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AT A CROSSROADS: THE POSTAL SERVICE’S
$100 BILLION IN UNFUNDED LIABILITIES

Thursday, March 13, 2014,

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE, U.S. POSTAL
SERVICE AND THE CENSUS,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, D.C.

The subcommittee met, pursuant to call, at 2:27 p.m., in Room
2247, Rayburn House Office Building, Hon. Blake Farenthold
[chairman of the subcommittee] presiding.

Present: Representatives Farenthold, Walberg, Collins, Clay, and
Lynch.

Staff present: Ali Ahmad, Majority Professional Staff Member;
Will L. Boyington, Majority Deputy Press Secretary; Sharon Casey,
Majority Senior Assistant Clerk; Jeffrey Post, Majority Senior Pro-
fessional Staff Member; Jaron Bourke, Minority Director of Admin-
istration; Kevin Corbin, Minority Professional Staff Member; Adam
Koshkin, Minority Research Assistant; Mark Stephenson, Minority
Director of Legislation.

Mr. FARENTHOLD. I would like to begin this hearing by stating
the Oversight Committee’s Mission Statement. We exist to secure
two fundamental principles. First, Americans have a right to know
that the money that Washington takes from them is well spent.
And second, Americans deserve an effective, efficient government
that works for them.

Our duty on the Oversight and Government Reform Committee
is to protect these rights. Our solemn responsibility is to hold gov-
ernment accountable to taxpayers, because taxpayers have a right
to know what they get from their government.

We work tirelessly in partnership with citizen watchdogs to de-
liver the facts to the American people and bring genuine reform to
the Federal bureaucracy. This is the mission of the Oversight and
Government Reform Committee.

Today we are going to talk about the Post Office. The Postal
Service is broke. In the last two years alone, the Postal Service has
defaulted on $16.7 billion in payments to the Treasury to pay down
accrued retiree health care liability. In recent years, the Postal
Service has also temporarily ceased making statutorily required
pension funding payments to the government. Then, this year, the
Postal Service was forced to resort to an implementation of an un-
precedented, exorbitant rate increase as part of a last ditch effort
to break even.
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The rate increase is at best a temporary fix that will improve
revenue a little now. But higher prices will only encourage cus-
tomers to transition from more expensive paper mail to virtually
free electronic communication and commerce.

Over the last several years, a number of reform plans have been
put forward to serve the Postal Service and to save the Postal Serv-
ice, some good, some bad. Last July, the full committee considered
our own plan, H.R. 2748, the Postal Reform Act, which I believe
stands the best chance to move the Postal Service forward and into
financial solvency.

While I ask my friends on the other side of the aisle to work with
us on H.R. 2748 and other postal initiatives, such as President
Obama’s repeated suggestion to move to a modified six-day deliv-
ery, we are here today to take a step back from debating specific
legislation and to hear from the experts on the current financial po-
sition of the Postal Service and the true scope of these unfunded
liabilities facing the Postal Service.

As many know, mail volume has declined by more than 25 per-
cent since 2006. Virtually the entire decline has been attributable
to the diversion of paper to digital forms of communication. As we
proceed, this has accelerated more by our economic times.

Until the last few years, the Postal Service business model has
been predicated on the idea that paper mail volume would continue
to increase and the Postal Service would always need to grow. For
any organization, shifting from expansion to contraction is difficult.
But the Postal Service has made great strides to increase efficiency
in the last 15 years. They have right-sized the workforce almost ex-
clusively through voluntary means.

However, the Postal Service’s legacy, as a much larger institu-
tion, will continue to heavily impact its financial future. At the end
of fiscal year 2013, the Postal Service had unfunded obligations
and liabilities of more than $112 billion, the vast majority of which
were directly to postal employees and retirees: $48 billion for re-
tiree health care, $19 billion for pension and $17 billion for workers
compensation.

As we will hear today, even if the Postal Service is able to break
even in the short term, the agency has no plan under current law
to ever address even a small fraction of these liabilities.

I am looking forward to hearing testimony today about the var-
ious obligations and liabilities and what will happen in the coming
years if the Post Office cannot afford to address them. Additionally,
as a strong believer in confronting these financial obligations head-
on, I am looking forward to hearing testimony from the Defense
Health Agency to hear how the DOD has been taking steps to en-
sure the proper funding of TriCare costs for Medicare-eligible retir-
ees.

In closing, I would like to thank the witnesses for being here. I
apologize for the delay. We are at the mercy of a rather fickle
House voting schedule.

I now recognize the distinguished ranking member, the gen-
tleman from Massachusetts, Mr. Lynch, for his opening statement.

Mr. LyNcH. Thank you, Mr. Chairman. Thank you for holding
this hearing.
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I want to thank the witnesses for their willingness to appear be-
fore the committee and help us with our work.

Despite positive developments in the area of revenue growth, the
U.S. Postal Service clearly remains in dire financial straits. As evi-
denced by the most recent quarterly financial report, the agency
experienced a net loss of $354 million for the first quarter of fiscal
year 2014, marking the 19th out of the last 21 quarters that it has
reported a loss.

The Postal Service has also notified Congress that absent the en-
actment of comprehensive postal reform, it will be forced to default
on its annual future retiree health benefit payment, when a $5.7
billion bill becomes overdue on October 1st. This will be the fourth
consecutive such default.

Moreover, the Postal Service has reported that it carries a series
of unfunded liabilities totaling approximately $100 billion. Among
the specific obligations cited by the agency are an estimated $49
billion in retiree health benefit funds, $19 billion in civil service
and Federal employee retirement system costs, $17 billion in De-
partment of Labor workers compensation payments and a debt
owed to the United States Treasury with an aggregate principal
balance of $15 billion. These figures not only evidence the financial
condition of the U.S. Postal Service that is still grave, but also reit-
erates the urgent need for Congress to enact a meaningful postal
reform package that is founded on a bipartisan agreement and
aims to strengthen the Postal Service by building upon its unparal-
leled mail network and dedicated workforce.

In the context of today’s focus on unfunded postal liabilities, 1
would note that we could immediately and significantly reduce the
Postal Service’s net unfunded liability by addressing the billions of
dollars in overpayments that the agency has made into the Federal
Employee Retirement System. In particular, we could require the
Office of Personnel Management to recalculate the amount of Post-
al Service FERS overpayment, using a more accurate actuarial for-
mula that takes into account the unique position, salary growth
and demographic characteristics of postal employees.

As reported by the Office of the Postal Service Inspector General
in September last year, the use of so-called postal-specific assump-
tions in calculating the Federal Employee Retirement System over-
payment would result in a $12.5 billion surplus that could be re-
turned to the Postal Service and used by the agency to pay down
its debt and other outstanding obligations. I have already intro-
duced legislation to this effect in the 113th Congress. H.R. 961, the
U.S. Postal Service Stabilization Act, has received over 160 co-
sponsors, including ten Republicans. I urge the committee to move
this bill forward.

In addition, we need to revisit the onerous mandate that the
agency prefund its future retiree health benefits 75 years before it
is necessary. It is a requirement that is asked of no other corpora-
tion, public or private, and given that the Postal Service has al-
ready funded 49 percent of the actuarial liability relating to
prefunding, it is a requirement that has drastically reduced the
agency’s cash supply in recent years.

Now, I understand that the majority has called the Department
of Defense to testify this afternoon on DOD’s experience in setting
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aside funds to pay for future retiree health benefits under the
TriCare for Life program, which is only 39 percent funded. While
I appreciate the Department’s perspective, I would caution my col-
leagues against comparing apples to oranges. Importantly, Defense
Department costs for TriCare for Life are funded through the an-
nual Congressional appropriations process, while the Postal Service
is operated as a self-supporting government agency since 1971 and
does not receive taxpayer dollars.

In addition, I would note that the health care costs of retired De-
fense Department personnel are primarily covered by Medicare
with only supplemental coverage provided under TriCare for Life.
In contrast, the health care costs of postal retirees are primarily
covered by plans under the Federal Employee Health Benefit Pro-
gram, with the Postal Service required to cover the employer’s
shared costs.

Mr. Chairman, I look forward to discussing these and other
issues as we continue to work together to enact comprehensive
postal reform. I thank you again, Mr. Chairman, for holding this
hearing and I yield back the balance of my time.

Mr. FARENTHOLD. Thank you very much, Mr. Lynch.

Members will have seven days to submit opening statements for
the record. We will now recognize our panel.

Mr. Frank Todisco is the Chief Actuary at the U.S. Government
Accountability Office. Mr. Jeffrey Williamson is Chief Human Re-
sources Officer and Executive Vice President at the U.S. Postal
Service. Mr. Robert Moss is Chief of Budget and Resource Manage-
ment at the Defense Health Agency. And Mr. Joel Sitrin is the
Chief Actuary in the Office of the Actuary at the U.S. Department
of Defense. I feel like I need green eyeshades with all these actu-
aries, but we are excited to have your testimony.

Pursuant to committee rules, all witnesses will be sworn in be-
fore they testify. Gentlemen, would you please rise and raise your
right hand.

Do you solemnly swear that the testimony you are about to give
will be the truth, the whole truth and nothing but the truth?

[Witnesses respond in the affirmative].

Mr. FARENTHOLD. You may be seated. Let the record reflect that
all witnesses have answered in the affirmative.

In order to allow time for questions and discussions, we ask that
you limit your testimony to five minutes. We have your complete
written testimony here in our folders. So if you will summarize, hit
the high points and give us a chance to ask you questions, that
would be the most efficient use of the time.

In front of you there is a timer that will count down from five
minutes. When you are about to run out of time the light will go
from green to yellow, which as it does on the streets, means speed
up. And then the red light means stop, your time is expired.

So we will start off with Mr. Todisco, your five minutes begins
now.
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WITNESS STATEMENTS

STATEMENT OF FRANK TODISCO

Mr. Tobisco. Chairman Farenthold, Ranking Member Lynch,
members of the subcommittee, thank you for the opportunity to tes-
tify today on the Postal Service’s unfunded liabilities.

The Postal Service continues to face serious financial challenges
with insufficient revenue to cover its expenses and financial obliga-
tions, and the continuing decline of first class mail volume. As
shown in table 1 of our written testimony, the Postal Service had
$100 billion of debt and unfunded benefit liabilities at the end of
fiscal year 2013, consisting of $48 billion for retiree health, $20 bil-
lion for CSRS pension, $17 billion for workers compensation, the
$15 billion debt to Treasury and a small surplus, half a billion dol-
lars for FERS pensions.

As shown in figure 1 of our written testimony, the total of these
unfunded liabilities and debt has grown in scale relative to the size
of the Postal Service’s operations, from 83 percent of postal revenue
in 2007 to 148 percent in 2013. The extent of prefunding varies by
program. Prefunding of the Postal Service’s pension benefits has
been required over decades, so that they are over 90 percent fund-
ed. Prefunding of retiree health only began in 2007, and the liabil-
ity is about half funded at present. Workers compensation is pay
as you go, so the entire liability is unfunded, the three programs
that are prefunded, CSRS, FERS and retiree health, are all subject
to different technical rules, regarding such factors as amortization
periods, assumptions and use of surplus.

It should be understood that these benefit liabilities are long-
term estimates that contain a significant degree of uncertainty. As
such, they are moving targets. But they are still important targets,
3s t}(liey represent estimated bills for employee service already ren-

ered.

There are several advantages to having the Postal Service
prefund retirement benefits. These include first, protecting the fu-
ture viability of the Postal Service by not saddling it with bills
later on after employees have already retired. Second, protecting
the retirement benefits of postal employees, retirees and their
beneficiaries. Fully-funded benefits are more secure than unfunded
benefits. Third, charging postal ratepayers for the full cost of cur-
rent services, including retirement accruals. And fourth, protecting
any third parties that could potentially become responsible for any
unfunded liability.

That said, no prefunding approach will be viable unless the Post-
al Service can make the required payments. There is a balance be-
tween providing short-term breathing room and protecting all
stakeholders in the long term.

In our prior reports, we have addressed several specific issues
concerning the prefunding of the Postal Service’s pension and re-
tiree health benefits. Our points have included first, support for the
use of actuarial assumptions that are specific to the postal work-
force, subject to third-party recommendation. Second, support for
modifying the retiree health prefunding schedule in a fiscally re-
sponsible manner. Third, concern about lowering the retiree health
prefunding target from 100 percent to 80 percent, which would
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mean a permanent unfunded liability. And fourth, fixing the cur-
rent law treatment of FERS surplus in a fiscally responsible man-
ner. We made specific suggestions in each of these areas that I
would be happy to discuss.

Ultimately, the viability of funding promised benefits depends on
the financial viability of the Postal Service’s underlying business
model. We continue to recommend that Congress adopt a com-
prehensive package of actions that will facilitate the Postal Serv-
ice’s ability to align costs and revenues and to cover all of its finan-
cial obligations.

This concludes my prepared statement. I would be pleased to an-
swer your questions.

[Prepared statement of Mr. Todisco follows:]
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U.S. POSTAL SERVICE

Action Needed to Address Unfunded Benefit
Liabilities

. What GAO Found

The extent to which the U.S, Postal Service (USPS) has funded its fiabilities
varies due to different statutory funding requirements specific to each benefit
program and USPS’s financial means to make payments. For example, USPS
has been required to prefund its pension benefit iability over decades, and as
shown in the table below, its pension liability is 94 percent funded. Prefunding
USPS's retiree health benefits began in 2007, and the liability is about half
funded. In contrast, USPS funds its workers' compensation benefits on a pay-as-
you-go basis, and the entire liability is unfunded. The largest unfunded liabilities,
in order of decreasing size, are $48 billion for retiree health, $19 billion for
pensions, and $17 billion for workers' compensation. The rules for calculating the
amount that USPS must fund each year differ among the pension and retiree
health programs, including variations in amortization periods, recognition of any
surpluses, use of actuarially determined versus fixed payments, and actuariai
assumptions.

Funding Levels for L i in USPS Benefit F at the End of Fiscal Year
2013
{Dollars in Billions)
Workers®
Pension Retiree health compensation
Liability $306.2 $95.6 $17.2
Fund balance 2869 473 [
Percentage funded 94 43 [
Unfunded Iiabili{y 18.3 48.3 17.2

Soures. USFS.

GAOQ has previously reported that without congressional action to address
USPS's benefit funding issues and better align its costs and revenues, USPS
faces continuing low liquidity levels, insufficient revenues to make annual
prefunding payments, and increasing liabilities. Deferring funding could increase
costs for future postal ratepayers and increase the possibility that USPS may not
be able to pay for these costs. GAO has previously identified the foliowing key
considerations refated to USPS's funding of its benefits liabilities:

« Reasons for prefunding include fairly allocating costs between current and
future ratepayers, protecting USPS's future viability, providing greater benefit
security to employees and retirees, and protecting potential third parties.

« Prefunding decisions involve trade-offs between USPS’s current financial
condition and its long-term prospects.

« Congress needs to modify USPS's retiree health prefunding paymentsina
fiscally responsible manner, and USPS should prefund any unfunded retiree-

. health benefits liability to the maximum extent that its finances permit.

. »  Lowering the retiree health funding target from 100 to 80 percent would have

. the effect of carrying a permanent unfunded liability.

+ USPS liabilities are estimated using assumptions for the federal workforce as

a whole, rather than USPS-specific assumptions. GAQ supports the use of

the most accurate actuarial assumptions available, and if USPS-specific

assumptions are used, that they be recommended by an independent body.

United States Government Accountability Office




Chairman Farenthold, Ranking Member Lynch, and Members of the
Subcommittee:

We appreciate the opportunity to discuss the U.S. Postal Service's
(USPS) unfunded liabilities. USPS continues to be in a serious financial
crisis, with insufficient revenue to cover its expenses and financial
obligations, a continuing decline in profitable First-Class Mail volume,
increasing unfunded benefit iabilities, and borrowing limitations due to
having reached its $15 biilion statutory debt limit. Attention to USPS’s
unfunded benefit liabilities is important, as they represent scheduled
future benefit payments to current and retired employees for which USPS
has not set aside sufficient money to pay. This testimony focuses on 1)
the extent to which USPS’s current benefit liabilities are unfunded, and 2)
the potential impacts of USPS's unfunded benefit liabilities absent action
by Congress to address them as well as key policy issues for
consideration.

This testimony is based primarily on reports and testimonies we issued in
the past 4 years that examined USPS’s financial condition, including its
liabilities.! The reports and testimonies cited in this statement contain
detailed information on the methods used to conduct our work. For this
testimony, we also updated USPS financial information with results from
fiscal year 2013, which ended September 30, 2013. The work upon which
this testimony is based 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
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.

"GAQ, U.S. Postal Service: Health and Pension ts Proposals Involve Trade-offs,
GAO-13-872T (Washington, D.C.: Sept. 26, 2013); U.S. Postal Service: Proposed Heaith
Plan Could Improve Financial Condition, but impact on Medicare and Other Issues Should
be Weighed before Approval, GAQ-13-658 (Washington, D.C.: July 18, 2013); U.S. Postal
Service: Status, Financial Outiook, and Altemative Approaches to Fund Retiree Health
Benefits, GAO-13-112 (Washington, D.C.: Dec. 4, 2012); Federal Employees’
Compensation Act: Analysis of Proposed Program Changes, GA0-13-108 (Washington,
D.C.: Oct. 26, 2012). U.S. Postal Service: Allocation of Responsibility for Pension Benefits
bhetween the Postal Service and the Federal Govemment, GAO-12-146 (Washington,
D.C.: Oct. 13, 2011); U.S. Postal Service: Strategies and Options to Faciiitate Progress
toward Financial Viability, GAD-10-455 (Washington, D.C.: Apr. 12, 2010).

Page 1 GAQ-14-388T
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Background

As table 1 shows, at the end of fiscal year 2013, USPS had about $100
billion in unfunded fiabilities for pension, retiree health, and workers’
compensation benefits as well as outstanding debt. These unfunded
liabilities have increased by 62 percent since fiscal year 2007.

000 O
Table 1: Selected USPS Liabilities and Unfunded Retiree Heaith and Pension Benefit Liabilities, Fiscal Year End 2007 through

2013

{Dollars in billions}

Liabilities Unfunded retiree health and pension liabilities (surplus)
Outstanding Workers'
Fiscal Year debt compensation Retiree health CSRs* FERS® Total
2007 $4.2 $7.7 $55.0 $3.1 $(8.4) $61.6
2008 7.2 8.0 53.5 3.3 (8.8) 63.2
2008 102 101 52.0 96 {6.8) 751
2010 120 128 48.8 73 {6.9) 73.8
2011 13.0 151 462 (1.7} (11.4) 61.2
2012 180 17.6 478 18.7 (3.0 96.1
2013 18.0 17.2 48.3 198 0.5 99.8
Source USPS

*The Civil Service Retirement Syster (CSRS) is the federal pension plan that covers most
employees hired before 1984, and the Federal Employees Retirement System (FERS) covers most
emplayees hired in 1884 or later.

Note: For financial reporting purposes, USPS's debt and its workers’ compensation fiabilities are
reported as liabilities on USPS’s balance sheel. USPS's unfunded liabilities for pension and retiree
health benefit are “off-balance-sheet fiabiiities”, these amounts are disclosed in USPS's financiat
statements but are not reported as liabilities on USPS’s balance sheet. USPS does report a liability
on its balance sheet for the ily required i into the Postal Service Refiree
Health Benefits Fund that it did not make; this liabiiity is equal to $16.7 biltion for the missed
payments due during the fiscal years 2011.2013.

Since fiscal year 2007, USPS has experienced significant financial
challenges. USP8’s gap between expenses and revenues has grown
significantly. In fiscal year 2009, we returned USPS to our high-risk list
due, in part, to a projected loss of $7 billion—and an actual loss of over
$8.5 billion—in fiscal year 2010.2 Also, USPS did not make retiree health
benefit prefunding payments totaling $16.7 billion due during fiscal years

2GAO, High-Risk Series: Restructuring the U.S. Postal Service to Achieve Sustainable
Financial Viability, GAO-08-937SP (Washington, D.C.: July 28, 2009),

Page 2 GAO-14-3987
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2011 through 2013.% In addition, USPS's outstanding debt to the U.S.
Treasury increased from $2.1 billion at fiscal year-end 2006 to its current
statutory borrowing limit of $15 billion.* As shown in figure 1, USPS’s debt
and unfunded liabilities have become a large and growing burden—
increasing from 83 percent of USPS's revenues in fiscal year 2007 to 148
percent of revenues in fiscal year 2013.

USPS's dire financial condition makes paying for these liabilities highly
challenging. In the short term, USPS lacks liquidity to fund needed capital
investments and cannot increase its liquidity through borrowing since
USPS has hit its $15 billion statutory debt limit. At the end of fiscal year
2013, USPS held unrestricted cash of $2.3 billion, which it states
represents approximately 9 days of average daily expenses. This level of
liquidity could be insufficient to support operations in the event of another
significant downturn in mail volume. In the long term, USPS will be
challenged to pay for its unfunded liabilities on a smaller base of First-
Class Mail, its most profitable product. First-Class Maif volume has
declined 37 percent since it peaked in fiscal year 2001. in addition,
USPS's five-year business plan projects this volume will continue
declining by about 5 to 6 percent annually.

3 Originally due at the end of fiscal year 2011, USPS's $6.5 billion refiree heaith benefits
payment was delayed until August 1, 2012. Pub. L. No. 112-74, § 632 (Dec. 23, 2011).
USPS missed that payment, as well as the $5.6 biflion that was due by September 30,
2012 and the $5.6 billion that was due by September 30, 2013.

439 U.8.C. § 2005(a)(2).

Page 3 GAO-14-3987
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Figure 1: Selected USPS Liabilities and Unfunded Pension and Health Benefit
Liabilittesas a F of USPS R

Percentage of totel revenue
160

140

120

2007 2008 2008 2010 2014 W 2013
Fiscal year

Source USPS

USPS’s Funding of its
Benefit Liabilities
Varies by Program

The extent to which USPS$ has funded its benefit liabilities varies as a
result of different statutory funding requirements specific to each benefit
program as well as USPS's financial means to make funding payments.
For example, prefunding of USPS's pension benefits has been required
over decades, and as a result, USPS's pension liability is over 90 percent
funded. Prefunding USPS's retiree health benefits began in 2007, and at
a fairly aggressive pace, and the liability is about half funded at present.
In contrast, under the Federal Employees Compensation Act (FECA),®
USPS funds its workers' compensation benefits on a pay-as-you-go
basis, pursuant to statutory requirements, so the entire FECA liability is
unfunded. Also, as discussed further below, the ongoing prefunding
requirements—i.e., the rules for caiculating the amount that USPS must
pay each year—differ among the pension, retiree health, and workers'
compensation programs.

SFECA, as amended, provides federal employees injured in the performance of duty with
workers' compensation benefits. 5 U.S.C. § 8101, el. seq.

Page 4 GAQO-14-398T
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For each of the four post-employment benefit programs—Civil Service
Retirement System (CSRS), Federal Employees Retirement System
(FERS), retiree health, and workers' compensation—table 2 illustrates, as
of the end of fiscal year 2013, USPS's liability, the value of the assets that
have been set aside, the funded percentage, and the unfunded liability.
The funded percentages are 91 percent for CSRS, 101 percent (i.e., a
slight surplus) for FERS, 49 percent for retiree health, and 0 percent for
workers' compensation. The unfunded liabilities, in order of decreasing
size, are $48 billion for retiree health, $19 billion for pensions, and $17
billion for workers’ compensation. These total to about $85 billion, which,
together with USPS's debt to the Treasury of $15 billion, adds to the $100
billion of total debt and unfunded liabilities cited earlier.

