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OUTSIDE THE BOX: REFORMING AND
RENEWING THE POSTAL SERVICE,
PART I—MAINTAINING SERVICES, REDUCING
COSTS AND INCREASING REVENUE THROUGH
INNOVATION AND MODERNIZATION

THURSDAY, SEPTEMBER 19, 2013

U.S. SENATE,
COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 10:01 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Thomas R. Carper,
Chairman of the Committee, presiding.

Present: Senators Carper, Pryor, McCaskill, Tester, Heitkamp,
Coburn, McCain, and Johnson.

OPENING STATEMENT OF CHAIRMAN CARPER

Chairman CARPER. The Committee will come to order. Actually,
there is a lot of order here already and, I hope, some optimism. It
is a beautiful day out there and I hope that the future turns out
to be just as bright as this day has been so far.

Thank you for joining us, Dr. Coburn and I, and some of our col-
leagues will be coming along shortly. I want to thank our staffs for
the work you have done in helping us prepare for this hearing, and
fior all of you for the work that you have done in preparing for this

ay.

We meet today to examine the financial challenges facing the
United States Postal Service (USPS) and to consider proposals that
have been put forward to address those challenges. Since I first
joined this Committee, actually 12 years ago as a freshman Sen-
ator, one of my top goals has been to not just help the Postal Serv-
ice get by, but to help it be strong once again and remain viable
for the long-term. I think that is a goal we share.

Back in 2006, I worked with Senator Collins, Senator Lieberman,
our House colleagues and the Bush Administration, a lot of key
stakeholders, to give the Postal Service some of the tools that it
would need to deal with the challenges posed by the increasing use
of electronic forms of communication.

We had no idea at the time that the worst recession since the
Great Depression lay just around the corner, and that it, along
with the growing use of email, electronic bill pay, and other com-
munication innovations would so dramatically erode mail volume.
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Today, as I have mentioned before at this Committee’s hearings
and in other venues, we find ourselves closer than we have ever
been to losing the vital services that the Postal Service offers, along
with the eight million or so jobs that depend on its continued vital-
ity. As we sit here today in the fall of 2013, the Postal Service has
maxed out its credit line with the U.S. Treasury and is rapidly run-
ning out of cash.

Despite an improving economy and some positive signals, par-
ticularly from package delivery and advertising mail, the imme-
diate future for the Postal Service is not bright. Absent legislative
intervention, the Postal Service will likely limp along for a few
months unable to invest for the future, and with its employees and
customers uncertain of what the future holds. It can only limp
along this way for so long.

This situation is unacceptable. It is also avoidable and it calls for
urgent action from Congress and the Administration. Unfortu-
nately, despite repeated requests from Postal management for as-
sistance, we failed to act. After months of effort, though, to find
common ground, Dr. Coburn and I finally succeeded in introducing
bipartisan, comprehensive legislation on August 1 that has the po-
tential, to set the Postal Service on the path toward self-sufficiency
and relevance in the 21st Century.

And I want to just say here publicly how grateful I am to him
and to the folks on his staff for working with John Kilvington and
others on our staff and those that are represented in this room and
outside this room. A lot of work, hard work, a lot of give and take.
But I think in the end it is going to be worth all that effort.

Our bill attempts to permanently address the Postal Service’s
longstanding health and pension issues and right-size its proc-
essing and delivery network while providing it with the tools to
generate new revenue in a digital world. Some of you have heard
me say this before. I will just say it again.

The Postal Service is unique in this country. Nobody else goes to
every mailbox, virtually every door, business and residential, in
this country 5 or 6 days a week. There is a great potential to earn
additional revenues from this network. We have to figure out col-
lectively how to access that and how to realize that potential.

But my goal with this bill, and I believe Dr. Coburn’s goal as
well, is to enact a set of reforms that are fair to really three groups
of people. One, our Postal customers; two, our Postal employees
and retirees; and to taxpayers. Our further goal is to fix this prob-
lem, at least for the foreseeable future, and not to kick the can
down the road.

Our hearing today will focus largely on the provisions in our bill
that relate to Postal rates, potential changes in the levels of service
provided by the Postal Service, and the innovations that Postal
management must put in place in order for the Postal Service to
survive and thrive in the coming years.

It is important to note at this point that despite the relatively
positive financial news we have seen in recent months, some tough
decisions are still needed in order to get the Postal Service out of
the troubles that it faces, and whether it happens today, next
month, or next year, it is likely that Postal customers will need to
sacrifice at least some of the conveniences that they enjoy today.
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Our bill would give the Postal Service the authority it needs to
adjust its operations to reflect the changing demand for the prod-
ucts and services it offers, and the changing needs of its customers.
The Postal Service today needs to be granted the authority from
Congress to make decisions similar to those that our auto compa-
nies made in recent years in right-sizing their industry, and enable
them to succeed despite the challenges that they face in the 21st
Century marketplace in this country.

But the solution to this problem we have gathered here to dis-
cuss today cannot be just about cutting. We are not going to cut
our way out of this dilemma. It has to be about innovation and it
has to be about finding a way for the Postal Service to be almost
as important to my son’s generation as it was to my generation,
while we served our country during the Vietnam War, and to my
parents’ generation during World War II.

The Postal Service has been attempting to do just that. It has ag-
gressively marketed its package offerings and made them more
user-friendly and valuable to customers. It has also partnered with
companies like the Federal Express (FedEx), like the United Parcel
Service (UPS), like Amazon.com to deliver items the last mile, the
last 5 miles, or the last 10 miles to their customers.

For example, in my State, Amazon.com sends trucks out every
night, actually in the wee hours of the morning, from their plant
in Middletown about 20 miles from where I live. And they send
them to Postal Service facilities all over the mid-Atlantic and
northeast to deliver overnight items that people have ordered the
previous day. Nice piece of business actually.

The bill that Dr. Coburn and I have put forward would help
Postal management with its efforts, but also expand the range of
products and services the Postal Service can offer by eliminating
what was, in retrospect, a short-sighted restriction placed on Postal
innovation in 2006. Our provision, along with others such as our
language allowing the Postal Service to compete with UPS and
FedEx in the shipping of beer, wine, and spirits, is intended to give
Postal management the tools they need to make greater use of its
one-of-a-kind processing, distribution, and retail network.

At the end of the day, what Congress must do is to provide some
certainty to both Postal employees and customers and to ensure
that taxpayers, along with all the fiscal challenges we face as a
country, are not also saddled with shoring up a failing Postal Serv-
ice.

I do not want to be back here in a few years discussing how we
can dig ourselves out of yet another Postal crisis. I suspect I speak
for everyone in this room. I do not believe that any of us want to
do that, and as it turns out, if we are smart enough and if we are
creative enough and bold enough we will not have to.

In turning this over to Dr. Coburn for whatever comments he
wants to make—let me add just a P.S. We face huge fiscal chal-
lenges in this country. It is better. We had a big deficit of $1.4 tril-
lion about 4 years ago, huge deficit, and it is now only about $700
billion. It is still a lot. And Dr. Coburn has worked a whole lot on
these issues, I have, too, and so have others of our colleagues.

I think there are three ways to actually put our country on the
right track financially. One of those is we need to overhaul our en-
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titlement programs in a way that saves money, saves these pro-
grams, and does not hurt the least of these in our society. The sec-
ond thing we need to do is we need to raise some revenues, hope-
fully by doing more on the tax exclusion side, eliminating a lot of
tax breaks, some of the ones that are least productive, rather than
just raising rates.

And the third thing we need to do, and this really is what we
are talking about here, we need to, in almost everything we do, ask
this question: how do we get a better result for less money? The
Postal Service cannot continue to be a burden on the Treasury and
the taxpayers. We know you do not want to.

I was in a meeting yesterday, Tom, and one of the discussions
was, how can we most help get the economy moving even stronger.
And some people had different ideas. I think, for my money, for our
money, the best way to do it is to demonstrate, in large part, to
the business community who are not hiring people, who are sitting
on a lot of cash, that we can govern, that we can be fiscally respon-
sible, we can provide certainty with respect to the Tax Code. There
are seven or eight million jobs that flow from the Postal Service,
and a lot of Postal customers need some certainty that the Postal
Service is going to be in business, is going to be able to provide the
service that they need and meet their needs.

So there is a lot riding on this and a lot of it involves jobs. Not
just the people who work for the Postal Service—we value their ef-
forts—but the people who need the Postal Service in order to sur-
vive and thrive. Dr. Coburn.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. Well, let me say to you, Senator Carper, we
worked hard to try to get a draft bill out. I am committed with you
to try to move this process forward. I would thank your staff as
well. I think we have a great working relationship. I would thank
the input that we got from all the outside groups as we attempted
to do this, and my assessment is that since nobody likes it, we are
probably right where we need to be. Since everybody hates it, that
is usually a good middle ground.

It is a draft. It is a starting point. The reason we are having
these hearings today is to hear, in formal ways rather than in the
office, what is positive, what is negative, what are the critiques,
what are the negatives from everybody’s viewpoint.

The fact is, when we finish the Postal bill in Congress, everybody
is going to have to give something. We are not going to solve this
problem. I would note that we had Professor Geddes from Cornell.
Seventy-five percent of the rest of the world has privatized their
Postal Service. And his other recommendation is, you cannot have
a shrink to grow model.

What you have to do is have products and you have to have pric-
ing capability and that pricing has to be based on what your net
revenue can come by hitting the sweet spot for your customer and
for the Postal Service. This is a draft because we intend to make
further changes based on input. The reason we dropped the bill be-
fore the August recess was to make sure that both the customers,
the Postal Service, and the workers that work in the Postal Service
know that we are committed to getting a deal done.
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And we have demonstrated in our compromises that we are will-
ing to do that and we are willing to listen. I am going to work with
three priorities in mind. First, the Postal Service should look to
cutting costs. They have to. And I would congratulate the Post-
master General on what he has done thus far, but he has a way
to go.

The second, we should look for more revenues, not just through
price increases, but ingenuity, new ideas, new markets, in ways
that do not unfairly allow the Postal Service to compete against the
private sector.

Third and last, we should look to the taxpayers as the last resort.
As Senator Carper can tell you, I actually believe we ought to let
the Board of Governors (BOG) have a lot of power in running this
business so they can react to markets, so they can make the kind
of changes they need to be competitive.

I will note that yesterday, FedEx raised its prices—its stock went
up $5—on the basis that they saw an economy that was bright-
ening in terms of their package service. That bodes well for the
Postmaster and all the employees that work for the Postal Service.
It also creates some slack and gives them some working room.
Those are positive developments.

What the Postal Service and the Postal employees have done
with packages needs to be applauded, and we need to ensure that
they have the capability through their management structure to be
nimble and quick and reflective so they can compete in that mar-
ket.

The question before the panel today is quite simply, how did we
do with the draft? And we have heard the blowback. We recognize
that we want to take that in and then we want to work some more.
So there is no bill until there is a bill signed by the President, but
it is going to have to be balanced and everybody is going to have
to make a sacrifice if we are going to solve this problem.

The Postal Service deserves a great deal of credit for staving off
the liquidity problems, but that is going to end within a year. And
so, we have a short period of time to try to create an organization
that can compete, is long-lasting, and represents the service that
Americans deserve, and recognizes the dedication of the employees
that work for the Postal Service.

The Chairman and I are committed to getting this done. That is
why we are here today. And Tom, again, I thank you and I thank
all of those that are going to testify for their input.

Chairman CARPER. You bet. We have been joined by a couple of
our colleagues. I want to thank Senator Johnson, who is faithful.
I do not know if he is as faithful in going to church, but he is faith-
ful in coming to these hearings and I am grateful for that. And I
also want to welcome Senator Tester. We have been spending a fair
amount of time talking about issues of particular concern to Mon-
tana, and I value that contribution and look forward to both of your
strong participation as we go forward.

I want to just briefly welcome our witnesses. No strangers to this
panel. They will be glad when they do become strangers to this
Committee. Our first witness is Patrick Donahoe. People say, How
does he pronounce his last name? I say, It is like who, as in who,
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as in who are you. So just keep that in mind as you say his name.
He does not care, though.

Mr. Donahoe is the Postmaster General and Chief Executive Offi-
cer (CEO) of the Postal Service. Mr. Donahoe has spent his entire
career at the Postal Service, beginning as a clerk in his hometown
of Pittsburgh, and spending many years in top leadership positions
before being appointed Postmaster General in 2010.

Our next witness is Ruth Goldway, Chairperson—do you like to
be called Chairwoman? I would if I were a woman. How do you like
to be referred to?

Ms. GoLpwAY. Thank you, Senator. We had a long discussion
about this at the Commission and determined that it should re-
main Chairman.

Chairman CARPER. All right.

Ms. GoLDWAY. That is the term of art for the position, as opposed
to the sex.

Chairman CARPER. We will go with that. Chairman of the U.S.
Postal Regulatory Commission (PRC) it is. Ms. Goldway has served
on the Commission for 15 years, dating back to her appointment
to that body by former President Clinton in 1998. She has led the
Commission as its Chairman since 2009.

The final witness for the panel, David C. Williams, is Inspector
General (IG) for the Postal Service. In addition to his current posi-
tion, to which he was appointed in 2003, Mr. Williams has served
as Inspector General to no less than four other Federal agencies,
including the Nuclear Regulatory Commission (NRC) and the De-
partment of the Treasury.

We thank all of our witnesses for being here. We would ask that
you keep your testimony to about 7 minutes. If you go way beyond
that, I will rein you in. But I know some of you have a lot to say
and we want to make sure you have a chance to say it.

With that, I will say, Senator Heitkamp, welcome. Great to see
you. We are looking forward to welcoming you to Delaware tomor-
row, too. All right?

Senator HEITKAMP. I look forward to it as well, Mr. Chairman.

Chairman CARPER. Thank you. There you go. Mr. Donahoe, you
are our lead-off hitter. Please proceed. Your entire statements will
be made part of the record.

TESTIMONY OF THE HON. PATRICK R. DONAHOE,! POST-
MASTER GENERAL AND CHIEF EXECUTIVE OFFICER, U.S.
POSTAL SERVICE

Mr. DONAHOE. All right. Thank you, Mr. Chairman. Good morn-
ing, Mr. Chairman, Dr. Coburn, Members of the Committee. Thank
you, Mr. Chairman, for calling this hearing.

The Postal Service is a tremendous organization. It has a proud,
dedicated workforce that delivers mail and packages to every busi-
ness and residence in America. It does so affordably, securely, and
reliably. The Postal Service plays an incredibly important role in
the American economy and in American communities. And yet, it
is in the midst of a financial disaster.

1The prepared statement of Mr. Donahoe appears in the Appendix on page 55.
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Over the past 2 years, the Postal Service has recorded roughly
$20 billion in net losses and defaulted on $11.1 billion in retiree
health benefit payments to the U.S. Treasury. We will default on
another $5.6 billion payment due September 30 of this year, and
our cash liquidity remains dangerously low.

The Postal Service, as it exists today, is financially
unsustainable. It is burdened by an outdated and inflexible busi-
ness model. Without significant structural changes, it will continue
to record large financial losses. We must get on the path to finan-
cial stability quickly and we need your help to do so.

Earlier this year, the Postal Service published a comprehensive
business plan designed to restructure the organization and to re-
turn it to profitability. If fully implemented, our plan will generate
$20 billion in savings by 2017, including repayment of our debt.
The Postal Service is pursuing elements of this plan very aggres-
sively and we are achieving some great results, especially in the
area relating to consolidation of mail processing facilities, elimi-
nation of delivery routes, optimizing our retail network, and gener-
ating new revenue in our package business.

Unfortunately, the strategies that we are allowed to pursue can-
not get us to the $20 billion mark by 2017. To fully implement our
plan, we require the enactment of legislation that reforms our busi-
ness model. I want to make the point that the legislation we are
seeking is not merely about closing the large budget gap. We want
to be an organization that can readily adapt to the changing de-
mands of our customers. The marketplace for mailing and shipping
services is changing and the Postal Service requires the legal
framework that enables us to act with speed and flexibility.

While we always meet the universal service obligations and meet
the basic products and service expectations of the American public,
this legislation could determine whether we can continue to do that
in the future. Can we be much more nimble and efficient and con-
tinue to invest in the future of the mailing industry? Yes, but we
need the flexibility to do so under this law.

In 2006, the Postal Service was given additional flexibility by
Congress to better compete in the package delivery business. We
made the most of that flexibility. We have created effective prod-
ucts and marketing campaigns and now our package business is
growing very rapidly. We need this kind of flexibility across all of
our businesses.

We believe there are tremendous opportunities to leverage that
and technology to make mail more compelling as an investment for
American businesses. We also believe that there are great opportu-
nities for the Postal Service to provide digital offerings in the fu-
ture.

If we are able to operate with greater product and pricing flexi-
bility under the law, and if we can do so from a strong financial
position, I am confident that we can develop and market products
and services that drive growth in the American economy and ben-
efit America’s mailing industry.

Mr. Chairman, we are highly focused on the health of America’s
mailing industry. Mail is a communications channel that competes
against digital, print, broadcast, and other media channels. Indus-
try-wide innovation is very important and the Postal Service
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should have the flexibility to support and speed that innovation.
We also need to keep mail affordable so that it remains competitive
and continues to deliver value for American businesses.

Unfortunately, because our financial condition is so precarious
and the legislative process is so uncertain, we have reached the
point that we have to consider raising prices above the rate of in-
flation. I believe it is important that we discuss this issue today be-
cause the prospects for legislation have a direct bearing on pricing
decisions that may impact the health of our business customers.

Let me conclude with the following thought. The Postal Service
is quickly moving down a path that leads it to becoming a massive,
long-term burden to the American taxpayer. The legislation that
you are considering is a great starting point to get us off the path
to disaster and onto the path of continued financial stability.

We agree with the overall approach taken by Senate Bill 1486.
It provides important pricing and product flexibility and a strong
framework for restructuring the Postal Service. However, in order
to meet the goal of generating a savings of $20 billion by 2017, the
legislation must resolve our long-term health care costs. I believe
this is achievable and I am greatly encouraged by recent discus-
sions that we have had on this topic, which I know we will con-
tinue to discuss next week.

I would like to thank the Committee for taking up postal reform
legislation this year and I look forward to supporting your work
and hope to help in any way I can. This concludes my remarks.
Thank you very much.

Chairman CARPER. Postmaster General, thank you very much.
Chairman Goldway, please proceed.

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

Ms. GoLDWAY. Thank you, Chairman Carper, Ranking Member
Coburn, and Senators Johnson, Heitkamp, and Tester. Thank you
for the opportunity to testify today. I am pleased to represent the
Postal Regulatory Commission and to share its views on the impor-
tant topic of Postal reform.

We appreciate your leadership in shaping the debate on what
must be done to assist the Postal Service and to assure its sustain-
able future. The Committee has convened this hearing to explore
how the Postal Service can be renewed and reformed, to thrive in
this changing environment, and to examine the solutions set forth
in Senate Bill 1486.

Certainly, there is broad agreement that legislative changes are
needed to place the Postal Service on a more sound financial foot-
ing. Nevertheless, the Postal Accountability and Enhancement Act
(PAEA), contained numerous reforms that were a positive force for
change toward modernizing the Postal Service. Efforts to renew
and reform the Postal Service need not and should not replace the
many positive provisions included in the PAEA.

My written testimony emphasizes the importance of trans-
parency and accountability in the efficient provision of Postal serv-
ices, and addresses the Commission’s experiences and views on a

1The prepared statement of Ms. Goldway appears in the Appendix on page 71.
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variety of issues addressed in S. 1486. For example, the PAEA sig-
nificantly increased the transparency and accountability of the
Postal Service by mandating accurate and periodic financial report-
ing that is subject to Commission review and public comment.

However, in my oral statement, I will focus on ratemaking, an
area where the Commission has broad responsibilities. A major
focus of the PAEA was ratemaking. It sought to end the Postal
Service’s reliance on unpredictable price increases and concerns
that the Postal Service was passing along the costs of less than op-
timally efficient operations to mailers through cost of service rate-
making.

The PAEA achieved these goals by introducing a regulatory price
cap regime for those Postal Service products, over which it enjoys
a statutory monopoly or possesses market power. The Postal Serv-
ice’s rate adjustments for these market-dominant products are now
at predictable intervals and rate increases for each class of mail
are capped at the rate of inflation.

This rate cap approach has had many positive impacts in many
areas. Most importantly, it has protected rate payers from large,
unpredictable rate increases that were permissible under the old
law. The ability to accurately budget for rate increases has reduced
disruption to mailer operations and permitted mailers to plan their
mailing programs with regular reliability.

The price cap has also successfully motivated the Postal Service
to implement extensive cost-saving strategies to achieve increases
in efficiency. Since the price cap became effective, the Commission
has reviewed the impact on service of many proposed changes in-
tended to reduce the costs of mailing, processing, transportation,
and delivery.

Now, degrading the reliability of service is not an acceptable way
to reduce costs. The PAEA requires the Postal Service to enhance
service measurement, and the Commission to review service per-
formance reports as part of its annual compliance determination.
The PAEA does, however, provide an exception to the price cap, an
emergency rate provision.

It requires that the Postal Service justify this price increase
based on extraordinary or exceptional circumstances to an inde-
pendent, impartial regulatory body. This has guarded customers
from unwarranted exigent price increases. This protection is par-
ticularly important in a government-mandated monopoly environ-
ment.

The PAEA sought to eliminate the lengthy and expensive rate
case litigation that had occurred under prior law. It implemented
this goal by providing the Postal Service with increased flexibility
to set prices within the bounds of the inflation-based price cap re-
gime, and requiring the Commission to design and implement a
modern system of rate regulation.

The Commission developed a simplified process that replaced the
10-month adversarial proceeding required under prior law. The
new expedited process has significantly decreased litigation-related
expenses for both the Postal Service and the mailers and organiza-
tions that formerly participated in rate cases.

Since the passage of the PAEA, the Commission has reviewed
rate adjustment proposals to assure compliance with the law
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promptly and efficiently. Excluding the one exigent rate case, rate
requests have been completed on an average of just 37 days. The
Commission completed its one exigent rate request in 86 days. And
I think it is noteworthy that no mailer has filed a complaint related
to a rate adjustment that was reviewed and approved by the Com-
mission.

The Commission stands ready and willing to continue to assist
the Committee, Congress, the Postal Service, and stakeholders to
ensure the Postal Service can meet its challenges now and well into
the future. When Postal reform is enacted, the Commission will
swiftly and responsibly implement the new law to ensure that the
Postal Service remains an effective part of the overall American
communications network.

Thank you again for providing me the opportunity to testify
today, and I would be pleased to respond to any questions the Com-
mittee Members may have.

Chairman CARPER. Good. Madam Chairman, thank you so much
for your testimony and for your willingness to respond to those
questions. We are going to have a number of them, I promise.
David Curtis Williams, welcome back. Good to see you. Thanks for
youcllr testimony. Thanks for the good work that you do. Please pro-
ceed.

TESTIMONY OF THE HON. DAVID C. WILLIAMS,! INSPECTOR
GENERAL, U.S. POSTAL SERVICE

Mr. WiLLIAMS. Thank you, Mr. Chairman, and Senator Coburn
and the Members of the Committee. I appreciate the opportunity
to testify today. Since 2007, the Postal Service was hit with rapid
volume losses due to the economic downturn and Internet diver-
sion. The decline in mail volume now appears to be slowing. The
financial crisis, though serious, is leveling off.

The Postal Service has taken dramatic and successful actions to
optimize its network to the reduced demand. The focus today, how-
ever, is on the revenue side, and my office has conducted two re-
lated studies. The first study found the Postal Service’s ability to
generate needed revenue under the Consumer Price Index (CPI)
price cap is largely dependent on unlikely increases in volume. This
is true of any labor intensive enterprise subject to price controls.

The Postal Service’s obligation to deliver daily to a growing num-
ber of addresses alone assures that it will remain labor intensive.
Mail volume was expanding significantly when the CPI cap was de-
ployed. Also, at that time the monopoly, even with the universal
service requirement, was a lucrative asset. These conditions sug-
gested the need for a price control since monopolies can be imper-
vious to efficient market forces.

In 2007, mail growth abruptly reversed. With fewer pieces of
mail going to a delivery point, each remaining piece of mail had to
raise more revenue to pay for the cost of delivery. Sufficient rev-
enue above inflation was unavailable under the price cap. Recent
volume losses, combined with the price cap, imperil the Postal
Service’s ability to provide universal service while remaining self-
funded.

1The prepared statement of Mr. Williams appears in the Appendix on page 87.
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The price cap was intended to protect trapped monopoly cus-
tomers, but the monopoly has lost much of its value since there is
powerful competition for each type of mail today, advertising, per-
sonal communications, business transactions, and parcels. Cus-
tomers have alternatives and the diminishing monopoly, combined
with the universal service requirement, is now a growing liability.
Our study suggests adjusting the CPI cap to take into consider-
ation volume fluctuations and revenue generated per delivery
point.

The second study examined how sensitive postal customers are
to price increases above CPI. We found that for moderate, predict-
able price increases, postal products generally have low price elas-
ticity. That means small increases would provide badly needed rev-
enue. As prices are increased, some volume will leave, but the asso-
ciated revenue loss will be more than offset by revenue from the
price increase.

The study examined 20 years of data through 2012 and looked
for any changes in price sensitivity, including from the Internet
and from the recession. We are not saying that all postal customers
have a high tolerance for price increases. Some customers remain
price sensitive. Rather, as a whole, the demand for these postal
products has low price elasticity. Current fears of a postal collapse
are likely a far greater risk than a small price increase.

Pricing freedom through efficient market forces should be used
when possible. Casting them aside in favor of artificial controls has
been problematic and it is problematic for the Postal Service today.
Efficient market forces have a long history of successfully dis-
ciplining companies. If the Postal Service loses customers with ex-
cessive prices, it will suffer the same punishing consequences as
any other business.

New innovative technologies offer many opportunities to improve
core postal operations and customer service. Vast data generated
throughout the network can be mined for operational efficiencies.
Global Positioning System (GPS) can optimize routes, manage the
fleet, and track packages. Mobile imaging can provide customers
visual delivery confirmation. Sensors and their Radio-frequency
identification (RFID) technology can digitally link postal equipment
and vehicles, providing real-time visibility in all aspects of the net-
work, joining the Postal Service to the Internet of things.

In this remarkable but highly imperfect digital age, citizens and
businesses face fundamental problems. The loss of privacy, secu-
rity, and confidentiality; the fragmentation of messaging—Toyota
could not connect the dots between written correspondence and
email complaints several years ago—the difficulty of navigating e-
government services, the risk of buying online from unknown indi-
viduals, uneven broadband and banking access, and expensive e-
commerce middlemen that inhibit entrepreneurs and small busi-
nesses.

