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ADDRESSING THE U.S POSTAL SERVICE’S
FINANCIAL CRISIS

TUESDAY, MAY 17, 2011

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

The Subcommittee met, pursuant to notice, at 10:35 a.m., in
room 342, Dirksen Senate Office Building, Hon. Thomas R. Carper,
Chairman of the Subcommittee, presiding.

Present: Senators Carper, Akaka, Pryor, McCaskill, Begich, and
Brown.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. The hearing will come to order.

Welcome. We welcome our guests, our witnesses, the first panel
as well as our second panel. I especially want to welcome back Sen-
ator Danny Akaka, who has been on the DL for a week or two, but
he is back, tan, fit, and rested. We need him at his best and that
is what we are going to get. We are happy to be here with Senator
Akaka, and with Senator Scott Brown, and with all of you.

This is not the first hearing that we have held with regard to the
Postal Service’s financial challenge, but it is an important one. It
is an important one. And while the witness list at this hearing is
full of familiar names and organizations, the hearing today is likely
to be somewhat different from those we have held in the past. It
needs to be different because the crisis the Postal Service faces is
more urgent now than it has been in the past.

Absent prompt and dramatic action on the part of Congress, our
next Postal hearing may well be about how we pick up the pieces
from a shutdown in operations. It is my hope that this hearing will
jump-start the process of developing a bipartisan, bicameral con-
sensus around the changes needed to restructure the Postal Serv-
ice’s finances and transform its operations to reflect the uncertain
future that it now faces.

Just last week, the Postal Service Board of Governors released
some sobering data on the Postal Service’s financial performance in
the second quarter of this fiscal year, which ended on March 31.
The Board also released numbers summarizing mail volume and
revenues for the fiscal year to date. These data show that, as those
of us who follow Postal issues feared may happen, the Postal Serv-

o))
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ice is not recovering along with the economy as a whole. Rather,
the continued electronic diversion of the mail has likely perma-
nently reduced mail volume, despite the Postal Service’s best ef-
forts to bring in new customers and preserve those that it has
today.

In the period between the beginning of January and the end of
this March, mail volume declined by just more than 2 percent
versus the same period last year. This follows two quarters of mod-
est growth. At the same time, the Postal Service’s most important
product, first class mail, actually lost 6 percent of its volume, con-
tinuing its pattern of years of steady decline.

These developments are contributing to losses by the Postal
Service. Midway through the current fiscal year, the Postal Service
booked losses totaling some $2.8 billion. Its projected losses for the
year now stand at $8.3 billion, nearly matching the record $8.5 bil-
lion in losses experienced last year. These volume and revenue
numbers are all worse than the Postal Service initially projected,
and if the losses at the end of the year are truly as bad as we are
now being told they will be, I understand that the Postal Service
will have exhausted all of its $15 billion line of credit from the
Treasury by the end of September and will limp into Fiscal Year
2012 with just enough cash on hand to get by.

And it does not get a lot better from there. Getting by in 2012
will likely mean that the Postal Service will not be able to make
its $5.6 billion retiree health prefunding payment and could even
have difficulty making other normally routine pension and workers’
compensation related payments.

On top of that, a major crisis that occurs over the next year or
so, such as further economic slowdown or a terrorist attack, could
well push the Postal Service over the edge into insolvency and re-
sult in a shutdown of its operations, something that none of us
want or need.

If the Postal Service were to shut down, the impact on our econ-
omy would be dramatic. As Postmaster General Donahoe will tes-
tify to us today, the Postal Service operates at the center of an in-
dustry that employs some seven million people and generates more
than $1 trillion in sales and revenue each year. At such a difficult
time for our country, we cannot afford to put those jobs and that
kind of productivity in jeopardy.

In recent years, the Postal Service has done its share to respond
to the declining demand for hard copy mail and to better align its
costs with its revenues. Total costs have been reduced by $12 bil-
lion in recent years. A big contributor to that success has been the
elimination of more than 113,000 Postal Service jobs since 2007
through attrition and more than 200,000 over the past decade. I
think that represents a reduction in the workforce by a little bit
over 25 percent. These savings are continuing with the Postal Serv-
ice’s new contract with the American Postal Workers Union
(APWU), which includes wage and benefit concessions and signifi-
cant new workforce flexibilities.

In addition, the Postal Service has introduced and successfully
promoted a number of new products—a number of them. One of
those, maybe the best known, is the flat rate Priority Mailbox.
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We are rapidly reaching the point, however, at which the Postal
Service will no longer have the authority under current law to do
what it needs to do in order to survive and prosper. That is why
I am introducing today legislation that aims to clean up the Postal
Service’s finances and help it implement the ambitious reorganiza-
tion plan that it announced last spring. The main provision in my
bill, the Postal Operations Sustainability and Transformation Act
(POST Act), aims to permanently address the various pension and
retiree health-related issues that have plagued the Postal Service
for years now.

The Postal Service, the Postal Service’s Inspector General, the
Postal Regulatory Commission (PRC), and two independent actu-
aries have all come to the conclusion that the Postal Service has
overfunded its obligation to the Civil Service Retirement System
(CSRS) by between $50 billion and $75 billion. In addition, numer-
ous observers and even the Office of Personnel Management (OPM)
have pointed out that the Postal Service has paid $7 billion more
than it owes into the Federal Employees Retirement System
(FERS).

My bill would give the Postal Service access to the funds it has
overpaid. It would be able to use them to make its required retiree
health prefunding payments, taking upwards of $5 billion off its
books each year for the next several years. Once those payments
are satisfied, the funds that this bill would free up could be used
to pay workers’ compensation obligations and to retire debt owed
to the Treasury. These changes, or something very similar to them,
will need to be a vital part of any effort to improve the Postal Serv-
ice’s financial condition in both the short and the long term.

But stopping with these reforms and avoiding further potentially
more difficult changes simply will not be enough. The Postal Serv-
ice is projecting cumulative losses of more than $230 billion be-
tween now and 2020—$230 billion. The savings generated by the
pension and retiree health reforms in my bill and in others that
have been introduced, including a bill introduced by Senator Col-
lins and bills introduced in the House, would only address about
a third of these losses. In addition, the Postal Service’s latest finan-
cial data shows that even if the retiree health prefunding payment
is not made this year, the Postal Service would still face the risk
of insolvency and shutdown in 2012. And even if the 2012 retiree
health payment is also not made, the Postal Service would enter
2013 with no cash and no borrowing room at all.

More will clearly need to be done. That is why my bill takes im-
portant steps toward truly giving the Postal Service the flexibility
that those of us in Congress always say we want to give them to
adapt to new realities and operate more like a business. No busi-
ness facing the kind of difficulties and challenges that the Postal
Service faces today would survive for very long if it were told how
many retail outlets it should have and where they should be lo-
cated, or if it were prevented from making operational changes or
taking full advantage of the resources and expertise that it has at
its disposal. Yet that is what the Congress does to the Postal Serv-
ice.

My bill aims to address these problems and to take Congress out
of the day-to-day management of the Postal Service. Assuming that
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the Postal Service can continue to build on its recent cost cutting
efforts—and I commend them and the labor unions that represent
most of the workers for those efforts—these changes could help set
the Postal Service on more solid footing in the years to come.

The report that the Government Accountability Office (GAO) is
releasing today on the state of the Postal Service’s vehicle fleet pro-
vides, I believe, a valuable case study. The report clearly details
the negative impact that financial uncertainty and well-meaning
but sometimes harmful dictates from Congress have on Postal oper-
ations. GAO found, for example, that due at least in part to the
Postal Service’s dire financial situation, Postal management cur-
rently has no plan in place to replace its very large fleet of delivery
vehicles, some of which were first put on the streets a generation
ago or more. The cost of operating and maintaining these vehicles
are increasing, and in at least some cases, it is having a negative
impact on operations.

I believe it is unacceptable that the Postal Service has no plans
to date to begin replacing its aging fleet, perhaps with more fuel-
efficient vehicles, the purchase of which in large numbers could
help commercialize important new technologies. But it is also unac-
ceptable that the Postal Service has been placed in this position fi-
nancially, in part due to the acts of Congress, or to the inaction of
Congress.

I look forward to hearing from our witnesses today about these
and other pressing issues facing the Postal Service.

I would also note that Senator Collins, with whom I have worked
on a lot of issues in the past, including Postal issues, has intro-
duced her own bill, and there is a fair amount of overlap between
what she has proposed and what you will find in the legislation I
am introducing today. My hope at the end of the day is that Sen-
ator Collins and I, who have worked on these issues and others in
the past, will find common ground. That is what we need. And we
need to, as I said earlier, we need to develop a bipartisan, bi-
cameral approach to address these challenges, and my hope is that
many of the Members, Democrat and Republican, of the Sub-
committee and this Committee will be a part of that solution.

With that having been said, let me recognize Senator Brown for
any comments that he would like to make, and then we will turn
to Senator Akaka. Senator Brown.

OPENING STATEMENT OF SENATOR BROWN

Senator BROWN. Thank you, Mr. Chairman. I am not going to re-
peat a lot of what you said, but I do want to point out that I agree
with you and that we need to allow, or give the Postal Service the
tools and resources they will need to move forward. We need to re-
move some of the roadblocks so they can provide the universal
service and have it be guaranteed so the communities are not ad-
versely affected.

You have already addressed, obviously, the pension fund over-
payment. I think there is general agreement with that. It is just
a question of giving them the flexibility to work in a responsible
manner to solve their own problems, because, clearly, the path that
they are going down is not sustainable, as you pointed out, and I
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look forward to working, obviously, with you and Senator Collins,
in working on these very real issues.

So I appreciate the opportunity and look forward to the testi-
mony. I will submit my balance for the record.

Senator CARPER. All right. Thanks so much, and your entire
statement will be made part of the record.

Senator Akaka, welcome.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Chairman Carper. I want
to thank you very much for holding this important hearing about
the future of the U.S. Postal Service (USPS).

I also want to welcome our Postmaster General and Chief Execu-
tive Officer (CEO) of our U.S. Postal Service and also Phil Herr
from GAO to our hearing.

As we have heard time and again over the last 3 years, the Post-
al Service faces a devastating financial crisis. By the end of this fis-
cal year, the Postal Service may not be able to fully pay its $5 bil-
lion retiree health benefits prefunding obligation. The Government
Accountability Office report released last year examines several op-
tions to help the Postal Service.

So I want to commend Senator Carper and Senator Collins, who
have both introduced legislation that aims to help the Postal Serv-
ice meet its obligations by addressing overpayments to the retire-
ment funds. Additionally, Senator Carper’s POST Act offers several
provisions which would allow the Postal Service to innovate and ex-
pand its business. However, both of these bills still contain a provi-
sion introduced in the last Congress which would bias the collective
bargaining process to favor the Postal Service during arbitration.
The fact that the Postal Service and the APWU ratified a new 4-
year contract just last week demonstrates that the Postal Service
and employees can work together to reach an agreement that
meets everyone’s needs. Congress does not need to inject itself in
the collective bargaining process.

I also want to mention the issue of 5-day delivery. As I expected,
the Postal Regulatory Commission’s estimated savings for cutting
a day of service is lower than the Postal Service’s. The PRC also
points out that the Postal Service did not examine thoroughly the
impact on rural areas. I am concerned about the impact of cutting
service on Hawaii, which already has slower mail delivery due to
its location and challenges moving mail between islands. Ulti-
mately, I do not believe this change would help the Postal Service
attract new business or revenue. Instead, it could harm those who
rely on the Postal Service.

Again, I want to thank my colleagues for their hard work on
these issues and thank all of our witnesses for their contributions
to the entire process. These hearings will help us to move forward
with legislation to finally ensure a long-term fix for the Postal
Service.

Thank you very much, Mr. Chairman.

Senator CARPER. Senator Akaka, thanks. It is great to have you
back again.

Our first witness today is our Postmaster General, Pat Donahoe.
Oh, Senator Begich, you slipped in on me. Thanks for joining us.
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Good to see you. Again, we start our day together and we will
spend most of our day together, I suspect.

Senator BEGICH. It is looking that way.

Senator CARPER. Our first witness today is the Postmaster Gen-
eral, Pat Donahoe. This is Mr. Donahoe’s first time testifying be-
fore this Subcommittee as Postmaster. Is that true? Is this your
first time?

Mr. DONAHOE. It is true.

Senator CARPER. First time as Postmaster General. Before as-
suming that position last year, Mr. Donahoe served as Deputy
Postmaster General and Chief Operating Officer (COO) at the Post-
al Service. Mr. Donahoe has spent his entire career at the Postal
Service, beginning as a clerk in his home town of Pittsburgh.

Next, we have Phillip Herr, Director for Physical Infrastructure
Issues at the Government Accountability Office. Mr. Herr has been
with GAO since 1980 and manages a broad range of issues there,
including Postal issues. We appreciate his previous help and we
look forward to your testimony here today.

Both of your statements will be admitted in their entirety for the
record and you are free to summarize as you see fit. If you exceed
5 minutes, I will not say much. But if you exceed 7 or 8 minutes,
I will say something.

So please proceed, Mr. Postmaster General.

STATEMENT OF PATRICK DONAHOE,! POSTMASTER GENERAL
AND CHIEF EXECUTIVE OFFICER, U.S. POSTAL SERVICE

Mr. DONAHOE. Thank you, Mr. Chairman. Do not worry. I will
not exceed that 5 minutes.

Good morning, Mr. Chairman and Members of the Sub-
committee. I appreciate the opportunity to testify today on behalf
of the U.S. Postal Service. Thank you for the invitation, and thank
you, Mr. Chairman, for calling this hearing.

The Postal Service plays a vital role in American society and the
American economy. The Postal Service will deliver more than 165
billion pieces of mail this year and ship more than two billion pack-
ages. We are the backbone of a $1 trillion mailing industry. The
Postal Service is a self-funding entity that innovates and competes
for customers. We provide a reliable, secure, and affordable deliv-
ery platform for American business. Therefore, it is in the national
interest to keep the Postal Service financially strong.

Like any business, the Postal Service is subject to marketplace
trends, and unfortunately, we have seen a significant long-term de-
cline in our most profitable product category, first class mail, which
accounts for approximately 50 percent of our revenue. People and
businesses are electing to send and receive statements and pay
bills electronically. This reduces mail volume.

We have aggressively cut costs in response to economic condi-
tions and customer trends and reduced the size of our workforce by
more than 113,000 employees over the last 4 years, and we are con-
solidating both mail processing and retail facilities. Our total cost
reduction during this 4-year period is in excess of $12 billion. We
have responded to volume declines by working with corporate part-

1The prepared statement of Mr. Donahoe appears in the appendix on page 48.
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ners, improving our customer experience, and creating innovative
products to spur demand.

It is important to recognize that our employees have done an out-
standing job during some turbulent times in the marketplace. In
fact, absent the retiree health benefit prepayment mandate, the
Postal Service would have recorded a cumulative profit over the
last 4 years.

Mr. Chairman, despite our significant role in the American econ-
omy and our aggressive cost cutting and revenue generating ef-
forts, I regret to say that we are in a serious financial predicament
today. As things stand, we do not have the cash to make the $5.5
billion prepayment for future retiree health benefits due on Sep-
tember 30, and we may be forced to default on other payments.
This could extend to operational expenses.

The costs of potential delivery disruptions to the economy and to
the country cannot be overestimated. Even the threat of such dis-
ruption would have a significant impact on America’s business and
do irreparable harm to America’s faith in the mail.

Mr. Chairman, we need legislation this fiscal year, and I am
grateful, indeed, that both you and Senator Collins have introduced
bills that address some of our most serious constraints. We espe-
cially support provisions that would eliminate the retiree health
benefit prepayments by reallocating our Civil Service Retirement
overpayments, that would return the Federal Employees’ Retire-
ment System overpayments to the Postal Service, and provide the
Postal Service with the flexibility to determine its own delivery
schedule.

I would also urge the Subcommittee to start the legislative proc-
ess with a long-term approach to our business model. We have sus-
tained financial losses over the past several years that have cre-
ated negative perceptions about the mail and Postal Service, and
to some extent has had a negative impact on our business. The fact
is, with the right legislation, the Postal Service can return to prof-
itability. If given the flexibility to do so, the Postal Service can con-
tinue to serve the American public very effectively and continue to
sustain and propel American commerce.

Mr. Chairman and Members of the Subcommittee, I look forward
to working with you in support of these goals and thank you for
your leadership on these important issues. Thank you, and this
concludes my remarks.

Senator CARPER. Thanks very much. You are a lot shorter than
Jack Potter. [Laughter.]

Mr. DONAHOE. We have a motto, 5 minutes or less, so I wanted
to make sure we did that.

Senator CARPER. He was always good, too. Thanks.

Mr. Herr, please proceed.
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STATEMENT OF PHILLIP R. HERR,! DIRECTOR, PHYSICAL IN-
FRASTRUCTURE ISSUES, U.S. GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. HERR. Chairman Carper, Senator Brown, and Members of
the Subcommittee, I am pleased to be here to discuss GAO’s work
on the Postal Service. I will briefly discuss the Postal Service’s fi-
nancial condition, key issues in our report on the Postal delivery
fleet that is being released today, and options for addressing its
fleet and broader challenges.

The Postal Service is on GAO’s list of high-risk agencies because
it needs to realign its business model in the face of declining mail
volume. Total mail volume decreased 3 percent in the second quar-
ter of this fiscal year, with first class mail declining by 7.6 percent
compared with the same period last year. Halfway through this fis-
cal year, the Postal Service is reporting a net loss of $2.6 billion.
As acknowledged today, the Postal Service projects it will reach its
$15 billion debt limit this year and default on a $5.5 billion
prefunding payment for retiree health benefits.

Against this decidedly grim backdrop, the Postal Service needs to
modernize its operations, including preparing to upgrade its deliv-
ery fleet. The Postal delivery fleet has about 192,000 vehicles, most
of which are custom-built right-hand-drive vehicles about 16 to 23
years old that are approaching the end of their expected 24-year
operational lives. The fleet includes about 22,000 commercially
available minivans, ranging in age from 2 to 13 years, with an ex-
pected operational life of 10 years.

Maintaining and fueling the delivery fleet cost about a billion
dollars in Fiscal Year 2010, or about $18 per day per vehicle. Our
analysis of repair data found that direct maintenance costs aver-
aged about $2,600 per vehicle, which is a bit understated because
some contractor costs were not included. About 5,300 vehicles re-
quired more than $7,000 in direct costs, and 700 vehicles required
more than $10,500 in direct costs, over one-third the estimated re-
placement cost of the vehicle. And at least 31 percent of delivery
maintenance costs were for unscheduled maintenance, 11 percent-
age points over the Postal Service’s goal.

While Postal employees we interviewed believe the delivery vehi-
cles can continue to operate without major interruptions for at
least several more years, we identified maintenance problems dur-
ing our site visits. In Minnesota, agency requirements for replacing
rusted frames were not being followed at the Postal maintenance
facility we visited. Frames were only replaced when one or more
holes perforated the metal. We also found frames with severe rust

roblems in New York State. Each frame replacement costs about
§5,000, and private fleet managers we interviewed said that replac-
ing frames is a key indication that it is time to replace, not repair,
vehicles.

However, upgrading the fleet will be costly. Purchasing 185,000
delivery vehicles is estimated to cost about $5.8 billion, about
$31,000 for vehicles with a gasoline engine. Fully refurbishing the
fleet would cost less, about §3.5 billion, or about $20,000 per vehi-

1The prepared statement of Mr. Herr appears in the appendix on page 62.
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cle, although the current course of replacing frames, motors, and
transmissions is effectively refurbishment at a slower pace.

EPACT acquisition requirements will need to be factored into re-
placing delivery vehicles, as well, namely that 75 percent of its ac-
quisitions be capable of using alternative fuel. Another compli-
cating factor in considering alternative fuel vehicles is that higher
acquisition costs may not be recouped over the vehicles’ operating
lives, given that delivery vehicles currently travel about 17 miles
a day and use about two gallons of gasoline.

While the Postal Service has been able to maintain its current
fleet, the time will soon come when the cost of this approach will
not allow further delays. We have recommended the Postal Service
develop a strategy and time line for addressing this need. More
broadly, agreement is needed on a package of actions to stabilize
the Postal Service and align its costs with revenues and generate
sufficient funding for capital investments.

As we previously reported, Congress should consider modifying
the funding requirements for retiree health payments in a fiscally
responsible manner to provide short-term relief, and addressing
constraints and legal restrictions that hamper closing facilities so
that more aggressive action can be taken to control costs. Proposed
legislation discussed today provides an important starting point for
action.

Chairman Carper, Senator Brown, and Members of the Sub-
committee, this concludes my prepared statement and I am pleased
to answer any questions.

Senator CARPER. Thanks. Our thanks to both of you for that tes-
timony.

I want to just drill down, if you will, on the GAO’s report re-
leased today, dealing with the vehicles. As I understand it, the
number of vehicles that the Postal Service has is roughly 185,000,
close to 200,000. It sounds like the average age is about 20 years.
They do not go very far on a day, an average of about 17 miles.
And the cost of fuel—would you just go back and clarify it for me,
Mr. Herr. What are we talking about, the cost of fuel for these ve-
hicles?

At a billion dollars, is that what I heard?

Mr. HERR. We said a billion dollars, but that was for mainte-
nance and fuel, so the direct maintenance costs were about $750
million and then fuel costs last fiscal year were about $300 million,
although with prices going up, it would have increased this year,
obviously.

Senator CARPER. Yes. One of the things I have encouraged the
previous Postmaster General, the Board of Governors, the labor
unions that represent many of the Postal employees, is to just be
as creative as possible and think outside the box. And I have even
suggested, as the Postmaster General may recall, I almost sug-
gested that you create, if you do not have it already, within the
Postal Service an entity whose job is to think outside the box and
to come up with clever ways to create revenues and equally clever
ways to reduce costs.

I want us to just think about energy costs and just talk with you
about what you are doing already to bring down energy costs with-
in buildings—there are a lot of Postal buildings—and whether or
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not there is any potential for a similar approach with reducing the
energy costs, maybe the maintenance costs that flow from 185,000
vehicles. Can you just start with that, please?

Mr. DONAHOE. Sure. Well, first of all, let me thank you for your
positive comments about our energy program. We are very proud
of that. We embarked on an energy program probably about 4 or
5 years ago now to look at anything and everything we do, mainly
focused on buildings, and a lot of the costs or a lot of the focus was
on electrical costs. And when you look at electricity, it comes down
basically to how much it costs to keep the lights on in a facility.
So we have done a lot of investment around special systems that
help us in our large facilities to manage that, but we have done a
lot of simple things, just like replacing light bulbs for a more cost-
efficient bulb, fixtures, and very simple things like keeping the
lights off. So we have been able to cut electric usage by about 30
percent over the last 4 years and that is something we are very
proud of.

We have also looked at a number of other facility innovations
and upgrades. We have invested in things like green roofs to help
us not only sustain buildings for a long time, but that helps from
an energy conservation standpoint, too.

From a vehicle standpoint, we are looking at all the options right
now. We have been experimenting with hydrogen vehicles, natural
gas, diesel, electric, and hybrid. We are trying to make sure that
we look at everything and anything out there, and we have two
considerations. No. 1, the daily cost to operate the vehicle, but
more importantly, the long-term costs, and that is why as we look
at electric we have to maintain in mind, at least, the idea that you
have to replace batteries and that has to be considered as part of
the long-term investment, too.

Right now, we are at a place where we will have to buy some
vehicles in the next few years, but in order to do that, we have to
get our finances in order. So, again, I appreciate your bill, because
that is going to help us get the short-term finances in order so that
we can address some of these long-term investments.

Senator CARPER. All right. Mr. Herr, do you want to make any
comments just in response to that, please?

Mr. HERR. We did ask a few folks in the industry about the idea
of the energy sharing contracts, and one of the points that they
made to us is because the vehicles travel relatively short routes
and use relatively small amounts of fuel, that configuration may
not—it may work very well in buildings, but it may be a tougher
thing to use in terms of the vehicles.

Senator CARPER. And under the energy sharing contracts, as I
understand it, what you have, folks will come in and will actually
do work to reduce energy consumption for buildings and their pay-
ment stream will flow from the energy savings that are created by
t}}?e retrofit. And that just does not work, though, for vehicles, does
it?

Mr. HERR. Well, it is apparently a more—it would be a new idea
for that field, but I think given the configuration of the fleet and
also, I think, the long—they are hoping to do another buy for an-
other 25-year vehicle—that would raise some other questions, I
guess, in terms of the long-term commitment for the industry.
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Senator CARPER. Yes. One other thing I would ask you to keep
in mind is this huge reliance we have on oil in this country. Most
of it is from foreign sources. A lot of it is from places that are un-
democratic, frankly, unreliable, and we need to reduce that. We all
know we need to reduce that.

Among the initiatives that we are pushing in my State is off-
shore wind. We hope within a couple of years to have deployed
maybe the first offshore windmill farm off of Rehoboth Beach,
about 12 miles out, and to be able to fuel vital electricity for at
least 100,000 homes a day.

But we know the wind does not always blow and the sun does
not always shine. One of the things I would like for us to keep in
mind, and I do not expect you to comment on this today, but as
we think outside the box and we are looking at trying to reduce not
just our building costs for energy but also our vehicle costs for en-
ergy, to see if there is some other way we can use that as an oppor-
tunity to make money or to save money, and I will just throw out
an idea.

We are moving toward hybrid vehicles. Chevrolet Volt, initially,
they were going to build 10,000. This year, they are going to build
50,000. Next year, they were originally going to build 50,000 and
they are going to build 200,000. We are going to launch the Fisker,
which will get about 80 miles per gallon, in the old GM plant in
Delaware at the end of next year—80 miles per gallon. They have
to be fueled someplace, and we are going to be looking for fueling
stations for electricity. And to the extent that the Postal Service
were in the business of using electricity to power its vehicles, there
might be the opportunity to also sell electricity to customers, or if
we are looking at compressed natural gas, we are looking for fuel-
ing stations there. The Postal Service could be literally a go-to
place for that energy.

One of the thing is if you have a fleet of—one of the things we
have a hard time doing is storing electricity that is generated from
unpredictable sources of electricity, wind and solar, because they
are not always there. But if we had somehow a fleet of vehicles,
maybe 185,000 vehicles, that could almost be a reservoir, if you
will, of electricity, so that when the sun is shining, the wind is
blowing, we actually charge the batteries of those vehicles and then
sell it back onto the grid, that might be the opportunity to make
some money for the Postal Service.

I do not know if any of those ideas in the end will actually work
out but this is the way we have to be thinking. We just have to
be thinking outside of the box, being more entrepreneurial than we
have ever been in the past, and part of that responsibility is for us
on this side. Part is yours. And the other is maybe working with
the folks in the auto industry, the folks in the auto industry on
what might be possible.

Let me just stop there. I have another round of questions and I
will come back to that. Let me go to Senator Brown. Thanks.

Senator BROWN. Thank you, Mr. Chairman.

So, Mr. Donahoe, so what do you need Congress to do so you can
get your fiscal and financial house in order? I mean, what rec-
ommendations do you want to give us so we can solve the prob-
lems? I mean, it is great—I appreciate the hearing, certainly. It is
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a great opportunity. So I would like to hear exactly, specifically
what you need from us in order to become financially viable.

Mr. 1DONAHOE. Well, we need this bill passed this year. That is
critical.

Senator BROWN. Well, OK. What bill? There are two competing
bills. What bill do you recommend be passed?

Mr. DONAHOE. I think that the POST bill as recommended by
Senator Carper answers the needs for the Postal Service, both in
the short term and the long term. There are some very good por-
tions of the bill that has been introduced by Senator Collins, and
hopefully everybody can get together and get those parts into the
POST bill. What the POST bill does for us is it provides immediate
resolution on the retiree health benefits. That has to be——

Senator BROWN. So that is the No. 1 thing, is——

Mr. DONAHOE. That is the No. 1 thing. But here

Senator BROWN. So you need the ability to shift that over and
then you——

Mr. DONAHOE. That has to be addressed. But the critical thing,
and that is the reason I say the entire bill, is because that only
gets us to break even now. It does not help us in the future in
terms of paying off debt, and even when you get out 2, 3 years
down the line, we will be back in the same boat.

Senator BROWN. Right. So if we allow for that shifting, it will ba-
1s{icaglyfbring you even and give you, what, about a year window to
ind o

Mr. DoONAHOE. That gives us a year window. That is why it is
critical we have that

Senator BROWN. That is No. 1. What is No. 27

Mr. DONAHOE. No. 2 is to resolve and return our FERS overpay-
ment, Federal Employees’ Retirement System. We are overpaid
$6.9 billion into that system. Using the provisions of the POST bill
to use that to pay against the retiree health benefits would be
great, and also to pay debt going forward, that——

Senator BROWN. So assume that happens. What does that get
you? How far out does that get you?

Mr. DONAHOE. It is worth—it is worth, we think, $6.9 billion,
that would pay half of our debt off.

Senator BROWN. OK, and then what? No. 3?

Mr. DONAHOE. And then delivery flexibility. One of the big issues
that we are faced with going forward is the problem of declining
First-Class revenue. I mentioned, First-Class mail is half of our
revenue. It is two-thirds of our contribution in terms of paying for
the overhead, so it pays for keeping the routes fully staffed on a
daily basis, 200,000 routes, plus 35,000 Post Offices. That is all
paid by First-Class mail.

Senator BROWN. Well, and if the price of the first class keeps
going up, I mean, the biggest complaint I have is that I will just
get online and work it out. Why would I spend another 44, 50
cents, whatever the number ultimately is going to be

Mr. DONAHOE. Right.

Senator BROWN. So what if the volume goes down to

Mr. DoNAHOE. That is what we are facing. This year, we are
going to face a 7-percent loss——

Senator BROWN. OK
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Mr. DONAHOE [continuing]. In First-Class. In the last 4 years,
first class mail has dropped 25 percent. It puts unreasonable pres-
sure on the organization. So what we are proposing is flexibility for
delivery, which would be the elimination——

Senator BROWN. So you are talking about routes and elimination
of potential services and just the ability to get in there and kind
of get right at it and figure out what is cost effective and what is
not——

Mr. DONAHOE. Well, here is the thing. There are two things. We
have worked very well with the unions, the Letter Carriers Union,
Rural Carriers Union, to consolidate routes. We have taken 15,000
routes out in the last 4 years, which is well over a billion dollars
in cost there alone. What we need is the flexibility to eliminate Sat-
urday delivery as required and mandated by Congress. So we need
that bill to——

Senator BROWN. Just Saturday everywhere, or just Saturday
somewhere?

Mr. DONAHOE. What we are proposing is this. Keep the Post Of-
fices open. Allow customers to receive mail through Post Office
boxes on Saturday. But we would eliminate regular delivery on
Saturday and regular collections. We would deliver Express Mail
on Saturday. So there would still be service——

Senator BROWN. Yes.

Mr. DONAHOE [continuing]. But we would take $3 billion in costs
out of our network.

Senator BROWN. OK. And then what is next?

Mr. DONAHOE. What is next after that is continue to be able to
be very flexible as far as what we do with product offerings and
additional revenues generated in the organization. Senator Carper
mentioned innovation. We are very pleased with a lot of the inno-
vation that we have taken on, listening to our customers. You have
heard about Flat Rate Boxes. I have brought one along.

Senator BROWN. Yes.

Mr. DONAHOE. If it fits, it ships. This is great, because customers
can use this, many different sizes, different prices. All you do is put
what you want in. You can even ship it from your home with a free
carrier pick-up. We have some other products. We have a new sam-
ple box coming out. This is great, samples in there. We think there
is a lot of growth in there.

Here is something that is really interesting. We have been talk-
ing to the mailers about this. It is called QR codes. This ties in
some of the latest technology with hard copy mail, and here is how
it works. You as a mailer would send this to somebody’s house.
They take this out of their mailbox and the message says, for more
information, take your phone and scan this little bar code. What
that does is that hooks you up to a Web site, and you could not
only find out more about the product, you can actually buy the
product online. So you can conduct the whole transaction within
about 5 minutes.

Senator BROWN. And you are going to get a piece of that?

Mr. DONAHOE. What is that?

Senator BROWN. You are going to start using QR codes?

Mr. DONAHOE. Oh, yes. We get the postage, and we have even
talked to people about click charges going with that. So freedom to
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do those things, and continue working with the Postal Regulatory
Commission. We think there are a lot of options in there, too.

Senator BROWN. And, Mr. Herr, thank you. When you were talk-
ing about the fleet vehicles and updating, obviously, whereas they
travel such a short amount, I have a hybrid conversion bill that
will allow conversion, a pretty simple process, and save 25 percent
of fuel consumed. I am interested in kind of dissecting your report
a little bit and understanding it. So if there is a mandate to do X
amount, does it come into play that it may not be cost effective to
do that?

Mr. HERR. In terms of the alternative fuels?

Senator BROWN. Yes.

Mr. HERR. Right now, there is a price differential of $8,000 to
$10,000 for a hybrid vehicle compared to a non-hybrid version of
the same vehicle.

Senator BROWN. A substantial price difference.

Mr. HERR [continuing]. Over a fleet of that size, this would raise
some challenges. Now, there have also been improvements in tech-
nology. There are more fuel-efficient gas engines that are being de-
veloped, as well. Some of those have been certified by EPA as low
emission. So, the market has been evolving, and I think that over
the next few years, I think, as Senator Carper said, watching how
that industry changes will be important to see what makes the
most sense.

Senator BROWN. OK. I'm all set, Mr. Chairman, for now. Thank
you.

Senator CARPER. Thanks very much.

Senator, part of the Mark caucus here today. There are more
Marks in the U.S. Senate than any other name. How many are
there, four or five? Are there five?

Senator BEGICH. Four, and if you include Marco, it would be——

Senator CARPER. All right. Well, we are glad that the Mark Cau-
cus is well represented here today. Mark Begich of Alaska.

Senator BEGICH. Thank you, Mr. Chairman.

Let me, if I can do a quick followup on the vehicle issue on a cou-
ple fronts, I agree with you, I think, on the short term, or short
distance. It is hard to get economics out of fuel efficiency. But on
your long-haul trucks, are you looking on those, because some of
the Postal Service, the large semi truck movements, I mean, that
is where the real money is in energy savings on vehicles. Vehicles,
not necessarily until they get into mass production and go down a
big long path there. But trucks, in the sense of long haul, are you
looking at that piece of the equation?

Mr. DONAHOE. Yes, Senator, we are. We do two things with what
we call the heavy fleet. We have our own fleet of vehicles, two-ton
all the way up to, like you say, tractor trailers. We are working
with the industry to have the latest as far as technology. As a mat-
ter of fact, in New York City, we operate 30 electric two-ton vehi-
cles right now, like a big bread truck, and we have been very suc-
cessful, we think, with using that technology.

The majority of our long-haul heavy fleet is done by contract, and
we work with our contractors on that, too. There are incentives in
their contract to make their vehicles more energy efficient. If you
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see when you are driving along the roads today these skirts that
they have been putting on the trailers

Senator BEGICH. Right.

Mr. DONAHOE [continuing]. All of our contractors are moving in
that direction, because we found just a simple addition like that
h}(lelps fuel economy. So we incent people and we work closely with
them.

Senator BEGICH. Have you thought of, on the vehicle end of it,
and I forget the number, you said 185,000, 200,000 vehicles, just
going out to the market and saying, look, here is what we need.
We need to replace this vehicle fleet. We are open to lease, pur-
chase, like when we got heavy into updating all our computer sys-
tems, for example, when I was Mayor, the departments came and
said, buy all this stuff, and we said, we are not buying this stuff
because the changeover that occurs. But also, we figured we could
get a better deal with the companies because they would use us to
bulk up their production, and therefore cut their costs and do other
product sales off the same frame. In this case, it would be the same
frame. In ours, it was the same computer technology.

Have you looked into saying to the private sector, rather than
you all trying to—I sometimes worry, to be very frank with you,
with government and quasi-government trying to always analyze
what is the best result rather than just going out to the private
sector and saying, OK, this is what we have. We have 185,000 ve-
hicles we need to purchase. Here are the parameters. Give us your
best deal on what you can do to bring us in. Even though your hes-
itation will be, well, we do not have the money, well, you do not
know what they can offer until you ask that question. And they are
hungry out there, so have you approached it that way?

Mr. DONAHOE. Here is the way we have been doing it. We have
been working through the technologies just to get an idea of how
well it works within our organization. One of the things we learned
from the vehicles we have now—we call them long life, and the
original intent was to try to keep them for 25 years—was when we
bought them, we tested them in Arizona. Arizona is not a real good
place to test vehicles

Senator BEGICH. Come up to Alaska.

Mr. DONAHOE [continuing]. If you need them to be in the snow.
Well, hey, I am from Pittsburgh. We are not as snowy as you, but
we have our obstacles going up and down hills in the wintertime.
But at any rate, what we are doing is this. We are looking to figure
out what the best technology is.

Now, we are working with private industry. We have had Gen-
eral Motors (GM) working with us on the hydrogen fuel. We have
had a number of different companies in on electric—Ford, Chrysler,
and a couple other companies. So we are trying to figure out the
best thing.

The key for us right now is this. We have to get a good idea
going forward, to the Chairman’s point, about what the tech-
nologies look like 4, 5, 6, and 10 years down the road. We have
done some lease-back work in the past. It has not been the most
effective for us from a financial standpoint because I cannot write
any of that off from a tax perspective. So we are looking ahead. We
have been talking with private industry. We will make some deci-
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sions, probably 2 or 3 years down the line, because, again, I have
to get the short-term finances straightened out in this organization
ﬁﬁ'st. But rest assured, we are working with private industry on
this.

Senator BEGICH. OK. Let me ask you, and again, I thank you for
when you came to my office a couple months ago. First, I want to
say thank you for recognizing Alaska is unique, and we had a con-
versation about universal service, or service for all areas. And as
you know, we have written you a letter regarding the 5-day service.
I recognize you need flexibility, but my big concern is how do you
deal with areas very remote that may have flights coming in, that
have certain kind of supplies that come in on certain days in rural
Alaska. It may be Saturday is the day because the weather is good
and some other issues.

Can you give me, first, your thought on universal service and by-
pass mail, the combination of the two, and then how you will ad-
dress rural communities, and obviously in Alaska, with 5-day
versus what it is today? But first, on the universal and bypass mail
comments.

Mr. DONAHOE. Well, we are fully in support of our mission to
provide universal service to the American public. Any changes that
we would make, that still comes first and foremost. Service is in
our name and that is our mission.

From a standpoint of how that ties into bypass, we realize how
important the Postal Service is to not just the economy in Alaska
like it is to the rest of the United States, but people’s livelihood
and ability to get food and medicine, and we also take that very
seriously, and I think our people up there do a really good job mak-
ing sure that the mail gets through every day.

Your point about the delivery and the discussion around Satur-
day is something that we have been looking at. We have had some
comments from a number of people from different parts of the
country about what do you do going forward. Our proposals are for
delivery flexibility and it is just that. We think, for the most part,
that we would make the changes and Saturday would be the day,
but there are some weeks during the year that we do not deliver
mail on Monday. We are thinking of maybe delivering on Monday
in some of those cases. And in the case of Alaska and in the case
of Hawaii, if there are some provisions that we have to work with,
you just, like you said, if there are no clouds on a Saturday, the
mail has to get through that day. We have to be flexible with that,
too. That is why we have used the term “delivery flexibility”’——

Senator BEGICH. Got you.

Mr. DONAHOE [continuing]. And not just elimination, OK. We
want it to work, because we realize it is our responsibility to pro-
vide that service.

Senator BEGICH. And last, because my time is about to expire,
what is your—or how will you be engaging stakeholders, and again,
like in the case of rural Alaska versus Anchorage or Fairbanks or
going out to rural—how will you engage them on this schedule
flexibility?

Mr. DONAHOE. Well, one of the things we did, last year, we spent
some time, and, of course, we could do that again as we move to-
ward changes that we would be getting out of the passage of the
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POST Act, we would engage customers the same way we do as we
change Post Office access points. We are going through a process
right now where we are looking at small Post Offices. We are actu-
ally mailing out letters and inviting people in to talk to us. We
would do the same thing. We would listen to the customers who re-
ceive the mail and the customers who send the mail.

Senator BEGICH. Very good. Thank you, Mr. Chairman. I just
want to agree with you on the pension issue. I think that is a crit-
ical No. 1 issue, and I am very supportive, as you and I have had
this conversation about

Mr. DONAHOE. Thank you.

Senator BEGICH [continuing]. So I think you are doing a good job
there. Thanks.

Senator CARPER. Thanks, Senator Begich. Senator Pryor.

Senator PRYOR. Thank you, Mr. Chairman.

Mr. Donahoe, let me start with you, if I may. The Postal Regu-
latory Commission made some recommendations, I believe it was
last year, about some things you should do as you are closing Post
Offices. One of the recommendations is that the people in the area
should receive actual notice, which I assume would be like a post-
card type notice, but actual notice. And apparently your current
practice is just to notify your P.O. box customers and carrier deliv-
ery customers about the affected facility.

And the second recommendation would be that the Postal Service
would expand the methods available for providing and receiving
customer input.

And the third recommendation they made is that they would ex-
pand the contents of the public notice and include better informa-
tion about alternatives for customers.

