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THE FINANCIAL STATE OF THE U.S. POSTAL
SERVICE

WEDNESDAY, MARCH 25, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL
SERVICE, AND THE DISTRICT OF COLUMBIA,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:17 a.m., in room
2154, Rayburn House Office Building, Hon. Stephen F. Lynch
(chairman of the subcommittee) presiding.

Present: Representatives Lynch, Chaffetz, Norton, Davis, Souder,
Cummings, Bilbray, Kucinich, Turner, Clay, Connolly, Towns, and
Maloney.

Staff present: Tania Shand, staff director; Marcus A. Williams,
clerk/press secretary; Margaret McDavid and Jill Henderson,
detailees; Tyler Pride, intern; Lawrence Brady, minority staff direc-
tor; Charles Phillips, chief counsel for policy; Dan Blankenburg, mi-
nority director of outreach and senior advisor; Adam Fromm, mi-
nority chief clerk and Member liaison; Howard Denis, minority sen-
ior counsel; Jonathan Skladany, minority counsel; and Alex Cooper,
minority professional staff member.

Mr. LYNCH. Good morning. The Subcommittee on Federal Work-
force, Postal Service, and the District of Columbia’s first hearing in
the 111th Congress will now come to order.

I want to welcome Ranking Member Chaffetz, and members of
the subcommittee, hearing witnesses and all those in attendance.
Today’s hearing will examine the financial stability of the U.S.
Postal Service. The Chair and the ranking member and the sub-
committee members will each have 5 minutes to make an opening
statement, and all Members will have 3 days to submit statements
for the record.

Hearing no objection, so ordered.

I also want to note that Mr. Turner, not a member of the sub-
committee, without objection and with unanimous consent, it will
be agreed that he will participate fully in the hearing, without ob-
jection.

Mr. Connolly, you had a point of order?

Mr. CoNNOLLY. Not a point of order, Mr. Chairman, I just want
to make sure that on the previous vote, although it was not a re-
corded vote, that my statement was entered into the record.

Mr. LYNCH. Yes, you had submitted your statement and I made
a motion to enter your submission into the record.

o))
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Mr. ConNOLLY. I am happy to support the previous motion.
Thank you, Mr. Chairman.

Mr. LyNcH. OK, thank you, Mr. Connolly.

Welcome, Ranking Member Chaffetz and members and staff of
the subcommittee and today’s witnesses, as we hold the first sub-
committee hearing of the 111th Congress. I would like to give a
special welcome to the Oversight Committee chairman, Mr. Towns,
who is with us this morning, and the ranking member, Mr. Issa,
for joining us this morning.

This hearing on the financial stability of the U.S. Postal Service
is not only timely but critical to the American expectation of afford-
able 6-day mail delivery. The subcommittee will now examine the
nationwide economic downturn and technological advancements
have produced declining volumes and revenues for the Postal Serv-
ice.

With the Postal Service facing unprecedented budget shortfalls,
the subcommittee will consider a number of options to restore fi-
nancial stability to the Postal Service. We will also examine ways
for the Postal Service to continue to operate without cutting serv-
ices.

On March 20, 2009, the Postal Service announced new efforts to
cut costs. Among these plans are, to close 6 of its 80 district offices;
eliminate 15 percent of administrative staff positions across all dis-
tricts; eliminate more than 1,400 mail processing supervisor and
management positions; and offer voluntary early retirement oppor-
tunities to nearly 150,000 employees. These recent announcements
and new reports of the Postal Service’s dire financial condition are
of concern to myself, the members of this committee and the Amer-
ican public.

I expect that today’s witnesses will offer effective short and long
term strategies to reduce costs and improve efficiency in order to
help ensure financial viability of the Postal Service. In addition, to
better understand compensation at the Postal Service, I will ques-
tion the Board of Governors on executives’ compensation packages.

Thank you and I look forward to a very informative hearing this
morning.

At this point, I will yield to our ranking member, Mr. Chaffetz
of Utah.

[The prepared statement of Hon. Stephen F. Lynch follows:]
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STATEMENT OF CHAIRMAN STEPHEN F. LYNCH

SUBCOMMITTEE ON FEDERAL WORKFORCE
AND POSTAL SERVICE, AND THE DISTRICT OF
COLUMBIA HEARING ON

“Restoring The Financial Stability Of The U.S. Postal Service: What Needs To Be
Done?”

Wednesday, March 25, 2008

Welcome Ranking Member Chaffetz, Members and staff of the Subcommittee,
and today’s witnesses as we hold the first Subcommittee hearing of the 11 1" Congress. I
would like to give a special welcome to Oversight Committee Chairman Towns and
Ranking Member Issa for joining us this morning.

This hearing on the financial stability of the United States Postal Service (the
Postal Service) is not only timely but critical to the American expectation of affordable 6-
day mail delivery. The Subcommittee will examine how the nationwide economic
downturn and technological advancements have produced declining volumes and
revenues for the Postal Service.

With the Postal Service facing unprecedented budget shortfalls, the Subcommittee
will consider a number of options to restore financial stability to the Postal Service, and
examine ways for the Postal Service to continue to operate without cutting services.

On March 20, 2009, the Postal Service announced new efforts to cut costs.
Among these plans are to close six of its 80 district offices; eliminate 15% of
administrative staff positions across all districts; eliminate more than 1,400 mail
processing supervisor and management positions; and offer voluntary early retirement
opportunities to nearly 150,000 employees. These recent announcements and new
reports of the Postal Service’s dire financial condition are of concern to me and the
American public,

1 expect that today’s witnesses will offer effective short and long term strategies
to reduce costé and improve efficiency in order to help ensure financial viability of the
Postal Service. In addition, to better understand compensation at the Postal Service, I will
question the Board of Governors on executives’ compensation packages.

Thank you and [ look forward to an informative hearing this momning.
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Mr. CHAFFETZ. Thank you, Mr. Chairman and thank you for
holding this hearing. It is critical in this time.

This is the first of our oversight hearings on the Postal Service
and our first hearing overall. We are hear today to review the life
blood issues involving the U.S. Postal Service. The U.S. Postal
Service touches everyone. There are hundreds of thousands of em-
ployees and the postal industry generates hundreds of billions of
dollars as the postal system and personnel process literally hun-
dreds of billions of letters and packages. We all need the postal sys-
tem to thrive. The task at hand is enormous.

In 2006, the Congress passed the Postal Accountability Enhance-
ment Act marked up in this committee as H.R. 22. There is now
another H.R. 22 before us which would change the way the Postal
Service pre-funds retiree health care. The requirement that U.S.
Postal Service pre-fund the employer’s portion of its future retirees’
health benefits while paying premiums for current retirees is seen
as an unnecessary cost burden.

One thing is for sure: the U.S. Postal Service is in serious finan-
cial trouble. On January 28, 2009, the Government Accountability
Office issued a significant study regarding the deteriorating postal
finances requiring aggressive actions to reduce costs. We must con-
tinue to do our utmost to ensure that the Postal Service is man-
aged responsibly, effectively and with the greatest integrity and
that we are constantly looking for savings and other ways to be
creative within the Postal Service to provide maximum service to
the American people as it is articulated within the U.S. Constitu-
tion and making sure that we are providing a service that will
allow our businesses, our friendships, the personal notes that will
go through the Postal Service, and that system continues to thrive.

With that in mind, we must also inquire into the Postmaster
General’s compensation package, possible consolidation policies
within the system itself and the relocation policy in force and other
issues that will come before us.

With that, I look forward to the testimony, Mr. Chairman, and
appreciate being able to participate today.

Mr. LyNcH. Thank you.

At this point, the Chair would like to recognize the full commit-
tee chairman, the gentleman from Brooklyn, Mr. Towns, for 5 min-
utes.

Chairman TowNs. Thank you very much, Chairman Lynch.

Before starting my opening statement, I would like to congratu-
late you on becoming chairman of this important subcommittee,
and thank you for your leadership and insight in holding today’s
hearing on the Postal Service.

I also would like to congratulate the gentleman from Utah, Mr.
Chaffetz, who as a freshman has already taken on an important
leadership role in the House by serving as ranking member of this
subcommittee. Congratulations.

Today’s hearing is fittingly entitled, “The Financial State of the
U.S. Postal Service.” What needs to be done? Charged with the
awesome task of providing prompt, reliable and efficient universal
mailing service to all communities, businesses and households
throughout the United States in territorial areas. The U.S. Postal
Service has certainly withstood the test of time. But the massive
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operational and financial challenges confronting the Postal Service
are unlike any we have ever seen before. Having ended the last fis-
cal year with a net loss of nearly $3 billion, and that is B as in
boy, the deteriorating economic condition of the U.S. Postal Service
can no longer be ignored or deferred.

With electronic communications taking more and more customers
out of the lobby of the post office, coupled with the enormous con-
traction of the U.S. economy, the Postal Service is struggling to re-
main a financially solvent and viable entity for both now as well
as in the future.

Yet the question remains how exactly will such stability be re-
gained and more importantly maintained in the new and evolving
21st century economy. As mail volume declines and costs from
labor, energy and expansion in the delivery network continues to
increase, the Postal Service, its union affiliates, the Congress and
the country must make some difficult decisions to get us through
difficult times.

So Mr. Chairman, it is my hope that today’s witnesses will allow
us to get at some of those answers and to help us determine what
may have already been done to curtail costs, what innovations are
currently in the works to reinvent and revive the Postal Service,
and last what we in Congress may need to do to restore the Postal
Service’s financial standings and to ensure the Postal Service’s ex-
traordinary reliability and service.

Again, I thank you, Mr. Chairman, for holding such a timely
hearing and I look forward to hearing from the witnesses. Thank
you and I yield back.

Mr. LyNcH. Thank you, Mr. Chairman. It is an honor to have you
here with us.

The Chair now recognizes the gentleman from Indiana, Mr.
Souder, for 5 minutes.

Mr. SOUDER. I pass, thank you, Mr. Chairman.

Mr. LYNCH. The gentleman passes.

The Chair recognizes the gentleman from Ohio, Mr. Turner, for
5 minutes.

Mr. TURNER. Thank you, Mr. Chairman.

I would like to thank Chairman Lynch and the Ranking Member
Chaffetz for allowing me to participate in today’s hearing on the fi-
nancial state of the U.S. Postal Service. I look forward to reviewing
the testimony from all of today’s witnesses. General Potter, I want
to thank you for participating in today’s hearing.

In the materials we have received in preparation for today’s
hearing, the Postal Service has increased their long-term debt from
zero dollars in fiscal year 2005 to over $7 billion in fiscal year 2008.
I, along with other members of this committee, am concerned about
these figures and want to work with the Postal Service to find cost
savings and measures that will help maintain the viability of the
Post Office in the future.

With that said, as some of you know, DHL, which operated their
North American operations within my congressional district, re-
cently ceased their domestic express shipping business, leaving es-
sentially UPS and Federal Express as private shippers in the U.S.
domestic shipping market. I am concerned that this market consoli-
dation will have an impact on costs in domestic shipping. I was
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hoping that during this hearing you could comment on how this de-
velopment in the private shipping markets could impact the Postal
Service’s ability to remain competitive.

Given that the U.S. Postal Service actually contracts with private
shippers for some of its delivery services, how might this consolida-
tion in the market affect these contracts and how might these costs
result in increases overall to the Postal Service?

Again, I look forward to working with you to find effective ways
to helping the Postal Service remain competitive and am interested
in your comments concerning the consolidations in the market.
Thank you.

Mr. LYNCH. The chairman neglected to note at the beginning of
the hearing that because we have five panels today in this commit-
tee, we will be here very late unless we adhere very strictly to the
5-minute rule. So Members will have 5 minutes to ask a question
and have it answered. And when the time runs out at the end of
the 5-minutes, when that light turns red, whoever is speaking may
have the opportunity to complete their thought, but we are going
to maintain a fairly strict 5-minute limit, otherwise we would be
here, again, very, very late.

At this point, the Chair recognizes the gentleman from Illinois,
Mr. Davis, for 5 minutes.

Mr. DAvis. Thank you very much, Mr. Chairman. I want to com-
mend you on your leadership and also thank you for this very time-
ly hearing.

Last week, the Postal Service announced that it was closing of-
fices and offering early retirement to nearly 150,000 employees, al-
most a quarter of its work force. The agency indicated this action
was necessary because of sharply lower mail volumes due to the re-
cession. Supported solely by mailing and shipping revenues, not
taxpayers, the Postal Service is experiencing a short-term financial
crisis. I believe that Congress can act to provide some immediate
breathing room at no cost to taxpayers by supporting the bill that
I have co-sponsored with Representative John McHugh of New
York. Our bill, H.R. 22, removes an outdated retiree health benefit
mandate designed for much happier times.

When we passed the PAEA, the Postal Accountability and En-
hancement Act, the climate was a bit different then than what it
is now. Times have changed. The national economy is in a reces-
sion and there is no place more reflective of that than the economic
reality of the Postal Service, which has seen a steep decline in mail
volume and revenue since December 2007. Despite declines in mail
volume and revenue, the Postal Service, nevertheless, is obligated
to cover the cost of operating an extensive network of facilities, de-
livery vehicles and personnel necessary to serve the Nation 6 days
a week. Even with continuing extraordinary steps to cut costs, the
enormous fixed cost of operating the national mail service threat-
ens to overwhelm the ability of the Postal Service to operate.

The aggressive approach to pre-funding future retiree health
benefits that appeared doable 2 short years ago is now untenable,
in my estimation. I hope that this hearing will give us an oppor-
tunity to thoroughly explore the problems and difficulties being
faced by what I considered to be one of our great national treas-
ures, that is the Postal Service.
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Actually, this time has been coming for quite some time. We
have been putting off, delaying, deferring, not dealing with it, hop-
ing that somehow or another the inevitable we would not have to
face up to. But I think the time has now come. There is unequivo-
cally no doubt in my mind that some serious reevaluation of our
Postal Service must take place. I believe that evaluation will begin
this morning. So I want to thank you for this hearing and certainly
welcome Mr. Potter.

Mr. LYNCH. Thank you.

The Chair recognizes the gentleman from Maryland, Mr.
Cummings, for 5 minutes for an opening statement.

Mr. CUMMINGS. Thank you very much, Mr. Chairman. I thank
you too, I join my colleagues in expressing our appreciation for this
hearing.

We hold this hearing today at a time when our national economy
is struggling and the U.S. Postal Service is not immune to that
trend. Postmaster General John Potter, who will testify before us
today, recently testified before the Senate Committee on Homeland
Security and Governmental Affairs that the Postal Service operated
at a $2.8 billion loss for fiscal year 2008. He said the loss can be
attributed largely to two factors: the unprecedented decline in mail
volume due to increased use of electronic communications and oth-
ers factors; and the economic recession that is affecting all sectors.

Mr. Potter further outlined his plan for action to achieve fiscal
solvency. In addition to raising postal rates, the Postal Service has
been able to identify over $2 billion in cost reductions ranging from
consolidation and modernization of plant operations and cuts in the
city delivery options. Many tough decisions have had to be made,
not the least of which is a cutback of 15 million work hours in the
first 2 months of this year, in addition to the 50 million work hours
saved in 2008 and the 36 million work hours saved in 2007.

The Postal Service’s 600,000 career employees have had to face
serious cutbacks to ensure the agency’s viability and we commend
them for their sacrifice. Still, this may not be enough. Mr. Potter
indicated in his testimony before the Senate panel that the Postal
Service may have to reduce delivery service to 5 days a week, rath-
er than the current 6-day schedule. The headline-grabbing reality
served as a wakeup call to the American public and to those of us
in Congress who represent them.

The U.S. Postal Service is currently the most dependable, expan-
sive mail delivery system in the world. Ours is the only system
that guarantees timely delivery to every address in the country 6
days a week without fail. That is why we must do all in our power
to ensure that it continues to thrive.

Some tough choices will have to be made, including both short-
term solutions like that proposed by H.R. 22, which would allow
the Postal Service to use its reserve to pay employee health bene-
fits to more long-term decisions such as cutting back work hours
and service delivery. I expect that the leadership of the Postal
Service will have to make some sacrifices as well, including Mr.
Potter himself.

I want to thank you, Mr. Chairman, and I yield back.

Mr. LyNcH. Thank you.



8

The Chair now recognizes the gentlelady from the District of Co-
lumbia, Ms. Norton, for 5 minutes.

Ms. NorTON. I thank you, Mr. Chairman.

This is perhaps the real moment of truth for the Postal Service
and for the Congress of the United States. We have sat with you,
Mr. Chairman, before you became Chair, in hearing after hearing
where we noted the decline of the Postal Service through, frankly,
no fault of its own. Even if it were the most efficient corporation
in the United States, it could not have been the same Postal Serv-
ice it was when all of us were children, given competition from pri-
vate carriers, and particularly, and perhaps most importantly, com-
petition from other forms of communication.

The decline in the so-called volume of postal volume now during
what we are politely calling a recession which has taken out jobs
in 50 States, has to be seen on top of what the Postal Service was
already experiencing. The Postal Service had been driven into
many economic efficiency moves by the factors I have named.
Today, I will be interested in what further can be done in effi-
ciency. It is very hard to believe that the Postal Service, given what
it was already up against, hadn’t exhausted efficiencies.

I do note that the Postal Service is like other large American cor-
porations, having to deal with health care. And I also note that
health care was a major element in the take-down of the American
industry that literally created the American middle class, the auto-
mobile industry. I think that somehow everybody has to look at
that when it comes to this particular corporation. There is no ques-
tion in my mind it could take it down. The question becomes what
do we do to keep that from happening. There may be some tem-
porary things we can do. We have to watch out for what we do.
Something has to give.

I don’t blame the Postmaster for talking about 5 days a week
service. I know he doesn’t want to do more layoffs. But if some-
thing has to give, we have to find out what it is if we want to re-
main a country that has a national postal service.

I thank you, Mr. Chairman.

Mr. LYNCH. I thank the gentlelady. The Chair now recognizes the
gentleman from Virginia, Mr. Connolly, for 5 minutes for an open-
ing statement.

Mr. ConNoOLLY. Thank you, Mr. Chairman. I am delighted to be
here today, and welcome, Mr. Potter.

I just want to note that obviously the Postal Service is struggling
in this economy like everybody else and is struggling to try to make
itself a more solvent organization. I am pleased to be a co-sponsor
of H.R. 22, which if enacted we believe would save as much as $2
billion in retirement payments this year for the Postal Service.

I do want to stress, however, Mr. Chairman, that just as we have
seen concern about issues like bonuses in non-performing compa-
nies or companies that can’t meet their financial goals, I think the
Postal Service has to look to itself in that regard as well. I would
hope this hearing will examine that.

I also, as somebody who until 9 weeks ago was the head of a very
large local government, I think about my own jurisdiction. The
Merrifield Post Office, which serves all of northern Virginia, or
most of northern Virginia, hours got changed with almost no com-
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munication to local governments. So I would hope that as we ex-
plore in this hearing the operations of the Postal Service we can
also talk about improving communication with our local officials, so
that if there are changes contemplated, there is an advance notifi-
cation and the opportunity for some kind of dialog before those
changes are effectuated and having to be absorbed and explained
by local officials who had nothing to do with those changes.

So I look forward to this hearing, Mr. Chairman. I may be in and
out because we are marking up the budget today in the Budget
Committee. But I want to thank you, Mr. Chairman, for hosting
this hearing.

Mr. LyncH. Thank you. The Chair now recognizes the gentlelady
from New York, Mrs. Maloney, for 5 minutes for an opening state-
ment.

Mrs. MALONEY. Thank you. I just want to welcome the Post-
master General and express my support for the Postal Service and
H.R. 22. Likewise I am in a markup in another committee, but I
wanted to note their bravery through the anthrax attacks and their
efforts to get the job done in rural areas and all across our country,
and my support for working with you in this hearing and for more
solutions to make the Postal Service more efficient and to be sup-
portive of the workers and their important contribution to our
country.

Thank you.

Mr. LYNCH. Thank you.

The committee will now hear testimony from today’s witnesses.
It is the committee policy that all witnesses are sworn in. I invite
Mr. Potter to please rise and raise your right hand.

[Witness sworn. |

Mr. LYNCH. Let the record show that the witness has responded
in the affirmative.

Welcome, Mr. Potter. Mr. John E. Potter, Postmaster General
and CEO of the U.S. Postal Service was named 72nd Postmaster
General of the United States of America on June 1, 2001. He cur-
rently sits on the Postal Service Board of Governors and is vice
chairman of the International Post Corp., an association of 23 na-
tional posts in Europe, North America and the Asian Pacific.

Welcome, Mr. Potter.

STATEMENT OF JOHN E. POTTER, POSTMASTER GENERAL
AND CEO, U.S. POSTAL SERVICE

Mr. POTTER. Thank you, Mr. Chairman, and good morning, Con-
gressman Chaffetz and members of the committee.

It is an honor to be here representing the hard-working men and
women of the U.S. Postal Service to discuss the financial challenges
facing our great institution. We are working hard to serve America
and we are proud of our accomplishments.

For example, in 2008, service and customer satisfaction reached
record levels. Employee satisfaction hit an all-time high, as work-
place accidents were at an all-time low. For the 5th straight year,
the Postal Service was rated the most trusted Federal agency and
1 of the 10 most trusted organizations in America. We reduced our
costs by over $2 billion.
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Let me assure you that we are concerned about the future and
we are investing in the future. We are modernizing our Web site,
adding new automated equipment, introducing next generation bar
codes to improve efficiency. And we are using the pricing flexibility
from the Postal Act of 2006 to grow mail volume.

But despite these positive efforts, a diversion of mail to electronic
communications and a severe contraction of the economy have left
the Postal Service in a very precarious position. Over the years,
first class mail volume has declined due to the diversion to the
Internet. This has been somewhat offset by the growth in advertis-
ing and other mail. However, ad mail produces less revenue per
piece than first class mail. This, combined with a growing number
of delivery addresses, has caused our entire organization to focus
on productivity to close the revenue gap. We have taken billions in
dollars of costs out of our base and we have done that for the past
8 years.

None of us, though, anticipated the dramatic downturn in the
economy. By the end of this fiscal year, mail volume is projected
to fall by more than 30 billion pieces from 2007 levels, the equiva-
lent of $12 billion of lost revenue. Our people have responded hero-
ically. We are working together with our unions and management
associations. We plan to reduce costs by $5.9 billion this year alone.

To make this happen, we have instituted a nationwide hiring
freeze. We are consolidating operations, using fewer machines on
fewer work shifts and fewer facilities with fewer mail carriers. We
are eliminating thousands of administrative and supervisor posi-
tilons and we are offering voluntary early retirement to 150,000 em-
ployees.

Despite these unprecedented efforts and based on current volume
projections, we will come up approximately $6 billion short of
breaking even this year. Even with a cash carryover of $1.4 billion,
and an ability to borrow $3 billion from the Treasury, we will still
run out of cash with approximately $1.6 billion in obligations that
we cannot meet this year.

I know that the House cares very much about the Postal Service.
That is why I am urgently requesting that you enact H.R. 22, intro-
duced by Representatives John McHugh and Danny Davis of this
subcommittee, and co-sponsored by over 200 Members of Congress.

H.R. 22 would permit the Postal Service to pay its share of
health benefit costs for current retirees from our retiree health
benefit trust fund, which today has a balance of $32 billion. The
Postal Service contributes more than $5 billion to that fund each
year. H.R. 22 addresses our critical cash-flow.

But we also need to be prudent and look ahead. Mail has helped
build this great Nation, but even with the decline in mail volume,
we remain a conduit for a trillion dollars in commerce. And a
strong Postal Service, we cannot put our Postal Service at risk. But
our law limits our ability to act and adjust to changes in mail use
when it comes to pricing, delivery frequency, the number of post of-
fices and the types of products we can offer. These restrictions will
put our post at risk if we don’t step up and change them.

The time for change is now. That is why I am engaging all our
stakeholders, consumers, mailers, industry and employee groups,
the Congress, the PRC and others, in a dialog about how we can
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keep the Postal Service strong. It will require structural changes
to match our service levels with the changing demand. The demand
for mail delivery reached a peak of 5.9 pieces of mail delivered to
each address in 2000. Today we are delivering 4.7 pieces of mail.

Given this trend, I believe the Postal Service Board of Governors
needs the flexibility to change delivery frequency from 6 to 5 days.
This would help us reconfigure our operation in line with today’s
demand, keeping rates affordable. We cannot lose sight of the fact
that our customers pay the costs of our services. We are not funded
by congressional appropriations. We have to find the right balance
between service and affordability and we have to do all we can to
avoid having the burden of long-term retiree costs fall on tax-
payers.

By taking the necessary actions today, I believe we can accom-
plish both. There is a path to success. I remain bullish on the mail.
I am convinced that mail volume will grow as the economy grows.
The mail is important to America. I am convinced it is a key to
helping the economy grow. A viable Postal Service requires change.
We are pushing the boundaries of change within the Postal Service
and with your support, we can modify the law to assure a strong
and bright future.

Thank you, Mr. Chairman. That concludes my remarks.

[The prepared statement of Mr. Potter follows:]
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Good morning, Mr. Chairman and members of the Subcommittee. | appreciate the opportunity to
speak with you. The Postal Service, which has served America for 234 years, is experiencing a
very serious financial crisis because of the downturn in the economy. Today, | will be telling you
more about our financial situation. | will explain how the Postal Service is working to address it.
And | will be asking for your help through legislative change in two areas.

The first would involve a change in how the Postal Service funds retiree health benefits. This would
provide immediate and significant relief for our financial needs, with that relief extending well into
the future. The second change | am requesting would provide the Postal Service with flexibility in
the frequency of mail delivery. This would address structural limitations that fimit our ability to
reduce costs.

We need your help because our actions, by themselves, will be insufficient to offset a declining
financial situation. Mail volume is running 12 percent below 2008 levels. The gap between
revenue and costs has become a chasm, widening each day. We are facing losses of historic
proportions. Our situation is critical. The Postal Service is doing everything possible to manage
costs, pursue growth opportunities, and provide the best service possible for our customers. The
sheer magnitude and velocity of the forces undermining our finances, however, are overwhelming.

The Postal Service's precarious situation is a reflection of the overall weakness in the general
economy and is not indicative of any lessening in the actual or perceived value of the mail. A
quick look at our results in the years just before the economic downturn illustrates this. Mail
volume reached a historic high of 213 billion pieces in 2006.

As the nation’s economy stabilizes, our business will stabilize along with it. But stability, by itself,
cannot be our goal. A stability based on today’s conditions simply means that we have halted the
slide. Success demands more than that. It requires that we create an environment that allows us
to move forward from a position of financial security when economic conditions do improve,
prepared to grow, prepared to make up lost ground, prepared to pay down our debt, and
prepared to meet the renewed needs of our customers. | am confident that we can do that.

Assuming that we achieve our planned $5.9 billion in savings, the Postal Service is still projecting
a loss of $6 billion in 2010. This follows last year's loss of $2.8 billion, and, in 2007, a loss of $5.1
billion. Mail volume is expected to plunge to only 180 billion pieces by the time we close our
books on 2009 at the end of September. Declines are possible beyond that point. Looking
ahead, and considering projections for the overall economy, we do not expect any near-term
improvement. We anticipate continued volume decline and a loss of more than $6 billion for next
year, based on the latest forecasts from Global insight.
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The Postal Service is taking strong and focused actions to remove $5.9 billion from our cost base
in 2009. -Our plans call for reducing an additional $3.8 billion in 2010. These actions follow
reductions of rore than $2 billion from our base costs in 2008, and over $1 billion each year
beginning in 2002.

Despite the scale of these reductions, they are simply not sufficient to close the expanding gap
between a declining revenue base and the costs of financing a network that was designed to
deliver mail to America’s 150 million families and businesses six days each week. Even in an
extremely soft housing market, our delivery network must continue to expand to reach more than
a million new addresses each year, adding to our fixed costs as revenue continues to decline.

By taking the right actions now, we can make it possible for the Postal Service to effectively
manage through today’s dire economic environment and emerge on a firm financial footing. As |
mentioned, the Postal Service’s efforts -- despite their unprecedented scale -- will be insufficient,
by themselves, for us to simply break even. They must be accompanied by changes in the laws
that govern our operations.

Those decisions must be informed by an understanding of the three key factors -- structural and
external -- that are shaping our business results today.

First: the terms of our funding requirement for retiree health benefits, established by the Postat
Accountability and Enhancement Act of 2006, has placed an unbearable strain on our finances.
We simply cannot afford the current method of funding these benefits -- without a change, we will
exhaust our cash resources.

Second: our revenue base has changed, and will continue to change, as demand for our
products changes. This is reflected in plunging mail volumes due to the recessionary economy,
and an ongoing shift in the ratio between lower- and higher-revenue-yield products.

Third: current law does not permit us to adapt our service offerings to a changing business
environment. The Postal Service, which does not receive taxpayer subsidies, is required to
operate like a business, but the law constrains us from taking the businesslike actions necessary
to fully and properly align our institutional cost base with reduced and evolving customer demand.
Having the flexibility to change delivery frequency will overcome one of our structural barriers.

Based on the law, the Postal Service will pay aimost $70 billion from now through 2016 for retiree
health benefits. For 2009, this consists of a payment of $5.4 billion to cover our share of the cost
of benefits that current employees will receive after they retire, as well as a $2 billion payment for
the employer’s share of benefit premiums for current retirees.

That combined total of $7.4 billion represents more than 10 percent of our operating revenue —
10 percent of the price our customers pay for every package, letter, catalog, newspaper, or
magazine they send through the mail. This is a prohibitive cost at a time when our revenue is
expected to decline by aimost eight percent. And it is a cost that will continue to increase ~ by
almost $400 million each year -- ballooning to payments of $10 billion in 2016.

In fiscal year 2007, the first year of this payment obligation, mail volume was at more than 212
billion pieces and operating revenue at its highest point ever, $75 billion. We would have posted
a profit of $1.6 billion before factoring in the financial impact of the Act, which ultimately
contributed to that year’'s actual loss of $5.1 billion. Similarly, in 2008 -- operating in a more
difficult business environment, with mail volume down 4.5 percent, our profit would have
exceeded $2 billion without this payment obligation, rather than our actual loss of $2.8 billion.

Qur long-term obligation for health benefits for current and future retirees began in 1971 and will
extend at least fifty years into the future. Such short-term funding for such a long-term obligation
is a departure from normal practices in both the private sector and in the federal government,
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The Postal Service is the only public or private entity required to prepay heaith benefit premiums
at these extremely high levels.

The current method of payment is not based on any actuarial requirements; rather, it was created
by a provision that helped to eliminate concerns regarding the budget neutrality of the Postal
Accountability and Enhancement Act of 2006. Previously, the Postal Service paid for these
benefits on a pay-as-you-go basis, just as they are paid by our retirees themselves -- after
retirement. As an employee retired, we would begin paying the employer’s share of the benefit
premium.

The 2006 Act created a Postal Service Retiree Health Benefit Fund, which now contains a
balance of $32 billion, to prefund the employer share of premium payments for current and future
retirees. The Fund’s balance will increase this year, through our payment of $5.4 billion for future
retiree costs, just as it will increase through our payments in subsequent years.

On January 6, 2009, Representatives John M. McHugh and Danny K. Davis, members of this
Subcommittee, both of whom have a wealth of knowledge and experience in postal issues,
introduced H.R. 22, a bill that would significantly ameliorate the tremendous financial pressures
now being created by this provision.

H.R. 22 would expand the purpose of the Fund by changing the method by which we pay heaith
benefit premiums for current retirees. Rather than requiring a payment of $2 billion this year, with
growing payments over the next seven years -- separate and apart from our payment to the Fund
-- the bill proposes that this obligation be paid from the Retiree Health Benefit Fund itself. The bill
still requires that we continue our contributions to the Fund at the levels currently required by law.
The fund will continue to grow to reach $71 billion through 2016.

We are grateful for the leadership of Representatives McHugh and Davis on this issue. We also
appreciate the co-sponsorship of other members of this Subcommittee and over 200 members of
the House of Representatives. This approach would allow us to narrow the gap between our
revenue and costs by $2 billion this year, relief that is desperately needed. We fully endorse H.R.
22 as a reasonable and pragmatic response to a cost burden that, when combined with the other
structural and situational challenges we are facing, inadvertently contributes to conditions that
threaten to undermine the financial viability of the nation’s postal system.

At the same time, by simply reallocating payments that we have already made, we can address a
critical cash-flow issue without jeopardizing the benefits our employees have earned through a
lifetime of service. Through the approach of H.R. 22, we can do that without any additional costs
to our employees or to the American people. | ask each of you for your support of this important
legisiative initiative.

The second key driver of our trying financial situation is the changing demand for our products.
Some of the change is short term and some is longer term. The most visible short-term change is
the steep and rapid decline in mail volume as a result of the economic downturn. Businesses and
consumers are spending less and mailing less. industries that have been particularly hard hit by
the recession, such as the financial, credit, and retail sectors - inciuding online and cataiog sales
-- have been, historically, among the largest generators of mail volume.

Our results so far this year dramatically illustrate the punishing business environment in which we
are operating. By the time we end this fiscal year, mail volume will have fallen 32 billion pieces
below 2007's figures. With average revenue of 38 cents per piece, that represents more than
$12 billion in revenue decline.
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in the first quarter of this fiscal year -- traditionally our strongest, due to the holiday mail surge --
volume was down 5.2 billion pieces from the same period last year. This was one of the few
times in our history that we experienced a decline in holiday volumes. Quarter-one financial
results show that revenue was down approximately $1.3 billion — 6.3 percent — from the same
period last year. This drove a quarterly loss of $384 miltion.

In the first two months of Quarter 2, we experienced a net loss of $1.4 billion as a result of a
volume decline of almost 17 percent compared to the same period last year. As we enter the
third quarter of our fiscal year, consistent with the economy, we will have experienced nine
consecutive quarters of accelerating volume declines.

Over the last decade, we have also been faced with more subtle, longer-term demand changes,
no less significant than those being driven by the dynamics of today’s economy. A revolution in
communications has structurally changed the way America uses the mail. Despite many of the

predictions on this subject, which held that electronic communications would almost completely
supplant the use of the mail, the trend through most of this decade was strong and growing mail
volume. This growth, which was significantly reversed only by a faltering economy, masked the
gradually building financial pressure resulting from lower mailer demand for our most profitable

products and higher mailer demand for our less profitable products.

Since 1998, there has been a steady erosion of First-Class Mail -- one of our highest-margin
products -- as billings, payments, statements, and personal and business correspondence shift
from the mail to electronic communications.

Over most of the same period, there was strong growth in our Standard Mail product -- one of the
most effective advertising and sales channels in America. in 2005, Standard Mail volume grew to
exceed that of First-Class Mail. Yet, while it continues to exceed First-Class volume, lower-cost
Standard Mail produces only about half the revenue, overall, as First-Class Mail, and it is
extremely sensitive to fluctuations in the economy. Standard Mail volume would have to double
o generate the same revenue as First-Class Mail. The growth it has experienced, however
strong, has been affected by the chill pervading virtually all corners of the marketplace.

The economic premise of our system, envisioned by the Postal Reorganization Act of 1970, was
that ever-growing mail volume would produce the revenue necessary to support a mail
processing and delivery network that must continually expand to serve a growing nation.

Even in an extremely soft housing market, our delivery network grew to reach more than a million
new addresses last year alone. For more than three decades, that business model was at the
core of the development of a self-supporting postal system, one that satisfied the statutory
mandate that it break even over time, and one that has not received an taxpayer subsidy since
1982.

With a fundamental and continuing change in the mix of mail products used by our customers, it
was clear that, in the long term, revenue growth would be unable to keep pace with fixed system
costs and the new costs of necessary system expansion. Change was necessary. Congress,
working closely with the entire range of postal stakehoiders, enacted legislation in late 2006 that
was intended to provide the Postal Service with product and pricing tools that would provide the
flexibility needed to operate successfully in @ more dynamic, competitive communications market.

By December 2007, barely one year into our efforts to implement the complex provisions of the
Postal Accountability and Enhancement Act, this longer-term structural issue was eclipsed by the
more immediate issue of volume losses of a magnitude we have not experienced in the 75 years
since the Great Depression.
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This leads to the third factor that has drastically undermined our financia! well being: the very real
limitations -- driven by law, tradition, expectation, and experience - that prevent us from adjusting
our service offerings to reflect today's significantly changed use of our products. We can no
longer afford business as usual. That is why we are requesting a change in the law to provide us
the flexibility to adjust our delivery frequency.

In asking for your support for this issue | recognize the very real need to engage our stakeholders
- consumers, mailers, and employees -- in the process of change. It is their Postal Service.
They must understand why we are seeking this leve! of flexibility. They must understand not only
how it may affect them, individually, but how it will help us to build a stronger and more secure
mail system for all mail users, collectively. [t is just as important that we listen closely to them, so
we can continue to provide the best service possible.

This is a critical conversation and | have already begun to meet and talk with our stakeholders. |
will continue and expand this effort. Today's hearing, in examining the precarious financial
situation of the Postal Service -- and how we can address that situation -- is an important part of
that communication effort.

The effects of the mail-volume loss on our network costs have been dramatic. In fiscal year
2000, our carriers delivered an average of 5.9 pieces of mail per day to every address they
served, about 36 pieces per week. This year, that has fallen to 4.7 pieces, about 30 pieces per
week -- a decline of about 17 percent. Over the same period, our delivery base has expanded by
more than 11 million addresses. We are delivering less mail to more addresses, resulting in less
revenue per address served.

Adjusting the number of delivery days from six to five would have the net effect of returning to an
average daily volume of six pieces per delivery. With the same volume spread over a five-day
service week, our fixed network costs could be reduced by almost 17 percent.

This level of potential savings is not possible within today's constraints. Through January, we
have made tremendous progress in aligning our resources with a reduced workioad. With mail
volume down 11 percent, we reduced mail processing workhours by 13 percent. We have
reduced retail workhours by 11 percent -- and we have done that without the need for across-the-
board reductions in retail service hours.

We have not been nearly as successful in the delivery area, where workhours have been reduced
by only 5 percent. That is because delivery workhours, unlike those of other operations, are
predominantly fixed. Carrier travel time - from the Post Office to the route, between addresses
on the route, and back to the Post Office -- does not change in relation to mail volume. In fact,
with most mail placed into delivery sequence before the carrier leaves the Post Office, the time
spent making a particular delivery may vary little based on the number of pieces delivered to an
individual address.

Delivery is one of our most labor-intensive activities. Unlike mail processing, it does not lend
itself to technological substitution. Nor does it lend itself to staffing adjustments based on mail
flow peaks and valleys or to fluctuating levels of customer demand during the course of a single
day, a single week, seasonally, or over longer periods of time. Delivery remains our largest,
single cost center. And with revenue per delivery continuing to decline -- due to fewer pieces per
address and a change in the mail mix to lower-cost products -- our overall delivery costs grow
proportionately larger. n effect, we are financing a level of service that exceeds a declining
demand.
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Recent independent polling suggests that our customers are generally amenable to a five-day
delivery week. A USA Today/Gallup survey found that 57 percent of respondents see this as a
preferred solution to the Postal Service's financial difficulties. Similarly, a Rasmussen Reports
survey found that 69 percent of Americans indicated that they would prefer five-day-a-week
service to other alternatives. The Postal Service is the only carrier that offers reguiar Saturday
service -- and at regular prices.

Reducing delivery by one day per week could reduce costs by $3.5 billion annually. This offers a
significantly higher cost benefit than any other single option for operational cost reductions. if we
reject this approach, we rule out our largest cost-management opportunity at this time when we
are facing such staggering financial pressures.

The demographics of our employee base also underline the importance of pursuing this option.
Today, 162,000 of our employees are eligible to retire under regular rules. Within the next four
years, that number will grow to 291,000. After that time, the number of employees becoming
retirement-eligible will fall dramatically. There is no better time to reconfigure our service
offerings and avoid a situation in which new workforce growth — and its associated costs -
exceed current and anticipated future system needs.

Although the financial situation of the Postal Service is grave, it would have been even more
untenabile if it were not for the aggressive actions we have taken to protect the organization's
viability. We recognize that, despite the sources of our financial distress, the Postal Service itself
has the primary obligation to bring costs in line with revenue to the extent possible. We have
been doing that and we will continue to do that. Those actions began long before we began to
see the effects of today’s economic distress.

For more than 200 years, the Postal Service had been a tradition-guided, rule- bound, risk-averse
organization. With a monopoly based both on law and the practical fact that there was no real
aiternative to hard-copy postal mail delivery, there was no compelling need for the organization to
change its approach.

That world ended as we neared the 21st century. By 1999, understanding that the old way of
doing business would, ultimately, be unsustainable in a new, wired world, the Postal Service

embarked on a journey of transformational change. The velocity of that change has increased
every year as we pushed the limits of the possible within the constraints of law and regulation.

Over time, the effects of the structural shift in communications became increasingly apparent,
requiring an acceleration of our cost-management activities. By 2002, we had embarked on a
program that ultimately reduced our base costs by more than $1 billion annually. That included
reducing our career workforce by some 140,000 positions — through attrition.

We set our sights on achieving previously unimagined efficiency in our operations. This resuited
in eight consecutive years of strong productivity gains, resulting in billions of dollars of cost
avoidance, and surpassing total productivity growth over the previous thirty years. These gains
were disrupted only by the current, worldwide economic recession -- which slammed the brakes
on our progress in building an even-more-financially sound postal system.

Our experience over many years has shown that mailing activity is a leading indicator of changes
in broader economic cycles. Gauging the level of the economy’s deterioration as we moved into
2008, we anticipated an extended weakness in our sales. With that in mind, we acted quickly to
adjust our financial plans, doubling already aggressive cost reduction goals to $2 billion — a goal
we not only met, but exceeded. This included a reduction of 50 million workhours, substantially
mitigating our loss.
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We have intensified our efforts this year. Throughout the organization, we are implementing
plans that will eliminate another $5.9 billion in costs. We will build on that base, increasing it by
$3.8 billion next year.

These initiatives include the reduction of an additional 100 million workhours in 2009 by pursuing
even greater efficiencies in every corner of our organization. Our people - in Post Offices,
sorting plants, administrative offices, vehicle maintenance facilities, and on delivery routes --
understand what is at risk and they are doing an outstanding job of contributing to the goal of
protecting the future of the mail system for the people they serve.

We have halted the construction of new postal facilities. The limited funds that are now available
will be directed only to those sites with the most critical needs. This includes buildings badly
damaged or destroyed by natural disasters, locations where we have lost our lease, or sites with
safety deficiencies that cannot be abated by repair or alteration.

Working with the Nationat Association of Letter Carriers, we recently concluded a historic
agreement that helps us to improve the efficiency of our operations in the face of declining mail
volume. The interim agreement establishes a new process for evaluating and adjusting delivery
routes, resulting in a quickly implemented one-time adjustment to reflect workload loss, helping to
achieve operational savings sooner than ordinarily possible. Ultimately, it will involve the
evaluation of 90,000 city delivery routes. This agreement complements the savings that we will
experience through adjustments to rural delivery routes through a separate process. These
adjustments, however helpful and welcome, will still be insufficient to address the level of change
necessary to our operational infrastructure.

Contracts with the two unions that alone represent aimost 75 percent of our 652,000 career
employees ~ the American Postal Workers Union and the National Association of Letter Carriers
— do not expire until late 2010 and late 2011. We cannot wait until then to address what are
pressing needs for change in the way we operate today. | know that our unions share our goal of
a financially sound Postal Service and | have proposed to their leadership that we begin talks to
create needed levels of workforce flexibility now, when they are so desperately needed.

We are also addressing administrative and management costs. We have reduced the authorized
staffing complement at national headquarters by 15 percent. We are taking similar actions in the

field, reducing authorized complement at our nine Area offices by 19 percent and by 15 percent at
our District offices.

We are eliminating 6 of our 80 District offices, with their duties to be absorbed by surrounding
Districts. We are eliminating more than 1,400 supervisory and management positions at nearly
400 facilities throughout the country. Affected employees will be reassighed to other vacant
positions or they may take advantage of voluntary early retirement authority. We have also
frozen executive pay at January 2008 levels.

Improved fleet management and better transportation and delivery routing will result in reduced
fuel usage. With more than 200,000 vehicles, we will also benefit by the reduction in fuel prices
from their record-high levels in 2008. We are reducing the number of vehicles that are used
primarily for administrative purposes. We are also expanding energy efficiency to reduce energy
use throughout our facilities. The drop-back in fuel costs has also had a positive effect on other
prices that contribute to the consumer price index. This will result in far more moderate cost-of-
living allowances for our union-represented employees.
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The Postal Service, with a physical presence in communities from coast to coast, including
37,000 facilities, spends almost $15 billion on supplies and services each year, from air
transportation to building rental, from motor vehicies to computer systems, from processing
equipment to Priority Mail envelopes in our lobbies. We are working to renegotiate contracts with
our suppliers to reflect our reduced needs and to obtain even better value for each dollar we
spend. Across the organization we are also constraining spending in every area possible.

We are moving ahead with needed efforts to consolidate some duplicative mail-processing
operations while maintaining service. The bulk of these operations occur at 400 large mait
processing plants. These are separate and distinct from our network of focal, retail Post Offices.

The first step in this effort involves the review of processing needs and capacities to determine
which processing operations from multiple locations can be combined at a single, central facility.
This helps to maximize operational efficiency and capitalize on the economies of scale offered by
automated mail processing equipment. in most cases, consolidation involves only the relocation
of some elements of the work performed at a particular sorting facility, with other operations
unaffected.

Over the last several years, changing transportation and operational requirements have made it
possible to withdraw operations from 60 of our 79 specialized Airport Mail Centers. Another 10
will be phased out this year. Closing these facilities avoids the high costs of leasing buildings on
airport grounds.

The need for these facilities was reduced as new air transportation contracts placed more mail on
the flights of dedicated shippers rather than commercial, passenger carriers and more mail was
placed on less-expensive ground transportation. Throughout this initiative, whether moved on the
ground or in the air, mail continues fo achieve record service performance.

In seeking even greater operational efficiency through facility consolidations, we share
information with our customers, our unions, our suppliers, and the communities potentially
affected. We consider the effect on our employees and work through the contractual provisions
that govern these activities. It is important that our decisions consider the interests of our
stakeholders and represent a realistic response to the extreme financial pressures affecting us.

The primary interest of our stakeholders is a viable Postal Service capable of serving them not only
today, but long into the future. Our consolidation activities contribute to this goal. Congress, in
enacting the Postal Accountability and Enhancement Act, was clear in its expectations that the
Postal Service operate in a more businesslike way than ever before. The Act underlines those
expectations through provisions that address and encourage the creation of a more efficient
network.

There is consistent, overall stakeholder agreement on the general issue of improved postal
efficiency. However, that often weakens considerably when a specific change is proposed for a
specific location. As we move forward, | ask for your understanding and your support of
necessary actions that promote efficiency. Help us to build a stronger Postal Service able to
serve our customers today and long into the future. We must have the latitude to manage
effectively to achieve these expectations.
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There are two ways of looking at our bottom line. One is to consider what has been lost and act
fo stem that loss. The other is to recognize the possibilities that have been created by that loss
and work to achieve it. We see a silver lining where others see only clouds. That is why our
plans go far beyond simply managing costs. Revenue growth that is based on business growth -
not simply price increases — is a key element necessary for our long-term viability. This was one
of the key purposes of the Postal Accountability and Enhancement Act. Its innovative provisions
have altered, for the better, the way we develop, price, and market our products and services.

The recession may have interrupted our growth projections, as it has for so many other
businesses, but the value of the mail is as strong -- and in some ways stronger - than it has ever
been. As we adjust our systems to take advantage of the opportunities created by the new law,
we are increasing its value even more. Our customers may have pulled back in their spending for
mail -- as they have in almost all areas -- but that is driven by reduced spending by their
customers. When conditions do improve and they are ready to increase their investment in the
mail, we will be ready to show them how we’ve changed, and how that change can work for them.

Consider this. While mail volumes have fallen -- across the board -- that has overshadowed
another, more-encouraging development. We are seeing market-share growth in some product
categories in both our mailing and shipping services.

Advertising mail, in particular, has been a strong performer in this regard for the last two years,
steadily increasing market share as overall spending in advertising -- no matter what the medium
- has fallen by 20 percent. Advertisers are looking for a sure thing when their reduced budgets
are expected to produce more.

Ad mail is targetable and measurable, like nothing else. That makes it effective and that gives it
an edge. The same edge will position direct mail and other marketing mail for renewed growth.
That will give the Postal Service an edge as the advertising sector begins to recover.

We have seen a similar, encouraging sign in our shipping services, where the Postal Service’s
products offer world-class levels of reach, performance, and reliability -- at some of the best
prices in the business. While all package delivery companies have seen their business
projections offset by a weaker demand for their services, preliminary data indicates that market
share for our Priority Mail Service increased as we began our second quarter. Overall volume for
this product is still down, but our strategy of value pricing — pricing to sell -- is the right one.

And even though our First-Class Mail product will continue to experience erosion to other
channels, there is real opportunity for growth above today’s diminished volumes. As economic
activity begins to return to more normal levels, we will also see First-Class Mail return to levels far
higher than today’s.

The Postal Service will not only benefit from the economic recovery, we will participate in the
recovery. | am not suggesting that conditions will change overnight. We have a iong, hard road
ahead of us. But | am confident that when the economy does begin its recovery, the mail will be
extremely well positioned to help our customers make the most of it. We have operated through
the peaks and valleys of every business cycle since the earliest days of our nation. We
understand perseverance, and we will be there for our customers.

That is why we are continuing to develop and implement focused and creative plans to build our
business. They are based on the advantages offered by having a broad and well-differentiated
product line and an entirely new approach to product development, pricing, and marketing.

QOur approach includes discount prices for commercial users of Express Mail and Priority Mail,
and a new pricing feature for larger users of these premium products. We streamlined our
international products, aligning them more closely with our domestic products. Ease-of-use and
value have been our watchwords in these efforts.
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We created a new Mailing and Shipping Services group to develop and roli out new product and
new pricing initiatives quickly and effectively. That's never been as important as it is now as
competition for market share heats up in response to reduced customer spending.

When DHL reduced United States operations, we began a strong outreach effort to make the
Postal Service the shipper of choice for former DHL customers. A dedicated sales force is
promoting our expedited shipping services, which offer exceptional customer value.

A new pilot program with UPS offers consumers a convenient, new option to return UPS-shipped
merchandise. With the new UPS service, a postal carrier picks up a customer’s return package
and brings it to the Post Office, where it's collected by a UPS driver. This builds on our popular-
priced Parcel Return Service, which relies on the Postal Service’s unparalleled “first-mile”
network.

Simitar arrangements with UPS and other shippers benefit from the Postal Service’s "last mile”
advantage, relying on the reach, the performance, and the price of our Parcel Select product for
the last leg of many residential deliveries.

We are improving our website, usps.com, making it easier for online customers to access our
service -- quickly, easily, and conveniently. A clean new look, easy-to-navigate features, and
expanded functionality will make usps.com a more valuable growth channel than ever.

In January, we adopted a new price-adjustment schedule for shipping services —-which includes
domestic and international Express Mail and Priority Mail. This aligns our price adjustments for
these products with the standard industry practice of annual, January price changes. All shippers
can benefit by having every carrier’s price information available at the same time each year.

In May, we will implement regular, annual price changes for our mailing services -- First-Class
Mail, Standard Mail, Periodicals, Package Services, Special Services, and single-piece
International Mail. Price increases will be capped at an average of 3.8 percent, at the class level,
tracking growth in the Consumer Price Index, consistent with the provisions of the Postal
Accountability and Enhancement Act.

Our cost growth has far exceeded the CPI during the relevant 12-month measurement period,
with huge costs that are not directly reflected in the CPL. . But because we cannot raise our rates
beyond the cap, this will provide our mailers with a small cushion as they, too, struggle to do
more with less. This element of our revenue gap will require us to stay even more-intensely
focused on our cost-management program, but it can make it easier for some mailers to maintain
levels of mail use that would not have otherwise been possible.

The Postal Service is a unique institution. While it must operate like a business, competing in a
marketplace that includes some of the world’s most respected and successful busir , it must
also fulfill an important public service role. That is a role we embrace.

We must serve every customer and every community. Rich or poor, from the biggest cities to the
smallest towns, we must provide the same high level of service. We must provide the same
access. We must make our services available - in both easy-to-serve locations and locations so
remote they can only be reached by mule, by swamp boat, or by bush piane.

The Postal Service is today, and has always been, the link that connects every American - no
matter who, no matter where — to every other American, for only the price of a stamp and an
address. We cannot put this at risk

10
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We are doing our best to manage through the immediate crisis. We have been adapting quickly
as mail volume falls, matching workhours to a declining workload, and reducing costs in every
operating and administrative unit. Doing the right things today will serve us well tomorrow. While
they have embraced new communications technology, Americans still rely on the mail, and they
trust it like nothing else -- more than 500 million times each day.

They expect us to be there for them -- and we will be. Without the mail, a vital piece of our
nation’s infrastructure, our nation would be the poorer. We cannot let that happen. That is why
we are turning to you for help.

I come before you today with only one agenda ~ asking your support in preserving an effective,
affordable Postal Service, capable of serving every American in every community, and one that
remains an important economic driver for many years to come.

These are extremely challenging times ~ for the nation and for the Postal Service. As | have
explained, we have done a great deal to preserve the future of our nation’s mail system. But
there is more to be done and we must do it together.

| have a tremendous amount of faith in our business. in my 31 years with the Postal Service, |
have seen the conventional wisdom confounded time and again. Anybody who counts us out is
making a mistake. | have seen the resiliency of our employees. | have seen their determination
in the face of adversity. | have seen their pride in serving our great nation.

And | see, every day, the difference the mail makes. | see it strengthen the bonds among
members of far-flung families, in good times and in bad. | see it connect people -- people of all
backgrounds and people of all experiences -- through their common interests. | see it help build
new and struggling businesses. | see it strengthen established businesses. | see mail as an
important part of our shared future, just as it is an important part of our collective heritage.

With your heip, we will return to the path of profitability, a path we were diverted from only by the
gale-strength forces that pushed the strongest economy in the world off course. Your support of
the Postal Service’s requests | made will help us to create the firm financial base necessary to
respond to customer needs that are very different today than they were a generation ago. | ook
forward to working with Congress and our stakeholders to do this.

Mr. Chairman, we may be down, but we are far from out.
| appreciate your time. | appreciate your consideration. And, on behalf of everyone who relies on

the United States Postal Service, | appreciate your efforts to strengthen America’s postal system.
I would be pleased fo answer any questions you may have,

11
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Mr. LYyNcH. Thank you, Mr. Potter.

Let me begin the questioning. Before I do, we have invited Mem-
bers to submit their questions in writing, for those who are unable
to attend. I would like to enter into the record the questions for the
record on behalf of Representative Jose Serrano before this commit-
tee. With unanimous consent, I will enter those into the record.

[The information referred to follows:]
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QUESTIONS FOR THE RECORD ON BEHALF OF

REPRESENTATIVE JOSE’ SERRANO

SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL SERVICE AND
THE DISTRICT OF COLUMBIA

HEARING

“Restoring the Financial Stability of the U.S. Postal Service: What Needs to be Done?”
Wednesday, March 25th @ 10:00 a.m.
2154 of the Rayburn House Office Building

QUESTIONS FOR POSTMASTER GENERAL POTTER:

(1) In order to help move this country toward oil independence and help the USPS
develop new cost savings and profit centers, and assuming that you receive adequate
Sfunding, is the Postal Service willing to conduct pilot tests for substantial numbers of
Sully electric delivery vehicles in 4-5 locations around the couniry? If these tests prove
successful, will you be prepared to begin converting your fleet to electric LLVs?

Follow up/Alternative version: If you received funding from DOE or Congress, would
vou be willing to begin the process of replacing or converting your delivery fleet with
electric vehicles?

(2) Has the Postal Service prepared any studies on the costs, maintenance and fuel
savings, design issues, potential profit centers, appropriate geographical regions,
additional green jobs, and a time frame for moving to electric LLVs?

(3) Could you please provide the Committee a report on those issues in the next 30 days?

(4) Has the Postal Service prepared any studies that quantify the carbon foolprint of its
last mile delivery network?

(5) Could you provide the Committee a copy of the updated study in the next 30 days?
We'd also like to know what you foresee would be the challenges and opportunities for
the Postal Service if a price were put on carbon, such as through the adoption of a cap
and trade system.
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(6) In October 2008, you started a "go green" campaign to "reduce energy use 30
percent by 2015" and said that the Postal Service was conducting detailed energy audits
of 500 buildings. "Movre than | trillion BTUs of potential energy reductions already
[had] been identified.” Have you been able to implement those energy reductions?

(7) Can you get back to us about what kinds of changes can be made in Postal Service
buildings and how much they would cost? ‘

(8) The Comprehensive Plan says that the USPS is postponing replacement of LLVs by 7
years. Does the Postal Service have a plan for replacing LLV vehicles? Can we see it?
What are the safety and maintenance considerations in extending the life of the vehicles?

I QUESTIONS FOR USPS INSPECTOR GENERAL DAVID WILLIAMS:

(1) Has your office conducted studies in the past or is it conducting studies now on
environmental issues, such as the efficacy of USPS’ alternative fuel vehicles?

(2) So from your prior experience, are infrastructure and network planning important
considerations in developing pilot tests for alternative fuel vehicles?

(3) Will you be sure to provide your input to the Postal Service for a report on electric
vehicles, if Postmaster General is able to provide one for us? And also to follow up with
us?

I, QUESTIONS FOR CHAIRMAN GALLAGHER OF THE USPS BOARD OF
GOVERNORS:

(1) In order to help move this country toward oil independence and help the USPS
develop new cost savings and profit centers, and assuming that the USPS receives
adequate funding, is the Board of Governors willing to have the Postal Service conduct
pilot tests for substantial numbers of electric vehicles around the country? If these tests
prove successful, will you be prepared to approve the conversion of the USPS fleet to
electric LLVs?

Follow up/Alternative version: If you received funding from DOE or Congress, would
you be willing to begin the process of replacing your delivery fleet with electric
vehicles?
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Mr. LYNCH. Mr. Potter, let me get right to one issue that is prob-
ably uncomfortable for you and for myself as well, and that is the
matter of your salary and compensation, let me broaden that out.
There have been some reports in the press that when you dig into
the facts, that there is not necessarily reflective of an accurate as-
sessment of your compensation. But we in our districts, myself
with a heavy postal population in my district, have been confronted
with this, well, I will tell you exactly.

I was at the Stop and Shop the other night and an older gen-
tleman, a retiree of the Post Office, confronted me, as my constitu-
ents are sometimes known to do, and said, let me get this straight,
Congressman. You paid CEO Potter $800,000 to lose $3 billion last
year. Couldn’t we get somebody to do that job for less? That was
basically how they laid it on me.

I tried to explain our position and yours, but I want to give you
a full opportunity to do that. Given today’s environment, and I am
sure you are aware of the whole situation with AIG and bonuses
and going to Merrill Lynch. In this environment, in these difficult
financial times, can we justify, can the Postal Service justify your
compensation package, which I would like you to clarify? I am sure
it has been exaggerated, I have already looked at the numbers
here. But I want you to basically tell us what your compensation
package represents and how it is broken down. I want you to in-
form the committee of at least your side of the story.

Mr. POTTER. Thank you, Mr. Chairman.

First, let me talk about elements of this $800,000 plus number.
The first element that I believe probably shouldn’t be there in
terms of compensation is the fact that I have a security detail,
which is attributed as a revenue to me, or a pay to me, of some
$66,000. That service is performed by the U.S. Postal Inspection
Service. So that is an element of my pay.

My base pay as prescribed by law is up to 120 percent of the Vice
President’s salary. Prior to the Postal Accountability and Enhance-
ment Act, it was much less.

Mr. LYNCH. Postmaster General, is there an historic reason why
your pay was tied to the Vice President of the United States. I
don’t see any similarity in responsibilities. Not to reflect poorly on
either one of you.

Mr. POTTER. I am just describing what it is. The rationale was
the Congress’s, not mine. I was not imploring people for a pay
raise. The Board of Governors had asked the Congress for addi-
tional flexibility to hire and retain talent in the Postal Service. So
again, by law my pay is $263,575.

Since, and as a result of me being a career employee at my age,
every year that I stay I get 2 percent additional credit in the Civil
Service Retirement System.

Mr. LYyNcH. How long have you been in that system?

Mr. POTTER. I have been in that system since 1978. So almost
31 years. So each year that I stay, I get an extra 2 percent in my
pay. In addition to that, since I am not 55 yet, every year I stay
that is 2 percent of a penalty that would incur if I were to leave
early. So automatically every year that I stay, there is a 4 percent
growth in terms of my pension.
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And the other thing that drives the pension is a 3-year high for
employees. They take an average of your top 3 years’ pay. And
since I got such a steep increase in pay as a result of the law, it
produces in terms of pension over the course of my life a value of
some $300,000 plus.

Mr. LyNcH. I only have about 30 seconds left, and I have to hold
myself to the same rule. The bonus. You have a statute that I re-
viewed that says your pay is basically equal to, your salary is equal
to the Vice President’s, $263,000 or something like that, and then
I see you get $130,000 something in a bonus. Quite frankly, last
year, the Post Office lost $3 billion.

Mr. POoTTER. That was an incentive payment. It was tied to goals
agreed to between myself and the Board of Governors. The things
that drove the incentive pay were service performance was a major
element. And obviously we set record levels. Employee satisfaction,
accidents at record low, employee satisfaction at record high, cus-
tomer satisfaction at record levels. And I think there was a recogni-
tion by the Board of Governors that I wasn’t in control of the econ-
omy and that we did eliminate 50 million work hours.

Mr. LyncH. All right. I am going hold myself to the same rule
and I am going to yield and recognize the ranking member, Mr.
Chaffetz, for 5 minutes for questioning.

Mr. CHAFFETZ. Thank you, Mr. Chairman, and thank you, Mr.
Potter, for being here. My congratulations and hats off to the entire
postal community for the great savings and efficiency that were ac-
complished under your watch and with the great work of literally
thousands and thousand of others. So congratulations for that.

Obviously this Committee is Oversight and Government Reform.
While we need to talk about some of the huge massive changes
that need to happen in order to put the Postal Service back into
the black, I do feel compelled to ask you about a report that was
brought to my attention just a very short time ago. I need to ask
you about this. On March 19, 2009, there was a report done by the
Republican committee here that said, Friends of Angelo is the
name of this report, “Friends of Angelo, Countrywide’s Systemic
and Successful Effort to Buy Influence and Block Reform.” On page
38, paragraph 3 it says, “Fees were also waived for Postmaster
General John Potter. Potter benefited from an encounter with
Mozilo in 2003. Potter was in the process of arranging a ‘com-
plicated’ bridge loan when he ‘coincidentally’ ran into Mozilo.
Mozilo instructed Countrywide’s Kay Gerfen to ‘let Potter know
that we/CW,” which I take to be Countrywide, ‘will take care of it.’
Mozilo instructed Perry to ‘take one point off Potter’s rate and to
charge ‘no extra fees.” Potter was referred to Mozilo and/or the VIP
program by former Fannie Mae Chief Executive Jim Johnson.”

In an email that was written on May 21, 2003, sent by Kay
Gerfen of Countrywide, it says “Coincidentally, Angelo just into Mr.
Jack Potter (Postmaster General) and Mr. Potter will be calling on
Friday. Angelo wanted to make sure you were given a heads-up to
‘let Mr. Potter know we/CW will take care of it.” Also per Angelo,
‘take one point and no extra fees, deal a little complicated, bridge
loan . . . Please let Angelo know as soon as you hear from Mr.
Potter. Thank you.”
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In light of this, I need to ask if you knew about this, did you ac-
cept the loan and do you feel like you were given favor by Country-
wide through this encounter?

Mr. POTTER. First, I do have a loan from Countrywide. I believe
that the terms of my loan were the result of a good credit history
and of my financial position and the fact that I was buying and
purchasing a home and putting over half of the money down in
cash. And the discussions were strictly between myself and Coun-
trywide, they were all about the loan. There was no linkage to any
expectations of official acts or anything to do with a relationship
with any elected officials.

Mr. CHAFFETZ. My understanding is the Inspector General has
started an investigation. Are you willing to cooperate with the in-
vestigation as completely as possible by turning over all documents,
consent to an interview or deposition with the Inspector General’s
investigators, and are you willing to help and assist with making
other people with knowledge of the terms of the loan available to
the Inspector General’s office?

Mr. POTTER. Yes.

Mr. CHAFFETZ. How much did you save by taking a discounted
loan?

Mr. POTTER. Again, I think the terms of my loan were consistent
with my credit history.

Mr. CHAFFETZ. What was the nature of your actually coming in
contact, in fact, you were referred to Countrywide’s VIP program
by former Fannie Mae CEO Jim Johnson, correct? How did that
come about?

Mr. POTTER. Well, at the time, Jim Johnson was the co-chair of
the President’s Commission on the U.S. Postal Service. So Jim
Johnson was working with us as chairman of that committee dur-
ing that period of time.

Mr. CHAFFETZ. And did Johnson indicate to you that you should
expected preferential treatment and discounts from Countrywide?

Mr. POTTER. No. Johnson indicated to me that because I had, he
and I had a discussion, he had overheard me having a discussion
with somebody and he basically came up to me and said, congratu-
lations, you are buying a house. I had told him at the time of the
discussion that I hadn’t closed yet, that I had made an offer. He
told me that, we had a long discussion about how long I was going
to work as Postmaster General, how long I anticipated being in the
home. He suggested to me that I consider a 7/23 loan. He also sug-
gested to me that I consider using Countrywide, which is a group
that provided him with a loan.

Mr. CHAFFETZ. And you will cooperate fully, then, with the In-
spector General’s investigation?

Mr. POTTER. Yes.

Mr. CHAFFETZ. Thanks, Mr. Chairman.

Mr. LyncH. The Chair now recognizes the gentleman from Illi-
nois, Mr. Davis, for 5 minutes.

Mr. Davis. Thank you very much, Mr. Chairman.

While I appreciate your purchasing a new house, let me try to
get down to the Post Office and what we might be able to do about
it. We know that we have serious problems. And we have gone over
and over those. I appreciate the cost cutting approaches that you
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have developed within the system. I appreciate the proposals that
have been made. I appreciate the approaches to streamlining the
operations.

Of course, I still get people who complain that they don’t get
what they would hope that they could get, which leads me to the
point of recognizing that whatever it is that we get, we have to pay
for it one way or another. I am reminded of Frederick Douglass,
who said he knew one thing if he didn’t know anything else, and
that is that in this world, we may not get everything that we pay
for, but we most certainly will pay for everything that we get.

I am trying to, some of us believe that H.R. 22 is one way of ef-
fectuating some short-term fix for some of the problems that cur-
rently exist. Let’s say if we for some reason were not as successful
in passing this legislation, within the next 2 years what would you
predict the Postal Service would be forced into or would have to do
to try and make ends meet?

Mr. POTTER. Congressman, that is a very difficult question. The
key for us right now is volume. I believe that we have to pull out
all the stops when it comes to growing volume. I think that we
have lost, for example, 20 percent of our advertising now in each
of the last 2 months. I believe that is going to come back, because
if you look at advertising in general, it is down.

So what we need to do is we need to get past this downturn in
the economy, we need to understand how much of mail volume will
come back. There is no doubt that some of the mail lost will not
come back. We will have to step up our efforts to save money. We
plan to save $5.9 billion this year. We have a plan to save another
almost $4 billion next year. The reason that we can’t do it all at
once is because of the fact that it does take time to make adjust-
ments in staffing.

I do think that we face, the most critical thing we face this year
is we are going to run out of money. So we are going to have to
decide which bill not to pay. I intend to pay the salaries of our em-
ployees. We may have to forego paying the Treasury part of what
we owe for the retiree health benefit trust fund. We would then be
faced with, again, the thing that we have put on the table is the
notion that we can only cost cut but so much. Moving from 6-day
to 5-day delivery is because our costs are, there is a variability in
costs that we can manage. Fixed costs we cannot.

So this year we have volume that is down some 12 percent year
to date. We have taken out 15 percent in our mail processing costs
because of the variability in that operation. We have taken out 12
percent in our post office costs to match the decline in volume. But
we cannot and have not been able to take it out of delivery costs.
Because if you have the cost of going to every door every day, it
is in a sense fixed. The only variable is how much time the carrier
spends casing mail.

So that is the dilemma. And that is why we proposed and think
we need to explore how do you take and make structural changes
that will have minimal impact on the American public and the
users of the mail but at the same time, enable us to lower our
costs.

Mr. DAvIS. Let me just say that I appreciate your optimism, rel-
ative to the ability to grow volume. I just don’t see how you are



30

going to be able to do it. As a matter of fact, we are increasing the
use of electronic communication as opposed to decreasing it. I wish
you well.

Mr. LYNCH. I am sorry, the gentleman’s time is expired.

The Chair now recognizes the gentleman from Indiana, Mr.
Souder, for 5 minutes.

Mr. SOUDER. Thank you, Mr. Chairman.

Let me first ask a quick question on the, separate from the struc-
tural problems, isn’t it, as far as the deficit that you are running
in the relationship to income and so one, hasn’t it always been true
in the Post Office that the money is made right after a postal rate
increase and you show profits and then toward the point where you
are going to do a next postal rate increase you tend to show losses?
Isn’t that the historic pattern?

Mr. POTTER. That was the historic pattern. It was addressed in
the Postal Act of 2006. The change that was made was we went
to annual price increases, smaller annual price increases versus we
were on a 3-year cycle of very large increases. So the law addressed
that. A lot of customers are very concerned about what you just de-
scribed, the fact that we had these peaks and valleys and there
was major impact on the use of the mail in a year when we had
double-digit price increases.

Mr. SOUDER. So, you are saying that the loss that you currently
have is predominantly somewhat structural, but also the reason it
is more severe is because you couldn’t annually adjust because
business dropped so fast?

Mr. POTTER. Well, exactly. And if you think about us as a service
institution, versus manufacturing, in manufacturing, when demand
goes down, what you end up with is a lot more inventory, a lot of
cars in lots that were produced in the same productivity. In the
service sector, you can’t adjust service because the demand changes
on any given day. And so we have been trying to chase the decline
and demand and adjust service to those lower levels of demand.
And so it created a gap. It is a productivity gap. We are constantly
trying to bring that in line.