The Postal Service can help address these problems. Secure elec-
tronic messaging can preserve privacy, security, and confiden-
tiality. Storage and integration services can give people tools to or-
ganize communications in a multi-channel world. The Postal Serv-
ice can offer seamless e-government services by supporting the dig-
ital platform with its network of post offices and delivery carriers.
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The creation, storage, and validation of digital identities would
protect against the risks of transacting with unknown people and
businesses. Post offices can become centers of continuous democ-
racy, acting as hubs to gather citizen input. The sale of single-use
cash cards and the cash redemption of digital currency can provide
alternatives for the unbanked, enabling their participation in com-
merce.

And virtual post office boxes can offer citizens and foreign buyers
of U.S. goods delivery of their packages anywhere and anytime,
and support businesses with back-end operations such as micro-
warehousing. The Postal Service already has a physical network
underlying the emergent wired digital infrastructure. By further
enabling that network, the Postal Service can assure that e-com-
merce is seamlessly supported by powerful fulfillment services for
physical goods.

The Committee’s attention to revenue and innovation is tremen-
dously important and pre-funding, which the Committee will take
up next week, is also a substantial factor in the plight of the Postal
Service’s finances. Part of the need for the price increase and ab-
sence of investment capital for innovation are directly tied to the
financial drains from pre-funding. Thank you.

Chairman CARPER. Well, thank you. Boy, you had a mouthful
there, did you not? That was good stuff. I am going to ask the Post-
master General just to react to some of what Mr. Williams has just
shared with us in terms of additional things that we can do to help
the Postal Service to reduce its costs. He gave us a whole laundry
list of things that the Postal Service can do to help us on the rev-
enue side. So just be thinking about reacting to those ideas.

My colleagues have heard me talk about this before. When I
think about the problems that the Postal Service faces and has
faced for a number of years, I go back to another legacy industry
and that is the auto industry. It was not that many years ago
where we were in the tank and we had seen our market share drop
from about 85 percent, 30 or 40 years ago, to about 45 percent.

And the question was what are we going to do about it? Are we
going to give up, just let everybody else in the world take the busi-
ness away from us and send the auto industry down the tubes or
not? And they chose not.

A couple of things happened there and I think they are relevant
for us today. One, they right-sized their enterprise. They said, we
have more manufacturing plants than we need given our market
share. They had more parts plants than they need, they have more
employees than they need.

And what they did, they did not just fire people. They did not
abrogate labor contracts, but they decided to right-size the enter-
prise, in a humane way. And they also decided, how can we use
what we have in order to generate additional revenues? And they
are generating a whole lot of revenues. They are generating the
kind of products that people want and are willing to pay for. So I
think there are some lessons to be learned there in terms of right-
sizing the enterprise, and we have those opportunities, and what
we are trying to do is just that.

Remember when people used to kind of joke and say that the big
three—Ford, Chrysler, General Motors (GM)—were really a pro-
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vider of health care to several hundreds of thousands of people and
they had a subsidiary that made cars, trucks and vans? Well, when
you look at the Postal Service, it is not that bad in terms of being
a provider of health care that has a subsidiary that delivers pack-
ages and mail.

But the health care costs are substantial. And in the auto indus-
try what they have done, United Automobile Workers (UAW) steps
up and says, We would like to take over running the health care
for our members and for our retirees, and we want to do it—we
think we can do it in a more cost-effective way. They call it the Vol-
untary Employees Beneficiary Association (VEBA). They have done
it and it has actually worked.

I know there are discussions going on with the Postal Service
and with your unions and other employee groups, and I just en-
courage you to continue to do that because that is huge. As we try
to find ways to bring down costs, that is just critically important.

I like to say that in adversity lies opportunity. This challenge
from the Internet, from folks that are taking away your first-class
business, that challenge is going to be there for a long time. But
with that challenge comes real opportunity. When I checked our
mail last week, we get all kinds of stuff. I know my colleagues do,
we all do, all kinds of stuff in the mail.

Last week I got a little envelope from you, from the Postal Serv-
ice, and it is a mailer here that talks about priority mail express
and how the Postal Service will deliver 1-day, 2-day, 3-day service.
You can deliver it on Sunday, guaranteed delivery, insurance paid
for up to a certain level. Really good stuff.

This is the kind of thing that has a huge, huge upside potential,
I think. And in an age when a lot of people still want to deliver
stuff on Saturdays or Sundays this kind of thing could help us. I
just applaud you for this kind of innovation.

I want you to go take a couple minutes and respond to some of
what David Williams has been giving us, particularly his laundry
list, not just on the cost side, but his laundry list on the revenue
side. Go ahead, please.

Mr. DONAHOE. Thank you, Mr. Chairman. I appreciate the fact
that, on the mailing we sent you, 11 scans is our average, so we
provide a lot of visibility on those packages, too. Priority Mail is a
heck of a deal.

Let me respond to Dave Williams. Dave and the IG have been
excellent partners with us on a number of subjects over the past
few years. We have asked them to take a look at opportunities, and
he and his team have come back with a lot of good suggestions.

I think the key thing for us to keep in mind looking forward, and
we have looked forward in our business plan and even beyond
there—5-year business plan, 10-year look ahead—the revenues in
the Postal Service look to be relatively stable at about $65 billion,
$66 billion, and that is given a volume decrease of about 5 percent
annually in first-class.

That includes single piece and commercial, fairly stable volumes
in our standard mail, with some package volume increase. We have
been experiencing a substantial package volume increase and we
think we will see that for the near-term future.
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Now, given that the other thing that we have to consider is the
fact that even though we have taken substantial costs out—
300,000-plus people in the last 10 years, 200,000 of them in the
last 5 years, and substantially reduced the costs bending the cost
line by $16 billion—we are still facing substantial problems going
forward.

The key issue, even if we get to the point where we are debt-free,
every year with a cost base of $61 billion or $62 billion that we
have, we will be facing inflationary costs, at 2 percent, of about
$1.5 billion a year. So we have to figure out what we can do going
forward.

Now, we think that you cannot cut your way out of this problem.
I agree 100 percent with you. I think that the Postal Service has
taken some very good actions in the last few years, not just in the
area of packages, but in the area of mail.

Just this week we are spending our time in the field—I was in
Minneapolis yesterday for Postal Customer Council Day—and we
are spending a lot of time with our customers out there, talking to
them about how you actually start to merge the technology of the
Internet with mail so it is relevant, so it is actionable, so you get
some of the mail. That piece of mail you had, it would be great if
you could order boxes with one click off of your smart phone and
get that delivered. That is where we need to go from a mail per-
spective.

Dave’s comments on pricing? We agree. We need flexibility. Our
Board is responsible for the long-term health and welfare of this
Postal Service and the industry. They need the authority to be able
to set prices and the freedom to do it quickly. So a lot of the things
that Dave has talked about, the flexibility, the speed, the market,
the new opportunities out there, areas in digital—and we will talk
about that in a little bit—we are in full agreement. And we think
that we need the flexibility and your law gives us a very good start-
ing point down that road.

Chairman CARPER. Good, thanks. And before I turn it over to Dr.
Coburn, I will just say, as my staff has given me some numbers,
they said, How many processing plants did the Postal Service have
in 2008? The number is 614. How many do we have today? 323.
In 1999, there were about 800,000 employees; today, I think we are
just under 500,000. But we have not eliminated a lot of post offices,
especially a lot of rural post offices, and I understand this is some-
thing that Senator Tester has worked on, Senator Moran worked
on, others as well.

Rather than closing 3,000 or 4,000 post offices, you have come up
with a way you can actually continue to keep post offices open or
use these other ways in the communities, using rural letter car-
riers, but there are a variety of ways to continue to provide services
to rural communities. They do not have any access to the Internet,
have not had it, will not have it for years. But I applaud the way
that you have really tried to right-size the enterprise. I think you
are getting a lot closer to a sweet spot and we applaud that. Dr.
Coburn.

Senator COBURN. I thank all of you for your testimony. General
Williams, let us talk about the price of elasticity that you talked
about. You said in general, but you said there were certain seg-
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ments that are more inelastic than others. Can you quantify that
for us? What are those segments?

Mr. WiLLIAMS. The study showed fairly broad inelasticity. Actu-
ally, if my heart went out to somebody, it would be the small city
and town newspapers. They have a very low margin, they have
been hit by this wave of creative destruction that has hit all the
media, and they deliver through the mail. So I would say that they
would certainly meet the

Senator COBURN. What other segment?

Mr. WiLLiaMS. I think that probably at the margins, as I said,
it is all pretty low, but the not-for-profit organizations will be an-
other that I would turn to and be careful in assuring that they

Senator COBURN. So under this bill that we have which gives
pricing authority to the Post Office, can you imagine a scenario
where they would not consider total revenue volume associated
with price increases, and look for that sweet spot? Would anybody
not look at that and try to make that determination?

Mr. WiLLiaAMS. No. I think that is exactly where the Governors
and senior management come in. I think it would go exactly the
way you just outlined.

Senator COBURN. Well, that is exactly what most other busi-
nesses do.

Mr. WiLLIAMS. Exactly.

Senator COBURN. And since, as you said, the monopoly power is
a hindrance now rather than an advantage, can you think of any
reason why we should not have, in a bill, the ability for pricing
power based on markets, competitive markets, and their competi-
tion and the service and quality of what they offer?

Mr. WILLIAMS. We believe that, as I said, the market forces are
adequate and very appropriate to this situation. We are available
to you and we are available to others to search out any small areas,
but broadly, those are our beliefs.

Senator COBURN. All right, thank you.

Mr. WILLIAMS. Yes, sir.

Senator COBURN. There has been some criticism of that study.
Can you lay out the methodology that was used in that study? You
stand behind that study as accurate, do you not?

Mr. WiLLIAMS. We do. We think it has been supported by many
other earlier studies. There have been some occurrences that we
tried to isolate and look at to make sure that those had not
changed, this norm of inelasticity. We looked at the 20-year period
that just ended in 2012. We tried to isolate the period before the
Internet. We looked at the whole period, and then we tried to iso-
late the period before the Internet, early adoption. There was also
a flat period and the mature adoption.

We looked at the recession. And during that period, also, there
were two large price increases, in 2000 and 2001. We tried to iso-
late those as intervening variables and throw it up against the re-
gression and it would not budge. It appears to us that we could
definitely stand behind the study as others have.

Senator COBURN. The people that the Post Office compete with,
how do you think they determine their prices? How do you think
FedEx made a determination to raise their rates yesterday? Do you
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think they did a study and looked at what the market could bear
based on the quality of service that they were offering?

Mr. WiLLIAMS. Yes, sir.

Senator COBURN. Made a calculation?

Mr. WiLLIAMS. I am certain they did, as well as their competi-
tors. FedEx and UPS annually have—their increases have been
about twice the rate of inflation, as ours were held inside inflation.
The Postal Service’s competitive side is in—they have their feet wet
now and they have been involved in increases. They have increased
above inflation and those areas have grown.

The British just got rid of their price cap for virtually everything.
We are a pretty good deal. Worldwide we do not charge as much
as the other world posts.

Senator COBURN. But we are also losing billions of dollars a year.

Mr. WiLLIAMS. That is the price we

Senator COBURN. And it is true that, I think, this week the Brit-
ish Postal Service becomes privatized.

Ms. Goldway, you talked a lot about predictability for rates so
mailers are not caught off-guard, but in doing so with the rate cap,
wasn’t the Postal Service’s current financial crisis predictable?

Ms. GoLDWAY. Yes, prices are predictable. Under the current
price cap, yes, prices are predictable.

Senator COBURN. The crisis that we face, was it not predictable?

Ms. GoLbwAY. Well, I guess it was not predictable, no.

Senator COBURN. I would like to enter into the record my state-
ments from a hearing in 2007, which I will give to the clerk in a
moment.! It was predictable. I predicted it. When we passed the
last Postal bill, I said we would be back here because we are not
setting up a competitive market force, an independent organization
that can respond and compete with what they have to compete
with, and that markets ought to determine rates, where they can,
and we do not allow the monopoly.

Because it is no longer a force. It is an asset in terms of what
the Post Office can do in terms of an asset that they can sell for—
they can deliver better anywhere else, anywhere in the country.
They go the last mile. So that is an asset. But the risk of a monop-
oly power of the Post Office is gone.

So we now have in front of us an organization that is price con-
trolled and labor controlled. And I can tell you, we are never going
to solve the problems of the Post Office if those two things stay
there. So what we have to have is fair treatment for the employees
in the Post Office and flexibility for the Post Office to maximize its
return on the service that it has to sell.

1Statement for the Record is in the Appendix on page 223.



17

So my question again is, talking about predictability for rates for
the mailers, but that predictability led to a predictable consequence
and that is billions and billions and billions of dollar losses. I would
enter into the record the number of Postal employees since 19261
and the attrition that has happened because of this. And yet, the
cost reduction still is not good enough because we have no pricing
power that is market-based. We have no pricing power that is mar-
ket-based. So I would ask that this be entered into the record as
well as my statement from 2007, 4 months after the last Postal bill
was passed.

Chairman CARPER. Without objection.

Senator COBURN. I want to talk to you about a touchy subject
with your employees and it is called arbitration. In our bill, it is
presently the law that an arbitrator cannot consider the financial
health of the Post Office in arbitrating a labor dispute with the
Post Office. Is that correct?

Mr. DONAHOE. That is correct.

Senator COBURN. Do you know of any business in the world that
could be successful in negotiating their labor contracts when they,
in fact, cannot consider their financial health when they negotiate
their labor contracts?

Mr. DONAHOE. No. In a situation where you have binding arbi-
tration, you have to consider not only the current financials, but
you have to look ahead. And that is what we are asking for with
this legislative, the ability not only to look at it from an arbitrary
perspective, but to make some changes, in the bill, around em-
ployee retirement costs and everything else, because we know the
revenues will be fixed at about $65 billion to $66 billion and we
have to control these costs.

Senator COBURN. All right. I am out of time. I will come back.

Chairman CARPER. Thank you, Dr. Coburn. Let me just go down
the list to welcome Senator McCain and Senator Pryor. Next was
Senator Johnson. He is next in line when he returns. Senator Test-
er, you are next, and after you, Senator Heitkamp, Senator
McCain, Senator Pryor. Thank you.

OPENING STATEMENT OF SENATOR TESTER

Senator TESTER. Thank you, Mr. Chairman and Ranking Mem-
ber Coburn, and I want to thank the panel for being here today.
I agree you guys need better price flexibility. There are no ifs, ands
or buts about that. I would also say that if the goal here is to pri-
vatize the Postal Service, then we ought to have a bill to do exactly
that and move forward. I think it would be a mistake, but nonethe-
less, we ought to have that debate, change the Constitution and do
it and move forward.

My concern revolves around rural America. The Postmaster Gen-
eral knows that. We have talked many times. I believe that some
of the best customers of the Postal Service happen to live in rural
America. They really do depend upon it. As of July 1, 2002, the
Postal Service changed its delivery standards for much of rural
America. Dakotas, Montana, Nebraska, reductions were made in

1The chart referenced by Senator Coburn appears in the Appendix on page 331.
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the alternative means of transportation, and as a result, in those
States, overnight delivery is almost impossible.

In fact, I would say—and I got that flyer, too, that the Chairman
got. It was a good flyer. But I would question whether you could
have overnight delivery to my house in Montana on a weekday, but
much less on a Saturday or Sunday. I would love to see it happen.
I do not think it is possible right now.

And the reason is, is because those standards have changed.
Many of the processing facilities are gone in the rural areas be-
cause of volume. I mean, you guys made the call and I understand
that. I think it was a mistake, but the call had to be made one way
or the other. And then the Postal Service continues to tell me that
the reduction in hauling mail by plane has not impacted these de-
livery standards.

So the question I have, to get to the question, is, were there any
studies conducted before the July 1 reduction in the alternative
methods of transportation services?

Mr. DONAHOE. Yes, Senator, we go through what is called an
area mail processing study and we take a look at everything—all
the effects, the cost savings that come out of that, and any service
interchanges that we have had proposed.

Senator TESTER. Did those studies indicate that those reductions
to services would not impact rural America?

Mr. DONAHOE. The studies that we have put together show
where we have to make service standard changes in order to get
the savings out of the reductions. We have made those and we have
maintained overnight service in large portions of rural America.

Senator TESTER. So what you are saying is, the study—and I do
not want to put words in your mouth. The study indicated that
there would be minimal impacts by this? Is that fair to say?

Mr. DONAHOE. It depends on how much of a change you are
going to make.

Senator TESTER. With the changes that you actually did make.
I mean, because the changes have been made. They are real life
changes now.

Mr. DONAHOE. Right.

Senator TESTER. Did the studies indicate that if you made those
changes, because you did it proactively

Mr. DONAHOE. Right.

Senator TESTER [continuing]. That it would have minimal impact
on service in rural America?

Mr. DONAHOE. Yes, it would. As we have made changes in serv-
ice across the country, we started with the premise that about 40
percent of all the mail that we delivered was overnight. The goal
was to maintain as much of that as possible. With the first round
of changes, we have been able to maintain approximately 35 per-
cent.

There were some places we had to downgrade from 1-day to 2-
day. Again, it is about 5 percent of the total volume. But we have
been able to maintain overnight service in rural areas.

Senator TESTER. OK. I get you back to rural America—I get back
to Montana, rural America, every weekend. I go back, travel the
State. In August, we got a chance to do some pretty extensive trav-
eling. And I can tell you that almost with every stop, I did not hear
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3bout delays of 1 day. I have heard mail delivery takes 3, 4, or 5
ays.

And I can tell you, my wife and I just mailed a mortgage check
on Monday and I said, It is not going to get there. It is not going
to get to where it needs to go by Wednesday or Thursday. It is
going to be a week. And we are probably going to get dug for that,
and that is not the old mail service we used to have, to be honest
with you, and that is where my challenges are.

If we get fined for that, then bring on UPS and FedEx because
I cannot do it. Do you see what I am saying? And that is the chal-
lenge. So my question is, look, there is not anybody that lives out
there. There is a million people in the whole State of Montana. And
h}(l)w‘?many people live in Pittsburgh? A million people, more than
that?

Mr. DONAHOE. Two.

Senator TESTER. Two million. So if you are looking at a business
model that is based upon where you are going to make your money,
you are probably not going to make a lot of money in Big Sandy,
Montana. The question is, the Postal Service was set up to serve
people, I think. Is that taken into the equation when we are closing
mail processing centers, we are not using planes to move mail in
rural America? Are those kind of things taken into account?

Mr. DONAHOE. Absolutely.

Senator TESTER. And so, what is the answer when the postal
standard has changed from overnight, 1 to 3 days, to 3 to 5? Is that
deemed acceptable?

Mr. DONAHOE. No. We have not changed any service standards
to three to five, except in areas where we go, say, in Alaska——

Senator TESTER. I got you on that, right? But the reality is, it
has changed, and I am not going to put words in Heidi Heitkamp’s
mouth, but my guess is she can verify it in North Dakota, too, be-
cause those five States—I think there were five—were the ones
that the standards were changed in. And it is closer to five than
it is to three.

Mr. DONAHOE. We measure our mail—whether it is standard
mail, first-class, periodicals—everything that is measured has con-
tinued to either stay at, or improve on, service levels, as well as
Priority Mail. I would be more than happy to sit down with you
and share all the data. We take our universal service responsibility
very seriously. You have never heard me talk about not doing that,
but we are faced with a financial crisis——

Senator TESTER. I got you.

Mr. DONAHOE [continuing]. To try to figure out how to keep our
head above water.

Senator TESTER. And all I am trying to get to is if I am swim-
ming upstream here and the goal here is to maximize profitability
at the expense of rural America, just tell me.

Mr. DONAHOE. No, it is not. It is universal service. It is to keep
mail service affordable, not become a burden to the American pub-
lic, be able to provide reliable, responsible service, and eventually,
through this legislation get the cloud of financial turmoil away
from us.

Senator TESTER. OK. I would just tell you, I do not doubt that
your studies say what they say. I do not doubt that a bit. I can tell
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you, in reality, because I live there over half of my time. I live on
that farm 12 miles west of Big Sandy. I can tell you, in reality, it
ain’t working that way, not in that place.

And T do not ask for any special treatment, by the way. I do not
want special treatment. I just want to be treated like my neigh-
bors. So if I am being treated that way, so are my neighbors. So
I bring that up. Just take a peek at it to see what you think.

Mr. DONAHOE. Absolutely.

Senator TESTER. As this legislation moves forward and we have
that debate—and just one more question and then I will kick it
over—is there going to be further consolidation of mail processing
centers or post offices while we are having this debate in Com-
mittee or on the floor?

Mr. DONAHOE. No. The bill, as it is written, puts a 2-year freeze
on mail processing facilities. We have some scheduled for 2014. We
would not advance any of those things to try to get under the wire.
From a post office perspective, when I visited out in Montana last
year, people told us, Keep our office open, keep our local identity.
If you have to change window time, we understand that, but give
us access to mail. We have done that.

Senator TESTER. Fair. So what you are saying is, there would not
be any post offices closed or mail processing centers closed while
we are debating this bill before it becomes law?

Mr. DONAHOE. No. We have done what we needed to do for this
year. Any further changes would require us to service the inter-
change and we will not do that.

Senator TESTER. Thank you for your patience, Mr. Chairman.

OPENING STATEMENT OF SENATOR HEITKAMP

Chairman CARPER. You bet. Thanks for those questions. Senator
Heitkamp.

Senator HEITKAMP. Thank you so much, Mr. Chairman, and
Ranking Member, Dr. Coburn. No big surprise here. We are just
going to follow on to Senator Tester’s testimony. And I just have
a basic question, and I do not mean to be sarcastic about it. But
I need an answer from you, Mr. Donahoe. Do you believe that the
highly rural areas of America deserve the same level of service as
suburban and urban areas of this country?

Mr. DONAHOE. I do, and I believe that even the offshore areas
like Hawaii, Alaska, and Puerto Rico do, and we consistently meas-
ure and stay on our mission to provide universal service. I believe
that fully.

Senator HEITKAMP. And I believe you believe that answer. But
there is always a constant discussion that we have about what your
studies show and the reality of what our constituents experience
dealing with the post office. And I want to just followup on what
Senator Tester’s discussion was about having an expectation that,
if you put your mortgage check into the mailbox and it is picked
up, you will, in fact, be able to pay your mortgage on time if it is
due 3 days from then.

And I do not think that anyone in rural America anymore be-
lieves that is true or trusts it. And it has created a sense that the
constitutional obligation that was recognized, the importance of the
Postal Service, the importance of offering this opportunity to every
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place in the country is not being met. And so, I do not want to be-
labor that point. I do want to tell you that you can do all the stud-
ies in the world, but that is not the experience that people are hav-
ing in rural America.

The other question that I want to get to, and it really goes to the
future of the post office and the future of the Postal Service, you
heard Mr. Williams relay a lot of opportunities, and I have been
on this Committee now for a very few months, certainly do not
have the extent of the experience that the Ranking Member and
that the Chairman have on this debate.

But yet, I constantly hear good ideas, what seem like good ideas
that ought to be explored about how we can make the post office
more relevant, and certainly rural post offices more relevant. So I
am curious, in the last 12 months since I have heard all this dis-
cussion, what steps have you taken, as the Postmaster General, to
identify and recognize and begin to implement some of those good
ideas? Give me three examples.

Mr. DONAHOE. Well, let us start with Priority Mail.

Senator HEITKAMP. Priority Mail has been around a long time.
I have used it a lot.

Mr. DONAHOE. Right.

Senator HEITKAMP. I am talking about innovations, not Priority
Mail. T am talking about different kinds of things, whether it is
digital—and you heard Mr. Williams give you a whole litany of
ideas.

Mr. DONAHOE. Right.

Senator HEITKAMP. I want to know, in that space, what you have
done.

Mr. DONAHOE. I will start with digital.

Chairman CARPER. Could I interrupt, please, for a second? Let
him do four, because what they have done, they have re-branded
Express Mail, and I think in a very smart, thoughtful way that can
grow revenues by a half-billion dollars or more a year.

Senator HEITKAMP. Mr. Chairman, I get that. I am a faithful
user of the mail service. I have used Priority Mail. It is easy, it is
the packaging I agree with. But obviously, those moves have not
made the post office more lucrative or have not solved the problems
that we have today. So I want to know about other innovations.

Mr. DoONAHOE. Well, they have made the post office more rel-
evant. Our revenue off packages alone has grown about $1.5 billion
in the last 3 years. That goes a long way.

In terms of digital, we have established a digital group. We are
working with a very good contractor in that area, In-Q-Tel. We, as
a matter of fact, have just been awarded the contract, the first con-
tract ever, to be the intermediary within the Federal Government
on what is called the F—6 Program. We are very active in the dig-
ital area around starting to work on products that would help to
set a platform for authentication of who you are. Just like Mr. Wil-
liams mentioned, the work is already being done right now in
terms of getting on the Internet.

Secure digital messaging, there is a lot of work to be done there.
We think that there are big applications in the health care world,
the financial world, and for personal services. We also are explor-
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ing the whole concept of digital vaulting with our contractor. That
is digital.

Senator HEITKAMP. And when you did those projects, and you
looked at them, what is the revenue benefit of those?

Mr. DONAHOE. Five year projects $758 million.

Senator HEITKAMP. For which projects?

Mr. DONAHOE. For that digital set of projects. We have worked
with In-Q-Tel and we have done work with their marketing group.
We have a business plan that is established with a pro forma look
ahead for 5 years, and the financial gains that we think we can
have in 5 years are about $758 million. A lot of work has been
done.

But I will tell you, I have not spent a lot of time publicly talking
about all of those types of things because the bottom line is that
we have to address the cost factors in this organization. You can
grow a business like digital, a billion dollars; we introduced a prod-
uct 2 years ago called Every Door Direct, part of our standard mail.
We have grown that $800 million off of a base of zero in 2 years.

Inflation in our organization pushes costs by $1.2 to $1.4 billion
a year. We have to get after the costs as well as innovation and
growing new products.

Senator HEITKAMP. Would you agree that some of what you
would need to do in terms of looking at cost containment, business
plans, and business models without incorporating or merging the
sense of what the new lines of revenue could be, you could be mak-
ing decisions on the cost side that would greatly reduce or elimi-
nate your opportunity to be relevant in a new product line? Would
you agree that is true?

Mr. DONAHOE. No. I think that there are big opportunities right
now. As we work with mailers—I spent yesterday in the State of
Minnesota in Minneapolis. We talked specifically with 300 cus-
tomers about the growth of mail. Mail has to be relevant——

Senator HEITKAMP. I only have a few more seconds here, but I
do want to point out that if you close every rural post office in
North Dakota, you will not have an opportunity for new revenue.

Mr. DONAHOE. There is no proposal to close any post offices. As
a matter of fact, in your State, we are expanding some post offices,
Williston and a few others, because of the oil boom. We are re-
sponding to that and there is no interest in closing post offices. You
have never heard me say that. We have made changes of the Post-
Plan that helps us from a bottom line perspective, but it gives cus-
tomers what they are asking for, access to the post office and rural
town identity.

Chairman CARPER. Senator Heitkamp, thanks for those questions
and for your passion for these issues. Senator McCaskill, if you are
ready, you are next in line. We had a couple people who have come
and gone and they may slip back, but you are next up if you would
like.