My understanding is you did not implement those recommenda-
tions. Do you know why you did not? We are having some Post Of-
fices close in our State and the people in our State, at least, feel
like they are not notified of this adequately. They do not have op-
portunities for input. When there are opportunities for input, it
seems like the decision has been made, and maybe you are going
through the motions, checking the box, but you are really not tak-
ing input. So if you want to comment on that

Mr. DONAHOE. We do not go through the motions, OK. Let me
say this to you. We agree with all the recommendations and we
have made some changes that we have posted in the Federal Reg-
ister just recently. It has just closed, as a matter of fact, the com-
ment period to implement those changes.

Here is what we are looking at—and we like to call it access
change versus just closing Post Offices, because the intent is to pro-
vide better access to the American public. We are going through a
process right now and we have had a process that has been in
place for 30 years where we have examined small offices and we
agree that it could be much more customer friendly. Mailing no-
tices out to customers, having community meetings, and also listen-
ing to and providing them with—Ilistening to their recommenda-
tions and providing what they are asking for.

We are looking at this across the country. Today, 35 percent of
all Postal services and products are bought outside the Post Office,
so whether it is online or at the Costco or Office Depot and places
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like that, you can buy stamps, ship packages, and that is going to
continue to evolve in that direction.

What we want to do is make sure we are where the American
public needs us to be. Now, that is the case of large downtown of-
fices, like you see in Washington, D.C., or in rural Arkansas. What
we want to do is take a good look at how to provide that access
in the best way, both financially as well as the number of hours
a day, and I will give you an example of some of the things we are
looking at.

In some small offices, we are looking at consolidation because
what we are finding is many of these offices do not even have an
hours worth of work in a day. People do not do that much business
with us. And if it is close, to another postal facility a mile or so,
we can consolidate.

In other cases, what we are looking at is many towns have three
businesses, the gas station, a general store, and a Post Office, and
what we are looking for is talking to the general store or the gas
station to take a contract to provide service. That keeps them in
business. That keeps the cash-flow. That allows people to have ac-
cess to those businesses and at the same time get their Postal serv-
ices that way.

There are so many options. We are willing and we want to hear
from people, but we have to move on these things.

Senator PRYOR. All right. Well, let me ask you this followup,
then. You say you are listening and you want to hear from people.

Mr. DONAHOE. Yes.

Senator PRYOR. How many facilities have been on the list for clo-
sure, and then you went through the public comment process and
you decided not to close those?

Mr. DoNAHOE. I will have to get back to you on that. I cannot
tell you off the top of my head. What we have been focusing on
most recently are places that were already what is called sus-
pended, so they were already closed and we have just cleaned the
paperwork up and finished them off. There is a number that we are
looking at right now, about 1,000, but I would have to get back to
you as far as specifics, and I will be more than happy to do that.

Senator PRYOR. Yes. I would like to know those numbers, and
Mr. Chairman, I have other questions for the record along those
lines, as well, but I would like to ask about Senator Carper’s bill.
It sounds like you have already said that you support the financial
parts of his legislation. You think that is very important for the fi-
nancial viability of the Postal Service. But what about, if you go
to 5-day delivery, how much will that save the Postal Service?

Mr. DONAHOE. That will save us about $3.1 billion.

Senator PRYOR. A year?

Mr. DONAHOE. A year.

Senator PRYOR. OK. And on the criteria, and this is another part
of the Chairman’s bill here, but on the criteria for closing Post Of-
fices and Postal facilities, you mentioned today small facilities or
maybe, I do not know if you said this, but low-volume facilities.
What is your criteria there? What criteria does the Postal Service
use?
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Mr. DONAHOE. What we are looking at right now, the first look
was just places that did less than an hours worth of business in
a day, and that is generally 10 or less transactions.
hSeI}?ator PRYOR. So does that mean that the Post Office will close
there?

Mr. DONAHOE. No.

Senator PRYOR. What does that mean?

Mr. DoONAHOE. That means we are looking at it to either consoli-
date it or potentially contract the work out or leave it alone. We
are trying to keep as wide—as much of an open mind on these
things, but again, from a financial perspective, we have to put ev-
erything on the table as far as taking costs out of the organization.

Senator PRYOR. To me, it seems like if it is just numbers-driven,
I can think of some areas in Senator Begich’s State where, natu-
rally, it is going to be low volume——

Mr. DONAHOE. Yes.

Senator PRYOR [continuing]. Because of the very sparse popu-
lation.

Mr. DONAHOE. Yes.

Senator PRYOR. So would you consider that as a factor, as well?

Mr. DoNAHOE. Well, what we have to do, again to my comments
with Senator Begich, is balance the requirement for universal serv-
ice. In many cases, and this is something we definitely look at, if
you have a small office that does not generate much revenue but
there is nothing within 30 miles of it, we certainly would not close
it. But if it is something that generates low revenue and there is
a potential for better access within a half-mile or a mile, then that
is a different story.

Senator PRYOR. One of the provisions in Senator Carper’s bill
talks about the shipping of alcoholic beverages, which right now
you are prohibited from doing.

Mr. DONAHOE. Yes.

Senator PRYOR. Do you know how much revenue it would gen-
erate for you if you were allowed to ship alcoholic beverages?

Mr. DONAHOE. We do not know, but we think it is an excellent
idea because what the Postal Service brings is convenience in that
whole industry. We have seen other posts, Australia Post, for an
example, has done that, and that is one of their biggest growth
products. And we have the network to provide that service, along
with the ability to have it held. Our proposal is to hold packages
for pick-up, so an adult would have to come in and pick that alco-
holic beverage up. But we think it is a very interesting proposal.

Senator PRYOR. OK. And one last question on Senator Carper’s
bill, and that is there is a provision in there about when you are
in arbitration with your employees, that the arbitrator could con-
sider the financial condition of the Postal Service. Is that the rule
today, or would that be a change?

Mr. DONAHOE. That would be a change. We support that. We
think it is important, anytime you go to arbitration, and especially
in today’s world, where if you look at the future of the Postal Serv-
ice, the arbitrator should consider that. We have recently con-
ducted a negotiation with the American Postal Workers Union. I
think it was a very good, responsible contract by both sides. That
is a great thing. But we also think it is responsible for the industry
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that protection is in there in case a union decided to go to arbitra-
tion and did not want to sit down and work with us.

Senator PRYOR. All right. Thank you, Mr. Chairman.

Senator CARPER. Thanks. Those were great questions.

Senator PRYOR. The ones about your bill, were

Senator CARPER. Especially the ones about my bill.

Senator PRYOR. Were those the best questions?

Senator CARPER. As a matter of fact, I would yield you more time
if you want to ask more questions about my bill. [Laughter.]

Senator PRYOR. Thank you.

Senator CARPER. Thank you.

I just want to followup on the shipping of wine and beer. That
is a little bit like thinking outside the box. The idea of on Mother’s
Day, my son who was living at the time in New Delhi, India, sent
his mom a greeting card, and I think it was a partnership between
Hallmark. He used pictures that he had taken when she was over
there visiting a month or two earlier and made just a beautiful
Mother’s Day card and it was delivered by the Postal Service. That
is very smart. Our next-door neighbors get Netflix, and that is a
pretty good piece of business. I am not sure how long-lived that
business will be when people move into streaming, but it is a nice
piece of business and it is the kind of thing that we just want you
to do more and more of.

I want to ask a question about how important is it that the Post-
al financial relief bill that we consider here in Congress go beyond
pension and retiree health issues. How important is that?

Mr. DONAHOE. It is critical. As I mentioned to Senator Brown,
what happens is if we just address the retiree health benefits, that
just gets us through this year from a cash standpoint and a net in-
come standpoint. If you recall, last year, we lost $8.5 billion. Unfor-
tunately, this year, we are predicting losses around $8 billion. So
you can see, even if we got the relief, $5.5 or $5.6 billion going for-
ward. That will not be enough.

It is critical that we address the FERS issue, the overpayment,
and that we can get that money back. That will go against the
debt. We will not spend that anywhere else. It will either be on re-
tiree health benefits or against the debt. The delivery flexibility,
the flexibility going forward on the products that we have talked
about, anything and everything in that bill is critical. We have to
get the whole thing done, and then from an industry standpoint,
we have to make sure that we make all those things happen.

Senator CARPER. And it seems to me that there is a fair amount
of agreement that we ought to try to redirect the overpayments in
the Civil Service Retirement System, the overpayments into the
Federal Employee Retirement System, and to use those to pay
down the obligation for employee retiree health and also for debt
and maybe for workers’ compensation. But as I understand it, that
is only about maybe a third of the problem in terms of going for-
ward. The flow of moneys from the Civil Service Retirement Sys-
tem and stopping the overpayments to FERS, I think that is only
about a third of the problem, is that correct?

Mr. DONAHOE. This is what would happen. Right now, we have
an outstanding responsibility of $91 billion for the prepayment of
the health benefits. We have paid $43 billion so far through rate-
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payer money. So that is—we have about 47 percent of the way
paid. If we were able to access the funds, $50 to $75 billion, that
would clear that side of the ledger.

The volume loss that we are experiencing in first class mail
keeps the pressure on our organization and the industry as a whole
to continue to reduce costs and at the same time figure out how
to use the mail in more creative ways, like I had shown here be-
fore, with standard ad mail, with packages, and even trying to slow
down the drop-off from first class.

One of the things that our customers told us, is that if you can
figure out a way to make First-Class more appealing from a bill
presentment standpoint, we will stay—we will try to work with our
companies to stay in the mail.

The first recommendation was what was called Reply Rides Free,
where we were going to give—charge the same postage for 1.2
ounces as we do for one ounce. The customers said, too complicated,
so what we are proposing now is to give two ounces for the price
of one. This way, the customer can use better paper, can put mes-
sages in there with their first class correspondence, because in
many cases, that is the only way that a customer—a bill sender
gets in front of their customer’s eyes. So our proposal is we want
to keep our foot on the gas pedal on the cost side, like we have
been talking about, but that revenue, the top line is just as impor-
tant.

Senator CARPER. All right. Mr. Herr, do you want to just com-
ment very briefly on the question, really the first question I asked
here in this exchange, and that is how important is it that the
Postal financial relief bill that we consider here in Congress go be-
yond simply pensions and retiree health issues.

Mr. HERR. I think that if you take care of one side without ad-
dressing overcapacity in the processing network and also looking at
alternative ways to provide retail access, in a few years, you will
come back and you will find that some of these structural problems
will not have been addressed and you will be facing a similar set
of challenges. Net mail volume is down 20 percent since 2006. The
projections are that it is going to continue to decline. Addressing
excess capacity and making sure that the systems align with the
needs for the mail coming in is critical.

Senator CARPER. All right. Thanks very much.

You have concluded a round of negotiations. There will be people
who always criticize what you do and the contract you negotiated
with the APWU, but I think maybe most fair-minded people say it
seems like a fair contract and it certainly heads in the right direc-
tion. You have three other unions that you deal with. Give us the
status on negotiations with those, please.

Mr. DoNAHOE. Well, we are still in negotiations with the Rural
Carriers. We would like to conclude a successful negotiation with
the same outcome that we did with the APWU. I think the APWU
is a very responsible contract, not just for the Postal Service and
the employees, but also for the industry. So we would like to con-
clude with the Rural Carriers the same way.

This November, we begin discussions—or I should say August,
because the contract ends in November—with the Mail Handlers
and the National Association of Letter Carriers, so we expect to see
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the same type of framework in those contracts that we have been
able to negotiate with the APWU.

Senator CARPER. All right. I want to go back, and this will be the
last question I ask. We have been joined by Senator McCaskill.
Welcome. But the other question I want to ask, I want to talk
about business opportunity. People ask me how I feel about 6-day
delivery and I say I am agnostic on that. And if a way could be
found to save substantial amounts of money, maybe not as much
as $3 billion, but substantial amounts of money through negotia-
tions, then I think we ought to consider that.

If we cannot find substantial savings, then we are not going to
consider that as much, but talk to us about the opportunity costs
of not having 6-day delivery. I have always said, and we have
talked about this before, some day, somebody will look back at the
Postal Service and say we had a Post Office in every community
in America and we went to every door 6 days a week. Why did we
not think of X, Y, or Z in being able to more fully exploit that busi-
ness model? Just talk to us, just very, very briefly, about the oppor-
tunity cost of eliminating Saturday mail delivery, whether it is Ex-
press or whether it is actually doing the work of FedEx and UPS.
Just talk about that a little bit, if you would.

Mr. DONAHOE. We would rather not eliminate Saturday delivery.
It is something we feel very proud of, the fact that we do go to
homes and businesses every day, 6 days a week, to every home and
business across America. The critical issue is the continued pres-
sure that we have on First-Class mail and the fact that the con-
tribution, as that drops, continues to put financial pressure on the
organization.

We think that it is important to provide that service. Even at 5
days a week, we will still be the—we will have the greatest net-
work reach of everyone because we will continue to go to every
home and business 5 days a week. We also think it is important
to continue to work with our customers to sustain first class as
long as we can, as well as add new opportunities from a revenue
standpoint.

I think it would be—I do not know of any one specific cost area
that we could achieve that would be able to offset the benefits of
the reduction of that day of delivery. Our goal is to get the organi-
zation from an expense standpoint down to $60 billion as soon as
possible, and that is a combination of reducing costs and elimi-
nating the retiree health benefits, and delivery flexibility. That
takes us from $73.5 down to $65 billion. And between administra-
tive cuts, work hour cuts, successful union negotiations, I would
like to get us down to $60 billion.

What that does is that gives us about a $5 billion cushion from
the revenues right now, $65 billion that we will have this year.
That gives us the ability to pay down the debt. That keeps us
strong going into the future. And then that addresses some of the
capital issues that we have been talking about today.

Senator CARPER. Thanks so much.

Senator McCaskill, welcome.

Senator MCCASKILL. I would like to followup on the Chairman’s
question he just asked. We have a difference between two different
agencies that say that the 5-day delivery—you all say, Mr.
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Donahoe, that it is going to save $3 billion, and the Regulatory
Commission said it would generate $1.7 billion. I do not know how
much of that difference is attributable to the loss of business that
inevitably is going to occur when you cannot do 6-day delivery. I
mean, you guys have an advantage right now with 6-day delivery.
If you were looking at this through the very cold lens of just a pure
business model, you are giving away the major advantage you have
when you give away that sixth day.

Can you speak to why there is such a wide disparity between the
savings that these two agencies came up with, and what keeps us
from going to four? And are we not really, if we are not careful,
if we go to five, are we not really talking about the beginning of
a death spiral here?

Mr. DONAHOE. Yes. Let me address a number of your questions,
Senator. First of all, just to repeat what I said to the Chairman,
we do not want to go from the six to five, but financially, we are
in a situation where we have to take that as an option going for-
ward. It is tied directly to the loss of the contribution on First-
Class mail. If I had an answer to stop that, we would get that in
place right now, but America is changing. People are paying bills
online. Every bill that is paid online, that is 18 cents that comes
out of our coffers to cover 6-day delivery and a number of the small
Post Offices out there.

The difference between our estimate and what the PRC esti-
mates boils down to two things. Their estimate of revenue loss is
$600 million. Ours is $200 million. We have talked to a lot of cus-
tomers. We have done a lot of opinion polls. Many customers in the
past used to make sure that we delivered mail on Saturday. They
have moved away from Saturday. It is by far our lightest day of
volume for two reasons. No. 1, many businesses are closed on Sat-
urday. And No. 2, what we have been told is people, to a large ex-
tent, do not look at their mail on Saturday as much as they do the
rest of the week because they are busy with many other things. So
the $200 versus the $600 million, that is one part of the difference.

The other part of the difference is our estimates of being able to
save and to capture the costs. We think that we can capture a sub-
stantial portion of the cost of Saturday delivery by absorbing it into
Monday. The reason we say that is 95 percent of the letter mail
that we deliver today is sorted by automated machines in our proc-
essing facilities. So that variable cost in the morning that a carrier
would have experienced years ago, they do not experience today.

We also know that once you are out on a route and you deliver
to a number of houses, our average coverage factor is around 90
percent today. A letter carrier absorbs a lot of that time in their
daily work. Saturday business today costs us $3.8 billion. We think
we can save $3.1 billion. We know we will have to add some costs
in there that we cannot absorb, but we think, based on our history
of taking costs out of this organization, we will be able to do that.

The other thing is, I have committed everybody to do it. It is
going to get done.

Senator MCCASKILL. Let me also ask you about the potential im-
pact on 5-day delivery on rural residents. I was disappointed when
I realized that the Postal Service’s survey that you did in this re-
gard were not really in rural communities. I mean, one was in sub-
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urban Atlanta and the other was suburban Seattle. Would it be
possible to take a real look at a rural community, not one that is
within a commuting distance of a major city? It is those folks that,
in terms of getting their medicine, which, of course, we all know
that Saturday delivery is very important for, in terms of their abil-
ity to receive mail on Saturdays. Is there a reason why what I
would call a true rural community was not included in the survey?

Mr. DONAHOE. Well, we can go back and take a look at that.
There have also been a number of surveys done across the country
by Rasmussen and the Gallup Poll that have looked at many dif-
ferent communities across the country, and consistently what
comes back is this. When asked the question, if you made a choice
between no delivery Saturday, closing Post Offices, or substantial
increases in postage rates, 70 percent of Americans have come back
and said, eliminate Saturday delivery.

Our proposal is to eliminate delivery but to keep the Post Offices
open. So from a rural perspective, people would still have access to
Postal services, and if they wanted, they could rent a box, too, and
get their mail that way.

Senator MCCASKILL. The rural Post Office closings, I am a little
worried about what I have learned, that there may be a situation
where you call something other than a Post Office so that you get
around some of the requirements in terms of notice to the commu-
nity. Could you illuminate that situation for me, because changing
the name of a Post Office to a substation or to some other name
and then not having to go to the community and get the kind of
input that is needed, I mean, I am not—I get it that we have a
huge problem here. I get it that the money coming in does not
match the money going out. And I am not trying to throw tacks in
front of the bus, except I do think it is important that these rural
communities feel like that they have an opportunity to weigh in
and I want to make sure that there is not some ability that you
may have to get around the regulations for notice and public hear-
ing by just renaming it something different.

Mr. DONAHOE. We agree 100 percent. We have a process in place
right now—as a matter of fact, we just finished up a Federal Reg-
ister notice where we will provide public notice and gather public
input on any changes to access that we make out there. We know
that the Postal Service, especially in rural areas, is very important.
And to your point, we have to balance the cost and the benefits to
those.

We will not do anything to hoodwink the American public that
way. We have what we are proposing in the Federal Register is a
top-down approach. That assures fairness, so you do not have one
State that is going gung-ho and another that does not take a look
at it. It also assures that we make the right decisions. With Sen-
ator Begich, we were talking earlier about the importance of what
we do in Alaska, and I appreciate in Missouri and in Arkansas, we
have a lot of rural areas, too.

So you have my assurances that we will make it a very fair proc-
ess. People will have plenty of input. We will make the right deci-
sions. We will make sure that we reach out. We are going to send—
anybody that is going to be affected, postcards will go out to cus-
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tomers. We will have a public hearing. We will discuss it. We will
take their input.

Senator MCCASKILL. Mr. Chairman, I want to compliment you on
so many pieces, so many parts of your legislation. I think a lot of
it is very, very strong, and I know how hard you have worked on
this. And I do want to compliment Mr. Donahoe. I think you are
trying very hard in very difficult circumstances to figure out how
to put this puzzle together.

I do feel very strongly that if we can save 6 days, it is very im-
portant to the integrity of the product we have, which is the U.S.
Postal Service, rain, snow, or sleet, 6 days a week, it is going to
happen, and I worry that we are going to diminish the ability of
that business model to really survive if we start cannibalizing it by
going to 5 days. So if there is any way I can work with you to save
the 6-day delivery, I sure would like to do that.

Senator CARPER. Good. Well, let us give it a shot. I am going to
go back to the negotiations that will take place between the Postal
Service and one or two of the unions going forward. That is a part
of it, as well. And our ability to help them in other ways——

Mr. DONAHOE. Yes.

Senator CARPER [continuing]. To compensate for the—savings
which are anywhere between $1.7 billion and roughly $3.1 billion.
It is somewhere between there. That is real money.

Mr. DONAHOE. It is a lot

Senator CARPER. That is real money.

I want to come back, and before I yield to Senator Begich for his
closing questions, just for clarification, your view of what would
still be provided in a Postal world where there is no Saturday de-
livery. Would it include access to post office boxes?

Mr. DONAHOE. Sure.

Senator CARPER. Post Offices would be open?

Mr. DONAHOE. Yes.

Senator CARPER. What did you say about Express Mail?

Mr. DONAHOE. Here is what we would do. We would keep the
Post Offices open. We would have Post Office box accessibility. We
would deliver Express Mail. We would also run the network, so
mail coming through the network, payments and remittance for
credit card companies and what not, that would all still run, so
Monday that would be delivered, or in some cases, if people have
what is called caller service, they would have access 24 hours a day
at our large facilities for that mail.

Senator CARPER. All right. Thanks very much. Senator Begich.

Senator BEGICH. Mine is just a clarification and then just a
statement. I caught what you had said to Senator Pryor in regards
to 30 miles or within. As you know, in Alaska, 80 percent of our
area is non-road access, so I am assuming that is part of the equa-
tion.

Mr. DONAHOE. Sure.

Senator BEGICH. OK, because when we did Essential Air Service
(EAS), there was a great debate that we would cutoff Essential Air
Service because you can get to a hub, to the next town. In many
cases, it is hundreds and hundreds of miles away, and no road to
get there.

Mr. DONAHOE. Right.
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Senator BEGICH. So you recognize that as——

Mr. DONAHOE. Absolutely. Again, Alaska presents a situation
with universal service similar to Hawaii.

Senator BEGICH. Right.

Mr. DONAHOE. Those are the two States that, really, we have to
take a different look as we work through that.

Senator BEGICH. Great. And just a statement. As you send out
notifications to folks, I know everyone gets mail. They get material
in the mail and they do not really pay attention to it until some-
thing bad happens, and then they go, I did not realize that was
happening. In more of just jest, I would send out your postcard and
it would say, “Closing your Post Office,” and I guarantee you, you
will get 100 percent engagement. Otherwise, if it is just a regular,
“We are notifying you of the Post Office situation and change in op-
eration,” here is what will happen. They will look. They will set it
aside. They will pull the catalog and sit down and read their cata-
log for the day.

Mr. DONAHOE. Maybe we will use the QR code, click here to find
out what is going on with your Post Office.

Senator BEGICH. I will tell you, Mr. Chairman:

Mr. DONAHOE. If anybody complains, though, I am going to tell
them that you gave me the idea.

Senator BEGICH. Well, I will tell you what happened. I will just
give you one quick example. I was invited to a meeting when I was
Mayor and it was about a land use issue. Of course, no one was
going to come out, probably, for it, because it was so many months
away. So the flier they sent out to the neighborhood was, “Come
learn about how your taxes are going up.” The room had full capac-
ity, and the two local city council members came in and said, “You
are up front. We are not.” And then we talked about land issues
and people were a little confused, but they got fully engaged.

Mr. DONAHOE. Thank you for using the mail, too. We appreciate
that.
hSenator BeGICcH. They did, and they hand-delivered it on top of
that.

Mr. DONAHOE. There you go.

Senator BEGICH. Thank you.

Senator CARPER. Senator Begich, thanks so much. Thanks for
being here today and for being a very active participant on this
issue. We need your full participation, so thanks.

All right. I think that is going to do it for our first panel. Thank
you very much for joining us. Thanks for your testimony.

Mr. DONAHOE. Thank you, Mr. Chairman.

Senator CARPER. There will be some followup questions, I am
sure, and we would appreciate your prompt response to those.
Thank you.

Senator BEGICH. Mr. Chairman, as the panel is coming up, do we
have a vote at noon?

Senator CARPER. Initially, we were going to have it at noon. It
has been moved to, I am told, 12:17.

Senator BEGICH. Twelve-seventeen.

Senator CARPER. Twelve-seventeen, so we have the opportunity
to hear our panel, the second panel, and will probably have to
break it off around 12:30.
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Senator BEGICH. OK. Thank you.

Senator CARPER. Sure. Thank you.

If you would all go ahead and find your seats, please, and I will
ask those who are planning to leave to go ahead and make your
way to the door. [Pause.]

I am going to briefly introduce the witnesses for our second
panel. As I said earlier, if you did not catch it, our vote has been
moved from noon to about 12:15 and I want to complete the testi-
mony for this panel before we have to break. We have a vote fol-
lowed immediately by our respective weekly caucus meetings. But
I want to finish this panel, have a chance to ask you a couple of
questions, and then we will move on.

Our first witness on panel two today is Margaret Cigno, pinch
hitting today for Ruth Goldway, and we welcome you, the Director
of Accountability and Compliance at the Postal Regulatory Com-
mission. Ms. Cigno has also worked as a Specialist on rates and
classification at the Commission and served as the lead Postal
Auditor at GAO.

Next, David Williams. Welcome. Nice to see you again. He is the
Postal Service’s Inspector General. Mr. Williams is the second inde-
pendent Inspector General at the Postal Service in its history, is
that correct?

Mr. WiLLIAMS. Yes, Senator.

Senator CARPER. All right. Before taking on the job, he worked
as a Deputy Assistant Administrator for the Aviation Operation at
the Transportation Security Administration. He has also served as
Inspector General at five other agencies. Time allowed, I would ask
you to tell us which ones, but we will find out another day.

Next is Cliff Guffey, President of the American Postal Workers
Union. How long have you been in office now?

Mr. GUFFEY. Less than a year.

Senator CARPER. All right. Does it seem longer? [Laughter.]

Mr. GUFFEY. It has the propensity to be difficult.

Senator CARPER. You have had a full year. Well, congratulations
so far. I know it is not easy.

Before becoming President, Mr. Guffey served for 9 years as the
APWU’s Executive Vice President. He has served in top leadership
positions in the union since 1986, and he started his career with
the Postal Service in 1971.

Next is Mark Strong, President of the National League of Post-
masters, where he has held leadership positions in the League
since 2006, I am told. Mr. Strong is currently the Postmaster in
Sun City, Arizona. We could use some sun around this city. Maybe
in a couple of days, we will get it.

Finally, we have Jerry Cerasale, Senior Vice President for Gov-
ernment Affairs at the Direct Marketing Association (DMA). Mr.
Cerasale has a long history working on Postal issues, including
stints at the House Committee on Post Office and Civil Service and
on the legal staffs at both the Postal Service and the Postal Regu-
latory Commission.

It is great to see you. Thanks for coming today. Your full testi-
mony will be a part of the record. Please proceed.
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STATEMENT OF MARGARET CIGNO,! DIRECTOR OF ACCOUNT-
ABILITY AND COMPLIANCE, U.S. POSTAL REGULATORY COM-
MISSION

Ms. CIGNO. Good morning, Chairman Carper, Senator Brown,
Members of the Subcommittee. I thank you for the opportunity to
present the views of the Postal Regulatory Commission on address-
ing the U.S. Postal Service’s financial crisis.

Commission Chairman Ruth Goldway regrets being unable to
testify personally today.2 She has prepared written comments high-
lighting her concerns with the rapid pace of Post Office closings. I
ask that Chairman Goldway’s comments be made part of the offi-
cial hearing record.

Senator CARPER. Without objection.

Ms. C1GNO. In 4 months, the U.S. Postal Service will conclude its
fiscal year and it will not have sufficient cash or borrowing author-
ity to pay all of its bills. Commission analysis during review of the
Postal Service’s request for an exigent rate increase found that the
Postal Service’s cash-flow problem is related to an overly ambitious
requirement for the Postal Service to prefund its future retiree
health benefit premiums.

Over the past 4 years, the Postal Service has paid $21.9 billion
to prefund these benefits. All other things being equal, without the
prefunding requirement, the Postal Service would have achieved a
small net profit over that time. Instead, over the last 4 years, it
has accumulated losses exceeding $20 billion. This year, it will ex-
haust its borrowing authority and anticipates another multi-billion-
dollar loss that will leave the agency insolvent.

Chairman Carper, you have proposed legislation to address this
immediate crisis and to build on the Postal operating model of the
Postal Accountability Enhancement Act (PAEA). The Commission
supports the fundamental approach of your bill in addressing the
financial crisis as well as longstanding issues related to Postal
Service funding of its employee pensions and its future retiree
health benefits. The strategy is grounded on objective, expert anal-
ysis that incorporates the best modern practices of business and
government, as identified by the Commission in previous studies.

The Commission appreciates that your bill also provides for regu-
latory oversight of non-Postal products and services that may be
proposed under new flexibilities to be provided to the Postal Serv-
ice. This will promote Postal growth and innovation while pro-
tecting the public interest, as is currently the case with Postal
products and services.

The Commission also supports modernization of its advisory
opinion process to make it quicker and more robust. The require-
ment for the Postal Service to respond to the issues and rec-
ommendations in the advisory opinion is an important improve-
ment which may be further strengthened by requiring its response
prior to implementation of the proposed changes.

The bill would alter the advisory opinion process to produce deci-
sions within 90 days from the date of the Postal Service’s request
to the Commission. Under current law, the Commission evaluates

1The prepared statement of Ms. Cigno appears in the appendix on page 81.
2The prepared statement of Ms. Goldway appears in the appendix on page 76.
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national service changes in formal hearings on the record that are
subject to the Administrative Procedures Act protections. This type
of proceeding can be time consuming.

The proposed legislation would diminish the opportunity for citi-
zens, mailers, competitors, and other interested parties to obtain
information from the Postal Service and fully test Postal Service
presumptions. As a result, the Commission would be able to
produce its opinions more promptly. However, the detailed analysis
and extensive outreach of the Commission’s recent advisory opinion
on 5-day delivery would not have been possible in a 90-day case.
The Commission has not yet concluded whether it supports the 90-
day limit.

The Postal Service has also advised that in the near future, it
plans to request an advisory opinion related to the closing of a
large number of Post Offices nationwide. The Commission under-
stands the Postal Service’s need to adjust its retail network to re-
flect changing customer demand and its own evolving capabilities.
However, the PAEA requires that affected Postal customers be
properly notified and involved when the Postal Service considers
closing the retail office on which they depend.

The Postal Service has proposed revisions to its rules for closing
and consolidating retail facilities. The Commission has provided its
comments to the Postal Service, including recommendations to bet-
ter ensure customers’ ability to offer input, improve the evaluation
of affected facilities, and coordinate discontinuances with the avail-
ability of replacement retail services.

In closing, I would like to reiterate the Commission’s support for
addressing the Postal Service’s financial crisis as outlined in your
bill. Timely congressional action to address the pension and retiree
health benefit issues remain a key element of any reform effort.

Effective oversight is vital when the entire mail system is under
such great stress. The Commission will ensure Postal transparency
and accountability and promote positive change and adequate serv-
ice levels needed to keep the Postal Service vital and relevant.

That concludes my oral statement. I would be happy to answer
any questions.

Senator CARPER. Well, I do not think you anticipated being here
today, but since Chairwoman Goldway could not be here, you did
a nice job and thank you very much for your participation. Give her
our best. Thank you.

Mr. Williams, please proceed.

STATEMENT OF DAVID WILLIAMS,! INSPECTOR GENERAL, U.S.
POSTAL SERVICE

Mr. WiLLIAMS. Mr. Chairman and Members of the Subcommittee,
I appreciate the opportunity to discuss the serious financial condi-
tion of the Postal Service, whose leadership anticipates being un-
able to meet its financial obligations in the fall.

The Postal Accountability and Enhancement Act was crafted to
incentivize the Postal Service to adopt a volume-driven infrastruc-
ture. PAEA also required prefunding of benefit plans, but the fram-
ers were unaware that the benefit funds had been subject to

1The prepared statement of Mr. Williams appears in the appendix on page 85.
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wrongful overcharges. Consequently, the resulting payments have
caused almost 90 percent of the $20 billion loss in the past 4 years.
This causes inflated infrastructure costs and burdensome debt.

In the near term, cost containment and infrastructure optimiza-
tion are underway. It will take time, unless numerous large-scale
actions are undertaken simultaneously, which could outstrip man-
agement’s ability to control optimization and to avoid unintended
consequences, including service disruptions.

So what is needed? In addition to benefit reform, Postal Service
optimization of plants, Post Offices, and administrative infrastruc-
ture, my office has recommended conversion to evaluated letter car-
rier routes for effective management, flexible work rules matching
the ebb and flow of mail, a comprehensive delivery point strategy
maximizing curbside delivery and cluster boxes, evaluating the
number of area and district offices, simplification of mail accept-
ance and pricing, growing the value of mail, and finding the Postal
Service’s role in the digital age.

The digital age is continuing to disrupt many communication in-
dustries. The technologies provide Americans low-cost instant com-
munications, sophisticated data organization, search engines,
hyperlinks, and impressive mobility. However, Americans need
stronger infrastructures to cope with serious collateral issues. I be-
lieve citizens would benefit if the Postal Service could support
Americans in addressing the emerging confidentiality, security, de-
pendability, and privacy problems of digital communications; part-
ner with Federal, State, and local government agencies to provide
e-government services and Post Office window services for more
complex business and provide a safety net for those being left be-
hind by the digital revolution.

Senator Carper’s bill proposes allowing the Postal Service to pro-
vide non-Postal services utilizing Postal physical and digital infra-
structure in a manner consistent with public interest. The bill
would provide the Postal Service an opportunity to find its digital
role in America.

The Postal Service has set aside more than $300 billion in cash
to meet its future benefit fund obligations. Additional contributions
of $55 billion will result in a 100 percent prefunding level. The
$300 billion does not include the overcharges of $82 billion docu-
mented by my office and others. If the overcharges are returned,
the prefunding levels will exceed 100 percent.

While the benefit funds are reexamined and awaiting action,
Congress and the Postal Service could explore an option of clari-
fying prefunding requirements to be inclusive of Postal Service as-
sets. The purchase price of Postal Service real estate is $27 billion,
but the fair market value is far greater. The Postal Service owns
real estate in premium locations. For example, the nearby National
Postal Museum has a purchase price of $47 million, but a tax as-
sessed value of $304 million. If this example is any indication of
the fair market value, taxpayers are well protected and a surplus
of assets would likely be given over to the Treasury if the Postal
Service were suddenly shut down, a very unlikely event.

Alternatively, there are statutory provisions that may allow the
Postal Service to work with OPM to fashion an appropriate ar-
rangement to recognize the assets and meet the obligation.
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Against this backdrop of overfunding, the Postal Service con-
tinues to be billed $11 billion every year for retiree obligations in-
stead of taking the annual costs out of the funds created for that
purpose. As I have testified before, I agree with Senator Collins’s
call in September 2010 for OPM to change its calculation of Postal
Service pension fund payments. Failing action by OPM, Senator
Carper’s bill to require an OPM recalculation to correct the mis-
takes and balance the accounts is desperately needed to stop the
crippling payments.

As I outlined, there is an overwhelming need for a substantial
and objective review of the benefit plans and payments. This will
allow construction of a clear, fair, and accurate financial map for
the Postal Service’s future course. Otherwise, the Postal Service
will be billed into insolvency while overfunding its benefit funds.

Thank you, sir.

Senator CARPER. Thanks for your testimony. Not only thanks for
your testimony, thanks for the work that you have done and con-
tinue to do on these areas.

Mr. Guffey, please proceed. Thank you so much for joining us.

STATEMENT OF CLIFF GUFFEY,! PRESIDENT, AMERICAN
POSTAL WORKERS UNION

Mr. GUrrEYy. Mr. Chairman and Members of the Subcommittee,
I am CIiff Guffey, President of the American Postal Workers Union.
I am pleased to participate in this hearing today with PRC Rep-
resentative Margaret Cigno and Inspector General Williams, who
have through their hard work, dedication, and leadership done
much to help preserve and protect the U.S. Postal Service.

As the Chairman and this Subcommittee know, legislative relief
is necessary to restore the financial stability of the Postal Service.
The APWU very much appreciates the leadership shown by the
Chairman in proposing legislation that will meet the Postal Serv-
ice’s critical need for immediate financial relief. We strongly sup-
port and the entire Postal community strongly supports the pro-
posal to permit the Postal Service to use more than £5 billion each
year from its overpayments in the civil service and FERS retire-
ment accounts to meet its obligations to prefund Postal retiree
health benefits and pay workers’ compensation obligations.

It bears emphasis that this is not a request for a subsidy or a
bailout of the Postal Service. The Postal Service has been dealing
effectively with the challenge it is facing because of declining mail
volumes. We are confident that under the leadership of Postmaster
General Donahoe, it will continue to do so.

Exhibit A to this testimony is a chart? that shows that the Postal
Service’s net income for Fiscal Years 2007 through 2010—as this
chart shows, during this period that included the most severe re-
cession since the Great Depression, the Postal Service had a net in-
come excluding retiree health benefits prefunding payments of
more than $600 million, and only in a government agency could
they refer to that as a little amount of profit. That is profit.

1The prepared statement of Mr. Guffey appears in the appendix on page 90.
1The chart referenced by Mr. Guffey appears in the appendix on page 92.
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This was achieved by the Postal Service through very aggressive
cost cutting measures. Over the past 3V2 years, the Postal Service
has reduced work hours by 245 million hours and cut costs by $12
billion. It will cut another 30 to 40 million work hours this year.
The historic collective bargaining agreement just concluded by the
APWU and the Postal Service will save the Postal Service billions
of dollars and will provide necessary workforce and work hour
flexibility.

Thus, the Postal Service has shown the capacity to sustain itself
during difficult times of declining mail volumes. What it cannot
sustain is the burden of the unique and unreasonable requirement
that it prefund its retiree health benefits over a 10-year period
without access to the billions of dollars by which it already has
overfunded CSRS and FERS.

During the 4-year period of 2007 through 2010, when the Postal
Service otherwise would have had a financial surplus, the statu-
torily required payments to prefund retiree health benefits totaled
nearly $21 billion. In Fiscal Year 2010, the payment for retiree
health benefits consumed 8.2 percent of Postal revenue. With the
additional payment of $2.2 billion to fund retiree health benefits for
current employees, that meant that the Postal Service was required
to pay 11.5 percent of revenue for retiree health benefits. These
payments deprived the Postal Service of capital needed to improve
and maintain its distribution networks and develop and launch
new products, and they resulted in a $12 billion debt.

Mr. Chairman, I want to emphasize that we very much appre-
ciate the leadership of the Chairman in addressing the issues of
CSRS and FERS overfunding and retiree health benefits
prefunding. We also appreciate the fact that Senator Collins has in-
troduced legislation that would address the issues of CSRS and
FERS overfunding and provide relief from retiree health benefits
funding requirements, and we are encouraged by the fact that the
members of the House also have introduced bills that would deal
with these problems.

There is a broad and strong consensus in the Postal community
to support these measures. There is also a broad consensus to sup-
port the proposals to revise the prohibition on offering non-Postal
products to permit the Postal Service to partner with State and
local governments to offer additional government services in Postal
facilities and accept beer and wine for shipment. We also support
efforts to help the Postal Service adapt to changes in communica-
tions while continuing to fulfill the essential mission. These meas-
ures will help bolster Postal revenues and help maintain a Postal
network that can deliver Postal services to every part of the coun-
try.

I think that everyone should remember that Postal Service Post
Offices are where the American flag flies in every community in
this country, and to take those flags down and replace them with
grocery stores or gas stations should be the last alternative and we
should be putting government services, more government services,
into those Postal facilities. We will help in any way we can to sup-
port sensible legislation that does not seek to address Postal finan-
cial problems at the expense of Postal employees.
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I will be happy to answer any questions the Subcommittee may
have. Thank you.

Senator CARPER. Thanks, Mr. Guffey.

Mr. Strong, you are recognized. Please proceed.

STATEMENT OF MARK STRONG,! PRESIDENT, NATIONAL
LEAGUE OF POSTMASTERS

Mr. STRONG. Mr. Chairman, Members of the Subcommittee,
thank you for inviting the National League of Postmasters to tes-
tify here before you today. It is a pleasure to be here and I com-
mend you for holding this hearing.

My name is Mark Strong and I am the Postmaster of Sun City,
Arizona, a very large urban Post Office. I am the President of the
League. I am originally from Montana and served in many small,
rural Post Offices. Founded in the 19th century, the League is a
national trade association that represents Postmasters throughout
the United States.

In examining how to address the Postal Service financial crisis,
it is critical to understand why the Postal Service finds itself in the
position it does today. It is not because of electronic diversion of
mail. True, electronic diversion is slowly pulling some mail out of
the system, but that has been with us for decades. Electronic diver-
sion was a factor 30 years ago, was a factor present during the re-
cession, and will be a factor for years to come. Electronic diversion
has been and is a fundamental factor of Postal life and has not
changed much in recent years.

The two largest factors that caused the current crisis were the
recession and the fact that the Postal Service has to make annual
payments to prefund its retiree health benefit obligation, even
though there are surplus funds in this pension plan. Today, the
Postal Service is still running a deficit, but mostly because of the
retiree health benefit payments that we are making. We would not
be running a deficit if we were not paying $5 billion-plus into our
Retiree Health Benefit Fund, despite the fact that there is $50 to
$75 billion surplus sitting in our pension fund.

Both Senator Carper’s bill and Senator Collins’s bill would fix
this problem, and we strongly support those efforts. In fact, the
League was one of the original supporters of Senator Collins’s bill.

Without substantial relief in this area, the Postal Service cannot
continue as a viable entity for the long term. No business of any
type in any part of the country could afford to pay a $5 billion sup-
plemental annual income tax that its competitors do not pay and
remain viable.