Where we have not been able to do it, as I said, is delivery.

Mr. SOUDER. I just wanted to make sure that the record under-
stands that the correlation between income and loss is not exactly
the same as it is in the financial institutions or in others because
of what you just described, which is somewhat of a change. Right?

But there is a structural problem that Mr. Davis just referred to,
and that is the whole change in the way people communicate and
so on. I have two specific things I want to quickly run by you. One,
probably the most, other than limiting a day of delivery, closing
smaller post offices. It seems to me, which is also a jobs question,
window access, but also a prestige question, coming from a small
town myself. It seems to me, in the age of computer technology, as
we look at the centers like in Fort Wayne, IN, where I am from,
they are very automated, that we ought to be able to program to
keep people’s identity. Small towns are losing their schools, they
are losing everything else. And this is just unbelievably political
pressure, at least for the identity of smaller communities who get
absorbed. I just would like your comment on that.
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The second question is that as we watch daily newspapers col-
lapse at an amazing rate right now, and as a former retailer my-
self, if you pull Saturday delivery and we lose daily newspapers, for
example, R.R. Donnelly has a huge facility in my district. How do
they get things to people in a timely fashion when weekends are
the biggest sales period? It seems to me that as you structurally
look at this, somehow merging some delivery systems, communica-
tions systems, if that means you have to deliver in the morning
rather than later in the day, do newspapers have to adjust from
a Sunday to a Saturday? Habits are nice and patterns are nice, but
the technology is changing so much we could watch you getting
hammered and restricted tremendously at the same time news-
papers are going out. How we communicate and keep our structure
moving is how we move goods in the United States.

Mr. POTTER. First let me address the question of community. Our
systems, our zip code based code systems are strictly geography
based. It is usually a five-digit zip code, geography based. But we
have changed our systems to allow numerous names for cities,
towns or geography within zip codes. So there is flexibility within
our system to allow that. It is more rigid when it comes to zip
codes, because of, we don’t have an infinite amount of zip codes. We
have to be careful when it comes to that.

Mr. SOUDER. Seven-digit wouldn’t allow you to expand that?

Mr. POTTER. Well, there is the discussion. Right now we have
nine-digit zip codes.

Mr. SOUDER. That is what I was thinking about.

Mr. POTTER. We could literally carve pieces of that out. As a re-
sult of that, we have enabled communities to use their community
name as an alternate to what might be the name of the formal
town. So we allow multiple names within a geographic area. But
there are segments of the country where we are out of zip codes.

Now, regarding delivery, as I said earlier, we are reaching out
to everybody, all the stakeholders. It is not a fact that we would
eliminate Saturday. But we do need to have flexibility.

Mr. LYNCH. The gentleman’s time is expired. The Chair recog-
nizes the gentleman from Maryland, Mr. Cummings, for 5 minutes.

Mr. CuMMINGS. Thank you very much, Mr. Chairman.

Mr. Potter, we recognized that there were certain delivery routes,
such as those in more rural areas, we realize those apparently had
to be contracted out. We are concerned with the more widespread
implementation of that practice. Has the Postal Service expanded
its contracting out of letter carriers, and if so, can you prove that
it has resulted in cost savings?

Mr. POTTER. Congressman, we can prove that contracting out of
delivery is less expensive than using Postal employees. We do have
and have stopped contracting out delivery in city areas and in most
rural areas. The reason is not because it is less expensive, but be-
cause of this downturn in the economy and the lack of volume. The
bottom line is, right now we are in a position where we have too
many folks.

Mr. CUMMINGS. In other words, you had too many folks that you
were contracting out to?

Mr. POTTER. No, we have too many Postal employees. So today,
we still have, despite the fact that we have a downturn in the econ-
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omy, we have a growth of about a million addresses a year, over
a million addresses a year. Those new addresses are largely being
delivered to by career employees. We have an excess number of em-
ployees that we are downsizing. So it would make no sense in this
time to begin contract out or expand contracting out.

Mr. CuMMINGS. Talk to me about this whole doing away of, we
have talked about this before, doing away with delivering on Satur-
day. Is that something that is real? I have heard it before. Then
it seems like everybody gets upset, and then you are going to hear
about it for a while. Talk to me about that. I know before the Sen-
ate you again advocated for that change.

To be frank with you, and you know this, the public wants Satur-
day delivery, and what can we do to maintain it?

Mr. POTTER. First of all, let me assure you that being a career
employee and coming from a Postal family, I did not make that re-
quest lightly. I took it very seriously. I am very concerned about
the future health of the Postal Service. We are working very hard
with our unions and management associations to try and stream-
line our operations. The real key here going forward is, do we have
enough source of revenue to support the post. And we are looking
at all options. We have been looking around the world to see how
they are doing it.

Some places, posts are banks, and that is how posts are earning
money to help pay for the services that are provided in terms of
hard copy delivery. But we are precluded by law from exploring
other forms of revenue. So I think if we put everything on the
table, everything there is, including product choices, how we run
our plants, that we might find a way to get there.

But the key, the overall key is that there is a decline in mail vol-
ume. If that continues, whether it is next year or 5 years from now,
we are going to have to face the need to structurally change some-
thing. And the most obvious place, unfortunately, is in delivery.

Mr. CUMMINGS. What have you done to try to increase revenue?
Anything?

Mr. POTTER. We have a number of things. One is, we have of-
fered rates, and we have opened up our system to others to use our
system for delivery. So our biggest, believe it or not, package cus-
tomers are UPS and FedEx. Basically we will give them access to
our system. We have click and ship, where people can get online
at home, pay for postage, print out a label, put it on their package,
we pick it up. We are offering pickup now service with FedEx, we
have an experiment to do that.

In the ad category, ad mail area, we are offering and working
with customers to come up with new pricing schemes to incent vol-
ume growth. Bottom line is we are making our products much more
effective than they have been. We are adding a bar code, we are
introducing a new bar code on mail.

Mr. CUMMINGS. Let me ask you this last question, because 1
want to obey the chairman’s orders. This H.R. 22, do you consider
that to be a solution? Is it a long-term solution? And what do you
like so much about it?

Mr. POTTER. It is a short-term solution.

Mr. CummMmINGs. H.R. 22?
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Mr. PorTER. H.R. 22. It is a short-term solution for us. It won’t
overcome the longer term issue that I just described. I like the fact
that it is an 8-year bill and that we can plan for 8 years what our
costs are going to be for retiree health benefits.

Mr. CUMMINGS. Thank you, Mr. Chairman.

Mr. LYNCH. The Chair recognizes the gentlelady from the District
of Columbia, Ms. Norton, for 5 minutes.

Ms. NoORTON. Thank you, Mr. Chairman.

Mr. Potter, the GAO, and I am going to read to you what it said,
noted that you had made, you and the Postal Service had made un-
precedented cost cuts over the years. But then it went on to say,
given the growing gap between revenues and expenses, the USPS’s
business model and its ability to remain self-financing may be in
jeopardy. I want to ask you now rather than later, because this
creeping problem could creep the Postal Service out of existence, do
you believe that the Postal Service should totally rethink its busi-
ness model? Have you given any thought to that and the form it
would take? And do you believe the Postal Service can sustain
itsglf as a self-financing entity as the 1970 statute made the Serv-
ice?

Mr. POTTER. Congresswoman, I believe that we can do that, that
we can be a self-sustaining organization for a long time to come.

Ms. NORTON. On the present business model?

Mr. POTTER. Not on the present business model. I believe that
we are going to have to make changes, whether that is the fre-
quency of delivery, whether that is the type of products that we can
offer. I think that everything has to be on the table, including the
mix of our work force. We are not in a position today looking for-
ward where we can sit still. The sooner we act, the better off we
will be and the more viable we will be.

The biggest trap I think we have is that we don’t act quickly
enough and we create a financial burden——

Ms. NORTON. If I might ask, Mr. Potter, that is my problem
about quickly enough. So you suggested we may have to go from
6 days to 5 days. It sounds like an incremental approach rather
than a business model approach. If one looked at the entire busi-
ness model, it might be that you came out not with, for example,
going from 6 to 5 days. Who knows. But if everything is on the
table, my question is, is it on the table, who is doing the rethinking
of the business model? When can this subcommittee expect to get
some evidence of thinking on a new business model?

Mr. POTTER. If that is an invitation we will gladly fill it.

Ms. NORTON. If not you, you surely wouldn’t want people who are
not ensconced in the business of the Postal Service like ourselves
to be the first to come forward and take a hack at it. I use the word
hack very advisedly. Because the moment anything gets cut, every
Member of Congress, including those who most don’t want to spend
money on anything, will say, you sure can’t do that in my commu-
nity.

I looked at your press release. I asked you about 6 to 5 days, be-
cause again, that seems to me to be more of the same. Thinking
it through in that way it seems to me dismembers parts of the body
piece by piece rather than looking at the body and its core and see-
ing what can be left standing. In your press release of March 20th,
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you talk about aggressive steps to cut costs. You talked about offer-
ing another round of early retirement.

And then you spoke about positions that you expect to save funds
from. Now, staff positions at the district level nationwide, 1,400
processing supervisor and management positions. Are these posi-
tions, are these layoffs? Will layoffs occur? Have they occurred?
OMr. POTTER. There will be a reduction in force, according to

PM.

Ms. NORTON. So there will be layoffs?

Mr. POTTER. At the end, there could be. But we hope to be able
to offer everyone a job.

Ms. NORTON. Let me ask you about early retirement. Have Post-
al employees been quick to take early retirement when they see the
condition of the Postal Service?

Mr. POTTER. We have had, I believe, some 9,000 people take ad-
vantage of the early retirement.

Ms. NoRTON. How many were offered or expected to take early
retirement?

Mr. PoTTER. That was a little bit above what was expected. It
was well over 100,000 people who were offered.

Ms. NORTON. It does seem to me if one is talking about big re-
ductions that could come given the business model, let me just ask
you, is there another round of early retirement that might be of-
fered? If so, what kind of cost does that entail relative to keeping
these people onboard?

Mr. POTTER. We have just opened up voluntary early retirement
to all Postal employees through the end of this year. So when peo-
ple are being told that their positions are eliminated, they have an
opportunity to either seek a different position and/or they have the
option of retiring if they are eligible.

Ms. NORTON. I think that is a very important thing you are doing
in that way. I do think people know how to take care of themselves
and they can see the business model just like we can and they
know that you have been trying. If it is not done one way, it may
do another way that really hurts the Postal Service. We have to
keep as many people employed as we must have in order to deliver
the mail.

Thank you, Mr. Chairman.

Mr. LYNCcH. Thank you.

The Chair now recognizes the gentleman from Missouri, Mr.
Clay, for 5 minutes.

Mr. CraY. Thank you, Mr. Chairman, and thank you for conduct-
ing this hearing.

Mr. Potter, thank you for being here today. I understand that
you are looking at a huge deficit within the Postal Service in the
coming years. I understand the proposal to reduce service from 6
days to 5. What would be the savings to go from 6 days to 5? How
much would that save?

Mr. POTTER. $3.5 billion.

Mr. CLAY. Annually?

Mr. POTTER. Annually.

Mr. CLAY. Annually. Is that right? OK.

How have your, in industries like the auto industry, labor and
management have found a new-found friendship or relationship.
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How is that relationship with the management and labor in the
Postal Service? Does everybody, has everyone come to the table and
said, OK, we know we are going to have to do some belt-tightening?
Is that a pretty healthy relationship?

Mr. POTTER. I have always had a healthy relationship with our
unions and management associations. We have been meeting on a
regular basis now that we face this crisis. Everything is being dis-
cussed. It is on the table. We have made a number of changes.
Probably the most prominent example is in delivery. We worked
with the NALC to expedite changes in routes with the rural car-
riers. We have a count that is going on right now.

We have talked, at our last meeting, which was last Friday, we
had a discussion and we were talking about enabling people to
move from job to job more easily, because we have some pockets
of need and some places were over-staffed. So we are working
through to try and get at both efficiency as well as making sure
we are accommodating employees.

Mr. CLAY. So the labor community understands what the Postal
Service is confronted with and they are willing to work with you?

Mr. POTTER. Without a doubt.

Mr. CLAY. Wonderful. Are there any advances in technology on
the horizon for the Postal Service to help reduce costs, and are
there any new ideas to grow the business?

Mr. POTTER. We are deploying, as we speak, the next generation
of flat-sorting equipment, which will enable us to put mail into
walk sequence, flat mail, catalogs, magazines and over-sized enve-
lopes into walk sequence for delivery. That will make that oper-
ation much more efficient. We are also introducing a next genera-
tion of bar code, which will enable us to actually count mail as it
is sorted as opposed to accepting it. And again, it eliminates some
steps and makes the mail more efficient for us to handle. And it
will be more transparent to customers, so they will have a window
into how we are processing the mail.

So there are a lot of innovations in terms of, that are on the table
that are being implemented to get the Postal Service into the 21st
century.

Mr. CrAY. Let me hear what you, if you could, is your wish list
for a long-term fix to the retiree health benefit? What would that
be?

Mr. POTTER. Well, if it was my wish list, I would like to just re-
visit this whole notion of the pace at which we pay into the retiree
health benefit trust fund. There is no other organization I am
aware of in America that has the requirement that we have. If we
were under GAAP principles we would not be paying into this trust
fund.

I understand the need to do it. But at a time when we are finan-
cially strapped, if this was the private sector, we would not make
that contribution this year, we would pass on it. The payments that
we are making on that fund are not tied into an actuarial kind of
analysis. It was really kind of a holdover from payments that we
were making into the Civil Service Retirement Fund.

So I would much prefer, I love H.R. 22, and I want it to pass.
But if you had to step back, I think we should re-think the way
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we are paying into this and there would be more of a benefit for
the Postal Service in the short run if we did.

Mr. CLAY. And your costs are higher than other Federal employ-
ees, about 10 percent higher?

Mr. POTTER. No, they are about the same, but we are the only
ones that have that pre-funding mechanism.

Mr. CrAYy. I see. Now, just as an informal survey that I con-
ducted among Postal Service employees, they indicate to me that
they would prefer to have the day that you eliminate the service
would be Saturday and not Monday. I have to share that with you.

Mr. POTTER. I like my weekends off, too. [Laughter.]

Mr. CLAY. Thank you, Mr. Chairman.

Mr. LyNcH. I thank the gentleman.

Mr. Potter, because of the interest in all of the issues here, we
are going to ask you to stay for one more round of questioning. Let
me begin that by asking you, we are hearing your plan, which is,
we are going to slash service possibly from 6 to 5 days at a signifi-
cant burden to the customer. We are going to close post offices, we
have already closed six administrative facilities. We are going to
get rid of 150,000 employees. And then after all that, you are pro-
jecting we are going to lose $6 billion.

If that is the future here, if that is the future next year, do you
think you deserve a bonus for that performance?

Mr. POTTER. My incentive is based on performance parameters
that are agreed to with the Board of Governors at the beginning
of the year. Based on where I stand year to date in terms of our
financial position, I would not get a performance bonus this year
or incentive payment this year.

Mr. LyncH. OK.

Mr. POTTER. And I am working very hard, because I would just
like to mention that all of our administrative employees, our man-
agers, our supervisors, are tied into a national performance assess-
ment program. Their pay, whether they get a raise or any kind of
an incentive pay in any year is tied to the bottom line of the Postal
Service. So I don’t want to be cavalier about this, it is extremely
important that we work hard to do well so that not that I can earn
a performance incentive, but that those folks on the front line actu-
ally get a pay increase. I think that is a great motivating tool for
our institution.

Mr. LyNCH. I understand. Just wanted to be clear on that.

Mr. POTTER. Thank you.

Mr. LyncH. H.R. 22, I mean, the fact that it is sponsored by Mr.
Davis of Illinois and Mr. McHugh of New York, two guys who I ad-
mire greatly and respect their opinion, I am inclined to be receptive
of that. But I also looked at numbers that said if we do that, if we
pay the premiums out of the trust fund rather than putting $5 bil-
lion a year into the trust fund, that down the line, not very long,
2017, we end up with $75 billion in unfunded liability for health
benefits for my postal employees. I don’t want to face that.

So are we on the same impression, that is what is going to hap-
pen under this scenario?

Mr. POTTER. H.R. 22 will have us continue to pay $5.4 billion to
$5.4 billion into the trust fund each of the next 8 years. It relieves
us of the burden of paying for retiree health benefits directly in
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each of those 8 years. The moneys come out of the trust fund. The
trust fund will grow in each of those years.

After that point in time, there will be a determination around
the requirements, the future requirements of the fund are. And
those costs will be amortized, I believe, over a 40-year period of
time. So I believe that the mechanism that is laid out in the cur-
rent law and the proposal that is put forth by H.R. 22 has the dou-
ble benefit of protecting our people as well as giving us short-term
relief.

Mr. LyncH. All right. Let me just say for the record, I am not
there yet. I am open to it. I have seen some numbers that concern
me about what is going to happen to my postal employees in 2017.
And I don’t want to be holding the bag to the tune of $75 billion
for the health benefits stone cold, in 2017, looking at that problem.

Mr. POTTER. I would appreciate the opportunity to come back
and talk about that.

Mr. LyNcH. Let’s do that. The last thing is, I do have some famil-
iarity with the Postal Service. I recognize that in your last early
retirement incentive, it had no incentive, it was just an early out,
voluntary early retirement. And you are looking to get rid of
150,000 people. That is not going to happen if you have the same
plan you had the last time. You almost added employees in your
early retirement program with no incentive.

Is there going to be any incentive for—look a the economy. Look
at the economy. Do you think people are going to go out the door
when everything is so precarious? I am just wondering, are you
going to offer any type of incentive to any of these employees? I re-
alize you have some employees who would not be eligible because
of the importance of their positions. But will there be any attempt
to offer any incentive to get people out the door?

Mr. POTTER. It is under consideration. But we have over 120,000
people who are currently eligible to retire. We also have 150,000
who will be offered voluntary early retirement. When we say that
we are going to reduce 150,000 people, it is the equivalent of
150,000 people. That includes overtime. We have employees, non-
career employees who we can let go. Today, as we speak, we are
30,000 fewer career employees than we were this time last year,
10,000 non-career. So we have the flexibility to do that. We have
the flexibility to take our part-time flexible employees and only
work them 4 hours every 2 weeks.

Believe me, there is enough flexibility in our system to accom-
plish what you describe. But that is not to say that every option
isn’t on the table and we wouldn’t consider bonuses, incentives to
go some time in the future. But we don’t know that today.

Mr. LyNcH. OK, I am violating my own rule. The Chair recog-
nizes the gentleman, Mr. Chaffetz, for 5 minutes.

Mr. CHAFFETZ. Thank you, Mr. Chairman.

A few years ago, the President’s Commission on the U.S. Postal
Service made a number of recommendations. One of those rec-
ommendations was to a postal network optimization commission,
somewhat similar to a sort of a BRAC commission that was done
on military bases. Is this something you are supportive of, some-
thing you want to see done? Why wasn’t it done? With 34,000 post-
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al facilities, is this something we should be doing and where is it
on your list of priorities?

Mr. POTTER. The BRAC commission concept, as I understood it
back then, was focused on our mail processing plant network. And
it also probably could apply to our post office network.

The thing that makes us a little different than the approach in
the BRAC Commission is that we have to serve every community
in America. So we have to be in every location. Our plants have
to be within a reasonable reach of each of our post offices. So there
is, by its very nature, a network that exists. And it doesn’t lend
itself, in my opinion at the time, did not lend itself to some analy-
sis at a national level.

So in effect, you could have it at the State and local level with
State and local politicians. But not necessarily something that real-
ly made sense to me at the time.

Mr. CHAFFETZ. So do you think we are at the optimal level now
or do you see

Mr. POTTER. I think we are going to continue to evolve. I think
there are a number of discussions that were talked about here
today when it comes to the future of delivery. Well, to me, delivery
is tied to demand. So if the demand today means that we go to
every house 6 days a week, fine. Or if it is lowered, it goes to 5,
at some point it might go to 3. I do think we need to evolve. I think
our plant network has evolved and will continue to evolve. And we
do and have been consolidating operations.

I am open to, if it is a BRAC commission or some other group
coming in, taking a look at the data and making recommendations.
We would look at them.

Mr. CHAFFETZ. So you are not doing anything internally right
now to look at the consolidation?

Mr. POTTER. We are constantly looking at that.

Mr. CHAFFETZ. Constantly looking at that?

Mr. POTTER. Constantly looking at that. We are constantly clos-
ing facilities. As I said earlier, we are consolidating, moving mail
from one facility to another facility where it makes sense. For ex-
ample, less mail is put into mail boxes every day. So we have fewer
facilities today that cancel mail and sort mail for the world than
we did 10 years ago.

Mr. CHAFFETZ. Time is short here. You mentioned there are
150,000 employees nationwide that were given the opportunity to
take early retirement. How many do you expect would actually
take advantage of that opportunity?

Mr. POTTER. I would expect maybe in the neighborhood of 10,000
to 15,000.

Mr. CHAFFETZ. 10,000 to 15,000.

Mr. POTTER. But you also have 120,000 people who are eligible
to retire and who will retire over time.

Mr. CHAFFETZ. Are you suggesting, are you taking a firm com-
mitment to say, we are making a recommendation to move to 5-day
service or are you just saying that is on the table at this point?

Mr. POTTER. What I am saying is that given what I know today
that we have to make a structural change. The one that makes the
most sense to me is to give the Board of Governors the flexibility
to move from 6-day to 5-day delivery. I think that they will exercise
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their judgment on whether or not we need to move to that in its
entirety, whether we would do that—as I said at the Senate, I had
proposed to do that during our light volume periods. And that is
where this whole thing began. One of the Senators asked me, does
that mean that you are only asking for the summer period? I said,
no, we want to have the flexibility given to the Board of Governors,
people who are Presidentially appointed, Senate-approved, to make
that change as necessary to assure the financial stability of the
Postal Service.

Mr. CHAFFETZ. Do you believe that will be a permanent change?

Mr. POTTER. I think once made it would be, yes.

Mr. CHAFFETZ. Thank you, Mr. Chairman.

Mr. LYNCH. Thank you.

The Chair recognizes the gentleman from Illinois, Mr. Davis, for
5 minutes.

Mr. Davis. Thank you, Mr. Chairman. I won’t take 5 minutes,
because I don’t believe that you can actually get blood out of a tur-
nip.

Mr. POTTER. Am I a turnip? [Laughter.]

Mr. DAvis. I think that you can slice it, you can dice it, you can
puree it, you can saute it, you can squeeze it and you can tease it
and you still end up with turnip juice.

But we were about to explore for a moment your optimism rel-
ative to the ability to grow volume. And I was saying that it was
difficult for me to see any room or any possibility.

Mr. POTTER. Let me just say that the Postal Service is in a num-
ber of markets. One of the products that we have is an advertising
product. When I say grow, I am talking about growing from where
we are today. If 20 percent of advertising mail went away, which
it has, and by the way, it is reflective of what is going on in the
marketplace for advertising, if people now want to make invest-
ments in advertising, I think that mail is going to be a channel
that they are going to consider. Prior to this downturn in the econ-
omy, our market share of advertising dollars, total advertising dol-
lars that was spent on mail, had been growing. Why? Because peo-
ple were looking to have the ability to target different customers.
And they wanted measurability. And mail is very measurable.

So my belief is that as the economy comes back, advertising mail
will grow again. Will it get back to the levels it was before the
economy went down? I hope so. But I know it is going to grow be-
yond where it is today.

Likewise packages. Our package business is down. When I do a
comparison of where we are versus the competition and look at the
impact of the downturn in the economy on their revenues, we are
very comparable. I don’t think there is anyone in this room who
doesn’t think that as the economy comes back, our competition’s
packages and their volume won’t grow. So I have faith that our
market share will be maintained as volume grows.

The one area that we have a real problem is first class mail. It
is transactional in nature, it is bill presentment, bill payment.
Once someone goes online and begins to pay bills online, they are
not going to come back to the Postal Service, because of the very
nature of, once you have that happen, you are not going to do it.
So when I talk about growth, that is what I am talking about, I
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am talking about those categories of mail where we have a natural
strength in the marketplace. I believe that we will bounce back in
those areas. Even first class mail, we were declining in first class
mail about 3 to 5 percent per year in terms of volume. But we are
down over 10 percent. And I believe that the difference between 3
and 5 and 10 1s largely driven by the economy. When the economy
comes back, we may seen an uptick in first class mail. So that is
what I am talking about, growth. And I am talking about compet-
ing in certain sectors and growing our market share.

Mr. CUMMINGS. Well, let me thank you very much, because I,
like Chairman Lynch, don’t want to be left holding the bag in 2017,
even if it is a mail bag. So I hope that we are indeed able to make
these ideas work. I thank you very much, Mr. Potter, for your testi-
mony.

Mr. LYNCH. I thank the gentleman.

The Chair recognizes the gentleman from Maryland, Mr.
Cummings, for 5 minutes.

Mr. CUMMINGS. I am sitting here, I am thinking, I am just listen-
ing to you. And I am trying to make sure I am making heads or
tails of this. Let’s go to your salary. I am not going to beat you up
on your salary, you don’t have to worry about that. But the 66, you
are telling me that $66,000 of your, what they say is your com-
pensation, it is security, is that right?

Mr. POTTER. Yes.

Mr. CUMMINGS. What are they securing you from? Do they worry
about you? Is that mandated?

Mr. POTTER. I can tell you when it started. It started when we
were, after we came under attack from anthrax. And I was some-
where and my chief inspector got a call from someone and I think
it might have been the Secret Service.

Mr. CUMMINGS. But certainly you don’t pay taxes on that?

Mr. POTTER. No, but it is considered, for some reason, compensa-
tion.

Mr. CUMMINGS. And give me the other pieces of your compensa-
tion.

Mr. POTTER. The other piece is the salary, and then the other
piece is I am a 31-year postal employee, and my 3-year high is
going up because I got a salary increase. That is almost half of the
money they are talking about, because they are projecting at my
age I will live to 80 something, and here is how much money you
will get over those years.

Mr. CUMMINGS. Let me go back to this. When we look at all the
methods of communicating today, over the Internet and what have
you, clearly, and you testified to this, that has cut a substantial
amount of your business. Are we using, Mr. Potter, are we taking
full advantage of our advances in technology within the Postal Sys-
tem? Are there things that we could do to cut our costs further?
That is No. 1.

And No. 2, when we look at the whole idea of this Saturday serv-
ice, and I can tell you, I would bet everything I have that is not
going to happen, this cutting the Saturday service. So you might
want to take that off the table.

But let me ask you this. Have we figured out which part of that
is, I mean, how do you figure out your savings? In other words, is
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most of your savings from people actually going, our delivery peo-
ple delivering the mail? I am thinking if the volume is still the
same, I am trying to figure out, while they may be delivering Mon-
day through Friday, if the volume is still the same, there is certain
manpower that goes into preparing the mail to be delivered. I am
just trying to figure out, how do you make that divide? What per-
centage? Do you follow my question?

Mr. POTTER. I understand exactly what you are saying. Today,
over 90 percent of the mail that a carrier brings on the street, let-
ter mail, is sorted by a machine into walk sequence. So they don’t
come into the office any more and case every letter. So we are down
to the point where less than 2 hours of a carrier’s day is spent in
the office preparing mail to go out on the street. So that is the let-
ter side.

We are automating the flat side. That is coming next. So when
you look at the savings associated with not delivering mail on any
day of the week, it is having over 200,000 people leave an office
and go out on the street, driving to their delivery and then spend-
ing the day on their route.

We do recognize that some sorting that would have gone on the
morning of the day that we eliminate will have to move to the next
day. So we account for the fact that occurs. We also account for the
fact in our cost savings that rural carriers, on the 6th day, the
rural routes, excuse me, are covered by rural carrier relief folks,
who make less money than our career people. So we recognize that
the career people are the ones working 5 days a week.

Now, part of what drives us is what does the American public
think. And there have been a number of surveys of the American
public. When it comes to the future in mail, really we should be
responding to the American public. What they are saying by the
Rasmussen Poll and the Gallup Poll is that they would much prefer
to have lesser frequency of delivery than they would pay additional
postage, pay for the fact that our costs are going up because we are
so labor-intensive.

Ultimately, that is who I think we have to respond to. So believe
me, I don’t take that step lightly at all. Again, I grew up in a postal
family. I am not popular these days because I am out there talking
about it. But if the choice is mail delivery in the future or no mail
delivery, I think you have to say, let’s make the changes so we can
assure that we reach every home in America.

Mr. CuMMINGS. Thank you, Mr. Chairman.

Mr. LyncH. The gentleman’s time is expired. The Chair now rec-
ognizes the gentlelady from the District of Columbia, Ms. Eleanor
Holmes Norton.

Ms. NORTON. Mr. Potter, I am particularly interested in the
health care costs. I note again that you have proposed that over an
8-year period the statutory mandate that we imposed a few years
back to pre-fund annuitants’ health care should be relieved. Now,
the GAO says that it would prefer 2 years but that either option,
neither option may do much for the Postal Service. In what way
do you think this would fix the problem, the overall problem of the
Postal Service? And if not pre-fund it, how would you make up for
the funding of the annuitants?
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Mr. POTTER. Let me clarify again. This year, right now we are
prepared to pay $7.4 billion into retiree health benefits. That is
well over 10 percent of the revenue that we take in. So the relief
that we are seeking is the $2 billion. We will continue to pay, ac-
cording to that, and that is more money going into the trust fund
that would come out to pay for the $2 billion that would come out.

Ms. NORTON. So you don’t think it would have any effect then?

Mr. POTTER. I think the effect would be that the obligation for
the Postal Service in future years, beyond 2016, will be greater for
contributory retiree health benefits, than it is today. But I would
say that we are paying too much today, that we are not paying a
fair share, that we are paying much too much. So I think what is
offered is

Ms. NORTON. The GAO says 2 years so that we can rethink this
notion. This goes back to my business model question. Do you think
that we all need to sit down and think the entire model before
jumping to one big cut like that, one big change like that?

Mr. POTTER. Personally, I believe that H.R. 22 has the short-
term benefit of getting us through the year and enabling us to pay
our bills. And it helps us in subsequent years to do that. I do think
that you are on a parallel path, though, that we need that as well
as the discussion that you just described about, we need to look at
all our options, we need to come up with a plan and we need to
execute it. Again, I think in timing, the timing of when we execute
it is based on the anticipated demand for postal services.

Ms. NORTON. And I know we can’t predict the future, and incre-
mental death is a pretty terrible death. So again, I am looking for
a way to deal with the problem, that is to say, short-term, yes. But
then to look at its consequences. I hear what you are saying and
understand it.

How green is the Postal Service? You do a lot of, perhaps as
much as anyone in the country, traveling by motor. Would you tell
us how you are conserving, if you are conserving fuel and how you
are conserving it?

Mr. POTTER. First, when it comes to fuel, right-hand drive, we
have changed our delivery routes to make sure that we have as
many right-hand turns in there as possible.

Ms. NORTON. How often do you buy new vehicles?

Mr. PoTrTER. Well, we haven’t bought vehicles in some 17 years.

Ms. NORTON. You haven’t what?

Mr. POTTER. We haven’t bought, we have a fleet, our fleet of ve-
hicles is some 17 years old. We are very anxious to take that fleet,
modernize that fleet and——

Ms. NORTON. So if one goes down, it is just down and you don’t
replace it?

Mr. POTTER. We have aluminum-body vehicles. We have added
some vans to that fleet as deliveries have grown. But we bought
a special vehicle

Ms. NORTON. What fuel are those?

Mr. POTTER. Right now they are gasoline?

Ms. NORTON. Why?

Mr. POTTER. Because of the fact that, well, there are a number
of reasons. But one of the reasons is that up until last year, we
were limited in terms of alternate fuel vehicles that we could con-
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sider. Hybrids and the like we were not given credit for from the
Federal Government. That law has since been changed.

Ms. NORTON. We are not giving credit for—what do you mean by
not giving credit for?

Mr. POTTER. We were required to have a certain percentage of
our fleet be alternate fuel vehicles. The definition of what is an al-
ternate fuel vehicle was very narrow. We worked with the Depart-
ment of Energy and with the folks up here on the Hill, Congress-
man Davis and others, to get that definition expanded so that we
could consider other types of vehicles.

Right now we are testing, as we speak, hydrogen-fueled vehicles,
gas-powered vehicles, natural gas vehicles. We are testing a num-
ber of different alternatives.

Ms. NORTON. Mr. Chairman, could I ask you if you would allow
this witness to submit to you an inventory of the complement of ve-
hicles they have now, based on precisely what form of fuel they
use, so we can get a sense of that?

Mr. POTTER. I would also be proud to submit with that, Con-
gresswoman, all of our activities in terms of going green. Because
we have a very good racket, and I would like to do it justice by sub-
mitting that as well.

Ms. NORTON. Thank you very much.

Mr. LyncH. I think we can work that out. I know that you did
present a vehicle count inventory, but I don’t think it was broken
down as Ms. Norton would like. So perhaps you can jus look
through that and get the information to the committee as soon as
possible.

Mr. POTTER. We will be happy to do that.

Mr. LyNcH. OK, Mr. Potter, I have no further questions. I want
to thank you for your attendance here and I wish you good day.

Mr. POTTER. Thank you.

Mr. LYNCH. As you probably heard, we have some votes currently
on the floor. I understand there are at least three in this series.
Which probably means we will not be back for about, at a mini-
mum, a half hour, probably a little bit longer. Everybody is wel-
come to stretch your legs, and we will be back in about 30 to 40
minutes.

[Recess.]

Mr. LyNcH. This subcommittee hearing will now come to order.
I want to welcome Ms. Gallagher and the Honorable Dan Blair as
witnesses. It is the committee policy that all witnesses are to be
sworn in. Could you please rise and raise your right hands?

[Witnesses sworn.]

Mr. LYNCH. Let the record show that the witnesses have re-
sponded in the affirmative.

The committee is pleased to welcome Ms. Carolyn Gallagher,
chairman of the Board of Governors for the U.S. Postal Service.
Carolyn Gallagher was named Governor of the U.S. Postal Service
by President George W. Bush in November 2004. She currently
serves as chairman of the Compensation and Management Re-
sources Committee, and is vice chair of the Audit and Finance
Committee.

The Honorable Dan Blair is chairman of the Postal Regulatory
Commission. Mr. Blair serves as the first chairman of the Postal
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Regulatory Commission, the successor agency to the former Postal
Rate Commission. He was unanimously confirmed as a Commis-
sioner of the former Postal Rate Commission in December 2006 by
the U.S. Senate and was designated chairman by President George
W. Bush during the same year.

| Tﬁle committee would now welcome opening statements. Ms. Gal-
agher.

STATEMENTS OF CAROLYN GALLAGHER, CHAIRMAN, BOARD
OF GOVERNORS, U.S. POSTAL SERVICE; AND DAN G. BLAIR,
CHAIRMAN, POSTAL REGULATORY COMMISSION

STATEMENT OF CAROLYN GALLAGHER

Ms. GALLAGHER. Good afternoon, Chairman Lynch, Ranking
Member Chaffetz and members of the subcommittee. Thank you for
inviting me. It is an honor to be here.

The current economic downturn has hit our country with a speed
and a depth that the Postal Service, like most other businesses,
could not anticipate. The dramatic decline in mail volume over the
past 18 months is simply outpacing the rate at which we can re-
duce our costs, given the tools available to us.

Adding to this unprecedented financial challenge is the require-
ment passed in the Postal Law of 2006 that the Postal Service
make payments of $5.4 billion or more per year to fund future re-
tiree health care obligations. If not for this payment, the Postal
Service would have earned a profit of $2.8 billion in 2008, an excep-
tionally challenging year.

The Postmaster General and his team are responding quickly
and decisively to these challenges. They are undertaking a range
of efforts, including the elimination of work hours, major reductions
in administrative overhead, and aggressive network consolidations
that will eliminate almost $10 billion in the next 2 fiscal years.

Yet even with our best efforts, we will still come up short. Under
current law, we cannot close the widening gap between revenue
and costs and still finance today’s service levels for this fiscal year.
Despite our aggressive plan to reduce costs over the next 2 years,
our projections show that we will still lose another $13 billion over
that period.

The Postal Service has been a self-funded Government entity for
more than 30 years, and we plan to remain so. Today, we respect-
fully request your urgent attention in providing the Postal Service,
not with financial assistance, but with the flexibility needed to bet-
ter align our resources and our responsibilities. Our first request
is for a change to fund our retiree health benefit premiums from
the retirement health benefits fund rather than from operating rev-
enue. The Postal Act of 2006 requires an extraordinary obligation
that no other Federal agency or private sector company has to
meet. Maintaining the current accelerated payment schedule for fu-
ture obligations and having to borrow money to do so when we can-
not make ends meet today puts the Postal Service in an unneces-
sarily perilous position. It is like planning to add a new room to
your home when the house is on fire.

We greatly appreciate the efforts of Representatives dJohn
McHugh and Danny Davis, who introduced H.R. 22, which would
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allow this funding change and save at least $2 billion per year for
8 years. We ask all members of this subcommittee to support this
legislation. But even if H.R. 22 is enacted, we still forecast a loss
of $9 billion over the next 2 fiscal years.

Therefore, additional and immediate action is needed. The Board
agrees with management and believes that going to 5 day per week
delivery is the best option for restoring our financial health and en-
suring our long-term future. The volume of mail we are delivering
no longer produces enough revenue to cover the costs of 6-day de-
livery to 150 million households and businesses. We need to adapt
our network to reflect the changing demand for our products and
services. Going to 5-day delivery, once fully implemented, could re-
duce costs by $3.5 billion per year and can be achieved without
substantial impact on our customers and our employees. In fact,
two recent public opinion polls show that the American people pre-
fer the option of 5-day delivery over a significant increase in stamp
prices.

Another critical element ensuring the long-term financial health
of the Postal Service is strong and effective leadership. On this
matter, the Governors are certain that the Postal Service has the
right leader in Jack Potter. I welcome your request to address the
issue of the Postmaster General’s compensation package.

Our board formed a compensation and management resources
committee 3 years ago, because we know how important it is to at-
tract, retain and develop outstanding leadership for the Postal
Service. Congress recognized this when it enacted a law requiring
that executive pay at the Postal Service be comparable to jobs with
similar responsibilities in the private sector.

In 2008, the Postmaster General’s salary was $263,575, the
amount permitted by Congress. In addition, based on his outstand-
ing leadership in a very difficult time, the Governors awarded Mr.
Potter a performance incentive of $135,041, which is deferred and
will be paid in 10 annual installments after he leaves Postal Serv-
ice employment. The balance of his compensation package includes
the cost of Mr. Potter’s security detail provided by the Postal In-
spection Service and the estimated change in the future value of
his Federal pension through the Civil Service Retirement System,
based on his 31 years of service.

Mr. Potter has earned the compensation he received. The Gov-
ernors believe his achievements in 2008 were both remarkable and
unprecedented. Last year, the Postmaster General and his team re-
duced costs by over $2 billion, more than double what was planned,
while still providing record levels of service to the American people.

The Governors have complete confidence in Mr. Potter. We need
his leadership now more than ever to lead us through the crisis we
face.

In conclusion, Mr. Chairman, I want to emphasize that our cur-
rent financial situation is dire. The legislative changes we are re-
questing will not cost the Federal Government anything or require
an appropriation by Congress. But they will allow us much-needed
flexibility to meet our obligations and to adapt the Postal Service
to a changing business environment.
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Thank you, Mr. Chairman and members of the subcommittee. I
would be happy to answer any questions.
[The prepared statement of Ms. Gallagher follows:]
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STATEMENT OF
CAROLYN GALLAGHER, CHAIRMAN
BOARD OF GOVERNORS
U.S. POSTAL SERVICE
BEFORE THE
SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL SERVICE
AND THE DISTRICT OF COLUMBIA
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
U.S. HOUSE OF REPRESENTATIVES

MARCH 25, 2009

Good Morning, Chairman Lynch, Ranking Member Chaffetz, and Members of the Subcommittee:
Thank you for inviting me today. It is a great honor to be here representing the Board of
Governors. We take our fiduciary responsibility and stewardship role very seriously and
recognize that protecting the long-term financial viability of the Postal Service is our primary task.
We welcome your assistance in achieving this important goal, especially now, when our entire
national economy has been shaken, resulting in previously unimaginable reversals in mail volume
and revenue.

As a result of this dramatic loss of volume and revenue over the last year and a half, the Postal
Service is now facing a financial crisis. Today, | would like to discuss how the leadership of the
Postal Service is working 1o respond to this chalienge and ensure that we maintain our invaluable
service to the American public and economy. | also want to address the legislative assistance we
need from you and your colleagues to make sure the Postal Service has the operational flexibility
it needs to be successful in regaining its financial footing for the future. Finally, | will explain the
details of the Postmaster General's compensation package, as you have requested.

For 234 years, the United States Postal Service has served its mission of binding the nation
together by providing universal service at affordable rates. Indeed, the Postal Service is a vital
engine of our nation’s economy. We are the leader of a mailing industry that represents close to
7.5 percent of America’s gross national product and creates eight million jobs across the nation in
thousands of large and small businesses, including printers, publishers, advertisers, logistics
companies and many more. The mail is the conduit for approximately $1 trillion in commerce
annually. In short, the mail drives American commerce and, in turn, America’s commerce drives
the mail.

Yes, Americans are gradually changing the way they communicate and use the mail, but thatis a
change we have predicted and have been addressing head on. Over the past seven years, the
Postal Service has reduced certain costs by more than $1 billion annually in order to align our
resources with the changing demand for mail. However, the current economic downturn has hit
our country with a speed and depth that the Postal Service, along with most other businesses,
could not anticipate. The dramatic decline in mail volume over the past 18 months is simply
outpacing the rate at which we can reduce our costs, given the financial and operational tools
currently available to us. .

Adding to this unprecedented financial challenge is the requirement passed in the Postal
Accountability and Enhancement Act of 2006 that the Postal Service make payments of $5.4
billion or more per year to fund future retiree health care obligations. In fact, if not for this
payment, the Postal Service would have earned a profit of $2.8 billion in 2008, an exceptionally
challenging year.
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The economic recession first hit the Postal Service in the first quarter of fiscal year 2008, causing
mail volume to plunge by almost 10 billion pieces that year, the largest drop in our history up to
that point. At the same time, many of our costs rose significantly, led by increases in fuel and
record cost-of-living adjustments to our union represented employees’ wage rates. Fortunately,
the Postmaster General and his team responded quickly and decisively to these challenges.
They eliminated 50 million additional work hours, the equivalent of 25,000 employees, and
reduced costs by over $2 billion, more than double their initial plan.

Most remarkably, while making these changes, the Postal Service was able to achieve a number
of significant milestones. Last year, the agency reached all-time highs in customer service,
employee satisfaction and employee safety. Last year, 93 percent of our customers rated the
Postal Service's overall performance as good to excellent and we recorded 97 percent on time
delivery for First Class Mail and set new records across all mail classes. And for the fifth straight
year, the Postal Service was rated as the most trusted government agency by the Ponemon
Institute.

Yet all of our projections indicate that last year's staggering loss of mail volume will be eclipsed in
2009 and possibly again in 2010. Mail volume peaked at 213 billion pieces in 2006. This year,
mail volume is running at an annual rate of 180 billion pieces. That is a staggering decline of 15
percent or 33 billion pieces of mail, impacting all mail categories. Unless the rate of decline
stabilizes soon, we would not be surprised to see annualized volumes as low as 175 or even 170
billion pieces in the next 12 months. To put this in perspective, each drop of 1 billion pieces
generally amounts to a loss of $380 million in revenue.

| can assure you that the Board of Governors is working closely with management to identify
every possible action to reduce costs further, including the elimination of significantly more work
hours, major cutbacks in administrative overhead, aggressive network consolidations, and other
measures that far exceed any changes we have ever made in such a short period of time. As far
as the Board is concerned, nothing is “off the table.” Extraordinary times call for extraordinary
actions and Mr. Potter and his team are undertaking a range of efforts — which we strongly
support -- that will reduce costs by $5.9 billion in FY 2009 and another $3.8 billion in FY 2010.
The Postmaster General provided you with a more detailed review of these actions in his
testimony.

Everyone at the Postal Service is pitching in and doing their share to help and | would like to
express my deep appreciation to our employees, the hundreds of thousands of men and women
who are doing what is necessary to continue to fulfill our mission during these trying times. Their
dedication has proven, time and time again, to be the backbone of the Postal Service.

Yet even with the best efforts of the management and employees of the Postal Service, | am
compelled to tell you that we will still come up short. We now need, and respectfully request,
your urgent attention in providing the Postal Service with the operational flexibility needed to
better align our resources and our responsibilities. The Postal Service has been a self-funded
government entity for more than 30 years and we plan to remain so. But we need greater
operational flexibility, not financial assistance, in order to do so.

Within the limits of existing law, we cannot close the widening gap between revenue and costs
and still maintain today's service levels for this fiscal year. Despite our aggressive plan to reduce
cumulative costs over the next two years, our projections show that we will still lose another $13
billion aver that period.

Today, on behalf of the Board of Governors, 1 join the Postmaster General in asking Congress for
specific legislation that will allow us to undertake operational adjustments that would help relieve
our financial situation.

Quir first request is for a change to pay our retiree health benefit premiums from the Postal
Service Retirement Health Benefits Fund, rather than from current operating revenue. The Postal
Act of 2006 calls for the Postal Service to amortize most of a long-term liability for retiree health
care over a period of only 10 years. This is an extraordinary obligation that no other federal
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agency or private-sector company has to meet. Maintaining the current accelerated payment
schedule for future obligations, and having to borrow money to do so when we cannot make ends
meet today, puts the Postal Service in an unnecessarily perilous position. This is like planning to
add a new room to your home when the house is on fire.

t am personally familiar with the history of this provision, having served on the President's
Commission on the United States Postal Service, where it originated, although with an important
distinction. Our final report, “Embracing the Future,” which was the basis for many elements of
the Postal Act of 2006, recommended that the Postal Service consider funding a reserve account
for unfunded retiree-health-care obligations, but only to the extent that its financial conditions
allow. The Board of Governors is in full agreement with that recommendation.

We are extremely appreciative of the efforts of Representatives John M. McHugh and Danny K.
Davis of this Subcommittee, who introduced H.R, 22, which would aliow the Postal Service to pay
its share of contributions for current annuitants’ health benefits out of the Postal Service Retiree
Health Benefits Trust Fund. Passage of that measure would save us at least $2 billion per year
for an eight-year period. We ask that all members of this Subcommittee give H.R. 22 their full
support.

But, | am sorry to have to say that this alone will not be enough to ensure the Postal Service can
continue to serve the American people for years to come. Even if H.R. 22 is enacted and we are
fully successful in implementing our cost-savings initiatives, we forecast that the Postal Service
could still lose $9 billion over the next two fiscal years. Therefore, additional and immediate
action is needed.

The Postmaster General also requested that Congress eliminate the appropriations rider
requiring the Postal Service to deliver mail six days per week, allowing us the flexibility to move to
five-day delivery. The Board of Governors fully supports that request and believes structural
change is absolutely necessary to return the Postal Service to financial heaith and ensure our
long term viability.

Adijusting our delivery network makes good business sense given the falling demand for our
products and services. On a daily basis, the Postal Service is delivering fewer pieces of mail to
each address we serve. The reality is that the reduced volume no longer produces enough
revenue to pay for the cost of six-day delivery to the 150 million households and businesses that
make up our delivery network. And we are certainly not alone in this approach. Other
transportation and delivery companies are actively managing their own networks to align resource
use with changes in customer activity and demand. For our organization, this change, once fully
implemented, could reduce costs by $3.5 billion per year and better balance delivery costs with
mail volume.

As the Postmaster General said in his testimony, this action would also have the support of our
customers, the American public. Two recent public opinion polls both demonstrate that the public
supports this change, preferring this option to a significant increase in stamp prices. In fact, 2
survey conducted last month by Rasmussen found that 69 percent of our citizens support five-day
delivery if needed to ensure financial viability.

And indeed, when properly planned and communicated, the change could be implemented
without substantial impact on our customers and our employees. The Postmaster General has
already started this discussion with our stakeholders and we will continue to listen to their
concerns and develop a plan that will support the Postal Service's financial healith and our
customer's needs.

| can assure you that the Board of Governors does not take this request lightly. But we believe
that, given the current crisis and the long term more structural change to the way Americans are
using the mail, going to five-day per week delivery is the best option available to restore our
financial health and ensure our long term future. So, at this pivotal moment in our history, we
respectfully ask that you provide the Board as soon as possible with the flexibility to proactively
align our delivery network to reflect the changing demand for our products and services.
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Certainly another critical element in ensuring the long-term strength of the Postal Service is
strong and effective leadership. And on this matter the Governors remain steadfastly assured:
the Postal Service has the right leader in Jack Potter, and he is singularly qualified to face the
incredibly challenging landscape before us.

| welcome the opportunity to address the issue of the Postmaster General's compensation
package, as you have requested. Our Board formed a compensation and management
resources committee three years ago because we know how important it is {o attract, retain and
develop outstanding leadership for the Postal Service, especially in these turbulent times,
Congress knows this as weil and, in fact, enacted a law that requires that pay for executives at
the Postal Service be comparable to jobs with similar responsibilities in the private sector for
precisely this same reason.

We have worked hard to develop a compensation plan that we strongly believe is in the best
interest of the Postal Service, its customers and the American peopie. The Governors’
compensation philosophy is simple: there should be a strong connection between individual
executive compensation and performance on a number of dimensions, including reliable service,
productivity, net income and customer satisfaction. Therefore, a portion of the compensation
should be “at risk” and should be set to motivate continuous and long term improvement based
on objective goals.

in 2008, the Postmaster General’s salary was $263,575, the amount permitted by Congress in
the Postal Accountability and Enhancement Act of 2006. |n addition, based on his outstanding
leadership in a very difficult time, the Governors awarded Mr. Potter a performance incentive of
$135,041, which will be paid in ten annual instaliments after he leaves Postal Service
employment.

The balance of Mr. Potter's compensation package includes the estimated change in the future
value of his federal benefits through the Civil Service Retirement System based on his 31 years
of service with the Postal Service, and the cost of Mr. Potter's security detail provided by the
Postal Inspection Service.

Although we Governors are a diverse group with varying views on some things, we all agree that
Mr. Potter has earned the compensation he has received. His achievements in 2008 were both
remarkable and unprecedented given the magnitude of the challenges the Postal Service faced.
When the effects of the economic downturn began to be felt in early 2008, Mr. Potter reacted
quickly to the sharp and unexpected downturn in mail volume and revenue. The Postmaster
General and his team reduced costs by over $2 billion, more than double what had been planned,
while still providing record levels of service to the American people.

Mr. Potter has been an outstanding leader since his tenure began in 2001. He led the Postal
Service through the events of September 11th, 2001 and the anthrax-related tragedies that
followed a month later. After sharp declines in mail volume in the months after those events, he
restored the public’s confidence in the mail and led the Postal Service back to financial health,
while continuocusly improving service. The Governors have complete confidence in Mr. Potter
and we need his leadership now more than ever to lead us through the crisis we again face
today.

I want to emphasize again that our current financial situation is dire. | assure you that the
leadership of the Postal Service is doing everything within their control to reduce costs while
maintaining service. However, without the immediate help of Congress, we will not have enough
revenue to cover our costs and still provide the same level of customer service we are providing
today. The legislative changes we are requesting will not be an expense to the federai
government or require an appropriation by Congress, but they will allow us much needed
operational flexibility to meet our obligations and to adapt the Postal Service to a changing
business environment.
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Despite the difficult situation we face today, | share the Postmaster General’s faith in our
business and his confidence that the Postal Service can return to profitability. The legislative
changes we seek -- combined with the aggressive steps we are taking to match resources with
workload, streamline operations and grow our business -- will position the Postal Service well for
the future. With your help we can survive this crisis and evolve into an even stronger
organization that is better positioned to continue to serve the needs of the American public far
into the future.

I would like to thank this committee, and the many stakeholders of the Postal Service, who
contribute their time, energy and interest on behalf of the organization. Thank you, Mr. Chairman
and Members of the Subcommittee. | would be happy to answer any questions you might have.
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Mr. LYNCH. Mr. Blair, please proceed.

STATEMENT OF DAN G. BLAIR

Mr. BrAlR. Chairman Lynch, Ranking Member Chaffetz, Mr.
Davis, thank you for this chance to testify this afternoon.

Today the Postal Service is facing dire financial difficulties. They
are likely to worsen before they improve. The current economic cri-
sis has substantially impacted Postal Service volumes and reve-
nues.

The first quarter of fiscal year 2009 showed volume declines for
all classes. First class mail declined an additional 7.3 percent and
standard mail declined 11 percent. In all, total volume in the first
quarter declined 9.3 percent.

This trend is continuing in to calendar year 2009 at an acceler-
ated rate. Total mail volume in January 2009 is 16 percent below
levels reported in January 2008. The Service reported it lost almost
three quarters of a billion dollars in January as well.

We expect it to report a further deteriorating condition for Feb-
ruary, with continued dramatic volume decreases as well as a sig-
nificant decrease in revenues. Should double digit volume and reve-
nue declines continue, Commission analysis shows a cash shortfall
could be expected by the end of the fiscal year. Based on informa-
tion given the Commission, the Postal Service projects a $12.4 bil-
lion net operating deficit for the fiscal year.

To address this situation, the Postal Service has identified inter-
nal cost savings, reductions of $5.9 billion for fiscal year 2009.
However, further reductions are needed if the Service is to meet its
payroll and other expenses.

To address this, the Postal Service has asked Congress for au-
thority to reduce delivery days from 6 days a week to 5. Based on
the Commission’s universal service study, we estimate potential
annual savings of almost $2 billion. However, this action carries
the risk that customers may be harmed and some mailers may
choose to mail loess or leave the mail stream altogether.

The Service has also sought relief in seeking suspension of its re-
tiree health premium payments. This is the approach taken in H.R.
22. For fiscal year 2009, those payments would be almost $2 bil-
lion. However, more relief may be required to meet the Service’s
cash-flow needs this year, should current trends continue.

Determining the amount of needed relief begins in viewing the
Service’s debt ceiling and borrowing authority. Over the last 3
years, the Postal Service has increased its long-term debt from zero
dollars in fiscal year 2005 to $6.5 billion through the first quarter
of fiscal year 2009. The Postal Service has a $15 billion debt ceiling
and may increase their debt load no more than $3 billion in any
1 year.

Borrowing against its debt ceiling and suspension of the retiree
health benefit premium will likely prove insufficient to make up for
the cash shortfall. Congress should review the required $5.4 billion
payment required to pre-fund retiree health benefits. This payment
could be suspended in part or adjusted in an effort to the Service
remains financially viable.

The Postal Service can raise additional revenues from rate ad-
justments. Last week the Commission approved the Service’s rate
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increase request to adjust postal rates by 3.8 percent. These adjust-
ments will take effect May 11th. This amount is an inflation-based
increase as intended by the Postal Accountability and Enhance-
ment Act. Should current inflation trends continue, the price ad-
justment for 2010 will likely be less than 1 percent.

Other cost reduction measures must be considered as well, but
these impact difficult policy areas where Congress has expressed,
at least in years past, a desire for the maintenance of the status
quo.

The Commission’s role is to provide transparency in the postal fi-
nancial operations. I hope today’s testimony sheds some light on
the tough choices in helping the subcommittee evaluate the Serv-
ice’s financial situation.

[The prepared statement of Mr. Blair follows:]
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Postal Regulatory Commission Chairman Dan G. Blair

Statement before the House of Representatives
Subcommittee on the Federal Workforce, Postal Service,
and the District of Columbia

Wednesday, March 25, 2009

Chairman Lynch, Ranking Member Chaffetz, and members of the Subcommittee, thank
you for the opportunity to testify at this timely hearing. Today’s hearing is intended to examine
the U.S. Postal Service’s financial stability along with strategies to reduce costs and improve
efficiency. The Postal Regulatory Commission serves as the Postal Service’s primary regulator
and our role is to provide transparency on financial operations, pricing policies, and delivery
performance to Congress, stakeholders and the general public.

Today, the Postal Service is facing dire financial difficulties that are likely to worsen
before they improve. The current economic crisis has substantially impacted Postal Service
volumes and revenues. For example, the financial sector, which has suffered serious dislocation
due to the recession, accounted for approximately 15 percent of the U.S. Postal Service operating
revenues according to the Postal Service’s 2008 Annual Report. The economic downturn comes
on the heels of continued diversion of single-piece First Class Mail to e-mail and electronic bill
payments. The cumulative result of these events has been the most severe volume declines since
the Great Depression and significant financial losses for the Postal Service. Postal Service data
show volume declines for every domestic class of mail in FY 2008 with First-Class Mail volume
declining almost 5 percent. The first quarter of FY 2009 showed continuing volume declines for
all classes. First-Class mail declined an additional 7.3 percent and standard mail declined 11.0
percent. In all, total volume in the first quarter declined 9.3 percent.

This trend is continuing into calendar year 2009 at an accelerated rate. Total mail volume
in January 2009 was 16 percent below levels reported in January 2008. Further, the Service
reported it lost three-quarters of a billion dollars in January 2009. We expect further
deterioration in February with continued dramatic volume decreases as well as a significant
decrease in revenues. While the Service has taken action to curtail workhours dramatically, it is
expected to report a substantial operating deficit for February.
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Should double digit volume and revenue declines continue, Commission analysis shows a
cash shortfall could be expected by the end of the fiscal year.

The Postal Service bas indicated to the Commission that it would suffer a net loss before
cost savings of $12.4 billion by the end of this Fiscal Year. To address this situation, the Postal
Service has identified internal cost savings of $5.9 billion in FY 2009, leaving a net loss after
cost savings of $6.5 billion. Just last week, the Service announced it will close six out of 80
district offices, eliminate 521 management positions across the country, and offer early
retirement to nearly 150,000 employees nationwide. Administrative staffing will be reduced by
15 percent in the remaining 74 districts and more than 1400 mail processing management
positions will be eliminated in nearly 400 facilities around the country. The Postal Service has
said these difficult steps are necessary to address this fiscal crisis. However, these reductions
alone are insufficient if the Postal Service is to meet its payroll and other expenses.

The Postal Service announced last month its intent to seek legislative authority to reduce
mail delivery to households from six to five days. In the Commission’s Report on Universal
Postal Service and the Postal Monopoly, issued in December of 2008, we determined that if the
Postal Service were to make this service reduction, it could save a potential $1.9 billion annually.

Reductions in service, however, carry potential risks. The Commission’s Universal
Service Report recommended that the Postal Service assess how major mailers might react to
such a change in service before the Postal Service implements this type of reduction.

Current annual appropriations language prohibits the Postal Service from reducing mail
delivery from six days a week. Therefore, any proposals to change the frequency of mail
delivery must be approved by Congress. The appropriations language also places restrictions on
the closing of small and rural post offices. In years past, Congress has expressed support for
maintaining the status quo in other areas where potential cost savings could be realized.
Congress may want to revisit these legislative limitations if it determines that delivery and
service reductions are necessary to ensure the future financial viability of the Postal Service.

Congress may also wish to consider raising the Postal Service’s total debt limit as another
means of addressing the Service’s financial situation. However, additional debt would have to
be paid back with interest. Currently, the Postal Service has a $15 billion debt ceiling and may
increase its debt load no more than $3 billion in any one year. Over the last three years, the
Postal Service has increased its long term debt from zero in FY 2005 to $6.5 billion at the end of
the first quarter of FY 2009. If the Postal Service utilizes its full borrowing authority for an
additional $3 billion this fiscal year, the outstanding shortfall would be $3.5 billion.

2
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In considering strategies to address its financial viability, the Service is seeking
legislative relief through an adjustment to its retiree health benefits premium payments. Unlike
other federal agencies, the Postal Service is required by law to fund the cost of health benefits
premiums for both current and future retirees. The Postal Accountability and Enhancement Act
(PAEA) requires the Postal Service to pay into the Postal Service Retiree Health Benefits Fund
regularly scheduled payments through 2016. As of September 30, 2008, this fund had a positive
balance of $32.6 billion.

The total payment for FY 2009 for retiree health benefits is estimated at approximately
$7.4 billion. This includes the scheduled payment of $5.4 billion, as mandated by the PAEA,
and an estimated $2 billion for current retiree health benefit premiums.

Given the serious financial difficulties facing the Postal Service, an adjustment to the
Service’s health benefit payment schedule would appear to be the most pragmatic approach in
providing relief for the short term. In principle, prefunding these liabilities is good public policy.
However, meeting current obligations and payroll must take precedence.

Options for relief can be fashioned by considering two variables — the dollar amount and
duration of the relief.

Representative McHugh’s legislation, H.R 22, takes the approach of suspending the
retiree health benefit premium payment for current employees for eight years. H.R. 22 has 195
cosponsors. If Congress grants the Postal Service authority to suspend its $2 billion payment in
FY 2009 for current retiree health benefit premiums, the resulting savings still would not
completely resolve the Service’s immediate problem. A potential cash flow problem could result
at the end of this Fiscal Year and the outlook for FY2010 is even bleaker.

In light of the continuing deterioration of Postal finances, a broader approach, such as
adjusting or suspending in part the scheduled payment of $5.4 billion into the health benefits
fund, should also be considered.

At a January hearing before the Senate Subcommittee on Federal Financial Management,
Government Information, Federal Services, and International Security, I testified that a two-year
relief approach should be considered. The two-year approach provides Congress the oversight
opportunities to re-examine progress made by the Postal Service in addressing its financial
condition and the need for continued relief.

If Congress were to adjust or suspend the scheduled payments, it would need to ensure
the sustainability of the fund to address the long-term health benefit liabilities.
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Another possible approach would be increasing the direct appropriation from Congress to
cover additional operating expenses. The Postal Service is supported almost exclusively by
ratepayers and generated nearly $75 billion in ratepayer revenues in FY 2008. Last year, the
Service received $103 million through direct appropriations, covering free mail for the blind,
overseas voting, and a reimbursement of prior revenue foregone authorized by the Revenue
Forgone Reform Act of 1993.

This challenging financial environment comes at a time that the Commission is working
diligently to implement key provisions of the PAEA. The statute directed the Commission to
develop a modern system of rate regulation implementing the inflation-based rate cap system and
we issued that order establishing the new system in October 2007. The statutory framework
contemplated the Service seeking annual adjustments for market dominant products with the
increase for each class of mail kept equal to the rate of inflation, as determined by the Consumer
Price Index.

In February 2009, the Postal Service filed with the Commission its plan for rate
adjustments, effective in May, subject to the inflation-based rate cap. As the members of this
Subcommittee know, a key goal of the 2006 Act was striking a balance between the Postal
Service’s need for additional flexibility with the public and mailing community’s need for
increased rate stability.

Last week, the Commission issued its review of these price adjustments and found that
the increases for market dominant products were on average, within the applicable 3.8 percent
price cap for each class of mail. The rate adjustment includes a 2 cent increase in the price of the
First-Class stamp, from 42 to 44 cents. Should current inflation trends continue, the price
adjustment for 2010 would likely be less than one percent.

In addition to inflation-based adjustments, the Act allows the Postal Service to file an
“exigent” rate case to address revenue shortfalls. This authority allows the Postal Service to
raise its rates for market dominant products higher than the CPl-based rate cap imposed by the
PAEA if it can demonstrate “extraordinary or exceptional circumstances.” The Postmaster
General has indicated his desire to avoid filing such a case for fear that raising rates above
inflation would likely drive more mailers from the system and further diminish future postal
volumes and revenues.

Other strategies for improving the Postal Service’s financial outlook include examining
ways to grow volume and position the Postal Service to take advantage of market opportunities
once the economy begins to recover. The Act granted the Postal Service additional flexibilities
in seeking negotiated service agreements, as well as new and experimental products. In our FY
2007 compliance determination, the Commission found that NSAs contributed $2.5 million in
net benefit to the Postal Service’s finances.
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At a January hearing before the Senate Subcommittee on Federal Financial Management,
Government Information, Federal Services, and International Security, I raised the
Commission’s strong concern about the lack of publicly available, monthly financial reports by
the Postal Service. The Act granted the Commission new regulatory power to ensure the
financial transparency of the Postal Service. The law also requires the Service to comply with
Securities and Exchange Commission-like reporting requirements.

During this time of financial difficulty, timely and sufficient - as well as accessible
information on operating results - is crucial. Publicly available monthly reports - to Congress
and the Commission - will help keep postal stakeholders abreast of changes in trends and allow
prompt reaction to changing circumstances. I firmly believe that, given the tenuousness of the
Postal Service’s financial situation, more — not less — financial transparency is called for.

1 am pleased to report that the Postal Service publicly filed with the Commission its
Integrated Financial Plans for Fiscal Years 2008 and 2009 on February 27. The Integrated
Financial Plans detail the operating budget for the fiscal year, including the economic
assumptions used to develop the budgeted data. Also included are the Capital Investment budget
and the fiscal year’s financial plan for operations and capital investment.

Additionally, on March 3, the Postal Service filed with the Commission a monthly
financial statement for January 2009, which is now available on our website. The monthly report
contains basic income statement information and compares the current month data with their
operating plan and with the same period last year. It also reports the same information on a year-
to-date basis. In addition to an income statement, the report also presents volume information by
class, a breakdown of expenses by category, and a report on total workhours used. While we
recognize that the information provided in the monthly statement is not audited and can be
subject to revision, we feel it will provide stakeholders a clearer and more current picture of the
Postal Service’s financial status. We will continue to discuss with the Postal Service additional
reporting requirements on some of the backup account data for the monthly statements.

Let me also take this opportunity to update you on other Commission activities. For
2009, the Commission’s regulatory agenda remains very active. We have finalized or are about
to finalize three orders in rulemaking proceedings designed to implement important provisions of
the PAEA. The Commission recently issued a second notice of proposed rulemaking to
implement procedures governing the degree of confidentiality to accord information filed with
the Commission by the Postal Service and third parties. In the next few days, we expect to adopt
rules addressing the efficient and expeditious processing of complaints and to approve final rules
prescribing the form and content of periodic reports the Postal Service is required to file with the
Commission under the law.
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The Commission is wrapping up its review of the Postal Service’s Annual Compliance
Report (ACR). The Commission’s review of this report will address compliance of rates and
fees under applicable standards, as well as whether service standards in effect during the period
covered by the Fiscal Year 2008 ACR were met. This determination focuses on activities of the
prior Fiscal Year. The Commission’s Annual Compliance Determination will be posted on our
website March 30.

This concludes my written statement and I appreciate this invitation to testify, I welcome
the opportunity to answer your questions.
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Mr. LyNcH. Thank you very much for your testimony.

Let me begin, I am going to recognize myself for 5 minutes.

Ms. Gallagher, let’s start off with Mr. Potter’s compensation. I
understand you are the chair of the compensation committee, is
that correct?

Ms. GALLAGHER. I was chair of that committee until I became
chair of the board.

Mr. LyNcH. When did that happen?

Ms. GALLAGHER. In February, early February.

Mr. LyncH. OK, so with respect to Mr. Potter’s previous salary,
the 2008 salary, you were?

Ms. GALLAGHER. I was chair of the compensation and manage-
ment resources.

Mr. LYNCH. I have been reviewing Mr. Potter’s record. He has
had some good years. I just want to point out, in 2007, the Post
Office lost %5 billion. In 2008, they lost $2.8 billion. And now, based
on testimony here, in 2009, we should expect losses somewhere in
the range of $9 billion to $10 billion unless we do something drastic
and bite into those losses with significant cuts in service.

Now, there are a couple of statutes that bear on the compensa-
tion of the Postmaster General. One is an earlier statute that ties
his compensation to the salary of the Vice President of the United
States. He is to earn no more than 120 percent of what Joe Biden
earns.

There is another statute that you referred to passed in 2006 that
indicates that the salary should be comparable in some way with
those in the private sector. Can you tell me how we ended up pay-
ing all this money to Mr. Potter in 2008 when, what was the think-
ing of the compensation committee when we lost $3 billion and we
gave Mr. Potter an entire package, now, I understand some of that
is his pension, of about $800,000?

Ms. GALLAGHER. I would be happy to, Mr. Chairman. First, Mr.
Potter’s salary, the amount that he actually was paid in 2008, was
$263,000. That was the limit that was set by Congress in the Post-
al Accountability Act of 2006.

In addition, the board did award Mr. Potter a performance incen-
tive award of $135,000, based on what we believed was remarkable
and unprecedented achievement. In the face of a very difficult year,
falling volumes because of the recession, Mr. Potter reacted quickly
and decisively. He and his team reduced work hours by 50 million
work hours. They saved the Postal Service over $2 billion, more
than double what was originally planned.

While doing those changes, they also were able to provide record
levels of service to the American people. We believe that is a re-
markable accomplishment.

I also believe that when you look at Mr. Potter’s compensation,
you have to consider the size of the job. The Postmaster General
is running one of the largest organizations in the country; indeed,
the world. The Postal Service has 650,000 employees, about the
amount of Federal Express and UPS combined, with $75 billion in
revenues. We would be in the top tier of Fortune 100 companies
if we were on that list. We have 37,000 facilities and retail outlets.

We do have a statute that says we should pay the executives
comparable to their peers in the private sector. Yet based on an
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outside consultant, who specializes in executive compensation, Mr.
Potter and his team make a small fraction, only 15 percent, of what
people running similarly sized organizations are making. We be-
lieve we are lucky to have a Postmaster General the caliber of Mr.
Potter. And we believe that he earned every penny that he was
paid.

Mr. LYNCH. Understand the frustration in the public, though,
when they take the whole picture here. They are looking at the
prospect of 5-day delivery, they are looking at the prospect of the
post office closing, they are looking at the prospect of 150,000 em-
ployees retiring or going away from the post office, regional centers
closing down and their rates going up, I might add. And we are giv-
ing the gentleman a $135,000 bonus. And I understand the idea of
comparable salary.

However, I don’t agree with the premise that just because AIG
or Merrill Lynch is giving people bonuses for driving the company
into the ground that we should emulate that. That is certainly not
the idea here, right? We are trying to reward positive performance.
Like I said, 2007, we lose $5 billion, 2008, $2.8 billion we lose.
Then now we have the prospect of losing somewhere in the area
of $10 billion in 2009 with all of this pain. It just defies logic to
me.

And we are not talking about a 10 percent or 20 percent bonus.
We are talking about 50 percent of the gentleman’s salary. I know
it is not taxpayer-funded, this is from revenues generated by the
Postal Service. But still, given the need in the system, I question
the wisdom of this. I don’t know, when exactly did you determine
his salary?

