow the Postal Service Board of Governors fo vote to transfer
an amount up to the annual required pre-funding amount from the CSRS Trust Fund to the RHBF to
satisfy the annual pre-payment amount. Any remaining surplus would be transferred to the RHBF in
2017. in short, it satisfies the often-stated neéd to fairly charge the Postal Service for CSRS pension
benefits, and it satisfies the requirement to pre-fund retiree health benefits as prescribed under PAFA.
Swift action on this pending legislation would permit the Postal Service to have some breathing room
and pperate iIn an ervlronment of Improved stebility, supporting growth and expansion of our core
business.

The Postal Service is taking a mult-pronged approach to righting our ship and faving out plans for our
future visbility,. RHB and C8RS are two very largs pleces of the puzzle, but they are by no means our
only strategy for success. Another important part of our March 2 action plan was 3 proposat to allow
the Postal Service to manage delivery frequency, a provision which is also contained in . 3831, We
de not want to be in a position of diminishing service, but we have lo face our new reality; especially
since we lost 20 percent of our maii volume. The flexibifity to menage delivery frequency would give
the Postal Service one of the most effective tools available to reduce operating vosts. This transition
could save the Postat Service more than $3 billion annually, according to our calculations. |
mentionad sarliar in this testimony that our delivery natwork has grown by an average, over the last
ten years, of 1 milion addresses each vear. Even in this down market, our delivery points increased
by some 739,000 addresses in 2010 Contrast that growth with another startling figure, the number of
pleces of mall per defivery has declined from an average of five pleces in 2000 1w four pieses in 2009,
Thatis a 20 percent reduction. Absent any changes in our business mogel, the Postal Service can
expect 1o see an average of three pleces per delivery by 2020, Ancther way to look at it is in terms of
ravenue contnbution per delivery. In 2000, the Postal Service brought in $1.80 in revenue for sach
detivery, By 2008, that number had shrunk to $1.40 and, by 2020, itis estimated the figure coulg be
around $1.00 i revenue contribution for sach delivery point,

On March 30, we pursued another part of our March 2 plan when we formally filed a request for an
advisory opinion, ratated {0 adjusting delivery frequency, with the PRC. We incorporated customer
fesdback in our proposal and modified our plan to reflect that feedback. We will continue to defiver
mail to P.O. Box customers and deliver Express Mail on Saturday. Customer feedback, via a number
of public polis. shows the maijority of the mailing public would rather see a reduction o five-day
delivery than have a substantial stamp price increase or see their local Post Office close.

Mr. Chairman, our grganization is one of the largest in the nation. We help drive the American
economy. We are the second largest civilian smployer in the nation. Qur survival is vital to the
American economy. Many of the mailing industry businesses | mentioned as part of that multi-billion
dollar parinership are small or medium-sized pusinesses, which we all know are the lifeblood of the
ecunomy. In order to preserve the Postal Service, in order {0 keep the economy as a whole — not just
the Postal Service — thriving, we must make changes in how we operate. Adjusting the current
dalivery frequency schedule is just one step, but it is a vital step; one that can help guarantee the
survival of @ huge part of the American economy.

in our March 2 plan we aiso noted that, as our customer needs and behaviors change, the Postal
Service reguirss the ability to adapt quickly by expanding access to postal products and services.
COver and over, we have heard that the Postal Service must use crestive thinking when planning its
future course. Qur primary goal when it comes to expanding access is to befter align where the
customers are, where they shop. where they make those purchases, how they pay for purchases and
how they mail, Offering more options for customers is an integral part of our future action plan.

On March 2, the Postat Service proposed that we be permitted to fully explore improvemaents that wil
enhance alternate access channels, which currently number around 70,000, We committed to expand
existing partnerships and seek out new opportunities to reach custorners where they shop, spend and
mail One example of the importance of alternate access channels is the success of the Aulomated
Postal Center (APC launched in 2005. We have had extraordinary success with these self-serve
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kiosks where customers can do virtuglly everything they do at @ Post Office. The average APC
currently genarates $240,000 in revenue per year - more than the revenue brought in at 18,000 of our
smaller Fost Offices, We partner with a number of small and medium-size businesses lo create
neighborhood mailing centers under our Approved Shippers program. In August, we began a new
partnership with over 1,000 Office Depol stores, Office Depot stores offer customers the opportunity
o purchase stamps as well as other postal products, such as Express Mall, Priorty Mall, our popular
Flat Rate boxes, Parcel Post and special services iike Delivery Confirmation and Signature
Confirmation. The Postal Service worked ciosely with Office Depot to ensure their staffs would be
able to respond to customer quastions and allow for quick, easy and convénient malling and shipping.
Office Depot is the first national retaller the Postal Service has worked with in this way and we
anticipate extending our reach even further in the fulure. By providing convenient alternatives to
customers, the Postal Service can move toward making improvements in the structure of our natwork.

incraased fexibility and the ability to fully pursue partnerships are crucial to our success, but as we do
that, we must also be able 1o adjust our retall network, In our March 2 plan, we requested more
flexibifity in datermining exactly where our retall faclitiss should be located. As the Postal Service
seeks 1o remain relevant in the lves of our customers, one key strategy is to go where the customers
are. Qur existing network of retail outiets does not always aliow us to do that In many cases, Postal
facilities were put i place docades eavlier. As populations expand end move outward, our Post
Officess, stations and branches are located in areas where people no fonger live, work or shop, We
often have a redundancy in our network, with one, two or even three locations within a five mile radius.
Allowing the Postal Service the ability to close offices that fail to cover their costs is a huge step
toward our future viability,

We must find the right halance between our physical locations, alternate access channels placed
where the public shops. and a full sufte of online options. In many communities, small businesses
struggle to survive, especially in the current tough economy. The Postal Service can serve as a
lfaline Yor these business owners, with partnerships such as Contract Postal Units {CPU). A CPU not
only provides Postal services for the community, they increase traffic in existing businasses. allowing
for growth and survival of these vital components of the losal economy. Current law prohibits the
Postal Service from closing Post Offices solely for sconomic reasons. This law must be modermnized in
recognition of changing customer habits. Customer service research indicates that the American
public is open to change, if it enhances their ability to do business quickly and conveniently. Having
postal services available where customers shop is key. Allowing the Fostal Service o teke a careful
and measursd approach in determining how best to align our infrastructure will free us 1o reach our
goals of expanding access points to all customers. Allowing the Postat Service the abiiity to close
offices that fall to cover their costs is a huge step toward our future viability,

it is my responsibility to guide the Postal Service as we cotitinue to become leaner and maore efficient.
itis a responsibiiity | lake seriously. Effectively managing those things under our direct control
extends to our workioroe, As | have noted today more than once, the key to our success lies with our
employees and consideration of issues affecting them is at the forefront of our plans. This year, we
antered into negotiations with two of our unions - the American Postal Workers Union, AFL-.CIO
(APWU) and the National Rural Lefter Carriers Assoclation (NRLCA). While negotiations with the
NRLCA resuited in an impasse, at the time of submission of this testimony, we were stiltin
negotiations with the APWU, Failure lo reach agreements sets in motion a process which could result
in & third party determining contract terms and work rules for more than 324,000 employess whose
wages and benefits exceaded $20 billion last year. On March 2, we reiterated our suppart for
legistation *hat requires arbitrators to take into account the financial health of the Postal Service before
making & final decision. Senator Carper's bill, S, 3831, includes this impertant provision. Reguiring an
arbitrator to take into account the financial health of the grganization would provide an additional level
of assurance that agreements reached with our labor organizations are fair and equitable to
empioyees and lo the malling public.

The Postat Service has confinued to make operationat changes to increase efficlency. A new effort
that we are exploring is to realign employees in our delivery units. Through our Delivery Unit
Optimization (DUQ), each district decides ow best to combine carrier operations at facllities in close
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proximity. We reachad out to Postmasters in this efion, gathering their feedback on guidelines. They
have done an exceltant job helping us move forward with realizing even greater efficiencies in our
delivery units. These changes are transparent 1o customers and allow the Postal Service to make
befter use of existing larger faciities, jo save gnergy and maintenance costs, and to put our carrars in
centralized locations that make logistical sense. :

The March 2™ plan aiso called for pricing flexibility. In 2010, the Postal Service filed an exigent price
proposal with the PRC, which was subsequently derded by the Commission, Qur appeal to the U.S.
Court of Appeais for the D.C. Crreult is pending at this time, The court has granted the request io
expedite our appeal and the current schedute calis for a possible decision somatime next spring,
although that timedine is at the Courl's discretion, 1t is important thet the Postai Service oblain added
flexibility in price setting. Presently, our hands ate tied, to some extent, when it comes i sefting
prices. We wani to continue working with the PRC to enhance our abiifty to quickly bring to market
new products gnd services, and to swiftly implement price changes that will keep us competitive.

We plan 1o take full advantage of the law and move as much as possible to the Competitive category.
We continue to strengthen the business o customer channel, creating an array of afiractive products
and services. We have proposed incentive programs, such as Reply Rides Free and Saturation
Mait/High Density options, which give mailers flexibility and sllow them to save when mailing higher
volumes. We are seeking the ability to handie more lightweight parcels through Standard Mail,
leveraging our last mile capability to generate mail volume and increase revenue. We want 1o provide
simpler access 1o the mait angd we weloome the opporfunity to work with customers o increase both
their profits and mail volumes

On November 2, the Postal Service filed with the PRC a proposal for price increases for Competitive
products. As with any price change proposal, we sought to minimize Increases while still allowing the
Postal Service to price our products in tine with customer se and demand. The Postal Service, with
this filing, introduced innovative new product offerings, such as a Legal Fiat Rate Envelope, & new
Reglonal Rate Box, and a new Critical Mail product. We continue to find creative ways to generate
revenue hy offering Commercial Base Prices and Commercial Plus Prices for Express Mail and
Priority Matl, giving customers the ability to save money when mailing high volumes. it is expecied the
PRC wil complete its raview and issug an opinion sometime today, Decermber 2. New prices for
Competitive products will be mplemented on January 2, 2011, which is in keeping with our goal of
providing mafiers g predictabie and manageable timeline for Competitive price increases.

in the last few years, the Postal Service has enlered into new customer agreements, launched new
ideas and formed parinerships with private companies and government entities to grow the mail. To
help gauge the future of the mail, understand customer neads and find ways 10 enhance their mail
experience, we heid three innovations sympasiums this year  The first was with the Mailers Technical
Advisory Committes (MTAC) which is & group of mailing induslry and Postal representatives. This
group mests regularly and discusses the "nuts and bolts” of the mail. On National Postal Customer
Councit (PCC) Day this vear, we took the opportunity to soficit input and feedback from thousands of
matlers and business owners. We asked them lo send us their ideas for innovation in the mail.
Finally, in October we held a third symposium which included CEQs, executives from large, medium
and small businesses, marketing expers, members of academia and Congressional staff. During
these meatings. we held focused breakout sessions to gamer the “best of the best” In ideas that will
iead the way 10 a profitable future for the Postal Service, our partners in the mail and the economy as
a whols

We ara currently evaluating this tremendous feedback. Discussions at these symposiums revealed
that the process of translating ideas info products was something on which we needed to focus. We
are committed to doing that. Once the evaluation is complele, we will report back 1o all stakeholders
who gave so freely of thelr valuable time 1o help us generate thoughtful debate and discussion on
Postal innovation. From these meetings will spring new products, services, and offerngs that wil
atiow the Postal Service 10 help our customers build their businesses.
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Creative and new usas of the mail are out there. 1 will give you just one example. This is one of my
favorite storles about how 10 use the mall in ways no one ever imagined. In Hawail, one of the biggest
and hest-known attractions is Hilo Hattie. Hilo Hattle, in business since 1963, is Hawall's most visited
retail outlet, with over 80 million customers logged in iis 47-year history Itis 3 landmark; a place
where tourists can buy fashions, jewelry, food, and anything and everything to help them remember
their time in Hawail. One of the gentiemen here today, Mr. Bob Rapoza, is from Hilo and can probably
tell you even more abaut it This unique retailer gives their customers a novel way o shop. At Hito
Hattle, cusiomers can walk in and get a Priority Flat Rate Box at the door. They put the box together
and can then simply browse the store, putting the ftems they want into the box. When they are ready
to check out. the folks at Hile Haltle add in the cost of postage to send the boxes to wherever the
customer wants. Most of the time, customers send the packages back home, and they do not have to
risk having no room in their luggage for gifts and souvenirs. Hilo Hattie clerks even package the
boxes. providing cushioning where needed and securely taping them. All you have to de is pick up the
box with the rest of your mall once you get back home. | cannot think of an easier, more convenient
and fun way to shop. Again, this is just one of the incredibly innovative uses of the mail to increase
Hito Mattie's revenus angd the Postal Service's, 100,

Our Mareh 2 plar was a soadmap for our future; one that would ensure we continue to grow, to fulfil
our universal service obligation and remain a part of the fabric of this nation. Itis important 1o note
that, although we requested a great deal within our action plan, the Postal Service has not been idle,
simply waiting for enactment of our suggestions. | noted some of the efforts we have undertaken,
operating a5 well a5 we ¢an under current constraints. Not only have we continued to Innovate and
work hard to find new sources of revenue, we have accomplished savings and fiscal restraint most
other businesses only dream of.

Our history i long, Mr. Chairman, and the Postal Service has a rich heritage of service in binding the
nation together, We have been there through the growth, the development and the prosperity of our
country, Behind all the numbers | mentioned today are hundreds of thousends of people. People
who five and work in the communities you and your colleagues represent, People whose daily efforts
begin and end with what is found in millions of mailboxes every day.

The mail has meaning. The mail is important. The mail is relevant. We do need change, however,
and the proposals | have detailed today will aliow us 10 become leaner, more efficient, more business-
fike and uitimately more successiul. We value our place in the landscape of Amarica and our goal is
to rernain viable for a tong time to come. With your help, we can achieve that goal

{ appreciate your ongoing support in ensuring a sound Postal Service. | will be happy to answer any
guestions you may have.

wHR
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U.S. Senate Homeland Security and Governmental Affairs Committee’s
Subcommittee on Federal Financial Management, Government
Information, Federal Services, and International Security
December 2, 2010

Good morning. Chairman Carper, Ranking Member McCain, Members of the
Subcommittee, 1 thank you for the invitation to testify and the opportunity to present the views
of the Postal Regulatory Commission.

In the last year, the Commission has received over 20,000 public comments and
inquiries on Postal issues, an 11 fold increase. This is indicative of how important the Postal
Service is to our citizens, and how all of us share your concern regarding the future of the postal
service. We appreciate your leadership in shaping the debate on what must be done to assist
the Postal Service and to ensure its sustainable future.

PAEA SUCCESSES

In fewer than three weeks, we will observe the fourth anniversary of the signing of the
Postal Accountability and Enhancement Act {PAEA). The signing of the PAEA capped more than
a decade of hard work by Congress and the postal community.

The PAEA delivered greater transparency and accountability. This has been of vital
importance to the Postal Service as it has worked to improve service and explain its precarious
situation during recent years as mailing patterns have changed.

The Commission believes that the price cap, which is at the heart of the law, has proven
to be a powerful incentive for the Postal Service to improve efficiency and reduce costs,
including $11 billion in cost reductions in the past three years.

The streamiined rate-setting processes required by the PAEA performed well, providing
postal customers with small, predictable price increases at the rate of inflation, although the
law did not contemplate an extended period of very low inflation and even deflation.
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Greatly enhanced service measurement has helped to improve service quality in some
areas and maintain it overall despite the rapid downsizing of the postal workforce and the mail
processing adjustments the Postal Service has undertaken to cut costs.

Although innovation has been a challenge for the Postal Service, the Commission has
approved seasonal sales of Standard and First-Class Mail, and two experimental product market
tests, with a third product currently under review. The use of Negotiated Service Agreements
{NSAs) has flourished, with 21 NSAs approved by the Commission in 2008, 64 in 2009 and 127
this past year. Just last week, the Commission approved a new streamlined process for review
of international NSAs that gives the Service wide discretion and promises to rapidly increase the
number of such contracts in the next year.

And while the Postal Service has experienced large deficits in the last three years, the
Retiree Health Benefit Fund (RHBF) established by the PAEA now totals more than $42 billion,
and represents payments of nearly $21 billion over the past four years. This is a substantial
new asset and a major accomplishment of the PAEA.

As a result of the PAEA, the Commission’s workload expanded significantly. The
Commission faces constant pressure to process more and more cases. Yet we all agree that the
PAEA was an important step forward. it provides a solid foundation for the future and for
developing further refinements to the postal model. In fact, it is a PAEA authorized study that
provides the basis for the opening section of the Postal Operations Sustainment and
Transformation Act (POST Act).

PoOsST ACT

Let me begin my discussion of the POST Act by stating the Commission’s support for the
general principle embodied in the bill that the Postal Service cannot sustain its mandated
scheduled payments for the RHBF. As the Commission noted in its decision on the Postal
Service’s request for an exigent rate increase, these substantial annual payments are the single
biggest cause of the Postal Service’s current dire financial position.

The Commission also appreciates the specific approach of the bill in directing the Office
of Personnel Management (OPM] to recalculate the allocation of the costs of Civil Service
Retirement System {CSRS) benefits paid to former Post Office Department {POD) employees.
The recalculation methodology in the POST Act represents current best practices as identified
by the Commission and documented in the actuarial report of the Segal Company, which was
provided to this Subcommittee, Members of Congress, the Postal Service and OPM.

Applying best practices to a current calculation could benefit the Postal Service by as
much as $50 to $55 billion according to Segal. These funds could then be applied to defray its
RHBF liabilities as outlined in the POST Act. The bill provides that the Postal Service Board of
Governors would have discretion in transferring any funds accruing from a recalculation to the
RHBF fund.
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1 should also note that in May of 2009, Members of the House Oversight Committee
asked the Commission to look at OPM’s computation of Postal Service liability for future retiree
health benefits and the annual payments that result to fund RHBF. Based on a dynamic
calculation of long-term medical inflation rates and the declining postal workforce, we found
that a recalculation could lower the Postal Service's liability by nearly $35 billion and reduce the
required annual payments by more than $2 billion while meeting the original funding goals of
the PAEA. An OIG report suggested that even greater reductions were possible. In
consideration of the likely further declines in the postal workforce, it may be prudent to require
in the bilf possible adjustments of this liability.

Other Postal Service Provisions

The POST Act proposes a number of changes that come within the Commission’s
purview and can be grouped together under their effect on postal services and Universal
Service.

POSTAL SERVICES

The POST Act lists proposals for the introduction of new postal services, One would
allow the Postal Service to furnish property and services for compensation to all units of state
and local governments, This is an extension of similar authority given to the Postal Service
relative to the Federal government. The Commission does not regulate these types of
agreements; however, we do provide transparency though our oversight. In general, Postal
Service “federal” agreements have increased the availability of government services for
citizens, added operational flexibility for government agencies and provided incremental
revenue to the Postal Service. Appropriately applied, such arrangements promise to be
similarly beneficial at the state and local level,

The Commission is concerned, however, by language in the bill that would allow
unregulated use of Postal Service processing, transportation, delivery, retail network or
technology to provide new nonpostal services, albeit consistent with the public interest. Itis
difficult to assess the effects of such an open-ended authority. For example, the Congress
previously took issue with the Postal Service’s use of its retall facilities to sell mugs, tee-shirts
and other items. Would this be in the public interest now? And who would decide that issue?
Posts around the world are trying to diversify their services but with uneven success.
Diversification could be beneficial to the Postal Service; however, the Commission strongly
believes that prior regulatory review of such proposals Is needed to safeguard existing markets
and to ensure 3 level playing field for participants in those markets,

The application of postal technology raises additional issues. The Postal Service has a
substantial information technology infrastructure and data bases. Could these be used to
provide postal customers with Internet access or marketing services? In reviewing nonpostal
services for continuation under the PAEA, the Commission was directed to consider “(A} the
public need for the service; and “{B) the ability of the private sector to meet the public need for
the service.” Would this standard be retained?

it is worthwhile to note that current law authorizes the Commission to approve and
regulate Postal Service market tests, both to protect the public interest and to promote a
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successful business outcome for the Postal Service. Currently, the Postal Service is operating a
growing, less-than-truckload pallet service approved through these procedures. The
Compmission has approved a test marketing program to distribute product samples, and we are
currently reviewing a request involving the use of prepaid postage on greeting cards sold at
retail. Will these provisions in the Post Act affect this process?

UNIVERSAL SERVICE

Second, the POST Act would lift and limit restrictions to allow the Postal Service to
reduce the frequency of mail delivery service and to more easily close post offices.

Earlier this year, the Postal Service requested an Advisory Opinion from the Commission
on a proposal to end Saturday street delivery service nationwide. The Commission has now
completed its review ~ including seven field hearings — and is now finalizing its opinion and
findings. 1 will reserve further comment until the Commission issues its Advisory Opinion. But |
will take this opportunity to ask whether the language in the proposed legislation would allow
the Postal Service to reduce service to four days or three days without prior review. We expect
to issue our opinion by the end of this month and we will provide copies to the Postal Service
and to Congress.

The Commission appreciates the historic and continuing rote that post offices play in the
tives of American citizens and the communities where they live and do business. We also
understand that American soclety is mobiie and its needs ever changing. At the start of the 207
century, a rural American nation was served by more than 70,000 post offices. Today, an
urbanized society four times larger is served by just over 36,000 offices.

Earlier this year, the Commission issued its Advisory Opinion on a Postal Service
proposal to consider 3,200 station and branch retail facilities for possible closure. The list of
potential outlet closings was reduced during our review, to just 162 offices at the time we
issued the Opinion.

In the Opinion, the Commission affirmed the Postal Service’s authority to adjust its retail
network but recommended several improvements. For example, we found that ten-day
advance customer notice was insufficient and limited opportunities for community
consultation. Further, inconsistent financial and operational analyses impaired evaluations of
facility closures and consolidations. The Commission also recommended that standardized
review procedures should be developed and consistently applied nationwide to all post offices,
stations and branches in order to ensure adequate and efficient service levels and comply with
statutory guidelines.

The Postal Service’s nomenclature differentiates among stations, branches and post
offices. But customers do not recognize any difference, and the Commission’s long-standing
practice does not recognize the difference either. Citizens expect and deserve the same public
notice, opportunity for comment and rights of appeal if and when postai facilities they depend
on may be closed. During the station and branch review, the Postal Service made it clear that it
did not believe that those same customer rights applied to stations and branches, and that it
came before the Commission only because of the potential impact of its proposal on service
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nationwide. A legislative clarification would assist the Commission and, more importantly,
citizens in addressing their concerns.

Since 1976, the Commission has had jurisdiction to hear customer appeals of post office
closings. The Postal Service is required to give post office customers at least a 60-day notice of
its intention to close a post office so that customers have adequate opportunity to provide their
views. Additionally, affected customers have 30 days in which to file an appeal with the
Commission following a written determination by the Postal Service to close or consolidate the
office.

The Commission believes these protections, which require the Postal Service to adhere
to a closing and consolidation policy, provide due process and the minimum periods necessary
to give meaningful notice to the public. They also protect the public’s right to participate in the
process and to raise concerns that may have been neglected.

STRONGER FUTURE

The Commission commends the Postal Service for its sustained effort over many years
to increase productivity, improve processes and lower its costs. We also are heartened to see
mall volume reviving and the expectations by the Postal Service of modest overall growth this
year, Legislation that effectively supports these trends is important.

Nevertheless, we believe Congressional action to address the pension and retiree health
benefit issues remains the key element of any reform effort. Before a broader strategy for
effectively managing its business and serving its customers can be realistically implemented,
the Postal Service must be able to manage its mandated payments,

That concludes my testimony. Thank you.

#HH#

12:05 Sep 06, 2011  Jkt 063870 PO 00000 Frm 00074 Fmt6601 Sfmt6601 P:\DOCS\63870.TXT JOYCE

63870.032



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

UNITED STATES OFFICE OF PERSONNEL MANAGEMENT
STATEMENT
of
JONATHAN FOLEY
DIRECTOR OF PLANNING AND POLICY ANALYSIS
U.S. OFFICE OF PERSONNEL MANAGEMENT

before the

SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT, GOVERB&MENT INFORMATION,
FEDERAL SERVICES, AND INTERNATIONAL SECURITY

COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
UNITED STATES SENATE

on
FINDING SOLUTIONS TO THE CHALLENGES FACING THE U.S, POSTAL SERVICE

December 2, 2010

Chairman Carper, Ranking Member McCain, and Members of the Subcommittee.

i am pleased to be here today on behalf of Director John Berry of the Office of Personnel
Management {OPM) to discuss “Finding Solutions to the Challenges Facing the U.S. Postal
Service,” and provide comments on S. 3831, the POST Act of 2010, as introduced by Chairman
Carper. OPM commends the Subcommittee for its efforts to provide for the financial viability of
the United States Postal Service, and we share the Subcommittee’s commitment to help the
Postal Service stay viable, while maintaining our fiduciary responsibility to the Civil Service
Retirement and Disability Trust Fund.