One thing the Postal Service should not do is close small Post Of-
fices. As Senator Collins will tell anyone, small rural Post Offices
are the keystone of many rural communities, and keeping them
open costs the Postal Service very little money. According to the
PRC data, and we recently checked this, the total net cost of the
10,000 smallest Post Offices, more than one-third of all Post Offices
in the United States, is less than seven-tenths of one percent of the
total cost for the U.S. Postal Service. This is nothing, a rounding
error in Postal Service spreadsheets. Closing small Post Offices

1The prepared statement of Mr. Strong appears in the appendix on page 103.
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does not save the Postal Service any significant amount of money,
but it is one of those cost-saving measures that is popular with
some mid-level Postal officials because they can look good and give
the impression that they are driving large costs out of the system.

Closing Post Offices is not popular with the American public. As
indicated in my testimony, according to the 2010 Gallup Poll, 86
percent of Americans oppose closing Post Offices. This is over-
whelming nationwide endorsement of Post Offices, consistent with
a 2009 Gallup Poll which showed that 88 percent of the public op-
posed closing Post Offices.

As shown in my testimony, few other government services rank
this high in importance in the public’s mind. The reason for this
is that, as detailed in my testimony, Post Offices and Postmasters
do much more than sell stamps and deliver mail. They perform all
sorts of other community functions and are the glue that binds
rural America together.

Although it is sometimes difficult for urbanites to understand
this, those words, the glue that binds rural America together, are
not empty words. These words are not useless rhetoric and they are
not gross exaggeration. They are the truth. If you allow the Postal
Service to close substantial numbers of rural Post Offices, then you
will seriously hurt America, even if the Postal Service could pro-
vide adequate Postal services without them, which it cannot do.

One way to maintain rural Post Offices is to allow them to sell
other non-Postal products, such as office supplies, in order to offset
some of their costs. Senator Carper’s bill would do this. This poses
a minimal problem of competition with the private sector, since
there would be no local competitors in most rural areas.

Thank you for considering our views, and I will take any ques-
tions.

Senator CARPER. Thanks, Mr. Strong, for sharing those views
with us today.

Mr. Cerasale, please proceed.

STATEMENT OF JERRY CERASALE,! SENIOR VICE PRESIDENT,
GOVERNMENT AFFAIRS, DIRECT MARKETING ASSOCIATION

Mr. CERASALE. Good afternoon, Senator Carper. Thank you for
having me here

Senator CARPER. Our vote has just started, so we have about 15
minutes and then we will wrap it up.

Mr. CERASALE. OK. I will be very quick, sir.

Senator CARPER. Go right ahead.

Mr. CERASALE. Thank you for having me here and thank you for
all that you have done for the Postal Service and the DMA.

Senator CARPER. It was my pleasure.

Mr. CERASALE. I am Jerry Cerasale, Senior Vice President for
DMA. DMA is the leading trade organization for marketers and
nonprofits, reaching consumers directly. Our members represent
about 70 to 80 percent of the mail and 85 percent of Postal Service
revenues. The Postal Service is an important communication chan-
nel for all our members and those of the magazine publishers, Alli-

1The prepared statement of Mr. Cerasale appears in the appendix on page 117.
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ance of Nonprofit Mailers, and the 21st Century Coalition, and it
is in financial crisis.

We agree with you on what you have done on the pensions. The
pension obligations for every hour worked in the Postal Service
have been fully funded by postage that we have paid. We have also
paid between $50 to $75 billion in pension obligations for hours
worked before the Postal Service was ever created, and that is a
tax. We have also overpaid in FERS payments. And we ask, as you
have done, we ask that these overpayments be used to offset the
retiree health payments that are currently harming the cash-flow
position of the Postal Service. We think that legislation should re-
quire the government to use any pension overpayment refund for
rgtiree health benefits until those legacy costs are completely fund-
ed.

Concerning facilities, we agree with you in the POST Act to give
the Postal Service more flexibility. We support the use of kiosks
and others to give retail services to the American public. We also
support, as Senator Collins has, the collocation of Postal facilities
in other retail outlets and vice-versa. We think the Postal Service
should look very hard at collocating with Federal, State, and local
governments, as well.

We support the provisions on new products in the POST Act. We
think that the Postal Service should work with and partner with
the private sector with their expertise on those products, however,
rather than starting out from scratch. We want to commend fully
the Postal Service trying to merge and leverage mobile and print
communications with their summer sale with the QR codes. We say
to Postmaster General Donahoe, keep it up! Bring some more!

We support the provisions in S. 353 requiring a cost-benefit anal-
ysis for any new mail preparation requirement, and if that cost-
benefit analysis shows that there is a shift of cost to the mailer,
we think that should be considered as a rate increase under the
cap, as well.

DMA specifically has two concerns with the POST Act. First, we
think that powers given specifically to the Governors should not be
delegated. There is a reason to have Presidential-appointed Gov-
ernors and we think that specific powers of the Governors should
not be delegated.

We also believe that the 45-day decision requirement on the
Postal Regulatory Commission for transfer, just for transfer of
products, from the market dominant to competitive and vice-versa,
is too short. Transfer between those provisions can have serious
consequences for DMA members, and we believe that extending the
period would not harm the Postal Service because that product is
still being offered, even though the PRC is looking at the transfer.

And finally, the Postal Service has to right-size to deliver 150 bil-
lion pieces of mail rather than 250 billion, and we cannot afford
that excess capacity and it has to be done today and not tomorrow.

Thank you very much.

Senator CARPER. Thanks so much for your testimony. In fact, I
thank all of you for really valuable testimony.

I just wanted to share, on the subject of whether or not the world
has changed with regard to diversion to electronic media, I was
just back over in Afghanistan and Pakistan. Senator Begich and I
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have been over there together before. I know Scott Brown and I
were over there a year or so ago.

And I think about what the world was like when I was a Naval
flight officer serving in Southeast Asia during the Vietnam War
and how important to us and our squadron—I was not on a ship
or a submarine, but our squadron—how important the mail was to
us, just to hear from our friends and families back home, to get let-
ters, cards. I lived in California. We were home stationed in Cali-
fornia when we were not overseas, and to be able to receive like
at least a Sunday San Francisco Chronicle about 5 days late, to re-
ceive Time or Newsweek, again, about 4 or 5 days late, but at least
to have them.

When I was over in Afghanistan 2 or 3 weeks ago, I saw a lot
of our soldiers, sailors, airmen, marines Skyping. They can literally
access the San Francisco Chronicle or any newspaper they want to
through the Internet. They can pay their bills electronically. I
mean, the world has changed just dramatically and continues to.

And for us, we have to have a Postal Service. We have to have
one that does not add to our budget deficit. The idea that, whether
or not it is 86 percent of the people that oppose closing Post Offices
or 76 or 66 percent, at least that many people also oppose running
huge budget deficits and they want us to do something about that,
and what we have to do is to come up with a way to continue to
have a strong, vibrant Postal Service, but at the end of the day,
not add to our $230 billion for our budget deficit over the next 10
years. I think we can do that, and the challenge for us is to figure
out, working together, how to do that, and to think outside the box.

Let me go to Senator Begich and then I have a question, but
Mark, I would just ask you, no more than 5 minutes.

Senator BEGICH. Yes. No, I am just going to make some general
comments first, just because we have a vote and we are tight on
schedule.

But first, I want to thank all of you, and I think there is a rec-
ognition between the last panel and this panel, and I think I am
going to use your words, to right-size the Post Office for the times
that we are in today, and that is a challenge. And I think the bill
that Senator Carper has brought forward is a good step. There are
obviously tweaks that need to be done.

As a matter of fact, Mr. Strong, I was in Healy, Alaska, not long
ago, meeting with the Postmasters. It was interesting. They had no
conference room, so they had to do the meeting in a restaurant bar,
which I thought was very appropriate because we had great discus-
sion of a lot of issues at lunchtime. But what was good was they
talked about, especially in rural Alaska, the importance of the
Postmaster and how that is a critical piece of the puzzle.

So I just want to really say to all of you that you will find me
a partner in trying to solve this problem. I can tell you, on the pen-
sion issue, I have dealt with this when I was Mayor. We had three
pension programs, police and fire. Two were overfunded, one was
underfunded, and we restructured it. End result, the city no longer
had to pay a payment because we restructured it. The employees
became more satisfied with the long-term benefit that they re-
ceived. It was a win-win all the way around and they were highly
unionized police and fire folks, but we figured it out. It was painful
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getting there, to be very frank with you, but at the end of the day,
we figured it out and the cash-flow worked out better.

So I think the approach, again, Mr. Chairman, that you are tak-
ing is the right approach. I think there is going to be some work
to do, and that is why this hearing was good, to kind of hear from
you kind of some of the issues you had on the table. So thank you
for what you are doing.

I will just end with this comment. My son and I, I like having
him collect stamps because there is history behind each stamp and
we get to read about it at night. Last Thursday, we went to the
Post Office Web site, ordered some first day edition stamps, and
they came on Monday. When you think about that, that shows the
efficiency, that you had to organize it, package it, put it in, deliver
it, and we got it. That is just an amazing thing, or a stamped enve-
lope that I could send from here and get it out to a village in West-
ern Alaska is amazing. And so I credit the Post Office for great
work, but we have challenges.

And so, again, thank you, Mr. Chairman, for allowing me to say
a few words.

Senator CARPER. Great. We are delighted that you could be here
and look forward to working with you on these issues.

Maybe one question in wrapping it up, and this would be for
maybe Mr. Guffey and Mr. Strong. Your members work directly
with Postal customers every day, as we all know. What do you
think the Postal Service needs to do to reach out to customers,
whether individual customers or small businesses or the biggest
mailers out there, to attract new business? What do we need to do
to attract new business?

Mr. GUFFEY. Well, one of the problems we have been facing for
many years is maybe our work rules have gotten in a lot of the way
to prevent the Post Office from staying open past 5pm. There is a
Post Office within a block of our offices at 13th and L and there
is one, I think, at 18th and K, but if they close at 5pm, the people
who are bringing down the mail packages and what have you just
miss out. They must go to one of our competitors. And we changed
our work rules to allow the Post Office to stay open longer without
the payment of overtime and doing certain things.

We have also lowered some costs of new employees and long-term
benefits so that the Postal Service can open, and where there are
clerks working can lower their costs to perhaps keep Post Offices
open longer in the general community rather than shutting them
down because of their cost factor. In other words, we have tried to
help the cost factors.

We must be—we have also lowered the cost of processing inside
plants. We have tried very hard to do that so that the big mailers
could keep their discounts and bring more mail to the Post Office
as necessary, to try to keep the costs down for the Post Office.

The men and women of the American Postal Workers Union are
very concerned about the Post Office and they want to help it to
be a viable institution, and they overwhelmingly voted to do those
type of things.

Senator CARPER. Good. Congratulations. Thanks. Mr. Strong.

Mr. STRONG. A number of things. I had a privilege of being on
a panel with Jerry a couple of weeks ago, and I always talked
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about the complexity of the back end of the Post Office, the bulk
mail units where our customers come in, and it is a very complex
operation. And I think we have to reduce that complexity and make
it easier, for especially the occasional users to induct mail into our
system.

But one of the things that Jerry brought up was the fact that we
also had to look at the complexity of our window, our retail serv-
ices. Upselling the products that we currently have sometimes can
be a struggle, not only for the customer to understand, but for our
retail associates. So we have to reduce the complexity of the retail
operation, as well.

We already have an outreach program where we have carriers
involved, we have rural carriers involved, we have the Postmasters
involved, and it is a business connect, customer connect, and a
rural outreach. We need to expand that and continue to grow that
and get all of our employees very involved.

Postmasters are great salesmen. We need to continue to get them
into the field and to sell the products that we have. We have to get
them the time and away from the desk to get that done. I think
we can grow our product. I think we have the people to do it and
I think we have the product lines to continue to grow and be a vital
part of America and we need to continue to work at that.

Senator CARPER. All right. We have about 5 minutes to vote.
They do not hold the votes open for me, so I am going to run over
there and vote. Maybe when they let me be the leader, I can, but
I have about 5 minutes to go, so I am going to roll.

Thank you so much for joining us today. Thanks for your prepa-
ration. Thanks for your hard work that you do every day to help
make sure that we have a strong and vibrant Postal Service.

I would like to quote Albert Einstein, who used to say, “In adver-
sity lies opportunity.” And I think there is plenty of adversity here
for the Postal Service, but there is also opportunity, and it is in-
cumbent on each and every one of us to find that opportunity and
to work together in a really creative way, thinking outside the box
to come up with opportunities we had never thought of before.

And when I see my neighbors getting those Netflix in the mail,
when I see my wife being delighted to receive a Mother’s Day card
from the other side of the world, when I see the Flat Rate Boxes
that the Postmaster General was holding up here, when I talk to
folks who are getting their medicines delivered 6 days a week to
their mailboxes at home or at work, there is a lot of good ideas out
there. Some of them have been realized. A lot of them have not
even formed in our minds yet. We need to get to work on that.
Maybe some of it can be with respect to the energy costs as I dis-
cussed earlier.

The last thing I want to mention, we did not touch on this, but
it is really part of the, what I call the 800-pound gorilla in the
room in terms of driving Federal budget deficits, the cost of health
care. It dwarfs almost everything else. And one of the major drivers
in business today in this country, ever more so, is the cost of health
care. We are spending today something like 18 percent of our GDP
for health care costs. In Japan, they spend half that, 9 percent.
They cover everybody. They get better results. They cannot be that
smart. We cannot be that dumb. But part of our challenge here is
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to figure out how to get better health care results for less money
or better health care results for the same amount of money. That
is an issue for another day, but it is an important issue as we deal
with this one here today.

I look forward to working with my colleagues that are here today
and those that were not. I certainly look forward to working with
Senator Collins. We are going to get this done. We are going to fig-
ure this out. It is not going to be easy. It is not going to be tomor-
row or next week, but we are going to figure this out, and we will
figure it out this year.

With that having been said, this hearing is adjourned. Thank
you all.

[Whereupon, at 12:32 p.m., the Subcommittee was adjourned.]
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FOR RELEASE: May 17, 2011
CONTACT: Emily Spain (202) 224-2441

U.S. SENATE COMMITTEE ON HOMELAND SECURITY AND
GOVERNMENTAL AFFAIRS

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

HEARING: "Addressing the U.S. Postal Service's Financial Crisis"

WASHINGTON Today, Sen. Tom Carper (D-Del.), Chairman of the Senate Subcommittee on
Federal Fi i d the hearing, "Addressing the U.S. Postal Service's
Financial Crisis." For more information or to watch a webcast of the hearing, please click here. A
copy of Sen. Carper's opening remarks, as prepared for delivery, follows:

"I'd like to welcome our witnesses and guests to the latest in a series of hearings that this
subcommittee has held in recent years to examine the Postal Service's serious financial
problems.

"While the witness list at this hearing is full of familiar names and organizations, the
hearing today is likely to be different from those we held in the past. It needs to be different
because the crisis the Postal Service faces is more urgent now than it ever has been. Absent
prompt and dramatic action on the part of Congress, our next postal hearing nny well be
about how we pick up the pieces from a shutdown in operations.

"It is my hope that this hearing will jumpstart the process of developing a bipartisan,
bicameral consensus around the reforms necessary to restructure the Postal Service's
finances and transform its operations to reflect the uncertain future it faces.

"Just last week, the Postal Service's Board of Governors released some sobering data on
the Postal Service's fi ial perf in the d quarter of this fiscal year, which
ended on March 31, The Board also released numbers summarizing mail volume and
revenue for the fiscal year to date, These data show that, as those of us who follow postal
issues feared may happen, the Postal Service is not recovering along with the economy as a
whole. Rather, the continued electronic diversion of the mail is likely to permanently

(41)
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reduce mail volume despite the Postal Service's best efforts to bring in new customers and
preserve those that it has today.

“In the period between the beginning of January and the end of March, mail volame
declined by just more than 2 percent versus the same period last year. This follows twe
quarters of modest growth. At the same time, the Postal Service's most important product
— First Class Mail — actually lost 6 percent of its volume, continuing its pattern of years of
steady decline.

"These developments are contributing to further record losses by the Postal Service.
Midway through the current fiscal year, the Postal Service has booked losses totaling $2.8
billion. Its projected losses for the year now stand at $8.3 billion, nearly matching the
record $8.5 billion in losses it experienced last year.

"These volume and revenue numbers are all worse than the Postal Service initially
projected. And if the losses at the end of the year are truly as bad as we're now being told
they will be, I understand that the Postal Service will have exhausted all of its $15 billion
line of credit from the Treasury by the end of September and will limp inte fiscal year 2012
with just enough cash on hand to get by.

"It gets worse from there. Getting by in'2012 will likely mean that the Postal Service will
not be able to make its $5.6 billion retiree health prefunding payment and could even have
difficulty making other normally routine pension and workers compensation-related
payments. On top of that, a major crisis that occurs over the next year or so, such as a
further economic slowdown or a terrorist attack; could well push the Postal Service over
the edge into insolvency and result in a shutdown of its operations.

"If the Postal Service were to shut down, the impact on our economy would be dramatic.
As Postmaster General Donahoe will testify to today, the Postal Service operates at the
center of an industry that employs some 7 million people and generates more than §1
trillion in sales and revenue each year. At such a difficult time for our country, we can't
afford to put those jobs and that kind of productivity in jeopardy.

"In recent years, the Postal Service has done its share to respond to the declining demand
for hard-copy mail and to better align its costs with its revenue. Total costs have been
reduced by $12 billion in recent years. A big contributor to that success has been the
elimination more than 113,000 Postal Service jobs since 2007 and more than 200,000 over
the past decade. These savings are continuing with the Postal Service's new contract with
the American Postal Workers Union, which includes wage and benefit concessions and
significant new workforce flexibilities. In addition, the Postal Service has introduced and
successfully promoted a number of new products such as the Flat Rate Priority Mail box,

"We are rapidly reaching the point, however, at which the Postal Service no longer has the
authority under current law to do-what it needs to do to get by. That's why I've iniroduced
legislation today that aims to clean up the Postal Service's finances and help it implement
the ambitious reorganization plan it announced last spring.
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"The main provision in my bill — the Postal Operations Sustainment and Transformation
Act, or the POST Act — aims to permanently address the various pension and retiree
health-reiated issues that have plagued the Postal Service for years.

""The Postal Service, the Postal Service's Inspector General, the Postal Regulatory
Commission, and two independent actuaries have all come to the conclusion that the Postal
Service has overfunded its obligations to the Civil Service Retirement System by between
$50 billion and $75 billion. In addition, numerous observers and even the Office of
Personnel Management have pointed out that the Postal Service has paid $7 billion more
than it owes into the Federal Employees Retirement System.

"My bill would give the Postal Service access to the funds it has overpaid. It would be able
to use them to make its required retiree health prefunding payments, taking upwards of $5
billion off its books each year for the next several years. Once those payments are satisfied,
the funds this bill would free up could be used ta pay workers compensation obligations
and to retire debt owed to the Treasury,

"These reforms, or something very similar to them, will need to be a vital part of any
efforts to improve the Postal Service's financial condition in both the short- and long-
term. But stopping with these reforms and avoiding further, potentially more difficult
changes will simply not be enough.

"The Postal Service is projecting cumulative losses of more than $230 billion between now
and 2020. The savings generated by the pension and retiree health reforms in my bill and
in others that have been introduced in both chambers would only address about a third of
these losses.

"In addition, the Postal Service's latest financial data shows that, even if the retiree health
prefunding payment is not made this year, the Postal Service would still face the risk of
insolvency and shutdown in 2012. And even if the 2012 retiree health payment is also not
made, the Postal Service would enter 2013 with no cash and no borrowing room at all,

""More will clearly need to be done. That is why my bill takes important steps towards truly
giving the Postal Service the flexibility those of us in Congress always say we want to give
them to adapt to new realities and operate more like a business.

"No business facing the kinds of difficulties the Postal Service faces would survive for very
long if it were told how many retail outlets they should have and where they should be
located. Or if it were prevented from making operational changes or taking full advantage
of the resources and expertise it has at its disposal. Yet that's what Congress does to the
Pastal Service,

"My bill aims to address these problems and to take Congress out of the day-to-day
management of the Postal Service. Assuming that the Postal Service can continue to build
on its recent cost-cutting efforts, these changes could help set the Postal Service on a more
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solid footing in the years to come.

"The report GAQO is releasing today on the state of the Postal Service's vehicle fleet
provides a valuable case study. The report clearly details the negative impact that financial
uncertainty and well-meaning but sometimes harmful dictates from Congress have on
postal operations,

"GAO found that, due at least in part to the Postal Service's dire financial situation, postal
management currently has no plan in place fo replace its very large fleet of delivery
vehicles, some of which were first put on the streets a generation ago, The costs of
operating and maintaining these vehicles are increasing and, in at least some cases, it's
having a negative impact on operations.

"I believe it's unacceptable that the Postal Service has no plans to date to begin replacing
its aging fleet, perhaps with more fuel efficient vehieles, the purchase of which in large
numbers could help commercialize important new technologies. But it's alse unacceptable
that the Postal Service has been placed in this pesition financially, in part due to acts of
Congress.

"Llook forward to hearing from our witnesses today about these and other pressing issues
facing the Postal Service." ’

#H#H

Connect with Senator Carper:

B s W

Sign up for Senator Carper's e-newsletter

This email was sent from an unmonitored account,
For inguiries, please contact the name(s) provided at the top of this release.
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STATEMENT OF SENATOR SCOTT BROWN, RANKING MEMBER

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

COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
“Addressing the U.S. Postal Service’s Financial Crisis”

May 17,2011

Senator Carper, thank you for holding this hearing today on the future of the U.S.
Postal Service. I share your concerns over the Postal Service’s failing financial health,
and believe that some tough choices need to be made without further delay.

Once again, the Postal Service is facing an estimated $8 billion loss at the end of
this fiscal year. It will draw down its remaining $3 billion from its $15 billion line of
credit with the U.S. Treasury, yet it will be so strapped for cash that it will not be able to
make both retiree health benefit trust fund payments and meet October’s payroll.

There has been little disagreement for some time now that the Postal Service’s past
business model was unsustainable. The evolution of electronic communications and the
lingering effects of an economic recession have caused mail volumes to drop at
unprecedented rates not expected to rebound in the future. These declines combined with
enormous labor costs and statutory mandates have left the Postal Service financially
crippled. During these times of runaway government spending and soaring federal
deficits, a taxpayer bailout of the Postal Service is not an option. The Postal Service, its
employees, and Congress must make some tough choices over the next year if the
guarantee of universal service to all Americans is to be maintained.

The Postal Service must redouble their efforts to reduce excess capacity, streamline
operations, and adapt to the information age. I’'m encouraged by the various cost cutting
measures that have saved over $12 billion in the last three years, but it is clear there is
more to be done.
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Labor costs account for 80% of total expenses. During collective bargaining
negotiations, Postal management and employee unions must continue to ensure a
sustainable cost structure and flexible workforce rules for the Postal Service in the future.

The Postal Service can only do so much without some help from Congress. A number
of well-intentioned regulatory and statutory mandates have further complicated the Postal
Service’s ability to adapt to the changing times. If the Postal Service is going to make
further progress, Congress must remove some of these roadblocks, provided universal
service can be guaranteed and communities are not adversely affected.

There is relative agreement that the Postal Service has significantly overpaid into its
pension funds. Addressing these overpayments and allowing the postal service to
transfer these funds to pay into its retiree health benefit obligations would help its cash
position in the near term. Additionally, the Postal Service must be given the flexibility to
manage its operations effectively and close unneeded facilities -- as long as this is done in
a responsible manner.

The long term sustainability of other mandates, such as six-day service, has been
questioned and requires thoughtful consideration. The Postal Service should have the
flexibility to make operational changes where necessary, but we must ensure that the
public service role of the Postal Service and its key role in a trillion dollar mailing
industry is maintained. Both Senators Carper and Collins have worked hard to reform
the Postal Service over the years, and I look forward to working with them to find a
comprehensive solution to these important issues.

Lifting some of these legislative restrictions will give the Postal Service a substantial
financial boost in the near term. There is no doubt, however, that declining mail volumes
will continue to place significant fiscal strain on the Postal Service in the future. The
Service must continue to find new ways to adapt its business model to ensure its financial
survival and maintain the level of service so many Americans and businesses rely on.

I thank the hundreds of thousands of dedicated postal employees for the great work
they do every day and the witnesses for their testimony today. Thank you Mr.
Chairman.
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FOR IMMEDIATE RELEASE: May 17, 201
Contact: Jesse Broder Van Dyke 202-224-7045
jesse_brodervandyke@akaka.senate.gov

STATEMENT OF CHAIRMAN DANIEL K. AKAKA

Addressing the U.S. Postal Service’s Financial Crisis

Hearing
Subcommittee on Federal Financial Management, Government Information, Federal Services,
and International Security

Senator Akaka's remarks, as prepared for delivery:

“I want to thank Chairman Carper for calling this important hearing today about the future of the
United States Postal Service. As we have heard time and again over the last three years, the Postal
Service faces a devastating financial outlook.

By the end of this fiscal year, the Postal Service may not be able to fully pay its five billion dollar retiree
health benefits prefunding obligation. The Government Accountability Office report released last year
examines several options to help the Postal Service.

1 commend Senator Carper and Senator Collins, who have both introduced legislation that aims to help
the Postal Service meet its obligations by addressing overpayments to the retirement funds.
Additionally, Senator Carper’s Postal Operations Sustainment and Transformation (POST) Act offers
several provisions which would allow the Postal Service to innovate and expand its business.

However, both of these bills still contain a provision introduced in the last Congress which would bias
the collective bargaining process to favor the Postal Service during arbitration.

The fact that the Postal Service and the American Postal Workers Union ratified a new four-year
contract last week demonstrates that the Postal Service and employees can work together to reach an
agreement that meets everyone's needs. Congress does not need 1o inject itself in the collective
bargaining process.

1 also want to mention the issue of five-day delivery. As I expected, the Postal Regulatory Commission’s
estimated savings for cutting a day of service is lower than the Postal Service's. The Postal Regulatory
Commission also points out that Postal Service did not examine thoroughly the impact on rural areas. I
am concerned about the impact of cutting service on Hawai i, which already has slower mail delivery
due to its location and challenges moving mail between islands. Ultimately, I do not believe this change
would help the Postal Service attract new business or revenue. Instead, it could harm those who rely on
the Postal Service.

Again, I'want to thank my colleagues for their hard work on these issyes, and thank all of our witnesses
Jor their contributions to the conversation. These hearings will help us as we move forward with

legislation to finally ensure a long-term fix for the Postal Service.”

-END-
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UNITED STATES
POSTAL SERVICE
STATEMENT OF
POSTMASTER GENERAL/CEO PATRICK R. DONAHOE
BEFORE THE

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

MAY 17, 20¥1

Good morning; Mr. Chairman and members of the subcommittas. | appreciate the opportunity to
testify today on behalf.of the U.S. Postal Service. Thank you for the invitation and thank you, Mr.
Chaifran, for calling this hearing to discuss our arrival at what we belisve is a critical juncture in

the Postal Service's fong history.

Today, Fwill update you on-our firanclat situation for the fiest halt of fiscal year 2011, discuss the
Postal Service's continued aggressive and targeted efforts to manage costs and grow our
business, and examine pending lagistative remedies; specificalty your bill, Mr. Chairman. 1aiso
will describe to the subtommittee the realities of what we perceive as two distinct paths — down
one of which the Postel Service will travel in the immediate fulure. The consequences of
following either path depend In great measure on the actionstaken by Congress before the end
of this fiscal year, less than five months from riow: Members of Congress have, from the first
days of our nation's histoty, piayed an integral part in the creation, progress and viablity of
America’s postal system.. In 2011, the role of Congress in securing the future of the Postal
Service is more crifical thanever. We:are ttulyat a ciossroads; It s my-responsibifity to ensure
that all Members have a fulf understanding of the gravity of the situation; and that they
compretiend what may — or may not — Happen if Congress falls to act,

The latest financial results, unfortunately, shiow continued struggles in both mail volume loss and
revenue. lnthe first six months of this fiscal year, we experienced a nat 10ss of $2.6 billion,
comipared to:.a $1.9 bilfian loss forthe safme period lastyear, In Quarter Two, {otal mail volume
declined by nearly 1.3 billion pieces, or 3.0 percant over tfis'same period last year. First-Class
Mail has'declined at an accelerated rate, surpassing previous projections. So far this year, First-
Class Malk-volume is:dowrt by 2.7 billion pieces, or 6.6 parcent. These numbers represent the
continued migration away from traditional hard-copy communications to-electronic means of
receiving information. Although advertising mail - also known as:Standard Mail — has shown
slight improvement in total volurne, this mall generates far less in profits than First-Class Mail,
and the slight increases falled to offset the continuing First-Class Mail degline. The First-Class
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Mail declines are driven mainly by customers making fewer bill payments by mall, companiss
sending out fewer hard-copy statements and financial institutions migrating to online transactions.
The recent recession significantly sped up this trend. ‘We expect thig shift in the mix of mall to
continue as the gdigital world éxpands and customer habits shift-accordingly. Trends elso
continued to move downward for certain mail ciasses, such as Periodicals (newspapers and
magazines), as consumers receive fewer hard-copy publications and Increasingly utilize mobile
devices to-access information.

As sobering &s these mall volume and revenie resultsiare; however, they pale i comparison to
the more immediate threat to our viability ~ the looming liquidity crisis that will come to @ head at
the end of this fiscal year, on September 30, 2011. Qur financial projections predict a foss for this
fiscal year of approximately $8:3 billion, before any non-cash adjustments to workers'
compensation Rabiiities. This loss is compounded by the approaching fimit of $15 bition in
borrowing guthority, which will be reached this year. We have two substantial payments due at or
near the end of this fiscal year; -8 $6.5 billion pagyment o pre-fund Retiree Health-Benéfits (RHB)
and a $1.2 biltion payment to reimburse the Department of Labor for workers' compansation
claims paid in 2011.

‘Without:changes in thesa unfunded federal mandates, the Postal. Sefvice will be unable to meet
alt ot its financiat cbligations and will default an payments due to the Federal government this
fiscal year,

The Postal Service is committed to salisfying our core infssion — delivering America's mail. That
is:an imperative. To do this, we must pay our employees and our suppliers, Butmust be
understood that, sbsent legisiative action, the Postal Service Is certain to default on these
substaritial paymerits. This is clearly not the- outcome we would choose, but without
Congressional involvement, the result is unavoidable.

Mr, Chairman, absent mandates imposed by law, which place a unique financial burder: on the
Postal Sefvice, we wolild have besroperating in the:black, despite crushing volurme and revenue
losses, We have gone to great lerigths 1o offéet the effects of both the ecoromic recession and
the digitat revolutioh. For over a decade; we have aggressively sought to effectively manage and
control those factors over-which:we have direct responsibility. Some exariples of our efforts
include:

% Reducing gur total cost line by $12 billioh ovet the last 3 ¥ years. ‘

> Development of our March 2, 2010 Cemprehensive Strategic Plan to identify future
trends end close the gap between future revenue and costs, using a variety of
techhniques,
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> Eliminating 30 to 40 million work hours this year; adding o reductions totaling 240 mifiion
hours in the previous three years.
> ‘Reducing the number of career employees to:571,566 at the close of Quarter Two; for a
decrease of 113,208 employees since 2007 and a total reduction of over 200,000 -
employees in the tast ten years, without layoffs.
Undertaking an organizational redesigh that will further streamiine our work force by
reducing 7,500 administrative posilions.
Reaching an historic agréement with the Ametican Postal Workers:Uniion (APWU) thet
will enhance workforce and work hour fiaxibiiity.
> Confinuing to adjustour retail, mail processing and defivery networks by consolidating
Post Offices, conducting Area Mail Processing {AMP) studies and realighing delivery
routes,
> Creation of dozens of new products and services, designed to grow voiume and revenue;
inchuding the Flat Rate Prigiity Box, Forever stamps, Every Dodr Direct Mall, Click-N-
Ship, kiosks, digital apps and expanded access with retaﬁpannersﬁkemﬁce Depot.
DOur nation has erifered an era of heightened fiscal awarendss; one that demands more
streamiined and efficient government operations. ThePosw Service servaes as.a model of such
efficiency. Our relentiess focus on managing costs, on right-sizing our retail and mail processing
netwarks, and-on Yietter aligning our resources with the rapidly changing type and volume of mail
has brought resutts any CEO would be proud to clalm ~and L am. | cannot adequately express
how proud.i am of each and every person in‘our organization for their tireless efforts to bring
ieeded change to our organization, all whils-continuing fo provide service that is second-to-none.
But we have reached the point whete our éffords alorie are net.ericugh to sustiin the Postal
Service. Itis time for Congress to.act.

Just az the mailing habifs of the Ainericar people have changed over the last decade, just as the
Postal Servics has chenged, so must existing law be changed. As noted abiove, the reasons
pehind the Postal Service’s ongoing financlal struggles are prmaily dus to matters other than
declining mail volume and digital communication, One-of the biggest challenges we face is the
onerous burden of fifiling pre-payments for Retires Heslth Benefits, as set forth in the. Postal
Accountability and Enhancernent Act (PAEAJ. The PAEA, although well intentioned, was formed
and brought to fruition in a very different world. in 2008, mail volume hit-an all-time peak of 213
billion pieces. Gas prices had yat to spike and the recession was sfill around the comer. In 2007,
fuel prices skyrocketed, the financial services sector began to contract and, as the economy went
into & tailspin, mall Volume begein to plummet. As économic conditions worseried, the Postal
Service was faced with 2 requirement to pay approximately $5.5 billion per year into the RHB
Fund, What seemed possible in the years preceding enactment of PAEA — making this hefty
annual payment on an extremsly aggressive ten-year Himetable ~ is now virtually assured of
bringing the Postal Service to the birink of insoivency.

Many people, inchiding membérs of this committee; worked on PAEA for many years. That effort
does not go unnoticed or ynappreciated. However, parts of that law have become an-impediment
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to the Postal Service's financial stabifity,. One need only look at our financial performance just
prior to enactment of PAEA fo see how the raquirement to pre<furid RHB has put a stranglehold
on Postal finances. 1hthe four years preceding enactiient of PAEA (2003-2006)-the Postal
Service had camutdtive profits of $3:3 billion and generated sufficient cash to pay down $9.0
bilion of debt I the Tolir years after PAEA was enacted {2007-2010), the Postal Service had
cumulative losses of $20 billion and increased its debt by $9.9: billion while paying $21 billion to
pre-fund RHB. Without the pre-funding, the Postal Service woukd-have haid a cumulative net
incoré of 1 billion over the four years:and $8 billion of cashi in the bank.

The results above for fiscal year 2009 would have been even'worse, except for enactrment of
Public Law 111-68, which deferred the requifed payment fo the Postal Service RHB Fund by $4
billion. Thst:change, while appreciated, was ohly a short-teem, ohe-year fix snd did not address
the larger issues of contihued future payients tothe RHB Fund. No such exception was made
for the: fiscal year 2010 pre-payment of $5.5 billion, significantly contributing to. 2 net loss of $8.:5
billion: for the year. ‘And here we are again in fiscal year 2011, still without'a long-term solution. it
is clear that additional short-term fixes will no longer suffice,

Let s make dear that the Postal Service is In no way advocating changes that would endanger
the future: pension or health care benefits of our employees, We have always met and, in fact,
havo exceeded, funding amounts for futire financial abligations:to cur employees, Cumently, we
have funded 47 petcent of our total RHB obligations, with over $42 billion on deposit with the
Traagury. Unilke mostotheremployers, the Postal Service has set aside substantial amounts of
cash for fts reticetnent obligations. According to indegendert actuaries, the Postal Service has
overpaid its Civil Service Retirement System {CSRS): pension-obligations by $50-$75 bifion. We
have also averfunded Federal Employses’ Retirerhent System (FERS) benefits by an additional
$8.9 billion. ‘Selutions exist that would allow the Postal Service access to the excess funds we
have paid for CSRS and: FERS. But such-solutions ¢an only be: brought about through
Congressionat action. These are areas over which the Postal Service has no control,

We have, however, continually focused on'all aspects of our operations.over which we have sole
responsibility. Our March 2, 2010 Comprehiensive Strategic Plan was based on identifying and
differentisting between those areas we alone must manage and those that lie outside the scope
of our-authority. The planiooked ten years into the fiture and, based on projections about mail
volume and revende, the Postal Service formulated a strategic plan to meet the challenges of the
conmiing decade. Weidentified poteritial losses totaling $238 billion by 2020. We specified a set
of actions that addressed & $123 billion gap consisting of areas of our bperations over which we
have-control. ‘Another key part of that plan included calling on Congress to enact measures that
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would free the Postal Servicé to secure-its future now and for decades to come. Action on these

measures is needed now, ‘Actions Congress must indertake this. year include:

Resoive. the RHB pre-funding requirément (Bolli lony and short term).

Solve the inequities present in the current CSRS pension methodology.

Repay the FERS overfunding of $6.8 billion.

Permit the Postal Service to move to-a five-day delivery model.

Allow the Postal Service to make decisions more quickly:and in-a. more business-ike
fashion regarding its retall faciiity end maii processing networks,

« » ¥y o

Failure of Congress fo act will have a significant impact on a number of our stekeholders and on
the ecanemy of our natioh a5.a whole. Threats to our iquidity arid the consequences of
defaulting on payments extend to a wide array of stakehoiders. Constant negative discussions
about the Postal Servica's financial condition have a sighificant afett on ‘our brand —a brand that
is recognized, respacted ‘and valued by millions of people. The Postal Servics is the cornerstone
of an industiy that smploys over seven milion Americans. ‘Mall service providers, fulfiliment
companies, shipping firms; printers, transportation companies, and *Mom-and-Pop” small
business owners sil combine to use the mail and genetate over $1 trillion in sales and revenue for
the natior’s economy. This important segment of the business world represents seven percent of
the total Gross Dorhestic Product (GDP) In America. 1f Congress does not act now, it will have far
more-serious issues to address when the Postal Service is unable fo pay its employees and
supplises and cannot miove the mail.

Atthis critical point in ouf histary, the Postal Service sees two distinct paths ahead. VWhich path
we take-and the outcome directty depends on the actions faken by Congress. In the first
example, the Postal Service continues lts aggressive cost-cutling strategies, frimming work hours
and streamiining our work force to reach the.optimal number of employees needed fof present-
day mail volumes, We continue to work closely with-our labior unions to secure meaningful and
responsible agreements. We mirror those-actions in consuletion with our management
organizations. ‘We continue efforts o right-size our network by carefully evaluating Post Office
focations, mail processing piants and transportation to better match our resources with mail
volurne and operational nieeds. ‘And we continue to build-on the success of innovative ideas such
as the Flat Rate box, Forever stamps, online services, digital applications, and expanded access
points:so customers can have postal services available when, where and how they want.

Maanwhile, Congress takes up comprehensive and long-term solutions, allowing the Postal
Sarvice to access amounts overpaid Into FERS and CSRS. This use of funds allows the Postal
Service fo fully fund its RHB obligation and ensures adequate funding of both its pension
systems. The Postal Service is given delivery flexibillty, thus saving an additional $3.1 bilion per
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year. We confinue delivering the mail, we pay employess, suppliérs and contractors, and we
rake needed capitsl investmants. The mailing industry continues to thrive as the value of the
mail is enhanced, and the Postal Service continues its key role.as-a profitable platform tor
commerce and the best postal system in the world,

The second path starts out exactly as the first. Theé Postal Service continues its aggressive cost-
‘cuting strategies and follows all previsus:attempts to save work hours, hegotiate meaningful and
iriticvathes coritracts with. our unions, balance work load with resources; and streammiline its
network-of postal retall faciiities, processing plants, and transportstion. ‘We match these efforts
with-continued innovations in fechinology, products and services as we continue 1o reinforoe the
value of the mail.

However, in the second scenatic, even as the Postal Service continues its relentiess focus on
improvement, Conigess falls 1o enact measures for FY 2011. Before the end of FY 2011, the
Postal Service begins 1o default on payments 1o the Feddral govermnment as-a means o conserve
cash and continue operations at optimum fevels for a8 long:as possible. At the close of the fiscal
year, on Septernber 30, 2011, the Postal Service is forced to default on fts payment to'the
Treasury for pre-funding of RHB. We reach the fimits of our $15 bilion debt celling and
experience a cash shortfall. As we Siruggle to mairitain liquidity, FY 2012 brings further mail
volume and revenue declines. 'With no-remaining bormowing authority, at some point in FY 2012,
the Postal Service saslly resches & point where faking payroll ts noloriger possible. Unable to
pay our employees or suppliers, we are forced to cut back service. We cannot afford fuel for
delivery vehicles and lack resources to operate our facilities. Unable 1o support our Infrastructure,
the miait defivery system grinds to'a halt -No mailis collected or delivered, resufting in serious
repercussions-throughout the malling indusitry, ultimaltely Jeading 1o million-dollar losses for
thousands of comparies and lost jobs, wages, and benefits for millions of workers, These results
take a significant toll on an already shiaky economy.