Ms. GALLAGHER. Well, first, Mr. Chairman, I have to take excep-
tion at the comparison of the U.S. Postal Service to AIG. The Post-
al Service is the most trusted Government agency and has been for
the past 5 years. It is one of the most trusted organizations in the
country. Mr. Potter and his team saved billions of dollars, $8 billion
over the last 7 years, $2 billion last year for the Postal Service. He
has been a dedicated public servant for 31 years. He has been one
of the most successful Postmaster Generals in the history of the
Postal Service.

Mr. LyNcH. Well, you know, what I would say is this, I compared
the practice of giving bonuses in the financial services industry to
people who were losing money to the practice of giving bonuses to
executives at the Post Office at a time when they are losing money.
I think that is the comparison. I am not comparing the U.S. Postal
Service to AIG. However, there is this comparability language in
the statute, and I just want to make sure that we are comparing
apples to apples and that the practice that we are trying to emu-
late in the private sector is, when they do a good job and get a
bonus, we will use that example at the Post Office and not reward
performance that is less than satisfactory.

I am violating my own rule here, so I am going to allow Mr.
Chaffetz from Utah, the ranking member, to ask questions for 5
minutes.

Mr. CHAFFETZ. Thank you, Mr. Chairman, and thank you both
for being here. I appreciate your dedication and commitment to
public service.
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I also appreciate what Mr. Potter and the whole organization. I
wouldn’t give Mr. Potter all the credit, certainly he has a talented
team and men and women at all levels who are performing great
work and have accomplished many things, the reduction in over-
time hours and such. It really is, no doubt, a team effort.

Nevertheless, I have some deep concerns. You may have a foot-
ball team that is fighting and doing everything they can and you
want to pat some people on the back, but if you are losing the game
and you come up in the red, I just don’t see any room to at some
point say, we just can’t be handing out bonuses to the coach. And
so my question is, and I also hear you talk and express a concern
that he is under-compensated, in your view, in many ways, for his
base salary. To try to compare it to a $10 million salary for a com-
parable private sector job, and maybe we should revisit that whole
scenario.

But is this $135,000 bonus just a way to run around the statute
and give him extra compensation that you feel is deserved? At
what point do you actually cut it off and say, we lost money? And
we are either going to have to go to the taxpayers or we are going
to have to continue to suck it up until we get into the black.

Ms. GALLAGHER. Congressman Chaffetz, I think there is a very
important distinction here, and that is that the Postal Service
would have made a profit of $2.8 billion in 2008 if it were not for
the requirement passed by Congress that we pre-fund our retiree
health care obligation. We had to make a payment of $5.6 billion
in 2008. If not for that payment, the Postal Service would have
made a profit of $2.6 billion, despite the fact that our volume had
the biggest loss in the history of the Postal Service.

The fact that Mr. Potter and his team were able to offset that
volume loss and reduce head count or work force by 50 million
work hours and save the Postal Service $2 billion while maintain-
ing the best service levels we have ever had is truly remarkable.
And T do believe that he earned more than we are able to pay him
as a public servant.

Mr. CHAFFETZ. So you would have actually compensated him
more than what you did?

Ms. GALLAGHER. No, I believe that he was paid fairly as a public
servant. But I think the work that he did and the accomplishments
that he made for the Postal Service were worth more.

Mr. CHAFFETZ. Just my own personal belief, I do think there is
a difference in the rank and file and them accomplishing the goals
set forward by executive management. But in this case, I am so
concerned that we are taking a special effect on somebody who has
to deal with everything by the ifs. You can’t just say if, if. The re-
ality is it lost money. And now we are coming to the point where
we have to make some dramatic changes. Dramatic changes. And
this is somewhat symbolic of the challenges that we face.

If we adjust Mr. Potter’s compensation package, that is not going
to have a material effect on the overall. But he is the leadership.
He is the CEO. He is the leader there. Do you have any plans or
inclination or anything in the works to actually change the way ex-
ecutives are bonused out?

Ms. GALLAGHER. Absolutely not. We believe that the achieve-
ments of the Postmaster General and his team have been remark-
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able, given the challenges they are facing, that we are lucky to
have a team the caliber that we have who are willing to work at
a small fraction, only 15 percent of what their peers or what they
could make in the private sector.

We believe that they have saved billions of dollars while provid-
ing record levels of service and that they are earning every penny
that they are paid.

Mr. CHAFFETZ. He certainly wasn’t the only person to get a
bonus, correct? What is the total amount, the total dollars that
were paid out in bonuses to the executive level in the Postal Serv-
ice overall?

Ms. GALLAGHER. Congressman Chaffetz, that was fully disclosed
in our 10K.

Mr. CHAFFETZ. I just don’t know what the answer is, then.

Ms. GALLAGHER. I don’t have those facts and figures but I cer-
tainly will get them to you.

Mr. CHAFFETZ. Is it in the millions of dollars?

Ms. GALLAGHER. No, sir. The incentive payment for Mr. Potter
was $135,000.

Mr. CHAFFETZ. No, I meant for the executive level Postal Service
employees, what is the total?

Ms. GALLAGHER. I am sorry, I jus don’t have that. But I would
be happy to get it to you. It was fully disclosed, I just don’t have
the facts and figures in my hands.

Mr. CHAFFETZ. Yes, I would appreciate it if you would submit
that in a somewhat timely fashion.

Last question in this round here, you expressed “complete con-
fidence” in Mr. Potter. In light of this investigation that is now
going to move forward, does that taint or have any bearing on how
your concerns about Mr. Potter?

Ms. GALLAGHER. No, sir, not at all. Jack Potter is one of the most
successful Postmaster Generals in the history of the Postal Service.
Soon after taking office in 2001, he was hit with the events of 9/
11 and then the anthrax tragedies that followed soon after. He re-
stored the public’s confidence in the U.S. mail, returned us to fi-
nancial health. He has saved the Postal Service billions of dollars,
he and his team, while providing record levels of service. We are
very lucky to have a Postmaster General the caliber of Mr. Potter.
And the board has complete confidence in him. He is uniquely and
singularly qualified to lead us forward through the situations we
face today.

Mr. CHAFFETZ. Thank you, Mr. Chairman.

Mr. LYyNCH. Thank you.

The Chair recognizes the gentleman from Illinois, Mr. Davis, for
5 minutes.

Mr. DAvis. Thank you very much, Mr. Chairman, and Ms. Galla-
gher, Mr. Blair, it is good to see you both.

Let me begin with you, Mr. Blair, and ask you, the Postal Service
is not a private corporation, or is it? It is not a Government agency.
Or is it? What is it?

Mr. BLAIR. It is an independent establishment within the execu-
tive branch. It is wholly owned by the Federal Government. Em-
ployees of the Postal Service receive benefits just like any other
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Federal employee does. So in many respects it is treated like a Fed-
eral agency.

I think the two overriding distinctions is its governance struc-
ture. The Postmaster General is appointed by the Governors as op-
posed to being a Cabinet level member, such as he was in 1970.
And the revenues that pay their operating expenses are generated
through the sale of goods and services, unlike most Federal agen-
cies.

Mr. DAviS. So it is not exactly a Government agency but it func-
tions in many ways like a Government agency?

Mr. BLAIR. I think generally, yes.

Mr. DAvis. It is not exactly a private corporation but it functions
in many ways like a private corporation. So I guess I am wondering
whether or not there is any possibility that sometimes there could
be mixed signals, for example, if Congress directs the Board of Gov-
ernors to compensate postal executives in a comparable way simi-
lar to what takes place in private corporations or private industry,
would that appear to be what the Board of Governors may have
been intending?

Mr. BLAIR. I think oftentimes legislation sends some mixed sig-
nals. I think that is just part of the balancing factor that public
servants have to undergo and evaluation. It is told to operate and
act like a business, but it has substantial public service mandates.
We outlined a number of those mandates in our universal service
study. One of the most significant of those mandates is providing
6-day a week delivery.

Mr. DAvis. There is a culture in corporate America in relation-
ship to executive compensation that many people now are taking
a hard look at, and not just the Postal Service, not just pseudo-gov-
ernmental agencies. But people are taking a real hard look at the
culture that has developed relative to executive compensation in
corporate America. And Ms. Gallagher, my question is, given this
look that is taking place, has the Postal Board of Governors had
discussions reviewing any of its policies in relationship to response
to the public outcry that we are currently experiencing relative to
this issue?

Ms. GALLAGHER. Well, first, let me say, Congressman Davis, that
the board did struggle greatly to try to balance two competing stat-
utes and come up with a compensation that we felt like was the
best balance between the two. However, we still believe firmly that
the compensation for Postmaster General and his team is more
than fair, given the achievements and the challenges that they are
facing and the actions they are taking to try to keep the Postal
Service financially sound in this crisis.

So we have full confidence in what they are doing and we believe
they are paid fairly.

Mr. DAvis. So the Board of Governors is in fact cognizant and
displays sensitivity to the increasing concern about the issue?

Ms. GALLAGHER. Of course.

Mr. DAvis. We have heard Mr. Potter talk about his optimism in
relationship to the ability of the Postal Service to grow volume.
And of course, I am trying to rationalize in my own mind the abil-
ity to do that. How does the Board of Governors feel in relationship
to that?
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Ms. GALLAGHER. We certainly share the Postmaster General’s
confidence in the future viability of the Postal Service, with help,
obviously, from Congress as we have requested. There are opportu-
nities for us to grow this business. We do have new flexibility that
was given to us under the Postal Accountability Act, especially in
terms of pricing our shipping products. And we want to take full
advantage of it. We are trying to take full advantage of it, and in
fact, we are growing market share in our expedited mail products.
And we are very proud of that.

As the Postmaster General discussed this morning, we are mak-
ing technological investments that we think will add value to the
mail, intelligent mail bar code being the best example of that.

So we think there are opportunities. That being said, there is a
structural change in the way Americans are communicating, and
the Postal Service needs to change with it. We need to make sure
we match our resources and adjust our resources with the changing
demand for our products and services.

Mr. Davis. Thank you very much. Thank you, Mr. Chairman.

Mr. LYyNCH. Thank you.

Ms. Gallagher, we have sort of a parade of horribles that are roll-
ing out here in 2009. We are looking at the possibility of losing $10
billion unless we do something drastic. We are looking at post office
closings and cuts in service, perhaps, major cuts in service. Not
only that, but we are looking at the possibility of bumping up
against the debt limit, the statutory debt limit for the post office
as well, depending on how things go.

In that environment, looking at 2009, when I asked Postmaster
General Potter about the possibility of him getting a bonus in 2009,
he said, based on where we are, I am paraphrasing here, this is
not a quote, but words to the effect, I don’t expect a bonus in 2009.
I am just asking you, is that in line, as someone who sat at one
point on the compensation committee, what are your views on that
in 2009?

Ms. GALLAGHER. Mr. Chairman, it is too early to know what his
compensation will be. It is a decision for the full board. Mr. Potter
was right, it is a very difficult year for us and he has very difficult
and challenging goals. But the full board has not discussed that
yet. And it is a decision for the full board.

Mr. LyNcH. Well, I think something you should chew on is that
if you do end up bumping up against your statutory debt limit, you
are going to have to come to Congress to have that increased. And
it would be very difficult for Members of Congress to approve a sys-
tem or provide support to a system that they thought was not
being fair in terms of leading by example. If you are going to ask
the American people to absorb pain and closings and increased
debt, there needs to be some type of reflection in the management
team that acknowledges we are in some tough times. It cannot be
business as usual or business as we hoped it to be. We need to be
in this together.

Ms. GALLAGHER. Mr. Chairman, I would like to say that I believe
increasing our debt limit was the last thing we should do. By the
end of this year, we will have $10 billion in debt. Any additional
debt will just put further financial pressure on the Postal Service.
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It will increase our current costs, because we will have more inter-
est costs.

I think it will make it very difficult for the Postal Service to re-
turn to financial health, perhaps even impossible for the Postal
Service to return to financial health. We have laid out a plan, a
very aggressive action plan, that we are taking to reduce costs
while maintaining service. We have asked for your assistance in
two areas, one to help us restructure our retiree health care pay-
ment and one to give us the flexibility to go to 5-day delivery,
which we believe will help us match our resources to our changing
demand for our products. With those two changes, we are firmly in
belief that the Postal Service will return to financial health and be
viable for the future.

Mr. LYNCH. I understand the prospects of H.R. 22, and again, I
have great respect for both of the sponsors, both Mr. Davis who is
here and Mr. McHugh, who is not. I regard them very, very highly
on this as well as other matters. We are going to have to look at
that. In the out years, I have already expressed, about 2017, about
having $75 billion in unfunded liability. That is problematic. But
let’s go forward. I am open to it, I am just not completely convinced
at this point.

Ms. GALLAGHER. And we are happy to share more information,
because we don’t believe that will happen. And we are happy to
share that.

Mr. LYNCH. The other concern I have with respect to going to a
5-day delivery is that you are in a competitive work out there. If
you are saying now we are going to have a 2-day market for your
competitors, people are going to rely less on the Post Office, I think
there is a downside as well as an upside. I think there is a certain
loss of market share when you become a 5-day delivery post office
instead of a 7-day delivery post office. I recognize that might be the
reality of the situation, that may be what we have to do.

It is not my first option, though, and I frankly think that we
have some other things we have to look at. That might involve
looking at some of these areas that have high density placement
for our post offices. I am not talking about our rural areas, but we
have some of our big cities in America who have a post office in
every high rise. They had the volume at one time to justify all
those, but we may have to look at some of those things.

I would like to look at the least disruptive measures to reduce
costs than simply leaping to 5-day delivery. But you are right, I
think time is growing short, we have to fish or cut bait. We are
going to be limited in our options with the passage of time. So I
certainly agree with you that we are at a critical point here.

Again, obviously we have gone to a second round of questioning.
I yield 5 minutes to the gentleman from Utah, Mr. Chaffetz, for 5
minutes.

Mr. CHAFFETZ. Thank you, Mr. Chairman, I appreciate it. And
Governor, I guess I am still mystified, and perhaps we will have
to clarify this later, but I recognize the series of indicators along
the way of the remarkable progress that has been made within the
Postal Service. But to try to categorize as one of those goals the fi-
nancial health, that was the quote that I wrote down, financial
health, while it may be better, I don’t think it is healthy. I think
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it is very difficult, when you have a reduction in overtime, when
you have the good men and women, rank and file, the person who
is out there delivering the mail, brunting the bulk of what has to
happen in order to make these adjustments, to see somebody at the
very top take a bonus.

In my opinion, it gets strikingly close, if not over the line, of just
trying to run around the basic compensation package and trying to
say, we are going to subvert this because we think it is too low,
we are going to get a performance bonus and that is how we are
going to get it. You can make the case, I think, to say that the
overall compensation for someone who is running the second larg-
est employer in the United States of America, $260,000 some odd
dollars is too low. I think that is another discussion that perhaps
we have to have.

But I worry that bonus is so striking and so offensive to a lot of
people that I would hope and encourage you to revisit that. Be-
cause at the end of the day, it was in the red. And we are going
to have to make some much more dramatic challenges, and we are
asking people to potentially go back to 5-day service as opposed to
6, and yet we are handing out bonuses. It just doesn’t add up. That
is my concern.

My question to you, Governor, and then I actually do have one
for Mr. Blair, if we can get to it, the relocation assistance policy
is something I have seen some reports on that seems to be trou-
bling. The huge, massive dollars and numbers of homes that are
going through this process, what kind of trajectory, what kind of
numbers are behind this? What is your sense of where this pro-
gram is?

Ms. GALLAGHER. Well, first of all, the Board of Governors was
concerned when we heard the same stories that you did. Manage-
ment is reviewing the policy. We will look at it, the board will look
at it when he has completed that review, or they have completed
that review.

Mr. CHAFFETZ. When do you think we will have that back?

Ms. GALLAGHER. I know they are in consultation with the man-
agement associations. I am not sure how long that process is. But
we don’t just buy these homes, we also sell these homes.

Mr. CHAFFETZ. Do you know how much money the Government
or the Postal Service put in? There was a real cost to this, was
there not? It wasn’t something operating in the black.

Ms. GALLAGHER. Congressman, I actually don’t know.

Mr. CHAFFETZ. I guess I would ask that at some point, that the
report be given back to us specific to that program, how much it
costs to actually execute on that program. And in the essence o
time, Mr. Blair, I do have just a quick question. It is more of a clar-
ification.

I thought I heard, and maybe I am wrong here, I thought I heard
Mr. Potter talk about a $3.5 billion savings by going to a 5-day
week. You had talked about a $2 billion savings. What is the actual
number? Maybe I just heard something wrong here, so my apolo-
gies.

Mr. BrAIR. Our projections at the Commission would be that
there would be a $2 billion savings. I believe the Service’s projec-
tions did not take into account any volume declines that would re-
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sult from reducing 1 day a week of delivery. Ours projected a 2 per-
cent volume decline. So that is how we determined our cost sav-
ings.

Mr. CHAFFETZ. OK, so I did hear Mr. Potter correctly at $3.5 bil-
lion, but you are saying you think it will actually be close to $2 bil-
lion?

Mr. BLAIR. We projected it at $2 billion. The Service did acknowl-
edge that there would be volume reductions, it just didn’t factor
them in because they didn’t know what they would be at that
point.

Mr. CHAFFETZ. Is there any sort of blended analysis? There was
some discussion about maybe limiting service on some of the days
in the summer when it is the middle of July and there is not much
mail delivered, as opposed to, say, the end of December when you
have huge surges in the amount of mail that has to be dealt with?

Mr. BrAIR. I think that is a good point and that is a question I
wanted to raise as well, is that I would strongly recommend that
Congress, should it grant the Postal Service that ability to reduce
1 day a week delivery that it ask the Service for a more detailed
plan on what this exactly looks like. We heard today from the Post-
master General that it would likely be Saturday but I have heard
other days being touted like possibly Tuesday or Wednesday. I
think a more concrete plan, is this going to be nationwide or is it
just going to be for selected areas of the country or even selected
zip codes? I am under the impression it would be nationwide, but
again, I don’t want to presume anything.

There are just a lot of unanswered questions. Given the reduc-
tion of the scope has such an impact on the brand of the U.S. Post-
al Service, I would hope that Congress would ask the Service for
a more detailed plan along these lines.

I think one missing question is what is going to be the impact
on volume, what is going to be the impact on major mailers. We
would hope the Postal Service could produce for us what would be
seen as a, what their best estimate would be on the reduction in
volume and the impact on mailers.

Mr. CHAFFETZ. Thank you.

Mr. Chairman, I hope this is something that we continue to ex-
plore, that we look at the differences between urban areas and
rural areas, that we look at potentially a sliding scale where there
are certain times of the year. And as you said, look at the reduction
in volume as well, because obviously that will play a major impact.
The number between $2 billion and $3.5 billion is a big enough
number that it meets that threshold. Usually a billion dollars is
just a rounding error in this body, but it meets that threshold. So
let’s dive into it, and thank you, Mr. Chairman.

Mr. LYyNCH. Thank you.

The Chair recognizes the gentleman from Illinois, Mr. Davis, for
5 minutes.

Mr. DAvis. Thank you very much, Mr. Chairman.

Mr. Blair, let me ask you, let’s assume that we do all of the
things that Mr. Potter talked about earlier in terms of streamlin-
ing, staff reductions, but let’s also assume that we do not pass H.R.
22. How long do you think it would be before we would be back
talking about another rate increase?
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Mr. BLAIR. Well, the Postal Service, the Commission last week
gave its approval of the Postal Service’s request for an inflation-
based adjustments. Those rates are going to come into effect in
May, provide annually, from what we understand, probably about
a billion and a half dollars in additional revenue.

The other option open to them at this point would be an exigency
rate case, in which the Postal Service would propose to go above
the inflation-based cap based on extraordinary and exceptional cir-
cumstances. That proposal lies in the hands of the Postal Service.
Whether or not that would generate sufficient revenues to offset
the potential cash-flow problem is a good question. But I think that
this committee would be back, we would be convened back before
this committee before that would happen, because Postal Service’s
finances would continue to go south.

Mr. DAvis. Do you think there is ever any danger that we could
price ourselves out of the market?

Mr. BLAIR. I think in some marketplaces you definitely could. I
think that was the intention behind the Postal Act of 2006, that
keeping generally within the class, or generally inflation-based
rates would be a good thing, it would add to the predictability and
stability for mailers to stay in the system.

Mr. DAvis. Ms. Gallagher, let me ask you, one of the criticisms
that I have heard of the Postal Service in relationship to its efforts
to grow volume has been sort of an internal isolation relative to the
community of ideas that the Postal Service sort of does its thinking
internally, and that external entities that come with ideas that
these generally are not received too well or viewed too positively.

How open do you think the Postal Service is to listening to other
market experts and individuals who think they have ideas? As
elected officials, everybody comes to us with everything. And some-
times these things can get vetted, sometimes they don’t. Sometimes
they get looked at sometimes they are given short shrift. How open
is the Board of Governors in relationship, and the Postal Service
to {;)‘;)king at these kinds of options and ideas that people come
with?

Ms. GALLAGHER. Congressman Davis, I don’t think we can afford
not to listen to any option, given the situation that we are in. I
think the Postal Service has a long history of communicating with
stakeholders, all our stakeholders. The board is of course very open
to hearing ideas. In fact, we are having lunch with the mailing
community next week.

So we are very open to hearing ideas. And certainly given the sit-
uation we are in, any ideas would be helpful.

Mr. DaAvis. Well, let me just say, I don’t envy the position that
you are in, in actuality, because I do realize that there are no sim-
ple solutions to very complex problems and very complex issues. I
do appreciate the efforts that the Postal Service is making. I appre-
ciate the leadership that Mr. Potter has been providing and the ef-
forts of the Board of Governors.

I thank you very much and I yield back, Mr. Chairman.

Mr. LYNCH. Thank you.

Let me ask, I want to go over the area of housing relocation
within the Postal Service. There was a story a few weeks back, I
think it was CNN, that ran a story about the excessive costs that
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were being incurred by the Postal Service for relocating their em-
ployees. There were some homes there that were excessive, well,
the employees were excessively reimbursed for relocation expenses.
I know I have some information that the Post Office provided to
the committee that indicated that the relocation program costs at
the U.S. Postal Service in 2007 was $72 million for the relocation
and then expenditures specific to homeowners were $34 million. So
it was a total of $106 million in 2007. And then similarly, in 2008,
it was $71 million for the relocation program in 2008, with a reim-
bursement to the homeowners of $108 million.

So these are sizable programs. Ms. Gallagher, I know you men-
tioned that there is a Board of Governors review going on here.
Has the Inspector General for either the Post Office or the Postal
Regulatory Commission, have they been invited in or asked to con-
duct an investigation yet?

Ms. GALLAGHER. Mr. Chairman, the board is not reviewing the
policy, management is reviewing the policy.

Mr. LYNCH. Just management?

Ms. GALLAGHER. Yes. The board is waiting to see how the policy
is revised. We have full confidence in Mr. Potter that he will ad-
dress it appropriately.

I do think the fact that we have a relocation assistance policy is
standard among Federal agencies and certainly the private sector.
We do have a policy that you hire the best person for every job,
so that is going to require moving people around. And with 650,000
employees, sometimes those are going to be big numbers.

So we have confidence that Mr. Potter is reviewing the policy,
that he and his team will show the board a policy that is appro-
priate.

Mr. LYNCH. Yes, well, there are a lot of opportunities, and some-
times the differentiation between employees, when you are talking
about a pool of 650,000 people, sometimes all things being equal,
they can be very similar. Very talented employees at the Post Of-
fice. So I am just concerned about this. It is a pretty large expense,
over $100 million.

I am aware that management is considering adopting a new rule
where they don’t reimburse for a house over $1 million. Which
leads me to believe the policy before allowed them to go above $1
million. I am not sure how much above. And even though CNN has
pointed out some, I would call them egregious examples, I want to
know, is this the rule or what have we here? I have a bulk number
of $71 million for housing relocation in 2007 and then a little bit
more than that in 2008. I really need the numbers. I need the
breakdown on home by home what region they were moved from
and to. I need all that information. Could you make sure that is
available to the committee?

Ms. GALLAGHER. We will certainly supply that. The policy that
we are reviewing is looking at taking it down to $800,000, not $1
million. But management is reviewing it and we will get you that
information for the record.

Mr. LYNCH. That would be great. And I do intend to ask, we have
the Inspectors General coming up and I will ask them about that
as well.
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I am told that we are about to have votes on the floor. Why don’t
we swap out? I want to thank you both for your willingness to come
before the committee and to testify. You have been very helpful
and we thank you for your testimony, we wish you a good day.

And why don’t we, if we have the next panel, please take their
seats, that would be great.

Mr. Williams and Mr. Herr, we appreciate your appearing before
the committee. It is the committee policy that all witnesses are
sworn in. Could I ask you to please rise and raise your right
hands?

[Witnesses sworn. ]

Mr. LYNCH. Let the record show that the witnesses answered in
the affirmative.

Welcome, gentlemen. Mr. David Williams, Inspector General, the
Office of the Inspector General for the U.S. Postal Service, was
sworn in as the second independent Inspector General for the U.S.
Postal Service in August 2003. Mr. Williams has served as IG for
five Federal agencies. He was first appointed by President George
H.W. Bush to serve as IG for the U.S. Nuclear Regulatory Commis-
sion from 1989 to 1996. President William Clinton next appointed
Mr. Williams Inspector General for the Social Security Administra-
tion from 1996 to 1998 and then as Inspector General for the De-
partment of the Treasury in 1998.

Mr. Phillip Herr is Director of Physical Infrastructure Issues,
U.S. Government Accountability Office. He is the Director of the
Physical Infrastructure team at the Government Accountability Of-
fice. Since joining GAO in 1989, Mr. Herr has managed reviews of
a broad range of domestic and international programs. His current
portfolio focuses on programs at the Department of Transportation
and the U.S. Postal Service.

Welcome, gentlemen, and the committee invites opening state-
ments. Mr. Williams.

STATEMENTS OF DAVID C. WILLIAMS, INSPECTOR GENERAL,
U.S. POSTAL SERVICE; AND PHILLIP HERR, DIRECTOR,
PHYSICAL INFRASTRUCTURE ISSUES, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE

STATEMENT OF DAVID C. WILLIAMS

Mr. WiLLiaMs. Thank you. Mr. Chairman, Mr. Chaffetz and Mr.
Davis, the Postal Service’s current financial condition is fragile and
the future is uncertain. The Postal Service lost $2.8 billion in 2008
and may lose $6 billion this year. Yet these losses should be placed
in context. Without payments to pre-fund retiree health benefits,
the Postal Service would have earned $2.8 billion in 2008, and its
anticipated net loss for 2009 would have been $1 billion.

Mail volume has declined for the last eight quarters and the rate
of the decline is accelerating. Single piece first class mail volume
continues to give way to the Internet, as expected. New declines in
business and advertising mail are closely connected to the condition
of the hardest hit sectors in this historic economic crisis. The Postal
Service must make eight more annual payments, averaging $5.6
billion each to pre-fund retiree health benefits. The Postal Service’s
annual borrowing of $3 billion may not be enough to cover the gap



72

between revenue declines and cost-cutting measures. This could
cause the Postal Service to run short of cash to pay all of its bills.

As a near-term strategy, the Postal Service is chasing revenue
declines with cost costs to limit losses. For example, even before
the recent volume losses, the Postal Service had reduced its work
force through attrition by more than 134,000 career employees
since 1999. This year, the Postal Service has set a challenge of re-
ducing the equivalent of 48,000 full-time employees. The Postal
Service has streamlined its network operations, closing airport cen-
ters, annexes and remote encoding centers. It is increasing its ef-
fort to consolidate processing facilities. However, if staff reductions
are not coordinated with facility reductions, the Postal Service runs
the risk of having protracted anemic staffing within an oversized
network.

Working with city and rural carriers, the Postal Service has
started restructuring the delivery routes to reflect declining mail
volume. The Postal Service has reduced authorized staffing at
headquarters and at area and district administrative offices.
Through a new rapid negotiation program, the Postal Service plans
to work with its contractors to cut $1 billion from its existing con-
tracts.

But cost reductions must be done carefully. One concern is that
the Postal Service may cut costs so rapidly and broadly that it will
be difficult to monitor the changes and guard against unintended
consequences. Aggressive cost reduction in the short term could ad-
versely affect service, productivity and the Postal Service’s ability
to offer innovative products, and, paradoxically, reduce its profits
in the long term.

Even if the Postal Service achieves its desired cuts, there will
still be a gap between costs and revenues of as much as $6 billion
if the current estimates hold. Action beyond the Postal Service’s
authority may be needed. The Postal Service has requested limited
pre-funding relief. I support its requests. Moreover, in this current
economic climate, it may be appropriate to skip the mandated pre-
funding payment for 1 year or to restructure the payments. The
large pre-payments greater than the Postal Service’s annual net in-
come in its very best years.

The Postal Service is forced to borrow to meet this aggressive
payment schedule and borrowing today to set aside money for a
debt that will not be due until the future is an unusual practice.
Removing the annual $3 billion debt limit should be considered.
The current limit of $3 billion per year may encourage unnecessary
borrowing to retain cash as a hedge against future needs.

Beyond the current crisis, the larger issue that must be explored
from an elevated vantage point is the unfolding information revolu-
tion. New social dynamics and technological innovations such as
the Internet are bringing great changes to the use of shipping and
mailing services. Other sectors, such as newspapers and periodicals
and telecommunications are also being transformed. Close monitor-
ing and in-depth analysis are needed to ensure that the essential
roles of these industries are fulfilled, and that the needs of all
Americans, including those in rural and poor urban areas continue
to be met.
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The Postal Service, along with its stakeholders, must focus stra-
tegically on its future to discover viable options and find its place
with other information age industries. Change, however, beneficial,
is disruptive, and my office is very cognizant of the fact that more
than 700,000 families directly depend on the Postal Service for
their livelihoods. However, these families are at risk of becoming
the first casualties if the Postal Service is unable to adapt rapidly
to this new and changing environment.

Thank you, sir.

[The prepared statement of Mr. Williams follows:]
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Mr. Chairman and members of the subcommittee, the Postal Service’s current
financial condition is fragile, and the future is uncertain. The Postal Service lost
$2.8 billion in 2008 and may lose more than $6 billion this year. Yet these losses
should be placed in context. Without the payments to prefund retiree health
benefits, the Postal Service would have earned $2.8 billion in 2008, and its

anticipated net loss in 2009 would be $1 billion.

Mail volume has declined for the last eight quarters, and the rate of decline is
accelerating.
* Single-piece First-Class Mail volume continues to give way to the Internet
as expected.
* New declines in business and advertising mail are closely connected to
the condition of the hardest hit sectors in this historic economic crisis.
» The Postal Service must make eight more annual payments averaging
$5.8 billion each to prefund retiree health benefits.
» The Postal Service’s annual borrowing limit of $3 billion may not be
enough to cover the gap between revenue declines and cost cutting
measures. This could cause the Postal Service to run short of cash to pay

all of its bills.

As a near term strategy, the Postal Service is chasing revenue declines with cost

cuts to limit losses. For example —
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* Even before the recent volume losses, the Postal Service had reduced its
workforce through attrition by more than 134,000 career employees since
1999. This year, the Postal Service has set a challenge of reducing the
equivalent of 48,000 full-time employees.

¢ The Postal Service has streamlined its network operations, closing airport
mail centers, annexes, and remote encoding centers. It is increasing its
efforts to consolidate processing facilities. However, if staff reductions are
not coordinated with facility reductions, the Postal Service runs the risk of
having protracted anemic staffing within an oversized network.

s  Working with the city and rural carriers, the Postal Service has started
restructuring its delivery routes to reflect declining mail volume,

* The Postal Service is reducing authorized staff at headquarters and area
and district administrative offices.

* Through a new "rapid negotiation” program, the Postal Service plans to

work with its contractors to cut more than $1 billion from existing contracts.

But cost reductions must be done carefully. One concern is that the Postal
Service may cut costs so rapidly and broadly that it will be difficult to monitor the
changes and guard against unintended consequences. Aggressive cost
reduction in the short term could adversely affect service, productivity, and the
Postal Service’s ability to offer innovative products, and paradoxically reduce its

profits in the long term.
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Even if the Postal Service achieves its desired cuts, there will still be a gap
between costs and revenues of as much as $6 billion if current estimates hold.
Actions beyond the Postal Service’s authority may be needed:

* The Postal Service has requested limited prefunding relief. | support its
request. Moreover, in this current economic climate, it may be appropriate
to skip the mandated prefunding payment for 1 year or restructure the
payments. The large prepayments of more than $5 billion a year are
greater than the Postal Service's annual net income in its very best years.
The Postal Service is forced to borrow to meet this aggressive payment
schedule. Borrowing today to set aside money for a debt that will be due

in the future is an unusual practice.

+ Removing the annual $3 billion debt limit should be considered. The
current limit of $3 billion per year may encourage unnecessary borrowing

to retain cash as a hedge against future needs.

Beyond the current crisis, the larger issue that must be explored from an
elevated vantage point is the unfolding information revolution. New social
dynamics and technological innovations such as the internet are bringing great
changes to the use of shipping and mailing services. Other sectors such as
newspapers, periodicals, and telecommunications are also being transformed.
Close monitoring and in-depth analysis are needed to ensure that the essential
roles of these industries are fulfilled and that the needs of all Americans,

including those in rural and poor urban areas, continue to be met.

3
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The Postal Service, along with its stakeholders, must focus strategically on its
future to discover viable options and find its place with other information age
industries. Change, however beneficial, is disruptive, and my office is very
cognizant of the fact that more than 700,000 families directly depend on the
Postal Service for their liveliioods. However, these families are at risk of
becoming the first casualties if the Postal Service is unable to adapt rapidly to

this new and changing environment.
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Mr. LyNcH. Thank you.
Mr. Herr.

STATEMENT OF PHILLIP HERR

Mr. HERR. Thank you, Chairman Lynch, Ranking Member
Chaffetz, Congressman Davis.

I am pleased to be here today to participate in this oversight
hearing on the financial condition of the U.S. Postal Service. As re-
quested, my statement addresses the Postal Service’s financial con-
dition and outlook and options to help it remain financially viable
in the short and long term.

First, regarding the Postal Service’s financial condition. Updated
projections for this fiscal year suggest the magnitude of the chal-
lenges ahead. Mail volume could decline by 22 billion pieces, a
record 11 percent over fiscal year 2008. While much of this decline
is related to the housing market downturn, the credit crisis and
lower retail sales, mail volume is expected to decrease for the fore-
seeable future as businesses, non-profits, governments and house-
holds continue to move to electronic alternatives. Its net loss is pro-
jected to be $6.4 billion, if it cuts almost $6 billion in costs, which
would be unprecedented. Further, it faces a cash shortage of about
a billion and a half dollars.

Mr. Chairman, turning now to short and long-term options, no
single action will assure the Postal Service’s short and long-term
financial viability. The Service has high overhead costs that cannot
be changed quickly, including 6-day delivery and retail services at
37,000 facilities. Compensation and benefits for almost 650,000 em-
ployees and about 100,000 non-career employees generate close to
80 percent of its costs.

Several options have been discussed to assist the Postal Service
through its short-term difficulties, some of which would require
congressional action. The Postal Service has proposed that Con-
gress give it an immediate financial relief by reducing payments to
the Postal Service retiree health benefits fund by an estimated $25
billion over the next 8 years. This would decrease the available bal-
ance in the fund by approximately $32 billion, including interest
charges, in 2017.

Another option would be for Congress to provide the Postal Serv-
ice with 2-year relief for its fund payments, totaling $4.3 billion,
which would provide immediate financial relief and have much less
long-term impact on the fund. We believe this option is preferable.
This would allow Congress to revisit the Postal Service’s financial
condition in 2 years, while assessing actions taken in the interim
to improve its financial viability. In other words, this approach
would keep pressure on the Postal Service to make needed changes.
However, it is no clear that either of these options will be sufficient
to prevent a cash shortfall from developing this year or next.

Looking to the longer term, progress will be needed in many
areas to reverse the growing gap between Postal Service revenues
and expenses. In January 2009, the Postal Service asked Congress
to eliminate the longstanding statutory provision mandating 6-day
delivery. In doing so, it provided little information on where it
would reduce delivery frequency and the potential impact on costs,
mail volumes, revenues, mailers and the public. Stakeholder input
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could be provided through an advisory input from the Postal Regu-
latory Commission. Major changes in universal service should also
be done in close consultation with and approval from congressional
stakeholders.

Controlling wage and benefit costs will also be critical. One op-
tion will be for the Service and its unions to agree on changes dur-
ing upcoming negotiations in 2010 and 2011. The Postal Service
has alternatives to provide lower cost retail services at places other
than traditional post offices, such as selling stamps at super-
markets, drug stores, by telephone and over the Internet. In the
mail processing area, the Postal Service has closed most of its air-
port mail centers in recent years, but only one of over 400 major
mail processing facilities. Closing facilities would be controversial,
but it is necessary to streamline costs. Options also exist to reduce
postal transportation and delivery costs.

In closing, Mr. Chairman, accelerating declines in mail volume
means that the Postal Service could run out of cash this fiscal year,
thus short-term relief is urgently needed as well as comprehensive
action to maintain the service’s financial viability.

This concludes my prepared statement. I would be pleased to an-
swer any questions you or other Members have.

[The prepared statement of Mr. Herr follows:]
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U.S. POSTAL SERVICE

Escalating Financial Problems Require Major Cost
Reductions to Limit Losses

What GAO Found

USPS's financial condition has continued to deteriorate in the first 5 months
of fiscal year 2009 and USPS expects its financial condition to continue
deteriorating for the rest of the fiscal year. Key results include:
e accelerating declines in mail volume after the first quarter, with a total
decline of about 11 billion pieces, and
e accelerating losses after the first quarter, with a total loss of about $2
biilion.

USPS’s updated fiscal year 2009 projections suggest the magnitude of the
challenges it faces:
« mail volume will decline by a record 22.7 billion pieces (11.2 percent),
e arecord $6.4 billion net loss and an unprecedented cash shortfall of
$1.5 billion, assuming that cost-cutting targets of $5.9 billion are
achieved, and
o plans to increase outstanding debt by $3 billion (the axmual statutory
limit) to $10.2 billion, or two-thirds of the $15 billion statutory limit.

In addition, USPS projects its financial difficulties will continue in fiscal year
2010 and result in an even greater cash shortfall. USPS’s most immediate
challenge is to dramatically reduce costs fast enough to meet its financial
obligations. USPS has proposed that Congress give it financial relief of $256
billion over 8 years by changing the statutory mandate for funding its retiree
health benefits. GAO recognizes the need for immediate financial relief, but
prefers 2-year relief so that Congress can determine what further actions are
needed. It is not clear that either option would be sufficient because USPS
projects it will operate on a thin margin, risking a larger cash shortfall if it
does not meet its ambitious cost-cutting goals, mail volume declines more
than projected, or unexpected costs materialize, such as fuel cost increases.

Although USPS is taking unprecedented actions to cut costs, comprehensive
action beyond USPS’s current effort is urgently needed to maintain financial
viability. Given the growing gap between revenues and expenses, USPS’s
business model and its ability to remain self-financing may be in jeopardy.
Action is needed to streamline costs in two difficult areas: (1) compensation
and benefits, which generate close to 80 percent of costs and (2) mail
processing and retail networks, which have growing excess capacity. Closing
postal facilities is controversial, but necessary, because the declining mail
volume and growing deficits indicate that USPS cannot afford to maintain
such an extensive network. Information will be critical to determine what
other actions are needed, including options to cut costs as well as their impact
on mail volume and mail users. It is also imperative to review mail use, what
future postal services will be needed, and what options are available in many
areas, including universal service, workforce costs, retail services, mail
processing, delivery, transportation, and USPS$'s business model.
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Chairman Lynch, Ranking Member Chaffetz, and Members of the
Subcommittee:

1 am pleased to be here today to participate in this oversight hearing on
the financial stability of the U.S. Postal Service (USPS). As requested, my
statement addresses the following:

1. USPS's financial condition and outlook.
2. Options and actions to help USPS remain financially viable in the short
and long term,

My statement is based on our testimony in January on USPS’s financial
condition,' other prior work, and updated information on USPS’s financial
condition and outlook. We reviewed USPS'’s budget for fiscal year 2009
and information on results for the fiscal year to date, including preliminary
data for January 2009, and met with senior USPS officials. We conducted
this performance audit 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.

USPS’s Financial
Condition and
Outlook Are
Deteriorating

USPS's financial condition has continued to deteriorate in the first 5
months of fiscal year 2008 and USPS expects its financial condition to
continue deteriorating for the rest of the fiscal year, including:

« accelerating declines in mail volume after the first quarter, with a total
decline of about 11 billion pieces; and

« accelerating losses after the first quarter, with a total loss of about $2
billion.

USPS has updated its projections for fiscal year 2009, projecting

» amail volume decline by a record 22.7 billion pieces (11.2 percent)
from fiscal year 2008;

'GAO, U.S. Postal Service: Deteriorating Postal Finances Require Aggressive Actions to
Reduce Costs, GAO-09-332T (Washington, D.C.: Jan. 28, 2009).
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« arecord $6.4 billion net loss,? and an unprecedented $1.5 billion cash
shortfall (i.e., insufficient cash to cover expenses and obligations),
assurning cost-cutting targets of $5.9 billion® are achieved; and

« plans to increase outstanding debt by $3 billion (the annual statutory
limit) to $10.2 billion, or two-thirds of the total $15 billion statutory
limit.

USPS attributes much of its net loss this fiscal year to the economic

recession that has resulted in unprecedented declines in mail volume and

decreased revenues. Thus far in fiscal year 2009, First-Class Mail volume

(e.g., correspondence, bills, payments, and statements) dropped about 9

percent, while Standard Mail volume (primarily advertising) dropped

about 15 percent. According to USPS, the housing market downturm, the
credit crisis, and lower retail sales have contributed to these volume
declines. The financial and housing sectors are major mail users, mailing
bills, statements, and advertising such as credit card, mortgage, and home
equity solicitations. Volume declines have accelerated for both First-Class

Mail and Standard Mail, as shown by quarterly data (see fig. 1) and results

for January 2008 (see app. I).

2USPS lost $2.8 billion in fiscal year 2008—its second-largest annual loss since 1971.

USPS previously reported on Feb. 23, 2009, that it had set a cost-cutting target of $5.9
billion over 2 years (fiscal years 2009 and 2010).
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i T ——
Figure 1: Quarterly Changes in the Volume of First-Class Mail and Standard Mail, Fiscal Year 2005 through the First Quarter of
Fiscal Year 2009
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Source: USPS.
Note: Quarterly changes are from the same quarter of the prior fiscal year. First-Class Mail volume
does not include international First-Class Mail.

In addition, USPS projects its financial difficulties will continue in fiscal
year 2010 and result in an even greater cash shortfall at the end of that
fiscal year, despite plans for additional cost-cutting and additional
borrowing of $3 billion, which would bring USPS’s total debt to $13.2
billion. Thus, USPS’s immediate problem is to generate sufficient cash to
remain financially viable in fiscal years 2009 and 2010.

Cost-Cutting Efforts and USPS reports reducing expenses by $773 million in the first 5 months of
Rate Increases Have Not ﬁsvcal year 2009 (compar§d to the ﬁrsﬁ 5 months of fiscal year 2008),
Fully Offset the Impact of Pmmgnly through ‘re'ducmo'ns of 50 million work hours that USPS made as
Volume Declines and Other it ad.msted to declining ma{] yolumes and worklo'ad. US].’S reduced )
overtime and captured additional work hour savings as it reduced the size
Factors that Increased of its workforce through attrition and implemented other cost-saving
Costs initiatives. However, these savings and added revenue from rate increases
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were insufficient to fully offset the impact of declines in mail volume and
rising costs from cost-of-living allowances (COLA) provided to postal
employees covered by union contracts, as well as rising workers’
compensation and retirement costs. Also, although almost 8,500
employees accepted USPS’s early retirement offer during the first quarter
of fiscal year 2009, the resulting savings to date have been limited because
the effective dates for the majority of these retirements were December
31, 2008 or later.

USPS has high overhead (institutional) costs that are hard to change in the
short term, including providing 6-day delivery and retail services at close
t0 37,000 post offices and retail facilities. Compensation and benefits for
USPS'’s workforce, which included about 646,000 career employees® and
about 98,000 noncareer employees in February 2009, generate close to 80

. percent of its costs. Collective bargaining agreements with USPS’s four

jargest unions include layoff protections and work rules that constrain
USPS's flexibility, as well as semiannual COLAs linked to the Consumer
Price Index (CPI) and employee benefits including health and life
insurance premium payments. Under these agreements, which expire in
2010 or 2011:

. USPS paid 85 percent of employee health benefit premiums in fiscal

year 2007, about 13 percent more than the share for other federal
agencies. USPS's share is decreasing annually to 81 percent in 2011 or
80 percent in 2012, depending on the agreement.

« USPS pays 100 percent of employee life insurance premiums, about 67
percent more than most other federal agencies.

USPS pays 100 percent of both employee health benefit premiums and life
insurance premiums for its Postal Career Executive Service, which
included 724 executives in fiscal year 2008. Executives at comparable
grades in most other federal agencies do not receive such benefits.

USPS's Outlook Is
Worsening, and USPS
Projects a Cash Shortfall at
the End of the Fiscal Year

USPS’s financial outlook has continued to deteriorate during fiscal year
2009. USPS has increased its estimate of losses in total mail volume in
fiscal year 2009 to 22.7 billion pieces (11.2 percent). As a result, USPS now
projects a net loss of $6.4 billion for fiscal year 2009, despite increasing its
cost-cutting target to $5.9 billion for the fiscal year. Based on these
projections, USPS expects cash from operations and borrowing will be

*USPS career employees, most of whom are full-time, have permanent positions.
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insufficient to cover expenses at the end of the fiscal year, with the
shortfall projected to be $1.5 billion. This projected net loss and cash
shortfall assurmes USPS will meet its cost-cutting target and factors in
USPS’s plans to borrow $3 billion.

USPS's Chief Financial Officer told us on March 16 that achieving USPS's
target to eliminate 100 million work hours this fiscal year will be critical to
achieving its goal of reducing costs by $5.9 billion. He expressed guarded
optimista that USPS can reach this ambitious cost~cutting target,
explaining that the target is difficult, but achievable. He noted that USPS
plans to continue efforts to reduce work hours as it responds to mail
volume declines, including reductions in overtime and additional work
hour savings achieved through attrition and other initiatives. Additional
USPS cost-saving efforts include:

» Implementing a service-wide hiring freeze and reducing staffing levels
for managers and other employees not covered by union agreements
by 15 percent at headquarters and 19 percent at the nine Area offices.

« Evaluating more than 93,000 city delivery carrier routes {(more than
half of all city routes), eliminating about 2,500 city routes, and
adjusting many other city routes, which USPS expects will result in
saving about 3.2 million work hours in fiscal year 2009. An agreement
between USPS and the National Association of Letter Carriers to
expedite evaluation and adjustment of city delivery routes enabled this
progress.

+ Consolidating excess capacity in mail processing and transportation
networks, including consolidating operations at some mail processing
facilities, moving some mail processing employees from the day shift
to evening hours, and streamlining transportation.

« Halting construction starts of new postal facilities.

To increase its revenues, USPS has increased rates, including a January
2009 increase for competitive products (e.g., Priority Mail and Express
Mail), and a planned May 2009 increase for market-dominant products
(e.g., First-Class Mail, Standard Mail, Periodicals, and some types of
Package Services). USPS has also introduced volume discounts,
negotiated service agreements, and added some enhancements to
competitive products since the Postal Accountability and Enhancement
Act of 2006 (PAEA) was enacted in 2006. However, these products
generated only about 11 percent of USPS’s revenues and covered about 6
percent of its overhead costs in fiscal year 2008. USPS is considering
alternatives to try to increase First-Class Mail and Standard Mail revenues.
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USPS Recently Reported USPS will be challenged to achieve and maintain high-quality service as it

on the Service Quality of works to implement unprecedented cost-cutting measures. USPS recently

Many Market-Dominant reported for the first time on the service quality of many market-dominant

Products postal products; thereby making important progress in improving
transparency and meeting the requirements of PAEA. USPS has cautioned
that limitations have affected the quality of new measurement data and
said that it will work to improve data quality. As table 1 shows, on-time
delivery of all major types of market-dominant products in the first quarter
of fiscal year 2009 fell short of USPS's targets for the full fiscal year.
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Table 1: USPS Service Results Did Not Meet Targets in the First Quarter of Fiscal Year 2009

Percentage on time

Type of market-dominant mai} Target Resuit Shortfall
First-Class Mail: single piece”

1-day delivery standard 96.5 95.6 0.9
2-day delivery standard 94.0 99 2.1
3- to 5-day delivery standard 92.7 857 7.0
First-Class Mait: bulk®

1-day delivery standard 96.5 91.2 5.3
2-day defivery standard 84.0 87.8 6.2
3- to 5-day delivery standard 92.7 84.2 85
International First-Class Mail: single piece® 94.0 86.2 78
Standard Maif’

Destination entry 90.0 87.4 26
End-to-end (i.e., not destination entered) 90.0 77.2 12.8
Periodicals’ 91.0 69.8 21.2
Package Services’ 90.0 64.7 25.3

Source: USPS,
"Single-piece First+ Class Mail was primarily measured by the External First-Class Measurement
Syslem {EXFC). by a USPS when test mail pieces

ing letters, p and large are ion boxes and post office
iobby chutes and received at various addresses, EXFC has been expanded 1o cover the entire
country but does not cover remittance mail.

*Bulk First-Class Maxl {i.e., mailings of at least 500 mail pieces sent via First-Class Mail) was primarity
on letters d ited at some USPS mait processing facifities and

by

received at various addresses,
“Single-piece international mail, inchuding cutbound and inbound mail, was primarily measured by an
outside entity,

“Standard Maii was primarily by on letters at some USPS
mail processing facilities and received at vanous addresses, Destination entry mail was entered ata
USPS mail p ing facility that was closer to where the mail was delivered.

4 fodit included 46 that were mainly weekly publications,
‘Measured package services included single-piece Parce! Post, Media Mail, fibrary mail, and bound
printed matter.

Note: For more mformahon an the data and its limitations, see USPS targets at
hitp:/fribbs.usp: cfm’ and USPS results at
hitp/fwww.usps. oomlsemceper!onnance/

To put these results into context, the timeliness of mail delivery is an
important part of USPS’s mission of providing affordable, high-quality
universal postal services on a self-financing basis. USPS has stated that
service is at the heart of its brand and the key to increasing its
competitiveness and profitability.
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Action Is Needed on
Options to Preserve
USPS’s Financial
Viability

Action is needed on various options, as no single action will be sufficient
for USPS to remain financially viable in the short and long term. The short-
term challenge for USPS is to cut costs quickly enough to offset the
unprecedented volume and revenue declines so that it does not run out of
cash this fiscal year. The long-term challenge is to restructure USPS’s
entire operations and networks to reflect the changes in mail volurae,
mailer preferences, and USPS's capacity to cover its costs. Based on
USPS’s poor financial condition and outlook, the time to take action is
relatively short, and USPS's business model® and its ability to remain self-
financing may be in jeopardy.

A key factor in determining USPS’s financial viability is whether mail‘
volure will rebound sufficiently once the economy improves, as volume
has done in the past, so that USPS revenues will cover costs (see fig. 2).

“Under its current business model, USPS can earn profits to remain self-supporting from
postal revenue, which historically has grown with rising mail volume to help offset rising
costs and help keep postal rates affordable. Mail volume has declined since fiscal year
20086, calling into question the assumption that volume growth and productivity increases
will help sustain USPS’s business model.
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Figure 2: Quarterly Changes in Total Mall Volume, Fiscal Years 1988 through 2009
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As the Postal Regulatory Commission (PRC) noted in Decenber 2008,
current pressures from declining volume and revenue do not appear to be
abating, but rather, seem to be increasing, During the economic downturn,
there has been accelerated diversion of business and individual mail to
electronic alternatives, and some mailers have left the mail entirely. An
economic recovery may not stinulate the same rebound in maail volume as
in the past, because of changes in how people communicate and use the
mail. Specifically:

o First-Class Mail volume has declined in recent years and is expected to
decline for the foreseeable future as businesses, nonprofit
organizations, governments, and households continue to rove to
electronic alternatives, such as Internet bill payment, automatic

1as found that

electronic diversion is associated with the growing adoption of
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broadband technology. As PRC reported, the availability of alternatives
to mail eventually impacts mail volume.

1t is unclear whether Standard Mail will grow with an economic
recovery. Standard Mail now faces growing competition from
electronic alternatives, such as Internet-based search engine
marketing, e-mail offers, and advertisements on Web sites. The average
rate increase for Standard Mail is limited by the price cap to the
increase in the Consumer Price Index, but future rate increases will
likely have some impact on volume.

Options to Assist USPS
through Its Short-Term

Difficulties

Options to assist USPS through its short-term difficulties—some of which
would require congressional action-—include:

.

Reduce USPS payments for retiree health benefits for 8 years: USPS
has proposed that Congress change the statutory obligation to pay
retiree health benefits premiums for current retirees from USPS to the
Postal Service Retiree Health Benefits Fund (Fund) for the next 8
years. This proposal would also reduce USPS’s expenses through 2016
by an estimated $25 billion—with $2 billion in fiscal year 2009, $2.3
billion in fiscal year 2010, and the remaining annual expenses
increasing from $2.6 billion to $4.2 billion over the remaining 6 years.
This proposal is poorly matched to alleviate USPS’s iramediate
projected cash shortfalls. In addition, this proposal would reduce the
Fund balance by an estimated $32 billion (including interest charges)
by 2016, so that in 2017, the remaining current unfunded obligation
would be an estimated $75 billion (rather than $43 billion) to be
amortized for future payments. This large obligation would create the
risk that USPS would have difficulty making future payments,
particularly considering mail volume trends and the impact of
payrents on postal rates if volume declines continue. USPS’s proposal
also would shift responsibility for these benefits from current to future
rate payers.

Reduce USPS payments for retiree health benefits for 2 years:
Another option would be for Congress to revise USPS’s statutory
obligation so that the Fund, not USPS, would pay for current retiree
health benefits for only 2 years (fiscal years 2009 and 2010), which

® USPS would i making required annual p of $5.4 billion to $5.8 billion for
future retiree health benefits for fiscal years 2009 to 2016. For the schedule of retiree heaith
benefit payments for current and future retirees, see table 1 of GAO-09-332T.
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would provide USPS with $4.3 billion in relief. We support this option
because it would have much less impact on the Fund and it would
allow Congress to revisit USPS’s financial condition to determine if
further relief is needed and review actions USPS has taken in 2009 and
2010 to improve its viability. Relief from retiree health premium costs
is no substitute for aggressive USPS action—beyond current efforts—
to dramatically reduce costs and improve efficiency.

It is not clear that either of these options would be sufficient, because
USPS projects it will operate on a thin margin. This means that even if
such relief is provided, a cash shortfall could develop in either fiscal year
2009 and/or 2010 if USPS does not meet its ambitious cost-cutting goals,
mail volume declines more than projected, or unexpected costs
materialize, such as unexpected increases in fuel costs.

One option that would not require congressional action would be for USPS
and its unions to continue their dialogue and agree on ways to achieve
additional short-term savings, such as by modifying rules to facilitate
reducing work hours. Such labor-management cooperation is critical to
USPS's ability to make immediate changes in order to achieve cost
reductions.

Other available options, based on statutory provisions, could include (1)
seeking PRC approval for an exigent rate increase’ and (2) increasing
USPS’s annual borrowing limit. First, USPS could request PRC approval
for an exigent rate increase that would increase rates for market-dominant
classes of mail above the statutory price cap. Mailers have voiced strong
concern about the potential impact of such a rate increase on their
businesses. In our view, this option should be a last resort. It could be self-
defeating for USPS in both the short and long term because it coutd
increase incentives for mailers to further reduce their use of the mail.
Second, Congress could temporarily raise the statutory $3 billion annual
limit on increases in USPS’s debt, which would provide USPS with funding
if needed. This option would be preferable to an exigent rate increase.
However, it is unclear when USPS would repay any added debt, which
would quicken USPS’s movement toward its $15 billion statutory debt
limit. In our view, this option should be regarded only as an emergency
stop-gap measure.

"An exigent rate increase is a rate increase for market-dominant products that exceeds the
price cap due to extraordinary or exceptional circumstances.
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Comprehensive Action Is
Urgently Needed on
Options to Keep USPS
Viable

Although USPS is taking unprecedented actions to cut costs,
comprehensive action beyond USPS’s current efforts is urgently needed to
maintain financial viability. Given the growing gap between revenues and
expenses, USPS’s business model and its ability to remain self-financing
may be in jeopardy. Progress in many areas will be needed so that USPS
can cover operating expenses and maintain and modernize its
infrastructure.

I want to emphasize that action is urgently needed to streamline USPS's
costs in two areas where it has been particularly difficult—compensation
and benefits and the mail processing and retail networks. We have
reported for many years that USPS needs to right size its workforce and
realign its network of mail processing and retail facilities. USPS has made
some progress, particularly by reducing its workforce by more than
100,000 employees since 2000 with no layoffs and by closing some smaller
mail processing facilities. Yet, as USPS recognizes, more needs to be done.
USPS no longer has sufficient revenue to cover the cost of maintaining its
large network of processing and retail facilities. Closing postal facilities
would be controversial, but is necessary to streamline costs. Congress
encouraged USPS to expeditiously move forward in its streamlining efforts
in PAEA, and its continued support would be helpful to facilitate progress
in this area. We recornmended that USPS enhance the transparency and
strengthen the accountability of its realignment efforts to assure
stakeholders that realignment would be implemented fairly, preserve
access to postal services, and achieve the desired results. USPS has taken
steps to address our recommendations and, thus, should be positioned to
take action.

In addition, it is imperative for USPS and Congress to take informed action
to review mail use, what future postal services will be needed, and what
operational and statutory options are available to provide those services.
Key areas with options include:

«  Universal Postol Service: A recently completed PRC study identified
options for universal service and trade-offs involving guality and costs.®
When USPS asked Congress in January 2008 to eliminate the long-
standing statutory provision mandating 6-day delivery, it provided little
information on where it would reduce delivery frequency, and the

8PRC, Report on Universal Postal Service and the Postal Monopoly (Washington, D.C.:
Dec. 19, 2008).
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-

.

potential impact on cost, mail volume, revenue, and mail users.
Because the number of delivery days is fundamental to universal
service, Congress should have more complete information before it
considers any statutory changes in this area. A mechanism to obtain
such information would be for USPS to request an advisory opinion
from PRC, which would lead to a public proceeding that could
generate information on USPS's request and stakeholder input?

USPS workforee costs: USPS's ability to control wage and benefit costs
will be critical to cost-saving efforts. One option would be for USPS
and its unions to negotiate changes to wages and benefits that apply to
employees covered by collective bargaining agreements. USPS will
begin negotiating next year with two of its major unions, whose
agreements will expire in November 2010, and the following year with
its other two major unions, whose agreements expire in November
2011

Retail postal service: USPS has alternatives to provide lower-cost
retail services than in traditional post offices, such as contract postal
facilities, carrier pick-up of packages, and seiling stamps at
supermarkets, drug stores, and by telephone, mail, and the Internet.
USPS's retail network has been largely static, despite the expansion of
alternatives, population shifts, and changes in mailing behavior. We
have reported that USPS could close unnecessary retail facilities and
lower its network costs.” It is important to note that large retail
facilities—generally located in large urban areas where more postal
retail alternatives are available—generate much higher costs than the
smallest rural facilities and may, therefore, potentially generate more
cost savings.

Mail processing: USPS has several options for realigning its mail
processing operations to eliminate growing excess capacity and
associated costs, but has taken only limited action. In 2005, we
reported that, according to USPS officials, declining mail volume,

*When USPS determines that there should be a change in the nature of postal services
which will generaily affect service on a nationwide or substantially nationwide basis, it is
required to submit a proposal to the PRC that requests an advisory opinion on that change
‘within a reasonable time period prior to the change. PRC is required to hold a hearing on
the proposal hefore issuing its written opinion. 39 U.8.C. § 3661.

"GAO, U.S. Postal Service Facilities: Improvements in Data Would Strengthen
Maintenance and Alignment of Access to Retail Services, GAO-08-41 (Washington, D.C.:
Dec. 10, 2007).
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worksharing, and the evolution of mail processing operations from
manual to automated equipment has led to excess capacity that has
impeded efficiency gains." USPS has terminated operations at 58
Airport Mail Centers in recent years, but has closed only 1 of over 400
major mail processing facilities.” As USPS consolidates its operations,
it needs to consider how it can best use its facilities, if it is cost
effective to retain ones that are underutilized, and take the actions
necessary to right size its network.

» Transportation: Various options exist for reducing USPS's
transportation costs beyond its current streamlining efforts. For
example, a joint USPS-mailer workgroup has identified a destination
entry discount for First-Class Mail as an option that could reduce the
need for USPS to provide long-distance transportation and some mail
processing.” USPS could publicly provide its analysis of the potential
savings and the impact of such a discount.

*  Delivery: USPS has various options for reducing delivery costs by
continuing to realign delivery routes, implementing efficiency
initiatives, and making more fundamental changes to delivery
operations, such as delivering mail to more cost-effective receptacles,
including cluster boxes.

o USPS'’s business model: We will discuss options to change USPS's
business model in a report that PAEA requires us to issue by
December 2011.

Given USPS’s projection that it faces record losses and cash shortfalls, it is
important for USPS to continue providing Congress and the public with
timely and sufficiently detailed information to understand USPS’s current
financial situation and outlook. Such information is essential to help
congressional policymakers understand USPS actions and plans to

YGAOQ, U.S. Postal Service: The Service’s Strategy for Realigning Its Mail Pr
Infrastructure Lacks Clarity, Criteria, and Accountability, GAO-05-261 (Washington,
D.C.: Apr. 8, 2005).

“GAO, U.S. Postal Service: USPS Has Taken Steps to St hen Ne % Reals, ¢
Planning and Accountability and Improve Communication, GAO-08-1022T (Washington,
D.C.: July 24, 2008).

“Destination entry involves mailers depositing mail at 2 USPS facility that is generally
closer to the final destination of the mail, bypassing some USPS transportation and
processing activities.
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Appendix I: Preliminary U.S. Postal Service
Mail Volume and Revenue for January 2009
and the First 4 Months of Fiscal Year 2009

{Volume and revenue data in thousands)

Perceniage FY 2009 FY 2008 Percentage
Type of Mait Jan. 2009 Jan. 2008 change through Jan. 2009 through Jan. 2008 change
First-Class Mail
Volume 7,641,364 8,546,159 -10.6% 30,350,690 33,030,674 -8.1%
Revenue $3,182,690 $3,477,810 -8.5% $12,836,527 $13,656,481 -6.0%
Standard Mail
Volume 6,566,304 8,451,862 -22.3% 31,174,125 36,086,078 ~13.6%
Revenue $1,374,231 $1,749,154 -21.4% $6,501,587 $7.493,397 -13.2%
Periodicals
Volume 652,330 753,782 -13.5% 2,777,442 2,955.817 -8.0%
Revenue $160,629 $193,016 -16.8% $725,531 $796,818 -8.8%
Package Services
Volume 69,018 80,885 -14.7% 284,318 316,020 -10.0%
Revenue $169,220 $171,474 T1% $659,364 $697,026 -5.4%
Subtotal, Market 0
Volume 14,968,479 17,880,497 -16.3% 64,771,862 72,790,013 -11.0%
Revenue $5,167,466  $5,910,707 -12.6% $21,927,980 $23,905,935 -8.3%
Competitive products®
Volume 112,015 131,041 -14.5% 512,635 578,773 -11.4%
Revenue $634,730 $668,827 -5.1% $2,974.829 $3,051,239 -2.5%
TOTAL
Volume 15,080,494 18,011,538 -16.3% 65,284,397 73,368,786 -11.0%
Revenue $5,802,195  $6,579,534 -11.8% $24,902,808 $26,957,175 -7.6%
Source: U.S. Postal Service.
Note: Janvary 2003 data are prefiminary. For data limitations, see
htip:/Avww.prc.gov/Docs/62/62499/PF1-Jan2009-MV-MR-Jan2009-PE-Jan2009-PW-Jan2009.pdf.
Subtotals for market-dominant products are greater than the types of market-dorninant maif in this
table because data for some market-dominant mail (U.8. Postal Service mail and Free Mail for the
Blind) are not shown.
“Market-dominant products primarily inciude First-Class Mail-—domestic and international single-piece
mail {e.g., bill payments and letters) and domestic butk mail {e.g., bifls and advertising); Standard Mail
{mainly bulk advertising and direct mail solicitati periodi {mainly i and focal
newspapers), some types of package services (primarily single-piece Parcel Post, Media Malil, library
mai, and bound printed matier). Market-dominant revenues also include revenues from services such
as post office boxes and Delivery Confirmation.
*Competitive products primarily include Express Mail; Priority Mail; butk Parcel Post, which the Postal
Service calls Parcel Select; and bulk international mail. The Postal Service did not report separate
data for each competitive product, which the Postal Service considers 1o be proprietary.
{546016)
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maintain its financial viability in both the short and long term, particularly
in view of proposals to give USPS financial relief from some retiree health
benefit costs. Recently USPS took steps in this direction by providing
monthly financial information to the PRC, which then made this
information publicly available.

We asked USPS to comment on a draft of our testimony. USPS generally
agreed with the accuracy of our statement and provided technical
comments, which we incorporated where appropriate.

Mr. Chairman, this concludes my prepared statement. I would be pleased
to answer any questions that you or the Members of the Subcommittee
may have.
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Mr. LYyNCH. Thank you very much, both of you.

As you may have heard, we have a couple of votes, just two votes
on the floor. I expect we should be back here in about 25 minutes.
Again, I apologize to all of you. Thank you.

[Recess.]

Mr. LYNCH. Again, I apologize for the slight delay there and
being called there for votes. That is the nature of the best, I guess.
And again, thank you for your testimony, Mr. Williams and Mr.
Herr.

Let me ask, you touched on earlier on, Mr. Williams, an issue
that we have been discussing with previous panels regarding the
request in H.R. 22 for relief from the current contribution plan into
the trust. And I am interested in this idea that you have proposed
about, instead of going with the 8-year plan as had been envisioned
by Mr. Potter and others, looking at a 2-year window and then I
believe reassessing at that point.

Could you expand on that a little bit? I think it has some value.
I haven’t heard the other argument about why we shouldn’t do
that, but if you could.

Mr. WiLLIAMS. Actually, we are fortunate enough to have GAO,
and that was their proposal, that it either stopped or paused after
the 2-years. So I am going to ask Mr. Herr to

Mr. LyNcH. Mr. Williams, you did mention it though, right?

Mr. WiLLiamS. We did not.

Mr. LYNCH. No, you did not. OK, Mr. Herr, I am sorry.

Mr. HERR. That is fine, no problem.

Mr. LyncH. I give you great credit, then, I am sorry. [Laughter.]

Mr. HERR. The reason that we think that it is important to do
the 2-years is one, we recognize that immediate financial relief is
warranted. We think given the financial situation the Postal Serv-
ice is in, the amount that would be covered would be $2 billion and
$2.3 billion next year. So we think that would help them overcome
the cash shortfall that they are anticipating for this year.

But we also think over the longer term it is important to ensure
the sustainability of the fund, to ensure that those retirees and
their families are covered, to have some certainty that benefit will
be there for them.

The thought behind the 2-year idea that we are sympathetic to
is that it provides also the Congress with the opportunity to come
back, take a look at this in 2 years, to see whether or not the Post-
al Service has made the kinds of changes that are needed to help
it become, really thinking about its business model, becoming more
financially sustainable. So that keeps your option open to come
back, see whether or not you would want to do this again, to pro-
vide two more or you would go after the additional 8. It doesn’t
forego that, it just simply gives you more options in terms of policy.

Mr. LyncH. OK. Well, I am going to go back and forth a couple
of times with that idea, back to the proponents and see where we
come out here.

Let me jump to another issue which is the housing relocations.
Mr. Williams, we did have a couple of stories in the press, I know
one by CNN, about somewhat exorbitant prices being paid for relo-
cation of Postal Service employees. A fairly large amount, it looked
like over $100 million in 2007, 2008 for relocation purposes and for
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employee reimbursements, I guess. Have you looked at this issue
in particular?

Mr. WiLLiAMS. We have just received, actually, when CNN first
broke the story, we began, Senator Grassley called us and we
worked out a request for an audit of the area. We have commenced
the audit. Then Senator Collins joined the request and expanded
on its parameters a bit. So we have just begun looking at that spe-
cific issue. We were very pleased to work with your staff as well
and have at least had discussions about it.

We are trying to look at the instant case and we are trying to
find other cases like it, and then we are trying to look at best prac-
tices employed by others. We hope to in a timely fashion provide
light on it in time for this look that Chairman Gallagher referred
to in hopes that we can affect its outcome and make sure that we
have informed the debate on both sides and allowed enough infor-
mation to be present to alter the policies.

Mr. LyncH. OK. If it helps, we would make a formal request to
join with Senators Grassley and Collins as a House entity inter-
ested in that issue. So whatever is required of us to get involved
and included in that loop on information, the committee would
greatly appreciate it.

At this point, I would like to yield to my colleague, Mr. Chaffetz,
of Utah for 5 minutes.

Mr. CHAFFETZ. Thank you, Mr. Chairman. I too had questions
about the relocation assistance policy, so it is good to know that
you are moving forward on that.

Mr. Williams, can you give us any insight and confirmation that
there is indeed an investigation regarding Mr. Potter specifically as
it relates to this possible sweetheart deal that he got from Country-
wide?

Mr. WiLLIAMS. There is a very broad-based investigation going on
involving Countrywide being conducted by the U.S. Attorneys Of-
fice. It is in early stages and we are cooperating because of the inci-
dent that you explored and reported on earlier.

We have done as much work as we can until records begin to ar-
rive in response to a subpoena that was issued by the Department
of Justice. They are mostly concerned with instances where there
was a clear quid pro quo on their end. But there are going to be,
there are other loans, including the one that you brought up and
discussed with the Postmaster General, that also need to be exam-
ined. A light needs to be shed on those.