As you know, 5. 3831 would readdress the issue of how responsibility for the retirement costs
of pre-1971 Postal employment should be apportioned. In particular, the underlying question

Congressional and Legislative Affairs » 1900 E Street, N.W. « Room SH30 « Washingon, DC 20413 « 202-600-1300
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is whether the Treasury or the Postal Service should be responsible for the effects of Postal pay
increases on the value of that service in computing annuities under the Civil Service Retirement
System (CSRS). Given the extensive prior coverage of this issue, | wilt limit myself today to a
brief outline of relevant history.

in 1973, the Congress enacted P.L. 93-349 which established the policy, then supported by the
Postal Service, that it would accept responsibility for the effects of pay increases on annuities.
No further consideration was given to the issue untif 2003, when the Postal Service first
suggested that OPM transfer responsibility for the effects of Postal pay increases to the
Treasury. After carefut consideration by OPM and its Board of Actuaries, OPM determined that
the original apportionment method complied with the law. The issue was not raised again until
January of this year when the Postal Inspector General issued a report raising the
apportionment issue and asserting a $75 billion overpayment,

n June of this year, the Postal Regulatory Commission (PRC) transmitted to OPM a Segal
Company (Segal) study commissioned by the PRC on the apportionment methodology. The
Segal report only addressed one aspect of the complicated funding arrangement and did not
discuss the historical context of the issue. Segal acknowledges this by stating that its
“recommendation is, in essence, a 2010 fresh ook, and does not attempt to deal with the
history accumulated over forty years since the PRA [Postal Reform Act] was enacted.” The
Segal proposed methodology was a slight variation on the Postal IG's proposal, and suggested a
$50-55 billion overfunding.

At that time, the PRC also suggested that P.L, 109-435, the Postal Accountability and
Enhancement Act (PAEA), gave OPM authority to reapportion responsibility for pre-1971
service as part of the redetermination process. Enacted in 2006, the primary purpose of the
PAEA was for the Treasury to take responsibility for the cost of military service credit in the
computation of Postal CSRS annuities, leading to a savings of $28 billion for the Postal Service.
The law further provided for a review process, initiated at the request of the PRC, for OPM to
reconsider "any determination or redetermination made by the Office of Personnel
Management under this section.” The PRC asserted that this reconsideration authority gave
OPM authority to make the reallocation.

We believe the assertion that OPM has the discretion to make basic changes in the allocation
method between the Postal Service and the Treasury goes beyond the intent of and the
authority provided to QPM in PAEA. The reconsideration process provided for in section 802(c}
of the PAEA allows for appeal and review of OPM's specific calculations of the annual
supplemental liability determination, according to the established Fund allocation
methodology. For example, section 802{c} allows for reconsideration of the population or
accounting data underlying the annual liability determination, but not of the ailocation
methodology. Thus, we believe that the question of whether there should be a change in the

UINTEED STaTES OGFFICE OF PERSONNEL MANAGEMENT Page 2 of 3
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apportionment responsibility is one that is appropriate for consideration by the Congress.

Our comments on S. 3831 are limited to section 2, which would transfer responsibility to the
Treasury for the effects of Postal pay increases on the value of pre-1971 Postal employment in
computing annuities under CSRS, a change estimated to be $50-55 billion. in addition, it would
permit the resulting Postal CSRS surplus to be used at the discretion of the Postal Board of
Governors to satisfy the $5.5 to 5.8 billion annual payments to the Postal Service Retiree Health
Benefits Fund (PSRHBP) required under 5 U.5.C. 8509a{d}{3){A) for fiscal years 2010-2016.

OPM's principal roles in this matter are those of a program administrator and trust fund
fiduciary. As such, our principal concerns must be for the efficient operation and reliable
funding of the retirement and insurarice programs.: As a trust fund fiduciary, our principal
relevant concern is with the adequate funding of the program and not with the source of that
funding. Since S. 3831 will not change funding levels for CSRS, but only the source of those
funds, OPM takes no position at this time as to the substance of section 2.

However, we do have concerns regarding certain technical aspects of that section. The
amendment to 5 U.5.C. 8348(h}){2}{B) would require that the annual computation of the Postal
surplus or liability be completed by March 31 following the end of each fiscal year. Because not
all necessary data is available by that date, we suggest that it be changed to June 30, which wiil
stilf give the Postal Board of Governors three months for consideration prior to the funds
transfer date. There are also internal inconsistencies between the dates specified for
calculations and the dates for payments to the PSRHBP. Finally, there are technical problems
with the wording of the new 5 U.S.C. 8348{h}{2){C}{4) in that the required methodology is not
supported by available data. We would be pleased to provide the Subcommittee with more
detailed explanations and suggested technical revisions that would retain the substantive intent
of these provisions.

{ appreciate the opportunity to appear before you today and | would be pleased to answer any
questions you may have, We look forward to assisting the Subcommittee in its efforts to assist
the Postal Service in continuing its third century of contributions to the nation.
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U.8. POSTAL SERVICE

Legisiation Needed to Address Key Challenges

What GAO Found

USPS's financial condition continued to decline in fiscal year 2010 and its
financial outlook is poor for fiscal year 2011 and the foreseeable future. Key
results for fiscal year 2010 included total revenue of $67.1 billion and total
expenses of $75.6 billion, resulting in

¢ arecord loss of $8.5 billion—up $4.7 billion from fiscal year 2009,

¢ 5 $1.8 billion increase in outstanding debt to the Treasury, thus making the
total outstanding debt $12 billion, and

« a$1.2 billion cash balance at the end of the fiscal year.

USPS's budget for fiscal year 2011 projects

s 2 $6.4 billion loss,

e 2 $3 billion increase in debt to the $15 billion statutory limit, and
s an end-of-year cash shortfall of $2.7 billion.

USPS has reported achieving close to $13 billion in cost savings in the past 5
fiscal years. However, as iis most profitable core product, First-Class Mail,
countinues to decline, USPS must modemize and restructure to become more
efficient, control costs, keep rates affordable, and meet changing custormer
needs. To do so, USPS needs to become much leaner and more flexible. Key
chall include: ¢k ing use of the mail; compensation and benefit costs
that are close to 80 percent of total costs; difficulties realigning networks to
reraove costly excess capacity and improve efficiency; constrained capital
investment, which has declined to one of the lowest levels in two decades and
led to delays in buying new vehicles; lack of borrowing capacity when USPS
reaches its statutory debt limit; and large unfunded financial obligations and
Babilities of roughly $100 billion at the end of fiscal year 2010,

Proposed postal legislation, including 8. 3831, provides a starting pomt for
addressing key issues facing USPS and facilitating changes, such asr
networks, that will take time to implement and produce results. Also,
decisions on postal issues may involve trade-offs related to USPS's role as a
federal entity expected to provide universal postal service while being self-
financing through businesslike operations. Three key areas addressed by the
bill include compensation and benefits; rightsizing USPS networks and
workforce; and whether to allow USPS to expand its nonpostal activities. For
example, resolving large USPS funding requirements for retiree health
benefits is important, while continuing to prefund retiree health benefits to
the extent USPS’s finances permil. It is equally important to address
constraints and legal restrictions, such as those related to closing facilities, so
that USPS can take more aggressive action to reduce costs, Allowing USPS to
expand into nonpostal activities raises issues of how to mitigate risks
associated with new lines of business, assure fair competition with the private
sector, and how to finance such efforts. Congress and USPS urgently need to
take action to restore USPS's financial viability as business and consumer use
of the mail continues o evolve.

United States Government Accountability Office
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Mr. Chairman and Members of the Subcomumittee:

T am pleased to be here today to participate in this hearing on proposed
legislation® to address the U.S. Postal Service’s (USPS) challenges to
remain self-supporting while providing effective and efficient universal
postal service to the nation. My statement will discuss (1) updated
information on USPS's financial condition and outlook, (2) the need to
modernize and restructure USPS, and (3) key issues that need to be
addressed by postal legislation.

This statement is based on our past and ongoing work, including our
reviews of USPS's business model,” financial condition, networks, service,
and postal reform issues. We interviewed USPS officials and reviewed the
POST Act of 2010; USPS'’s audited financial statements for the fiscal year
ended September 30, 2010; and other reports, testimonies, and
communications on USPS's financial condition, operations, and outlook.®
We conducted this performance audit in November 2010 in accordance
with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our
audit objectives.

Postal Operations Sustainment and Transformation Act of 2010 (POST Act of 2010), 8.
3831, 111th Cong. (2610).

*GAQ, U.S. Postat Service: Strategies and Options to Fucilitate Progress toward Fi
Fability, GAQ-10-455 (Washington, D.C.: Apr. 12, 2010},

*Our review included cansidering information from: USPS audited financial statements and
other information in the amnual reports for the fiscal year ended September 30, 2010,
including the report filed with the Postal Regulatory Comunission (PRC) on Form 10-K
dated November 15, 2010; USPS quarterly reports filed with the PRC on Forra 10-Q for the
periods ended June 30, 2010, March 31, 2010; and December 31, 2009; and the USPS Fiscal
Year 2011 Integrated Financial Plan.

Page 1 GAD-11-244T
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USPS’s Financial
Condition Continues
to Decline and Its
Financial Outlook

Is Poor

USPS's financial condition continued to decline over the past fiscal year
and its financial outlook is poor for fiscal year 2011 and the foreseeable
future. Key USPS results for fiscal year 2010 included a $1.0 billion decline
in total revenue to $67.1 billion, and a $3.7 billion Increase in total
expenses to $75.6 billion, resulting in

a record loss of about $8.5 billion,

a $1.8 billion increase in outstanding debt (which left $1.2 billion of
available borrowing authority),’

atotal of $12 billion in outstanding debt due to the Treasury,” and

2 $1.2 billion cash balance at the end of the fiscal year.

USPS has recently released its budget for fiscal year 2011, projecting
a $6.4 billion loss (see:fig, I)-~one of the largest in USPS history—
including the impact of a $5.5 billion payment due in 2011 to prefund
retiree health benefits;

2 $3 billion increase in outstanding debt due to the Department of the
Treasury (Treasury), thereby reaching its $15 billion statutory limit; and

a $2.7 billion cash shortfall at the end of the fiscal year.

“The statutory limit on snoual increases in USPS outstanding debt is $3 billion. 39 US.C.
§ 2005(z).

“The statatory limit on total USPS outstanding debt is $15 billion, 39 11.8.C. § 2005(a).

Page 2 GAO-11-244T
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Figure 1: USPS Net income, Fiscal Years 1972 through 2011
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USPS's revenue drop in fiscal year 2010 was driven by continuing declines
in total mail volume. In fiscal year 2010, mail volume decreased about 6
billion pieces from the previous fiscal year to 171 billion pieces. This
volume was about 20 percent below the peak of 213 billion pieces
delivered during fiscal year 2006. Most of the volume declines were in
profitable First-Class Mail—which were particularly significant because
the average piece of First-Class Mail generated about three times the
profitability of the average piece of Standard Mail.®

USPS currently projects mail volume to increase by about 2 billion pieces
in fiscal year 2011. In this fiscal year, First-Class Mail is expected to
decrease by 3 billion pieces, but Standard Mail is expected to increase by 5
billion pieces. With these volure changes and expected small rate

“First-Clags Mail consists of single-piece mail (e.g., bill payments and letters) and bulk mail
{e.g., bills, statements, and advertising). Standard Mail is mainly butk advertising and
direct mail solicitations. :

Page 3 GAD-11-244T
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increases,” USPS projects revenues to increase $0.6 billion in fiscal year
2011

Meanwhile, USPS's expenses increased by $3.7 billion in fiscal year 2010
compared to fiscal year 2009 for several reasons. First, in fiscal year 2010,
USPS made its statutorily required payment of $5.5 billion to prefund
health benefits for its retirees, in contrast to fiscal year 2009 when
Congress deferred all but $1.4 billion of USPS's scheduled payment of $5.4
billion.® Second, USPS's workers' compensation costs in fiscal year 2010
were $3.6 billion, up $1.3 billion from the previous fiscal year, primarily
from the non-cash effect of changes in the discount rates used to estimate
the liability. Third, results of USPS cost savings efforts in fiscal year 2010
were insufficient to offset rising costs in other areas.

According to USPS, it achieved a total of close to $13 billion in cost
savings from fiscal years 2006 through 2010 (see fig. 2), primarily by
reducing 280 million work howrs and its workforce by 181,000 employees.
Most savings resulted from attrition, reductions in overtime, and changes
in postal operations. USPS reported saving $3 billion in fiscal year 2010,
primarily because of a reduction of 75 million work hours-—half the
savings achieved in fiscal year 2009. Looking forward, USPS projects cost
savings of $2 billion in fiscal year 2011, primarily from continued attrition
and associated savings.

"USPS projects a small average rate increase for market-dominarg products by the limit it
expects under the inflation-based price cap. These products primarily include First-Class
Mail, Standard Mail, Perfodicals (mainly ines and local papers), and some types
of Package Services (primanily single-piece Parcel Post, Media Mail, library mail, and bound
printed matter),

SPub, L. No. 111-68, § 164(s), 123 Stat. 2023 (Cct. 1, 2008).
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Figure 2: Cost Savings Reporied by USPS, Fiscal Years 2006 through 2011
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Further Actions Are
Needed to Modernize

and Restructure
USPS

As its core product—First-Class Mail—continues to decline, USPS must
modernize and restructure to become more efficient, control costs, keep
rates affordable, and meet changing customer needs. To do so, USPS will
need to become much leaner and more flexible. Key chalienges include the
following:

Muail volume and changing use of the madl: USPS projects mail volume to
continue declining to about 150 billion pieces by fiscal year 2020-—about
30 percent below its 2006 peak. Most of the declines are projected to be in
profitable First-Class Mail. Use of the mail is changing as coramunications
and payments continue to shift to electronic alternatives—a shift that is
being facilitated by rapid adoption of broadband, These trends expose
weaknesses in USPS's business model, which has relied on volume growth
to help cover costs.,

Postal revenues: USPS expects revenue to stagnate in the next decade as
continued declines in mail volume are offset by rate increases. Rate

Page 5 GAO-11-244T
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®

increases are generally limited by the inflationary price cap on market-
dominant products that generate close to 90 percent of USPS revenue,

Compensation and benefit costs: Compensation and benefits, including
retiree health benefits and workers' compensation, totaled about $60
billion in fiscal year 2010, or close to 80 percent of USPS costs. USPS pays
a higher share of employee health and life insurance premiums than other
federal agencies.

Difficulties achieving network realignment: Realigning USPS's mail
processing and retail facilities will be crucial for it to achieve sustainable
cost reductions and productivity improvements, but limited progress has
been made in rightsizing these networks to eliminate costly excess
capacity. Although USPS is working to consolidate some mail processing
operations, it has closed few large mail processing facilities since 2005.
Similarly, its network of post offices and postal retail facilities has
remained largely static despite expanded use of retail alternatives and
population shifts.

Capital investment: Continuing losses from operations have constrained
funds for USPS capital investment. USPS’s purchases of capital property
and equipment and building improvements have declined in recent years,
from $1.8 billion in fiscal year 2009 to $1.4 billion in fiscal year 2010. The
deferral of maintenance could impede modernization and efficiency gains
from optimizing mail processing, retail, and delivery networks. Further,
USPS has delayed buying new delivery vehicles for lack of capital
resources. We have an ongoing review of USPS’s delivery fleet of about
185,000 vehicles, including about 140,000 long-life vehicles purchased in
the late 1980s and early 1990s that are nearing the end of their 24-year
expected operating time frame. USPS has estimated replacing its delivery
fleet will cost about $5 billion,

Lack of borrowing capacity: USPS expects to increase its outstanding
debt to Treasury during fiscal year 2011 by $3 billion, thereby reaching its
total statutory debt limit of $15 billion. Even with this debt increase, USPS
projects a cash shortfall at the end of this fiscal year. Its cash outlook is
uncertain, as indicated by recent experience. USPS reported in August
2010 that it “would likely experience a cash shortfall if legislation similar
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to that passed in September 2009 is not passed.” USPS ended fiscal year
2010 with cash of about $1.2 billion and remaining annual borrowing
authority of an additional $1.2 billion, or slightly more than the funds
needed for one biweekly payroll. USPS projects it will have insufficient
cash at the end of fiscal year 2011 to meet all of its obligations.

Large unfunded financial obligations and liabilities: USPS's unfunded
obligations and labilities were roughly $100 billion at the end of fiscal year
2010. Looking forward, USPS will continue to be challenged by these
financial obligations and liabilities, together with expected large financial
losses and long-term declines in First-Class Mail volume.

Key Issues Need to Be
Addressed by Postal
Legislation

Proposed postal legislation, including S. 3831, provides a starting point for
considering key issues where congressional decisions are needed to help
USPS undertake needed reforms. This bill is based on legislative proposals
USPS made this past spring. Resolving large USPS funding requirements
for pension and retiree health benefits is important. It is equally important
to USPS's future to address constraints and legal restrictions, such as
those related to closing facilities, so that USPS can take more aggressive
action to reduce costs, Urgent action is needed as some changes, such as
rightsizing networks, will take time to implement and produce results. In
addition, including incentives and oversight mechanisms would make an
important contribution to assuring an appropriate balance between
providing USPS with more flexibility and assuring sufficient transparency,
oversight, and accountability.

Congressional decisions may involve difficult trade-offs related to USPS's
role as a federal entity expected to provide universal mall delivery and
ready access to postal retail service while being self-financing through
businesslike operations. Future USPS actions and other stakeholder
actions are expected to be informed and guided based on congressional
decistons related to public policy questions, such as:

Benefits: What changes, if any, should be made to USPS pension and
retiree health benefit obligations and payment schedules? What would be
the impact on the federal budget?

*The September 2000 legistation deferred $4 billion from USPS's statutorily required
payment to prefund retiree health benefits, reducing it trom $5.4 billion to $1.4 billion. Pub.
L. No. 111-68, § 164(a), 123 Stat. 2023 (Oct. 1, 2008).
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Delivery: Should the long-standing requirement for Saturday delivery be
dropped so USPS can implement its proposal to reduce delivery frequency
to 5 days a week? What would be the specific effects on operations, costs,
workforce mix, employees, service, corpetition, the value of mail, mail
volume, and revenue? How would shifting to 5-day delivery affect
customers including business mailers and the public?

Post gffice closings: Should USPS have greater flexibility to rightsize its
retail networks and workforce, which may involve closing post offices and
moving retail services to alternative commercial locations that are often
open more days and longer hours than postal facilities? Or should USPS
retain its retail facilities and provide new nonpostal products and
services?

Nonpostal products: Should USPS be allowed to offer new nonpostal
products and services that compete with private-sector firms? If so, how
should fair competition be assured? Would it need additional capital for
such initiatives? If so, how would they be financed?

Processes for change: What role should Congress, the PRC, USPS,
employees, and customers, including business mailers and the public, have
in decisions on postal policy issues? What incentives and oversight
mechanisms are needed as part of congressional actions to assure an
appropriate balance between providing USPS with more flexibility and
assuring sufficient transparency, oversight, and accountability?

We have discussed several options that Congress and USPS could consider
in a report we issued last April,” and are currently conducting a
congressionally requested review of USPS's 5-day delivery proposal. In
this testimony, we will highlight some options related to three areas that
are also addressed by S. 3831-—compensation and benefits, rightsizing
networks and workforce, and expanding nonpostal activities.

Postal Compensation and
Benefits

S. 3831 addresses key retiree health and pension benefit issues.
Specifically, it requires OPM to recalculate USPS's CSRS pension
obligation in a way expected to make the federal government responsible
for a greater share of USPS's CSRS pension obligation. The bill also
authorizes the USPS Board of Governors to transfer any part of a resulting

PRAD-10-455.
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pension surplus to the Postal Service Retiree Health Benefits Fund. The
sponsor of 8. 3831 has estimated that these legislative changes could result
in an increase in the government’s pension obligations of approximately
$50 billion. Such an increase could impact the federal budget deficit and
require funding over time.

USPS has said it cannot afford its required prefunding payments to the
retiree health benefit fund on the basis of its significant volume and
revenue declines, large losses, debt nearing its limit, and limited cost-
cutting opportunities under its current authority. We have reported that
Congress should consider providing financial relief to USPS, including
modifying its retiree health benefit cost structure in a fiscally responsible
manner.” Several legislative proposals have been made to defer costs by
revising statutory requirements, including extending and revising
prefunding payments to the Retiree Health Benefits Fund, with smaller
payment amounts in the short term followed by larger amounts later.
Deferring some prefunding of these benefits would serve as short-term
fiscal relief. However, deferrals also increase the risk that USPS will not be
able to make future benefit payments as its core business declines.
Therefore, it is important that USPS fund its retiree health benefit
obligations—including prefunding these obligationg—to the maxirum
extent that its finances permit. In addition to considering what is
affordable and a fair balance of payments between current and future
ratepayers, Congress would also have to address the impact of these
proposals on the federal budget. Further, the Congressional Budget Office
has raised concemns about how aggressive USPS’s cost-cutling measures
would be if prefunding payments for retiree health care were reduced.”

Congress could revisit other aspects of the postal compensation and
benefits framework. USPS is required to maintain compensation and

. benefits comparable to the private sector, a requirement that has been a

source of disagreement between USPS and its unions in collective
bargaining and binding arbitration. If USPS and its unions go to
arbitration, there is no statutory requirement for arbitrators to consider
USPS’s financial condition. We continue to favor such an arbitration
requirement. The law also requires USPS's fringe benefits to be at least as

BGAQ-1D-155,
*Congressional Budget Office, H.R. 22: United States Postal Service Financial Relief Act

of 20068 (Washington, DM.C.: July 20, 2000); 8. 1507: Poustal Service Retiree Health Renefits
Funding Reform Act of 2008 (Washington, D.C., Sept. 14, 2009).
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favorable as those in effect when the Postal Reorganization Act of 1870°
was enacted, Career employees participate in federal pension and benefit
programs, and USPS covers a higher proportion of its employees’ health
care and life insurance premiums than most other federal agencies. USPS
is also required by law to participate in the federal workers’ compensation
program, and some benefits paid exceed those provided in the private
sector. Furthermore, USPS employees in this program can choose not to
retire when they become eligible to retire, and they often decide to remain
on the more generous workers’ compensation rolls.

Rightsizing USPS’s
Networks and Workforce

Congressional action is needed to speed USPS's progress in rightsizing its
networks and workforce, and S. 3831 seeks to address these issues. Such
progress is Hmited by both stakeholder resistance and statutory
requirements. USPS has costly excess capacity and inadequate flexibility
to quickly reduce costs in its processing and retail networks. USPS has
faced formidable resistance to facility closures and consolidations because
of concerns about possible effects on service, employees, and
communities, particularly in small towns or rural areas, We have suggested
that Congress consider establishing a panel similar to the military Base
Realignment and Closure Commissions to facilitate action and progress.
Such panels have successfully informed prior difficult restructuring
decisions. The panel could consider options for USPS’s networks
including the following:

*  Mail processing: Decisions to maintain or close facilities are best made
in the context of a comprehensive, integrated approach for optimizing
the processing network. Issues include how to inform Congress and the
public, address resistance, and ensure employees will be treated fairly.
Related issues include whether to relax current delivery standards to
enable additional facility ¢losures and associated savings.

s Retail: USPS has retained most of its retail facilities in recent years
despite the growing use of less costly alternatives to traditional post
offices, such as self-service kiosks and stamp sales in grocery stores,
drug stores, and over the Internet. USPS has called for statutory
changes to facilitate modernizing its retail services.

*The Postal Rearganization Act eliminated the Post Office Departiment and created the
United States Postal Service. Pub. L. No. 81-375, 84 Stat. 719 (Aug. 12, 1970).
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Expanding USPS
Nonpostal Activities

USPS has asked Congress to change the law so it can diversify into
nonpostal areas to find new opportunities for revenue growth, and S. 3831
would authorize such action. This could involve USPS entering into new
business areas or earning revenues from partners selling nonpostal
products at USPS facilities, About 10 years ago, we reported that USPS
incurred losses on early electronic commerce and other nonpostal
initiatives, and its managerment of its electronic commerce initlatives was
fragmented, with inconsistent implementation and incomplete financial
information."* Congress then restricted USPS from engaging in new
nonpostal activities in the Postal Accountability and Enhancement Act of
2006." Allowing USPS to expand into new nonpostal activities would raise
issues about the areas in which it should be allowed to compete with the
private sector, how to assure fair competition, how to mitigate risks
associated with entering new lines of business, and how to finance such
efforts. Related issues could include whether USPS's mission and role as a
government entity with a monopoly'® should be changed, what
transparency and accountability would apply, whether USPS would be
subject to the same regulatory entities and regulations as its competitors,
and whether losses would be borne by postal ratepayers or taxpayers.