Please understand that the second example is'not an exaggeration. Such an occurrence is
entirely within the realm of possibillty, if Congress does not:act. We continue to-analyze our
financial forecasts, especially a8 revenue levels were disappointing for the: second quarter and
the trenids have continued through April and into May. The five-jear forecasts submiited to
Corigress in April, caimied the caveat of being based on our Integrated Financial Plan, developed
lagtfafl, The mostrecent financial forecasts, which wére reviewed by the Board of Governors last
week, show a deteriorating mail volume and revenue trend that exacerbates our solvericy crisis.
Attaichied are our fatest forecasts for 2011 and 2012 shiowing income and cash / debt positions
without and with our proposed legislative changes. Unfortunately, satisfying the pre<funding of
RHB with CSRS overpayments does not provide enough liquidity, on its own, to see us through
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the month of October when we are scheduled to pay $1.2 billion to the Department of Labor for
workers' compensation costs. This underscores the needfor the additional measures of repaying
the FERS overfunding and allowing the implementation of five-day defivery. The Postal Service
has also carefully evalusted the effects of these legistative changes for the niext five years. The
cumulative effects of legiskation o address FERS, RHB presfunding, CSRS vverpaymints, and
five-day delivery, amountto $48 billion over the next five years. Pre-funding of RHB alone
represents about half of these total savings. Retuming the Postal Service to profitability is within
reach, but it will require comprehensive legislation by Congress,

We stress long-term solitions. because, even if stopgap measures are enacted fo ensure
continuation of mall defivery operations, witholit meaningful and far-reaching legisiation, other
aspects of ouroperations will continue to struggle. Mr. Chairman, you referred to-a Govemment
Accountability Office (GAQ) report on the Postal Service's vehicle fieet, which points out the costs
sssociated with maintaining an aging fleat'of pver 200,000 defivery vehicles. Our vehicles are, on
average, 26 years oid. The GAO report recormmends that the: Postsl Service deveiop plans 1o
addmessiits vehicle fleet needs: ‘Such plans, of course; require a substantial capital investment
approacting $7 billion, which the Postal Service sknp‘ly does nothave. We realize, and the GAO
notes, that rdpairing our defivery trucks and vans is a temporary measure at best and does not
provide-a permarnent solution to our future vehicle needs.

Enactment of legisiation this year would ot only address RHB payimenis, pension obligations
and liquidity canpems; biut it would give the Postal Service enhanced financial flexibliity to make.
capitai investments for cfilical needs, such asvehicle replacement. Even with our limited
resources, the Pustal Service has researchied and tested a variety of alternative fuel vehicles and
wé remgin eager to explore ways to 'save fuel and pratect the environment. But we-are hindered
by the realities of our financial stuation. Like any business, we have the will and the desire to
make these kinds of operational improvements, but without action from Congress, capital
investment.is: an expenditure we simply cannot afford.

Fortunately, there are propasals on the table which will help us. You, Mr. Chairman, have just
introduced g bill that we betieve wouldigo a long way toward improving the Postal Service's
financial sttuation. Specifically, your bill seeks o address the' CSRS issue by requiring the Office
of Persaninel Management (OPM) to uss current actuarial practices to detsrmine if a CSRS
surplus exists and, it so, toallow for the: transfer of any surplus to the RHB Fund to satisfy the
annual pre-paymerit amount. It would aiso allow Us to sccess the FERS over-funding for RHB. 1t
would make needed adjusiments to the PAEA to provide for continued and regular transfers of
surplus amounts to the RKB fund every five years.
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The bill would give the Postal Service the.authority to shift to.a five-day delivery rmodel, thus
saving in‘éxcess of $3 biftion per year. It would give us enhanced ability to conskder the
consolidation or closure of Post Offices and would allow for greater latitude in parinering with
local businesses to ensuire the continued avaitability of postal services in the communities we
serve: We would be free to explore a greater variety of non-Postal offerings and would be able to
partner oré fully and easily with state and local governmental entities. Arbitrators would be
required to take into consideration the finanicial health of the Postal Service when rendering
daclsions-about collective bargaining. We could reelize asignificantincreasa in revenue by being
permitted to Handle the malling of beer and winé. Your legisiation tekes a wide-ranging approach
to:soiving the:many-issues involving the Postal Service and would play-a significant part in
returning the Postal Servise to profitabliity.

We also appreciste Senator Colling bill that would address the same Issues involving CSRS and
FERS surpluses and pre-funding of RHE, among other provisions. Members of the House have
also introduced measures designed 1 resolve these critical legacy cost issues, We are
extremely grateful for these proposed measures and itIs our hope that they will progress swiftly
through the legislative process. A falfure to move these bills virtually assurés that the second
scenario detailed earlier will come to pass.

Although our focus is chilefly on Postal Service finances and our future, 1t is-important to
ramember that e negative affects of taking the second path will not be limited to the Postal
Setvice: Themalling industry is-a crucial driver of our nation’s-economy, generating over §1
trillion each year and employing mote than seven milion people. The most recent malling
industry stidy shows that the impact of the Postal Semce on the economy is much larger than
what is reflected in our own financial results. In fact; the Postal Service — as we continue to
downsize our workforce and streamiine our operations — represents only about 8.3 percent of
the total jobs in the:malifng industry; "Over 80 percent:bf the workers in the mailing industry are
ermiployed outside the Postal Service. A healthy, profilable and thriving Postal Service is
necessary notjust to preserve Postal jobs, but to protect private sector employees and

Only two weeks ago, | aftended the National Postal Forum in San Diego, CA. This annual
gathering brings together a true cross-gection of the miailing world; latge mailers, medium-sized
companies, small business owners, and the many suppliers of technology and service to the
mailing industry, ‘We engaged in a variety of activities, including workshops, networking and
educational programs, all geared toward a singular focus on growing the use of the mail. But you
cannot achieve success without a clearly defined and arficulated plan. | outined for attendees
our four business strategies, designed ta help us further define; Improve and hane ouf-core
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function — delivering the mail. These four stratagies were introduced as a complement to our
March 2, 2010 Comprehiensive Strategic Plan for the Futuré. Using these principles, e Poetal
Service will ensure future growth, Our guiding principles are:

Strengthening the Business to Consumer Channel

mproving the Customer Experience

Competing for Package Business

Continuing to become a Leaner, Faster.and Smarter organization

vYyYwvy

The 21" centuty Postal Service will be a more market-responsive crganization. As we focus on
perfecting our core mission of delivering the fhail, we will ortinue to promote the mail as
urique formy of communication. We will enhance our efforts 1o-educate businesies on the value
ofthe personal touch only available through the mail. We plan to launch a major advertising
campalgn in September that will promote the use-and value of the mall. We are looking at that 76
percent of the business world that currently doies notuse the mall-and we will convince them,
through incentives and special offerings, to give the mail atry. Going forward, the Postal Service
will gmploy an integrated market strategy;-one that combines the best of the digital world-and the
physical delivery of mail. We will continue our focus an making it simple and convenient to do
business with us as we expand Yo include more alternate access sites. We plan to meke changes
in our permit system to further enhance the ease of doing business with the Postal Service. We
will focus even more on our package business, capitalizing on-the riss in e-commerce and the
corrasponding returns business.

For years, the Postal Service has been givena wide array-of mandates and recommendations
from myriad entities, including Congress; the GAD, the Postal Regulatory Commission (PRC),
various Administrations and the President's Commission on the Fostal Service, to name justa
few. Virtually all of these mandates begin with the conceptof the Postal Service operating more
like-a business. That has been, and willicontinue to be, our foctis and our-aim. With the
continued evolution of cormmunications in.our nation, we cannot be a static, fixed government
entity. We must cornitinug to change with the pulse of the nation, and.part of that change is
continually reevaluating what kind of services we provide, where we provide them, and how
customers gain.acoess to'them. The old philosaphy —of ‘aPost Office for every community,
regardiess of size, a Postmaster for every facility, regardiess of demand, and a Postal Service
that functions as the de facto government representative in-every city, towh and hamiet —is
fading. 1 the nation wants to preserve its postal system, it must aliow that system to-adapt tothe
changing world.

As | noted eartier, the Postal Sesvice will coritinue to seek out'ways to improve our core business:
of defivering the mail, promote and grow the use of malt for businesses large and small, make It
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easy and convenient for people-1o-do business with us, and find innovative ways to continue
wroviding the services owr custormers demand and-expect. Our mission and our strategies will not
change. ‘Butthere are issues which remain out of our control and we'look to Congress to act on
thesa. The future of thie Postal Sarvice is at stake, t:ér?’aiﬂiy‘, buta huge portion-of the nation's
economy is also at risk. We have.tried to clearty lay wt the future-and ensure Congress
understands the corisequences of a failure to take appropriate action.

We appriciate the continuad support and efforts of you, Mr. Chairman, and other Senators, as
well as House members. We are tiuly at a defining moment in the history of the Postal Service,
We kriow the outcome that is nieeded by the Postal Service and the one that is needed by our
business partners, employees, unions, management organizetions and the Americans we serve.
No'ofve waints to sée our mail systeim falter; but-without some resclution from Congress, that is
precisely what lies ahead. Working together, we can avoid these dife consequences and
contintie to be the world’s best example of a modemn, relevant, and profitable postal system.
Thank you.and [ 100k forward to-answering your questions.

e

10
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United States Government Accountability Office

GAO

Testimony

Before the Subcommittee on Federal Financial Management,
Government Information, Federal Services, and
International Security, Committee on Homeland Security
and Governmenital Affairs, U.S. Senate

For Release on Delivery
Expected at 10:30 aum. EDT
Tuesday, May 17,2011

UNITED STATES POSTAL
SERVICE

Strategy Needed to Address
Aging Delivery Fleet

Statement of Phillip Herr, Director
Physical Infrastructure Issues

GAO-11-671T
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UNITED STATES POSTAL SERVICE

. Strategy Needed to Address Aging Delivery Fleet

What GAQ Found

USPS's & ial condition i 0 deteriorate. For the Srst 6 months of
{iscal year 2011, USPS reported a niet loss of $2.6 billion—worse than it

. expected--and that, absent legistative change; it will have to default on

: to the government, including a $5.5 billion payment for its retiree
health benefits. GAD has reported that Congress and USPS need to reach
agreement on a package of actions to.move USPS toward financial viability.

USPY's delivery fleet is largely composed of custore-built, right-hand-drive
vehicles designed to last for 24 years, including about 141,000 gasoline-
powered vehicles (16 to 23 years old) and 21,000 flex-fuel vehicles capabie of
running on gasoline or 85-percent ethanol (E85) (about 10 years old). Its flex-
fuel vehicles and msny of its 22,000 left-hand-drive minivans, whickare also
- capable of running on E85, were purchased to comply with the 75 percent
¢ acquisition requirerent for alternative fuel vehicles. Delivery vehicles travel
about 17 miiles and usé the equivalent of about 2 gallons of gasoline on
average per day, USPS has g variety of limited experiences with other
alternative fuel vehicles, such as corapressed natural gas and plug-in electric
vehicles; most of which have higher life-cycle costs than gasoline vehicles.

Vehicles at

Sourse: GAO, ¢

USPS's approach for addressing its delivery fleet needs Is to maintain its
eurrent fleet until i determines how to address its longer term needs. USPS
has incurred small increases in divect mat e costs over the last 4 years,
which were about $2,600 per vehicle in fiscal year 2010, However, itis
incressingly incurring costs for unscheduled mainténance because of
 breakdowns, which can disrupt operations and incréase costs. In fiscal year
2010, at least 31 percent of USPS's vehicle maintenance costs were for
unscheduled maintenance, 11 percentage points over USPS's 20 percent goal.

USPS's financial challenges limit options to fund a major delivery vehicle

© replacement or refurbishment, estimated to cost. $5.8 billion and (in 2005) $3.5
. biltion, respeciively. USPS and other federal and nonfederal officials see little
potential to finance 3 fleet replacement through grants or partnerships. If

+ Congress and USPS reach agreervent on a package of actions to move USPS

| toward financial viability; such an agreement could potentiaily enhance
URPS’s ability to invest in new delivery vehicles.

United States Otice
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Chairman Carper, Ranking Meraber Brown, and Members of the
Subcommittee:

Tam pleased to be here today to participate in this hearing to address the
U.8. Postal Service’s (USPS) financial crisis and the challenges it faces in
modernizing its dehvery vehicle fleet. USPS operates the world's largest
civilian vehicle fleet—comprising more than 215,000 vehicles—of which
about 192,000 are hghtduty delivery vehicles’ used to deliver mail to about
131 million residential and busiress addresses, in:most cases, 6 daysa
week* My staﬁementaddresses {1 USPS's financial condition; (2) the
profile of its delivery fleet, including hiow USPS has responded to
alternative fuel vehiéle requir ity and its experi with alternative
fuel vehicles; (3) trade-offs of USPS’s approach for addressing its delivery
fleet needs; and (4) options to fund a major acquisition of delivery
vehicles.

This staterment is primarily based on our report, being released today, on
USPS's delivery fleet” For that report, we visited USPS facilities, held
interviews with USPS and other oﬂcials, and analyzed data from USPS's
Vehicle Manag, We-di iined that these data
were sufficiently reliable for t.he purposes of our review. This stalement is
also based, in part, on our prior and ongoing work on USPS’s financial
condition® and documents and a May 2011 interview with USPS officials
regarding the agency’s financial performance for the first 6 months of
fiscal year 2011. Our work for this statement was conducted 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 objectives. We believe that the evidence obtained providesa
reasonabile basis for our findings and conclusions based on our objectives.
Additional information on our scope and methodelogy is available in our
issued products.

'In addition to delivery vehicles, USPS's fleet includes other vehicles, such as
administrative vehicles used for sales, and other p and
larger trucks used for hauling mail.

USPS also detivers to another 20 million addresses 4s part of its post office box service.

*See GAO, United States Postal Service: Strategy Needed to Address Aging Delivery Fieet,
GAQ-11-386 (Washington, D.C.: May 5, 2011).

‘See GAO U.8. Postat Sen:io&- Mod

i Negded
ncial Challenges, GAO-11428T (Waﬂungﬁon,pc Mar. 2,2011).
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USPS'S Fmam;al USPS's financial conéition has deteriorated significantly since fiscal year

2008, and its financial

-outlock is grim in both the short and long term, In

Condition Continues  july 2009, we added USPS's financial condition and outlook to cur high-
tor risk list because USPS was incurring billion-dollar deficits and the amount
to De o_rgte, and of debt it incurred was increasing as revenues declined and costs rose:
USPS Anticipates a USPS's financisl condition has been negatively affected by decreasing mail
bstanti ar valumes as customers have increasingly shifted to electronic
Su tial CaSh communications and payment alteinatives, a trend that is expected to
Shortfall This Fiscal continue. USPS reported that total mail volume decreased 3 percent inthe

Year

second quarter of fiscal year 2011, while First-Class Mail declined by 7.6

percent compared with the same period last year, negatively affecting
revenue as First-Class Mail is USPS’s raost profitable mail, Half way
through fiscal year 2011, USPS reported 2 net loss of $2.6 billion.

USPS has reported achieving some cost savings in the last & years—for
example, it eliminated about 137,600 full- and part-time positions.
Howéver, USPS has had difficulty reducing its compensation and benefits
costs and has strugigléd to optimize its workforce and its retail, mail
processing, and delivery networks to reflect decliniing mail volume. USPS
has relied increasingly on debt to fund its operations and has increased its
net borrowing by neatly $12 billion over the last5 years: USPS recently

reporied that its finan

cial performance for the first 6 months of fiscal year

2011 was worse than éxpected, and that, not only will it reach its $15
billion statutory debt limit by the end of the fiscal year, it now projects a
substantial cash shortfall and that it will be unable to pay all of its
financial obligations. Specifically, USPS said that absent legislative change
it will be forced to default-on pay ts to the federal gover

including a $5.5 billion pre-funding payment for retiree health benefits due
on September 30, 2011.

While USPS's financig
have presented option
Specifically, we have 1

! condition continues to deteriorate, we and USPS
is to improve the agericy's finaricial condition.
reported that Congress and USPS need to reach

agreement on a package of actions to restore USPS's financial viability,
which will enable USPS to align its costs with revenues, manage its
growing debt, and generate sufficient funding for capital investraent.®
Proposed legislation, including S. 353" and draft legislation expected to be

*GAOQ, U.S. Postal Service: |

Legislation Needed to Address Key Challenges, GAQ-11-244T

(Washington, D.C.: Dec. 2, 2010).

3. 353, 112" Cong,, (2011).

Page 2
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introduced by Senator Carper, provide a starting point for considering key
issues where congressional decisions are needed to help USPS undertske
needed reforms. As we have previously reported,” to address USPS's
viability in‘the short-term, Congress should consider modifying the
funding requirements for USPS’s retiree health benefits in a fiscally
responsible manner. For long-term stability, Congress should address
constraints and legal restrictions, such s those related to closing facilities,
sothat USPS can take more aggressive action to reduce costs, Action is
urgently needed as mail delivery is a vital pari of this nation’s economy.

The USPS Postmaster G 1 has also pr d strategies for improving
USPS’s financial viability, recently stating that the agency’s focus should
be on its core furiction of delivery, growing the package business, and
aggressively controlling costs and consolidating postal networks to
increase efficiency. Clearly, USPS's delivery fleet is a vital component of 2
strategy focused on delivery.

Delivery Fleet

Primarily Consists of
Aging Long-Life
Vehicles and
Alternative Fuel
Vehicles Acquired to
Meet Requirements,
Which Have
Presented Cost and
Infrastructure
Challenges

*

.

As shown in figure 1, there are three principal components of USPS's
delivery fleet:

about 141,000 “long-life vehicles” (LLV)—custom-built, right-hand-drive,
light duty trucks with an aluminum body 16 to 23 years old, that are
approaching the end of their expected 24-year operational lives;

about 21,000 flex-fuel vehicles (FFV), also custon-built with right-hand
drive, 9 and 10 years old, that are approaching the mid-point of their
expected 24-year operational lives; and

about 22,000 conunerfcially»avajlable, left-hand drive minivans that range in
age from 2 t0 13 years and have an expected opérational life of 10 years.

According to USPS officials, right-hand-drive vehicles are necessary for
curbline delivery.® In addition, USPS officials toid us that the LLVs' and
FFVs' standardized design minimizes training requirements, increases
operational flexibility| and facilitates partnerships with parts suppliers.
Moreover, LLVs and FFVs were madeé t¢ withstand harsh operating

"GAO, U8, Postal Service: Strategies and Options to Facilitats
Financial Viabitity, GAO-10-455 (Washington, D.C: Apr. 12,2010).

*About mUSPS delivery ies. are used on curbline routes, in which the
letter caxﬂer delivers to mailboxes st the curb, typically without leaving the vehicle.

Page 3 GAO-11.871T
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conditions, resulting from an average of about 500 stops and starts per
delivery route per day. As a result, the LLVs and FFVs are expected to last
more than twice as long as the minivans, which were not built to
withstand these operating conditions.

Figure 1: Examples of the LLVs, FFVs, and Mintvans in USPS's Mry Floet

Bowrow: GAD.

L FFVs have an oxtra window bahind the door Minivan
for improved visability.

USPS is subject to certain legislative requirements governing the federal
fleet. For example, under the Energy Policy Act of 1892 (EPAct 1992), 76
percent of the light-duty vehicles that USPS acquires must be capable of
using an alternative fuel such as ethanol, natural gas, propane, biodiesel,
electricity, or hydrogen.” Since 2000, USPS has consistently purchased
delivery vehicles that can operate on gasoline or a mixture of gasoline and
85 percent ethanol (E85) to-satisfy this requirement. These vehicles are
known as dual-fueled vehicles. USPS officials stated that E85-capable
vehicles were chosen beciuse they were the least costly option for
meeting federal fleet acquisition requirements. In addition, officials
expected that E85 eventually would be widely available throughout the
United States. However, according to Department of Energy (DOE) data,
a3 of December 2008, " E85 was not available at 99 percerit of U.S. fueling
stations.

"Pub. L. No. 102-486, § 303, 106 Stat, 2766 (Oct. 24, 1992). Legislation subsequently
ded the of alt fuel to Include hybrid vehicles.

“Phese data were the most ¢ ble as of D 31, 2010,

Page 4 GAO-11-671T

VerDate Nov 24 2008  13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00071 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.027



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

68

Subsequent legislation required that alternative fuel be used in all dual-
fueled vehicles unless they have received a waiver from DOE." Because of
EB85's limited availability, USPS has sought and obtained aninual waivers
from DOE—for example; in fiscal year 2010, about 54 percent of its E85-
capable vehicles received waivers permitting them to be operated
exclusively on gasoline. The remaining 46 percent of its E85-capable
vehicles were expected to operate exclusively on E85. However; USPS
officials acknowledged that USPS does not always fuél these vehicles with
E85 because using E5 increases operational costs.”

Apart from its experiences with E86-capable vehicles, USPS has a variety
of limited experiences with other types of alternative fuel delivery
vehicles. Collectively, these vehicles accounted for about 2 percent (3,490
vehicles) of its delivery fleet as of September 30, 2010, as shown in table 1.

Table 1: Number of USPS Délivery Vehicles, by Alternative Fuel Ciptbilliy, a8 'of Seplember 30, 2010

Altamative fuel Number of Parcentage of
capabllity Description of fuet type Vehicle types vehicles delivery fleat
E85 E85 is a blend of 85% ethanol (primarily FFVs and minivans 39,149 20
derived from com} and 15% gasoline. ¢
Compressed Primarily consists of metharie, around 80%, L1Vs and 2-ton trucks 3,401 2
natural gas with small of ethane, propane, and
other gases.
Propane Both naturally occurring and derived by s 34 less than 1
g petrol from crude-oif or
natural ggs.
Plug-in electric Electric vehicles store electricity Inan 2 ton trucks and 3-wheseled 42 lass than 1
energy storags device, such as a battery: vehi
Energy is replenished by plugging the
vehicie into an electric source, i
Conventlonal hybrid Uses both gasoline and energy stored ina sport utiiity and a 11 less than 1
battery 1o power the vehicle. 2-ton truck

"Pub. L No. 10958, § 701, 119 Stat. 534 (Aug. 8, 2005). DOE grants waivers to.agencies that
ive fuel

P areas where all is (1) ble, (2} not available within §
wiles or 15 minutes of travel, or (3) mcre expensive per gallon than gasoline at the same
foel gtation. (Gavolineg i distilled from petroléum. We used the terms “gasoline” and
“petroleum” interchirigeably throughout our testimony.)

“Because of E85's lower enerzy density, accarding to USPS officials, its FFVs are about 27
to 30 percent Jess fuel efficient when fueled with ES6 than when fueled with gasoline; and

cost more to fuel d USPS also may incur additional labor costs if letter
carriers deviate from their routes to fuel with E85,

Page § GAO-11-671T
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Alternative fusl
capablifty

Number of Percentage of

Description of fuel type Vahicie types vehicies delivery fleet

Hydrogen A fusl cell stack in the vehicle converls sport utllity vehicles 2 iess than 1
hydrogen gas and oxygen into electricity,

which drives &n elsctric motor,

Total

42,610 2%

Vil

Note: Percentages do not lofatto 22 due to rourkiing.

According to USPS officials, to date, USPS has not invested more heavily
in alternative technologies in part because alternative fuel vehicles likely
would result in higher estimated lifecycle costs than gasoline-fueled
vehicles. This is largely because any potential fuel savings from alternative
fuel vehicles would be unlikely to offset generally higher acquisition costs
over the vehicles’ operating lives, given that USPS's delivery vehicles on
average travel about 17 miles and its LLVs use the equivalent of about 2
gallons of gasoline per day. In addition, USPS officials told us that the
limited availability of alternative fuels and the high costs of installing
fueling infrastructure—such as on-site charging stations—have made it
difficult to elect to invest in or operate these vehicles. Finally, they noted
that USPS has experienced problems obtaining technological support and
parts for its alternative fuel vehicles,

TR
USPS’s Approach for

Addressing Its
Delivery Fleet Needs
Has Financial and
Environmental Trade-
offs

USPS’s current approach is to sustain operations of its delivery fleet—
through continued maintenance—for the next several years, while
planning how to address its longer term delivery fleet needs. Under this
approach, USPS anticlpates purchasing limited numbers of new,
« ially available mini . According to USPS officials, this
approach was adopted in December 2005 after senjor management and a
Board of Governors subcommittee decided niot to initiate a major fleet
replacement or refurblishment. At that tirne, USPS estimated that it would
cost $5 billion to'replace about 175,000 vehicles. Planning and executing a
=built vehich isition would take 5 to 8 years from initially
identifying the vehicles’ specifications and negotiating with manufacturers
through testing and deployment, according to USPS officials. USPS also
elected not to refurbish its fleet, another option considered, According toa
USPS contractor, in 2005, the agency could have delayed purchasing new
vehicles for at least 15 years if it had refurbished its LLVs and FFVs (i.e.,
replaced nearly all parts subject to the effects of wear and aging) overa
10-year period—at a cost in 2005 of about $20,000 per vehicle—or a total
of about $3.5 billion, assuming that 175,000 vehicles were refurbished.
USPS officials said the agency chose to maintain its current delivery fleet

13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00073 Fmt 6601

Sfmt 6601

GAO-11-671T

P:\DOCS\67637.TXT JOYCE

67637.029



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

70

rather than make a major capital investment given pending operational
and financial developments and uncertainty about evolving vehicle
technologies.

We found that USPS's maintenance program and well-established parts
supply network have enabled it to maintain its current delivery fleet while

-avoiding the capital costs of a major vehicle replacement or

refurbishment. The USPS Office of Inspector General recently reported
that this approach is aperationally viable and generally cost-effective,
given USPS's financial circumstances;' OQur analysis of a custom query of
USPS's vehicle database found that delivery vehicles’ direct maintenance
costs averaged about $2,450 per velicle in fiscal year 2007 and just under
$2,600 per vehicle in fiscal year 2010 (in constant 2010 dollars). However,
these direct maintenance costs are understated, in part because, according
to USPS data, about 6 percent of total maintenance costs—sll due to
maintenance performed by contractors-—were not entered into its
database.

USPS's approach has trade-offs; including relatively high costs to maintain
some delivery vehicles. Our analysis showed that while about 77 percent’
of its delivery vehicles incurred less than $3,500 in direct annual
maintenance costs in fiscal year 2010, about 3 percent (5,349) of these
vehicles required more than $7,000-—and 662 vehicles required more than
$10,500~in direct annual maintenarice costs, '* or over one-third the
$31,000 per vehicle replacement cost USPS curréntly estimates, USPS
officials stated that inmost cases, they repair an LLV or FFV rather than
replace it with a minivan because of the continuing need for right-hand-
drive vehicles. One reason that some vehicles are incurring high direct
maintenance costs is that USPS has replaced—at a minimum—about 4,500
LLV frames in fiscal years 2008 through 2010 becauseé of severe corrosion,
at.a cost of about $5,000 each. None of the fleet managers for Fed-Ex
Express; United Parcel Service, or other companies we spoke with have

See United States Postal Service, Office of the Inspector General, Audil Report-Delivery
Vehicle Replacement Strategy, DA-AR-10-006 (Washington, D.C.: June 16, 2010).

USPS established $3,600 as a one-time repair threshold for approving expenditures for
v : We used this th to create mair ranges for the purposes of
USPS’s vehicle datab

*We calculated W vehicle maintenance costs for fiscal years 2006 ﬁu'ough 2008 and
found a similar pattern,

Page 7 GAOQ-11-671T
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replaced their vehicles’ frames, and some suggested that the need to do so
is a key indication that it is time to replace—not repair—a vehicle.

Another trade off of its current strategy is that USPS is increasingly
incurring costs for unscheduled maintenarce because of breakdowns.
USPS’s goal is to ensure that no more than 20 percent of its total annual
maintenance costs are for unscheduled maint e. However, in fiscal
year 2010, at least 31 percent of its vehicle maintenance costs were for
unscheduled maintenance, 11 percentage points over its 20 percent goal.
Unscheduled maint: can result in delays in mail delivery and
operational costs, such as overtime expenses.

USPS empl at a aajority of the eight vehicle maintenance facilities
and some post offices we visited told us that they believe delivery vehicles
can continue to deliver niail without major operational interruptions for at
least several more years. At the sarne time, we identified some instances of

maintenance probleris during our site visits {our report being released
today contains photographs and further discussion of these problems).”
For example, officials at a Minnesota vehicle maintenance facility told us
that they are not following USPS’s requirements for replacing frames
whose thickness in key spots indicates weakness because they do not

have the resources to do so. Instead, they said, facility pérsonnel replace
frames only when the frames have one or more holes through the metal. In
addition, when we visited & vehicle maintenance facility in New York state,

technicians were replacing two severely corroded LLV frames with similar

holes. The manager of

f this facility-4 d us that fr in this

condition should have been replaced during & previous preventive

maintenance inspection.

As discussed, USPS’s financial condition has declined substantially, and
although USPS issued a 10-year action plan in March 2010 for improving
its financial viability, the plan did not address its fleet of delivery vehicles.
USPS has not analyzed how operational changes proposed in its 10-year

plan, including a potential shift in delivery from 6 to 5 days a week, would
affect its delivery fleet needs, nor has it examined the conséquences of its
decision to delay the fleet's replacement or refurbishment, In-addition; it
has not developed a fleet financing strategy.

PGAD-11.388,

Page 8
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During our review, USPS officials told us that the agency is in the early
stages of developing a proposal for addressing its delivery fleet needs.
These officials stated that the proposal will likely explore alternatives,
including maintaining the current fleet, refurbishing the LLVs-and FFVs,

or, possibly, undertaking a major acquisition of new vehicles.
Furthermore, USPS officials stated that the proposal will discuss strategies
for incorporating additional alternative fuel capabilities into its flest. USPS
expects to present its proposal to its Capital Investment Committee later

this fiscal year.

USPS officials said that the agency intends to examine ways to comply

with EPAct 1992's

acquisition of delivery

isitic Q! in its next large-scale
vehicles, but noted that life<cycle costs are

significantly higher for nearly all ¢urrently available altemative fuel
vehicles than for gasgline-powered vehicles,” Consequently, these officials
told us a large-scale acquisition of alternative fuel vehicles (other than

E8b-capablé vehicles
stated that, in their vi
requirements for redu

is not likely to be financially viable. USPS officials
ew, the best way to megt national sustainability
ced emissions without incurring significant costs

may be'to invest in highly fuel-efficient gasoline-powered vehicles. Such an

outcome could be pos

definition of what con

result of the National
determined by the En:
greenhouseé-gas-emitti
would be considered
evalustes only comme
low-greenhouse-gas-e

ssible given increased legislative flexibility in the
stitutes an alternative fuel vehicle. Specifically, asa
Defense Authorization Act of 2008, any vehicle
vironmental Protection Agency (EPAY 1o be a low-
ing vehicle in locations that qualify for a DOE waiver
an alternative fuel vehicle.” However, because EPA
srcially availuble vehicles, at present, there are no
mitting right-hand-drive vehicles available that have

been determined to meet EPAct 1992's fleet acquisition requiremenits for

light-duty vehiclés. Consequently, if USPS decides to pursue such a vehicle

YFor example, a 2011 Ford Escape hybrid costs about $§,000 more-than the nonthybrid
version of the same vehicle. The manufacturer's suggested retail price for a 2011 Ford
was $30,045 compared with $21,085 for the ronhybitd Ford Escape, as of

Escape
Februsry 15, 2011,

“puby. L. 110-181, §2862 (Jan 28, 2003) This legislation permits federal agencies to-meet

EPAct 1092’
that EPA has demonstrateq
consumption, Based ona

meOB wouldachieveasigdﬂmmrednchm\mpmoleum
demonstreation EPA made to DOE, any low-

-greenhiouse-gas-
emitting vehicle in locations that'quakify for a DOE walver would be considered an

alternative fuel vehicle.

GAO-11-671T
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in its next acquisition: of custom-built delivery vehicles, it would need to
work with vehicle manufacturers, EPA, and DOE.

Without Significant

USPS's ﬁna.ncml comimon poses 2 significant barrier to its ability to fund a

Improvement in
USPS’s Financial

major n of its delivery fleet.” R 1y, USPS estimated that it
woilld cost abotxt $5.8 billioni to replace about 185,000 delivery vehicles
with new gasoline-powered custom-built vehicles, at about $31,000 per
vehicle (in 2011 doliars).® Further, officials from USPS, DOE, and an

Condition, There Are  environmental organization, and operators of private fleets see little

No Clear Options to

potential to finance a fleet replacerient through grants or partnerships. A
primary barrier to amint procureinent is USPS's need for custornized,

Fund a Major Vehicle  rignihand.arive deli
Replacement

ery vehicles. (its comp
vehicles that are not right-hand-drive). USPS and DOE officials also saw
little likelihood that USPS could help finance a major delivery fleet

typically use larger

acquisition through an energy savings performance contract, it whicha
federal agency enters into a long-term contract with a private energy
company and shares ¢nergy-related cost savings. Given the low annual
mileage of USPS's delivery ficet, USPS and DOE officials stated that it is

unlikely that the fuel 4
(whether consisting o

would be sufficient, ¢

savings generated from a-more efficient fleet
f gasoline-only vehicles or alternative fuel vehicles)
d with the acquisition cost of the vehicles, to

interest a private investo;.

If Congress-and USPS reach agreement on a package of actions to move
USPS toward financial viability, depending oh the specific actions

adopted, USPS's follo!

w-up, and the results, suct an agreement could

enhance USPS’s ability to irvest in new delivery vehicles. While USPS's
efforts to maintain its current delivery fleet have worked thus far, the time
soon will come when the cost and operational consequences of this
epproach will not allofw further delays, When that time comes, USPS will
need to know how it can best comply with federal requirements for
acquiring alternative fuel vehicles while also meeting its operational
requirerents. However, until USPS defines its strategy for a major capital

*USPE's financial condition also posesia significant burrier to funding a
discussed earli

refurbishunent of the delivery fleet. As

major
earlier, based on a USPS cortractor’s 2005

estimate of $20,000 per vehicle, it would have cost about $3.5 billion at that time to

refurbish 175,000 delivery vehicles.

'”According to a USPS official, this cost would cover the vehicle, shipping, quality control
oversight, technician training, and the Tepairtools. 'me did
notinchide the costs to dispose of h ‘.v. includi ! costs.

Puge 10 GAD-11-671T

13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00077 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.033



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

74

investmendt for its delivery vehicles, neither USPS nor Congress has
sufficient information to fully consider its options. Consequently, USPS
must develop a comprehensive strategy for dealing with this inevitability.

In the report that this testimony is based on, we recommend that USPS
develop a strategy and timeline for addressing ity delivery fleet needs.
Specifically, wé recomumend that this strategy address such issues as the
effects of USPS's proposed change from 6- to 5-day delivery and
consolidation of its facilities, as well as the effects of continuing changes
in its customers’ use of the mail on future delivery fleet reguirements,
-along with an analysis of how it can best meet federal fleet requireiments,
given its budget constraints. USPS agreed with our findings and
recommendation. USPS stated that it is developing a strategy to address
the immediate and lohg:term needs of its delivery fleet, and that it plans to
complete the strategy and associated timeline by the end of December
2011.

Chairman Carper, Ranking Merniber Brown, and Meribers of the
Subcommittee, this concludes my prepared statement. T would be pleased
to answer any questions that you have.

g taff For further information about this statervent, please contact Phillip Herr at
contaCts and § (202) 512-2834 or hérrp@gao.gov, Individuals who made key contributions
Acknowledgments to this statement inclyde Kathleen Turner (Assistant Director), Texesa

Anderson, Joshua Bartzen, Bess Eisenstadt, Laura Erion, Alexander
Lawrence, Margaret McDavid, Joshua Ormond, Robert Owens, Maithew
Rosenberg, Kelly Rubin, Karla Springer, Crystal Wésco, and Alwynne
Wilbur.
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GAO's Mission

The Government Accountability Office; the audit, evaluation, and
investigative arm of Congress, exists to suppott Congress in meeting its
constitutional responsibilities and to help improve the performance and
accountability of the federal government for the American people. GAO
examines the use of public funds; evaluates federal programs and policles;
and provides analyses, recommendations, and other assistance to help
Congress make informed oversight, policy, and fanding decisions. GAO’s
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Testimony of Chairman Ruth Y. Goldway
Postal Regulatory Commission
Before the U.S. Senate Homeland Security and Governmental Affairs Committee’s Subcommittee
on Federal Financial Management, Government Information, Federal Services, and International
Security
“addressing the U.S, Postal Service’s Financial Crisis”
May 17,2011

Good morning. Chairman Carper, Ranking Member Brown, Members of the Subcommittee, | thank
you for the opportunity to present the views of the Postal Regulatory Commission on Addressing
the U.S. Postal Service's Financial Crisis.

in four months, the United States Postal Service will conclude its fiscal year and it will not have
sufficient cash or borrowing authority to pay all of itsbills. The Postmaster General has stated that
in this circumstance the Postal Service will continue to pay its employees:and its suppliers, but that
it would be unable to make its scheduled annual installment of $5.5 billion to fund its retiree health
benefit fund (RHBF),

As | testified in December, Commission analysis during its review of the Postal Service’s request for
an exigent rate increase found that the Postal Service's cash flow problem and the primary cause of
its liquidity crisis is related to an overly ambitious requirement for the Postal Service to prefund its
future retiree health benefit premiums. Over the past four years, the Postal Service has paid $21.9
billion to prefund these benefits. All other things being equal, the Postal Service would have
achieved a small net profit over that time except for the prefunding requirement. Instead, over the
last four years it has accumulated losses exceeding $20 billion. This year it will exhaust its borrowing
authority and anticipates an additional $6.8 billion in fosses that will leave it insolvent if Congress
does not act to provide relief.

Therefore, Chairman Carper, | reiterate the Commission’s continuing support for the fundamental
approach outlined in your bill to address the financial crisis and long-standing issues related to
Postal Service funding of its employee pensions, as well as its future retiree health benefit fund.

The approach is consistent with current best practices as identified by the Commission and
documented in the actuarial report of the Segal Com;ijany, which was provided last june to this
Subcommittee, Members of Congress, the Postal Service and OPM. As outlined in your proposed
legislation, funds derived from a current calculation of the pension liability could be applied to
defray the Postal Service’s RHBF liabilities and begin to restore its financial viability.
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in May 2009, members of the House Oversight Committee asked the Commission to look at OPM’s
computation of Postal Service liability for future retiree health benefits and the annual payments
that result to fund RHBF. Based on a dynamic calculation of long-term medical inflation rates and
the declining postal workforce, we found that a recalculation could lower the Postal Service's
liability by nearly $35 billion.

Both of these studies were conducted in accordance with specific provisions of the Postal
Accountability and Enhancement Act (PAEA}. As such; these findings provide a sound, objective
basls for a legislative remedy to the Postal Service's financial crisis.

Postal Service flexibility and performance

t also want to express the appreciation of the Commission for the collaborative and inclusive
manner in which you are developing this legistation. The bill provides for essential oversight by the
Commission of non-postal products and services that may be proposed by the Postal Service under
enhanced commercial flexibility it is granted. This is consistent with proven and tested principles in
the PAEA that promote innovation and growth in a manner that is aligned with the public interest
and does not create unfair competition.

Your bill would also provide the Postal Service with various additional flexibilities to control costs
and to compete. In my opinion, under current and pricr legistation, the Postal Service has made
significant strides in both areas.

The Postal Service also has a long history of product innovation and experimentation, though with
mixed results. In recent years, it has successfully introduced "Forever" stamps, Priority Mail flat rate
boxes and pricing, Internet sales and carrier pick-up. Experiments with various hybrid and electronic
services have so far not been as successful.

Under the flexibilities provided to the Postal Service by the PAEA, the Commission has-approved a
variety of Postal Service pricing initiatives, including seasonal pricing, designed to spur increased
First-Class and Standard Mail volume, several experimental product tests, and hundreds of
Negotiated Service Agreements. None of these business ventures, however, appear likely to have a
material effect on Postal Service finances in the near term. For example, the Postal Service has
signaled its intention to request that its first “market-test” product - collaborative logistics — be
made a permanent product. However, total revenue received from this product during the two-year
testis less than $3 million.

Service

While undertaking major cost reductions, the Postal Service has maintained high service quality for
Single Piece First-Class Mail, which is measured independently. The PAEA requires that service
performance be measured and reported for all market dominant products. This is meant to ensure
that the discipline of the CPI price cap system is not offset by deterioration in service.

The Commission agreed in 2007 to a Postal Service request to mitigate the costs of measurement
by sllowing buik mail to be measured using internal service measurement systems based on the
Intelligent Mail barcode {IMb) in lieu of an external measurement system. However, persistent data
errors, insufficient customer IMb usage, and a lack of product specific documentation have resulted
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in a lack of measurement for bulk First-Class Mall, Standard Malil, Packages-and Periodicals. Only the
external tracking system for Single-Piece First-Class Mail products meets the service performance
tracking objectives of the PAEA. The Commission has encouraged the Postal Service to address
these problems to comply with all service performance reporting requirements and we will
continue to exhort the Postal Service to achieve full compliance,

The need for accurate service measurement will onlyincrease as the Postal Service contemplates
further budget tightening, reductions'in staffing and facilities, significant changes to its network,
and possible reductions in service levels.

Post office closings

The Commission understands the PostatService's need to adjust its retail network to reflect
changing customer needs and its own evolving capabilities, However, the PAEA requires that the
Postal Service provide adequate service, especially to'rural areas, and requires that the Postal
Service must properly notify and involve affected postal customers when the Postal Service
considers closing the retail offices they depend on.

The Postal Service appears to be rapidly moving ahead in closing large numbers of post offices
nationwide; according to niews reports and customer comments received-by the Commission. The
Postal Service has not provided detalls of these ongoing closures to the Commission. | am
concerned that it should not be undertaking nationwide service changes without first requesting an
Advisory Opinion.