L —
Tabie 2: Selected USPS Benefit Liabilities at the End of Fiscal Year 2013 (Dollars in

Biilions)
Pension
Pension Retiree Workers’

CSRS FERS total heaith compensation
Liability $208.8 $97.4 $306.2 $95.6 $17.2
Assets 188.0 97.9 286.9 473 0.0
Percentage
funded 91 101 94 49 0
Unfunded liabifity
{Surplus) 19.8 {0.5) 19.3 48.3 17.2
Source USPS

What USPS's Liabilities

Represent

USPS’s benefit liabilities are actuarial estimates of the present value of a
portion of the future benefits projected to be paid under each program
based on formulas in current law. Specifically, for both the pension and
retiree health programs, the liability includes two pieces: (1) the present
value of all projected future benefits for current retirees and their
beneficiaries, plus (2) the present value of a portion of the projected
future benefits for current employees and their beneficiaries, based on
employees’ service to date (with each additional year of service adding to
the liability, such that approximately the full liability is accrued when

Page § GAD-14-398T
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employees reach retirement).® Contrary to statements made by some
employee groups and other stakeholders, these liabilities do not include
any amounts for future USPS employees not yet hired or born. The
workers' compensation liability represents the present value of ali
projected future benefits for former employees who have sustained an
injury and are eligible for benefits; it does not include a provision for
projected future injuries to current employees.

These liability measurements depend on a combination of economic and
demographic assumptions regarding such factors as future investment
returns, interest rates, inflation, salary increases, medical costs, and
longevity. These liability measurements inherently contain significant
degrees of uncertainty, and can change from year to year, both because
of actual experience differing from the assumptions and because of
changes to the assumptions themselves, which can occur in response to
emerging experience and changing conditions. As an example of the
sensitivity of these liabilities to changes in assumptions, USPS has
estimated that its $48 billion unfunded fiability for retiree heaith benefits
could have ranged from $35 billion to $64 billion, solely by varying the
inflation rate by 1 percent in either direction.

USP8’s pension and retiree health liabilities are estimated using
demographic and pay-increase assumptions developed for the federal
workforce as a whole, rather than assumptions developed for the USPS
workforce in particular. Some have suggested that USPS’s benefit
liabilities may be overstated in that the use of USPS-specific assumptions
would result in a lower liability measurement.” In 2013, we testified that
we support using the most accurate numbers possible. We suggested
that if USPS-specific assumptions are used, the assumptions should

SFor the pension programs, the fiabifity also includes the present value of projected future
benefits for former employees who met the plan's vesting requirements but who have not
yet retired and started receiving benefits. For the retiree health program, benefit payments
take the form of USPS’s payment of its share of retiree health premiums.

7 USPS's Office of Inspector General (OIG) has estimated, based on an analysis of the
liabilities as of the end of fiscal year 2012, that the use of USPS-specific assumptions
would have reduced its FERS liability by $9.5 billion, reduced its CSRS liability by $1.3
biltion, and increased its retiree health liabifity by $2.3 billion, for an averali net total liability
reduction of $8.5 billion. We have not analyzed USPS QIG’s assumption selection or
estimates. Also, we have not researched USPS’s workers’ compensation lability to
assess whether there is a simitar question with regard to the assumptions underlying that
estimate.

Page & GAO-14.388T
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continue to be recommended by an independent body (such as OPM's
Board of Actuaries) ®

Different Funding Rules
Apply to Different
Programs

CS8RS

FERS

USPS’s ongoing prefunding contributions are governed by separate rules
applying to the funding of its CSRS, FERS, retiree health benefit, and
workers' compensation liabilities. These separate rules include variations
in amortization periods, recognition of any surpluses, use of actuarially
determined versus fixed payments, and actuarial assumptions.

The Postal Accountability and Enhancement Act (PAEA)® efiminated
USPS’s agency contributions for CSRS, as the USPS had a CSRS
surplus at that time. The surplus of $17 billion was transferred to the new
Postal Service Health Benefits Fund (PSHRBF) to begin prefunding
USPS's retiree health liability. " Under current law, USPS is not required
to make any prefunding contributions for CSRS prior to fiscal year 2017. If
USPS were to have an unfunded CSRS liability in 2017 (for example, if
the current unfunded CSRS liability of $20 billion persists), USPS would
have to begin making prefunding payments to eliminate the unfunded
fiability by September 30, 2043, i.e., over a 27-year amortization period
from fiscal years 2017 to 2043. if USPS were to have a CSRS surplus as
of the close of any of the fiscal years ending in 2015, 2025, 2035, and
2039, the CSRS surplus would be transferred to the PSHRBF.

For FERS, USPS is annually required to contribute its share of the
“normal cost” plus an amortization payment toward any existing unfunded
liability. The normal cost is the annual expected growth in the liability
attributable to an additional year of employees’ service. The amortization

Swe have also reported on a difference in the ptions used in ing the pension
and retiree health liabilities. The assumptions for determining USPS's funding
requirements for CSRS and FERS repl OPM's esti of future, fong-te

experience, informed by advice from its independent Board of Actuaries. In contrast, key
economic assumptions for determining USPS’s liabllity for retiree heaith benefits are
based on 10-year historical averages rather than a current long-term economic outiook,
This divergence developed because of changes to federal accounting standards
promulgated subsequent to the enactment of the Postal Ac bility and Enh

Act. GAO-13-872T.

®Pub. L. No. 109-435,§ 102 (Dec. 20, 2006).

An additional $3 billion of savings, accrued due to changes in the estimates of USPS’s
funding obligations for CSRS, had been placed in escrow and was also transferred to the
PSRHBF.

Page 7 GAO-14-398T
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Retiree Health

payment toward any unfunded liability is determined using a 30-year
amortization period. Since USPS has had a FERS surplus for a number
of years, it has not had to make any amortization payments, only its
normal cost payments.'! Current law does not provide any provision for
utilization of any FERS surplus, as discussed further in the next section.
USPS made FERS normal cost payments of $3.5 billion in fiscal year
2013.

Unlike its pension liability, prior to 2007 USPS had been funding its retiree
health liability on a pay-as-you-go basis—an approach in which USPS
paid its share of premiums for existing retirees, with no prefunding for any
future premiums expected to be paid on behalf of current retirees and
employees. We have drawn attention to USPS's retiree health benefit
liability over the past decade. In May 2003, the Comptroller General
testified that USPS’s accounting treatment—which reflected the pay-as-
you-go nature of its funding—did not reflect the economic reality of its
legal liability to pay for its retiree health benefits, and that current
ratepayers were not paying for the full costs of the services they were
receiving. Consequently, the pension benefits being earned by USPS
employees—which were being prefunded-—were being recovered through
current postal rates, but the retiree health benefits of those same
employees were not being recognized in rates until after they retired. The
Comptroller General testified that without a change, a sharp escalation in
postal rates in future years would be necessary to fund the cost of retiree
health benefits on a pay-as-you-go basis.”?

In 2006, PAEA established requirements for USPS to begin prefunding its
retiree health benefits. USPS stated in its 2007 Annual Report that such
prefunding was a “farsighted and responsible action that placed the
Postal Service in the vanguard of both the public and private sectors in
providing future security for its employees, and augured well for our long-

INear the end of fiscal year 2011, USPS temporarily hatted its reguiar FERS
contributions that are supposed to cover the cost of benefits being eamned by current
employees in order to maintain its liquidity. However, USPS has since made up those
missed FERS payments.

12GAO, U.8. Postal Service: Key Postal Transformational Issugs, GAO-03-812T
{Washington, D.C.: May 29, 2003).

Page 8 GAO-14-398T
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term financial stability,” but also acknowledged that the required
payments would be a considerable financial challenge in the near term.®

PAEA required USPS to make “fixed” prefunding payments to the
PSRHBF, ranging from $5.4 billion to $5.8 billion per year, due each fiscal
year from 2007 through 2016." However, USPS has not made the last
three required annual payments.’® We have referred to these 10 years of
required payments as “fixed” because the amounts are specified in
statute rather than calculated based on an actuarial measurement of the
liability. in addition to these prefunding requirements, USPS is also
required to continue paying its share of health benefit premiums for
current retirees and their beneficiaries, payments USPS has been
making. USPS paid $2.9 billion for its share of retiree health benefit
premiums in fiscal year 2013.

Beginning in fiscal year 2017, USPS's retiree health prefunding
requirement switches to an actuarial approach. Each year USPS will be
required to make an actuarially determined prefunding payment to the
PSRHBF, and USPS’s share of premiums for then-current retirees and
beneficiaries will be paid out of the PSRHBF rather than directly by
USPS. The required prefunding payment will be equal to the normal cost,
plus an amount to amortize any unfunded liability (or minus an amount to
amortize any surplus). The amortization period is to fiscal year 2056 or, if
later, 15 years from the then current fiscal year. As a result, the retiree
health benefit prefunding required under PAEA occurs over a period of 50
years or more, from fiscal years 2007 through 2056 and later—not over a

BUSPS, United States Postal Service Annual Report 2007, (Washington, D.C.: Nov. 15,
2007).

*USPS's $5.4 billion retiree health benefit prefunding payment due at the end of fiscal
year 2009 was reduced to $1.4 billion. Pub. L. No. 111-68, § 164 (Oct. 1, 2009). We
reported on USPS's retiree health prefunding requirements in GAO-13-112.

"SOriginally due at the end of fiscal year 2011, USPS's $5.5 billion retiree heaith payment
was delayed untit August 1, 2012, Pub, L. No. 112-74, § 632 (Dec. 23, 2011). USPS
missed that payment, as well as the $5.6 bilfion that was due by September 30, 2012, and
the $5.6 billion that was due by September 30, 2013.

Page 9 GAO-14-3987
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Workers' Compensation

period of just 10 years, as has sometimes been stated.'® However, we
have reported that the required payments are significantly “frontioaded,”
in that the total payments required in the first 10 years {fiscal years 2007~
20186) were significantly in excess of estimates of what actuariaily
determined amounts would be.'”

The Federal Employees' Compensation Act (FECA) is the workers'
compensation program for federal employees, including USPS. FECA is
managed by the Department of Labor (DOL) and provides benefits paid
out of the Employees’ Compensation Fund to federal employees who
sustained injuries or illnesses while performing federal duties. USPS
funds its workers’ compensation under a pay-as-you go system by
annually reimbursing the DOL for all workers’ compensation benefits paid
to or on behalf of postal employees in the previous year. USPS
reimbursed DOL $1.4 billion for fiscal year 2013.

Impact of Unfunded
Benefit Liabilities
Absent Actions by
Congress to Address
Them and Key
Considerations

Without congressional action to address USPS's benefit funding issues
and better align its costs and revenues, USPS faces continuing low
liquidity levels, insufficient revenues to make annual prefunding
payments, and increasing benefit liabilities. Deferring funding could
increase costs for future ratepayers and increase the possibility that
USPS may not be able to pay for these costs. USPS stated that in the
short term, should circumstances leave the agency with insufficient cash,
it would be required to implement contingency plans to ensure that mail
delivery continues. These measures could require that USPS prioritize
payments to employees and suppliers ahead of some payments to the
federal government. For example, as discussed previously, near the end

S\We have reported that, contrary to statements made by some employee groups and
other stakeholders, PAEA did not require USPS to prefund 75 years of retiree heaith
benefits over a 10-year period. The references to "75 years of benefit payments” may
represent a shorthand d iption of the benefits being prefunded. As noted earlier in this
testimony where we described the composition of USPS's retiree heatth liability, the
prefunding target actually covers (1) ali projected future benefits for current retirees and
their beneficiaries, plus (2) a portion of projected future benefits for current employees and
their beneficiaries, such portion accruing over the employees’ careers. This prefunding
target would include some benefits projected to be paid beyond 75 years—because, for
example, some current employees can be expected to live beyond 75 more years—but it
would also exclude some benefits projected to be paid within the next 76 years—because
it only includes a portion of the henefits that are expected to ultimately be paid for current
employees.

7GAO-13-112.
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of fiscal year 2011, in order to maintain its liquidity USPS temporarily
halted its regular FERS contribution. However, USPS has since made up
those missed FERS payments. According to USPS, current projections
indicate that it will be unable to make the required $5.7 billion retiree
health benefit prefunding payment due in September 2014. USPS has
stated that its cash position will worsen in October 2014 when itis
required to make an estimated payment of $1.4 billion to DOL for its
annual workers’ compensation reimbursement. USPS’s statements about
its liquidity raise the issue of whether USPS will need additional financial
help to remain operational while it restructures and, more fundamentally,
whether it can remain financially self-sustainable in the long term,

We have previously reported that Congress and USPS need to reach
agreement on a comprehensive package of actions to improve USPS’s
financial viability. ™® In previous reports, we have discussed a range of
strategies and options, to both reduce costs and enhance revenues, that
Congress could consider to better afign USPS costs with revenues and
address constraints and legal restrictions that limit USPS’s ability to
reduce costs and improve efficiency.' We have also reported that it is
important for USPS to align its expenses and revenues to avoid even
greater financial losses, repay its outstanding debt, and increase capital
for investments needed to sustain its national network.* In addition, we
have reported that Congress needs to modify USPS's retiree health
prefunding payment in a fiscally responsible manner, and that USPS
should prefund any unfunded retiree health liability to the maximum
extent that its finances permit.?' Implementing strategies and options to
better align costs with revenues would better enable USPSto beina
financial position to fund and pay for its debt and unfunded benefit
fiabllities.

Key Funding
Considerations

With any unfunded liability comes the risk of being unable to pay for it in
the future. This risk can be heightened when future revenues are
declining or highly uncertain, as is the case for USPS. We have reported

BGAO-10-455.
18GAO-10-485,
2GA0-13-347T.
2'GAD-13-112.

Page 11 GAD-14-398T7
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on several rationales for prefunding pension and retires health benefits 2
Some of the same reasoning could be applied to workers’ compensation
benefits as well. The benefits of prefunding include the following:

« Achieving an equitable allocation of cost over time by paying for
retirement benefits during employees’ working years, when such
benefits are earned, For USPS, this is about equity between current
and future postal ratepayers. This is in line with helping USPS align
costs with revenues. An additional consideration here is the “legacy”
unfunded liability that was not paid by ratepayers in prior years.

» Protecting the future viability of the enterprise by not saddling it
with bills later after employees have retired.

« Providing greater benefit security to employees, retirees, and
their beneficiaries. Prefunded benefits are more secure against the
future risks of benefit cuts or inability to pay.

« Providing security to any third party that might become
responsible in the event of the enterprise’s inability to pay for
somae or all of the unfunded liability.

Prefunding decisions also involve trade-offs between USPS's current
financial condition and its long-term prospects. While reducing unfunded
liabilities protects the future viability of the organization, no prefunding
approach will be viable unless USPS can make the required payments,
but attempting to do so in the short term could further strain its finances.
USPS currently lacks liquidity and postal costs would need to decrease or
postal revenues to increase, or hoth, to make required prefunding
payments. To the extent prefunding payments are postponed, larger
payments will be required later, when they likely would be supported by
less First-Class Mail volume and revenue.

In 2012, we developed projections of USPS's future levels of liability and
unfunded liability for its retiree heaith benefits. These projections showed
that current law would result in a significant reduction of USPS's future

2GA0-13-112.
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unfunded liability if USPS resumed making the required payments.?
However, USPS has indicated that it does not expect to make any of the
remaining fixed prefunding payments, through fiscal year 2016, an
intention that means its unfunded liability would increase and its future
payments would be greater.

From the perspective of all USPS's post-employment benefit programs,
any relaxation of funding requirements in the short term-—for example, by
suspending retiree health prefunding for a period of years—will result in a
higher overall unfunded liability for these programs in total. Nonetheless,
Congress has to consider the balance between (1) providing USPS with
liquidity that provides breathing room in the short term in order to
restructure its operations for fong-term success, and (2) protecting USPS,
its employees and retirees, and other stakeholders in the long term by
funding its liabilities for benefits that have already been earned or
accrued.

It is also important to note that unfunded liabilities can be reduced in
either of two ways. An unfunded liability is the difference between the
liability and its supporting assets. As such, an unfunded liability can be
reduced by increasing the amount of assets (i.e., through prefunding), but
it can also be reduced by decreasing the size of the liability, such as by
decreasing benefit levels or USPS's share of such benefit costs, where
such a reduction is deemed to be feasible, fair, and appropriate. We have
reported on proposals to increase the integration of USPS’s retiree health
benefits with Medicare, which would have the effect of reducing USPS’s
liability but would also involve other policy considerations.®

In our prior reports, we have identified funding issues related to USPS's
unfunded labilities that remain unresoived and have identified potential
methods for addressing these issues:

» Actuarial assumptions: We support making the most accurate
measurements possible of USPS's benefit liabilities, and support the
development and use of assumptions specific to USPS’s population of

ZMore specifically, we modeled a modified version of current law that assumed that
USPS’s missed prefunding payments for fiscal years 2011 and 2012 wouid be waived and
that USPS would resume making required payments in fiscal year 2013, USPS
subsequently failed to make its $5.6 billion payment due by September 30, 2013.

24GA0-13-658.
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plan participants.?® We have suggested that if USPS-specific
assumptions are used, that the assumptions should continue to be
recommended by an independent body, such as OPM'’s Board of
Actuaries.

« Fixed versus actuarially determined payments: We have reported that
the retiree health prefunding schedule established under PAEA was
significantly frontloaded, with total payment requirements through
fiscal year 2016 that were significantly in excess of what actuarially
determined amounts would be.?® We added that Congress needs to
modify these payments in a fiscally responsible manner. We support
proposals to replace the fixed payments with actuarially determined
amounts.

« Funding targets: We have expressed concern about proposals to
reduce the ultimate funding target for USPS's retiree health liability
from the current target of 100 percent down to 80 percent. Such a
reduction would have the effect of carrying a permanent unfunded
liability equal to roughly 20 percent of USPS's liability, which could be
a significant amount.? If an 80 percent funding target were
implemented because of concerns about USPS'’s ability to achieve a
100 percent target level within a particular time frame, an additional
policy option to consider could include a schedule to achieve 100
percent funding in a subsequent time period after the 80 percent level
is achieved.

« FERS surplus: Under current law, USPS's payments to FERS
increase, appropriately, when USPS has an unfunded FERS liability,
but USPS realizes no financial benefit when it has a FERS surplus.
We have reported that we would support a remedy to this asymmetric
treatment, but we have reported on important trade-offs to consider

5GA0-13-872T.
BGAO-13-112.

27For example, USPS's refiree health benefit fiability at the end of fiscal year 2013 was
$95.6 billion. Twenty percent of that is $19.1 bifion.

Page 14 GAQ14-398T
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for different types of remedies.?® While the most recent estimate
shows a relatively small FERS surplus for USPS—an estimated $0.5
billion—tJSPS has stated that it believes its FERS surplus would have
been substantially larger if its FERS liability had been estimated using
postal-specific demographic and pay increase assumptions.? A
conservative approach to permit USPS to access any FERS surplus
would be to use it to reduce USPS’s annual FERS contribution by
amortizing the surplus over 30 years (which would mirror the legally
required freatment of an unfunded FERS liability). Another approach
would be to reduce USPS’s annual FERS contribution by offsetting it
against the full amount of surplus each year until the surplus is used
up; this would be comparable to what occeurs for private-sector
pension plans. We have previously suggested that any return of the
entire surplus all at once should be done with care, given the inherent
uncertainty of the estimated lability and the existence of USPS’s other
unfunded liabilities.>® A one-time-only return of the entire surplus
should be considered as a one-time exigent action and only as part of
a larger package of postal reforms and restructurings. Any provision
that would return a surplus whenever one developed would likely
eventually result in an unfunded liability.

In conclusion, we again emphasize that deferring funding liabilities in
benefit programs could increase costs for future ratepayers and increase
the possibility that USPS may not be able to pay for its benefit costs, and
that USPS should work to reduce its unfunded liabilities to the maximum
extent that its finances permit. Ultimately, however, the viability of funding
promised benefits depends on the financial viability of USPS’s underlying
business model. We continue to recommend that Congress adopt a
comprehensive package of actions that will facilitate USPS’s abitity to
align costs with revenues based on changes in the workload and the use
of mail.

2GAQ, Responses to Questions for the Record; Committee on He ity and
Govemmental Aftairs, February 13, 2013, Hearing on "Solutions to the Crisis Facing the
U.S. Postal Service” (Washington, D.C.: Apr. 5, 2013). GAO, Responses fo Questions for
the Record; Committee on Homeland Security and Go | Affairs, ber 26,
2013, Hearing on “Outside the Box: Reforming and Renewing the Postal Serwce, Part lf -
Promoting a 21st Century Workforce” (Washington, D.C.: Nov. 21, 2013).

Synited States Postal Service, 2013 Report on Form 10-K (Washington, D.C.: Nov. 15,
2013) 32.

BGA0-13-872T.
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Chairman Farenthold, Ranking Member Lynch, and Members of the
Subcommittee, this conciudes my prepared statement. 1 wouid be
pleased to answer any questions that you may have at this time.

GAO Contact and
Key
Acknowledgments

(544204)

For further information about this statement, please contact Frank
Todisco, Chief Actuary, FSA, MAAA, EA, Applied Research and Methods,
at (202) 512-2834 or todiscof@gao.gov. Mr. Todisco meets the
qualification standards of the American Academy of Actuaries to render
the actuarial opinions contained in this testimony. Contact points for our
Congressional Relations and Public Affairs offices may be found on the
last page of this statement. In addition to the contact named above,
Lorelei St. James, Director, Physical Infrastructure Issues; Teresa
Anderson; Samer Abbas; Lauren Fassler; Thanh Lu; and Crystal Wesco
made important contributions to this statement.
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Mr. FARENTHOLD. Thank you very much. We will finish with the
testimony before we get to questions.
We will now go to Mr. Williamson.

STATEMENT OF JEFFREY WILLIAMSON

Mr. WILLIAMSON. Good afternoon, Chairman Farenthold, Rank-
ing Member Lynch and members of the subcommittee. My name is
Jeffrey Williamson, and I am the Chief Human Resources Officer
and Executive Vice President at the U.S. Postal Service. Thank
you, Mr. Chairman, for calling this important hearing today to dis-
cuss the Postal Service’s unfunded liabilities.

As we have stressed over the past several years, the Postal Serv-
ice urgently needs comprehensive reform legislation. We greatly
appreciate the efforts of both the House and the Senate oversight
committees to date, and we strongly urge Congress to pass com-
prehensive reform legislation this year.

The Postal Service continues to do its part within the bounds of
existing law to place the organization in a sound financial footing.
We are positively pleased with our results.

We reduced our costs by a billion dollars in 2013, and in total
by $15 billion since the passage of the Postal Accountability and
Enhancement Act in 2006. In addition, we have grown revenue by
almost a billion dollars in 2013, which is the first revenue growth
we have seen since 2008. We are especially proud of our employees,
who are determined to do their part to ensure the long-term viabil-
ity of the Postal Service through continued revenue growth and
cost cutting, without sacrificing their commitment to high degrees
of service, both from customers and the delivery standpoint.

Despite our efforts and our hard work, we cannot return the or-
ganization to profitability or secure our long-term financial outlook
without the passage of comprehensive reform legislation. The lin-
gering effects of the great recession and the related impact of dig-
ital diversion continue to negatively impact financial results. And
the pressure of significant unfunded liabilities continues to leave
the Postal Service in a dire financial situation.