A senior USPS official told us that USPS is studying various possibilities
for introducing new products and services. A continued issue is whether
USPS would make money if it was allowed to compete in new nonpostal
areas. USPS has reported that if it could enter such areas, such as banking
or sales of consumer goods, its opportunities would be limited by its high
cost structure and the relatively light customer traffic of post offices
compared with commercial retailers. (There are 600 weekly counter
customers at the average post office, compared to 20,000 at the average
major supermarket, according to USPS.) USPS has said that the possibility
of budlding a sizable presence in logistics, banking, integrated marketing,
and document management was currently not viable because of its net
losses, high wage and benefit costs, and limited access to cash to support

HGAD, U.S. Postal Service: Development and Inventory of New Products, GAD/GGD-99-15
{Washingion, D.C.: Nov. 24, 1998); U.S. Postal Service: Update on E-Commerce Activities
and Privacy Protections, GAQ-02-75 (Washington, D.C.: Dec. 21, 2001); U.8. Postal Service:
Fostad Activities and Laws Related to Electronie Comrmeree, GAO/GGIDN00-188
(Washington, D.C.: Sept. 7, 2000).

pub. L No. 100-435, 120 Stat, 3198 (Dec. 20, 2006).

*UISPS has a monopoly over delivery of certain types of letter mail and access to mail
boxes.
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necessary investment. USPS concluded that building a sizable business in
any of these areas would require “time, resources, new capabilities (often
with the support of acquisitions or partnerships) and profound alterations
to the postal business model.”"

In summary, the need for postal reform continues as business and
consurmer use of the mail continues to evolve. Congress and USPS
urgently need to reach agreement on a package of actions to restore
USPS’s financial viability and enable it to begin making necessary changes.

Mr. Chairman, that concludes my prepared statement. [ would be pleased
to answer any questions that you or other Members of the Subcomumittee
may have.

Contact and Staff
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investigative arm of Congress, exists to support Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and policies;
and provides analyses, recommendations, and other assistance to help
Congress make informed oversight, policy, and funding decisions. GAQ's
commitment to good government is reflected in its core values of
accountability, integrity, and reliability.

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easiest way to obtain copies of GAQ documents at no cost
is through GAQ's Web site (www.gao.gov). Each weekday afternoon, GAQ
posts on its Web site newly released reports, testimony, and
correspondence. To have GAO e-mail you a list of newly posted products,
g0 to www.gao gov and select “E-mail Updates.”

Order by Phone

The price of each GAO publication reflects GAO's actual cost of
production and distribution and depends on the number of pages in the
publication and whether the publication is printed in color or black and
white, Pricing and ordering information is posted on GAQ's Web site,
hitpr/fwww. gao.govordering. him,

Place orders by calling (202) 5126000, toll free (866) 801-7077, or
TDD (202) 512-2537.

Orders may be paid for using American Express, Discover Card,
MasterCard, Visa, check, or money order. Call for additional information.

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact:

Web site: www.gao.gov/fraudnet/fraudnet.itm
E-mail: fraudnet@gao.gov
Automated answering systera: (800) 424-5454 or (202) 512-7470

Congressional
Relations

Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400
U.8. Government Accountability Office, 441 G Street NW, Room 7125
Washington, DC 20548

12:05 Sep 06, 2011

Public Affairs

Chuck Young, Managing Director, youngc1@gao.gov, (202) 512-4800
U.8. Government Accountability Office, 441 G Street NW, Room 7148
Washington, DC 20548

o%
%

Please Print on Recyeled Paper

Jkt 063870 PO 00000 Frm 00092 Fmt6601 Sfmt6601 PADOCS\63870.TXT JOYCE

63870.050



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

12:05 Sep 06, 2011

89

100 Ingiana Ave. NW

National Association of Washinglon, DG 20001 2144

Letter Carriers semmros e mmmmm—"

Testimony of
Fredric V. Rolando
President, National Association of Lefter Carriers, AFL-CIO
to a hearing on “Finding Solutions to the Challenges Facing
the U.S, Postal Service” held by the
Senate Sub-Committee on Federal Financial Management, Government
Information and International Security

December 2, 2010

e

Jkt 063870 PO 00000 Frm 00093 Fmt6601 Sfmt6601 PADOCS\63870.TXT JOYCE

63870.051



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

90

Good morning Chairman Carper and other members of the sub-committee. On behalf of
the nearly 280,000 members of the National Association of Letter Carriers, | am pleased
{o be here today. Thank you for inviting me to testify concerning the Chairman’s

proposed POST Act of 2010.

The legisiation you have proposed is vitally important to the American economy and to
the millions of workers employed by the mailing industry, not just to the Postal Service
and the hundreds of thousands of workers who serve the nation as postal employees.
The Postal Service is a vital infrastructure service that not only remains an essential
etement of the country's financial payments system, but also a key facilitator of business
and communications for the 150 million homes and businesses it serves six days a

week.

The past four years of recession have been the most difficult in the history of the USPS
and the mailing industry in general - and with more than 15% of the nation’s labor force
unemployed or underemployed, the recession is far from over. Over the past four
years, the Postal Service has reported what appear to be eye-popping losses
amounting to more than $20 billion. But these results are misleading and cannot be

accurately compared to those reported by other companies. Let me explain.

There are three main causes for the Postal Service's losses. In order of importance they
are: the $20.9 billion cost since 2007 of pre-funding future retiree health benefits, the

large drop in mait volume and revenue caused by the Great Recession and the ongoing
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impact of mail volume lost to internet diversion. By far, the congressional mandate to
pre-fund future retiree heaith benefits is the most important of these factors, though the
conventional wisdom often flips the order of these factors, Indeed, in the absence of the
pre-funding mandate, which no other agency or private company in America faces, the
USPS would have recorded a net surplus of $611 million over the past four years,
despite the worst recession since the Great Depression of the 1930s and the continued

impact of electronic diversion. (See the table below).

USPS Finances ($billions): 2007.-2010
007 2009 2030 | 20072010
Reported Netincome -5.142 ~3.798 -8.505 -20.247

Pre-funding payments to
of the PSRHBF* % 1.400 5.500

income wio PSRMBF pre-
funding payments 3216 2794 ~2.394 ~3.005 0.631

*Note: PSRHEF = Postal Retiree Health Benefits Fund created by the PAEA. The 2007 figure includes
the mandated transfer of $2.953 billion from the escrow account established by P.L. 108-18 and
the $5.4 bilfion pre-funding payment mandated by P.L. 108-435 {PAEA}.

Sourte: Annual Reports of the Postmaster General, 2009-2010.

in other words, the financial crisis facing the Postal Service was not primarily caused by
the recession or the Internet — it was an unintended consequence of decisions made by
Congress and President Bush in 20086 to require the Postal Service to massively pre-
fund the health benefit costs it expects to incur over the next 75 years for current and
future retirees. | know the highly accelerated schedule of prefunding payments (some
$565 billion over 10 years) provided for in the 2006 Postal Accountabitity and

Enhancement Act was driven by short-term CBO scoring concemns, but it is clear in
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hindsight that it was a terrible mistake — particularly with the onset of the deep recession

just around the corner,

Pre-funding is optional in the private sector. Most companies pay retiree health benefits
on a pay-as-you-go basis. Nearly two-thirds of Fortune 1000 companies do not pre-fund
retiree health benefits at all and those few that do pre-fund have set aside far less of
their future retiree health liability than the Postal Service (33% vs. 47% for the Postal
Service). The overall pre-funding level of America’s largest companies stands around
12% of future costs, about a quarter of the level of the USPS. (See Attachment #1, the
2010 report on post-retirement benefit funding produced by Towers Watson, p. 20
Figures 27 and 28.) The Postal Service's heavy pre-funding of retiree health care costs
makes it impossible to compare the Postal Service's financial results with those of any
other company. Indeed, no other company has come close to allocating 8% of its
operating revenues to pre-funding future retiree health the way the USPS did in 2010.
The comparable figures of other large U.S. corporations in 2009 (the latest year for
which data are available) are revealing — AT&T allocated just 2% of its revenues fo
prefunding, while the figures for Boeing and General Electric were 0.04% and 0.1%

respectively.

While fixing the pre-funding problem will dramatically improve the immediate financial
picture, NALC fully understands that more must be done. The internet is changing the
mailing needs of the American people and the American business community; there will

be less demand for letter mail and more demand for small package delivery. So, as |
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testified to this sub-committee earlier this year, we know that in order to help the Postal
Service survive and adapt to an uncertain post-crash sconomy, two things are essential.
First, postal employees and their unions will have to embrace innovation and seek win-
win solutions with the Postal Service at the bargaining table. And second, beyond
developing and passing legislation that permanently addresses the crisis caused by the
pre-funding mandate, Congress should give the USPS enough freedom to explore new

ways of using its existing networks to serve the public and the U.S. economy.

NALC intends to meet its obligation to do its part next year in collective bargaining. |
hope the Congress will do the same. Clearly, that is the intent of Chairman’s Carper's

legislation before us today.

I want to thank Senater Carper for taking the lead with the introduction of S. 3831.
Although we cannot support all of its provisions as drafted, we believe it gets the two

most important policy issues exactly right.

First, to help stabilize the Postal Service's finances in the short run, the POST Act would
provide immediate relief to the excessive burden of pre-funding future retiree health
benefits by allowing the Postal Service to use the $50-375 billion surplus in its civil
service pension account to cover the cost of the pre-funding payments required by the
PAEA. This pension surplus was revealed by two independent private sector actuarial
firms over the past year, the Hay Group {hired by the USPS Office of Inspector General)
and the Segal Company (hired by the Postal Regulatory Commission). Both concluded

that the Office of Personnel Management should adopt actuarial methods that more
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fairly allocate the cost of pensions for pre-1971 service between the Post Office
Department and the U.S. Postal Service - that is between taxpayers and postage
ratepayers. This conclusion has the full backing of the entire postal industry ~

management, labor and mailers of all stripes.

The methods advocated by the Hay Group and the Segal Company should have been
used when the Postal Service Retiree Health Benefit Fund was established with an
initial transfer of surplus pension funds from the CSRS as provided by the postal reform
law. If they had been used, the balance in the Fund today would exceed $92 billion,
miore than enough fo fully fund all future retiree health benefits — which would obviate
the crushing burden of annual pre-funding payments that now exceed $5 billion. it would
have also allowad the USPS tfo use the Retiree Health Fund to cover the $2-$3 billion
annual cost of insuring its current retirees and preserved its borrowing authority for
more productive uses. Unfortunately, the Office of Personnel Management has
maintained that any change in actuarial methods requires new legislation. We do not
agree. Indeed, as Senator Collins has pointed out repeatedly in recent months, the
PAEA gives the OPM the authority to revise its methods on its own and transfer the
funds if a larger postal surplus is found. Section 2 of S. 3831 would resolve this issue
along the lines Senator Colling has urged. | want to publicly thank Senator Collins for

her tireless work on this matter.

Second, the POST Act would clear the way for the Postal Service to develop new uses

of its existing networks to serve the needs of businesses and the public. We believe
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Section 3(b) of S. 3831 will spur the kind of innovation needed to preserve universal
mail service for decades to come by permitting the Postal Service to partner with
companies, non-profits and state and local governments fo better use its retail,
processing and delivery networks to offer new services. NALC believes that such
innovation can help spur economic growth and create jobs inside and outside the Postal
Service, In fact, in May 2011 we are sponsoring an international conference on postal
innovation in Washington, D.C. Our colleagues from postal unions all over the world will
be here to share examples of how innovative postal companies around the world are
adapting to meet the needs of 21™ Century ecoromies. The examples of innovative
postal services can help us in the United States re-imagine the possibilities of our own
niational networks, In an era of rapid change, where communications are more important
than ever for economic and national security purposas among others, we should

strengthen -- not compromise —~ our universal communications networks,

In light of the possibilities for developing new uses of our retall and delivery networks,
we urge the sub-committee to reconsider Section 3(a) of the bill, which would allow the
USPS to close post offices for solely economic reasons. Rather than reducing the level
of service the USPS should seek to find new ways o use post offices o serve local

needs as permitted by Section 3(b).

NALC supports the remaining provisions of 8. 3138 with two notable exceptions. With
all due respect, we strongly oppose both Section 3(e) regarding the Arbitration of Labor

Disputes and Section 3(g) on the Frequency of Mail Delivery. | will address each in tum,
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Under the current interest arbitration process, an arbitration board must give labor and
management a full and fair hearing and arbitrators are bound to consider all the
evidence presented by the parties when rendering their decisions -- see Section 1207
(c}2) of Title 38. The proposed changes to this section of the law would highlight three
managerial objectives among the factors to be considered by arbitration boards while
neglecting to mention any employee objectives that are typically presented to
arbitrators, In so doing, the POST Act would needlessly disrupt the balance and
fairness of the existing process for resolving collective bargaining impasses in the
Postal Service that has served the parties very well for more than 40 years. Over that
period, NALC and the Postal Service negotiated seven national agreements (often in
conjunction with other unions) without resort to arbitration, including the last two
agreements which covered 2001-2006 and 2006-2011. During that same 40-year
period, we arbitrated four agreements and partiaily negotiated and partially arbitrated
one contract {the 1978-1981 national agreement), The experience of our sister unions
has been very similar. The process has not only worked well for the USPS and its

employees, it has also served the public interest as well.

For the nation’s 200,000 letter carriers, the existing process has enabled us to preserve
the purchasing power of our hourly wages, which in real terms increased only 3.4%
between 1972 and 2009 — even as postal labor productivity has increased by more than
43 percent. Of course, the real cost of our benefits has increased significantly as the
rising cost of employer provided health care has spiked, but not more than the rise in

productivity and not enough to drive postages rates up in real terms.
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For the country in general, the current process has ensured labor peace — there has not
been a single destructive work stoppage or lock-out or disruption of essential postal
services in more than four decades ~ while permitting the Congress to completely
eliminate taxpayer subsidies that once covered nearly a quarter of the Postal Service's
costs. And it has ensured stable and affordab!ekposiage rates for the nation's mailers.
Indeed, our postage rates are among the lowest in the industrialized world and adjusted
for inflation, overall U.S. postage costs {as measured by the Producer Price index

for Postage calculated by the Bureau of Labor Statistics) have increased less than the

U.S. Postage Is Affordable . . . ... And Overall Postage Has Tracked inflation; 1872-2010
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overall Consumer Price Index since the Postal Service was created in 1971. Moreover,
since 1997 when the BLS began measuring a Consumer Price Index for private Delivery
Services, postage rates have increased much less than private delivery rates — up just

43% for postage compared to an increase of 127% for private delivery.
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In view of this background, it is difficult to see what problem the proposed change in the
labor arbitration process is designed to address. Sadly, we believe this proposed
change is based on misinformation provided to this sub-committee by the Postal
Service. For example, at the mark-up of S, 1507 on July 30, 2009 Senator Cobum
introduced the language requiring arbitration boards fo consider the financial condition
of the Postal Service when rendering a decision. At that time he argued that the current
law “prohibits” the arbitrators from considering the financial impact of the competing

contract proposals. This is absolutely, unequivocally untrue.

Unfortunately, the Postal Service has played fast and loose with the facts on this issue.
lts so-called fact sheet on arbitration says that arbitrators are "not required to take the
fiscal health of the USPS into account.” This is flatly untrue and the Postal Service
knows it. Arbitrators are required to consider alt the evidence presented to them by the
parties. Postal interest arbitration is a tripartite process and the Postal Service has at
least one appointed arbitrator on every arbitration board. There is no way for an
arbitration board to avoid considering the finances of the Postal Service in thelr
decisions — unless the Postal Service wants Congress to believe that its advocate
arbitrators and lawyers sometimes fail to present evidence on postal finances. {f any
past arbifration board falied to consider the financial condition of the Postal Service —
which | can tell you has never happened - then the only party to blame would be the
Postal Service for appointing incompetent advocates and arbitrators. But in reality at
feast one of the parties {union or management) has presented evidence and testimony

on the financial condition of the Postal Service to every arbitration board that has been
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established. And even if the law did not require arbitrators to consider all evidence, they
would do so as a matter of well established professional practice. Therefore, giving this
issue special status along with the other managerial objectives such as the
comparability standard and compliance with rate setting rules is unwarranted. We don't
think Congress should put its thumb on the scale in favor of management. The existing
law is fair and remains preferable to the proposed legisiation before this sub-committee.
In Jlayman’s terms, let’s not fix what is not broken — there are plenty of other things to fix

in the Postal Service,

The NALC and the other postal unions are in complete agreement on this issue: we

respectfully call on the sub-Commitiee to eliminate Section 3(e) from the bill.

The other major provision we oppose is to give the Postal Service, free of congressional
oversight, the power to reduce the frequency of delivery from the currently mandated six
days per week. We shared our strongly held views on this issue with this sub-
committee earlier this year and presented extensive evidence to the Postal Regulatory
Commission during its review of the Postal Service's proposal to eliminate Saturday
delivery. (See Attachment #2, the NALC's brief submitted to the PRC.) | will not repeal
that testimony in this submission. But, in short, eliminating Saturday delivery would be
a mistake of the first order. It would save very little money and risk the loss of much
more revenue over time. Cutting service (and inconveniencing customers) is not a way
to strengthen the Postal Service, In America, business is conducted 24 hours a day,
seven days a week, Many businesses, especially small businesses such as

Amazon.com re-sellers, rely on Saturday delivery and reducing the speed and quality of
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service will simply drive customers away. We have already seen some significant
customers begin to quit using the Postal Service, on the false assumption that 5-day
delivery is a done deal. Weekly newspapers and direct advertisers who value Saturday

delivery will follow suit.

At a time when the nation is suffering an acute jobs crisis, throwing another 80,000
decent jobs away in a moment of panic does not make sense — especially when there
are better alternatives without negative side-effects. Both the Obama administration and
a bipartisan majority of the House of Representatives who havé co-sponsored H, Res
173 oppose the elimination of Saturday delivery. We urge all of you to reject this

proposal as well,

We should note that the proposal included in the POST Act is especially dangerous
because Congress would essentially be outsourcing an important public policy decision
on the scope of universal service to whoever occupies the position of Postmaster
General at any given time. There would be no way to prevent the Postal Service from
dropping two or even three days of delivery per week to meet short-term cost cutting
targets if this provision is adopted. This would destroy the Postal Service. Again, we
respectfully urge this sub-committee to remove this provision from the proposed

legislation.

Let me conclude by again thanking Senator Carper and Senator Collins again. We very

much appreciate your years of diligent work on postal issues and are convinced that a
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bipartisan solution to the challenges facing the Postal Service can be found. NALC has
demonstrated repeatedly in recent years that it is prepared to do its part to help
preserve the long-term viability of the USPS. Just as we have worked with the Postal
Service at the bargaining table in recent years 1o adjust routes and effectively deal with
the steep decline in mail volume as a result of the recession, we are prepared to work
with the members of this sub-committee to craft legislation that will serve the best
interests of the country as well as our members. Qur goals are 10 preserve decent
middle class jobs for our members and to maintain the integrity of the Postal Service
while serving the American people and helping the businesses that rely on universal

service to grow and prosper.

Thanks again for inviting me to testify. | am ready for any questions.
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Chairman Carper and Committee Members, thank you for the opportunity to once again
share the views of our Nation’s Postmasters regarding the state of the Postal Service, and
specifically S. 3831, the “POST Act”. As the frontline managers of the nation’s Post
Offices, Postmasters have a strong commitment to the Postal Service, its continued

viability, and to ensure the maximum degree of service to our customers.

As the Chairman and the Committee can certainly appreciate, there are parts of S. 3831
that NAPUS whole-heartedly support, while there are other parts with which we have
reservations. The testimony 1 offer on behalf of my members will touch upon these

issues,

At the outset, I need to state that Postmasters bear a very heavy burden as they atterapt to
maintain high-quality service, as the financial and operational conditions of the U.S,
Postal Service continues to teeter. Although the agency and Congress confronts a
colossal task to ensure the universal postal system, I do not believe the declaration by the
Postal Service that it is facing & $230 billion deficit within the next decade 1o be
particularly helpful or accurate, In fact, at a House hearing, earlier this year, outgoing
Postmaster General Potter conceded that the number is “theoretical™; it is predicated on
the Postal Service and the Congress doing absolutely nothing. You know that this is not
true. In addition, Senators recognize that postal employees, frontline managers and rank-
and-file workers alike, have become proficient at doing more with less. Moreover, |

strongly suspect that the USPS’ alarmist number has been counterproductive — I believe

12:05 Sep 06, 2011  Jkt 063870 PO 00000 Frm 00107 Fmt6601 Sfmt6601 P:\DOCS\63870.TXT JOYCE

63870.065



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

104

that it scared away postal business, which has compounded the Postal Service’s financial

problems and dampened the enthusiasm for constructive legislation.

It is also important to note that the specter of the “great recession™ continues to haunt the
Postal Service, Business and consumer confidence has depressed mail volume. Moreover,
the negative impact of flat or shrinking postage revenue on the Postal Service has been
exacerbated by the unfair and inequitable financial burden to fully prefund its retiree

health costs, a requirement made of no other public or private enterprise.

Mr. Chairman, NAPUS fervently believes that section 2 of S. 3831 takes a definitive and
vital step in the right direction to address this inequity. In addition, section 2 is crucial for
the Postal Service’s immediate operational needs. NAPUS believes this section so
important to the Postal Service that we respectfully encourage you to separate section 2
from the rest of the bill, and favorably report it as an independent bill. This provision
provides immediate financial relief to the Postal Service and has considerable support

among most, if not all, postal stakeholders.

Permit me to return to the Post Offices that my members manage. The ongoing fiscal and
operating challenges of the Postal Service have placed mounting demands on front-line
manager to fill the void created by unfilled postal positions, particularly in the area of
customer and delivery services. This personnel void places excessive burdens on
Postrasters of large and small Post Offices. Postmasters must work hours that far

exceed the standard workweek to maintain postal accessibility. In addition, over 3,000
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Postmaster positions remain unfilled, requiring working Postmasters to cover “vacant™
locations and supervise postal personnel at those locations. Moreover, we know full well
that the agency seeks statutory changes, which could dramatically change the nature of a
universal postal service. Indeed, Postmasters fully understand the depth of the fiscal crisis
confronting the Postal Service. However, Postmasters and many of your colleagues on
Capitol Hill are trying to understand why, in this fiscal environment, the Postal Service
awarded certain highly-compensated postal executives significant retention bonuses —

that is “pay before performance”; while, frontline managers, including supervisors and

Postmasters, the managers who actually ensure postal services, suffered through the
arbitrary lowering of earned pay-for-performance ratings for fiscal year 2009, and are in

limbo over pay-for-performance for the previous fiscal year, as well as the current one.

NAPUS recognizes that fiscal year 2010 ended with the Postal Service losing $8.5
billion. However, it should be understood that of the total loss, $35.5 billion is attributable
to the congressionally-mandated requirement that the Postal Service prefund its retiree
health benefits and another $2.5 billion is the result of a recalculation of the assumptions
underlying workers’ compensation. Permit me to think out loud about why the White
House cannot recalculate the Postal Service pension liability with as much ease as it

recomputed the USPS’ worker compensation obligations.

Notwithstanding the level of the fiscal year 2010 losses, it would be inaccurate to declare
that the Postal Service has failed to respond to those losses. Over the past two years, the

Postal Service cut $9 billion from its operating budget, including the elimination of
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105,000 full-time positions. These actions have come at a price, which is being acutely
felt by frontline managers, their personnel, and our customers. In addition, large and
medium size Post Offices do not have adequate staffing to adequately market postal
products to an under-tapped and potentially underserved customer base — small

community-based businesses.

The Postal Service is considerably handicapped by the 4-year-old statutory requirement
that the agency fund its future retirees’ health care obligations through 2016, at an
average annual rate of $5.6 billion, As this Committee knows, there exists no other
institution, public or private, that voluntarily or forcibly, remits such payments. This one-
of-its-kind obligation impairs postal operations and renders postal sustainability

questionable.