The Postal Service has proposed revisions to its rules that will impact future closings and
consolidations of retail facilities. The Commission has provided its commients ta the Postal Service.
They include recommendations to better ensure cust{:mers' ability to offer input, improve the
evaluation of affected facilities, and coordinate discontinuances with the availability of replacement
retail services. These comments directly reflect similar comments we issued as part of our Advisory
Opinion on Station and Branch Closings.

The Postal Service has advised the Commission that it:;plans to request an Advisory Opinion in the
near future involving the closure of a large number of post offices nationally. The timing of such a
request may obfuscate the purpose and intent of Congress in requiring such Advisory Opinions,

Five-day delivery
In March, the Commission presented Congress and the Postal Service with its Advisory Opinion on
the potential impact of the proposed elimination of Saturday mait delivery and related activities.

The Commission found that the Postal Service had overestimated potential savings and likely
underestimated potential lost revenues. Although some of our analysis suggested that even lower
estimates of savings and higher volume losses are possible, our final estimates reflect a more
conservative, middle ground analysis of what could happen under a five-day scenario.

Overall, we estimate that net savings of $1.7 billion annually will be achieved after about a three-
year phase-in. If in the near term the Postal Service implements new system-wide network
efficiencies, the savings attributable solely to eliminating Saturday delivery would be less.
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The Postal Service did not evaluate the impact of its proposals on customers who reside or conduct
business in remote areas. The Commission did, however, receive significant input from rural
Americans, met with customers and civic leaders in South Dakota and Wyoming and considered
testimony from Senators Murkowski and Akaka. We found that rural America will be
disproportionately affected by the Postal Service's proposal.

Various witnesses and field hearing participants suggested that the Postal Service would lose
potential for growth by giving up the competitive advantage of Saturday delivery. Others
commented that there was value in the presence of letter carriers on the Nation's streets. We did
not find any reliable method to quantify these concerns but recognized their intuitive merit.

The nature and level of demand for mail is shifting. The heavier burden that would be placed on
remote and rural areas may be lessened as internet broadband adoption increases over time. The
Postal Service remains a vital and important institution facilitating economic growth, aiding small
businesses, enhancing communications and unifying the nation. A decision to change the existing
patterns.of postal communications and delivery should be made with care.

Advisory Opinion process

In prior discussions with members of Congress on the Advisory Opinion process, two key issues
have surfaced which are dealt with in your bilk. First, the Commission is pleased by the addition of a
requirement that the Postal Service provide the President and Congress with a formal response to
the Advisory Opinion and recommendations it contains. If the Postal Service response is required to
be submitted prior to implementation, we believe that this step will encourage timely action by the
Postal Service and enhance the outcome of the pracess.

Second, the bill fundamentally alters the Advisory Opinion process to produce decisions within 90-
days from-the date of the Postal Service’s request to the Commission. Under current law, the
Commission evaluates national service changes in a formal hearing on the record that is subject to
Administrative Procedure Act protections. This type of proceeding can be-time consuming.

While some members of the Commission believe a 90-day timeframe is sufficient for an adequate
Advisory Opinion of this type, others believe that the proposed legislation would eliminate the
opportunity for concerned citizens, mailers, competitors and other interested parties to obtain
information from the Postal Service and fully test Postal Service presumptions. While a 90-day time
limit would allow the Commission to alter its current procedures and produce its Advisory Opinions
more promptly, the Commission believes that full, public participation in a process of this kind has
been extremely important in establishing a thorough, factual record for analyzing Postal Service
proposals and accurately determining their impact. The detailed findings, palhstaking analysis, and
extensive input and outreach of the Commission’s Five-Day Delivery Opinion would not have been
possible in a 90-day case. | believe that some accommodation that sets a tire limlt but allows for
greater public participation is possible.

The vehicle fleet

The GAO has assessed the condition and cost of the Postal Service’s aging mail delivery vehicle
fleet, anchored by the long-life vehicle {LLV). The cost to the Postal Service of operating this fleet is
substantial. A large portion of that cost is for maintenance and fuel. These costs along with other

13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00083 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.039



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

80
-5

data are used by the Commission to fulfill its statutory mandate to ensure that each type of mail
covers its attributable costs and that there are no cross-subsidies.

Although the Postal Service has taken good care of its vehicles, the fleet is reaching the end of its
service lifespan. The Postal Service has taken steps to ensure the availability of replacement parts
and to minimize the increased cost of maintaining older vehicles. However, deeper structurai
problems and maintenance challenges are beginning to surface.

Senator Carper, | was moved by a recent editorial you'wrote promoting the “Triple Happiness” that
our Nation can achieve by adopting wiser energy policies that protect our environment, lower costs,
and create jobs for Americans while reducing the amount of oil we have to import from overseas. | have
previously offered my personal view that large portions of the Postal Service delivery fleet are
particularly well suited to existing electric vehicle technology. If it were possible to reduce
maintenance and fuel costs by introducing more energy-efficient, less-polluting electric vehicles,
that would help keep the Postal Service competitive and efficient. This would be consistent with the
President’s energy independence goals. | believe that the anticipated replacement of the Postal
Service fleet presents a unique opportunity to evaluate the implementation of electric vehicle
technology to further national objectives and to iImprove postal efficiency.

In any case, the current lack of capital resources presents a major impediment to any Postal Service
modernization of its vehicle fleet. The need for sizeable, future capital investments to address its
vehicle fleet underscores the importance of the initial part of my testimony and its support for
broad financial relief from prepayment of the RHBF.

Connecting a Nation

A sizeable portion of the U.S. population-depends on the mail to manage their lives and stay
connected with their government. A Commerce Department study reports that as of 2009, 31
percent of U.S. households did not have Internet access at home, and nearly one-fourth of
households did not even use the Internet. The mail remains the one universal sérvice connecting
the American people to commerce, government, news, and the social institutions they depend
upon.

The Commission commends the Postal Service for its sustained effort over many years to increase
productivity, improve processes and lower its costs. The Commission plays its role in assuring vital
postal services by providing transparency, accountability, adequate service levels and citizen
participation.

| believe timely Congressional action to address the pension and retiree health benefit issues
remain the key element of any reform effort: Before a broader strategy for effectively managing its
business and serving its customers can be realistically implemented, the Postal Service must have
the capital to proceed.

That concludes my testimony. Thank you.

[:%:3 %
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Director, Office of Accountability and Compliance
Postal Regulatory Commission
Before the U.S. Senate Homeland Security and Governmental Affairs Committee’s Subcommittee
on Federal Financlal Management, Government Information, Federal Services, and International
Security
“Addressing the U.S; Postal Service’s Financial Crisis”
May 17,2011

Good morning. Chairfman Carper, Ranking Member Brown, Members of the Subcommittee, | thank
you for the opportunity to present the views of the Postal Regulatory Commission on Addressing
the U, S. Postal Service’s Financial Crisis.

In four months, the United States Postal Service will conclude its fiscal year and it will not have
sufficient cash or borrowing authority to pay all-of its bills, The Postmaster General has stated that
in this.circumstance the Postal Service will continue to pay its employees and its suppliers, but that
it would be unable to make its scheduled annual instaliment of $5.5 billion to fund its retiree health
benefit fund (RHBF).

As Chairman Ruth Goldway testified before this Subcommittee in December, Commission analysis
during its review of the Postal Service’s request for an exigent rate increase found that the Postal
Service’s cash flow problem and the primary cause of its liquidity crisis Is related to an overly
ambitious requirement for the Postal Service to prefund its future retiree health benefit premiums.
Over the past four years, the Postal Service has paid $21.9 billion to prefund these benefits. All
other things being equal, the Postal Service would have achieved a small net profit over that time
except for the prefunding requirement. instead, over the last four years it has accumulated losses
exceeding $20 billion. This year it will exhaust its borrowing authority and anticipates an additional
$6.8 billion In losses.

The Postal Regulatory Commission supports the fundamental approach outlined in your bill to
address the financial-crisls and long-standing issues related to Postal Service funding of its
employee pensions, as well as its future retiree heaith benefit fund.

The approach is consistent with current best practices as Identified by the Commission and
documented in-the actuarial report of the Segal Company, which was provided last June to this
Subcommittee, Members of Congress, the Postal Service and OPM. As outlined in your proposed
legislation, funds derived from a current calculation of the pensioh liability could be applied to
defray the Postal Service’s RHBF liabilities and begin o restore its financial viability.
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in May 2009, members of the House Oversight Committee asked the Commission to look at OPM's
computation of Postal Service lability for future: retivjee health benefits and the annual payments
that result to fund RHBF. Based on a dynamic calcuiation of long-term medical inflation rates and
the declining postal workforce, we found that a recalculation could fower the Postal Service's
ligbility by nearly $35 billion.

Both of these studies were conducted in accordarice:with specific provisions of the Postal
Accountability and Enhancement Act (PAEA). As such, these findings provide a sound, objective
basis for a legislative remedy to the Postal Service's financial crisis.

Postal Service flexibility and performance

| also want to express the appreciation of the Commission for the collaborative and inclusive
manner in which you are developing this legisiation. The bill provides for essential oversight by the
Commission of non-postal products and services that may be proposed by the Postal Service under
erthanced commercial flexibility it is granted. This is consistent with proven and tested principles in
the PAEA that promote innovation and growth in a manner that is aligned with the public interest
and does not create unfair competition,

The Postal Service has a long history of product innovation and experimentation, though with mixed
resuts. In recent years, it has successfully introduced "Forever" stamps, Priority Mail flat rate boxes
and pricing, Internet sales and:carrier pick-up. Experiments with various hybrid and electronic
services have so far not been as successful.

Under the flexibilities provided to the Postal Service by the PAEA, the Commission has approved a
variety of Postal Service pricing initiatives, including seasonal pricing, designed to spur increased
First-Class and Standard Mail volume, several experimental product tests, and hundreds of
Negotiated Service Agreements. None of these business ventures, however, appear likely to have a
material.effect on Postal Service finances in the near term. For example, the Postal Service has
signaled its intention to request that its first “market-test” product ~ collaborative logistics — be
made a permanent product. However, total revenue received from this product during the two-year
test is less than $3 million.

Service

While undertaking major cost reductions, the Postal Service has maintained high service quality for
Single Piece First-Class Mail, which is measured independently. The PAEA requires that service
performance be:measured and reported for all markét dominant products. This ensures that the
discipline of the CPl price cap system is-not offset by deterioration in service,

The Commiission agreed In 2007 to a Postal Service request to mitigate the costs of measurement
by allowing bulk mail to be measured using internal service measurement systems based on the
inteiligent Mall barcode (iMb) in lieu of an external measurement system. However, persistent data
errors, insufficient customer IMb usage, and a lack of product specific documentation have resulted
in-a'lack of measurement for bulk First-Class Mail, Standard Mail, Packages and Periodicals, Only the
external tracking system for Single-Piece First-Class Mail products mieets the service performance
tracking objectives of the PAEA. The Commission has ericouraged the Postal Service to address
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these problems to comply with all service performance reporting requirements and we will
continue to monitor their progress.

The need for accurate service measurement will only increase as the Postal Service contemplates
further budget tightening, reductions in staffing and facilities, significant changes to its network,
and possible reductions in service levels:

Post office closings

The Commission understands the Postal Service’s'need to adjust its retail network to reflect
changing customer needs and its own evolving capabilities. However, the PAEA requires that
affected postal customers:should be properly notified and involved when the Postal Service
considers closing the retail office they depend on. The Postal Service has proposed revisions to its
ruies for closing and consolidating retail facilities. The Commission has provided its comments to
the Postal Service, including recommendations to better ensure customers’ ability to offer input,
improve the evaluation of affected facilities, and coordinate discontinuances with the availability of
replacement retail services: Our comments parallel the concerns and suggested changes the
Commission provided in greater detail in its Advisory Opinion on Station and Branch Closings.

The Postal Service has advised the Commission that it plans to request an Advisory Opinion in the
near future involving the closure of a large number of post offices nationally. The Commission is
currently handling seven post office closing appeals. The Postal Service continues to close some
post offices while it considers implementing new regulations.

Five-day delivery ;
In.March, the Commission presented Congress.and the Pastal Service with its Advisory Opinion on
the potentlal impact of the proposed elimination of Saturday mall delivery and related activities.

The Commission found that the Postal Service had overestimated potential savings and likely
underestimated potential lost revenues. Alithough some of our analysis suggested that even lower
estimates of savings and higher volume losses are possible, our final estimates reflect a more
conservative; middle ground analysis of what could happen under a five-day scenarlo.

Overall, we estimate that net savings of $1.7 billion annually will be achieved after about a three-
year phase-in. If in the near term the Postal Service implements new system-wide network
efficiencies, the savings attributable solely to eliminating Saturday delivery would be less.

The Postal Service did not evaluate the impact of its proposals on customers who reside or conduct
business in remote areas. The Commission did, however, receive significant input from rural
Americans, met with customers and civic leaders in South Dakota and Wyoming and considered
testimony from Senators Murkowski and Akaka. We found that rural America will be
disproportionately affected by the Postal Service's proposal.

Various witnesses and field hearing participants suggested that the Postal Service would lose
potential for growth by giving up the competitive advantage of Saturday delivery. Others
commented that there was value in the presence of letter carriers on the Nation's streets.
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The nature and level of demand for mail is shifting, The heavier burden that would be placed on
remote and rural areas may be lessened as internet broadband adoption increases over time.
However, the Postal Service remains a vital and important institution facilitating economic growth,
alding small businesses, enhancing communications gnd unifying the nation. A decision to change
the existing patterns of postal communications.and delivery should be made with care.

Advisory Opinion process

In prior discussions with members of Congress on the Advisory Opinion process, two key Issues
have surfaced which are dealt with in your bill. First, the Commission is pléased by the addition of a
requirement that the Postal Service provide the President and Congress with a formal response to
the Advisory Opinion and recommendations it contains. If the Postal Service response is required to
be submitted prior to implementation, we believe that this step will encourage timely action by the
Postal Service and enhance the outcome of the process,

Second, the bill fundamentally alters the Advisory Opﬂnion process to produce decisions within 90-
days from the date of the Postal Service’s request to the Commission. Under current law, the
Commission evaluates national service changes in a formal hearing on the record that is subject to
Administrative Procedure Act protections. This type of proceeding can be time consuming,

The proposed legisiation would diminish the opportunity for concerned citizens, mailers,
competitors-and other interested parties-to obtain information for the Postal Service and fully test
Postal Service presumptions. The Commission would be able to alter its procedures and produce its
Opinions more promptly. The detailed findings, palnstaking analysis, and extensive input and
outreach of the Commission’s Five-Day Delivery Opir{ion, for example, would not be possible ina
90-day case. The.Commission has not yet concluded whether it supports the 90 day limit.

Connecting a Nation ~
A sizeable portion of the U.S. population depends-on the mall to manage their lives and stay
connected with their government. A Commerce Department study reports that as of 2009, 31
percent of U.S. househoids did not have internet access at home, and nearly one-fourth of
households did not even use the internet. The mail remains the one universal service connecting
the American people to commerce, government, news, and the social institutions they depend
upon. !

The Commission commends the Postal Service for its sustained effort over many years to increase
productivity, improve processes and lower its costs. The Commission plays its role in assuring vital
postal services by providing transparency, accountability, adequate service levels and citizen
participation.

The Commission believes timely Congressionai action to address the pension and retiree health
benefit issues remain the key element of any reform effort. Before a broader strategy for effectively
managing Its business and serving its customers can be realistically implemented, the Postal Service
must have the capital to proceed. That concludes my testimony. Thank you,

L2253
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Mr. Chairman and members of the Subcommittes, | appreciate the opportunity to
discuss the serious financial condition of the Postal Service, whose leadership

anticipates being unable to meet its financial obligations in the fall.

The Postal Accountability and Enhancement Act (FAEA) was crafted to incentivize the
Postal Service to-adopt a volume-driven infrastructure. PAEA also required prefunding
of benefit plans, but the framers were unaware that the benefit funds had been subject
to-wrongful overcharges. Consequently, the resulting payments have caused almost 80
percent of the $20 billion loss in the past4 years. This causes inflated infrastructure

costs and burdensome debt.

In the nearterm, cost containment and infrastructure optimization are underway. It will
take time, unless numerous large scale actions are undertaken simuitaneously; which
could outstrip management's ability to control optimization and to avoid unintended

consequences including service disruptions.

So what is needed?
in addition to benefit reform, Postal Service optimization of plants, post offices, and the
administrative infrastructure; my office has recommended;

= Conversion to evaluated lefter carrier routes for effective management;

= Flexible work rules matching the ebb and flow of mail;

* A comprehensive delivery point strategy maximizing curb side delivery and

cluster boxes;
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= Evaluating the number of area and district offices;
= Simplification of mail acceptance and pricing;
= Growing the value of mail; and

s Finding the Postal Service’s role in the digital age.

The digital age is continuing to disrupt many communication industries. The
tachnologies provide Americans low costinstant communications, sophisticated data
organization, search engines, hyper links, and impressive mobility. However, Americans
need stronger infrastructures to cope with serious collateral issues. | believe citizens

would benefit if fhe Postial Service could:

= Support Americans in addressing the emerging confidentiality, security,
dependability, and privacy problems of digital communications;

»  Partner with federal, state, and local government agencies to provide e-
government services and Post Office window services for more complex
business; and

* Provide a safety net for those being left behind by the digital revolution.

Senator Carper's bill proposes allowing the Postal Service to provide nonpostal services
utilizing postal physical and digital infrastructure in a manner consistent with public
interest. This bill would provide the Postal Service an opportunity to find its digital role in

America.
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The Postal Service has set aside more than $300 billion in cash to meet its future
benefit fund obligations. Additional contributions of $55 billion will result in a 100 percent
prefunding level. The $300 billion does not include the overcharges of $82 billion
documented by my office and others. If overcharges are retumed, the prefunding levels

will exceed 100 percent.

While benefit funds are reexamined and awaiting action, Congress and the Postal
Service could explore the option of clarifying prefunding requirements to be inclusive of
Postal Service assets. The purchase price of Postal Service real estate is $27 billion,
but the fair market value is far greater. The Postai Service owns real estate in premium
locations. For example, the nearby National Postal Museum has a purchase price of
$47 million, but a tax assessed value of $304 million. If this example is any indication of
fair market value, taxpayers are well protected and a surplus of assets would likely be
given over to the Treasury, if the Postal Service were suddenly shut down - a very

unlikely event.

Alternatively, there are statutory provisions that may allow the Postal Service to work
with OPM to fashion an appropriate arrangement to recognize the assets and meet the

obligation.

Against this backdrbp of over funding, the Postal Service continues to be billed $11
billion every year for retiree obligations, instead of taking the annual costs out of the

funds created for that purpose. As | have testified before, | agree with Senator Susan
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Collins’ call in September 2010 for OPM to change its calculation of Postal Service
pension fund payments. Failing action by OPM, Senator Carpet’s bill to require an OPM
recalculation to correct the mistakes and balance the accounts is desperately needed to

stop the crippling payments.

As | outlined, there is an overwhelming need for a substantial and objective review of
the benefit plans and payments. This will allow construction of a clear, fair, and accurate
financial map for the Postal Service’s future course. Otherwise, the Postal Service will

be billed into insolvency while overfunding its benefit plans.
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Before The

COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS

UNITED STATES SENATE
TESTIMONY OF CLIFF GUFFEY, PRESIDENT
AMERICAN POSTAL WORKERS UNION, AFL-CIO
(May 17, 2011)

Mr. Chairman and memibers of the Committee; 1 am Cliff Guffey, President
of the American Postal Workers Union, AFL-CIO —the APWU. Thank you for
providing me this opportunity to testify on behalf of our more than 250,000
members.

As the Chairman and this Committee know, legislative relief is necessary
to restore the financial stability of the Postal Service. The APWU very much
appreciates the leadership shown by the Chairman in proposing legislation that will
meet the Postal Service’s critical need for immediate financial relief. We strongly
support, and we believe the entire postal community will strongly support, the
proposal to give the Postal Service more than $5 billion in breathing room each
year by permitting it to-use its overpayments in the Civil Service and FERS
retirement accounts to meet its obligations to pre-fund postal retiree health benefits

and pay workers compensation obligations.
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There is also a broad consensus in the postal community to support
proposals to revise the prohibition on offerfng non-postal products, to permit the
Postal Service to partner with States and Local Governments to offer additional
governmental services in postal facilities, and to accept beer and wine for
shipment. We also support efforts to help t}xe Postal Service adapt to changes in
communications while continuing to fulfill 1ts essential mission. These measures
will help bolster postal revenues and help r:;aintain a postal network that can
deliver postal services to every part of the country.

It bears emphasis that this is not a reqﬁest for a subsidy or bailout of the Postal
Setvice. The Postal Service is very capable of dealing with the challenges it is facing
because of declining mail volumes and a shift to electronic transmissions. What it
cannot sustain is the burden of the unique an& unreasonable requirement that it pre-
fund its retires health benefits over a ten-year ;period without access to the billions of
dollars by which it already has overfunded CSRS and FERS retirement benefits.

Exhibit A to this testimony is a chart thai shows the Postal Service's net income
for fiscal years 2007 through 2010. As this chart shows, during this period that included
the most severe recession since the Great Depression, the Postal Service had an a net
income excliding retires health benefits pre-fuhding payments:of more than six hundred
million dollars ($600 million).. During that four-;?ear period, the statutorily-required
payments to pre-fund retiree heaith benefits totaled nearly twenty-one biilion dollars

($21 billion). In FY 2010, the payment for retitee health beneflts consumed 8.2 percent
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EXHIBIT A

TESTIMONY OF CLIFF GUFFEY
ON BEHALF OF AMERICAN POSTAL WORKERS UNION, AFL-CIO

2007 2008 2009 2010 Curniulative
Revenue 74973 | 74.968 68.116 87.077 285.134
Net Income {5.142) | {2.806) {3.794) {8.505} (20.247%
Payments.to
Retiree Health
Fund 8.358 5.600 1.400 5.500 20.858
Percent of
Revenue 11.15% | 7.47% 2.06% 8.20% 7.32%
Net.income
excluding
Retiree Health )
Fund Payments 3.216 2.784 (2.304) {3.005) 0611

Future PSRHBF Commitments as reported in 2010 10-K (does not inciude
President's budget proposal)

2011 8.5
2012 5.6
2013 5.6
2014 5.7
2015 5.7
After 2015 5.8
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of postal revenue, With the additional payment of $2.247 billion to fund retiree health
benefits for current employees, this meant thét the Postal Service was required to pay
11.5 percent of its revenue for retiree heaith benefits. These payments deprived the
Bervice of capital needed to improve and maintain its distribution networks, and to
develop and launch new products; and thay résulted in twelve billion dollars ($12 billion)
in debt.

It also bears emphasis that réal: postal wages have closely tracked wages in the
rest of the economy and the Consumer Price index {CPH) for the entire history of the
Postal Service. Exhibit B shiows that the average straight-time wage for the APWU
bargaining unit has increased less than wages and salaries of private sector workers as
measured by the Employment Cost Index (EC?) since that measure of employment
‘costs was first published in 1975, Exhibit C to this testimony graphs increases in
nominal and real wages of postal workers from the effective date of the last legislated
wage increase in 1970 through 2010. As you will see, real wages have increased
slightly over that period of time. However, as Exhibit D:shows, Postal Service Total
Factor Productivity and Labor Productivity havé grown far more ove‘r the same period of
time. Thus, postal workers have shared the béneﬁt of increased postal productivity in
the form of slight increases in real wages since 1970. And the American public.also has
benefitted from the fact that postal wages havé been constrained as postal productivity
has increased. As Exhibit E shows, postage rétes today are, in real terms, no higher

than they were In 1972,
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Returning to the topic of possible legislative changes, 1 want to particularly
emphasize the importance of maintaining a postal presence in small communities,
The Post Office provides a unique public service that is still a necessity for many
people. Being from Qklahoma, which has many small towns and rural post
offices, I can tell you from first-hand experien(:e that the Post Office is a focal
point of many small communities; it is “whére the flag flies;” it is where the
government provides support for the community.

For this reason, and for other reasons, I must tell you Mr. Chairman that we
cannot support the provisions of your bill related to post office closings.
Consideration must be given to the availability of postal services, and other
services that may be offered through the post office.

We are sensitive to the issue of cost and the possibility of deficits in small
postal offices. In our new National Agreement, we have agreed to flexible
schedules and to the use of lower-wage and temporary workers in small facilities
where such savings tight increase the viability-of small postal facilities.

This leads me to two other points I need to make concerning proposals to
require the Postal Service to develop a plan for the expansion of alternate retail
options, including contract postal units. First, while we appreciate and support the

policy emphasis on providing services to all communities, the manner of providing
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those services is not the sort of broad policy question that is suifable for legislation.
The Postal Board of Governors is responsible for making this sort of strategic

decision and for requiring management to develop means and methods for

delivering postal services in accordance with an overall plan. The Congress should
not attempt to become the strategic overseer of the Postal Service.

The second point is that this sort of lég‘islative provision would diminish the
flexibility of the parties in negotiating calleszctive\ bargaining agreements. This is
not the time to get into great detail on our new agreement; but I can tell you that it
makes provision for the effective and less expensive delivery of retail postal
services. Our emphasis throughout our new agreement is that professional postal
workers should perform postal work whenever it is least costly or more efficient
forthemto do-so. Weare se’eki’ng to climir;ace contract postal units that are
redundant to or more expensive than post offices run by postal employees.
Legislation in this area would interfere with the parties’ agreement on these issues
and limit the flexibility of the parties in their mutual efforts to make small postal
facilities more viable.

We also urge reconsideration of the provisions that would invalidate
legislation guaranteeing six-day delivery, aﬁd that would prevent the Postal

Regulatory Commission from taking the time it may need to consider important

10
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changes in postal services. It would be a miistake for the Congress to micro-
manage the Commission. There are important reasons why Commission
consideration of the proposal for five-day delivery took nine months. This is an
issue that implicates the future, not just thc;present, level of service to be provided
by the Postal Service. The importance and sensitivity of this issue explains why it
has been the subject of regular legislative riders that preserve six-day delivery.
Several Commissioners filed separate opinions on the Postal Service proposal.
The Commission's thorough hearings and careful deliberations informed and
improved the debate over this important issue.

Furthermore, this issue is not only important and sensitive, it is very
complex. As evidence of the difficulty the Commission faced in dealing with it,
consider the fact that postal reform legislati‘pn was introduced in every Congress
forabout ten years before it was enacted; and when it finally passed, it proved to
be an imperfect piece of legislation.. The Con;unission acted responsibly and well
in its consideration of this question.

We have reservations about the suggestion that Negotiated Service
Agreements should be permitted without a showing that they would increase net
income or create other efficiencies that benefit the Postal Service. 'We recognize

that these standards may not work in an era of declining mail volume; but NSAs

11
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should still be subject to a requirement that they be justified by improving the net
income that otherwise would have been achieved in a situation where it is
necessary to negotiate an NSA to mitigate an otherwise more negative outcome.

Finally, Mr. Chairman, with all due rcspect, 1 must state our unalterable
opposition to proposals to change the standérd for interest arbitration necessary to
resolve collective bargaining disputes. These proposals would substantially undo
the enactment of free collective bargaining established by the Postal
Reorganization Act of 1970. That legislatidn, which was precipitated by a
nationwide postal strike, recognized that it is not practical to permit strikes by
postal employees. It also recognized the neﬁ:cssity of a fair and impartial interest
arbitration process to replace the right to strike.

Before my election as President of the APWU in November 2010, I served
as Executive Vice President or as Clerk D’iv;fision Director of the Union for 25
years, 5o I have bargained with the Postal Sérvice in good financial times as well
as bad. In our recently-concluded negotiations, we and the Postal Service were
confronted by financial difficulties that required aggressive, creative and far-
reaching solutions. Iam proud to say that we were able to find such solutions.

The Postal Service has estimated that our new national agreement will save

the Postal Service $3.8 Billion over the term of the agreement, and more than that

12
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in subsequent years. The agreement also provides a substantial measure of
profection against the disruption of employees’ personal lives due to changes in the
Postal Service.

The new collective bargaining agreerizent was ratified by our membersina
vote that was tabulated last Wednesday, May 11, 2011,

It has become fashionable in some cifcl&’ to bash public employee unions
and to blame them for financial problems tﬁey have not caused and cannot solve.
In that regard, this proposal places postal ustions in good company. The draft
legislation we have seen would destroy the faimess of postal bargaining in several
ways. It would put an arbitrary time limit on interest arbitration; it would make
postal employees pay the price for congressionally-caused deficits employees have
been powerless to prevent or alleviate; and it would place a de facto CPI cap on
increases in postal wages. [ hesitate to use such loaded language, Mr. Chairman,
but these provisions would gut free collective bargaining by postal employees.

The APWU is adameantly opposed to them.

1 do not want to end this testimony on sucha negative note. We very much
appreciate the leadership of the Chairman in addressing the issue of CSRS and
FERS overfunding and retiree health benefits pre-funding. We believe that there is

a broad and strong consensus in the postal community to support these measures,
and we will cooperate in any way we can to help achieve them.

1 will be happy to answer any questions the Committee may have.

13
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TESTIMONY OF
MARK STRONG

PRESIDENT OF
THE NATIONAL LEAGUE OF POSTMASTERS

BEFORE
THE

SENATE COMMITTEE ON HOMELAND SECURITY AND
GOVERNMENTAL AFFAIRS SUBCOMMITTEE ON FEDERAL
FINANCIAL MANAGEMENT, GOVERNMENT INFORMATION,
FEDERAL SERVICES, & INTERNATIONAL SECURITY

May 17, 2011
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Testimony of Mark Strong
President, National League of Postmasters
May 17, 2011

Chairman Carper, members of the Subcommittee, thank you for inviting the National
League of Postmasters (LEAGUE) to testify here bef%)re you today, It is a pleasure to be here.

My name is Mark Strong and I'am the Pwsidént of the LEAGUE. 1 am also the
Postmaster of Sun City, Arizona, an unincorporated area in the northwest portion of the
Phoenix, Arizona, metropolitan area. L have servea in that capacity since 1992. In addition
to Sun City, my post office includes Sun City West, f:emd Surprise, Arizona. [am originally
from Montana and have served in many small rural post offices.

Founded in the late 19" Century, the LEAGUE is 4 national trade association
representing postmasters throughout the United States. Postmasters are the field managers of the
Postal Service. We manage notonly the carriers whn deliver the mail in every city town and
village in the country, but-also the clerks that operatc%thz windows in every one of the offices
owned by the Postal Service. Rural postmasters are a significant part of our membership.

At'the outset, the LEAGUE would like to corimend the Chairman, the Subcommittee
members, and staff for undertaking this very imponai,lt hearing on the. Postal Service’s financial
crisis, The mailing industry is a very important entity, a $1.139 trillion impact on the American
economy, employing over 8.4 million Americans, acéording to an Envelope Manufacturing
Association study.

The Postal Service’s Current Financial Crisis
We beligve that the current financial crisis of the Postal Service was caused by two

factors.
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The first factor was the serious recession of the last several years. Much of the Postal
Service's revenue comes from advertising and markeﬁng mail. Advertising and marketing
budgets are always some of the elemerits of business %hat are hardest hit during a recession.
Thus, predictably, postal revenues drop precipitously during recessions and in this decline,
postal revenues dropped greatly.  One can tie the fall m postal revenues directly to the fall of the
nation’s economy, as the following figure from a rece::nt PRC decision illustrates. This chart
tracks, quarter by quarter, the drop-in postal revenue§ from the first quarter of FY 2007 to the

third quarter of FY 2010.

4.0%
2.0%
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~4.0%
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Quurter, Fiscal Year

WVolume ® Total Workhours

Postal Regulatory Coramission, Order 546 in Docket R 2010-4 at p. 83 (Source: USPS Form 10-
K Quarterly Financial Statements, Quarter 1, FY 2007 — Quarter 3, FY 2010).

One can clearly see that the Postal Service’s drop in volume bottomed out in the Second

and Third Quarters in 2009, That is just about when the recession bottomed out, according to the

Wall Street Journal’s Market Watch, hup:

bodoming-out-2009-09-21 . Further, as the chart shows, postal volumes have started to recover as the

G
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economy has recovered. We have not yet fully recovered, but then again, neither has the
economy.

The second factor leading to the current economic woes of the Postal Service is the
overpayment that the Postal Service was forced to make into its pension funds, and the fact that
this pension surplus cannot be used to pre-fund the Postal Service’s retiree heaith benefit
obligation, thus saving the Postal Service some $5 plus billion per year. Forcing the Postal
Service to pay billions per year into a retiree health benefit fund when is has already overfunded
its pension plan is the epitome of irresponsibility, and truly a “stamp tax” of the worst sort.

This issue has been discussed at length-in priﬁ;ar Congressional hearings by a variety of
parties, including the LEAGUE, and we will not wvisit that ground in great detail. Suffice it to
say that this issue, more than anything, is résponsible for the current financial condition of the
Postal Service, as the PRC found in'its exigency case last year.

The LEAGUE strongly supports efforts, such as those of Chairman Carper and of Senator
Collins, to rectify this injustice by allowing the Postal Service to use its overpayments to prefund
its retiree health benefits obligation. Without substantial relief in this area, the Postal Service
cannot continue as a viable entity for the long term, no matier what one does. No business of
any type, in.any part of the country, could afford to pay a $5+ billion supplemental annual
income tax—which is what the Postal Service is doifjg—and remain viable.

In terms-of electronic diversion, some suggest that this has been a major factor
contributing to the Postal Service’s woes in recent years. We simply disagree with that,
Electronic diversion of bill payments and bill presentation has beent with us for decades. Itwasa
factor thirty years ago in the postal world, was a factor present during the recession, and will be a

factor for years to come. The Postal Service planned for it, and executed those plans well. Itis
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and has been a fundamental factor of postal life. Those that stretch the strength of the immediate
impact of electronic delivery for hyperbole’s sake do éso to the detriment of everyone.

The key to the future is increased operational iﬂexibility, increased pricing flexibility for
the Postal Service and its customers, decreased manaéement bureaucracy, and a flattened
management structure. The seven remaining Area offices of the Postal Service deliver no mail,
sell no stamps, serve no customers and yet they cost $l .5 billion & year, nearly three times the
cost.of the 10,000 smallest post offices. These changes would all add value to the mail and add
value to the experience of the postal customer.

Closing of Small Post Offices

There appears to be renewed interest in some sectors in closing small rural post offices,
an interest that is too often simplistically tied to the h;’otion of closing excess facilities to drive
excess capacity out of the system,  This interest has azrisen despite the fact that small rural post
offices are the keystone of many rural communities, and the fact that closing post offices saves
the Postal Service very little money. According to PRC data the total net cost of the 10,000
smallest Post Offices—more than one-third of all Post Offices in the United States—is less than
séven tenths of one percent (0.7%) of the total cost of the United States Postal Service. The
League just recently re-verified that data with the Coi’ﬁmission’s staff.

Thus, closing post offices is nota cost savingé measure of any serious import, no matter
how anyone spins it. It is one of those “cost saving” measures that is popular with senior postal

managers-who wish to “look good” and give the impfession that they are driving costs out of the

—5—
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system, without really doing so. In order to drive cdsts out of the system, one needs to focus on
increasing efficiency in the administration of the syétcm (less repotts, more hands-on work) and
on driving out any excess capacity in the processing and transportation network. The breadth
and scope of the delivery network turns more on thé number of delivery points in an area, rather
than on the number of pieces delivered. 'i‘hc m:mbér of pieces delivered goes to the number of
routes that exist, and our members have worked wifh their carriers in very productive ways
throughout the recession, in order to consolidate and increase productivity in that area.
Moreover, closing post offices to save money is-not popular with the American public,
and they would prefer any number of other cost»saviing measures, as polls have consistently
shown, the most recent of which was done by Gallup just-about a year ago, in March 2011. The
poll reported that 86% of Americans oppose closiné post offices. This overwhelming nationwide

endorsement of post offices was consistent with a 2009 Gallup Poll which showed that 88% of
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the public opposed closing post offices. Its findings are reproduced below.

As you may know, the U.S. Postal Service recentlyy announced that itis anticipating
hillions of dollars in losses this year: Please tell me whether you would strongly favor,
Javor, oppose, or strangly oppase each of the following as « way to help the Postal
Service solve its financial problems. How about ... ?

‘l"‘mmr "Oppose

Reduce the number of days you; Jocal past office wopéﬁ fmm s&dz}x‘ u
week tn five . '

o

Have the federa gwmment provide funding for the Postal Service

Close your local post office branch A 12 86

Gallup poll, Maich 16, 2010

GALLUP

The Gallup poll may be found at htipy
i1-deli ]

Few other government services rank this high in importance in the public’s mind,
according to the Harris poll. Moreover, the few that do rank as high or higher—Medicare (90%
support), Crime Fighting and Prevention (88% supM), Social Security (86% support), Defense
{83% support), and National Parks (83% support)‘—;:ost 10 to 100 times more than small rural
post offices, and are paid for by tax dollars.

That Gallup data concerning the support for small rural post offices is consistent with the

findings of our postmasters when they visited hundreds of Congressional offices during the

! hitp:fwww. harrisinteractive. com/ivaultMarris_ Interactive_Poll_Politics. Gov_Services_2010_01.pdf

—7—
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LEAGUE'’s Legislative Forum earlier this year. The support for small rural post offices was near
universal, and expressed in no uncertain terms.

Not surprisingly, many in Congress reflect thgt sentiment, since they often reflect the
sentiment of their constituents. Some cynics—~usu§lly urbanites—find this difficult to
understand, They often suggest that rural communities really don’t depend upon their post
offices that much, and can do without them if theyju;t receive good mail service. Those that
hold this view suggest that Senators and Congressmexﬁ?x who oppose closing rural post offices are
just trying to save the one or two local jobs that mi.gh? be lost to the town if their post office was
closed. Nothing could be further from the truth, One ortwo jobs m a community are not the
issue here. Community service is.

Support for tural post offices stems from the role these institutions play in their
community and the cohesive function they serve in their communities.. The Congressional
concern about closing rural post offices has always facused not so much on the quality of mail
delivery, but on the Congressional concern with the irfnpact that the closing or consolidating of
post offices has on the affected rural communities, péﬁculwly in'small towns and rural areas,
including the nonpostal effects of those closings. [ndeed, in the early 1970s, in reaction to the

Postal Service going too far in closing small post offices and harming rural America, Congress—
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specifically the Senate—pulled the Postal Service;bag'k out of concern for the nonpostal effects
of small post office closings. That is why the post ofﬁce closing statutes were added in 1976,

In adding those provisions, Congress wanted to force the Postal Service to give a
community notice when it made a decision—not a de?:ision to-close a post office but a decision
to consider closing a post office—so that the local ci’éizenry could be informed and intelligently
discuss with the Postal Service how their communitiés would be affected. This would aliow the
Postal Service, in its public interest rolé; to balance tt;e effects to the community against its own
interests. Thus, the Postal Service, with the data obtaiined from an informed citizenry, could
make an informed decision that would do-no harm tofmral‘America. Where communities had
truly disappeared and post offices were no longer needed, it could close them, Where
communitics were teetering on the brink of extinction, and the post office was desperately
needed, it could be kept open. In this capacity, the Pé;stka{ Service was 1o act in the public
interest—not it’s sole interest—in these matters, t&kh;g into account all the interests of the
community. See In the matter of Bill, Wyoming, Pos':tal Rate Commission Docket No. A 79-22
{October 18, 1979).at 9.

When those laws passed in 1976, Senatorial c‘pncem with the nonpostal effects of
closings and consolidations was broad and bipartisa.n‘: This concern was expressed during the

1976-floor debate about whether post office closing provisions should be added to the bill that

—g—
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was before the Senate in order to rectify the problem that the Postal Service had created. These
provisions were adopted and the bill passed the Senate, ultimately becoming the 1976
amendments to the Postal Reorganization Act of 1970.

The 1976 floor debate in support of the Randqlph amendments was definitive, bipartisan,
and broad. For instance, Senator Randolph (D-WV), the architect of the post office closing

provisions said:

. .. T look on those offices . . . as representative of the Federal Government from the standpoint of
actual day-by-day service, not just for the patrons of the offices, but also for the people of those
cominunities who are helped by the postmaster,

LE X 3
These postmasters--men and women-are, in a sense, counselors to so many people, They help, in
many ways with the filling out of forms and reports, and they represent what [ 'believe is the
human side of the Government . . . They strive daily to help citizens generally across a broad
front.

122 Cong. Rec. 27092 (August 23, 1976).

Likewise, Senator Ted Stevens (R-AK), who helped craft the 1970 Postal Reorganization

Act, said:

We are aware that the U.S. Postal Service and its local ;‘jzost offices perform many fimctions which
in reality have niothing to do with delivering the mail. No other Federal agency touches the lives
of every American every day like thie U.S, Postal Service does. For millions of Americans, the
U.S. Postal Service is the only Federal agency with which they come in contact. The USPS to
them is a govemment symbol and in important part of the Federal Government. In rural America
thers are hundreds and thousands, indeed GAO maintains there are 12,000, of post offices which
in fact do not need to exist in order for the U.S. Postal Service to carry out its function of
delivering the mail, On the other hand, they are needed for ic, social, and cultural benefits

10—
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of rural America . . . Post offices provide a public service which I do not feel should be eliminated.
These examples pointup the nieed to maintain post offices even when mail can be delivered
through another method.