We ended fiscal year 2013 with a net loss of $5 billion and liabil-
ities of $61 billion. As we ended first quarter of 2014, we experi-
enced a net loss of $354 million and saw liabilities grow to $63 bil-
lion, which exceeded our assets by approximately $40 billion.

It is important, however, to consider items not included on our
GAPP financial statement. The major factors contributing to our
unfunded liabilities include retiree health benefits, pension obliga-
tions, workers compensation and debt to the treasury. OPM has
calculated a total unfunded retiree health benefit liability of $48.3
billion, which is greater than the $18.1 billion which is shown on
our GAPP accounting statement, which represents only the statu-
torily prefunded obligations we have defaulted on.

We have proposed a solution to this retiree health benefit which
requires FEHB programs to set aside health care plans that will
fully integrate with Medicare for current and future postal retirees,
which would virtually eliminate this future unfunded liability.
From a pension standpoint, OPM has estimated a FERS surplus of
half a billion dollars, rather than the $6 billion surplus that would
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exist if postal-specific salary growth and demographic assumptions
were used.

While addressing the current surplus, and returning it to the
Postal Service is critical, a long-term solution does exist, which
would be to create a defined contribution system similar to the TSP
system that is currently within the FERS program.

Employee safety and injury prevention is also a top priority. Un-
fortunately, given the size and the nature of our workforce, some
employees do get injured. The Postal Service has an unfunded li-
ability of $15.9 billion at the end of quarter one on workers com-
pensation. And while we continue to work with our employees to
bring them back to productive work, we ask for a FECA reform
that would allow us to further reduce this liability.

Due to constraints that can only be lifted through legislation, the
organization has been forced to borrow to its $15 billion statutory
obligation. Without legislative change, the Postal Service is almost
certain to default on its upcoming $5.7 billion retiree prefunding
payment.

We also will continue to struggle with low levels of liquidity,
which on December 31st of 2013 represented only 14 days of aver-
age operating expense. A private sector company of comparable size
could have as much as five times that amount.

The bottom line is the Postal Service’s total obligations exceed
our assets by approximately $90 billion. While these imbalances
are substantial, it is important to note the Postal Service has sub-
stantially funded many of these liabilities. And with comprehensive
reform legislation, we will be able to fulfill our obligations to the
American people and our employees.

The problems we face are significant, but they are solvable. With
help from Congress, we are confident that the future of the Postal
Service can be very bright.

Mr. Chairman, we look forward to continuing the work with you
and the subcommittee to accomplish meaningful postal reform and
I am pleased to answer any questions you may have.

[Prepared statement of Mr. Williamson follows:]
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UNITED STATES
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STATEMENT OF
CHIEF HUMAN RESOURCES OFFICER AND EXECUTIVE VICE PRESIDENT
JEFFREY C. WILLIAMSON
BEFORE THE
SUBCOMMITTEE ON FEDERAL WORKFORCE,
U.S, POSTAL SERVICE AND THE CENSUS
UNITED STATES HOUSE OF REPRESENTATIVES

MARCH 13, 2014

Good afternoon, Chairman Farenthold, Ranking Member Lynch, and members of the Subcommittee. My
name is Jeffrey Williamson and { serve as Chief Human Resources Officer and executive vice president
of the U.S. Postal Service. In this role, | oversee all aspects of Human Resources for the entire postal
workforce, including the Labor Relations and Employee Resource Management functions.

Thank you, Mr. Chairman, for calling this important hearing on the Postal Service’s substantial unfunded
liabilities. | am pleased {o be here 1o discuss this important matter. As we have stressed over the past
several years, the Postal Service urgently needs comprehensive reform legistation. As you are aware,
last summer the House Oversight and Governmental Reform Committee passed H.R. 2748, the Postal
Reform Act of 2013. in addition, 1ast month, the Senate Homeland Security and Governmentai Affairs
Committee passed its version of postal reform legislation, S. 1486, the Postal Reform Act of 2014. We
greatly appreciate the efforts of both the House and Senate oversight committees, and we strongly urge
Congress to pass comprehensive reform legislation this year.

The Postal Service continues to do its part within the bounds of existing law to place the organization in a
favorable financial position, and we are proud of the achievements we have made to reduce costs while
significantly growing our package business. We are especially proud of our employees, who are
determined to do their part to ensure the long-term viability of the Postal Service by growing revenue and
cutting costs without sacrificing their commitment to high levels of delivery and customer service.

Despite all of our efforts and the hard work of our employees, we cannot return the Postal Service to
profitability, nor can we secure our long-term financial outlook without the passage of comprehensive
reform legislation. Our current business plan (available for viewing on usps.com) clearly demonstrates
that management actions combined with comprehensive legislative reform is the only option for restoring
the financial viability of the Postal Service.
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USPS FINANCIAL CONDITION

Last year's financial results—and the results of the first quarter this year—iliustrate the dire financial
condition in which the Postal Service finds itseif.

We ended Fiscal Year (FY) 2013 (Oct. 1, 2012 — Sept. 30, 2013) with a net loss of $5 billion and liabilities
of $61 billion, which exceeded assets by approximately $40 billion. As we ended the first quarter of fiscal
year 2014, we experienced a net loss of $354 million and saw our liabilities grow to $63 billion. The
Postal Service has incurred a net loss in 19 of the last 21 quarters, highlighting the need to continue to
capitalize on growth opportunities and cost reduction initiatives. The only two quarters during which the
Postal Service did not incur a loss were the quarters in which Congress modified its retiree heaith benefits
prefunding requirements. (Figure 1) This trend underscores the critical need for comprehensive reform

legisiation that provides a long-term solution to our financial challenges.
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Figure 1

In FY 2013, the Postal Service achieved its first revenue growth since 2008. This growth was driven by
an 8 percent, or $923 million increase in our package business, and a 3 percent, or $487 million increase
in Standard Mail. Growth in our package business was fueled by our Priority Mail simplification and
enhancement efforts. Marketed to customers as the Priority You campaign, we improved our package
tracking system, added free insurance, and introduced day specific delivery dates. We also formed a
strategic partnership with Amazon to test Sunday package delivery in select markets, and we are

exploring similar partnerships with other companies.
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Standard Mail revenue increases resulted from new innovative product offerings and a strong election
mail season. In response to the changing needs of our customers we developed new products such as
Every Door Direct Mail (EDDM) and EDDM Retail. EDDM is a saturation Standard Mail product with
simplified addressing and acceptance requirements that allows local retailers and businesses to reach
current and potential customers effectively and affordably. To capitalize on the advertising industry’s
increasing adoption of integrated campaigns, we launched seven promotions last year to encourage
digital and mail integration.

While last year's operating revenue——excluding a $1.3 billion non-cash accounting adjustment—was $66
billion compared to $65.2 billion in 2012, the continued effects of the Great Recession on consumer and
business behavior and the impact of digital diversion continues to negatively impact financial resuits. This
is especially true for First-Class Mail, our most profitable product. In FY 2013, First-Class Mail revenue
dropped $704 miilion or 2.4 percent on a 4.1 percent decrease in volume. In the first quarter of fiscal year
2014, First-Class Mail revenue decreased $209 million or 2.8 percent. The decline in correspondence
and bill payment volumes was the largest contributor to these losses. In fact, total mail volume in 2013
declined by another 1.4 billion to 158.4 billion—as compared to 159.8 billion in 2012—and has declined
25 percent from 2007 to 2013. (Figure 2)

Mail Volume Trend

Ploces in bllfions.

Figure 2

As the Postal Service simplified and enhanced products to minimize volume declines and to grow
revenue, reducing expenses remained a priority. Total operating expenses were $72.1 billion in 2013,
compared to $81.0 billion in 2012, Much of the operating expense decrease occurred because the 2013
retiree health benefits (RHB) prefunding expense was $5.6 billion, compared to $11.1 billion in 2012. In
both 2012 and 2013, the Postal Service was unable to pay the RHB prefunding expenses. Expenses in
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2013 were also favorably impacted by rising interest rates, which reduced the net present value of our
workers’ compensation liability by $1.7 billion. In total, workers' compensation expenses declined by $2.7
billion. Setting aside the workers’ compensation expense decline and separation costs of $351 million
that we incurred to incentivize employees to retire or resign, operating expenses declined by $800 million
from $67.4 billion in 2012 to $66.5 billion in 2013.

In 2013, the Postal Service consolidated 143 mail processing facilities, modified retail hours to two, four,
or six hours at nearly 8,000 Post Offices fo better align operating hours with customer demand,
consolidated 510 delivery units, and utilized all workforce flexibility available under the terms of our union
contracts. These efforts resulted in a decrease of 12 million work hours, or 1.1 percent, despite an
increase of approximately 774,000 delivery points last year. These combined efforts allowed us to
capture approximately $1 billion of savings in 2013. Amidst these efforts to rightsize the Postal Service,
our productivity did not suffer. In fact, total factor productivity improved by 1.9 percent last year, and as |
mentioned earlier, our employees continued to deliver high levels of service performance.

As noted above, 2013 expenses included a required $5.6 billion contribution to RHB that the Postal
Service was unable to make. Absent legisiation, the Postal Service will almost certainly be forced to
continue to default on these payments, the next of which is a $5.7 billion payment scheduled for
September 30, 2014.

LEGISLATIVE REQUIREMENTS

Despite the Postal Service implementing a number of strategies that resulted in approximately $15 billion
in annual expense reductions since the Postal Accountability and Enhancement Act (PAEA) was passed
in 2006 and recent revenue growth, the combination of onerous mandates in existing law and continued
First-Class Mail volume declines threatens the organization’s financial viability. Initiatives undertaken by
postal management will not, by themselves, be sufficient to ensure both immediate and fong-term
financial stability. Congressional action is necessary.

The legislative requiremnents put forward by the Postal Service, as outlined in our 2013 Five-Year
Business Plan, include:

o Require within the Federal Employees Health Benefit (FEHB) Program, a set of specific health care
plans that would fully integrate with Medicare and virtually eliminate the retiree health benefits (RHB)
unfunded liability.

+ Refund FERS overpayment and adjust future FERS payment amount using postal-specific
demographic and salary growth assumptions.

» Adjust delivery frequency (six-day packages/five-day mail).
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« Streamline governance model and eliminate duplicative oversight.

« Provide authority to expand products and services.

» Require defined contribution retirement system for future postal employees.

» Require arbitrators to consider the financial condition of the Postal Service.

o Reform Workers' Compensation.

s Allow the Postal Service the right to appeal EEQC class action decisions to Federal Court.

Many of these legislative requirements are directly related to the Postal Service’s ability to address the
unfunded liabilities that | will outline today.

UNFUNDED LIABILITIES

The Postal Service's financial crisis is even more severe than what the ongoing pattern of annual net
losses on our income statement indicates. As shown on our balance sheet, there is a critical imbalance
between our assets and liabilities, with liabilities totaling nearly three times our available assets. As of
December 2013, the Postal Service had $23 bilfion in assets and $63 billion in liabilities on its balance
sheet that is prepared in accordance with Generally Accepted Accounting Principles (GAAP). (Figure 3)

wnrensmres A Deep Financial Hole - December 2013

POSTAL SERVICE US Postal Service Balance Sheet

+ Liabliities exceed assets by approx. $40 billion
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Figure 3

This imbalance can only be addressed through legisiative reform. Without legislative change the Postal
Service will almost certainly default on another required $5.7 billion retiree heaith benefits prefunding
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payment due by September 30, 2014, and the Postal Service will continue to struggle with a very low
level of liquidity. Our most recent calculations reveal that, as of September 30, 2013, we had available
fiquidity of $3.8 billion, representing only 14 days of average daily operating expenses. A heaithy private
sector firm of comparable size would have more than five times the available liquidity.

Even with the (temporary) exigent price increase implemented on January 26, 2014, we project that our
liquidity will remain dangerously low for the foreseeable future. In the event of insufficient cash, the
Postal Service would be required to implement contingency plans to ensure that all mail deliveries
continue. These measures could require the Postal Service to prioritize payments to employees and
suppliers ahead of some payments to the federal government.

in order to more fully understand the dire financial situation, however, it is important to consider items not
included on our GAAP balance sheet. (Figure 4)

umrepsmares A Deep Financial Hole - December 2013

OSTAL SERVICE»  USPS + Assets & Liabilities of Retirement Funds
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Figure 4

This chart shows our total unfunded retiree health benefits liability of $48.3 billion ($95.6 billion in
liabilities versus $47.3 billion in assets) as of September 30, 2013, as calculated by the Office of
Personnel Management (OPM), rather than the $18.1 billion reflected on our GAAP balance sheet, which
represents only the statutorily required retiree heaith benefit fund payments that the Postal Service has
been forced to miss. The chart also includes OPM's estimate of our CSRS unfunded liability of $19.8
billion ($208.8 billion in liabilities versus $189.0 billion in assets), which is also not reflected on our
balance sheet. Further, it reflects OPM's estimate of our FERS surplus, of $0.5 billion ($97.4 billion of
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liabilities versus $97.9 billion in assets), rather than the estimated $6.0 billion that would exist if postal-
specific salary growth and demographic assumptions were used in the calculation. This chart also
demonstrates that total obligations exceed assets by approximately $90 billion. While the imbalances are
substantial, it is important to note that the Postal Service has significantly funded these liabilities, and with
legislative reform we will have essentially fully funded these liabilities. As information, the “other”
category includes such items as accounts payable, customer deposits, contingent liabilities, outstanding
money orders, deferred gains on the sale of property, and long-term capital lease obligations.

The following sections describe the Postal Service’s largest liabilities and initiatives we have proposed to
provide long-term solutions to our financial challenges.

A. Retiree Heaith Benefits (RHB)

Currently, approximately 20 cents of every revenue dollar the Postal Service takes in goes toward health
care expenses. This major component of our total operating cost is second only to wages, and is largely
outside of our control. Total health care cost for 2013 was $13.4 billion, which includes $4.9 billion for
current employees, $2.9 billion for retirees, and $5.6 billion for RHB prefunding. As illustrated in Figure 4,
the Postal Service has a very large unfunded liability for RHB benefits. By 2014, we project the total
liability to be $95.9 billion, with an unfunded liability of $46.8 billion. (Figure 5)

Savings from Current USPS Healthcare Proposal with Full Integration of
Medicare PartA Band D
(in Billions)
{Today) i
{Proposed)

Estirpated 2014 I:iability for current plan using OPM 59598 $9598
funding assumptions
Non-Medicare Annuitants and Survivors assumed to (5207 B)
enrolt in Medicare A & B with no penaity
Additional savings from EGWP (Medicare Part D} ($2318)
plan for Post-65 enrollees
Total Savings $4388B
Estimated 2014 Liability $95.9B $511B
Estimated 2013 RHB Fynd Assets $4888 $48.18
Estimated 2014 Unfunded Liabliity $4688 $3.08

This chart above demonstrates the differences of how the integration of heaith care
with Medicare reduces USPS' remaining unfunded retiree health benefits from
$46.8 B to approxmmately $3 B.

Figure 5
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in order to address the Postal Service's long-term financial stability, it is absolutely essential to deal with
the root cause of the problem——the size of the RHB liability, which is dictated by the costs the Federal
Employees Health Benefits (FEHB) Program incurs in providing health care benefits to our annuitants.
Moving to a system in which our annual prefunding payments are actuarially-based, and allowing the
existing assets in the RHB fund to be used to pay annuitant premiums more quickly than is contemplated
under current law, are important aspects of comprehensive reform legislation. However, these reforms
are insufficient by themselves, because they do nothing to reduce the size of the RHB liability. Even if the
prefunding payments are changed to an actuarial basis with a longer amortization schedule, they will still
be unaffordable without changes to address the Postal Service's unnecessarily high health care costs.

By addressing the costs of providing RHB directly, we can almost completely eliminate the unfunded
liability associated with those benefits. The way to do this is by properly integrating retiree health care
benefits with Medicare, so that Medicare becomes the primary payer of health care claims for eligible
annuitants and covered family members, with FEHBP being the secondary payer. Under FEHBP,
Medicare-eligible individuals are not required to enroll in Medicare. Ten percent of Postal Service retirees
are not enrolled in Part A, and 24 percent are not enrolled in Part B. This failure to integrate fully with
Medicare is despite the fact that the Postal Service and its employees are the second-largest payer into
Medicare, contributing $27 billion since 1983, and has resuited in significantly higher retiree health care
costs and liabilities. Failing to properly integrate our retiree health benefits with Medicare increases the
Postal Service's FEHBP costs, and is contrary to the virtually universal practice among private sector
employers and state and local governments that provide health care benefits for their retirees.

The Postal Service has worked extensively with all stakeholders to develop a proposal that would ensure
proper integration with Medicare Parts A, B, and D within the structure of FEHBP. Under this proposal,
Postal Service employees and annuitants would remain in FEHBP, and their health care benefits would
still be administered by OPM. FEHBP carriers that have more than 5,000 postal participants (active and
retired) in their plans would be segregated from the rest of FEHBP. These carriers would establish rates
for Postal Service employees and annuitants based on a separate, postal-only claims pool. Postal
Service Medicare-eligible annuitants {and covered family members) covered by those carriers would be
required to enroll in Medicare Parts A and B, and the carriers would provide prescription drug benefits to
Medicare-eligible individuals through Medicare Part D Employer Group Waiver Plans (EGWPs). These
requirements, in combination with the separate claims pool, would lead to lower FEHBP premiums for
Postal Service employees and annuitants.

This proposal would almost completely eliminate the current unfunded RHB fiability, and would make

future amortization payments manageable (Figure 5). Properly integrating our health care with Medicare,
consistent with the universal practice of private sector employers, is the only way to reduce our liability
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and make retiree health benefits an affordable proposition for the Postal Service moving forward. This, in
turn, will ensure that we can continue to fulfill our commitment to employees and retirees to provide those
benefits.

B. Pension Obligations

Based on their starting date of employment, career Postal Service employees primarily participate in the
Civil Service Retirement System (CSRS) or the Federal Employees Retirement System (FERS). The
obligations of the Postal Service under either of these pension systems are set by statute or implementing
regulations, and are outside the control of the Postal Service under current Jaw. in that regard, while the
Postal Service has overfunded its obligations for FERS, and has funded 91 percent of its CSRS
obligations, there is a problem looming on the horizon, which is described later in my testimony. That
problem will further exacerbate the precarious financial condition of the Postal Service unless Congress
enacts comprehensive postal legislation that addresses our long term costs.

Civil Service Retirement System (CSRS)

CSRS is a defined benefit plan, which is closed to new participants, and covers most federal employees
who first entered a covered position prior to January 1, 1984. CSRS provides a basic annuity toward
which the Postal Service and the employee contribute at rates prescribed by law. Effective October 2006,
the PAEA suspended the Postal Service's obligation to make employer contributions to the Civil Service
Retirement and Disability Fund (CSRDF) until 2017. At that time, OPM will perform an actuarial valuation
fo determine whether additional payments are necessary.

The Postal Service's CSRS liability is 91 percent funded. This is a higher funding percentage than the
remainder of the Federal Government and a mechanism to fully fund the Postal Service's liability exists
under current law. As of December 2013, the Postal Service's unfunded liability for CSRS, as estimated
by OPM's actuarial calculations, is $19.8 billion. (Figure 6)

Present Value Analysis of Retirement Programs as caiculated by OPM

{9/30/13 fatest actual data available}

(Dollars in s)

Projected Actual Actual
CSRS 2013 2012 2014
Actuarial Liability 9/30 $ 208.8 $ 2005 § 2108
Current Fund Bal 189.0 190.7 193.0
Unfunded H (19.8) $ (18.8) $ (18

Figure 6
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In accordance with the provisions of the PAEA, OPM will, in 2017, perform an actuarial valuation of the
CSRS liability and establish an amortization schedule fo be paid through 2043. 1t is currently estimated
that the required amortization payment will be approximately $1.6 billion per year. This amortization
payment, in combination with the ongoing retiree health benefits obligation will simply be unaffordable. If
the Postal Service is ever going to be in a position to assume yet another substantial payment, enactment
of comprehensive reform legislation that addresses the Postal Service's other liabilities is essential.

Federal Empioyees Retirement System (FERS) Overpayment

Effective January 1, 1987, career Postal Service employees hired after December 31, 1983, are covered
by the Federal Employees Retirement System Act of 1986, except for those covered by Dual CSRS. Also
included are employees formerly covered by CSRS who elected in either 1987, 1988, or 1998 to
participate in FERS.

FERS consists of Social Security, a basic annuity plan (defined benefit plan), and Thrift Savings Plan
(TSP} (defined contribution plan). The Postal Service and the employee contribute to Social Security and
the basic annuity plan at the rates prescribed by law. The Postal Service is required to contribute to TSP
a minimum of 1 percent per year of the basic pay of employees covered by this system. it also matches a
voluntary employee contribution up to 3 percent of the employee’s basic pay, and 50% of an employee’s
contribution of between 3 percent and 5 percent of basic pay.

OPM has determined that the Postal Service has overfunded our obligation to FERS by $0.5 billion, as of
September 30, 2013. This analysis appiied government-wide salary increase and demographic
assumptions to the Postal Service. (Figure 7)

Present Value Analysis of Retirement Programs as calculated by OPM
{5/30/13 latest actual data available}

Projected Actual Actual
FERS 2013 2012 2011
Actuarial Liability 9/30 § 97.4 $ 90.8 H 84.0
Current Fund Balance 979 91.7 86.6
Surplus $ 0.5 $ 0.9 $ 26
|

Figure 7

In December 2012, the Postal Service Office of the inspector General (OIG) issued an update to a
previously released white paper on the causes of the FERS surplus. The OIG reported that demographic
and salary growth differences between postal employees versus other federal employees impacted the
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calculation of the FERS liability estimate, resulting in a higher liability being attributed to the Postal
Service than was warranted. The OIG specified that Postal Service employees have distinguishing
characteristics (termination, retirement, disability, death, life expectancy, and health care plan elections)
and salary growth expectations that are significantly different from the rest of the federal employee
population and that OPM does not take these factors into consideration when applying actuarial
assumptions. The Postal Service agrees with the major conclusions in the OIG's report.

We believe that OPM shouild take the following actions: first, OPM should use postal-specific
demographic information and salary growth assumptions to calculate the FERS liability, second, in order
fo prevent excessive surpluses from accumulating in the future, OPM should adjust the Postal Service's
future FERS contribution rate to take into account postal-specific demographic information and salary
growth assumptions, and third, once calculated, the current surplus should be refunded to the Postal
Service. The Postal Service, using postal-specific demographic information and salary growth
assumptions, estimates the FERS overfunding amount to be approximately $8 billion.

Directing OPM to utilize postal-specific demographic information and salary growth assumptions in
calculating the FERS surplus and returning the full amount of that surplus to the Postal Service is
important. The Administration agrees with this approach, as refiected in its 2015 budget proposal, which
requires OPM to calculate FERS costs using actuarial assumptions and demographics specific to the
Postal Service workforce.

Retirement System for Future Employees

Addressing the FERS overfunding issue today is critical. However, just as important is developing a
solution to address pension liabilities for future employees. The Postal Service is changing, and so are
our employees and their career expectations. Employees joining the Postal Service today will likely have
different career paths than our current employees. We need to provide a retirement system that better
matches benefits with long-term employee needs, while ensuring that the system is financially viable.
The defined benefit portion of FERS leaves the Postal Service with little ability to control future costs and
leaves employees with limited investment and portability options. We should provide a defined
contribution retirement system that benefits both the employee of the future and the Postal Service. The
TSP portion of FERS does this very thing.