OPENING STATEMENT OF SENATOR MCCASKILL

Senator MCCASKILL. Well, this is an occupation where about half
the time we all pretend we are ready even when we are not, do we
not? So I think I will go ahead and ask questions. I am ready.
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C&lairman CARPER. You have never had a problem with being
ready.

Senator MCCASKILL. I am ready. I want to talk a little bit about
the expensive part of our infrastructure, and really what is a re-
ality. I obviously have come out strong for 7-day delivery. I believe
it is a competitive advantage we have and that if we give up that
competitive advantage it is a mistake, to give up that competitive
advantage because this is now a competition. We are competing.

One of the things that I need clarification on is what we are
charging our competitors. The growth in the UPS and the United
States Postal Service is going to be in packages. I mean, it is pretty
obvious. I know in my life, I spend a lot more time clicking than
I do driving in terms of shopping.

So if we are competing for package delivery, the growth area, an-
swer this question for me, Mr. Donahoe. Is, in fact, UPS paying
less to go down that last mile than I am? Are they not using us
for their last mile of delivery in the rural areas? Are they not using
our infrastructure, our competitors?

Mr. DONAHOE. Yes. UPS, FedEx, and a number of private compa-
nies use us for last mile. It is called Parcel Select. Drop at the post
office, you get your mile delivery.

Senator MCCASKILL. And do they get it cheaper than I get it?

Mr. DONAHOE. Well, there is no real access for you to have on
that product, unless you would actually bring it to the post office.
If you were mailing

Senator McCASKILL. No. If I am sending a package to a friend
of mine in rural Missouri—

Mr. DONAHOE. Right.

Senator MCCASKILL [continuing]. Is my cost less expensive or
more expensive than what you are charging your competitor?

Mr. DONAHOE. Different products. You would use Priority Mail.
If a flat-rate box, you would pay somewhere over $5 depending on
the size of the box. That takes advantage of our whole network. We
collect it, we process it, we transport it, we deliver it. What hap-
pens with UPS, FedEx, and some other customers, they bring mail
and sorted already to the ZIP code, drop it with us, our clerks sort
it and carriers deliver it. It is only a small portion of the work, so
you do not charge somebody the entire amount for a small portion
of the work.

Senator MCCASKILL. Well, I guess what I am worried about is
that we are not seeing them as a competitor, that we are seeing
them as a customer. And they are surfing off the most expensive
part of our Internet, of our architecture. I mean, they are using the
part that is costing us so much money. And I do not feel like the
agreements that you have entered into with them treat them as a
competitor, but rather, treat them the same way you treat every
other customer. Is that an unfair characterization?

Mr. DONAHOE. No. We have costed these agreements out like any
other business. The fortunate thing about our package business, it
is competitive so we can enter into contracts and these contracts
make money for the Postal Service. The package business is a very
competitive industry. UPS versus FedEx versus other companies
like LazerShip, who nobody even talks about. LazerShip is out
there competing with people making $10 an hour. It is very com-
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petitive. Price, affordability, dependability, visibility is critical to
win in this package game.

Senator MCCASKILL. But they are using you because you are
cheaper than them doing it themselves.

Mr. DONAHOE. We have increased the market share in the pack-
age business by two points. We have also secured a substantial
number of customers coming in for the Last Mile Delivery that
have bypassed some of the other competitors. We have grown our
business.

Senator MCCASKILL. I think you understand the point I am mak-
ing.

Mr. DONAHOE. Sure.

Senator MCCASKILL. I mean, if you spend—if this is a telecom
company and they have, in fact, are a whole sector of telecom, the
people who worked and did the infrastructure, they are getting a
huge payoff for the infrastructure from their competitors, a huge
payoff, especially in rural areas. And we have done all kinds of
things to assist with that.

I really want to know what the specifics are of the agreements.
I want to know what your competitors are paying for the——

Mr. DONAHOE. We would be more than happy to sit down——

Senator MCCASKILL. The irony is, it is the most competitive part
of the business, it is where the most growth is, but I do not sense
that you are exacting a competitive advantage based on the fact
that we have made the investment, the United States Postal Serv-
ice has made the investment, in the delivery system they must use.
Why do we not have them do it themselves?

Mr. DONAHOE. We would be more than happy to sit down
and——

Senator MCCASKILL. Do you know who would be cheaper then?
If they had to do their own Last Mile Delivery, guess who would
be cheaper.

Mr. DONAHOE. We know we are cheaper and that is why they use
us for Last Mile Delivery.

Senator MCCASKILL. Guess how much cheaper we would be. A lot
cheaper.

Mr. DONAHOE. We are pretty cheap now. We are the best value
out there for anybody mailing a package, Priority Mail or anything
else.

Senator MCCASKILL. I would like to get the specifics of the agree-
ments that we have with our competitors on package delivery——

Mr. DONAHOE. We will sit down:

Senator MCCASKILL [continuing]. And I want to make sure that
we are taking advantage of what we have as opposed to stuck in
a mode that they are just other customers.

Mr. DONAHOE. I think it will be valuable to show you what we
do, what we do with some of the large contracts like FedEx and
UPS. I think it would be good to see what LazerShip and some of
the other competitors charge, too. It is a very competitive industry.

Senator MCCASKILL. Have you modeled out what would happen
if you decided not to carry their packages for them? Have you done
an economic model of what they would have to charge to send their
packages versus what we charge?
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Mr. DONAHOE. No, we have not done that. I am sure they have
done that model and they make the decision using us based on
what their prices are.

Senator MCCASKILL. But we are the ones that have it. We have
the architecture. Why have we not modeled it out?

Mr. DONAHOE. Well, think about it this way. If our letter carriers
and rural carriers are driving down that road every day, 5 days a
week for mail in the future, 6 to 7 days a week for packages, it is
in our best interest to have as many packages on that route as pos-
sible. That is our goal.

Senator MCCASKILL. But the goal

Mr. DONAHOE. And we have to do it at the most reasonable price,
which we have very smart people in our organization that have put
those prices together. We are not giving anything away, but we
have to take full advantage of the network and load that network
up with as much mail and packages as we can. That is why we are
here. We have lost 27 percent of our mail volume. You have to
make some changes——

Senator MCCASKILL. Exactly right. And, Mr. Donahoe, what I am
asking you to do is what any business would do. Model out what
they are going to have to charge if they do not use you versus what
we charge, and that is the way we would carry more packages. We
would get more of their business.

Mr. DONAHOE. That is true in some cases, but to a large extent—
I will give you an example. One of the competitors right now uses
a model that determines whether we get the packages or not based
on the density of the route that they have on any given day. That
is how technical and how advanced the technology is. So some days
we get it, some days we do not, based on how many packages are
in a certain city block.

This is not just on a whim, giving us mail on 1 day, or not. It
is very specific, it is very technical, and our people, I think, have
done an excellent job pricing and growing this business to grab a
large chunk. We have picked up two points in the package business
in what is a very competitive environment.

Senator MCCASKILL. And I think that you are not using every
advantage you have in that competitive market. My time is up for
this round. I have a lot of other questions for the record.

Mr. DONAHOE. We will be happy——

Senator MCCASKILL. At a very minimum, you should be doing
the modeling as to what it would look like if you no longer allowed
them to use our carriers and whether or not we could get a com-
petitive advantage.

Mr. DoNAHOE. We have best guesses, but it is not perfect. But
believe me, the technology is there to make it a lot more specific
on a daily basis. We will come over and sit down with you.

Senator MCCASKILL. That would be great.

Mr. DONAHOE. Thank you.

Senator MCCASKILL. Thank you, Mr. Chairman.

Chairman CARPER. Sure. Dr. Coburn, go ahead.

Senator COBURN. Just a little comment. By statute, you cannot
sell that product below your cost.

Mr. DONAHOE. No.
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Senator COBURN. So there is no subsidy now that is achieved for
that that is transferred to other mailers because we are doing this.
This is gravy for them. By law, they cannot give UPS or FedEx a
price below their cost.

Senator MCCASKILL. I do not want them to. I want them to give
them a higher price on the cost.

Senator COBURN. I understand that, but that is a market-deter-
mined price. So there is no subsidy. As a matter of fact, packaging
business is subsidizing the rest of it now.

Senator MCCASKILL. I get that. I think you and I can discuss
this, but I think we would agree. I probably was not as articulate
as I should have been trying to make the point. I am not asking
them to charge them less. That is the issue. I want them to charge
them more because they are using something we have and we
would gain a competitive advantage by charging them more.

Senator COBURN. Well, actually, I actually think they have done
a pretty good job in what I have looked at in terms of pricing their
product to get as much volume as they can. The higher the price
goes, the lower their volume goes and that is, again, giving them
the ability to make a decision based on the price elasticity of the
market they are in to get as much as they can, and there may be,
in this area, some real inelasticity as far as the lower end on the
price.

fSenator McCaAskiLL. That is why I want to look at all the spe-
cifics.

Senator COBURN. That is what this bill is all about, to give them
the flexibility so that they can get the most revenue based on this
wonderful asset that we have called the U.S. Post Office.

Senator MCCASKILL. I agree with that. I do agree with that.

Chairman CARPER. Thank you. I think that was a good exchange.
Chairman Goldway, you have not been getting enough questions
here. We are going to ask you at least one. But Mr. Williams ar-
gued a few minutes ago that the Postal Service could change prices
without losing volume. Dr. Coburn says that the monopoly is not
what it was.

My question of you is, to what extent do you believe that the
Postal Service still has monopoly power over certain mail products?
What does that say about decisions that we ought to make about
retaining or changing the system for postal rate regulation? And I
am going to ask, after you have responded, I am going to ask the
Postmaster General to get involved in this and come back to Mr.
Williams as well. Please.

Ms(.1 GOLDWAY. I think it is a very important issue that you have
raised.

Chairman CARPER. If you think about it, the PRC was not always
the Postal Regulatory Commission. For many years, it was the
Postal Rate Commission.

Ms. GoLDWAY. Right.

Chairman CARPER. They had a very different role than they have
had in the last 6, 7 years.

Ms. GOLDWAY. And I think this matter can be discussed and de-
bated by many people. What our staff has indicated is that there
is still a strong monopoly when it comes to letter mail and those
products that the Postal Service has a market-dominant position
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in. If you are a non-profit organization and you want to commu-
nicate with a paper product, your option is only one and that is to
go through the Postal Service. You do not have another option.

So studies that determine what the price elasticity and inelas-
ticity in the future will be, when we have been operating in a mo-
nopoly system for the last 100 years, are not necessarily reliable.
And it seems to us that the Postal Service cannot have it both
ways.

It cannot say that this is a competitive market and if you let us
have competition without any regulation, we will not raise prices
more than we need because there is competition that will keep
prices down. On the other hand saying, there is price inelasticity
and it is OK if we raise prices because we will keep our volumes
up because there is no concern about that. There is constant de-
mand.

You cannot present both arguments. So it seems to me, if you
want to eliminate the monopoly and allow prices to fluctuate and
get their sweet spot, as we have done with the competitive products
that the Postal Service has done where they have raised prices over
5 percent a year, then you do that.

But if you ask first-class mailers, if you ask people who send
greeting cards, if you ask people who are non-profit mailers wheth-
er they can manage with a 5 percent price increase, you are going
to get responses that say they simply cannot do it and that, in fact,
you will lose so much volume that you will not get the revenue that
the Postal Service thinks it is going to get from that mail.

Further we believe in the Commission that the price cap regime
has created the stability and transparency and accountability that
has given mailers some assurance in a time of real transition, and
has given the Nation’s users the sense of trust in the mail, which
is very important to the Postal Service brand and its future.

Chairman CARPER. I would welcome the thoughts of General
Donahoe on this. Sort of the implicit question is, what is the role
of the PRC going forward? It is not what it used to be. Maybe it
is not what it is today, but what should it be? And I appreciate
what you just said, Madam Chairman.

Mr. DONAHOE. You know where we stand. We put a white paper
out on our role around Governors in general. The key for us from
a Governor’s perspective is this: If you are putting the responsi-
bility on the Governors and management of the Postal Service to
run the organization, we should also have the authority to make
choices and changes on prices, service, and products, and do it with
absolute speed.

This world has gotten faster and faster. Every day that we look
around, you think about the changes that have happened just in
the telephone and computer industry, and we are in the same exact
environment. Our feeling has been that we have a very reasonable
and responsible Board of Governors. They will not make decisions
that put the organization out of business. They will not make deci-
sions that hurt the industry.

We think that we should be in a situation as spelled out in your
bill that has a lot of flexibility around a cap, potentially no cap at
some point in time, and the ability to have after-the-fact review
with the Commission. We have no argument that the Commission
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should be there to take a look at things—decisions that we make—
like a public rate commission does today, and we would support
that 100 percent.

Ms. GoLDWAY. Could I just

Chairman CARPER. Madam Chairman, go ahead, and then we
will go to Mr. Williams.

Ms. GOLDWAY. Because the Postal Service is a federally owned
enterprise and is exempt from many of the State and Federal regu-
latory laws, the law governing the Postal Service includes in it a
provision that there can be no refunds. The Postal Service is ex-
empt from giving refunds. If it establishes rates that are deter-
mined to be in some way unlawful, given the various requirements
that are still in the law that you propose, how does a complaint
mechanism solve that problem, an after-the-fact complaint mecha-
nism. It is a question. You may be satisfied with it, but it is a ques-
tion that we hear from stakeholders.

Chairman CARPER. Dr. Coburn said that could easily be added to
the bill and I appreciate the element. Let me go to Mr. Williams
before my time runs out. And then we recognize Senator McCain.
No, not just yet. One more minute.

Mr. WILLIAMS. I think increasingly we find ourselves in a very
fast, very unforgiving environment and we need tremendous agil-
ity. There are sudden threats and there are perishable opportuni-
ties. The Postal Service needs to be able to move in an agile man-
ner to operate and navigate inside that environment or they will
disappear, and if they cannot do it, they should disappear.

There are a lot of alternatives to messaging of all sorts today. In
advertising, there has been television, radio, newspaper, and now
an aggressive Internet market. And personal communications, texts
and tweets and wall posts have fabulous features to them. Bill pay-
ment companies are aggressively moving to cut back office costs by
driving people to the Internet.

In parcels, actually, we are the ones that are breaking the mo-
nopoly. The Postal Service got into parcels in order to break some
of the mischief that was occurring between the parcel companies
and the railroads. So I believe that efficient market forces should
always be used when it is possible, and I believe in this environ-
ment, it is possible and it is the ingredient that is needed to move
the Postal Service forward.

Chairman CARPER. Thank you. Senator McCain, welcome.

OPENING STATEMENT OF SENATOR MCCAIN

Senator MCCAIN. Well, thank you, Mr. Chairman. I want to
thank you and Senator Coburn for this product which, I think, is
a very important one and an issue we have been wrestling with for
a long time. The fact that you and Senator Coburn have come to-
gether to craft this language with compromise, I think, which Sen-
ator Coburn is very well known for is a model, as you know, of
compromise here in the Senate.

I do want to thank both of you for putting together this legisla-
tion which is urgently needed to remedy a very serious situation
in a broad variety of ways. I thank you both for working this out
and I look forward to supporting it in any way that I possibly can.



29

Mr. Williams, you just made a very interesting comment. Five
years ago, the whole means of communications in America was
vastly different than it is today. I think you could argue that 5 or
10 years from now, it may be again very different from what it is
today. And you made the argument, and I think it is valid, that
we have to have an enormous amount of agility in order to keep
up with these incredibly ever-changing methods of communication.
Is that an argument, in your mind, to privatize the Postal Service?

Mr. WiLLIAMS. The United States is, so far to date, has picked
a different route and it has been——

Senator McCCAIN. The Europeans have chosen a different route,
right?

Mr. WiLLiaMS. They have in halting manner. They are sort of
going forward as quickly as they can and they pause when they
need to. In the United States, they have joined with the private
sector in public/private partnerships and co-opetition which defi-
nitely—Senator McCaskill’s comments were absolutely fascinating.
So I am not sure what the road is ahead. Privatization or

Senator MCCAIN. Then if you are not sure of the road ahead, do
you have confidence in this legislation, that it can accommodate the
road ahead?

Mr. WILLIAMS. I do. I think it is a good piece of legislation. If 1
was worried about anything, and I am not worried sick, it would
be that we do not quite have it balanced yet. We are still trying
to match demand with supply. We still have a ways to go. The bill
seems to want to pause that with regard to the closure of addi-
tional plants and post offices. That is the part I look at with some
worry.

I also see some value in it. It might be good to pause, but we
are losing money, we are accumulating debt, all of our money for
innovation is gone, we need to arrive as fast as we can at this bal-
ance and then return to normalcy.

Senator MCCAIN. Thank you. Mr. Donahoe, you have earned the
praise of Senator Coburn for all the work you have done in helping
craft this legislation with him and Senator Carper. I can assure
you that is very hard to come by. So you should appreciate it. I
want to thank you and I want to thank the panel for the work that
they have done.

But given the fact that 80 percent of the Postal Service costs are
associated with labor, how important is language in this bill that
would require the financial health of the Postal Service to be a con-
sideration during arbitration of labor contracts?

Mr. DONAHOE. I think it is very important. I think the key for
the Postal Service

Senator MCCAIN. Very important and very controversial, right?

Mr. DONAHOE. It is controversial. There are a lot of things in the
proposed bill, and things that we have put white papers out on that
are very controversial but needed. When you look ahead in this
Postal Service, the whole idea is long-term, comprehensive legisla-
tion and it cannot be halfway. So if we are going to address these
issues, we have to address long-term costs like retirement costs,
like some of the issues that we face today from a workforce envi-
ronment.
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I think the key thing to keep in mind, from a labor perspective
is this: If we deliver mail to every door 5 days per week and proc-
ess mail through the system and deliver packages 7 days per week,
we will have to have people to do that. So labor costs will always
be large. The key thing is not so much the percentage of labor
costs. It is shrinking the total cost of the organization and that is
what we aim to do.

We have made very good progress with the unions over the last
couple of years with substantially higher rates of non-career em-
ployees, which helps the bottom line. Good people come in, they get
jobs, they are a lot more affordable. We need to continue that work
to make our retirement systems more affordable. Next week we are
going to talk about health care.

There needs to be dramatic changes in the health care proposals
for the Postal employees, which should apply to all Federal employ-
ees, to make it more affordable. That is the way we need to go. We
need to be courageous and we need to be bold and we need to make
this happen.

Senator MCCAIN. You made reference to the issue of 5-day mail
delivery, and in your testimony, you said the American public over-
whelmingly supports moving to a 5-day delivery. This legislation
has a moratorium on that. Do you think that is just a matter of
compromise or do you think that is a good idea or bad idea?

Mr. DONAHOE. I think it is a matter of compromise. I would love
to be in a situation where next Memorial Day we move to a 5-day
schedule. It is the perfect time. Mail volume is down low. It is a
good time for us to make the transition and it saves us $2 billion
a year. The American public, in every survey that we have done,
has been fully in support. I think the lowest percentage is 70 per-
cent.

We have some survey information that says 80 percent-plus of
Americans think it is a good idea, versus closing post offices and
raising prices.

Senator McCAIN. For the record again, you believe that the Car-
per-Coburn bill gives you the flexibility that you need to achieve
the billions in cost reductions that are necessary to sustain the
Postal Service for the long term?

Mr. DONAHOE. It gives us the flexibility and the speed that we
need. The one thing that is missing is the requirement to use Medi-
care as a primary for health care for retirees. We are going to talk
about that next week. I will make a pitch that it has to be man-
dated. If not, we do not hit the financial numbers that we need to
hit. Our business plan lays this out. If we follow what we need to
do from a business plan perspective, we will get this organization
back on good, firm financial footing.

Senator MCCAIN. And you agree with that, Ms. Goldway?

Ms. GOLDWAY. I certainly respect and admire and support the ef-
forts that the Postmaster General has made with regard to cost-
cutting. I think the levels of efficiency and savings are quite re-
markable. But I do not and my Commission does not endorse all
of the aspects of this particular law.

Senator McCAIN. So would you submit for the record the areas
that you do have concerns with?

Ms. GoLbwAy. Well, I think our testimony——



31

Senator MCCAIN. I know your testimony, but it is very helpful
for us to have in writing your exact concerns. Would you do that?

Ms. GoLbpwAY. I will be happy to do that.

Senator MCCAIN. Thank you very much.

Ms. GoLbwAY. Thank you for the opportunity.

Senator MCCAIN. Thank you very much. Thank you, Mr. Chair-
man.

Chairman CARPER. Those are great questions. Thanks so much,
Senator McCain, for your support. In Arkansas, they always say,
when they say hi to people, they say, Hey, man. So that is why I
say to him every time I see him. Senator Pryor, you are recognized.

OPENING STATEMENT OF SENATOR PRYOR

Senator PRYOR. Thank you, Mr. Chairman, and I want to thank
you and Senator Coburn for your work on this.

Ms. Goldway, let me start with you, if I may, on the Postal Serv-
ice Advisory Opinion Process. I know there has been some ques-
tions about how long it takes and why it takes so long, but let me
ask you about, from your standpoint, the value of providing a non-
binding advisory opinion. What is the value in a non-binding opin-
ion?

Ms. GoLDwAY. Well, I think we have had many examples
brought out today. The Postmaster General talks about the fact
that the Postal Service has decided to maintain post offices in rural
America. They did that after coming to us with a proposal to close
3,600 rural post offices. And the discussion that we were able to
provide and the open forum of the advisory opinion process and the
recommendations we gave them suggested that they provide an al-
ternative, adjusting hours, and that is what they have done.

So I think that the point of these advisory opinions is to give the
Postal Service a better opportunity to get an honest review of what
their proposals would be to change, rather than barrel ahead with
what their initial proposals are. The same could be said for the 6
to 5 day delivery. When we reviewed that and highlighted many of
the problems that rural America would face with eliminating the
sixth day, we talked about packages, particularly prescription
drugs, and as a result, the Postal Service has adjusted what it now
proposes to do with going to a 5-day delivery pattern.

There are problems with the advisory opinion process. It can be
lengthy. There is a lot of opportunity, we think, to streamline the
processes, and the Commission has introduced rules to reduce the
litigious nature of some of the processes so that we can make deci-
sions in a more timely fashion. We hope to do that.

But we do believe that the transparency and accountability of the
Postal Service is maintained when you have this advisory opinion
process included in the public policies of the government.

Senator PRYOR. From your standpoint, is there value in these ad-
visory, non-binding advisory opinions?

Mr. DONAHOE. Yes. We take the advisory opinions very seriously.
We also solicited our customers, to Chairman Goldway’s point, with
post offices. We spent some time in the field in a number of dif-
ferent places and people told us, Hey, if you can keep the post of-
fice open, if you can make it more affordable from changing the
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hours, we are OK with that, but please keep it open. And we bal-
anced that with what we got back, too, from the Commission.

Senator PRYOR. Let me ask you a followup on one of Senator
McCain’s questions. He made a statement and I just want to know
if it is accurate. He said that 80 percent of postal costs are associ-
ated with labor. Is that right?

Mr. DONAHOE. 78 percent.

Senator PRYOR. 78 percent of postal costs are related to labor?

Mr. DONAHOE. Yes.

Senator PRYOR. Is that anything in addition to just the hourly,
the wages and the salaries and the benefits, et cetera? Is that what
that is?

Mr. DONAHOE. It is salaries, benefits, as well as the amount of
money that we put away for retirement and health care. Now, on
top of that is the retiree health care pre-funding. That represents
about 5 percent. So if we resolve that, our percentage of employ-
ment costs in terms of total would be about 73 percent.

Senator PRYOR. And remind the Committee again about your
numbers of employees. I know you have been shrinking your work-
force. So let us say, 10 years ago, 5 years ago versus today, how
much have you shrunk your workforce?

Mr. DONAHOE. High point of employment in the years late 1999,
2000, we had 804,000 careers employees with about 100,000 non-
career. Today we have 490,000 career employees with 120,000 non-
career. So there has been about 308,000 reduction in total career
employment.

Senator PRYOR. What is that, about a 35, 40 percent reduction?

Mr. DONAHOE. It is almost 40 percent, yes.

Senator PRYOR. And also, while I am thinking about a followup,
let me ask about some cost savings. I know over the years, we on
this Committee and in other contexts here in the Senate, we have
talked about the possibility of you guys going to natural gas vehi-
cles. Do you all have an initiative on that?

Mr. DONAHOE. Yes, we do. We are working with the—we are
working with the Star Ride Association as we speak. They have put
together a very good group of about five large truck company own-
ers and they are working with our people to explore ways that we
can move into using natural gas, especially for the long haul fleets.
What we have to figure out is how to make that a win-win, and
we would like to be able to compensate these companies for making
these investments, at the same time share some of the savings.

In fact, we have even reached out to the Department of Energy.
We think this would be a good project for some investment, rather
than some of the others that have been made, because there are
definitely opportunities to get some payback on this.

hSeOnator PRrRYOR. And do you think you will save money by doing
that?

Mr. DoNAHOE. We think we will save money and we think the
Star Ride Association will save money, and we think it is a good
thing for the environment.

Senator PRYOR. And let me ask you, Ms. Goldway, if I can, you
mentioned in your testimony that a, quote, sizable portion of the
U.S. population still depends on the mail to help manage their lives
and communicate with businesses, governments, and social institu-
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tions. Would you tell us more about that sizable portion of people
and kind of what you mean and how they are going to be affected
by some of these changes?

Ms. GoLDWAY. There are many people, especially in rural areas,
but, in fact, throughout the country who are not connected to the
Internet at all. And while we talk about the dramatic changes that
are taking place, as much as a third of the country is either not
connected or not connected at a strength of broadband that would
enable them to have the kind of interactive products and commu-
nications that we talk about.

And yet, our government is committed to providing universal
service of communication to everyone. So we need to have a Postal
Service that does that. Furthermore, as long as we do not have a
national identification system and we rely on where you live to
identify you, the Postal Service is the address master for the coun-
try.

And the Postal Service really needs to be maintained in order for
people to vote, for their children to be enrolled in schools, for all
ranges of emergency services. It is a vital network. And when we
talk about balancing the needs of the public and businesses, we
have to keep that in mind.

And it is difficult. It is not an easy situation when we know, as
other Senators have pointed out, that it is more expensive to pro-
vide service in the rural communities. But it is something that has
to be planned for and has to be watched over. And we believe that
some sort of regulatory oversight that assures that protection is
necessary in whatever legislation is developed to give the Postal
Service the additional financial support that it needs.

Senator PRYOR. Thank you.

Ms. GoLbwAY. Thank you for that opportunity.

Senator PRYOR. Thank you, Mr. Chairman.

Chairman CARPER. Thank you, Senator Pryor. Senator Coburn,
anything else you want to say before this panel leaves?

Senator COBURN. I will have some questions for the record.