Mr. CHAFFETZ. Is that something you will specifically be looking
into?

Mr. WiLLiaMS. We are. It is under the direction of the larger in-
vestigation and that also is going to dictate a bit of the pace of it.
But knowing of your interest, of course, we are going to make you
aware of that.

Mr. CHAFFETZ. Thank you. I appreciate that.

My understanding is, and I want to see if you are aware of the
two postal employees in Elkridge that were recently arrested for
stealing more than $600,000 in stamps and selling them on eBay.
Do you have any reason to believe that this is a widespread prob-
lem and do you have an other light on this specific instance?
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Mr. WiLLiaMS. That is a very large instance. There have been
other instances of both the theft and diversion of postage. It is
postage and cash are of course are commonly dealt with. They can
also be concealed. They can be moved from machine to machine
and the Postal Service has a very good policy of how to keep track
of that and close out timely. But policies aren’t always followed.
And in this instance, that is precisely what happened. It had been
a long time since those had been audited. When they were audited
we confirmed that the losses were quite large.

Mr. CHAFFETZ. Are there mechanisms being put in place to deal
with it so that it doesn’t happen even on a small scale?

Mr. WiLLiaMS. They are doing their best to assure that the poli-
cies that are in place for accountability and rapid closeouts are
being conformed with.

Mr. CHAFFETZ. Thank you.

Mr. Herr, this idea of 2 years versus 8 years, I just want to ex-
plore that. Would that give them sufficient time in order to maybe
develop a more long-term plan?

Mr. HERR. I think that would be one of the benefits you could
see. As I mentioned in my oral statement, we think that would also
allow Congress to keep an eye on how things are evolving in terms
of the financial situation. One thing I would like to point out about
how the payments are structured over the 8 years, they start off
at $2 billion, but then by 2016 they actually go up to $4.2 billion.
So much of the relief is front-loaded, if you will. So that 2-year pe-
riod would allow Congress to look for a plan, look for what some
of the options would be going forward. We outline some of those in
my testimony as well.

Mr. CHAFFETZ. Very good. Last thing, Mr. Chairman.

Again, going back to the President’s Commission that was exe-
cuted a couple of years ago, this idea of a postal network optimiza-
tion committee to look at the closing of facilities, is that something
you have taken an opinion on or want to state an opinion on?

Mr. HERR. It is something I think in the past that has come up
previously . I think part of it would be a question of how something
like that were to be structured. Obviously, closing postal facilities
anywhere is an issue that is difficult for the Service, I think partly
because of interest from a number of different parties. So it may
be important to provide——

Mr. CHAFFETZ. Do you see anything formally underway at all?

Mr. HERR. Not that I am aware of, no, sir.

Mr. WiLLIAMS. There is a great deal of activity with regard to ex-
amining the possible combinations and reduction of this oversized
network that we have. But it is not a national effort. There is a
great deal happening at the local level. And then the job of the na-
tional effort is to make sure that big highways that the mail moves
on and so forth are not disrupted by local decisions.

But there have been a lot of closures already. There have been
60 air mail centers and 52 annexes, 10 remote encoding centers.
There have been 10 of these successful local efforts, there are 16
on the horizon now and deeper into the process there are the begin-
nings of as many as 40 more. That is another way of engaging in
this without a BRAC-type of effort. But the BRAC-type of effort
does have merit.
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Mr. CHAFFETZ. Thank you, Mr. Chairman.

Mr. LYNCH. Thank you.

Mr. Williams, I don’t know if you were here for the testimony of
Postmaster General Potter and Ms. Gallagher, who was formerly
on the compensation committee. In looking at the framework that
the compensation committee uses to determine the CEQ’s salary
here for the Postmaster General, there seem to be a couple of bal-
ancing statutes. One is a statute that I believe in 2006 requires the
salary to sort of be pegged to the Vice President’s salary, 120 per-
cent of that as a maximum.

Then there is another part of the statute I believe, it might have
been PAEA, that says the salaries to the degree possible, should be
comparable to private sector. Those seem to be, at least in this
case, at odds. In terms of the process they used in arriving at the
salary and then applying the bonus and the whole package, did the
compensation committee operate within the legitimate framework?
I know they had the same struggle in terms of the testimony of Ms.
Gallagher, she said they sort of struggled with the two statutes and
perhaps it is Congress’ fault for entering into an area of consider-
able ambiguity in the statute, trying to get people to follow two di-
rections that are not necessarily going in the same direction.

But your own opinion of the job they did?

Mr. WiLLIAMS. Some clarity with regard to the two references
and the two directions would be useful. I know that what we tried
to do when we became aware that deferred compensation had been
paid, we tried to work with both your staff and then we also
worked on the Senate side to try to draw together all of the legal
references and assure that there was a legal basis for both the bo-
nuses and then for the usage of deferred compensation, which I
was not familiar with.

We worked with OPM as well, and they are telling us that this
situation that occurred here was the one for which their opinions
had been formulated, that if a salary and a bonus goes over the
cap, whatever that cap is, that it may be paid in deferred pay-
ments. Then we asked them had it ever been done. In my knowl-
edge, we had driven off the map at that point. They said 23 depart-
ments had done it and there were 81 individuals that had been
given deferred payments for this.

There does seem to be a legal basis for both of those, for the bo-
nuses and you gave some of the citations. They are a bit frag-
mented and there are a number of them. And then for the deferred
payment, we rely upon Title V in OPM. Actually, GAO has done
some legal opinions with regard to abuses of deferred compensa-
tion, and it does not appear that what happened here——

Mr. LYNCH. Let me just sort of refine my question a little bit,
then. The deferred compensation aspect of this, you have a current
year cap and it seems to me that they exceeded that cap by putting
the money into the next year, or not necessarily the next year, but
future years. It looked to me, as someone who worked for 20 years
for a fixed wage, per hour, it seemed to be a way of getting around
the cap by putting the money in other years, which I thought at
least at first blush contravened the intent of Congress in putting
in a yearly cap. Am I wrong on this, or how usual is this? Is it a
function of, Mr. Potter, using his example, has been an employee
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for 31 years. And so obviously, over those years, and these are his
latest years, going into year 31, obviously he has built up some
value in his pension fund.

I guess what I am asking, is it a function of that, that he is in
the latter years of a long, long length of service in the post office
and now what he has there, the corpus of his retirement is
compounding rapidly now because he is at the end of his career,
is that it or was there a conscious decision by the compensation
committee to inject something, make a contribution into something
that actually exceeded the statutory cap?

Mr. WILLIAMS. The deferred payments were not a result of the
accrual and increasing in value of his pension, as far as we could
determine. It looked as though that they arrived at his salary and
they did use consultants to do that, as Chairman Gallagher said,
and then they had the two bonuses, the one for the PFP and the
one for the contract that Governor Gallagher was describing. Those
went over the cap and so it defaulted to this OPM decision and
process for when that happens, then that is to pay it in the next
year for which you are eligible and have not reached the cap.

So in most instances what that means is after retirement, and
in all likelihood, that is what is going to occur with regard to the
Postmaster General. So it was the bonus.

Mr. LYNCH. Yes, a windfall, then.

Mr. WILLIAMS. I am sorry, sir?

Mr. LyNcH. It was a windfall.

Mr. WILLIAMS. I am not sure if that is precisely the word I would
have used. They knew that they had gone over the cap. And then
they defaulted to the direction of OPM and that was the applicable
statute.

Mr. LyNcH. All right, I am sure I have exceeded my time limit.
Are you OK?

Well, let me ask you, what would you suggest as a remedy? We
can’t have this situation where you have a cap, I mean, do you
think it would be worthwhile for Congress to consider clarification
of the statute and then cap everything, plug these holes and ad-
dress that whole year to year deferment situation?

Mr. WILLIAMS. Because my jurisdiction sort of ends at the Postal
boundary, I have not found out what caused OPM to develop this
system of deferred payments. That would be a good thing to learn
and to discover. We have some idea, but I would like to have a
much better understanding of that. The only reason that we are
having this committee examine this is because it was disclosed by
the Postal Service. Apparently it has happened in 81 instances in
23 departments. This is a very large issue and I don’t understand
why it was created. It could have some merit, but I just don’t know
its origins.

Mr. LyNcH. All right, that is a fair answer. If you are the Inspec-
tor General and you don’t know, then we all have a problem. And
I am sure you are being very diligent on the issue. Maybe it is
something the committee needs to look at separately and apart
from this one instance that might be clouded because we keep re-
ferring to Mr. Potter. Maybe it is better to look at it as sort of a
statutory issue, take the personal politics out of it.
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Mr. Potter indicated that he thought the only way back to viabil-
ity is really through mail volume, increase in mail volume. Tech-
nology does not support that trend, however, with the use of emails
and folks paying their bills online. It is becoming, as the computer-
savvy generation gets a little bit older, it is usually old folks like
me that use the mail for paying their bills. So I don’t see that situ-
ation getting any better.

Do you think the facts out there and the trends support Mr. Pot-
ter’s assumption that things could get better on that end and that
we can balance, we can get this system back into viability on vol-
ume?

Mr. WILLIAMS. I am not sure all the mail is going to come back
when the good times return. I do believe that the end of this crisis
is going to come and that some of the mail will return. I think a
better option are the ones that Mr. Davis and Ms. Norton were
talking about, a new model and a new plan. There are a lot of op-
tions for viability out there for us. I think it is going to be a very
different type of Postal Service when we come out of this.

Actually, shipping probably has a brighter future, and certain
kinds of mail are going to be become very important. And we can
probably migrate into things such as saturation or neighborhood
mail in a way that we have not in the past. As I imagine the fu-
ture, very powerful, sort of first mile, last mile alliances with the
competition would have all kinds of benefits. It would be financially
rewarding.

And then at the same time, it would allow a single large truck
to go through a neighborhood instead of all of these trucks bump-
ing into one another and moving through all these crowded neigh-
borhoods, from UPS and FedEx and no longer DHL but the Postal
Service. I think coming together would be a very green solution
and it would be financially very viable, too.

I think we can incentivize employees in a better way and we can
deploy them against the operational model in a more flexible, agile
fashion. I like what we are doing with seamless acceptance and the
intelligent mail bar code that is going to allow all kinds of benefits
for the customers and for internal operations. The Postal Service
has gotten much better in the last few years on using information
and gathering information. Bill Galligan is sort of a national treas-
ure with regard to the development and understanding of oper-
ations that helped us immensely tighten the efficiency of the oper-
ation.

I am pretty hopeful. Maybe not for the same reason. But we have
a lot of options. The other thing I loved about Congressman Davis’
comment is we do need to listen more. Our customers are very,
very bright, and sometimes I think we are very guilty of not having
listened to them. The people who make the equipment are smart
as they can be. They live by their wits and I think a lot of times
we turn them away with wonderful ideas.

Mr. LyncH. OK. Mr. Herr, in your testimony, you suggested that
beyond the Postal Service’s aggressive plan here that they say is
urgently needed for viability, you suggest that may not indeed be
enough, what they have on the table right now. What action do you
think is needed here if that is not enough?
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Mr. HERR. Well, at this point they are looking to take $5.9 billion
out in costs and as I mentioned earlier that would be unprece-
dented. They have made good progress on it so far this year. But
to make sure that happens without any additional shocks that
could come, say, from a fuel increase or something like that, so as
we mentioned in the statement, they need to be sure to think about
that. Looking at retail facilities, if there are opportunities to do
that, and we specifically mentioned facilities in urban areas rather
than small rural post offices, we think that may be an area, places
that have multiple options.

Other things, work with the unions to find ways to, there have
been some real efforts to reduce costs for delivery services. That
has been a real breakthrough agreement that they had with one
of their unions on that. So there are ways there to move forward,
too.

And I think more broadly, because 80 percent of their costs are
compensation and benefits, they need to take a look at what op-
tions are there. That is certainly the largest cost center.

Mr. LYNCH. Yes. And given the transportation costs associated
with the post office, we have caught a real break here in the past
8 months with the price of fuel. That has been somewhat of a stim-
ulus. We have dodged that bullet while we are facing some others.

I am not sure if the gentleman from Illinois has any questions.

Mr. DAvIS. Mr. Chairman, I do.

Mr. LYNCH. The Chair recognizes the gentleman from Illinois,
Mr. Davis, for 5 minutes.

Mr. Davis. Thank you very much, Mr. Chairman.

Mr. Williams, Mr. Herr, it is good to see you both.

Mr. Herr, let me ask you, the Postal Service is required to pre-
fund 80 percent of its future liability for retiree health benefits by
2016. Do you know of any company in the country that is required
or chooses to pre-fund on such an accelerated schedule?

Mr. HERR. I am not familiar with companies, but I do know in
the Federal Government, other agencies, including GAO, pre-fund
retiree health care benefits. My understanding from talking with
our financial folks at GAO is that the Postal Service was behind
in terms of making these payments. So in a sense, this represents
an effort to catch up. That is why, well, one, their number of em-
ployees is large, and for that reason the size of the payment is
large as well, sir.

Mr. DAvIS. Also under H.R. 22, the Postal Service would still be
pre-funding on the order of some $2 billion a year by 2016, a little
more than 4 percent of the unfunded liability per year. Although
most private companies do not pre-fund at all, do you know any
percentage of companies or what percentage of companies in the
private sector that might fund at that level?

Mr. HERR. I am not aware, we did not look specifically at the pri-
vate sector. We took a hard look at the numbers the Postal Service
had provided to us.

Mr. DAvis. Thank you very much.

Mr. Williams, let me ask you, we are obviously looking for all the
cost savings possibilities that we can possibly find, hope to find,
look to find, if there is anything to find. When you look at the Post-
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al Service’s utilization of fuel, do you have any comments that you
could make relative to what their utilization seems to be?

Mr. WiLLIAMS. We have recommended to them in the past that
they engage in the purchase of futures of fuel. And of course, that
definitely faded into the background when the price of gasoline
spiked. As it lowers again, it might be tempting to reconsider the
purchase of that. I think as the network is right-sized, there will
be fewer places to drive between and among. And that is going to
result in some conservation. The possibilities for alternative fuel is
very exciting. I would love to get more involved in it and I believe
we are going to be meeting with Congressman Serrano on exploring
some of those possibilities. Those would be great solutions if the
technology is mature enough.

We have taken a false step in the past with ethanol. We bought
ethanol, 1,300 trucks and we don’t use ethanol fuel in them, we use
regular gasoline because of the availability. So it does pay to look
before we leap. But there are some exciting possibilities out there
on that front.

Mr. Davis. We have all been excited and delighted recently, at
least in the last 3, 4 months, but we never quite know what might
happen in the future. And just as we have experienced some price
reductions, it is also possible that we might be in a situation again
where the prices escalate. That is a possibility.

Mr. WiLLIAMS. I agree.

Mr. Davis. Thank you very much. I have no further questions,
Mr. Chairman.

Mr. LyNCH. Thank you.

I want to thank both of you for your great testimony here. Thank
you for helping the committee with its work. We will continue to
work on a couple of these issues outside of committee, outside of
hearing. But we really appreciate your willingness to come here
and testify today. You are free to go and have a good day.

I would like to invite the next panel up, just to get you seated.

Welcome, gentlemen, Mr. Goff, Mr. Mapa, Mr. Keating. We ap-
preciate your willingness to come before the committee to help us
with its work.

It is the committee policy that all witnesses are sworn in, so I
would like to ask you to rise and please raise your right hands.

[Witnesses sworn.]

Mr. LyNcH. Let the record reflect that the witnesses have an-
swered in the affirmative.

Mr. Dale Goff is the president of the National Association of
Postmasters of the United States. Dale Goff is in his 39th year
with the U.S. Postal Service, and began as a postal assistant in
New Orleans. He has been a member of the National Association
of Postmasters for 29 years. His NAPUS positions have included
State president, national vice president, national president, among
others. He was also postmaster of the year in 1994.

Mr. Charles Mapa is president of the National League of Post-
masters of the United States. Charles Mapa is a postal and mili-
tary veteran with 35 years of service. Mr. Mapa has been a mem-
ber of the National League of Postmasters for 24 years. He has also
served as the California branch vice president, executive vice presi-
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dent and president. Mr. Mapa was elected national president in
2006 and re-elected in 2008.

Mr. Ted Keating is president of the National Association of Post-
al Supervisors. Mr. Keating worked for the U.S. Postal Service for
40 years, following 4 years with the Air Force. Mr. Keating began
his membership in the National Association of Postal Supervisors
as a member of the Northeastern Branch 498. For 15 years, Mr.
Keating served on the Massachusetts State Executive Board, in-
cluding 9 years in which he held the position of secretary-treasurer.
Mr. Keating was elected to the position of executive vice president
of the National Association of Postal Supervisors in August 1998.
Mr. Keating retired from the Postal Service in October 2004, and
has assumed the presidency of the Association in December 2004.

Welcome, gentlemen and Mr. Goff, if you could, we will welcome
your opening statement.

STATEMENTS OF DALE GOFF, PRESIDENT, NATIONAL ASSO-
CIATION OF POSTMASTERS OF THE UNITED STATES AND
POSTMASTER OF COVINGTON, LA; CHARLES W. MAPA,
PRESIDENT, NATIONAL LEAGUE OF POSTMASTERS; AND TED
KEATING, PRESIDENT, NATIONAL ASSOCIATION OF POSTAL
SUPERVISORS

STATEMENT OF DALE GOFF

Mr. GOFF. Mr. Chairman, my name is Dale Goff. I am president
of the 40,000-member National Association of Postmasters of the
United States [NAPUSI. I am also postmaster of Covington, LA.

I represent the managers in charge of the 27,000 independent
post offices in this Nation. These post offices serve urban, suburban
and rural communities. Some of these post offices support a net-
work of postal stations, community postal units and contracted
postal stations. Other offices are so small that they define the com-
munity, employ just the postmaster and have limited hours of oper-
ation.

For customers living in isolated towns, the post office is their
lifeline to the outside world. During this past summer, a New Eng-
land postmaster illustrated this point at a PRC hearing on the uni-
versal service obligation. The postmaster serves a remote offshore
town and is the commercial hub of the island. The post office is the
town’s pharmacy, since mail order drug companies are the primary
means of dispensing medications, and the town’s bank, since money
orders are used for commerce.

The picture being painted today is not very pretty. Mail volume
is crashing and so is its associated revenue. Service cuts and work
hour reductions are deep and wide. Residential and business cus-
tomers feel the squeeze as postmasters are being directed to cut
window hours, close on Saturdays, consolidate delivery routes,
defer necessary repairs and restrict access to mail supplies. Service
and safety are being compromised. These actions are the result of
factors that are beyond the control of the agency. The economic
contraction has swallowed up mail volume and revenue.

My fear is that too short a financial lifeline is fools gold. As front
line managers, postmasters are highly qualified to offer input with
regard to the financial instability of the Postal Service and long-
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term strategies for streamlining its operations. First and foremost,
it is crucial that the committee report favorably H.R. 22, bipartisan
legislation to provide the Postal Service and its customers a tem-
porary financial lifeline. This measure permits the Postal Service
to accelerate the effective date of using the Postal Retirees Health
Benefit Trust Fund to pay current retiree premiums. It amortizes
the remaining fund liability to a more attainable period of time.
This proposal is neither a bailout, nor does it cost U.S. taxpayers
a dime. H.R. 22 is fair, responsible and helps protect the universal
postal service.

It is imperative to note that the crisis plaguing the Postal Serv-
ice is beyond its control and a fiscal climate exists that Congress
did not envision when the postal reform law was enacted. Now the
tools with which Congress equipped the Postal Service and the as-
sociated fiscal requirements are problematic. Postmasters are trou-
bled by budget analysis which theorizes that temporary postal re-
lief would undermine efficient business practices and aggressive
cost-cutting.

Mr. Chairman, extinction of universal postal service would be the
product without passage of postal relief legislation. In the absence
of such legislation, postal doomsday falls on Wednesday September
30, 2009. On that date, the Postal Service will no longer be able
to perform its constitutional duties on behalf of our country. Eight
percent of this Nation’s gross domestic product is tied to the Postal
Service. So failing to respond to this crisis is not an option.

The administration can help to alleviate this crisis. The Office of
Personnel Management has the authority to more accurately re-
compute the 2002 estimate of the USPS projected overpayment into
the Civil Service Retirement Trust Fund. The calculation made by
the previous administration significantly understated the overpay-
ment.

The Postal Service can help itself. Clearly, the immense postal
bureaucracy contributes to inefficiencies in costs. In 2003, NAPUS
testified before the President’s Commission on the U.S. Postal
Service about the necessity to de-layer the bureaucracy. Last Fri-
day, the Postal Service took a step in the right direction but fell
short of this mark.

Fortuitously, last week I glanced through the manuscript of a
1951 hearing before the House Post Office and Civil Service Com-
mittee. The hearing record relates that the Hoover Report on Gov-
ernment Reorganization provided for the decentralization of the
Postal Service into 15 regions, enabling closer supervision of the
more than 40,000 post offices. Mr. Chairman, today we have 13,000
fewer offices than in 1951. Yet the Postal Service finances about six
times as many districts as proposed in the Hoover report.

Mr. LYNCH. Mr. Goff, you have exceeded the time limit. What I
am going to do is this. I am going to let you finish your statement
when I come back. I know you have a few more pages there, I am
reading along with you. But I have a vote on the floor and I cannot
miss it. Actually, I have two or three votes. These will be the last
votes for the day so we will be able to finish up when I come back.
Thank you, and again I apologize.

[Recess.]

Mr. LYNCH. Again, my apologies for the delay.
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Mr. Goff, If you could just sum up that would be great, and then
we will continue with the testimony.

Mr. GorF. I will be glad to, Mr. Chairman.

Mr. LYNCH. Thank you, sir.

Mr. GOFF. The recommendation that was made back in 1951 said
that instead of saving money and bringing about more efficient op-
erations, the cost for money for the post office and the amount of
bureaucracy that would be there that would have little districts out
there where we would have just all different types of postmaster
generals. What we are asking for, Mr. Chairman, is that the future
of the Postal Service is in the hands of this committee and H.R.
22 is the only means right now for the salvation that we could get.

Mr. Chairman, I do apologize, I am from the south so I talk a
little slow.

[The prepared statement of Mr. Goff follows:]
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Mr. Chairman, distinguished Committee members, my name is Dale Goff. I am President
of the 40,000-member National Association of Postmasters of the United States

(NAPUS). I am also the proud Postmaster of Covington, Louisiana.

In my capacity as NAPUS President, I represent the managers-in-charge of the 27,000
independent Post Offices in this nation. These post offices serve Americans residing and
working in urban, suburban and rural communities. Some of these post offices support a
network of postal stations, community postal units and contracted postal stations; other
offices are so small that they define a comununity, employ just the Postmaster, and have
limited hours of operation. Customers living in these isolated towns pick up their mail on
a daily basis; a post office is their lifeline to the outside world. In fact, during this past
summer, three NAPUS members testified before the Postal Regulatory Commission on
the importance of small and rural post offices. A New England Postmaster, serving a
remote off-shore town, stressed that her office is the commercial hub of the island. Mail
is ferried to and from the island post office. The post office is the town’s pharmacy, since
mail order drug companies are the primary means of dispensing medications, and the

town’s bank, since postal money orders are used for commerce.

The picture being painted today is not very pretty. Mail volume is crashing, and so is its
associated revenue. Service cuts and work hour reductions are not only being
implemented, they are being deepened. Countless post office residential and business
customers are feeling the squeeze as Postmasters are being directed to cut window hours,
close on Saturdays, consolidate delivery routes, defer necessary repairs, and restrict
access to mail supplies. Service and safety are being compromised. Regrettably, the
factors that have necessitated these actions are way beyond the control of the agency. The
extended national economic contraction has swallowed up mail volume and revenue. My
fear is that the recession will be longer than anticipated and too short a financial lifeline is

fool’s gold.

As front-line managers who actually administer all facets of postal operations, and

contact postal customers on a daily basis, Postmasters are highly qualified to offer input
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with regard to the financial instability of the Postal Service and long-term strategies for

streamlining its operations.

First and foremost, it is crucial that the Committee report favorably H.R. 22, bipartisan
legislation to provide the Postal Service and its customers a temporary financial lifeline.
This measure permits the Postal Service to accelerate, by eight years, the effective date of
using the Postal Retirees Health Benefit Trust Fund to pay current retiree Federal
Employees Health Benefits Program premiums. It would also amortize the remaining
Fund liability to a more attainable period of time. This acceleration and refinancing
proposal is neither a bailout, nor does it cost U.S. taxpayers a dime. H.R. 22 is fair,

responsible and helps protect a universal Postal Service.

It is imperative to note that the crisis plaguing the Postal Service is the result of economic
conditions beyond its control and a fiscal climate that Congress did not envision in 2006,
when the Postal Accountability and Enhancement Act was signed into law.
Consequently, the 3-year-old tools with which Congress equipped the Postal Service and
the associated fiscal requirements are problematic. Postmasters are troubled by budget
analysis, which theorizes that temporary postal relief would undermine efficient business
practices and aggressive cost cutting. Mr. Chairman, efficiency is not at-risk if Congress
enacts H.R. 22; rather, extinction of universal postal service would be the product without
it. In the absence of remedial legislation, on September 30, 2009, the Postal Service will
no longer be able to perform its Constitutional duties on behalf of our country. Of course,
prior to Postal Doomsday, the Service may be forced to file an “exigent rate case”, in
compliance with the Postal Accountability and Enhancement Act, or borrow money from
the U.S. Treasury to meet its obligations. These may be its only viable choices. Eight
percent of this nation’s gross domestic product is tied to the Postal Service, so failing to

respond to the crisis is not an option.

The current Administration can help to alleviate the crisis. The Office of Personnel
Management has the authority to more accurately compute the 2002 estimate of the

USPS’ projected overpayment into the Civil Service Retirement Trust Fund. The
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calculation made by the previous Administration significantly understated the projected
USPS overpayments into the CSRS Trust Fund. In addition, the Center of Medicare and
Medicaid Services should permit the Postal Service to apply for Medicare Part D

employer subsidy, an opportunity recognized in the original Part D legislation.

The Postal Service can also help itself. Clearly, the multi-layered Postal bureaucracy
contributes to its institutional inefficiencies and costs. In fact, in 2003, NAPUS testified
before the Presidents’ Commission on the U.S. Postal Service about the necessity to “de-
layer” the bureaucracy. Fortuitously, last week, I glanced through the transcript of a 1951
hearing before the House Post Office and Civil Service Committee (February 8, 1951).
Robert Johnson, chairman of Citizens Commiittee for the Hoover Report, observed that
the Report “provided for the decentralization of the postal service into 15 regions,
enabling closer supervision of the more than 40,000 post offices.” Mr. Chairman, today,
we have 13,000 fewer post offices than in 1951, yet the agency finances about 6 times as
many districts, as proposed in the 1950 Hoover Report. Why? The swollen postal
bureaucracy not only adds to postal costs, it also interferes with the management of local
post offices and the service they provide to the mailing public. Let me quote the prophetic
58-year-old words of House Post Office and Civil Service Committee Chairman Tom

Murray, as he took issue with the creation of a mere 15 postal districts:

... this recommendation instead of saving money and bringing about more
efficient operations, will cost considerably more money to the Post Office
Department. You cannot tell me that you can set up 15 districts with 15 directors
of post, and with innumerable superintendents in each district, a little army of
bureaucrats in each one of those 15 districts, that it will not cost more money.
And it will not in my opinion cause any more efficient operation. You would
have 15 little assistant Postmasters General sitting down in 15 districts in the

United States.

Chairman Murray was no postal novice; he served on the Post Office Committee for 23

years and, as its Chair, for 15 of those years.
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Finally, Mr. Chairman, I would point out that while there are 38,000 retail postal facilities
in the United States, only 27,000 of them are Post Offices. In consolidations and closing
decisions, only Post Offices are recognized and accorded unique status by Title 39 of the
United States Code. Nevertheless, the Postal Service has closed about 2,000 post offices
since 1984; and, according to the PRC, closing all small and rural post offices would
yield savings of only $586 million, 8-tenths of one percent of the postal operating budget.
Consequently, closing every single small and rural post office in this nation would not
make a difference in postal sustainability. However, post office discontinuance would
drive away business and would deny millions of Americans access to core postal

services.

Mr. Chairman, the future of the Postal Service is in the hands of this Committee and H.R.

22 is the only means of salvation readily available.
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Mr. LYNCH. You talk just fine. Thank you, sir.
Mr. Mapa.

STATEMENT OF CHARLES W. MAPA

Mr. MAPA. Chairman Lynch, Ranking Member Chaffetz, mem-
bers of the subcommittee, good afternoon, wherever you are. With
your permission I would like to briefly summarize my testimony
and ask that my full statement be accepted and entered into the
record.

Mr. LYNCH. Without objection.

Mr. MAPA. My name is Charlie Mapa and I am president of the
National League of Postmasters. We have been representing post-
masters since the late 1800’s. I am pleased to appear before you
here today. Thank you for inviting all of us to testify.

Before summarizing my statement, I would like to congratulate
Chairman Lynch on being named chairman of this subcommittee.
It is comforting to the League to know that the Chair comes with
a very strong postal background.

In my written testimony I address three topics: No. 1, the overall
state of the Postal Service and the need to allow the Postal Service
to refinance its obligation to fund our retirees’ health benefits as
H.R. 22 would do. No. 2, the importance of small post offices to
rural America and the minuscule amount of money that closing
substantial numbers of them would save. No. 3, the manner in
which the Postal Service has controlled costs over the last several
years, the diminishing returns of that approach and the means to
better increase efficiency and reduce costs.

Clearly, the Nation is in extremely troubled times. The economy
is at its lowest point since the Great Depression. The Postal Serv-
ice is in trouble and needs relief. H.R. 22 would give some relief.
The consequences of not acting are disastrous. There are $8.4 mil-
lion postal-related jobs and more than $1 trillion in revenue attrib-
uted to the mailing industry. That I believe is even larger than the
auto industry.

If the mailing sector were to crash, it would shake the American
economy to the core and given its fragile condition, it could bring
the entire economy to a standstill. That must be avoided at all
costs.

Let me also emphasize that relief must exist beyond 2 years.
Anything else would create a system that will appear to be on the
edge of disaster, held together by spit, glue and rubber bands. That
is exactly the image that will drive mailers to aggressively seek al-
ternatives to the Postal Service, electronic and otherwise, that will
result in a loss of volume that otherwise should not have been lost
and otherwise would not have been lost.

H.R. 22 will save the Postal Service and it will do so without
spending a dime of the taxpayers’ money. My written testimony
goes into much greater detail about how H.R. 22 works.

In terms of small post offices, when one comes to the world of
postal and public policy concerns, one often assumes that many
small offices could be closed, resulting in little harm and significant
savings. Usually that point of view is predicated upon a misunder-
standing of the role of the small post office in rural America, and
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the mistaken belief that the cost of maintaining these post offices
is much greater than it actually is.

My testimony shows that small post offices are vital to the con-
tinued existence of rural America and that they truly bind rural
America together. When a small, rural post office closes in a rural
community, often the community ends up becoming a ghost town.

Mr. Chairman, closing small post offices savings no significant
money. If one were to close the smallest 10,000 post offices, more
than one-third of all post offices in the country, the savings to the
Postal Service would be minimal, less than 1 percent of the Postal
Service’s budget. The bottom line is that if the Postal Service wants
to close a small, rural post office and the community doesn’t care,
so be it. But if the Postal Service wants to close a small, rural post
office and the community does care because it doesn’t want to dis-
appear, then the Postal Service shouldn’t close that office.

Finally, my testimony looks at the way the Postal Service has re-
duced costs over the last decade and argues that a better way to
gain efficiency is to flatten the management structure and elimi-
nate unnecessary bureaucracy. One way the Postal Service has
saved costs is by reducing carrier and clerk hours and shifting
these hours onto the postmaster for the postmaster to work instead
of the clerk or carrier. Today, many postmasters are working 60
and 70 hours a week, some even more. Mr. Chairman, massive
burnout is close. A disaster is looming on the horizon and I would
be remiss in my duties if I did not make that perfectly clear.

Finally, instead of becoming more efficient, we are becoming
more and more bureaucratic, more telecons, more forms, more re-
ports. It needs to stop. One way is to eliminate management layers.
The Postal Service recently cut the number of districts down to 74.
It needs to do more and reduce these down to something more like
40. The idea is not that cost savings come from the positions cut,
but from the streamlining and removal of layers of management
making decisions easier and cheaper to make and easier and
cheaper to implement. The thing to do in these challenging times
is to flatten the bureaucracy and trust that postmasters will rise
ico meet the challenge. We would do that if the Postal Service would
et us.

Thank you for considering our views.

[The prepared statement of Mr. Mapa follows:]
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March 25, 2009

Chairman Lynch, Ranking Member Chaffetz, members of the Subcommittee,
good morning. I would like to thank you for inviting the National League of Postmasters
of the United States to testify during your 2009 oversight hearings on the Postal Service.
We are pleased to appear before you today. We want extend the League’s
congratulations to Congressman Lynch on being named Chairman of this subcommittee.
It is comforting for the League to know that the Chairman of our subcommittee has such
an extensive background and interest in postal affairs.

Background

My name is Charles W. Mapa and I am President of the National League of
Postmasters. I am from Gold Run California, where I was appointed postmaster in 1986.
Gold Run is a community of several hundred people, nestled in the foothills of the Sierra
Nevadas between Sacramento and Lake Tahoe.

The National League of Postmasters, which was founded in 1887, isa
management association representing the interests of tens of thousands of postmasters
throughout the United States. Although we represent postmasters from post offices of all

sizes—from the very smallest to the very largest—rural postmasters are a sizable portion
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of our membership. Thus, we speak for rural America with a certain degree of

experience. The League speaks for thousands of retired postmasters as well.
Summary

This morning, Mr. Chairman, [ will address three topics: 1) the overall state of
the Postal Service and the need to allow the Postal Service to refinance its obligation to
fund our retirees’ health benefits as H.R. 22 would do; 2) the importance of small post
offices to the cultural and social cohesion of rural America; and 3) the manner in which
the Postal Service has controlled costs over the last several years, the diminishing returns
of that approach, and the means to better increase efficiency and reduce costs.

My testimony will show that the Postal Service needs H.R. 22 to survive this
economic crisis. It will also point out that H.R. 22 is not a bailout since it allows the
Postal Service to use its own money to fund retiree health benefits. My testimony will
also show how small post offices are vital to the continued existence of rural America,
that closing them would be disastrous for rural America, and that no significant cost
savings would accrue from such an action. If one were to close the smallest 10,000 post
offices, the “savings” to the Postal Service would be de minimus—Iess than one half of
one percent of the Postal Service’s budget, according to the recent USO study by the
Postal Regulatory Commission. Finally, my testimony looks at the ways that the Postal
Service has “reduced costs” over the last decade, and argues that a better way to gain

efficiency is to flatten the management structure, and eliminate unnecessary bureaucracy.
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I. State of the Postal Service

Clearly the nation is in extremely troubled times. The economy is at its lowest
point since the Great Depression, and the economic health of the Postal Service’s largest
customer—the financial services industry—is even worse than that of other industries.
Overall retail sales have plummeted, taking advertising mail volume down with it.
Volume for FY 2008 (which ended September 30, 2008) was 4.5% below the previous
year. I believe that is the largest single-year decline in postal volume history. Things
have gotten even worse in the First Quarter of 2009 and projections for the rest of 2009
are not pleasant.

More than ever before, we need innovation that can improve service and lower
costs, and get the Postal Service through this recession. Over the years, postmasters have
offered scores of ideas to Postal Service Headquarters, ideas that could have saved
millions in costs and added millions to revenue. Postal Headquarters has routinely
rejected these ideas, without even seriously considering many of them. It has gotten to
the point that when we bring an idea to the attention of top management, we know that it
will likely be ignored. This is a bit puzzling and very frustrating, for no one knows the
local postal system better than the local postmaster, and no one knows better than local
postmasters how to make things work more efficiently without sacrificing service.
Perhaps you can help us on this matter and get a rational explanation from the Postal
Service as to why it cavalierly ignores any suggestions that do not originate at

headquarters.
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In terms of a focus on the future, two things come to mind. First, the Postal
Service has rightly focused a great deal on the Intelligent Mail Barcode (IMB). We
applaud that decision for there are a variety of new services that the [IMB should make
available in the medium and long term, and each of those either will add value orbe a
potential revenue generator. Second, there is an enormous potential to increase market
dominant revenues through pricing flexibility and Negotiated Service Agreements
(NSAs). That potential has not been tapped, and it needs to be. There seems to be signs
that the Postal Service has finally begun to focus on this issue. That is a very good
development.

Realistically, however, while all of these very important developments—the IMB,
pricing flexibility and NSAs—should be significant solutions for the medium and long
term, their helpfulness in yielding immediate benefits will be limited. For the short term,
we need to take other measures to get us through the recession. These measures need to
be designed to counter the lingering negative effects that the recession will have on the
postal system after the economy rebounds, and these measures need to stabilize the
institution so that it can rationally deal with the gradual erosion in bill paying mail that
electronic diversion is creating.

The best solution that has been developed is found in H.R. 22, a bill co-sponsored
by Congressmen Davis (D IL) and McHugh (R NY) and many others. New co-sponsors
are being added daily, and at last count, their numbers were around 200. This is a bill that
the League very strong endorses.

H.R. 22 would allow the Postal Service to refinance its obligation to fund its

employees’ retirement health benefits. H.R. 22 is not a bailout, but a solution that allows

—r
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the Postal Service to use its own money, set aside in a trust fund, for the very purpose for
which the money was targeted. H.R. 22 would not spend a dime of the taxpayers’
money. Moreover, HR. 22 continues the pre-funding of the retiree health benefits, and
does so at a level that few—if any other institutions—in this country can match.

Here is how H.R. 22 would work. H.R. 22 would grant relief by 1) stretching the
time period for the Postal Service to pre-fund its retiree health benefits, while
concurrently 2) allowing it to pay for current retiree health benefits out of the trust fund
that has been set aside to pay for the future retiree health benefits of postal employees.

More specifically, under current law, the Postal Service now pays two items on an
annual basis that go to cover retiree health care—one payment of $2.3 Billion (which
changes over time) directly pays for current retirees’ health premiums, while another
payment of $5.4 Billion (which changes slightly over time) prefunds future (i.e., after the
year 2016) retiree health benefits. Under current law, this second payment automatically
goes into a retirement health benefit trust fund and no funds are disbursed until 2016. By
2016, postal employees’ retiree health benefits would be entirely pre-funded. At that
point, the Postal Service would largely stop paying' for any retiree health benefits
payments, and the fund would pick up the payment.

Under H.R. 22, the Postal Service would continue to make the second payment
(the $5+ Billion) to the trust fund for future retiree health benefits, but NOT make the
first payment (the $2.3+ Billion) for current retiree health benefits. This would save the
Postal Service the $2.3 + Billion per year. Since current retiree health benefits still need
to be funded, H.R. 22 would allow that payment to come from the trust fund. Thus, after

H.R. 22 passes, roughly half the Postal Service’s annual payment would go to cover

! Except for a relatively small annual residual payment.

5
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current retiree health benefits while the other half would go to pre-fund future retiree
health benefits. As a result, this structure would continue to pay for current retiree health
benefits, continue the pre-funding of future retiree health benefits, free up some $2.3+
Billion per year, and cost the taxpayer nothing.

Finally, under H.R. 22, since the trust fund would now be paying for both current
and future retiree health benefits, the payments would have to continue beyond 2016,
instead of largely stopping in 2016. However, the fact that those payments stopped in
2016 has created a windfall for the Postal Service. Eliminating that windfall, in exchange
for stabilizing the Postal Service during this time of economic crisis, at no expense to the
taxpayer, is a very good trade off.

Mr. Chairman, as you know, the current system of dual payments was set up by
the Postal Accountability and Enhancement Act (PAEA) in 2006. At that time it looked
reasonable and achievable, but no one then thought that we were on the verge of the
Great Recession, the greatest economic crisis since the Great Depression. Now that we
are in the middle of this crisis, the size of the dual payments does not look so reasonable.
In considering the merits of H.R. 22, it is critical to remember that no other public or
private entity pre-funds its retiree health benefits to the extent that the Postal Service
currently does, or to the extent that it would continue to do so, even affer H R 22 becomes
law.

Chairman Lynch, members of the Subcommittee, some relief is needed, and that
relief must extend beyond two years. Anything else will create a system that will appear
to be on the edge of disaster, held together by spit, glue, and rubber bands. That is

exactly the image that will drive mailers to aggressively seek alternatives to the Postal
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Service—electronic and otherwise—that will result in the loss of volumes that otherwise
should not have been lost and otherwise would not have been lost.

The consequences of inaction, or acting in an insufficient manner, are severe. Not
allowing the Postal Service to spread its retiree health payments could result in extensive
layoffs that would notably increase the nation’s overall unemployment levels, and impede
the nation’s economic recovery. Moreover, not allowing the Postal Service to refinance
its retiree health payments could end up threatening the very viability of the postal
system. This is because the Postal Service would be forced to make significant cuts that
would seriously and negatively affect the quality of its service. The consequences of that
degradation in service would be a significant revenue loss. This revenue loss would
trigger further cuts, which would trigger further revenue losses, and further cuts and
further revenue losses. Such a spiral could result in the implosion of the postal system.

As a study done by the Envelope Manufacturing Association Foundation has
shown, there are 8.4 million postal-related jobs and more than $1 trillion in revenue

attributed to the mailing industry. bttp://www.emafoundation.org/ That, I believe, is

even larger than the auto industry. Having the mailing sector crash would shake the
American economy to the core, and given its fragile condition, it could bring the entire
economy to a standstill.

That is something that must be avoided at all costs.

Mr. Chairman, these are very serious economic times, and the negative
consequences of not acting are severe. We all need to rally around this issue and help the

Postal Service through this crisis.
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II. Rural America and Small Rural Post Offices

When one first considers the world of postal and public policy concerns, and the
role of the small post office in the United States, one often assumes that many could be
closed down, resulting in little harm and considerable cost savings. Usually that position
is predicated upon 1) a lack of appreciation of the role of small post offices in rural
America, and 2) an erroneous belief that the cost of maintaining these post offices is
much greater than it actually is.

A. The Role of Small Post Offices in Rural America.

Keeping rural Amefica healthy is critical for the social, political, and economic
well-being of America. The glue that keeps rural America together—maintains its social
and economic cohesion—is our postal system and the local rural post offices. If we want
to keep rural America strong, and by extension keep America strong, we need to keep our
rural postal system and our rural post offices strong. Any significant negative effect on
rural America would be disastrous.

The role rural post offices play in rural America goes far beyond the mere
delivery of mail. It is a role that goes to the essence of social cohesion and to the essence
of what makes up the notion of “community” in rural communities. The rural post office
is an institution that literally binds rural America together, culturally, socially, politically,
and economically. It, along with the rural newspaper, set the framework within which
rural communities operate. To interfere with either is to interfere with the fundamental

dynamics of rural communities and to risk their destruction.
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It is in the rural post offices that community members encounter one another
every day, greet each other every morning, and daily reinforce their ties of community.
Rural post offices serve as gathering places where social news is exchanged and political
issues are discussed, often with some heat. It is in the rural post offices that political
opinions are formed and finalized. It is where friendships are made and maintained and
scouts and scoutmasters recruited. It is the forum where municipal and county leaders
are developed, the forum where their criteria for office is discussed and debated, and the
forum where the decisions that will be carried out at the ballot box are made. It is the
only presence of the federal government in these communities, and it is the one place
where local leaders can go and take the pulse of their community, and find out just what
people think about the burning issues of the day.

In many rural areas, postmasters play a very important social role that has nothing
to do with the postal system or postal revenues. These are roles whose value cannot
really be measured in dollars. For instance, many rural postmasters help customers with
low literacy levels in a variety of ways, providing assistance in writing checks and money
orders to pay bills. Many rural postmasters address envelopes for their patrons, as well as
read and explain mail to them. As such, they perform a valuable social function that no
one else does. Moreover, they have done so for centuries. In a related vein, state and
federal forms are available on site, and rural postmasters often help local citizens with
these. Without rural postmasters, these needs would not be met, and rural America
would be the poorer.

Local post offices provide other functions such as space for community bulletin

boards and the posting of federal notices. They are shelters where children can wait for
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the school bus. None of these functions are functions that can be filled by having rural
letter carriers sell stamps from their cars, nor having city letter carriers deliver letters.

It is important to realize that the very existence of America’s rural villages
depends on the existence of their local post offices. The post office literally keeps the
community together, and when a rural town’s post office disappears, the town often
shrivels up and dies, and the business and cultural life of the community disappears. That
is why the Federal Postal Code, Title 39 of the U.S. Code, has provisions in it that require
the input of the community when the closure of a rural post office is being considered.

Mr. Chairman, rural post offices are icons of rural America, whose function goes
far beyond the mere provision of postal services. If rural America is to remain strong,

they must remain strong, and endure.

B. The Cost of Small Post Offices in Rural America.

In terms of the costs of keeping rural post offices open, many new to the area
assume that they are significant. Nothing could be farther from the truth, for the amount
the Postal Service spends on keeping small rural post offices open is de minimis. Closing
them would save nothing. As the Postal Regulatory Commission just reaffirmed, the cost
of the 10,000 smallest post offices—about one-third of all post offices in the United

States—is less than one percent (1%) of the total budget of the Postal Service. Thatisa

2 The recent USO study by the Postal Regulatory Commission reaffirmed this calculus. Report on
Universal Postal Service and the Monopoly, Postal Regulatory Commission, December 19, 20008.
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small price to pay for the social, cultural, political, and economic stability that America
has for so long enjoyed in rural America.?

Finally it is important to state for the record that while developments in the world
of electronic communication have altered the dynamics of mail, they really haven’t
diminished the importance of the postal system to rural America. The Postal Service
remains critical to the social, cultural, political, and economic well-being of rural
America and is going to remain so for the foreseeable future. As far as [ know, no one
has seriously suggested otherwise.

II1. Postal Service Cost Control Efforts

The Postal Service has taken steps to significantly reduce costs over the last
several years. One way it has done so, as we have told this committee before, is to
exploit postmasters’ good will. Throughout the country, route time hours are being saved
for letter carriers by making postmasters carry the routes any time there is a shortage,
rather than by having replacement carriers carry the route, as is normal. This effort is
increasing the workload of postmasters and making 60 and 70 hour work weeks all too
common. A couple of weeks ago, I ended up talking to one veteran postmaster who

literally was in tears on the phone, having spent more than 90 hours the previous week at

3 There are some that say that post offices that operate at a loss or do not pay their way should be

closed. The question of post offices operating at a loss or paying their own way is not an easy question to
address. This is because the system the Postal Services uses to determine whether a post office is “making
a profit” keys on the amount of revenue accepted at that post office, regardless of where the deliveries are
to be completed. Thus, the postage for a hypothetical mailing of 15,000 is all credited to the post office
where the mailing is entered and none of the revenue to the post offices where the actual pieces are
delivered.

That situation creates an enormous disconnect for most of the costs of delivering those 15,000
pieces are borne by the post offices of delivery (to which no revenue is credited) and not the post office of
origin (to which all the revenue is credited). Thus, the system inherently skews the relationship of revenue
and costs among the nation’s post offices and should call into question the very notion of a post office
“pperating” at a loss.

1]
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the job. Itold that postmaster to stop, and that it wasn’t worth losing one’s health for the
Postal Service. Since then, that postmaster has gone out on sick leave, for stress.

Mr. Chairman, as conscientious public servants, postmasters understand that they
often need to put in more than 40 hours per week, considering the magnitude of our civic
and social responsibilities, and the severity of the economic crisis. But there comes a
point—and we appear to have reached it—where “often putting in more than 40 hours”
turns into a regular six-day work week with each day much longer than eight hours. All
of these extra hours are worked with no extra pay.

This cannot go on. Massive burnout is close. Moreover, from the Postal Service
and the public’s point of view, this type of “cost savings” is not sustainable. Sooner or
later cost control efforts fall apart if they rely on managers’ putting in 60 hours and more
on a regular, constant, and weekly basis. That type of sweatshop “cost control” only
brings short-term benefits, not long-term benefits.

Mr. Chairman, you have heard the number of hours by which the Postal Service
has “reduced” its workload. It gives the impression that the workload has been reduced
by gains in efficiency. Yet cutting down carrier and clerk hours, by transferring those
hours to the postmaster to work, is not being more efficient. Indeed, it is the very
opposite. Becoming more efficient is supposed to mean finding ways to “work smarter,”
not just forcing your managers to put in extra time to make up for the “reduction” in work
hours of others.

A significant crash in efficiency is looming on the horizon. Morale is at its lowest
point in memory. Retirements are soaring. As they do, the Postal Service is losing the

very people who know how to “grease” the system and really make it work on the local
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level. For those postmasters that are still in their jobs, the relationship between them and
their immediate supervisory managers is deteriorating, as more pressure is put on those
managers to work postmasters longer. Not only that, but also more and more
postmasters’ immediate supervisors are micromanaging everything, and calling for more
and more telecons, reports and forms. All this is a classic example of a massive
bureaucracy under pressure, but one that is not acting “smart” but acting more and more
bureaucratic.

The situation is not good, and it is getting worse. We have taken our concerns to
postal executives more than once. There is never a response. Nothing happens. No one
cares.

Part of the problem is that there is a general lack of trust that permeates the
system. Top postal officials don’t trust the executives they have in place all over the
country to do the right thing, and many of them don’t trust those above them. Itisa
horrible situation, and I am not sure what other industry—if any—has industrial relations
that are worse.

Mr. Chairman, postmasters are generally very good people. All the Postal Service
needs to do is listen to them, believe in them, and manage them well. Treat them like
adults, and the human beings that they are. Stop thinking of lower management as part of
the problem, and start making them part of the solution. We would respond accordingly.

Part of the problem is also the increasing bureaucracy. We need less
bureaucracy, not more. There are ways to do this. For instance, we have far too many
areas and districts, The Postal Service recently cut the number of districts down from 88

to 80. It needs to do more, and reduce those down to something like 40. The recent
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reorganization was a step in the right direction, although it does seem that that action was
aimed more at reducing positions, rather than eliminating bureaucracy.

The thing to do in these challenging times is to flatten the bureaucracy, and trust
that postmasters to rise to the challenge. We would, if only the Postal Service would let
us.

The Postal Service also needs to get postmasters out to the public more, selling
not only the mail and postal products, but the Postal Service itself. Postal management
has been so bad over the last several decades, that the term “going postal” has been
coined to describe someone who simply flips out because of the way his managers have
treated him over the years. Let’s stop that, turn the ship around, and get going in the right
direction. Let’s build good will, not destroy it.

Thank you for considering our views, and I would be pleased to answer any

questions that you might have.
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Mr. LyNCH. Thank you.
Mr. Keating.

STATEMENT OF TED KEATING

Mr. KEATING. Good afternoon, Chairman Lynch. It is comforting
to NAPS, as Charlie indicated, that my Boston accent will not be
a problem for this committee. [Laughter.]

Mr. LYNCH. No, you will not need a translator with me. [Laugh-
ter.]

Mr. KEATING. The Postal Service continues to suffer from the
steady erosion of mail volume. Last month USPS reported the
eighth consecutive quarter of lower mail volume, volume down
more than 15 percent from where it was this time last year. Even
greater losses are predicted through the remainder of this year.
The last time mail volume fell by this much was in 1937, in the
midst of the Depression.

The Postal Service has not been passive in response to the wors-
ening financial condition. Over the past year, as mail volume has
continued to steadily decline, the Postal Service has initiated ag-
gressive cost-cutting actions that have reduced the financial loss.
The Postal Service has cut 50 million work hours, stopped con-
struction of new post offices and facilities, instituted a nationwide
hiring freeze, consolidated mail processing operations, and reduced
hours in many post offices.

Last Friday, it announced the closure of 6 of its 80 districts, the
elimination of more than 1,400 mail processing supervisor and
management positions at nearly 400 facilities around the country
and the offering of another early retirement opportunity to nearly
150,000 postal employees. These actions are expected to save the
Postal Service more than $100 million annually. More job cuts are
likely to come as downsizing continues, operations are streamlined
and processing and delivery networks are made more efficient.

Indeed, much more remains to be done to restore the financial
health of the Postal Service. Congress needs to do its part, Mr.
Chairman. We urge the committee to move ahead and promptly re-
port out H.R. 22.

Even when H.R. 22 passes, however, we will not be out of the
swamp. Additional steps will be necessary. Let me take a moment
to comment on these additional steps the post office should take.
First and foremost, the Postal Service needs to rethink its organi-
zational structure and reorganize itself. Its nationwide manage-
ment framework, currently built around 10 geographic areas, is far
too large and bureaucratic and costly to be allowed to continue. The
Postal Service should return to an organizational structure based
on five geographic regions.

It is time that the Postal Service applies the same cost-cutting
scrutiny to the members of its executive ranks as it is applying to
middle and lower management. Let me repeat that: it is time the
Postal Service applies the same cost-cutting scrutiny to its execu-
tive ranks as it applies to middle and lower management.

Second, the Postal Service should promptly withdraw from the
practice of buying homes for its employees ostensibly in support of
relocation needs. This policy has caused the Postal Service to rack
up significant losses. The downsides of this policy are now becom-
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ing more and more evident as the Postal Service faces an inventory
of homes it must continue to pay to maintain until it can sell them.

Third, the Postal Service should stop tolerating the practice of
detailing supervisors and managers to positions that don’t officially
exist in the organizational structure. Currently there are hundreds
of supervisors detailed to these ad hoc positions, created at the dis-
cretion of district managers to address issues that personally con-
cern them.

It is unfortunate, Mr. Chairman, that I need to raise an internal
management matter like this to your attention. It is only one of the
numerous problems that NAPS and the postmaster organizations
have raised with the Postal Service. Like so many of the rec-
ommendations, they have been ignored by top USPS management.

In conclusion, Mr. Chairman, the Postal Service faces grave chal-
lenges brought about by the deep recession and aggravated further
by continuing electronic diversion. These challenges, however, are
not unconquerable. Through the three initiatives I touched upon,
including the swift passage of H.R. 22, the finances of the Postal
Service could eventually be stabilized. Postal supervisors look for-
ward to working with you and the Congress to make sure that hap-
pens.

Thank you for the consideration of my testimony. I look forward
to continuing the dialog with you as time allows.

[The prepared statement of Mr. Keating follows:]
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'

Good afternoon Chairman Lynch, Ranking Member Issa and other distinguished
members of the subcommittee. My name is Ted Keating. Thank you for inviting me to

testify on behalf of the National Association of Postal Supervisors.

We are at a pivotal moment in the life of the Postal Service. The financial health
of this great American institution is threatened by a disastrous economy that has
undermined mail volume and threatened the viability of postal service in this country as
we know it. Electronic diversion of mail has contributed further to the problem. While
we are optimistic that a substantial portion of the volume will eventually return as the
economy strengthens, the Postal Service faces continuing, severe revenue losses that will

jeopardize service accessibility and quality.

The Postal Service continues to suffer from the steady erosion of mail volume,
Last month USPS reported the eighth consecutive quarter of lower mail volume, with
volume off more than 15 percent from where it was this time last year. Even greater
losses are predicted through the remainder of this year. The last time mail volume fell by

as much was in 1937 in the midst of the Depression.

The Postal Service has not been passive in response to the worsening financial
situation. Over the past year, as mail volume has continued its steady decline, the Postal
Service has initiated aggressive cost-cutting actions that have reduced the financial loss.
The Postal Service has cut 50 million workhours, stopped construction of new post
offices and facilities, instituted a nationwide hiring freeze, consolidated mail processing

operations and reduced hours in many post offices.

Last Friday it announced the closure of six of its 80 district offices, the
elimination of more than 1,400 mail processing supervisor and management positions at
nearly 400 facilities around the country and the offering of another early retirement
opportunity to nearly 150,000 postal employees. These actions are expected to save the

Postal Service more than $100 million annually. More job cuts are likely to come, as
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downsizing continues, operations are streamlined, and processing and delivery networks

are made more efficient.

Indeed, much more remainé to be done to restore the financial health of the Postal
Service. Congress needs to do its part. Mr. Chairman, we urge the Committee to move
ahead and promptly report out HR 22. This is a necessary, but pragmatic action. I don’t
think a better vehicle to provide meaningful relief to the Postal Service could be found
than HR 22. The relief comes not at the expense of the taxpayer, but through a sensible
recalibration of the financing arrangements for the Postal Service’s payment of health
benefit premiums for its retirees. The legislation still upholds the policy of pre-funding
future retiree health benefits, but permits the Postal Service to begin to pay its share of
current retiree health insurance premiums from the Retiree Health Benefits Fund, into

which it already has contributed significant sums.

The Congress should not allow itself to be tripped up by scoring problems
associated with the overly-technical assessment of the legislation from the Congressional
Budget Office. Why? The transfer of funds from the USPS Retiree Health Benefit Fund
and the Civil Service Retirement Fund is purely an inter-governmental transfer, which
should result in a net zero cost, regardless of on-budget or off-budget reasoning.
Additionally, the same accommodating attitude that Congress applied toward the scoring
of the economic stimulus legislation and other financial relief measures for the banking
and auto industries should apply to the Postal Service. These are unprecedented times
that require unprecedented approaches. Strict adherence to technical cost-scoring rules

may make sense in the best of economic times, but not now.

Even when HR 22, passes, however, we will not be out of the swamp. Additional
steps will be necessary. Let me take a moment to comment upon those additional steps
the Postal Service should take. First and foremost, Postal Service needs to rethink its
organizational structure and reorganize itself. Its nationwide management framework,
currently built around 10 geographic areas, is far too large, bureaucratic and costly to be

allowed to continue to exist. The Postal Service should return to an organizational
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structure based on S geographic regions. By reducing and consolidating its top-
management structure, the Postal Service would eliminate needless bureaucracy, save
costs, and operate more efficiently. It is time that the Postal Service apply the same
rigorous cost-cutting scrutiny to the numbers of its upper ranks as it is applying to middle

and lower-management.

Second, the Postal Service should promptly withdraw from the practice of buying
the homes of its employees, ostensibly in support of relocation needs. This policy has
caused the Postal Service to rack up significant losses. The downsides of the policy are
now becoming more and more evident, as the Postal Service faces an inventory of homes
it must continue to pay to maintain until it can sell them. Recruitment and retention
incentives can be provided through sufficient other means, without the need for home

purchase

Third, the Postal Service should stop tolerating the practice of detailing
supervisors and managers to positions that don’t officially exist in the organizational
structure. Currently there are hundreds of supervisors assigned to ad hoc positions,
created at the discretion of district managers to address matters they deem merit attention.
When a district manager has detailed a supervisor or manager to an ad hoc position, the
work associated with their original position still must get done, creating a domino-like
cascade of staffing reassignments, requiring even craft employees to be assigned to first-
line supervisor positions, in furn generating overtime costs and harming productivity.
District managers should be required to adhere to standard staffing practices like the rest
of the Postal Service’s executives and managers, and to use the resources and personnel
normally available, avoiding unnecessary costs. It is unfortunate, Mr. Chairman, that |
need to raise an internal management matter like this to your attention. It only one of
numerous problems that NAPS and the postmaster organizations have raised with USPS,
in light of the savings and management efficiencies that could be secured. Like so many

of our recommendations, they have been ignored by USPS top management.
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Additionally I concur with the recommendations of my colleagues that additional

cost-savings could be secured through:

-- A recalculation of the value of the Postal Service’s payments into the Civil
Service Retirement Fund, revisiting the 2003 calculations because of highly questionable
assumptions used by the Office of Personnel Management in arriving at its

determinations;

-- Approving the Postal Service’s application for Medicare Part B reimbursement
of its prescription drug benefits program for its retirees, to which the Postal Service is

clearly entitled; and

-- Relieving the Postal Service of its responsibility for paying the pension benefits
associated with the military service of its employees, service that was rendered even

before they were hired by the Postal Service.

~ In conclusion, Mr. Chairman, the Postal Service faces grave challenges brought
about by the deep recession and aggravated further by continuing electronic diversion.
These challenges, however, are not unconquerable. Through the initiatives 1 have
touched upon, including the swift passage of H.R. 22, the finances of the Postal Service
can eventually be stabilized. The Postal Supervisors look forward to working with you

and the Congress to help to make that happen.

Thank you for the consideration of my testimony. I look forward to further

dialogue when the time comes for questions.
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Mr. LyNCH. Thank you.

Let me begin by asking each of you, in terms of the proposal by
the post office presently to reduce delivery days from 6 to 5, it
seems from your own testimony that there is more that can be
gained from getting rid of some of the bureaucracy here and per-
haps even consolidating some of the post offices and areas, other
than the rural areas. I understand the situation where the post of-
fice is the only game in town. As Mr. Goff indicated in New Eng-
land, you have post offices that operate as a pharmacy, a bank, and
in a lot of small towns, the post office and the health center and
a gas station, that is pretty much your hub of some of these towns.

But in areas where you have a high density of post offices, have
we leapt over that phase instead and are looking to cut a delivery
day already? Are we going too quickly in this suggested solution?
Or should we be dropping back to look at some of these ways of
reducing costs?

Mr. GOFF. Mr. Chairman, I know the 6 to 5-day delivery thing,
I can tell you as an organization, as the president of NAPUS, that
I am totally against reducing down to 5-day delivery. And I say
that for several reasons. Coming from one of the largest cities and
the operational side of this, just think of the holidays that we have
now, the 10 or 12 that we have during the year. That day after the
holiday, we are constantly making up for the day that we just
missed. So if we had a savings on that 1 day of reducing down to
5 days, my idea is that we are going to just play holiday every time
after that 5th day, that we are going to catch up.

So, if there is a savings on that 1 day, we are going to lose it
on that following day.

Now, as far as the amount that would be saved from that, I am
not sure if the figures are all totally accurate. We have heard three
or four different figures today on just what that savings would be.
But from an operational side, how do we keep the mail flowing? We
flow it now. Are the retail areas still going to work? Are the clerks
still going to work to process mail? So I am not sure that the big
savings is there.

And when you talk about the consolidation of the postal network
or the stores that we have out there, I think there is some room
that we can do it as far as stations within the big cities, the big
urban areas. As you said, the rural areas, that cannot be done.
That is the life line of those communities. But I would think that
we could look at some type of area there where we could take a
station in downtown New York City and maybe put some consolida-
tion there. As was said earlier, do we need to have one in every
high rise building. I don’t think we do, because the volume is not
there any more.

I still say that even though, and you heard Mr. Mapa say that,
we went down to 74 districts, there is still a lot of room. Mr. Chair-
man, we have 50 States. We could go with 50 districts. Or better
yet, we could eliminate all of the districts and just stay with our
areas we have out there. As Mr. Davis said this morning about the
communication age that we are in now, and believe me, there are
postmasters sitting in this room right now that will tell you, Big
Brother is there. Big Brother watches us on the computer all the
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time. They know everything that we are doing. I think that can
still streamline that way.

And it is incumbent upon us, whether it is management or union
or the upper executives in the Postal Service, that we have to work
together to change this structure.

Mr. LyncH. My time is just about expired. I would like to give
5 minutes to the ranking member, Mr. Chaffetz.

Mr. CHAFFETZ. Thank you, Mr. Chairman. I would like to further
explore this idea of 5-day delivery, I would like to get the other
gentlemens’ input on that. Is there some sort of sliding scale or
maybe it is not for every single week, or 10 days a year? Is there
somewhere in between that you find acceptable?

Mr. MaPA. Five-day delivery, it sounds good, on the outset. But
then if you examine it like Mr. Goff has done, he is there in the
post office on a Tuesday after 3 days off. The mail accumulates.
You are delivering Saturday, Sunday and Monday mail. And that
holiday mail. So if we are going to take another delivery day out
of the week, then that means you are going to, every week, be de-
livering 3 days of mail on, let’'s say, a Monday. It is a real chal-
lenge. Your carriers have to carry a lot more mail. You have a lot
more mail to put in the boxes. You have up times that you are pun-
ished for if you don’t make it in time for that. So that is one aspect
that we have to examine.

The other aspect is even though they say that 85 percent of
Americans don’t care if we deliver mail to them on Saturday, what
about the 15 percent that do? Who are those 15 percent? Are those
the businesses out there that actually pay a lot of money into the
postal system that help keep us going? I don’t think we need to be
too cavalier when we say we want to go to 5-day delivery. I think
there are a lot of aspects that we really have to examine before we
jump on that.

Mr. CHAFFETZ. Do you have other suggestions? I don’t think any-
body necessarily wants to do this. The question is, what are we are
going to have to do and what is most palatable, what is not? So
in its place, I guess a challenge to all three of you is, in its place,
what other options are there to come up with literally a couple bil-
lion dollars?

Mr. MAPA. Before we came here today, we did not sit down and
compare notes about what kind of testimony we would do. But I
saw in all three of our testimonies we called to attention the im-
mense bureaucracy in the Postal Service and the need to reduce
that. I know that Ted would love to have his supervisors be able
to supervise, Dale and I would love to have our postmasters be able
to run their post offices. We are responsible people, we have been
trained to manage. If you gave us half a chance, I think the Postal
Service would be surprised. But we are so into micromanaging
every breath, I just think it is unhealthy the way we do things in
the Postal Service.

Mr. CHAFFETZ. I want to give a little time to Mr. Keating, please.

Mr. KEATING. Sure. I too have previously testified against the 5-
day delivery. I think that it would be the beginning of the end of
the Postal Service as we know it as a service to the American peo-
ple. I think that the layers of management are one thing, but there
is a lot of, the Postal Service came to us last year, the three organi-
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zations, probably the unions too, and asked for givebacks because
of the financial situation. We thought about it, and in the end we
eventually said no, because we see daily the waste that goes on in
the Postal Service. We give them ideas about how they can save
money and they totally ignore it.

So until we see postal headquarters addressing some of the
issues that we have given to them, we are not going to be thinking
about giving givebacks to the Postal Service. There are a lot of
things we can do internally still to get the Postal Service back in
shape. I believe we can do that.

Mr. CHAFFETZ. Mr. Goff.

Mr. GorF. I agree with Mr. Keating. That was my thought, when
you asked that question. There are so many things that we have
brought forward, and just to be told no, that we are not going to
do that. We heard several times today that you are consulting with
the management associations on some issues. And I think you saw
me a couple of times just go like that, and I am going, well, I don’t
remember talking about that. Maybe they are going to consult with
us in the future on it.

But there are some issues that we have brought forward, the de-
tails that are out there, the money that we spent on people per
diem staying in hotels as they work on the details somewhere. And
some of these districts, and I can speak back for home, you may
have 15, 20, 30, 50 people working on details. There is cost in-
volved there. We have other areas we can tighten up with.

Mr. CHAFFETZ. I guess one of the challenges that I would ask you
all long-term and short-term as well to work toward and to think
about that I would be particularly interested in seeing is, the idea
of consolidating distribution facilities, post offices, I think there is
a distinct difference between a rural post office, which could be the
center of town, I can think of several in my district. I have a very
urban component, I have a very rural component. I think of Oak
City. Oak City in my district is a very, very small town, but the
post office is the center of town. It is where people gather, they do
a lot more than just pick up the mail.

I think it is a very different equation than how you deal with
maybe an urban center or downtown where there may be post of-
fices that are literally two or three blocks apart from each other.
How to tackle that issue I think is something that needs to be ad-
dressed long term. My time is out now, the light is red, but maybe
we can explore this more in the future.

Thank you, all three of you, for being here. Thanks, Mr. Chair-
man.

Mr. LYNCH. Thank you.

Also, I would like to point out that we are going through a proc-
ess right now about how to deal with the instability in the Postal
Service right now. We do have your testimony. Some of these parts
of solutions are loosely developed and others are more detailed,
such as H.R. 22. But we would want to hear from you. I think it
is very important that the postmasters, folks that are on the front
lines and trying to manage this system, have an opportunity to try
to contribute to the solution. I think that is a very important piece
there.
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So just as the Chair of the committee, and I am sure I speak for
the other Members on both sides, we welcome your input. I think
you have pointed out some things that we haven’t heard from the
other panels. And I think they are well-founded.

Let me ask you, Mr. Goff, you also mentioned in your testimony
about the possible projected over-payment by the U.S. Postal Serv-
ice into the Civil Service Retirement Trust Fund and the fact that
OPM could go back and more accurately calculate that. That is
something that interests me, because this H.R. 22 issue and how
we solve that or provide some relief to that funding requirement
is a very important piece here. Everybody has talked about that.
If we don’t have accurate numbers in terms of what is required in
the first place, we need to have a solid base that we are operating
from. I need that number to be as hard as possible, the number
that we need and the amount of relief, obviously, that is required.

Could you expand on that a little bit, amplify that point?

Mr. GOFF. Just as we have been talking, we are trying to look
at ways that we can go back in and help the Postal Service. Just
as you were saying, too, we feel under the previous administration
that when we got this situation taken care of, the figure that came
about, it was one that was OK for everybody, yes, we were overpay-
ing. But we still feel after looking at it for a while now that the
overpayments, we are still overpaying into that fund. I think that
needs to be looked at. It is just another area that we think we can
go in and find some additional funds that the Postal Service would
have.

Mr. LyNcH. OK. Just so you know, I have asked my staff, com-
mittee staff to send a letter to John Barry, who is the new Director
of OPM, and ask him to give me a good hard number, look at these
numbers again and obviously, in this environment, we can’t have
the Postal Service overpaying. Then we have to figure out a way
to provide some relief that there that doesn’t put the whole health
benefit system in jeopardy. We are trying to find a way forward
here on that point, much as H.R. 22 has suggested.

But I want to have, you sort of, you need to have the right num-
bers to work from before you throw a projection out there, other-
wise we are acting on bad information. We can’t have that, because
there is so much at risk here. But just so you know, I understand
what you said, and we are going to try to get a better number on
that going forward.

We appreciate your coming before us. We appreciate the testi-
mony that you have rendered here. This is an ongoing process. So
we want you to be involved here. We think you have a lot that you
can contribute in your years of service and your perspective. And
you are welcome partners in this, I just want you to know that.
Your insight has been very valuable to the committee. Thank you
very much.

We have the final panel, welcome, gentlemen. It is the committee
policy that all witnesses are sworn in. May I ask you to rise,
please, and raise your right hands.

[Witnesses sworn.]