The Postal Service is proposing a new defined contribution retirement system, for future employees only,
for the following reasons:

« The ability to meet obligations under the Postal Reorganization Act (PRA).

The Postal Service is required to provide wages and benefits comparable to those provided in the
entire private sector. The FERS system is not comparable to pension programs in the entire private
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sector and is more costly. Permitting this move would allow the Postal Service, like the private
sector, to adjust to market conditions by modifying plan design, portability, provider services,
employee engagement and other factors.

* The Postal Service’s employee base is changing.
Our emerging workforce is younger and less likely to stay with one employer for their entire career, as

most of our established employees have done. This type of portable and flexible retirement program
holds a greater appeal for the younger demographic.

* Permits a reduction in labor costs.
The Postal Service is a labor intensive organization, with labor costs making up the majority of our
total costs. Benefit costs constitute approximately half of total labor costs when RHB prefunding is
included. We cannot resolve our fiscal problems without addressing this issue.

A defined contribution retirement system for future employees would help ensure that the Postal Service
remains financially viable, and can therefore fulfill its obligations not only to future employees, but to
retirees and current employees as well. It should be noted that this change would not impact the existing
retirement systems for current employees. The new system would be implemented for newly hired
employees in the future.

C. Workers’ Compensation

A top priority for the Postal Service is employee safety and injury prevention. We have a safety
philosophy that all accidents are preventable. We believe it is our responsibility to provide safe working
conditions in all of our facilities and to train and develop a safe workforce. We work closely with our
unions to support safe working conditions through national, regional and local safety committees.
Unfortunately--with the size of our workforce and the occasional hazards encountered while meeting our
universal service obligation, such as walking, driving and loading equipment in snow, ice and rain
conditions—some employees do get injured.

Postal employees injured on the job are covered by the Federal Employees, Compensation Act (FECA),
administered by the Department of Labor (DOL) Office of Workers' Compensation Programs (OWCP),
which makes all decisions regarding injured workers' eligibility for benefits. The Postal Service annually
reimburses the DOL for all workers' compensation benefits paid to or on behalf of postal employees, and
pays an administrative fee to DOL. In October 2013, the Postal Service paid OWCP $1.4 billion,
including an administrative fee of $68 million.
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As of June 30, 2013, the Postal Service had 16,380 employees on Workers' Compensation Periodic Rolis
and an additional 7,628 employees on the Workers' Compensation Daily Rolis. A liability is recorded for
the net present value of estimated future payments to postal employees, or their qualified survivors. The
estimate is based on the total cost of claims, segregated by the date of injury, based on the pattern of
historical payments, frequency (number of claims per hours worked) or severity (average cost per claim)
of the claim-related injuries, and the expected trend in future costs.

As of September 30, 2013, the net present value of the liability for future workers’ compensation
payments was $17.2 billion, compared to $17.6 billion at September 30, 2012, a decrease of 1.9 percent,
Changes in the workers’ compensation liability are attributable to the combined impact of changes in the
discount and inflation rates, routine changes in actuarial estimation, new compensation and medical
cases, and the progression of existing cases.

The existing FECA benefit structure is, in most cases, superior to benefits available under normal federal
retirement, and, as a result, these more lucrative payments often continue for the rest of the lives of the
claimants. The Postal Service has been actively working with our employees to move them off the
workers’ compensation rolls and return them to work. At the same time we have taken steps to ensure
that our workplace remains safe in order to prevent accidents from happening, whenever possible.
However, legislation that would require recipients who reach retirement age to transition from workers’
compensation to a retirement program would be cost effective, and create a more equitable system that
would also reduce the Postal Service's unfunded liability. In addition, legislation that would allow the
Postal Service to settle workers' compensation claims would be beneficial for both the Postal Service and
those employees who are unable to return to postal employment.

D. Debt to US Treasury

As an independent establishment of the Executive Branch of the Federal Government of the United
States, the Postal Service receives no tax dollars for ongoing operations and has not received an
appropriation for operational costs since 1982. We fund operations chiefly through cash generated from
our products and services, and by borrowing from the Federal Financing Bank (FFB). The annual
increase in debt is limited by statute to $3 billion and we have a statutory debt ceiling of $15 billion.

Due to operational and financial limitations that can only be lifted through fegisiation, the Postal Service
has been forced to borrow up to its statutory limit. In 2012, we reached our $15 billion debt ceiling. Our
interest expense in 2013 was $191 million. The RHB prefunding, ack of control of pension and workers
compensation costs, and inflexible business model have forced the Postal Service to reach its debt
ceiling. Comprehensive legislative reform can provide the Postal Service with the ability to reduce its
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long-term liabilities, better control costs and grow revenue, pay down its debt, and enable the Postal
Service to make investments to further modernize.

CONCLUSION

The enactment of comprehensive postal reform legisiation cannot wait. The Postal Service has
exhausted its borrowing authority, faces unnecessary and artificial costs that it cannot afford, and is
constrained by law from correcting the problem.

The Postal Service has implemented a series of innovative revenue generating initiatives including
Sunday delivery, Every Door Direct Mail, and Priority Mail simplification and enhancement efforts,
resulting in revenue growth in 2013 for the first time since 2008. In addition, the Postal Service has
implemented a number of strategies that resulted in approximately $15 billior in annual expense
reductions since the Postal Accountability and Enhancement Act (PAEA) was passed in 2006. However,
much more needs to be done to return the Postal Service to long-term sustainability.

We cannot get there by our actions alone. There exists no scenario where the Postal Service returns to
financial stability without enactment of postal reform legislation. Now is the time for bold and sweeping
action, which will allow us to move forward with solutions that will last for years to come, instead of
piecemeal efforts that will only bring the Postal Service back here again, pursuing legislative reformin a
few years.

Our proposals and legislative requirements address our key liabilities.

s Retiree health benefits - full Medicare integration would reduce the unfunded liability by almost $44
billion, almost to zero.

e FERS overfunding- utilizing Postal Service specific demographic and salary growth assumptions

would result in approximately $6 billion in overfunding which should be returned to the Postal Service.

This would minimize the likelihood that FERS would become overfunded in the future.

« Long-term pension liabilities ~ creating a defined contribution plan for future employees would provide
a retirement system that better matches benefits with long-term employees’ needs, while ensuring the

system's financial viability.

e  Worker's compensation reform that would require recipients who reach retirement age to transition
from workers’ compensation to a retirement program wouid be cost effective, and create a more
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equitable system that would also reduce the Postal Service's unfunded fiability. In addition,
legisiation that would allow the Postal Service to settie workers’ compensation claims would be
beneficial for both the Postal Service and those employees who are unabie to return to postal
employment.

We need to act now to implement strategies designed not only for the Postal Service of today, but for the
Postal Service of ten, and even twenty years into the future. The problems we face are significant, but
they are very solvable. With help from Congress, we are confident that the future of the Postal Service
can be very bright.

Mr. Chairman, we look forward to continuing to work with you and the rest of the Subcommittee to
accomplish meaningful postal reform legislation.
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U.S. Postal Service Testimony - March 13, 2014
Replacement Chart for Figure §

Savings from Current USPS Healthcare Proposal with Full integration of
Medicare Part A, B and D

(in Billions)
Medicare
PAEA integration
(Today) Inside FEHB
(Proposed)
Estlmated 2014 lrlabtluty for current plan using OPM $95.9 B $95.9 B
funding assumptions
Non-Medicare Annuitants and Survivors assumed to ($20.7 B)
enroli in Medicare A & B with no penalty ’
Additional savings from EGWP (Medicare Part D) plan ($23.1 B)
for Post-65 enroliees '
Total Savings $43.8B
Estimated 2014 Liability $95.9B $52.1 8B
Estimated 2014 RHB Fund Assets $48.1 B $49.1 B
Estimated 2014 Unfunded Liability $46.3B $3.08B

This chart above demonstrates the differences of how the integration of health care
with Medicare reduces USPS’ remaining unfunded retiree health benefits from $46.8
B to approximately $3 B.

Note: This is an update to figure 5 on page 7. This will also update the last sentence on page 7.
Should read;
By 2014, we project the total liability to be $95.9 biflion, with an unfunded liability of $49.1 billion. (Figure 5)
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Mr. FARENTHOLD. You hit that at exactly five minutes.

Mr. WiLLIAMSON. I practiced.

[Laughter.]

Mr. FARENTHOLD. This may be the best timed testimony I have
seen in my three years in Congress. Congratulations.

Mr. WILLIAMSON. Thank you.

Mr. FARENTHOLD. It is my understanding our two folks from the
DOD actually are going to do only one set of prepared testimony.
Mr. Moss, I believe we are going to go to you for that.

STATEMENT OF ROBERT MOSS

Mr. Moss. Good afternoon, Chairman Farenthold and Ranking
Member Lynch and other members of the committee.

The Department of Defense thanks you for the opportunity to be
?erg today to discuss the operation of our health care liability trust
und.

Public Law 106-398, also known as the Floyd D. Spence National
Defense Authorization Act for fiscal year 2001 authorized the es-
tablishment of two TriCare benefits for uniformed service retirees,
their dependents and survivors who are Medicare eligible. Section
711 addressed implementation of the TriCare senior pharmacy ben-
efit and Section 712 established eligibility conditions for
CHAMPUS and TriCare upon the attainment of Medicare eligi-
bility.

To provide mandatory funding for these two new health care en-
titlements, the fiscal year 2001 NDAA also established on the
books of the Treasury the Department of Defense Medicare Eligible
Retiree Health Care Fund, also referred to as The Fund, codified
in Title 10, Subtitle A, Part 2, Chapter 56 of the United States
Code. The Fund is used for the accumulation of funds in order to
finance on an actuarially sound basis liabilities of the Department
of Defense under uniformed service retiree health care programs
for Medicare eligible beneficiaries. The Fund covers certain Medi-
care eligible DOD, U.S. Coast Guard, Public Health Service and
NOAA retirees, retiree family members and survivors, not simply
over 65s and not active duty dependents who are Medicare eligible.
It pays directly for medical treatment facility care, serves as a sec-
ondary payer to Medicare for purchased care and pays for phar-
macy benefits provided in either setting to Medicare eligible uni-
formed service beneficiaries.

Using an actuarially funding mechanism for the new benefits
was consistent with the Congressional belief that decision makers
should be confronted with the full cost of future benefits incurred
by current personnel decisions and that Federal agencies should
recognize the cost of all compensation and benefits offered to Fed-
eral employees at the time costs are incurred. The Fund’s revenues
are derived from three sources. The first source is Treasury funded
unfunded actuarial liability payments, so determined by the Fund’s
board of actuaries. The original unfunded liability represents serv-
ice performed prior to the Fund’s establishment date of October
1st, 2002. This liability is currently being amortized over 45 years,
starting in fiscal year 2003.

The second source is annual uniformed services actual normal
cost contributions, also determined by the Fund’s board of actu-



44

aries. These contributions fund the health care liability attrib-
utable to service performed in the current year by uniformed serv-
ice members and are paid annually by Treasury on behalf of the
uniformed services.

The third revenue source is investment earnings from invest-
ment in Treasury securities. The Fund invests in these securities
to the extent annual fund contributions exceed annual health care
expenditures. The Secretary of Defense annually transfers from the
Fund to applicable appropriations of the Department of Defense
amounts necessary to cover the costs chargeable to those appro-
priations for uniformed service retiree health care programs for
beneficiaries who are Medicare eligible.

Amounts so transferred are merged with and available for the
same purposes, for the same time period, as the appropriation to
which transferred. Upon a determination that all or part of the
funds transferred from the Fund are not necessary for the purposes
for which transferred, such amounts may be transferred back to
the Fund no later than the end of the second fiscal year after the
fiscal year for which the appropriation is available for obligation.

The fiscal year 2001 NDAA also directed the establishment of a
Medicare eligible retiree health care board of actuaries. The board
consists of three members who are appointed by the Secretary of
Defense from among qualified professional actuaries who are mem-
bers of the Society of Actuaries. The members of the board serve
for a term of 15 years. The board reports to the Secretary of De-
fense annually on the actuarial status of the Fund and furnishes
its advice and opinion on matters referred to by the Secretary. It
also reports not less than once every four years to the President
and Congress on the status of the Fund.

One of its primary responsibilities is the actuarial based com-
putation of the Treasury’s amortized payment against the un-
funded liability and the uniformed services normal cost contribu-
tion.

That concludes my statement, and I am happy to answer any
questions you may have. Thank you.

[Prepared statement of Mr. Moss follows:]
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ESTABLISHMENT AND PURPOSE OF THE FUND

Public Law 106-398, also known as the Floyd D. Spence National Defense Authorization Act
(NDAA) of Fiscal Year 2001 authorized the establishment of two new TRICARE benefits for
Uniformed Services (Army, Navy, Air Force, Marine Corps, U.S. Coast Guard ((USCG)), U.S.
Public Health Service (PHS)), and National Oceanic and Atmospheric Administration
((NOAA)) retirees, their dependents, and survivor beneficiaries who are Medicare-eligible.
Section 711 addressed implementation of the TRICARE Senior Pharmacy Program benefit, and
Section 712 established eligibility conditions for CHAMPUS and TRICARE upon the attainment
of Medicare eligibility. To provide mandatory funding for these two new health care
entitlements, the FY 2001 NDAA also established on the books of the Treasury the Department
of Defense Medicare-Eligible Retiree Health Care Fund (MERHCF), also referred to as the
Fund, codified in (Title 10, Subtitle A, Part II, Chapter 56, United States Code).

= The Fund is used for the accumulation of funds in order to finance, on an actuarially
sound basis, liabilities of the Department of Defense (DoD) under uniformed services

retiree health care programs for Medicare-eligible beneficiaries.

» The Fund covers certain Medicare-eligible DoD, USCG, PHS, and NOAA - retirees,
retiree family members and survivors — not simply “over 65s” and not active
duty/dependents who are Medicare eligible.

» It pays directly for Military Treatment Facility (MTF) care, serves as secondary payer to
Medicare for purchased care, and pays for pharmacy benefits provided in either setting to
Medicare-eligible uniformed services beneficiaries.

* The Fund recognizes the uniformed services’ accrued and future liabilities for the cost
of retiree/survivor health care for uniformed service members, their family members

and survivors who are Medicare-eligible.

RATIONALE FOR FUND

Using an accrual funding mechanism for the new benefits was consistent with a
Congressional belief that decision-makers should be confronted with the full cost of
future benefits incurred by current personnel decisions, and that federal agencies should
recognize the costs of all compensation and benefits offered to federal employees at the

time the costs are incurred.
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ASSETS OF THE FUND
Funding of the MERHCF is derived from three sources.
* The first source is Treasury unfunded actuarial liability payments. These payments
comprise two components.
»  The original unfunded liability for service performed prior to the Fund’s
establishment date of October 1, 2002. This liability is currently being
amortized over 45 years starting in FY 2003.
» Deviations from expectations (or actuarial “gains” and losses”) and changes
to benefit provisions. These liabilities are currently amortized over a
weighted-average period that uses 30 years for each year’s new gain or loss.
» The second MERHCF funding source is annual uniformed services actuarial “normal
cost” contributions. These fund the health care liability attributable to service performed
in the current year by uniformed service members, and are paid annually by Treasury on

behalf of the uniformed services.

» The third funding source is investment earnings from investments in Treasury
securities. The Fund invests in Treasuries to the extent annual Fund contributions exceed

annual health care expenditures.

PAYMENTS FROM THE FUND

The Fund pays for the costs of all uniformed service retiree health care programs for the benefit
of members or former members of a participating uniformed service who are entitled to retired or
retainer pay and Medicare-eligible, and eligible dependents who are Medicare eligible. The
Secretary of Defense annually transfers from the Fund to applicable appropriations of the
Department of Defense such amounts as the Secretary determines necessary to cover the costs
chargeable to those appropriations for uniformed service retiree health care programs for
beneficiaries under those programs who are Medicare-eligible. Such transfers may include
amounts necessary for the administration of such programs. Amounts so transferred are merged
with and available for the same purposes and for the same time period as the appropriation to

which transferred. Upon a determination that all or part of the funds transferred from the Fund
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are not necessary for the purposes for which transferred, such amounts may be transferred back
to the Fund. This transfer authority is in addition to any other transfer authority that may be
available to the Secretary. A transfer from the Fund may not be made to an appropriation after
the end of the second fiscal year after the fiscal year that the appropriation is available for
obligation. A transfer back to the Fund may not be made after the end of the second fiscal year
after the fiscal year for which the appropriation to which the funds were originally transferred is
available for obligation. The Secretary of Defense, by regulation, establishes the method for

calculating amounts to be transferred.

Payments from the Fund support both civilian sector purchased care and care provided in the
DoD MTFs.
 MERHCF purchased care support transactions are expensed, tracked, and reconciled
against the Fund on a daily basis for appropriate charges from the Defense Health
Agency (DHA) Contract Resource Management Office (CRM) in Aurora, CO. through
the Defense Finance and Accounting Office (DFAS) in Indianapolis, IN to the
Department of Treasury. MERHCF purchased care support consists of:
- TRICARE For Life (TFL) — Medicare is the primary payer with TRICARE as a
supplemental last payer (beneficiary must be enrolled in Medicare Part B).
- Managed Care Support Contracts — network-at-risk costs reimbursed from the
Fund (under 65 retired Medicare-cligible beneficiaries — must be enrolled in
Medicare Part B)
- TRICARE Senior Pharmacy — includes both retail pharmacy network and mail
order pharmacy costs (beneficiary must be enrolled in Medicare Part B)
- U.S. Family Health Plans (USFHP) also known as Designated Providers (DPs) —
MERHCF covers over 45,000 retired Medicare-eligible beneficiaries enrolled in
one of the six remaining plans. The MERHCF pays an agreed upon annual
capitation rate premium per enrollee. All care provided to beneficiaries enrolled
must be obtained through the USFHP.
» MERHCF MTF (direct care) support consists of:
- Operations & Maintenance (O&M) funds are transferred from the MERHCF to
the Services” MTFs on a quarterly basis at the beginning of each fiscal quarter.
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The amounts transferred are based on projected eligible beneficiary weighted
workload for each MTF. Projected workload is multiplied by the appropriate
O&M inflation rates per workload unit.

- Military Personnel (MILPERS) funds are transferred from the Fund to the
Services’ MILPERS accounts on a quarterly basis at the beginning of each fiscal
quarter. The amount transferred is based on projected eligible beneficiary
weighted workload for each MTF multiplied by the appropriate inflated
MILPERS cost per weighted workload unit.

- Projected workload and costs are developed in a distribution plan and approved
by the Office of Management and Budget (OMB) prior to the start of each fiscal
year. The approved plan becomes the basis for funds distribution in the new
fiscal year with no further overall apportionment changes/modifications allowed
in the budget execution year.

- After the close of the fiscal year, a reconciliation is completed on the MERHCF
workload accomplished at each MTF. The resulting analysis discloses the level
and cost of health care actually provided to uniformed services Medicare-eligible
beneficiaries in DoD MTFs compared to projected workload and costs used to
formulate the budgeted program. The analysis forms the basis for the subsequent
year’s distribution. Additionally, excess funding is recouped back into the Fund

through the transfer of prior year unobligated appropriations.

BOARD OF ACTUARIES

The FY 2001 NDAA directed the establishment of a Medicare-Eligible Retiree Health Care
Board of Actuaries. The Board consists of three members who shall be appointed by the
Secretary of Defense from among qualified professional actuaries who are members of the
Society of Actuaries. The members of the Board serve for a term of 15 years (with the exception
of staggered initial appointments of 5, 10 and 15 years). The Board reports to the Secretary of
Defense annually on the actuarial status of the Fund and furnishes its advice and opinion on
matters referred to it by the Secretary. The Board reviews the Department’s actuarial valuations

of the Fund and the Department must receive Board approval for its methods and assumptions.
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The Board also reports, not less than once every four years, to the President and Congress on the
status of the Fund. The Board includes in these reports recommendations for such changes as in
the Board's judgment are necessary to protect the public interest and maintain the Fundon a

sound actuarial basis.

DETERMINATION OF CONTRIBUTIONS TO THE FUND

The Board determines the amount that is the present value (as of October 1, 2002) of future
benefits payable from the Fund that are attributable to service in the participating uniformed
services performed before October 1, 2002. That amount is the original unfunded liability of the
Fund. The Board has chosen a 45-year period for the liquidation of this liability, with payments
that increase at the assumed rate of military payroll increases. By law these payments are made

by the Department of Treasury.

The Secretary of Defense determines, before the beginning of each fiscal year, the total amount
of the Department of Defense contribution to be made to the Fund for that fiscal year. This
contribution is based on two actuarially determined annual per capita rates, one rate for active
duty personnel and one rate for guard and reserve personnel. The rates are multiplied by the
expected average force strength for each of the uniformed services to compute the “normal cost”
contribution for each of the uniformed services. The annual per capita rates are calculated by the

Department based on actuarial methods and assumptions approved by the Board.

The Secretary of Defense also conducts valuations to determine if there have been actuarial
“gains” or “losses” to the Fund — and if so, determines an amortization methodology for the
liquidation of such gains/losses. Payments to amortize these gains/losses become part of the
overall Treasury unfunded liability payment (covering the original unfunded liability as well as
new unfunded liabilities arising from gains/losses), and must be determined using Board

approved methods and assumptions.

PAYMENTS INTO THE FUND
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At the beginning of each fiscal year, the Secretary of the Treasury promptly pays into the Fund
from the General Fund of the Treasury—
* The amount certified to the Secretary by the Secretary of Defense, which includes the
“normal cost” contribution on behalf of uniformed members of the Department of
Defense as well as the amortized payment on the unfunded actuarial liability.
* On behalf of the non-DoD uniformed services, the amount determined by each
administering Secretary as the annual “normal cost” contribution to the Fund on behalf of
members of the uniformed services under the jurisdiction of that Secretary. That is, the
Secretaries of Homeland Security (Coast Guard), Health and Human Services (Public
Health Service), and Commerce (NOAA), determine the contribution on behalf of
uniformed members under their jurisdiction in a manner comparable to the Secretary of
Defense’s determination for uniformed DoD members — based on Board-approved per

capita rates multiplied by each service’s expected average force strength,

INVESTMENT OF THE ASSETS OF THE FUND

The Secretary of the Treasury invests such portion of the Fund as is not in the judgment of the
Secretary of Defense required to meet current withdrawals. Such investments are made in public
debt securities with maturities suitable to the needs of the Fund, as determined by the Secretary
of Defense, and bearing interest at rates determined by the Secretary of the Treasury, taking into
consideration current market yields on outstanding marketable obligations of the United States of
comparable maturities. The income on such investments shall be credited to and form a part of
the Fund.
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Mr. FARENTHOLD. Thank you very much. And you were less than
two seconds over. We have a great panel here. Thank you all very
much for being more considerate of our time than we were with
your with the unscheduled votes.

I will now recognize myself for some questions, then we will go
to Mr. Lynch and the other members of the committee.

Mr. Todisco, there was an editorial in the Wall Street Journal
last week, Senator Bernie Sanders of Vermont said Congress in
2006 passed legislation that required the Postal Service to prefund
over a 10-year period 75 years worth of future retirement benefits.
Is that accurate?

Mr. Topisco. No, Mr. Chairman, that is not quite accurate.
There has been some misunderstanding about that, which we ad-
dressed in our 2012 report on this topic.