Chairman CARPER. Before you all leave, again, thanks very
much. Excellent testimony, very thoughtful testimony. I thought a
real good discussion of some mighty important issues. Mr. Wil-
liams, you always bring a lot to the field, like they say in sports,
not leaving anything on the playing field. So we have a lot of good
ideas out there and I thought this was a hopeful conversation, and
I am looking forward to our next panel of witnesses.

I just want to say, we probably do not say this enough and I
want to say it. When folks look at the service they get from the
Federal Government, in some cases they are pretty happy, in some
cases not as happy. We can always do everything better. The Postal
Service can do everything better as well.

But we need to keep in mind, of all the services, government-re-
lated services—and this is not an entirely purely government oper-
ation we know, but folks in this country still have a very high re-
gard for the Postal Service. I think over the last 7 or so years, still
No. 1 compared to the rest of the services that we provide. That
is pretty good.

We can do better and I want to make sure that we do better, es-
pecially when people go into a post office around the country for
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service, that they get friendly service, they get prompt service and
they get friendly service. For me that is important. I know it is for
our Chairman, Chairman Goldway. I would just ask that you keep
that in mind.

The other thing I want to say to any of the folks around the
country who work for the Postal Service or retired from the Postal
Service, I just want to say we appreciate your service. We appre-
ciate what you do for all of us. We want to make sure that you and
your descendants will be around for a long time to continue to pro-
vide that service and we will be around for a long time to enjoy
seeing you get better. Thanks so much.

Mr. DONAHOE. Thank you.

Mr. WiLLiaAMS. Thank you, Mr. Chairman.

Chairman CARPER. With that, I would like our second panel of
witnesses to come forward, please. All right, everybody. I would ask
you to calm it down. We have this panel. We want to hear them.
I would ask you to take your conversations out into the hallway,
if you would, please. These folks deserve our respect, they certainly
have our thanks.

I will just briefly introduce our witnesses. I want to start off by
introducing CIliff Guffey. Cliff, very nice to see you. He serves as
President of the American Postal Workers Union (APWU) since
2010. Tough leader, tough negotiator, but also a very fair-minded
person who cares deeply about the Postal Service.

I would say the same thing about Jeanette Dwyer. Great to see
you. Always welcome the chance to meet with you. President of the
National Rural Letter Carriers Association (NRLCA), I think since
2011.

The next witness, Mr. Beeder, Mr. John Beeder serves as Presi-
dent and Chief Operating Officer (COO) of the American Greetings
Corporation and has served in various executive roles in the greet-
ing card industry for 30 years, starting as a child, I bet. Welcome,
aboard.

AI;d next we have Jerry Cerasale—is that right? It is not right,
is it?

Mr. CERASALE. Cerasale.

Chairman CARPER. Cerasale, OK. I am sorry. It is a tough one.
Mr. Cerasale has served as Senior Vice President, Government Af-
fairs at Direct Marketing Association since 1995. Mr. Cerasale,
great to see you.

And finally, Seth Weisberg. Seth is currently the Chief Legal Of-
ficer for Stamps.com, and has worked in various capacities for the
company since 1998. Mr. Weisberg, happy to see you all. We are
going to ask you to take about 5 minutes to give us your testimony.
If you go way beyond that, I will have to rein you in, but if you
could stay in that neighborhood that would be great. We will start
off with Cliff Guffey. Mr. President, welcome.

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

Mr. GUFFEY. Thank you, sir. Dr. Coburn.
Senator COBURN. Welcome, being a fellow Oklahoman.

1The prepared statement of Mr. Guffey appears in the Appendix on page 93.
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Mr. GUFFEY. Good morning, Chairman Carper and Members of
the Committee, thank you for this opportunity to testify on behalf
of the APWU about maintaining postal services, reducing costs,
and increasing revenue. No discussion of reducing postal service
costs can occur without a discussion of the requirement of pre-fund-
ing of retiree health benefits.

As T have said elsewhere, S. 1486, as it stands now, is fatally
flawed and we oppose it as written. It fails to correct what was the
cause of the Postal Service’s financial crisis, the mandate in the
Postal Accountability and Enhancement Act of 2006, that the Post-
al Service pre-fund retiree health benefits.

Because of that requirement, there has been a lot of ill-consid-
ered and destructive cost-cutting by the Postal Service. These sorts
of cost-cutting efforts must be stopped. They are penalizing the
workers, men and women, of the United States Postal Service by
threatening their jobs and undermining their benefits.

They are cutting services to the American people and instead of
protecting Postal Service from impending financial disaster, they
are dismantling our Nation’s postal services. To our utter dismay,
S. 1486, as written, would permit cost-cutting from health benefits
and retirement benefits. It would remove the cornerstone of the
1970 law that created the Postal Service by making it possible for
the Postal Service to attack our retirement and health benefits.

Those benefits are part of the Federal law that created the Postal
Service. By permitting the Postal Service to cut costs by attacking
those benefits, Congress would be undermining the ability of postal
workers to live in security and dignity, both as active workers and
after they retire.

We vehemently oppose any changes that would interfere with the
right of the postal employees and retirees to continue to participate
in the Federal Employees Health Benefits Program (FEHBP) and
Federal retirement programs. While the Postal Service claims that
it can lower health care costs, that is not true. What the Postal
Service seeks to do is shift costs from itself to employees, to retir-
ees and Medicare. This is not acceptable.

It is a desperate and ill-considered attempt to deal indirectly
with what should be dealt with directly, the retiree health benefits
pre-funding requirement. Because of the pre-funding requirement,
the Postal Service has cut costs in ways that have created hard-
ships for postal workers and threatened to destroy the Postal Serv-
ice. The Postal Service has closed mail processing facilities, closed
post offices, lowered its service standards, and reduced hours at
post offices, particularly in rural and small communities.

The Postal Service has cut its mail processing network so deeply
and so recklessly that it is now violating standards mandated by
law, standards that the Senate sought to protect when it approved
S. 1789 last year. Network consolidation is delaying first-class mail
and periodicals by 2 or 3 days in many places. We urge this Com-
mittee, the Senate, and the Congress to insist that the service
standards be maintained.

Likewise, retail services and services to rural areas have been
cut and are still at risk. Retail services and rural post offices must
be preserved and protected. In addition, it is past time for the Fed-
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eral Government to stop holding onto excess Postal Service funds
that have been deposited in Federal retirement programs.

Postal rate payers have, for many years, been subsidizing the
Federal Government through substantial overpayments into Fed-
eral accounts. This has always been unfair to the rate payers, but
now it is more than unfair. It is unsustainable. To correct this,
postal retirement obligations must be recalculated on the basis of
postal employee demographics and all over-funding in Federal re-
tirement accounts must be repaid to the Postal Service without re-
striction.

We think Title V of S. 1486, which would cut benefits for injured
employees throughout the Federal Government, is an example of
how postal cost-cutting threatens to penalize postal employees. It
is wrong, we oppose it, and it should be removed from this bill and
dealt with elsewhere.

As the Chairman and this Committee have recognized, it is nec-
essary to repeal the restriction on the Postal Service providing non-
postal services. There are many ways in which the Postal Service
can use its mail processing, retail, transportation, and digital net-
works to provide useful and new services that will enhance the
Postal Service’s performance, aid our communities and small busi-
nesses, and to help sustain the Postal Service.

We appreciate the fact that Chairman Carper and Ranking Mem-
ber Dr. Coburn have addressed the issue of postal revenues and a
CPI cap on rates. We believe the CPI cap is unsustainable. To pre-
serve universal service, a better balance must be found between
rates and service. APWU members have borne the brunt of the
drastic changes made by the Postal Service in the past 7 years.

Our members have been penalized unfairly for financial prob-
lems they did not create and could not control. The APWU cannot
accept efforts to impose further sacrifice on postal employees.
Thank you and I am available for questions.

Chairman CARPER. Mr. Guffey, thank you for your testimony
very much. We look forward to asking some questions. Ms. Dwyer,
welcome, nice to see you.

TESTIMONY OF JEANETTE P. DWYER,! PRESIDENT, NATIONAL
RURAL LETTER CARRIERS’ ASSOCIATION

Ms. DWYER. Good morning, Chairman Carper and Members of
the Committee. I appreciate this opportunity to testify on behalf of
the NRLCA. The NRLCA and its members care deeply for the Post-
al Service and the service that it provides to Americans. But we
have significant concerns about the damage that the pending Sen-
ate Postal Reform legislation will do to that service.

We have shared these concerns in our written testimony, but I
would like to use my time today to focus on service. Make no mis-
take. If the Postal Service is to remain viable and competitive, we
need to keep the “service” in Postal Service. This means continuing
to utilize its trained and dedicated Federal workforce to provide 6-
day mail delivery, keeping sufficient post offices and processing fa-
cilities open, and maintaining current service standards.

1The prepared statement of Ms. Dwyer appears in the Appendix on page 130.
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The Postal Service must also continue to take advantage of and
strengthen its unique ability to perform services such as delivering
the “last mile”. Although the Postal Service is undoubtedly faced
with financial challenges, these issues are not primarily the result
of its business practices. It is no secret that the most significant
restraint on its success remains the congressionally mandated pre-
funding of retiree health benefits.

The Postal Service would have shown a $660 million profit in the
third quarter of fiscal year 2013 had the retiree health benefits
pre-funding burden been excluded. Thus far in 2013, it would have
made a $330 million profit excluding the pre-funding payment.
This is a remarkable achievement considering the Nation’s sluggish
recovery from the largest economic downturn since the Great De-
pression.

It demonstrates the Postal Service’s ability to turn a profit while
building upon its current business model and continuing to provide
universal service. But S. 1486 would disrupt this success. It would
slash service, cut delivery days, close post offices and postal facili-
ties, disrupt collective bargaining, and reduce employee benefits, all
because of a pre-funding schedule that represents roughly 80 per-
cent of the Postal Service’s total losses over the past 6 years.

These changes will drive more and more people away from using
what is consistently ranked the most trusted government agency,
and will eventually lead to the Postal Service’s demise. We have al-
ready seen the negative impact of these cuts and reductions. Prior
service changes and plant consolidations have slowed down proc-
essing and delivery times across the country.

Numerous accounts are coming in from rural letter carriers that
mail is coming to them late in the day. This means late delivery
to customers, often after dark, inconveniencing customers awaiting
parcels, medications, and other important items.

Meanwhile, mail that carriers collect on the route is often sitting
overnight before being processed because many post offices have
imposed earlier dispatch times, meaning that mail collected on the
route does not come back in time to be sent to the plant.

Shipping and package delivery revenue continues to increase dra-
matically as a result of a rapidly increasing e-commerce sector,
which is helping to mitigate the negative impact of online commu-
nication and bill pay. But further cuts will continue to chip away
at the Postal Service’s ability to efficiently handle the mail and
package volume coming through this system.

The NRLCA strongly believes that S. 1486 would cause the Post-
al Service to abandon those Americans who most depend upon the
regular delivery of the mail. Rural America, in particular will suf-
fer extreme hardship if our customers and small businesses lose a
day to send and receive mail.

The livelihoods, and often health and well-being of entire commu-
nities depend on the Postal Service to facilitate communication and
deliver goods. In many parts of rural America, there are simply no
alternatives. In the past, the Postal Service and its rural letter car-
riers have always been there for them. I am here today because I
want rural carriers to continue to be able to provide high quality
service to their customers.
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Mr. Chairman and Members of the Committee, we have the po-
tential to succeed if only Congress would address the unfair pre-
funding mandate and allow the Postal Service to focus on growing
the business, not shrinking it by reducing delivery service. By
doing so, you will give the Postal Service a fighting chance to re-
main viable without taking drastic measures that will only harm
this great institution. The Americans who rely upon it, and the em-
ployees, such as rural letter carriers, who serve it with determina-
tion, integrity, and pride.

Thank you for allowing me to submit testimony and I would be
happy to answer any questions.

Chairman CARPER. Great. Madam President, thank you so much.
Thanks for the testimony and for being here with us today. Mr.
Beeder, great to see you. Please proceed.

TESTIMONY OF JOHN BEEDER,! PRESIDENT AND CHIEF
OPERATING OFFICER, AMERICAN GREETINGS

Mr. BEEDER. Thank you, Senator Carper, Senator Coburn. I am
speaking here today on behalf of the Greeting Card Association
(GCA), which represents more than 150 publishers of greeting
cards and related social stationery products throughout the United
States. We are grateful for the opportunity to participate in today’s
hearing.

S. 1486 contains many desirable reforms and initiatives. We are
pleased to see the two common sense recommendations. A shift to
more cost-effective modes of delivery and a realistic treatment of
retiree health benefit funding are prominent features of S. 1486.

However, the ratemaking provision of S. 1486 is a matter of
grave concern. Section 301 should be stricken and the current
PAEA ratemaking provisions left in place. The Postal Service’s fi-
nancial problems are not due to the ratemaking system. The Postal
Service today has a cost problem, not a ratemaking or a revenue
problem.

The unworkable PAEA retiree health care pre-funding schedule,
appropriately redesigned as in Section 103 of the bill, cures a large
part of the Service’s current deficit. Thus, there is no reason to en-
courage it to drive away customers and reduce its own revenue by
eviscerating the ratemaking system as S. 1486 would do.

Doing away with PAEA’s relatively liberal price cap incentive to
efficiency after 2016 makes no sense, especially in the context of
other important features of S. 1486. With neither a close tie be-
tween rates and costs nor an exogenous price cap limiting increases
there would be nothing in the statute to forestall resorting to reg-
uﬁr rate hikes above the CPI as a way of avoiding the unavoid-
able.

S. 1486 would weaken existing controls unnecessarily. Today
there is an independent evaluation by the PRC of whether each
new set of rates conforms to the price cap. Handing this function
over to the same Board of Governors, which directed the filing of
the rates in the first place, would put the Board in the untenable
position of independently verifying its own actions.

1The prepared statement of Mr. Beeder appears in the Appendix on page 136.
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Another serious flaw in the bill is treatment of exigency rate
cases where at least four legal standards must be met. These have
the potential to be controversial. The evaluator must find, one, that
exceptional or extraordinary circumstances are present; and then
that the increase is, two, reasonable; three, equitable; and four,
necessary under the best practices of honest, efficient, and economi-
cal management.

S. 1486 would have the Board of Governors decide these four dif-
ficult questions. This is a conflict of functions and would allow the
Postal Service to effectively act as an unregulated monopolist.
These problems cannot be solved by allowing rate decisions to be
reviewed by the PRC on complaint. Injured mailers, who have the
burden of proof, would be hard-pressed to meet the considerable ex-
pense of proving such a case. The Board of Governors would decide
rate questions with apparently no obligation to describe or disclose
all the data and assumptions upon which they relied.

Moreover, during the complaint process, the complainants would
be paying questionable and, perhaps, provably unjustified rates.
We could realistically expect potential complainants would simply
switch more of their communication to alternative carriers or to the
electronic media.

Another ill-advised feature of the bill is Section 206 which does
away with the PRC’s advisory opinion role in connection with sig-
nificant nationwide service changes. First, abolishing any inde-
pendent, pre-implementation review would be a serious loss of
users of the mail and the Congress itself.

The PRC’s advisory opinions have provided a well-informed, ob-
jective view of these changes, some of which are fundamental defi-
nitions of the level and quality of service that should be of concern
to Congress. Section 206 appears to contemplate rate and classi-
fication changes along with or as part of a service change. This
could make estimation of the combined effects almost unmanage-
able.

The GCA is also disappointed that S. 1486 seriously weakens the
sensible compromise reached in the 112th Congress on reducing de-
livery days. Section 207 of S. 1789 appropriately required a 2-year
waiting period and a determination, subject to review by the Gov-
ernment Accountability Office (GAO) and the PRC, that other pre-
scribed cost-savings measures did not obviate the need to cut serv-
ice in order to achieve long-term solvency. These necessary safe-
guards are diluted or omitted altogether in S. 1486.

To summarize, Sections 301 and 206 should be stricken from the
bill to restore the bill’s focus on creating a streamlined, cost effi-
cient, capable Postal Service to meet today’s needs. Encouraging an
approach to financial problems that would facilitate potentially
large rate increases and service cuts, cuts needlessly and under-
mines the beneficial features of the bill. And eliminating inde-
pendent review of important decisions is not in the interest of mail
users, the Congress, or in the long run, the Postal Service itself.
Thank you.

Chairman CARPER. Mr. Beeder, thank you so much. Mr.
Cerasale, please proceed.
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TESTIMONY OF JERRY CERASALE,! SENIOR VICE PRESIDENT,
GOVERNMENT AFFAIRS, DIRECT MARKETING ASSOCIATION,
INC.

Mr. CERASALE. Thank you very much. Good afternoon, Senator
Carper, Senator Coburn, it is a pleasure to be here and I am here
representing a united mailing industry, including the Affordable
Mail Alliance, the Coalition for a 21st Century Postal Service, all
major customer trade associations, paper, printing, and mailing
technology industries. Together it is a $1.3 trillion industry that
employs nearly eight million private sector workers and constitutes
some 9 percent of gross domestic product (GDP).

It is those businesses, non-profits, and other mailers whose deci-
sions to purchase postage pays the bills of the Postal Service. They
account for approximately 80 percent of mail volume and con-
tribute 90 percent of the revenue of the Postal Service. Yet, that
industry has lost since 2007 over one million jobs and many more
are still at stake.

So we are very pleased to be invited here today to testify before
you. We are encouraged that you remain invested in postal reform.
We appreciate your leadership on this vital matter. My written tes-
timony contains our positions, and often our support, on many of
the provisions in your bill, S. 1486, and I ask that the testimony
be admitted in the record.

This afternoon, I do want to focus on one major area, postal
rates. S. 1486 would grant the Board of Governors of the Postal
Service unilateral pricing authority for the mail over which it has
both the statutory monopoly for delivery and a monopoly over the
mail receptacle. There would be no price cap and there would be
a weakened Regulatory Commission that would have after-the-fact
complaint review with no authority to set postage rates and no au-
thorit)(f) to require refunds. What monopolist would not want such
power?

And although the monopoly is weaker than it has been, it still
exists, and even if it were eliminated, the Postal Service would still
maintain market power over the delivery of paper letters. We op-
pose that expansion of monopoly power. We do not think it is good
for the economy, for our industry consistent with our system of
checks and balances, and in the long run, we do not think it is good
for the United States Postal Service.

Elimination of the price cap, a cap which the PRC today said has
been successful in reining in costs of the Postal Service, would re-
introduce uncertainty and unpredictability in rate setting and drive
out mail from the mail system at a faster pace. We hear that all
the time from executives of our companies.

We also have heard today that mail volume is price inelastic.
Any mail volume lost would be more than compensated by an in-
crease in postage revenue. We disagree with that, particularly
when postage increases are more than the rate of inflation. Inspec-
tor General Williams has said that his price elasticity study was
limited to small changes in price, not inflation busting increases.

The last time market dominant postage rates were greater than
the rate of inflation was May 2007. I am going to use the example

1The prepared statement of Mr. Cerasale appears in the Appendix on page 201.
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of catalogs. Catalogs received a double digit postage increase in
May 2007 and in the next year, volume for those catalogs dropped
23 percent. And most of that volume was the loss of prospecting
mail, looking for new customers, and the investment which is the
investment in the mail future.

During that time of 23 percent volume drop, standard mail in-
creased—volume rose. However, if catalogs were inelastic, even
with a 23 percent volume collapse, postal revenues should have in-
creased. It did not. Revenue dropped 11 percent. The catalogs were
not price inelastic.

Now, the Postal Service has relied on similar studies when it in-
vested in flat shape sorting equipment to bring down the cost of
sorting mail, which we agree with. Unfortunately, the 23 percent
drop in mail volume resulted in too little flat-shaped mail to make
running those machines efficient.

We are paying for that mistake. The mistake is one of the pri-
mary reasons the flat-shaped mail is currently, quote, underwater,
close quote. We urge you not to make decisions based upon studies
that do not apply, or we think do not apply, to inflation—above in-
flation postage increases. Please do not eliminate the cap.

We ask you also to include the compromise in the Postal Reform
bill that the Senate passed last Congress to study the effects of ex-
cess capacity on flat-shaped mailing costs before requiring any
postage changes. Many of the provisions of S. 1486 will alleviate
the financial pressure on the Postal Service. Allow those to work
before enabling above-CPI postage increases.

Mail is not price inelastic with above-inflation postage increases,
and the Postal Service will suffer in the long run. We pledge to
work with you to find solutions in the Postal Service financial sta-
tus that do not drive customers away from the mail. Thank you
very much for the time and I look forward to your questions.

Chairman CARPER. You bet. Thanks, Mr. Cerasale. Mr. Weisberg.

TESTIMONY OF SETH WEISBERG,! CHIEF LEGAL OFFICER,
STAMPS.COM

Mr. WEISBERG. Thank you very much for inviting me to speak
today. I am here on behalf of Stamps.com, the leading PC postage
company. PC postage is Internet-based computer software that al-
lows customers to print their own postage using their existing com-
puter and printer. Our software has been developed to provide a
full suite of modern, cutting edge tools to mailers and shippers. We
provide continuous product improvements and high touch customer
support all at negligible cost to the Postal Service.

Customer adoption of PC postage has grown rapidly since it was
introduced and has brought in new mail volume that would other-
wise have gone to postal competitors. Just 6 years ago, PC postage
accounted for roughly $250 million in annual postage sales. In
2012, Stamps.com, and Endicia together, accounted for over $2.85
billion in postage sold.

Stamps.com postage growth alone was more than 70 percent year
over year in 2012. That is right, growth even through the heart of
the recession. The substantial majority of postage purchased

1The prepared statement of Mr. Weisberg appears in the Appendix on page 211.
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through PC postage is used on Priority Mail and Express Mail
products, the classes of mail that provide USPS with its highest
level of contribution above direct costs.

Virtually all the Priority and Express growth surge in recent
years is generated through the PC postage industry channel. A re-
cent Postal Service study showed revenue through the PC postage
channel costs two cents per $1 of revenue, compared to 47 cents per
$1 of revenue through a USPS-owned retail outlet.

Our technology includes batch capability that allows users to
print a large volume of shipping labels all at once, database inte-
gration technology for seamless, automatic import and export of in-
formation to and from a customer’s internal order database, and di-
rect integration with e-commerce platforms.

An e-commerce merchant with multiple stores can consolidate all
of their orders so they can ship them out with ease. With one click,
they can directly import all of their order data from the most pop-
ular online marketplaces, including eBay, Amazon.com, Yahoo!,
PayPal, Google Checkout, and Etsy, plus the most popular shop-
ping cart software. When they are ready to ship, they can just se-
lect the orders and print their shipping labels.

All the shipping data, including USPS tracking, will automati-
cally post back to their web stores. They can also automatically
order a carrier pick-up, send an electronic manifest to the Postal
Service, and generate a scan form so all the carrier has to do is
scan the form once and all of the packages are automatically in the
Postal Service’s computer systems.

We believe that public/private partnerships are the best path for-
ward for the Postal Service as technology innovation becomes in-
creasingly important for its future. The Postal Service’s e-commerce
shipping business has been on fire because of a deeply successful
public/private partnership set up over a decade ago.

The existence of the PC postage industry is based on a partner-
ship between the Postal Service and private industry that was
forged in 1995 when the Postal Service intelligently decided that
the extremely challenging technology issues that need to be solved
to allow a standard PC to print U.S. legal tender in a secure and
convenient method were best solved by private industry.

Public/private partnership in the PC postage industry takes the
form of the Postal Service regulating industry participants to make
sure they are secure and work well technically with the Postal
Service’s systems. The Postal Service also partners with the indus-
try to achieve mutual win-win goals of improving the customer ex-
perience, increasing revenue, and minimizing costs.

Pat Donahoe and so many of the dedicated postal veterans who
have ably worked with us for many years deserve much credit for
the success story that is the partnership between the Postal Serv-
ice and the PC postage industry. Thank you.

Chairman CARPER. Dr. Coburn has another engagement he needs
to get to. I am just going to say one quick thing and then I will
just turn over the questioning to him and then I will wrap it up.
Mr. Cerasale, in your comments, you mentioned the rate hike, I
think you said it was April 2007, and then we saw like a year later
the drop of, I think you said, 23 percent in mail volume for at least
one particular product.
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My recollection was the worst recession since the Great Depres-
sion actually began in 2007 and we sort of hit the bottom, like at
the bottom of the cliff, sometime in late 2008. So I just would have
us keep that in mind. You do not have to say anything. Now let
me yield to Dr. Coburn. We will continue that conversation. Thank
you. Senator Coburn.

Senator COBURN. I want to ask Mr. Cerasale, you said your in-
dustry represents 9 percent of the GDP in this country? That was
your testimony?

Mr. CERASALE. $1.3 trillion worth of—yes, it is about 9 percent
of the GDP.

Senator COBURN. Well, that is not just your industry. That is the
side effects coming off of your industry.

Mr. CERASALE. Yes. The entire mail community industry.

Senator COBURN. The entire mail community industry represents
$1.3 trillion?

Mr. CERASALE. Yes.

Senator COBURN. I would like very much for you to supply the
back-up of that data to this Committee.

Mr. CERASALE. I will.

Senator COBURN. That means it is the second largest component
of our whole economy.

Mr. CERASALE. I will do that, yes, Senator.

Senator COBURN. I doubt seriously that is factual. We have had
some criticism, Mr. Cerasale, on the IG’s study, and in your state-
ment, you say it is unacceptable to give more pricing authority to
the Board. But that would tend to contradict your position in PRC
Order 1541, which I will put your letter! to the Postal Regulatory
Commission in the record.

Chairman CARPER. Without objection.

Senator COBURN. Where it says, you do not believe the Commis-
sion has the authority to require further adjustment in this pro-
ceeding. So my question is this, do you trust the PRC more than
the Postal Service when it comes to pricing standard flats?

Mr. CERASALE. The Postal Service has a monopoly and there
needs to be someone to overlook it.

Senator COBURN. So here is my question to you on that. Do you
think that a Board of Governors of the Post Office is going to give
a price that is going to cause them a 23 percent loss in volume in
the first year of a recession?

Mr. CERASALE. Well, it was the first year of the recession, but
standard mail rose during that year.

Senator COBURN. I understand that. I mean, it is prudent. Any
of your businesses that you represent, are they going to do that?
They are not going to do that.

Mr. CERASALE. My businesses would not do that with a product
that they could not sell with volume dropping. They would most
likely reduce prices to try and increase sales and volume and not
raise prices whatsoever.

Senator COBURN. And so right now, your industry, in terms of
the Post Office, what is the net difference in revenues versus cost
of delivery of your products today?

1The letter to the Postal Regulatory Commission appears in the Appendix on page 233.
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Mr. CERASALE. Well, if you look at the——

Senator COBURN. Today. I mean, this last year.

Mr. CERASALE. Yes, I understand. The Postal Service has lost, I
think it is a $6 billion loss, so I think if you look at—and my indus-
try produces—pays for all the mail, that is it. Part of that cost, of
course, is the retiree health benefit pre-funded. They are

Senator COBURN. I am actually trying to get to your industry and
what the revenue is the Postal Service gets off of your industry
versus what it costs to deliver your mail.