Id. at 27128.
Senator Ernest Hollings (D-SC) strongly supported Senator Randolph:
I say 1o the Senator from Alaska that you only have to see a State of that kind to appreciate what
the Senator from West Virginia [Sen. Randolph] is trying to get to. They are all out there, little
fishing villages hither and yon, and the central gathering point is our little post office, That jells
them together into & community. I think that is valuable to America . ... .

1d. at 27107,
Senator Robert Packwood (R-OR) echoed that sentiment:
I believe that small post offices serve a necessary social function. They are a hub of small
-communities, and are often the only Federal agency in town to give needed information on taxes,
social security, civil service, and other public service materials. These rural post offices are

necessary services,

122 Cong. Rec. 27427 (August 24, 1976).

Congress determined back then that the post office closing laws protect a public interest
much broader than the provision of postal services. It is a public interest of the most
fundamental kind, and one that is difficult for urban rgsidems to understand as it does not really
exist in urban areas. The Postal Regulatory Commiss;ion has recognized this broader interest in
its case law, which-most clearly articulated and incorporated into its jurisprudence in the seminal

Lone Grove case:

—11—
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There is nothing inherent in the broad term “effect” which would limit its application to
consequences directly connected with a change in postal Service patterns. . , If Congress had
intended to limit the consideration of community effects to those caused by changes in mail service
patterns, it could have omitted § 404(b)(2)(A) altogether and rested on the provision just quoted. . .
. We think that the structure of § 404(b) as & whole thus supports the view that § 404(b)(2}(A) was
intended to encompass effects on the community other than those causally linked with the change
in postal service patterns. . . .In view of this legislative history, it seems to us incontestable that the
Service was intended to consider community effects not connected with the rendering of postal
Services.

in the Matter of Lone Grove, Docket A79-1, May 7, 1979.at 10,.13, 16.
See also In the Matter of Woolsey, Georgia:
In Lone Grove . .. the Commission concluded that the Postal Service is required, as a matter of
law, to make an independent inquiry into nonpostal effects of closings or consolidations and its

determination to effect such a closing or consolidation must demonstrate that such an inquiry was
made, We specifically pointed to several nples involving business, economic and social

effects which we believed were necessary areas for Postal Service inguiry.”)

In the Matter of Woolsey, Georgia, Docket A82-1, May 14,1982 at 7.

Finally, the point Senator Stevens made back in 1976 about the importance of post
offices and postmasters being the visible face of the governmient and of government services, is
still with us toddy, just as much as it was 35 years ago. The electronic revolution that has
occurred since then has not affected this interest to any significant degree, as the testimony of the
LEAGUE and its sister organization NAPUS have shown over the last several years. Indeed,
there is a video made by the Postal Service a number of years ago that visually documentsa

current example of this very phenomena in Horatio, South Carolina. The video is entitled Post
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We highly recommend that the Committee watch it. The rental for the Horatio post office, by
the way, is $125 per month, including electricity, and the Committee should note that the Horatio
post office is co-located with a general store and has been since it was founded.

Closing post offices, like the closing of Borders Bookstores or Blockbuster outlets, can
seem like a fast way to cut costs, but it carries significant hidden costs. First, unlike other stores,
post offices are not just retail outlets; they are part of'a nationwide réceipt and delivery network.
This receipt and delivery network depends upon the existenice of these rura! offices, and without
them there will be gaps in coverage of delivery and postal services.

Second, any extensive closings of small rural post offices and the associated withdrawal
from serving rural America fosters an image of an organization in retreat from its mission. It
erodes confidence, reliance, investment, and support. In short, despite its “quick fix™ appeal, it
paves the path for both the Postal Service and the communities which lose their post offices to
slowly dry up and fade away.

Finally, there is always a big political price to pay‘for¢losing a town’s small post office.
Not only does it deeply insult the local community by giving the impression that the federal
government has abandoned them, but there is a certainly finality about it that often ends up

killing that community. As Senator Hubert Humphrey put it on the floor of the Senate years ago,

—13—
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“I cannot imagine that [the President] will want to deliberately go-about the country insulting
community after community by saying, “take down the American flag from in front of your post
office and close up the post office.”™ 122 Cong. Rec. 27424 (August 24, 1976).
Small post offices should not be closed, and indeed cannot be closed without doing

serious damage to rural America and the image of the federal government in those areas.

Thank you for considering our views.
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Good morning, Senator Carper and members of the Subcommittee, I am Jerry
Cerasale, Senior Vice President for Government Affairs of the Direct Marketing
Association, and I thank you for the opportunityiﬁto appear today on behalf of the Direct
Marketing Association (DMA) concerning the financial crisis of the Postal Service.

DMA (www.the-dma.org) is the leading global trade association of businesses
and nonprofit organizations using and supporting multichannel direct marketing tools and
techniques. DMA advocates standards for respehsible marketing, promotes relevance as
the key to reaching consumers with desirable offers, and provides cutting-edge research,
education, and networking epportunities to imp‘nﬁve results throughout the end-to-end

direct marketing process. Founded in 1917, DMA today represents companies from
dozens of vertical industries in the US and 48 other nations, including nearly half of the
Fortune 100 companies, as well as nonprofit organizations.

In 2010, marketers—commercial and nonprofit—spent $153.3 billion on direct
marketing, which accounted for 54.2% of all advertising expenditures in the United
States. Measured against total U.S. sales, these advertising expenditures generated
approximately $1.798 trillion in incremental sales. In 2010, direct marketing accounted
for 8.3% of total U.S. gross domiestic product. “Also in 2010, the direct marketing
industry employed 9.8 million Americans. For the mailing industry alone, the Envelope
Manufacturers Association’s Mailing Industry Job Study found the economic impact on
the U.S. economy to be $1.139 trillion employing over 8.4 million Americans.

DMA members account for approximately 70% to 80% of mail volume in all
classes of mail and contribute over 85% of the revenue of the U.S. Postal Service. The
U.S. Mail is an important channel of communications for our members to reach
customers. and potential customers with relevant offers, notices on transactions and
delivery of products. ' ‘

DMA thanks this Subcommittee, and particularly Senators Carper and Collins, for
its past commitment to the Postal Service and its customers. We are pleased with your
continued involvement and look forward to working with you to find solutions for the
challenges facing the United States Postal Service.
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DMA and its members are very concerned about the long-term fiscal viability of
the Postal Service. It projects continued loSs of mail volume, but it maintains a
processing, transportation and delivery netwm'l‘:i that can handle almost twice the current
mail volume. Postal Service customers, particularly business customets, cannot afford to
pay for that excess capacity. The Postal Service must right size for its survival and must
do it immediately. !

Of course, DMA believes that mailers have over funded postal pension
obligations by $50 to $75 billion, and that this éverpayment coupled with the aggressive
formula for the Postal Service to prefund postal ;retiree health benefits seriously threatens
the ability of the Postal Service to right its financial situation.

Postal Pensions and Retiree Health Benefits

Through the postage we pay, postal customers have been funding Postal Service
employee pensions since July 1, 1971. Recently, both the Postal Service Inspector
General and the Postal Regulatory Commission determined that postal customers have
overfunded pension obligations for postal retirees under the Civil Service Retirement
System (CSRS) by between $50 billion and $75 billion. In fact, not only have the
pension obligations for every hour worked for the Postal Service been fully funded by
mailers, but also mailers since 1971 have paid for the pension obligations for hours of
work performed before the Postal Service was created. Without this overpayment for
obligations for pre Postal Service work, postage would have been lower, and there would
have been much more that businesses could have done with mail to stimulate economic
development and job growth. We could have employed more Americans than we
currently employ. Excess CSRS payments have affected businesses and consumers in the
same manner as any overpayment of taxes. This tax hits small businesses, the job
creation engine in the American economy, partiéularly hard. ‘

In addition to this $50 billion to $75 billion tax on postal customers, the Postal
Accountability and Enhancement Act of 2006 (PAEA) has required postal customers to
fund future postal retiree health benefits with a steep 10-year payment schedule averaging
approximately $5.5 billion per year. As with the CSRS tax, this payment schedule

suppresses economic activity and job creation in the private sector. This schedule was
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created prior to the discovery of the CSRS overpayment, We again commend Senators
Carper and Collins efforts to account for this overpayment.

There is another postal pension issue that we urge the Subcommittee to include in
any postal legislation. We understand that our payments to the Federal Employee
Retirement Systemn (FERS) are overfunded by approximately $6.8 billion and growing.
Moreover, the Postal Service’s FERS contribution percentage is being increased,
potentially creating an even greater overpayment. This simply does. not make sense.
Moreover, the repayment provisions included in the President’s Budget--$500 million per
year—are inadequate to refund another new tax on mailers. We support the provisions
concerning FERS in Senator Carper’s discussion draft and S. 353, the Postal Service
Improvement Act of 2011, introduced by Senator Collins.

DMA believes that the elimination of the CSRS and FERS taxes on postal
customers is sound policy. We urge the Subcommittee to include in any postal
legislation a requirement that the Board of Governors use any “refund” for prefunding
postal retiree health benefits, then, if funds rerﬁain, to retire debt before any other use.
This would improve the fiscal well-being of the nation’s postal infrastructure and
eliminate the subsidy of Federal Govenunentreérees by postal customers.

Collective Bargaining
Since postal employees are barred from striking, postal law requires postal

employees and postal management to submit to binding arbitration if there is a failure to
reach a negotiated labor contract. Both Senators Carper and Collins provide that any
arbitrator must consider the financial condition of the Postal Service in any arbitration
award. Senator Carper would add two additional factors for the arbitrator to consider—
that rates are inflation capped and that postal wéges must be comparable with the private
sector.

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

collective bargaining process.

Delivery Service

Business-related transactions provide 85% of all postal revenue. Businesses use
the mail to reach their customers and potential customers with information; offers and
product, much as political candidates use mail to communicate with voters. Mail is a
valuable channel for business communication and commerce. That value, however,
depends upon both price and service. Any change in delivery service must be based upon
the needs of postal customers. This is imperative. We do not take a specific position on
delivery days, but the financial viability of a Postal Service funded solely by customers
requires service that meets the needs of those customers. Moreover, the Postal Service
and Postal Regulatory Commission do not agree on the cost “savings” from elimination
of a day of delivery. Congress should refrain from placing unfunded mandates on the
Postal Service (and, thus, its customers) when that which is mandated is not necessary to

meet customer needs.

Facilities

With a network of over 38,000 retail facilities, the Postal Service should attempt
to co-locate those facilities in private sector retail outlets. It should look to co-locate
other federal, state and local operations within existing postal facilities, and it should look
to offer retail postal services through the Internet, self-service outlets and other non-
postal retail outlets. Moreover, the Postal Service should immediately begin the right-
sizing of its retail network, and Congress should allow it. Both Senator Carper and
Senator Collins. include provisions in their legislation on retail facilities that DMA
supports. S: 353 includes a provision requiring a Postal Service‘plan to ensure that postal

customers have ready access to postal retail facilities by collocating postal retail
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operations within private retail locations within communities. Senator Carper’s
discussion draft would eliminate the prohibition on the Postal Service from closing a Post
Office solely for economic reasons. It is important to understand that this prohibition
does not apply to processing facilities or, in the view of the Postal Service, to stations and
branches. Little progress has been made, sadly. The Postal Service should be actively
consolidating its facilities while maintaining a commitment to service. The current mail
processing, transporting and delivering network has a capacity of well over 200 billion
pieces of mail per year. (It may be as high as 300 billion.) The Service projects mail
volume to be 150 billion pieces by 2020. We cannot afford to maintain excess capacity.
It is important for Congress to require the Postal Service to right-size its network,

New Products

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

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

There is one caveat that needs to be addfessed for any new product offered by the
Postal Service. As former Deputy Postmaster General Michael Coughlin earlier stated
before this Congress, the financial difficulties facing the Postal Service are huge—the
Service had an $8.5 billion loss in 2010. To c&ver that loss with net proceeds from new
products, the Service would need 85 new products producing $100 million annual net
revenue or 850 new products producing $10 million net revenue. New products will
help, but they will not bring the Postal Service out of its financial difficulties.
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The Postal Service should focus on increasing mail volume and avoiding actions
that force mail out of the system. To do this effectively, it should look first very
aggressively at removing barriers for customers to use the mail. In the past few years the
Postal Service has placed many new requirements on business customers that
necessitated the reengineering of address placement on catalogs and magazines, new
barcoding, new paper weight for lightweight flats and new demands on customers’ IT
systems in hopes of reducing costs of the Postal Service. Sadly, thos¢ Postal Service
costs keep rising right along with the mailers’ costs of compliance for the new
requirements, All of those requirements should be reexamined by the Service in constant
consultation with its customers. The cost of postage, coupled with a steady increase in
costly and complex: requirements to use the maﬂ, has driven mail out of the system. This
is not “good business.” As the current experience has shown, these compliance. costs
rémain whether or not mail volume is present to cover them. DMA believes that the
Subcommittee should consider in any postal legislation a cost benefit analysis for any
new requirement, such as included in S. 353, but, moreover, applying any added costs to
market dominate mailers to the rate cap for the year in which the requirement is effective.

DMA applauds the Postal Service for its latest filing at the Postal Regulatory
Comrnission to have a summer sale for mailers who include a QR code in their mail
piece. This is-an experimental product to mcrgér print and mobile. A mobile phone app
will be used to take a picture of the QR code, and the consumer will be sent to a web site
for more information or purchase information. We do not know whether the product will
be a success, but even if it is not, we implore the Postal Service to continue to strive to
find products that directly complement electronic communication and commerce.

We agree with the provision in Senator Carper’s discussion draft to allow the
Postal Service to offer new services using its reiail, delivery and transportation networks
provided those offerings do not create unfair competition. As stated above, it is
important that the Postal Service management partner with the private sector when
possible to avoid the cost and time to develop new expertise that already exists in the

private sector.
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Miscellaneous Provisions in the Discussion Draft

DMA believes that the authority over changes in postal rates that resides with the
Governors of the Postal Service should not be subject to delegation. Since the Postal
Service has a monopoly on letter mail, the Presidential appointees. (with the advice and
consent of the Senate) should maintain and execute that authority.

DMA is also concerned with the 45-day decision requirement on the Postal
Regulatory Commission for transfer of products from market dominant to competitive
and visa versa. Transfers of products between categories can have significant postage
consequences, and a 45-day decision deadline will not allow potentially harmed mailers
adequate opportunity to present their views. Since a product would still be offered by the
Postal Service when a decision on & transfer is pending, a longer than 45-day deadline
would not harm unduly the Postal Service’s panoply of products offered the American
public and American businesses.

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

1 thank you and look forward to any questions you may have,
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Post-Hearing Questions for the Record
Submitted to Patrick Donahoe (USPS)
From Senator Scott P. Brown

“Addressing the U.S. Postal Service’s Financial Future”
May 17, 2011

1. In testimony provided during last June’s bicameral hearing, the CEO of Hallmark Cards,
Donald Hall described the dual strategy for reducing services and increasing prices as a
“death spiral”, as both actions will lead to more volume losses. Do you disagree with this
characterization? Why or why not?

While a balanced, comprehensive approach must be taken to fully address the
current revenue gap, five-day delivery is one of the Postal Service’s best options to
significantly reduce its costs to partially offset unprecedented mail volume and
revenue declines, with Saturday being the best day to eliminate carrier delivery.

Our analysis indicates that doing so will result in an estimated annual revenue loss
of $200 million, which will be more than offset by an initial annual savings of $3.1
biltion; reaching an estimated $5.1 billion in annual savings by 2020. Moving to five-
day mail delivery will not impact customer service at Post Offices, which will
continue to provide six days of service, including service to Post Office Boxes.

A recent Rasmussen Reports poll showed that 75 percent of Americans would prefer
to see the Postal Service cut back mail delivery, rather than force the government to
cover those losses. This is up considerably from 2009, when just 50 percent favored
cutting back mail delivery.

Currently, the Postal Service lacks the flexibility to adjust pricing to better reflect
market dynamics and offset future volume and revenue declines. '

Rather than capping each class of mail at the rate of inflation, we believe the
Consumer Price Index should apply to the entire group of products, rather than
each individual mail class. This would give the Postal Service greater pricing
flexibility and a greater ability to respond to market demand for the products.

It is important to recognize that certain types of mail, such as nonprofit mail, Media
Mail, Library Mail and Periodicals, do not presently cover costs. No business can
survive selling products below costs.

In addition to flexibility in delivery frequency and pricing, we are adjusting our retail
footprint to reflect customer preferences and the growth in available alternative
locations and online solutions. We are also making plans to consolidate our network
operations through comprehensive analysis to make more efficient use of available
capacity to reduce costs.
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2. Considering the estimated decline in mail volume from around 170 Billion today to around
150 Billion by 2020, it scems that Postal Service priorities would reflect actions that
aggressively seek to grow or maintain mail volumes.

a. Are we just past the point of focusing on growth and are now just trying to keep
capacity level with current and future declines?

While our projections call for a continued decline in First-Class Mail volume, we are
very much focused on slowing that decline and growing our other product lines, as
well as introducing products that better reflect the needs of today’s digital society.
We expect a continued modest growth for advertising (standard) mail along with
robust growth for package shipping volume. To slow the decline in First-Class Mail
and build additional standard mail volume, we have implemented a number of
initiatives in 2011 designed to add value to the mail.

Recent examples include pricing and promotional programs such as Every Door
Direct Mail, which makes it easier for new customers to use advertising mail and
helps small business owners build their customer base; , Reply Rides Free, which
allows customers to mail two ounces for the price of one; and a market test for the
Direct Mail Hub, which is an online platform designed to help small businesses
develop, design and implement an advertising mail campaign. The ongoing Mobile
Barcode promotional program implemented for July and August is providing a
three percent discount on postage to mailers placing Quick Response (QR) codes on
mailpieces that meet volume thresholds and other criteria. We are also planning a
“Mail Works” integrated advertising campaign in September to build volume and
reinforce support for mail.

b. Can you explain why the trade-off between potential volume declines and the need to
reducing delivery days or increasing rates makes sense for the Postal Service in the
long term?

We do expect some marginal volume declines as a result of reducing the number of
delivery days from six to five, resulting in a revenue loss of $200 million. However,
our analysis indicates that this decline would be more than offset by the immediate
annual savings of $3.1 billion dollars achievable via a five-day delivery environment.

c. Has the Postal Service ever done any studies to find out where the potential bottom is
regarding future volume levels?

Yes, the Postal Service has commissioned studies by outside firms to help determine

how far and how fast mail volume will fall. The Postal Service is currently
projecting that mail volume will fall to roughly 133 billion pieces in 2020.

VerDate Nov 24 2008  13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00130 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.086



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

127

As GAO has pointed out in various reports and testimony, the Postal Service needs to do
more to “right-size” its network and reduce capacity considering estimated declines in
mail volume in the future. Total mail volume for 2010 was around 170 bitlion pieces.

a. Has any assessment been done, however, to estimate the current total mail volume?
capacity of the Postal Service in terms of the current processing, transport, and delivery
networks?

The Postal Service continually reviews the capacity within its mail processing and
transportation networks. The capacity requirements within the networks is driven
by the configuration of the network which is largely built based upon service
standards. These service standards drive the operating windows within facilities.
These operating windows combined with the amount of equipment, and the sort
schemes established dictate the amount of equipment required. This in turn dictates
the amount of floor space and facilities required. The Postal Service’s network was
set up to handle the processing requirements of 5 years ago when the Postal Service
had approximately 213 Billion pieces in the network.

Since that time, the Postal Service has experienced significant volume declines with
an expectation of approximately 167 Billion pieces in the network forecasted for
2011. The Postal Service is well aware of the issues of excess capacity and has gone
to great lengths to reduce the total capacity of its mail processing network. The
Postal Service has significantly reduced its equipment inventory, centralizing
processing throughout the country. The Postal Service has reduced 910 Carrier
Sequence Barcode Sorters (CSBCS) since the beginning of FY2019, all 145
MultiLine Optical Character Reader (MLOCR) machines have been eliminated
since the beginning of 2008, all 336 Mail Processing Barcode Sorter (MPBCS)
machines have been eliminated since the beginning of FY2008, 77 Upgraded Flat
Sorting Machines (UFSM 1060) have been eliminated since the beginning of
FY2010.

Additionally, the Postal Service continuously evaluates all machine utilization to
identify potential reduction opportunities. The Postal Service has also reduced its
operational times within the facilities through tour compression, and other
operational improvements, The Postal Service has also been actively engaged with
facility consolidation to rightsize the network based on the reduced mail volumes.
The Postal Service has completed 100 Area Mail Processing (AMP) studies since
2006, with 56 AMPs implemented since that time and 44 that are pending
implementation. In addition, there are currently 53 AMPs in-study, with 33 of these
full facility consolidations. Even with all of this consolidation activity, the Postal
Service recognizes more dramatic steps are necessary to deal with declining mail
volumes.

i. If not, how are you setting objectives for reductions tomorrow if you do not
know how much your total capacity is today?
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The Postal Service recognizes it has more capacity than it needs. In order to deal
with this, the Postal Service continually assesses its mail processing infrastructure
and looks at its utilization across equipment, as well as facilities. Opportunities for
consolidation are continually reviewed and assessed.

ii. If so, what is the current total volume capacity of the USPS?

Based on current facility estimates, the Postal Service estimates there is
approximately 25% excess capacity within the mail processing network based on the
current service constraints of our products. The Postal Service utilizes different
methodologies and modeling tools to identify, monitor and track excess capacity.
These include, but are not limited to the following:

. Area Mail Processing (AMP) program. AMP is currently used to identify
and evaluate operational cost savings opportunities. AMPS have been
applied throughout the country and have been successful in removing excess
capacity. The Postal Service additionally employs an annual review process
which uses network modeling tools including network optimization and
simulation to identify facility consolidation opportunities.

. USPS has developed modeling tools to assist with identifying excess
equipment, including the Delivery Point Sequence (DPS) Optimization tool
which assists with determining optimal schemes on Delivery BarCode Sorter
(DBCS) machines, as well as assists with eliminating outdated equipment.
Another tool, the volume variable Automated Flat Sorting Machine (AFSM
100) mathematical model, assists with optimizing the number of AFSM 100’s
required within a facility, as well as assists with eliminating outdated Flat
Sorting Machines (FSM 1000). Additionally, the Postal Service continuously
evaluates all machine utilization to identify potential reduction opportunities.

. Detailed facility analysis is essential to identifying excess capacity. This
includes, but may not be limited to: reviewing required equipment moves,
detailed facility characteristics analysis which includes analyzing column
spacing, multi-floor layouts, arrival profiles, and customer entry profiles. In
addition, performing detailed operational analysis for each process to
determine the appropriate operating windows to meet service commitments.
The Postal Service has developed a process to review each facility layout and
is working cross-functionally on identifying the best use of that space,
including potential sub-lease opportunities.

b. Considering that mail volumes are estimated to drop to around 150 Billion by 2020,
what kind of quantifiable goals have been established in preparation for this, such as
for total workforce or number of retail locations?

The USPS will continue to adjust the needs and preferences of our customers. This
will include looking for ways to give more convenient access where they conduct
their business. Any adjustments to our retail locations will continue to follow the
processes we have in place for reductions.
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We have also established aggressive goals to reduce its workforce based on the
volume realities. As laid out in the Postal Service’s plan that recently has been
shared with Congress, the Postal Service is looking to reduce its workforce by
220,000 by 2015.

¢. To reduce the network to 150 billion, what kind of workforce and facility reductions
would that entail from where we are today?

The Postal Service needs to significantly reduce its workforce and facility from
where it is today. As laid out in the Postal Service’s plan that recently has been
shared with Congress, the Postal Service is looking to reduce its workforce by
220,000 by 2015. The Postal Service is currently studying over 3,650 retail facilities
for closure. From a network perspective, the Postal Service has completed 100
AMP studies since 2006, with 56 AMPs implemented since that time and 44 that are
pending implementation. In addition, there are currently 53 AMPs in-study, with
33 of these full facility consolidations. The Postal Service is also actively reviewing
its mail processing network for more significant changes based on a change in its
operating plan to fully utilize all processing capacity. This modification could bring
the Postal Service’s mail processing network down to less than 200 facilities total,

d. If all statutory barriers were removed per current proposals, how long would “right
sizing” the Postal Service take?

i. If more than 9 years (2020), what does this mean for the long-term viability of
the Post Office in terms of remaining self sustaining?

The Postal Service cannot afford delay with its rightsizing initiatives. As described
by the Postmaster General, as well as through the proposals submitted to this
Congress, the Postal Service is looking at every conceivable way to control its costs.
Its current plan is to significantly reduce the workforce and network requirements
by 2015. To do so, however, the Postal Service will require Congressional action.

e. To reduce the network capacity to 150 billion pieces, what do you envision will be
the changes to postal services overall?

i. What is the resulting impact to rural communities, specifically?

If the processing network is changed, rural community service will be no different
than the service provided to the rest of America. The Postal Service expects to
reduce its mail processing infrastructure to support the volume realities of the
future. The Postal Service is currently reviewing a plan to dramatically transform
the mail processing infrastructure to take advantage of the mail processing assets.
In addition, the Postal Service is looking to how it might realign its retail footprint
to meet the demands of the American public.
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f. Do you predict that in order for the Postal Service to maintain its current universal
service obligations, at some point, the Service will have to preserve a certain level of
volume capacity above actual volume levels no matter what?

Based on its universal service obligation, as well as volume flows within the network,
there will always be a level of capacity above actual volume levels. Machine
infrastructure is fixed. As volumes fluctuate throughout the year, the Postal Service
must ensure it has the appropriate capacity to process not only the average day, but
also peak periods. The Postal Service’s volumes fluctuate over 100% over the
course of the year, and therefore, volume capacities must be sufficient to handle
these changes.

The Postal Service expects to reduce its mail processing infrastructure to support
the volume realities of the future. The Postal Service is currently reviewing a plan
to dramatically transform the mail processing infrastructure to take advantage of
the mail processing assets. In addition, the Postal Service is looking to how it might
realign its retail footprint to meet the demands of the American public.

In National League of Postmasters’ testimony, Mr. Strong points out that the seven
remaining Area offices “deliver no mail, sell no stamps, serve no customers, yet cost $1.5
billion a year to run, nearly three times the cost to run the 10,000 smallest post offices.”

a. Is this an accurate assessment?

The $1.5 billion value is the 2009 combined cost of operating our area offices and
district offices, as stated in the Office of Inspector General’s 2010 audit report on
Postal Service Area and District Office Field Structure. The 8 area offices
accounted for approximately $200 million and the 74 district offices totaled roughly
$1.3 billion. Since that time, we have reduced administrative staffing in the field by
eliminating one area office, seven district offices, and streamlining the structure in
the remaining offices. As for the smallest 10,000 post offices, they cost
approximately $860 million to operate annually, more than four times the cost to
run the seven area offices.

We continue to review our field structure while recognizing that the area and

" district offices provide the support needed to ensure efficient operations and quality

service to the American public.

b. In your testimony, you mentioned reductions of 7,500 in administrative staff. Can
other parts of the postal management bureaucracy be reduced to save costs and
streamline operations?

We are continuously looking for opportunities to reduce costs, especially in
administrative functions. Since 2009, we have closed two area offices and 13 district
offices, eliminating nearly 10,000 administrative positions, as well as significant

13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00134 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.090



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

131

reductions at postal headquarters. We continue to review our organization
structure and are developing a comprehensive plan for future area and district
structures.

According to Postal Service press statements, under the new contract with the American
Postal Workers Union (APWU), the Postal Service will save over $3 billion in labor costs
over the life of the contract. Considering that labor costs account for 80% of Postal
expenses, why was this the best deal the Postal Service could get in light of the current
fiscal health of the organization?

The agreement between the Postal Service and the APWU included unprecedented
changes to reduce labor costs -- a two-year wage freeze, a reduction in the entry and
top step wage rates for new career employees, a substantial increase in the use of
lower-cost non-career employees and a reduction in the employer's percentage
contribution to health insurance premiums. Based on the information available
when the deal was made, this agreement represents an important and

viable step towards addressing the critical Postal Service need to lower its labor
Costs.

In the Direct Marketing Association’s testimony from the May 17" hearing, Mr. Ceresale
notes that with 80% of costs still going towards employee compensation and benefits
considering 40 years worth of capital investments in processing equipment, productivity
gains, cost reductions, etc., that no private sector business could ever hope to avoid
bankruptcy with that kind of track record.

a. Why has the Postal Service been unable to reap the benefits of those 40 years
worth of investment and efficiencies?

The Postal Service has reaped substantial benefits from its automation and cost
reduction programs. Just since 2000, the Postal Service has achieved over $19
billion in savings through these efforts.

It is somewhat misleading to imply that the relatively constant ratio of personnel
costs to total expenses represents of cost-reduction initiatives. Inflationary cost
increases beyond management’s control and new Congressional mandates must also
be considered. Since 2000, the Postal Service has absorbed numerous personnel cost
increases. Health benefits premium payments alone have increased by 50% for
active employees and over 200% for retirees, This does not include the required
retiree health benefit prefunding payments that have totaled almost $38 billion since
2006. In 2010, the required retiree health benefits prepayment alone represented
more than 7% of total Postal Service expenses.

b. What does this assessment say about the future of the Postal Service in terms of
additional workforce reductions and the long-term financial outlook for the postal
service in general?
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The Postal Service has indeed reaped significant financial benefit over the past 40
years as a result of our investment in automation and other cost reduction
programs. The substantial efficiency gains captured during this timeframe have
allowed the Postal Service to greatly mitigate and absorb the cost impact of a
continually growing delivery network. In 1971 the Postal Service delivered to 67.3
million addresses through 164 thousand city and rural delivery routes. Today we
provide mail delivery to 128.3 million physical addresses. Over the past 40 years the
delivery network has virtually doubled. Today there are 218 thousand city and rural
delivery routes. Absent the efficiency gains from automation and other cost
reduction initiatives that have occurred over the past 40 years we would need 329
thousand delivery routes and an additional 143 thousand employees to serve today’s
delivery network. The analogy above illustrates the pesitive cost impact within our
delivery workforce alone. From a total organizational perspective the Postal Service
today serves 61 million more physical addresses than we did 40 years ago and we do
it with 500 thousand less employees. Obviously our capital investments in
automation and the resulting significant efficiency gains have reaped substantial
benefit to the Postal Service, the mailing industry and the public we serve.

It is somewhat misleading to imply that the relatively constant ratio of personnel
costs to total expenses represents a failure of cost-reduction initiatives. While labor
costs account for 80% of operating costs roughly 33% of those labor costs are
directly attributable to fringe benefit expenses. Health benefits premium payments
alone have increased by 50% for active employees and over 200% for retirees. This
does not include the required retiree health benefit prefunding payments that have
totaled almost 338 billion since 2006. In 2010, the required retiree health benefits
prepayment alone represented more than 7% of total Postal Service expenses.
Additionally, inflationary cost increases beyond management’s control and new
Congressional mandates must also be considered.

In your testimony, you mentioned how the “constant negative discussions about the
Postal Service’s financial condition have a significant effect on our brand.” Yet, it seems
that Saturday service has always been a big part of that brand especially in comparison to
major shippers such as UPS and FedEx. In the Postal Regulatory Commission’s (PRC)
testimony, they note the possible loss of potential growth by giving up the competitive
advantage of Saturday delivery.

a. What are your concerns to the impact of the Postal “brand” with losing Saturday
service?

Yes, the Postal Service considered all foreseeable factors, including potential
revenue loss, when it evaluated the impact of 5-day delivery. We conducted market
research, including surveys of our customers and determined that the revenue loss
attributable to the reduction in delivery days wounld be only $200 million annually.

Customers are ready to accept five-day delivery. Market research conducted by
Opinion Research Corp. on behalf of the Postal Service between August and
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October 2009 shows that most customers said they would accept five-day delivery to
help the Postal Service overcome its financial difficulties. Most agreed that
eliminating Saturday delivery to street addresses wounld have little impact on them,
and said they would “adapt.” Independent research conducted by Gallup and
Rasmussen confirm these findings.

Based on these findings the Postal Service decided that there would not be a
negative impact on the Postal brand.

b. Did recognition of a possible “brand impact” figure into the Postal Service’s revenue
loss projections for going to 5-day service?

Customers' responses in the quantitative research that was completed in 2009
reflected many factors including changes in the perception of the value of mail (a
brand aspect) and perception of the Postal Service.

In your testimony from May 17", you talk about how “the old philosophy” — of a Post
Office for every community, a Postmaster for every facility, etc. is fading. PRC’s
testimony, however, referenced a 2009 Commerce Department study that showed that 31
percent of U.S. households still do not have internet access at home, and that nearly one
quarter does not use the internet. In a country of 300 million people, there is stiil a
significant amount of the population that has not fully tapped into the digital age. In a
good third of the country, it seems the old assumptions may still hold true.

a. How is the Postal Service strategy for the future adequately addressing the need to
strike a balance between the traditional and modern means to provide universal
service?

b. How does this figure into the sensitivities needed for decisions made about closing
postal facilities, that a “one-size fits all” approach may not work?

Customers want flexible and convenient options from the Postal Service. About
65% of total retail revenue comes from traditional post offices, The other 35% is
from sales via alternate channels (internet, contract postal units etc). The amount of
retail revenue has decreased from $14.6 billion in FY2007 te $12.5 billion at the end
of FY2010. This equates to a 14.4% revenue decline. The Postal Service will
continue to find new ways to meet customer needs.

A November 2010 Commerce Department study found that seven out of ten
American households used the Internet in 2009. The majority of these households
used breadband to access the Internet at home. Almost one-fourth of all households
did not have an Internet user. Between 2001 and 2009, broadband Internet use
among houscholds rose sevenfold, from 9% to 64% of American households
utilizing broadband Internet. Some of the demographic groups that had lower-
than-average adoption rates in 2001 have since exhibited impressive gains. As these
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long-term trends in Internet use grow, the Postal Service will continue to find new
ways to meet customer needs.

¢. Will it be impossible to maintain this balance in the future as the Postal Service moves
towards reducing capacity to meet demand?

The plan includes reacting to market changes and predicting services needs and
adjusting to meet customer demand.

GAO points out that the 10-year action financial plan released last March did not address
the postal vehicle fleet.

a. Considering the potential $5 billion dollar price tag and the near-term challenges
posed to service by the aging fleet, is this just a secondary issue in regards to the
Postal Service’s current financial situation?

While we would agree that the aging vehicle fleet is a secondary issue relative to the
immediate liquidity crisis, it is by no means insignificant. In order to continue
timely, reliable delivery to more than 150 million addresses daily a reliable vehicle
fleet is a must. The 10 year capital plan released last March did include $1.5 billion
in annual capital investments; at that time it was uncertain what portion of those
investments might be allocated to vehicles. It should also be noted that the size of
the fleet and type of vehicles in the fleet are somewhat dependent on the number of
delivery days and changes to the network. These issues need to be resolved before
any substantial investment in vehicles is contemplated.

b. Why wasn’t this issue considered in the 10-year plan?

We are currently evaluating vehicle purchasing options to identify the most cost
effective methed to replace aged and high cost vehicles. Both short and long term
strategies are being evaluated. The financial plan will be adjusted when decisions
are made on the replacement process. We are confident we can maintain the
majority of the fleet to meet operational requirements in a safe and reliable manner
for the foreseeable future until the financial situation stabilizes enough to enter into
a fleet replacement strategy.

In the Postal Regulatory Commission’s testimony, Ms. Cigno points out that the Postal
Service’s history of product innovation and experimentation has had mixed results and
that most have no material effect on Postal finances in the near term. If the Postal
Service’s record has been mixed, why is additional authority to expand into non-postal
products and services necessary for the Postal Service?

The Postal Service has had a number of successes in the marketplace, with Priority
Mail Flat Rate packaging being the most obvious. Since 2004, over one billion
Priority Mail Flat Rate Boxes and Flat Rate Envelopes have been delivered by the
Postal Service, resulting in a cumulative total of more than $2.5 billion in revenue.

10
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Fueled by an excellent customer value proposition, along with lift from a highly
advertising campaign, the “If It Fits It Ships” slogan continues to showecase the
ability of the Postal Service to delivery results when given the opportunity to
compete in the marketplace. In May, the Postal Service began offering Priority Mail
Prepaid Forever packaging, allowing customers to “lock-in” the cost of Flat Rate
shipping, further expanding the convenience of this popular option.

Over the past several years, the Postal Service has expanded its suite of shipping
services to meet the growth in ecommerce, including Priority Mail Regional Rate
Boxes and Parcel Select Regional Ground, which fill the demand for lower-cost
ground-based shipping options.

We are actively engaged in efforts to add value to the mail by exploring digital
alternatives and hybrid mail delivery services. We recently implemented a rigorous
strategic management approach for all major revenue and cost reduction initiatives
— including marketing initiatives. This new process is designed to rationalize and
streamline executive-level decision-making in every area of our operations through
a proven portfolio management process.

However, the current legal and regulatory framework continues to impose artificial
constraints on the ability of the Postal Service to introduce new products, enhance
current products, or adjust prices in a timely manner to compete more effectively
and meet the evolving needs of the communications marketplace.

11
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Post-Hearing Questions for the Record
Submitted to Patrick R. Donahoe
From Senator Thomas R. Carper
“Addressing the U.S. Postal Service’s Financial Crisis”
May 17, 2011

What is the uncertainty about the Postal Service’s ability to make it through the
next 12-24 months doing to your ability to atfract and retain business? Is the
uncertainty in any way hastening some customers’ efforts to abandon the mail?

The Postal Service’s financial challenges are of serious concern to our
customers. To date, our research indicates that the primary causes of recent
years’ volume declines are the weak economy and the accelerated migration
of First-Class Mail to electronic alternatives, Over the past several years, the
Postal Service has consistently reached out to various stakeholder groups to
provide information, share current action plans, and seek feedback that has
been incorporated into our strategic planning process. Residential customers,
business mailers, trade industry groups, and employee organizations have
been included in this ongoing dialog.

However, there are indications that the negative publicity surrounding the
Postal Service’s financial position is raising concerns among some customers
about our ability to continue providing these services. For example, the
package business represents approximately $10 billion in annual revenue to
the Postal Service and there are two well-established competitors. If our
package customers see any decline in our quality of service as a direct or
indirect result of our pending insolvency, or believe that shipping with the
Postal Service is “too risky”, then they might take their business elsewhere.
This could result in a downward spiral of our finances. Additionally,
advertisers, who account for $17 billion in annual revenue often need day-
certain delivery, or risk the conclusion of a sale before consumers receive the
sale’s advertisement. They will consider other delivery methods or
advertising if they see declines in service quality and reliability, or fear our
financial condition jeopardizes future deliveries.

Much of the package business we win requires our customers to invest in
infrastructure and, in the case of package consolidators, requires multi-year
contracts with end shippers. These consolidators will be less likely to make
investments in their infrastructure, and will be less able to convince their
customers to sign long-term contracts due to the uncertainty surrounding
our future.

We are convinced we can return to financial stability under the
comprehensive proposals we have put forth without a subsidy from
Government, however; a delay in necessary legislation that results in a
downward spiral of our business may weaken the Postal Service to a point
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where our ability to return to stability is significantly impaired. Time is
money.

The consensus from this stakeholder feedback is that a strong, vibrant Postal
Service is in the best interests of all Americans, is critical to the economic
growth of our nation, and serves a vital role as the world’s most trusted
communications platform and delivery channel.

Eliminating Saturday delivery appears to be a cornerstone of the Postal Service’s
recovery plan. That proposal, however, has been met with strong resistance.
While polling has consistently showed that the public at large would prefer the
elimination of Saturday deliver over other potential cost-cuiting efforts, some
have called your proposal short-sighted. They argue that the Postal Service
should be looking to grow rather than cut its way out of deficit. Others, including
GAO and the Postal Regulatory Commission, have questioned whether you'd
save as much as you anticipate. How important, in your view, is the eventual
elimination of Saturday delivery to the Postal Service’s ability to stay afloat?

It is critical. The Postal Service’s networks are to a great extent fixed due to
the current statutory delivery frequency mandate. There is significant cost
associated with the delivery of mail to every house in the United States six
days a week. Lower mail volume does not significantly lower the labor costs
associated with the delivery of mail to a person’s house, whether that is 2, 3
or 4 pieces. As mail volumes continue to decline, the Postal Service cannot
afford the labor that is required to maintain a 6 day a week delivery
network. The change in delivery frequency flexibility is essential for the
Postal Service to reduce its cost structure to ensure revenues cover costs.

While there has been resistance by some, we have worked to develop an
operating concept that reflects consideration of all stakeholder concerns, that
is fair and reasonable, and that enjoys broad support. In the past several
years, the Postal Service has aggressively cut costs across the board to match
steep declines in mail volume and revenue due to changes in mailer behavior,
primarily in the diversion of communications, bills, statements, and
payments to electronic media. Five-day delivery operations will help the
Postal Service bring costs in line with its reduced revenues, provide much-
needed financial stability and support maintenance of nationwide universal
delivery service.

As you know, while my bill would restore the Postal Service’s authority to change
delivery frequency, I’ve not been a proponent of using that authority to eliminate
Saturday delivery. Like others who oppose my language, I'd prefer that the
Postal Service focus on making the most out of the advantages it has — including
the fact that a postal employee visits every home and business in the country
every Saturday. Can you take a minute or so to respond to those who argue that
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eliminating Saturday delivery would represent the abandonment of an important
commercial advantage that the Postal Service has today?