There is no set number of years that that is prefunded for. What
is actually prefunded, the funding target consists of all the esti-
mated future payments for those who are already retired. And for
those who are still working, current postal employees, a more or
less pro rata portion of their future benefit payments based on
their term of service so far. That means some of those payments
will go beyond 75 years, because some of the current workers will
live beyond 75 years from today. But it also does not include some
payments that will be made in less than 75 years. So it is an ap-
proximation.

The other point about that is it is not being funded in the 10-
year period. The funding schedule in the 2006 law was over 50
years or more, although somewhat frontloaded in the first 10 years.

er. FARENTHOLD. I just wanted to make sure we had gotten that
clear.

Mr. Williamson, you have some great employees at the Postal
Service. I am friends with my letter carrier, I don’t see him nearly
as much now that I am here in Washington. The only time I get
frustrated is when there is a long line at the post office, and that
%sknot gour fault, it is people refuse to mail early at Christmas, just
ike I do.

But as someone who wants to look, I assume you want to look
out for and take care of your employees, just like I would want to
look after and take care of my employees, do you think it is a good
idea that we actually have these benefits prefunded so we are sure
there is money there and we are not at the whim of a Congres-
sional appropriation to allocate money in the future?

Mr. WILLIAMSON. Mr. Chairman, we absolutely agree. In fact, as
I said in my opening statement, it is extremely important to us to
be able to fund our requirements and maintain the commitment
that were made to our employees out into the future.

Mr. FARENTHOLD. So if we were to follow what some folks have
asked and actually, and I will ask Mr. Todisco, if we actually go
to more of a pay as you go type system and don’t prefund, what
are the downsides to doing that, besides the whim of Congressional
appropriations? Which is a pretty big one.

Mr. Topisco. Given that the Postal Service is intended to be a
self-sustaining agency, to the extent there are unfunded liabilities,
there is always a concern about whether those will be able to be
funded in the future.
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Mr. FARENTHOLD. So mail volume is going down, right? So it is
not like there is going to be, unless there is some sort of major par-
adigm change, there is not going to be more money coming into the
Postal Service in the foreseeable future. Would that be an accurate
forecast?

Mr. Tobpisco. What is happening and what has happened over
the last number of years is that these obligations have grown in
size relative to the size of the organization supporting it.

Mr. FARENTHOLD. And Mr. Williamson, you would agree, you
don’t really see a turnaround in mail volume, though we may have
some revenue enhancement opportunities elsewhere?

Mr. WILLIAMSON. I think there are a couple of areas within mail
volume. With first class single piece letters, it is unlikely for first
class single piece letters, for the continued decline to rise. However,
with standard mail, advertising mail, some of the innovative things
we are doing there, it is likely that we can maintain that volume
in the system. And then the package growth in the organization.

Mr. FARENTHOLD. You don’t think that would be enough if we
were to go on a pay as you go basis without massive rate increases
to pay the retiree benefits?

Mr. WILLIAMSON. I think the important element here is, as Mr.
Todisco mentioned earlier, we are 91 percent funded on our CSRS
obligation, we are overfunded on our FERS obligation. And we do
have a plan that would allow us to virtually fully fund our retire-
ment health care obligation. So from a Postal Service standpoint,
we view that we have solutions and plans that would allow us to
fully fund those obligations.

Mr. FARENTHOLD. So you would like to see some of the postal re-
form we are talking about here come to be?

Mr. WILLIAMSON. Yes.

Mr. FARENTHOLD. All right. I will now go to Mr. Lynch and allow
him his chance to do some questions.

Mr. LYNCH. Thank you, Mr. Chairman. Let me just follow up on
the pay as you go sort of scenario. From 1970 to 2006, we were on
a pay as you go. When I say pay as you go, what I mean is, I sat
on the pension fund for the Iron Workers, we had to make sure
that our obligations were met as they arose. So that is what I mean
by a pay as you go system, in case there is some question about
that term.

So if we look at the, let’s look at the obligations of the FERS situ-
ation first. The Office of Personnel Management’s most recent cal-
culation estimated that the Postal Service had overpaid its FERS
pension account by approximately $500 million. This surplus has
significantly decreased since 2011 when it was reported that the
surplus was $11.4 billion. The key here is, however, that we would
like to use demographics specific to postal employees, because there
are a lot of ups and downs in private industry. I know, I was in
the construction industry, work was very choppy.

But for most of our postal employees, they go in there, they go
to work, they have a set number of hours they work each week,
there are no ups and downs in the economy basically that disrupts
that Postal Service. Got to get the mail out every single week.
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And the Hay Group reported that the total using postal specific
demographics, that the surplus could be as high as $12.5 billion.
Mr. Todisco, are you familiar with that?

Mr. Tobpisco. Yes, I am.

Mr. LYNCH. Are you in agreement with sort of the calculation
there, or is that off base here?

Mr. Tobisco. Well, we haven’t analyzed their calculation. It is
plausible that it could turn out that way, and we do support the
use of postal specific assumptions.

Mr. LYNcH. Okay, that would result in a more accurate number?

Mr. Tobisco. Yes, that is right.

Mr. LYyNcH. Mr. Williamson, why would that be important? Could
you elaborate on why it is important to use the postal specific char-
acteristics in determining what the FERS overpayment or the un-
funded liability might be?

Mr. WILLIAMSON. Absolutely. From our perspective, using as-
sumptions that match our workforce and our demographics, given
we are self-sustaining and self-funding, makes sense when you
think about what that true long-term liability and obligation is. So
we support using the salary growth and demographic assumptions
to calculate the FERS payment.

Mr. LYNCH. Great. Mr. Williamson, would you support returning
the surplus to the United States Postal Service?

Mr. WILLIAMSON. Yes.

Mr. LYNCH. And Mr. Todisco, is it correct that Congress has not
yet instructed OPM how to deal with any surpluses generated
within the FERS pension account?

Mr. Tobisco. That is correct, Congressman. Under current law,
the Postal Service cannot realize any financial benefit from that
surplus.

Mr. LyNcH. Okay. Thank you.

Would GAO support a one-time transfer of the surplus to go to
paying down some of the liabilities? I have a bill out there, not to
ring my own bell, but under one of the bills I have, H.R. 961, it
would actually cause the transfer of the surplus to pay down some
of these liabilities. Is that something you would support?

Mr. Tobisco. To transfer the surplus to take care of the un-
funded liabilities?

Mr. LYNCH. The obligations, yes. Not to use it for operational,
but for paying down some of the debt that is outstanding?

Mr. Tobpisco. Yes, that makes complete sense from a holistic
standpoint, yes.

Mr. LyNcH. Has the GAO provided any legislative suggestions on
how to deal with this?

Mr. Topisco. We haven’t drafted any language but we have of-
fered a number of suggestions for how to deal with the surplus.

Mr. LyNcH. Okay.

I hate to drag the DOD in here, but we have already brought you
in. Let me just ask, Mr. Moss, in your testimony you stated that
under the DOD system, most payments derive from three sources,
is that correct?

Mr. Moss. Yes, sir.

Mr. LYNCH. Are any of those sources funded by Congressional ap-
propriations?
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Mr. Moss. The payment that the Department of Defense pays in
to fund the normal cost contribution, that is part of their appro-
priated top line that comes to them each year.

Mr. LyncH. Okay, so Congress appropriates money for you to
meet your prefunding requirement?

Mr. Moss. That is correct.

Mr. LYNCH. Okay. That is quite different than what the Postal
Service is dealing with.

Mr. Williamson, does any of the Postal Service receive appropria-
tions from Congress to meet its prefunding liability?

Mr. WILLIAMSON. No, we do not.

Mr. LYNCH. So apples and oranges here. I see I have 12 seconds
left, so why don’t I stop right there. Thank you.

Mr. FARENTHOLD. Thank you very much.

We will now go to our Vice Chair, Mr. Walberg, for questions.

Mr. WALBERG. Thank you, Mr. Chairman.

Mr. Todisco, your testimony stated that GAO supports legislation
that would shift USPS remaining retiree health care fixed pay-
ments to actuarially determined payments, which is a provision of
both the House version and the Senate version, as I understand it,
of the Postal Reform Act in the President’s fiscal year 2015 budget
proposal. But GAO has expressed concern about proposals that
would lower the funding target for the retiree health care liability
from 100 percent to 80 percent, something currently in the Senate
version of the Postal Reform Act and in the President’s fiscal year
2015 budget.

If the funding targets are lowered, what happens if USPS doesn’t
have the funds set aside to pay the benefits?

Mr. Topisco. OPM has indicated that they are not sure legally
what exactly would happen if those benefits can’t be paid at some
point. There is uncertainty about that.

Mr. WALBERG. So that just sits out there?

Mr. Topisco. That sits out there.

Mr. WALBERG. Without the ability to plan?

Mr. Tobisco. Hypothetically, people could lose benefits. Tax-
payers could be burdened. But we don’t know exactly what will
happen.

Mr. WALBERG. I guess that went to my follow-up question, how
might taxpayers be affected by the decision to lower funding tar-
gets. And you are saying we don’t know. They could be brought in?

Mr. Topisco. That is right. OPM has told us they don’t know.

Mr. WALBERG. Okay. USPS, Mr. Todisco, currently has an un-
funded liability for retiree health care of $48 billion. How sensitive
is this projection to the assumptions for medical inflation? And sec-
ondly, if for instance, medical inflation increases by 1 percent, what
happens to the size of the unfunded liability?

Mr. Tobpisco. The most recent, it is a highly sensitive number to
those assumptions, Congressman. The most recent estimates are
that if medical inflation were, say, 1 percent higher, the unfunded
liability would be somewhere on the order of $15 billion more than
it is today.

Mr. WALBERG. Fifteen billion. You are testifying that an increase
of 1 percent in medical inflation would result in over a 30 percent
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increase. Does this sensitivity to medical inflation factor in GAQO’s
recommendation that USPS fully fund the benefit?

Mr. Tobisco. No, it doesn’t. Our recommendation is really for
other reasons outside of that issue.

Mr. WALBERG. According to your testimony, USPS’s debt and un-
funded liabilities have become a large and growing burden, increas-
ing from 83 percent of USPS’s revenues in fiscal year 2007 to 148
percent of revenues in fiscal year 2013. Your testimony also notes
that USPS holds unrestricted cash of $2.3 billion, which would
cover only nine days of average daily expenses.

What effect does USPS debt and unfunded liability have on the
agency’s ability to make capital improvements?

Mr. Tobpisco. Well, it is a severe constraint, certainly.

Mr. WALBERG. So I guess again we are looking here at a setting
that everything is affected, the viability, the planning, the uncer-
tainty. All goes to the bottom line of more than just the problem,
but ultimately a taxpayer problem as well?

Mr. Topisco. That is potentially, but again legally how it would
play out, we don’t know.

Mr. WALBERG. Okay. Mr. Chairman, I yield back.

Mr. FARENTHOLD. Thank you very much.

We will now recognize Mr. Clay for five minutes.

Mr. CLAY. Thank you, Mr. Chairman. Congress does not provide
any funds to the Postal Service to meet its prefunding requirement.
And that is a pretty big difference. In fact, comparing the DOD to
Postal Service is a little bit like comparing apples to oranges. And
you know, today’s hearing is meant to look at the Postal Service’s
unfunded liabilities. Since the Majority invited DOD to testify, I
wondered what DOD’s unfunded liability is for their retiree health
care program. And committee staff found that at the end of fiscal
year 2013, DOD’s Medicare eligible fund had assets of approxi-
mately $187 billion, while containing a liability of $502.4 billion.

Mr. Chairman, let me caution my colleagues about where we are
going on this path. And I hope it is not to dismantle the Postal
Service. I know my constituents rely heavily on the U.S. Postal
Service, and just like you do, Mr. Chairman, at Christmas time. It
is perplexing to hold this agency to one standard and not other
agencies. We are talking about $100 billion in liabilities, but yet
nobody has talked about dismantling the Federal Government
when we have $17 trillion in national debt. It is just perplexing to
me.

And then I see that the President has come out in his budget ad-
vocating five-day service. I know the Majority couldn’t be for any-
thing the President has offered up.

[Laughter.]

Mr. CLAY. Let me ask a question. Since there is $502.4 billion
in liability from DOD’s Medicare eligible fund, is that correct, Mr.
Moss?

Mr. Moss. That is the total liability, sir. The unfunded portion
of that liability, I would defer to Mr. Sitrin, is far less than that.

Mr. CLAY. Would it be the difference between $187 billion and
$502 billion, is that right? Mr. Sitrin? Okay. You are a mathemati-
cian. What is that, about $300 billion?

Mr. SITRIN. Yes, sir.
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Mr. CLAY. About $315 billion, right?

Mr. SITRIN. Yes.

Mr. CLAY. At the end of fiscal year 2013, the Postal Service had
assets of approximately $47.3 billion, and liability of approximately
$95.6 billion, is that correct, Mr. Williamson?

Mr. WiLLIAMSON. That is correct.

Mr. CLAY. Based on these numbers, the Postal Service is 49 per-
cent funded, while the DOD is just 39 percent funded. In other
words, DOD’s unfunded liability is much larger than the Postal
Service’s. So, Mr. Moss, should we be concerned that DOD will not
be able to meet its unfunded liability, given that they are so much
larger?

Mr. Moss. No, sir, I don’t think that given the current cir-
cumstances and the way the fund is funded each year by DOD and
by Treasury as that continues then I don’t think there is a problem
with the Department of Defense meeting its unfunded liability at
the end of that 45 year period.

Mr. CrAYy. What if Congress decides not to appropriate any more
funds for that?

Mr. Moss. Then there would obviously be a problem.

Mr. CrAY. Let me ask Mr. Todisco, what would be the increased
rate to consumers of the U.S. Postal Service in order to eliminate
the unfunded liability and to fix the issue?

Mr. Topisco. I don’t know that figure, Congressman, as to how
it would translate into a postage rate.

Mr. CLAY. Okay. It seems to me that Congress is a large part of
the reason to blame for this problem and this hearing is intended
to focus on that. DOD’s requirement to prefund its health care li-
ability isn’t the same as the Postal Service’s. Mr. Todisco, would
you agree that the Postal Service is being required to prefund in
more aggressive pace than DOD?

Mr. Tobisco. They are both using a 100 percent funding target.
The Postal Service is farther ahead. And yes, as we have reported,
the schedule that the Postal Service has had to follow has been an
ambitious schedule in that while it is a 50-year schedule, approxi-
mately, payments are frontloaded in the first 10 years.

Mr. CLAY. Mr. Chairman, I see my time is expired. I yield back.

Mr. FARENTHOLD. Thank you very much.

I would like to follow up. I know my colleagues on the other side
of the aisle have made a distinction that we may be comparing ap-
ples to oranges here based on funding sources. I wanted to examine
that and talk a little bit about the rationale for what we are doing.

The Department of Defense is funded almost exclusively through
appropriations, is that not correct, Mr. Moss?

Mr. Moss. Yes, sir.

Mr. FARENTHOLD. And Mr. Williamson, the Postal Service basi-
cally gets no appropriations and funds itself through the rates it
charges its customers, is that correct?

Mr. WILLIAMSON. That is correct.

Mr. FARENTHOLD. So even though we are talking about, they say
apples and oranges, because the Defense Department gets appro-
priations, well, they are using part of the money that they get from
whatever source to prefund their retirement and the Postal Service,
I think we are asking that they do the same.
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Let me ask you, Mr. Moss. You touch a little bit in your testi-
mony on the rationale for why DOD should have to, or is required
to do this prefunding. Could you elaborate on that a little bit?

Mr. Moss. Yes, sir. Prior to the establishment of the fund, when-
ever there was discussion about the funding of the old CHAMPUS
program or TriCare, it was primarily focused with the medics and
looking at what were the additional benefits or the expansion of
benefits that would be afforded to our beneficiaries. With the estab-
lishment of the trust fund and the Department having to pay into
the fund each year, and I would add that when the Department
pays into the fund, as the fund stood up, the DOD top line was not
increased by the amount of the payment into the trust fund.

So DOD was told, you still have your essential basic funding
level, and from that you will fund, you will start to prefund the
trust fund. When that happens, now you have much more involve-
ment and much more scrutiny from senior management within the
Department, looking at what are the various benefits and what is
the impact of expanding or in some way changing those benefits,
as related to the payment into the fund. So there is much more in-
volvement and much more interest on the part of senior manage-
ment other than just the medics about the health care benefit that
we are affording our beneficiaries.

Mr. FARENTHOLD. And then at the risk of sounding like Captain
Obvious, I had some folks from the Post Office in my office this
week talking to me. And one of their talking point was that they
are the only agency within the U.S. Government that is required
to prefund.

Mr. Moss, is the Defense Department an agency of the United
States government?

Mr. Moss. It is.

Mr. FARENTHOLD. And you are required to prefund?

Mr. Moss. That is correct.

Mr. FARENTHOLD. I just want to have them scratch that talking
point off so we could talk about some other things next time that
we are up.

Let me see, I think I have one more question here, if you can
give me one second to find it. It actually already got asked by one
of my colleagues, so Mr. Lynch, we will let you have another round
of questioning.

Mr. LYyNCH. Thank you, sir. I appreciate that, Mr. Chairman.

I think the point we are trying to make is, and the Postal Service
is trying to make is, they are the only U.S. agency government de-
partment that is required to prefund and pay it for themselves. I
think the distinction is that you receive money from Congress in
an appropriation every year to prefund your benefits. That is the
distinction that we are trying to make there.

According to Mr. Williamson’s testimony earlier, about 20 cents
of every dollar of revenue that the Postal Service brings in, and
their revenue is they sell stamps, that is basically it, that is how
the Postal Service funds its operations. People can’t believe that,
they don’t get tax money, they just sell stamps. That is why stamps
cost what they do.
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So 20 percent of every dollar goes for paying the health care ex-
penses. And in 2013, total health care costs for the Postal Service
was approximately $13.4 billion.

Now, Mr. Williamson, how much of those costs were for current
employees versus retirees? Can you tell me that?

Mr. WILLIAMSON. Yes. Only $4.7 billion of that $13.4 billion was
for active employee premiums. The bulk of it.

Mr. LyNCH. So the huge part is all retirees? That makes sense,
they are older, they are using more medical services. That makes
sense. So if eligible, are Postal employees mandated to enroll in
Medicare, since most of these people are all retired, are they re-
quired to enroll in Medicare?

Mr. WILLIAMSON. No, they are not required to enroll in Medicare.
Only 90 percent of our current retirees are in Medicare Part A, and
76 percent in Medicare Part B.

Mr. LYNCH. So there is a huge chunk of them that are not?

Mr. WILLIAMSON. Correct.

Mr. LYNCH. Mr. Moss, can I ask you, are military service mem-
bers required to enroll in Medicare if they are eligible?

Mr. Moss. Yes, sir.

Mr. LYNCH. Okay, well, that might be a huge difference.

Mr. Williamson, in your testimony you mentioned the Postal
Service proposal to integrate current health care benefits with
Medicare to create a Medicare wraparound plan for employees.
Could you explain why this is important for the Postal Service?

Mr. WILLIAMSON. Absolutely. Currently, our unfunded liability is
based on a FEHB plan that does not integrate nor coordinate bene-
fits with Medicare, which means the cost of that plan is much high-
er. So when you calculate, and Mr. Todisco and some of the other
actuaries can get into the details, but when you calculate the actu-
arial estimate of what that cost is on a higher per capita cost plan,
your liability grows.

What we are proposing is, we have already paid us and our em-
ployees $27 billion in contributions to Medicare, and we would like
to require our employees to take on Medicare once they become eli-
gible and create wraparound type plans that would coordinate their
benefits and fully integrate with Medicare, therefore Medicare
being the primary payer and the FEHB plans, the Postal Health
care plans, to be the secondary.

Mr. LyNcH. I have to say, Mr. Moss, that sounds a lot like
TriCare. That sounds a lot like how you handle DOD benefits
through TriCare.

Mr. Moss. Yes, sir. We share with CMS our manpower docu-
ments as far as our retirees. And when a beneficiary obtains care
from a civilian provider and the bill is sent to CMS and they pay
their share, then they see that that beneficiary is dual eligible,
they electronically transfer that claim over to our fiscal inter-
]I;lﬁdiary and then we wind up paying the rest of that health care

ill.

Mr. LyncH. Now, this might be obvious, but does having Medi-
care as the primary insurer, does that reduce DOD’s health care
expenses?

Mr. Moss. It does reduce health care expenses as they are today.
But prior to the establishment of the TriCare for Life program in
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2001, DOD was not paying anything toward the care of those bene-
ficiaries once they became Medicare eligible.

Mr. LyNcH. Okay, so now you are picking up some.

Mr. Moss. Now we are picking up some, but it is still far less
than it would be if we had to fund the entire benefit.

Mr. LyNcH. Which is what Mr. Williamson’s situation is.

Mr. Moss. Yes, sir.

Mr. LyNcH. Mr. Williamson, has the Postal Service estimated the
cost savings derived from this integration proposal where you have
a wraparound Medicare situation?

Mr. WILLIAMSON. Yes, sir, we have. We, based on our actuarial
estimates, full Medicare integration would reduce our unfunded li-
ability from the $48.3 billion to $3 billion.

Mr. LYNCH. Say that again?

Mr. WILLIAMSON. It would virtually eliminate our unfunded li-
ability and maintain the same level of benefits for our retirees.

Mr. LYNCH. Wow.

Mr. WILLIAMSON. Yes. It would reduce from the $48.3 billion to
$3 billion.

Mr. LyNCH. Now, would the Postal Service need authorization
from Congress to initiate that integration plan?

Mr. WILLIAMSON. Yes. We would need OPM to be required to set
aside specific plans within FEHB that would be required to inte-
grate with Medicare and coordinate the benefits.

Mr. LYNCH. Okay, and I am a former union president, so I want
to ask you, is this integration plan, is this subject to collective bar-
gaining with the postal unions?

Mr. WILLIAMSON. We have already, over a year ago we proposed
a plan that would actually take postal retirees outside of the FEHB
plan and create our own plan. Subsequent to that, we have worked
very closely with our stakeholders, the unions’ management asso-
ciations, to come up with a proposal that we can all agree on that
would maintain these components but do it within the umbrella of
FEHB. So we are not proposing that it would be something we
would collectively bargain in terms of the design. What we are re-
quiring is that OPM, for retirees, require Medicare and require the
integration within those plans.

Mr. LYNCH. Right. Well, I think design is probably a manage-
ment function. But I would encourage you to continue your talks
with those unions, because they have been very, very cooperative
and progressive in terms of meeting the Postal Service’s challenges.

Mr. Chairman, I yield back.

Mr. FARENTHOLD. Thank you very much, and we will now go to
Mr. Walberg for a second round of questions.

Mr. WALBERG. Thank you, Mr. Chairman. Just basically one
question, Mr. Todisco. As I understand it, the CRS account of
USPS has a projected deficit of $19.8 billion, while the FERS ac-
count has a projected surplus of just $500 million. While using the
USPS specific demographic assumptions may slightly change these
numbers, I think for the purposes of today they would be illus-
trative.

As an actuary, do you think it makes sense to treat these and
other employee benefit liabilities in a holistic manner?
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Mr. Tobisco. Yes, I do, Congressman. I would actually expand
that to include the debt to Treasury. Over the last 10 years, the
debt has increased in part to make retiree health prefunding pay-
ments that were made. So you have money going from one section
to another.