Mr. LYNCH. Let the record show that the witnesses have re-
sponded in the affirmative.
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I will give a brief introduction and then we will have your testi-
mony. Mr. William Burrus, president of the American Postal Work-
ers Union, AFL-CIO, represents the largest single bargaining unit
in the United States, which consists of more than 330,000 clerk,
maintenance and motor vehicle employees working in 38,000 facili-
ties in the U.S. Postal Service.

Mr. William Young is president of the National Association of
Letter Carriers. He is the 17th president of that association. Its
300,000-member union represents city letter carriers employed in
the U.S. Postal Service.

Mr. John Hegarty is president of the National Postal Mail Han-
dlers Union. Mr. Hegarty was sworn into office as National Postal
Mail Handlers Union president effective July 1, 2002. For the 10-
years prior to becoming the national president, Mr. Hegarty served
as the president of Local 301 in New England, the second largest
local union affiliated with the Mail Handlers Union.

Mr. Don Cantriel is president of the National Rural Letter Car-
riers’ Association. He began his postal career in Bland, MO, where
he was a member of the National Rural Letter Carriers’ Associa-
tion. Mr. Cantriel has served at all levels of the association, begin-
ning with the president of his local unit.

Welcome, gentlemen, and if I could, I would invite Mr. Burrus
for his opening statement.

STATEMENTS OF WILLIAM BURRUS, PRESIDENT, AMERICAN
POSTAL WORKERS UNION, AFL-CIO; WILLIAM H. YOUNG,
PRESIDENT, NATIONAL ASSOCIATION OF LETTER CAR-
RIERS, AFL-CIO; JOHN F. HEGARTY, NATIONAL PRESIDENT,
NATIONAL POSTAL MAIL HANDLERS UNION; AND DON
CANTRIEL, PRESIDENT, NATIONAL RURAL LETTER CAR-
RIERS’ ASSOCIATION

STATEMENT OF WILLIAM BURRUS

Mr. BURRUS. Mr. Chairman and members of the subcommittee,
thank you for convening this hearing on the financial stability of
the U.S. Postal Service and for providing me the opportunity to tes-
tify on behalf of the dedicated employees that our union represents.

I commend the committee through your leadership, Mr. Chair-
man, for convening today’s hearing on this critical topic at a pivotal
time in the history of the U.S. Postal Service. Mr. Chairman, I will
summarize my remarks, but I ask that the complete written testi-
mony be admitted into the record. It has been a long day and I will
try to be as brief as I can.

The Nation and the world are experiencing a financial collapse
that is unparalleled in modern history and the Postal Service, like
most institutions in our society, has been adversely affected. Mail
volume has declined, leading to deficits that threaten the very
foundation of the Postal Service.

The Postal Service can take steps on its own to respond to the
crisis, but Congress must also play its part. The most important
thing that Congress can do is to pass H.R. 22, which will provide
temporary relief from the crippling obligation to pre-fund future re-
tiree health care costs. Absent this relief, it is unlikely that the
Postal Service can survive in its present form.
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Over the past 10 years, as the mailing industry engaged in de-
bate over postal reform, the overriding focus was the impact of
email, the Internet, and the cost burden associated with serving an
additional 1.8 million delivery addresses each year. With all the
emphasis on a new form of communication, there was no focus on
the real driving factor of hard copy communications, the economy.
And as the country slid toward the recession that now engulfs us,
no attention was paid to declining mail volume due to economic
stagnation.

Advocates of postal reform ignored the burden that pre-funding
retiree health care liabilities would pose on a service that would
soon suffer double digit volume reductions as a result of the Na-
tion’s economic decline. The postal community identified the wrong
threats and was totally unprepared for the challenges we now face.
Email, the Internet and other forms of instant communications are
viewed as direct challenges to hard copy communications. But we
have known about them for years. And looking backward is of little
value when we need a vision for the future.

The numbers speak for themselves. Annual deficits are expected
far into the future. Yet the only solutions postal management has
offered are reductions in work hours, consolidation of facilities and
5-day delivery. It is expected at some point management will sug-
gest modifications to employees’ wages and benefits in order to
stem the tide of red ink. But I defer to that time any public com-
ment on that possibility.

I would like to inform Congress that of the group representing
postal employees, the crafts represented by the APWU have been
reduced disproportionately, 110,000 employees over a 10-year pe-
riod. We would expect that reductions and other sacrifices would be
shared equally among the entire postal community. But no busi-
ness can exist for long with a strategy based on cost reduction
alone. Eventually it will become impossible to maintain an accept-
able level of service and there will be nothing left to cut.

However, there are steps management can initiate to address the
issue of financial stability. They could begin with a fundamental
shift in the relationship between the Postal Service and commercial
mailers. And I quote an observation by Joy Leong, a contributor to
the newsletter Mailing Systems Technology, “Mailers are cus-
tomers of the Postal Service, not shareholders. Printers, mail ful-
fillment services and other vendors are contractors of the Postal
Service, not shareholders.” In recent years, these lines have been
blurred and major mailers have assumed the role of shareholders.
They have formed organizations that have been granted unfettered
access to the inner working of the Postal Service and to the deci-
sionmaking process.

One umbrella organization has even been afforded office space in
postal headquarters. This cozy relationship between postal execu-
tives and major business mailers is unhealthy and counter-produc-
tive. One of the byproducts of this relationship is the preservation
of work share discounts that benefit the mailers at the expense of
Postal Service stability. I have repeatedly shared with Members of
Congress the views of my Union on excessive work share discounts
and their corrosive effect on postal finances. Because over time,
work share discounts have morphed into a disgraceful policy that
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rew;trds large mailers with rate reductions so extreme as to be ab-
surd.

Mr. LYNCH. [Remarks off microphone.]

Mr. BURRUS. Yes. Let me make this one point, Mr. Chairman.
After investing $20 billion in automation designed to affix bar
codes on handwritten and other non-bar coded mail, the Postal
Service has converted a 1 cent per piece cost into what amounts
to a 10.5 cent bonus to work shares. This practice, policy and rate-
making process is detrimental to the health of the U.S. Postal
Service.

But I have sung this song before, Mr. Chairman. Throughout the
debate on postal reform, I have said that postal management has
chosen a path that would lead to insolvency, and let me close with
this, Mr. Chairman. The USPS’ current predicament is the result
of a flawed business strategy and a lack of vision of how hard copy
communications can be relevant into the future. Management has
failed to find a meaningful role for the world’s best delivery force,
a system that reaches every American home 6 days per week, has
a network of 40,000 facilities, enjoys stellar name recognition and
boasts a dedicated work force. Until the Postal Service finds a way
to morph that proud tradition and work force into a meaningful
role, far into the future of the Nation’s communications systems,
even with H.R. 22, the Postal Service will not be long for the fu-
ture.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Burrus follows:]
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Mr. Chairman and members of the Subommittee, thank you for convening this
hearing on the financial stability of the United States Postal Service, and for
providing me the opportunity to testify on behalf of the dedicated employees that
the American Postal Workers Union is privileged to represent. 1 commend the
Committee through your leadership, Mr. Chairman, for convening today’s hearing
on this critical topic at a pivotal point in the history of the U.S. Postal Service.

The nation and the world are experiencing a financial collapse that is unparalleled
in modern history, and the Postal Service, like most institutions in our society, has
been adversely affected. Mail volume has declined precipitously, leading to
deficits that threaten the very foundation of the postal system.

The Postal Service can take steps on its own to respond to the crisis, but Congress
also must play its part. The most important thing Congress can do is to pass H.R.
22, which will provide temporary relief from the crippling obligation to pre-fund
future retiree healthcare costs. Absent this relief, it is unlikely the Postal Service
can survive in its present form.

Over the past 10 years, as the mailing industry engaged in debate over postal
reform, the overriding focus was the impact of e-mail, the Internet, and the cost
burden associated with serving an additional 1.8 million delivery addresses each
year. The standard refrain, which was repeated time and time again, is frozen in
my memory: These factors would spell the doom of the Postal Service unless
reform legislation was adopted.

With all the emphasis on new forms of communications, there was no focus on
the real driving factor of hard-copy communications: the economy.

And as the country slid toward the recession that now engulfs us, no attention was
paid to declining mail volume due to economic stagnation. Advocates of postal
reform overlooked the impact of one of the central aspects of the legislation they
supported: They ignored the burden that pre-funding retiree healthcare liabilities
would pose on a service that would soon suffer double-digit volume reductions as
a result of the nation’s economic decline.

The postal community identified the wrong threats and was totally unprepared for
the challenges we now face.

E-mails, the Internet and other forms of instant communication are viewed as
direct challenges to hard-copy communications; but we have known about them
for years, and looking backward is of little value when the stability of the Postal
Service hangs in the balance. We need a vision for the future instead of a recap of
yesterday.
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The numbers speak for themselves. Annual deficits are expected far into the
future, yet the only solutions postal management has offered are reductions in
work hours and the consolidation of facilities. It is expected that at some point,
management will suggest modifications to employees’ wages and benefits in
order to stem the tide of red ink. I defer to that time any public comment on that
possibility.

I would like to inform Congress that of the groups representing postal employees,
the crafts represented by the American Postal Workers Union have been reduced
disproportionally. (Table 1, attached to my testimony, shows employee totals for
various categories of employees from 2002 through 2008.) We would expect that
reductions and other sacrifices will be shared equally among the entire postal
community.

But no business can exist for long with a strategy based on cost reduction alone;
eventually it will become impossible to maintain an acceptable level of service,
and there will be nothing left to cut.

However, there are steps postal management can initiate to address the issue of
financial stability. They could begin with a fundamental shift in the relationship
between the Postal Service and commercial mailers. I quote an observation by
Joy Leong, a contributor to the newsletter Mailing Systems Technology:
“Mailers are customers of the Postal Service, not shareholders. Printers, mail
Sulfillment services and other vendors are contractors of the Postal Service, not
shareholders.” [Emphasis added.]

In recent years these lines have been blurred, and major mailers have assumed the
role of shareholders. They have formed organizations that have been granted
unfettered access to the interworking of the Postal Service and to the decision-
making process. One umbrella organization has even been afforded office space
in postal headquarters. This cozy relationship between postal executives and
major business mailers is unhealthy and counterproductive.

One of the byproducts of this relationship is the preservation of workshare
discounts that benefit the mailers at the expense of Postal Service stability. I have
repeatedly shared with the members of Congress the views of my union on
excessive workshare discounts and their corrosive affect on postal finances.
(Table 2 shows the growth of the discounts.)

The law specifically requires universal service at uniform rates, yet the standard
has been nullified with the growth of discounts that were intended to be
temporary. Over time, workshare discounts have morphed into a disgraceful
policy that rewards large mailers with rate reductions so extreme as to be absurd.
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In the most recent rate case, while the Postal Service is experiencing serious
financial difficulties, the USPS proposed to increase the discount for five-digit
pre-sorted mail from 9.6 cents to 10.5 cents per letter, an increase of an
astounding 9.4 percent.

In a dissent from the majority opinion of the Postal Regulatory Commission that
approved the new rates — including workshare discounts that the Commission
acknowledged were not based on “established methodologies” — Commissioner
Ruth Goldway concluded that, “The uneconomic approach to rate setting can be a
factor contributing to the Postal Service slide into financial distress.”

If the Postal Service is to be excused again for violating the rate-setting standards,
Commission Goldway said, “the reasons given must be carefully chosen so that
the Postal Service, and the postal community, do not get the impression that there
is not now, and never will be, any enforceable standard for workshare pricing,”

USPS employees and equipment affix bar codes at a cost of less than one penny
per letter, but the postal rate-setters have the audacity to certify that the cost
avoided is 10 times the actual cost. This absurdity leaves postal management with
zero credibility regarding the issue of financial stability.

The United States Postal Service is the only enterprise that pays 10.5 cents for
another entity to apply a bar code — a computer-generated indicia that records bits
of information used by the provider and the recipient.

After investing $20 billion on automation designed to affix bar codes on hand
written and other non-bar-coded mail, the Postal Service has converted a one-cent
per piece cost into what amounts to a 10.5 cent bonus to worksharers. So much
for financial stability.

But I have sung this song before. Throughout the debate on postal reform, I have
said that postal management had chosen a path that would lead to insolvency.

The nation’s financial crisis has accelerated the pace of that journey, but the
culprit is not the Internet or e-mails. The USPS’ current predicament is the result
of a flawed business strategy and a lack of vision of how hard-copy
communication can be relevant far into the future. Management has failed to find
a meaningful role for the world’s best delivery force — a system that reaches every
American home six days per week, has a network of 40,000 facilities, enjoys
stellar name recognition, and boasts a dedicated workforce.

But even if postal management could be convinced to revise its approach, such
changes would pale in importance compared to the issue of Congressional relief
from the smothering obligation to fund future retiree healthcare costs.

3
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This is the immediate problem, and it is serious. The APWU has strongly-held
differences with the Postal Service about rate policies and other decisions, but we
are united that passage of H.R. 22 is essential to the survival of the United States
Postal Service. We ask that it be adopted expeditiously.

Thank you, Mr. Chairman, for your leadership and that of the members of this
Subcommittee. Thank you for your efforts. I would be pleased to respond to any
questions you may have.
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Table 2

Discounts from the Single Piece First Class Letter Rate
For Automation Rate Letiers

(Cents per piece)
2004-05 rates Jan, May May Proposed
{June '02) 2006 2007 2008 | May 20089
3-digit 7.8 8.2 7.6 74 8.3
5-digit 9.2 9.7 9.8 9.6 10.5
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Mr. LyncH. Thank you, President Burrus.
President Young.

STATEMENT OF WILLIAM H. YOUNG

Mr. YOUNG. Good afternoon, Chairman Lynch and Ranking
Member Chaffetz.

My written submission describes in some detail how and why we
have come to this critical point in history of this extraordinary in-
stitution. It provides background on the retiree health issue, its
funding, and it outlines specific recommendations. Primary among
them is H.R. 22. T am pleased to note that 9 of the 11 members
of this subcommittee are now co-sponsors. You join the 208 other
co-sponsors in the House of Representatives. That is very encourag-
ing to all of us here.

When the American public reacts with outrage and disgust at the
travesty of AIG, and when they fume about bailouts for banks, bro-
kers and insurance companies that often reward wheeler dealers
who got us into these unprecedented financial messes, you listen
and you act. And you should. But I hope the innocent victims of
this greed, the corruption and incompetence of Wall Street, don’t
get lost in the midst of all this anger. And believe me, my members
are angry too. The financial elite of this country, aided and abetted
by misguided deregulation, have trashed our economy. And the his-
toric recession we face threatens the jobs and well-being of 700,000
postal families across the country.

Nothing we did, nothing the Postal Service did and nothing the
postal industry did caused this crisis. So we hope that Congress
will listen and act to help us overcome it. I want you to know that
all of us are doing everything that we can do. The Postmaster Gen-
eral outlined that in his testimony, I won’t repeat it here.

I would suggest to you that letter carriers know a little some-
thing about helping out in a crisis, about steadiness when there is
panic in the air, about sharing and about sacrifice. When anthrax
appeared in the mail stream, the chances of public panic were sig-
nificant. Letter carriers didn’t panic. They continued to do their
jobs in a very frightening environment. There was no public panic,
and eventually things returned to normalcy.

When Katrina devastated the Gulf Coast, many letter carriers
lost their homes and all of their possessions. It was not until letter
carriers appeared on the streets of New Orleans that the public
panic began to subside and that normalcy returned.

When officials from the Homeland Security Department needed
a way to distribute vaccinations in our country if it came under a
biological attack, the Nation’s letter carriers stepped up to the
plate and volunteered to make those distributions under the City
Readiness Initiative. Every year we volunteer our services, we con-
duct the Nation’s largest food drive on the second Saturday in May.
We replenish all the local food banks across America, delivering
over 70 million pounds of food.

We do these things because we accept our role in society. We are
the men and women trusted by America to deliver their mail. We
come to you now because the Postal Service is in trouble, and we
need your help.
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We contend that before you consider any drastic and counter-pro-
ductive measures, such as the move to 5-day delivery, or redefining
universal service, Congress can and should take several other steps
to strengthen the Postal Service, starting with the passage of H.R.
22. 1 outlined those other things, by the way, in my testimony, and
I won’t bore you with it here this afternoon.

With all due respect to Chairman Gallagher and Postmaster
General Potter, this is not the time to undercut public and mailer
respect for and reliance on the Postal Service by reducing postal
services drastically and counterproductively to 5 days a week. The
Nation’s mailers have diverse needs and business is conducted 6
days week in America. In general, they want 6-day delivery, need
6-day delivery and expect 6-day delivery. If the Postal Service
doesn’t provide it, some one else will demand the right to do it, and
that will only add to the woes of the Postal Service.

Now, we are here not to ask for a bailout. We are simply asking
to use money that we have already put aside, our own money, the
Postal Service’s own money, to get us through this crisis. I am not
going to get into a debate with you all about scoring rules, which
we all know can mean what we want them to mean when it suits
our political purposes. But I am confident that the same American
public that is quite sure something is very wrong about bailing out
AIG believes very strongly that something is right about the Postal
Service. They may not appreciate AIG’s traders scurrying off with
multi-million dollar bonuses, using taxpayers’ hard-earned dollars,
but they do appreciate their letter carrier earning his middle class
salary, paying their taxes, raising their children in the community
and faithfully delivering their mail each day.

And they will thank you for helping the Postal Service to use its
own rainy day fund to do that with a binding obligation to restore
that rainy day fund when this crisis is past. Not a bailout, not a
subsidy, not a loan. Our own money. How do you score that? Well,
I will tell you how I score it, I score it a home run for everyone,
the Postal Service, postal employees, mailers, postal customers,
and oh, by the way, the Congress of the United States.

Before I conclude, I would like to address one further last issue.
Earlier today, Chairman Lynch, you said that your concern about
H.R. 22 was that it would leave a $75 billion unfunded liability in
2016 for future retiree health benefits. First, I share your concern.
These benefits are my members’ benefits, and I would never sup-
port legislation that would endanger their payment.

Second, you should note, sir, that the $75 billion estimate is
highly uncertain, if not suspect. It assumes that retiree health ben-
efit premiums will increase 7 percent a year forever. If there is
anybody in that country who can survive that, I would like to know
who it is. Seven percent a year, every single year, forever. I am
going to submit a report from Watson Wyatt that shows that Medi-
care and Medicaid don’t even believe that. Their more realistic,
long-term trend rate is 5 percent annually. That ought to be in-
structive.

Third, I would like you to know, sir, that under H.R. 22, the bal-
ance in the retiree health fund will continue to grow from $32 bil-
lion today to $71.5 billion in 2016. Do you know how much the typ-
ical private sector company has pre-funded for its employees today?
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Zero. Do you know how much the Treasury, the Commerce, the
Labor Departments have pre-funded? Zero. Do you know how much
the Congress of the United States has pre-funded for you and your
employees? Zero.

So please, let’s not kill the Postal Service out of an understand-
able yet tenuous concern about unfunded liabilities in 2016. The re-
ality is, we need to re-examine the whole issue. I am delighted to
hear you said that you were going to look into that, sir. The cur-
rent funding schedule was set by the prior administration to meet
short-term budget scoring rules. It wasn’t set on the basis of any
sound public policy or any sound accounting principles. In fact, and
this is the part I think you would be most interested in, sir, in fact,
a fair accounting of the Postal Service——

Mr. LYNCH. You really have to wrap up, sir.

Mr. YOUNG. This is it.

Mr. LyncH. I appreciate that you have been here all day and I
am cutting you some slack. I get your message.

Mr. YOUNG. Can I finish one sentence?

Mr. LyNCH. Please do, yes.

Mr. YOUNG. In fact, a fair accounting of the Postal Service’s sur-
plus and Civil Service Retirement Fund, which the OPM calculated
and the PAEA allocated to the retiree health benefit fund, would
most likely offset any unfunded liability. Zero. Thank you, sir.

[The prepared statement of Mr. Young follows:]
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Good atternoon Chairman Lynch, Ranking Member lssa and other distinguished members of
the Sub-Committee. My name is William H. Young. It is my privilege to represent 220,000
hard-working letter carriers and some 80,000 retired letter carriers who are members of the

National Association of Letter Carriers. Thank you for inviting me to testify on their behalf.

1 have had the honor of testifying before Congress on numerous occasions over the past 10
years. I cannot remember a more important hearing than the one you are holding today, at
least not for the 9 million Americans who work in the mailing industry and who rely on a
healthy United States Postal Service — an industry that is, by the way, twice as big as the
critically important automobile industry.

At this moment, the survival of the Postal Service — a venerable institution that is literally
older than our country ~ hangs in the balance. The Great Recession we face today threatens
to destroy the most trusted and universal connection most Americans have with their national
government, The last time mail volume fell by as much as we have seen in recent months
was in 1937 - at the depths of the Great Depression.

Like all of you, I am sickened by what Wall Street and companies like AIG, Lehman Brothers
and Merri}l Lynch have done to this country. The millions of workers who have lost their
jobs and homes, the tens of millions of Americans whose pensions have been gutted, and the
countless millions of American tamilies whose dreams have been threatened, did not deserve
what has happened to them. Most of all, I am outraged that the greed and recklessness of an
elite few have endangered the future viability of the United States Postal Service — as well as
the jobs of hundreds of thousands of hard-working postal employees.

I am sure all of you share that outrage. That so many of the responsible parties are nonethe-
less beating down your doors with outstretched hands, seeking bailouts from the taxpayers of
this country makes it all the worse. It really is revolting.

We are not here today to ask for a taxpayer bailout, but we are here to ask the Congress for
help. ! am confident that you will not let your justifiable anger about AlG and the banking
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industry bailout prevent you from doing the right thing when it comes to providing financial relief to the
United States Postal Service. [ will talk more about that in a moment. But first, [ want to talk about
what we are doing to overcome the crisis.

Even before the recession, the Postal Service and its employees faced a difficult challenge. The decline
of First Class Mail due to the Internet and the need to adapt to a new postal law led NALC to seek win-
win solutions in the 2006 round of bargaining. We stepped up to facilitate the introduction of further
automation with the Flats Sequencing System and addressed rising health care costs. We created a joint
route evaluation task force to dramatically reduce the time and expense of adjusting city carrier routes
and we expanded the duties of city carriers by taking Customer Connect, a program that uses letter carri-
ers as sales agents for the Postal Service’s competitive products, nationwide. The new law granted the
Postal Service greater pricing flexibility for these products and we want to take full advantage of it when
the economy begins to recover.

When the financial meltdown hit last fall, NALC was already working with the Postal Service to respon-
sibly cut costs in the face of a recession that hit the Postal Service a year earlier. Mail volume was drop-
ping and we understood that fewer carriers were needed to do the job of serving more than 145 million
delivery points, six days per week. We used our special task force to negotiate an expedited system of
route adjustments and went to work on adjusting virtually every city carrier route in the country in the
space of just a few months, a task that would normally take years under the traditional system. It cost us
jobs, but it was necessary — over the past year, more than 10,000 city carrier positions have been elimi-
nated through attrition. As Postmaster General Jack Potter informed Senator Joe Lieberman in a
December 3, 2008 letter, our route adjustment agreement will help the Postal Service save $1.3 billion
this year on city delivery operations. We expect to use this expedited system again later this year to
achieve further savings.

As Postmaster General Potter testified earlier today, the USPS is taking unprecedented measures to cut
costs and respond to the current crisis. But we cannot use cost-cutting measures alone to restore our
financial health. Given the scale of the crisis before us, we need Congress to act as well.

In the short-term, that means taking the common-sense step of passing H.R. 22, a bipartisan bill intro-
duced by Reps. McHugh and Davis that will save the USPS billions of dollars over the several years by
letting it pay current retiree health benefits out of its now-restricted retiree health fund. Meanwhile,
going forward, Congress should work with the Obama administration on an in-depth review of the
Postal Service’s post-retirement obligations. Such a review would examine the prior administration’s
decisions in this area of policy and devise a fair division of responsibilities between the Postal Service
and the U.S. Treasury for service performed for other agencies or for the Post Office Department before
the creation of the USPS in 1971.

Let me say a little more about H.R. 22. First, I want to thank the seven members of this Sub-Committee
who have co-sponsored this legislation. You are part of a huge, bi-partisan group of members — nearly
200 at tast count ~ who have co-sponsored H.R. 22. The House of Representatives clearly understands
this issue and I hope both this Sub-Committee and the full Government Reform and Oversight
Committee will act to move this legislation expeditiously.

Second, NALC strongly supports the policy of pre-funding future retiree health benefits. Those benefits
are our benefits. They are benefits that letter carriers and other postal employees are relying on to be
there in the future — they are benefits that we have all worked very hard to earn. But we are seeking to
adopt a more reasonable and affordable schedule of prefunding. Indeed, even with the adoption of H.R.
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22, the Postal Service will still be prefunding at a far greater rate — some $2 billion per year - than virtu-
ally any other company. In fact, no other company is required by law or corporate accounting standards
to pre-fund retiree health benefits — and not surprisingly, very few do. A survey by Watson Wyatt in
2008, shows that 65 percent of Fortune 1000 companies do not prefund at all and that the median level
of prefunding (relative to future obligations) among the minority of firms that do prefund is far less
than the 40-50 percent the USPS has already set aside in the Postal Service Retiree Health Benefits
Fund. (The Watson Wyatt survey will be submitted for the record.)

Third, with H.R. 22, the Postal Service is not Jooking for a bailout. Neo taxpayer funds will be required
by the bill. The USPS is seeking to use its own money to survive a cash crunch resulting from the eco-
nomic crisis. The collapse of the housing, real estate and banking industries — all heavy users of the
mail - and an economy-wide retrenchment in advertising budgets have slashed mail volumes. Although
all the volume we have lost may not all come back, we believe most of it will when the economy
improves. The McHugh-Davis legislation will provide breathing space until the economy fully recovers.

And fourth, H.R. 22 will not in any way reduce or endanger the benefits payable to postal employees.
That’s because, as under current law, any unfunded liability for retiree health benefits that remains in
2016 will be amortized by the Postal Service over the next 40 years.

Given the unique nature of the Postal Service and the placement within the Office of Personnel
Management (OPM) budget of the funds used to pay for postal retiree obligations, the Congressional
Budget Office (CBO) may assign a positive score to H.R. 22. | know how important the budget scoring
rules are, but I will trust this Sub-Committee to deal with this obstacle. I am also confident that the
Congress as a whole will see that maintaining the viability of the Postal Service in the face of the worst
economic crisis in 80 years is so important that a positive score, arrived at because of technical rules
governing the projection of future postal outlays, should not stand in the way of this legislation.

Of course, the crisis we face is not going to be over quickly. The Federal Reserve has concluded that it
may take five or six years to recover from this recession —which explains the extraordinary credit market
actions it took last week. This is why we need the full eight years of relief provided by H.R. 22. And
this is why we need Congress and the Obama administration to undertake a comprehensive review of the
Postal Service’s post-retirement obligations. Such a review could fairly reduce the Postal Service’s costs
by significantly more than most of the alternatives now being discussed — particularly, proposals to elim-
inate one day of delivery. Such a reduction in delivery frequency would be penny-wise and pound fool-
ish. It would reduce the value of the Postal Service to its customers by far more than any associated
cost savings. And it would be counterproductive because it would drive more volume out of the mail-
stream. Since we believe that most if not all the mail volume lost during this crisis will return, and that
many new uses of the mails will evolve over time once the economy recovers, any precipitous decision
to reduce delivery services would be short-sighted and unwise.

Let me expand on the need for a comprehensive review of retirement obligations. There were at least
three decisions made by the OPM and the prior administration affecting the cost of postal retiree health
benefits that need reconsideration and correction, and there is at least one other pension issue that
deserves review.

On retiree health, the Postal Accountability and Enhancement Act called for the establishment of a

Postal Service Retiree Health Benefit Fund with a down-payment from a transfer from the Civil Service
Retirement Fund. This transfer was supposed to be the surplus in the so-called “postal sub-account” of
the Fund, taking into account the decision by Congress to return the cost of CSRS military pension ben-
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efits earned by postal employees to the U.S. Treasury, This brings us to the first Office of Personnel
Management decision that adversely affected the Postal Service. When its Board of Actuaries initially
calculated the ‘postal surplus’ in 2003, the OPM unfairly transferred pension obligations for service
provided to the Post Office Department to the USPS ~ a cost that is legitimately the obligation of tax-
payers, not postage ratepayers. [t did this by failing to account for the impact (in some measure) of
wage inflation on the cost of CSRS service credit accrued by employees before the creation of the Postal
Service in 1971. The Treasury was not assigned the actual cost of this pre-1971 service credit when
workers retired with pensions based on their high-three average salaries, only the cost of that credit at
pre-1971 wage levels — as if the workers had never received another pay increase after 1971. For these
employees, the Board also effectively shifted the high-cost years of service under the CSRS pension for-
mula to the Postal Service while assigning the low-cost years to the Treasury. Both issues are explained
by a report prepared by the Hay Group for the USPS that [ will submit for the record.

Two other decisions made by the previous administration also raised the cost of future retiree health
benefits for the Postal Service.

First, it wrongly rejected the Postal Service’s application for funds authorized by the Medicare
Modernization Act (MMA) for employers that provide prescription drug benefits to their retirees - a
decision that raised the long-term unfunded liability of such benefits by $6 billion. Public employers like
the USPS were specifically authorized to receive the MMA funds and while using taxpayer funds under
MMA to offset taxpayer-funded benefits in other federal agencies might not make sense, the Postal
Service is not tax-payer funded.

Second, when calculating the cost of future retiree healith benefits, the OPM mandated the use of an
inflation assumption for retiree health premiums that grossly overstates the likely cost of future benefits.
The OPM assumes FEHBP premiums will rise by 7 percent annually over the next several decades,
while the Centers for Medicare and Medicaid and most corporate benefit experts assume a more sustain-
able 5 percent long-term inflation rate. (I will submit a survey of “costing assumptions” conducted in
2008 by Watson Wyatt.) The schedule of payments included in the PAEA was made all the more onerous
as a result of all these decisions.

Finally, we believe Congress and the Obama administration should complete the work begun in the
PAEA in relieving the Postal Service of the cost of pension benefits derived from military service per-
formed by employees before they are hired by the Postal Service. The PAEA transferred the cost of
such benefits under CSRS to the Treasury in 2007, but the USPS still shoulders this cost for FERS
employees — a cost that should be borne by taxpayers. The cost is significant because veterans’ prefer-
ence in USPS hiring is mandated by law and three-quarters of all postal employees are now covered by
FERS. As a first step, this Sub-Committee could ask the OPM and/or the GAO to conduct a thorough
analysis of the cost of FERS military pension benefits payable to postal employees.

As most of you know, I do not share the calm demeanor and even temperament of our new President,
Barack Obama. Although [ make no apologies for being a passionate defender of my members and their
employer, those who don’t know me often mistake my passion for anger. Well, today it would not be a
mistake. I really am angry.

1 think it is a travesty that we find ourselves in this precarious position not because of anything we have
done. Not because of anything postal management has done and not because anything this Congress or
this Sub-Committee has done. We are here today because the financial industry and its leaders have
recklessly crashed our economy.
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But undirected anger is not especially helptul and doesn't solve the problem. President Obama has cor-
rectly called on us all to channel our anger productively, and to rebuild our economy by rebuilding our
Middle Class. There is no better way to do that than to help the Postal Service survive the current Great
Recession. No other organization in America supports more good Middle Class jobs. No other institu-
tion is more important to sustaining a bigger American industry and no other industry is more vital to
promoting the economic recovery we all hope to create in the months and years to come.

I am in the final stretch of my long career in the Postal Service. Like a lot of my members, I have loved
this institution and dedicated my life to it. It has survived a lot in its history. I am sure it will survive
this crisis too, if we all pull together and make the right choices today. I look forward to working with
this Sub-Committee to strengthen the Postal Service and to help build a better future for our country. I
am happy to take your questions.
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Mr. LyNcH. I thank you.
President Hegarty.

STATEMENT OF JOHN F. HEGARTY

Mr. HEGARTY. Good afternoon, and thank you, Chairman Lynch,
Ranking Member Chaffetz. I appreciate the opportunity to testify
and I would ask that my entire written testimony be submitted for
the record.

Mr. LyNcH. Without objection, so ordered.

Mr. HEGARTY. As with your predecessor, it is an honor to have
someone as Chair of this subcommittee who has such a rich back-
ground in labor and postal issues, Mr. Chairman. I wish to focus
my comments today on what Congress and the executive branch
can do, as well as what we, the Mail Handlers Union, are doing
to help the Postal Service through its current financial crisis. The
first step is to simply enact H.R. 22.

How often does Congress see a bill that would rectify a multi-bil-
lion dollar debt situation, keep a vital function of Government
alive, yet cost the taxpayer not 1 cent? That is what H.R. 22 does.

How often are the Postal Service, the mailers, the unions, the
management associations and the $900 billion industry associated
with the mail all on the same page? This is it, and it has bipartisan
support.

Aside from not costing the public the public a penny, H.R. 22 has
the added benefit of continuing to increase the amount of money
in the trust fund for future retirees’ health care, and it does not
reduce any health care benefits. Furthermore, it gives the Postal
Service some flexibility for the foreseeable future. And I fully sup-
port keeping the trust fund healthy.

All of us at this table are in agreement. There is one aspect of
this process, however, that I would like to address, the imposition
of the CBO scoring on this bill. If CBO scores an obstacle, then
Congress needs to take a close look at the problem created by the
rules under which CBO operates. The scoring issue may be sin-
gular to the Postal Service. It is a quasi-governmental agency,
which receives no Federal appropriation for its operations. It is off
budget for some purposes and on budget for others. Why should an
intergovernmental transfer of U.S. Postal Service funds that in the
long term will not change the finances of the Treasury by 1 cent
and will not change the Postal Service’s total obligation or the total
amount of their retiree health care benefit fund, be construed as
adding to the deficit? Why should a fix that does not cost the tax-
payers or the users of the Postal Service one penny be scored?
While it may make some sense in an academic accounting ledger
world, it does not make common sense in the real world.

If legislation similar to H.R. 22 is not passed, the Postal Service
may not be able to meet all its financial obligations as soon as Sep-
tember 30th of this year. That inaction would lead to a much big-
ger debt, the debt incurred by American society if we allow the
Postal Service and the $900 billion industry which depends on it
to fail. I obviously think Congress should figure out a way to pass
H.R. 22. It is, in the words of President Obama’s Reinvestment Act,
temporary, targeted and job-saving. It is similar to the stimulus aid
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sent to the States to prevent layoffs and cuts in services. I hope the
subcommittee will look closely at this issue.

I am often asked, what are we, the Mail Handlers Union, doing
to help the Postal Service cut costs. There is a complex story to be
told here. First, during the past 10 years, thousands of mail han-
dler jobs and more than 100,000 total postal jobs have been elimi-
nated, mostly through attrition, while the mail continues to be
processed and delivered professionally and on time. That is why
postal employee productivity is at an all-time high.

We have also aggressively pursued labor management programs
to reduce overhead. Let me give you just a few examples. The ergo-
nomic risk reduction process has succeeded in reducing repetitive
motion injuries by as much as 35 percent. Because of the forceful
backing of the Postmaster General and his headquarters staff,
plant managers have embraced this effort. It has been estimated
that the ergonomic risk reduction process saves on average 20 inju-
ries per facility per year where the process is used, about a fivefold
return on the dollar. These reductions account for approximately
$77.8 million in cost avoidance.

Then there is the voluntary protection program which is driven
by employees and is OSHA-related. It looks at the cause of a spe-
cific, often traumatic injury, and seeks to prevent a recurrence.
There are measurable differences in the injury rates in facilities
that use this program versus those that do not.

Starting in 1999, the Postal Service and our union developed a
joint contract interpretation manual to encourage union and man-
agement representatives at all levels to resolve and reach consist-
ent results on pending issues. It has saved many millions of dollars
and added a level of predictability and responsibility to our craft.

The parties also have a quality of working life program, which
provides opportunities for mail handlers and supervisors working
together to identify and resolve work problems in the work place.
The Postal Service reports that the savings are substantial, in the
millions of dollars.

Finally, as a former labor leader, Mr. Chairman, you know how
complicated a give and take process collective bargaining can be.
Yet in our current contract, which was negotiated in 2006, ratified
by our members and expires in 2011, we are reducing by 1 percent
each year the amount the Postal Service pays toward our health
care. The other unions and management associations are also on
board with these reductions. The Postal Service’s cost eventually
will be reduced by more than $250 million per year when all
unions and postal employees are taken into account. In these 5
years alone, the Postal Service is saving over $800 million, just
from this one contract provision.

So in my view, the unions have stepped up to the plate. We ask
that Congress do the same by passing H.R. 22.

Thank you for your time and attention. I will be happy to answer
any questions you may have.

[The prepared statement of Mr. Hegarty follows:]
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Good afternoon, and thank you Chairman Lynch and members of
the Subcommittee for inviting me to testify. My name is John Hegarty,
and I am National President of the National Postal Mail Handlers Union,
which serves as the exclusive bargaining representative for nearly 55,000
mail handlers employed by the U.S. Postal Service. As with your
predecessor, it is an honor to have someone as Chair of this
Subcommittee who has such a rich background in labor and postal
issues.

You have asked us to .testify today about the finances of the Postal
Service and our efforts to make it a viable institution in the future. The
Postal Service, as we have all heard, is a “leading economic indicator.” It
is subject to the same economic pressures as other sectors of the
economy. This “leading indicator” status was apparent early last year.
Volume started to fall dramatically long before the Octéber 2008 collapse
of the stock market, and long before much of the country became aware
of the depth of the crisis in the financial and houéing industries.
Certainly, the internet also had much to do with the loss of First-Class
volume and the resulting decline in revenue that formerly, particularly
with First-Class mail, contributed to overall overhead.

I wish to focus my comments during this five-minute period on
what Congress and the Executive Branch can do, as well as what we, the
National Postal Mail Handlers Union, are doing to help the Postal Service

through this crisis.
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The first step is simply to enact H.R. 22 — now. How often does
Congress see a bill that would rectify a multi-billion dollar debt situation,
keep a vital function of government alive, yet costs the taxpayer not one
cent? That is what H.R. 22 does. How often do you have a “perfect
storm” in which the Postal Service, the mailers, the unions, the
management associations and the $900 billion industry associated with
the mail are all on the same page? This is it, and it has bipartisan
support. We have been working to gather cosponsors in conjurnction
with those other groups. If H.R. 22 has not passed by the time of our
May Legislative Conference, it will be our number one issue.

Aside from not costing the public a penny, H.R. 22 has the added
benefit of continuing to increase the amount of money in the Trust Fund
for future retirees’ health care, and it does not reduce any health care
benefits. Furthermore, it gives the Postal Service some flexibility for the
foreseeable future. Along with my colleagues, I am here to urge members
of this Subcommittee and all Members of Congress to cosponsor this
legislation and pass it as soon as possible.

Others on this panel have enumerated the advantages of H.R. 22,
so I will not repeat their evidence. All of us at this table are in
agreement. There is one aspect of this process, however, that I would
like to address: the imposition of the CBO “scoring” on this bill. If CBO’s
score is an obstacle, then Congress needs to take a close look at the

problem created by the rules under which CBO operates. The scoring
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issue may be singular to the Postal Service. It is a quasi-governmental
entity which receives no federal appropriation for its operations. It is off-
budget for some purposes and on-budget for others. That is quite a
hybrid. Why should an inter-governmental transfer of USPS funds that
in the long-term will not change the finances of the Treasury by one cent,
and will not change the Postal Service’s total obligation or the total
amount of the Retiree Health Care Benefit Fund, be construed as “adding
to the deﬁcit”? Why should a fix that does not cost the taxpayers or the
ﬁsers of the Postal Service one penny be “scored”? While it may make
some sense in an academic, accounting ledger world, it does not make
common sense in the real world.

Not passing legislation similar to H.R. 22 will have two effects:
first, on the Postal Service, which may not be able to meet all of its
financial obligations as soon as September 30 of this year. Second, it
would add to a much bigger debt—the debt incurred by American society
if we allow the Postal Service and the $900 billion industry which
depends on it to fail during this economic crisis.

With regard to the Postal Service, under H.R. 22 the Trust Fund
will not lose any money, no retirees will be disadvantaged, Congress will
not have to appropriate any money, and the American taxpayer will not
provide a penny of assistance through increased postage rates. I think
Congress should figure out a way to pass H.R. 22. It is, in the words of

President Obama’s reinvestment act, “temporary, targeted and job
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saving.” It is similar to the stimulus aid sent to the States to prevent
layoffs and cuts in services.

Focusing on the mailing industry, magazine and catalogue
publishing companies are in dire straits due to the economy. If they do
not publish a “spring sales catalogue,” a publishing company would have
to lay off workers, or perhaps shut its doors altogether. Also, the mailing
firm that the company employs loses work. The paper and envelope
industry’s demand is decreased. More workers are laid off. In the
meantime, the Postal Service loses that revenue.

And, it doesn’t take a flight of imagination to describe this
scenario. It is already happening. RR Donnelly and L.L. Bean just
announced layoffs. While H.R. 22 cannot control declining consumer
sales, it provides a viable Postal Service that is crucial to revitalizing the
future reco‘%/ery of the economy.

Incidentally, that is why the long-term nature of H.R. 22 is so
important. This economic decline is steep, and I haven’t read any
economist who thinks the recovery will be swift. The two-year alternative
that some Senators have suggested is putting a band-aid on a deep
wound — it will require Congress to revisit the issue in less than 24
months, and that will be a very difficult task.

What are we, the Mail Handlers Union, doing to cut Postal Service
costs? There is a complex story to be told here. First, during the past

few years, thousands of Mail Handler jobs (and more than 100,000 total
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postal jobs) have been eliminated, through attrition, while the mail
continues to be processed and delivered professionally, and on time.
That is why postal employee productivity is at an all time high.

We also have aggressively pursued labor-management programs to
reduce overhead. These programs have cut back injuries (and
compensation costs in money and time lost) and associated health care
costs, resolved énd reduced grievances, and sped processing and
delivery, doing it quicker and cheaper.

As with the other unions at this table, we work in many joint labor-
managemént programs to save the Postal Service money. ‘Let me give
you just a few examples:

e The Ergonomic Risk Reduction Process. We have been very
successful in reducing repetitive motion injuries by as much
as 35%. This program establishes committees that meet in
the individual plants on a weekly basis to identify ergonomic
risks. Generally, because of the forceful backing of the
Postmaster General and his headquarters staff, plant
managers have embraced this effort. It has been estimated
that the Ergonomic Risk Reduction Process saves (on
average) 20 injuries per facility per year where the process is
used - about a five-fold return on the dollar. From 2003 to

the end of FYO8, we have experienced 35.3% drop in
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musculo-skeletal disorders at ERRP sites. These reductions
account for approximately $77.8 million in cost avoidance.
Voluntary Protection Program. This program is driven by the
employees and is OSHA-related. Rather than looking at
recurring injuries, it looks at the cause of a specific, often
traumatic injury. It seeks to prevent a recurrence. Where
this program has been implemented during the past five
years, it has become a major factor in the reduction of injury
and illness rates. There are measurable differences in the
injury rates in facilities that use this program versus those
that do not. Less than 20% of facilities use VPP. This non-
participation is caused, at least in part, by a complicated set
of regulations that must be followed. We are working with
OSHA to streamline those regulations. (See Attachment #1:
OSHA Chart attached to my written testimony.)
Contract Interpretation Manual. The Postal Service and our
union spent years and millions of dollars on resolving
contract disputes without a common reference tool. Starting
in 1999, we developed the Contract Interpretation Manual or
CIM as a joint effort to encourage union and management
representatives at all levels to resolve and reach consistent
results on issues about which the parties are in agreement.

The CIM is binding on both parties. It has eliminated
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numerous misunderstandings and misinterpretations, and
countless hours of unnecessary wrangling and appeals. It
has saved many millions of dollars, and added a level of
predictability and responsibility to our craft. We continue to
upgrade the CIM on a periodic basis.

* Quality of Working Life. This program provides opportunities
for Mail Handlers and supervisors, working together, to
identify and resolve problems in the workplace.
Improvements include the following: reducing downtime of
machines, streamlining handling of mail, increasing
productivity of automation by modifications to the conveyor
belts and other problems, designing a machine to dry mail,
and much more. We could not begin to quantify all these
savings, but the Postal Service reports that they are quite
substantial (in the millions of dollars). (See Attachment #2}

All of these are joint labor-management programs that are
intended to protect both employees and the public. They have made the
Postal Service a more efficient, less costly workplace. They improve the
work-lives of our members, and at the same time they improve the
finances of the Postal Service. We believe that much of the recent
increase in productivity of postal employees is directly related to union

involvement, something which none of us should overlook.
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I have attached to my written testimony one example of how our
members have saved the Postal Service, and its customers, money — in
some cases hundreds of thousands of dollars, and in others millions of
dollars.

On a related issue, Mr. Chairman, our unions have engaged in
collective bargaining since the implementation of the 1970 Postal
Reorganization Act. But our collective bargaining differs from that Which
you had in your Iron Workers Local. In 1970, in order to get meaningful
collective bargaining, we gave up the right to strike. We also have
binding interest arbitration if there is an impasse.

As a former labor leader, you know how complicated a give-and-
take process collective bargaining can be. We have gained for our
members a higher employer contribution to our health care than the
federal sector. In return, we gave up some things, such as higher pay
raises. That is the nature of the system, and we have not had a work
stoppage since it was instituted in 1970.

In our current contract, which was negotiated in 2006, ratified by
our members, and expires in 2011, we are reducing by 1% each year the
amount the Postal Service pays toward our health care. The other
unions and management associations are also on board with these
reductions. The Postal Service’s costs eventually will be reduced by more

than $250 million per year when all unions and postal employees are
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taken in account, and in these five years alone, the Postal Service is
saving over $800 million just from this one contract provision.

Again, thank you for your time and attention. No one sitting at
this table thinks that resolving this crisis will be easy. We are presidents
of unions who represent nearly one-half million workers. Our daily
concern about the future of the economy and the Postal Service reflects
our members’ worries about their future. I will be glad to answer any

questions you may have.
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Attachment 1
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Mr. LyNcH. Thank you, sir.
President Cantriel.

STATEMENT OF DON CANTRIEL

Mr. CANTRIEL. Thank you, Chairman Lynch, members of the sub-
committee. I would like to extend my thanks to the committee for
scheduling a hearing on restoring the financial stability of the Post-
al Service.

I would ask that my full testimony be submitted for the record.

Mr. LyNcH. Without objection.

Mr. CANTRIEL. I will give a brief summary of my statement.

Mr. Chairman, as the NRLCA’s national president, it is in our
members’ best interest to work toward the creation of a financially
stable Postal Service. Toward this end, our union has been working
together with the Postal Service to establish revenue-generating
programs along with ways to reduce costs for the Postal Service.

One revenue-generating program we use is called Rural Reach.
To date, the rural carrier craft has generated $26 million for the
Postal Service and we fully expect by the end of the first full year
of existence to exceed $30 million in revenue for the Postal Service.

Our union is the only union that can claim that actual employee
wages, what our employees take home in his or her paycheck every
2 weeks, is in large measure based on mail volume. Every year,
rural routes are evaluated and rural carrier salaries are estab-
lished based on the work performed each day during the evalua-
tion. Mail volume is a critical factor in the salary-setting process.
During boom times for the Postal Service, rural carriers can see an
increase in the route evaluations. Until recently route evaluations
generally went up due to increased mail volume and an expanding
customer base.

Unfortunately, our last two mail counts resulted in significant re-
duction in rural route evaluation, impacting tens of thousands of
rural letter carriers and causing their salaries to be lower. Last
year, in a 2-week mail count, rural routes served by our members
lost anywhere from 2 to 12 hours of pay each week. Each evaluated
hour is worth more than $1,500 per year. So you can see how de-
clining mail volume dramatically affects the men and women we
represent.

This year, the NRLCA had a 4-week mail count during the last
2 weeks in February, the first 2 weeks in March. Official results
from this recently completed mail count are not available. We are
once again expecting rural route evaluations to go down, not up.

The point I am making is quite simple: our people are hurting.
They are making less money or in some cases opting to work an
additional day to make the same amount of money. It is pretty sim-
ple: reduction in rural route evaluations translates into direct sav-
ings to the Postal Service. If mail volumes decline, chances are very
good that the Postal Service will be paying our members less be-
cause there will be less mail to deliver and collect each day.

Never let it be said that rural carriers are not doing their part
to help the company. We have been doing it for decades with our
evaluated compensation system. If the business falters, labor costs,
at least rural letter carriers’ labor costs are adjusted downward.
Every postal employee we represent knows in the pocketbook what
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it means for the company to be challenged by declining mail vol-
ume.

The Postal Service can save literally hundreds of millions of dol-
lars if routes are evaluated when mail volume is low. But this an-
nual adjustment mechanism does not stop with salaries. Most rural
letter carriers still provide their own delivery vehicles, from which
they are paid an equipment maintenance allowance. EMA is ad-
justed quarterly by measuring fluctuations in CPI-W, transpor-
tation index. In other words, EMA payments to rural carriers go
down when costs, including the costs of fuel, go down. These regu-
lar adjustments have recently resulted in significant cost savings
for the Postal Service, as gasoline and automobile prices have
dropped sharply.

Our union, like the other postal unions during the last contract
negotiations cycle, lost some ground on health benefit costs and
now pays a large percentage of health insurance premiums. Our
members now pay more while the employer contribution to Federal
employee health benefit premiums, as a percentage of total cost, is
lower. As health care costs for businesses and corporations con-
tinue to rise, our union members will pay an additional 4 percent
of the Federal employees health benefit programs over the life of
the current collective bargaining agreement. It is another example
of how our bargaining unit has provided additional savings to the
Postal Service.

The most important piece of legislation Congress should enact is
H.R. 22, introduced by Representatives John McHugh and Danny
Davis. The Postal Service is saddled with an ambitious payment
schedule to pre-fund its retirees’ health benefits. This is an obliga-
tion no other corporation or Government agency is required to pre-
fund. The last administration required this provision to be included
for one simple purpose, to make the PAEA budget neutral.

There are several other savings opportunities that the Postal
Service would have based on the actions of Congress, including
helping them with the Medicare Part D, recalculation, looking at
the way that the FERS retirement system is set up, and the pay-
ment that is made for military retirees.

Mr. Chairman, members of the subcommittee, thank you for al-
lowing me to testify before you today. I would be happy to answer
any additional questions you may have.

[The prepared statement of Mr. Cantriel follows:]
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Chairman Lynch, and members of the Federal Workforce, Postal Service, and
the District of Columbia Subcommittee, my name is Don Cantriel, and I am
President of the National Rural Letter Carriers’ Association (NRLCA),
representing 123,000 bargaining unit rural letter carriers. Our members
work in rural, suburban, and urban areas throughout the United States and
function as “post offices on wheels” because rural letter carriers offer
Postal customers all of the services performed over the counter at a post
office. We sell stamps and money orders, accept express and priority mail

offer signature and delivery confirmation, registered and certified mail,
and, of course, collect our customer’s parcels. I would like to extend my
thanks to the Committee for scheduling a hearing on Restoring the Financial

Stability of the Postal Service.

Mr. Chairman, as the NRLCA's National President it is in our members' bes

interests to work toward the creation of a financially stable Postal
Service. Toward this end, our union, together with the Postal Service,
established a revenue-generation program harnessing the sales and marketing
talents of our members called ““Rural Reach.'' Rural Reach was created to
attract new customers to the Postal Service who are currently using our
competitors. It is also aimed at attracting customers who can benefit from
using additional USPS services and products. What the Rural Reach program
does is allow rural carriers to better serve our customers by initiating
conversations with them about the products and services the Postal Service
offers in an attempt to grow more revenue in the small to midsize customer
base. To date, and in less than a year since the inception of Rural Reach,
the rural carrier craft has already generated $26 million dollars for the

Postal Service. We fully expect that by the end of Rural Reach's first ful
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year, the program will exceed $30 million dollars in revenue for the Postal

Service.

Our union is the only union that can claim that actual employee wages -
what an employee takes home in his or her paycheck every two weeks - is in
large measure based on mail volume. Every year, rural routes are evaluated
during a two to four week period, and rural carrier salaries are
established based on the work performed each day during the evaluation.
Mail volume is a critical factor in the salary setting process. During boom
times for the Postal Serxvice, rural carriers can see an increase in their
route evaluations. Traditionally, until relatively recently, route
evaluations generally went up due to increased mail volume and an expanding
customer base. Qur members were able to earn more and improve their
collective standard of living. Unfortunately, our last two mail counts
resulted in significant reductions in rural route evaluations, impacting
tens of thousands of rural letter carriers and causing their salaries to be
lower. Last year, in a two-week mail count, rural routes served by our
members lost anywhere from 2 to 12 hours of pay each week. Each evaluated
hour is worth more than $1500 per year so0 you can see how decliniﬁg mail
volume dramatically affects the men and women we represent. This year, the
NRLCA had a four-week mail count during last two weeks in February and the
first two weeks in March. Official results from this recently completed
mail count are not available, but we are once again expecting rural route
evaluations to go down - not up. The point I am making is quite simple.
Our people are hurting. They are making less wmoney or, in some cases,
opting to work an additional day to make the same amount of money. It is
pretty simple -- reductions in rural route evaluations translate into
direct savings to the Postal Service. If mail volume declines chances are

very good that the Postal Service will be paying our members less because
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there will be less wail to deliver and collect each day. Never let it be
said that rural carriers are not doing their part to help the Company. We
have been doing it for decades with our evaluated compensation system, th
most unique pay system in the United States. If the business falters,
labor costs - at least rural letter carrier labor costs - are adjusted
downward. Every Postal employee we represent knows - in the pocket book -
what it means for the Company to be challenged by declining mail volume.
And every manager knows the Postal Service can save literally hundreds of

millions of dollars if routes are evaluated when mail volume is low.

But this annual adjustment mechanism does not stop with salaries. Most
rural letter carriers still provide their own delivery vehicle for which
they are paid an eguipment maintenance allowance. That allowance or
TTEMAY' is adjusted quarterly by weasuring fluctuations in the CPI-W
Trangportation Index. In other words, EMA payments to rural carriers go
down when costs - including the cost of fuel - go down. These regula:
adjustments have recently resulted in significant cost savings for the

Postal Service as gasoline and automcbile prices have dropped sharply.

Our union, like the other Postal wunions during the last contract
negotiations cycle, lost some ground on health benefit costs and now pay a
larger percentage of health insurance premiums. Our members now pay more
while the employer contribution to federal employee health benefit
premiums, as a percentage of total costs, is lower. As health care costs
for businesses and corporations continue to rise, our union members will
pay an additional 4% of FEHB premiums over the 1life of our current
collective bargaining agreement. This is another example of how our

bargaining unit has provided additional savings to the Postal Service.
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Despite all the ways we help the Postal Service generate revenue, and all
the ways our pay system offers relief to the Postal Service in tough times,
the NRLCA cannot not do it alone or even with our brother and sister unions

by our side.

Mr. Chairman, there are additional and important ways Congress can act to
help the Postal Service achieve financial stability. Prescription drug
costs are one of the fastest growing costs in the Federal Employees Health
Benefits (FEHB) for Postal employees, retirees and their dependents. A
large cost savings can be realized if the Postal Service was permitted to
use the VA Federal Supply Schedule (FSS) to purchase prescription drugs for
its covered population. Veterans Affairs (VA), Dept. of Defense (DOD), and
the Indian Health Service use the FS$S to purchase prescription drugs from
the manufacturers at a substantial discount over traditional wholesale

costs.

A rough cost savings estimate can be calculated by taking the number of
USPS employees and retirees participating in the FEHB Program and comparing
that group to the total FEHBP covered population. Then take the total FEHBP
prescription drug dollars spent and divide it by the proportion of the
total population who are USPS employees and retirees. Then simply apply the
average savings realized under the FSS to determine the cost savings that
would accrue to the USPS. Allowing the Postal Service to use the FSS to
purchase prescription drugs would save the USPS roughly $250 million a
year. Yes, this plan may pose some administrative challenges, but the cost

savings will be well worth it.
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A second savings opportunity for the Postal Service includes having the
Office of Management and Budget (OMB) allow the USPS to apply for the
Medicare Part D subsidy under the Medicare Prescription Drug Improvement
and Modernization Act of 2003. During the previous Administration, the
USPS was told not to apply for this subsidy because the Office of
Management and Budget said “there is no good rationale to continue to pay
itself to continue providing drug coverage to federal retirees of agencies
that are fully supported by federal tax dollars.” Mr. Chairman, as you
know, the USPS is not supported by federal tax dollars, but rather by rate
payer money. If the USPS were eligible to apply for and receive the
Medicare Part D subsidy, the USPS would save approximately $240 million per

year.

Mr. Chairman, it is imperative that legislative help come from Congress and
there are two provisions of the Postal Accountability and Enhancement Act
{(PAERD) of 2006, Public Law 109-435, that can be modified to aid the USPS,

financially, in a very meaningful way.

One change that could save revenue for the USPS involves transferring the
military pension benefits of Federal Employees’ Retirement System (FERS) to
the Treasury Department. During the passage of PAEA, Congress agreed that
the USPS should not be responsible for the military pension benefits of
former military employees. The implementation of PAEA transferred $27
billion dollars worth of obligations in military pensions from the USPS to
the Treasury Department for Civil Service Retirement System employees.
However, the USPS and its customers, ratepayers, continue to be responsible
for the military pension obligation of FERS Postal employees with prior
military service. Just as the military pension obligation was shifted back

to the Treasury Department for civil service employees, we feel the same
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should be done for FERS employees who served in the military prior to their

Postal employment.

Second, and possibly the most important piece of legislation Congress
should enact and enact as quickly as possible is H.R. 22, introduced by
Representatives John McHugh (R-NY) and Danny Davis (D-IL). The USPS is
saddled with an ambitious payment schedule to pre-fund its retirees’ health
benefits. This is an obligation no other corporation or government agency
is required to pre-fund. The last Administration required this provision

to be included for one simple purpose ~~ to make the PAEA budget neutral.

In 2006, when the PAEA became law, pre-funding retiree health benefits fund
seemed feasible. Revenue for the USPS had just increased from the previous
year, reaching over $72 billion. Total mail volume in 2006 also increased

1.4 billion pieces from the previous year.

Mr. Chairman, that was then, this is now. In 2008, the USPS posted a
revenue net loss of $2.8 billion, and volume was down 9.5 billion pieces.
In 2009, the USPS is predicting to lose in upwards of $6-8 billion in

revenue, and faces a declining mail volume of 12-15 billion pieces.

Enacting H.R. 22 is vital for the Postal Service, for Rural Letter
Carriers, for all Postal employees, and for the American people during
these trying economic times. Everyone wants and everyone needs a
financially stable Postal Service. Mr. Chairman, in no way am I advocating
that the USPS stop making payments for future retirees’ health benefits --
far from that. I want the USPS to continue to pre-fund its future
retirees’ health benefits. It is my members who will benefit from a fully

Ffunded retirees’ health benefits fund. I am asking only that Congress
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allow the USPS to have access to the retiree health benefits fund now, to
help pay for its current retirees’ premiums. By doing this, Congress would
help alleviate some of the financial burden on USPS, and give it a fair

chance to survive the current economic climate.

Mr. Chairman, and members of the subcommittee on Federal Workforce, Postal
Service, and the District of Columbia, I thank you for allowing me to
testify before you today. I would be happy to answer any additional

questions you may have.
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Mr. LYNCH. Thank you. Thank you all. We appreciate your testi-
mony.

Let me ask, there has been a menu of options that the Post-
master General laid out and reinforced by the Board of Governors,
Ms. Gallagher. They talked about a voluntary separation program,
voluntary retirement program. To my knowledge, at least the way
they described it, it was not incentivized in any manner. I can’t re-
member the last time they did an incentivized retirement program.
It might have been 1982, I think, when my mom retired. That is
the last one I remember.

But there hasn’t been a great groundswell, they are not beating
the door down to get out of there. I question the efficacy of a pro-
gram like that when the economy is so weak. Do you actually think
people are going to go into retirement when they see their 401(k)
and their investments cut in half? What are your thoughts on this
effort to get 150,000 postal employees to take an early retirement?

Mr. BURRUS. Speaking for the members of the American Postal
Workers Union, they are not fools, they are not going to relinquish
a job paying in excess of $50,000 a year to the uncertainty of a bad
economic situation. It is an act of desperation. They are not going
to have many takers, I predict. Our union maintains that our col-
lective bargaining agreement requires an incentive. We will resolve
that through the grievance arbitration process.

But it is similar to the threat of 5-day delivery. It is a diversion.
There is no intent, there is no desire, and it is certainly over Con-
gress’ congressional dead body that they will get a 5-day delivery.

Mentioning those things sucks all the oxygen out of the discus-
sion, while we are collectively fighting as hard as we can to get
H.R. 22 passed. We really don’t need these sideshows. So I am very
critical of them even bringing these things up. They are not the an-
swer to the USPS problem.

There are some long-term solutions, but the initial hurdle is the
avoidance of that $5-plus billion obligation they have to the future
retiree health benefits.

Mr. LyNcH. Understood. That is loud and clear.

Mr. Young, on the early retirement piece here, if I am missing
something.

Mr. YOUNG. Excuse me, I couldn’t hear you, sir.

Mr. LYNCH. On the early retirement piece here, do you think that
is going to be successful the way they have it framed right now?

Mr. YOUNG. No, sir, I don’t. In the last early retirement that was
just offered to my members, less than 3,000 of them took it. It is
the uncertainty. You said it exactly right. When people lost all
their retirement savings, when the stock market plunged, they
don’t know what they are facing, what the future is going to look
like. There is a lot of people out there that are scared.

I want to get back to this idea of these things that Potter and
Gallagher brought to you this morning, and I just want to question
in a general way, Mr. Lynch, whether it makes sense to try to
make these kinds of decisions when the Postal Service is at the bot-
tom. This would be like restructuring the Postal Service during the
Great Depression. Nobody that I have talked to in this country be-
lieves we are going to be mired forever in the current economic
state that we are. At least we all pray to God we are not.



201

So I think it makes a lot more sense to look at this when nor-
malcy returns. I would just say one thing, a lot of people are start-
ing to believe now that all of a sudden the Internet and these other
alternatives jumped into this. During the last 6 years, the Postal
Service made all the right moves to protect themselves from that.
And as one of the earlier panels testified, we would have actually
made $2.8 billion last year if it hadn’t been for this future retiree
health benefit payment. So I think the real key is what you said,
let’s find out what that real number is. What i1s the real number,
what is that obligation, and then let’s go from there in trying to
decide how we make this the best Postal Service with the funds
that we have available.

Mr. LYNCH. Mr. Hegarty.

Mr. HEGARTY. On the voluntary early retirement, I have a couple
of concerns. Something for the committee to consider too is, em-
ployees hired since 1984 under the Federal Employees Retirement
System, if they take an early retirement, they lose the ability to
contribute to the thrift savings plan, they lose the matching con-
tributions, they don’t qualify for social security right away, they
really can’t live on it. A typical voluntary early retirement offer in
the last round for an employee hired in mid-1984 is $900 a month.
So I don’t know any postal employee who, as President Burrus
said, would go from a good-paying middle class job could live on
$900 a month.

For the Civil Service Retirement employees, the picture is a little
bit better for them. They were all hired in 1983 or before, some of
them are approaching normal retirement age. But I would love to
see incentives, I just don’t know where the money would come from
for that, either.

Mr. LYNCH. Right.

Mr. HEGARTY. And the last time they did an incentive was 1992,
and they lost so many employees in so many wrong places they had
to hire to replace a lot of the employees that they took the vol-
untary retirement.

Mr. LyncH. I know I am over my time. But I am going to ask,
President Cantriel, could you also hit that same question?

Mr. CANTRIEL. Because we are the last mile of delivery, this is
the first time we have ever been offered the voluntary early retire-
ment. Like the NALC, we had 606 carriers who took advantage of
voluntary early retirement. The comments that I heard throughout
the country was, if I am going to have to work, I would just as well
work for the Postal Service, because I cannot live on what I would
be getting from my retirement without some sort of an incentive
to do it. That was the general feeling from ours.

I don’t expect a large portion of our membership to take advan-
tage of it this time. And in positions other than the declining mail
volume, which may result in the loss of some routes, if one of our
people retires, someone has to replace them, because we are that
last mile, similar to the NALC. Someone is going to have to actu-
ally deliver that mail.

Mr. LYNCH. Yes. Thank you.

Mr. Chaffetz for 5 minutes.

Mr. CHAFFETZ. Thank you, Mr. Chairman, and thanks to those
of you who have been here since 9:30 a.m. The chairman slipped
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me a note and said, don’t worry, we are halfway there. So hang in
there with us. [Laughter.]

We have heard various testimony and the chorus has been fairly
united on the idea for support of H.R. 22. I personally support H.R.
22, now that I have been able to dive in and look at it. Obviously
I think it has the numbers and the support, in a broad way, bipar-
tisan way, and hopefully we can get to that sooner rather than
later.

We need revenues to go up, we need expenses to go down to get
to that magical point. We have to deal with the fact, the realities
of where things are today. So I guess I would like to lead with a
sense of what are the top three things we could do to affect either
revenues going up and/or expenses going down? H.R. 22 plays a
critical and important role and gets us a long way toward that di-
rection.

Taking maybe 30 seconds each, knowing that you will each take
a minute—[laughter|—maybe we could start with President
Cantriel there and give me a sense of what you would add to that
list. We need big things that are going to make big differences.
What are No.s 2 and 3 on that list that you would add?

Mr. CANTRIEL. I guess I would have to piggyback a little bit on
what you heard from the managers. We see so many levels out
there. I am going to use my postmaster I just talked to within the
last week when he told me what my evaluation was. He said, I am
so tired of filling out a report verifying that I filled out the reports
that had to be reported, and not given the opportunity to run my
office. One of his comments was, I know less about running my of-
fice now than I did 15 years ago when I got the position.

So I think there has to be some streamlining in middle manage-
ment and put some responsibility back on those postmasters to
make those decisions. I think Charlie and Dale both said it very
well, they are very capable of making the decisions that need to be
made there. They don’t need three levels of middle management to
tell them what they need to do.

I think we are top heavy in a lot of areas. I don’t see that we
need 80 or 74 districts. I don’t think we need 10 areas to tell our
members how to deliver the mail. We have too many people that
are not actually handling the mail telling people that are handling
the mail what they need to do and how they need to do it.

Mr. CHAFFETZ. Thank you.

President Hegarty.

Mr. HEGARTY. Thank you. The first thing I think we need to do
is continue the revenue generation that the unions are participat-
ing in. The carriers and rural carriers have done it for a number
of years. We just started last year talking to vendors, people we do
business with, that don’t use the U.S. mail. We now have the op-
portunity to fill out a form or go on the computer and a profes-
sional Postal Service sales associate will call on that business and
explain to them the benefits of the mail, how they can get better
service, how they can save money.

So that is just taking off from my craft’s perspective. But as I
said, the letter carriers and the rurals have been doing it for quite
a while.
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One thing I would caution that you should do is not go to 5-day
delivery. That would be in the top three for me. One of the reasons,
we have talked about driving people to our competitors. The other
thing I think that would do is drive people to the Internet. Because
the first time their bank statement doesn’t come on time or the
first time their credit card bill goes late, they are going to say the
heck with this, I can go online, do all that stuff and save myself
some postage.

Mr. CHAFFETZ. Thank you.

President Young.

Mr. YOUNG. Yes, I am just going to give you the list. First and
foremost, restore the economy. When that is done, the Postal Serv-
ice is fine.

Mr. CHAFFETZ. If you can give me until Thursday—[laughter.]

Mr. YouNG. That is what I was just going to say, you are from
Utah, you can do that by Thursday. [Laughter.]

Second, the Medicare subsidy Part D, that was designed for com-
panies to provide a drug benefit equal to Medicare. We do and just
with the stroke of a pen the previous President said, we are not
going to give it to you, notwithstanding the fact that is about $8
billion right there, $8 billion is what I am told the number is there.

Management restructuring would be No. 3. And here is No. 4 for
you. We are still paying for FERS employees for the time they
spent in military service. In the Postal Reorganization Act that we
just passed in 2006, we took care of the CSRS employees, their pre-
vious military service. That was $17 billion, that was the cost of
that. We are still asking mailers and the people who pay postage
to pay for the time that anybody who is a FERS employee after
1984, any time they spent in the military. That would be signifi-
cant as well.

Mr. CHAFFETZ. Thank you. Great, I appreciate it, thank you.

Mr. Burrus. No. 1 is H.R. 22, No. 2 is restoring the economy,
No. 3, to infinity, is similar to jumping off a five-story building and
flapping your arms. It doesn’t cushion the fall, but it gives you
something to do on the way down. [Laughter.]

Mr. CHAFFETZ. Thank you.

Thank you, Mr. Chairman.

Mr. LYNCH. Let me ask, one of the other legs of the stool that
Postmaster General Potter had thrown out there was consolidation
of some of these post offices. They have already gone with six facili-
ties, six area facilities which I guess are largely for administrative
purposes. But there is a sense that there could be some consolida-
tion of more of the urban post offices and while that might not nec-
essarily affect the number of people out there in terms of your
workers, we may gain some efficiencies by discontinuing the leases
that we have out there or closing down some facilities out there
that are obsolete or not being utilized to full extent.

V\(f)hat are your thoughts on that idea about closing those facili-
ties?

Mr. BURRUS. In general, we oppose consolidations. We support ef-
ficiencies, if the Postal Service can prove to the community that a
consolidation is in the interest of saving the Postal Service money
while providing the same level of service to the citizens of that
community, then we stand aside and will support such an effort.
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But what we see in the current plan is deny the single user, my
grandmother, my cousin, the student in college, to deny them the
level of service they provide for the major mailers. Major mailers
follow the Postal Service, and it is actually beneficial to them, be-
cause it reduces the number of drop points where they take their
mail to. So consolidation saves money for your major printers and
major mailers.

But it is creating a two-tier U.S. Postal Service, one system for
the major mailers, a totally different system for the person who
drops the letter in the collection box at the end of the corner. That
is the danger of this consolidation plan. It is not just efficiency. It
is separating the Postal Service into one Postal Service for the
h}fwes, another Postal Service for the have-nots. And we oppose
that.

Mr. LyNcH. OK. Mr. Young.