Mr. CERASALE. Right.

Senator COBURN. And I think that number is in excess of $500
million last year, was the difference between the cost of delivering
your product and the revenue that came from that, and I would be
happy to share that with you.

Mr. CERASALE. Sure. I was trying to answer in terms of all the
mail, which is what—we produce 90 percent of the revenue, 80 per-
cent of the volume. So it virtually looks at the—you would have to
say that in large part, it is the financial bottom line of the Postal
Service. That is the differential.

Senator COBURN. All the more reason:

Mr. CERASALE. That is 90 percent of the volume and that in-
cludes—that cost includes what the Postal Service will be default-
ing.

Senator COBURN. All the more reason. If you are that integral of
a part of the revenue of the Postal Service, would not cogent mem-
bers of the Board be very slow to cause something that would lose
them significant volume?

Mr. CERASALE. They should be.

Senator COBURN. Well, do you think they would not be?

Mr. CERASALE. Our businesses, people that we talk to in our in-
dustry, would try to look to lower prices to get more volume. That
is what they would do if there is a volume—a sales problem. And
that is not what the Board of Governors is looking to do.

Senator COBURN. Well, but what they are—I guess the point I
am trying to make is, right now, the cost to have your business is
a half-a-billion dollar loss——

Mr. CERASALE. OK.

Senator COBURN [continuing]. In the Post Office. So the question
is, are there not smart people that can say, where is the best cost
benefit ratio for the Post Office in terms of your industry? And are
you saying you do not think those people are available to make
those decisions?

Mr. CERASALE. I think there are people available to make that
decision, but I would not put it in the hands of the monopolists to-
tally. As I said in my written and in the oral statements, we have
an excess capacity issue that the Postal Service based on numbers
that have been produced and purchased the flat sorting equipment
system that is not utilized because the volume went away. The vol-
ume went away on a pricing decision.

So we think that eliminating that kind of excess capacity—and
the Postal Service has done an excellent job eliminating capacity,
but we have seen drops in first-class mail volume long before 2007,
and some of those changes should have been occurring sooner.
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Senator COBURN. But if you look at their employment, they had
a shrinkage of 100,000 employees before the caps were ever put in.

Mr. CERASALE. Yes.

Senator COBURN. So they recognized that problem. It was not
that they did not recognize it. Let me move on, I think, if I can.
In your statement, you say in today’s competitive world, the mar-
ket will be determinative regarding postage rates. That is exactly
what our bill is trying to do, is let the market be determinative.

And I understand. If I was sitting where you are, I would say,
no, I want a second shot at this every time. And I do not disagree.
I am a private sector guy. I understand that. But there has to be
a balance. We cannot continue to subsidize the flat business at a
half billion dollars a year and then tell the people who are working
for the Post Office, oh, by the way.

And so, the question is, is there is a balance there? There has
to be a balance. And what Senator Carper and I are trying to do
is to create the environment where all those factors are taken into
consideration as you make those decisions. And the way the Postal
Regulatory Commission is set up is, you are going to second-guess
it a lot. And then if you do not agree, you can sue them.

So we are trying to change that to where market forces really are
determinative. And it may just be that they lower the price so flats
will come back based on what their market analysis says.

Mr. CERASALE. I am not here just representing flats. I used the
catalogs only as an example. I am representing all shapes and sizes
and so forth.

Senator COBURN. I understand that.

Mr. CERASALE. But we agree that market forces should help de-
termine what prices are asked, but you do have a statutory monop-
oly and it is there, it exists, and it is a monopoly not just on the
delivery of letter mail, but a monopoly on the mail receptacle as
well. That also has some significant market power that the Board
of Governors would have control over in setting rates, and that is
the problem that we face.

And I do not have an exact solution for it. I know that elimi-
nating the cap, after-the-fact review, no refunds, and think about
it. How would we even do refunds?

Senator COBURN. Well, we have already testified. There are ways
to do refunds on the large customers. There is no question about
that. Let me make one other point with you. We are going to have
a postal system and what we know is we have to make it viable.
We have to make the numbers work. And we cannot do all of that
on the backs of the people who work for the postal system. It can-
not happen.

But here is what is going to happen if we do not get this right
and we do not use market forces. You are not going to use the Post-
al Service.

Mr. CERASALE. That is right.

Senator COBURN. You are going to go and build warehouses and
packaging where you are putting all the catalogs and mailers in a
parcel box and then you are going to come back and use the Postal
Service. So you are going to get your product out there, whatever
the market determinative way says.
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And what Senator Carper and I are trying to do is balance both
the pricing and the cost and give the flexibility so that the deci-
sions can be made in real time, because it is acute. They are at
their limit on borrowing. We are going to try to make all the
changes that we can in terms of pre-paid health care. We are try-
ing to make the changes in terms of the retirement funds that have
been put in excess. We are trying to do all those things.

But to say that we are always going to have a slow process when,
in fact, market ought to determine—just as your testimony said—
what the price ought to be that you are paying. And they are not
going to do something that is going to Kkill their volume because
that is what they need right now. They need volume and revenue.

And so, I understand where you are coming from representing
your industry and I appreciate it, but it is like I have told every-
body in your industry, there is going to be more than an inflation
cost because we cannot even meet the commitments that we have
now to the postal employees unless there is something.

Now, how much that will be versus how much volume loss that
is, they are never going to make a decision that gives them less
revenue. They are going to make a decision that gives them more
revenue, and that volume/price relationship is going to be deter-
minative in the marketplace. And so, you have an extra Governor
out there for you because they need you, they want you, and they
are not going to run the prices up on you excessively. I am out of
time. I will let you go and then I will come back.

Chairman CARPER. Mr. Cerasale, are you ready for a break?

Mr. CERASALE. No.

C(l)lairman CARPER. Pick on somebody else here for a minute or
two?

Mr. CERASALE. It is a good discussion.

Chairman CARPER. Real good discussion.

Mr. CERASALE. It is one we should have. This is an important
question.

Chairman CARPER. Back when we introduced this bill, what we
hoped to do was to foster a good discussion and we certainly have,
and this is continuing. I guess it is going to continue next week and
f\Zvell beyond. But this has been a real helpful hearing to us thus
ar.

I have a couple of questions. I am going to ask each of you to
take maybe less than a minute and just give us a closing thought,
so you will be thinking about what you want to leave us with. Then
we are going to wrap it up and head for the hills.

I want to come to, if I could, to Mr. Weisberg. I held up earlier
this mailer that I got, Mr. Weisberg. I do not know if you were here
when we did it, about sort of the re-branding of Express Mail. They
call it Priority Mail Express. I have a really smart new product and
one that I think is actually going to make a lot of money for the
Postal Service. We will see if that is true.

But you said earlier you cannot just cut, cut, cut, although there
are a lot of ways to save money. The Postal Service has identified
those. They have worked with their unions, their employees, the
Board to do that. But we talked a little bit, briefly, about what we
need to do to reduce the Federal budget deficit further. We are
down from $1.4 trillion to $700 billion. What do we need to do fur-
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ther? I have said we need entitlement reform that saves money,
saves programs, does not savage old people or poor people. That is
No. 1.

No. 2, we need tax reform to actually generate some revenues.
And we need to figure out how to get a better result for less money
in everything we do. It is interesting to me how many people have
said to me over the last 4 or 5 months, they are willing to pay a
little more in taxes. They just do not want us to waste their money.
That is what they say. They say, I am willing to pay some more
taxes. I just do not want you to waste the money.

So for us on the Postal side, that means we have to look at the
cost side and where we can take costs out, what do we need to do
in our jobs, here in Congress, to enable those savings to be real-
ized. And obviously, the unions have to be a part of this, in the give
and take process with management.

But even after we have done a fair amount on the cost side, there
is some more to be done. A big discussion on health care, very im-
portant discussion next week on health care, as you know. I just
want to come back to you. I appreciate very much your insights.

But you talked about how public/private partnerships are the
best path forward for the Postal Service, I think you said, the suc-
cess of PC postage, which certainly supports your point. How can
the Postal Service help create a more nurturing environment for
the marketplace to create new products that help its customers?
That is No. 1.

And second, we know you are not a futurist. Neither are we. But
could you offer any insights on what untapped innovation opportu-
nities might be out there for the Postal Service? And you referred
to a couple of those. The Postmaster General gave us a pretty good
list.

Our friend, the Inspector General, gave us a pretty good list. But
just anything that you heard out there, anything of your own.
What are some other untapped innovation opportunities that you
are aware of that you would certainly underline, highlight, say for
God’s sake, do these? Please.

Mr. WEISBERG. Thank you very much. For your first part of the
question on how to foster public/private partnerships in the devel-
opment of technology, I would really point to working well with
your partners, doing deals with them in a fair and square way, and
for us, we would also say not unfairly competing with your own
business partners.

So it is really a focus on working together well, putting good in-
centives in place, and then getting out of the way to let it be done
efficiently and well. And the Postal Service has worked for us very
well in that way, I would say. One suggestion I would have for the
Postal Reform bill in that area is some language that you will see
in the House bill that talks about making sure the Postal Service
is not unfairly competing with postage evidencing providers.

In the second part of your question, where are the real revenue
opportunities for growth through innovation, and it is in packages.
You have been hearing about it. The Postal Service has a huge role
in packages. They have a tremendous cost advantage by going to
all of the consumer locations. There is huge growth coming in the
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delivery of packages, and the Postal Service is getting the smallest
share of it amongst its competitors today.

By having cutting edge technology, that means product develop-
ments, updates that happen on a daily basis, that means having
247 high quality, high touch customer support, all of the modern
things that a technology company can do, the Postal Service has a
tremendous opportunity to continue to grow the package business
in a big way for many years to come. So it is really innovations
around that.

And if you look at what has been set up with the PC postage in-
dustry, our salespeople can go working hand-in-hand with the Post-
al Service sales force to a company that needs to get up and run-
ning shipping packages, even a large company, and have them
shipping overnight.

We had one example where a major health care provider, Kaiser
in Southern California, had a sudden need, because of DHL being
shut down, to get drug prescriptions really quickly to its customers.
They came to us at 5 p.m. one day. The next day they were print-
ing out all of the Express Mail shipping labels to do it.

In order to do that, you really need a private technology company
that lives and breathes—we are based in California—the way that
those companies work to be able to get customers up and running
quickly and to do it in an efficient way. All of that without the
Postal Service paying money for it. For the Postal Service to try to
do that itself would just be so much less efficient.

Senator COBURN. I just had a few questions for Mr. Beeder. I am
a big buyer of cards. When I go in a place, I buy them.

Mr. BEEDER. Thank you very much.

Senator COBURN. You talk about inflation, though, over the last
10 years. I just have some examples. It is your birthday. That is
a $3.69 card.

Mr. BEEDER. And worth every penny of it.

Senator COBURN. Well, it depends.

Mr. BEEDER. OK.

Senator COBURN. I am going to make a point here.

Mr. BEEDER. OK. I know you are.

Senator COBURN. Here is a card that is $3.99. This was made by
your competitor. Here is a cheap one. It is only 99 cents. So let us
just take—oh, and this one is a Superman for Senator Carper,
$5.99. So let us just take, for example—I do not know what the av-
erage is, but let us say $2. And a postage stamp right now is what?

Mr. BEEDER. Forty-six cents.

hSeI‘l?atOI‘ COBURN. Forty-six cents. And inflation last year was
what?

Mr. BEEDER. What was it, Senator, 3 percent?

Senator COBURN. Less than 2 percent.

Mr. BEEDER. OK.

Senator COBURN. All right. So 2 percent on 46 cents is a penny.
Now, let us say if the average cost 1s $2 and you went up inflation,
that is 4/10ths of 1 percent. If you went up twice inflation, that is
about 6/10ths of 1 percent. So you went up twice inflation. Do you
think that the demand price curve on your card, which is—I think
$2 is way too cheap for the average card in terms of my assess-
ment.
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Do you think that actually makes a difference? Instead of the one
penny increase or two penny increase, do you think that actually
makes a difference when I am buying a $5.99 or $4.99 card, espe-
cially when it is all around holidays? Explain to me your concern
about a 4 percent postage increase for the mailing—in your section
of the mailing industry and how that works economically, because
I really do not understand it.

Mr. BEEDER. Well, you mentioned holidays. A good number of the
cards sent through the Postal Service are actually holiday cards.
And when you buy a holiday card or an invitation or even a piece
of stationary and you want to mail it, you will buy frequently a hol-
iday card, 20 of them in a box for $6 or $8.

So the cost of that card would be 30 or 40 cents, not $2. I wish
every card we sold was $2.

Senator COBURN. Almost every one I buy is way more expensive
than that.

Mr. BEEDER. Can I have your name and number? We will get you
some marketing materials.

We are concerned because the holiday volume is so strong that
the postage stamp actually costs more than the greeting card. So
that when you increase the prices on postage, you fundamentally
change the economic equation of a consumer who might be sending
60, 80, 100 cards on the holiday and they have to fund all of that
postage. That is where it really hits home in our industry.

Regarding the pricing of those greeting cards, one of the things
that we have worked very hard on, that you have encouraged the
Postal Service to work on, is innovation. So we have competition
from the Internet, we have competition from all of these online
sources, so we have improved the capability of what greeting cards
can do so that we can compete with those services. Greeting cards
walk, they talk, they bounce, they jiggle, they have Superman on
them and

Senator COBURN. They sing songs.

Mr. BEEDER. That is what we have to do. But we do not live in
a monopoly environment. We have to compete in the marketplace
against all types of things and if we do not deliver innovation and
keep track of prices, make sure that we support the Postal Service
as we can, it impacts our business a lot.

Senator COBURN. So why would not somebody who is going to
send 50 greeting cards this Christmas buy a Forever stamp?

Mr. BEEDER. They could do that this year. But in future years,
as the pricing goes up, the price of the Forever stamp will go up,
too. That is a solution that might bridge them over for a year or
two. We are thinking about the long term, Senator.

Senator COBURN. OK. Thank you very much.

Chairman CARPER. Every week at this time there is a Bible
study group that meets over by the Capitol and one of the things
that Barry Black always tells us—he is our chaplain, a Navy Admi-
ral, Chief of Chaplains for the Navy and Marine Corps. He always
implores the Senators usually the ones that show up are the ones,
those of us who need the most help.

But one of the things he always urges us to do is to pray for wis-
dom. So that is something that a lot of my colleagues and I do. We
need to, God knows. I am not going to ask what your prayers are
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for us, but in terms of imparting some wisdom, this is a chance to
give us just a quick closing statement. I will ask you to use less
than a minute if you will. I am going to start, Mr. Guffey, with you,
Mr. President. Just something you really want us to take to heart
as we walk out of here.

Mr. GUFFEY. Just two things real quickly. This is for the Senator
from Montana who is no longer here. What people have to under-
stand, these offices where they close a plant down, there are a lot
of towns around those plants. And mail would get picked up there
at five in the evening, taken over to this plant, and be worked and
returned back, 1-day service.

Now since they do not work the mail in Plant A, the mail in
these small towns has to leave those towns to get over here to
Plant B to be worked earlier in the day, say like at one o’clock.
That means all the cards that are picked up, or people want to
mail invitations for their kid’s birthday party, or sympathy cards
for a funeral that week or something, they drop it in the mail and
the carrier comes by and picks that mail up.

Then they take it back to the office. Well, the dispatch time has
already gone by. So if this is Friday evening, it does not get over
to Plant A until Saturday and over to Plant B until the following
Monday and that is when those cards are canceled.

So those 3 days do not even count in the Postal Service’s system.
When they cancel it, then it gets marked into the Postal system
and it goes through and their records show 1-day delivery, 2-day
delivery, when they have actually added maybe 2, 3, or 4 days on
there that do not even count. That is one thing and I have heard
two other

Chairman CARPER. I am going to ask you, I said 1 minute and
you are up to 2 minute. One more thing and that is it.

Mr. GUrFFEY. OK. That is it. The issue about privatization. Let
us talk about privatization. Just two things about that. All these
small countries over there like England and what have you, have
a great transportation system, do not require movement of mail by
airlines. And they also have socialized medicine which means they
do not have any current costs for their employees in health insur-
ance and they do not have any future retiree costs.

Chairman CARPER. That is not true for all of them, but go ahead.

Mr. GUFrFEY. Well, it is for England and Germany, sir. And to say
that is just to say this. They have more expensive—.6 pounds is $1
over here; Germany, it is 78 cents. It is more expensive and they
have it privatized and they have it outside. And they do not have
discounts. They do not have discounts for big mailers.

Now, we have a system over here that works, it is better for ev-
erything, so privatization is not a situation, I think, that works in
this country.

Chairman CARPER. OK. Thanks so much. Ms. Dwyer, please be
brief, if you will. Get right to the point.

Ms. DwYER. All right. I will try. The rural letter carriers have
always been service oriented. That is what I talked about today.
We are passionate about it. We believe it. And I am here to tell
you, if you try to cut it to 5 days a week, you will destroy the Post-
al Service.

Chairman CARPER. OK.
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Ms. DwYER. We have a firm belief that is true. Listen to the
numbers that I gave you today. The Postal Service can succeed.
Allow us to do that. Unshackle us from the pre-payment. Do that
and give us a chance to be viable, keep us in an environment where
we can succeed and we will do that.

Chairman CARPER. All right. Thanks. That was great. The legis-
lation that Dr. Coburn and I have introduced says, essentially, a
year after enactment of the bill, the Postal Service may go from 6
to 5-day per week services. You still have to have post offices open,
access to postal boxes, they still have to do parcel and package de-
livery, and they are free to provide the service even on Sunday if
they can find a way to make that financially viable.

But if there is any chance to ensure that when the Postal Serv-
ice, a year after enactment of our bill, for example, that they decide
not to go to 5-day-a-week service, it is for them to have found ways,
innovative, new products, new ways to generate revenues off this
legacy organization. And the other thing is to find ways, especially
on the health care side to save money. That is the 800-pound go-
rilla here in the room. I know you all are working on that and I
would ask that we just continue to do that, good conversations,
good negotiations. I would just urge you to keep those up. Mr.
Beeder.

Mr. BEEDER. Affordable rates are critical to consumers’ participa-
tion in the Postal system and the provisions in this bill raise the
prospect of a number of negative outcomes. Without adequate re-
view, it is likely that inappropriate rate increases could be imposed
with no practical remedy available to mailers. The USPS oversight
not only provides price stability, but also fairness among mailers,
subject to the monopoly provisions of the non-competitive cat-
egories.

Chairman CARPER. Good. Thank you, sir. Mr. Cerasale.

Mr. CERASALE. Yes. The monopoly is something that we are con-
cerned about. The CPI cap has been an incentive to rein in postal
costs and without it, we think or fear it is too easy to raise postage.
And in the scoring battles we have had in previous postal reform
legislation, the Congressional Budget Office (CBO) has found in-
creasing postage decreases the likelihood of cost-cutting. And I
would be very worried about that.

Chairman CARPER. Thank you. Mr. Weisberg.

Mr. WEISBERG. I would like to help us all leave on a positive
note. The Postal Service has done a fantastic job in working with
the PC postage industry and is just starting to reap the benefit of
that growth. There is a huge opportunity in the growth of e-com-
merce shipping and we look forward to working with the Postal
Service to help get the benefits of it.

Chairman CARPER. Thanks. Dr. Coburn, any last word?

Senator COBURN. No. I would like permission to put just a little
statement into the record on cross-subsidization, statements of Mr.
Cerasale that he has made in terms of 19961 and 1998 where his
industry was worried about cross-subsidization.

Chairman CARPER. Good enough. Without objection.

1 Additional information submitted by Senator Coburn appears in the Appendix on page 221.
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We are at the point to adjourn. I just want to again thank you
very much for being here, for preparing for your testimony, and for
giving it, for answering my questions. I also want to say, I see be-
hind Mr. Cerasale the Postmaster General. We asked him to stay.
We are delighted that he stayed.

We have another hearing. Some of you will be back. But whether
you are at the hearing and speaking, we are going to have some
time for continuing this dialogue. I think I leave here more encour-
aged than not. There was hope in a hopeless world. And we have
to keep working hard to get there and I think we will. God bless
you. Thanks so much.

[Whereupon, at 12:44 p.m., the Committee was adjourned.]
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Opening Statement of Chairman Thomas R. Carper
“Qutside the Box: Reforming and Renewing the Postal Service, Part I - Maintaining Services,
Reducing Costs and Inereasing Revenue Through Innovation and Modernization”
Committee on Homeland Security and Governmental Affairs
September 19, 2013

As prepared for delivery:

We meet today to examine the financial chaltenges facing the United States Postal Service, and to
consider proposals that have been put forward to address those challenges.

Since I first joined this committee in 2001 as a freshman senator, one of my top goals has been to not just
help the Postal Service get by, but to help it be strong again and remain viable for the long term.

Back in 2006, 1 worked with Senator Collins, Senator Lieberman, our House colleagues, and others to
cnact legislation intended to give the Postal Service the tools it would need to deal with the chalienges
posed by the increasing use of electronic forms of communication. We had no idea at the time that the
worst recession since the Great Depression lay just around the corner and that it — along with the growing
use of email, electronic biil pay. and other communication innovations — would so dramatically erode
mail volume.

Today, as I've mentioned before at this committee's hearings and in other venues, we find ourselves closer
than we've ever been to losing the vital services that the Postal Service offers, along with the 8 million or
s0 jobs that depend on its continued vitality.

As we sit here today in the fall of 2013, the Postal Service has maxed out its credit line with Treasury and
is rapidly running out of cash. Despite an improving economy and some positive signals from package
delivery and advertising mail, the immediate future is unfortunately not very bright for the Postal
Service. Absent legislative intervention, the Postal Service will likely limp along for a few months
unable to invest for the future, and with its employees and customers uncertain of what that future

holds. It can onty limp along this way for so long.

This situation is unacceptable. It is also avoidable, and calls for urgent action from Congress and the
administration. Unfortunately, despite repeated requests from postal management for assistance, we've
faited to act. After months of effort to find common ground, however, Dr. Coburn and I finally succeeded
in introducing bi-partisan, comprehensive legislation on August 1% that has the potential to set the Postal
Service on the path towards self-sufficiency and relevance in the 21" Century.

Qur bill attempts to permanently address the Postal Service's long-standing health and pension issues and
right-size its processing and delivery network, while providing it with the tools to generate new revenue
in the digital world.

My goal with this bill — and I believe Dr. Coburn’s goal as well — is to enact a set of reforms that are
fair to postal employees, to postal customers, and to taxpayers. Our further goal is to fix this problem - at
least for the foreseeable future — and not to kick the can down the road.

Our hearing today will focus largely on the provisions in our bill that relate to postal rates, potential

changes in the level of service provided by the Postal Service, and the innovations that postal
management must put in place in order for the Postal Service to survive and thrive in the coming years.

(53)



54

It's important to note at this point that, despite the relatively positive financial news we've seen in recent
months, tough decisions are still needed in order to get the Postal Service out of the troubles it

faces. Whether it happens today, next month, or next year, it's likely that postal customers will need to

sacrifice at least some of the conveniences they enjoy today. Qur bill would give the Postal Service the
authority it needs to adjust its operations to reflect the changing demand for the products and services it
offers, and the changing needs of its customers.

The Postal Service today needs to be granted the authority from Congress to make decisions similar to
those that our auto companies made in recent years in right-sizing that industry and enabling it to succeed
despite the challenges it faces in the 21¥ Century marketplace.

But the solution to this problem we're gathered here to discuss can't just be about cuts. It has to be about
innovation and finding a way for the Postal Service to be almost as important to my sons as it was it my
generation while we served our country during the Vietnam War, and to my parents’ generation during
World War 11

The Postal Service has been attempting to do just that. It has aggressively marketed its package offerings
and made them more user-friendly and valuable to customers. It has also partnered with companies such
as FedEx, UPS, and Amazon.com to deliver items the last mile to their customers.

For example, in my state, Amazon.com sends trucks out every night from its plant in Middletown to
Postal Service facilities all over the mid-Atlantic and northeast to deliver overnight items that people have
ordered online.

The bill that Dr. Coburn and I have put forward would help postal management with its efforts. It would
also expand the range of products and service the Postal Service can offer by eliminating what was, in
retrospect, a short-sighted restriction placed on postal innovation in 2006. Our provision — along with
others such our language allowing the Postal Service to compete with UPS and FedEx in the shipping of
beer, wine, and spirits — is intended to give postal management the tools they need to make greater use of
its one-of-a-kind processing, distribution, and retail network.

At the end of the day, what Congress must do is to provide some certainty to both postal employees and
custorners, and to ensure that taxpayers — along with all of the fiscal challenges we face as a country —
are pot also saddled with shoring up a failing Postal Service. I don't want to be back here in a few years
discussing how we can dig ourselves out of yet another postal crisis. 1don’t believe any of us want to do
that. As it turns out, if we’re smart enough, and creative enough, and bold enough, we won’t have 1o.
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Good morning, Chairman Carper, Ranking Member Coburn, and members of the Committee. Thank you,
Chairman Carper, for your continued teadership on comprehensive postal reform legistation, and for
calling this hearing to discuss S. 1486, the Fostal Reform Act of 2013, and specifically the topics of rates,
service, and innovation. Thank you, Ranking Member Coburm, for working in a bipartisan manner as an
original cosponsor of the Postal Reform Act of 2013. The U.S. Postal Service needs comprehensive
iegistation that will allow us to achieve $20 billion in savings. During the 112" Congress, the Senate took
action to pass bipartisan postal reform legisiation in the form of S. 1789, the 21 Century Postal Service
Act. We appreciate that effort, and the effort extended by the Senate to work with the Houss untit the
final hours of the 112" Congress to find compromise on a major postat reform bill. However, those efforts
uitimately did not lead to enacted legisiation. We continue fo urge the 113" Congress to act swiftly to
pass comprehensive postai reform that will change -our business model and combine with management

actions to restore the financial viability of the Postal Service.
USPS FINANCIAL CONDITION

The Postal Service continues to be in a very poor financial position as the depth of its $62 billion lability
could only be partially filled with $22 billion in assets, as of June 30, 2013. [Figure 1] The Postal Service
has reached its statutory debt Himit of $15 billion and it held unrestricted cash representing only 11 days of
average daily operating expenses. Current projections indicate that it will continue to have a dangerously
low level of fiquidity in the foreseeable future. The Postal Service will be unable to make the required
$5.6 billion Retiree Health Benefits (RHB) prefunding payment due by September 30, 2013. Thisisin
addition to similar payment defaults on $11.1 billion in 2012. Our cash position will continue to worsen in
October 2013, when the Postal Service is required to make its annual payment of approximately $1.4
billion to the Department of Labor {(DOL) for workers’ compensation expenses. By mid-October 2013, the
Postal Service projects it will have a cash balance on hand of approximately five days of average daily
expenses. For an organization the size of the Postal Service - which has revenues of $65 billion and a
total workforce of approximately 490,000 career employees - that is a razor thin margin. By way of
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comparison, most private sector companies usually have available liquidity of at least two months of

operating expenses.
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Figure 1

The Postal Service has seen seven consecutive quarters of net losses and has recorded losses in 16 of
the last 18 quarters. For the first nine months of Fiscal Year (FY) 2013, we recorded a net loss of $3.2
billion. Last year, the Postal Service recorded a net loss of $15.9 billion and defaulted on RHB
prepayments to the United States Treasury of $11.1 billion. in the past six fiscal years since enactment of
Congressionally-mandated prefunding, the Postal Service has incurred $41 billion of net losses, including
$32 billion of expenses for prefunding RHB. As of June 30, 2013, we had $22 billion of assets versus $61
billion of liabiiities ~ roughly 37 cents of assets to pay each dollar of liabilities. This financial condition,
combined with continuing multi-billion daollar losses highlight the need for immediate legislative reform. To
be clear, the Postal Service does not have the authority or the tools to manage these massive obligations

without comprehensive postal reform legistation.
The results from the most recent financial quarter show a continuous decline in First-Class Mail, our most

profitable category of mail. The loss of First-Class Mail is the primary driver of the decrease in profit
margins that the Postal Service has experienced since FY 2007. fFigure 2] The most significant factor

-2.
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coniributing to the ongoing decline is the migration toward electronic communication and transactionat

alternatives.
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Figure 2

While the shift to electronic communication alternatives has a pronounced negative effect on First-Class
Mail volume and revenue, the expansion of e-commerce and successful marketing campaigns has grown
our Shipping and Package business. However, the increased ravenue in Shipping and Packages does
not provide enough contribution to offset the decline of First-Class Mail. Packages are far more
expensive to process, transport, and deliver than letter mail. 1t takes approximately $3 in package
revenue to make up for every dollar lost by First-Class Mail. Ta cover the $6 billion decline in First-Class
revenue expected by 2017, package revenue would need to grow by $18 billion, or 55 percent, from its
2012 fevel.