Consequently, NAPUS strongly supports section 2 of S. 3831, which modifies the
methedology for calculating the Postal Service’s retirement liability. This modification is
similar to the one contemplated legislation introduced by Representative Stephen Lynch
in H.R. 5746. The House Subcommittee on the Federal Workforce, Postal Service and the
District of Columbia favorably reported H.R. 3746, earlier this year. Two independent
evaluations of the currently used methodology — one review commissioned by the Postal
Service Office of Inspector General and the other commissioned by the Postal Regulatory
Commission — concluded that the Postal Service has been required by law to overfund its
pension obligations from $50 billion to $70 billion. NAPUS would have hoped that the

Chairman and Senator Collins would have persuaded the White House to use its
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administrative prerogative to revise the pension formula on its own; regrettably, the

Office of Management and Budget has not yielded to logic and equity.

The S. 3831-prescribed formula follows the PRC mythology that yields surplus
contributions of at least $50 billion. In addition, the provision permits the Postal Service
to recover the surplus and transfer the amount, over time, to the Postal Service Retiree
Health Benefits Fund. This would help cover the Postal Service’s future retiree health
coverage obligations. At the same time, this health Hability is grossly overstated,
resulting from an Office of Personne! Management assumption of a 7 percent health care
inflation; the industry standard is 5 percent. We understand that OPM has revised the
projected inflation rate by gradually reducing the assumption over a period of years.
Nevertheless, the Inspector General has projected that the Postal Service could potentially

recover $6.8 billion.

Also, NAPUS believes that the legislation should enable the Postal Service to recover
approximately $3 billion in surplus agency contributions on behalf of Federal Employee
Retirement System (FERS) participants. This overfunding was documented by a recent
Postal Inspector General audit, which was based on Office of Personnel Management

data.

Although NAPUS believes that this legislation should focus on this key element of postal
fiscal health, we would like to share our views on several other provisions included in 8,

3831
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NAPUS also supports the provisions within section (3}(b) that would allow the Postal
Service to make available additional profitable products and services. Currently, the
Postal Service is restricted to the acceptance, processing and delivery of hard-copy
communications. More flexibility with regard to parcels and authorizing #ts re-entry into
limited financial services would be constructive and could generate much-needed
revenue. In addition, commercial partnerships that could benefit from the Postal Service’s
retail network that reaches into small towns and rural communities would be a win-win-
win for the Postal Service, interested organizations and postal customers. For example, a
joint venture with a company such as the Automobile Association of America could reap
rewards for the American public, the triple-A and the Postal Service. Itis vital to
remember that although the agency is still the world’s largest “wireless communications
entity”, it is unable to productively participate in the communications, financial, real
estate and logistics marketplace. Legislation should address this void. Furthermore,
NAPUS supports the provision that encourages cooperative agreements between the
Postal Service and federal agencies, and state and municipal governments, NAPUS
believes that, under current law, the Postal Service has had the latitude to enter into
arrangements such as the one that exists with the State Department, relating to passport
applications. We believe that the Postal Service, through its Post Offices, is fully capable
of providing identity verification and licensing services for a wide variety of
governmental agencies, including local motor vehicles agencies, park services, and
municipal permitting services. In addition, Post Offices can be exploited for their ability

to promptly and efficiently distribute information and emergency products that ensure the
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safety of the American public and help secure homeland security. NAPUS also supports
the provision that allows the Postal Service to convey wine and beer. To the extent other
parcel shippers are permitted to carry these products, there is no reason why the Postal

Service should be prohibited from delivering these commodities.

Regrettably, NAPUS is deeply concerned about those provision is section 3, which, in
our view, would jeopardize universal postal service. In the mid-1970’s, after the
enactment of the Postal Reorganization Act, the Postal Service suffered a volume decline
that spurred the agency to arbitrarily change the Post Office closing criteria to facilitate a
major reduction of small and rural Post Offices. Even at that time, the prohibition against
closing small rural Post Office solely for operating at a deficit was the law of the land.
Apparently, the statutory restriction was insufficient to protect these governmental touch
points for rural and small town communications and commerce. Consequently, the
Senate, in 1976, overwhelmingly passed legislation that compels the Postal Service to
solicit the views of the impacted community, and to take those views into consideration,
prior to a Post Office closing. This 1976 “Randolph Amendment”. combined with pre-
exiting prohibition against closing a Postal Office solely for having expenses that exceed
revenue and the requirement to provide full postal service to rural communities, provides
the legislative firewall against closures and consolidations that would otherwise devastate
rural communities. 1t has been suggested that section 3662 of Title 39, Rate and Service
Complaints, is a safeguard against closures and consolidations that undermine universal
service. On its face, it does not appear that the PRC has the authority to order the

reopening of a Post Office, should the PRC find that the Postal Service is in
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noncompliance with its universal service obligation. Of course, NAPUS would support

an amendment to rectify this omission.

I would point out a certain frony in the Postal Service’s concerted effort to reduce
delivery-frequency from 5 to 6 days a week. If the agency succeeds, there would be an
increased need for accessible Post Offices, particularly in rural areas. In fact, the Postal
Service website and Postal Regulatory Conunission filings provides assurance that Post
Office Box service and counter service will be available through local Post Offices. In
rural communities and small towns this accessibility is paramount. However, Post Office

closures would deny the very “Plan B” that the Postal Service is heralding.

NAPUS believes that current law alrcady provides the Postal Service with sufficient
authority 1o shrink its retail, distribution and processing network, responsibly and
transparently. The current law is not an insurmountable hurdle for the Postal Service to
recalibrate its retail network — and just as importantly — satisfy the needs of the serviced
community. It is not NAPUS’ position that all postal retail facilities are “untouchable”; in
fact, NAPUS state officers are actively involved in the review of retail locations that have
been identified for discontinuance. And, if a community does not need a Post Office, or
does not object to its closing, NAPUS would support the closure. In addition, NAPUS
has been consulting with the Postal Service over the efficiency of Post Offices, through a
new initiative, Delivery Unit Optimization (DUQ). The USPS’ DUO goal is to

consolidate delivery functions within designated postal facilities. It is important to note,
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however, that the majority of Post Offices do not have a delivery function; instead they

are limited to window and post office box service.

NAPUS does not object to the Postal Service secking out retail locations that may not
necessarily be in a Post Office, in order to boost revenue and accessibility. These efforts
can help to minimize wait times in congested postal locations, so long as the transactions
are fairly simple and straight forward. However, 1 have cautioned Postal Headquarters
and I caution the Subcommittee that we must protect the security of the mail and ensure
the accountability of individuals who conduct business on behalf of the Postal Service. It
was not too long ago that the Poétai Service began to prohibit depositing large envelopes
and small parcels into neighborhood collection boxes. The mail is required to be
personally presented to a postal employee at a postal facility. The reason is our homeland
security, and the safety of postal employees and delivery point customers. Authorizing
collection of such mail by an individual other than a postal employee, in NAPUS’ view,
could compromise the safety of our national mail stream and of the American public. So,
services offered at alternative retail locations need to be limited. In addition, as a
Postraaster, many times, I bave found myself having to correct mistakes made by
individuals who staff postal contract units and have, in a number of cases, suspended
their contract for cause. Finally, it is important that co-location of postal services not be

used as a ploy for closing a Post Office.

NAPUS believes that eliminating the prohibition against closing a Post Office solely for

having expenses that excess revenue, or that would diminish a community’s entitlement
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to the same level of postal services as other communities, undermines universal service,
An individual Post Office’s profit or loss is virtually meaningless. Mail revenue that is
collected at the originating Post Office is not credited to the destination Post Office,
though both facilities are essential and add value to mail matter. In economic terms, the
valued-added benefit at any particular Post Office or stop along the way is not calculated
by the U.S Postal Service. Neither is the imputed processing or delivery costs assigned to
any individual Post Offices. Consequently, net revenue or net expenses are not a key

determinant to a Post Office’s viability.

Even if the Postal Service was able to successfully close the 10,000 smallest Post Offices
it would not make a meaningful contribution to reducing the Postal Service’s operating
costs. The cost of maintaining these public service outlets hovers at about seven-tenths of
one percent of the Postal Service’s operating budget. Ironically, the Postal Service has
been resistant to aggressively consolidating its bloated area and district field office
structure, a structure which contributes no value to the mail. In 2009, the USPS
eliminated one area office and consolidated six district offices, leaving eight areas and
seventy-four district offices, costing approximately $1.5 billion — about three times the

cost of maintaining small and rural Post Offices.

Tronically, the “profitability standard” penalizes communitics served by Postmasters who
manage large Post Offices. Large Post Offices tend to have expansive delivery and
processing operations, which are not revenue producers. The Post Office might generate

revenue through window operations; however, that revenue is insufficient to cover the
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Post Office’s operating costs. Hence, the Post Office is characterized as a money-loser.
As a result of this “deficit™ the Postal bureaucracy may grant the Postmaster inadequate

resources to maintain services, or generate revenue,

In the past, the Postal Service provided NAPUS with a listing of all Post Offices in the
United States. The data included revenue and expense data for each Post Office. On the
bottom of each page, the Postal Service cautioned about using net revenue as an indicator
for Post Office profitability, since the Post Office is part of a network. In late October,
NAPUS requested the same data sheets as had been provided in the past. NAPUS felt that
this data would be vseful, since Postal Headquarters has not been bashful in seeking
legisiative authority to close “unprofitable” Post Offices. The Postal Service treated
NAPUS’ inquiry as a Freedom of Information Act application. In response 1o the
“application”, the Postal Service denied NAPUS’ request for Post Office revenue
numbers. | would suggest that it may come to light that the numbers would demonstrate

the foolishness of using Post Office profitability as the “sole” criteria for closure.

Mr. Chairman, [ think it is important to underscore this point — individual Post Office
profitability is not and should not be the metric by which Post Offices are evaluated for
closing or consolidation. Rather such drastic and irreparable decisions, which could
undermine universal service, should use a device that fairly evaluates the importance of
the Post Office to the serviced community, as well as its contribution to the universal
postal network. This is the reason that I believe that the overwhelming majority of

Americans oppose closing Post Offices — 86% according to a 2010 Gallup Poll.
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I believe that the Postal Regulatory Commission will make a valuable contribution in
creating criteria to measure Post Office importance. The PRC has commissioned a series
of studies that may provide greater understanding of the value of Post Offices, and may
offer some guidance as the Committee considers the scope and importance of the postal
retail network. The PRC will attempt to measure the economic value of Post Offices on
the communities they serve, and how a postal presence moderates the cost of postal-
related products and services offered by competitors. In addition, the PRC is interested in
the relationship to homeland security and a postal presence. Finally, the PRC is looking at
the importance of Post Offices to the unbanked, a particular issue in rural arcas and small

fowns,

In part, | think that the efforts to curtail small town and rural postal services are rooted in
the mistaken assumption that broadband services have rendered brick and mortar postal
locations obsolete. Just last month, the Department of Commerce’s National
Telecommunications and Information Administration found that more than one-third of
American households lack high-speed internet connectivity. The Department also found
that one in four households completely lacked internet connections, dial-up as well as

broadband. Within the data, it is uncovered that approximately one-half of citizens who

live in rural areas do not have access to broadband connections. This rural digital

disadvantage underscores the necessity of accessible full service Post Offices.
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Mr. Chairman, our nation’s Postmasters commend you and the Committee for the
continued attention you have given to maintaining a viable Postal Service. We believe
that an accurate accounting of the agency’s retirement liability, with the authority to use
the surplus to prefund its retirce health retirement is fundamental. The effort to close and
consolidate Post Office should be tempered with the recognition that an individual Post
Office’s profitability should not be the sole criteria for such an irrevocable action; current
law recognizes this fact and it should be maintained. Discontinuance determinations
should be based on the value of the Post Office to the community and how the Post
Office furthers the universal service obligation. NAPUS looks forward to continuing to

work with you and your staff as we seek out ways to fortify a universal postal system.
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Good morning, Senator Carper and members of the Subcommittee, I am Jerry
Cerasale, Senior Vice President for Government Affairs of the Direct Marketing
Association, and | thank you for the opportunity to appear today on behalf of the
Affordable Mail Alliance concerning the future of the Postal Service.

The Affordable Mail Alliance (AMA) is a coalition of more than 1,200 Postal
Service customers who joined together this summer to oppose the Service’s postage
request that was in excess of the inflation-based CPI cap. AMA is pleased that the Postal
Regulatory Commission rejected the Postal Service’s proposed postage increases, which
would have precipitated a further decline in mail volume and caused additional job losses
throughout the mailing community.

AMA members account for approximately 80% of mail volume in all classes of
mail and contribute 90% of the revenue of the U.S. Postal Service. It is our postage—our
money, not taxpayers’ money—that pays the bills of the Postal Service. That is why we
are pleased to have been invited to testify before you today on the financial health of the
Postal Service. Our financial health and the financial health of our employees are equally
at stake.

AMA thanks this Subcommittee, and particularly Senators Carper and Collins, for
your past commitment to the Postal Service and its customers. We are pleased with your
continued involvement and look forward to working with you to find solutions for the
challenges facing the United States Postal Service. We applaud Senator Carper for S.
3831, the POST Act, and Senator Collins for her draft legislation, the Postal Service
Improvement Act of 2010 (PSIA).

Postal Pensions and Retiree Health Benefits

We note with approval that both Senators Carper and Collins begin their
legislation with the postal pension and retiree health benefits issue. Through the postage
we pay, postal customers have been funding Postal Service employee pensions since July,
1971. Recently, both the Postal Service Inspector General and the Postal Regulatory
Commission determined that postal customers have overfunded pension obligations for
postal retirees under the Civil Service Retirement System (CSRS) by between $50 billion

and $75 billion. Without this overpayment, postage would have been lower, and there
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would have been much more that businesses could have done with mail to stimulate
economic development and job growth. We could have employed more than the 7.5
million Americans we currently employ—oprior to the recession we employed 9 million
Americans. Excess CSRS payments have affected businesses and consumers in the same
manner as any overpayment of taxes, This tax hits small businesses, the job creation
engine in the American economy, particularly hard.

In addition to this $50 billion to $75 billion tax on postal customers, the Postal
Accountability and Enhancement Act of 2006 (PAEA) has required postal customers to
fund future postal retiree health benefits with a steep 10-year payment schedule averaging
approximately $5.5 billion per year. As with the CSRS tax, this payment schedule
suppresses economic activity and job creation in the private sector. This schedule was
created prior to the discovery of the CSRS overpayment. We again commend Senators
Carper and Collins efforts to account for this overpayment.

Both 8. 3831 and PSIA, in effect, would eliminate the CSRS tax on postal
customers and would allow, not require, the Board of Governors of the Postal Service to
utilize relief from this burden to fulfill the postal retiree health benefits obligations
required by PAEA. We believe the Postal Board of Governors should be required to use
any CSRS overpayments to fund all retiree health benefit obligations. This would
improve the fiscal well-being of the nation’s postal infrastructure and eliminate the
subsidy of Federal Government retirees by postal customers.

There is another postal pension issue that we urge the Subcommittee to include in
any postal legislation. We understand that our payments to the Federal Employee
Retirement System (FERS) are overfunded by approximately $6.8 billion and growing.
Moreover, the Postal Service’s FERS contribution percentage is being increased,
potentially creating an even greater overpayment. This simply does not make sense. As
included in PSIA, we ask that any legislation provide for a full review of the FERS
payments by the Postal Service to determine whether or not postal customers are also
subsidizing Federal Government employees through the FERS payments that we fund.

Collective Bargaining

Since postal employces are barred from striking, postal law requires postal

employees and postal management to submit to binding arbitration if there is a failure to
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reach a negotiated labor contract. S. 3831 and PSIA provide that any arbitrator must
consider the financial condition of the Postal Service in any arbitration award. 8. 3831
adds two additional factors for the arbitrator to consider—that rates are inflation capped
and that postal wages must be comparable with the private sector.

As customers, we are not at the bargaining table. It is important to note that
employee compensation and benefits still comprise 80% of Postal Service expenses after
almost 40 years, billions of dollars of capital investment (particularly the billions spent on
automation equipment), productivity gains, cost reduction programs, mailer worksharing,
additional mail preparation requirements, and reductions in the Postal Service employee
complement. No private sector business could ever hope to avoid bankruptcy with that
kind of track record. Something is not working properly. We cannot afford to pay higher
and higher postage, which will suppress our businesses. For the Postal Service to survive,
its customers must reap the benefits from our investment in capital improvements. It is
time for Congress to examine every idea to improve the collective bargaining process.

Delivery Service

Business-related transactions provide over 90% of all postal revenue. Businesses
use the mail to reach their customers and potential customers with information, offers and
product, much as political candidates use mail to communicate with voters. Mail is a
valuable channel for business communication and commerce. That value, however,
depends upon both price and service. Any change in delivery service must be based upon
the needs of postal customers. This is imperative. We do not take a specific position on
delivery days, but the financial viability of a Postal Service funded solely by customers
requires service that meets the needs of those customers. Congress, moreover, should
refrain from placing unfunded mandates on the Postal Service (and, thus, its customers)
when that which is mandated is not necessary to meet customer needs.

Facilities

S. 3831 eliminates the prohibition on the Postal Service from closing a Post
Office solely for economic reasons. It is important to understand that this prohibition
does not apply to processing facilities or, in the view of the Postal Service, to stations and
branches, Little progress has been made, sadly. The Postal Service should be actively

consolidating its facilities while maintaining a commitment to service. The current mail

W
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processing, transporting and delivering network has a capacity of well over 200 billion
pieces of mail per year. (It may be as high as 300 billion.) The Service projects mail
volume to be 150 billion pieces by 2020. We cannot afford to maintain excess capacity.
It is important for Congress to require the Postal Service to right-size its network.

PSIA includes a provision requiring a Postal Service plan to ensure that postal
customers have ready access fo postal retail facilities by collocating postal retail
operations within private retail locations within communities. This provision should
allow for the economic use of private retail facilities to provide postal retail services.

New Products

In order to survive in the 21% century, the Postal Service must provide services
that customers need at a price customers are willing and able to pay. The Service should
be aggressively seeking to offer new products that meet customer needs. For postal
related products, the Service should continue to poll its customers to discern the demand
for new postal products that will enhance the ability of customers to improve their
businesses.

‘Where non-postal products are concerned, some caution is required. Postal
Service employee expertise is in collecting, sorting, transporting and delivering physical
mail. Non-postal products do not fall within their expertise, and efforts 1o gain that
expertise will reduce focus on efforts to improve performance dealing with postal
products.

‘There is one caveat that needs to be addressed for any new product offered by the
Postal Service. As former Deputy Postmaster General Michael Coughlin carlier stated
before this Congress, the financial difficulties f;icing the Postal Service are huge—the
Service had an $8.5 billion loss in 2010, To cover that loss with net proceeds from new
products, the Service would need 85 new products producing $100 million annual net
revenue or 850 new products producing $10 million net revenue. New products will
help, but they will not bring the Postal Service out of its financial difficulties.

The Postal Service should focus on increasing mail volume and avoiding actions
that force mail out of the system. To do this effectively, it should look first very
aggressively at removing barriers for customers to use the mail. In the past few years the

Postal Service has placed many new requitements on business customers that
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necessitated the reengineering of address placement on catalogs and magazines, new
barcoding, new paper weight for lightweight flats and new demands on customers’ IT
systems in hopes of reducing costs of the Postal Service. Sadly, those Postal Service
costs keep rising right along with the mailers’ costs of compliance for the new
requirements. All of those requirements should be reexamined by the Service in constant
consultation with its customers. The cost of postage, coupled with a steady increase in
costly and complex requirements to use the mail, has driven mail out of the system. This
is not “good business.” As the current experience has shown, these compliance costs
remain whether or not mail volume is present to cover them.

We request that Congress include in any postal legislation the provision in PSIA
that encourages the Postal Service to seck Nepotiated Service Agreements (NSAs) for
market dominant products. We also urge that this encouragement extend to NSAs to
services that combine both market dominant and competitive products,

In conclusion, Congress must resolve the issue of the tax on postal customers for
the overpayment of pension benefits and postal retiree health benefits. Failure will
simply put the brakes on a slow and weak economic recovery, particularly job creation
recovery.

1 thank you and look forward to any questions you may have.
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Post-Hearing Questions for the Record
Submitted to Patrick R, Donahoe
From Senator Thomas R. Carper
“Finding Solutions to the Challenges Facing the U.S. Postal Service”
December 2, 2010

1 pointed out in my opening statement that the vast majority of the Postal Service’s
losses in recent years — including fiscal year 2010 - can be attributed to the retiree
health pre-funding payments. When those payments were written into law in 2006, a
number of us thought they were too aggressive but that the Postal Service could
afford them. What we didn’t know back then was that we were essentially standing at
the edge of a clitf and that mail volume and the economy as a whole would fall over
that cliff. What kind of shape do you think the Postal Service would be in if the
retiree payvments were eliminated or were lowered to a more reasonable level?

Since the pre-funding requirements of the Postal Accountability and
Enhaocement Act (PAFEA) became effective for our fiscal vear 2007, Postal
Services losses for the four completed fiscal years aggregated to $20.2 billion.
That included the effects of paying $20.9 billion to pre-fund Retiree Health
Benefits (RHB). 1f we operated in a manner similar to the rest of the
governnient, without a pre-funding requirement, we would have had an
aggregate net income of $700 million for 2007 through 2010 and would have
suved mearly $21 billion of cash-flow,

That is why we fully suppert your proposal to transfer the $50 to $75 billion of
over-payments from the Civil Service Retirement System (CSRS) to resolve our
statutory pre-funding obligation for RHB.

1f that is not possible, to level the playing ficld, we believe RHB shouid be funded
on a “pay-as-you-go” basis. This method requires entities to fund only the
premiums for retirees as they come due and is the method used by the rest of the
government and most private sector companies, We currently follow this
method, but also pre-fund approximately $3.5 billion per year for a total cost in
FY 2010 of $7.75 billion. This double-funding, combined with the effects of the
recent recession, have left the USPS in a dire financial state. In the near term,
we cannot afford to pay the annual pre-funding installments. However, in
future years, s we continue improving our revenue and cost positions, we may
be able to pre-fund RHB. The amount of pre-funding that will be affordable will
be largely influenced by the implementation of fundamental changes such as
five-day delivery. Additionally, we believe any pre-funding should be amortized
over 30 to 40 years. This would create less of a financial burden than the unique
and draining 10 year schedule currently imposed by PAEA.
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Do you think the Postal Service should be required to put away money for retiree
healih and other unfunded obligations, such as workers compensation? Why or why
not? '

My views of retiree health benefits pre-funding are covered above, My views en
workers’ compensation are similar and also seek a level playing field. We
believe workers’ compensation costs should be funded on a “pay-as-you-go”
pasis. This is our current practice and the accepted method in both the public
and private sectors. Some features that are prevalent in the private sector that
we would endorse for the Postal Service’s workers’ compensation program
include: (1) the ability to offer injured workers lump-sum payments, so the
lubilities and administration of such cases don’t consume resources for deeades;
and, (2) the ability to move injured workers from the workers’ compensation
volls and into the pension programs when they reach normal retirentent age.
We believe that the Government should make these two changes to the entire
Federal Workers” Compensation program as a whele as a way to reduce
Government spending, Certainly the Postal Service would benefit from these
changes,

The bill I've introduced — S, 3831, the Postal Operations Sustainment and
Transformation (POST) Act — would allow the Postal Service to use funds it has
likely overpaid into the Civil Service Retirement System (o make its retiree health
payments. What are your thoughts on this approach? s there anything cise we
should keep in mind as we decide how the Postal Service should use the money it
might be owed?

The Postal Service strongly supports your proposal to rectify the overpayments
into the Civil Service Retirement System (CSRS) which have been continuing for
some 40 years. A transfer of funding from CSRS te the RHB fund, a5 you have
proposed, could fully fund our long-term RUB obligations which were under-
funded by $49 billion as of the end of FY 2010. Additionally, the CSRS
overpayments could repay our borrowings from the Treasury which will be $13
billion by the end of FY 2011, This would help relieve the Postal Service of the
past and future financial burdens associated with RHB pre-funding and correct
the inappropriate allocations of CSRS pension costs that have been in place since
1971, The ultimate value of the CSRS overpayments will depend on the revised
“caleulutions, as estimates range from $30 to $75 billion.

An over-funding situation also exists with our pension obligations in the Federal
Employees Retirement System (FERS). The Postal Service has made its bi-
weekly contributions to the plan, as dictated by the Office of Personnel
Management (OPM) to all government agencies. However, as our actual
pension cost experience has been less than that of the rest of the federal
government, we accamulated a funding surplus of $6.9 billion as of September
30, 2009, the last year for which OPM provided as with an actuarial analysis,
Current law does not provide that such amounts be refunded to us or even used

Pd
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to offset future required payments. We have asked OPM and the Board of
Actuaries to assist us with putting this surplus to better use. This would allow
our pension obligation to remain fully funded and help our dire financial
condition in the near term.