Economically, the CSRS falls from retiree health and debt to
Treasury. In one sense, there is unfunded obligations and debt,
they are all debt, they are all payments that have to be made.

Mr. WALBERG. Thank you. Thank you, Mr. Chairman.

Mr. FARENTHOLD. Thank you very much. Did you have any more
questions, Mr. Lynch?

I will say we appreciate your testimony. It will help us as we
move forward with various iterations of postal reform. I should
have caught Mr. Clay before he left, but we actually don’t agree
with the President on five-day delivery. We want modified six-day
delivery. So it not a complete agreement there, but we are moving
on our side in the same direction.

Mr. LYNCH. I was getting nervous there.

[Laughter.]

Mr. FARENTHOLD. We appreciate our witnesses’ testimony and
the members. Thank you very much, and we are adjourned.

[Whereupon, at 3:25 p.m., the committee was adjourned.]
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HOUSE SUBCOMMITTEE ON FEDERAL WORKFORCE,
U.S. POSTAL SERVICE AND THE CENSUS
“At a Crossroads: The Postal Service’s $100 Billion in Unfunded Liabilities”
March 13, 2014

Post-Hearing Questions for the Record
Submitted to Jeffrey Williamson, Chief Human Resources Officer and Executive VP

From Chairman Blake Farenthold:

1. Current law requires that, in 2017, the Office of Personnel Management review the
unfunded liability in the Civil Service Retirement System (CSRS) and establish an
amortization schedule to pay for that unfunded liability by 2043.

a. What is the approximate size of the new annual amortization payment if the CSRS
deficit stays the same?

Answer:

The Office of Personnel Management (OPM) annually provides the Postal Service with a
report detailing the funding status of Postal Service obligations to both the CSRS and
Federal Employees Retirement System (FERS), based on OPM'’s most recent actuarial
estimate. This report also includes estimates of future payments that the Postal Service and
its employees will make into the CSRS Fund. In the report received October 29, 2013, OPM
estimated that the Postal Service’s annual amortization payment for CSRS will be
$1.6 billion, beginning in 2017 and continuing through 2043.

b. Assuming there are no statutory changes enacted, do you think USPS will make this
payment?

Answer:

The Postal Service is currently in the process of updating its financial forecasts in light of the
PRC decision of December 24, 2013, permitting a temporary exigent price increase. There
are always chalienges in developing long-term financial forecasts, including the decline in
volumes of First-Class Mail, growth in package shipping, and uncertainty over the overall
growth rate of the U.S. economy. While we are continuing to develop our forecast, certain
facts make clear that 2017 will represent a continuation of the Postal Service’s significant
liquidity challenges.

The Postal Service projects that it will not have sufficient liquidity to be able to afford the
$5.7 billion retiree health benefits (RHB) prefunding payments due in 2014 and 2015, nor
the $5.8 billion payment due in 2016, Beginning in 2017, the Postal Service will be required
to pay the “normal cost” of its current employees’ expected retirement health benefits costs,
plus an amount intended tc amortize the unfunded RHB liability by 2056. It is estimated that
the 2017 RHB funding requirement will be approximately $5.5 billion, whereas the actual
RHB premiums paid in fiscal year (FY) 2013 was only $3.0 billion. This a $2.5 billion
increase in RHB. Combined with the $1.6 billion CSRS amortization payment discussed
above, this is a $4.1 billion increase in cash requirements, compared to FY 2013.

The Postal Service also has an urgent need to invest in vehicle and package infrastructure,
which will further strain our cash resources.
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In combination, these factors will continue to place the Postal Service at risk of defaulting on
its financial obligations to the federal government. This underscores the need for
comprehensive reform legistation that will permit the Postal Service to take the actions
necessary to regain financial stability.

For example, the amortization portion of the 2017 RHB payment is estimated to be
approximately $3.1 billion. Substantially all of that $3.1 billion could be eliminated if retiree
health benefits costs within FEHBP were fully integrated with Medicare—as are the costs of
TRICARE, the Defense Department's plan—reducing the Postal Service's estimated cash
outlay to a much more manageable $2.4 billion. This wouid make it more likely that the
Postal Service would have sufficient liquidity to fund the CSRS amortization payment in
2017 and beyond.

. In light of this and the fact that USPS stands in default to the federal government for
$16.8 billion, why has USPS consistently backed away from major cost-cutting efforts
over the past four years?

Answer:

The Postal Service has not backed away from implementing cost-cutting efforts that are
within our ability to adopt. We have taken a number of actions that resulted in $15 billion in
annual expense reductions over the last seven years. The Postal Service has been able to
maintain sufficient liquidity to continue providing prompt and reliable service to the American
people, despite significant volume declines and onerous statutory mandates, precisely
because of its extensive efforts to reduce costs and grow revenues.

Since 2006, these actions have included reducing our career employee complement by over
200,000, without resorting to layoffs, and consolidating nearly 24,000 delivery routes,
despite adding nearly seven million new delivery points. Since announcing our Network
Rationalization initiative in 2011, we have consolidated 350 mail processing plants—
reducing our processing footprint by one-third. In addition, since 2012, we have
consolidated more than 2,400 delivery units, and are adjusting the hours and staffing of
13,000 Post Offices to two, four, or six hours per day—with more than 8,700 Post Offices
completed in 2012, and the remaining adjustments scheduled for completion by October
2014. Even while making these significant network changes, we have maintained high
levels of efficiency and customer service.

The impact of the Great Recession, as well as digital diversion, resulted in a 26 percent mail
volume decline over the last seven years. The Postal Service’s net losses during this same
period, exclusive of the RHB prefunding obligations, total nearly $9 billion. Given these
facts, we recognized that implementing prudent cost savings initiatives alone would not
return the Postal Service to financial solvency. Therefore, we also focused our efforts on
developing new products and enhancing existing product offerings to meet the needs of a
changing marketplace. As a result, our overall package business grew by nearly 22 percent
over the last three years. Moreover, when excluding market-dominant package products,
we experienced a 44 percent growth increase during this same period.

In 2011, we introduced Every Door Direct Mail (EDDM), a saturation Standard Mail product
with simplified addressing and acceptance requirements that allows local retailers and
businesses to reach current and potential customers effectively and affordably. Since its
inception, EDDM has generated almost $1 billion in revenue.
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In 2012, the Postal Service began a market test for Metro Post, an innovative premium
delivery service product designed to improve the e-commerce experience for customers
shopping online by offering same-day delivery service for certain purchases. We also
formed a strategic partnership with Amazon last year to test Sunday package delivery in
select markets. The Postal Service implemented this premium service just in time for the
holiday mailing and shipping season and, due to overwhelming interest, we are currently
exploring similar partnerships with other companies.

In addition, the Postal Service implemented an “exigent" price increase in January 2014
concurrent with implementation of the annual CPl-based price increase for Market Dominant
products. These combined price change implementations are expected to contribute
approximately $2 billion in additional annualized revenue. The exigent price increase is to
be repealed, as directed by the PRC, after it has generated $3.2 billion in revenue. We are
currently appealing the PRC's decision to limit the duration of the exigent price increase.

Despite all these measures, the Postal Service projects that it will continue to have a low
level of liquidity for the foreseeable future if comprehensive postal reform legislation is not
enacted. Should circumstances leave the Postal Service with insufficient cash to meet of its
obligations, we could be forced to prioritize payments to employees and suppliers ahead of
some payments to the federal government, in order to ensure that mail delivery continues.

i. Particularly, why have additional plant consolidations been postponed?
Answer:

As indicated above, since 2011, the Postal Service has consolidated 350 mail
processing plants. As a result of these consolidations, and as a part of our continuous
improvement process, we are making significant improvements to the efficiency of our
existing mail processing network. One such example is the recent implementation of our
load leveling initiative, which will help achieve a more balanced distribution of mail
volume across all of our delivery days. These improvements should result in additional
cost savings to the Postal Service. We are also determining whether additional excess
capacity exists in our plants and if further consolidation is appropriate. A part of this
determination hinges on the prospects for comprehensive postal reform legislation.

il. Why has USPS not shifted to a 2-3 day service standard for First-Class Mail?
Such a service standard change was proposed publicly as early as December of
2011,

Answer:

In January 2014, the Postal Service temporarily postponed the adoption of revised
service standards for First Class Mail that would shift the mail (with the exception of
certain presort First-Class Mail) to a 2-3 day service standard. Service standards
directly correspond with the Postal Service's efforts to rationalize its network through
processing plants consolidations. As mentioned in the previous response, the next
phase of consolidations has been temporarily placed on hold.

iii. Why has USPS not developed a coherent program to encourage or mandate
residential customers to shift to curbside and centralized delivery?
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Answer:

The Postal Service has an initiative in place requesting business and residential
customers to convert from door delivery, which is our most costly form of delivery, to
either curbside or centralized. At the present time, we are notifying property managers
and discussing the advantages of centralized deliveries to encourage such conversions.
We have successfully converted 35,000 deliveries this fiscal year (through Feb 28), and
we have additional signed agreements that will convert another 42,000 later this year.
Furthermore, our current policy of directing all new growth to centralized or curbside
delivery is driving a migration towards a more efficient mode of delivery for new
addresses. Over the past three years 60 percent of all new deliveries were centralized.

We have not determined it prudent to adopt a policy compelling existing addresses to
convert from door delivery for a variety of reasons. Among other things, converting all or
most door delivery points to centralized or curbside delivery would result in a significant
investment and maintenance expense and could lead to significant customer and
political opposition. The impact on mail volume would also have to be carefully studied
before an estimate of the actual savings from such conversions can be determined.

Is the Postal Service content to “run out the clock” with its current Medicare proposal
and simply ask for a taxpayer bailout? Has USPS developed a contingency plan
should postal reform not be enacted this Congress? If so, please provide the details
of that plan. If not, why not?

Answer:

The Postal Service has worked extensively to maintain sufficient liquidity to continue
providing prompt and reliable service to the American people in spite of significant volume
declines and onerous statutory mandates. Our efforts to reduce costs and grow revenue
belie the notion that we are content to await a taxpayer bailout.

Unfortunately, the situation is such that the only way the Postal Service can restore financial
solvency is through the enactment of postal reform legisiation. For instance, considering its
current and projected volumes, the Postal Service simply cannot afford to make retiree
health benefits payments at the level required by law, and the only way to ensure that such
benefits can be provided over the long-term is through statutory changes that address the
size of the retiree health benefits liability.

The Postal Service has worked extensively with all stakeholders to develop a health care
proposal that would ensure proper integration with Medicare and reduce our current RHB
unfunded liability by $43 billion. Implementing this plan— which would almost completely
eliminate the RHB liability and make future amortization payments manageable—requires
legislative change. If such legislation is not enacted, and the Postal Service remains subject
to unaffordable benefits payments, our primary plan to remain solvent is to continue fo make
responsible efforts to reduce costs and generate new revenues to ensure sufficient liquidity
to continue delivering the mail. We have taken a number of actions that resulted in $15
billion in annual expense reductions over the last seven years.

Since 20086, these actions have included reducing our career employee complement by over
200,000, without resorting to layoffs, and consolidating nearly 24,000 delivery routes,
despite adding nearly seven million new delivery points. Since announcing our Network
Rationalization initiative in 2011, we have consolidated 350 mail processing plants—
reducing our processing footprint by one-third. In addition, since 2012, we have
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consolidated more than 2,400 delivery units, and are adjusting the hours and staffing of
13,000 Post Offices to two, four, or six hours per day—with more than 8,700 Post Offices
completed in 2012, and the remaining adjustments scheduled for completion by October
2014. Even while making these significant network changes, we have maintained high
levels of efficiency and customer service.

The impact of the Great Recession, as well as digital diversion, resulted in a 26 percent mail
volume decline over the last seven years. The Postal Service's net losses during this same
period, exclusive of the RHB prefunding obligations, total nearly $9 billion. Given these
facts, we recognized that implementing prudent cost savings initiatives alone would not
return the Postal Service to financial solvency. Therefore, we also focused our efforts on
developing new products and enhancing existing product offerings to meet the needs of a
changing markeiplace. As a result, our overall package business grew by nearly 22 percent
over the last three years. Moreover, when excluding market-dominant package products,
we experienced a 44 percent growth increase during this same period.

In 2011, we also introduced Every Door Direct Mail (EDDM), a saturation Standard Mail
product with simplified addressing and acceptance requirements that allows local retailers
and businesses to reach current and potential customers effectively and affordably. Since
its inception, EDDM has generated almost $1 billion in revenue.

In 2012, the Postal Service began a market test for Metro Post, an innovative premium
delivery service product designed to improve the e-commerce experience of customers
shopping online by offering same-day delivery service for certain purchases. We also
formed a strategic partnership with Amazon last year to test Sunday package delivery in
select markets. The Postal Service implemented this premium service just in time for the
holiday mailing and shipping season and, due to overwhelming interest, we are currently
exploring similar partnerships with other companies.

In addition, the Postal Service implemented an “exigent” price increase in January 2014
concurrent with implementation of the annual CPi-based price increase for Market Dominant
products. These combined price change implementations are expected to contribute
approximately $2 billion in additional annualized revenue. The exigent price increase is to
be repealed, as directed by the PRC, after it has generated $3.2 billion in revenue. We are
currently appealing the PRC'’s decision to limit the duration of the exigent price increase.

Despite all these measures, the Postal Service projects that it will continue to have a low
level of liquidity for the foreseeable future if comprehensive postal reform legislation is not
enacted. Should circumstances leave the Postal Service with insufficient cash to meet of its
obligations, we could be forced to prioritize payments to employees and suppliers ahead of
some payments to the federal government, in order to ensure that mail delivery continues.

. Your testimony states that USPS would like to transition to a defined contribution
retirement plan for future employees. Could you elaborate on how that will help you
resolve your current unfunded liability issues?

Answer:

The Postal Service proposal to transition to a defined contribution retirement plan for future
employees addresses future pension liabilities. It does not resolve our current unfunded
liabilities. We have funded 91 percent of our CSRS liability and overfunded our FERS
liability. Current law sets forth a mechanism by which the Postal Service will fund our
remaining CSRS liability, although, as noted in my testimony, we may not be able to make
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this payment without comprehensive postal reform legislation. Furthermore, to prevent the
Postal Service from continuing to overfund FERS, we have proposed that OPM be required
to calculate our pension liabilities using postal-specific demographic and salary growth
assumptions, This would result in more actuarially appropriate assumptions, as opposed to
the Federal Government-wide assumptions that OPM currently uses.

The Postal Service also is proposing a new defined contribution retirement system, for
future employees only, as the current FERS retirement program is not comparable to
pension programs in the private sector at large. It is not only more expensive, but it is less
appealing to an emerging younger workforce who prefer a more portable and flexible
retirement program. Our retirement proposal addresses the cost issues and provides
portabifity and flexibility.

A defined contribution retirement system for future employees would help ensure that the
Postal Service remains financially viable, and can therefore fulfill our obligations not only to
future employees, but to retirees and current employees as well.

. Your testimony states that “in October 2013, the Postal Service paid the Office of
Worker's Compensation Programs $1.4 billion, including an administrative fee of $68
million.”

a. What percentage of employeés who are currently on the workers’
compensation rolls would be eligible for inmediate retirement benefits?

Answer:

Currently 28.6 percent of our employees on the workers’ compensation rolls are
immediately eligible for retirement benefits.

. Your testimony states that the Postal Service’s most recent calculations show that as
of September 30, 2013, the agency has available only $3.8 billion in liquidity, and that
this represents only 14 days of average daily operating expenses. You state “A
healthy private sector firm of comparable size would have more than five times the
available liquidity.”

a. Can you describe the Postal Service's contingency plan to ensure that all mail
deliveries continue?

Answer:

The Postal Service has worked extensively to maintain sufficient liquidity to continue
providing prompt and reliable service to the American people in spite of significant
volume declines and onerous statutory mandates. Our actions to reduce costs and
grow revenue belie the notion that we are content to await a taxpayer bailout.

Unfortunately, the situation is such that the only way the Postal Service can restore
financial solvency is through the enactment of postal reform legislation. For
instance, considering its current and projected volumes, the Postal Service simply
cannot afford to make retiree health benefits payments at the level required by law,
and the only way to ensure that such benefits can be provided over the long-term is
through statutory changes that address the size of the retiree health benefits liability.
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The Postal Service has worked extensively with all stakeholders to develop a heaith
care proposal that would ensure proper integration with Medicare and reduce our
current RHB unfunded liability by $43 billion. Implementing this plan— which would
almost completely eliminate the RHB liability and make future amortization payments
manageable—requires legislative change. If such legislation is not enacted, and the
Postal Service remains subject to unaffordable benefits payments, our primary plan
to remain solvent is to continue to make responsible efforts to reduce costs and
generate new revenues to ensure sufficient liquidity to continue delivering the mail.
We have taken a number of actions that resulted in $15 billion in annual expense
reductions over the last seven years.

Since 2006, these actions have inciuded reducing our career employee complement
by over 200,000, without resorting to layoffs, and consolidating nearly 24,000
delivery routes, despite adding nearly seven million new delivery points. Since
announcing our Network Rationalization initiative in 2011, we have consolidated 350
mail processing plants—reducing our processing footprint by one-third. In addition,
since 2012, we have consolidated more than 2,400 delivery units, and are adjusting
the hours and staffing of 13,000 Post Offices to two, four, or six hours per day—with
more than 8,700 Post Offices completed in 2012, and the remaining adjustments
scheduled for completion by October 2014. Even while making these significant
network changes, we have maintained high levels of efficiency and customer service.

The impact of the Great Recession, as well as digital diversion, resulted in a 26
percent mail volume decline over the last seven years. The Postal Service's net
losses during this period, exclusive of the RHB prefunding obligations, total nearly $9
billion. Given these facts, we realized that implementing prudent cost savings
initiatives alone would not return the Postal Service to solvency. Therefore, we also
focused our efforts on developing new products and enhancing existing product
offerings to meet the needs of a changing marketplace. As a result, our overall
package business grew by nearly 22 percent over the last three years. Moreover,
when excluding market-dominant package products, we experienced a 44 percent
growth increase during this same period.

In 2011, we introduced Every Door Direct Mail (EDDM), a saturation Standard Mail
product with simplified addressing and acceptance requirements that allows local
retailers and businesses to reach current and potential customers effectively and
affordably. Since its inception, EDDM has generated almost $1 billion in revenue.

In 2012, the Postal Service began a market test for Metro Post, an innovative
premium delivery service product to improve the e-commerce experience of
customers shopping online by offering same-day delivery service for certain
purchases. We also formed a strategic partnership with Amazon last year to test
Sunday package delivery in select markets. The Postal Service implemented this
premium service just in time for the holiday mailing and shipping season and, due to
overwhelming interest, we are currently exploring similar partnerships with other
companies.

In addition, the Postal Service implemented an “exigent” price increase in January
2014 concurrent with implementation of the annual CPl-based price increase for
Market Dominant products. These combined price change implementations are
expected to contribute approximately $2 billion in additional annualized revenue.
The exigent price increase is to be repealed, as directed by the PRC, after it has
generated $3.2 billion in revenue. We are currently appealing the PRC's decision to
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limit the duration of the exigent price increase.

Despite all these measures, the Postal Service projects that it will continue to have a
low level of liquidity for the foreseeable future if comprehensive postal reform
legislation is not enacted. Should circumstances leave the Postal Service with
insufficient cash to meet of its obligations, we could be forced to prioritize payments
to employees and suppliers ahead of some payments to the federal government, in
order to ensure that mail delivery continues.
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From Representative Doug Collins:

Opening Statement: During the hearing, we discussed the Postal Service's unfunded
liabilities that could exceed $100 Billion if left unaddressed. On several occasions,
including during the March 13 hearing, the Postal Service has asked Congress for relief
from some of these liabilities, including employee healthcare and pensions obligations,
based on differing rationales.

However, | am uncomfortable taking a position on providing financial relief to the Postal
Service without first having a better understanding of how the Postal Service is spending
its money. Several events have recently been brought to my attention that | would like to
have addressed:

1. According to the Postal Service’s published financial statements, the Postal Service

has lost money each of the last 5 years? |s that true?
Answer:

Yes, it is true that the Postal Service has incurred a net loss in each of the last five years.
The following table provides a summary of those losses.

[ 2013 2012 2011 2010 2009
"Net Loss $4.98 $15.91 $5.07 $8.51 $3.79
{Dollars in
billions)

2. However, the same financial statements show that most Postal Service products and

services are covering their costs - is this correct?
Answer:
Yes. Most products do cover their attributable costs, but there are some that do not. For

instance, In County and Outside County Periodicals, and Standard Mail Flats do not cover
their attributable costs.

. How can you reconcile the answers to Questions #1 and #27

Answer:

In compliance with both the Postal Accountability and Enhancement Act of 2006 (PAEA)
and the Postal Regulatory Commission’s rules and procedures, the Postal Service assigns
to products and services the “attributable” costs, which are costs that are directly and
indirectly caused by those products and services. See 39 U.S.C. § 3631(b) (defining
“attributable” costs for a product as “the direct and indirect postal costs attributable to such
product through reliably identified casual relationships.”) In other words, these are primarily
the volume variable costs that are incurred as a result of a given product moving through
postal networks.

The costs that do not vary with the volume of products and services handled, and are not
caused directly or indirectly by the changes in the volumes, are termed “institutional” costs.
Institutional costs include “fixed” costs as well as costs associated with the Postal Service's
networks. As the Postal Service is a multi-product network, a large portion of postal costs
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(approximately 45 percent in FY 2013) are not directly or indirectly caused by any individual
product and are appropriately considered to be institutional costs. For instance, the nature

of delivery costs is such that growth or reduction in volume does not cause costs to change
proportionally.

A substantial portion of delivery costs are fixed irrespective of volume (e.g., the costs
associated with driving to the start of a delivery route are unaffected by the volume of mail to
be delivered). As a result, not all delivery costs can be attributed to products. A substantial
portion of institutional costs is also due to the requirement to prepay the costs of retiree
health benefits (RHB).

While most products are generating sufficient revenue to cover their attributable costs, the
products are not collectively generating sufficient revenue to cover both their attributable
costs as well as all of the institutional costs. As has been the situation with the
unprecedented volume losses occurring since the Great Recession, when mail volumes
decline, aftributable costs can be adjusted in response, but the institutional costs, which are
not caused by or attributable to any particular product and do not respond to the changes in
volume, remain. Rather, these institutional costs are a result of non-volume factors such as
the Postal Service's universal service obligation and other statutory obligations.

1t is the lack of sufficient revenue to cover both the attributable and the sizable and
intransigent institutional costs, including the prepayment requirement for health benefits, that
leads to the Postal Service losing money overall. See pages 23-24 of the PRC Financial
Analysis, 2013: Analysis of United States Postal Service Financial Results and 10-K
Statement for Fiscal Year 2013 (March 18, 2014).

.1 have heard that the Postal Service only attributes approximately 50% of its costs to
specific products — is this true?

Answer:

As described in the response to Question #3, about 45 percent of total postal expenses in
FY 2013 were not caused by any individual product or service and are, in compliance with
PAEA, the Postal Regulatory Commission's rules and reguiations, and Supreme Court
precedent, treated as “institutional” expenses.