The Postal Service has laid out a path forward for future growth and stability. On Aprit 17, 2013, the
Postal Service released its updated comprehensive 2013 Five-Year Business Plan, which details the
implementation of its targeted program to eliminate $20 billion of annuat cost from the business by 2017.
The plan addresses our unfunded retirement fiabiliies head on, by proposing meaningful change, such as
heaith benefit reforms that would properly integrate with Medicare either through a USPS-sponsored
health plan or a redesign of some existing Federal Employees’ Heaith Benefit Plan (FEHBP) plans. Such
a plan would essentially eliminate the unfunded RHB liability primarily by integrating with Medicare, as

.3-
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substantiaily all private sector firms have done for years. Why debate amortization periods for unfunded
balances when we should attack the root probiem of high costs? We further address the unfunded
retirement liability issue through our praoposal to create a defined contribution retirement plan for
employees hired in the future, one that creates a more portable retirement plan for them. Now is the time
for bold and sweeping action, which will allow us to move forward with solutions that will last for years fo
come, instead of piecemeal efforts that will only bring us back here again, pursuing legislative reformin a
few years. 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.

With the backdrop of the 112th Congress’s inability to pass comprehensive postal legisiation and the
March 2013 decision by Congress to prevent the Postal Service from implementing a modified delivery
schedule, the Postal Service’s Board of Governors asked management to evaluate further options to
increase revenue, inciuding an exigent rate increase o raise revenues across current Postal Service
product categories. in weighing this option, the Governors are very aware of the concerns expressed by
the mailing industry about the potential negative effects that an exigent rate increase may have. These
concerns, however, must be balanced against the Board's fiduciary responsibility to effectively manage

k the Postal Service's finances and ensure that the American peopie continue to receive effective mail
service. While they continue to evaluate the benefits and risks of an exigent rate increase, the Governors
have indicated that prompt enactment of comprehensive postal legislation that substantially addresses
the fong-term $20 billion financial gap would be an important factor in the decision to pursue an exigent
rate increase. However, unless the Postal Service is given the legal authority to close the budget gap, an
exigent price adjustment may be necessary in order to ensure that the Postal Service will be able to

maintain and continue the development of postal services of the type and quality the country needs.

COST CONTAINMENT AND IMPROVED EFFICIENCY

The Postal Service has taken actions to contain costs and improve efficiency to adapt to the country's
changing mailing and shipping needs. Operational initiatives have been implemented to better align
network size and cost with reduced mail volumes. These initiatives include the accelerated consclidation
of mail processing and delivery networks, and the reduction in hours at 13,000 Post Offices, in
conjunction with the expansion of alternate retail access. We listened to the American public, and we
preserved Post Offices in rural areas throughout the country. The PQSt Pian keeps rural Post Offices
open by matching retail hours to customer demand. in addition, there are almost 400 Village Post Offices
(VPOs) now open as a way to increase access to postal products and services in rural communities.
Rationalization of our mail processing fadilities allows us to provide an efficient and affordabie network
and supporting infrastructure that corresponds to reduced mail volume. Savings from these network

consolidations are, in aimost all cases, more than the Fostal Service anticipated, and have been
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implemented without forced career job fosses. These extensive operational changes are being executed
even as the Postal Service continues to detiver high levels of service to communities throughout America.
This realignment of mail processing, retail, and delivery operations is expected to generate $8 billion in

annual cost reductions by the year 2016.

The Postal Service also continues to implement efficiency measures by aligning staffing levels with
projected mail volume, These staffing level reductions will be achieved primarily through attrition, as
approximately one-haif of career employees are eligible for retirement. Approximately 22,800 eligible
employees represented by the American Postal Workers' Union {APWU) retired or separated from the
Postal Service in the second quarter of fiscal year (FY) 2013, as a result of a special incentive and
volunfary early retirement offer. in the fourth quarter of FY 2012, 4,275 eligible postmasters and 2,925
eligible mail handlers retired or separated from the Postal Service. The Postai Service also successfully
convinced recent arbitration panels to aliow for increased utilization of lower-cost non-career employees
in the letter carrier and mail handier crafts, consistent with the contractual agreement with the American
Postal Workers” Union (APWU), which will facilitate the realignment of staffing and workload levels and
the reduction of costs. The Postal Service’s current career warkforce of 492,000 is the smaliest it has
been in decades and is down nearly 28 percent in the past five years.

REVENUE GENERATION

The Postal Service also continues to introduce new service offerings to generate additional revenue and
to slow the migration of existing revenue streams to electronic alternatives. Expanded use of digital
technologies, using connectivity to varicus websites, social media, and points of purchase are a focus in
enhancing the mail experience. The July 28, 2013 rebranding of Express Mail as Priority Mail Express
feverages the strong Priority Mail® brand with a money-back guarantee for next-day service to most U.S.
destinations. Changes to the Priority Mail® lineup of products include features such as improved USPS
Tracking®, day-specific delivery, and free insurance coverage. However, legislative action is required to
give the Postal Service authority to generate new revenue and adapt to changing business conditions, as

the scope of products and services that the Postal Service can offer is currently fimited by law.

LEGISLATIVE REQUIREMENTS

Repairing the Postal Service’s financial candition requires the comprehensive approach refiected in our
Five-Year Business Plan, which is available for public viewing on our website. The plan provides a
roadmap to restore financial stability and preserve affordable mail service for the American public. The
major elements of the Plan must be executed within a short window of opportunity, as the longer the wait,
the greater the “crisis of confidence” that will be created with our customers,
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The Postal Service needs to save $20 billion annually by 2017. Much of the savings cannot be achieved
without legislative action. The iegisiative requirements put forward by the Postal Service constitute a fair
and thorough means to stabilize the Postal Service and create a platform for future growth. The

requirements include:

Require USPS Health Care Plan (Eliminates RHB Unfunded Liability)

Refund FERS Cverpayment and Adjust Future FERS Payment Amount
Adjust Delivery Frequency (Six-Day Packages/Five-Day Maif)

Streamiine Governance Model {Eliminate Duplicative Oversight}

Provide Authority to Expand Products and Services

Regquire Defined Contribution Retirement System for Future Postal Employees
Require Arbitrators to Consider Financial Condition of Postal Service

Reform Workers’ Compensation

Right to Appeal EEQC Class Action Decisions to Federal Court

© L N O R WD =

Each of the Postal Service's legisiative requirements is explained in further detail below.

A. FIXTHE UNAFFORDABLE BENEFITS SYSTEMS iN A RESPONSIBLE MANNER

Require USPS Health Care Plan:

One of the most important proposals contained in our plan, and ene which represents tremendous cost
savings, is a change in the way we provide health care to our employees and retirees. More than 20
cents of every revenue doliar the Postal Service takes in is required to go toward health care costs.
{Figure 3] The cost of this large component of our total operating costs, second only to wages, is largely

outside of our control.

To put it simply, the Postal Service would already be nearly fully funded in our retiree health benefits
obligations if we could fully integrate with Medicare. Significant health benefits savings are created by
integrating the plan for current and future retirees with Medicare in exactly the same way itis
predominantly done in the private sector by every responsible employer that offers heaith care benefits to
its retirees, and in state and local government plans. After a retiree reaches age 65, Medicare becomes
the primary insurance, and the employer plan is secondary. With Medicare responsible for paying first,
the employer sponsored plan becomes much more affordable. With reduced long-term heaith benefits
costs, the RHB liability will be cut nearly in half, eliminating the need for prefunding. However, while the
Postal Service has been the second-largest employer contributor of Medicare taxes, we are not getting
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full value from that program, because a significant proportion of our retirees do not enrall in Medicare

when they become sligible.
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Figure 3

There is a substantial opportunity for savings - approximately $8 billion each year through 2016 - by
moving to a more modem, responsive and customer-focused system. This would be accomplished by
allowing the Postal Service to sponsor its own heaithcare plan, or design plans within the FEHBP.
Indeed, the Government Accountabifity Office (GAQ} found in a recent report that the Postal Service
would likely realize large financial gains from its proposed heaith care plan, which would go a long way
toward putting the Postai Service on a path to solvency and long-term financial stability. The GAOC also
estimated that if the proposed health plan had been implemented in 2013, most postal employees and
retirees would have had similar or lower premiums compared to the selected FEHB plans, with similar or

higher tevels of coverage for many services.

A Postal Service-sponsored heaith care pian that properly integrates with Medicare is critical. Without
addressing the cost issue in a responsible way, the Postal Service may be unable to afford to provide
health benefits to retirees. Congressional action to aliow this fundamental change would dramaticatly
reduce health care spending, and help the Postat Service take a significant step toward financial stability,
by taking full advantage of Medicare Parts A, B, and D benefits. The chart below [Figure 4] illustrates
what the FEHB Plan paid in claims costs in 2011 for annuitants who were older than 65 and had not
signed up for Medicare A and B. For a retiree older than age 85, the average claims cost if the retiree
had not signed up for Medicare was $10,731. By integrating with Medicare A and B, FEHB claims cost
are estimated to be reduced to $4,600. Full Medicare integration (i.e. Medicare A, B, and D) would save
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an additional $1,200 per Medicare refiree, resulting in an average cost of $3,400. These average claim
costs drive the total liability (shown on the right side of Figure 4). As you will note, full Medicare

integration eliminates the unfunded liability for retiree health benefits.
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Figure 4

Refund FERS Overpayment:

Postal Service employees participate in one of three Federal government pension programs. These
programs are administered by the Office of Personnel Management (OPM). OPM has determined that
the Postal Service has overfunded its obligation to the Federal Employees’ Retirement System (FERS).
According to the most recent actuarial estimate from OPM, the Postal Service has overfunded its FERS
abligation by $3.0 biltion, as of September 30, 2012. This estimated surplus is less than amounts
previously reported, due to changes in the government-wide ecanomic and demographic assumptions
made by OPM.

In December 2012, the Postal Service Office of the Inspector General (OIG) issued an update to a
previously released paper on the causes of the FERS surplus. The Postal Service agrees with the major

conclusions in the OIG’s report. First, the distinctive characteristics of the Postal Service workfarce,
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including lower salary increases than the rest of the Federal government, indicate that our FERS surplus
is larger than the OPM’s current caiculation, and OPM should use Postal Service-specific data and
assumptions to calculate the surplus. Second, in order to prevent excessive surpluses from accumulating
in the future, OPM should adjust the future USPS FERS coniribution rate to also take into account Postal
Service-specific data and assumptions. The current FERS charges are too high, as evidenced by 20

years of surpluses, and contribute to the Postal Service's financial crisis. Third, once calculated, the
current surplus should be refunded to the Postal Service. The Postal Service, using postal-specific
demographics and assumptions, estimates the FERS overfunding amount o be approximately $6 billion,
Directing OPM to utilize postal-specific demographics and assumptions in calculating the correct amount
of the FERS surplus and returning the full amount of that surplus to the Postal Service is important, and
needs to be completed this year. The Administration agrees with this approach, as evidenced in its 2014
budget request, which requires OPM to calculate FERS costs using actuarial assumptions and
demographics specific to the Postal Service workforce. We appreciate that S. 1486 requires OPM to use
postal-specific demographics and salary growth assumptions in caleulating both the surplus and the
Postal Service’s ongeing contribution rate, and that it also returns the resulting surplus to the Postal

Service.

Reguire Defined Contribution Retirement System for Future Postal Employees:

The Postal Service’s current employees participate in one of three federal government pension programs,
all of which include defined benefit plans. But the Postal Service is changing. Employees coming in now
will likely have different careers than current employees. We should provide a retirement system that
benefits both the employee of the future and the Postal Service. The Postal Service proposes this new

retirement system, for future employess only, for five main reasons:

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

The Postal Service is required fo 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 sector and is more costly. Permitting this move would allow the Postal Service, like the
private sector, to adjust to market conditions by modifying ptan design, portability, provider
services, employee engagement and other factors.

2. The Postal Service's employee base is changing.
Our emerging workforce is younger and less fikely 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.

3. Permits a reduction in labor costs.

The Postal Service is a labor intensive organization, with labor costs making up the majority of its
total costs. Benefit costs constitute approximately haif of total labor costs when RHB prefunding
is included. Even if the RHB prefunding requirement were removed, benefit costs would still
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make up a substantial portion of the Postal Service's {abor costs. We cannot resolve our fiscal
probiems without addressing this issue.

4. Separates Postal Service refirement system from the rest of the Federal Government,
There continue to be ongoing debates regarding Postal Service funding of both the Givil Service
Retirement System (CSRS) and FERS retirement systems. These tensions will continue, given
that the Postal Service has funded substantially more of its pension obligations than the
remainder of the Federal government. Allowing the separation of the Postal Service’s retirement
obligations would ensure that these disputes do not arise with respect to future employees,

5. Protects the American taxpayer.
A defined contribution retirement system for future employees would help ensure that the Postat
Service remains financially viable, and can therefore fuifill its obligations not only to future
employees, but to retirees and current employees as well. This, in tumn, provides an addead level
of protection for taxpayers, as it significantly lessens the possibility that taxes would have to be
used to fund these payments.

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.

B. ELIMINATE DUPLICATIVE OVERSIGHT AND UNNECESSARY BUREACRACY

Streamline Governance Model:
In order to meet the challenges it faces both today and in the future, the Postal Service must be given the

tools to become a more nimble, streamlined organization, better able to respond quickly to the needs of a
dynamic marketplace and to adjust our operations as demand for products and services evolves. The
Postal Service does not need additional bureaucracy fo slow us down. We urgently need the flexibility to

implement our Five-Year Business Plan.

The Postal Service Board of Governors should have the clear authority to make structural changes that
reduce the costs of the retail, processing and delivery networks. Currently, the Governors must submit
operational changes to the Postal Regulatory Commission (PRC) for advisory opinions which are then
coupled with lengthy, litigious, administrative proceedings that do not promote timely and effective
implementation of necessary, efficient cost reduction decisions. The cument process imposes substantial
costs on the Postal Service, delays the realization of cost savings and should be eliminated. S. 1486
replaces the current process with one where the Board conducts formal outreach to customers prior to
implementing significant service changes, a change to the law that we strongly support. At an absolute
minimum, the faw should require that the PRC use substantially streamlined procedures to produce timely
opinions,

-10 -



65

Another facet of restoring financial sustainability is the growth of revenue through product and pricing
innovation, both with respect to existing lines of business and new iines of business. Giving the Board
greater authority to exercise business judgment in this area does not mean the end of oversight by an
extemnal entity. Rather, a more nimble and weli-defined regulatory approach is required to minimize
unnecessary bureaucracy, and recognize that the Postal Service faces intense competition with respect
to alt of its products, including those subject to the statutory monopoly. Such an approach will aflow the
Board to respond more effectively to changing conditions. Even the PRC has recognized, in its Annual
Report to the President and Congress, that the current system of reguiation is not achieving the objective

of financial stability.

Giving the Postal Service greater fiexibility over pricing and product innovation would further advance the
goeal of providing universal service in a financially sustainabie manner. The Postal Service faces intense
competitive pressures, and has strong commercial incentives to be efficient and responsive to its
customers’ needs. Extensive price and product controls are therefore not necessary to protect
customers, as has been recognized in cther countries that have streamiined their regulation of the post in
recent years, including countries that, like the United States, continue to have a government post whose
provision of universal service is supported by a menopoly. Governors’ decisions on new products and
pricing shouid be subject to after-the-fact reviews (iike the current Annual Gompliance Determination) or
handled through the complaint process. S. 1486 has language that would implement such a system with
respect {o market-dominant products, which we strongly support.

Pairing much greater flexibility over pricing and product innovation with additionai flexibility to address
network costs would put the Board in a position fo create a muiti-faceted and balanced approach to
restoring financial stability. The Postal Service’s white paper, detailing these streamiined governance

proposals is submitted, along with this testimony, for the record.

Adjust Delivery Frequency (six-day package/five-day mail):

In February 2013, the Postal Service put forward a proposal to move to a six-day package/five-day mail
delivery schedule. Savings projected from this move {net of the cost of Saturday package delivery,
primarily by non-career carriers) are estimated to be approximately $2 billion annually when fully
implemented. The proposal provides mail defivery to street addresses Monday through Friday. Mail
addressed to P.O. Boxes would continue to be delivered on Saturdays. Post Offices already open on
Saturdays would not be affected by this proposal. Packages would continue to be delivered six days per
week, and our Priority Mail Express offering, currently delivered seven days per week, would not be
impacted. The proposal was designed to serve a dual purpose: first, to respond effectively to the

increase in package growth, a 14 percent volume increase aver the last two years, secondly, and to
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address the realities of the public’s changing mailing habits. By continuing to deliver Priority Mail
Express, Priority Mail, and most other packages on Saturday, the modified plan responds to many of the
concems expressed by the PRC and others about the impact of five-day delivery on certain customer

segments, such as recipients of medicine.

We believe the timing is right to implement this change, especially in light of overwhelming continued
support for five-day mail delivery by a vast majority (over 80 percent) of the public. Additionally, in his FY
2014 budget proposal, released on April 10, the President again included a provision to allow the Postal
Service to move to a five-day mail delivery schedule. We appreciate that S. 1486 would aliow the Postai
Service to move to a five-day schedule, though we request that the one-year delay required in the bili be

shortened or eliminated.

Authority to Expand Products and Services:

The Postal Service must be allowed authority to establish new revenue sources and respond fo a
changing marketplace. Provisions contained in the Senate bill will be helpful in providing flexibility to the
Postal Service to offer products and services that would improve our net financial position. S. 14886,
grants the authority to infroduce new non-postal services and governmental services, and permits the
Postal Service to ship beer, wine, and distilled spirits. Such changes are vital to our ability to grow
additional revenue and leverage our strengths.

The Postal Service is fully engaged in exploring all options available to us under our existing legal
authority. For example, we are currently focused on ensuring our presence in the digital world, through
the work done by our Secure Digital Solutions group. Potential product offerings and services include
identity and access management services and secure messaging. The Postal Service is confident that it
can leverage critical brand components, such as trust, convenience, security and privacy. The Postal
Inspection Service, the law enforcement am of the Postal Service, plays an important part in our efforts
tomove into the digital realm. The Postal Service has been named the Most Trusted Government
Agency for seven years and the fifth Most Trusted Business in the nation by the Ponemon Institute. We
value that trust and we intend to build upen it, in both the physical mail and the digital mail worlds. Our
return to financial viability is dependent on finding innovative ways to use the mail. A critical part of that is
obtaining legislative change that will enable the Postal Service to offer additional products and services

and improve our financial condition.
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C. CHANGES NECESSARY TO PUT THE POSTAL SERVICE ON A LEVEL PLAYING FIELD

Require Arbitrators to Consider the Financial Condition of the Postal Service:

More than 85 percent of the Postal Service’s career employees are covered by collective bargaining
agreements. By law, when the parties are unable to conclude an agreement through negotiations, they
must resort to final and binding interest arbitration, meaning that at impartial third party writes their
cantract. This process is of crucial importance to the Postal Service, as approximately 80 percent of its

expenses are labor costs.

Interest arbitrators should be required, by law, to take into account the Postal Service’s financial condition
when issuing an award of a multi-year collective bargaining agreement worth tens of billions of dolfars ta
the parties. While some interest arbitrators do consider the Postal Service's financial condition, there is
na legal requirement that they do so. The past several years have focused the attention of the Postal
Service and the Congress on the Postal Service's financial situation; interest arbitrators should be
directed to apply the same focus. S. 1486 would require arbitrators to consider the financial condition of
the Postal Service when rendering decisions, which the Postal Service supports.

Reform Workers® Compensation:
Postal employees injured on the job are covered by the Federal Employees’ Compensation Act (FECA),

administered by the Department of Labor's {DOL's) Office of Workers’ Compensation Programs (OWCP),
which makes all decisions regarding injured workers’ eligibility for benefits. The Senate bill, S. 1486,
would substantially reform the workers’ compensation process for the entire federal government, and we
applaud the Senate’s efforts in this vein. Specifically, similar to many state systems, the Senate bill would
require employees who receive long-term workers’ compensation benefits to retire upon becoming
eligible to do so. While we endorse this change, there is another modification of the current system that
is necessary: allow the Postal Service to settle workers’ compensation claims. While many state
systems aflow employers to settle these claims, current federal law does not. Allowing the Postal Service
to settle workers’ compensation claims would be fair to the employees and beneficial for the Postal

Service.

Right to Appeal EEQOC Class Action Decisions to Federal Court:

The Equal Employment Opportunity Commission (EEQC) currently possesses fargely unreviewable
authority in applying employment discrimination statutes to federai employers. While individual
employees and applicants for employment may file actions in the federal courts when they are dissatisfied
with the Commission’s decisions, federal employers do not have that right. Class actions certified by the
EEQC are a particular problem for the Postal Service, given the size of these cases. For example, the
Postal Service is currently litigating a class action before the EEOC with more than 130,000 putative dlass
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members. The EEOC does not apply the same class certification rules that the federal courts do,
meaning that targe and unmanageable cases are often certified as class actions under circumstances
that would not pass muster in federal courts, Even class actions with no merit can cost millions of dollars
to defend. Under current law, if a class Is certified improperly, the Postal Service cannot initiate a
challenge to the certification decision in federal court. We propose that this be changed, and that the
Postal Service be allowed to seek judicial review of EEOC decisions certifying class actions.

POSTAL SERVICE ACTIONS

The Postal Service’s updated Five-Year Business Plan eliminates nearly $20 billion of annuat cost from
the business by the year 2017. [Figure 5] By carefully managing what is within its control, the Postal
Service is currently running ahead of plan in FY 2013,
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The actions of the Postal Service alone are not enough to return us to profitability, and we continue to
pursue all avenues for change. The Plan requires a combination of operational realignment, aggressive
cost reductions, and comprehensive legislation, as described earlier, to reform the Postal Service's
current business model, Several key provisions include better alignment of network size and cost with

reduced mail volumes, revenue management and increased growth, the implementation of a USPS
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sponsored healthcare plan for active and retired employees, and business mode! changes, including

implementation of a new delivery schedule.

CONCLUSION

The Postal Service continues to make great strides in adapting to the country's changing mailing and
shipping needs. However, our efforts are severely imited by a statutorily-mandated, restrictive business
model, and by excessive, bureaucratic oversight that prevents the Board and postal management from
effectively running the business. We have the responsibility fo provide and to fund universal service for
our nation, but we do not have sufficient authority or flexibility {o efficiently carry out that mandate. Postal
reform legislation is urgently needed. In its absence, continued significant net losses are inevitable. if
provided the ability to make needed changes, the Postal Service has a bright future. We could again be a
modei of self-sufficiency. | look forward to the swift passage of legisiation and the end to Congressional
hearings discussing the Postal Service’s financial losses. Then, we can finaily shift our full attention back
to what is really important to the men and women of the United States Postal Service - delivering for the

American people.
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Simply put, the enactment of comprehensive postal reform legislation cannot wait. The Postal Service
has exhausted its borrowing authority, faces massive unnecessary unfunded liabilities, and is constrained
in how far it can go to bridge the massive gap between revenues and expenses. In no uncertain tems,
the Postal Service does not want to become a burden on the American taxpayer. The successful
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implementation of strategic initiatives included in our Five-Year Business Plan would bring tremendous
resuits, aliowing for increased net profits and elimination of existing debt. [Figure 8] We cannot get there
by our actions alone, however. There exists no scenario where the Postal Service returns to financial
stability without enactment of postal reform legisiation. Comprehensive and wide-ranging postal reform
legislation, as opposed to narrow piecemeal efforts, is desperately needed. We must avoid a situation
where the Postal Service's financial crisis causes mailers to seek out alternatives. Mr. Chairman, we look
forward to continuing to work with you and the rest of the Committee to accomplish meaningful postal
reform legisiation.
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Testimony of Ruth Y. Goldway
Chairman

Postal Regulatory Commission
before the

U.S. Senate Committee on Homeland Security
and Governmental Affairs

September 19, 2013

Chairman Carper, Ranking Member Coburn, and members of the Committee,
thank you for the opportunity to testify today. |am pleased to represent the Postal
Regulatory Commission and to share its views on the important topic of postal reform.
We appreciate your leadership in shaping the debate on what must be done to assist
the United States Postal Service and ensure its sustainable future.

The Postal Service has an impact on the everyday lives of virtually every citizen
in the Nation and will continue to do so well into the future. Even in this age of digital
communications, a healthy, viable Postal Service remains an essential part of our

Nation's infrastructure. A sizable portion of the U.S. population still depends on the mail
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to help manage their lives, and tc communicate with businesses, governments, and
social institutions.

In 2012, the Federal Communications Commission (FCC) reported that in rural
areas, nearly a quarter of the population —14.5 million people—lack access to fixed
broadband service at threshold speeds, while in tribal areas, nearly one-third of the
population do not have access. In total, approximately 19 million Americans—=8 percent
of the population—}{ack access. The FCC also found that even in those areas where
broadband is available, approximately 100 million Americans do not subscribe,

The fact is that mail remains the one universal service connecting all American
people. And Americans place great trust in the Postal Service. In Ponemon institute’s
Most Trusted Companies for Privacy Study, the Postal Service was ranked fourth, and it
has been named the “Most Trusted Government Agency” for seven years in a row. The
Commission is proud of its role in ensuring that the Postal Service functions as an open,
transparent agency that is accountable to the public it serves.