For your information, OPM recently increased our required funding to the
FERS program by approximately $130 million per year, despite our over-funded
position and despite the fact that our independent actuary calculated our normal
cost to be less than the amount we are being charged. This increase will
perpetuate, and indeed exacerbate, our overfunded status. We appealed this
increase on December 21, 2010,

The POST Act aims to remove the restrictions in current Jaw that prevent the Postal
Service from exercising its authority to reduce delivery frequency. This would allow
the Postal Service to carry out its proposal to eliminate Saturday delivery. As you
know, this is a proposal that has been greeted with a great deal of concern. What has
the Postal Service done to address the concerns that have been raised in recent mouths
by those who want to maintain Saturday delivery? What would you say to those out
there whe have argued that the enactment of my language would give the Postal
Service the authority to go beyond its current proposal and move to four. three, or two
day-delivery?

Since 1970, Title 39, United States Code has authorized the Postal Service to
determine the general frequency of mail delivery, subject fo the requirement
that it request 2 non-binding advisory opinion from the Postal Regulatory
Commission (PRC) a reasonable time before implementing any such nationwide
service change. Congress has attached riders to cach fiscal year {FY) omnibus
appropriations bill since the early 1980's barring the Postal Service from
exercising that authority during the fiscal year to which the appropriations bill
applied. The restriction that prevented the Postal Service from exercising its
statutory authority during FY 2010 to change the general frequency of mail
delivery is included in the Continaing Appropriations Act of 2011, which funds
the government through March 4, 2011

Reducing delivery frequency to five-days a week is a difficalt decision and one
that postal management has reluctantly made to address present and future
deficits and improve the agency's financial stability in the face of perilous long-
term volume and revenue trends. We would not be proposing five~day delivery
if six-day delivery could be supported by current velumes. However, there is no
longer sufficient volume to sustain six days of delivery. In addition, the change
in the mix of mail has affected mail revenue. First-Class Mail volume continuces
to decline, while Standard Mail volume continues to increase. However, this has
serisus financial implications because it takes roughly three Standard Mail
letfers to produce the same profit, or contribution, as one First-Class Mail lefter.

tad
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We proposed reducing delivery frequency beeause most customers will accept a
reduction of delivery frequency to five-days a week to support the Postal
Service’s financial stability, This is shown in market research conducted by
Opinion Research Corporation (ORC) and by Maritz Rescarch on behalf of the
Postal Service and by independent public opinion polls.

The research conducted by ORC on behalf of the Postal Service was extensive
qualitative and quantitative market research of urban, suburban and rural
residential customers, as well as businesses, including, advertising mailers,
pharmaceutical shippers, parcel shippers, periodieals publishers and billing and
remittance processors. That research was presented to the PRC for review.

1t demonstrates that the overwhelming majority of customers see the planned
service change as a vital trade-off to preserve the financial stability of the Postal
Service. The overwhelming majority of these customers also expressed their
willingness to adjust their habits and practices to deal with the elimination of
delivery to street addresses on Saturdays. This is not to imply that all customers
are in favor of the five-day delivery proposal. Rather, most are.

The most recent poll about five-day delivery that we are aware of was conducted
in July 2010 by Rasmussen Reports. This poll confirms the market research
conducted on behalf of the Postal Service and the prior polls. In this poll, sixty-
eight percent said that they would rather see delivery cut from six days to five
days to avoid stamp price increases.

[n addition to considering the results of this market research and polls, the
Postal Service has sought and received the input of its castomers, unions and
management associations. This outreach has continued to the present time and
is consistent with the research and polis.

The concerns raised recently are similar to concerns raised since the summer of
2009. Based on customer input, we revised the initial five-day delivery
implementation plan. This plan resolved or mitigated almost all major customer
concerns.

The language in the POST Act would allow the Postal Service to exercise ifs
authority and reduce delivery frequency. However, there are business and legal
limits to the exercise of this authority. There are several business reasons why
the Postal Service is not seeking to reduce delivery frequency to less than five
days a week at this time,

There is sufficient volume to support five-day delivery and restore the financial
stability of the Postal Service. Eliminating another day or more of delivery is
not needed to restore our financial stability and might cause operational
problems and larger volume losses than are estimated with the elimination of
Saturday delivery. There is little support by customers for a reduction of
delivery days of less than five-days a week. The July 2010 Rasmussen poll shows
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that only 25 percent of Americans are in favor of cutting delivery service to three
days @ week. Finally, we have been told by the remittance industry (i.e,, banks,
credit card issuers and insurance companies) that the elimination of another day
or more of collections and delivery would disrupt the flow of money and
payments and, as a result, harm the American economy. These conditions would
have to change for the Postal Service to consider a further change in delivery
frequency.

If these conditions were to change, and your provision became law, the Postal
Service would engage in a robust dialogue with its Board of Governors, the PRC
and other stakeholders prior to implementing any nationwide service change.

The POST Act would also give the Postal Service more freedom 1o close post offices,
including post offices that operate at a deficit. [tis my goal with this language to give
you the abjlity o close outdated facilities that may not be in the best location and
replace them with retail locations that might be cheaper and more convenient for your
customers. The ideal outcome, in my view, would be more - not less — aceess 1o
retail. There is some concern, however, that my language would lead to the Postal
Service completely abandoning some communities, especially rural communities. If
the POST Act were enacted, how would you use the new authority grantzd to the
Postal Service regarding post office closings? In your view, are there provisions in
current law unchanged by the POST Act that would prevent the Postal Service from
closing an excesstve number of post offices or denying communities reasonable
acoess 1o retail?

As background, the changes in the POST Act would eliminate the prohibitien in
Title 39 that prevents the USPS from closing a small rural post office solely
because it operates at a deficit. The POST Act would, however, leave in place
provisions in 39 USC 404(d) that require that the Postal Service consider various
criteria before determining whether fo close or consolidate a post office, such as
the effect on community, employees, and economic savings, Thus, postal
management would continue to apply almost all of the sume processes in place
governing the collection of information to make an informed decision as to
whether to discontinue a post office. The primary difference would be that post
office discontinuance actions could be justified solely on grounds of operation at
a deficit (i.e., if the revenue carned at a post office is grossly disproportionate the
cost of continuing the operation). Moreover, the Postal Service would still be
subject fo various notice requirements, and any interested person served by a
post office subject to discontinuance would still have the right to appeal a final
determination to the Postal Regulatory Commission.

All of these procedural steps would aid in assuring that the Pestal Service
carefully selects eandidate offices for discontinuance and furnishes suitable
justification in favor of the final determination, and management’s wctions
would still be subjeet to checks and balances afforded by the appeal process.
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If the POST Act is enacted, whenever management determines to close or
consolidate a post office, it would still be subject to legal requirements in Tite 39
that compel it to serve as nearly as practicable the entire U.S. population, and to
provide effective and regular services in rural areas.

As part of an overall effort to expand access to retail services throughout the
country, the Postal Service has created a namber of alternate access channels
throughout the country, For example, we have (insert number) of CPU’s. We
have invested in creating online services, such the sale of postage stamps online,
and eur “Click *n Ship” channel, which enables customers to print postage and
shipping labels for packages from their home computers. The Postal Service has
also heavily promoted flat-rate priced boxes, which simplify determination of
postage, and convenient, free carrier pickup services for packages. To improve
custemer service in retail installations, since 2003, the Postal Service has
deployed 2,500 automated postal kiosks throughout the country. Utilization has
expanded rapidly since the 2005 implementation. Today, the average kiosk
receives more revenue than the revenue earned at 19,000 Post Offices. The
Postal Serviee intends to expand kiosks over the next 5 years to over 10,000 sites,
and plans to deploy them not only in postal retail units, but also in public places
and private retail locations. The additional expansion of Approved Shipper and
Contract Retail loeations will continue to provide service to customers where
they shop and work, thereby promoting customer convenience.

Today, retail castomers purchase over 30% of their postal shipping and
products outside a traditional Post Office. We expect that castomers will
continue to choose the convenience of postal products where they work and
reside, in lieu of traveling to a Post Office. We estimate that ever 60% of
custemers will elect to conduct postal retail transactions outside traditional
postal retail outlet locations by 2020. Instead, we expeet that customers will
atilize online channels, convenient alternate access or confractor-operated
locations, and new, dynamie, self service eptions, for quick, convenient, and cost-
effective service.

To summarize, Postal Service management intends to provide regular and
effective services in rural communities through a variety of measures, such as:

a) alternute access — services offered throagh a strategic relationship with
another retailer, or through a small contractor-eperated retail counter
{for example, service through a local store)

by carrier retail services - provision of coliection and delivery through rural
carriers and highway contract carriers, who can offer retail services

through transactions conducted via the customers’ mailbox;

¢) telephone and web-based applications — provision of services through toll
free access, and our website, usps.cont; and

&
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d) service through post offices in neighboring communities.

6. Would the service standards the Postal Service was required to develop under Title 11
of the Postal Accountability and Enhancement Act provide some protection o
communitics who fear that closing their post office could leave them without
reasonable access to retail?

The service standards in section 3691 arc intended to establish transit times for
market dominant services. These service standards apply regardless of whether
a post office is situated in a raral community or the community is served
through alternate means, such as a rural earrier or contract postal unit. Se,a
customer in a rural ares would receive the same level of service for that class of
mail as any other customer in the country,

7. In the Postal Accountability and Enhancement Act, Congress largely restricted the
Postal Service to hard-copy mail. The POST Act would loosen these restrictions and
allow the Postal Service to engage in certain non-postal activities that might take
advantage of the Postal Service's retail, processing, and transportation network.
There is some fear, however, that this change in law might lead to the kinds of
failures that were seen in vears past when the Postal Service dabbled in e-commerce
activities. There is also concern about the impact on private businesses. How exactly
would vou use the new authority given to the Postal Service in the POST Act in this
area?

If the Postal Service is granted new authority in the POST Act, we will provide
more complete solutions to improve customer convenience, and modernize the
services we provide to meet the needs of customers in an increasingly changing
world. These services are all natural extensions to the Postal Service’s charter of
binding the nation together through communications and commerce extended to
the digital world,

We note that aithough the Postal Service’s initial efforts to provide purely
electronic services did not produce revenues in the amounts that we had hoped,
our experience was not dissimilar from that of many private sector enterprises.
Simply put, it was just an idea ahead of its time. This fact, however, should not
deter the Postal Service from making reasonable, calculated ventures into that
market at this time where technology has reached an adoption peint and
consumers more than ever require a trusted 3" party to secure their
correspondence and transactions.

TRANSACTIONS AND CORRESPONDENCE
Our customers have told us that our core products need updating to meet their

needs in » digital world. Therefore, we will augment our hybrid product
offerings and introduce Digital Communications Services to modernize our
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portfolio. These services will enable our customers to do the sume things they
currently do in hard copy with the added convenience of digital - they can
provide their Transactions and Correspondence mail to us digitally, receive it
digitally, or both. Virtually all messages are hybrid in nature. Messages begin
on a compater and frequently develop in to a picce of mail. Large companies
fiave aceess to significant IT departments to organize this process. It is our
vision to make this same functionality available to the average consumer and
small / medivm business.

While we believe that we have authority under eurrent law to provide hybrid
products (e.g., Digital-to-Physical products in which a digital filc is turned into 8
mail piece, or Physical-to-Digital products in which a mail piece is turned into 2
digital file), vur authority in this regard would be clarified by the POST Act.
Beyond hybrid products, we have reccived requests to bring the security of
sending bills and statements to purely digital communication. The Postal
Service will provide a sceure electronic mailbox capable of receiving and storing
digital mail from any sender - the same service for the US public that we have
for 200 years, Similar products have recently been introduced by some
European posts. We will alse develop the capability for these mailboxes to
enable customers to pay any bill in the mailbox from the financial institution or
other source of their choosing without going to other websites. These services
will provide consumers greater convenience, and billers the opportunity to
reduce hard copy printing and handling costs.

MARKETING MAIL AND SERVICES

In recent years, advertisers have recognized the value of multi-channel
campaigos that combine compenents such as Direct Mail with emaif and online
clements. While Yarge, sophisticated companies have the resources aad expertise
to develop and manage such campaigns, many small and medium-sized
businesses (SMBs) do not. Because these companies are resource-constrained,
particularly in time, they are seeking tools and a one-stop-shopping user
experience that provide them easy and convenient access to the ereation and
execution of multi-channel campaigns. The Postal Service curreatly is
developing an online tool that facilitates the creation of Direct Mail, which we
believe to be authorized by current law, Passage of the POST Act would allow
the Postal Service to work with our partners to extend that tool to other media to
provide multi-channel and multimedia campaigns to meet the needs of this
important segment of businesses. Failures in entering these new lines of business
would be minimized, beeause they would be first provided to the SMB customer
base that the Postal Service would already be serving through the Divect Mail
Ounline Tool, should sufficient demand exist. This eould be a significant
enhancement for small businesses to develop and communieate their advertising
messages.
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Additionally, the Postal Service also has the potential to collect a variety of both
mailing and non-mailing related data through its processing and delivery
networks. One example of data that the Postal Service could collect would be to
add GPS or other sensors to the nearly 200,000 delivery vehicles to colleet and
transmit information on weather, location, road conditions, and/or cell tower
signal strength. Competition with the private sector would be minimal as few
companies have the physieal, daily presence to provide such data as cost-
effectively as the Postal Service would be able to.

SHIPPING SERVICES

The Postal Service will also leverage usps.com to make mailing and shipping
more convenient and help American manafacturers to sell their goods. The first
phase of this effort will be to leverage the Postal Store on usps.com te provide a
ane-stop-shopping opportunity for a wide variety of mailing and shipping
related products for our customers. The next phase will be to help domestic
companies expand their reach internationally by creating a Made in America
shopping site for foreign customers to shop in. To simplify the experience for
small businesses, the Postal Service will store products and ship them to the end
customers if the shipper wishes. Also, the USPS is prohibited in leveraging and
passing customer data, which is a significant liability in the world of
e¢Commerce, The USPS should be allowed to utilize and share data with the
customers” approval.

Small businesses are increasingly serving customers in other states and other
countries and are looking for ways to do this more conveniently. The Postal
Service will enable our customers to simplify their shipping experience while at
the same time enabling us to better leverage our underutilized processing and
transportation assets once the POST Act clarifies the extent to which we are
authorized to provide warehousing and fulfiliment services. Offering
warchousing services will enable infrequent shippers to outsource all of their
shipping to a single centralized facility and larger shippers to cost-effectively
improve their delivery speed to customers by enabling them to deploy inventory
closer to their customers. (

RETAIL PRODUCTS AND SERVICES

The Postal Service will better leverage our retail locations and make vur retail
expericnce more of a one-stop-shopping solution for our custemers by increasing
the number of consumer products available to purchase, and introducing a suite
of financial services targeted to the needs of the underbanked / underserved. We
believe that we have authority under current law to provide financial services,
and have donc se internationally; the Postal Service will address the needs of the
underbanked/underserved by intreducing a suite of financial services. These
services will include bill payment, check cashing, and clectronic funds transfer.
These services are natural extensions of and will build off of our Money Order

VerDate Nov 24 2008  12:05 Sep 06, 2011  Jkt 063870 PO 00000 Frm 00134 Fmt6601 Sfmt6601 P:\DOCS\63870.TXT JOYCE

63870.092



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

9.

12:05 Sep 06, 2011

131

serviee and international financial services, and primarily will serve customers
whose needs are net currently being met by the private sector.

As we have done in the past, the Postal Service will offer many of these services
in partnership with the private sector.

H the Postal Service is given enhanced authority to provide non-postal products and
services, what role should the Postal Regulatory Commission play in approving or
regulating these products and services?

The Postal Service does not believe that Postal Regulatory Commissien (PRC)
regulation would be necessary, if the Postal Service Is given this enhunced
authority, subject to normal antitrust and other unfair competition rules in the
provision of these new nonpostal activities, Continaed oversight would be
provided by the Governors, Congress, GAQ, and the OIG. But, if a regulatory
role for the PRC is deemed to be important, that role should be carefully
constructed. By its very nature, regulation can stifle innovation as the regulated
entity focuses its product development efforts more on meeting regulatory
requirements than on what it perceives as the most valuable service offering.
Therefore, if the PRC is given a role, it should be well-defined by the statute. In
particular, the PRC should be authorized to conduct a yearly review of any of
these nonpostal activities, culminating in a report to Congress and other
stakeholders in which the Commission makes any recommendations it deems to
be important. The Commission could also be allowed to hear complaints about
these activities, commensurate with its carrent autherity under 39 U.S.C. 3662.
With these safeguards in place, the Postal Service does not believe that prior
review procedures would be necessary.

I've fong argued that, in order for us to get a good, comprehensive, effective postal
bill done. all of the stakeholders involved in postal issues would probably need to feel
a little bit of pain. This should include the Postal Service ttself and postal
management and executives in particular. There is a sense among some wut there,
however — including some of our other witnesses — that this message hasn’t made it to
postal headquarters. This fecling is probably fueled by recent media reports about
executive compensation and benefits at the Postal Service.

There is also a fecling, I understand, that the management and administrative
facilities spread across the country haven’t received the same Tevel of serutiny as the
retadl and processing facilities the Postal Service would like to close or consolidate.
Can you respord to these concerns and talk about how you're finding savings at
headquarters and across the country at the exceutive and management levels?

The Postal Service has already proactively announced a pay freeze for senior
level management on November 15, 2010, in advance of the announcement by

the Federal government. This is the second such freeze on base pay enacted over
the past three yvears. At this point, we have done everything under our control to
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limit salary increases. The remaiuning employee’s pay will be addressed through
collective bargaining and consultation with the Postal Service’s management
associations.

We are in the process now of rightsizing our entire organization, including
executive and administrative funetions. This includes Headquarters, Area and
District offices. We believe that this restructuring will result in savings across-
the-board and will better position the Postal Service for the future.

We’ve brought in the “Boston Consulting Group” (BCG) to work with us
through this change. BCG has significant experience in restructuring
corporations and other posts around the world. BCG has worked with us before
and knows the Postal Service. To date, BCG has interviewed managers at all
levels of the organization. They are taking a careful look at our current
organizational design, researching other businesses in similar situations, and
other posts, and recommending best practices.

. The POST Act would give the Postal Service the anthority to ship wine and beer. Itis

my intention with this language to give the Postal Service the same authority private
shippers such as UPS and FedEx currently have to ship these items under the same
restrictions imposed on those shippers. I've heard concerns, however, that the
language in my bill may not do enough to ensure that the Postal Service complies
with laws in the various states and localities with respect to the sale and shipment of
alcoholic beverages. If the POST Act is enacted, is it your understanding that the
Postal Service will be subject to the same restrictions in the shipment of wine and
beer that others carriers are subjected to? How would you train postal employees to
comply with the various state and local alcokiol laws?

Yes, the Postal Service will be subject to the same restrictions in the shipment of
wine and beer as other carriers. A comprehensive training program would be
launched to ensure postal employees comply with various state and local laws.
These steps will inchude:

* Training for both retail and delivery employees fo assist them in
acceptance instructions

Training for sales and Business Service Network empleyees to help them
answer questions from shippers

= Guides for retail acceptance and delivery operations
= Standard operating procedures
»  Services falks to employees to ensure employee awareness

*  Posters. videos and other internal communications

x FAQs and quick reference guides based on information in the Domestic
Mail Manual, Postal Bulletin, Management Instractions and other postal
policy communication vehicles L
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Post-Hearing Questions for the Record
Submitted to Patrick Donahoe
From Senator Mark Pryor

“Finding Selutions to the Challenges Facing the U.S. Postal Service”
December 2, 2010

One of the ftems in the USPS” business proposal is eliminating Saturday delivery. I such
a plan was implemented, what other services, such as kiosks and products sold in other
retail venues, should be made available to minimize the impact on constituents and
businesses?

As part of an overall effort to expand access to retail services throughout the
country, the Postal Service has invested in ereating online services, such the sale of
postage stamps online, and our “Click *n Ship” channel, which enables customers to
print postage and shipping labels for packages from their home computers. The
Postal Service has also heavily promoted flat-rate priced boxes, which simplify
determination of postage, and convenient, free carrier pickup services for

packages. To improve customer service in retail installations, since 2005, the Postal
Service has deployed 2,500 automated postal kiosks throughout the country.
Utilization has expanded rapidly since the 2005 implementation. Today, the average
kiosk receives more revenue than the revenue earned at 19,000 Post Offices, The
Postal Service intends to expand kiosks over the next 5 years to over 10,000 sites,
and plans to deploy them not only in postal retail units, but also in public places and
private retail locations. The additional expansion of Approved Shipper and
Contract Retail locations will continue to provide service to customers where they
shop and work, thereby promoting customer convenience.

Today, retail customers purchase over 30% of their postal shipping and products
outside a traditional Post Office. We expect that customers will continue to choose
the convenicnce of postal products where they work and reside, in lieu of traveling
to a Post Office. We cstimate that ever 60% of customers will clect to conduct
postal retail transactions outside traditional postal retail outlet locations by 2026,
Instead, we expect that customers will utilize online channels, convenient alternate
access or contractor-operated locations, and new, dynamic, self service options, for
quick, convenient, and cost-effective service.

While the recession exacerbated problems faced by the USPS, one reason given for
declining mail volume is a greater utilization of technology to communicate. However. I
do have concerns with aceess in rural areas, Many rural areas straggle to have adequate
internet services or access to that latest technology. This makes some areas more reliant
on the services provided by the USPS than others.
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How is the USPS taking into account the needs of rural areas in their decision
making process for operational changes?

Pastal Service management intends to provide regular and effective services in rural
communities through a variety of measures, such as:

a) alternate access — services offered through a strategic relationship with another
retailer, or through a small contractor-operated retail counter (for example,
service through a local store)

b) ecarrier retail services - provision of collection and delivery through rural
carriers and highway contract carriers, whe can offer retail services through
transactions conducted via the customers’ mailbox;

¢) telephone and web-based applications — provision of services through toll free
access, and our website, usps.com; and

d) service through post offices in their or in neighbering communities.

As vou know the USPS is conducting Area Mail Processing (AMP) studies in facilities
across my state o determine if facilities should be consolidated. 1 have heard concerns
from constituents across the state about this process and its implications.

a) How is the Postal Service determining which facilities w review?

USPS utilizes two methods in determining which consolidation oppertunities to
review. The first is a bottom-up approach, whereby a District Manager identifies a
potential opportunity and requests approval to conduct an AMP study. The second
is 2 top-down approach, whereby Headguarters evaluates the entire network to
determine if potential consolidation reviews should be conducted at facilities where
sophisticated network modeling suggests opportunities for consolidation may exist.
The top-down approach analyzes the entire processing and distribution network
using national optimization models trading off capacity, distance, service and cost
factors. These models and analyses are then reviewed with each Area office and a
list of potential consolidations for further review is determined, Regardless of the
method used to identify a particular consolidation opportunity the formal AMP
process, which is governed by USPS PO-408 Handbook, Area Mail Processing
Guidelines, is conducted to determine if the opportunity is a good business decision
for the USPS.

by What criteria is the Postal Service looking for when making a decision and do
these criteria include reviewing regional and local economic data?

The USPS considers a variety of criteria, including customer serviee impact,

mail velume, labor cost, equipment and facility maintenance costs,
transportation requirements, and real estate expense, These criteria are

Jkt 063870 PO 00000 Frm 00138 Fmt6601 Sfmt6601 PADOCS\63870.TXT JOYCE

63870.096



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

135

evaluated as part of the formal process established by the USPS PO-408
Handbook, Area Mail Processing Guidelines. Systemically, postal mail
processing network requirements are driven by mail volume, which has some
correlation to the state of the cconomy in general, However, broad non-postal
regional or local econemic data provide no reliable basis for decisions regarding
the efficient deployment of postal personnel and equipment or the optimal
locations at which to concentrate specific postal processing operations.

¢) Is there a target that the Postal Service is hoping to achieve in terms of processing
efficiency or cost savings?