. If so, then how can the Postal Service determine which products are really making

money versus products that are losing money?
Answer:

Using the costing methodologies prescribed by the PAEA and the Postal Regulatory
Commission’s rules, the Postal Service determines what portions of the different types of
costs are attributable to products and services. Each product is expected to cover the costs
that it directly or indirectly causes, and to contribute additional revenue toward the coverage
of the institutional cost burden. Through the development of the attributable cost estimates
for each product and a comparison of those attributable costs to each product’s revenues,
the Postal Service reports in the Cost and Revenue Analysis (CRA) report every December
whether the products’ revenues covered their attributable costs in the most recent fiscal
year. The Postal Regulatory Commission reviews the CRA as part of the Annual
Compliance process, and determines if the appropriate analytical methods were used to
estimate the costs.



74

6. Without allocating 50 percent of your costs, how are you confident that competitive
product revenues are actually profitable and cover the entire costs that they create?

Answer:

The methodology for cost attribution, dictated by the PAEA and the Postal Regulatory
Commission’s rules, provides the guidelines for each type of cost such that the Postal
Service can determine which costs were directly or indirectly caused by each product. Thus,
each competitive product’s share of costs is computed on an annual basis.

The methodologies used to attribute costs to products, including the Competitive products,
have been developed over the span of forty years of litigation in public hearings at the
Postal Regulatory Commission (previously, the Postal Rate Commission), providing ample
opportunity for consideration of alternate views of appropriate cost allocation methods. The
Competitive products are required, by PRC rule, to cover their attributable costs and
generate sufficient revenue that they make a collective contribution toward covering at least
5.5 percent of institutional costs. .

In fact, in FY 2013, the Competitive products produced sufficient revenue to cover all of their
attributable costs and also cover 11.8 percent of institutional costs. The PRC also
determined that, in FY 2013 (as it has for every year that it has considered the issue),
market-dominant praduct revenues did not subsidize the provision of competitive products.

7. Have any revenues from monopoly products been used to pay for operating costs or
investments made for services that compete with the private sector?

Answer:

PAEA required that the Postal Regulatory Commission (PRC) enact regulations to “prohibit
the subsidization of competitive products by market-dominant products.” 39 U.S.C. §
3633(a)(1). The PRC annually determines (as part of the Annual Compliance Determination
under 39 U.S.C. § 3653) whether the Postal Service has complied with this requirement.
The Commission has consistently concluded that no revenue from Market Dominant
products was necessary to pay for services in the Competitive category. For the most
recent discussion of this issue, see pages 79-80 of the FY2013 Annual Compliance
Determination (March 27, 2014).

in fact, although the Competitive products are required to produce sufficient revenue to
cover their costs and cover 5.5 percent of total institutional costs, in FY 2013, the revenue
from Competitive products collectively covered all of their attributable costs and contributed
toward covering 11.8 percent of institutional costs.

8. The Postal Accountability and Enhancement Act of 2006 prohibits monopoly product
revenues or profits from being used for services that compete with the private
sector? Isn't this true?

Answer:
As noted in the answer above, PAEA requires that revenues from market-dominant products

not subsidize competitive products, and the PRC has found that the Postal Service has
complied with this requirement.
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9. Can you please provide an outline of investments you have made in the last § years
for the following:

a. Significant investments (over $10 million) for market dominant products,
including amounts spend for flats sortation and sequencing equipment and
related capital expenditures, including facility reconfiguration.

Answer:

Please see the chart below for details regarding the investments. As can be seen
from the chart, the nature of the investments is such that it is often not possible to
differentiate between the investments that would be solely for Competitive or Market
Dominant products. However, with regard to expenditures made in FY 2009 to FY
2013, the associated depreciation was included in the FY2013 attributable costs for
market dominant and competitive products through the PRC-approved procedures.

For instance, in the case of FSS, the annual depreciation associated with FSS is
distributed to the products that utilized this equipment, as determined by our data
collection systems, and therefore the attributable costs for all products reflect FSS
depreciation to the degree appropriate. It is this process that enables attributable
costs for each product to include the appropriate capital costs. The distribution of the
depreciation for Fiscal Year 2013 can be seen in the Postal Service’s filing, Docket
No. ACR2013, USPS-FY-13-8.zip in the workpaper fy13equip.xls.



FY 2014 Vehicle Acquitifion
{1508 Carrlor Route Vehicias)

The Decrsion Analysis Report [DAR) was spproved by the Postmaster General, Chiel Executve Oficer. on March 11 2014, to puichasy

76

3,509 carar route vahucles  fiscal year 2014 The naw vefucles purchayed undor this pragram wil ba placed n park 3nd loop cry roules
[£hat Do not 1aquire nghi-hand drwve [ Thug 2liows the f p - 0 nghi-hand dive vehicies 10 3,374 noal
rauts end prowdes 135 mainlenance resenve vehicles 1o support rural routes whilg vehicies are bamg sevicwd This acquisition wil #low the
Pastal Samce to fulil Ihe arganzation's abkgation under the tarms of Mamorandum of Understanding 13 of the National Agresmant betwasn
the National Rural Latter Camers’ Associshon (NRLCA] and the USPS

Storage Tanks Removal & Repiacement
to Support Nationat Fueling Network

2/28i2014]

§27.3

The Fostal Sarvica wil sbategically semve el S1oragy tanks basad on smwranmental sk and tank ladure <riena and wil [6pace (whern
neaded) with naw tanks designed per EPA ang industry standards The complete ramoval and replacement program wil aidrass 298 storage
tanks over e years stading in FY2014 Under the drection of the Chiel Sustawabiity Oficer, USPS wil be implementiag a range of
compiance actions reiated to the tamoval #nd replacemsnt of underground storage tanks The program wal continue 45 2 fve-year stetegic
ffon 1o ensura the Postal Semce has 3 campiant and canraly montored Storags Tank Program

Mobile Dalivery Device {MDD] Pragram

13072014

31378

{The Postal Semice 5 mesing 10 naw scamning sChNOIDgy 10 1mirose Packaga racking The next Génerauon of RanG-hald slecivonic Gevices

wii be used by camers and ma processing employees Tho new dewce — knawn as the Mabie Dalivary Device (MDD) — wil suppoet
cutrent reajtime scanming nseds of postal progucts and senaces a5 wel a3 ffure scanning requrements The MDD wil be oquipped Lo use
muitiple wicelass networks for real-tme Uacking. t slsn can ccess lacsl wired and vreiess commumcations, consclidate ransactional data
and trangmit collected data to applications aquinng such wiormation The dawce wil 1eplace pared dewces — the sging lntellgant Ma
Deace and a clamshel! cell phons — curently used by latter camers This investment 1n tachnology wil help to imprave the Postal Satwes’s
comeviman 1o ety package delwsry and reliabla tracking information.

Delivary Unit Infrastructure Technology
{DUIT) Program

Distribution Guality improvernent (DGI]
Program - Phase 4

118301

112272013

$1288

Tha funding approved far this. program wil be Used 10 purchase and depiby technology That Wil @iow Mors GRCIoNt GHSLNDUION Of PACKages 10
outes and enable creation of opmally si2ed {dynamic) r0utes ta support sevaral mtratves mchuding Sunday package dalmery improved ciy
and rursd soute plannng, ang Satuday package detvery 1t wel apséy technology mors broadly to the Postsl Sarvice's package busimess by
expanding the use of barcodas and sutomation capabities for soming, routing, and delvenng packages fac beyand those avaiable today

5290

Tmoroves automatad reating of A80rasv0s and Tollow-n SONG Fourth phase of an iCentve 63560 pay-for pRMomTance program thal
hmeroves Remote Computer Reaor (RCR) ancode rates and reduces anor rates trough use of @ commaercially avaiable name and addrass
datatiase to increass the propostion of lettera sted to the conect dalwery point Thys reduces both the keying hours i Remats Encoding
Centess and the work hours Jor manual crsinbubon n deliery units and mad processing plants

atonal Racyching Program 2014

Flat Rocogniion Fmprovement Program
{FRIP) . Phase 3

10/16/2013

$181

62072013 $235 |15 program wil impsove the fial mail racogniion soRware Used & Remole Encoding Ceniers IRECS] and alier he Fials Sequencing System

[Approximarely sna-hd of Post Ofices use some form of Lackhau! (etycing wn the Currem operaing Srvianmant BRcHhaul (ecyching 15
ratuming maxed paper recyclables {6 § undakverable mail recas) snd packaging materials using ampty mad transport equipmant for
cansoidation 10 scheve economies of scals and the fughas! revenus generation market prces  Cost sawngy ar9 reshzed for paricipating
post affices by redycing their Bisposal casts thiough recychag  This program expands thus backnauiing to tha rest of the natwork 1o achievs
substantcat sawngs

(FSS) image flow 50 that thasa Images ara procsssed by soware iistoad of simply being passed for REC kayng The recogntion
npeovement will 5 achieved through naw software that apphiss Distabustion Guality Improvement (DCH) technology (use of & commercially
mvallabis name and address matching catabase). s well as wnproved alganthms lor handing double faed and impropery faced mages  The
rogram wil uss sxisting hardware and be strctly hmited 1o sofwase-only smprovements n addition to smlercepbing mail and Rnaizing &
graater posion of  that would otharwise need to ba resohad by REC Kaying, W further reduces thi workioad gomg 1o 3 REG keyar by
\dentiying and nalizing aonmpovable mat

Norh Houston PROC Expansion

Bi5/2013)

5730

Thes project was approved 1o expand The Horh Hodsion Processing and Drstabution Cenler (PROC) by 319115 squarh foat 10 suppont the
 caasafidation of aperations from: the Houston Processing and Distnbution Center (P&OC and the Beaumont Pracessing and Distnbution
Facily (PRDF} 1 also mcludes expandmg the Busess Mai Eniry Unit (BMEL} to support the consolidalron of BME oparatians from the
Houston PADC  The expanded North Houstan PADC wit also aliow for tha relocation of plant admivstratwe ofices, the Office of the Inspscio
General (0IG), 30 Postal Inspaction Sence fram the Houston PROC

SASP Infrastructure Uparade {SASP]

41972073

The Searviess Acceplance and Semce Perarmance (GASP) Infrastructore 1o support Full Service intefigent Mai barcode (MBE) was put m
pace n May 2008 The Runchionainy, data retention. and phriscmance requiremants expanded beyond the onginal scope  The SASP
infiastructure upgrads 1$ needed 1o Suppom projected growth i tvoughput and wiiume that for axcesds the oagnat requirements for the Full
Serace ID® The expandad SASE fastructurs needed Lo be sh piace and illy functional by the and of FYT3 1o support the mandatosy Fi
Semce IMIRD adoption which was scheduied for January 2014

Flat Postat Automated Redirection
Sysam {FPARS)

AN

Tha FPARS systam will autamate the processing of Undeiverabie-as-Addressad (UAA) fiat mait on the Automatad Flat Sading Maching 100
{AFSM 100) squipment, thereby mprovng oparational eficrency and reducing the fat warkdoad at Camputenzed Forwarding SRe (CES) unifs
LAFSiM 100 foadacs wit be relrofitted and connect 1o the facity's existng PARS infiastructurs  The retrafities AFSM 1005, refarred to as Fiat
Combined Input Oulput Sub-System (FCIUSS) machines, wil process &) Camet identiied Forwards (CF) and Retum to Sender (RTS) fiat
woiumes racenved from the delivery unts using two passes The first pass wil capture an electsomc image of gach fiat Dunng the second
pass, a white labet with appropriate orwarchng address and barcade, or RTS barcada and mesaage i be afixed, and the labeled maul vail
then be soded into the machine's sulput bing

Accounting Service Center Payroll
Automation Reengtneerng

11282012

$115

G Novernber 28, 2012, the Postmaster General and Chiel EXeCulve OFte1 appeoved Ihis program 1o Implement 3 Abw SOAWBIE 1001 and
reenginoer Accunting Semce Center Payral Automation (ASCRA} agplications The ASCPA 1§ a sute of 14 applcations maxataned by the
E3gan intogratad Business Systams Salution Centar The appications are integral to accurately calculabing and processing hundrads of
tnousands of payments, payroll+stated adpstments, and lagally-requed deductions sach yeat




Commercial Mail Acceplance
Transformation

The commarcial mad entry channel 1§ the essential Louch-point bétween the Pastsl Serace and busiess customes  Commercial Matl

77

Accaptance Transtormation (CMAT) was enumoned to automate this Ik Under the Mandated Ful Sensce scenano, mailers are required to
use umqua Intethgant Mai barcades on mar pecas. inelhgent Mar tray barcadas, Intefiigent Mal contaner barcades., and they st
slectroneatly submi postage statements and maring documentaton through fhe PostaiOne! System  Under the ton-Mandated sconana
much of this setivty remains st

Rotwork Raticnailzation

B1/2012) 8264 2

By mshiutng semce Sandard ravsons 1he Pasial Semce il sgrihcanily improve the eFiciancy of and 1ower tha Casts of is mal pracessing|
network This val be accamplished by reducing both the number of mai processing lacations that the Pastal Sence needs and the amount o
mail peoc sssing equipment at the romaning focations Thase changas in seruce standards wil allew the Postat Semcs ta expand the
processing windows for pamary ant secondary operations The Rxsandsd procassing windaws vl feduce th numbar of mail processing
mactines nasded to handie the volume of mat Thia seduchion in ecuipment wil then eniabie the Postal Semce to consolidate operations and
recuce the cumant metwork of mail procassing focations from aver $00 focations to approxintately halfthat mumber  \Whan fully impiemanted
these plant consolidations and the assaciated labor work howr Sawngs wil lead 1o Signicant Cost sawngs i mal processing Tha Changes to
e mad pracessing network wi also smprove the eficrency and teduce the costs of the Postal Semce's transpartation network

Inteiligens Mall Barcods {IMb} Printing
Upgrads

58/2012f  $106

intaihgent Marl Barcods (D) 1 1apiacng both the Postal Namenc Encoding Techmaue (POSTNET) and Pastal Alpha Humend Encoding
Technique (PLANET) barcodes The 1Mb 15 abos! the same $12e 23 the traditianal FOSTNET symbot and combines the ZI Code data of
POSTNET and the tracking dats of PLANET mto 4 simgle barcodo 1hat prowidos greater data capacay 200 ond-p-end wsibiy ito the
ravstiaam  This pragram wil prowte soRwars, frmware, and harhvara upgradas 1o Jetter sutamation aquipment - Thase upgrades are
necessary to suppar the wmplemantation of Full-Semvice IMb automation requrements and the planned retuements of the POSTNET and
PLANET barcodes The punting upgrades ta be implamentad uader this program will cover  6ubset of otter mail pracessing equipment that
cuttontly reats andioe appies POSTNET barcodes

Tusiomer Contact Cantars insourcing
Deploymant

4T612]  SX8

Thes wiatoes wil et the tatms of ina 2010-2015 Amancan Pastal Warkers Uion (APWU) Corparats Gall Center Mamorandumn of
[Undarstanding {MOU) which states that management wit staf the call conter with no fawar than 1,100 bargaming-unt clerk cralt employess

The Pastat Servce may be able to utilize the customer cantact Genlers in-soutcing agreement 1o gotentially tevohve 2 1994 APWU gnevance
hs outsourcing of Custamar contact conters Wil the Labiity 10 the USPS was not considered prabable thars would be no

acditronat potentat hability once the customer contact canters ase stafiad with postal employees

The Posiat Senuce wi deplay thies Customer Cantact Centars acrass the continental Unitad Siates between August 2012 and May 2013
The avestment wil accomplists the follaweng 1) mee? the lerss of the May 11, 2011 conteact between the APWA and the Postat Sevvce: 2}
prands all USPS customers (indwdual and busnesses) with 3 single point of contact as weil as consisient and reiable mformation. 3}
enhance small busiaess (hiugh dedicated support. and &) prowde 3 piatform kot potential up-selbng/crovs-seling oppartunties  Further, the
[Postal Senvice wxpects to mantan i not ncrase customer satisfaction ievels through & total call ownership strategy. reduce warkers’
campansation obiigations. and increase operational eficiencies at locat Postat Semce faciies

PCI Comptlance

Retail Systems Sofiware

[Roquirerant t@ contmue accepteag card payments The Fayment Card lndustry {PCH Compliance Proact 1s ilendad to bing Fostal Seraca
card payment processing into compliance wih the PC} Data Secunty Standard o ait Postal
[paymants processing inkastruciure arsas whih address alf of dentfied compliance ssues

This pvogram is ended 0 Upgrade and Uody relal 3ySIEma SCRWaE by owding @ Sigle sohware soiuiion and A5S0LBLES Servers 1o
support ol rstal channsis replacing the four costly sokware mamtanance contracts for the existing powt-of-sale sofiware appications used for
Pont of Sarwce OME, Autamatad Pastal Center, Totagratad Retart Taimunal, and the Contract Access Retad System  Communication and
data tcansimussion om retail units wil connect il auiomated iocauons 1o the postal natwork i reakiime

Product Tracking Reenginesting

[iprows package Liacking for senders and recowers Product T1acking Reengmeenng Supports thiod pimary goals 1] Crosies capacty 1o
support the projectad growth of Package Tracking Volume, 2) Centratizes management of tracking infarmation required for stralegic growth
iniatias, and, 3) Provdes » fexibis, extensible pratform for fulure products

Jotin . Kennwdy Internedonal Service
Center {JFK 15C} - Facility Upgrades

lTha JFKISC faciily upgrade covers all of the work telated to reconfiguning iha JFK ISC to alfow Buiiding 250 10 process Expoent intemateonal
Porty Parcels pavously processed snd dispatched at the Ml Bulk Mart Canter and to absorb aperations periosmed 1n an annex (Buiking
197) 21 JFK Capilat funding was approved to mstall & parcel sorter moddy and relocate 3 laose mail prepataion system, relocate
automation squipment wihin the bulkiing and to Noheast Aiaa (NEA) plants, and perform comeyor system modications and make minor
buiding modfications

The leass for buiding 17 wit nol be renewss sawng lease casts and operating casts, including shuttle transpartation Relocating Export
intematvona! Parcel processing to the JFK ISC wil batar align the acessing of this mat 1o it the Intsmatianal Mail Procassing Network
 This change wil also avoid transportation costs 1o track Intemationsl Export Parcals fiam New Jersey 1o NY ISC ta maet arina Hights to
foreign countnes that are not avarlable at Newark's Lietty Arport

Automated Parcet and Bundis Sorter
{APBS} - Service Lito Extanslon
Program

Tho APBS - Senice Life Extension Program providss Barcode Readers and Opucal Charaster Readers (BURIOCR) fo Keyig mouction
statians of 190 Small Paccel and Bundia Sorters (SPBS) This program also taplaces aging elecuronic controls with newly developed
hardware/sofwane and installs # taect tetum conveydr The APBS crachine wil utiize about 80 parcent of tbe existing SPBS machuna
campanents. Productssty will nceaase as a resul of raptacing manual keymg wth BCRIOCR readers, whuch wil r6ducs distniation work
hauts for package and bundie Soming operations The ogram s alsa mxpected to axtand the useful hfe of SPES machines by ten years

PARSICFS Functional Upgrades

Tapitol Fisighis, MO Soathern Maryland

HDC HVAC Uipgrade

ER5E SGTH
1262011 $159
TOZ6010] 8943
WG 163

GITATIATE| S22 1 |Thos projuct was appraved to raplaca Av Handimg LUNas (AHUs], rapiace Roof Top Units (RYUS]. and reiated controts wih new maduiar AHUS

Funding was approved ta davelop & compiata Solvtin 10 tha axhalisted Seraca 1 ypa indicalor (STID) table, Support USPS § tmely
development of naw products and sences, whiminate axisting Masler 10 (MID) and STID canstraints, and eiimunate rehance on 3

incremantal software changes Remole Padormance Diagnastic Server (RPDS) modifications wi allow the new magped endorsments to
comactty display in the madoiecs record as an option number {1 Addrass Sersce Requasted Option 3) or specdic troatment (Sscute
Destruction). and wil allow the System Lo bs quaned by those new feids. The redesign of Natianal Customer Support Canter (NCSC) image
Manogemant System (MS] 15 nacessary to expand volume capatity and 10 provde » Separation of the processing 5o that a faiuré of e
rocess doss not interfars wih ihe other grocesses {s g caliection of change of addsess data}

and packaged RTUs with vanable requency dmyes a0d Controls 1o 56nve the NDC workioom The s dstabution system sm te warkroam
[would be reused The office areas in the MDC wil be also served by AHUS and uanable ax volums Sermina! umts wil proade mdmdust
heatingicoaking zonas similar to the PROC




Distrinution Guality improvement {DGH]
Program . Phase 3

&/23/2070)

Passive Adagtive Scanning System
(PASS)

[impeoves sutomated reading of address0s and fofiow-on somng. Thud phi

78

of 3n incentve-based program thit imarovos Remote Computer
Reades (RCR) ancode ratss and raduces erar 12095 Ihrough use of 3 Commercaally avatable ame and addrass database 1o increase ihe
orcpartion af lettars softed 1o the carract delery ot This reducas bath the keying hours 1t Remote Eacodng Centers and the work hours
or mansat diatnbution n detwery uaits and mai pracassing plants

PASS suppants manual scamning by Nang-heid scantiers at high-packags volre Daivery UNts 1o Captve and fransmi scans in realoms.
making tracking data smmadistely avaablz to customers. The program was exprndad 10 wchude 1,500 PASS Lite Ring Scanner systems m
adation to 1,000 PASS verhoad scanning unts | PASS unks ncorporate the cambined use of camera and fing scanner technology to
ictaase the caverage in Fold delwery unts PASS 1S INCOTpOraIes Camer route response back Lo the Dperator to Tacihtate Camet 1otG Sort
distrnution This enables ermployees to ot ma without knowlodge of ocal schemes

Chicago, it, J.T. Weeker {5, 15C
Annex. AMC, Foclities Relocstions

832018 3438
R30I

Renovate the imng Park Ka Proesemg and Distrihon Center (PAOC, Chicago Mai Surace FHub [CMSH). Hetwark Dvstnbution Center
{NOCI, and former Arport Mad Canter {ANC), to houss raaligned ntemational and domestic operations This includes moving. purchasig and|
instaling equipment such a5 a new Low Cost Tray Sertor (LCTS), maving 3 Lineat integrated Parcel Sader (LIPS) from the esting leased
1SC 10 the new ISC_moving and mstalfing an Automated Package Processing System (APPS], mowng the Suaze Transfot Center (STC)
operatian to the NDC. installing 2 Smiall Parca! Bundie Sortar (SPHS) from Cartiss Calins anid movng the Temnal Handing Semce (THS)
operation from the AMC This project pasmits the Pastal Senvce 16 5#ve approximately $51,605.000 i oparating expensas over the 0-year
analysis period white contiuing 1o prawde excellent semce m the Great Lakes Atea

Postal Automated Rediraction Systom
{PARS), Phase 4

EZ6T0]  S90

rvinerabie-As-AOGresse (UAA} mall Thist b6 lowaided refumed o sandar. of Grsposed of 25 waste AGUress Conections must be based
on al the attsibutes of the mdmdual mail pece and the associated changs of addrass or reason for non-delrary This program wal allow mose
[UAA mal 10 b9 psocassed seccesshully on aulomation equpment 10 Tasult in fewar lertar-sorting operatians and raduced keying workload at
ine Remote Encading Canters {RECs)