In the five-day delivery case reviewed by the Postal Regulatory Commission,
there was a dearth of evidence to support the belief that the elimination of
Saturday delivery would disadvantage the Postal Service competitively.
There was also no evidence to suggest that shippers and mail recipients
currently structure transactions to result in Saturday deliveries. The
evidence in the case showed that shippers and recipients, in the main, would
adjust to the elimination of Saturday delivery to street addresses. Any
hypothetical marginal increase in revenue that could be obtained by
continuation of Saturday delivery must be weighed against the considerable
cost of maintaining Saturday delivery operations.

4. You and I have spoken in the past about working with postal employees to make
Saturday delivery cheaper to offer rather than eliminating it. Is this a viable
option? Would the savings you might generate from such an effort be enough, in
your view?

Even if we were able to negotiable a cheaper wage rate with our delivery
employees for Saturday work, this option would not be viable. Our
estimated delivery savings for elimination of Saturday delivery is $3.1 billion
per year, Any savings captured by reducing employee wage scales while still
providing Saturday delivery service would be significantly less than this
amount. Secondly, any savings captured by this action would diminish over
time due to the compounding effect of salary and benefit increases over time.

5. You speak in your testimony about the new products the Postal Service has
offered in recent years with some degree of success. You also mentioned some
new initiatives you have in the works. I have two questions on this subject:

¢ Isit possible for the Postal Service to grow out of its problems? How
much of your long-term budget gap can you realistically hope to close by
attracting new business?

» To the extent that growth is possible, how would the language in my bill
allowing the Postal Service to branch out again into some non-postal
products help?

Despite our efforts to increase revenue, it is not possible for the Postal
Service to grow out of its current financial difficulties, Electronic
communications have changed, and will continue to change, the landscape
by amounts that we cannot cover with mail. This is especially true for First-
Class Mail, our most profitable product. The Postal Service is facing a $16
billion gap between revenues and expenses in FY2015. Filling that gap

with additional revenue is not possible, and to illustrate the
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reasoning, consider the following example. American companies would be
very satisfied with a profit margin before income taxes of 20% of revenue.
While the stock market's current star, Apple Inc., achieved an average pre-
tax profit of 27% in its last three fiscal years, Walmart and FedEx achieved
approximately 5%. To fill a $16 billion Postal loss in 2015 with margin from
new revenue, assuming a 20% profit margin, would require $80B of new
revenue.

However, it is realistic to believe that the Postal Service can continue to
innovate by introducing new products and services that will be attractive to
our customers. The language currently in the your bill regarding flexibility
to offer a wider set of products and services would provide the Postal Service
with the ability to mitigate the losses we currently project. For example, An
opportunity exists to expand our Electronic Postmark product, enter into
Digital to Digital communications, and expanding into Authentication
services that would allow for the certification of senders and receivers.

We continue to explore the opportunity to expand our Enrollment Services
currently performed for DOS Passport program. Expanding our ability to
use our resources to serve state and local government will allow the Postal
Service to provide enrollment and in-person proofing for both public and
commercial entities.

As we explore new products and services, we intend to concentrate our
efforts on opportunities that are consistent with our current mission to
collect, process, and deliver mail; and also lie beyond physical
communications.

I understand that the Postal Service will have exhausted its $15 billion line of
credit with the Treasury by the end of the fiscal year. I've heard discussion in the
past about maybe just giving you more borrowing authority to get by as you wait
for the economy to fully recover and for your cost-cutting efforts to bear more
fruit. What are your thoughts on this kind of approach?

We believe an increase to the debt limit only defers the fundamental
problems of the USPS business model and that it would only promote further
deficit spending. Even when the economy fully recovers, volumes of First-
Class Mail, our most profitable product, will continue to fall. A piecemeal,
reactive strategy to the systemic change in the way Americans use the mail is
destined to fail.

We continue to strongly endorse the fundamental changes that have been
recommended since our March 2010 Action Plan was released, including the
following:
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o Resolve Retiree Health Benefits pre-funding with the CSRS pension
overpayment of $50 to $75 billion or via a Postal Health Care Plan;

« Refund of our $7 billion FERS pension over-funding; and,

¢ Allow the Postal Service to begin implementing five-day delivery now
so that we can begin to benefit from the $3 billion annual cost savings.

* Enact legislation to allow the Postal Service to apply the same
statutory and regulatory Reduction-In-Force (RIF) provisions that
are applicable to federal competitive service employees

Over the years — including at times when the Postal Service has been in much
better shape — there have been questions about why there has not been a more
aggressive effort to realign and consolidate the postal retail, processing, and
administrative facilities. While the process may not be ideal and may be
susceptible to political interference, you and your predecessors have had the
authority to close unneeded post offices, for example, or to reap the benefits of
improved automation by eliminating excess processing capacity. Has the Postal
Service done all it can do in this area? Why are new authorities necessary?

The Postal Service has significantly downsized its operations in response to
the challenge posed by the diversion of mail to electronic means of
communication. Unfortunately, the Postal Service’s ability to implement
facility closures—whether on the retail or the mail processing side—has
always been affected by political and legal constraints.

Although the present Postal Service network surpasses other retail networks
in terms of size, it contains far fewer Post Offices than it did in earlier
periods in history. The current Postal Service retail network has fewer than
half the number of Post Offices than it had a century ago. The Postal Service
decreased the number of Post Offices despite the increases in population and
mail volume that occurred over the same period. More than 5,000 post office
closures occurred between 1970 and 2010.

Our recently announced Retail Access Optimization Initiative consists of a
Headquarters-initiated review of Post Office and subordinate stations and
branches through examination of factors evaluated in a centralized and
coordinated manner. As part of the newly announced process, approximately
3,650 candidate facilities will be examined to determine if the current
operation can be discontinued. No facility will be closed without a thorough
review which includes input from the public.

The Postal Service has continued to dramatically cut costs in light of our
financial situation. The Postal Service has set out on a course to identify
every opportunity from a savings perspective, including legislative relief and
delivery frequency flexibility. Facility consolidation is not a new activity.
The Postal Service has been engaged in facility consolidation and rightsizing
throughout its history. Since the 1970s, the Postal Service has consolidated

13:28 Feb 13,2012 Jkt 067637 PO 00000 Frm 00144 Fmt6601 Sfmt6601 P:\DOCS\67637.TXT JOYCE

67637.100



H605-41331-79W7 with DISTILLER

VerDate Nov 24 2008

141

its primary outgoing distribution from over 2000 locations, to less than 300
today. In addition, the Postal Service has been very active in Area Mail
Processing (AMP) studies recently. The Postal Service has completed 100
AMP studies since 2006, with 56 AMPs implemented since that time and 44
that are pending implementation. In addition, there are currently 53 AMPs
in-study, with 33 of these full facility consolidations. The Postal Service has
recognized that even with all of this cost cutting, it is still not enough in light
of its financial situation combined with the forecasted declines in volume in
the future.

Bat, while the Postal Service has not been complacent in its efforts, it is clear
that more aggressive streamlining of infrastructure costs needs to be done in
order to match costs with significantly declining revenues. The economic
slowdown turned what was a stable volume environment, characterized by a
gradual decline in First-Class Mail offset to some extent by growth in
Standard Mail, into an environment subject to precipitous declines in both
First-Class Mail and Standard Mail. First-Class Mail continues to decline
rapidly, and, while Standard Mail volumes have stabilized, we project their
growth to be flat going forward.

In many cases, of course, changes in these areas are subject to legal or
procedural constraints that slow the course of our activities, For instance, on
the retail side, the Postal Service is precluded from closing post offices solely
for economic reasons; in order to provide greater legal clarity as to the Postal
Service’s authority in this area, an amendment to this provision is necessary.
On the mail processing side, the Postal Service is not requesting new legal
authority, but simply seeks the ability to take those actions that are necessary
to right-size the network, free from political or other constraints that can
undermine the development of an efficient and economic network. In
addition, to fully capture the necessary cost savings from these efforts, the
Postal Service must be given the authority to reduce its workforce more
quickly than is allowed by the current collective bargaining agreements.

In the report it released at the hearing, GAO highlighted instances in which
maintenance on at least some postal vehicles has been deferred due to the Postal
Service’s financial difficulties. How widespread is this problem? Does it have
the potential to create safety concerns? What steps can you pledge to take to
make certain that safety does not become a concern as we wait for the Postal
Service’s plan to replace its aging vehicle fleet?

The Postal Service has not made policy changes to the vehicle maintenance
program as a result of its financial situation. Additionally, the GAQO audit
stated “USPS’s well-established maintenance program has allowed it to
continue to meet its delivery mission with its current fleet of delivery
vehicles”. Our maintenance program guidelines ensure all safety related
items are adequately inspected and repaired to provide safe reliable
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operation of the vehicles regardless of age. A survey of postal employees at
field locations indicated this is not a systemic issue. The GAO audit stated
“Vehicle maintenance facility managers, technicians, and letter carriers
routinely stressed that they had no safety concerns about the vehicles despite
their advanced age.” A review of the facilities referenced in the GAO audit
indicated maintenance was safely deferred due to logistic issues and notas a
result of financial concerns.
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Post Hearing Questions for the Record
Senator Tom Coburn
May 17, 2011

Questions for Pat Donahoe (PMG)

1.

In March, you announced your plan to restructure the regional and district offices
of the Postal Service. How long will the restructuring take to complete and what
will be the size of the postal footprint at completion?

The initial phase of restructuring will be completed on September 9, 2011.
About 5,400 positions, including administrative, supervisory and other
positions were eliminated across the organization. This included

closing 7 district offices and one area office. As a result of the restructure,
the USPS footprint now consists of 67 districts and 7 area offices. We expect
to reach our goal of taking out approximately 7,500 positions in the spring of
2012, when we anticipate another approximately 2,100 positions will be
eliminated.

How will you ensure that the restructuring and consolidation will actually save
postal funds (basically, who is minding the store on what requirements are being
allowed for refurbishing postal space to be occupied in the restructuring).

The key to the success of our restructuring and consolidation plans is
aligning the number of employees with our reduced workload and what we
can afford. We have been successful to date; however, the challenge in
moving forward is that our labor agreements greatly restrict our ability to
reduce employee complement. Even with incentives, projected attrition will
fall far short of our complement reduction goals over the next four years.
We will require additional tools, such as the ability to conduct reductions-in-
force of our unionized employees, to reduce complement to required levels.
Additionally, as we optimize facilities, we will generally consolidate smaller
facilities into larger ones that have available capacity as a result of declines in
mail volume. These moves should require minimal refurbishment.

With respect to the refurbishment or disposal of postal space, we have
contracted with a national real estate firm to dispose of unneeded facilities.
We will only refurbish facilities to the extent necessary to make a profitable
sale. However, the vast majority of savings will come from eliminating excess
employees as facilities are consolidated.

Have any of the recently completed relocations and consolidation resulted in a
negative funding position for postal Service? If yes, please explain why?

The organizational redesign that was announced in January 2011 will, as of
mid-September 2011, eliminate around 5,400 administrative, supervisory,
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and Postmaster positions. We are already saving hundreds of millions of
dollars (on an annualized basis) and beginning in 2012, we expect to capture
annualized savings of approximately $750 million. These additional savings
will occur as a result of eliminating another 2,100 positions by the spring of
2012, As with any restructuring, there are costs that must be incurred in the
short-term in order to achieve long-term savings. In our third quarter we
accrued $37 million for incentives that will be paid to approximately 1,850
employees who chose to retire or resign from the Postal Service. The
redesign also entailed some relocation of employees; however, for the first
seven months of calendar year 2011 the number of relocations initiated has
actually decreased, compared to the same period last year. The short-term
costs of the restructuring, including relocations, will be dwarfed by the
savings achieved,
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Post-Hearing Questions for the Record
Submitted to Phillip Herr (GAO)
From Senator Thomas R. Carper

“Finding Solutions to the Challenges Facing the U.S. Postal Service”
May 17, 2011

1. What does the state of the Postal Service’s vehicle fleet and its lack of a viable plan for
modernizing it tell you about how dire the Postal Service’s financial situation is?

As we reported in May 2011, the United States Postal Service (USPS) faces severe financial
challenges that pose a significant barrier to its ability to fund a major acquisition or
refurbishment of its aging fleet. Its financial situation heavily influenced its 2005 decision to
sustain operations of its aging delivery fleet—through continued maintenance—jfor the next
several years, while planning how to address its longer term delivery fleet needs. Specifically,
USPS officials said the agency chose to maintain its current delivery fleet rather than make a
major capital investment given pending operational and financial developments and uncertainty
about evolving vehicle technologies. Since that time, USPS’s financial situation has become
increasingly dire, and its financial challenges limit options to fund a major delivery vehicle
replacement or refurbishment, estimated to cost $5.8 billion and (in 2005) $3.5 billion,
respectively. If Congress and USPS reach agreement on a package of actions to move USPS
toward financial viability, such an agreement could potentially enhance USPS’s ability to invest
in new delivery vehicles.

2. Based on your previous work on postal issues, are there other areas similar to the situation
you’ve found with its vehicle fleet where the Postal Service is similarly prevented from
improving operations and maybe even from taking steps to bring in new business based on
the state of its finances?

Yes, in at least two areas: capital investment and facility maintenance.

¢ We reported in December 2010, continuing losses from operations have constrained
Jfunds for USPS capital investment. Overall, USPS’s purchases of capital property, and
equipment and building improvements, have declined in recent years, from $1.8 billion in
Sfiscal year 2009 to $1.4 billion in fiscal year 2010.

o In December 2007 we reported that, due to funding constraints, USPS was focusing
exclusively on reactive (emergency) facility repairs. According to postal officials, USPS
has historically underfunded its maintenance needs, resulting in the deterioration of its
Jacilities and a large backlog of facility maintenance. According to an assessment
conducted at the behest of the USPS in 2005, two-thirds of 651 randomly selected owned
and leased postal facilities were in less than “acceptable™ condition, including 22
percent that were in “poor” condition. The reactive maintenance approach that USPS
has taken is ultimately more expensive than a preventive maintenance approach, partly
because it shortens the useful life of equipment and facilities and necessitates, among
other things, more costly future repairs. To that point, a 2004 National Research Council
study cited an estimate that each dollar in deferred maintenance results in a long-term
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liability of 84 to 85 for future repair costs. Deferral of maintenance also could impede
modernization and efficiency gains from optimizing mail processing, retail, and delivery
networks.

Regarding the matter of bringing in new business, in March 2010, USPS reported that even if
it could enter nonpostal areas, such as banking or selling consumer goods, its opportunities
would be limited by its high operating costs and the relatively light customer traffic of post
offices compared with commercial retailers. USPS also stated that the possibility of building
a sizable presence in logistics, banking, integrated marketing, and document management is
currently not viable because of its net losses, high wage and benefit costs, and limited access
to cash to support necessary investment. USPS concluded that building a sizable business in
any of these areas would require “time, resources, new capabilities (often with the support of
acquisitions or partnerships) and profound alterations to the postal business model.”

3. Younote in your testimony that GAO has found instances in which maintenance on at least
some postal vehicles has been deferred due to the Postal Service’s financial difficulties. How
widespread is this problem? Does it have the potential to create safety concerns?

We do not know whether the instances of maintenance problems we found during our site
visits are indicative of any widespread issues; however, we did find that USPS is increasingly
incurring costs for unscheduled maintenance because of breakdowns, which can disrupt
operations and increase costs. Vehicle maintenance facility managers, technicians, and
letter carriers we spoke with routinely stressed that they had no safety concerns about the
vehicles despite their advanced age. Related to this, our analysis of USPS’s database of
accidents determined that at least 95.5 percent of the reported vehicle accidents did not
involve defective parts. Some portion of the remaining 4.5 percent of vehicle accidents could
have involved defective equipment, but we could not reliably determine whether they did
because of limitations related to information contained on the form used to populate the
database. Finally, while we found no evidence of an immediate crisis, as we reported in May
2011, the time will soon come when the cost and operational consequences of USPS’s current
approach—sustaining delivery fleet operations through continued maintenance—will not
allow further delays in developing a comprehensive strategy for dealing with this
inevitability.

4. The Postal Service has experimented with alternative fuel and electric vehicles over the
years. Does it make sense based upon your work for the Postal Service to continue down this
road?

Yes, we believe it makes sense for USPS to experiment with alternative vehicle technologies,
in limited quantities, particularly when USPS can acquire these vehicles at little cost to itself
Such an approach is consistent with USPS'’s past approach and national goals to improve
energy efficiency. As discussed in our May 2011 report, USPS has a variety of limited
experiences with alternative fuel delivery vehicles, including electric vehicles. Excluding
vehicles capable of running on gasoline or 85-percent ethanol (E85), alternative vehicles
accounted for about 2 percent (3,490 vehicles) of USPS s delivery fleet as of September 30,
2010. In some cases, USPS was able to acquire or convert these vehicles through
partnerships with manufacturers or the Department of Energy at little or no cost 1o itself.
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However, a variety of factors have constrained USPS from investing more heavily in
alternative vehicle technologies, including its operational requirement for right-hand-drive
vehicles and the higher cost of acquiring alternative vehicles. For example, while purchasing
some types of alternative fuel vehicles could reduce USPS’s fuel costs, according to USPS
officials, currently, the fuel savings would be unlikely to offset the higher acquisition costs of
the vehicles over their operating lives because, on average, USPS’s delivery vehicles travel
only about 17 miles a day. However, this may not always be the case. For example, the cost-
effectiveness of plug-in electric vehicles will be determined by the cost of batteries and trends
in the price of gasoline relative to the price of electricity to charge the vehicles.
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Post-Hearing Questions for the Record
Submitted to Phil Herr (GAO)
From Senator Scott P, Brown

“Addressing the U.S. Postal Service’s Financial Future”
May 17,2011

1) In previous testimony, you have pointed out that the Postal Service “expects revenue to
stagnate in the next decade as continued declines in mail volume are offset by rate increases.”
In the GAO review completed last April, what was GAO’s perspective on understanding the
trade-offs between service changes and rate increases with impact to future mail volume?

QOur perspective is that Congress, the United States Postal Service (USPS), and other
stakeholders will need to reach agreement on many questions concerning trade-offs between
service changes and rate increases with impact to future mail volume. USPS expects a
continuing decline in mail volume with projected financial shortfalls if no additional efficiency or
revenue initiatives are undertaken. Among the questions pertaining to service changes and rate
increases that will require resolution:

*  What aspects of universal service, including 6-day delivery, are appropriate in light of
fundamental changes in customers’ use of the mail?

e What, if any, changes are needed to delivery standards?

*  How can USPS improve customers’ access to postal services through modernizing its retail
network to maximize costs savings?

®  On the revenue side, does USPS have sufficient pricing flexibility to generate revenue and
has it taken full advantage of this flexibility?

o At what point are rate increases self-defeating, potentially triggering large, permanent
declines in mail volume?

e How does USPS balance increasing rates to generate revenues with the impact on mailers
and the long-term effects on volume, revenues, and the broader mailing industry?

2) In prior opinions to postal legislation, the Congressional Budget Office (CBO) raised
concerns about how aggressive the Postal Service’s cost-cutting measures would be if
prefunding payments for retiree health care were reduced. At this point, it looks as if
Congress needs to take action on this particular issue just to keep the Postal Service solvent.
It does bring up a good point, however, about the extent of financial relief that some of the
legislative proposals provide, to include added flexibility on delivery frequency, closing post
offices, etc. You noted the CBO concerns in prior testimony before this subcommittee. Do
you have any concerns that pressure will be off the Postal Service to continue with cost
reductions should Congress give the Postal Service everything they ask for?
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As we testified in December 2010, Congress should consider providing financial relief to
USPS, including modifying its retiree health benefit cost structure in a fiscally
responsible manner. However, it is equally important to address constraints and legal
restrictions, such as those related to closing facilities, so that USPS can take more
aggressive action to reduce its costs. As USPS’s core product—First-Class Mail—
continues to decline, USPS must modernize and restructure to become more efficient,
control costs, keep rates affordable, and meet changing customer needs. To do so, USPS
will need to become much leaner and more flexible. Currently, USPS has costly excess
capacity and inadequate flexibility to quickly reduce costs in its processing and retail
networks. In addition, USPS’ actions to close and consolidate its facilities have faced
Jormidable resistance. Consequently, congressional action is also needed to speed
USPS'’s progress in rightsizing its networks and workforce. For example, we have
suggested that Congress consider establishing a panel similar to the military Base
Realignment and Closure Commission, as such panels have successfully informed prior
difficult restructuring decisions.

3) It has now been over a year since GAO released its report on evaluating the financial
viability of the Postal Service. In the report, you recommended that the Postal Service make
necessary changes to reduce compensation and benefit costs, reduce operating and network
costs, and generate revenues through product pricing flexibility. We now seem to be at a
point where the Postal Service is saying it is doing just about everything it can absent further
assistance from Congress.

a. In light of your recommendations from last year’s report and the Postal Service’s
progress in implementing them thus far, how true is this statement?

We do not believe that USPS has done everything it can to improve its financial viability.
Specifically, while USPS established a $2 billion cost reduction goal for fiscal year 2011,
neither this goal nor its actions to reduce costs have been sufficient to address its dire
financial outlook. As we testified in June 2011, USPS expects that by the end of this
fiscal year, it will incur a $8.3 billion loss, experience a substantial cash shortfall, reach

_its 815 billion borrowing limit, and be unable to make its scheduled retiree health

benefits payment to the federal government. Potential actions USPS could take are
described below.

b. Where is more attention by the Postal Service needed?

Additional USPS action is needed in a variety of areas, including retail, mail processing,
delivery and employee compensation and benefits. First, although USPS has expanded
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its use of retail alternatives, it has been slow to modernize its retail network. Specifically,
as customer visits to, and revenue generated at, post offices have declined, USPS has not
made commensurate reductions in its number of retail facilities. Second, while USPS has
improved mail processing efficiencies and reduced employee work hours, its excess
capacity remains large given continuing declines in its mail volume. Third, USPS has
adjusted its delivery routes and deployed new sorting equipment to make delivery—its
most expensive activity—more efficient, but additional action is needed to reduce these
costs. Finally, USPS needs to take action to reduce its costs for employee compensation
and benefits which, collectively, represent 80 percent of its costs. As we reported in April
2010, USPS has options to reduce its compensation and benefits costs in four key areas:
workforce size, to be aligned with reduced workload; wages, which continue to be a key
component of costs; benefits, which in some cases are more generous than those provided
by other federal agencies; and workforce flexibility, including the mix of full- and part-
time employees and work rules that govern the tasks that employees can perform.

4) In your testimony, you state “Congress should consider modifying the funding requirements
for {the Postal Service’s] retiree health benefits in a fiscally responsible manner.”
Considering some of the legislative proposals currently under consideration, what does this
mean to you?

We believe that Congress should consider modifying USPS’s retiree health benefit cost
structure in a fiscally responsible manner. Several legislative proposals have been made
to defer costs by revising statutory requirements, including extending and revising
prefunding payments to the Retiree Health Benefits Fund, with smaller payment amounts
in the short term followed by larger amounts later. While deferring some prefunding of
these benefits would provide USPS with short-term fiscal relief, deferrals also increase
the risk that USPS will not be able to make future benefit payments as its core business
continues to decline. Therefore, we believe that it is important that USPS fund its retiree
health bernefit obligations—including prefunding these obligations—to the maximum
extent that its finances permit. In addition to considering what is affordable and a fair
balance of payments between current and future ratepayers, Congress would also have to
address the impact of these proposals on the federal budget.

5) Total mail volume for 2010 was around 170 billion pieces and is expected to decline to
around 150 million by 2020. Some estimates, however, put the Postal Service’s current total
mail volume capacity (in terms of processing, transport, and delivery networks) at well over
200 million pieces. What are your concerns in regards to the Postal Service’s ability to get
capacity “right-sized” to current volume levels, the time it will take to get there, and the
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Postal Service’s long-term financial viability, regardiess of statutory changes to the pension
and retiree health benefit obligations?

USPS faces formidable challenges, regardless of whether statutory changes are made to
its pension and retiree health benefit obligations. In December 2010, we testified that
Congressional action is needed to speed USPS’s progress in rightsizing its networks and
workforce. Such progress has been limited by both stakeholder resistance and statutory
requirements. USPS also has costly excess capacity and inadequate flexibility to quickly
reduce costs in its processing and retail networks. USPS has faced formidable resistance
to facility closures and consolidations because of concerns about possible effects on
service, employees, and communities, particularly in small towns or rural areas. Other
concerns include continuing losses from operations that have constrained funds for
USPS’s capital investment. USPS’s purchases of capital property and equipment and
building improvements have declined in recent years, from $1.8 billion in fiscal year
2009 to $1.4 billion in fiscal year 2010. The deferral of maintenance could impede
modernization and efficiency gains from optimizing mail processing, retail, and delivery
networks. Finally, USPS's unfunded obligations and liabilities were roughly §100 billion
at the end of fiscal year 2010. Looking forward, USPS'’s long-term viability will continue
to be challenged by its financial obligations and liabilities, together with expected large
financial losses and long-term declines in First-Class Mail volume. USPS’s challenges
developed over a number of years, and effectively rightsizing USPS, will require both
congressional support and USPS leadership to address resistance to change. USPS
senior management will need to provide leadership and work with stakeholders for such
actions to be successfully implemented. USPS must explain its plans in an open and
transparent manner, engage with its unions, management associations, the mailing
industry, and political leaders; and then demonstrate the results of its actions. In turn,
stakeholders need to recognize that major change is urgently needed if USPS is to be
financial viable and self-sustaining.

6) In the Direct Marketing Association’s testimony, Mr. Ceresale notes that with 80% of costs
still going towards employee compensation and benefits considering 40 years worth of
capital investments in processing equipment, productivity gains, cost reductions, etc., that no
private sector business could ever hope to avoid bankruptcy with that kind of track record.
Does Mr. Ceresale’s assessment emphasize any particular concerns on the Postal Service’s
ability to make the necessary changes needed to right size the Service with anticipated
volume reductions in the future?

Yes. USPS faces a variety of challenges in trying to reduce its costs, including an
inflexible cost structure; legal and regulatory restrictions; stakeholder resistance;
difficulty reducing compensation and benefit costs, which comprise 80 percent of USPS'’s
total expenses; and increasing difficulty in achieving work hour savings. For these and
other reasons, in 2009, we placed USFPS’s financial condition and outlook on our list of
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high-risk programs and agencies. Regarding compensation and benefits, in April 2010
we reported that one of the most difficult challenges USPS faces is making changes to its
compensation system. The structure for collective bargaining was developed 40 years
ago. Since that time, the competitive environment has changed dramatically and rising
personnel costs are contributing to USPS’s escalating losses. We recommended that
Congress consider all aptions available to reduce USPS costs, including revising the
statutory framework for collective bargaining to ensure that binding arbitration takes
USPS’s financial condition into account.

In National League of Postmasters’ testimony, Mr. Strong points out that the seven
remaining Area offices “deliver no mail, sell no stamps, serve no customers, yet cost $1.5
billion a year to run, nearly three times the cost to run the 10,000 smallest post offices.” In
your opinion, is the Postal Service setting the right priorities when it comes to its focus on
which facilities to close and whether excess capacity in administrative functions is being
adequately addressed?

When we added USPS'’s financial condition to our list of high-risk areas in 2009, we said
that USPS needed to take actions to consolidate its networks, including its field office
structure and administrative offices. We are currently reviewing the agency’s plans and
recent actions to consolidate its administrative operations and offices.

In Mr. Donahoe’s testimony, he comments on how “the old philosophy” — of a Post Office
for every community, a Postmaster for every facility, etc. is fading. The Postal Regulatory
Commission’s testimony, however, referenced a 2009 Commerce Department study that
showed that 31 percent of U.S. households still do not have internet access at home, and that
nearly one quarter does not use the internet. In a country of 300 million people, there is still
a significant amount of the population that has not fully tapped into the digital age. In a good
third of the country, it seems the old assumptions may still hold true. What do you see as the
biggest challenges for the Postal Service as it tries to maintain this balance in the future?

Declining mail volume exposes fundamental weaknesses in USPS'’s business model,

which has historically relied on mail volume growth to help cover the costs associated
with national retail, processing, and delivery networks. USPS does not have sufficient
revenue to cover the growing costs of expanding delivery service to roughly 1 million
new residences and businesses each year while maintaining about 33,000 USPS-operated
retail and processing facilities. In order for USPS to be self-sustaining, it needs to
significantly reduce its costs to match its revenues. Within this context, one of the biggest
challenges USPS faces is in properly aligning its retail services with customer needs. As
we reported in 2007, while USPS had expanded alternative access in underserved areas,
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it had done less to address overserved areas in part because it did not consider factors
such as the facilities’ importance and utilization in aligning its facilities to meet customer
needs. Thus, our analysis showed wide variation in the number of postal retail facilities
among comparable U.S. counties, and a number of facilities we visited appeared to merit
consideration for closure based on factors such as the facilities’ condition, importance,
utilization, and cost to operate. We are currently reviewing USPS’s plans and recent
actions to consolidate its retail facilities.

9) In the GAOQ report on the status of the Postal Service’s vehicle fleet, it states that employees
at a majority of vehicle maintenance facilities believe that vehicles can continue to deliver
mail without major operational interruptions for at least several more years. Considering that
GAO points out that there is no fully developed strategy in place for addressing the aging
Postal vehicle fleet and a new acquisition would take 5-6 years, isn’t the clock ticking on
when the aging vehicle fleet will begin to impact service?

We agree that the clock is ticking. On the one hand, USPS’s approach of continued
maintenance has been reasonable given its pressing need to defer an estimated $5.8
billion capital outlay for a major vehicle replacement or a major refurbishment,
estimated at $3.5 billion in 2005. However, the time soon will come when the cost and
operational consequences of this approach will not allow further delays. When we
completed our review in May 2011, USPS expected to present a proposal for addressing
the agency’s delivery fleet needs to its Capital Investment Committee later this fiscal
year. According to agency officials, the proposal would likely explore several
alternatives, including continuing to maintain the current fleet, refurbishing its aging
long-life vehicles (LLV) and flex-fuel vehicles (FFV), or, possibly, undertaking a major
acquisition of new vehicles. Since, as you note, planning and executing a custom-built
vehicle acquisition would take 5 to 6 years, USPS needs to develop a strategy and
timeline for addressing its delivery fleet needs as soon as possible.

10) In the National League of Postmaster’s testimony, Mr. Strong seem to be the lone voice of
dissention on the impact of electronic diversion to mail volumes over the last ten years.
Noting that: “In terms of electronic diversion, some suggest that this has been a major factor
contributing to the Postal Service's woes in recent years. We simply disagree with that.
Electronic diversion of bill payments and bill presentation has been with us for decades. It
was a factor thirty years ago in the postal world, was a factor present during the recession,
and will be a factor for years to come. The Postal Service planned for it, and executed those
plans well. It is and has been a fundamental factor of postal life. Those that stretch the
strength of the immediate impact of electronic delivery for hyperbole's sake do so to the
detriment of everyone.” Not only has the Postal Service, GAO, PRC, and others cited this as
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a relevant factor, it seems intuitive considering the impact of the digital age on our daily
lives, whether it be paying bills or simple correspondence through email.

a. Would you agree with Mr. Strong’s assessment of the impact of electronic diversion?

No, the impact of electronic diversion is more significant today than it was in the
past. Further, the use of electronic alternatives for communications and
payments, including broadband and mobile technology, is expected to continue to
grow. Nearly two-thirds of American households had broadband service in fiscal
year 2008, up from 4.4 percent in less than a decade. Demographic changes also
play a factor because younger households both send and receive fewer pieces of
correspondence mail and because they tend to be early adaptors of new and
Jaster communication media, such as emails, social networking, and smart
phones.

b. How relevant a factor is electronic diversion to current and future mail volume
declines?

Electronic diversion is a critical factor in understanding current and future mail
volume declines. USPS’s Household Diary Study for 2010 which tracks, among
other things, household mail trends, found that automatic deductions and online
bill payments account for a growing share of household bill payments. Over the
previous 8 years, the percentage of bills paid by electronic methods increased
Jrom 17 percent in 2002 to 48 percent in 2010. In contrast, bills paid by mail
decreased from 75 percent to 47 percent of total payments over the same period.
Similarly, the Internet has contributed to a decline in the share of bills and
statements households received through the mail. According to USPS, bills and
statements received online continue to grow rapidly, albeit from a small base,
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Post-Hearing Questions for the Record
Submitted to Margaret Cigno
From Senator Thomas R. Carper
“Finding Solutions to the Challenges Facing the U.S. Postal Service”
May 17,2011

The Postal Service has attempted a number of revenue-generating initiatives that
the Commission has considered and approved. Some of these initiatives,
naturally, have been more successful than others. Based on your experience, what
does the Postal Service do right and what does it do wrong in this area? What can
it do to improve its batting average, so to speak, when it comes to launching new
products and new efforts to attract more business?

The two most successful Postal Service initiatives have been the Priority Flat Rate
box and the Forever Stamp. Common to both of these initiatives is their ease of
use for consumers. In fact, both were designed to simplify the process of using the
mail. Initiatives that require extensive record keeping and administrative costs for
users have been less successful.

In addition, in designing new initiatives the Postal Service has not developed a
reliable method for tracking use and calculating additional revenue and resulting
contribution to institutional costs. This makes it difficult for the Postal Service
and the Commission to gauge the success of these initiatives. Accurate and
reliable data on how well various initiatives work would help the Postal Service
design more successtul products in the future.

In addition. the Postal Service has not fully utilized the flexibility given it under
the PAEA. Since passage of the PAEA the Postal Service has only requested two
market dominant negotiated service agreements and six special classifications.
The Postal Service also has flexibility to offer experimental products, subject to
statutory limits, but ro date has only proposed six of these. The PRC has approved
all of the Market Tests of experimental products.

The Postal Service has done a better job of exercising its flexibility for
competitive products. For competitive products the Postal Service has proposed,
and the Commission has approved, 265 negotiated service agreements. The Postal
Service has also used its flexibility to transfer Market Dominant products to the
Competitive Product list where it has more pricing flexibility. For example, on
April 6, 2011, the Commission issued Order No. 710 — permitting the transfer of
small, lightweight parcels from the Market Dominant to the Competitive Produet
list. This enabled the Postal Service to increase revenue for a product which was
not contributing to institutional costs.
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The Commission encourages the Postal Service to exercise its pricing flexibility
wherever prudent and to develop a reliable means of monitoring its new
initiatives,

As you know, some of the Postal Service’s past non-postal initiatives — including
some involving e-commerce — have failed. My bill, however, would give the
Postal Service the authority to wade into these waters again so that it can take full
advantage of its vast retail, processing, and delivery network. What safeguards
have been put into place in recent years that make failure less likely this time
around? How do you think the Commission would approach new non-postal
initiatives this time around?

Prior to passage of the PAEA non-postal initiatives were not subject to regulations
or review. Unsuccessful initiatives were allowed to incur losses for many years
and the costs of such initiatives were not adequately monitored.

In the current environment, with proper regulatory oversight, the Postal Service
may be able (o capitalize on opportunities to generate revenue through non-postal
initiatives. Any such initiatives would need an appropriate level of regulatory
review to ensure that there is a public need for the service and that the private
sector cannot adequately meet that need. These offerings should also be required
to cover their costs and contribute to the institutional costs of the Postal Service.

To ensure the appropriate level of oversight the Commission would promulgate
rules, subject to stakeholder input, that address the policy issues related to
competition and the necessary showing of additional contribution.

You note in your testimony that the Postal Regulatory Commission may have
done more work than the Postal Service did to examine the impact the elimination
of Saturday delivery would have on rural communities. What did the
Commission learn about that impact? Is further analysis necessary? How might
the Postal Service modify its proposal to address the concerns raised during its
hearings ?

Through several field hearings and many written comments the Commission
learned that the implementation of this Postal Service proposal across the United
States in a uniform fashion would appear to have a disproportionate effect on
customers in rural, remote, and non-contiguous areas, These customers appear to
rely more heavily on mail service than other areas. Furthermore, many of these
customers reside in areas that are currently underserved by affordable broadband
communications. Customers in these areas were particularly concerned with how
the Postal Service’s proposal would impact the receipt of mail order medicine, the
delivery of small town newspapers, and the operations of small businesses.
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The PRC found that the Postal Service contention that broadband internet would
effectively fill the gap in serving these populations is unrealistic at this time.
However, we also found that greater access to, and adoption of, new and
emerging technologies should help bridge this gap over time.

The Postal Service stated in its proposal that one of the ways it was addressing
service in remote arcas was by keeping post offices open on Saturday. Offices in
rural areas are often already closed on Saturdays or have very limited opening
hours. In addition, the Postal Service recently announced plans to optimize its
retail network by closing and consolidating offices. Many of the offices under
consideration for closure are located in rural areas and do not have Automated
Postal Centers. The Postal Service should coordinate its optimization efforts and
any proposal for eliminating Saturday delivery to ensure that customers in rural,
remote and non-contiguous areas receive adequate service.

In the development of its proposal for the elimination of Saturday delivery, the
Postal Service demonstrated a willingness and capability to adapt its plan to
address key business concerns. The Postal Service could modify its proposal to
ensure that rural, remote and non-contiguous customers receive similar
considerations. Further analysis may prove useful in determining how to address
these concerns.

4, How would you advise the Postal Service to approach its efforts to alter its retail
network, which may include replacing some post offices with aiternate retail
options?

The Postal Service should consider the demand for postal services, include proper
public input, and make sure that alternative access arrangements adequately
accommodate the Universal Service Obligation. The Commission is currently
evaluaring a Postal Service proposal related to realigning its retail network in
Docket N2011-1 and expects to issue its Advisory Opinion later in the year.

5. As you may know, I’ve had concerns about the length of time it can sometimes
take the Commission to issue advisory opinions on proposed service changes. For
example, the most recent opinion on the potential elimination of Saturday delivery
took nine months for the Commission to complete. This kind of delay could, in
some cases, create uncertainty among customers about what is happening and
when a proposed change might occur. I understand, however, that the
Commission might be concerned about limiting the process as my bill would do.
How can we make sure that we don’t have an unacceptably long wait for an
opinion again? Isn’t it possible for the Commission to complete it work on these
matters in less than nine months?
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The Advisory Opinion on 5-day delivery was highly complex, involving
complicated technical issues and important policy considerations. Because the
proposal impacted service for the majority of the American public, the
Commission deemed it important to ensure the public’s concerns were heard and
addressed.

The Commission is committed to completing the development and delivery of
Advisory Opinions as quickly as proper due process will allow. For example. the
Commission has set out an expedited schedule for the current Advisory Opinion
on the Retail Access Optimization Initiative and expects to offer its decision in
significantly less time than was required for the previous opinion.
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Post-Hearing Questions for the Record
Submitted to Margaret Cigno (PRC)
From Senator Scott P, Brown

“Addressing the U.S. Postal Service’s Financial Future”
May 17, 2011

1) In your testimony from May 17th, you point out that the Postal Service’s history of product
innovation and experimentation has had mixed results and that most have no material effect
on Postal finances in the near term.

1. What are the Commission’s concerns with expansion into non-postal products and
services?

Current law does not allow the Postal Service to offer new non-postal products. The
Postal Service should not unfairly compete with private sector business, but should
instead focus on products that maintain and enhance its core mission. The primary
concern would be any unlawiul or inequitable distortions caused by the Postal Service. a
govermment monopoly, entering a competitive marketplace.

2. [fthe Postal Service’s record has been mixed, why should the Postal Service be
provided with additional flexibility in this area?

The Postal Service faces fiscal challenges resulting from volume declines that, in some
cases, appear to be permanent. For instance, the rapid adoption of electronic transfers and
communication has resulted in the volume of Standard Mail exceeding First-Class Mail
volume. Standard Mail provides tower contribution to institutional costs than First-Class
Mail. While the Postal Service has done a good job of cutting costs over the past decade,
increased revenue would help it to remain viable. With proper regulatory oversight, the
Postal Service may be able to leverage the existing network to capitalize on opportunities
to generate revenue through non-postal initiatives.

3. How will the Commission ensure that these proposals are adequately reviewed?

Any such initiatives would need regulatory review to ensure that there is a public need
for the service and that the private sector cannot adequately meet that need. These
products should also be required to cover their costs and contribute to the institutional
costs of the Postal Service.
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2) Per the Commission’s recent advisory opinion on 5-day delivery, it determined that the
Postal Service overestimated potential savings by eliminating Saturday service by around
$1.4 billion and probably underestimated potential lost revenue.

1. Can you explain why the Commission’s assumptions regarding potential cost savings
were so different than the Postal Service’s estimates?

The Commission was unable to corroborate the Postal Service’s method of estimating the
cost savings and instead used the method established in the Commission’s USO Report
and its Annual Compliance Determinations. The Commission’s cost savings estimate
differed most substantially in the arca of city delivery. For city delivery, the Postal
Service estimated savings of $2.3 billion and the Commission estimated savings of $1.5
billion. The Postal Service’s estimate was based on its assumption that it would save
most of the carrier workhours used on Saturday by increasing productivity on Monday.
The Commission’s review of the Postal Service’s data showed that increased volume of' a
given day tends to be dealt with by deferring the delivery of difficult to handle pieces.
Overall weekly productivity does not increase significantly when volume on one day
surges. Thus, the Commission adjusted some of the savings projections offered by the
Postal Service. The Commission also found that the Postal Service’s estimate of revenue
loss from decreased volume was likely understated due to its use of a “likelihood™ factor
in an untested manner.