Like any other business, the USPS’ goal is to reduce costs and achieve maximum
efficicncy. This is a continueus process of reassessment and improvement in
order to reduce assets and right-size the network, and to reduce workhours, all
to match changing workload. This will ensure that the USPS sustains a viable
business model, remains competitive, and maiatains universal service. For FY
2011 our target is to reduce over 40 million workhours which would vesult in
over $1.5 billion in cost reductions.
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United States Postal Service (USPS)

According to fiscal vear 2011 projections, the Postal Service will continug fo have
Hyuidity 1ssues and anticipates a net loss of $6.5 billion. Excluding the retiree health
benefit trust fund payment and workers compensation lability, the Postal Service is still
projected to have a true operating loss of almost a billion dollars at the end of this fiscal
year. The operating loss for FY 2010 was half a billion dollars out of a staggering $8.5
bitlion in total losses for the year, What are you forecasting for FY2012 and beyond?

a) (If it is a profit) Considering that declines in total mail volume are predicted for
the next decade and beyond, how can you be sure the Postal Service will tum a
profit?

by (Ifit is a loss) How can the American people be assured that the Postal Service
ever be financially viable without further federal intervention?

in the Postal Service’s March 2010 Action Plan, we forecast cumulative fosses
{before prefunding of Retiree Health Benefits) of approximately $14 billion for the
four-year period FY2012 through FY2015. If the $1 billion loss forecast for FY2011
is included, the forecast is for a comulative loss of $15 billion through 2015,

This projection does not include costs to pre-fund Retiree Health Benefits (RHB),
which amount to approximately $28 billion over the next five years. Combining the
RHB prefunding requirement with the $15 billion projected loss results in an
aggregate net loss of $43 billion for the five fiscal years ending September 2015,

We are currently updating our Action Plan. The forecast for the next five years may
improve, but the losses will certainly not be eliminated without additional flexibility
and legislative changes, The potential improvements will largely depend on the
result of our labor negotiations along with the value of recently designed revenue
enhancements and cost saving initiatives.

At this point, the American people cannot be assured of the financial viability of the
Postal Service without changes in restrictive laws, as we face insolvency in
September 2011, As we stressed in the Action Plan, the solution is a balance of
aggressive measures within management’s existing authority combined with
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essential statutory and regulatory flexibility. In the near term, given our dire
financial position, we seek assistance from Congress and the Administration on
matters such as rationalizing the funding of RHB and our pension liabilities, along
with reducing delivery frequency to five days. The combination of these legislative
measures and our aggressive management plan would help return the Postal Service
to a firm financial footing.

Back in the spring, consuliants hired by the Postal Service found that mail volume is
expected to decling to 150 billion pieces by 2020. Though standard mail is predicted w
make modest gains, First-Class Mail will continue to decline at a significant rate over the
next ten years.

4y Since First-Class Mail is the Postal Service's most profitable product, will the
gains in revenue from an increase in standard mail ever offset the losses in First-
Class Mail? I not, why not?

by With a decline in overall volume expected for the foreseeable future and the
Postal Service’s efforts to reduce service and increase postal rates, regardless of
any legislative hurdles, how is the Postal Service to remain viable under such an
unsustainable business model?

The mail volume forecasts incladed in our Action Plan were largely based on the
epinions of customers solicited via interviews and surveys performed by the
consultants, That work forecast the 2020 volume of First-Class Mail (FCM) to
decrease by 26 billion pieces from 2010 volume. The profit margin on FCM is three
times fhat of Standard Mail. Se recovering the profit lost from 26 billion fewer
FCM picees would require 78 billion additional picces of Standard Mail.
Unfortunately, Standard Mail is forecast to increase by only 6 billion picces.

In response to the mail volume declines of the past few years and those forecast for
the future, management has initiated a number of changes to reduce costs while not
reducing service, including the following:

» Addressing Inbor costs, through the collective bargainiag process, to achieve
«x smaller, more {lexible workforce that matches the postal workload;

« Increasing the automated sorting of flat mail pieces into delivery sequence;

+ Expanding sccess to postal products and services so they are available when
and where customers want them, including 24/7; and,

«  Optimizing our network to take advantage of technology and process
improvements while reducing excess eapacity in plants, post offices and
delivery umnits,

However, to remain fully viable the postal business model, and related Jaws and
regulations, must be updated to reflect the realities of the markets we serve and our
financial cireumstances, as we sef out in the Action Plan. For example, the Postal
Service should have the flexibility to reduce delivery frequency as a prudent
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response to the unprecedented volume declines that have occurred — reductions
due in large measure to enormous changes in customer behavior and the use of mail.
Additionally, the Postal Service should not be forced to pre-fund its RHB
obligations over ten years when our workers tend to stay with us for as muny as 30
vears, or more. Lastly, as we have over-funded our CSRS and FERS pension
liabilities, we should redeploy those funds to better uses to help us avoid insolvency
in nine months,

In the PRCs Advisory Opinion on Postal Facility Closures from March, it recommended
several improvements to the Postal Service's process for closing facilities, including
standardizing review procedures nationwide and extending customer notificaiion,

a) s the Postal Service implementing the PRC’s recommendations?
by Which ones?

¢) Did the Postal Service consider a moratorium on facility closings until the
recommendations could be implemented, especially those on standardization? (if
not, why not?)

The Postal Regulatory Commission offered the Postal Service three
recommendations from its March Advisory Opinion. First, the Commission finds
that the Postal Service should improve customers' opportunity to offer input. The
Commission noted that customers served by a facility receive ten days to comment.
Further, public comments often are not sought until after the initial decision 1o close
the facility has already been made. The Commission stated that Postal Service
decision-making will be improved if it establishes a notice and comment period that
provides an adequate opportunity for public input before an initial decision to close
a facility is made.

The Postal Service process for review of a proposal te discontinue a retail station or
branch that exists to supplement the eperations of a Post Office requires the
solicitation and review of public input before a final decision is made. If an internal
review of customer service, operations and financial data establishes that
discontinuance of a station or branch is operationally feasible, the review process
requires that the public be given 10 business days notice of the deadline for receipt
of comments. After cross-functional review of relevant data and public input at
both the Area office and Headquarters levels, the matter is then forwarded to the
Vice President, Delivery and Retail Operations at USPS Headquarters for a final
agency decision. The Postal Service understands that this process does afford the
public 1 meaningful opportunity te provide comments before a decision is made to
discontinue a station or branch.

The service change review process estublished by Congress in 39 U.S.C. 3661 gives
the Postal Regulatory Commission an opportunity to offer non-binding advice in
response to requests by the Postal Service regarding plans for nationwide service
changes. At the same time, we believe that section 3661 has reserved to postal

Lok
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management the authority to make final decisions regarding such service changes,
In the course of opining in 2009 whether the discontinuance of as many as 162
stations and branches out of a tetal 3,300 constituted a nationwide service change
within the meaning of section 3661, the Commission offered advice on how the
Postal Service could change its long-standing station/branch closure review process.
The Postal Service respects the advisory role assigned by Congress to the
Commission in such matters and has given thoughtful consideration to the
Commission’s views,

As we move forward with station and branch discontinuance review, we will
continue to allow 10 days for public input on a proposal to diseontinue a station or
branch. Consistent with what the Postal Service believes is both best and consistent
with long-standing practice, such input will be solicited only after an internal
assessment has been made that discontinuance of a particular retail facility
warrants any further attention . Otherwise, solicitation of public input before such
an assessment would unnecessarily raise public alarm when discontinuance was not
feasible. Accordingly, notwithstanding the Commission's recommendation, the
Postal Serviee intends to continue the practice of soliciting public input regarding a
discontinuance proposal only after it has made a preliminary feasibility ussessment.

The Postal Service considers that its current process for public comment on the
proposed discontinuance of stations and branch affords is reasonable, suificient
and meaningful, even though it is not the same as the lengthier process required by
39 U.S.C. 404 for Post Offices,

Second, the Commission stated that the financial analysis used to estimate the cost
savings if a facility closes should be improved. The Commission recommends that
the Postal Service adapt an improved financial analysis model, which will allow
more accurate evaluation of essential policy considerations.

The Postal Service has created a standardized web-based process to aid in the
development of proposals to consider discoutinuance of the operations of u
particular station or branch. This improvement will ensure that appropriate up-to-
date financial and operational data are taken into consideration.

Third, the Commission finds that the Postal Service should provide local managers
responsible for developing propusals to close facilities with written guidance on how
to obtain relevant information and how to apply the qualitative decision factors.
This will allow consistenf, nationwide application of relevant factors and produce
more well-reasoned, and less arbitrary decisions.

Although we were authorized to initiate discontinuance of station and branch
operations in July 2009, we deferred any such action until receipt and review of the
Commission's non-binding advisery opinion in March 2010, Since that time, we
have implemented improvements to our discontinuance review process to ensure
consistent reliance on up-to-date financial and operational data in the development
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of discontinuance proposals. The written guidelines for discontinuance review have
been clarified accordingly. The above-referenced web-based application improves
standardization in the local development and review of pertinent data relevant to
discontinuance proposals, as well as the management of each stage in the decision-
making timeline. We consider that we exercised an abundance of deference, and in-
depth review, before finally announcing plans in September 2016 to discontinue
station and branch operations that have been under review since as far back as the
spring of 2009,

The Postal Service has changed its approach and moving forward is now developing
a web based application to help the Postal Service track the existing 145 SBOC
offices propesed for closure called Consolidation Suspension Discontinuance Center
(CSDC) tool. Additionally, the CSDC tool has in it the process steps to follow to
assure community input is received, financial analysis is quantified, and guidance is
provided.

This will sllow local postal distriets to have uniform tools on which fo base their
consolidation decisions,

Regarding question 3 (¢) whether the Postal Service will consider a moratorium on
facility closings until the recommendations can be finalized the answer is that for
more than one year the Postal Service engaged in a moratorium on Station and
Branch Office Closings while researching the Postal Regulatery Commission’s
conTerns.

Accarding 1o the Postal Regulatory Commission’s press release from September 30, 2010
announcing its denial of the Postal Service's exigent rate request, “the Postal Service’s
cash flow problem is not a result of the recesston and would have ocourred whether or not
the recession took place.™ Tt goes on 1o say, “it is the result of other, unrelated structural
problems and the proposed exigent rate adjustments would neither solve nor delay those
problemns.”

a) The Postal Service has recently filed a motion with the Court of Appeals to fight
the PRC’s ruling. 'Why does the Postal Service disagree with the PRC’s argument
for its decision?

While we agree that structural change fo the Postal Service is necessary to insure
our long term viability, the need for such structural change is not a relevant or
appropriate basis upen which the PRC can rely to deny our request for an exigent
price increase. Since the enactment of the Postal Accountability and Enharcement
Aet of 2006 (PAEA), the general rule for regulation of Postal Service prices fer
market-dominant products is that increases are limited to the rate of inflation,
Congress recognized, however, that inflation-based increases might net be sufficient
to enable the Postal Service to achieve Congress’s overarching goal of maintaining
quality, nationwide postal services, Congress thus provided a safety valve that
directs the Postal Regulatory Commission (PRC) to allow larger increases under
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exceptional circumstances. The PRC’s decision in connection with the exigent rate
increase request by the Postal Service effectively nullifies that eritical safety valve,
and it does so despite the Postal Service’s ongoing — and sndisputed — financial
crisis.

The PRC's misrcading of the statute caused it te reject the Postal Serviee's rate
reguest despite the PRCs finding thut the Postal Service faces extraordinary or
exceptional circumstances. As a result of recession-related volume losses and other
factors, the Postal Service has suffered multi-billion dollar fosses and will not be
able to pay its final fiscal year 2011 obligations on September 34, 2011 — a date that
is now a little over nine months away. Moreover, these volume losses will have a
negative impact on revenue for years to come, The PRC agreed that the recession
and its impact on the Postal Service was “extraordinary or exceptional” as required
by PAEA in order to increase prices above the rate of inflation. And the PRC did
not fault the Postal Serviee’s management’s use of “best practices,” but rather
found that the Postal Service had cffectively cut the costs that are within its control.
This therefore should have been a textbook case for resort fo the safety valve that
Congress provided to the PRC and the Postal Service.

Based on ifts misreading of the statute, however, the PRC concluded that it lacked
the authority that Congress plainly gave it, and it instead passed the problem for
dealing with the Postal Service's financial crisis back to Congress. The PRC found
that its hands were tied by an exceedingly unlikely restraint: the prepositional
phrase “due to” in the statutory direction for the PRC te “establish procedures
whereby rates may be adjusted on an expedited basis due to either extraordinary or
exceptional circumstances,” 39 U.S.C. § 3622{d)(1(E). The PRC read “due to” as
barring the use of the safety valve absent detailed economic evidence showing that
the proposed increase would generate income equal to the losses caused by the
extraordinary or exceptional circomstances. It further relied on the “due to™ clause
fo question whether it even had the power to grant such an increase in light of the
{act that the increase sought would not itself solve the Postal Service’s financial
crisis.

The PRCs interpretation of “due to” is inconsistent with statutory text and
structure, and cannot be what Congress intended. To reiterate, the PRC found that
recession-related volume declines were “extraordinary or exceptional” and that,
notwithstanding the Postal Service’s *commendable job™ of cutting costs, it was
facing a looming “liquidity preblem™ that would render it insolvent in short order.
The PRC nonetheless denied all relief on the ground that the Postal Service’s rate
request was not “due to” the recession, The PRC’s interpretation of “due to”
eviscerates the safety valve, and leaves both the PRC and the Postal Service
powerless to act to relieve financial pressure.

Congress, by contrast, provided a meaningful safety valve. Congress granted the
Postal Service wide latitude to raise rates in a “reasonable and equitable and
necessary”™ manner to ensure that it remains solvent when extraordinary conditions
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threaten its ability to continue providing service, notwithstanding its use of best
management practices to avoid such a crisis in the first place. The PRC
transformed this broad, functional safety valve focused on the Postal Service's
continuing ability to provide service into an inflexible, accounting-focused
provision that provides the least relief when the Postal Service’s ability to continue
to provide service is mest threatened.

by The PRC argues that the Postal Service’s liquidity issues are mainly due to the
mandated prefunding of the retiree health benefit fund and the lack of any
retained carnings or future borrowing authority. If an appropriate legislative fix is
found to mitigate the prefunding requirement, is the main reason for the Postal
Service's liguidity problem fixed?

i I not, why not?
i, 1 so, why is the exigent rate increase still necessary?

As noted in the response to your first question, even with no RHB pre-funding over
the next five years, the Postal Service projects cumulative losses of approximately
$15 billien. The exigent price increase by itself would have improved our annual
loss position by approximately $3 billion, or $15 hillien over five years. Hence, the
exigent price increase is one element of our balanced approach to restore the
financial viability of the Postal Service,

The Postal Service has proposed moving to a 5-day delivery schedule, which is estimated
to save more than $3 billion annually. What are the projected losses in revenue from
both First-Class and standard mail?

With the implementation of five-day delivery, annual revenue is projected to reduce
by approximately 3400 million, with most of the reduction coming from First-Class
Mail and Standard Mail. The estimated aunual savings of $3 billion is net of this
lost revenue and its contribution margin.

Will going to S-day delivery speed up an already significant decline in First-Ulass Mail,
the Postal Service's most profitable product? 1f not, why not?

No. Before filing our request for advisory opinion from the Postal Regulatory
Commission regarding the elimination of Saturday delivery to street addresses, we
employed Opinion Research Corporation to conduct extensive qualitative and
quantitative market research on postal residential and business customers
regarding such a change. We filed the results with the Commission for examination.
That research shows that elimination of Saturday delivery to street addresses and
the collection of mail on Saturday would have little impact on most consumers and
businesses' use of First-Class Mail.
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We took into account the results of this market research in caleulating an estimate
of the potential adverse impact of five-day delivery on mail volume, We presented
our estimate to the Commission for review, It shows that the impact of
implementing five-day delivery operations would result in a reduction of -0.7
percent of total volume or 1.238 billion picces, most of it First-Class Mail. The loss
in contribution resulting from this loss of volume would be approximately $200
million. The market research also showed that since significant diversion of First-
Class Mail has already oceurred to the Internet, most customers would not
accelerate their shift to it if five-day delivery is implemented. It shows that over 60
percent of business customers and over two-thirds of consumers said it was
extremely unlikely that five-day delivery would result in them changing their use of
the mail. As a result, the elimination of Saturday delivery to street addresses will
ouly have a negligible impact on existing negative First-Class Mail volume trends,

in the Postal Service's recently released 2010 Annual Report, the success of the Priority
Mail Flat Rate Shipping campaign is highlighted. It is assumed that a big draw to
Priority Mail is Saturday delivery, since it is significantly cheaper than the commercial
carriers’ Saturday rates. A switch to S-day delivery would impact this success story, so
hew does the Postal Service reconcile that loss with the projected savings in dropping
Sawrday delivery?

Currently, Priority Mail has a varicty of features that make it atfractive to
household and business mailers. They include the availability of flat rate envelopes
and boxes for which ene low price is charged for shipping to any address in the
United States. Ancillary services such as Delivery Confirmation alse are available
for Priority Mail. Easy to use online tools enable mailers to pay for postage and
receive Delivery Confirmation on the Internet or through their mobile phones. The
current service standards, which range from one to three delivery days after
acceptance, are also an attractive service feature,

The Postal Service recently introduced a new Hold for Pickup Service that allows
shippers to send merchandise to be held securely for pickup by the recipient at
designated Post Offices. This new service includes automated netifications to
customers about the status of their shipments. In comparison te competitors’
produets, Priority Mail is defivered to more domestic addresses. Priority Mail
envelopes and small parcels, under 13 ounces, can be deposited in conveniently
located blue collection boxes. Priority Mail prices are not surcharged in response to
spikes in fucl costs. Nor are there surcharges for residential or Saturday delivery.

The current long-standing practice of Saturday street address delivery is a feature
that some Priority Mail senders and recipients find atiractive. However, our
extensive market research does not support the assumption that it is the
distinguishing service feature for customers. Instead, our research shows that the
elimination of Saturday delivery to street addresses will not result in a significant
Toss of volume,
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Before filing our request for advisery opinion from the Postal Regulatory
Commission regarding the elimination of Saturday delivery to street  addresses, we
emploved Opinion Research Corporation to conduct extensive qualitative and
quantitative market research on postal residential and business customers
regarding such a change. We filed the results with the Commission for examination.
That research shows that elimination of Saturday delivery to street addresses and
the collection of mail on Saturday would have little impact on most consumers and
small businesses’ use of the mail. A large majority of customers indicated that they
would adapt fo the planned service change, This is net to imply that the change
would have no impact. Rather, mail senders generally indicated that they would
adapt by mailing on days other than Saturday. Or they will use alternatives,
including the Internet. Most felt that as long as Post Offices were open on Saturday,
they would be able to adapt, Customers said that Saturday is similar to the other
five days in terms of the mail sent and received, and they did not consider the
absence of Saturday delivery to be a major issue.

Some consumers did acknowledge that Saturday provided them an opportunity to
receive some packages and other mail (that required signature) if they were home at
the time of mail delivery on Saturdays. However, most indicated that, in contrast te
weekdays, their Saturday routines typically were not organized around the delivery
of mail or expectation of particular mail picces being delivered that day. In other
words, consumers indicated that they generally tend to run errands or take care of
other matters away from home without waiting for mail delivery on Saturdays.

In the planned five-day delivery environment, we would continuae to deliver to Post
Office Boxes on Saturdays. As is the case today, retail units would remain open on
Saturdays, thus permitting customers to refrieve packages for which they received
attempted delivery notices during the week. As an essential element of our five-day
delivery implementation plan, local offices will continue to be authorized to expand
weekday evening retail hours in response to demand for package pick-up. And,
Hold for Pickup Service will allow customers to go to a Post Office on a Saturday to
pickup packages.

Commercial organizations also have a vegular routine for recciving and sorting mail
Monday through Friday when they are open. But many are not open on Saturday.
For these organizations, the lack of Saturday delivery would have little to no impact.
For these companies open on Saturday, many said in the market research that they
normally do not process incoming mail on that day, deferring that task until the
following Monday. So, the elimination of Saturday delivery would have little to no
impact on them. Companies who do need Saturday delivery indicated they would
use a premium service, As some competitive package delivery companies charge a
fee for Saturday delivery, most customers indicated they would use Express Mail®,
The market research also showed that since significant diversion has already
oecurred to package service competitors and the Internet, most customers would not
aceelerate their shift to these alternatives if five-day delivery is implemented.

9
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We took into account the results of this market research in calculating an estimate
of the potential adverse impact of five-day delivery on mail volume. We presented
our estimate to the Commission for review, It shows that the impact of
implementing five-day delivery operations would result in a reduction of -0.7
percent of total volume or 1.238 billion picces, most of it First-Class Mail. The loss
of Priority Mail would be rather small because consumers said they would increase
their usage to ensure timely delivery for important materials, which largely offsets
the decrease in volume sent by businesses. The loss in contribution resulting from
this loss of volume would be almost 3200 million.

With respect to S-day delivery, the mailing community is impacted differently than mail
recipients, In answering a question for the record on this issue from our April hearing,
former Postmaster General John Potter said that “mailers have not told us the cost of
making the changes to their operation of implementing five-day delivery.™

a} Since April, have you received any feedback on the potential cost to the mailing
community 1o adjust their business operations to a S-day delivery schedule?
Have you asked?

The Postal Service confers with mailers and mailer's associations about issues
affecting their use of the mail on an en-going basis. We continue to talk to them
about implementation of Five-Day Delivery. Beginning in the fall of 2009, we asked
mailers to provide us with their reaction to our implementation coneept and plan.
We have repeatedly asked: what will you need to do to implement Five-Day
Delivery? We have recommended to large mailers that they follow our lead and
establish an implementation team to evaluate what they nced to do to implement to
Five-Day Delivery.

Their general response was to express reluctance to establish such a team until they
hear that Five-Day Delivery will definitively happen. These mailers have indicated
that the tasks that need to be performed fo implement Five-Day Delivery include
changing their transportation, paper, and printing contracets, and information
technology systems, They have said they will have to dedicate resources 1o do these
tasks and that they need a lead time of about six months to complete necessary
preparations. Accordingly, from the outset, our plan has been to provide six
months notice of the implementation date that we choose,

During the course of the Postal Regulatory Commission's review of our Five-Day
Delivery plan, mailers were given an opportunity to provide empirical evidence
relating to any implementation costs and burdens. The few mailers who filed
testimony opposing the ¢limination of Saturday delivery to street addresses offered
no estimates of the costs associated with adjusting to the planned change. In
addition, we have not received cost estimates in our conversations with mailers.

b) Considering the dependence of so many businesses on Saturday delivery, so you
think this should be cousidered? Why or why not?

1o
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We would not be proposing five-day delivery if six-day delivery could be supported
by current mail volumes. However, there is no longer sufficient yolume to sustain
six days of delivery, Elimination of six-day delivery will result in an annual cost
savings of $3.3 billion and a net cost savings of about $3.1 billion. We need to
realize these net cost savings as one of the fundamental changes in our business
model to help us close the gap between revenues and costs.

Reducing delivery frequency fo five-days a week is a difficult decision that we have
reluctantly made to reduce the present and future deficits for the Postal Serviee to
be financially stable and solvent. It is absolutely necessary to ensure the Postal
Service’s {inancial stability.

Bear in mind that we engaged in nearly a year of consultations with every
significant component of the mailing industry before filing our request for an
advisory opinion with the Postal Regulatory Commission in Mareh 2010 and we
continued those consultations during the course of the Commission's review. In
addition, we hired the highly respected firm of Opinion Research Corporation to
conduct extensive qualitative and guantitative market rescarch to measure the effect
on businesses of eliminating Saturday delivery to strect addresses. We presented
this market research to the Commission for review.

The research shows that an overwhelming majority of customers recognize the
importance of a financially stable Postal Service and will accept a reduction of
delivery frequency to five days a week to significantly improve the Postal Service’s
buttom line. These market research results are consistent with the results of
independent public opinion polls conducted in 2009 and 2010.

During the mailer consultations referenced above, we identified more than 20
concerns that different components of the mailing industry had with cur initial
proposed operating coneept. We carcfully considered cach of these concerns and
were able to resolve or mitigate almost ail of them. In general, the mailer concerns
that could not be resolved centered on the preferences of some mailers that the
proposed changes not be implemented at all,

In this process, we carefully considered the effect of eliminating Saturday delivery
on our customers. We recognize that a relatively small number of relatively low-
volume mailers have a strong preference for the continuation of Saturday delivery
to street addresses. However, on balance, we and according to market research and
independent opinion polls, the American public consider that there is a stronger
public interest in and support for a financially viable postal system.
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PRC CHAIRMAN RUTH GOLDWAY RESPONSES
T0
SENATOR CARPER’S “QUESTIONS FOR THE RECORD”
DECEMBER 2, 2010, SENATE SUBCOMMITTEE HEARING

1) The bill I've introduced — S. 3831, the Postal Operations Sustainment and Transformotion (POST} Act —
aims to remove the restrictions in current law that prevent the Postal Service from exercising jts
authority to reduce delivery frequency. This would allow the Postal Service to carry out its proposal to
eliminate Saturday delivery. As you know, the Postal Regulatory Commission’s role in proposals to
eliminate o day of delivery is limited to the issuance of an advisory opinion. Assuming that the POST Act
is enacted and the Postal Service were free to carry out its proposal, do you think the Commission’s role
in reviewing and giving views on proposals such as this one is enough? Do you think the Commission’s
role should be enhanced in some way?