Mr. YOUNG. I think it is worth a look, but I caution, and I think
you know this, so I know you do, sir, because of your background,
but it is going to be real heavy on all of you. Every time we try
to close any facility in your areas, you are going to hear from all
of the people that live in that area the millions of reasons as to
why it shouldn’t happen.

I would just make this one remark, and you just take it for what
it is worth. I believe this is the right number, if it is not, I apolo-
gize, but it is close. Long Island has 80 postmasters. Ask yourself
the question, do you think that is necessary? It is not that big of
an island.

Mr. LYNCH. President Hegarty.

Mr. HEGARTY. Well, again, if it makes sense, if it is going to save
the Postal Service money. But the key is, if it is not going to hurt
service, then we are not opposed to it, provided it is done in accord-
ance with our collective bargaining agreement and the Postal Serv-
ice’s own handbooks and manuals. They have a handbook called
the Handbook PO 408, it governs their area mail processing serv-
ice, where they are supposed to do a survey. And under the PAEA,
they have to have community input, stakeholder input and hold a
public hearing.

One quick example, they are doing an A and P study right now
in my home facility of Springfield, MA, and they want to truck all
of the cancellation mail, the letters that come in that need to be
run on the cancellation machines, down to Hartford, CT, to be can-
celed, and then truck them back up to Springfield to be delivered.
I know you are familiar with the State of Massachusetts, Spring-
field to Hartford is about 35 miles, it is down I-91. They would be
going down there in rush hour traffic, all kinds of weather. It
doesn’t make a lot of sense to me.

So those are the types of consolidations that we are opposed to.

Mr. LyNcH. Mr. Cantriel, I know that you represent the rural
carriers. So you are probably outside of the possibility of consolida-
tion in many cases. But your thoughts?

Mr. CANTRIEL. Well, we do have some in urban areas, but yes,
I do deal mostly with the rural areas. There is a real identity prob-
lem there. They do not like losing that. There are solutions that
can be there, there are things that can be done to look at to make
sure that the communities are provided the same service that they
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have. In my area, there are three or four small offices, in one post
office, three or four clerks could provide the same amount of hours
at the window and do the same amount of service without having
a manager there all day long and still provide the service that we
need in those rural communities.

I don’t look much toward closing a lot of those down because of
the identity for that community and what goes on there. So it is
a little more difficult for me to jump on board with closing down
very many offices.

Mr. LyNcH. OK, thank you.

I don’t believe we have any more questions, but I do have a com-
ment, and that is that the Postal Service is one of the most re-
spected Government institutions in this country because of what
the people you represent every day do in our communities, whether
they are rural communities, folks have a great deal of respect for
their local letter carrier in the cities as well as the suburbs. Their
local clerk is a very familiar face around town.

But it is really, that reputation of reliability and of great service
is largely due to the people that you represent. So we thank you
for that.

Just as I spoke earlier with the supervisor and postmasters that
we have an open process here on how to proceed, I do want to cau-
tion that time is wasting and we don’t have a lot of options here.
We don’t have a lot of time, let me put it that way. So we are going
to have to decide on a course of action and we are going to have
to get to it. Sounds like H.R. 22 in some iteration will be part of
that approach and that response.

But we would like to do more than just that, and we would wel-
come your input and your ideas. You see it at a ground level, and
you have seen it for a good while. And so we would be enriched by
having your input in this whole process. We welcome it.

I thank you for your testimony here, and have a good day.

[Whereupon, at 4:52 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. John M. McHugh and addi-
tional information submitted for the hearing record follow:]
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STATEMENT OF THE HONORABLE JOHN M. McHUGH

Committee on Oversight and Government Reform

I thank the Chairman for convening today’s hearing and welcome the opporfunity to share
my thoughts about what needs to be done to restore financial stability to the Postal Service.
Suffice it to say that the situation is dire and deteriorating rapidly. What I do want to take the time
to outline is an important legislative solution that I am hopeful will be considered by this
Subcommittee this Spring — a measure that already has a majority of the Subcommittee Members

as cosponsors.

Asa Membgr who has closely followed postal legislative issues for more than 14 years, we
must consider the legislation requested by the Postal Service: H.R. 22, a bipartisan bill with over
200 cosponsors that would provide immediate financial relief to the Postal Service by allowing it
to refinance its retirees’ health benefits payment. This legislation is strongly supported by the
Postal Service, all of its unions and management associations, and the entire $900 billion mailing

industry, which emnploys nine million Americans.

As the Postmaster General will testify today, the Service faces a crisis of huge and historic
proportions, despite extensive efforts to reduce costs. This situation is due to the precipitous
decline in mail volume brought about by the deepening recession and the economic condition of

the agency’s largest customer, the financial services industry.

Additionally, the Postal Service is laboring under a crippling cost burden imposed by a
statutory requirement that the Postal Service prefund the health benefits of future retirees, while
still continuing to pay annual premiums for its current retirees. The payment for current retirees
totals about $2 billion and is growing each year. At the same time, the annual mandated
prefunding ranges from $5.4 billion to $5.8 ‘bmion over the ten-year period from 2007 through
2016.

In 2008, the Postal Service’s total retirees’ health benefits costs came to $7.4 billion - $1.8
billion paid for current retirees and $5.6 billion deposited into the Postal Service Retiree Health
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Benefits Fund to prefund future premium payments. Without the mandated payments, the Postal
Service would have achieved a positive net income in 2008 - rather than its actual $2.8 billion
loss. No other entity — public or private - is required to prepay this health benefit obligation at

these extremely high levels.

To address this serious situation, HL.R, 22 would simply accelerate by seven years a
provision in the law to pay the health premiums for current retirees from the Postal Service
Retiree Health Benefits Fund, which already holds in excess of $32 billion and will continue to

grow. H.R. 22 would not require an appropriation or use of any taxpayer monies, but rather

involves merely an inira governmental transfer of funds. It would not increase the health benefit
premiums paid by current or future Postal Service retirees, nor would it affect their benefits.
Moreover, the mandated ten year prefunding of retiree benefits would remain in place, at which
time the obligation will be reamortized, so there will always be more going into the Health Fund

than going out.

Congress must act quickly to enact H.R. 22 in order to prevent the loss of thousands of
jobs in the Postal Service and the American mailing industry. [look forward to today’s hearing

on the challenges and possible solutions in addition to H.R. 22. Thank you.
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GOVERNMENT RELATIONS FEBRUARY 2009

UNITED STATES
‘ POSTAL SERVICE

Compensation for Postal Service Officers

Background

Jack Potter is the Postmaster General of the largest postal system in the world; he is the CEO of the
10th largest commercial enterprise in our country, which is second only to Wal-Mart in the number of
workers it employs. Despite the scope of his responsibility, he is the lowest paid CEO of a major
corporation in our country.

The compensation figure in the press ($857,459) is not his annual salary or his annual compensation;
the majority of that amount represents his civil service retirement that he will receive after he leaves
the position, and other types of compensation required to be reported, but not typically considered as
income.

+ The actual annual salary of the Postmaster General is $263,575. (This level of compensation
was provided in the Postal Accountability and Enhancement Act of 2006, passed by Congress
in December 2006).

* $381,496 is the estimated change in the future value of Civil Service Retirement benefits to be
paid out over the PMG'’s remaining life-time after retirement — perhaps 35 years. Any CSRS
employee with the same input variables as the PMG would have the same value.

+  $135,041 is incentive and performance compensation and will be paid out over a 10 year time
period beginning when the PMG leaves postal employment.

*  $69,253 represents estimated security costs that are required for the protection and security of
the PMG and charged to his total compensation per the reporting requirements of the SEC.
These costs include Inspection Service protection.

The remaining amount (approximately $8089) was for such benefits as life insurance, parking, and a
physical exam.

Provisions in Law

« Subject to statutory limits, federal law in 39 USC provides that compensation and benefits for all
Postal Service officers shall be comparabie to that for comparable work in the private sector. This
helps to ensure that the Postal Service can attract and retain talented employees. The postal law
of 2006 reinforced this principle by stating that 12 officers of the Postal Service may receive a
salary up to 120 percent of the salary of the Vice President of the United States.

« Postal employees are covered by the same defined retirement plans as are all Federal
employees, CSRS or FERS.

« Although the law governing the USPS provides that executives should be compensated at a level
comparable to the private sector, the USPS's status as part of the federal government precludes
the ability to achieve a standard of compensation comparable to the private sector.

s As such, the postal Governors ~ who are Presidentially appointed and Senate confirmed — have
designed a compensation system for executive officers, which balances salary with the potential to
earn additional compensation for those who meet their performance goais and objectives.

* A significant portion of the officer’s potential compensation is incentive-based and “at risk” —
meaning it is tied to performance metrics agreed to by the Governors and the individual officers.
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The Board has a Compensation Committee, which meets several times a year, to review
compensation matters; the Compensation Committee makes recommendations to the Board for
their review and approval.

Any additional incentive compensation awarded to officers above the previously defined salary
cap is deferred until after the officer leaves the USPS,

The Board of Governors have adjusted the salary of the Postmaster General because he
continues to exhibit strong leadership, effecting billions of dollars in cost reductions while
achieving record setting service levels even in the face of an increasingly difficult market severely
impacted by the economic climate.

Key examples of the Postal Service's success under the Postmaster General's leadership, and of
the Postmaster General's performance include:

o Unprecedented record service and productivity levels since 2001.

o Extraordinary performance in leading the Postal Service through the 9/11 and anthrax
crises, as well as the responses to Hurricanes Katrina and Rita.

o Exemplary leadership demonstrated by implementing visionary strategic initiatives and
severe cost-cutting measures to proactively address the declining mail volume and
economic crisis.

Comparing USPS to the Private Sector

The Postal Service is a complex logistics, shipping, and transport enterprise that is required by law
to serve every home and business in the nation. It is the largest service provider in this category
on a global scale.

In order to attract and retain the best available officer talent, the Postal Service must be able to
compete with world-class peers like FedEx, UPS, Deutsche Post and UK Royal Mail, all of which
offer their chief executives annual salaries several times that of the Postmaster General.

With $75 billion in annual revenue and 656,000 employees, the Postal Service compares in size
and scope with the largest and top ranking Fortune 500 companies.

An independent review by an independent consuiting firm retained by the Board of Governors,
found that Postal Service executive officer's compensation is only about 15 percent of the
compensation for comparable executive officers in the private sector.

Given the incredible size and scope of the Postal Service and the constraints within the federal
sector, providing compensation for Postal Service officers that is comparable to similar work in the
private sector is a difficult, if not impossible, standard to achieve.

A review of public records shows that the President and CEO of the Tennessee Valley Authority, a
federally-owned corporation in 2008 had a compensation package consisting of nearly $1.1 million
in incentive awards, a salary of approximately $655,000 and another $300,000 in deferred
compensation. in addition, news accounts had indicated that the projected salary for the President
and CEOQ of the Public Company Accounting Oversight Board, a private-sector, non-profit
corporation created by the Sarbanes-Oxley Act, was $654,4086 for 2008.

#HH
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As a follow up to your recent testimony before the House Subcommittee on Federal
Weorkforee, Postal Service, and the District of Columbia, [ am providing you and the
leadership team of the Postal Service with the following questions for the record posed by
Members of the Subcommittee during the March 25, 2009 oversight hearing. In

responding to the following inguiries, [ ask that you provide responses to the
Subcommittee within 30 days.

The reporting items and outstanding questions posed by Rep. Norton to the Postal Service

are as follows:

1. Please submit for the record all of the Postal Service’s “green initiatives”. Please
provide all of the Postal Service's policies and authorities for its “green” initiatives,
including any updates to these initiatives.

2. Please submit for the record the inventory of all Postal Service vehicles and the type

of fuel these vehicles use.

The reporting items and outstanding questions entered into the record by Rep. Serrano to

the Postal Scrvice are as follows:

1. Inorder to help move this country toward oil independence and help the Postal
Service develop new cost savings and profit centers, and assuming that you receive
adequate funding, is the Postal Service willing to conduct pilot tests for substantial
numbers of fully electric delivery vehicles in 4-5 locations around the country? If
these tests prove successful, will you be prepared to begin converting your fleet to
clectric Long Life Vehicles (LLVs)?
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2. If you received funding from Department of Energy or Congress, would you be
willing to begin the process of replacing or converting your delivery fleet with
electric vehicles?

3. Has the Postal Service prepared any studies on the costs, maintenance and fuel
savings, design issues, potential profit centers, appropriate geographical regions,
additional green jobs, and a time frame for moving to electric LLVs? Could you
please provide the Subcommittee a report on those issues in the next 30 days?

4. Has the Postal Service prepared any studies that quantify the carbon footprint of its
last mile delivery network?

5. Could you provide the Committee a copy of the updated study in the next 30 days?
We would also like to know what you foresee would be the challenges and
opportunities for the Postal Service if a price were put on carbon, such as through the
adoption of a cap and trade system.

6. In October 2008, you started a "go green” campaign to "reduce energy use 30 percent
by 2015" and said that the Postal Service was conducting detailed energy audits of
500 buildings. "More than one trillion BTUs of potential energy reductions already
[had] been identified.” Have you been able to implement those energy reductions?

7. Can you get back to us about what kinds of changes can be made in Postal Service
buildings and how much they would cost?

8. The Comprehensive Plan says that the Postal Service is postponing replacement of
LLVs by 7 years. Does the Postal Service have a plan for replacing LLV vehicles?
Please provide a copy. What are the safety and maintenance considerations in
extending the life of the vehicles?

If you have any questions, please contact Margaret McDavid at (202) 226-5126 or
margarct. medavidamail.house.gov.

. Sincerely,

eghen H LYn

Chairman

Subcommittee on Federal Workforce, Postal
Service, and the District of Columbia
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Questions for the Record to
Postmaster General Potter
Following

March 25, 2009 Congressional Hearing

Questions posed by Rep. Norton:

Teo H

Q1. Please submit for the record all of the Postal Service's “green initiatives”. Please
provide all of the Postal Service's policies and authorities for its “green” initiatives,
including any updates to these initiatives.

Attached, please find an outline of our efforts to “green” the Postal Service.

Q2. Please submit for the record the inventory of all Postal Service vehicles and the
type of fuel these vehicles use.

aint. support & service vehicles 6 Primarily gasoline,
some E-8

ne

Inspection Service & OIG 3,16 Primariiy gasohr\yek
some E-8

el

otal vehicles
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Questions posed by Rep. Serrano:

Q1. In order to help move this country toward oil independence and help the Postal
Service develop new cost savings and profit centers, and assuming that you receive
adequate funding, is the Postal Service willing to conduct pilot tests for substantial
numbers of fully electric delivery vehicles in 4-5 locations around the country? If these
tests prove successful, will you be prepared to begin converting your fleet to electric
Long Life Vehicles (LLVs)?

The Postal Service recognizes our role as a leader among federal agencies in
conserving energy and protecting the environment. We also understand the
necessity and advantages of redefining our business modet to continue improving
our products and services, while controlling costs through more efficient
operations. A significant part of those operations is our postal owned fleet, the
largest civilian delivery fleet in the country.

The Postal Service would certainly be willing to conduct pilot tests of a
substantial number of electrical vehicles, under the right circumstances. Those
circumstances include having the right mix of partners, both public and private
corporate sponsors from the automotive and public utility industries. We would
also envision a strong role for other federal agencies, including the Department of
Energy and the Environmental Protection Agency.

After a successful pilot, there will still be additional factors to consider before an
official commitment could be made to an all electric delivery fleet. However, USPS
would certainly be positioned to make at least a very significant commitment to
electric vehicles.

We should point out that while the LLVs are our primary delivery vehicle (142,200
nationally), they are complemented by another 45,000 other light-delivery vehicles,
consisting of another delivery-purpose-built vehicle similar to the LLV, as well as a
large contingent of regular minivans.

There also is one fleet vehicle characteristic that is essential to USPS mail delivery.
That is the right hand drive (RHD) requirement for many of our vehicles. When
discussing fleet replacement vehicles, RHD is a paramount consideration. Based on
our discussions with the auto industry, it appears that initial electric vehicle offerings
will continue to be left-hand drive vehicles, which will have the broadest appeal to
most of the industry’s target groups. Once the traditional left-hand drive vehicles
become established, vehicle manufacturers say, they will consider a RHD variant.

Q2. If you received funding from Department of Energy or Congress, would you be
willing to begin the process of replacing or convening your delivery fleet with electric
vehicles?

Under the circumstances described in Question # 1, the answer is yes.

Due to the size and complexity of the postal fleet, there are very few questions
that can be answered just “yes” or “no”. As an example, the Postal Service plays
an important role to cities and communities impacted by natural disasters, such
as hurricanes, tornadoes, and earthquakes. After the first responders, the Postal
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Service is the first sign of “normalcy” the victims see, as our letter carriers begin
restoring mail delivery to affected areas.

USPS is able to do so largely because we have made arrangements beforehand
for fuel and aren’t typically affected by temporary regional fuel shortages that
occur after those disasters. A total shift to electric vehicles would change and
limit our ability to respond to those events in the future. Florida and the Gulf of
Mexico coastal region may be potential sites for hybrid electric (not plug in)
vehicles as an alternative. As hybrid technology continues to evolve, USPS will
continue monitoring its progress and be positioned to act. For longer routes
requiring larger capacity vehicles, hybrid electrics may be required, or

use of another fuel type.

Q3. Has the Postal Service prepared any studies on the costs, maintenance and fuel
savings, design issues, potential profit centers, appropriate geographical regions,
additional green jobs, and a time frame for moving to electric LLVs? Could you please
provide the Subcommittee a report on those issues in the next 30 days?

While the Postal Service has conducted ongoing evaluations of various alternative
fuel vehicle technologies, our financial constraints have precluded our performing
an in-depth analysis of transitioning to an electric fleet. Recently, based on
conversations and an exchange of information with members of Congress, we
have done some initial high-level investigation into what a changeover to an
electric-powered fleet would entail, both in terms of costs, as well as vehicle type
and availability, necessary infrastructure support, and other primary
considerations.

If the reference in the question about “fuel savings, design issues, potential profit
centers” refers to Vehicle to Grid (V2G) technology, postal management has been
exploring the possibility of that with particular interest. We have concerns that the
infrastructure and grid development doesn’t currently exist to validate and
effectively pilot such a system today, but it is a subject we are certainly willing to
explore as the technology becomes available. The system’s ability to generate
revenue would need to be a part of that evaluation.

A report on our recent activities can be prepared and forwarded as requested, but
it will be limited in its scope and details due to the time constraint and to the lack
of industry data and information.

I would like to recommend a meeting between your office, any other interested
parties, and appropriate postal representatives. Due to the complexities of the
issues you raise, | believe a meeting or series of meetings would serve as a forum
for information exchange.

Q4. Has the Postal Service prepared any studies that quantify the carbon footprint of its
last mile delivery network?

The Postal Service is finalizing the details regarding the public announcement of
its Greenhouse Gas Emissions study, based upon 2007 carbon footprint data. We
will provide a copy of the study to the Committee and would appreciate the
opportunity to brief the Committee on its findings in the near future. We are
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pleased to note, however, that to our knowledge we are the first federal agency to
voluntarily conduct and publicly report a green house gas inventory. Our carbon
footprint for 2007 was 9.05 million metric tons, which is one-tenth of one percent
of U.S. greenhouse gas emissions in 2007.

Q5. Could you provide the Committee a copy of the updated study in the next 30 days?
We would also like to know what you foresee would be the challenges and opportunities
for the Postal Service if a price were put on carbon, such as through the adoption of a
cap and trade system.

The Postal Service will be focused on implementing policy and reduction targets
identified in its first Greenhouse Gas Study, such as the commitment to reduce
facility energy consumption by 30 percent by 2015. We pian to update our GHG
study every year to measure our progress, and anticipate having the next report
ready next Spring. Although not directly affected by adoption of a cap and trade
system that targets energy producers and heavy manufacturing, the Postal
Service would face higher energy costs, since cap and trade costs would be
passed along to users.

Q6. In October 2008, you started a “go green” campaign to “reduce energy use 30
percent by 2015” and said that the Postal Service was conducting detailed energy audits
of 500 buildings. "More than one trillion BTUs of potential energy reductions already
[had] been identified.” Have you been able to implement those energy reductions?

The energy reductions that USPS identified during 2008 are in various phases of
implementation throughout 2009. As of March 2009, we have completed
implementation of projects resulting in over 700 million BTU energy reduction,
and have begun implementation of projects anticipated to result in close to 300
million more BTU of energy reduction for postal buildings. Our intent is to
complete implementation of projects resulting in a total of 1.2 trillion BTU in
energy reductions by the end of this fiscal year (Sept. 30, 2009).

Q7. Can you get back to us about what kinds of changes can be made in Postal Service
buildings and how much they would cost?

in order to achieve the 30% reduction goal, it is necessary to reduce consumption
by approximately 6 trillion BTUs for our portfoiio of over 34,000 facilities. Based
on our inventory size and data already collected through detailed energy audits, it
is estimated it will require a capital investment of $1.035 billion for system
upgrades, retro-commissioning of existing building systems and to provide
support and training to bring systems up to peak efficiency. This investment wili
pay for itself many times over in energy and environmental impact savings. Below
is a breakdown of how this funding would be used:

« Energy-efficient lighting upgrades in 2/3 of building space. $500 million.

« Modern building automation systems in largest processing facilities.
$75 million.

« Modern building automation systems in small and medium buildings.
$25 miltion.
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+ Implementation of enterprise energy management system, including smart
meters in largest energy consuming buildings. $35 million.

« HVAC upgrades in largest energy consuming buildings. $200 million.
» Building envelope improvements. $50 million.
» Water efficiency improvements. $15 million.

« Upgrades at data centers and conversion of older computer equipment to
Energy Star. $50 million.

» Efficiency upgrades of fixed mechanization equipment. $50 million.
+ Retro-commissioning. $25 million.
« Staff development / training. $10 million.

Q8. The Comprehensive Plan says that the Postal Service is postponing replacement of
LLVs by 7 years. Does the Postal Service have a plan for replacing LLV vehicles?
Please provide a copy. What are the safety and maintenance considerations in
extending the life of the vehicles?

One of the primary reasons behind the decision three years ago to postpone the
LLVs’ replacement was the lack of a clear signal regarding the direction
alternative fuels would take. The Postal Service didn’t want to gamble and invest
in what might have become a short-lived solution, and be left with a
technologically obsolete fleet for the next 20-plus years. Today as the focus is
becoming clearer, that decision point is proving to be a very wise one. Our
currently planned replacement period for the LLVs is 2017 through 2024. We
haven’t begun to put the actual replacement plan together, and likely won’t until
2013 or 2014. Again, the reason is that given the current increased interest in
alternative-fuel technology and the potential of funding for it, whatever we identify
today in vehicle technologies and alternative fuels is likely to be obsolete in four
or five years.

Before making the final LLV postponement decision, a great deal of work was
done to be sure the vehicles and our supporting infrastructure were up to the
challenge. The fleet was assessed as to its overall condition, and extensive
discussions and negotiations were conducted with our key vehicle replacement
parts suppliers to ensure there will be continued parts availability. Today, we are
well positioned to ensure the LLV fleet meets the extended replacement period.
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DRAFT USPS PCES Executives / Officer Employee Relocation
MAY 11, 2009

No Lump Sum Aliowance

New Policy

SFTR

Lump Sum Alfowance

Advance round trip for home
finding

# of dependents on advance
round trip

Child care $ for dependent(s)
remaining home during
advance round trip

Temporary quarters allowance

T

Up to 3 trips totaling 10 days/¢
nights; actual expenses

Onig trip up to 10 consecutive
calendar days

1 trip up to 10 calendar
days

All dependents

One depenident

1 dependent

Yes, with no limitations

Eliminated to mirror FTR

No aftowance for
dependents.

Up to 75 days actual ledging
expense

‘Employee receives 30 days at
75% of GSA lodging and per
diemirate listed for new duty

station each-dependant moving
with you receives 30 days at
25% of lodging and per diem

30 days X .75 of lodging
and per diem rate listed for
new duty station; 30 days X

.25 for each dependent
moving with you

Limitations on lump sur Not applicable Lurmnp Sum Allowance timited if Ne
allowance transferee owns a residence at
new-duly station
Return trips to former residence 5 trips (transportation expenses Eliminated to mirrer FTR No
only)
Yes . Yes No mandatory capped
Home Purchase Program No cap on homes eligible $800,000 cap on homes eligible value
Yes No change Agency discretion
Home finding assistance
Home marketing assistance Yes No change Agency discretion
Mandatory use of RMF w/storage No change Up to 18,000 Ibs.

Mo

rage of
household goods

up to 75 days onup to
25,000 Ibs.

Distance requirement for home
ptirchase

Must be 70 miles from old
residence to new duty station

Must-be 50 miles further from
ofd residénce to old duty station

More than 50 miles

Home marketing is required No No No
Maximum value for efigibility in No * - $800,000 maximum value of No mandatoty capped
home purchase program hamie value
Mandatory listing price after first No No No
30 - day marketing period
Home sale incentive No 3% of sales price of the home Up to 5% of sales price of
(it a'sale is vbtained and closed the home
with an outside buyer while
participating in the home
purchése program)
New Home closing costs Yes No change Yes

(capped 8t 5% of purchase
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DRAFT USPS PCES Executives / Officer Employee Relocation
MAY 11, 2009

price)

7 50-mile rule

Tax assistance provided on Yes To be eliminated No

{oan origination fee when

purchasing new home

Old Home closing costs Yes No change Yes
(capped at 10% of sale price)

Residence transaction time limit 2 years / 50 miles No change 2 years / 50 miles

| Miscellaneous Berefits

Siate income tax

Loss on sate of previous Yes New computation formula* No

residence

Expenses while en route to new Yes Use 6f POV required if less Yes

focation than 800 miles

Relocation leave — 5 days Yes No change No

Misceifanaous expense Two weeks base pay No change 8500 or 1 week's

allowance pay/single
51,000 or 2 week's

pay/family

Shared Appreciation Loan Yes Eliminated to mirror FTR No

Program

Mortgage interest differential Yes . Eliminated to mirfor FTR No

(MID)

Tax assistance ~ Federal and Yes No change Relocation Income Tax

Allowance

Service Agreement

Must remain in new duty station for

Must rermain with USPS, in.new

Must sign employment

Allowance

Requirement one year duty: station; for minimum of two agreement at least 12
Cnnyears months
Surviving spouse relocation Yes Wil be changed to mirror FTR Yes
benefits
Spouse job search expenses Yes Yes No
{$1,500 maximum)
Service requirement Retirement Must be eligible to receive an Etigible for retirement
anndity from either CSRS or
FERS

En Route Travel to new duty Yes Transporigtion and per diem* Transportation and per
station {ermployee oniy) diem®

; {employes only)
En Route Travel for family Yes Transportation only Transportation only
Movement/Storage of Yes No change Up to 18,000 ibs.
Household Goods up to 25,000
ibs.
Miscellaneous Expense Two weeks base pay Nec change $500 or 1 week's

pay/single
$1,000 or 2 week's
pay/family
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DRAFT USPS PCES Executives / Officer Employee Relocation
MAY 11, 2009

Residence Transactions

Buyer Value Option

No change

No

Time Requirement for Final
Move

5 years

No change

Must begin no later than six
months after date of
separation. An extension
of up to 2 years may be
granted by the agency.

En Route Trave! to new duty

Yes, transportation, fodging and

Transportation and per diem*

Transportation of

Affowance

station per diem employee & immediate
family members. Per diem
for employee only.
En Route Travel for family Yes Transportation only Transportation only
Miscelfaneous Expense Yes ‘Wil be eliminated to mirror FTR No

Movement and storage of
household goods

Yes, up fo 18,000 lbs.

No Change

Yes, up 1o 18,000 lbs.

Residence Transactions

Yes

Will be eliminated to mirror FTR

No

Lump Sum Allowance

Yes, if over 100 miles

Will be eliminated to mirror FTR

No

*Per diem for an established minimum driving distance per day is computed based on the lodgings-plus per
diem rates for travel published on the GSA website.

* New formula for foss on salefequity loss:

Loss experienced Reimbursement at
$1-$20,000 100%
$20,001 - $40,000 75%
$40,001 - $60,000 50%
$60,001 - $75,000 25%
$75,001 - $100,000 10%
Greater than $100,000 0%
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The U.S. Postal Service has as a goal of reducing energy use 30 percent by 2015,
Building on its history of environmental innovation, the Postal Service is working to
create a culture of conservation among its 685,000 employees in its 34,000 facilities
and among its suppliers and partners in the mailing industry.

# The Postal Service has several large solar photovoltaic

systems, Photovaltaics convert sunlight directly into
electricity. The emissions eliminated by using solar
power are equal to planting more than 850,000 trees.

Detafled energy audits are ongoing at our largest energy-
consuming buildings, which are responsible for 75 percent
of the Postal Service's energy consumption. More than 1
trilion BTUs of potential energy reductions have already
been identified. And projects that will save 500 bilfion
BTUs have already been completed.

s Revisions to USPS energy standards altow for high-

efficiency HVAC, lighting, roofs and windows whenaver
these systerns need to bae replaced In our 34,000
building inventory.

A Utifity Management System {UMS) pilot project began
earlier this year 1o capture consumption and cost data
for electricity, natural gas and fuel oif. The project has
successfully gathered invoices and processed payments
for 600 sites. UMS provides greater visibility for cost and
consurnption information, allowing the Postal Service to
better manage energy resources.

& Lighting and lighting controls in processing plants are

being upgraded fo include energy-efficient fluorescent
fighting, creating a cleaner and brighter anvironment.

w The Postal Service is exploring or instaling several
renewable energy systems in facilities around the country,
including the use of solar panels, geo-thermal devices and
even wind turbines,

With the largest civifian fleet of alternative fuel-capable
vehicles {43,000), the Postal Service has used more
than 1 million gallons of alternative fuel and increased
£85 fuel consumption by 40 percent between FY2006
and FY2007.

Mail is defivered by bicycle in Arizona and Florida. Two-
ton electric vehicles have been delivering mail in New
York City since 2004. And three~-wheel electric vehicles
are being tested as possible replacements for traditional
gasoline delivery vehicles in Florida, California, Texas and
Arizona, Electric energy costs per mile: less than 4 cents.

The three-year test of hydrogen fuel-cell vehicles for mail
delivery hit a milestone this year. Carriers in Washington,
DC, and iivine, CA, have deliverad more than 1 million
pieces of mall using fuel-cell vans. Fuel economy was
double that of conventional gasoline vehicles.

USPS recently awarded a contract to develop an
enterprise energy management system that will pull
together alt energy and building inforration into one
systerm that wilt pull together all energy and building
information into one system. it will aliow detailed analysis
and tracking to ensure peak energy performance,
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Everyone ~ consumers, businesses, nonprofit organizations — uses the mail, and the

U.S. Postal Service is committed to managing resources wisely to minimize malil's
environmental impact. Across the organization, from supply management to facilities to
delivery, the Postal Service is integrating sound environmental business practices into day-
to-day operations. Leading by example, USPS is meeting the needs of the present without
compromising the future.

@ According to the LS. Environmental Protection Agency,
the nation’s environmental watchdog, advertising mail
represents less than 2.4 percent of the nearly 254
million tons of municipal sofid waste created annually,
More than 35 percent of this mail is recycled.

 The Postal Service is recognized as an environmental
innovator and leader, and has been honored with more
than 70 major environmental awards, including 39
White House Closing the Circle Awards for environmental
stewardship and 10 WasteWise Partner of the Year awards
for best government performance by the U.S. Environmental
Protection Agency.

s USPS is committed to helping consumers make
environmentally responsible decisions about their matl,
and craated a special “green” section on its website
with information on products and services, hundreds of
helpful facts and suggestions and programs 1o improve
environmental awareness. A key feature of usps.com/
green is a carbon footprint calculator that consumers
can use to see how much they can contribute to the
environment by “skipping the trip,” and conducting postal
business online.

%

In 2008, when the Office of Sustainability was
established to coordinate energy, fuel, recycling and
sustainability programs across 34,000 facilities and among
685,000 employees. Program goals include reducing
energy consumption by 30 percent by 2015 and creating
a culture of conservation in every internal business unit and
external business pariner.

% The Postal Service partnered with companies, agencies
and organizations in ongoing pilot programs to safely
recycle and properly dispose of e-waste, including small
electronics, compact flucrescent lamps and discarded or
expired pharmaceuticals. These Mail-Back programs
leverage USPS's national infrastructure, create customer
convenience, and find new, innovative uses for the mail.

s More than a half-billion packages and envelopss provided

to customers by the Postal Service annually are nearly
100 percent recyclable and created using environmentally
friendly materials. USPS s the only shipping or mailing
company to earn Cradie to Cradie Certification™
based on the quality of raw materials used to produce
Priority Mait and Express Mail packaging, cardboard
signs in Post Office lobbies and Ready Post® packaging
and shipping supplies — including tape and labels,

= More than 375 suppliers worked with the Postal
Service to set materials standards for sustainability.

= About 3,000 individual component materials were
scientifically evaluated against 39 human and
environmental criteria, including renewable energy,
water use and recyclability.

w Al firms providing USPS boxes, envelopes and
other certified materials must adhere to Cradle to
Cradie standards.

» “Read, Respond, Recycle” is the simple, effective

message behind Post Office Box Lobby mall recycling
programs at almost 4,000 postal faciiities across the
country. And USPS is adding an additional 4,000 locations
in 2009. By placing secure racycle bins in Post Office
lobbies, the Postal Service is making it even easier for
customers to make environmentally friendly choices.

¢ The Postal Service created and chairs the Greening the

Mail Task Force, a public/private partnership charged
with improving the environmental performance of mail,
Members include customers, industry groups, suppliers,
environmental organizations and the federal EPA. One
of the primary goals is to work with marketers 1o make
sure that mail is addressed and targeted correctly so
consumers raceive the mall they want.
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Throughout history, the U.S. Postal Service has championed every new mode of transportation
in its ongoing effort to provide prompt, reliable, universal mail delivery. From horse-drawn
wagons and stage coaches, to trains, automobiles, planes and alternative fuel vehicles, the
Postal Service has been at the cutting edge of transportation. With the largest civilian fleet in
the world — more than 220,000 vehicles traveling more than 1.2 billion miles a year - USPS
consistently looks for ways to reduce the environmental impact of its fleet.

@ The first electric vehicle joined the Postal Service fleet
in 1899, more than 100 years ago, after proving to be
more efficient than a horse and buggy. Today, 30 electric
vang are used 1o transport mail to processing facilities in
New York City.

# Maitis being delfivered on a trial basis by three-wheel
electric vehicles in Florida, Cafifornia, Arizona and
Washington, DC. The T3 has a range of 40 miles, a
maxirmum speed of 12 mph and a load capacity of 450
pounds, Powered by two rechargeable power modules,
the T3 has zero gas emissions and costs 4 cents a mile
to operate.

: The Postal Service has more than 43,000 alternative
fuel-capable vehicles. 36,000 are ethanol-capable, As
part-of its ongoing efforts to reduce the use of petroleum-
based fuel, USPS purchased more than 1 miflion gallons
of alternative fuel and increased E85 fuel consumption by
40 percent between 2006 and 2007.

Fugl-cell technalogy promises the benefits of zero
greenhouse gases, zero air polutants, more energy
efficiency and fess reflance on ofl. The Postal Service is
testing a fourth generation fuel-cell Chewrolet Equinox
in a partnarship with General Motors and funding from
the U.S. Department of Energy. A hydrogen fuel-cell
vehicle has been defivering mail in Irvine, CA, since
September 2006. A second fuel-cell vehicle is being
tested in Washington, DC,

Tests are underway on medium-duty hybrid electric
vans from Eaton Corporation and Azure Dynamics. They
join the 10 existing Hybrid-Electric Ford Escape vehicles
currently in the fleet.

The Postal Service reduces the risk associated with
testing any new technology by using a vehicle R&D
strategy that calls for testing fuels and technologies in
operational conditions to determine their overall viabiiity
and value to postal operations. The Vehicle Engineering
Department’s lab is in Marrifield, VA,

# Evaluation is continuing on a Telematics computer

system placed in 33 cargo vans that monitors vehicle
performance and identifies opportunities to save

fuel and reduce emissions. Telematics monitors
acceleration, starting, stopping and idiing and can e-mail
fleet managers about potential vehicle failures or the need
o change oil.

= Mail also is delivered the most energy efficient way

possible: it's walked. This “fleet of feet” delivers mall
doot-to~-door and neighbor-to-neighbor by walking
aimost 10,000 mall delivery routes every day.

About 35 delivery vehicles have been converted to run on
propane and heavy-duty vehicles run on biodiesel fus!
in two sites.
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The U.S. Postal Service is committed to making a positive impact on the environment,
taking proactive measures wherever possible to create sustainable spaces and making
environmentally responsible decisions for our employees and customers working in
and conducting business at our 34,000 Post Offices across the country. The Postal
Service also continues to develop design standards and processes 1o buiid the most
sustainable and efficient buildings that are life-cycle cost effective.

Postal bulldings are going green. New postal facilities

are being built with the environment in mind. They have
energy-efficient fighting and HVAC, low-water use fixtures
and low VOC materials.

# The Denver Post Office has been honored with LEED

certification by the U.S. Green Building Council,
Leadership in Energy and Environmental Design
certification is a nationally accepted rating system that
measures the environmental attributes and sustainable
features of bulldings.

The Postal Service is corverting the roof of the Morgan
Processing and Distribution Center, in downtown
Manhattan, into a green, vegetative roof. Equivalent to 2.5
acres, the roof will become an environmental oasis designed
1o reduce energy use and provide a safe, sustainable
outdoor environment for employees. When completed, it wi
be the first Green Roof developed by a federal agency and
the fargest Green Roof in New York Cty.

% Post Office lobby design standards have been updated

to incorporate environmentally conscious building
components, including tinoleurn or bio-based floor tiles,
fow volatite organic compounds, counters and cabinetry
using environmentally sensitive, renewable materials and
veneers stch as bamboo, and more efficient lighting
technologies.

s All new postal facilities under construction must improve
upon ASHRAE 90.1-2004 by 30 percent or the largest
amount that is fife cycle cost effective.

Avariety of sustainable building design concepts have
been integrated within the Postal Service's national
standard design criteria. These criteria are used for

alt new construction as well as repair and alteration
projects. The resuit is facilities that use less energy and
have less impact on the environment. Some examples
of sustainable building concepts include use of high-
efficiency lighting and HVAG, low volatile organic
compound paints, recycled-content materials and fow
water use fixtures.

% The EPA has honored the Postal Service with its
Environmental Achievement Award for use of “green
solutions” in the Pacific Area, including solar photovoltaic
systems, fuel cells, and combined heat and power
gensration.

s Native plant species are used in landscaping at postal
facilities around the country to minimize the use of
resources.

# The Southampton Post Office on Long lsland in New
York City wilt be the first Postal Service-owned LEED
certified facility. Construction on the facifity is scheduled
1o conclude at the end of April 2009 and open later that
summer.



224

EDOLPHUS TOWNS, NEW YORK DARRELL E. ISSA, CALIFORNIA
CHAIRMAN RANKING MINORITY MEMBER

ONE HUNDRED ELEVENTH CONGRESS

Congregs of the United States

House of Repregentatives

COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
2157 Ravaunn House Orrice Bunoing
Wasrington, DC 20515-6143

Majority {202} 225-5051
Minosity {202} 225-5074

April 10, 2009

The Honorable John E. Potter
Postmaster General and CEO
United States Postal Service
475 L’Enfant Plaza, SW
Washington, DC 20260

Dear Mr. Potter:

As a follow up to your recent testimony before the House Subcommittee on Federal Workforce, Postal
Service, and the District of Columbia, 1 am providing you and the leadership team of the Postal Service with
the following additional questions for the record from the March 25, 2009 House Subcommittee on Federal
Workforce, the Postal Service, and the District of Columbia oversight hearing on the financial stability of the
Postal Service:

1. What are your current thoughts on the prospect of five-day mail? Have you conducted any research
into the consumer impact that would be generated by the move? Potentially, how much money could
this move save and do you know what day would likely to be cut?

2. Has there been any move toward consolidation of postal offices? Today, it seems there is an
overabundance of post offices in some areas (particularly urban areas) with the potential for savings
with little impact on sales.

3. What activities, if any, are you engaging in to develop new revenue streams for the USPS?
Specifically, is anyone at the USPS looking to start new revenue streams from areas that are outside
traditional USPS business areas?

4. With an increase in the cost of a stamp coming in the next few weeks, can you tell us about some of
the elasticity assumptions you use in developing mail flow projections and at what point would we
reach the point of diminishing returns on further increases?

5. Where do you see the Post Office in five and ten years? How long do you think it will take to have the
USPS on a solid long-term foundation, where the deep cuts we are seeing now are no longer needed?

6. With approximately 300,000 Postal employees, about half of the total USPS career workforce, eligible
for early or regular retirement, how many do you expect to take that retirement in the coming months
and are there any incentives to retire?

7. What do you see as the Post Office’s ideal workforee size once the economy rebounds?

8. Do you have any initiatives in place to encourage local innovation on the part of Postmasters to
increase efficiency or find new roles for the USPS?
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We have heard about the revival of a Memorandum of Understanding "to verify whether the U.S. mail
is a pathway for regulated agricultural materials” that may harbor harmful pests to agriculture and the
environment. Specifically, we have heard that the California Agricultural Commissioners and Sealers
are interested in reviving a Memorandum of Understanding that was entered into 1998-2003, by the
California Department of Food and Agriculture, USDA's Animal Plant Health Inspection Service and
the US Postal Service. The MOU allowed for a pilot interdiction program "to verify whether the U.S.
mail is a pathway for regulated agricultural materials." Can you shed any light on this issue and where
the USPS stands on this?

. In your testimony, there was a general indication that there was no intent for the USPS to subcontract

out work. However, | have heard reports that some of the facility management personnel at one of 9
locations around the nation have been notified that their positions are being eliminated and their work
subcontracted by one or more firms including a foreign owned “Bureau Veritas” and these workers are
suspicious as to whether there is actual cost savings in this switch. Is this situation true? If this is true,
can you provide an outline of the reasoning behind the decision and the projected cost savings? If not
true, can you provide details of what is actually happening in this case?

. When the Postal Service announced it would be closing six of its 80 district offices, including one in

Lake Mary, FL, the Central Florida District Office. The USPS owns the Central Florida District Office
building. Why would Central Florida merge into “Sun Coast” {Tampa) when you rent that office space
for over 500,000 a year?

. How will the recent consolidations in the domestic private shipping market, resulting from the

withdrawal of DHL, affect USPS costs?

. It is our understanding that USPS contracts with Federal Express for a large portion of its shipping.

How will the consolidations in the market impact USPS’s contract with Federal Express?

. In the initial contract with FedEx, it is my understanding the Postal Service was limited in how much

cargo could be placed on FedEx planes every night. Is there still a limitation, and if so, could that limit
your ability to expand Express Mail and Priority Mail service for consumers?

. Please provide a detailed explanation of the process that resulted in a renewed 2006 contract with

FedEx for transporting postal express products, Please include and explanation of whether or not it was
competitively bid.

. Could you please provide any and ali relevant documents related to the 2006 renewed contract between

the USPS and FedEx, including, but not limited to any RFP’s and RFQ’s.

Thank you for your attention to these matters, If you have any questions, please contact Margaret

McDavid at (202) 226-5126 or margaret.medavidiimail.house.gov.

Sincerely,

tephefl F. Lynchyy "

Chairman
Subcommittee on Federal Workforce, Postal Service,
and the District of Columbia
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HOUSE SUBCOMMITTEE ON
FEDERAL WORKFORCE,
POSTAL SERVICE AND THE DISTRICT OF COLUMBIA

QUESTIONS FOR THE RECORD FOLLOWING MARCH 25, 2009 HEARING

Please note: These questions were submitted as “Additional Questions for
the Record for the Postmaster General”

Questions for the Postmaster General

1. a) What are your current thoughts on the prospect of five-day mail?
b) Have you conducted any research into the consumer impact that would
be generated by the move? c¢) Potentially, how much money could this
move save and d) do you know what day would likely to be cut?

a) We are currently developing a potential implementation plan to
examine operational issues associated with five-day delivery should
Congress allow us to pursue this delivery model.

b) Consumer research has been done and we will continue to do so
as appropriate as part of our implementation plan.

c) Because this is a complex issue with many variables, it’s too early
yet to be able to put a dollar amount on potential savings, but we
expect them to be substantial. However, some early preliminary
projections of the USPS are that we could realize savings of up to
$3.5 billion annually.

d) We are exploring the option of eliminating home delivery on
Saturdays, since it appears it would have the least effect on our
business customers and the public, but would likely keep postal
retail offices and Post Office Box operations open for customers.

2. Has there been any move toward consolidation of postal offices? Today,
it seems there is an overabundance of post offices in some areas
(particularly urban areas) with the potential for savings with little impact on
sales.

There are locations around the country where offices are within a few
miles of each other but the reverse is also true. Where there are
opportunities, options are reviewed to either close or consolidate
post offices. In all instances, we follow the procedures for closing
post offices as outlined in Title 39, US Code and Handbook PO 101,
Post Office Discontinuance Guide.
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3. What activities, if any, are you engaging in to develop new revenue
streams for the USPS? Specifically, is anyone at the USPS looking to
start new revenue streams from areas that are outside traditional USPS
business areas?

The Postal Service is following a strategy of "fewer, bigger, better”
and focusing its efforts on a few initiatives that offer the greatest
chance to expand our existing revenue streams. In some cases,
these initiatives are different from the Postal Service’s traditional
tactics. For example, we are seeking to make consumers and
businesses more aware of the convenience of shipping using
Priority Mail® by launching a new advertising campaign in May 2009.
The new campaign features an integrated marketing and advertising
campaign that invests in the future growth of Priority Mail.

We also are taking advantage of the pricing flexibility that we were
granted under the Postal Accountability and Enhancement Act of
2006 by for the first time introducing price discounts for incremental
saturation mail volume, and proposing a Summer Sale that will do
the same for other types of Standard Mail®. Additionally, we are
looking at the possibility of developing revenue streams from new
inter-agency agreements outside traditional USPS business areas.

4. With an increase in the cost of a stamp coming in the next few weeks, can
you tell us about some of the elasticity assumptions you use in developing
mail flow projections and at what point would we reach the point of
diminishing returns on further increases?

The elasticity for single-piece First-Class Mail is about -0.2. The
elasticity would have to be much higher in order for a 2-cent increase
to result in negative net financial consequences to the Postal
Service. Nevertheless, we understand that there are many factors
that influence our customers' use of the mail, and we are using the
processes enabled by the Postal Accountability Enhancement Actto
judiciously improve the financial well-being of the postal system.

5. Where do you see the Post Office in five and ten years? How long do you
think it will take to have the USPS on a solid long-term foundation, where
the deep cuts we are seeing now are no longer needed?

In five to ten years the Postal Service will still provide hardcopy mail
and related services in fulfilling its mission to provide trusted,
affordable universal service. As the country’s needs, conditions,
and technology change, so too will the Postal Service. Returning to
financial stability will require a dual approach: first, through
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aggressive cost reductions and initiatives to retain and create
revenue; and second, through changes to current legal requirements
to allow increased flexibility for the Postal Service to meet the
country’'s changing needs. First and foremost, flexibility is needed in
the payment schedule for retiree health benefits.

As our country’s needs change, so do the economics of providing
postal services. The average number of mail pieces per delivery has
declined from 5.9 pieces in 2000 to 4.7 pieces in 2009. Meanwhile,
the fixed costs of a growing delivery network have risen significantly
as 1.5 million new delivery points are added each year. Our cost
structure needs to change accordingly.

Regardiess of the mail volumes looking forward, the Postal Service
will continue to improve service and efficiency. Automation will
provide further benefits primarily with deployment of the Flats
Sequencing System, thereby reducing the numbers of vehicles on
the street and the number of facilities required. Reducing expenses
will target both the high level of network fixed costs, such as carriers
having to go to a delivery point whether there are 1 or 8 pieces of
mail, as well as targeting the costs that vary with volume.
Technology and standardization will provide more efficient
processes and expense reductions ranging from reducing labor
costs (that represent almost 80% of postal costs) to non-personnel
expenses such as travel, training, and supplies. The dialogue with all
of the various postal stakeholders will continue to highlight areas of
opportunity, one being the need to potentially change delivery
frequency from six days a week.

Improving the cost structure will better position the Postal Service to
pursue some very real growth opportunities. The Postal Service is
growing its market share in advertising and packages, as affordable
prices attract customers and as awareness of customer needs
grows. To meet the evolving needs of customers, the Postal Service
will continue to create new and improved products and services.
Vote-by-Mail, used by an increasing number of states and localities,
is one example of meeting the country’s changing needs. Intelligent
Mail, a tracking technology that utilizes information-rich barcodes,
will be fully implemented and will serve as a platform for future
innovation. And customers will find even greater and more
convenient access to postal products and services. We will have
fully upgraded our website, call centers, and retail service.

Our public service will remain strong. We may have fewer
employees in the future, while we will still provide employment for a
significant number of citizens, including veterans. We will remain an
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environmental leader and help eliminate the need for multiple
deliveries to residences and businesses, thereby preventing
unnecessary carbon emissions. Our sustainability practices will
continue to be world-class among our facilities and vehicle fleet as
the country commits to a new era of cleaner energy and more
efficient energy usage.

While the Postal Service may be leaner, its impact on the economy
and the country will still be significant. With leading economists still
uncertain as to when the economy will recover and financial
challenges abate, it is difficult to predict when the Postal Service will
be on a solid long-term foundation, even after deep cuts of $4 to $6
billion per year. In the past, it has taken two years after a recession
for mail volume to recover. It is possible that after this current
recession, mail volumes will only partially recover due to factors
such as electronic diversion. Ultimately, the length of time needed to
achieve a solid long-term foundation depends on the economy and
how much flexibility is provided by Congress to manage the best
postal service in the world.

. With approximately 300,000 Postal employees, about half of the total
USPS career workforce, eligible for early or regular retirement, how many
do you expect to take that retirement in the coming months and are there
any incentives to retire?

SPLY FY 09

# Optional # Optional +/-
Retirements Retirements to SPLY
Qtr 1/2 11,661 15,733 actual +34.9%
Qir 3/4 8,116 10,875
projected

As the chart above indicates, 15,733 postal employees chose regular
or optional retirement for postal quarters one and two of FY 2009. We
project that another 10,875 postal employees will chose to retire this
fiscal year. This assumption is based upon the current economic
conditions of today and that the economy does not worsen.
Regarding employees who may chose to take the VERA, or voluntary
early retirement, will project that for quarter four, about 2,966
employees or 2% of the eligible VERA employee group, 148,327, will
take advantage of this offer. The Postal Service, at this time, does
not plan on offering employees financial incentives to retire.
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7. What do you see as the Post Office’s ideal workforce size once the
economy rebounds?

The Postal Service continually adjusts its workhours to workload
requirements to be as efficient as possible. Achieving an optimal
staffing mix of career and non-career employees is essential to the
Postal Service meeting its goals of service reliability and financial
stability. Changes in mail volume, mail mix, technology and mailer
behavior require optimal use of the flexible, non-career workforce,
and may also require reassignment of career employees. While there
isn’t a specific number that we can share for the future, we can say
that due to factors noted above that Postal Service employee
complement decreased by 20,841 employees in 2008. Today, our
career workforce is approximately 640,000, and we will continue to
have as an efficient a workforce as possible.

8. Do you have any initiatives in place to encourage local innovation on
the part of Postmasters to increase efficiency or find new roles for the
UsPs?

There are a number of avenues available for Postmasters to
participate in revenue generation and productivity improvements,
such as:

¢ eldeas - web based program that allows all employees to
submit improvement ideas;

e Business Connect - web based opportunities for Postmasters
to identify customers with revenue opportunities;

e Submit-A-Lead program - web based program for submitting
sales leads.

There are many web sites in various functional areas as well as tools
in the web have links to submit ideas.

9. We have heard about the revival of a Memorandum of Understanding "to
verify whether the U.S. mail is a pathway for regulated agricultural
materials” that may harbor harmful pests to agriculture and the
environment. Specifically, we have heard that the California Agricultural
Commissioners and Sealers are interested in reviving a Memorandum of
Understanding that was entered into 1998-2003, by the California
Department of Food and Agriculture, USDA's Animal Plant Health
Inspection Service and the US Postal Service. The MOU allowed for a
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pilot interdiction program "to verify whether the U.S. mail is a pathway for
regulated agricultural materials." Can you shed any light on this issue and
where the USPS stands on this?

The California Department of Food and Agriculture has approached
the U.S. Department of Agriculture to initiate contact with USPS to
discuss the implementation of an MOU with USPS to use dog teams
to identify parcels containing prohibited plant materials sent through
the USPS system. This successful program was used from 1998-
2003 to interdict invasive species. The CDFA and USDA have begun
the process by reviewing the past MOU, prior to initiating formal
contact with USPS.

10.In your testimony, there was a general indication that there was no intent
for the USPS to subcontract out work. However, | have heard reporis that
some of the facility management personnel at one of 9 locations around
the nation have been notified that their positions are being eliminated and
their work subcontracted by one or more firms including a foreign owned
“Bureau Veritas” and these workers are suspicious as to whether there is
actual cost savings in this switch. Is this situation true? If this is true, can
you provide an outline of the reasoning behind the decision and the
projected cost savings? If not true, can you provide details of what is
actually happening in this case?

In our continuing effort to improve efficiencies and reduce cost, the
USPS awarded two contracts early in 2009. The contract for
boiler/UPV inspections was awarded to OneCIS$ Insurance Co., and
the elevator inspection services contract was awarded to National
Elevator Inspection Services, Inc. (NEIS). Both of these companies
are subsidiaries of Bureau Veritas, a world-wide leader in delivering
technical services and solutions in the fields of inspections, audits,
certification, testing, training and consulting via a comprehensive
network that covers 140 countries and nearly 700 offices and
laboratories.

Based upon the contract unit pricing and the quantity of assets
requiring inspection, the Postal Service will save over $1.5 million
annually by using these companies. This savings estimate is based
upon a comparison of in-house resource costs in fiscal year 2008,
which includes salaries and benefits, travel, vehicles, required
training/certification and code books, to the annual costs of the
contracts including travel/per diem. In light of the significant
financial challenges facing the USPS, the responsible management
decision was to solicit and award these contracts
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11.When the Postal Service announced it would be closing six of its 80
district offices, including one in Lake Mary, FL, the Central Florida District
Office. The USPS owns the Central Florida District Office building. Why
would Central Florida merge into “Sun Coast” (Tampa) when you rent
that office space for over 500,000 a year?

We examined a myriad of factors prior to the decision to close the
Central Florida District and merge its operations into the Suncoast
and South Florida Districts. We considered central geographical
locations for the new and former territory for the gaining districts in
terms of travel time, distance, response time and travel costs. No
one element was the deciding factor, rather a combination of them.

it should also be noted that the Central Florida District staff currently
occupies 25,000 sq. ft. of space in the Mid-Florida plant. The
Suncoast District, along with 20 Headquarters and seven Office of
the Inspector General (0.1.G.) domiciled employees, occupy 105,000
sq. ft in the current district office facility. The limited expansion
room due to operational requirements at the Mid-Florida plant to
absorb additional staffing would not have been sufficient and couid
have required costs for additional office space.

After careful analysis of costs, savings, customer service and district
territories, we determined that the best business decision for the
Postal Service and our customers was to merge the smaller Central
Fiorida District into the farger South Florida and Suncoast Districts.

12. How will the recent consoclidations in the domestic private shipping market,
resulting from the withdrawal of DHL, affect USPS costs?

Based on a recent analysis by The Colography Group Inc., the USPS
Priority Mail product increased its market share in Q4 CY2008 by
1.1% over the same period of the previous year. However, the overall
decline in the shipping market has offset any volume gains. Due to
this offset, we have not experienced any significant impact to our
costs.

13. 1t is our understanding that USPS contracts with Federal Express for a
large portion of its shipping. How will the consolidations in the market
impact USPS's contract with Federal Express?

As stated in the previous response, shipping volumes have steadily
decreased across the industry. The new volumes the Postal Service
has gained as a result of the consolidations have been offset by the
overall market decline in shipping volume. These gains have only
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served to replace the vacated space caused by the overall volume
decline, and have not resulted in impact to the contract.

14.1In the initial contract with FedEx, it is my understanding the Postal Service
was limited in how much cargo could be placed on FedEx planes every
night. Is there still a fimitation, and if so, could that limit your ability to
expand Express Mail and Priority Mail service for consumers?

Under our agreement with FedEx, we negotiate the amount of space
needed to transport our products based on internal forecasting. We
also periodically review and modify the space required as mail
volumes change. Based on current market projections, we do not
foresee any limitations on their ability to handle new Priority Mail and
Express Mail volumes.

15. Please provide a detailed explanation of the process that resulted in a
renewed 2006 contract with FedEx for transporting postal express
products. Please include and explanation of whether or not it was
competitively bid.

The original contract was awarded in 2001. By 2004, six addendums
had been added to the contract to adjust its terms and conditions. In
2004, the USPS began a comprehensive review of the contract's
terms and conditions in light of current market conditions to
determine if changes were warranted to the existing shared network
structure.

After an exhaustive market analysis involving both internal USPS
personnel as well as industry and academic experts, the USPS
determined that given the security restrictions enacted after 9-11, the
scale of the USPS network, and operational capability needed by the
USPS, only FedEx was fully capable of meeting the requirements.

Subsequently, FedEx approached the USPS about the possibility of
extending the term of the 2001 contract while the USPS was
interested in reducing the minimum volume requirements flown on
FedEx. The two parties reached a mutual agreement and established
a new contract in 2006 that operates until 2013 and reduces the
minimum guaranteed volumes.

The contract was not competitively bid
16. Could you please provide any and all relevant documents related to

the 2006 renewed contract between the USPS and FedEx, including, but
not limited to any RFP’s and RFQ’s.
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As stated in response to question 15 the contract was awarded non-
competitively and therefore there is no RFP or RFQ to be provided.
However, we would be happy to provide a copy of the redacted
contract for your review.

Additional QFR:
In response to Ranking Member Chaffetz’ request for information on
bonuses paid by the Postal Service, the total incentive pay for 47

postal officers for the fiscal year 2008 Pay-for-Performance period
was $968,100.
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Ms. Carolyn Gallagher

Chairman, Board of Governors
United States Postal Service

475 L'Enfant Plaza, SW Room 10300
Washington DC 20260-1000

Dear Ms. Gallagher:

As a follow up to your recent testimony before the House Subcommiittee on Federal
Workforce, Postal Service, and the District of Columbia, T am providing you and the
leadership team of the Postal Service with the following questions or requests for
information posed by Members of the Subcommittee during the March 25, 2009
oversight hearing. In responding to the following questions for record, [ ask that you
provide responses to the Subcommittee within 30 days.

The reporting items and outstanding questions posed by Chairman Lynch to the Postal
Service Board of Governors are as follows:

1. GAO estimates that the current proposal of H.R. 22 would reduce the Retiree Health
Benefits Fund balance by an estimated $32 billion (including interest charges) by
2016, so that in 2017, the remaining current unfunded obligation would be an
estimated $75 billion (rather than $43 biflion) to be amortized for future payments.
You testitied that you do not believe there will be $75 billion in unfunded liabilities
in 2017. Please fully explain and provide your estimates of the Postal Service’s 2017
balance of the Retiree Health Benefits Fund,, if H.R. 22 is enacted.

2. Please provide a house-by-house breakdown of the houses purchased under the Postal
Service’s relocation program. Include location and purchase prices and net loss for
each house. Include information for any houses not resold.

The reporting items and outstanding questions posed by Ranking Member Chaffetz to the
Postal Service Board of Governors are as follows:

PRy
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I. Please submit for the record the Postal Service’s total costs to operate its housing
relocation program. Please describe the Board’s role in reviewing/approving the
existing policy.

2. What is the status of the Board’s review and approval of the revised relocation
policy? When will it be finalized? Please describe the Board’s role in the process,
including what Board committee is responsible for review or approval of the policy.

The repotting items and outstanding questions entered into the record by Rep. Serrano to
the Postal Service are as follows:

1. In order to help move this country toward oil independence and help the Postal
Service develop new cost savings and profit centers, and assuming that the Postal
Service receives adequate funding, is the Board of Governors willing to have the
Postal Service conduct pilot tests for substantial numbers of electric vehicles around
the country?

2. If these tests prove successful, will you be prepared to approve the conversion of the
Postal Service fleet to Long Life Vehicles?

3. Ifyoureceived funding from Department of Energy or Congress, would you be

willing to begin the process of replacing your delivery fleet with electric vehicles?

If you have any questions, please contact Margaret McDavid at (202) 226-5126 or
margaret. medavidi@mail.house.gov.

Subcommittee on Federal Workforee, Postal
Service, and the District of Columbia



237

Questions for the Record for
Board of Governors Chairman Gallagher

Following

March 25, 2009

Congressional hearing

Submitted to the Committee May 12, 2009

The Postal Service has received the following Questions for the Record from Chairman
Lynch, Subcommittee on Federal Workforce, Postal Service and the District of

Columbia.

Q1. GAOQ estimates that the current proposal of H.R. 22 would reduce the Retiree
Health Benefits Fund balance by an estimated $32 billion (including interest charges) by
20186, so that in 2017, the remaining current unfunded obligation would be an estimated
$75 billion (rather than $43 billion) to be amortized for future payments. You testified
that you do not believe there will be $75 bilfion in unfunded liabilities in 2017. Please
fully explain and provide your estimates of the Postal Service's 2017 balance of the
Retiree Health Benefits Fund., if H.R. 22 is enacted.

Estimated Total
Fiscal Year Retiree Health Benefit Trust Re‘:irr‘g;nlg:glth RSisrtei:‘:?;th
(as of year-end) Fund Balance Benefit Benefit
Obligation Obligation
2006 G $74.815 bilion | $74.815 billion
2007 $25.745 billion | $55.041 biliion | $80.786 billion
008 $32610 bilion | $53.472 billion | $86.082 billion
i?ﬁé‘"gzh) enactment $71.470 bilion |  $74.940 biliion | $146.410 billion
2016 (no enactment of $103.509 billion | $42.811 billion | $146.410 billion

H.R. 22)

The projections at the beginning of 2017 are based on the health care inflation rate
and the discount rate assumptions used by the Office of Personnel Management
{OPM) in their most recent valuation of the Postal Service Retiree Health Benefits
Fund (PSRHBF). The projections assume an ultimate heaith benefit premium
trend of 7.0 percent per year, and a discount rate of 6.25 percent per year. When
developing the projections, it was also assumed that career employment will
decline by an average of 9,870 positions each year, with a reduction of 18
thousand positions in 2009, and 13.5 thousand positions in 2010.

The above projections are overly conservative. First, the projections do not fully
reflect the very aggressive cost reduction efforts recently undertaken by the
Postal Service in response to unprecedented mail volume declines. The
combined cost reduction efforts for 2009 and 2010 will reduce Full Time
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Equivalent (FTE) positions by approximately 100,000 by the end of 2010. These
efforts are expected to continue, at more moderate rates, through 2016.
Consequently, there will be substantially fewer active employees accruing retiree
health benefits than had been estimated previously, and, therefore, the annual
normal cost, the total Fund obligation, and the unfunded obligation will be less
than currently estimated.

Second, the annual retiree premium escalation is assumed to be 7 percent,
consistent with the OPM valuation assumption. This level of inflation would result
in a 60 percent compounded increase in 2009 premium costs by the end of 2016.

The Postal Service Office of the Inspector General is currently performing an
independent review of the funding status and the valuation of the Postal Service
retiree health benefit obligations. Part of this review involves benchmarking
retiree health care cost escalation assumptions used by private entities as well as
state and local governments. 47 of the 61 Fortune 100 companies that fund retiree
health benefits use an ultimate healthcare trend rate of 5 percent. Additionally, 34
of §2 governmental organizations reporting under Government Accounting
Standards Board (GASB) Statement 45 use an ultimate health care cost trend rate
of 5 percent. Also based on Global Insight’s recent projection of ECl-health
benefits, long-term health care cost escalation is projected to be in the 5 percent
to 5.5 percent range. This level of inflation would reduce the projected Fund
obligations substantially.

The assumed long term investment earnings assumption {discount rate) also
plays a key role in the development of the unfunded liability projections. Recently
the Federal Accounting Standards Advisory Board issued Statement of Federal
Financial Accounting Standards No. 33 (SFFAS 33). This standard addresses the
determination of discount rates used for actuarial valuations. While OPM
currently uses a discount rate assumption of 6.25 percent, under SFFAS 33, our
actuaries believe a more reasonable discount rate is 5.0 percent. The lower
discount rate will have the effect of lowering earnings and increasing the
unfunded liability.

The combination of the above two assumption changes is expected to
substantially lower the projection of the unfunded liability. To determine the
amount of the change to the projections, the Postal Service has asked our
actuaries to develop an independent projection of the retiree health benefits
obligations and funding status based on both the knowledge gained from their
recent review and the calculation processes required under SFFAS 33, We expect
this analysis to be completed by May 15, and we will forward their report to
Congress when received.

Q2. Please provide a house-by-house breakdown of the houses purchased under the
Postal Service’s relocation program. Include location and purchase prices and net loss
for each house. Include information for any houses not resold.

The information is attached.
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Questions from Congressman Chaffetz to the Postal Service Board of Governors are as
follows:

1. Please submit for the record the Postal Service’s total costs to operate its housing
relocation program. Please describe the Board's role in reviewing/approving the existing
policy.

The home sale portion of the relocation program cost the USPS $37 million in
2008 and $33.7 million in 2007. The Board approves all pay and benefit policies
for Officer level employees, including relocation benefits. Management is
responsible for setting pay and benefit policies for all other levels of employee.
Officer compensation policies are reviewed by the Compensation and
Management Resources Committee prior to any change in policy. Once the
Committee supports a proposal, management presents the policy to the full Board
for approval.

Q2. What is the status of the Board's review and approval of the revised relocation
policy? When will it be finalized? Please describe the Board's role in the process,
including what Board committee is responsible for review or approval of the policy.

Management is currently preparing a proposal for the Board to review, and has
provided periodic briefings on the status of the proposal. Under title 39,
management is required to consult with the management associations with
respect to policy changes affecting nonbargaining employees. The consultative
process lasts 60 days, and if all time is used, a finalized revised policy proposal
from management is expected in late June. Although setting these policies for
non-Officer level employees is within the authority of management, due to
concerns over the current policy, the Board will review the proposal prior to
authorizing management to implement it. The Officer relocation policy will be
updated to reflect the changes in the overall policy, which is scheduled to be
presented to the Compensation and Management Resources Committee for
review and the full Board for approval during the June meetings.

Questions from Congressman Serrano:

Q1. In order to help move this country toward oil independence and help the Postal
Service develop new cost savings and profit centers, and assuming that the Postal
Service receives adequate funding, is the Board of Governors willing to have the
Postal Service conduct pilot tests for substantial numbers of electric vehicles around
the country?

I've had the opportunity to review the Postmaster General's reply to the same
question and | agree with his assessment. Based on the best available
information, data, and our knowledge and experience, the Postal Service believes
battery electric vehicles will offer the best near-term technology solution for the
postal fleet. Our typical delivery operations are the model definition of what an
electric vehicle is made for. The majority of our routes are short, about 17 miles a
day. The route length is expected to grow over the next several years, but is still
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expected to average less than 20 miles daily. Postal delivery vehicles return to
their originating point each afternoon, and can be recharged in the evening,
during off peak hours.

Q2. If these tests prove successful, will you be prepared to approve the conversion of
the Postal Service fleet to Long Life Vehicles?

Upon a successful pilot demonstration, it will still be incumbent upon

postal management to establish and present a business case that would support
the acquisition of electric delivery vehicles. A project of this type, scope, and
magnitude must be able to withstand the closest scrutiny and be approved on its
own merits. | do believe the Board wouild look favorably upon such a project that
meets all of the fiscal and technical requirements.

Q3. If you received funding from Department of Energy or Congress, would you be
willing to begin the process of replacing your delivery fleet with electric vehicles?

Yes. This is a matter the Board and postal management are very interested in
pursuing. In this scenario, | think it would stilf be a prudent measure to follow the
same steps | discussed in response to question # 2,
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Draft USPS EAS Employee Relocation
May 11, 2009

Lump Sum Allowance

Advance round trip thome
finding)

Dependents on advance round
trip

Child care $ for dependent (s}
remaining home during advance
round {rip

Temporary quarters allowance
(TQ)

Return trip to former residence

1 trip 8 days " Changed to mirror FTR 1 trip up to 10 calendar days
(included in lump sum)
1 dependent No change 1 dependent

$50/day per child — children
under 17/Maximum $150/day
(included in tump sum)

- Will be eliminated to mirror FTR

Na allowance for dependents.

80 days homeowner
30 days non-homeowner

Wil be changed 16 mirror FTR

30 days X .75 of lodging and per
diem rate listed for new duty
station; 30 days X .25 for each
dependent moving with you

1 trip - transporiation only

Will be eliminated

Ne

Limitations on lump sum
allowance

None

Lump Sum Allowance fimited if
transferce owns @ residence at
new-duty station-

No

i1 Use of Relocation
- Management Firm {(RMF) for:

Home Purchase Program'

EAS 19 and above
No cap on homes eligible

EAS 23 and above
$800,000 cap on homes eligible

No mandatory capped value

after accepting guaranteed
buyout offer

Yes No change Age‘héy discretion
home finding assistance

home marketing assistance Yes No change Agency discretion

movement/storage of hOUSQe;;'I‘; Mandatory use of RMF No change. Up fo 18,000 Ibs.
Up to 18,000 ibs
- iReguirements for Home
i Purchase Program
Distance requirement for home 70 miles 50 miles further than old More than 50 miles
purchase residerice to old duty station
Home marketing is required Yes No change No
Mandatery listing price No Mandatory listing price within No
110% of Broker's Market
Analysis after 30 days
Home sale incentive Up to $5,000 Up to 3% of sales price of the Up to 5% of sales price of the
. home home

Time period to vacate home 60 days 45 days Agency discretion

! Minimum grade for Inspection Service personnel (law enforcement only) is 17 and then, only when promoted.