The Committee has convened this hearing to explore how the Postal Service can
be renewed and reformed to thrive in this changing environment, and to examine the
solutions set forth in S. 1486. The Committee asks that the Commissicon’s testimony
focus en postal services, particularly regarding delivery schedules, delivery standards,
and post office services. it also requests that the Commission’s testimony address
possible changes to the ratemaking system and innovation at the Postal Service,
including new products and services. My testimony emphasizes the importance of
transparency and accountability in the efficient provision of postal services and

addresses the Commission’s experience and views.
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Key Elements of Renewal and Reform

There is broad agreement that legislative changes are needed to piace the
Postal Service on more sound financial footing. However, the Postal Accountability and
Enhancement Act (PAEA) contained numerous reforms that were a positive force for
change toward modernizing the Postal Service and that provide a solid foundation for
the future. In many respects, the PAEA has been largely successful in improving postal
policy and accomplishing a number of faudable Congressional goals. Efforts to renew
and reform the Postal Service need not, and should not, replace the many positive
provisions included in the PAEA.

The PAEA sought to increase the transparency and accountability of the Postal
Service. The Postal Service is required to file periodic financial reports with the Postal
Regulatory Commission within 90 days of the end of each fiscal year. The Commission
is required to review the Postal Service's Annual Compliance Report and public
comments. The Commission must publish its findings and, if any violations are found,
order remedial action. This public process has significantly improved the transparency
and accountability of the Postal Service.

Another important improvement made by the PAEA was to increase the accuracy
and integrity of the Postal Service's internal controls over financial reporting. The PAEA
implemented this goal by requiring the Postal Service to comply with certain Sarbanes-
Oxley Act’s reporting requirements and submit such reports to the Commission.
Compiliance with these requirements has aided in the standardization and streamlining

of the Postal Service’s business practices, processes, and systems. it also has enabled
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timely identification and remediation of weaknesses, increased accountability, and
fostered ownership of controls. The strengthening of controls over business mail
processes, including the prevention of lost revenue, has produced substantial indirect

financial benefits.

Delivery Schedules

The Commission’s experience with potantial changes to the Postal Service’s
delivery schedules has occurred as a part of a Postal Service request to the
Commission for an advisory cpinion on a change in the nature of postal services. In
Docket No. N2010-1, the Commission reviewed a Postal Service request to discontinue
delivery of mail to street addresses on Saturdays. Based on extensive public
contributions, the Commission provided advice to the Postal Service highlighting the
impact of the proposal on rural, remote, and ncn-contiguous areas, and the importance
of retaining delivery of prescription medications. The Postal Service has taken these
concerns into account in developing its most recent proposals for altering delivery
schedules.

This demonstrates the value of examination by an independent third party of a
public record that includes comments from both senders and recipients of mail. This
process contributes significantly toward ensuring that far reaching changes to postal
services are consistent with the public need and avoid unintended negative

consequences to those dependent on the Postal Service.



75

The current process is not without flaws. There was valid criticism that the quasi-
judicial process used to conduct this and other Commission advisory opinion cases
could be too time consuming, and that Commission advice wouid be more useful if it
could be provided in a more timely manner. The Commission is responding to these
concerns. We issued a Notice of Proposed Rulemaking requesting comments on
procedures designéd to condense the time for Commission analysis and decision
making to three months. The final date for comments was August 28, 2013. We have
received many thoughtful comments and suggestions relating to our proposal and have
been actively evaluating them. Consistent with our other responsibilities, we plan to

establish new rules that streamiine the process in the near future.

Delivery Standards

The Commission’s experience with potential changes to the Postal Service’s
delivery standards has occurred in two areas. First, the PAEA provided the
Commission with a role to increase the Postal Service’s accountability and transparency
regarding service performance and measurement. Second, the Commission has
conducted an advisory opinion proceeding regarding a Postal Service request to alter its
delivery standards on a nationwide or substantially nationwide basis.

The PAEA sought to place a new emphasis on service performance and
measurement to ensure that the Postal Service's quality of service does not deteriorate
under the CPI price cap system. Degrading service is not an acceptable means of

saving costs to offset lower revenue from price cap requirements. The PAEA
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implemented this goal by requiring the Postal Service to greatly enhance service
measurement and reporting. It also required the Commission to review these reports as
part of its Annual Compliance Determination.

Consistent with the aphorism “what is measured is what is fixed,” the Postal
Service's reports of on-time performance have shown improvement since the passage
of the PAEA.

The Commission has found in its Annual Compliance Determinations that service
performance for most market dominant products has been moving toward meeting their
respective annual on-time targets. The fourth quarter of FY 2011 was the first quarter
that the Postal Service reported service performance results for the majerity of its
market dominant products. In its FY 2011 ACD, the Commission noted that the level of
Full Service Intelligent Mail participation was impacting the reliability of many service
performance resuits but that it appeared the Postal Service was having difficulty
meeting its service standard goals for most market dominant products. The
Commission stated that it regards low performance results for speed of delivery an
important issue the Postal Service must resolve.

Inits FY 2012 ACD, the Commission found that most market dominant products
showed improvement toward meeting annual on-time targets. The majority of First-
Class Mail products, Special Services products, and Package Services products either
approached or exceeded annual service performance targets. Although many Standard
Mail products did not meet annual on-time targets, service performance improved

throughout the fiscal year.
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As of the third quarter of FY 2013, both First-Class Single-Piece and Presort
Letters and Cards are meeting the service performance targets. Standard Mail products
have continued to make strides toward meeting their on-time targets. Both Standard
High-Density and Saturation Letters and Flats are meeting their targets and Standard
Letters is achieving 88.4 percent on-time performance, within 2 percentage points of its
90 percent target.

The Postal Service and the Commission are continuing to work together to
improve the Postal Service's service performance measurement systems. As
measurement systems become more robust, the Postal Service sheuld become better
able to quickly identify and resolve service problems.

in Commission Docket No. N2612-1, the Postal Service requested an advisory
opinion on a proposal to consolidate mail processing and transpertation operations that
were expected to result in changes to its service standards for First-Class Mail,
Periodicals, Package Services and Standard Mail. The evidence submitted by
participants in the Commission’s public proceeding identified potential service and
efficiency problems with the proposal. The Commission found that network
rationalization, if implemented properly, could realize substantial cost savings while
preserving most current service levels. It recommended the Postal Service add more
structure to its phased approach. This would allow the Postal Service to evaluate the
success of each phase prior to implementing subsequent phases in order to incarporate

lessons learned from earlier phases.
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Post Office Services

The Commission’s experience with potential changes to the Postal Service’s
retail services has occurred in connection with several Postal Service requests for
advisory opinions regarding changes in the nature of postal services and the numerous
appeais filed following one of those proposals. in Commission Docket No. N2009-1, the
Postal Service requested an advisory opinion on a proposal to close thousands of its
station and branch retail facilities. Through a transparent and open public process, the
Commission provided guidance, identifying weaknesses of the proposal and making
constructive recommendations to improve the Postal Service’s retail facility optimization
plans and discontinuance processes. Subsequent Postal Service retail facility
optimization plans submitted to the Gommission for review, including the most recent
efforts known as “POStPlan,” incorporated this prior Commission advice by allowing
Post Offices to remain in operation with modified retail hours and implementing
improved procedures to obtain public input before clasing retail facilities.

The proposed legislation clarifies that patrons served by stations and branches
can appeal to the Commission when their post office is closed. This resolves a long-
standing disagreement between the Postal Service and the Commission and shouid

eliminate confusion on this point.
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Ratemaking System

The Commission has significant experience regarding implementation of a
modern system of rate regulation for postal services. A major focus area of the PAEA
was postal ratemaking. It sought to end the Postal Service’s reliance on unpredictable
price increases and concerns that the Postal Service was passing along the costs of
less than optimally efficient operations to mailers through cost-of-service ratemaking.
The PAEA achieved these goals by introducing a regulatory price cap regime for Postal
Service products over which it enjoys a statutory monapoly or possesses market power.
The Postal Service’s rate adjustments for these so-called market dominant products are
now completed at predictable intervals, and rate increases for each class of mail are
capped at the rate of inflation.

This rate cap approach has had positive impacts in many areas. Most
importantly, it has protected ratepayers from iarge, unpredictable rate increases that
were permissible under the oid law. This ability to accurately budget for rate increases
has reduced disruption to mailer operations and permitted mailers to plan their mail
programs with reguiar reliability.

Moreover, the requirement that the Postal Service justify price increases based
on extraordinary or exceptional circumstances to an independent, impartial regulatory
body has guarded customers from unwarranted exigent price increases. This protection
is particularly important in a government mandated monopoly environment.

The PAEA sought to eliminate the lengthy and expensive rate case litigation that

occurred under prior law. The PAEA implemented this goal by providing the Postal
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Service with increased flexibility to set prices within the bounds of the inflation-based
price cap regime, and requiring the Commission to design and implement a medern
system of rate regulation. The Commission developed a simplified process that
replaced the 10-month adversarial proceeding required under prior law. The new
process has made rate cases relatively uncontroversial and has significantly decreased
litigation-related expenses for both the Postal Service and the mailers and organizations
that formerly participated in rate cases.

Since passage of the PAEA the Commission has reviewed rate adjustment
proposals to assure compliance with the law promptly and efficiently. Negotiated
service agreement reviews have taken an average of only 18 days. Excluding the one
exigent rate case, rate requests were completed, on average, in 37 days. The
Commission completed its one exigent rate request in 86 days. No mailer has filed a
complaint related to a rate reviewed and approved by the Commission.

The PAEA also sought to modernize postal ratemaking by placing the Postal
Service on a more level playing field with respect to its private sector competitors in
those areas where it faces direct competition. To implement this goal, the PAEA
divided Postal Service products into market dominant and competitive categories, and
tasked the Commission with maintaining an accurate division between these categories
as the Postal Service's product mix changes. This system has provided the Postal
Service with significant flexibility to price its competitive products at market rates. The
Postal Service has taken advantage of this increased flexibility and the growth in the

package delivery industry to increase its revenues. In the first nine months of FY 2013,
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the Postal Service’s shipping and package product revenue increased by 7.5 percent
and volume increased by 5.7 percent.

The price cap also has successfully motivated the Postal Service to implement
extensive cost-cutting strategies and increases in efficiency.

One of the fargest contributors to Postal Service cost savings are reductions in
employee workhours. While some of these reductions are related to the declines in
Postal Service volumes, they also reflect improved total factor productivity.

The recent history of wage negotiation also seems likely to have been strongly
influenced by the PAEA’s strict limitations on allowing the Postal Service to increase
prices above the rate of inflation. During the first three quarters of FY 2013, the Postal
Service took advantage of flexibilities negotiated with its employee organizations, and
reduced career employee workhours by approximately 41 million hours (equivalent to
the work of over 34,000 employees) while increasing non-career employee workhours
by approximately 30 million hours. Similarly, during FY 2012, the Postal Service
reduced total employee workhours by approximately 27 milfion hours, or 2.3 percent
from 2011.

In addition to workhour savings, the Postal Service reports that it realized other
significant cost savings during the first three quarters of FY 2013 through consolidation
of 104 mail processing facilities; a reduction in operating hours at 7,397 Post Offices as
part of the Postal Service’s “POStPlan;” and the consolidation or reduction of 1,156
delivery routes.

Between 2006 and 2012, the Postal Service closed more than 180 mail

processing facilities, disposed of nearly 4,000 pieces of equipment, reduced city
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delivery routes by 21,000, and decreased its career employee rolls by more than
110,000. As of June 30, 2013, the Postal Service's career workforce size is at a level

last seen in 1966.

Inngvation

The Commission’s experience with Postal Service innovation has occurred
through the Postal Service requests for approval of market tests of experimental
products.

The PAEA provided the Postal Service with streamlined authority to introduce
experimental products, allowing the Postal Service to innovate fo make its products
more valuable to customers. Since the passage of the PAEA, the Commission has
reviewed and approved nine market tests under applicable statutory requirements
allowing for comment by interested persons, mailers, and other stakeholders in the
postal community. Through this process, the Commission, the Postal Service, and the
mailing community have worked cooperatively and expeditiously to facilitate market
tests of experimental products as envisioned by the PAEA while preserving proper
safeguards to protect both customers and competitors.

The statutory authority and rules governing market tests of experimental products
have worked well, providing the Postal Service with the appropriate level of flexibility to
develop and conduct market tests of new postal products. To further encourage
innovation, in its Section 701 Report, the Commission recommended allowing the

Postal Service to experiment with larger market tests by raising the maximum revenue
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limitation. Section 302 of S. 1486 would provide this statutory authorization. This
should aliow the Postal Service to advance more ideas aimed at increasing the Postal
Service's revenue streams.

S. 1486 would allow the Postal Service to offer new, nonpostal services in
addition to those grandfathered nonpostal services aliowed under the PAEA. If
Congress decides to allow the Postal Service to offer such services, it should include
adequate safeguards fo reduce the potential for unprofitable nonpostal business
ventures. in addition, such safeguards shouid ensure that the Postal Service’s entry
into nonpostal markets will not distort private markets or divert Postal Service resources
from its core responsibilities. Toward that end, the Commission recommends that if the
Postal Service is allowed to offer certain new, nonpostal services, these services be
subject to the regulatory review established by the PAEA. Adding these regulatory
review and oversight mechanisms for new nonpostal services will help ensure that the
Postal Service offers profitable, new nonpostal services. This will minimize the
likelihood of a repeat of the problems of nonpostal service offerings in the late 1990s
and early 2000s when the Commission had no regulatory review or oversight of

nonpostal services.
Financial Condition

The financial wellbeing of the Pastal Service has broad conseguences for the
U.S. economy. According to Direct Communications Group’s March 2011 Mailing

Industry Job Study, the Postal Service is at the core of an approximately $1 triftion

13



84

industry that employs approximately 8 million Americans. The entire economy benefits
from a healthy and viable Postal Service. Printing and mailing services allow the
targeted delivery of news and commercial information. Individuals and smail
businesses rely on the Postal Service for timely delivery of millions of check payments,
letters, and packages.

This is a critical time for the Postal Service. Due in large part to changing
technologies and electronic diversion, the Postal Service suffered a net loss of $3.9
billion through the end of the third quarter of FY 2013. These losses have occurred
despite the Postal Service’s efforis to increase productivity and lower its costs. The
overly optimistic schedule of payments to the Retiree Heaith Benefits Fund is a principal
reason for the multi-billion dollar losses in recent years. The Committee will be
addressing issues related to the manner in which the Postal Service funds its
obligations relating to pensions and healthcare in a hearing later this month.

As a consequence of the Postal Service's deteriorating financial condition, it has
had to restrain its capital spending well below average historical levels. The Postal
Service’s most recently filed 10-K report shows that as of Septermber 30, 2012, capital
commitments (consisting of building improvements, equipment and sustaining
infrastructure investments) totaled $644 million. This marks the lowest level of Postal
Service capital commitment since 1988. Similarly, the Postal Service’s most recent
10-Q report shows that, as of June 30, 2013, commitments to acquire capital assets
were down even further to $535 million.

These periodic reports, required to be filed with the Commission, revealed that

inadequate capital investment may be putting postal cperations at risk. For example,
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the Postal Service is currently operating within the confines of aging facilities,
equipment, and transportation fleets and does not have funds for investing in
technology improvements. This could inhibit its ability to deliver high-quality services,
and meet the communication needs of the American public.

Timely, heightened awareness of situations such as these is valuable for all

decision makers with responsibilities involving postal issues.

Lessons and Accomplishments

As a result of the reforms enacted in the PAEA, the Postal Service and the
mailing industry are in a better position than they would have been under the governing
standards of the previous postal law, the Postal Reorganization Act of 1970. The
Commission has been an integral part in carrying ouf the requirements of the PAEA and
making it an effective piece of legisiation. The Commission’s role was not to make
policy, but rather to enforce many of the Congressional policies embodied in the statute.
It also was given the responsibility to review certain types of policies developed and
proposed by Postal Service management to ensure consistency with those standards
established in the law.

An independent expert organization serves to uphoid the integrity of the law by
functioning as an unbiased arbiter to ensure that Congressional policy is being followed.
The Postal Service plays the chief role in implementing postal policy, but without
dedicated independent oversight, there will be justifiable concern that expedience may

cause Congressional postal policies to not be as strictly enforced.
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There are many innovative ideas being circulated for improving the Postal
Service and its business model. In considering and debating those proposals, it is
important not to lose sight of the fact that prompt, meaningful and focused legistative
action is essential. The Commission is pleased that important issues raised in the
Commission's first periodic report to the President and Congress on how well the PAEA
is operating and our recommendations to improve the effectiveness and efficiency of
postal laws have been addressed in S. 1486.

The Commission stands ready to assist stakeholders, the Postal Service, and
members of this Committee as necessary to ensure the Postal Service can meet its
challenges now and well into the future. When postal reform is enacted, the
Commission will swiftly and responsibly implement the new law to ensure the Postal
Service remains an effective part of the overall American communications network.

Thank you again for providing me the opportunity to testify today. | would be

pleased to respond to any questions Committee members may have.
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Mr. Chairman and members of the committee, | appreciate the opportunity to
testify today. Starting in 2007, the Postal Service was hit with rapid volume loss

due to the economic downturn and to {ntemnet diversion.

The decline in mail volume now appears to be slowing, and the financial crisis,
though serious, is leveling off. The Postal Service has taken dramatic and
successful actions to optimize its network to reduced demand. A focus today,

however, is on the revenue side. My office has conducted two related studies.

The first study found the Postal Service’s ability to generate needed revenue
under the CPI price cap is largely dependent on unlikely increases in volume.
This is true for any labor intensive enterprise subject to price controls. The Postal
Service’s obligation to deliver daily to a growing number of addresses, alone,

assures that it will remain labor intensive.

Mail volume was expanding significantly when the CP! cap was deployed. Also,
at that time the monopoly —~ even with the universal service requirement - was a
lucrative asset. These conditions suggested the need for a price control, since
monopolies can be impervious to efficient market forces. in 2007 mail growth
abruptly reversed. With fewer pieces of mail going to a delivery point, each
remaining piece of mail had to raise more revenue to pay for the costs of

delivery. Sufficient revenue above inflation was unavailable under the price cap.
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Recent volume losses combined with the price cap imperil the Postal Service's
ability to provide universal service while remaining self-funded. The price cap
was intended to protect trapped monopoly customers, but the monopoly has lost
much of its vaiue, since there is powerful competition for each type of mail today
— advertising, personal communications, business transactions, and parcels.
Customers have alternatives, and the diminishing monopoly combined with the
universal service requirement is now a growing liability. Our study suggested
adjusting the CP1 cap to take into consideration volume fluctuations and the

revenue generated per delivery point.

The second study examined how sensitive postal customers are to price
increases above CPI. We found that for moderate, predictable price increases,
postal products generally have low price elasticity. That means small increases
would provide badly needed revenue. As prices are increased, some volume will
leave, but the associated revenue loss will be more than offset by revenue from
the price increase. The study examined 20 years of data through 2012 and
looked for any changes to price sensitivity, including from the internet and the

recession.

We are not saying that all postal customers have a high tolerance for price
increases. Some customers remain price sensitive. Rather, as a whole, the
demand for these products has low price elasticity. Current fears of a postal

collapse are likely a far greater risk than smali price increases.
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Pricing freedom through efficient market forces should be used when possible.
Casting them aside in favor of artificial controls has been problematic and is
problematic for the Postal Service today. Efficient market forces have a long
history of successfully disciplining companies. If the Postal Service loses
customers with excessive prices, it will suffer the same punishing consequences

as any other business.

New innovative technologies offer many opportunities to improve core Postal
operations and customer service:
= Vast data, now generated throughout the network, can be mined for
operational efficiencies.
» GPS can optimize routes, manage the fleet, and track packages.
¢ Mobile imaging can provide customers visual delivery confirmation.
+ Sensors and RFID technology can digitally link postal equipment and
vehicles, providing real-time visibility into all aspects of the network,

joining the Postal Service to the Internet of Things.

In this remarkable, but highly imperfect digital age, citizens and businesses aiso
face fundamental problems: loss of privacy, security, and confidentiality; the
fragmentation of messaging — Toyota couldn’t connect the dots between written
correspondence and email complaints several years ago; the difficulty of

navigating e-government services; the risk of buying online from unknown
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individuals; uneven broadband and banking access; and expensive e-commerce

middiemen that inhibit entrepreneurs and small businesses.

The Postal Service can help address these problems:

Secure electronic messaging can preserve privacy, security, and
canfidentiality for citizens and businesses.

Storage and integration services can give people tools o organize
communications in a muiti-channel worid.

The Postal Service can offer seamless e-government services by
supporting a digital platform with its network of post offices and delivery
carriers.

The 1) creation, 2} storage, and 3) validation of digital identities would
protect against the risks of transacting with unknown people and
businesses.

Post offices can become centers for continuous democracy by serving as
hubs to gather citizen input.

The sale of single-use cash cards and the cash redemption of digital
currency can provide alternatives for the unbanked, enabling their
participation in commerce.

Virtual P.O. Boxes can offer citizens and foreign buyers of U.S. goods
delivery of their packages anywhere and anytime and support businesses

with back-end operations such as micro-warehousing.
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s The Postal Service already has a physical network underlying the
emergent wired digital infrastructure. By further enabling that network, the
Postal Service can assure that e-commerce is seamiessly supported by

powerful fulfiliment services for physical goods.

The Committee’s attention on revenue and innovation is tremendously important,
and prefunding, which the Committee will address next week, is also a
substantial factor in the plight of the Postal Service's finances. Part of the need
for price increases and the absence of investment capital for innovation are

directly tied to the financial drains from prefunding. Thank you.

For the studies mentioned in this testimony, see Revisiting the CPI-Only Price Cap Formula
and Analysis of Postal Price Elasticities on www. uspsoig.gov.
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TESTIMONY OF CLIFF GUFFEY
ON BEHALF OF

THE AMERICAN POSTAL WORKERS UNION, AFL-CIO

Good morning Chairman Carper and members of the Comumittee. I am Cliff Guffey,
President of the American Postal Workers Union. Thank you for this opportunity to testify on behalf
of the APWU.

The APWU opposes passage of S. 1486 as it is presently written. As I have said elsewhere,
the bill is fatally flawed. Instead of correcting the financial problems caused by the 2006 passage of
the PAEA, it would penalize the working men and women of the United States Postal Service for
those problems by threatening their jobs and undermining their compensation; it would slash service
to the American people; and instead of protecting the Postal Service from impending financial
disaster it would result in the dismantling of our nation’s postal service.

To our utter dismay, S. 1486 would remove a cormerstone of the 1970 law that created the
Postal Service, by making it possible for the Postal Service to attack and try to slash the retirement
and health benefits of postal workers. Those benefits are part of the federal law that created the
Postal Service. By attacking those benefits, Congress would be undermining the ability of postal
workers to live in security and dignity both as active workers and after they retire. We oppose any
change that could lead to a cut in our health or retirement benefits.

In this testimony, we make the following points:

e The retiree health benefits pre-funding requirement must be repealed.
s USPS contributions to federal retirement accounts must be calculated kon the basis of postal
employee demographics and USPS overpayments info these funds must be returned to the

Postal Service with no strings attached.

e The APWU vehemently opposes legislation that would interfere with the right of postal
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employees and retirees to continue to participate as they do now in the Federal Employees
Health Benefits Program (FEHBP) and federal retirement programs.

e The APWU will never agree to cut its members benefits, and we strongly object to this bill
which would give the right to cut our benefits to a third-party arbitrator.

» The Postal Service is recklessly destroying its own mail processing network and violating
mandatory delivery standards.

e Network consolidation is delaying First Class Mail and periodicals by two or three days in
many places.

e Any reform bill must protect service and must preserve delivery standards and the mail
processing network.

» Retail services and rural post offices must be preserved and protected.

e The cap on rates based on the Consumer Price Index (CPI) in the current law must be
repealed.

® The Postal Service must be permitted to increase its revenue and use its facilities to provide
non-postal services.

e Title V of the Bill, which would cut benefits for injured workers is wrong; we oppose it, and
it must be removed from this bill.

Any discussion of the financial condition of the Postal Service has to begin with the
fundamental cause of the USPS financial crisis, the pre-funding requirement for retiree health
benefits. The pre-funding requirement not only creates most postal debt, it saps the ability of the
Postal Service to provide services and prevents it from innovating and modernizing. The pre-
funding mandate should be repealed in its entirety.

Similarly, it is past time for the federal government to stop holding onto excess Postal
Service funds that have been deposited in federal retirement programs. Postal ratepayers have for
many years been subsidizing the federal government through substantial overpayments into federal
accounts. This always has been unfair to ratepavers, but now it is more than unfair, it is

unsustainable. Several steps must be taken: Postal obligations to the Civil Service Retirement
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System (CSRS) and the Federal Employees Retirement System (FERS) must be re-calculated on the
basis of postal employee demographics; all overfunding in those accounts must be repaid to the
Postal Service; there should be no restriction on how the repaid funds may be used by the Postal
Service, and USPS funding obligations going forward should continue to be calculated on the basis
of postal employee demographics.

Financial pressures caused by the pre-funding requirement have wreaked havoc on service.
The Postal Service has closed mail processing facilities, closed post offices, lowered its service
standards, and reduced hours at post offices, particularly in rural areas and small communities. The
Postal Service has cut its mail processing network so deeply and so recklessly that it is now
violating the standards mandated by law, standards that the Senate sought to protect when it passed
S. 1789 last year, We urge this Committee, the Senate, and the Congress to insist that service
standards be maintained.

We strongly oppose legisiation that would permit the Postal Service, either through
collective bargaining or otherwise, to begin dismantling the Federal Employees Health Benefits
Program (FEHBP). Although the Postal Service claims that it can devise a lower-cost health
benefits plan, that is not true. Impartial observers have examined those claims and rejected them.
A leading expert on the FEHBP has testified that the Postal Service plan would “massively disrupt
or destroy the FEHBP” and breach statutory promises made to millions of federal retirees. What the
Postal Service wants to do 1s to shift costs from itself to employees, to retirees and to Medicare.
This is not acceptable. It is a desperate and ill-considered attesnpt to deal indirectly with what
should be dealt with directly - the retiree health benefits pre-funding requirement.

As this Committee has recognized, it is necessary to repeal the restrictions on the Postal

Service providing non-postal services. There are many ways in which the Postal Service can use its
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mail processing, retail, transportation, and digital networks to provide useful new services that will
enhance the Postal Service’s performance, aid our communities and small businesses and help to
sustain the Postal Service.

We appreciate the fact that the Chairman and Ranking Minority Member of the Committee
have addressed the issue of postal revenues and the CPI cap on rates. This is a difficult issue but,
with all due respect to postal ratepayers, the CPI cap is unsustainable. To preserve universal

service, a better balance must be found between rates and service.