A: The Advisory Opinion process is an important protection in the Nation’s postal laws that
provides for a public review of proposed changes in the nature of postal services on a nationwide or
substantially nationwide basis. The law mandates the Commission to hold a hearing on the record in
which users of the mail, the Postal Service and an officer of the Commission representing the interest of
the general public may participate. This enables users of the mail to have a voice in shaping major
changes to the access, quality and value of the postal services they depend on to manage their lives and
businesses.

The Commission issues its Advisory Opinion in writing to the Postal Service at the conclusion of the
public hearing process. Presumably, the substantial evidentiary record, public input and objective
analysis reflected in the Opinion will have a beneficial impact on Postal Service decision making and the
outcome of proposed changes. However, the Postal Service is not required under the law to act on the
Opinion or even to respond on the merits of any issues that are indentified or modifications that may be
proposed.

In anticipation of receiving the Commission’s pending Advisory Opinion on its proposal to reduce the
frequency of mail delivery service nationwide, the Postal Service has emphasized that the Commission’s
Advisory Opinion is “non-binding.” While this may be true, and although the Commission has no desire
to usurp Postal Service authority for managing the delivery of postal services to the Nation, the Opinion
is not insignificant. Advisory Opinions embody the intent of Congress that users of the mail and the
general public should have a meaningful role in the process when major changes to their postal services
are contemplated. Furthermore, they provide critical, objective advice for consideration by Congress
and the Postal Service. At the end of this lengthy, public process, however, there is no obligation for the
Postal Service to respond in any manner.

Congress may wish to require as a final step in the process, that the Postal Service respond within a
reasonable period of time on any recommendations, issues and concerns that are noticed in the
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Advisory Opinion. This would provide a more robust outcome for participants, and enhance the
transparency and accountability of the Postal Service.

2) You and | have discussed my frustration with the amount of time it has taken the Commission to issue
its advisory opinion on the Postal Service’s proposal to eliminate Saturday delivery. That soid, i've
learned a lot in recent months about the Commission’s workload and the procedural and other
restrictions and requirements you and your colleagues must work under. | know that the Postal Service’s
recent exigent rate request was a particular strain on the Commission’s staff and resources. The
enactment of the POST Act or of Senator Collins’ legisiation would give the Commission even more
responsibilities. Is there anything that Congress should do to lessen the burden we’ve placed on the
Commission in recent years? Are the resources you receive sufficient to enable you to be effective at the
role you and your colleagues have been given?

A: As noted in the Commission’s Annual Report for Fiscal Year 2010, it has been a remarkable
and challenging year marked by unprecedented public interest in the Commission’s work and a dramatic
increase in our workload and exercise of responsibility. This accelerated activity reflects both the
efficiency of the regulatory framework established by the Commission in accordance with the PAEA and
the urgency of the Postal Service’s situation caused by the severe recession and its mandated financial
obligations.

During the year, the Commission handled its routine work promptly even in the face of an increased
workload. For example, in the past year the Commission approved 127 Negotiated Service Agreements
(NSAs), a 98 percent increase from 2009. (Ninety-eight percent of the 127 NSAs involved competitive
products, requiring issuance of a Commission decision within 15 days of receipt.) At the same time, the
Commission dealt effectively with many unique and complicated demands, including two Advisory
Opinion inquiries, special studies provided for by the PAEA involving Postal Service funding of employee
pensions and future retiree health benefit payments, and the first exigent rate case under the PAEA.
The Commission also continued to refine its regulatory oversight processes and improve its internal

administrative procedures.

The Commission should have adequate resources to face the foreseeable chatlenges ahead. We are also
ready and willing to accept new responsibilities as needed. We look forward to working with the
Congress as it develops specific reform proposals to ensure that the Commission remains capable and
equipped to handle the expanded responsibilities.

3} The POST Act would also give the Postal Service more freedom to close post offices, including post
offices that operate at a deficit. It is my goal with this language to give you the ability to close outdated
facilities that may not be in the best location and replace them with retail locations that might be
cheaper and more convenient for your customers. The ideal outcome, in my view, would be more ~ not
less — access to retail. There is some concern, however, that my language would lead to the Postal
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Service completely abandoning some communities, especially rural communities. What tools does the
Commission have at its disposal to review the Postal Service’s post office closing and consolidation
decisions to ensure that affected communities continue to have reasonable access to retail?

A: The Commission has authority to review customer appeals of post office closings. The
Commission’s role under Section 404(d) of Title 39, U.S.C. is primarily to ensure due process for postal
customers and to preclude Postal Service closing decisions that are arbitrary, capricious or unlawful.
Under current law, when a post office is proposed for closing, the Postal Service must show how
adequate services - retail and otherwise — will be maintained for the community. There are no hard and
fast rules for how this may be done. Depending on local circumstances, the Postal Service has provided
alternative retail services from nearby, existing facilities; by contract with a local business; via rural
carrier at the time of mail delivery; and through other means. It is important to note that the
Commission and the Postal Service disagree on the applicability of Section 404{d).

The Post Act proposes to eliminate the prohibition against closing post offices solely for operating at a
deficit. While this might tend to increase post office closing activity by the Postal Service, it would still
require the Postal Service to provide “effective and regular postal services” to the community. The
Commission interprets this to mean that adequate retail services must be provided through an
acceptable alternative means.

Current law, however, dictates that the Postal Service provides “a maximum degree of effective and
regular postal services.” It is not clear to the Commission what the operative effect would be in this
case of eliminating the modifier “a maximum degree of.” Congress may wish to clarify its intent if this
modification is included in the final legislation.

4) Would the service standards the Postal Service was required to develop under Title lli of the Postal
Accountability and Enhancement Act provide some protection to communities who fear that closing their
post office could leave them without reasonable access to retail?

A: The Commission worked collaboratively with the Postal Service to adopt modern service
standards for market-dominant products as required under Title lll. While these product standards
incorporate the objective “to preserve regular and effective access to postal services in all communities,
including those in rural areas or where post offices are not self-sustaining,” current service standards
apply to the speed and reliability of delivery services, rather than the availability of retail services. In my
view, greater emphasis should be placed on assuring that regular and effective access is preserved in all
communities. | am confident that the Commission and the Postal Service could promptly develop and
implement such standards.

S) In the Postal Accountability and Enhancement Act, Congress largely restricted the Postal Service to
hard-copy mail. The POST Act would loosen these restrictions and allow the Postal Service to engage in
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certain non-postal activities that might take advantage of the Postal Service’s retail, processing, and
transportation network. At the hearing, you and | discussed some ways that | could improve the Act to
protect against potential waste and damage to the private sector. Can you provide some detoils on what
should be changed or added to my language?

A: The PAEA was carefully crafted to ensure effective oversight of all revenue generating
activity. The Act required the Commission to review each non-postal service offered by the Postal
Service and determine whether that service should continue, taking into account the following: (1) the
public need for the service; and (2} the ability of the private sector to meet the public need for the
service. If the Commission allowed a nonpostal service to continue, the Commission then designated
the service as either market dominant, competitive, or experimental.

The PAEA also authorizes the Postal Service to “conduct market tests of experimental products,”
provided the product satisfies several conditions, including that: “The product will not result in undue
market disruption, especially for small business concerns (section 3641(b}{2)).”

If Congress were to expand the Postal Service’s ability to offer new nonpostal services, it is the
Commission’s belief that new non-postal services should also satisfy these standards, and then be
subject to the same level of review as other Postal Service products and services by the Commission.

HEHER
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PRC CHAIRMAN RUTH GOLDWAY RESPONSES
10
SENATOR MCCAIN’S “QUESTIONS FOR THE RECORD”
DECEMBER 2, 2010 SENATE SUBCOMMITTEE HEARING

1) In his testimony from June's bicameral hearing, the CEO of Hallmark Cards, Donald Hall, described
the Postal Service's dual strategy of reducing services and increasing prices as a "death spiral™ as both
actions will lead to more volume losses. Would you agree or disagree with Mr. Hall? How would you
characterize this strategy? If the Postal Service had to either reduce service or increase prices, which
action do you believe would have a lesser impact on mail volume?

A: As noted in the Commission’s exigent rate decision, Docket R2010-4, the primary cause of the Postal
Service’s current liquidity crisis is the required annual payments to prefund future payments for retiree
health benefits.

The Postal Service’s financial challenges have been exacerbated by large mail volume declines, which
have resulted primarily from the recession and its effects on key mailing sectors like housing and
finance, and secondarily due to increasing diversion of mail by technology and changes in customer
mailing practices and preferences. As mail volume has fallen, however, the Postal Service has
responded by reducing work hours to match the workload, saving $6 billion in costs in 2009 alone. Asit
enters the second guarter of FY 2011, the Postal Service continues to make aggressive work hour and
complement reductions, even as preliminary figures reported to the Commission show that overall mail
volume is increasing.

At the time of Mr. Hall’s testimony, the Commission had recently completed an Advisory Opinion on
station and branch closings and was engaged in hearings to evaluate a Postal Service proposal to
eliminate Saturday mail delivery service. Further, the Postal Service was in the process of preparing a
request to the Commission for an “exigent” price increase to exceed its statutory price cap due to
effects of recession and its liquidity crisis. This may be the basis for Mr. Hall’s concerns regarding the
“death spiral.” | believe his record of business success gives his evaluation of those postal proposals
great credibility.

Subsequently, the Commission unanimously denied the exigent request on September 30, 2010. The
Postal Service recently requested a 1.7 percent average increase -- the amount that is allowed under the
statutory price cap. The Commission is now reviewing that request.

The Commission also is finalizing its Advisory Opinion on the Postal Service’s “five-day” delivery
proposal. In that Opinion, we will discuss the potential benefits and liabilities of the proposal.
Ultimately, Congress will need to decide whether or not to adopt this reduced delivery proposal.

Mail volume, which grew consistently in the three decades following postal reorganization in 1971, has
declined in seven out of ten years in the first decade of the 21% century. These declines correlate with
the recessions that began and ended the decade. From 2004-2006, when the economy recovered, mail

12:05 Sep 06, 2011 Jkt 063870 PO 00000 Frm 00155 Fmt6601 Sfmt6601 P:\DOCS\63870.TXT JOYCE

63870.113



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

152

volume grew, reaching a record 213 billion pieces in 2006. During the 2007-2009 recession, mail volume
declined during the 2007-2009 recession at the fastest rate since the Great Depression.

Although econometric studies show that the prices for some mailing services are relatively inelastic,
sizeable changes in either price or service involve risk.

And while it is appropriate and necessary for the Postal Service to adjust its networks to provide more
efficient and effective service, the Service must consider whether it is consistent with changing
customer preferences and demand. The Commission’s Advisory Opinion process and its exigent rate
review procedures, mandated by law, allow interested users of the mail and the public in general to
have an opportunity for meaningful comment when major service changes or price increased are
contemplated. This has proven to be particularly beneficial in recent years to guide the Postal Service to
consider and protect consumer concerns,

2) According to the PRC's press release announcing its denial of the Postal Service's exigent rate
request, "the Postal Service's cash flow problem is not a result of the recession and would have
occurred whether or not the recession took place.” It goes on to say that, "it is the result of other,
unrelated structural problems and the proposed exigent rate adjustments would neither solve nor
delay those problems." The PRC argues that the Postal Service's liquidity issues are largely due to the
mandated prefunding of the retiree health benefit trust fund and the lack of any retained earnings or
future borrowing authority. If an appropriate legislative fix is found to mitigate the prefunding
requirement, is the main reason for Postal Service's long term liquidity problem fixed? Why or why
not?

A: As the past ten years have shown, the future is difficult to predict. Nevertheless, it appears that the
Postal Service’s current liquidity crisis couid be resolved for the immediate and foreseeable future if an
appropriate “legislative fix” is found to mitigate the prefunding requirement.

During the past year, the Commission produced actuarial studies as authorized under the PAEA, related
to the Postal Service’s Retiree Health Benefit Fund (RHBF) and to possible overpayments to the Civil
Service Retirement System (CSRS). These studies indicated that the annual RHBF payments could be
reduced by $2 billion per year, while meeting the original objectives of the annual payment
requirement, and that the Postal Service would benefit by $50-55 billion if its CSRS obligation were
recalculated. These findings provide substantial information to Congress, which may wish to address
the Postal Service’s liquidity crisis.

The ongoing economic recovery appears finally to be driving an increase in overall mail volume, led by
strong growth in Standard Mail. Profits from the array of competitive products now offered by the
Postal Service are increasing. First-Class Mail, however, continues to decline, though at a slower rate.

A substantial amount of First-Class Mail has been displaced by technology, such as electronic bill
payment and presentment. However, the newly appointed Postmaster General, Pat Donahoe, has
announced plans to offer new products to meet the nation’s economic and technology changes.
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Recent history suggests that the recent increases in mail volume augur stronger financial performance in
the future. The Commission will monitor and evaluate emerging trends and long-term growth forecasts
in our Annual Compliance Determination.

for the immediate future, it is imperative that the Postal Service continue to increase its efficiency,
pursue growth and promote the value of its services. However, without congressional action to address
the current liguidity crisis, which the Commission believes is a result of the health benefit prefunding
requirement, the Postal Service cannot pursue these essential efforts.

3) In your written testimony, you ask whether the language in Senator Carper’s proposed bill would
allow the Postal Service to reduce service beyond five days without prior review. What do you think
would be the appropriate process for preventing that from happening?

A: Section 3 (g) of the POST Act would authorize the Postal Service to adjust the frequency of mail delivery
“Notwithstanding any other provision of law.” This provision of the bill may invalidate important
customer protections now provided to users of the mail under Title 39.

Currently, the Postal Service is required under 39 USC 3661(b) to seek an Advisory Opinion from the
Commission when it proposes to make changes in the nature of postal services on a nationwide or
substantially nationwide basis. The Commission is mandated by that statute to hold a hearing on the
record (in compliance with Sec. 556 and 557, Title 39, U.S.C.} in which users of the mail, the Postal
Service and an officer of the Commission representing the interest of the general public participate.
Users of the mail should have a voice in shaping major changes to the access, quality and value of the
postal services they depend on to manage their lives and businesses.

Section 3 (g) could also be viewed as exempting the Postal Service from Commission review should it
make discriminatory, regional adjustments in delivery.

Modifying the language in Section 3 (g), such as “Subject to the provisions of Title 39, but
notwithstanding any other provision of law” might help to resolve this concern.

4} In GAO's written testimony, Mr. Herr stated that "the Congressional Budget Office has raised
concerns about how aggressive USPS's cost-cutting measures would be if prefunding payments for
retiree health care were reduced."” Both legislative proposals provide a process for the pension
overpayment to cover the annual retiree health benefit prefunding payment. What effect do you
think this would have on the Postal Service's initiative to continue needed reforms in the future?
What impact would this have on the Postal Service's ability to seek concessions over enhanced workforce
flexibility and cost reductions in future labor contract negotiations?

A: Postal Service wages and the governing labor agreements have never been within the purview of the
Commission, either under the PRA or the PAEA. They are set through a negotiation process established
by law and subject to binding arbitration when there is an impasse. The Commission does not take a
position on that process.
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The Commission believes the statutory cap on price increases for the Postal Service’s market dominant
products has proved itself to be a strong incentive for continued cost control efforts. In the past two
years alone, the Postal Service has reduced its costs by $9 billion, while market-dominant prices
remained stable due to the price cap.

Postal management has demonstrated its ability to lower costs and reduce the workforce in both good
times and bad. From 2002 to 2006, for example, when mail volume was rising and the Postal Service
had a cumulative $9.5 billion net income, employee rolis were reduced by five percent.

Overall, the postal career ranks have dropped 27 percent from a peak of 798,000 in 1999 to 584,000 last
year. This trend appears likely to continue under new Postmaster General Donahoe, who recently
announced plans to cut 7,500 administrative positions.

Given this ten year record, the growth of competitive aiternatives to the mail and the discipline imposed
by the statutory price cap, the Postal Service should be relied upon to continue to control costs.

HHHEH
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Post-Hearing Questions for the Record
Submitted to Jonathan Foley
From Senator Thomas R. Carper

Subcommittee on Federal Financial Management, Government Information,
Federal Services, and International Security

Committee on Homeland Security and Governmental Affairs

“Finding Solutions to the Challenges Facing the U.S. Postal Service”
December 2, 2010

1. The bill I’ve introduced ~ S. 3831, the Postal Operations Sustainment and
Transformation (POST) Act — would recalculate the Postal Service’s Civil Service
Retirement System (CSRS) to account for a new formula for dividing responsibility
for former Post Office Department employees’ pension costs using a methodology
based on recommendations by the Postal Regulatory Commission and the Postal
Service's Office of Inspector General. It was our intention in drafting the Postal
Accountability and Enhancement Act (PAEA) that the Office of Personnel
Management (OPM) be empowered to make these kinds of changes on its own
without congressional action. I know that OPM does not believe it has the
appropriate authority to make the changes the POST Act envisions. Can you
explain why you believe OPM doesn’t have the authority we intended it to have?
How can we change the relevant language in the PAEA so that OPM has the
authority to make the kind of changes called for in the POST Act?

We believe that the implication that OPM has the discretion to make basic changes in the
allocation method between the Postal Service and the Treasury goes beyond the intent of,
and the authority provided to OPM in the 2006 Postal Accountability and Enhancement
Act. That law included a provision, section 802(c), allowing the Postal Service to appeal
to OPM its annual determination of the Postal Service CSRS supplemental liability under
5 U.S.C. 8348(h)(1).

Section 802(c) provides in pertinent part:

(A) Request for review.--Notwithstanding any other provision of this section
(including any amendment made by this section), any determination or
redetermination made by the Office of Personnel Management under this section
(including any amendment made by this section) shall, upon request of the United
States Postal Service, be subject to a review by the Postal Regulatory Commission
under this subsection.

Our view is that section 802(c) is intended to permit review of specific calculations made
by OPM of the annual and ongoing supplemental liability determination according to the
established Fund allocation methodology. There is no mention in that section of a review
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of the prior year determinations or the methodology of apportioning Postal obligations
between it and the Treasury.

To recap, in 2003, Congress directed OPM to make changes to the accounting of Postal
Service CSRS obligations that led to a $78 billion decrease in future Postal CSRS
funding payments. Then in 2006, Congress directed OPM to change how military service
costs should be allocated under CSRS that led to a $28 billon adjustment. In both cases,
the magnitude of the adjustment was understood by Congress when the laws were passed.
It appears to OPM that when Congress intends to make adjustments of this magnitude, it
does so by taking specific legislative action.

After careful review by counsel, we have concluded that OPM does not have the
authority to make a reallocation in the manner suggested in the Segal report. However, if
Congress determines that another methodology is more appropriate, OPM will of course
comply with any changes in the current law.

If Congress chooses to assign to OPM the delegated authority to reallocate obligations of
this magnitude, authorizing language should explicitly authorize OPM to make the
reallocation and specify in detail the standards that OPM should apply in making the
determination. A failure to do so could result in a future redetermination under different
standards that would transfer the financial obligation back to the Postal Service.

2. Does OPM or the administration have views on the CSRS language included in
the POST Act? Are there any technical or substantive changes you would
recommend?

OPM offers the following technical comments on the bill:

Because not all necessary data is available by March 31, we suggest that the date in
section 8348(h)(2)(B) be changed to June 30, which will still give the Postal Board of
Governors three months for consideration prior to the funds transfer date. A June 30
deadline would also be consistent with the OPM reporting deadline for Postal FEHB
liabilities under 5 USC 8909a.

With regard to Section 2(a)(1)}B(iii) of the bill, there should be a deadline by which the
Postal Board of Governors must notify OPM of the transfer amount. This bill gives
USPS the authority to use CSRS surplus to offset statutory retiree FEHB payments,
which are due on Sept 30. Thus, the USPS Board of Governors should be required to
notify OPM prior to Sept 30 of the amount of surplus they recommend to have
transferred.

With regard to Section 2(a)(2) of the bill, those provisions are generally, but not
completely, consistent with the Segal concept. However, they are drafted as if OPM has
data available to track the full career path for each individual Postal annuitant from July
1, 1971, forward. OPM does not have data available to employ such an approach.
Accordingly, in order to be consistent with the PRC-Segal recommendation, those
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provisions should be drafted to provide that in determining the Postal Service liability,
the amount shall be prorated to reflect only that portion of total service which is
attributable to civilian service performed by the current or former postal employee after
June 30, 1971, as estimated by the Office of Personnel Management

The Segal report recommended that Treasury be responsible for CSRS costs associated
with pre-1971 Post Office service, including the effect of all future salary increases on
the value of the annuity. This new provision takes that approach one step further in that it
would require that OPM look at each Postal employee to determine whether they had pre-
Postal Government employment at any time prior to retirement, whether before or after
1971. This would require an employee-by-employee analysis of individual work history
for anyone retiring after June 1971, which is not possible.

Under both our current allocation method and the Segal method, USPS funds

the liability related to all post-1971 civilian service of each employee retiring from the
Postal Service, and the federal government funds the liability for all other CSRS

costs. For employees transferring during their career between non-Postal and Postal
agencies, their final agency is the party responsible for the liability. This reciprocal
treatment implicitly assumes that the frequency of employees moving one direction or the
other is relatively equally balanced. We have no reason to know otherwise. Our annuity
roll data captures only the agency from which the employee retired. OPM does not
currently have data that would allow us to track a retiree's career progression between
agencies.

Moreover, the bill’s 8348(d)(4)(B) provisions contain no reciprocal requirement that the
Postal Service fully fund the CSRS cost of USPS service for any employee who later
transferred to a non-Postal federal position. The Treasury would be responsible for full
funding of any transferred service, both in the case of an employee transferring to, but
also from, the Postal Service. Accordingly, the 8348(d)(4)(B) provisions should be
deleted.

3. Senator Collins has introduced legislation — S. 4000, the U.S. Postal Service
Improvements Act — that requires OPM to make a CSRS recalculation similar to
that called for in the POST Act. However, her bill requires that the recalculation be
made using authority granted to OPM in the PAEA. Do you think that the language
in S. 4000 would give OPM sufficient authority to make the recalculation that
Senator Collins envisions?

In the view of OPM, S. 4000 of the 111% Congress would neither permit nor require it to
reallocate the obligation in the manner envisioned by Sen. Collins. We believe that the
implication that OPM has the discretion to make basic changes in the allocation method
between the Postal Service and the Treasury goes beyond the intent of, and the authority
provided to OPM in, the 2006 Postal Accountability and Enhancement Act. That law
included a provision, section 802(c), allowing the Postal Service to appeal to OPM its
annual determination of the Postal Service CSRS supplemental liability under 5 U.S.C.
8348(h)(1).
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Our consistently stated view has been that section 802(c) is intended to permit review of
specific calculations made by OPM of the annual supplemental liability determination
according to the established Fund allocation methodology. The Segal report is something
entirely different: a review of which methodology should be employed generally in
evaluating one aspect of Postal Service CSRS obligations. After careful review by
counsel, we concluded that section 802(c) does not give OPM the authority to make a
reallocation in the manner suggested in the Segal report. Accordingly, a directive to
make a redetermination “in accordance with section 302(c)(2),” does not give OPM
authority to reallocate $50 billion in obligations from the Postal Service to the U.S.
Treasury.

Post-Hearing Questions for the Record
Submitted to Jonathan Foley
From Senator John McCain

Subcommittee on Federal Financial Management, Government Information,
Federal Services, and International Security

Committee on Homeland Security and Governmental Affairs

“Finding Solutions to the Challenges Facing the U.S. Postal Service”
December 2, 2010

1. In the Postal Regulatory Commission's written testimony, Ruth Goldway
commented that, last year, the PRC, the Office of Personnel Management, and the
Postal Service Inspector General forecasted the Postal Service retiree health benefit
trust fund liability differently. OPM projected a liability in 2016 of $147.9 billion.
The USPS IG came out with a projection of $90.5 billion, while PRC projected a
liability of $113.2 billion. Please comment on OPM's approach versus the PRC and
Postal Inspector General's calculations, and whether or not you disagree with Ms.
Goldway?