Springhetd, WA Notwork Drstibution
Centor {NDC} . Facility Upgrades

Tors program supperts the Bk Man Cemer (BVC] network transformaion (fo NOCs) and wil allow aperations fom thies laciues - Sponghal)
Logissics and Distnbution Conter (LADC), New England Surface Transter Canter (STC), and Spangfield NOC « 10 be consolidated This wil
enable closure of the LADC bafore ts fease expres on July 31 2013 and the sale or other use ofthe postal-owned STC The pogram
inciudes complating the wark aguited at the Spanghisld NDC 10 support pracsssing of the solumes bamg relocated from the LADC and the
STC 1 covers necessary upgrades 10 the NDC facity #nd existing equspment ralocation of an axisting High Spead Tray Softer (HSTS) fom
the STC. purchase of an additional HSTS. and relocation of lwe Automated Package Procsssing System (APRS) machines from the L&DC to|
ine NOC

San Wateo, CA 1 Accounting Service
Center HVAC/Eloctrical tpgrade

This project wil altaw the ity to mest the required power and coBlng Capacity tssuas for tha [TASC oparalians by upgiading the aiscircal
system, romowng the existing theee 285200 chillers and mstaling four now 450-an chillers and matching caohing towess. CONSHLCHNG an
enclosure for two af the four new chillers, imstaling fow switchgear to suppart the slectriedl semce, upgrading sxisting efectrical serace,
staling new Uninterruptable Powar Source system with associated hattones, instating thiee new génerafors, Constructing 3 whixy gallory
or the sast side of the buriding and constiucting an enclosure for the niew generators

Negotlated Service Agreement
Infrastructure

Philadelphia, PA, Network Distribution
Centor (NIX) - Fachity Uparades

722610, 8150
82010 8218
H230008)  $122

[The purpose of 1his Spacc HSA 15 10 prowaa nGanIGS 10 ancaurage tha Bank of Amenca Gorpocation (BAC) (@ 8ngage in oluniary changas,
in man praparation These changes would rduce operating costs for the Postal Serce n handing BAC's Fust Class Mail and Standard Mai
ietters The agresensat was mtendad to echieve the followng {1} Improve mai processing pedormance of BAC's FrrstClass Mal snd
[Standasd Ma tetters, {2) Reduce retom rates for Ficst.Class Madt and Standard Mail tetters, {3) Reducs forwarding iakes for First-Claas Msd
lsttors The purpose was 1o gve BAC ncontwes 1o reduce—by whatever means that BAC belioves a1 cosl-facive—the percemage of BAC
First Liass Mai and Standard Mail fatter-rated volums that cannot ba read or scvepted by LISPS mai processing equipment. of which mast
e retumed, forwarded or s adressed (UAA)

GEE2008]  STE T JTNs program covers the wark requred fo aflow the Phiadeiohma DT 10 procass he onginatmg Provty Mal s and parcels being telocated

o the L&DC due ta ts pianinad closure when the lease expires in March 2010 The projectincludes demwiishing twa Parcat Sorter
Machines and two Sack Sortes Machines and relocating the control raom and the computer toom 1n sddivon. a 200 bin Automated Package
Prozessing System (APPS) wil be transfarrad from another wite and a Smali Parcel and Bundie Sonter (SPBS) and SPBS foed system vl
be removed

Tow Lot Rajert Encoding Maching
{LCREM} Progrem

Rssot Management iegration. Phase 1

Posta] Automted Redirection Systam
(PARS) - Lotter Incentive

[Tros program wal comert approximalaly 00 axcess Camar Sequance Bl Cogs Sortes {CSBLS) machings infa (erier mal labsbng machings
The Low Cost Repect Encoding Machune (LCREM} will be daployed 35 a répfacement for existing Letter Mad Labehng Machnas {(MEMs}
ehich are expenencing end-of e issues The LCREM wil nat ony replace the existiag LMLM funcuanaity. i wi aiso be able 1o encode
roject lettor maipieces with 3 9- or 11 5gn Dascods The LCREM wit have four operational modes (1) appy # label 16 the POSTNET claar
zone o ail maipieces (2) pply 3 iabel 1o the POSTNET cleas zone on il maipeeces and prnt an Intaigant Mad Barcads (M) o the
maipace can be encoded (3} apply a labat to the POSTNET clear zans aaly i the maipiece can be ancoded and prnt en IMB, or (4} apply »
Isbst to the 10 Tag clear zone on ail maipeces

A 15 cemgned to signicantly mpave the Postal Semios s abiity 10 manage matenal mventanes and physical sasets, mcluding vehicies,
vehicla apare pans stmps post conts amvelopes, philatelic products. axpedited packaging supphes. RepdyPost, and oficially licensed
cotad peoducts

The PARS Lellar incentis program wil ithes anhance PARS capabinies 1 wil prowde upgradss 10 exioling PARS sulware and squpment
(nat vall improve system performance Sevan speciic parformance parameters aré targeted for improvemant. Achieved mprovemerts wil by
avaiuated against the PARS basetine performance that exists at the lume the wopesed upgrades are presented ta the Postal Sewce for
evaluation

Wulti Channaf Customer Experienca
Improvemant Profoct - Praject Phoenix

82672009 %211
430720088 $323
42005 464
2472009]  $1503

Projoct Phosnix wil adsress thase chalnges by imponng the undedying nformation tachnolagy (1] U1at Supports thiee Key rivenue
genarating channals within LISPS tha wabsite (USS com, the contact center, and retad Project Phosnos wil alsn fuad sshancements o
USPS com and the contact centers These impravements wil support 8 mose posiine and consistent customar expenence acsoss chaonels
by oftenng more products and semaces, and wil posively impact Customer satisfaction, retentian, ans revenue growth The mprovements wil
ais0 reduce I maINtenance snd imMegraon COStS avar e Specic Back 20t INKASINUCIUE Improvemants wail cluda new Seaice Onianted
Architecture (SOA) thal wi) integrate and suppod the online [USPS comj. contact center, and tatail channels Improvements to USPS com
il incluge enfranced actount semces (address book &nd calendar) robust search features. cynamve ads, online surveys. an ontine chat
featurs, and the creation of 2 niew mobil Contact Conter vl featurs Agont P updates that iclude customer
[history and account iformation 25 well as a replacament for the Elsctrome customa cara (eCC) semces and Fraquently Asked Questions
(FAQ} appiication on USPS cam The retail channal wil have the abiity to shara cors samces utized by both USPS com and the contact
[canter dus to Proct Phostux umpeovemants Shared semvices wilt ba targsted for ilsgration wih Point of Sale (POS), Automated Postat
[Center (APC) hardware configurations. and Contract Accass Retai Systams (GARS] This iuture mtegration wi schisve numerous aficiency
and accuracy improvements which mclude the foliowing. quickly implsmenting changes it rates and faes sciass Chanaels, prowdng
utomatic updates to alf systems, and improving accuracy and svariatwity of detailed data 1o support decision analysis
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Performance statistics on the flats sortation and sequencing
equipment.

Answer:

The Flats Sequencing System (FSS) enables the Postal Service to reduce
labor-intensive manual casing of flats by sequencing flats in defivery order for
carriers similar to what has been done for letters since the early 1990s. Using
FSS to sequence flats reduces the amount of time carriers spend manually
sorting mail and increases the time available to deliver mail. This permits the
USPS to consolidate delivery routes and assists in managing growth. Overall
this provides a greater opportunity for optimizing routes — enabling a more
efficient and predictable delivery environment. Delivery is the largest cost
center in the Postal Service and the FSS investment was funded to improve
efficiencies and reduce delivery costs through sequencing flats into delivery
point sequence.

Currently 2,428 zones (including PO Box only zones) receive FSS flats which
involves 38,459 city routes and 7,276 rural routes. As of March 21, 2014,
over 4,380 city delivery routes have been eliminated as a result of flats
sequencing. Additionally, the carrier case footprint has been reduced,
allowing more carriers to fit into existing space, contributing to the
consolidation of 2,436 delivery units, while absorbing growth in possible
deliveries.

While the performance of the Flat Sequencing System still does not meet the
contractual standards, it has improved. Machine throughput, which is
measured by dividing the pieces processed by the machine by the hours that
the machine operates, has increased from 8,212 pieces per hour in FY 2011
up to 8,985 pieces per hour in FY 2013. At the same time, the acceptance
rate, which measures the percentage of pieces sorted versus the pieces
input, has also improved from 95.6 percent in FY 2011 to 96.1 percent in FY
2013. Another performance indicator, Pieces at Risk, which measures the
percentage of mail which may be at risk of not making on-time service, has
been reduced on the system from 6.01 percent in FY 2012 (first year
measured) to 5.84 percent in FY 2013,

These operational improvements (although still not meeting the standards in
our contractual statement of work) have resulted in improvements to delivery.
Currently, 38,459 City Delivery Routes and 7,276 Rural Routes are serviced
by the FSS. The percentage of flats that are sorted to carriers in walk
sequence has climbed in FY 2013 to 57.9 percent in those offices which are
sorted on the system. This is an increase from the previous year which saw
56.9 percent of the mail sorted in walk sequence.

All of these changes have contributed to a reduction in the cost to process
flats. For Standard Flats, which represents the vast majority of the volume
processed on the FSS, the cost per piece has been reduced from 46.3 cents
in FY 2011 to 45.2 cents in FY 2013,
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b. Significant investments {over $10 million) in competitive product equipment
and infrastructure, including sortation equipment, scanning devices, etc.

Answer:

Please see the chart below for details regarding the investments. As can be seen
from the chart, the nature of the investments is such that it is often not possible to
differentiate between the investments that would be solely for Competitive or Market
Dominant products. However, with regard to expenditures made in FY 2009 to FY
2013, the associated depreciation was included in the FY2013 attributable costs for
market dominant and competitive products through the PRC-approved procedures.

For instance, in the case of FSS, the annual depreciation associated with FSS is
distributed to the products that utilized this equipment, as determined by our data
collection systems, and therefore the attributable costs for all products reflect FSS
depreciation to the degree appropriate. It is this process that enables attributable
costs for each product to include the appropriate capital costs. The distribution of the
depreciation for Fiscal Year 2013 can be seen in the Postal Service's filing, Docket
No. ACR2013, USPS-FY-13-8.zip in the workpaper fy13equip.xis.
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Approved USPS Capital Investment Projects Over $10 Million from FY2009 - Quarter 1, FY2014
that are Active or were Completed prior to the end of Quarter 1, FY2014

Accounting Senvice Center Payrol Automation Reengineerng $115 $00 Active
Asset g Phase 1 $323 8203 Active
Parcad and Bundle Sorer (APBS) - Servios Life ion Program $04.3 360.4 Completed
|Capitot Heights. MD Southem Maryland NDC HVAC Upgrade $22.1 $208 Completed |
[Chicago. 1 1T Weeker ISC, ISC Annex. AMC . Faclihes Retocations 3147 $133 Completed
C: i3l Mait A $18.8 387 Active
[Customer Contact Cestters ing D 3208 5188 Active
Celivery Unit Technology {DUIT) Prograem $1288 $173 Now
Distributon Quality mprovement (DQ1) Program - Phase 3 §786 $718 Actve
Distribution by {p01}] am - Phase 4 3280 500 New
Flat Postal Autamated Redgection System (FPARS) $388 353 Active
Fiat it Program (FRIP) - Phase 3 $235 $0.0 Active
inteliigent Mail Barcode (IMb) Prnting Upgrade $ige 355 Completed
John F. Kennedy Intemnational Service Center (JFK 13C) - Facilty Upgrades 3158 $12¢ Active
Low Cost Reject Encoding Machine {LCREM) Program 3211 3188 Completed |
IMuts-Channel Customer Expenence improvement Project - Froject Phoenix $150.3 $151 Compisted |
Ntional Recyeting Frogram 2014 3181 $0.0 New
Service A $122 §122 Compieted
Network G $264.2 $04.4 Active
North Houston P&DC Expansion 3730 e Active
PARS/CFS Furetional Upgrades 5153 sHe Completed |
Postal Automated Redirechon System (PARS) - Letter Incentive 3454 50 Completed |
Passive Adagtive Scanning System {PASS) 3433 $428 Completed
PCI Compli 628 $i4.1 Active
Phi ia, PA, Network Di Center (NDC} - Faciifty Upgrades $15.1 3138 Completed
[Postal Automatad Redirection System (PARS), Phase 4 36038 $853 Active
[Product Tracking Reenginearing $89.3 $583 Complted |
Retail Systems Software $27.0 3175 Active
San Mateo, CA [T Accounting Serwce Center HVAC Blecieal Upgrade $21.9 3218 Completed
SASP Infrastruchre Upgrade (SASF) $43.1 $28.3 Completed
Sprngfield, MA Network Disinbuton Center (NDC) - Facity Upgrades 3158 $14.5 Cornpleted

Projects identified as "New" were approved in Quarter 1, FY2014.
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the Fiats 8

10. Where does the Postal Service disclose significant investments in capital? Were any
capital investments for infrastructure or equipment used for either monopoly or
competitive products not itemized and disclosed to the public? If so, can you
identify them?

Answer:

The Postal Service tracks all programs with approved capital funding over $5 million and
publishes the Investment Highlights (semi-annually), the Detailed Capital Investment Report
(quarterly), and the Project Index Summary Report (quarterly). A description of each report
has been provided below.

Investment Highlights
Provides an overview of investment projects with approved capital funding over $25

million. These projects typically take two or more years from the time they are approved
to be fully implemented and begin capturing savings. The Investment Highlights report,
once approved by the Postmaster General, is provided to the Postal Service Board of
Governors, the Government Accountability Office (GAO), and the Postal Service Office
of Inspector General (OIG).

Detailed Capital Investment Report

Includes in-depth information on all active programs over $5 million in capital.
Information is presented by quarter to show progress since approval. The quarterly
compliance information submitted by program managers and executive sponsor
managers is compiled and presented in this report to provide a historical account of how
each program progressed over time and how actual program deployment compared to
the original plan in the Decision Analysis Report (DAR) Business Case. The DCIR is
provided to the OIG quarterly.

Project Index Summary Report
Presents high-level schedule data for all programs over $5 million in capital. Projects

are presented in four main categories (projects in pre-deployment/pre-construction,
projects in deployment/construction, projects in post-deployment/post-construction, and
completed projects). From this report a determination may be made as to whether an
individual program is on-time, behind scheduie or late. The report also shows the
current milestone, overall percent complete, whether a DAR Business Case Modification

19
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Request has been approved, the target return on investment (ROI), the anticipated
investment variance, etc. The Project Index Summary Report is provided to the OIG
quarterly

The Investment Highlights, Detailed Capital Investment Reports, and Project Index
Summary Reports are all posted to a SharePoint site and are available to senior
management and program managers.

Conclusion (from Rep. Doug Collins): | believe in a healthy and viable Postal Service for
years to come. However, without having a complete understanding of how the Postal
Service is spending its money, it makes it very challenging to entertain their requests for
relief. As an organization that enjoys monopoly power, they should demonstrate
complete transparency and accountabitity for all expenses, certainly for market dominant
products, and aiso at a reasonably detailed level for their products that compete against
the private sector.

20
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‘Accountabiiity * Integriy * Reliabiliy

United States Government Accountability Office
Washington, DC 20548

April 2, 2014

The Honorable Blake Farenthold

Chairman

Subcommittee on Federal Workforce, U.S. Postal Service and the Census
Committee on Oversight and Government Reform

United States House of Representatives

Subject: Responses to Questions for the Record; Subcommittee on Federal
Workforce, U.S. Postal Service and the Census, March 13, 2014, Hearing on "At a
Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities"

Dear Mr. Chairman:

This letter responds to your March 21, 2014, request that we address questions
submitted for the record related to the March13, 2014, hearing entitled, At a
Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities. Our answers to
these questions are enclosed and are based on our previous work, updates to that
work, and our knowledge of the areas addressed. If you have any questions or
would like to discuss our responses, please contact Frank Todisco at

todiscof@gao.gov or call (202) 512-2834.

Sincerely yours,

(2 il Viiore

Frank Todisco,
Chief Actuary, Applied Research and Methods

The undersigned meets the qualification standards of the American Academy of
Actuaries to render the actuarial opinions contained in the answers to these
questions for the record.

Frank Todisco, FSA, MAAA, EA
Chief Actuary

Enclosure
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Post-Hearing Questions for the Record
Submitted to Frank Todisco
From Chairman Blake Farenthold

“At a Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities”
March 13, 2014

1. Postal unions have argued that USPS has set aside enough money to cover
the retiree health care benefit and should resume “pay-as-you-go.”

a. Is this wise? What happens if USPS resumes pay-as-you-go?

In our December 2012 report on the U.S. Postal Service’s (USPS’s) retiree
health benefits, we examined the effects of a pay-as-you-go approach.’

The Postal Service Retiree Health Benefit Fund (PSRHBF) had a balance of
$47.3 billion at the end of fiscal year 2013. We first modeled a pay-as-you-go
funding approach in which the fund would be drawn upon to pay USPS'’s share of
premium payments for as long as possible. Under this approach, no additional
contributions would be made to PSRHBF, the fund would grow with interest, and
USPS's share of premium payments for retirees and beneficiaries would be paid
out of PSRHBF until the fund was exhausted. Once PSRHBF was exhausted,
USPS would pay these premiums directly as they become due. Our projections
showed that PSRHBF would become exhausted in 14 years, in 2026; at that
point, USPS would begin paying its share of premium payments from the Postal
Service Fund. Under this approach, the projected unfunded liability in fiscal year
2040 would be about $250 billion, which would be about $130 billion in 2012
dollars.

We found that once the PSRHBF became exhausted, annual pay-as-you-go
payments would not become significantly more onerous than projected annual
prefunding payments, at least through the end of our projection period in fiscal
year 2040. However, this pay-as-you-go approach would produce a vastly bigger
unfunded liability than any of the several prefunding approaches that we
examined.

We examined a second variation of pay-as-you-go funding, an approach that the
USPS Office of Inspector General (OIG) analyzed and reported on in February

2012.2 Under this approach, USPS would stop making prefunding payments and
pay its share of premium payments for retirees and beneficiaries as they became

Y GAO, U.S. Postal Service: Status, Financial Outlook, and Altemative Approaches to Fund Retiree Health
Benefits, GAQ-13-112 (Washington, D.C.: Dec. 4, 2012). The projections referred to in this answer were based
on available data and applicable assumptions at the time we made the projections for that report; an updated
analysis could produce somewhat different resuits. The report contains more detail on data, assumptions, and
methodology.

2 Letter from USPS OIG Inspector General David C. Williams to Senator Bernie Sanders, February 6, 2012.

Page 2
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due. The existing PSRHBF fund would be left to grow with interest, with no other
cash inflow or outflow.

Since this second approach maintains the existing PSRHBF fund rather than
exhausting it, the projected unfunded liability is not as large as under the first
pay-as-you-go approach described above. However, we found that the unfunded
liability would also grow under this approach, and would result in a substantially
larger unfunded liability than the full prefunding approaches that we analyzed.

b. What is the contingent liability of the taxpayer if USPS is unable to meet
this obligation?

We have not researched the contingent liability of the taxpayer if USPS could not
meet its obligations. According to the OPM Inspector General, the
consequences if USPS could not pay for its retiree health benefits are unclear.®

2. There has been a lot of talk in recent years, about a surplus in USPS’s
FERS pension account and whether that money should be returned to
USPS. However, left out of that conversation is any mention of USPS’s
other pension account, CSRS.

Currently, USPS’s CSRS account has a projected deficit of $19.8 billion,
while FERS has a projected surplus of just $500 million. While using USPS
specific demographic assumptions may slightly change these numbers, it
is unlikely to dramatically shift this imbalance.

a. As an actuary, do you think it makes sense to treat these and other
employee benefit liabilities in a holistic manner?

Yes. Economically, USPS’s various unfunded benefit liabilities all represent
estimated bills for employee service already rendered. We have aiso noted that
USPS's debt to the U.S. Treasury can be viewed together with its unfunded
benefit liabilities in this larger (holistic) context. For example, we have noted that
from fiscal years 2007 through 2010, USPS made prefunding payments to the
PSRHBF of $17.9 billion while borrowing an additional $9.9 billion from the U.S.
Treasuni-— essentially swapping one form of “debt” (broadly defined) for
another.

While debt and these various unfunded liabilities are economically similar, we
noted in our testimony that the benefit liabilities are all subject to separate and
different funding rules.

3 OPM Office of inspector General, A Study of the Risks and Consequences of the USPS QIG’s Approaches fo
Change USPS'’s Funding of Retiree Benefits (Washington, D.C.: Feb. 28, 2011).

* For example, from the perspective of financial economic theory, an unfunded pension liability is fike debt,

economically simifar to a loan from employees and retirees to the plan sponsor. See Society of Actuaries and
American Academy of Actuaries, Pension Actuary's Guide fo Financial Economics {2006).

Page 3



87

b. Also as an actuary, would it make sense to enact a provision that
refunds a projected surplus in full each year one happens to exist?

We have reported that any provision that would refund a surplus each year that
one happens to exist would likely eventually resuit in an unfunded liability. This
is because pension and retiree health benefit liabilities are long-term estimates
that are inherently uncertain and subject to significant revision and fluctuation as
more information becomes available and as economic and demographic
conditions change. A surplus can be viewed as a cushion against unfavorable
changes. If surpluses were returned every time there was a change in a
favorable direction, it would leave the fund exposed to an eventual change in an
unfavorable direction.

c. Under current law, do you expect USPS to be able to make its CSRS
amortization payments in 2017, if the current $20 billion deficit remains?

As we have previously reported, ultimately the viability of funding promised
benefits depends on the financial viability of USPS’s underlying business model.
We continue to recommend that Congress adopt a comprehensive package of
actions that will facilitate USPS’s ability to align costs with revenues based on
changes in the workload and the use of mail.

3. The American Academy of Actuaries has reported that an 80% funded ratio
should not be used as the standard for determining whether a pension plan
is in good financial health. In a paper titled “The 80% Pension Funding
Standard Myth,” the Academy concluded that “All plans should have the
objective of accumulating assets equal to 100% of a relevant pension
obligation, unless reasons for a different target have been clearly identified
and the consequences of that target are well understood.

a. Do you agree that federal pensions - including pensions for Postal
Service employees — should be required to achieve 100% funding?

We have concerns about proposals to reduce the uitimate funding target for
USPS's retiree health liability from the current target of 100 percent down to 80
percent. Such a reduction would have the effect of carrying a permanent
unfunded liability equal to roughly 20 percent of USPS’s liability, which could be a
significant amount. For the same reason, we support the current 100 percent
funding target for USPS’s pension liabilities. Full funding of benefit liabilities is
consistent with USPS'’s mission as a self-sustaining entity. Also, we have noted
that prefunding protects the future viability of the organization, protects the
benefits of postal employees and retirees and their beneficiaries, and provides
security to any third party in the event of USPS’s inability to pay for any unfunded
liability.

We have not reported on funding provisions for federal pensions for non-USPS
employees. Other agencies typically rely on Congressional appropriations rather

Page 4
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than independently generated revenue, so that the implications and issues
associated with prefunding may be different.

4. According to your testimony, the Postal Service’s unfunded liability for
workers’ compensation is approximately $17 billion.

a. This represents the present value of all projected future benefits for
already injured employees, and not projected future injuries to current
or future employees. Correct?

Yes.

b. USPS represents roughly 40% of the federal government’s total
workers’ compensation liability. What would happen to the solvency of
the federal government’s workers’ compensation program if USPS were
unable to pay?

USPS has stated that, based on discussions with DOL, USPS’s failure to make
its payments would leave DOL with insufficient funds to pay all workers’
compensation benefits for USPS and other federal employees, absent some form
of additional funding to replace USPS's contribution. We have not independently
verified this information.
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