BOG QFR Draft EAS Relo Policy.doc
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Draft USPS EAS Employee Relocation
May 11, 2009

Maximum value for eligibility in

$800,000-maximum value of

No mandatory capped value

fimit / 50-mile rule

home purchase program home

New Home closing costs Yes No change Yes
{capped at 5% of purchase

price}

Old Home closing costs {capped Yes No change Yes

at 10% of sale price}

Residence Transaction time 2 years / 50 miles No change 2 years / 50 miles

State income tax

Miscellaeous
Loss on sale of previous Yes New computation formula* No
residence
En Route travel fo new location Yes Use of POV required if less than Yes

00 miles
Relocation leave - § days Yes Wil be eliminiated to miror FTR No
Miscellaneous expense $2,500 No change $500 or 1 week's pay/single
aliowance $1,000 or 2 week's pay/family
Tax assistance — Federal and Yes Ne change Relocation Income Tax

Allowance

Qualification requirements for
benefits

Must remain in new duty
station for one year

Must remain.with the USPS, in
new duty station for minimum 2
o years

Must sign employment
agreement at least 12 months

Lateral fransfers and Management discretion Benefits are not-authorized Not addressed
downgrades {except RiF-impatted
employees)
En Route Travel to new duty Yes, transportation, lodging Changed to mitfor FTR Per diem for meals, lodging and
station and per diem incidentals, Must drive at ieast
300 miles per day
En Route Travel for family Yes, transportation only Transportation and per diem % of

Changed to mircor FTR

employee’s rate,

Miscellaneous Expense Yes Will be eliminated Not authorized for new

Allowance appointees

Movement and storage of Yes, up to 18,000 fbs. No Change Up to 18,000 lbs w/storage up to

household goods 60 days

Residence Transactions Yes Changed to-mirror FTR Notauthorized for new
appointees

Lump Sum Allowance

Yes, if over 100 miles

Changséd to mirror FTR

Not authorized for new
appointees

2 Your new permanent duty station must be at least 50 miles further than your former residence was from your former

permanent duty station.

BOG QFR Draft EAS Relo Policy.doc
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Draft USPS EAS Employee Relocation

* New formuta for loss on salefequity loss:

$1 - $20,000 100%
$20,001 - $40,000 75%
$40,001 - $60,000 50%
$60,001 - $75,000 25%
$75,001 - $100,000 10%
Greater than $100,000 0%

Reimbursement at
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May 11, 2009

BOG QFR Draft EAS Relo Policy.doc
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1:Grealey, CC

120508

175,000.00

158,000.00 Fles Closed But Not Biled At The End Of The Period

385,000 00 Files Closad But Not Biled A The End Of The Period®

$
2 Adington, WA i Tk N R I
SReyoidsourg, O ioie08 S 13750000 022008 S 125,500.08 Files Clased Bl Not Biled At The End Of The Period”
4 Biuffion, SC_ w1308 S 34300000 0228009 § 265,000.00 Fies Closed But Not Biled At The End Of The Period
"5 Sioux Falls, 80 10408 S 27700000 021309 § 238,500.00Files Closad But Not Billed At The End Of The Period
§ Sweet Home, OR 7 ouests S 2376700 030209 S 210.500.00 Fies Closed But Not Biled Al The End Of The Period
T yNewRiohmond Wi 0 oi2609 S 16400008 03ATAS S es Closed But Not Bifed At Tha End Of The Period™
§ Chadion, NE THOS0E § 1S3B0000° 0WBR§154.000.80 Fies Closed But Not Biled Al The End Of The Period
TgiPustlo, 0 20065 14918700 G208 S 140.900.00 Fies Closed But Not Biled Al The End OF The Period®
" 16 Comanche, TX Bass § 11283360 GAON0G S 70,0060 Fles Cosed But Not Bifed Al The Eng OF The Period®
11 Marion, AR 02108 'S 188.50000 020009 § 167,500.00 Fies Closed But Not Billed At The End Of The Period®
12 De Leon, TX ogioe 3 TH00000 01208 'S 4250000 Files Clossd But Not Biled At The End Of The Period”
3T X Ogis 5 77Ss0000 GNIN0E § 17900000 Fles Closed But NotBiled Al The End Of The Peio”
030808 S 12350000 0326108 § 124,000.00Files Closed But Not Billed At The End OF The Period"
022300 S 26575000 0309 §  262,000.00 Fies Closed But Not Biled At The End Of The Pariod”
16 Waston, FL Giidne S 02508 § 419,900 oo Filos Closed Sut Not Billd At The End OF The Perod”
17 Froderioksburg, VA RS Towieng 'y
18 Batavia, 1L 03eAE § 539,500 [
) ‘19 Madisoniilo, )Y Toras S 22460060 GNBADG S 47500008 Files Closed B Not Biled At The End Of The Perind®
20 Fuquay Varina, NC 1071308 § 61500000 034300 S 487.300.00Files Closed But NotBiled Al The End Of The Period
Corhcedie YT Taaname s dodooon omam s 256000 Fies C!osedButNot Biled Al The End Of The Paring®
T CodSpung KY IR A 3
23 Chicago, IL 102607, §
24 Vardola Springs, WD Q008§ 282,50000 H
g Faiplay. 0O TN S HIAWOD 041668 S 218500.00FHes n laventory {Sold
033008 S 143,500.00 $140,000.60 Files In inventory (Soid Not Closad) At The End Of The Period™
oB40s S 24450000 § " 202,000:06 Files In nventory {Soig Not Closed) At The End Of The Period™
110308 § 239.0000(5 o4t 3t0§ § 18050000 Fles in Envenmry (Sald Not Closed) At The End Of Tha Period™
TTiTios s Bi686700 032709 S 489,000 06 Fies I Inventory {Sold Not Closed) At The End Of The Period™
30 Rldgeway, 5¢ 013000 § 121000000 03/18i0% § 950.000.00 Files in inventory {Sold Not Glased) At The End Of The Period™
31 Albuguesgque, NAY G608 % HE7A6700  OAIOSTS 183.900.00 s in tnventory (Soid Not Closed) A The End Of The Period™
32 Salibuyy, MO 124608 '$ 21600000 020808 §  190,000.00 Fies In inventory (Sold Not Closed) At The End Of The Period™
33 PanamaCity.FL “03AEi09 S 21075000 032600 §  202,000.00 Files In inventory {Sold Not Closed) At The End Of The Period™
34 Benseavie, Il 010708 § 88,500.00 041308 S 74,600.00 Files in inventory (Seld Not Closad) At The End Of The Period™
"5 Sacramento, CA TYinos § 26000000 030G S 21500000 Files In inventory (Sold ot Closed) At The End OF The Period™
3 Bradenton, FL 093008 S 29500000 0421109 235,000.00 Fies In inventory (Soid Nt Closed) At The End Of The Period™
37 Olve Branch S TDBABIE $ 194,250.00 032603 §  145,000.00 Flles In tnvenfory(Soid NotC os&d) At The End Of The Period™
38 Wendel, NC 030208 §  193,25000 4700 S {88.838.00Fies in Inventory (Soid Not Closad) Al The End Of The Period™
33 Plymouth, Ms HaoRE S 34750000 0N04DY 5 268.000.00Fles I lnveniory (S0ld Not Closad) A{'The End OF The Period™
@ Alientown, 031308 S B67.00000 0421108 S 545,000.00 Fies tn Taventory (Sald Not Closed) Al The End Of The Perlad™
41 Siox Falls, M08 S TITAGTOE  0AES S 108,500.00 Fires In Invontory (Sold Not Clasad) At The End Of The Period™
42 DeSoto, TX 100208 § 13666700 445§ 129,900.00 Files in Inventory (Sold Not C}osed) At The Eng Of The Period™
43 Cordova, TH 03008 S IELE6T00 DWITO8 5 145.000,00 Fes in inventory (Sold Nl Closed) At The End OF o
mu Kernersvile, NG D300 § 147,000‘00‘ 5 000 00 Files Sn Inven‘ory (Sed Not Closed) At The End Of The Period™
45 Grand dunction, CO Towanmg s 02000 [ Files In irvantory {Unsoid) At The End OF The Periad
45 ngh Point, NC 030909 § 212.867.00 “Fites In inventory {Unsold) A% Yhe End Of The Period
"7 acksonville, FU Touasig § wioseoos Files n iaventory {Unsold) Al The End Of The Period
5 Hamisburg, PA 04408 S 40500000 Fies In invanfory {Unsold) At The End Of The Period
49 Houston, X Todosg § 21250000 Fies tn inventory {Unsold) At The End Of The Periad
50 Wyandetie, M o808 § 40650000 Files i Inventory {Unsald) At The End Of The Peripd
g1 Odessa, TX 03008 s ! “Fites In iventory {Unsold) Al The End Of The Period
52 Spokane, WA Coanree s Zmeso00n Fies Io Inventory {Unsols) Af The End Of Tris Pariod
3Rl NM Uy2a08 S 2350000 Flos tn inventory (Unsold] At The End Of The Period
54 Muslang oK DAOGI0D S 24200000 " Files In tovantory {Unscidh At The End Of The Peried
Cgs Frankin TN w2108 § 65163300 Fies Ininvenlory (Upsold) At The End Of The Poriod
" 56:Hamplon, GA o203 § 0 37500000 : Fles In !nventory (Unse o} A ma €nd Of The Period
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Files in foventory (Unsoid) At The End Of The Period

" Filos in Inventory {Unsoidh At The End Of The Period

"Files In Iventary (Unsold) At The End Of The Pariod
(Files In lnventory Unsold) At The End OF The Parod

Files in inventory

Fies In inveméry Unsold) At The End Of The Paried

57 Mew Freadom, PA 03724105 $ 26250006

58 Ludington, Mi oubsiog s iseseron
49 Royal Osk, MD T idee S 65000000

§0: Edmond, 0K TV oamein s 963,250.00

‘51 Pacii Junction, 1A~ 032508 §  90.667.00

"2 Miami, FL GBS 3 13166700
e

e

“Reflects the home is sold, but final cost data asseciated with the property sale is not yet available.

“Refiects there Is contract on the property, but the proparty did not yet close.

{ )
(Unsold) At The End Of The Periad
{ )
( )

Eiles In inventory (Unsold) At The End Of The Period
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US Postal Service
Home Sale Costs 2007

$ 369,00000 $ 12860616 34.88%
k I 1o000000  OI2TAT S 2134258 42k
30maha NE 8 1071500000 0127078 80559 s
 4looustGrove  GA 5 145700000 OUZTO7 S 1427841 oo
CsGlbet Az 5 2500000 012707 8 9657758 anm
eBemile  PA§ 050000 0177 S 5055095 207%
" 7chatote NG s 3 a0 a3g0000 OiRTOT S 2208305 Tomw
gTheWoodands TX 1§ 16 ; T 16800000  DM2TAO7 § 1348834 802%
sGibet Az 5 283000000 720 26550000 OMZ7IOT S 4B90908  1812%
CioHuto X | $ 16550000 58 16500000 OM2TAOT 2087218 1265%
11 Woodbridge VA § 28000000 0 28800000 02707 S 2316150  804%
12ColSprings FL§ 48000000 233 41550000 OVZTIOT § 13358946 s25%
13 Manassas Park VA § E250000 181 50000000 . OUZ7NV § 14386819 a7
WBayamon PR S 12000000 T 1000000 OUTN7 S 1182421 essh
TisTopeka S S 10800000, 150 9880000 OUZOT. S 221120 1%
16 Casiona NG § 23150000 101 ‘zzzooooow DIZTNT § 37HIBS5 1694%
17 Roshester M 533150000 83 _ 088980 W
" isMounnile  PA 8 28100000 n ColTT s 305108 1w
T aSiomCemer A § 19100000 18 TS 135704 1At
o Ceafals  MT 5 20425000 4 oliTior 8 17,202.98 842%
21 RoundRock TX B T OUINT § 1699862 1%
22 Phoenix Az '3 0 QUTNT § 200018 815%
Aingon VA58 5 0127107, § - 44,798.60 747%
Miramar S 4000000 3 00000 D1RTA7 § 3487851  Te
Barllet ; Cis 28533000 ei 24900000 01270 S 3858664 isdan
‘Snohomish WA 3 T oogs000 077§ BA17R95  eawm
27 Guaynabo PR m;;‘s‘zsmoooo Bz 25500000 02707 $ 3554582 1304%
23 Rochester  NY $ 94900000 7 9490000 012707 S 953470 10.05%
29 AmericanFals 1D 5 16950000 0 16950000 OUZ7A7. § 1386697 800%
0 Gayod M 5 128,000 0 12800000 OUO7 S 1472832 115t%
3 Abertdle M TS 3720000083 34400000 ORTAT 8160280 2373%
CA '§ 38500000 CtaIB00000 02707 § 2886271 7s0%
33 Gemaniown  ND § 550,00000 84 53500000 02407 3 675930  1263%
"3 Cifion VA 5 77500000 153 12707 § 19837368 2rot%
s Aloxandia VA g s037s000 T 4 CoieTeT 3 6188932 wren
3.Da T "5 44500000 42 owor s woss. 1am
oK 5 oBag000. 6 DITA7 § 889633 1048%
CsEkige  MD 5 3200000 0 CUTTS 3021259 s
U3 PembrokePines FL 8 45000000 ie4 0207 § 242057 mam
40Ashbun VA § 64100000 U413 0500000 OUZ7O7 § 10980381 1aisw
4tlesVegas NV § 42700000 0 42700000 022407 § 3113243 729%
@2 Jacksonvile L S IBSD0000. 0 18500000 D407 8 2356729 1ax%
43 Charlatie NC S 167,00000 0 ETO0000 020407 § 14548682 a1
4 Lodi cA 8 25350000 5B 25000000 0ROV S 2824180 11a0%
45 Canal Winchester OH 512000000 13210890000, 0224007 5 3325986 s0s4%
4 Lorton VA '3 20550000 45 30000000 022407 BEAN. 0%




47 Lovisvile KY
48 Marinsile
49 Brighton

50 Pl _
51 Blackfoot

55 Wildwood

50 Woodbridge VA
57! Shreveport A

58 Chicago i

59!0denton MD
STempe  AZ
61 Houston X

63 Bradenton FL
64 Bristow VA
65 Allaloma  CA
o eﬁayrkf “W!(“:A
_ B7.Naperville It
68:Everett WA
69 Brighton o
70 Brownsiown Tow M
MNSanJdose  CA

72 StPetersburg L

75 Mount daliet TN

TBrenmwood TN
77:Plainfield i
V?é\SloneMéuntain GA
C790kemos M
801Saint Charles 1L
_ i SmDiego G
@ Famingon N
83 Hellertown iPA
84 Leander X
AR
sy  MA
&7 Broadview Heights OH
Ba‘Saiiage MN
“89W Vancouver WA
90 Tyngsboro  MA
9tiGray GA
82 Johostown - CO
93 Burke VA
94'Peyton .60
“95,Nap!es ) FL
| Fredonie Wi
1“9‘7:Omaha X NE

98§Gemaﬁtow)vn oM )

o Wpndote M
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465,000.00
155000.00
180,745.00;
225,000.00
. 41990000
181,000.00
340,000.00
317,500.00
39490000
.. 84.000.00
154,00000

225,000.00 1
41990000
19100000

54200000

54200000 03 46200000
s250000 78

590,000.00,

375,000.00.
385,000.00
309.900.00
618812500
T3 3800000
% 15990000

199,000.0 93 189900.00

55 31900000,

0 1800000
186 549,900.00,

489,000.00 ; 07 43990000
215,000,00 - BT 21350000°
189667000 133 18025000
2SI T 2655000

$289,000.00 14 26600000
322,500.00 135 279.00000
2670, S0 21780000
318.500.00 e 2500000

'3 osgoo000,

o4
B 0T
352,000.00.

59500000

ouzanr

02124007

62124007

199,000.00 9t 185,500.00
25000000 20 250,000.00
365500007 1 38550000
25,8000 0. 25680000
230,500.0 0 230,500.00
162000000 0 162,000.00
21100000 199,900,00°
00.00 298,000.00
24200000 14 24200000
217,00000 12 24700000
177,00000 517700000

55 19490000
0224107,

4 3s0000
02/24/07;

o207
02024107

0272407
02/24107;
0224107
02124107
0212407

02124107

02124007
0202407
02724107
0224007
02124007
02124107
02/24107

02124107,

000 L 30700000021
390,000.00 7 39000000 ‘
17580000 0 17590000 0224007
V00000 0 38000000
20650000 % 20590000

o2r24/07

02124107
0212407
02124107,
02124/07;
02124107,
02124107
02/24007;
02124007
02724107
02/24/07
02124107
02124007
0212407
02126107
02124007,
02124007,

02124007,
022607
02124107
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59,252.82

LIACS
29.290.32

54,279.85

210509
8196938

54,614.77
243520
2307725

003174

13797.36
88,647.11
28,061.99

45,005.34°

944791

1492155,
287210

149,566.88
70,045.31

10333893

3145662
3183428

3307647
4090043

56,012.66
1505446

1502365

30,227.83

13,535.76

31,008.22
27,949.15
4207007

4266240

18,828.05

7216781

1782445

2091791

13.224.66
4869264
8383364
2340973
18.913.12
18,312.95

64,041.43

30.089.89
21,2994

131,628.39 ¢

50,180.94

10081373
2,744.82

40,405.70
38,662.64
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B4T%

18.40%,
8.18%:
1763%.
35.24%
14.63%
10.26%
7.15%
722%
2.13%
8.84%

1A%
1125%

96%%

A%
32.37%;

1.87%
17.37%:
830%
897%

1067%
7%

7.58%:
941%

ta00%

7.75%:
7.70%
817%
13.51%:
2215%
22.88%:
145%
19.74%:
8.97%
9.08%
8.16%
24.36%
28.13%
9.55%
8.72%
10.35%

0%

15.44%
8.76%
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13.04%
2292%:
12.06%
22.42%
17.07%
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100, San Diego CA
T orEeenor Wy
o Pleasarthrgve ur
_ Maliwood - MN
104 Bowie ‘MD
_fosChicago M

107 Jacksonvile  FL
108 Hagerstown D
_ 109:Coeur D Alene

111 Lake Worlh

‘ 113 Balfimore )
114 atthews
115 New Bern

16 Greonsbore NG

117 San Jose .
118 Las Vegas
 1eiCordova
120 Frederick
121 North Platte
122.Wichita _
123 Las Vegas

125 Princeton unctionNJ
1% Lexington 'S¢
127 Spring Creek NV
1 Fafax VA
i Cedarkil TX

130 Cape Elizabeth _ ME
~ 131.0denton

. 132 Houston

133 East Grand Fork

134 Bothelt
C1sAdington
156 North Brnswick_ N

&

T RondRock X

O K
139 Germantown ™
140 Riverview FL

141iLong Beach M§ n

142 Orlando FL

143 Brookiy Certer MN

1M?Lincoln AL
. M8 McDonough

) 150;Browr§st6\&h T

106 Aurora iCo o

tNoman OK

124Shawnee  OK
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561,800.00°
§50,000.00 ;

29186700
e
1865800

255,00000
72750000 |
410,000.00
151,000.00
38900000,
205,000.00
130,000.00
262,000.00
57.00000

815,00000
14275000
140,000.04
415,000.00
17550000
165,00000
423,95000
138,001
24800000

215,00000 1
488,000
22600000,
7500000
301,500.00

9033800

297

07

28/

o000

" 415,000.00
16500000
"~ 138,000.00

2600000
27640000

18950000

" 564,800.00

530,000.00,

26490000,

126,00000
279,900.00

156,500,001
" 186,598.00
285,000.00

240,00000
258,500.00

69,500.00°

248,900.00

21500000

714,900.00
348,500.00

" 139,000.00
389,000.00,

205,000.00
130,000.00

T 25500000

. 53,000.00
£50,000,00

2600000

 295,000.00;
775,000.00

174,500.00

423,95000

215,000.00

" 488,000.00

226,000.00

175,000.00

275,000.00

 189.900.00¢

158,500.00

30000000,
32500000
43000000

02124007

oss7

0328007
... 0312807,

03128107,

03128107

03128

0312807

vz
“oazsr
03728/

oannr

03/28/07

03/2807:

0328107,
0312807,

02724007 $

02207 $

03128/07.
03128107
02124107 ¢
02124107
02124107

0328007

03728107

03128107
03728107,

03128107
03/28/07
03728107
03128107
03728107
03728007,
03/28/07.
03/28007.

03028107

03/28107.
03128/07.

03807
0328007

03128107
03/28/07

03128007
04125007
03128107,
03728007,
03/28/07,

03/28007.
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37,00876

68,956.11
4571026
wbarea,
3476129

38,188.77

86,256.28
7232316
1812295

16,347.26
52,039.68

5403930

8522727

2554855
9,69.16
1820882

T0807.01
7251176
87,06041 -
130,750.29

43,502.50
324%0.28
20,141.08

10.345.21°
44,450.72

15,419.07

5021686
1219785
24,554.68 ¢

170,394.46

26,914.06

42,10884

3287324

280739
628668
702108

1466278

51,1604 -
75.667.15
18,63291 .
32,704.68 -

22.205.33
15,323.50
69,560.04
39,011.04

23,650.96 :
35,802.56 |

6241401
9450748
223700

58,004.95
63.805.16

659%.
1301%

126%:

13.88%
1261%:
784%
69.01%;
25.80%
11.65%
822%
18.26%
1.75%
35.51%
9.88%:
13.95%
7.30%;

" 528%

39.73%:
1218%
37.50%
31.30%
5.35%
9.82%
7.96%
17.43%:
29.00%

173%

9.68%
8.32%
21.99%
19.38%

962%

792%
1563%
381%
8.73%:
10.53%
21.68%
27.38%
867%
6.70%
9.83%
8.76%

2520%

20.54%
14.92%

1058%

19.20%
21.98%

1781%

41.76%
41.09%



151/Coconut Creek

R 152 Carroltton

- 157 Tucson )

) 153{Woodb(idge:
159 Blythewood

_160.San Antonio
161 Wesifeld

162 Alexandna

183 East Granby
I GigHarbor

165'Macon

16811 Naples

) 169 Spring HAl
" 170 Mullica Hil
T Oakdale

17919rismw B

160 Westminster

181 Fort Worth

) 182 Lovettvae )

190! Kentwood

191 FortWiight

192 Detona
. 193¢ Chandler

194 Wheat Ridge

495 Bunen

199 Cordova

200 Woodridge

201 OakCresk

202:Phoenix

512,500.00 -
142, 900 00

£45,000. 00,

%, 750 00
266,000 00
730, 00,

295,00000

42575000
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326900001
42350000
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213,000.00 ¢
26450000
51000000
247,000.00

690,000.00
205, 000 00
47000000

114,500.00
412,500.00
327,500.00

205 000.00 |
281,250 001

19763300
28400000
159,000.00

234,000. 00‘

224,500.00

61500000

‘23(‘)',950.00‘;' ‘

151 ooooo )

195.00000 ;

48400000

295,00000
570,000.00.
398,900.00
86,900.00
260,000.00
72490000
326,900.00

510,000.00:
229,000.00
383 000, 00‘
203 900.00
2800000

410,000.00,
 212,000.00

11450000

36000000
31750000

§15,000.00

39750000

19750000

2300000
23500000

169,900

147500000

153,500.00
20500000

178,900.00
262,500.00
158,500.00
193.900.00

03/28107;
03128107,
oarzs!

031281

04125/07:

04125007
0412507
04125107
04125107
04125007
04125107

04725007

04125007
04/25007;

0425007
 o4i2si07

Q4125007

- baisnr

04/25/07

0412507

04125007

04807

04/25/07:

04125107

04125107
04/25007;
04/25/07-
04125007
04125007
04125107
04725007
04125007
04125007,
04125107,
04/25007.

04125007,

05/23/07:
05123107
0425007
05/23ﬂ07

 os/2307,

05/23/07
05/23/07

05123007,

05/2

0572307,
~ 05/23007,
05123007,

05/23/0}'
05/23/07:

" os/23007:

96,758.03
11,083, a7

5513039,

6100254
16,040.84
10341085
087575

15754283

71,168.62
24972.96
37,892.43
76,244.48

31,9005
9742022
33,927.85
4839721

23,469.53
42,792.18
61,189.32
88,997.44

35,868.23

73,205.84

10734774

66.313.81

21258429

14,506.41
46,067.94
29,9671
145818.15
56,515.94
11,967.60

12167538

46,849.02
45,351.39

11424167

40.435.32

6699887

18,757.72
59,457.05

4250128

14,541.50
16,358.02
51,188.63
38,781.24

mas145
8537455
154735

10,630.78
64,456.35

7334503

27,252.54

2411950

19.99%
774%
1532%
10.00%
764%:
2662%
708%
27.64%
17.84%
BI4%
1461%
10.38%
979%
25.30%,
15.08%
2470%
850%
8.39%
2%.72%
5.24%
17.59%
2.35%
19.17%
8.22%
2.14%
916%

o

0.16%
357%
27.60%
10.45%
33.80%
14.76%
737%
28.74%
2047%
23.67%:
713%,
35.00%
2.34%
947%
798%
19.32%
13.00%
973%
87%;
843%
708%:
B83%
27.90%
17.19%
12.04%



250

254 Oldsmar  FL

203 Huntington Beach CA § 715000000 7. 71500000
26Pitsburgh  PA$ 19600000 161 179,900.00.
205 Evanston o $ i 53800000
206 Windsor 1 3 2650000 17 26650000
207 Goodyear  AZ $ 32850000 10 32850000
28 Abuquerque NM $ 18500000 6 18500000
Wy Weston  FL $ 4837333.00 55 46250000
200epe AL \su1 00.00 4 125900000
Peatand . X §2 19422500
212 Abingdon MD 33 _369,000.00
213:Rochester MN $ yyyyyy 130,200.00
2 Alxendia VA N 540,000,00
AN5Fredeick  MD .8 5 44490000,
2M6Reno NV 'S 347,00000
a7 Lincoln NE N 123000005W 8 12000000
218 Albuquerque {NM . § 31350000 2 . 313,500.00;
219 Chaster VA § 23300000 0 23300000
m0Camolon TX§ 37750000 283 33250000
21GroveCly  OH $ 280,000.00 28 22600000
wlakeCly B § 12700000 19 127.00000
.$ 640,000.00 61500000
'$ 134667.00 13490000
$ 178000.00 179.900.00
8 188,500.00
N S 274,900.00
228-Royersford $ ~ 420,000.00
229 Mount Jullet -5
230 Keller $ 430,000
231 Leesburg $ 146,500.00
.. 32 Florence 3 00 ... 167,000.00,
233;Sterling | 627,000.00 51500000
 mMikon NG 8 230,75000 19000000
“EMount Olive AL 3 ; ;
236 Katy S $ 156,100.00
WrOcean NS % L 36745000
" 238 Powell OH *$ 23000000 230,000.00
a3 Evergreenw ‘kCO ) $ 443000005 - 44300000
_M08wie  MD . 3.40000000, L0 40000000
241 Chesapeake VA $ ‘ 14 579900.00
u2Lovsvite  KY 5 3 8 300,00000
243 Wrightstown  N§ 183 4 32400000
244 Westvill W 5 26 92 257.90000
FL 33 55 39900000
VAL s L I E
) $ 10815000 1 10815000
NV 5 23233300 148 219,900.00
‘ ) s 3zooooooﬂ 3 32000000
250 Centenvile OH ‘3 ‘ 154 308,500.00
251 Independence  OH $ 126 385500.00
52 Plugenile  TX $2 20 21400000
“23Cheboygan M) $ 0 31500000
‘ 8 6 56700000

0512307,
05123107
05/23007 §
052307
05123007,
0512307,
05123007
05/23007:
0307
05/23007-
05/23007;
05/23007
06123007
05123007

0523007
08723007
05123007

05123007
05/23/07

05/23007-

05/23/07

05123007
05123007
05307
05/23007.
osi23007

05/2307,
0523007
0512307,

08123007,

05/23/07

0s/23007:
05/23/07:
05/23/07:
05/23/07

08723007

051231

05123107
05123107
08/23/07

05123167,
05023007,
05123007,
05123107,
08/23/07:
05/23/07,

05623007
08127407

05123007
05/2307°

05/23/07°
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o

wiw @

mimmm'mmw

54,997.22
61,32673
4461020
25,7003
67,387.15
16,187.57
68.634.67
12,40555
47,656.21
3267189

15481 K

38,2168

151,098.30

62,795.50
18.915.14
26,437.83
20,370.61
109,556.14
107,075.14
10,853.31
102,545.80

19,849.22 .

2, 566 83
13, 367.20

~19,260.06

33,834.50
16,651.96
35,551.20
15,476.25
13,945.21

19520344
6586503
38,182.11

2369556
35,0200

- 262051

36,089.88
4042967
89.815.65
46.076.94
24,7577
4010528
87,549.38

496739

10,615.29
§7,786.39
26,141.34
£3,808.89
105,874.40
19,444.02
3045141

5208393,

7.59%
34.08%
8.29%
964%
2051%
875%
14.84%
985%
28.54%
8.85%
11,89%
7.08%

C3n9%

18.10%:

| 1578%

8.43%
8.74%
3295%
47.38%
855%
16.67%
1471%

T 13ee%

7.09%f
T01%

8%

8.95%
8.27%
1056%
B35%
37.92%
A%

1379%;

15.18%
8.53%

9.84%:

8.15%
10.11%
15.49%
15.36%

7.64%
1555%
21.96%

741%;

972%,
083%

8.17%
77%

arann

9.00%
9.67%
9.19%



80 Slater
#yPoway

255 Waldorf
256 Eureka

 0Bokse
) %1 Nonh Las Vegas

263 Castle Rock

. 264E1 Dorado Hils
265 Eagan
26 Hemdon )
27! Mlmken o
268 Lﬂleton

a!pole

270/Sedafia

271 Manassas

. 272 Pittsburgh

) 273 Tolleson

278} anmr )

275 San Antonio

. 276 West Dundee
277 d|anapohs .
78, Conroe

R 279 Keansburg

i 282 lvanhoe

283 Puyal up

284 Connth

285/ Boynton Beach
286" Greenvme
287 Jacksonvtlle

el Mon(qomery ;

Zaa:l.oveiand

2 Madlsonwlle )
295 Wasilla
295 Gainesuile
297 Powelt

. berdeen
299'L;>ve§and
300 Seminole

301 Mesquite

) 302 Melvindale

303.0 Fallon

304 Gilbert
305 H»llsbom

306 Pbaquemme

L

251

/$ 33990000 8
o Somogooge.
:§ 290,000.00

 339,900.00,
280,000.00

559 900 o‘

s

$ . . v -
'$ 49500000  439,90000
1§ 33950000 289,90000
$ 60500000 576,500.00:
$ 134,900.00
$ B 24590000
29 1,440,000.00

1 90,000.00,
L 420,000.00

5 100000
5 17600000

e 7o
$ 1 - 8 13600000
3 90, 50000 & 29150000
$ 308000000 5 730800000
'$ 38333000 191, 290,000.00
$ 220500.00 2 22050000
'S 4850000 ) 156, 400,000.00
$ 8450000 126 8490000
$ 2365000 9 22790000
§ 35400000 3135400000,
$ 4386700 N7 42480000
$ A50000: 234 3300000
5 38000000 55 336,000.00,
L § 41500000 56 398,90000
$ 45000000 1 14500000
$_675,00000¢ o B 67500000
§ 33000000 203 30890000
§ 200000 2 256000
$ 220,000.00° 172197
( 27s0000. 7
§ foapooo, o0 ‘
§ 10350000 "r 8990000'
§ 191,000.00 82 16890000
$ 402,500.00 3 40000000
$ 28500000 26 28500000
$ 25490000 T 25490000

35000000

05/23/07
06127007
06127107
" oBl27107

06/27[07

0627107
“oer7io7,
o8i27hT.

0872707,

06127107
06/27/07:

06/27/07
06127107

06127007,
0612707

06127107

06127107,
06127107,
- 0er27l07
08127007,
06/27/07:
06/27/07,
0B/27/07;
" sl2ri07
08127107
06127107

06727107,

0B/27107
o707
06/27007.
oB/27i0T:
06727107,
06/2707:

06127107

06/27/07:

Qen2rior

osl2Tior
06127/07:

082710
061270

oeirior

0127107,

06127007
06127107

06127107

06/27/07.
06/27/07,

06127107
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26,304.96

nsM2

93 780 96

13808570
7497128
3826632

30,360.01

4590291

83,126.16

5513947
1292871
43,4359

42,2049
54,562.24

13496418
82,00413

122,29473

388385

18,828.02

10628153
" aoeex
145.785.26

26, 869 52

2567877
IATIA6T
1921399

35293399

1430223
36,663.66
23,552.47
100,888.54
17.062.00

12564521
1802410

55,530.31

3344
76.793.74

166,722.37

5250487
5054660
1217646
4503558,
10158183

21,665.82

74,304.64

27,367.93

1822353

5733541
4407594
4175810

2517540

2441728

7.44%

770%

35.40%.
49.32%
273%
1867%
11.00%
6.85%
25.46%:

9485%

840%
692%

2115%

551%
30.68%
31.74%:
121%
2879%
7.66%
7.36%
8.98%
W%
.09%
7.39%:
T87%
10.92%:
2.76%
10.58%
1258%
7:65%
34.79%
7.74%
3141%:
21.23%
2837%!
8.85%
18.07%
578%
16,65%
12.64%
8.40%
667%
32.89%
8.40%
37.97%
21.91%,
7.37%
63.78%
2.10%
10.44%
883%
956%



3{0'7':Rivervieuir‘ R
s Houston  TX

310 Plymouth Meeting PA
) San Antonio ™
312 Keller X

314 Reno NV

315 Broken Arow ~ OK

S Reson
3i9‘Melmse
3 Hudson B
a2 Oak Park )
322 Mad(son
) 323 ‘Dublin
324 Commerce City CO
_@SDecatr A
326:Houston X
32 Fairfax VA

aKenisStore VA

329 Canton M

330 Eag‘eMountam T

331 {Mount Juliet TN
332 Berkeley Springs WV

333 Crmond Beach ‘FL n

334 Dilion H
k335 Westemlle OH
B 3363Westmmster’ co

W7 Hutersvile NC
338, West Bloomfield M1
330¢ Westmmsler “'CO

30 Cuyahoga Falls OH

N
N
X
o
a6 SpingHil FL
347 ‘Monson ‘M‘A
348! Potomac MD
349 Mable Falls  7X
350 Hudson M
351 Guylon GA
352 Ashburm VA
383 Tampa R
34 Houghton Ml
355;Houston X

356%Potomac Falls VA
357:Fort Worth X
. 35§5Pieasam View ™

orham ME

3 Pasadena Mo

mm,mm,mmm;mmmwmmmwmmmwmm-m,mm;mm

,w«m,meﬂ;mmmgwmmmmmmw,m:mmm,mmmepm;m

252

78250000
156,000.00

42350000
12900000 A4
20300000 4
1290,000.00 0
M,000000 293
1.075,000.00 12
43400000,‘ ) A
.

arso00’ e
9800000 M
25633300 Lo
3300000, 18
2833 187

7

330000000 2
23700000 1
233250000 187
27850000 ¢ 7"
47200000 1,
28750000 T
241,867.00 oon
2500000 B
00000000 0
294,000.00 07
298,500.0 262,
295,20000 118
31250000 88
264,000 a2
154,000.00 ¢ 9
19500000 s B
262,50000 . 2
102,250.001 1

1

wea000 3

209,900.00

 245,000.00
335,000.00

~370,000.00
29790000
JlBseo ||

639 900.00

52000000

 380,000.00
7450000

330,000.00
237,000.00

| 22500000
262,50000

472,000.00
22500000,
237,000.00
265,000.00

- 290,00000
22250000

255,00000
282,500.00
299,800.00

25000000,

154,000.00
195,000.00:

26250000

102,250.00
180
103,500

377,962.00,

129,000.00

- 20300000

290,000.00°
238,000.00
1,075,000.00
434,000.00

247000

179,900.00
£08,000.00
37400000

8100000

95,000.00
730,000.00
118, 000 00
14520000

9750000,

00

0725107

07/25f07
07125,

0728007,

sw

07125007 §

07/25/

07725107, §

07125067
07125007
0715007,
o707
07/25107.
07128007

07/25007

07/25007:

0725107

07125107,
~ onizsr:
07125107
07125007,
07i25007:
07725007
oTishT,

07125007

07125007

07125007

07125107
07125107

07125107,
07125007:

07125007

07/25007
07725107
o287
07125107,
07128007

07/25/07
07/25/07
07/25/07

07/25/07
Q7125007
0712507
07125007,
07I2s07

08/28/07

 oBr28i07.
ori2sior

07/25107
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4456723

1986434
40,262.14
26,002.62.

124,307.78
20,853.82
63,119.29

123,584.78

15,2324
21,441.80

45, 878 24

8735

26,061.90
34, 045 35
24,621, 80

2804505

2279875
58,846.03
4150202

394794
3280849

28.872.50
25,168.64

2481836

13264247

o
46,623.07

73,066.77
36,4172
1330416
20689.19
2182168

7.879.98
14,232.54

CosenTt
100,769.60
1693454

16,166.57
25,730.62

100,448.57

92,341.50
31,680.44
17,486.35

6279763

41,305.78

tsatea05.

1254129
12,302.56
50,954.12
1882501

1417209

21.3%

03%

16.43%
776%

" 3360%
7.00%

19.13%
16.26%
9.76%
681%;
17.25%:
747%

73%

178%
896%
897%
850%
962%

260%

15.85%
740%:

1462%;

12.60%

853%:
856%

_5061%

38.14%
16.50%
24.36%
12.56%

8.64%

1061%

8.31%
7.71%:

78t

863%
%66%
13.13%

747%:

887%
a2.21%

850%

730%
B8%
3.91%

679%
41.22%
15.48%
1295%

598%

15.82%

969%



360:Del City

) 361~Apple Vaney ’
362 Mesa
363 ffrederickbg
364 Smithfield
385 Rock City
365, Belleville

371 Firestone
. ‘3723Las Cruces
373 Napewlﬂe

374 Tempe

" 375 Gresley ;
376 Okiahoma Clty  OK__
N
MD

377 Brighton

38 Southlake
384¢ Sterhng Helghts
3‘85;Parkv1ne
386:Elk Grove
3875A{1ingtdn )
3585Hopatcung

389 Middiefield
390 Voorheeswlle

) 391 Havenown

) 392 Plano

oAt
395 Houston

3% Apple Valley

397 Alum Creek

"3/ Oathe

0 Chesterield

401 Parker

"403 chhsta o
404 Ludlow e
405;Te‘cumsgh

407 Oklahoma City
406;??03 Piarce

At Modesto
410:Leesburg

kO}V(

‘co

=

wv

e

o nle m;m @w.mow oo mm “ e eﬂ,m:m ®im
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245,000.00

450, 000 00

341,500.00

146,500.0

272,000.00

“A00,
TR0
249.900.00 ¢

244,900.00
316,000.00 -
117,500.00 |
238,950.00
23733300
352,50000

269,900.00 |

354500.00
153,20000 ¢
519,000.00
181,00000 .
100,000.00
85,0000 ;
391,333, ooi

460000.00 :
109,500.00
413333.00
43500000

32990000

399,00000
314,000.00

253

75000
330,000.00

e
315000000
340,000.00
BEHETO0L
9000000
260,000.00
25700000;

L.

28900000 08128107

35990000

34190000 08/28007
139,00000  0B28I07
39900000 o8R8
31400000 oBi28i07
39000000 0828007

405,00000, 08128107,

14430000, 07125007
" 7aom000 owzser
24990000 08128007
24500000 08/28/07
21490000 08128007

31600000, 08128107

1750000 08i2gi0T.

215,000.00 08/28/0?

230,00000 08128107

347.28000 0828
26990000 08/28/0
08/26/07:

15320000 0828007,
51990000 08/28/07
181,000.00. 08128107
10000000 08128/07:
85,000.00

08128107
08128107,
0 08izsor
460000000 08/28/07°
109,50000.  0B/28/07:
343000000 08/26/07
36800000 08/28/07

329,900.00 08/28/07

08l28/07

26000000 0828107,
3[ARBO0. 082807

4500000  08/28/07.

146,50000 08128107
08128107
" osrsiT:
_OBi28T
08128107
08128/07!
”08/28/07
08/28/07.
08722007,
09/22007:
09122107
002207
09/22/07;
" 09207

weaeﬂmme»feaweﬂ

cﬂeﬂwmwmw«'mmmamwwweﬂmwwmwwmwmwmm'wamw'm'«mmwwweﬂ

11,163.96

7.279.35
2434503

042539

15.406.41
2378238
10,2014
44,449.10

3294474

53,725.65

233392

42,430.65

12574241
235070
36,7097

17,165.06
10,792.21
8,408.18

8901801,
w0188
“108,000.11

24,283.88

Trems

90,101.92
33,321.82
10,252.71
124,431.41

12429559

86,178.08
17.480.42

37, 185 33

27987

64,994.16

80,83409

33,180.08

458175

137,724.90
3967463
956021
66,533.42
2421052

3362062

3096844
1105393
18,14080 1

2047542
31,024.35

1077758
161.486.66
2655383,
3281796

3877951 ¢

774%
997%
9.74%
8.34%
747%
7.53%
868%

2067%

14.32%

15.47%
8.27%:
9.43%

351%

14.60%
70T%
9.48%

10.79%
949%

A%

7.13%:
26.12%.
8.71%

oo

873%
724%
936%

36.28%

3378%

25.21%
530%

2.72%
932%
891%:

25.00%

17.14%

8.42%,
17.83%
769%:
9.09%
13.23%
12.28%
6.98%
797%
7.66%
8.56%
53.85%

758%

B.77%



© #ttiMuskego W
412, Fahope AL

o CosoradoSpnngs co

a'walterboro 1SC
M5Deland  FL
sC

as-hpple Valy  MN

419 Lees Summit MO

_4wlincon - RE
421 Mesa AZ
422 SanDiego  ‘CA

423 Commerce City .CO

424 Prairie Du Chien W

o5 Wimngton ~~ DE

426 Clermont FL
427 Tremonton Ut
428 Kemersvile ~ 'NC

o Neik - MA -

T E‘Wmslon Safém‘ fiNC
432 Fredericksburg VA

avewt | TX

435/ Saint Louis Park 'MN.

a6 Corland L
__437:Amarilio 128
438 Carver N i
439 Fond Du Lac Wi

. MoSteng VA
MtFosterCly  CA

- 443;W’a‘rreﬁ‘t'on -

" aaSoutied M
#5Desle MD
45 Seatlle WA
447 Plymouih . N
Mg Anoks M
449 Springfield L
450 Momgcmery AL
451 lakevile  MN

o mCay NG
QSSfCantcﬁ MA
saliverpool  NY

m

457 Morgantown‘“ iPA

458 Frisco X
450 Chesterfied VA
460 Goodyear AL
461 Holyoke

) 462 Mcdonald

OH

WN 8 2100000
'S 9600000

$ 4010000

°$ 13650000
'$ 37629000
§ 27025000
$ 26700000
'§ 35990000

|§ 19500000

s moo0n

254

s 32850000
1§ 18100000,

3 186500000
1§ 53750000

'$ 39550000,
'S 6750000
$ 347,500.00

'$ 18250000
8 16900000
‘§ 15475000
s 55850000
15 329,50000
1§ 169,900.00
5 50750000
S 19483300
'$ 311,000.00,
'3 22600000
°$ 23650000

s 106,000.00

$§ 43650000

30000000
5 16500000
'$ 27600000
.8 37400000,

152,

136

282500000

. ATigs000
31000000

177,500.00

537,500.00;

196,000.00

380,000.00;

178, 000 00
157 425 00,

64000000

308 500 00°
500 000 00:

 380,000.00

67,500.00

332900.00!

163 000.00,
162 50000

14390000
55850000
" 329500

169,900.00

459 900 00

18425000
275,000.00,

22800000
236,500.00,
1640000

96,00000
. 344,000.00

" 248.900.00.
184,900.00;
416,000.00

270,000.00
163 000. 00
m 900, 00

N :‘374 00000

1007
11129007

08122007
Leizaly

g7

09/22/07

08/22/07,

09/22/07

9122007
09722007,
09/22007.
“00j22i07°
09/22007:
09122007,

09122107

06/22107
08722107
10720107
Qg/22107
08122107

00122007,

09/22/07

0922007,
09/22107;

“08ranT

09/22007
09122007
00122107

09122007
00122007

09/22/07
10129007

10129007,

10/20/07

10/29/07
10129107

102907

10/29/07

10/29/07;

10/29/07
10129107
1072907
10/28/07
10/29/07
10129/07
10/28/07

09722107

(ﬂenm D I L TR IR RS L AR AR S g R SR AR T m'm;m,m R T AL IR IR SRV S SR T APy SV m;m:m IS

9243090

28,981.80
72,353.47

3096009

41,669.98

5188431
6782979

25,268.32
24,343.96
46,956.51

146,768.95
146,660.28

| 5215468
6537.94 -

70,625.82
50,944.05

2388854
BTIT5

42, 351 59

B30
AT
15.017.27 |
3243307,
64,970.15
17,926.30

18,926.59

1256751,
16,091.39
8,562.79 |
13969613
4565078
2891885
20640404
5677102
9322

3,774.04
48,28297
59,615.37

7168098
25,123.39
4502047

2640315
10304490

21,723.16

1549278

17.600.15

234649

26,768.38

5292715
28,906.97 -
13,047.41
2048214

3272%

16.85%
Bu%

17.44%
775%
%47%
17.39%
14.19%
16.46%
7.34%
47.58%
2.33%
1272%
959%
2.2%
31.25%
1470%
17.31%:

T50%:

720%,

773%
25.01%:
17.60%

 B83%

7.86%
800%
766%
7.66%
8.92%
061%,
666%

A7sa%

50.73%:

e
7%

14.72%

26.41%

14.33%
26.56%
15.41%
16.56%

7.06%
17.54%
18.43%
B61%
13.00%

780%

992%

4%

803%
669%
931%



255

| snWagoner  OK $ 7850000 2 7850000 1020078 765559 9.75%
shHaser D 'S 322,00000 A7 32200000 101907: S 2686157 834%
#5Rimock  AZ g 2000000 00000 1012907 5 16,470.87 7.4%%
atSatlakeClty UT S 102007 5 3184557 oasm
CaTHuge  MN 102907 5 9898258 20.01%
. pA 10129007 S 906556 1148%
469 Fountain Valley ‘CA 12007 § 6018171 841%
 aovahio  FL 07 5 9680483 a7
Tandidway  RL TiN29007 8 4843603 3703%
472 Hamplon iGA .8 327,000 305,00 19007 66.508.91 21.81%
a73SiooxFals  'SD (§ ZBO0BD0. 77 22610000 112907 3663SS.  16.20%
474:Amarilo TX 1§ 13500000 1 13500000 1129078 10649.04 789%
asHuntngdon TN TS 187333000 4812500000 1429078 102327130 stasn
aplakeWoth  FL ' A8 T00000, | ST S | 3872165, 1326%
a7 Hamisbug  PA 40 169,90000 1172907 § 2486538 1454%
4 WestFargo  ND 14150000 12907 5 16391860 1158%
Ty OH s 70 197§ 1041699 7emw
By 60 10T S 13T e
a1 Gresly  CO a C1IR90T S 2528620 1184%
a2 imperial  PA T 12807 § 1016099 969%
a3Bilings  MT 9 , sy § 8807973 71m%
4 WestHaven  ICT 9 15150000 1029007 8 1325355 875%




486, Jefferson W
487, Springfield MO
4 VilaRdge MO
489 West Bloomfield ‘M
_ ds0.Clacksmas  OR
a9 Warwick Rl
492: Palm Harbor FL
493 Fultondale AL
494 Charlotte
4% Boraie
496 Mount Pe;
497 Alexandia  KY
498 Mechanicsvilie VA
s Chatate NG
500 Dallas Tx
so1 Cleawater  FL
502, Ladson sC
503 Norman OK

1485 Cénonsbur{; ) PA

504 Centenn

505 Douglasvile  1GA

506 Taahassee FL

 r OverandPark_ KS

511 Bowing Green _ KY
SMumsy O KY
513 Rio Rancho. NM

508 San Antonio TX
508 Leesburg GA
stolouisdle KY

514 Castaic CA

515 Oveyland‘ég(k, KS

"5 18300000

g 12500000

s 11800000
'S 170,00000°
1§ 12500000
18875000
625,50000
359,000,001

' 445,00000

533,500,
“'$ 306,000.00
'$ 336,167.00
5 28850000
8 B

'$ 2499500
$ 21350000

'8 384667.00

|§ 140,900.00
13 22800000
8 13350000

S 21280000
s s72500.00
'$ 35200000,

516 Stone Ridge VA _ _§ 4060000
Sirijacksonvile  FL | $367.00000
St erandia - VA
519 Hambrg NY $ 136,250.00
sGibet  AZ § 37333300
521 Blué Spﬁhgs MO

52 DePere

Totat Costs”
% Cost™

823 Norfok
524 Valencia

525 Kenosha Wi
526 Wethersfield cT

527 Rancho CucamoniCA _

S 138.167.00

$ 55750000

U8 30933300
$ 36050000
|8 30450000

256

118,00000

0
3 170,000.00
0 12500000

78 176,000.00

51 218,000.00

269,000.00
33290000

. 290,000.00
126490000
0 24999500

148 19500000
M7 370,000.00

2 2550000
141 12000000
92 133,900.00

“ 500000
14 126,000.00
8 140,800.00

157 20500000

e 126,825“00 ‘ ‘;

45 170000.00
233,000.00

352,000.00

367,000.00:
 590,000.00
144,054.00
100 32050000
70 133,500.00
57, 339.900.00
14 16300000

142 486,000.00.

0 249,800.00

25 32250000

476,500,
$156,606,137.00

11129007, §
120201

500,000.00.

| 38990000

tii2si07.

11/20/07
11129007
11129007,

12007,

oS
122007
12/2007:

12120007
12120007
11/29007°

12120007
11120007
12120007,

$

$

$

$

$

$

$

$

$

s

s

$

3

$

$

$

$

$

$

$
121007 S

1212007 §

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

11129007

01730008

12/20/07
12720007
122007

1730008 8
12120007,

12120007

14120007

42020007

01/30108
01/30/08
12120107
11129007
12020007
01/30/08
12120007,
12120007,

15,379.53
12,268.29

254,380.19

37,128.78

11,30281

5424233
27,5801
1974115

60,248.48
3763027

11,02281
11,105.49
62,591.28
22,115.25

74,227.85

20,871.84

136,821.52
84,7473
114,184.44

"25661633.21

*Reflects various costs associated with home sales, including brokers’ commissions, canrying and home closing costs, repairs and maintenance.
Refiects percentage of netoss to USPS; figure is obtained by dividing total costs by purchase price of home.

7033078

1386221

4458123
5224219 .

4255172
1407548
27,5450

151,156.45 |
7513580

20337.94

48,960.53
59.377.19
1912136

1445630

133,26273 1
8A/370
70,128.60
33,865.95
4181642

96.869.06 -
3306108
3,138.88
2018099

7005224

1175%

9.05%

981%
25.33%
50.88%:

1781%:

17.03%
9.56%
76%%

- 1692%

9.04%:

| 3216%

27.93%
16.29%
950%
745%
“8.14%

%1%

16.05%
848%
50.21%:

28.10%

9.44%
875%
786%

3053%

17.44%.
8.50%

31.86%

26.65%

689%

17.99%,
923%
700%

14.40%

0.22%
2476%
1051%
12.38%

5%

BI%
36.41%
18.61%
16.39%



US Postal Service
Home Sale Costs 2008

257

8.75%

1San Anfonio § 01/30/08 § 1102281 52
2 Muray '3 17000000 U455 17000000 013008 S 1445630 B50%
3 Jacksonville FL ' § 36700000 33 36700000 01008 § 3386595 92
CaGlbet Az § 37333300 3 3050000 OUS0NB S 96869.08 302%
 5BlueSprings MO ' 138167.00 S 13350000 013008 5 3306108 2476%
BiKenosha WS 3083300 )5 24990000 0130085 BATATH3 mow%
7Ekins AR § ; T h2s WI00000  01B008 § 3078830 e
BAlexandia VA $ 33750000 24§ 22700000 OUG0I08 S 4733684 144r%

9 Elkridge MD 3 360,000.00 08 o008 5 282841 7%

10 Aurora 30 s Cousome s s7ass 1925

11 Memphis 8 3 013008 5 10039075 336

12 Coranpolis PA$ 22600000 2% T0Ma00B § 2187387 see%
13 Durrries VA | § 264,167.00 63§ 24850000 OVADIOR S 5516428  2220%
W Tampa CFL S 24200 T21s 24500000 018008 S 2374229 aevk
155hich L $ 290500.00 775 25900000 013008 § 6017848 230%%

16 Sweetwater X $ 182,000.00 U9y 18200000 OU30OB S 1880038 103%
Lockport NY S 205,00000 128§ 18275000 OW300B S 5372422 29.40%
Auora CO ¢ 20230000 1193 20700000 0UB00B § 3531490 1555%
19 Hazei Green Wi § 33400000 3 33400000 O130/08 § 2647785 7%
"2 Anchorage CAK | §245,000.00 25 24500000 0130008 5 2200901 8o%
21 Fort Worth TX § 208,000.00 15 20800000 OU300B S 1795321 86W%
22 Louisville KY '§ 23500000 TS 23500000 0130088 1892483 aos%
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PA § 482,50000 286§ 43500000 07728008 §
TX § 17300000 0’8 17300000 0718008 §
NV T 586,333.00 - 33'S 46000000 . 07728108 $
€O _§ 11500000 0§ 11500000 $

WY $ 20700000 665 19000000
L8 1955 08 0 0
TX 'S 154,000.00 154,000.00 -

CT 5 76500000 73500000 07728108 8
AK S ; AT 499800 07128108 $
SCi§ 33200000,  0'S 33200000  07°8/08 §
PAS 24500000 0 24500000 07/28/08 §
CO ' § 259,00000 0% 25900000  07/28/08 $

1§ 307,000.00 82,8 %325000 0728108 §
$ 198°S 8900000 07728408 $
$ 294,667, 7§ 22500000 0712808 $
$ 177,00000 43817700000 07728108, 5

174,900.00 ¢ 43 17490000 0702808 %
o | ‘1;?“12750000
408,000.00 2005 40800000 0728008 $
13000000 &'§ 139000007 07/28/08.§
'$388,00000 365 32250000 07028008 S
25350000 %38 2 07128108 $
283,000.00 3§ 28300 omsios s
295,000.00 228 29500000  07/28108 $

3140952
56,662.34 -
1348403
2250686

10354279
5101517

2597345

64,185.83
821228
®21983

20,138.67 .

7,545.21
7356139
56,918.54
22,304.44

1263801
3555942

2398783

16,228.08
13,345.07 -
6943461

21,169.61

3355546
109,358.66 .
3479554

60,677.80

59.924,74 |

4761813

19074307
214

21,263.68

116,854.40
16,814.44 ;
334,552.82
3697879
41,069.24
1572998
1230891
131,760.27

35,899.9

235388
2606181
18,147.91

114,938.84
84,568.26

157327
1877358
1243023

11,698.68
31,158.74 |
11,088.06

13692435

6133229
2379262

94 570.80

8.05%
2347%.
B53%
9.08%
34.51%
20.17%
18.60%
24.69%
15.29%
24.27%
8.06%
1041%
38.74%

8%

8.74%
8.48%

1A%

10.38%
8.06%
11.26%
35.07%
873%

- 200%

24.03%.

7%
 294%

17.12%

_ 18.03%

B8.06%:
8.04%
842%

%

9.72%
7273%
32.16%
21.62%

 BOS%

8.05%
1793%
718%
7.00%
10.64%
761%
43.66%
95.02%
51.19%
1061%
7.11%

sa%

7.64%
7.98%

46%

27.26%
841%
3206%



35 Staford
326/FortWorth
327 Dutch John

”“Elgm

335 Council Biufts
336 Lincaln

337 Albuquerqué
338 Hoover

339 ‘Bowie

#oLa Plata
341 Spring | Hlll

) ”w342 Wmston Salem ‘

343 Sioux Falls
344:San Antonio

5 Stockoridge

346: Keizer
347’Homer )
343~‘Burlington‘ b
349 Papition

350 Jacksonvile

”;‘35 Franklin
333D Decaiur )
354 Ware )

35:Silver Spring__

356 Spring Hil
387 Lynnwood
358 Dacula

. :3 ‘Fountamlnn‘
381 Cleveland

365 Hartford _
3! Florissant

370 Hackettstown

(3 Wilenar

374 Country Club Hills

‘375 Desoto

kfi?s"Newpon News
379 Youngsville

Cape May s

32300000

484,000.00
e
208,
27,000.00

161,500.00

$ 20583300
176,000.00

D |5 609.967.00

200,000.00

$ 179.900.00

362,500.00

(§ 368,000.00 -
b 926,333.00

216,000.00

D 5 350667.00
FL § 20800000
“r L
SA

AK'§ 353,000.00 -
274000000
169,900.00 ;

22550000 -

N
MN§ 14100000
MS

150,000.00 |

298,333.00 0

; ie3
; - i
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149,000.00

19750000
221, 500 00 .

B3

A950000
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8§ 32300000  O772808'S 2068793
6§ 07/28/08:§ 1653069
3§ 16980000 O728/08'S 1470352
Coz's 15500000 072808 S 3391481
80§ 26500000 5 542969
.88 28300000 21,576.59
05 34800000 $ 348435
55 48400000  07/2808.§  52.960.15
272§ 15690000 07/2808'S  62786.38
37§ 19990000 072808’ S 3144047
6§ 27000000 0728008 §  15,847.72
0§ 16150000  O7/28/08:$ 1380533
73§ 27490000 07026108 §  70,743.30
65 17600000 07208 S 13,04469
12 0000000 D7/28/08'§ 20194757 .
51300000 07/28/08:§ 18855196
‘ ~078/0B'S 11087803
$ 07028/08'$ 9808269
) O728/08' S 1048063
3§ 0728088 2164934
1y 13948000 oT808 S 1053059
1§ 17990000 07028008 5 1685378
(27§ 35200000 O7/2808 8583061
124§ 34500000 O72808'8 7615864
9§ 21150000 0728083 3981603
$ 23490000 07808 5 3789171
55 2400000 07729008 § 7080508
$ 20500000 0729008 8 5332891
' 13250000 0710008 2301499
§ 21600000 0826108 S 1768114
'§ 31350000,  0B/26/08 § 7685221 .
S 19620000 0BZSNB'S 7547312
5§ 43200000 08/26/08 $ 4281589
$  37B00000. 08608 § 12708973
3.5 18480000, 0826008 § 1482322
0.5 11 081261 9.381.20
0.3 8500000 OBsi0B S 1384027
0% 08/26/08'S 2038280
T es 0826/08.§ 2507596
1168 0812608 $ 4775306
4§ 17190000 O0BGIO8. S 22234057
2§ 16990000  OB26/08'S 1473142
0§ 19300000 08126/08.§  31,257.28
71§ 29200000 082608 5 3638812
27§ 21081500 0BI2608 S 3147785
243 19500000 OBIGS'S 6497562
23§ 14100000, 082608 $  12237.80
0§ 15000000 0872608 § 1127101
1853 16390000 08/26/08 S 3832880
336§ 2750000 08268 S 15384329
RE:E I 0826008, 8 1410457
08726 38,7543
) 3 | 0BBI0B S 20,233.49 ¢
30:§ 20250000  O0M2BI0B' S 3343433
1§ 22150000 0326/08:5 1900120

640%
787%
866%

2186%

20.49%
762%

11.06%

1094%

5278%

1573%
7.35%
855%

5.73%:

1025%

5049%
36.75%
58.82%
£1.64%
10.35%

917%

755%

937%
24.38%
2207%
1883%
16.13%
30.26%
19.32%
17.37%

8.19%
24.45%
405%%
991%
3362%

802%

83%
Ta8%

8.18%
7.10%

s
12834%

867%
16.79%
13.15%
195%
3332%

8.58%

751%

B

84.82%
947%

108

B0
1851%
858%



380 Roswell ;

318,500.00 .
218,900.00 ;

383 Mnarm o
384 Sunnse

385 Rio Rancho o

&

388, Indian Rwer Shore
37, Hopewell Junctior
38 Bow

389, Overland Park

392 Moorhead
_ 393 Scoltsdale

i 395, Urbandale
396 Traverse Cny
397 Greensboro

169,800.00

£ $2,800,000.00

©

305,00000 ¢

207,000.00 ;
182,000.00

§ 292,500.00
43250000

42500000 ;

264

 08/26/08°8

" 0Bi26i08 5 12,85093 -
T omzeie s 1767969
18200000 O8/26/08 §  18,205.92
110000000 08/26/08.§ 1922,760.36
2000000 08126108’ § 5665755
| 40500000 DBGI08. S 76,484.26
37200000, 08/26/08 § 5684370 .
15542500 OWZ6IB.$  23,888.09
 0B6108'§ 1341019
STA00.00, 0826008 1226144
425,00000 - ' 2980251

wmmm

154,500.00

93,500.00

433 Seal Beach
434 Brentwood

672,000.00
48500000

398 Manassas . . \ 34000000u
39 Marysvile A S 305817.00
400 Layton 39250000
401 Longmeadow 295
403 Oklahomacny OK ' $ 486,000.00
404 Roswell NM § 182,000.00
405 Fort Worth TX § 124,00000
406 Galfon ALTS 9200000 -
407 Lebanen IN § &7 000. 00;
40 ';Westmmst‘er N CO i $ 6240 000 .00 |
a9 Camol 1A 7§ 189,000.00
410 Carroll 1A 1S 12700000
411 The Colony TX - § 8300000
412 Lawrence MA § 21500000
413 Miramar FL .8 33686700
414 Lees Summit MO 'S 180,00000 1
415MountAry  MD | § 44500000
CagWestdordan uT § 27500000
417 Camden AR | § 18500000
418 Madison NC S 142500.00
419 Houston ) LS $
420 Loveland oM 20300000
421 Canton GA §
_amMadson M 8
423 Grand Praifie - TX |5 31100000
aMidend T TX§ 140,00000
42 Loxaha(cheew y _FL | § 42850000
426 Taylorsvile KY '$
‘ i DE . § 260,667.00
Ve VA $ 33500000
429 Rising Sun MD_§ 332,00000
430 Rossford OH ' § 17000000
431 Lake Worln FL.§3
432.Clovis CA | § 47300000
3
3

6900000

000

20500000,

- 52

12800000% SR

7

Iy o
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-

1P en 67 07 eh A 9 68 B0 5 A W LNILT L D YA P H LA IR IR D PR RN D B B BA s A PSS JAVRS JINS DUS UG U IR DAL DN

16400000 | OBI260B1$ 23,569
15450000 OB26I08.§ 17,2222
" 168,000.0 08/26/08 §  14,366.04
8500000 ODI250B:$ 2438468
34000000 ;  09/25/08- 3 22,68033 .
" oof2508'S  58,00359
34700000 0012508 § 8346841
25050000 09/2508:§ 9443294
16750000 09i26/08'$  11.708.98
0025108 § 3109135 ¢
09I25008 § 5374486
09/2508°§ 1056855
88070001 092508 §  41,569.15
5525000 09/75/08'5 4650245
55500000 09/25008§ 12133390
189,00000 0U25008 §  17,289.56
127,00000 0U/26008'S 1043073 ;
8300000 . 092508 §  10,055.08
21500000 00/2508'S 1619107
30000000 09/2508'§ 12182401
17990000 09/25/08 8 2594300
44000000 09125008 §  59.788.00
77500000 09725008 8 1960779
18500000, 0972508 § 4644137
144900000 0W508' S 1337266
20490000 0925/08'$ 7670337
20300000 0912508 1519255
30500000  09/2508 $  56,17266
43500000 0912508;$ 10096024
27000000 09/25/08 5 77.22461
14000000 DU/SI8 S 1142405
37500000 09125008 § 187,465.35
) 097250085 3217983
092508 S 4230832
" 0925085 10743898 |
'S B0,13085
09725008 5 28,0711
1490000 09/2508'$  100,268.05
47300000 09/2508'S  35781.20
67200000 09/2508'§  52,024.90
44700000 032508 9209147 .

B3R

7.95%
9.93%

" 1020%

804%
8.54%
10.00%
17480%
20.23%
18.89%
15.28%
15.37%
1082%
810%
701%

vdare

115%
8.55%
29.28%
673%
2001%
24.05%
370%:
6.99%
667%

e

852%
47.20%
84.33%
21.86%
515%
821%
13.20%
753%
4061%

R

13.59%
7.13%
ke 0%
9.23%
26.01%
748%
18.42%
2.21%
28.60%:
816%

R
w%

16.66%

e

25.44%:
17.54%
3.84%
7.56%
774%
20.60%
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435 Lake Ariel

19980000 0W2SI0B'S 2781603 139%
‘ 3049 3B77%
TOUEI08 S 2329038 1o
09/25/08 s 15700494 sa88%

' 1234855 8
9606005 3365%

185,000.00
14850000

apGomam

401 Sugar il 0925108, § 6298618 25.45%
Mzlansing B250000.  0O508 5 4108025 4979%
443 Quincy 2350000 09i25/08'5 2058179 s

444 Gaithersburg 48000000 092508 S  3898Y  soe%

$
52
S
s o
,: s.w
$ - -
MsOcean | NJIS MO0000 A4S MO0000 0925085 298254 a7en
446 Sanford. NG § 20700000 1§ 20700000 092508 § 1405300  67v%
srPoand  ME$ 360000000 0§ 36000000 5 2485207 630%
4B Syacuse . NY § 8240000 14 0000 ¢ 977424 | 1186%
49 Lewisville e ] R 0025008 S 2894895 1177%
450 Cary o Ne ;3];34450000‘ s 00/25008, §  $3,20284 . 3245%
451 CoeurDAlene < ID ' § 24233300 s | ogmsioe s TETAST 3%
452 Churchvile NY | § 7850000 7BE000 092508 68194 106%
#s3Summenile  SC |$ 16489000 - 85 18905100 0925008 5 1692069 895%
454 Plainfield NG s 20000000 1% 24000000 092508 § 2041320 85w%
455 Puyaliup WA S 275,000.00 25500000 1 09/25008 § 7459312  2925%
456 Aurora ] L5 27150000 25500000 . 09/25/08,8 6230106,  2043%
457 Strongsville 1§ 28475000 455 18500000 002508 S 9098315  481m%
458 Sykesville $ 78 300000 O9I2508'S  2BA06H  738%
_ 4s9Bowie 0§ 7 4135 62500000 102808/ S 26177303 4188%:
460 Roanoke '$ 42000000, 798 39500000 102808 6262355 1585%
Cs61SpokaneValey WA | § 20550000 8B5S 18990000 102808 §  43590.08 2301%:
42Kenosha Wl § 183,000.00 15§ 18300000 102808:S 2228359 1218%
463Greeley €O § 15233300 130§ 14575000 102808 S 5850550 4020%
a64 Miwaukee oW 69'§ 26500000  1028/08'S 6939043  26.19%
. 73§ 16490000 10808 2663924 16.15%
MD :§ 28 5 26800000 1028008 5 18419476 6673%
s 7358 8690000 102B/0B S 1358085  1553%
- _OR § 1 08 14990000  102808'$ 1003107 66%%
‘4sg‘smpnéﬁscaty L vas 101819000000 J0728/08:$ 64736132 3387%
470'Louisville KY s ; 165 13250000 10808'S 1459501  11o%
1 MD 3 35566700, 356 L 1018/08'S 161 s02%
NC ' § ) 6 1002808 $ 2021468 B40%
T owms 33250000 T R3S 29000000 1002808 § 6388368 21.30%
C44Odsmar  FL S 24000000, 155 24000000  102B08'S 2500954  1042%
4f5KansasCity  © KS § 15550000 45§ 15590000  10I28I0B S 2169258  1391%
476/San Antonio. TX | § 11633300 428 11880500 1028085 2320848 1a5e%
477 Fisco » TX |8 25200000 0§ 25200000  10/2808' S AOS65.24  16.10%
78 Mayfower AR § 155 21500000 1002808 § 202057  940%
79 GrandRapids M § 645 31900000  10°8008 § 6116578  19.7%
480 Houston CTX S 800000 7S 82500000 1028085 613647 744w
481 CombiaFals ~  MT 0§ 23000000 B S 23000000 1028108 8 2806018 1220%
482 Peoria AZ § 3000000 632§ 20490000 10RBOB 5 27948667  13839%
wNies - M § 206833000 9% 7700000 10280085 6292687  3ss%
484 Springville T AL S 19250000 725 17890000 02808 S 33204T1.  1856%
4g5 Ubandale A § 32708000 65§ 3708000 102808 § 73,1103 223%
" aiCameron - NC 5 17325000 245 16650000 10280085 2320605 136
" sgrTalahessee  FL§ 18200000 163 17650000  102808'S 2353284 133%
488 Brighton €O :§ 200,000.00 1.5 20000000 107808 § 2404906  1202%
sRenion WA S 31800000: 2§ 31800000 1028008 S 2854469 o0t%
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511.The Wood‘Iands :

513 Kenmore o
5i4lindio

R 515 Tenmd
516, Oakland o

) 57 Aoworth

518 WestJordakn )

519:Apple Valiey

521 Mars )
522;London
523 WestFargo
524 Fruna .
525%Cranston N
reat Fal!s

526 Cndsanapohs

TsiKeler
53Zf<3“ayna‘?°_

540 Gig Harbor : N
541 Kennewxck i
547 W Walpa?m :
543 Salem
s Southfekd

N 521 Co!orado Spnngs )

MN

LRZ IR SR SRR PSPV IR |

490'Mill Creek WA '$ 359,500.00
491 Raynham MA | $ 357,500.00 . 330000.00
492 Deerwood . MN ' § ‘22995000? 21990000
493 Alexandria VA | § 375,00000 3500000
494 Mankato MN S 18500000  162500.00
495 Lakeland TN $ 247.500.00 249.900.00
496 Albuquerque NM | § 29433300 279,900.00

1§ 259,667.00 ;

5t

i3

s 24500000
502 Cordova TN § 12500000 12000000,
s03Plugenle 207,000.00 20390000

 soaCambridge - 5 404.000.00 7399,90000
505:Cape Coral 7§ 127.200.00 127,200.00 .
506 Ramsey | 14415000 144,150.00 -
507 Marion 127.500.00 - 12750000
Cs08Sping 142,500.00 142,500.00
509 Covmgton N :
) ‘ 5100 Urbandale

$ 204867.00

s 0000000 i
1§ 23500000

$ 46250000

5 237,00000
1§ 170,250.00 ¢

$ 23250000 232,500.00 -
'§ 28500000 28500000 -
'$ 197.000.00 197,000.00

$ 17300000 164,900.00
'§337,00000 ¢ 320,000.00

$ 7850000
08 355,000.00 |
§2 22900000
'§ 53000000 53000000
5 16200000, 139,00000 |
'§ 70000000 264,900.00 .
s 9650000 9500000
s L 311,000.00
1§ 35500000 33000000

322,050.00 170,000.00
966657.00

§ 137500.00
12050000,
XTI

‘ 91, soo 0
409667.00 375,00000 |
472833.00 320,000.00
185,000.00 185,000.00
662500.00 63000000
340,000.00 340,000.00 ¢

67,333.00

CB300000 ¢
tindos s

BB0000

' 10/28/08 5

" 10/28/08° $
1028008 §

1028008 $

16/28/08 §
10/28/08 $

10028008 §
10728708, $
10/28/08' §

10/28/08. $
10728008 §
10728008 §
10/28/08 §

10/28/08, $

10/28/08: $
10/28/08 $
1()/28/08 $

0 10i28108' §

10128/08)

028008 $
10128108 §

10/28108: §
10128108, $
10128108, $
10/28/08° $
10/28/08: §
10/28/08. §
10/28/08- §
1012808 §
10128108 $
11724/08' $
14/24/08'

) 11/24!08 $

11124108 §
11724108 §
11126108 3
1124008 §
11724108, §

‘!1/24/08 $

4240085

_ 12Ae §
1124108 §
11124008 §
1124108 $
1124008 §
11124/08 §
11724108 $

51,830.37
| 99eT
NBTW

£5,043.07

5277486
54,789.27

77.504.04

9242522 ¢
1594862
87,448.44
pETY
11496027
452347
3207033
3800101
79735

21,

14,465.03
15,467.58
1350208

15339219
2699397

§2,148.52

2051608
19,511.68 :
18799746 .