There is substantial confusion in this area because the Postal Regulatory Commission’s
(PRC) cited $147.9 billion estimate in its report was in fact not computed by the Office of
Personnel Management. (See attached PRC Review of Retiree Health Benefit Fund
Liability as Calculated by Office of Personnel Management and U.S. Postal Service
Office of Inspector General, July 30, 2009). OPM has not issued an estimated Postal
Service retiree health benefit trust fund liability for the end of 2016. This is explained by
examining current law requirements. The amount of Postal retiree FEHB pre-funding
payments through 2016 are not dependent on OPM calculations but are fixed by law.
Current law was not designed to target a certain funded percentage by close of 2016, but
was rather designed for budget neutrality through that period to offset changes to Postal
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pension funding payments under the 2006 Postal Act. However, beginning in 2017, the
law will target 100% pre-funding of Postal retiree FEHB liabilities and the Postal Service
will be required to make payments based on liability determinations that OPM will
compute at that time. Such computations must take into consideration many factors,
including growth in health care costs and the assumed rate of return used for discounting.

In its July 30, 2009 report, PRC analyzed the approaches used by the U.S. Postal Service
Office of the Inspector General (O1G) and OPM to calculate the present value of the
Postal Service’s obligations related to the Postal Service Retiree Health Benefit Fund.
PRC contracted with Mercer Health and Benefits LLC (Mercer) for actuarial assistance
on the determination of projected Postal retiree health liabilities.

PRC appears to have extrapolated the $147.9 billion figure from an OPM estimate of
2008 liabilities and incorrectly attributes this extrapolated figure to a calculation made by
OPM. Specifically, the PRC appears to have taken OPM’s liability estimate of $86.082
billion (as of September 30, 2008), and applied a 7% health care trend resulting in an
increased liability estimate of $147.906 billion as of September 30, 2016. This is not an
approach taken or approved by OPM and the values used were not OPM values. In
addition, the method used is inconsistent in that PRC factored in a larger population
compared to the population used in the OIG estimate. OPM is unable to perform a more
detailed review of PRC’s method used at this time as we do not have access to the Hay
valuation program or the population upon which they performed the estimates.

Additionally, PRC appears to have derived its $113.2 billion estimate cited in your
question by modifying the Mercer health care trend assumption, resulting in a downward
revision of Mercer’s original liability estimate of $123.1 billion.

2. The most significant sections of the legislative proposals discussed during the
hearing dealt with using the Postal Service's pension overpayment to pay down its
retiree health benefit prefunding obligation. As GAO mentioned, however, in its
testimony at the hearing, "such an increase could impact the federal budget deficit
and require funding over time."

a. How would these legislative proposals impact the federal deficit?
b. What can and should be done to mitigate this consequence?

OPM is not the authority on the budgetary effect of legislation, and we defer to the
expertise of OMB and CBO for such matters. However, we do note that the change in
pension cost allocation policy (inaccurately described by some parties as an
“overfunding™) would result in an increase of at least $50 billion in the present value of
future Treasury obligations for the Civil Service Retirement System (CSRS), as estimated
by PRC’s consulting actuaries.
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GAO

‘Accountabiity « Integrity = Retiability

United States Government Accountability Office
Washington, DC 20548

12:05 Sep 06, 2011

January 20, 2011

The Honorable Thomas R. Carper

Chairman

Subcommittee on Federal Financial
Management, Government Information,
Federal Services, and International Security

Committee on Homeland Security
and Governmental Affairs

United States Senate

Subject: Responses to Questions for the Record; December 2, 2010 Hearing on
“Finding Solutions to the Challenges Facing the U.S. Postal Service”

Dear Mr. Chairman:

This letter responds to your December 21, 2010, request that we address questions
submitted for the record related to the December 2, 2010 hearing entitled, Finding
Solutions to the Challenges Facing the U.S. Postal Service. Our answers to these
questions are enclosed and are based on our previous work, updates to that work,
and our knowledge of the areas addressed. Our previous work was conducted in
accordance with GAO's quality assurance framework for assuring compliance with
generally accepted government auditing standards. Because our responses are based
in large part on previously issued products for which we sought and incorporated
agency comments, we did not seek agency comments on our responses to these
questions.

If you have any questions or would like to discuss our responses, please contact me
at (202) 512-2834 or herrp@gao.gov.

Sincerely yours,
£
a2
": % /‘/' ;
// Vel

Phillip Herr
Director, Physical Infrastructure Issues

Enclosure
cc: Senator John McCain

Jkt 063870 PO 00000 Frm 00164 Fmt6601 Sfmt6601 P:ADOCS\63870.TXT JOYCE

63870.122



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

161

Enclosure

Responses to Post-Hearing Questions for the Record
Finding Solutions to the Challenges Facing the U.S. Postal Service
December 2, 2010 Hearing
Subcommittee on Federal Financial Management, Government Information,
Federal Services, and International Security
Committee on Homeland Security and Governmental Affairs
United States Senate

Questions for Phillip Herr, Director
Physical Infrastructure Issues
U.S. Government Accountability Office

Questions from Senator John McCain

1) In your testimony, you point out that the Postal Service “expects revenue
to stagnate in the next decade as continued declines in mail volume are
offset by rate increases.” Do you believe that the Postal Service’s plans
for cost reductions are flexible and aggressive enough to make up for the
lost revenue resulting from future declines in mail volume?

No. According to the Postal Service's plans for cost reductions over the next
decade, the Postal Service would not close the gap between its projected costs
and revenues in 2020. Although we have not assessed the cost and revenue
projections or estimated savings included in the Postal Service’s March 2010
Action Plan, the Plan states that even if the Postal Service achieved all the savings
in its Plan that are within the Postal Service's control, its losses would continue to
grow, with considerable risk that the projected losses could be far greater if
volumes decline more than projected. As we testified in December 2010,
congressional decisions are needed to help the Postal Service undertake needed
reforms.! Further, including incentives and oversight mechanisms would make an
important contribution to assuring an appropriate balance between providing the
Postal Service with more flexibility and assuring sufficient transparency,
oversight and accountability.

2) GAO’s testimony points out that the Postal Service’s financial outlook is
poor for fiscal year 2011 and the foreseeable future. In fact, the Postal
Service’s own projections for fiscal year 2011 forecast almost a billion
dollars in operating losses before either the retiree health benefit
prepayment or workers compensation are accounted for.

'GAO, US. Postal Service: Legislation Needed to Address Key Challenges, GAQ-11-244T (Washington, D.C.: Dec. 2,
2010).
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a) Are you confident that the Postal Service is on the road to profitability
at some point in the near future?
i) If not, why not?
ii) If so, what will be the key factors towards attaining this objective?

No. According to the Postal Service, revenues from its operations will not be
sufficient to cover projected costs and achieve profitability in the near future.
The Postal Service cannot fund its current level of service (delivery to about 151
million addresses) and operations (about 584,000 career employees and 88,000
noncareer employees, 528 processing facilities, and 32,528 retail and delivery
facilities) from its current revenues and urgently needs to restructure its
operations, networks, and workforce to reflect changes in mail volume, revenue,
and use of the mail.

In our April 2010 report, we stated that the Postal Service’s business model is not
viable because the Postal Service is unable to reduce costs sufficiently in
response to continuing declines in mail volume and revenue.” Our report includes
selected strategies and options for action by Congress and the Postal Service to
address the Postal Service's financial viability. In December 2010 we testified that
Congress and the Postal Service urgently need to reach agreement on a package
of actions to restore the Postal Service’s financial viability and enable it to begin
to make necessary changes.’

b) Based on a review of the Postal Service’s and your own analysis, how
far into the future would this happen?

Until Congress and the Postal Service reach agreement on a package of actions
and begin necessary changes, it is uncertain how far in the future it may be before,
or whether, the Postal Service can achieve financial viability. We have testified
that as use of First-Class Mail—the Postal Service’s most profitable core
product—continues to decline, the Postal Service must modernize and restructure
to become more efficient, control costs, keep rates affordable, and meet changing
customer needs. To do so, the Postal Service needs to become much leaner and
more flexible. Key challenges include: changing use of the mail; compensation and
benefit costs that are about 80 percent of total costs; and difficulties realigning
networks to remove costly excess capacity and improve efficiency. Action is
needed as some changes, such as rightsizing networks, will take time to
implement and produce results.

With respect to 5-day delivery, the mailing community is impacted
differently than mail recipients. In answering a question for the record
from our April hearing on this issue, Mr, Potter said that “mailers have

'GAO, U 8. Postal Service: Strategies and Options to Facilitate Progress Toward Financial Viability, GAQ-10-455
(Washington, D.C.: Apr. 12, 2010},
"GAO-11-244T.
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not told us the cost of making the changes to their operations of
implementing five-day delivery.”

a) Does GAO have any insight or analysis into the potential cost to the
mailing community to adjust their business operations to a 5-day
delivery schedule?

We surveyed mailer associations in the summer of 2010 as part of our review of
the Postal Service's 5-day delivery proposal. From the responses we received, we
found that the mailing community was divided over the merits of 5-day delivery
and had diverse perspectives on how it would affect mail volume and members’
finances. About half of the mailer associations we surveyed took no position on
the proposal, with some explaining that their members had differing views on 5-
day delivery. Given the broad diversity within the mailing community, including
differences in the sizes of companies and types of mail sent, it would be very
difficult to draw any conclusions about the potential cost of a change to 5-day
delivery to the mailing community.

b) Considering the dependence of so many businesses on Saturday
delivery, do you think this is a legitimate issue to be explored before a
decision on 5-day delivery is finalized?

We believe that the effects of eliminating the Postal Service's delivery on
Saturdays, including the effect on businesses, have been explored. The Postal
Regulatory Commission explored this issue through several channels in its
ongoing review of the Postal Service's 5-day delivery proposal including seven
public, on-the-record hearings; thousands of public comments; and testimony and
input on the proposal by mail users and interested members of the public. The
Postal Regulatory Commission is expected to issue its advisory opinion on the
Postal Service’s 5-day delivery proposal in early 2011. In addition, the House and
Senate postal oversight subcommittees held a joint hearing in 2010 in which this
issue was discussed by a number of representatives from mailer associations and
businesses.

4) The most significant sections of the legislative proposals discussed during
December’s hearing dealt with using the Postal Service’s pension
overpayment to pay down its retiree health benefit prefunding obligation.
However, as you mentioned in your testimony, “such an increase could
impact the federal budget deficit and require funding over time.”

a) How would these legislative proposals impact the federal deficit?

We testified that S. 3831 would require the Office of Personnel Management to
recalculate the Postal Service's Civil Service Retirement System (CSRS) pension
obligation in a way expected to make the federal government responsible for a
greater share of that obligation.’ Such an increase in the government’s pension
obligation could impact the federal budget deficit. This view is consistent with a
recent assessment by the Congressional Research Service that a reduction in the

‘GAO-11-244T.
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proportion of CSRS pension expenses allocated to the Postal Service would
increase the unfunded liability of the Civil Service Retirement and Disability
Fund.’ A reduction in the amount of CSRS pension expenses allocated to the
Postal Service and borne by ratepayers would result in an equal increase in CSRS
pension expenses to be borne by taxpayers. However, we have not assessed the
impact of specific proposals as we defer to the role and expertise of the
Congressional Budget Office in this area.

b) What can and should be done to mitigate this consequence?

In our April 2010 report, we discussed other approaches that Congress could
consider, including extending and revising prefunding payments to the Postal
Service Retiree Health Benefits Fund, with smaller payment amounts in the short
term followed by larger amounts later.’ Deferring some prefunding of these
benefits would provide short-term fiscal relief. However, deferrals also increase
the risk that the Postal Service will not be able to make future benefit payments if
its core business declines and might ultimately have an impact on the federal
budget deficit if Congress was later required to take action to fund these benefits.
Therefore, it is important that the Postal Service fund its retiree health benefit
obligations—including prefunding these obligations—to the maximum extent that
its finances permit. Furthermore, Congress could revisit other aspects of the
postal compensation and benefits framework. The Postal Service has options to
reduce its compensation and benefits costs in the following four key areas: (1)
workforce size, to be aligned with reduced workload; (2) wages, which continue
to be a key component of costs; (3) benefits, which in some cases are more
generous than those provided by other federal agencies; and (4) workforce
flexibility, including the mix of full- and part-time eraployees and work rules that
govern what tasks employees can perform.

5) In your written testimony, you stated that “the Congressional Budget
Office has raised concerns about how aggressive the Postal Service's cost-
cutting measures would be if prefunding payments for retiree health care
were reduced.” Both Senator Carper’s and Senator Collins’ legislative
proposals provide a process for the pension overpayment to cover the
annual retiree health benefit prefunding payment.

a) What effect do you think this would have on the Postal Service’s
initiative to continue needed structural reforms in the future?

We have stated that resolving the Postal Service's funding requirements for
pension and retiree health benefits is important and that it is equally important for
Congress to address constraints and legal restrictions, such as those related to
closing facilities, so that the Postal Service can take more aggressive action to
reduce costs.” We have also noted that restructuring the Postal Service’s mail
processing and retail networks will be crucial for it to achieve sustainable cost

*Congressional Research Service, The U.S. Postal Service's Financial Condition: Overview and Issues for
Congress, R41024 (Washington, D.C.: Jan. 7, 2011).

*GAQ-10-455.

'GAO-11-244T.
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reductions and productivity improvements. The Postal Service has not specified
how it would make structural reforms to its processing and retail networks, which
would be helpful to inform the Congress and other stakeholders about its
expected progress in this area should other financial relief be provided.

Incentives and oversight mechanisms will be important to ensure that the Postal
Service takes appropriate actions. We testified in December 2010 that
congressional actions should consider what incentive and oversight mechanisms
are needed to assure an appropriate balance between providing the Postal Service
with more flexibility and assuring sufficient transparency, oversight and
accountability.’

b) What impact would this have on the Postal Service’s ability to seek
concessions over enhanced workforce flexibility and cost reductions in
the future labor contract negotiations?

This is another area where, to better inform its discussions with its unions and
other employees, it would be helpful for the Postal Service to provide more
information about what it expects to do and what level of cost savings it hopes to
achieve. Without such clarification, it is difficult to determine what changes the
Postal Service will need from its workforce to achieve its cost reduction goals.

"GAO-11-244T.
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Statement of Mark Strong
President of the National League of Postmasters

On

S. 3831 The Postal Operations Sustainment
and Transformation Act of 2010

Before the
Senate Committee on Homeland Security and Governmental
Affairs, Federal Financial Management, Government Information,
Federal Services, & International Security Subcommittee

December 2, 2010
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Statement of Mark Strong,
President of the National League of Postmasters
December 2, 2010

Chairman Carper, ranking member McCain, thank you for inviting The National League
of Postmasters to submit this Statement today to your Subcommittee for the record of your
hearing on S. 3831, the Postal Operations Sustainment and Transformation Act of 2010 (“POST
Act of 2010™). Founded in the later part of the 19™ Century, The National League of Postmasters
is a national trade association representing Postmasters throughout the country. We have a
particular concern with small rural post offices and postmasters.

My name is Mark Strong and [ am President of the National League of Postmasters.
While [ have served in many small post offices and other facilities throughout the Western part
of the United States, [ currently am a Level 24 Postmaster in Sun City Arizona, which is a rather
large Post Office. We service not only Sun City, but Sun City West, Dysart and Surprise
Arizona. My post offices serve just shy of 110,000 homes and 300 postal employees report to
me.

The League very much appreciates the Subcommittee’s interest in this matter and
commends the Subcommittee for its attention to fixing the vexing problem of applying the Postal
Service’s pension overpayment to its retiree health benefits.

The League has submitted testimony before this subcommittee and its sister
subcommittee on the House side several times in the last two years. These pieces of testimony
emphasized that post offices are not mere retail facilities but rather facilities out of which the
final delivery of mail is made throughout the country. Consequently, one cannot close down the
delivery functions of a post office without significantly modifying and expanding the delivery

system, unless you want to create chaos in the delivery system. Many critics don’t take this into

—2
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account when they talk about how many post offices there are and push for closing post offices
in order to realize cost savings.

In terms of cost savings, those pieces of testimony further pointed out, as does an Op Ed
piece that I authored in the current issue of Federal Times, that very few post offices “make a
profit” because the Postal Service’s cost accounting system does not credit delivery post offices
with any of the revenue that has been paid by national mailers to deliver their mail in that area.
Without any such revenue credit, they lose money. Indeed, as the Postal Service has told the
PRC, ninety two percent of Post Offices lose money. How can they not lose money when they
bear the costs, but get no credit, for the revenue? Since these points have been made several
times before in our prior testimony, [ will not re-plow these matters in the rest of this statement
but rather focus on S. 3831.

I. Post Offices and The Maximum
Degree of Effective and Regular Postal Services

In terms of post oftices, S. 3831 makes several changes. First, it eliminates the
requirement in the postal policy section of the Act that requires the Postal Service to provide “a
maximum degree of effective and regular postal services in rural areas, communities and small
towns where post offices are not self-sustaining” 39 U.S.C. §101. It replaces that duty with a
much lower standard to provide mere “effective” postal services. Anytime a standard is lowered,
and an institution is told that it no longer has to provide the “best services it can provide™ and
that merely “effective” services will suffice, the result is going to be reduced service. This is
particularly true when an institution is under financial stress. While this may not be the intent of
this provision in the bill, this is what the consequences of this provision would be. The League

very strongly opposes this provision.
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While the Postal Service obviously is under stress, the answer is not to lower the quality
of services provided to rural America but to all work together to struggle through these difficult
times until the economy reaches robust levels again. In this regard, there is evidence that postal
volumes are coming back. As the Postal Regulatory Commission found in its September 30,
2010 Order Denying the Postal Service’s Request for an Exigent Rate Increase (Order 547),
postal volumes bottomed out in the second quarter of 2009 and have been steadily coming back
ever since. This is graphically illustrated in Figure 3 of the PRC’s Order, which is reproduced
below.

Figure 3
Change in Volume and City Delivery Workhours by Quarter
FY 2007 - Quarter 3, FY 2010
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As this figure shows, volumes are returning. While there is no question that volumes are
still in a net decline, the trend on the chart is clear and there is absolutely no reason to think that
this positive trend will not continue and that volumes will not turn positive and begin to regain
lost ground in the next several quarters.

II. The Standard for Closing Small Rural Post Offices
Due to the critical role that rural post offices play in small towns, as documented in studies

discussed below, current law requires the Postal Service, when it is considering closing a rural
post office, to give notice to the community served by the post office, listen to the community
and take its needs into account in its decision-making process. That policy is embodied ina
balancing test in Section 404 of Title 39 that the Postal Service must employ in closing a post
office. S. 3831 weakens this test by changing Section 404 and relegating the needs and effects
on the community served by the post office to an inferior position in this test and elevating the
Postal Service’s concerns to a primary position. Such a skewed test follows much in the same
line as the change to Section 101 where the message is clearly sent to the Postal Service that
lowering service to rural America is acceptable. The League strongly opposes this provision.

As the League has noted countless times, small rural post offices are an integral part and
parcel of the system that binds rural America together. Closing a significant number of these
post offices would do serious harm to our rural infrastructure and our rural economy. Moreover,
the cost of these post offices is less than 7/10 of one percent of the Postal Service’s total
operating budget. There is a video entitled Post Roads that illustrates this relationship and

provides real life examples. It can be viewed on the League’s website,

http:/fwww.postmasters.org/news/family/#111610 . We ask the subcommittee to take ten minutes to watch

it.
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Whether small poor rural communities like it or not, whether they live or die is often in
the hands of the Postal Service, which is why current law requires the Postal Service to take into
account those needs when it considers closing a small post office. There is a cost for providing
this fundamental service to rural America, but it is only 7/10 of one percent of the Postal
Service’s revenue. There are far too many other opportunities available to the Postal Service to
gain savings before sacrificing universal service, whether be it urban or rural. That is what
closing rural post offices will do. Other countries have tried, and chaos in rural areas has
followed,

This is because the role that rural post offices play in rural areas has always gone far
beyond the actual services provided. In many of these communities the Post Office is the only
government building in town. It is the hub of the city and the postmark is the identification for
the citizens that goes far beyond a place on the map. Take this away and communities often die.
This is not myth but it is documented in a number of studies, including “The Social Ecology of a
Rural Community” by Ruth C. Young and Olaf F. Larson. In this study the authors strongly
suggest that lack of a village center, where the post office is a key element, leads to community
disintegration.

In my area of Arizona, there was a study in 1969 by W. F. Cottrell titled “Death by
Dieselization.” In it he spoke of Jerome, Arizona, which almost died because its copper deposit
and mining operations reached unprofitable levels. The fact is that while the town was close to
death, it did not die because the Post Office never closed. With the identity of the town
preserved, a core group of people stayed in Jerome, turned the hospital, built for the copper mine
workers. into a hotel, renovated the old hotel and revitalized the area. It became a small western

town to which many artisans migrated. Today, the town is once again alive and doing quite well,

—f—
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and that is because the post office did not close back then but maintained its service and gave the
town a chance to heal and renew itself. In terms of Jerome, what would have happened had
politicians and outside sources pulled the life support when it was in danger of dying? Ibelieve
that Jerome would not have made it.

The Subcommittee should recognize the importance of our rural communities to rural
America and not condemn hundreds of them to death, which is exactly what this provision would
do.

H1. The Postal Service’s Prefunding Obligations

8.3831 alleviates the burden on the Postal service that has been caused by the Postal
Service’s prepayment obligations during this economic downturn. It does so by allowing the
Postal Service to use the overpayment in its pension fund to prefund its retiree health benefits
obligation. Allowing a company to use overpayments in one retirement fund to pay obligations
in another retirement fund is not a radical action; it is in fact, a good business practice. The
League strongly supports this provision.

It is very hard for Postmasters and customers to understand why we would be shooting
ourselves in the foot by making cuts in service while in a crisis mode. The truth is that the over
payment to the civil service retirement fund was not done with tax dollars. This overpayment
came from funds received for the product and services provided by the USPS and its employees
and from the paychecks of postal workers. No other company in America would be told they
could not use this money. If Microsoft or Apple found in an audit that they had overpaid into
their retirement fund, would anyone fault them for moving the surplus into a fund to prefund a
retirement health benefit obligation that they might have? Of course not. Why is the Postal

Service any different?
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We are not asking to put it in our bank account; we are asking to move it over to prepay
our retiree health plan so that it is fully funded. If Congress agrees to this action, then we will
have a much clearer picture of the future of the Post Office and what we need to do to make sure
we are a viable company well into the future. To cut services before this is accomplished is not
good for business, our customers or our future or the American people. The League strongly
endorses these provisions of S 3831.

IV. Allowing the Postal Service to offer non-postal services

S. 3831 would allow the Postal Service to offer other non-postal services after
determining that the provision of such services utilizes the processing, transportation, delivery,
retail network, or technology of the Postal Service in a manner consistent with the public
interest. The League strongly endorses this provision with the caveat that such services should
not be offered in competition with the private sector, but in conjunction with the private sector.

Many of these services would be particularly relevant to the very small rural post office,
in whose distribution area very few services are offered by the private sector, since the area is
stmply too sparsely populated to justify the capital investment necessary to offer these services.
In this regard, the League would like once again to refer the Subcommittee to the video Post
Roads, noted above, which shows how small rural post offices serve their community and how a
post office can sell other items to help offset the costs.

V. Wine and Beer Shipping

S. 3831 also removes the current constraints on shipping wine and beer through the mail.
The wine and beer industry is a major industry in this country and allows direct mail shipments
of wine and beer to be delivered only by UPS or Fed Ex. This simply is not right. The League

endorses these provisions in S. 3831.

. S
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VL Six Day Delivery

Finally, S. 3831 would remove the existing restriction on five day delivery in the law.
While the League has not previously taken a position on this matter, it does seem obvious to us,
after months of discussion and debate, that removing the provision would be an unacceptable
degradation of service and could ultimately lead to revenue losses greater than any cost savings.
One of our major concerns is Priority Mail. Priority mail is a growing product line for the Postal
Service. Without Saturday delivery we would open the market up to other companies and reduce
our ability to deliver in the normal two to three day window. A priority package taken in
Phoenix, AZ on Wednesday normally would be delivered to Tampa, FL on Saturday. This piece
under the current plan would not get delivered until Monday.

The plan as it is right now is to have retail service available on Saturday where it
available now. The problem is the mail is not going anywhere. There is no plan to move it on
Saturday. How long will we provide Saturday service before it is no longer used since it is not
going anywhere? What does this do to our Priority Mail product line? We think it would
seriously harm it.

We also have reservations about the plants being able to provide manageable mail flows
when stopping the normal operations one day a week. We currently see this every Monday
holiday and have seen no plan that would provide acceptable service with this same mail flow

disruption 52 weeks a year.

Thank you for considering our views.
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