2. How heavily should this discrepancy weigh on Congress when it is looking to make a
decision on removing statutory restrictions on 5-day delivery service?

The Commission found that the estimated annual net savings would be $1.7 billion
dollars, which is still a substantial amount of savings. As Congress addresses this matter,
it is important to consider both the estimated savings and the impact on service.

3) In PRC’s testimony, they described the possible loss of “potential growth by giving up the
competitive advantage of Saturday delivery.”

1. What would be the potential impact to the Postal “brand” by eliminating Saturday
service?

The Commission heard from several commenters who suggested that eliminating
Saturday service would impact the value of the brand. reduce the competitive advantage,
and hasten volume loss. One of the competitive advantages that the Postal Service
currently enjoys is its delivery of packages on Saturdays, without a special surcharge,
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when many people are at home rather than at work. This advantage would be lost if the
Postal Service ¢liminated Saturday delivery.

2. Would there be any way to quantify {his potential loss?

The Postal Service provided an estimate of volume loss based on survey responses that
did not specifically address this issue. Customer surveys designed to elicit information on
the importance of Saturday package delivery may help quantify the impact.

4) In the National League of Postmaster’s testimony, Mr. Strong seem to be the lone voice of
dissention on the impact of electronic diversion to mail volumes over the last ten years.
Noting that: “In terms of electronic diversion, some suggest that this has been a major factor
contributing to the Postal Service's woes in recent years. We simply disagree with that.
Electronic diversion of bill payments and bill presentation has been with us for decades. It
was a factor thirty years ago in the postal world, was a factor present during the recession,
and will be a factor for years to come. The Postal Service planned for it, and executed those
plans well. It is and has been a fundamental factor of postal life. Those that stretch the
strength of the immediate impact of electronic delivery for hyperbole's sake do so to the
detriment of everyone.” Not only has the Postal Service, GAO, PRC, and others cited this as
a relevant factor, it seems intuitive considering the impact of the digital age on our daily
lives, whether it be paying bills or simple correspondence through email.

1. Would you agree with Mr. Strong’s assessment of the impact of electronic diversion?

While electronic diversion of First-Class mail has existed for some time, for many years
its effects were offset by growth in commercial First-Class Mail. In recent years,
however, the pace of electronic diversion has increased more rapidly and commercial
First-Class mail volume has not been able to offset the loss,

This has impacted the Postal Service's finances. However. electronic diversion is not the
only factor affecting the Postal Service’s financial health. The economic recession has
contributed toward dramatically lower levels of business for standard mail and this has
contributed significantly 1o the Postal Service’s drop in revenue. The overly ambitious
funding schedule for Retiree Health Benefits has also been a major contributor to the
financial problems experienced by the Postal Service.

2. How relevant a factor is electronic diversion to current and future mail volume
declines?

Rapid technological advances are fundamentally changing the way people communicate.
These changes will have repercussions for the Postal Service in both the short-term and
the long-term.
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Post-Hearing Questions for the Record
Submitted to David C. Williams
From Senator Thomas R. Carper
“Finding Solutions to the Challenges Facing the U.S. Postal Service”
May 17, 2011

1. @asked Postmaster General Donahoe at the beginning of the hearing if the pension
and retiree health provisions in my bill and others are enough to get the Postal
Service beyond its current financial difficulties. Do you think they are? Does the
Postal Service need additional authority to make meaningful progress towards the
budgetary problems it has beyond those related to pensions and retiree health?

Mr. Williams responded:

The burdensome and flawed benefit payments have contributed to almost 90 percent
of the $20 billion loss in the past 4 years. This has raised the cost of the infrastructure,
postage rates, and forced the Postal Service to incur debt. Halting these payments and
allowing the Postal Service to use the surplus to fund benefit payments is a first step
in restoring the Postal Service’s cash flow and relieving the near term financial
pressure. ’

Also leveraging Postal Service property, at the fair market value, to achieve 100
percent funding for its retirement benefit programs could be another option. This
option is discussed in question number four.

Others actions will be needed to make the Postal Service economically viable for the
future. These actions include:

Optimization of the network of post offices and plants;

Conversion to an evaluated letter carrier compensation system to allow effective
management;

Flexible work rules to match the ebb and flow of mail;

A comprehensive delivery point strategy that maximizes curb side delivery and
cluster boxes;

Simplification of mail acceptance and pricing;

Evaluating the number of Area and District offices; and

Finding its role in the digital age.

Additional legislative action such as the taking the Postal Service off-budget as
originally designed would be helpful as well as recognizing the Postal Service’s role
as part of the nation’s communication infrastructure. This would allow it to serve as a
digital bridge to the 21% century ensuring no one is left behind.

2. Opponents of my bill have in the past characterized the pension and retiree health
reforms it contains as a bailout. You’ve done a lot of work over the years
examining how much the Postal Service has paid and is paying the federal
government for its pension and retiree health, and other workforce-related
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obligations. Based on what you know, would you say that my bill is a bailout or
is it fair to argue that the Postal Service has paid the federal government more
than it owes in at least some cases?

Mr. Williams responded:

The Postal Service’s benefit funds are funded entirely by postal employees and
postage from American citizens and businesses. Postal Service contributions should
not supplement federal employee contributions and federal employee contributions
should not supplement Postal Service contributions. The Postal Service was
overcharged and subsequently overpaid into benefit funds. In the United States there
is the rule of law and the accounts must be settled. This issue is fundamentally about
righting an inequity. If this inequity is not corrected, it could cause a future taxpayer
bailout.

3. In your testimony, you mention the need for the Postal Service to simplify its
pricing. Why does this need to happen? Does the simplification you’re
recommending have the potential to attract new business?

Mr. Williams responded:

In this time of shrinking mail volumes, any barriers to entry for Postal Service
customers and new entrants should be reduced or removed to encourage mail usage.
Major mailers use software packages to determine the postage for their mailings
because of the complexity of Postal Service pricing. We believe customers should not
have to use software to calculate their own postage.

Also, there are over 10,000 prices for the three primary product lines contained in a
continually growing customer manual of over 1,900 pages. Customers and potential
customers must use this do business with the Postal Service.

It is also difficult for Postal Service employees to transact business with customers
because of this complexity. With so many prices and rules, clerks are challenged to
ensure prices paid are accurate and this often results in customers who know more
about their prices than the clerk who is responsible to postage is correct. This does not
make it easy to do business with the Postal Service and the experience should be
substantially more customer-centric to attract more and new business. Instead,
customers are discouraged from doing business with the Postal Service.

4. T'm intrigued by the discussion in your testimony about the value of the Postal
Service’s assets and the security it should provide to those who might be
concerned about the Postal Service not meeting its pension and retiree health
obligations. Is there anything you would recommend Congress do to ensure that
the Postal Service’s total assets are accounted for in the discussion of how much it
owes the federal government for retirement and other obligations?

Mr. Williams responded:

Although current legislation provides the Postal Service the authority to use its real
property in any manner it deems necessary or convenient, we do not believe this

2
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option has been fully explored. We believe the Postal Service should coordinate with
applicable parties, such as Congress, U.S. Department of Treasury and Office of
Personnel Management to leverage Postal Service property, at the fair market value,
to achieve 100 percent funding for its retirement benefit programs. The Postal Service
should identify specific properties that it plans to hold (and, in the case of default,
convert to cash), and that group of properties would need to be individually appraised
to identify the fair market value of the property.

The Postal Service would retain title to the leveraged properties unless or until it is no
longer able to fund its retirement programs at an operational level. If the Postal
Service becomes insolvent, Treasury could liquidate the leveraged real property and
return the programs to an operational level.

We believe if Postal Service real property were appraised at its fair market value, the
value of assets would likely exceed the current $55 billion needed to fully fund the
retirement programs. This would protect taxpayers, and a surplus of assets would
likely be given to the Treasury if the Postal Service were suddenly shut down — a very
unlikely event. Further, leveraging the substantial wealth the Postal Service holds in
real property assets would assist it in meeting current operational needs without
increasing debt.

On July 12, 2011, we issued a report titled Leveraging Assets to Address Financial
Obligations (Report Number FF-MA-11-118) which fully discusses this issue and
our specific recommendations.
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Post-Hearing Questions for the Record
Submitted to David Williams (USPS OIG)
From Senator Scott P. Brown

“Addressing the U.S. Postal Service’s Financial Future”
May 17, 2011

1) The Office of Personnel Management’s Inspector General (OPM IG) recently released a
report in February that provided OPM’s opinion on changes to funding Postal retiree benefits
proposed by the Postal IG and essentially endorsed by the Postal Regulatory Commission
(PRC) and the Postal Service. Although the OPM IG seems to agree with the Federal
Employee Retirement System (FERS) overpayment issues, they offer significant opposition
to the remaining proposals, including the proposal to address the Civil Service Retirement
System (CSRC) overpayment. Specifically the OPM IG comments that the Postal IG
proposals “do not actually remedy any alleged inequities in the Federal retirement program.
Instead, they serve only to provide the operating capital, which would potentially shift costs
from USPS ratepayers to the taxpayers.”

a. Is OPM correct in their assertion? Why or why not?

Mr. Williams responded:

The OPM is not correct in the assertion. The Postal Service benefit funds are funded
entirely by postal employees and postage from American citizens and businesses. Postal
Service contributions should not supplement federal employee contributions and federal
employee contributions should not supplement Postal Service contributions. If benefit
fund overpayments were returned, the money would not be used for Postal Service
operations. The proposal is to use the surplus to make annual benefit payments. Using
employee money for postal operations would be as wrong as putting it in the federal
employee benefit fund; both are improper.

b. Asitis explained by the OPM IG, a reduction in the proportion of CSRS pension
expenses allocated to the Postal Service would therefore increase the liability of the
federal government and therefore, technically, the taxpayers. In your opinion, how
best can it be explained to ordinary Americans how these changes may or may not
impact them as taxpayers?

Mr. Williams responded:

This is not about the financial condition of the Postal Service or tax dollars, but that the
Postal Service was overcharged and subsequently overpaid into benefit funds. These
benefit funds are paid entirely by postal employees and postage from American citizens
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and businesses. In the United States there is the rule of law and the accounts must be
settled. This issue is fundamentally about righting an inequity.

¢. Do you have any other comments or concerns regarding the rest of OPM IG’s
positions and recommendations from their report?

Mr. Williams responded:

1 believe, like Senator Collins, that OPM could correct this funding issue using their
authority. OPM has responsibility for accurately and fairly administering these funds.
Also OPM recommended 100 percent funding levels for both the Postal Service’s
retirement and healthcare funds. However, their report is silent on the adequacy of
OPM’s government prefunding level of 40 percent for retirement and 0 percent for
healthcare.

2) It has been highlighted in previous hearings before this Subcommittee, the Postal Service is
statutorily required to pay wages and benefits comparable to the private sector, yet it does not
have the workforce flexibility of the private sector. In your testimony, you note several
recommendations your office has made to the Postal Service including ensuring that “flexible
work rules match the ebb and flow of mail.” With the new contract with APWU approved,
does it include the necessary flexibility you envisioned?

a. Ifso, how?

Mr. Williams resi)onded:

The Postal Service has taken action to address some of these issues in the recent
collective bargaining process with the American Postal Workers Union (APWU). For
example, the recently ratified contract provides for increased flexibility by redefining the
full-time schedule to be between 30 and 48 hours per week. It also allows for the creation
of a new non-career position for Postal Support Employees (PSE). These employees will
be paid lower wages than career employees.

b. If not, in what areas do you feel the Postal Service needs added flexibility that need to
be addressed in future contract negotiations?

Mr. Williams responded:

The emphasis on full-time employment and the 40-hour workweek guarantee still make it
difficult to efficiently manage resources. Generally, contract provisions regarding
assigning employees across crafts require that work performed by employees in one craft
not be performed by an employee in another.

! Collective Bargaining Agreement Between APWU, AFL_CIO and U.S. Postal Service; November 21, 2010 to May
20, 2015, Ratified May 11, 2011.
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Relaxing contract provisions for assigning employees across crafts would provide
managers with greater flexibility to move employees between crafts during periods of
down time. Management acknowledged that the existing assignment process is
cumbersome, impedes flexibility when managing employees, and results in grievances.
The Postal Service spent approximately $29 million in grievance costs from FY 2007
through August of 2010 directly related to assigning employees across crafts, workhours,
and reassignment issues; and could potentially reduce those costs if related contract
provisions were relaxed.

3) The Postal Regulatory Commission’s testimony referenced a 2009 Commerce Department

study that showed that 31 percent of U.S. households still do not have internet access at
home, and that nearly one quarter does not use the intemnet. In the rush to bring the Postal
Service into the 21st century, what are your biggest concerns with ensuring that the Postal
Service continues to “provide a safety net for those left behind by the digital revolution”, as
you stated in your testimony?

Mr. Williams responded:

Technological advances have given America low cost instant communications, sophisticated
data organization, search engines, hyperlinks, impressive mobility, and more. However, the
twin forces of the digital age and globalization grew at an unbridled pace and as they leave
their infancy we see:

= Insecure platforms for financial transactions,

= A lengthening trail of American digital refugees,

» Lack of confidentiality for communication content,

* Predatory practices in the conversion of digital cash to currency,

= Patterns of invasive digital profiling by infrastructure operators,

= Emerging issues associated with net neutrality; and

= A shocking loss of privacy.

The digital revolution is just starting, and we are only starting to see its effects. As it
progresses, there will be a lengthening tail of those left behind. There is a need for the Postal
Service to reconfigure its mission for the digital age to ensure that all citizens have access to
our changing communications and transportation infrastructures. The Postal Service could
build a bridge between the digital and physical worlds by creating a digital platform that
facilitates communications and commerce. Hybrid digital-to-physical and physical-to-digital
services could help ensure that those who do not use the internet are not completely
disconnected from the digital mainstream.
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The current financial crisis also places the Postal Service’s ability to finance universal
service at risk. As mail volume and revenue fall, operating a safety net of unprofitable Post
Offices in rural and underserved areas becomes more difficult. The Postal Service is planning
to rationalize its retail network by replacing some Postal Service-operated Post Offices with
Village Post Offices run by local businesses. Postal customers keep their access to retail
services, while local businesses benefit from the additional income. Another option is for the
Postal Service to sell non-postal products to generate additional sources of revenue to sustain
unprofitable Post Offices. These products could target the underserved segments of society
that the private sector may not be interested in serving. For example, the Postal Service
already offers money orders as a safe and dependable alternative for the unbanked and those
who cannot qualify for a credit card. The Postal Service could also sell digital currency
instruments to assist the rapidly expanding number of people who use cash cards.

In PRC’s testimony, they described the possible loss of “potential growth by giving up the
competitive advantage of Saturday delivery.” From your perspective, are you concerned that
dropping Saturday service would have any impact on, what you call in your testimony,
efforts to “[grow] the value of mail?”

Mr. Williams responded:

My office has not undertaken any work in this area because statutorily it is the responsibility
of the PRC. However, I believe to give up any competitive advantage the Postal Service has
in any area may not be in its best interest.
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Post-Hearing Questions for the Record
Submiited to Mark Strong
From Senator Thomas R. Carper
“Finding Solutions to the Challenges Facing the U.S. Postal Service”
May 17, 2011

QUESTION 1. You discuss polling information in your testimony showing that the public
overwhelmingly opposes closing post offices. While I'm certain that most postal customers
would prefer that their local post office remain open, I have concerns about these kinds of polls
because they don’t account for alternative retail options that the Postal Service says it plans to
expand access to in the coming years. My bill, recognizing that the Postal Service would like to
close some money-losing facilities, requires that access to alternate retail increase with a goal of
actually giving customers more access to postal retail options than they do today. Do you think
that access to quality alternate retail might change the numbers in the poll?

ANSWER 1.

When answering questions such as this, one must make a sharp distinction between urban
and suburban post offices on the one hand, and small rural post offices on the other hand. 1 will
respond to this question in two parts, with this dichotomy in mind.

A. Small Rural Post Offices. The answer to this question for small rural post offices is no, for
{WO reasons.

First, the rural post office plays a far different role in rural America than it does in urban
America. In rural America, the post office acts as a center for the rural community that literally
ties and binds it together. This function cannot be replaced by any alternate retail measure, and
thus the poll numbers would not change if sufficient alternate retail measures were available.

Second, in rural America there often is not much in the town except the Postal Service and
several other establishments. The businesses of the town may be scattered around the outlying
areas, and the Post Office is their lifeline. Broadband service is not necessarily available and
reliable, and in as more broadband is introduced in the future, there will likely be a growing gap
between the broadband speeds available to rural America and the broadband speeds necessary to
access new services. As the Rural Policy Research Institute has said:

Differences among data transfer speeds and latency issues have the potential to mask another disparity in broadband
service across the country. The latest video-conferencing and video-sharing products require much higher two-way
speeds than the FCC currently requires under its 768 kbps “high-speed” definition. While the market in metropolitan
areas continues to ramp up speeds and quality, less densely populated areas are struggling to obtain basic services,
and the divide between urban and rural services continues to widen on this second front. Rural investment programs
need to focus not on current minimum requirements, but on building for the next generation of technologies and
capacities.

Thus, it appears that the need for small rural post offices in the future will not decrease, and may
even increase, as this digital divide between rural America and urban America continues, and
perhaps widens.
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B. Urban and Suburban Post Offices. In terms of urban and suburban residents, the answer to
your question is probably no. One reason for this is that the services provided by post offices are
not necessarily the services provided by alternate retail access. Alternate retail access tends to
provide two or (in some cases) three basic postal services (stamp sales, if-it-fits-it ships boxes,
and in some cases post offices boxes). Urban and suburban residents often go to post offices for
services other than stamps and if-it-fit-it ships boxes. Thus, the services offered by post offices
are still required and will be for the foreseeable future,

An interesting facet of the drive to close post offices is that one of the key arguments upon which
the Postal Service fashioned its arguments for moving from six to five day delivery, was that all
the post offices will be open on Saturday for citizens to obtain their mail, and that transportation
down to the Post Offices would continue on Saturday. This would citizens who needed Saturday
delivery to make arrangements to pick up their mail locally on Saturday at their convenient local
post offices. If thousands of post offices are closed, and people are forced to drive miles and
miles to get their mail, then the strength of that argument evaporates.

QUESTION 2. In your testimony, you discuss legislative history from the 1970s in defense of
what I believe to be an argument against closing small, rural post offices. Is it your contention
that nothing in rural communities has changed over the past 30-40 years that would necessitate a
change by the Postal Service and in way in which it provides the products and services all
communities rely upon?

ANSWER 2. Obviously things have changed considerably in rural communities over the past
30 years, but none of those changes in any way reduce or eliminate the importance of rural post
offices. This has been consistently expressed by rural residents throughout the country, and
generally it tends to be only urbanites that raise this argument. That is why the reaction among
rural America to the Postal Service’s plan to close thousands of post office is growing stronger
and stronger by the day, as people find out about the Postal Service intentions, and why several
governors have called for a moratorium on closing post offices.

See for example, http://statehousenewsonline.com/2011/08/01/branstad-calls-for-moratorium-on-
post-office-closures-says-ia-and-w-va-hardest-hit/ .

QUESTION 3. GAO released a report in February (GAO-11-282) that details, among other
things, steps foreign posts have taken to expand access to retail options outside of post offices.
Do you believe that American postal customers are not as capable of adapting to these kinds of
alternatives as postal customers in countries like Canada, Australia, or Finland?

ANSWER 3. Two points need to be made. First, my understanding is that to the degree that
closing rural post offices in foreign countries has occurred, the rural areas in those countries have
been severely damaged. Resistance to closing rural post offices is very strong in those rural
communities. Second, many other countries do not have the type of vast rural areas, and the
density that goes with those rural areas, that are typical of much of the rural United States.

Moreover, in Canada, there has been a 15 year moratorium on closing post offices since 1994, in
recognition of the unique role these small post offices play. As a March 26, 2010 letter from the
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Honorable Rob Merrifield, the Canadian Minister of State Transport to Denis Lemelin, the
President of Canadian Union of Postal Workers said:

With respect to the applicability of the rural moratorium, the Charter recognizes that the
provision of postal services to rural communities is an infegral part of Canada Post's universal
service. The moratorium on the closure of rural post offices has therefore been maintained as is.”
http://www publicpostoffice.ca/multimedia/website/publication/English/PDT/2610/26 03 2010
merrifield to lemelin enpdf

QUESTION 4. The bill I’ve introduced would require that the Postal Service guarantes its
customers a minimum level of retail access. It also preserves the universal service requirements
in current law that protect the interests of small towns, rural areas, and communities where
providing mail service isn’t profitable. What more, in your view, needs to be done to protect the
communities you're concerned would be abandoned by the Postal Service?

You seem to imply in your testimony that the electronic diversion of the mail is not a serious
concern, Is it your belief that mail volume will return once the economy is fully recovered from
the recent recession? If so, on what evidence or data do you base this belief?

You say in vour testimony that electronic diversion of the mail is something that the Postal
Service has been dealing with for decades. Do you not believe that the growth in the use of e~
mail, soctal networking sites, electronic bill pay, and other innovations has the potential to have a
much more significant impact on the use of the mail than previous communications inaovations?

ANSWER 4. Mr. Chairman, I do appreciate these questions and I thank you for them. They do
get to the heart of the mater,

A, Service to Rural America. First, you point out that that your bill would require that the
Postal Service guarantee its customers a “mintmum’” level of retail access, Current law requires a
“maximum” degree of service. That is the key to the problem. We have attached a chart that we
have prepared that shows the difference between the seivices provided in a independent post
office and the services that would be provided by a contracted out village post office.

dostal Products/Services Real P/O
orever Stamips
enominated Stamps
“irst Class Mail

irst Class Mail International

illage P/O
v

NATRIN
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riority Mail (weight based)
riority Flat Rate Boxes/Envelopes

cturn Receipt for Merchandise
ertificate of Mailing
estricted Delivery
allect on Delivery (COD)
pecial Handling
dult Signatore Required
edia Mail
arcel Post
oney Orders
ignature Confirmation
Delivery Confirmation
Registered Mail
ulk Mail Acceptance
p Code Information
nternational Mail
irst Class Int Mail Parcels
1storms forms
e a Change of Address
\pply for a Passport
tamped Envelopes
stamped Postcards
eady Post Products and Supplies
ip Code Information
ure Money (Dineroi Seguro)
ailing Requirements
ile an Insurance Claim

A A AR AN R A A A A A A A A A A A A A A A AR A A A A AR R

We believe that rural Americans are not second class citizens and that they deserve the same
qualify of service as enjoyed by urban American citizens. That applies not only to “retail access”
but also to quality of delivery.. Indeed, there is even an argument that rural America deserves
better quality postal services than urban America because postal services are more important to
rural America than they are to urban America, because rural America may be more dependent

4
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upon postal services than urban America. But that is a question for another day. What we
believe is going on here is the Postal Service, but we hope not Congress, is willing to reduce the
quality of service that rural America will receive, without acknowledging the fundamental harm
to rural society and the rural economy that this reduction of Service will precipitate. It is telling
that almost every time we go to visit staff on the hill, the reaction from staff with urban
backgrounds is much different than the reaction of staff with small town rural backgrounds.
Staff with urban backgrounds have trouble understanding why rural post offices are so important
to rural America while staff with rural backgrounds frequently cut us off half way through our
presentations, usually saying something like “That’s ok, I got it, I'm from a small rural town. I
understand. You need explain no further.”

As noted above, in rural areas, post office functions go far beyond access functions, and go well
into the social, cultural, and political spheres. Moreover, in rural, suburban and urban areas, post
offices functions are not just access functions but also delivery functions. Moving or eliminating
some post offices fundamentally changes the delivery dynamic of the system since the post
office is the local node of the delivery system and moving nodes in a fine-tuned system can often
distort the harmonics and result in distortions and disruption in the system. So, one must protect
not only retail access but also delivery efficiency and productivity in urban and suburban areas,
and even more in rural areas. Suggesting that somehow the Postal Regulatory Commission,
through some sort of process, could prevent any deterioration in service to a rural community
misses the point that the vast majority of these communities don’t have the resources to take
advantage of such an “inside-the-beltway” remedy.

Finally, your bill addresses reducing fossil fuel decency in Postal Service vehicles. By changing
the mode of delivery from a Post Office Box to a Rural Carrier Delivery, as your bill would do
for many homes, you have added miles to the mix, and more dependency on fossil fuels. You
have also removed the most efficient mode of delivery, the Post Office Box, and take delivery to
the street. This cost, I believe, is not fully incorporated into the potential savings, and it would
be practically impossible to do so until the closing process starts.

B. Electronic Diversion. I do not mean to imply in my testimony that electronic diversion mail
is not a serious concern. If my testimony gives that impression, 1 will correct it for the record
right here. Electronic diversion is a serious problem for the Postal Service. It is the most serious
problem it has faced over the last thirty years and it is the most serious problem it will face over
the next twenty years.

But it is a problem that the Postal Service has been dealing with for decades, and those decades
of experience suggest that one has to look at the sub components of the Postal Service’s products
to make any analysis that is viable.

If one looks at the parcel area, and the priority mail area, the news is not bad at all. As Internet
purchasing grows, the delivery of internet purchases grows, and the Postal Service has a very
profitable and growing place in that market. If one looks at advertising mail, both in Standard
Mail and in First Class mail, the outlook is positive. While volumes are down now because of
the economy, studies have repeatedly shown that ad mail has lost none of its impact and in direct
head-to-head tests with electronic advertising mail and other electronic delivery, ad mail comes
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out just fine. In discussing the results of the recently released 2010 Household Diary Study,
Postcom said:

With the vast majority of Standard Mail consisting of advertising material,” the
[Household Diary] study reported, “volume is particularly sensitive to the health of the
economy.” “Thus,” it concluded, “as the recovery gained steam, the pace of spending on
direct mail advertising increased.”

Postcom bulletin, July 15,2011 at 2.
As Postcom also pointed out:

Direct Mail Remains One of Leading Media Choices; Market Share Gains Continue

The HDS reported that advertising mail represented more than half of all mail received
by households in FY 2010, with 84 percent of all advertising mail received by households
being Standard Mail and the remainder consisting mostly of First-Class Mail advertising
sent as stand-alone pieces (6.2 billion pieces) or sent along with other matter (6.7 billion
pieces). The HDS reported that “[d]espite many changes to the U.S. economy over the
past few years, direct mail continues to be one of the most popular advertising choices.”
1t reported that direct mail’s share of total advertising spending has remained relatively
constant at 12 percent for most of the past 20 years. “Direct mail has maintained its
strong ad share,” it said, “even with the introduction of new and fast-growing ad markets
such as the Internet.” . . . In 2010, the HDS reported, First-Class advertising fell 11
percent from 2009, “mostly due to a lingering weak economic recovery.” . . . “About 85
percent (70.6 billion pieces) of all advertising mail received by households in 2010 was
sent via Standard Mail, which, after declining sharply in the first half of 2010, made an
equally sharp comeback in the second half, leaving the total annual volume virtually
unchanged from 2009,” the HDS reported.

* & ok
According to Magna Advertising Group, the study reported, American businesses spent about
$171 billion in 2010 advertising their products and services, an increase of 4.3 percent from 2009.
“Of this total advertising spending,” it said, “12 percent was spent on direct mail (note that
Magna’s spending estimates for direct mail include only postage costs).” “As in prior years, direct
mail was one of the leading media choices of advertisers in 2010,” it said, “However, the weak
economic recovery that followed the 2008-2009 recession stimulated only a 2.1 percent increase
in direct mail advertising spending over 2009,” it said.

* k%
“While intended responses do not always lead to actual responses,” the HDS said, it
noted that the data presented in the study “help explain why direct mail is such a popular
choice of advertisers in America.” “Although there is no completely equivalent measure
for intended response to Internet ads,” it said, “the click-through rate (the percentage of
online visitors who viewed an ad and also clicked on it) is widely used as an indicator of
consumers’ interest in online ads.” “As such, it is somewhat comparable to mail ads’ read
rates,” it noted. “Based on recently published reports, the average click-through rate for
Internet advertising is about 0.1 percent,” the study said, noting that “[o}verall read rates
for mail ads, on the other hand, have averaged about 50 percent.”

Id. at 4-5.
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Since then, as the economy has faltered, so too has mail volume. But the 2010 Household Diary
findings strongly suggest that the ebb and tide of advertising mail relates directly to the
economy, and that direct mail has not lost any of its effectiveness. This fact is buttressed by the
average click through rate of 0.1% for internet advertising, as compared to the average read rate
of 50% for ad mail.

Finally, we would be remiss if we did not point out that some of the electronic diversion that is
going one has to be because of the instability of the Post Office brought on by two years of bad
press and the failure to get a bill passed that rectifies the pre-funding situation.

C. Other Electronic Measures. In terms of your last question, “Do you not believe that the
growth in the use of e-mail, social networking sites, electronic bill pay, and other innovations has
the potential to have a much more significant impact on the use of the mail than previous
communications innovations? My response would be that bill pay has been eroding postal
volumes for three decades, and my understanding is that much of what is to go, at least half, has
gone. 1 have seen no credible studies that suggest that email and texting has eroded physical
mail by any significant degree. Most of the communications that email and texting have
replaced are telephone or fax communications, both of which eroded physical mail decades ago.
As for new communications innovations, we will just have to see. [ see none on even the far
term horizon that could replace ad mail. This is partly because electronic communications are so
easy to filter out while the mail must be delivered.

Let me clarify one final point. My remarks are largely directed at acquisition mail, which is mail
going to develop new business with new customers. In terms of mail directed at existing
customers, if customers are willing to consent to it, electronic innovations can offer viable
alternatives to physical mail. The effectiveness of those communications depends on the
medium, the offer, the person, and the subject matter of the offer. But in a sophisticated
marketing program, there are always room for muitiple channels.
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CERASALE

Responses of Jerry Cerasale
To Post-Hearing Questions
From Senator Scott P, Brown

In the Postal Regulatory Commission’s testimony, they described the possible loss of
“potential growth by giving up the competitive advantage of Saturday delivery.”
a. From the perspective of the mailing industry, what impact on the Postal brand do
you think this would have on business?
b. What would be the reaction of the mailing industry and potential impact on the
Postal “brand” of eliminating Saturday service compared to a rate increase?

In the best of all worlds, the mailing industry would prefer to keep six-day delivery. A
change in delivery days would require almost all marketers and most other business
postal customers to adjust their mailing schedules to ensure their mail pieces reach
recipients on the desired day. Some mailers will be able to adjust more readily than
others. For those businesses whose business operations require Saturday delivery,
elimination of that day would require a revamped business model.

Elimination of Saturday delivery will eliminate the competitive advantage the Postal
Service has over its major competitors, particularly with parcel delivery. Parcel delivery
on Saturday at a premium price would not “bring back” that competitive advantage since
its competitors provide Saturday delivery at a premium price,

The Postal brand likely will suffer with the elimination of a day of delivery. However, I
have not seen any specific study determining “how much” it would suffer. Moreover, the
brand issue is intertwined with postage. If the Postal Service eliminated Saturday
delivery and raised postage above the rate of inflation, the brand would suffer
significantly. The Postal Service would be charging significantly more for less service.
That would be the new image of the Postal Service to the general public. The Chief
Financial Officers of business mailers would press hard for alternative channels of
communication to their customers and potential customers. The exodus from the mail
channel would accelerate.

Given the “choice™ between six-day delivery and above inflation postage increases, most
business mailers would prefer to avoid the above inflation postage increases. Postage
affects mail delivery every day not just on Saturday.

The worst case scenario for the Postal Service would be to reduce service and raise prices
above inflation!

Senator Carper’s legislation provides some additional flexibility for the Postal Service to
offer “non-postal” products and services not related to mail. As the witness representing
the private sector, what are your concerns regarding ensuring that any expansion of
Postal services does not create unfair competition?
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Although mailers support efforts of the Postal Service to find new sources of revenue,
those efforts should be focused on areas where the private sector is not adequately
serving. The Postal Service should not enter a product or service field as a competitor to
American companies that are adequately meeting consumer needs. In addition, since
postal management expertise is in collecting, transporting, processing and delivering
mail, it is ill-equipped to venture outside the logistics of handling mail. If the Postal
Service finds a customer need that is not met by the private sector, it is important that the
Postal Service management partner with the private sector when possible to avoid the
cost and time to develop new expertise that already exists in the private sector.

In the National League of Postmasters’ testimony, Mr. Strong seemed to be the lone
voice of dissention on the impact of electronic diversion to mail volumes over the last ten
years. Noting that: “In terms of electronic diversion, some suggest that this has been a
major factor contributing to the Postal Service’s woes in recent years. We simply
disagree with that. Electronic diversion of bill payments and bill presentation has been
with us for decades. It was a factor thirty years ago in the postal world, was a factor
present during the recession, and will be a factor for years to come. The Postal Service
planned for it, and executed those plans well. It is and has been a fundamental fuctor
of postal life. Those that stretch the strength of the immediate impact of electronic
delivery for hyperbole’s sake do so to the detriment of everyone.” Not only has the
Postal Service, GAO, PRC, and others cited this as a relevant factor, it seems intuitive
considering the impact of the digital age on our daily lives, whether it be paying bills or
simple correspondence through mail.

a. Would you agree with Mr. Strong’s assessment of the impact of electronic
diversion?

b. From the mailing industry perspective, how relevant a factor is electronic
diversion to current and future mail volume declines?

Although I agree with Mr. Strong that the Postal Service was aware of electronic
diversion of mail, 1 disagree with his assessment and conclusion. Although the Postal
Service did reduce the size of its workforce through attrition, it did not do enough to
down-size in light of electronic communication alternatives. The recent announced plan
of the Postal Service to reduce mail processing plants form 508 to 175, let alone the
reduction in retail facilities, belies Mr. Strong’s statement that the Service reacted to
electronic diversion “well.”

Electronic diversion of mail is not confined to financial transaction and personal
correspondence. Every marketer in the Direct Marketing Association is a multichannel
merchant. Electronic communications as well as mail are vital channels for marketers to
reach customers and potential customers. Smart phones and tablets are just the new edge
for electronic communications. New innovations will soon be available that will make
smart phones and tablets obsolete. How I interact with the electronic information age
pales to how my children use the online world. It is difficult to imagine how my
grandchildren will interact. The Postal Service, marketers and nonprofits must react and
adapt to the changing communication environment in order to survive. Of course,
ecommerce sales require delivery of product, unless the product is digitized. So the
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parcel delivery network of the Postal Service is very important to ecommerce consumers,
particularly since both FedEx and United Parcel Service use Postal Service delivery to
many residential addresses.

Although the mail will be one of many communications channels, for the foreseeable
future it will remain an important communications and commerce channel for businesses
provided it does not price itself out of the market. If postage is too high, mailers will
divert even more communications to alternative channels. It is now the time, in fact well
past the time, for the Postal Service to right-size itself and shed its excess capacity.
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The National Association of Postmasters of the United States (NAPUS) once again
appreciates the opportunity to share with this Subcommittee the views of our 38,000
members regarding the future of the Postal Service. The most recent Postal Service
quarterly fiscal report illustrates a $2.2 billion loss for the past quarter, and provides
sobering news on mail volume. Taken together, the data is a warning sign for the rest of
the economy. In addition to intensifying the budget pressures on the Postal Service, the
continued mail volume decline may represent the leading edge of the next recession.
Consequently, NAPUS urges the Committee to pursue a two-track strategy to ensure the
continued viability of the Postal Service. First, address pension overpayment and pre-
funding retiree health benefits; and, second, tackle broader operational issues. )

When NAPUS appeared before this panel in December, I explained that our primary goal
should be to recognize the massive Postal Service overpayments into the Civil Service
Retirement System (CSRS) and the Federal Employees Retirement System (FERS). In
addition, legislation is essential to permit the agency to use its surplus contributions to
meet its legal, albeit unique, obligation to pre-fund future retiree health benefits. Indeed,
recognition of the estimated $55-75 billion in overpayments would go a long way to help
address the immediate fiscal crisis confronting the federal agency.

Last week, a representative group of mailers testified before the House Postal
Subcommittee and proclaimed their endorsement of H.R. 1351. The bill, which was
introduced by Rep. Stephen Lynch, directs the Office of Personnel Management to
accurately and fairly calculate the Postal Service’s past retirement obligations, and
provide the agency with immediate financial relief by permitting the overpayment.
NAPUS is pleased that two bills that are or will be pending before the Subcommittee,
Sen. Collins’ legislation (S. 353), and the bill that the Chairman just introduced (POST
Act) also seek to address the over-funding and pre-funding issue. Consequently, NAPUS
strongly supports Title I of the Chairman’s legislation and section 101 of S. 353. NAPUS
continues to believe that pension liability and retiree health pre-funding is at the center
the Postal Service’s current crisis and the issue should be segregated from other
controversial proposals, and be enacted prior to the end of this fiscal year.

It is important to note that the Postal Service has shed over 100,000 jobs over the past
two years, including Postmaster positions, and there has been virtually no investment in
capital. The postal infrastructure and vehicle fleet is deteriorating. Before the Postal
Service begins to cut deeper into the bone of its services, the agency needs to prune
further its bureaucracy and eliminate its still-bloated administrative overhead, which
includes an oversized Area and District Office structure. Therefore, NAPUS supports
section 104 of S. 353.

In this constantly transitioning digital age, the Postal Service has not done enough to
design and implement a comprehensive and compelling strategy to improve relevancy,
and exploit its consistently high trust level and ubiquity. NAPUS has persistently urged
the Postal Service to maximize the use of its footprint and become the universal
government portal, enabling citizens and businesses to access federal, state and municipal
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services through their local Post Office. Consequently, NAPUS supports section 301 of
the POST Act and commends Chairman Carper for encouraging the Postal Service to
establish partnerships with other federal agencies, as state and local governments to
provide services. This type of universal governmental access compliments the Postal
Service’s universal obligation, and would be especially beneficial to Americans who live
or work in small towns and rural areas

However, we are deeply concerned about statements, policies and regulations that would
take the Postal Service in a completely different direction, to irrevocably contract its
universal mission. Such misguided policies do irreparable harm to confidence in our
postal system, and the economies of communities, large and small. For this reason,
NAPUS is troubled by sections 201 and 202 of the POST Act, and urges the Chairman to
revisit these provisions. Sections 201 and 202 could unfairly target rural areas and small
towns for reduced postal services. Under the provisions, the Postal Service would no
longer be required to provide “a maximum degree of” services to thousands of
communities. In addition, the sections would eliminate the prohibition against closing a
post office solely for having expenses that exceed revenue. Post offices are not simply
revenue generators; they are service providers. Sections 201 and 202 cast in harm’s way
more than 10,000 post offices. It is important to remind the Subcommittee that closing all
rural and small post offices would only save the Postal Service about 0.7% of its
operating revenue. Moreover, two successive Gallup Polls, one in 2009 and the other in
2010 record overwhelming citizen opposition to Post Office closing (88% and 8§6%),
identifying post office shuttering as the most objectionable postal cost-cutting tactic. Post
Offices remain the undisputed most valued governmental institutions in the nation.

Nevertheless, NAPUS has consistently testified that it does not believe that all post
offices are sacrosanct. In fact, we do not oppose seeking expanded postal access points to
generate increased revenue. Co-location of postal services with commercial enterprises
should be explored in attracting more business. However, alternative postal access cannot
be abused to indiscriminately close Post Offices, or exploited to deny communities full
postal services. The Postal Service cannot advance such dishonest monikers as a “Village
Post Offices”, when such a non-public entity is not a Post Office, nor can it offer the full
array of services that a Post Office provides. In addition, while the increased availability
of postal kiosks may be appropriate in some locations, it is not a viable option in most.

NAPUS notes that section 203(b) of the POST Act outlines specific standards with regard
to expanding retail alternative to Post Offices, including community impact and input,
and revenue growth. This language is constructive, and NAPUS believes the section
should be a prerequisite to Post Office discontinuances. Additionally, it would be
premature to manufacture an environment conducive to closing Post Offices, absent
Postal Regulatory Commission review of the plan and the establishment of clear retail
service standards. Post Office discontinuance should not to be taken lightly, because such
actions have a lasting effect on communities and neighborhoods. The criteria for Post
Office discontinuance and the process must be transparent, and the impacted community
must be informed of the process, as well as having constructive input in the decision.
Regrettably, Post Office discontinuance regulations, filed by the Postal Service on March
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31, failed to hit the mark. The proposed regulations violate both the letter and the spirit of
existing law. Furthermore, weakening the existing statute, by enacting section 201 and
202, may have the unintended consequence of providing license for wholesale Post
Office closures.

Finally, NAPUS would like to bring to the Subcommittee’s attention another proposed
Postal regulation that, if implemented, would violate existing law — a law that the
Chairman championed. The Postal Services seeks to redefine “Postmaster”, contrary to
the 2003 Postmasters Equity Act, which was jointly introduced by Senators Akaka and
Collins. Among the early Senate cosponsors were Chairman Lieberman and Chairman
Carper. Early this month, the authors of the legislation, Senators Akaka and Collins,
submitted comments to the Postal Service contesting the legality of the regulations. The
Committee report that accompanied the legislation lays out the importance Postmasters
and their essential role in postal operations,

The next few months and years will be pivotal for the future of the Postal Service; and
NAPUS looks forward to working with the Committee as it helps assure an effective and

essential Postal Service.

Thank you.
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