238

18,637.78
22,349.63
17,360.66

50.886.37 -

54,653.85
721543

2500832
1594524
3687261

44,840.28
 40,410.00
21,024.85
52,999.95
6336154

20537935
341740
10007230

13,623.36
63,307.18
25436 13

13374350
57,507.58

72,070.22

22194348

18,571.82
101,191.94
26,795.52

B2ATT0

14.75%
3021%
1467%
7.3%
3248%
21.52%
276%%
39.18%
8.28%
53.98%,
B
4652%:
37.10%
15.73%
950%
2982%
10.03%
1213%
9.48%
4091%

B21%

2819%
7560%
8.30%

5266%
10.95%
1314%
802%
784%
881%
3.32%
17.08%
927%
7.06%
7.48%:
6.96%

 32.26%

15.25%
213%
17.04%
19.20%

12081%

R
7791%

o01%
87.71%
2.25%)
BT6%
6285%
19.22%
59.36%
10.04%

16.06%

7.88%

125.40%



ssPery A S tes000000 60,5 9890000 1124/08'S 8582292
546 Jackson i MS |§ 10633300 142§ 94000.00 1124088 3021275
 S7lskeintheHils | ILC$ 185000000 77§ 17580000 112408 §  60,407.29
548 Kansas city MO ©§ 33250000 B0'S 29500000 1124088 120,003.26
L ssFrapkin TN § 46250000 M35 41200000 112408 § 10753548
" ss0Adnglon TN § 17625000 928 167000000 1124085 40626.12
551, Waukesha W0 $ 28233300 87§ 24000000 1124108'S  75149.48
552 Princeton X s 000 1iRamB' S 4124695
553 Fort Worth 5 1026108 §  8697.55
- e (V08§
55 Marton s L 12 V24 29163
556 Bridgeport 3 38550000 1229088 4130013
867 Kansas City 8 90000 00 1209/08'8 13520032 :
sspiBartlett 1§ 21493300 19500000 122008 § 4715783
559/ Richmond Hill $ 260000000 2790000 12129108 87.464.06
560 Lebanon 5 26175000 2750000 120008'5 3745384
551 Waynesboro § 21675000 20000000 1212908 3471188
562 Lawrenceville |$ 38250000 1000000 1220/08'%  162,999.08
 563:Grand Prairie (. $ 10050000 10400000 1272008 § 2725258
564 Platte City 3 12700000, 122008 § 3137193
CssSanDiego . CA . $ 31400000 1220/08 8 2319102
s6 Bradenton FL$ 347.00000 34990000, 120908 5 71,121.08
CS67Brandon . MS | § 219000.00 19000000 1220/08'§ 5590070
568 Conyers ‘ GA . § 248,750.00 3505252
seeeex s ogmm g
X § 286600.00 - 2866 2432159
sriMighelvile MD § 339,167.00 30700000 122008 98,00184
572 Haymarkel VA (S 44000000 4000000 1209008.§ 31,9791
e NG s 250000, oof 26000000 122008'§  21,965.07
574 Sebago L MEs 15200000 122008, § 5065004
oi5BrushPraile | WA ! 27500000 1229/08'§ 11483924
576 Cicero ' 119000000 11000000 1212908 § 3112891
577 Nashvile R 1§ 18250000 18000000 12/20/08'8 2148785
578 Lansing s TeM6700C 7500000 1220/08'S 3373238
s9Dery 1§ s00000 29400000 1220088 30,173.30
80 Swisher 169,900.00 16990000 1229008 5 1514852
eeiWesiaco 1 13700000 12029008 § 1237841
562 Humble 285,000 79,743.34
583 Greensboro , 102,900 BRCETTRI RN
584 Comelus | NC '$ 18000000 | 190,000.00 . 1272008 § 1498849
ssWesford . MA § 33500000 3300000 122908 S 2956360
586 Chesapeake | VA $ 32000000 29990000 12129008 77,089.25
TearlesVegss NV § 29433300 25000000 12029/08'$ 13718565
568 Lebanon ™ ' 16990000 16990000 1212908:§ 1580413
Tsag EastAmherst | NY . § 27600000 28000000 120008'S 2505031
‘ o U300 § HUU618825
Totat Costs*
% Cost™

*Reflects various costs associated with home sales, including brokers' commissions, carrying and home closing costs, repairs and mainlenance.

*Reflects percentage of net loss to USPS; figure is obtained by dividing total costs by purchase price of home.

86.78%
32.44%
B %
40.68%
26.10%
2%.3%

A%

1817%
1.01%

1%
_B08%
087%

443%%
24.18%
38.38%
1513%
17.36%
52.58%
26.20%
24.70%

e

20.33%

242%

14.92%

1s0%

849%
V2%

727%

878%
N%
41.76%
8.30%

LT
_4499%

14.10%
8.92%

" 1089%

30.09%
16.47%
78%%
882%
570%
54.87%
9.30%
8.95%
2.9%
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April 3, 2009

Mr. David Williams

Inspector General

U.S. Postal Service Office of Inspector General
1735 N. Lynn Street

Arlington VA 22209

Dear Mr. Williams,

As a follow up to your recent testimony before the House Subcommittee on Federal
Workforce, Postal Service, and the District of Columbia, I am providing you with the
following questions or requests for information posed during the March 25, 2009
oversight hearing, In responding to the following questions for the record, T ask that you
provide responses to the Subcommittee within 30 days.

The reporting items and outstanding questions entered into the record by Rep. Serrano to
the Postal Service are as follows:

1. Has your office conducted studies in the past or is it conducting studies now on
environmental issues, such as the efficacy of the Postal Service's alternative fuel
vehicles?

2. Based on your prior experience, are infrastructure considerations and network
planning important factors in developing pilot tests for alternative fuel vehicles?

3. Will you provide your input to the Postal Service for a report on electric vehicles, if

the Postmaster General is able to provide one for us? Please keep us informed of the
status of your communication on this matter.

g
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If you have any questions, please contact Margaret McDavid at (202) 226-5126 or
margaret.modavidgemail.house.gov.

Sincerely,

Chafrman
Subcommitiee on Federal Workforce, Postal
Service, and the District of Columbia
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Aprii 22, 2009

The Honorabie Stephen F. Lynch

Chairman, Subcommittee on Federal Workforce,
Postal Service, and the District of Columbi

U.S. House of Representatives :

Washington, DC 20515

Dear Mr. Lynch:

On April 3, 2008, you requested responses for the record to questions posed during
your Subcommittee’s March 25, 2009, oversight hearing. The U.8. Postal Service
Office of inspector General (O1G) is providing the following responses for the record:

1. Has your office conducted studies in the past or is it conducting studies now on
environmental issues, such as the efficacy of the Postal Sarvice’s alternative fuet
vehicles?

Response: The OIG has conducted audits on environmental issues related to energy
and environmental strategies, facility energy and vehicle fuel consumption, and
recycling practices. We attached electronic versions of several of the completed reports
in our e-mail accompanying this response. The OIG has not conducted reviews
specifically on the efficacy of the Postal Service's alternative fuel vehicles. However, if
requested, we are prepared to review the feasibility of electric vehicle usage within the
Postal Service.

2. Based on your prior experience, are infrastructure considerations and network
planning important factors in developing pilot tests for alternative fuel vehicles?

Response: Yes, infrastructure considerations and network planning are important
factors in developing pilot tests for alternative fuel vehicles. Specifically, energy storage
and transfer, vehicle usage needs and pattemns, operating maintenance requirements,
and other network planning issues are important factors which should be considered in
developing pilot tests for alternative fuel vehicles.
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3. Will you provide your input to the Postal Service for a report on electric vehicles,
if the Postmaster General is able to provide one for us?

Response: Yes, if the Postmaster General provides a report on electric vehicles, the
0OIG would provide input.

Wea appreciate the opportunity to answer these guestions for the record. If you have
any questions, please contact Tammy Whitcomb, Deputy Assistant inspector General
for Audit, Revenue and Systems, or me at (703) 248-2100.

Sincerely,

s C;f,;!{‘L(/ ;’ /y . ,?"i‘clkjil

Gordon C. Mitbourn il
Assistant Inspector General
for Audit

c¢.  The Honorable Jose Serrano
Chairman, Appropriations Subcommittee
on Financial Services and General Government
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.1 OFFICE OF INSPECTOR GENERAL
l UniTeo STATES POSTAL SERVICE

March 20, 2008

MICHAEL S. FUREY
NORTHERN VIRGINIA DISTRICT MANAGER

SUBJECT: Audit Report — Northern Virginia District Energy Management Savings
Opportunities (Report Number DA-AR-08-003)

This report presents the resulis of our self-initiated audit of Northern Virginia District
energy management savings opportunities (Project Number 08YG002DA000). Our
objective was to evaluate the Northern Virginia District’s (the District) efforts to reduce
electricity consumption and costs. The current U.S. Postal Service energy management
program focuses on facilities of more than 100,000 square feet. We reviewed the
District's efforts at facilities that were between 10,000 and 100,000 square feet. See
Appendix A for additional information on this audit.

Energy Savings Opportunities Exist at Smaller Sites

Federal laws' require the Postal Service to reduce energy consumption at facilities to
the maximum extent practical. However, the Postal Service has not applied the
District's energy management program to facilities less than 100,000 square feet. Our
audit revealed several low- or no-cost opportunities to improve energy efficiency at
these smaller sites including conducting energy walk-through inspections at the sites.
Smaller facilities in the District did not have energy management plans, primarily
because the District, following national strategic direction, focused its energy savings
efforts on larger facilities. As a result, the District has not completely seized
opportunities to reduce energy consumption and lower energy costs. Further,
insufficient internal controls over the payment of the District’s electricity bills resulted in
assets at risk of approximately $2 million for calendar year 2007. See Appendix B for
our detailed analysis of this issue.

For facilities less than 100,000 square feet within the District, we recommend the
Northern Virginia District Manager:

1. Establish energy awareness programs.

2. Explore the use of low- and no-cost energy conservation initiatives, such as
lighting sensors and more energy efficient thermostat settings.

" The Energy Policy Act (EPACT) of 1992 and the Energy Policy Act of 2005 require the Postal Service to lower its
energy consumption to meet specific goals. The Energy Independence and Security Act of 2007 expanded these
requirements,

This report has not yet been reviewed for release under FOIA or the Privacy
Act. Distribution should be limited to those within the Postal Service with a
need to know.
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3. Direct applicable personnel to do periodic walk-through inspections at facilities to
measure compliance with Energy Management Program initiatives.

4. Direct applicable personnel to review and monitor energy bills to ensure accuracy
and review the adequacy of rate plans.

Management’s Comments

Management agreed with our findings and recommendations and is taking the following
actions:

e Recommendation 1 — The Northern Virginia District has named the Finance
Manager as the Energy Coordinator who will provide energy awareness
information to its field sites by March 31, 2008.

¢ Recommendation 2 — The District intends to undertake low- or no-cost energy
initiatives beginning in March 2008, and will explore the use of a modified self-
checklist for walk-through inspections.

+« Recommendation 3 — The District will require local site managers to perform
walk-through inspections by June 30, 2008, and submit certificates of completion.

« Recommendation 4 — The Northern Virginia District will address the importance
of reviewing and approving electricity bills with postmasters by March 31, 2008,
and follow up with specific responsibilities for invoice reviewers.

Management partially agreed with the non-monetary impact of our findings. They
indicated that three of 12 sites did review their bills and, as such, should reduce the
impact presented accordingly.

We have included management’s comments, in their entirety, in Appendix E.
Evaluation of Management’'s Comments

Management's comments are responsive to the recommendations and the corrective
actions should resolve the issues identified in the report. We agree with management’s
assertion regarding the non-monetary impact and have revised our assets at risk figures
accordingly.

The U.S. Postal Service Office of Inspector General (OIG) considers all the
recommendations significant and, therefore, requires OIG concurrence before closure.
Consequently, the OIG requests written confirmation when corrective actions are
completed. These recommendations should not be closed in the follow-up tracking
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system until the OIG provides written confirmation that the recommendations can be
closed.

We appreciate the cooperation and courtesies provided by your staff. If you have any
questions or need additional information, please contact Miguel A. Castillo, Director,
Engineering, or me at (703) 248-2100.

we.wl&'

Darrell E. Benjamin, Jr.
Deputy Assistant Inspector General
for Support Operations

Attachments
cc: Tom Samra

Carolyn Cole
Katherine S. Banks



275

Northern Virginia District Energy DA-AR-08-003
Management Savings Oppeortunities

APPENDIX A: ADDITIONAL INFORMATION
BACKGROUND

The Postal Service has over 34,000 facilities nationwide. During fiscal years (FY) 2006
and 2007, the Postal Service expended more than $600 million in utility costs to support
operations at these facilities. Ninety-eight percent of utility costs are for electricity, gas,
and oil, with electricity alone accounting for approximately 80 percent of the total costs.
The major contributors to electricity costs are heating, ventilation, air conditioning,
lighting, and equipment.

In the Northern Virginia District, there are 127 facilities of less than 100,000 square feet.
In FY 2007, payments to electricity providers for these facilities totaled approximately
$2 million, or 73 percent of the District's total electricity costs.

OBJECTIVE, SCOPE, AND METHODOLOGY

Our objective was to evaluate the Northern Virginia District’s efforts to reduce electricity
consumption and costs. To accomplish our objective, we selected 12 facilities from the
Northern Virginia District to determine their commitment to energy conservation
programs. The 12 facilities randomly selected were from the universe of facilities of
between 10,000 and 100,000 square feet. These facilities are Postal Service retail or
mail processing locations.

We conducted this performance audit from November 2007 through March 2008 in
accordance with generally accepted government auditing standards and included such
tests of internal controls as we considered necessary under the circumstances. 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 objective. We believe that the evidence obtained provides a reasonable basis for
our findings and conclusions based on our audit objective. We reviewed policies and
procedures for internal controls and discussed our observations and conclusions with
management officials on February 19, 2008. We included their comments where
appropriate.

We extracted data from the Electronic Data Warehouse, E-Buy, and the Facilities
Management System files. Previous OIG reports related to these systems did not
reveal weaknesses that would affect our audit.

PRIOR AUDIT COVERAGE

We did not identify any prior audits or reviews related to the objective of this audit.
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APPENDIX B: DETAILED ANALYSIS

Energy Savings Opportunities Exist Within the Northern Virginia District

The Northern Virginia District does not have an energy management program in place
for facilities of less than 100,000 square feet. Our audit revealed several low- or no-cost
opportunities to conserve energy and improve efficiency at these smaller facilities. We
discuss our observations below and detail them in Appendix D.

Energy awareness program. The 12 facilities visited did not have energy
awareness programs. Energy awareness programs teach energy users to
eliminate waste without diminishing their quality of life. Awareness encourages
users to develop simple, cost-effective energy habits such as extinguishing lights
when spaces are unoccupied. Energy awareness programs also help ensure
that existing energy systems are used to maximum efficiency.

Motion sensors and timers. Eight of 12 facilities visited did not use motion
sensors to minimize electricity consumption and costs. Motion sensors are very
effective in areas that are used occasionally, such as copying rooms, conference
rooms, and restrooms.

Lights in use when space was unoccupied. Five of 12 facilities did not
extinguish lights when space was unoccupied. Extinguishing lights in an area
when employees have completed an operation or task, or when the day’s
operations have been completed, is clearly more energy efficient than leaving
them on. In addition, exterior lights on outdoor docks were left on during the
daytime at two facilities. Postal Service facilities could use a timer to turn exterior
lights on at sunset and off about an hour after sunrise. Photoceils can perform
this task automatically.

Use of alternate lighting. Ten of 12 facilities did not use alternate lighting,
which involves reducing the number of light bulbs and fixtures in use within a
facility to conserve electricity.

Monitoring thermostat settings. Nine of 12 facilities did not monitor heating
and cooling seftings. The Postal Service recommends that they be set at 65
degrees Fahrenheit (°F) in the winter and 78°F in the summer.

Review of energy bills. The Northern Virginia District uses e-Buy to pay utility
bills. According to the Postal Service utility payment policy, when a utility
company sends an electronic data file to accounting for payment, post offices
may perform a post-payment certification using the web site provided.
Alternatively, the post office may verify individual utility bills and process
payments locally using the purchase card. If a payment exceeds $10,000, the
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post office is to prepare an authorization for payment and submit it to accounting.
During calendar year 2007, the Northern Virginia District paid over $2.7 million
for electricity usage, but did not adequately validate the electricity bills. In nine of
12 district sites analyzed, personnel did not review the energy bills before
authorizing payment and none reviewed the savings potential for using other rate
plans. In two instances, sites received bills for electricity usage associated with
meters that could not be located. In addition, other rate plans, such as time of
use plans, were publicized by the electricity provider but not evaluated by district
personnel.

As summarized in Appendix C, federal energy policies require the Postal Service to
reduce consumption at facilities to the maximum extent practical. Postal Service
Handbook AS-558, Facility Energy Management Guide, provides guidance for realizing
many of the energy opportunities identified, including energy awareness, lighting
practices, and temperafure settings.

Smaller facilities in the Northern Virginia District did not have energy management plans
because the District focused its energy saving efforts on facilities with space exceeding
100,000 square feet. Furthermore, none of the sites conducted energy walk-through
inspections, as described by the Postal Service's energy guide,” to identify these
potential savings. As a result, the District has opportunities to reduce energy
consumption in keeping with federal mandates and to lower energy costs. Further,
inadequate internal controls over the payment of Northern Virginia District electricity bills
resulted in assets at risk of approximately $2 million, which we will report in our
Semiannual Report to Congress.

? Handbook AS-558, Facility Energy Management Guide, Chapter 8, Section 2.
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APPENDIX C: SUMMARY — APPLICABLE ENERGY
MANAGEMENT LEGISLATION

The Energy Policy Act (EPACT) of 1992:

.

Made EPACT applicable by specifically including the Postal Service.

Called for a 20 percent energy reduction at facilities through FY 2000.

Section 166 required the Postal Service to follow the same standards as other
federal agencies, as found in Section 543 of the National Energy Conservation
Policy Act (NECPA).

Required energy initiatives to be implemented to the maximum extent practical.

The Energy Policy Act of 2005:

Amended many provisions of building energy requirements.

Set energy reduction goals at 20 percent between 2006 and 2015.

The Energy Independence and Security Act of 2007:

Section 323 set energy efficiency requirements and use of energy-efficient lighting
fixtures.

Section 431 expanded energy reduction goals to 30 percent between 2006 and
2015.

Section 432 amended NECPA Section 543 to require each federal agency to
designate a federal energy manager responsible for reducing energy use at each
facility included in a group of facilities that use 75 percent of the agency's energy.
Each calendar year, the energy manager shall complete a comprehensive energy
and water evaluation study for 25 percent of the facilities within the 75-percent
energy usage group. The energy manager will use a web-based certification
process established by the Department of Energy for the facilities identified.
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APPENDIX E. MANAGEMENT'S COMMENTS

OISTRICT MANAGER
CUSTOMER SERVICE AND SALES
NORTHERK ViIRONIA DigTricT

UNITED STATES

POSTAL SERVICE

March 17, 2008
To: Johnson Johin, Acting Director, Audit Operations
Office of inspector General

Re:  Draft Audlt Report-Northern Virginia District Energy Management Savings Opportunities
{Report Number DA-AR-08-DRAFT)

Following are the datk to the Energy Management Savings
Opportunifies Audit for the Northern Vlrg!ma District:

dation 1. Establish energy prog

Response: The Northern Virginia District agrees that the establish of energy

programs will provide sach of our field offices information they have been lacking regarding energy
saving opportunities. In order to accompiish this, | have named the District Finance Manager s our
District Energy Management Coordinater. The Coordinator will contact District Postmasters through
an e-mai message which will introduce them to the energy awareness program, provide some
immediate no-cost saving suggestions, and request each office provide the name of thelr local energy
management contact. The inltial e-mail contact wli be sent by March 34, 2008. An informafive
series of e-malls will provide more in-depth inf tion regarding cost-effective energy hatits, the
monttoring and payment of electricily bills, energy saving responsibilities, and required procedures as
outlines in the AS-558 will be sent to the local energy managsment conlact with a copy to the
Postmaster.

plora the use of low- and no-cost arergy conservation Inflistives, such as,
tighting sensors, and thermosm settings.

Response: The Northern Virginie District agrees with this recommendation and Intends to
ancourage the use of low- and no-cost consarvation initiatives in our fleld offices. Where these
inftiatives can be fished at no-cost to the office, the district wili direct the monitoring of

th , the use of @ ive lighting, and the estinguishing of lights in unused areas 1o the
maximum extont practical. This will bo accomplished through a series of informational e-mails which
wilt start prior to March 31, 2008. Additonally, the Northern Virginia District will explore the use of
modified self check iist during required periodic walk- through inspections, andfor during reviews
performed by the District Financial Condrol and Support function.

R f 3. Diract applicable personnel to perform periodic walk-through inspections at
faclities to pli with energy marag prog initintives.

Response: Tha Northern Virginia District agrees that periudic walk-through inspections at cur
faciities will encourage the compiiance of direcied energy saving initiatives. Handbook AS-558 was
ific as to the fre of these inspections, therefore we wil require local management to
perform an Initial walk through inspection priof o ﬂ'\a ond of Quarter 3 FY08. Local management will
be required to submit certification that the inspection was performed The frequency of subsequent

walk-through insp ns will ba and p d by the District Manager or his designee.
BAC LEE HhoHAY

MaRRIERLD, YA 2203 10006

TOXDE-5404

FAX: T03-898-630C
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Recommendation 4, Diroct applicable personnei to review and monitor energy bills to ensure
sccuracy and to review the adequacy of rate plans.

Response: The Northern Virginia District agrees that the review of electricity bills will ensure that we
are being charged the correct amount for usage and are maximizing our opportunity for savings by

questing the most ec ical rates avallable, ZThe importance of reviewing electricity bills will be
addressed in the first of the series of e-mall correspondence to the Posimasters which will be sent
prior to the close of Quarter 2 FY08. Upon determination of the local office contact, a more in-depth
e-mall will be sen! which will provite detailed Invoice information and specific responsibilities of the
Involce reviewer.

Non-monetary Impect: Inadequate internal controls over the payment of Northern Virginta District
electricity bills resulted in assets at risk of approximately $2.7 mition,

Response: The Northem Virginla District agrees that assats were at risk as a rasult of the lack of
internal controls in monitoing the eleciricity bills. We do not agree that the risk is $2.7 million, the
same amount which was paid for electricity durlng CY 2007, as stated in Apendix B: Detailed

Analysis, We fee! that the non-monetary impact of $2.7 million should be reduced based on
Appendix D; Site Results, which indicated that 3 out of 12 offices did monitor their electricity bills.

if you have any further questions, please do not hesitate to contact me.
Sincerely,
Michaei S. Furey

(3 Laura Naccarato, Manager, Finance
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September 26, 2008

8AM PULCRANO
VICE PRESIDENT, SUSTAINABILTY

CAROLE COLE
ACTING EXECUTIVE DIRECTOR, ENERGY INITIATIVES

SUBJECT: Management Advisory — Postal Service National Energy Management Plan
(Report Number DA-MA-08-003)

This management advisory provides comments on the U.S. Postal Service's National
Energy Management Plan (Project Number 08YG035DA000). The Vice President,
Sustainability, requested that the U.S. Postal Service Office of Inspector General (OIG)
review the energy plan to assess its potential to meet federal energy requirements and
to address the OIG's previous recommendation to establish a long-term energy vision
and goals.

We appreciate the opportunity to comment on the National Energy Management Plan.
To answer the request, we analyzed the plan's content for coverage of key functional
areas contributing to energy consumption. In addition, we sought comment from OIG
Counsel and interviewed functional Postal Service managers, as appropriate. We
conducted this review during September 2008 in accordance with the President’s
Council on Integrity and Efficiency, Quality Standards for inspections. We discussed
our observations and conclusions with management officials on September 19, 2008,
and included their comments where appropriate.

Energy Management Plan is Comprehensive

The National Energy Management Plan' provided to the OIG addresses the major
components of Postal Service energy consumption: transportation and facilities. The
plan recognizes the importance of energy to the Postal Service's core mission and
addresses strategies for utility management, facility management, fleet management,
fuel management, and energy awareness. The plan demonstrates the Postal Service's
commitment to controlling energy costs and meeting federal energy requirements, and
satisﬁgs our previous recommendation to establish a long-term energy vision and
goals.

" United States Postal Service National Energy Management Plan, dated September 15, 2008.
2 Facilities Energy Management Strategy (Report Number DA-AR-08-004, dated April 9, 2008).

This report has not yet been reviewed for release under FOIA or the Privacy Act.
Distribution should be limited to those within the Postal Service with a need to
know.



283

Postal Service National Energy DA-MA-08-003
Management Plan

While the OIG acknowledges management's commitment {o conserve energy and
reduce costs, we note the Postal Service did not (1) include information about the
remote building management system pilot, (2) clarify procedures for reporting baseline
information, and (3) include key performance metrics and timeframes in an appendix.
These occurred because the Postal Service is continuing to develop performance
measures and pilot systems to enable the organization to measure and report the
success of its energy initiatives.

Incorporating these areas would expand coverage in meeting federal energy
requirements, enhance the reliability of energy reporting, and further encourage fisld
compliance with the energy plan. See Appendix A for our detailed comments.
Suggestion
We suggest the Vice President, Sustainability:
1. Amend the National Energy Management Plan to:

» Include the remote building management system pilot.

» Clarify procedures for reporting baseline information.

» Include key performance metrics and timeframes in an appendix.
Management reviewed a discussion draft of this management advisory and provided
feedback; therefore, no response is necessary. If you have any questions or need

additional information, please contact Miguel Castillo, Director, Engineering, or me at
{703) 248-2100.

Darrell E. Benjamin, Jr.
Deputy Assistant inspector General
for Support Operations

Attachment

cc: Katherine S, Banks
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APPENDIX A: DETAILED COMMENTS
Remote Building System Pilot

The Postal Service has a strategy to implement an enterprise-wide energy management
system to provide the ability to locally and remotely monitor energy consumption. At the
core of this solution is the ability to consolidate energy management-related data into a
centrally managed data warehouse called the Enterprise Energy Management System
(EEMS). This includes data from existing Postal Service applications, such as the Utility
Management System (UMS) and the Facility Management System (FMS), as well as
data from individual facilities.

While the UMS collects consumption data at larger facilities and the FMS provides a
variety of data on the facilities universe, neither currently captures energy consumption
at the majority of facilities. However, the Postal Service is currently piloting a remote
building management system to collect real-time energy consumption and cost data at
facilities in the Greensboro District. A review of data collected from this pilot indicates
the capability of trending energy consumption at a variety of smaller sized facilities and
presents favorable savings for each site. Of the 16 sites the Postal Service is currently
monitoring and controlling, the data reflects between 7 and 31 percent reductions in
energy consumption.

The Postal Service's initial focus for facility energy management is on its largest

500 facilities because they represent 40 percent of total square footage and an
assumed majority of energy consumption. We believe the Postal Service could use the
technology the Greensboro District is piloting to expand data collection and remotely
control energy use at a broader scope of facilities. Remote control systems provide the
ability to set and control building temperatures from a distant location. In addition,
expanding the pilot would also improve federal reporting using actual consumption
information. As such, we suggest the Postal Service include remote building control
systems in the energy management plan.

Clarify Baseline Data

The Postal Service's energy plan specifies a baseline year for facility energy reductions
for which consumption data is questionable. Specifically, under the energy
management priorities, the plan conveys reducing facility energy consumption 30
percent by 2015 using a baseline year of 2003 to ensure compliance with federal
mandates. However, the OIG previously questioned the reliability of the 2003 baseline
because the Postal Service used cost rather than consumption data in its report to the
Department of Energy. As such, the Postal Service has an opportunity to clarify
timeframes for establishing a facility energy baseline using more reliable consumption
data. This could occur within a reasonable period after implementing the proposed
EEMS that would enhance the Postal Service's ability to report facility consumption
data.
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Similarly, the Postal Service realizes its obligation to reduce petroleum consumption 20
percent by 2015. In February 2007, the Government Accountability Office (GAQ)
reported® the Postal Service’s ability is limited in tracking fuel consumption. Specifically,
the lack of fuel consumption information limits the Postal Service’s understanding of the
extent to which consumption is changing and how consumption has affected overall fuel
costs and potential cost-saving opportunities. The GAQO recommended improved
tracking and monitoring of fuel consumption data, and the Postal Service agreed. As
such, the Postal Service could also clarify the baseline period for measuring fuel
reductions after management completes its actions in response to the GAO report.

Include Key Performance Metrics and Timeframes

We also recognize the National Energy Management Plan assigns accountability to
appropriate organizational functions within the Postal Service. To this end, the
Manager, Energy Initiatives, is accountable for overall program development and
coordination. In addition, the Postal Service plans to develop specific performance
metrics for accountable managers and employees.

We believe the Postal Service has an opportunity to include key metrics and timeframes
in an appendix o the National Energy Management Plan. This would enable Postal
Service Headquarters to prioritize expectations for managers and employees
responsible for energy consumption at the 34,000 facilities and for the consumption of
transportation fuel. An appendix of key measures and timeframes would also provide a
basis for externally reporting the success of consumption reductions.

% U.s. Postal Service: Vulnerability to Fluctuating Fuel Prices Requires Improved Tracking and Monitoring of
Consumption Information, GAO-07-244.
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April 8, 2008

TOM SAMRA
VICE PRESIDENT, FACILITIES

CAROLYN COLE
ACTING EXECUTIVE DIRECTOR, ENERGY INITIATIVES

SUBJECT: Audit Report — Facilities Energy Management Strategy
{Report Number DA-AR-08-004)

This report presents the results of our self-initiated audit of the U.S. Postal Service
Facilities Energy Management Strategy (Project Number 07YG065DA000). Our
objective was to evaluate whether the Postal Service has an energy management
strategy for facilities to meet federal requirements. See Appendix A for additional
information on this audit.

Energy Management Planning, Policies, and Consumption Data

The Postal Service has a facilities energy management program to meet federal energy
requirements. However, expanding short-range planning, widening facility focus, and
updating energy policies would increase strategic effectiveness. In addition, the Postal
Service conducts energy reduction activities at its facilities and annually reports energy
reductions based on cost data, but does not systematically collect and use data on
actual energy consumption. Without systematically using actual consumption data, the
Postal Service cannot effectively establish baselines and priorities, measure progress,
or support the reported energy reductions at over 34,000 facilities. Consequently, the
Postal Service risks:

« Not complying with federal mandates to reduce energy consumption.
e Inaccurately reporting energy consumption data to the Department of Energy
(DOE).

See Appendix B for our detailed analysis of this issue.

This report has not yet been reviewed for release under FOIA or the Privacy Act.
Distribution should be limited to those within the Postal Service with a need to
know
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We recommend the Vice President, Facilities, in coordination with the Acting Executive
Director, Energy Initiatives:

1. Finalize and publish a National Energy Management Plan. This plan should
establish a long-term vision and goals that encompass facilities referenced in the
2007 Energy Independence and Security Act.

2. Update the Facility Energy Management Policy and Guide. This should clarify the
organizational structure for carrying out energy management responsibilities.

3. Continue to develop systems for reporting actual energy consumption baselines and
progressing toward energy reduction goals. In this regard, management should
consider expanding electronic energy billing interfaces to collect actual energy
consumption data or develop other long-term solutions.

Management’s Comments

Management agreed with the recommendations. In response to recommendation 1,
management plans to publish the National Energy Management Plan by August 1,
2008. To address recommendation 2, management plans to revise the Facility Energy
Management Policy and Guide by October 1, 2008, based on organizational changes
and new processes and procedures to perform work. Finally, in response to
recommendation 3, management plans to present a business case by August 1, 2008,
to support national expansion of the Utility Management System.

Management also provided information clarifying the legal interpretation of the Energy
Policy Acts of 1992 and 2005 and the 2007 Energy Independence and Security Act
(EISA) and how this legislation impacts the Postal Service. While acknowledging the
need for an overall 30 percent reduction in energy use by 2015, the Postal Service
maintains they are not obligated to comply with all aspects of the legislation since the
organization holds a unique status in the federal government. Specifically,
management believes EISA Sections 432 and 435, regarding assignment of an energy
manager at each facility and addressing leased facilities, respectively, are not
applicable to the Postal Service. Management further explained EISA Sections 517 and
435, regarding training contracting officers and requiring 75 percent energy coverage for
buildings, respectively, are subject fo guidance the Department of Energy has yet to
develop.

We have included management's comments in their entirety in Appendix D.
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Evaluation of Management’s Comments

Management's comments are responsive fo the recommendations and the corrective
actions should resolve the issues identified in the report. We agree that the provisions
of the 2007 EISA that management references do not specifically apply to the Postal
Service. These provisions amend Section 543 of the National Energy Conservation
Policy Act, which only applies to the Postal Service to the extent the Postmaster
General is responsible for overseeing compliance with federal energy mandates. As
such, Congress left in place the requirement to follow energy consumption standards.

The U.S. Postal Service Office of Inspector General (OIG) considers management’s
comments responsive to the recommendations in the report. The OIG considers all
recommendations significant, and therefore requires OIG concurrence before closure.
Consequently, the OIG requests written confirmation when corrective actions are
completed. These recommendations should not be closed in the follow-up tracking
system until the OIG provides written confirmation that the recommendations can be
closed.

We appreciate the cooperation and courtesies provided by your staff. If you have any
questions or need additional information, please contact Miguel Castillo, Director,
Engineering, or me at (703) 248-2100.

ADM;};;WE‘TNBenjamin;
Deputy Assistant Inspector General
for Support Operations

Attachments

ce: Patrick Donahoe
Katherine S. Banks
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APPENDIX A: ADDITIONAL INFORMATION
BACKGROUND

The Postal Service has over 34,000 facilities nationwide. During fiscal years (FY) 2006
and 2007, the Postal Service expended more than $600 million in utilities to support
operations in these facilities. When compared to all federal entities, the Postal Service
is the second largest consumer of energy after the Department of Defense (DOD).

Federal legislation designed to reduce energy consumption continues to affect the
Postal Service. In particular, the Energy Policy Acts (EPACT) of 1992 and 2005 require
the Postal Service to lower its energy consumption to specific goals. The 2007 EISA
expanded these requirements.! Under the 1992 EPACT, the Postal Service was
required to reduce energy consumption by 20 percent through FY 2000, where
practicable, using a 1985 baseline, The 2005 EPACT and the 2007 EISA require,
coliectively, a 30 percent reduction in consumption between 2006 and 2015 using a
2003 baseline. In response to energy legislation, the Postal Service annually reports
energy consumption reductions for its facilities to the Department of Energy (DOE).

In FY 2008, the Postal Service created a senior level energy position reporting directly
to the Deputy Postmaster General. The Executive Director of Energy Initiatives is
responsible for overall Postal Service energy reduction activities and works with vice
presidents, such as the Vice President of Facilities, to create and implement Postal
Service energy management strategies. Also in FY 2007, Facilities Management was
given the authority and responsibility to develop strategies and implement activities to
reduce energy consumption in the building inventory.

OBJECTIVE, SCOPE, AND METHODOLOGY

Our objective was to evaluate whether the Postal Service has an energy management
strategy for facilities to meet federal requirements.

To accomplish our objective, we reviewed annual reports on energy management and
conservation programs and federal agencies’ energy scorecards, and interviewed
current and former managers responsible for the Postal Service’s Energy Management
Program. We also consulted the U.S. Postal Service OIG General Counsel on the
Postal Service’s obligations associated with federal legislation. in addition, we reviewed
electrical consumption data the Postal Service reported to the DOE.

Further, we reviewed data from the Accounting Data Mart to identify FY 2007 utility
costs and the Facilities Management Database to identify facility data useful to our

' Appendix C summarizes energy legislation applicable to the Postal Service.
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audit. Previous OIG reports related to these systems did not reveal weaknesses that
would impact our audit.

We conducted this performance audit from September 2007 through April 2008 in
accordance with generally accepted government auditing standards and included tests
of internal controls that we considered necessary under the circumstances. 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 objective. We believe the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objective. We discussed our observations
and conclusions with management officials on February 14, 2008, and included their
comments where appropriate.

PRIOR AUDIT COVERAGE

We did not identify any prior audits or reviews related to the objective of this audit.
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APPENDIX B: DETAILED ANALYSIS
Postal Service Can Strengthen Energy Planning

The Postal Service has a number of strategies and activities under way to reduce
energy consumption at its facilities. in November 2007, the Postal Service energy
initiatives team implemented a program with a supplier to collect utility energy cost and
consumption data at 500 of its largest facilities and 100 smaller ones. The team has
also contracted with suppliers to complete energy audits nationwide and begin
implementing actions to take advantage of identified energy conservation opportunities.

However, a long-term energy management plan does not exist. Without a long-term
energy management plan, the Postal Service cannot effectively maximize its energy
conservation efforts as required by the 2007 EISA. A long-term energy management
plan would set goals, identify a method for tracking reduced consumption, identify
project financing to accomplish goals, and measure performance.

The first phase of the Postal Service’s energy management strategy has included:

o Contracting with a vendor to successfully complete a pilot period of up to 1 year
to capture actual cost and consumption data, improve bill management, and
analyze rates and taxes paid. The targeted facilities account for 60 to 70 percent
of utility energy costs.?

« Identifying and starting detailed energy audits for targeted facilities.

¢ Initiating development of an Enterprise Energy Management System. This
system is intended to consolidate all energy information including actual meter
and sub-meter information from the largest facilities.

¢ Upgrading design standards and instituting detailed operating procedures to
ensure all new construction, repair, and alteration projects are as energy efficient
as they are cost effective.

The 2007 EISA specifies energy reductions at a group of facilities that constitute 75
percent of energy use. While we recognize management’s efforts to improve energy
efficiency at its facilities, the Postal Service's initial focus of reviewing the largest 500
sites accounts for only 60 to 70 percent of its utilities costs. These 500 sites represent
less than 2 percent of Postal Service-owned and leased facilities and 40 percent of the
total square footage of facilities. This focus may not allow the organization to reduce
energy use by 30 percent.

2 The Postal Service estimates consumption based on costs rather than actual consumption.
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An OIG audit® of energy activities in the Northern Virginia District noted many low or
no-cost opportunities for lowering energy consumption at facilities that are not part of
this initial site focus. While performing site walk-through inspections at facilities as
small as 11,000 square feet, we noted opportunities such as increasing energy
awareness, installing lighting sensors, and changing thermostat settings. We believe
that considerable potential exists to reduce energy at many facilities beyond the top 500
sites.

Internal Energy Policies Outdated

The Postal Service’s energy policies are outdated. Both the Facility Energy
Management Program Management Instruction (AS-550-97-4, dated June 1997) and
the Facility Energy Management Guide (AS-558, dated September 1998) reference
obsolete goals and responsibilities. Since the agency issued these policies, goals for
reducing energy consumption have changed because of new legislation. Also, the
responsibility for the Postal Service's national energy program, including the
development of policies and plans, no longer resides with the Vice President,
Engineering.

National policies set the direction of the agency and reflect the level of commitment the
organization is willing to make. Without clearly defined policies, goals, measures, and
responsibilities, the Postal Service cannot assess its progress in reducing energy
consumption.

Reported Reductions in Energy Consumption Not Validated

In an effort to establish a repeatable and verifiable methodology, the Postal Service
changed its process for calculating consumption for the 2007 reporting period as well as
for prior years (back to 2003). The agency based its new methodology on standard
federal templates for completing a DOE report. This significantly changed the amount
of consumption reported in the last two annual reports, as shown in Table 1.

3 Northern Virginia District Energy Management Savings (Report Number DA-AR-08-003, dated March 20, 2008).
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Tabie 1. FYs 2006 and 2007 Annual Reports: Postal Service Facility Energy Usage

FY 2006 FY 2007 FY 2006 FY 2007 FY 2006 FY 2007
Energy Energy Facility Space  Facility Space BTUs per BTUs per
Consumption Consumption (Miltions Square {MSF) Gross GSF
{British Thermal (BTU) Feet-MSF} Square
Units-BTU) Foot (GSF)

FY 2003 23,869 31,986 353 314 68 102
FY 2005 23,425 35,237 361 311 65 113
FY 2006 22,231 33,999 332 314 67 108
FY 2007 27,938 313 89

Although this new methodology is repeatable and verifiable, it does not necessarily
provide an accurate representation of energy consumption. The Postal Service
calculates energy consumption as a cost per square foot, which may be misleading as
the per unit cost of energy will fluctuate over time, so this does not necessarily equate to
levels of consumption. In comparison, we noted the DOD captures actual meter
-readings for its consumption data.

There were also significant changes in the amount of facility space reported in the 2007
Annual Report on Energy Management and Conservation Programs. The current
methodology uses the square footage from the facilities management database and the
Postal Service's annual report. However, the basis for reporting facility square footage
in prior reports is not clear. According to Facilities personnel, sites were removed
because they were partially used and their inclusion would skew the results and show
the Postal Service as being more energy-efficient than it actually is.

Further, the Postal Service made significant changes in reporting cost per unit. Prior to
2007, the Postal Service calculated the estimated cost per unit on a regional basis
which was $.03 per kilowatt hour more than the federal average. Calculations in the
annual report used a federal average cost per unit provided by the DOE.

An indication of the fluctuations that can occur when using dollars spent to calculate
energy consumption can be seen in a comparison with actual consumption data for
Postal Service facilities in the state of Texas. We compared actual consumption with
estimated consumption data reported to the DOE and the cost calculated on a regional
basis. As shown in Table 2 below, this comparison reflected a difference ranging from 9
percent below actual consumption using the regional method, to 11.9 percent above
actual consumption using the federal average.
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Table 2. Comparison of Electrical Energy Consumption in Kilowatt Hours (KWHR)

Invoice - Unit KWHRs Differencein Percent
Amount Cost KWHRs Difference in

Actual Consumption for $25,070,653° 7 '80.09 279,981,789
Facilities in the State of
Texas

Consumption Based on Regional Average $0.10 254,524,398 -25,457,391

Consumption Based on Federal Average $0.08 313,383,165 33,401,376

The Postal Service also reported two energy credits* as part of its energy reduction.
The first was an 8 percent credit in FY 2000 for increases in automation and the second
was a 4 percent credit in FY 2006 for installation of the Ventilation Filtration System
(VFS) and the Biohazard Detection System (BDS). This was also updated in the 2007
annual report to reflect a revised 1.5 percent credit for VFS and BDS. The Postal
Service could not provide supporting documentation for the 8 percent automation credit
taken in FY 2000 and the revised credit was based on estimates rather than actual
consumption.

Without accurate consumption data, the nationwide impact for energy reduction cannot
be validated, In addition, the Postal Service cannot accurately determine whether its
strategy or activities are achieving approximately 3 percent® annual reductions to keep
pace with federal legisiation.

Opportunity to Collect Actual National Consumption Data

The Postal Service has not collected actual consumption data systematically on a
national basis since updates to the Energy Consumption System ended in 1992. During
the audit, we noted that energy providers can send electronic consumption data through
an electronic data interchange and the Postal Service can store this data in its eBuy
system.G However, the Postal Service has not taken full advantage of this opportunity
for all of its sites. At the time of our review, the eBuy database listed 44 utility providers.
Nationwide, the Postal Service made payments to 7,349 utility providers and less than 1
percent of these providers accounted for approximately 65 percent of utility payments,
averaging $22.5 million monthly for the first three quarters in FY 2007. The Postal
Service could require or negotiate an electronic data interface (ED!) from at least its
largest energy suppliers.

* Energy credits are adjustments provided for the increase in energy consumption through new or increased
gutomalion or an increase in facility space.
® The Postal Service has 10 years (2006-2015) to reduce consumption by 30 percent when considering the 2005
EPACT and the 2007 EISA, or approximately 3 percent per year.

eBuy is an all-electronic purchasing system developed for the Postal Service. It includes electronic utility invoicing
and payment,
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We recognize the Postal Service has contracted for data collection primarily at its
500 largest sites. Expanding EDI could provide a low-cost alternative for consumption
data at a larger universe of sites.

10



296

Facilities Energy Management Strategy DA-AR-08-004

APPENDIX C
SUMMARY -~ ENERGY MANAGEMENT LEGISLATION

Energy Policy Act of 1992

s Specifically mentions the Postal Service.
s Calls for a 20 percent energy reduction at facilities through FY 2000.

e Section 166 subjected the Postal Service to the same requirements as other federal
agencies in Section 543 of the National Energy Conservation Policy Act (NECPA).

» Energy initiatives are to be implemented to the maximum extent practical.

Energy Policy Act of 2005

* Amended many provisions of building energy requirements.

* Set energy reduction goals to 20 percent between 2006 and 2015.

Energy Independence and Security Act of 2007

+ Passed before the Postal Service implemented many of the 2005 EPACT
recommendations.

e Section 431 expands energy reduction goals to 30 percent between 2006 and 2015.

s Section 432 amends NECPA Section 543 to require each federal agency to
designate a federal energy manager responsible to reduce energy use at each
facility that is included in a group of facilities that constitute 75 percent of the energy
use at the agency. The energy manager shall complete a comprehensive energy
and water evaluation study for 25 percent of the facilities within the 75 percent
energy usage group each calendar year. The energy manager will use a
web-based certification process the DOE established for the identified facilities.

e Section 435 states that, 3 years after enactment, no federal agency may lease
space that is not Energy Star labeled unless there is no space available that meets
the functional needs of the agency.

« Section 517 requires training for agency contracting officers in (1) negotiating energy

savings performance contracts, (2) concluding effective and timely contracts for
energy efficiency services with all companies offering these services, and (3)

11
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reviewing federal contracts for all products and services for the potential energy
efficiency opportunities and implications of the contracts.

12
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APPENDIX D: MANAGEMENT’S COMMENTS

UNITED STAYES
POSTAL SERVICE

March 31, 2008

JOHNSON JOHN

SUBJECT: Transmitial of Draft Audit Repert — Facilitiss Energy Management Strategy
{Report Number DA-AR-08-DRAFT)

We are pleased to provide tha attached resp to the recorn dations ‘n the Offce of the
inspector General (OIG) Dratt Audil Report. We are in agreement with the three
recommendations to strengthen our energy management sirategies for faciities to meet federal
recuirements.

The subject audit report and this respanse contair information relating to potential vulnerabibties
that, if released, could possibly be exploited and cause ial harm to the Postal Service
Theretore, this ir ion should be Hfied as “restricted” and exempt fFom disclosure under

the Freedom of information Act

if yoy have questions regarding our response, and would fike to discuss them further. please
cont; }RobxctMcNiece {336) 665-2828 or Carolyn C. Cole at (202) 268-4138

1

4 ,ﬁé,» . @,
Gle

Carotlyn €
Acting Executive Direttor, Energy initiatives

Attachment

13
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Facilities Energy Management Strategy
Management Response March 34, 2008

We recommend the Vice President, Facilities, in coordination with the Acting Executive
Director, Energy initiatives:

Recommendation 1: Finalize and publish a National Energy Management Plan. This plan
shouic establish a long-term vision and goals that encompass facilities referenced in the Energy
independence and Secunty Act of 2007

Response: We agree. We are in the process of developing the National Energy Management
Plan Qur goal is to publish the pian by August 1, 2008.

itis prudent for us to provide legal interpretation and clarification of the law as # applies to the
Pastal Service

The matenal in this draft OIG report on the energy reduction mandates does not accurately refiect
the fact that the Postal Service. while required to meet certain specific bullding energy reduction
goals, is authorized by statute to reach the goals through its own program. independent of the
programs applicable to the rest of the government. The Postal Service is not to be treated the
same as other government entities and has been recognized as having a unique status within the
federal government

The Postal Service is an independent establishment of the executive branch of the federal
gavernment. It is pert of the federal government but not an executive agency as that tem is
defined in section 105 of title 5. The legisiative history of the Postat Rearganization Act
repeatedly emphasized the need for the Postal Service to be separate from the governmental
controls of the executive and legisiative branches of the govemment.

The Energy Policy Act of 1992, in section 158, set forth the building energy management
requirements for the Postal Service, The Energy Policy Act of 1982 amended the National
Energy Conservation Policy Act. (42 U.S. C. 8251 et seq.). Section 166 of the Energy Policy Act
of 192 applied the same building energy reduction goals {o the Postal Service as it applied o the
rest of the government under section 152 that amended section 543 of the National Energy
Conservation Policy Act ~ energy consumption was 1o be reduced so that in fiscat year 2000. in
federal buildings, energy consumption per gross square foot was to be at leas! 20 percent less
than it was in 1995 However, special provision was made for the Postmaster General to either
{1) make the reductions 10 maximum extent practicable, or (2) exclude from the requirements any
tacility or group of facilities if the Postmaster General finds compliance with the requirements to
be impracticable based on the energy intensiveness of activities carried out in such facility. in
1992, in the initial version of the legislation that was considered, the activities of the Postal
Service were to be covered in the same way as other agencies. Based upon testimeny by postat
officials, the legistation was amended lo direct the Postal Service to establish its own program for
montoring and reducing building energy. The decision to have the Postal Service adopt its own
energy management program was based on the fact that to do otherwise would fly in the face of
the intent of Congress when it enacted the Postal Reorganization Act to exempt the Postal
Service from most government-wide tegisiation. The Postal Service was required to operate in 8
businessiike, efficient manner with responsibility for its awn budget and funds, i alse has its cwn
independent confracting authority. Having the Postal Service manage its own energy
management program was consistent with this mandate.

The Energy Policy Act of 2005 amended the National Energy Conservation Poticy Act Section
543 0 require that agencies reduce facility energy consumption 20% by the year 2015, as
compared with 2003 leveis. Beginning in 2008, agencies were to reduce energy consumpten in
increments of 2% per year untii 2015,

The Energy Independence and Security Act of 2007 (EISA), in section 431, further amended the
National Energy Conservation and Policy Act (42 USC 8253) to require that federal agencies
reduse energy in federal buildings 30% by 2015 based on a 2003 baseline.

(]

14
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Faciities Energy Management Strategy
Management Response March 31, 2008

For specific comments, on page 5 of the draft report it is mentioned that the Postal Service
salectad the fargest 500 facilities. This is within the purview of Section 168, and the mandate
under EISA ta cover 75% of the energy use is not an applicable requirement ugon the Postal
Service. Rather, the Postal Setvice is required to reduce overall energy use by 30% anc how it
achieves that requiremant is within management discretion. Further. the 75% energy coverage for
buildings is subject o guidance yetlo be developed by DOE.

Under Appendix C. the discussion of the Independence and Security Act of 2007 mentions that
federal agenuies must designale facility energy managers bul this requirement is not epphicable to
the USPS under the general exclusion from application of federal laws that cover employees to
the Postai Service under Tilie 39 and the EPACT Section 166 language dealing with comphiance
with energy management requirements. Also, Seclion 435 of £ISA dealing with leased facilities
1s not applicable o the Postal Service under Title 39 and EPACT Section 166.

Section 517 of EISA on training contracting officers requires development of the training by DOE
Management will send appropnate personnel lo this training

Target Completion Date: August 1, 2008

Recommendation 2: Update the Facifity Energy Management Policy and Guide. This should
clarify the organizationat structure for carrying out energy management raspansbiliti

Response. We agree, Wearein the process of revising based on the organizational changes
and the new process and procedures to perform work

Target Cormpletion Date: October 1, 2008

Recommendation 3: Continus to develop systems for reparting actua! energy consumption
baselines and progressing toward energy reduction goals. In this regard, managemert should
consider expanding electronic energy billing interfaces to collect actual energy consumption data
or deveiop other long-teim solutions.

Response: We agree. The Utility Management System (UMS) currently provides actual
consumption information on the top 500 facilities and 100 smatler sites. it is our goal to develop
the Business case to support the national expansionof UMS, We expect to have thus Business
case completed by August 1, 2008, which will include a strategy for implementation.

Given our infrastructure of 34,000 buildings with 24,000 of these being smaller than 5,000 square
feet, itis critical that we fully determine the cost benefit relationship with having actual
censumption information for every building, We are aiso ensuring that capital improvements
performed in ary size facility are as energy efficient as cost effective or as a minimum meet very
strict energy performance guidelines. Since the USPS will spend ~$500 million in FY2008 aione
on these types of prajects, considerable impravement will be made in facliities of all sizes and not
just the top 500

Target Completion Date: August 1, 2008

15
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= OFFICE OF INSPECTOR GENERAL
i UNITED STATES POSTAL SERVICE

March 31, 2009

MICHAEL J. DALEY
VICE PRESIDENT, PACIFIC AREA OPERATIONS

MICHAEL J. FANNING
MANAGER, ENVIRONMENTAL POLICIES AND PROGRAMS

SUBJECT: Final Audit Report — Recycling Opportunities — Pacific Area
(Report Number DA-AR-09-005)

This report presents the results of our self-initiated audit of U.S. Postal Service recycling
programs in the Pacific Area (Project Number 08YG034DA000). Our objective was to
evaluate recycling programs at high-revenue facilities to identify opportunities to expand
on those successes. See Appendix A for additional information about this audit.

Conclusion

The Pacific Area has a profitable recycling program. Specifically, two of the eight
Pacific Area performance clusters, San Diego and Santa Ana, are among the top 10
recycling revenue-generating districts in the nation." However, there are opportunities
to expand recycling programs in the Pacific Area, particularly in the Los Angeles and
Honolulu Districts, due to insufficient management support and the absence of formal
recycling contracts in some districts.

There are also opportunities to strengthen controls over contractor pickups. This
occurred because management at Postal Service facilities in the Pacific Area did not
use consistent methods to verify the volume of recyclable material collected by vendors.
Consequently, the volume of recyclable materials generated and related revenues could
be less than optimal. Strengthening these controls would give the Pacific Area added
assurance that recycling revenue is properly collected and accounted for.

! The San Diego and Santa Ana performance clusters ranked number one and four, respectively.

This report has not yet been reviewed for release under FOIA or the Privacy Act.
Distribution should be limited to those within the Postal Service with a need to
know.
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Additionally, recycling revenue in the Pacific Area accrued in Account identifier Code?
(AIC) 149, Sale of Paper, Plastic and Other Recyclables, is inaccurate. For example,
the Los Angeles and San Diego Districts were offsetting trash hauling and recycling-
related expenses with recycling revenue, and portions of recycling revenue generated in
the Santa Ana and San Diego Districts were credited to the wrong account. These
conditions occurred because districts were not aware of current guidelines for recording
recycling transactions. As a result, the Pacific Area cannot adequately assess if
recycling goals were achieved. See Appendix B for our detailed analysis of this topic.

We recommend the Vice President, Pacific Area Operations:

1. Provide additional recycling training to maintenance and operations personnel
responsible for conducting recycling activities and expand recycling programs
throughout the area.

We recommend the Manager, Environmental Policies and Programs, improve
awareness of policies and procedures that:

2. Require appropriately designated site personnel to certify the tonnage of recyclable
material and trash collected by contractors.

3. Require accurate recording of recycling revenues.
Management’'s Comments

The Postal Service agreed with the recommendations and will take appropriate actions
to resolve the issues by July 31, 2009. Specifically, the Pacific Area agreed to take
steps to ensure additional training is provided to appropriate personnel. The
Environmental Policies and Programs office will work in coordination with the Memphis
Commodity Management Center (CMC) to provide the resources for site personnel to
evaluate and certify tonnages of recycled material. Further, they will provide training
resources for site personnel to ensure they are aware of the proper AlCs to be used for
each type of recycled material and will post procedures for cross checking the accuracy
of contractor monthly reports.

While the Postal Service agreed with the recommendations and recognized there are
opportunities to expand the existing recycling program, they disagreed with the
conclusion that these opportunities exist due to insufficient management support. They
stated the Los Angeles District's successful recycling program was developed with
support of the Memphis CMC under its Total Waste Management initiative. In addition,
the Pacific Area stated the Environmental function recently reorganized and established
17 positions nationwide to focus on recycling. See Appendix C for management’s
comments in their entirety.

2 AICs are three-digit codes that assign financial transactions to the proper account on the general ledger.
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Evaluation of Management’s Comments

The U.S. Postal Service Office of Inspector General (OIG) considers management's
comments responsive to the recommendations and management’s corrective actions
should resolve the issues identified in the report.

The OIG considers all the Yecommeandations significant, and therefore requires OIG
concurrence before closure. Consequently, the OIG requests written confirmation when
corrective actions are completed. These recommendations should not be closed in the
Postal Service’s follow-up tracking system until the OIG provides written confirmation
that the recommendations can be closed.

We appreciate the cooperation and courtesies provided by your staff. If you have any
questions or need additional information, please contact Miguel A. Castillo, Engineering,
or me at (703) 248-2100.

Darrell E Benjamin, Jr.
Deputy Assistant inspector General
for Support Operations

Attachments

cc. Samuel M, Pulcrano
Deborah M. Giannoni-Jackson
Dwight M. Buchanan Jr.
Raymond A. Levinson
Katherine S. Banks
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APPENDIX A: ADDITIONAL INFORMATION
BACKGROUND

Recycling is the process of returning used material to a manufacturer for reprocessing
and reuse. The Postal Service's environmental policy requires recycling programs to be
established at every level of the organization, including headquarters, area offices, and
the performance clusters. At a national level, the Postal Service has targeted three
materials for 100 percent recycling:

e Undeliverable standard mail (USM)
+ Discarded lobby mail (DLM)
« Old corrugated cardboard (CCC)

In addition to the general advantages of environmental sustainability, recycling USM,
DLM, and OCC resuits in reduced disposal costs and generates revenue where markets
are favorable. In March 2008, the Postal Service established annual goals for
increasing its recycling revenue from $7.5 million in fiscal year (FY) 2007 to $40 million
by FY 2010. As of FY 2009, the Postal Service has tracked revenues generated from
recycling activities in two AICs — AIC 149 and AIC 156, Sale of Miscellaneous Items and
Non-Capital Equipment.®

A recent Postal Service study entitled "Business Case Evaluation for Postal Service
Recycling™ concluded that recycling paper, cardboard, and other materials:

Will substantially decrease Postal Service solid waste disposal costs.
Can generate new revenue.

Does not interfere with normal postal operations.

Requires only modest incremental effort.

Postal Service recycling programs can be administered through local agreements or
national contracts. National recycling contracts are negotiated and managed by the
Eastern Services CMC in Memphis, TN.

3 AIC 149 tracks revenues generated from the sale of paper, plastic, and other recyclables. AIC 156 tracks revenues
generated from the sale of miscellaneous items and non-capital equipment, including scrap metals and unserviceable
postal and building supplies. in FY 2008, the Postal Service also tracked recycling revenues in AIC 151, Vehicle
Supplies and Service Reimbursements.

* Study prepared August 31, 2007, by URS Group, Inc.
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OBJECTIVE, SCOPE, AND METHODOLOGY

Our objective was to evaluate the Pacific Area’s recycling programs at high recycling
revenue facilities to identify opportunities to expand on those successes. We focused
on the Pacific Area in response to concerns expressed by Environmental Policy and
Program (EPP) management at Postal Service Headquarters that there were disparities
in recycling programs within some areas, particularly the Pacific Area. To obtain an
understanding of Postal Service recycling programs, we reviewed relevant
documentation, including pertinent Postal Service handbooks and manuals, and
conducted interviews with EPP management. To assess the recycling revenues
generated in the Pacific Area during FYs 2007 and 2008 and identify high recycling
revenue facilities, we reviewed recycling revenue performance reports prepared by EPP
staff, We also reviewed a sample of invoices for recycling and trash hauling services in
the Pacific Area. To identify recycling program successes and opportunities for
improvement, we conducted site visits to judgmentally selected Pacific Area facilities
and interviewed the Pacific Area Manager, Environmental Programs, as well as various
Pacific Area Environmental Specialists.

We conducted this performance audit from September 2008 through March 2009 in
accordance with generally accepted government auditing standards and included such
tests of internal controls as we considered necessary under the circumstances. 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 objective. We believe the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objective. We reviewed policies and
procedures for internal controls, discussed our observations and conclusions with
management officials on February 26, 2009, and included their comments where
appropriate,
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PRIOR AUDIT COVERAGE
[ “Report Title [ Report Number | Final Report Date | Report Results
.| Estimated Supply CA-MA-08-001 January 10, 2008 | The OIG determined that management
Chain | practices could be strengthened for
| Management waste, trash, and recycling services
+| Impact Associated contracts. We recommended
‘| with Waste, Trash, standardized procedurgs for file
'| and Recycling management, and payment tracking
Services for waste, trash, and recycling
services contracts. In addition, we
recommended developing reports and
procedures that adequately account
for revenue from recycling contracts.
.| Postal Service management agreed
.4 with the findings and
- . - recommendations.
‘| U.S. Postal GAO-08-599 June 2008 The U.S. Government Accountability
.1 Service, Mail- Office (GAQ) identified opportunities
Related Recycling for the Postal Service to increase the
Initiatives and recycling of mail-related material and
| Possible to encourage mailers to increase the
-1 Opportunities for amount of mall with environmentally
| Improvement preferable attributes. They

:| recommended EPPs revise the

agency's recycling goals fo include
savings from lower waste disposal
costs or adopt additional goals that
would reflect the full financial benefit
attributable to mail-related recycling.

In addition, GAO recommended that
these programs ensure that the mail-
related recycling plan specifies how
the Postal Service will (1) measure
progress toward its goals and (2)
ensure that the data it uses for these
measurements are accurate, reliable,
and collected using a consistent
method.

Postal Service management agreed
with the findings and
recommendations.
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APPENDIX B: DETAILED ANALYSIS

Opportunities to Expand Recycling Programs

Although Postal Service policies® call for strong recycling programs in each area, there
are opportunities to enhance and expand recycling programs in the Pacific Area,
principally due to inadequate management support and the absence of formal recycling
contracts in some districts. Specifically:

+ No environmental specialist is assigned fo the Honolulu District to coordinate
environmental and recycling programs.

+ The Los Angeles District has not been provided dedicated resources to
implement its recycling program, such as personnel, workhours, and funding,
since 2001.

« Most field managers in the Pacific Area have responsibilities other than recycling
and focus mainly on compliance issues.

Expanding the Pacific Area’s recycling program would increase the overall success of
the Postal Service's recycling program and enhance the associated revenue.

Internal Control Improvements Needed Over Pickups

The Pacific Area had opportunities to strengthen controls over contractor pickups
because facility managers did not use consistent methods to verify the volume of
recyclable material collected by vendors. Specifically, the Pacific Area:

o Did not have a formal process to confirm how much trash or recycling waste was
actually being picked up by the contractors.

+ Relied primarily on vendors to provide data on recycling tonnage.

Consequently, the volume of recyciable materials generated and related revenues could
be less than optimal. Also, there is an increased risk that recovered recyclable material
is not properly collected and accounted for.

In response to our audit findings, the EPP office has tasked the Acting Manager,
Recycling, to work directly with the Los Angeles District Manager to assess and improve
recycling and waste disposal activities.

% postal Service Handbooks, AS-550-A and AS-550-B, Paper and Paperboard Recycling Guide and Plan, dated
September 1997, outline the Postal Service's policy for recycling, recyciing goals and strategies, and information
about the purchase and sale of recyclable material and program development and implementation. Handbook
HBK-EL-890, Paper and Paperboard Recycling and Plastics from Postal Operations, and Management Instruction
MI-EL-890-2007-5, Integrated Waste Management, are currently being updated.
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Reported Recycling Revenue Is Not Accurate

Recycling revenue in the Pacific Area accrued in AIC 149 was inaccurate. For example,
some Pacific Area Districts, including the Los Angeles and San Diego Districts, offset
trash hauling and recycling-related expenses with recycling revenue. In addition,
recycling revenue in some districts was credited to an incorrect AIC. Specifically,
portions of recycling revenue generated in the Santa Ana and San Diego Districts were
credited to incorrect accounts, including a general account for miscellaneous revenues,
instead of being credited to AIC 149. These conditions occurred because districts were
not aware of current guidelines for recording recycling transactions.

Postal Service accounting policy® requires revenue to be classified by source. By
misclassifying recycling revenue, Pacific Area Districts may be understating amounts in
reports that convey their progress in meeting recycling revenue goals.

in response to our audit findings, the EPP office alerted facilities in the Santa Ana and
San Diego Districts to the proper procedure for accounting for recycling revenue. The
EPP office also instructed all field offices to discontinue commingling waste disposal
costs with recycling revenue. To facilitate this transition, field budgets allocated
additional funds to cover trash hauling and recycling-related expenses that had
previously been offset by recycling revenues.

5 Handbook F-23, Accounting Policy Reference, establishes general accounting policies for the Postal Service. it
requires the Postal Service to prepare its financial statements in accordance with Generally Accepted Accounting
Principles (GAAP). According to proper accounting procedures in GAAP, recycling revenue and costs shoutd not be
combined and reported as net revenue.
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APPENDIX C: MANAGEMENT’S COMMENTS

™ UNITED STATES

POSTAL SERVICE

March 24, 2009

Lucine Willis

Director, Audit Operations
1735 North Lynn St
Arlington, VA 22208-20202

Subject Oraft Audit report - Recycling Opportunities — Pacific Area
{Repont Number DA-AR-08-DRAFT)

Thank you for the opportunity 10 review and comment on the subject draft audit
report,

We have determined that the draft report contains 10 confidential or sensitive
propretary business, personal or law enforcement information that would be
exernp! from disclosure under the Freedom of information Act.

While the Pacific Area agrees that there are opporiunities to expand the existing
profitable Area recycling program, the conclusion that these opportunities exist
due to "insufficient management support” is inaccurate. The Los Angeles District
operates a successful recycling program. developsed with the support of the
Memphis Commodity Management Center under its “Total Waste Management”
initiative. This initiative used revenue from recycling to offset trash removal
costs. As a result, trash costs were eliminated from the Los Angeles District
gperating budget, and a revenue stream from recycling was generated.
Pursuant to new Finance policies. the Los Angeles recycling contract has been
re-issued as a revenue-only contract. Therefore the Los Angeles District will re-
astablish a budget for its trash removal costs, and will generate increased
revenue for recyclables. Los Angeles District manag suppaorts recycling
and has earned { prastigious ds for ite efforts.

in addition, the Environmental function recently recrganized and established 17
positions nationwide o focus on recycling. This audit validated the business
case we identified to capture recycling oppontunities.

Recommendation 1
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- 2 -
Wae recommeand the Vice President, Pacific Area Operations provide additional
recycling training to maintenance and operations parsonnel responsible for
conducting recycling activities and expand recycling throughout the Area.

Response

The Pacific Area agrees with this recommendation. We will take the foliowing
steps to ensure additional training is provided to appropriate personnel:
+ Review available cost-effective training rescurces with Environmental
Palicy and Programs, Maintenance Policy and Programs and Memphis
CMC
« Determine which Pacific Area sites have contracts and identify and
schedute training.

Target implementation Oate: Septernber 30, 2003

Recommendation 2

We recommend the Manager, Environmental Policy and Programs, improve
awareness of policies and procedures that require appropriately dasignated sites
personnel to certify the tonnage of recyclable material and trash collected by
contractors,

Response

We agree with this recommendation. Environmencal Policy and Programs working
in coordination with the CMC will provide the resources for site personnel to
evaluate and cerify tonnages recycled. The certification of tonnage will provide
estimaling procedures in those instances where recyciables are collected on cubic
yard basis without certified weight slips. Specifically. our actions are.

» Epvironmental Policy and Programs, working with the CMC, will prowde net
meeting briefings using the monthly “rash talks™ forum to communicate
proper estimating procedures for recycling tonnage and validation checks
on recycling weight slips.

« Estimating procedures and weight verification procedures to be posted on
CMC and EPP websites.

Target implementation Date: July 31, 2009

3] dal
We recommend the Manager, Environmental Policy and Programs, improve
awareness of policies and procad that require nccurate recording of recycling
rgvenues,

We agree with this recommendation. Environmental Pelicy and Programs working
in coardination with the CMC wilt provide the training resources for site personnel
to ensure they ars aware of the proper AIC codes to be used for each type of

10
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recycled material. In addition, Environmental Policy and Programs will post
procedures for cross checking the accuracy of contractor monthly reponts

Target implementation Date: July 31, 2008

Wichael §. Fanning o
Manager, Environmental Policy and
Programs

I

<c: Deporah M. Glanneni-Jackson
Samuel M. Pulcrano
Jeannine H. Turenne
Dwight Buchanan
Katherine S. Banks
Miguel Castilio
Raymond A Levinson

11
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