Repeal The Retiree Health Benefits Pre-Funding Reguirement

The most important postal-related task facing the United States Congress is the urgent need
to repeal the requirement that employee retirement health benefits be pre-funded. Seldom has there
been such universal consensus in the postal community on any issue. The pre-funding burden is
unbearable. It is also wrong and unfair to postal customers. As we have pointed out in testimony
here and elsewhere, no other enterprise, either public or private, is required to pre-fund its retiree
health benefits Hability. Without this burden which was imposed on the Postal Service and postal
customers beginning in 20006, the Postal Service would today be in reasonably sound condition.
Although S. 1486 addresses the issue of pre-funding, it does not go nearly far enough. It still would
impose an unfair and unrealistic 80 percent funding requirement that would leave the Postal Service
starved for money it desperately needs to modernize and improve its services.

Virtually the entire current debt of the Postal Service has been caused by the pre-funding
requirement. Pre-funding payments already paid into the federal treasury have grown to nearly $50
biltion. That is more than enough. Large companies that have voluntarily chosen to pre-fund for
retiree health benefits typically do not fund to a level of more than 30 percent. The pre-funding
requirement should be repealed effective immediately.

4
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There also is virtually universal agreement that Postal Service overpayments into CSRS and
FERS should be made available for the use of the Postal Service. It is critically important, in
addition, that the amount of those overpayments be calculated on the basis of Postal Service and
postal employee actuarial data.

The APWU has made a concerted effort over the past two years to inform the American
public that the Postal Service does not receive any government subsidy. It is self-sustaining on the
basis of income from postal ratepayers. In fairness to postal ratepayers, Postal Service costs,
including in particular the cost of funding its employees” retirement benefits, should be calculated
on the basis of an accurate measurement of the real cost of postal employees’ benefits. This is not
only necessary to be fair to postal ratepayers and the Postal Service, it is also the most appropriate
and businesslike approach to an important financial and public policy issue. So, as an initial step in
preserving the Postal Service for the American people, Postal Service overfunding must be returned
to the Postal Service for its use; and that overfunding should be calculated on the ba;is of actual
Postal Service costs. Actual Postal Service costs also should be used as the basis for caleulating
future Postal Service contributions to its retirement funds.

For the same reasons, we oppose restrictions on how the overpayments to be returmed to the
Postal Service may be used. Postal management has the obligation to manage the Postal Service. It
should be left to postal management, with the policy guidance of the Board of Governors to
determine how to utilize available funds.

Maintain Service Standards and Preserve the Mail Processing Network

We urge the Committee to give immediate attention to the need to preserve the Postal
Service mail processing network, Failure to do so will lead to a significant degradation of service

that will undermine the ability of the Postal Service to survive. The value of postal services should
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be protected so the Postal Service can improve its competitive position and increase its revenues.

In May 2012, the Postal Service announced plans to close more than 60 percent of its
mail processing facilities. To accomplish this reduction in the mail processing network, the USPS
said it would have to eliminate 20 percent of the overnight delivery of First Class Mail and
periodicals. The Postal Service stated that under its new service standard regulation effective July
1,2012,, it could expand its nightly processing window, thereby reducing the number of processing
locations needed in the network. The Postal Service plan called for closing or consolidating 229
plants in two phases. Phase 1 would include the closing of approximately 140 plants to be
completed by February 2013. Phase 2 was to require the closing of approximately 90 more plants
beginning in February 2014. As part of Phase 2 of the plan, the Postal Service planned to virtually
eliminate the overnight delivery of First Class Mail and periodicals in early 2014.

This Postal Service plan was never a good one. Evidence presented to the Postal Regulatory
Commission showed that potential cost savings would be offset by very substantial loss of postal
revenue that would result from the lowering of service standards. The Commission concluded that
the net savings from these substantial cuts in service could be as little as seven tenths of one percent
(,007) of postal revenues (about $46 million annually). Advisory Opinion in PRC Case No. N2012-
I,at2,

The devastating effects of these closings and consolidations on postal services can and
should be avoided by legislation that requires the Postal Service to maintain an overnight delivery
standard for first-class mail and periodicals.

Information we have received from our locals around the country, and the many complaints
we have heard and read from mailers, have made it clear that the Postal Service is failing to provide

required services. This is happening in part because postal management has closed necessary mail
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processing facilities. The consequence of this destructive policy of excessive facility closures is
that the Postal Service is now violating mandatory service standard regulations. Unquestionably,
network consolidation is having a very negative effect on postal customers. It is delaying mail not
Just one day but as much as two or three days.

Exhibit A to this testimony is a Postal Regulatory Commission complaint filed by the
APWU in which we protest the fact that the Postal Service is violating its Service Standard
Regulations. As you will see, we have specific examples of violations from our locals in

e Tyler, Texas

e Brooklyn, New York

e (olorado Springs, Colorado
e Kilmer, New Jersey

» Saginaw, Michigan

s  Williamsport, Pennsylvania
e Salem, Oregon

e LaCrosse, Wisconsin

e Carbondale, IHinois and

e Cape Girardeau, Missouri

As a consequence of these violations, the Postal Service is depriving individuals and
business mailers of the service to which they are entitled by law under service standard regulations
in violation of Section 3691(d) of the PRA as amended by the PAEA. 39 U.S.C. § 3691(d)

The Postal Service is discriminating against individuals, small businesses, and
organizational mailers in the provision of postal services by failing to comply with its regulations
providing for the delivery of First-Class Mail and other mail, particularly to those in rural areas,
because the effects of service standard violations are more frequently found there. These
discriminatory actions by the Postal Service violate Section 403(c) of the PRA as amended by the

PAEA. 39 U.S.C. § 403(c).
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In the many cases where mail processing facilities have been closed due to network
consolidation, the mail must be transported from stations, branches and Associate Offices in the
vicinity of the closed facility to a more-distant mail processing facility. Several things then happen
that prevent overnight delivery of the mail. One is that mail that is transported longer distances may
not arrive in time for overnight processing and redistribution. In an effort to solve this problem, the
Postal Service typically requires that mail be collected at an earlier time in the area of the closed
facility so that it can be transported to the more distant facility for processing. This means that the
mail of businesses and individual mailers who deposit their mail after the earlier collection time,
and all mail picked up by letter carriers that day, will not be counted as mail received on that day for
the purpose of determining delivery standards. All that mail is being delayed a day because it must
wait for processing until the next day. It is being delayed an eatire day but that delay does not show
up in Postal Service on-time statistics.

In the case of large mailing businesses with their own separate mail pickup arrangements, or
that deposit their own mail at a local facility, the effect of this sort of change is to require that they
prepare their mailing for pickup earlier in the day or transport it longer distances for mailing. These
requirements are imposed by the Postal Service through changing its business practices. Tn this
case, it changes the Critical Entry Time (CET) after which mail cannot receive the service it would
have received. Typically when the Postal Service changes a pickup time, a box closure time, or a
Critical Entry Time, the Postal Service does not acknowledge that it is not meeting its service
standards. Therefore, while the customer experiences a substantial cut in service, the Postal Service
does not acknowledge that fact and reports that it is still meeting its service standards.

The other thing that happens when local mail processing facilities are closed is that mail sent

to a distant facility for processing, although it may be processed overnight if it can be transported to



102

the more distant facility in time for that to occur, may not be transported back to the original facility
or to the Associate Offices, stations and branches surrounding the original facility in time to be sent
out with the letter carriers for delivery the next day. Mail that atrives too late either delays the
carrier in leaving to deliver a route or it is left in the carrier station for delivery the following day.
At times, this results in idle time while the carrier waits for mail or overtime due to carriers having
to work an extended day. And it is unsafe for carriers and annoying to the public to have carriers
delivering mail after dark.

The unintended delays due to closings and consclidations compound the effects of the Postal
Service’s formal change of delivery standards. Where the Postal Service may intend that overnight
mail delivery continue, or that it be changed from one-day service to two-day service, the actual
effect is greater. Substantial amounts of mail are being delayed two or even three days. This means
that mail that should have been delivered on Wednesday may not be delivered until Friday. Mail
intended for delivery late in the week is not being delivered until the following week.

In the case of time-sensitive mailings this means that mailers must plan and complete their
mailing preparations days in advance. These problems no doubt explain why research on the effects
of network consolidation and service standards changes has shown that the Postal Service will lose
a substantial amount of business by delaying the processing of mail.

The unwarranted and reckless closing of mail processing facilities threatens to further
weaken the Postal Service’s competitive position in the critical parcel market. Studies have shown
that the parcel mailing industry is one that is strong and growing, and that will continue to grow.
The Postal Service is well-positioned to provide competitive low-cost services to the American
public in this area. It would be very counterproductive to permit the Postal Service to so deplete its

network that its ability to provide these services cannot be maintained.
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The dismantling of the essential Postal Service mail processing network is tragic and
unnecessary. The evidence is very clear that cost savings and efficiencies can be obtained, and
many have been obtained, through less drastic closing and consolidation actions that preserve
essential services.

It also is important to recognize the impact these unnecessary facility closings have on our
communities and on postal workers, Where mail processing plants are closed, communities suffer
economic hardship, and postal employees” lives are disrupted. Postal workers are extremely
dedicated and have continued to perform at the highest levels to provide postal services. It is wrong
for the Postal Service to demand sacrifices from its workers where, as in the case of these excessive
facility closures and consolidations, these actions cannot be justified by net financial benefit to the
Postal Service.

We urge the Committee in the strongest possible terms to amend S. 1486 by adding a
provision to require the Postal Service to maintain delivery standards for First Class Mail and
periodicals. We also urge the Commiittee to add a provision to strengthen the procedures the Postal
Service must follow before closing a mail processing facility and to give the Postal Regulatory
Commission authority to delay, stop, or reverse facility closing decisions.

Preserve and Strengthen Retail Services and Rural Services

As in the case of its mail processing network, the Postal Service is taking actions that are
harmful to communities by closing or consolidating post offices. These actions cannot be justified
by the relatively small cost savings to be gotten from them. Again, the Postal Service seems to have
been stampeded into taking actions that it knows, or should know, will be counterproductive in the
long run,

We support legislation that would prevent the closure of post offices and require the Postal

10
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Service to establish retail service standards. The Postal Service should be required to conduct a
detailed review and provide full disclosure of its findings at least 90 days in advance of a post office
closing. The public should be given a full and adequate opportunity to oppose the closure, and the
Postal Regulatory Commission should be given the authority to provide a thorough de novo review
of a post office closing decision and to suspend or reverse that decision.

Legislation that would require reliance on Contract Postal Units (CPUs) would be inefficient
and counterproductive. Too often today there are CPUs that are unnecessary because they duplicate
postal services available from nearby post offices. This expensive duplication of postal retail outlets
is inefficient; and such duplication should be eliminated. This is not to say that the APWU opposes
the provision of postal services in alternative ways. We are available to work with the Postal
Service in finding creative ways to extend the official Postal Service presence into non-traditional
outlets.

Non-Postal Services Must Be Authorized

The need for authorization of non-postal services to be provided by the Postal Service is also
extremely urgent. The subject is closely related to the subject of the Postal Service retail network.
By offering non--postal services through its retail facilities, the Postal Service can strengthen its
network, maintain more facilities, and provide important public services — both postal services and
non-postal services. Authorized non-Postal Service and should include:

e Govermment services including e-Government services
® Micro-banking

@ Check cashing

e New technology and media services

s  Warehousing and logistics

» Facility leasing, and

e Public intemet access services

» Driver licensing

e Vehicle registration

11
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¢ Hunting and fishing licenses

s Notary services, and

e  Voter registration

» Security and authentication tools including receipt and storage of confidential
files and communications.

e Hybrid mail services (digital text to hard copy mail and the reverse as well as
digital communication and services related to bard copy mail.

e Digital and other services related to e-commerce (for example, delivery and
pickup options and payment options)

Wherever necessary, the Postal Service must be authorized to enter into cooperative
arrangements with other federal agencies, state and local governments, and private enterprises.

A full discussion of these services, how they should be provided, and their importance to the
communities served by the Postal Service is beyond the scope of this testimony. However, the
APWU will be more than happy to provide information and assistance to the committee and its staff
to facilitate legislation to authorize these services.

APWU Opposes Changes to Federal Health Benefits or Retirement Benefits

The APWU vehemently opposes legislation that would interfere with the right of postal
employees and retirees to continue to participate as they do now in the Federal Employees Health
Benefits Program (FEHBP). The FEHBP is a very successful and very efficient program. The
Postal Service claim that it can improve on the FEHBP with its own separate plan is, quite simply,
false. The effect of the sort of separate plan the Postal Service wants would be to shift costs to
employees, to retirees and to Medicare,

Furthermore, the statutory right for postal workers and postal retirees to continue to
participate in FEHBP is one of the comerstones of the Postal Reorganization Act of 1970. The
APWU opposes any effort to weaken the right of employees and retirees to maintain their FEHBP
benefits. By making FEHBP rights subject to collective bargaining, the draft legislation would
require postal unions to place their member’s rights to FEHBP benefits in the hands of an interest

12
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arbitrator. That is not acceptable to the APWU. FEHBP is an efficient, low-cost, health benefits
program. Postal workers and postal retirees deserve no less.

This is equally true of retirement benefits for postal employees. No worker who gives a
lifetime of service to the American public as a postal worker should be asked to live in poverty
while they work or after they retire. This was a fundamental premise of the Postal Reorganization
Act of 1970. The APWU cannot accept any change that would deprive employees or retirees of
their right to participate fully in federal health and retirement benefit programs.

APWU Opposes the Proposed Changes in Interest Arbitration

S. 1486 would create an unfair imbalance in interest arbitration by adding a requirement that
an interest arbitrator must consider the financial condition of the Postal Service. By singling out
this factor among many that interest arbitrators must consider, the legislation could lead an
arbitrator to place too much emphasis on one factor. This is particularly true because the present
financial predicament of the Postal Service is not the fault of postal workers. Postal workers do not
deserve to be punished because the 2006 law imposed the insuperable burden of pre-funding retiree
health benefits on the Postal Service.

By shortening the interest arbitration process to 45 days, the legislation threatens to give
postal workers the “bum’s rush” out of the middle class. Labor negotiations in the Postal Service
take months. It is not possible for any interest arbitrator to comprehend and fully consider the
numerous and complex issues that must be resolved in such negotiations in just 45 days from the
date of their appointment. Mandating such a short period for interest arbitration would turn that

process into a farcical charade instead of meaningful interest arbitration.

APWU Opposes Proposed Changes in the Federal Employvees Compensation Act

13
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The cuts that would be made in workers compensation benefits for all injured federal
workers are unfair and have no place in postal reform legislation. Controversial and complex
provisions such as those reducing benefits for injured workers when they become eligible for
retirement, reducing benefits for dependents, changing the conditions for scheduled compensation
benefits, to mention only some of the important provisions in Title V of the Bill, should be the focal
point of separate legislation and separate hearings if they are to be considered at all. Title V of S.
1486 should be removed from the Bill.

The CPI Cap Shouid be Repealed

The issue of repealing the CPI cap on postal rates should be considered by looking at how
postal rates changed when there was no CPl cap. As Table I shows, rates increased overall at
approximately the same pace as the CPI during the 35 years the postal reorganization act permitted
rates to be set to cover postal costs instead of strictly limiting them to changes in the CP1. By
restricting rate increases to CPI changes and confining increases to separate classes of mail, the
2006 legislation in effect took a system that was not broken and fixed it in a way that has made it

too confining and unworkable.
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in Real Terms {(Adjusted for inflation) Postage Costs Were Below 1872
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When the 2006 law was passed, Congress recognized that there is a relationship between
service and rates. The Postal Service and the Postal Regulatory Comimission were required to
establish service standards to provide service to the American public at fair and reasonable rates.
That service includes providing universal First Class service to the American public at a uniform
rate. Because of changes made due to the lack of funds, it is clear that we are now at a point where
mail is being delayed and postal facilities are being closed, and the American public is no longer
receiving the service it deserves from the United States Postal Service. These circumstances require
that Congress reconsider the statutory CPI cap on postal rates,

There are sound policy reasons for repealing the CP1 cap. It is no longer possible to argue

that first-class letter mail is a monopoly that requires protection against excessive rates being
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exacted from mailers. Quite the opposite is true. The postal service monopoly on letter mail is
necessary to protect and preserve the postal network and to continue providing universal service to
the American public. But there is a lot of competition with the Postal Service, and there is no
economic reason to deny the Postal Service the right to set rates that are better-aligned to the
amount of demand in the marketplace for postal services.

Comparison of postal rates in the United States to postal rates in other industrialized
economies shows that our postal rates are unusually low. Table I at the end of this testimony
compares postal rates in this country to rates in other countries on a basis that provﬁdes a fair
economic comparison.' These comparisons further support our point that the CPI cap is too
restrictive. It has damaged the Postal Service and must be repealed.

APWU members have borne the brunt of the drastic changes made by the Postal Service in
the past seven years. They have been penalized unfairly for {inancial problems they did not create
and could not control. The APWU cannot accept efforts to impose further sacrifices on postal

workers.

' Table I provides a comparison from 2011. Anupdated comparison will be provided for the record.
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Comparative First Class Letter Mail Rates for

Different Countries

Country Cost in US$
United States  |Usto oz @3 gams) $0.44
Canada Up to 30 grams {1.08 0zs.) $061
Austraﬁa Up to 250 grams (8 ozs.) $062
Japan POSt Up to 25 grams (0.9 ozs.} $071
German Post Upto 20 grams (0.7 ozs.) $0.78
F rance Up to 250 grams {9 ozs.} $ 1 07
Ranl Maii (UK) Up to 100 grams (3.5 ozs.) $074

Source: Varfous Posts, Aprit 4, 2011 exchange rates
Cost is for sending a letter to a domestic destination that welghs approximately 1 ounce

TABLE 1
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COMPLAINT

I Background
1. Under Section 3691 of the Postal Reorganization Act of 1870 (the PRA), as
amended by the Postal Accountability and Enhancement Act of 2006 (the PAEA), the
Postal Service was required to promulgate regulations establishing service standards
for market dominant products, including First Class Mail, within 12 months after the
enactment of the PAEA. 30 U.S.C. § 3691(a). Section 3691(b) lists four objectives the
Postal Service must seek to achieve, and eight factors it must consider, when it
promulgates or amends service standard regulations. 38 U.S.C, § 3691(b). Under
Section 3691(a), the Postal Service “may from time to fime thereafter by regulation
revise” service standards for market dominant products. 33 U.S.C. § 3691(a).
2. On September 21, 2011, the Postal Service published an Advance Notice of
Proposed Rulemaking (ANPR) in the Federal Register to soficit public commenton a
proposal to revise service standards for market-dominant products. 76 Fed.Reg. No.
183, at 58443 (Sept. 21, 2011). The Postal Service gave as a reason for the proposed
rulemaking that maif volume was falling and the resulting excess capacity in the Postal
Service's mail processing network necessitated a major consolidation of that network.
Id. at 58434. The Postal Service stated that the major consolidation of the mail
processing network was "contingent on revisions to service standards, particularly the
overnight standard for First-Class Mail.” See iIntroduction to Revised Standards for
Market-Dominant Products, 38 CFR Part 121, 77 Fed.Reg. No. 102, at 31191 {May 25,

2012).
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3. Amang other things, the proposed changes to service standards would extend
expected delivery times for various classes of mail such as eliminating any expectation
of one day delivery for First Class Mail and changing the expectation as to the
percentage of First Class mail delivered within two days from 26.8 percent to 50.6
percent and changing the expectation as to the percentage of First Class mail delivered
within three days from 31.6 percent to 42.1 percent. Delivery times for pericdicals would
also be extended.

4. The September 21, 2011 ANPR stated that by ending overnight delivery for First
Class mail, the USPS could change times during Which it processes mail, which is
currently done between 12:30 am and 7:00 am, to 12:00pm to 4:00am the next day. The
changed processing times would require mailers to deliver mail to the USPS by 8:00 am
each day rather than in the evening before the start of processing at 12:30am. The
ANPR further stated that as a result of the proposed service standard changes, the
USPS would be able to reduce the number of its mail processing facilities from over 500
locations to fewer than 200 locations because of the longer processing windows,

5. The ANPR solicited comments on its proposal, especially comments from
senders and recipients of mail concerning the potential effects of the proposed change,
and specifically on how they might change their mailing practices and reliance on the
mail.

8. The ANPR advised that if the USPS decided to move ahead with the proposed
change, it would publish a proposed rule in the Federal Register and would request an

advisory opinion from the Commission under 39 U1.5.C. §3661(b).
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7. Qn December 5, 2011, USPS filed a request for an advisory opinion under 38
U.8.C. §3661 (“Request’) cancerning its proposals for changes in its service standards
consistent with those set forth in the ANFR. The Request said the proposed changes
would “eliminate the expectation of overnight service for significant portions of First
Class Mail and Periodicals”; additionally, “the two-day delivery range would be modified
to include 3 digit zip code origin destination pairs that are currently overnight, and the
three day delivery range would also be expanded”. PRC Case No. N2012-1

8. The December § Request said that “[t}he service changes described in this
request potentially affect every sender and recipient of mail served directly by the
United States Postal Service, and are likely to affect most of them”. The Request
acknowledged that “[wlhen the Postal Service determines that there should be a change
in the nature of postal services which will generally affect service on a nationwide basis,
it is required by section 3661(b) to request that the Postal Regulatory Commission issue
an advisory opinion on the service change, and to submit a request within a reasonable
time prior to the effective date of the proposed service change”. The Request further
stated that there should be no doubt that the service changes described in the Request
‘will be nationwide within the meaning of Section 3661(h)". Id.

9. On December 15, 2011, the Postal Service published a Notice of Proposed Rule
(NPR) proposing revisions to the service standards for market-dominant mail products,
stating that “the most significant revision would largely eliminate overnight service for
First-Class Mail.” 76 Fed.Reg. No. 241, at 77942 {December 15, 2011). The
Supplementary Information published with the Proposed Rule explained that "Service

Standards are comprised of two components; (1) A delivery range within which all mall
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in a given product is expected to be delivered; and (2) business rules that determine,
within a product's applicable day range, the specific number of delivery days after
acceptance of a mail piece by which a cusiomer can expect that piece to be delivered,
based on the 3-Digit ZIP Code prefixes associated with the piece’s point of entry into the
mail stream and its delivery address.” /d., at 77944,

10.  Under the proposed Service Standards, "[fjhe most significant effect of [the
proposed] changes [would] be to drastically reduce the amount of First-Class Mail that
qualifies for an overnight service standard. Under the [then] current First-Class Mail
avernight business rule, intra-Sectional Center Facility (SCF) mail {was] subject to
avernight delivery if it [was] entered before the applicable day zero CET." /d. (footnote
omitted). Under the proposed revisions to the First-Class Mail overnight business rule,
overnight service would be accorded only to intra--SCF Presort First-Class Mail that
[was] entered at the SCF prior to the CET.” /d., at 77945 (footnote omitted).

1. Mail is "intra-SCF" if its destination is within its designated SCF's delivery area.
Under the propased revisions to the First-Class Mail overnight business rule, overnight
service was to be “accorded only to intra-SCF Presort First-Class Mail that [was]
entered at the SCF prior to the CET.” /d., at 77945 (Fooinote omitted).

12.  The NPR affirmed that the proposed changes would result in alterations of the
prescribed delivery times for First Class Mail and that, as a practical matter, delivery
times for other classes of mail would change as well, that the USPS would close many
facilities and would change the work hours for most employees at its processing
facilities. The NPR noted that the USPS had requested an Advisory Opinion from the

Commission in accordance with Section 3661(b) and it cited and incorporated by
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reference information it had provided in docket no. N2012-1.

13. On May 25, 2012, the Postal Service published a final rule revising the service
standards for market dominant mail products, amending 39 C.F.R. § 121.1 First-Class
Mail, Effective July 1, 2012, 77 Fed.Reg. No. 102, at 31180 (May 25, 2012), Under the
new regulation:
{(a)(1) Until February 1, 2014, a 1-day (overnight) service standard is applied to
intra-Sectional Center Facility (SCF) domestic First-Class Mail pieces properly
accepted before the day-zero Critical Entry Times (CET),
(2) and after February 1, 2014, a 1-day {overnight) service standard is applied to
intra-SCF domestic Presort First-Class Mail pieces properly accepted at the SCF
before the date-zero CET...
Id. at 31196. (Exceptions are made for Puerto Rico, the US Virgin Islands, American
Samoa and parts of Alaska). Id.
14, Under the new regulation:
{b)(1) Until February 1, 2014, a 2-day service standard is applied to inter-SCF
domestic First-Class Mail pieces properly accepted before the day-zero CET if
the drive time between the origin Processing & Distribution Center or Facility
(P&DC/F) and the destination Area Distribution Center (ADC) is 8 hours or less. ..
(2) On and after February 1, 2014, a 2-day service standard is applied to inter-
SCF domestic First-Class Mail pieces properly accepted for the day-zero CET if
the drive time between the origin PDC/F and destination SCF is 6 hours or jess...
Id. at 311886. (Exceptions are made for Puerto Rico, the US Virgin Islands, American
Samoa and parts of Alaska). /d.
13, The USPS stated that under the New Rule, it could expand its nightly processing
window, thereby reducing the number of processing locations needed in the network.

“Presently, the Postal Service’s delivery point sequencing (DPS) operations are

generally run for six and one-half hours per day, from 12:30 a.m. 1o 7 a.m. Once
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implementation of Phase One [under the interim version of the New Rule] is complete,

the DPS window will expand to up to ten hours, from 8 p.m. to 6 a.m. This change will

facilitate the consolidation of the malil processing operations of approximately 140

facilities. Then, once implementation of Phase Two [the final version of the New Rule] is

complete, the DPS window will expand to up to sixteen hours, from 12 p.m. fo 4 a.m.

This will make possible the consolidation of the mail processing operations of

approximately 230 facilities {inclusive of the approximately 140 consclidated in Phase

One)." 77 Fed.Reg. No. 102, at 31192,

16.  The Postal Service explained its decision to conduct a phased implementation as

follows:
From the outset, the Postal Service has understood that implementation of
Network Rationalization will require more than ane year. The phased application
of the new rules accommodates this reality and also provides the Postal Service
with enough flexibility that, should subsequent events or changed circumstances
so warrant, the Postal Service will be able to revisit the final version before
February 1, 2014, and amend or withdraw it, as appropriate, through a new
notice-and-comment rulemaking...

77 Fed.Reg. No. 102, at 31181-31192; and it reiterated that explanation:
As noted above, the Postal Service recognizes the possibility that subsequent
events or changed circumstances could cause if at a future date to revisit the
final version of the new rules that will apply beginning on February 1, 2014, and
to alter or withdraw those rules through a new notice-and-comment
rulemaking....

77 Fed.Reg. No. 102, at 31182.

17.  On September 28, 2012, the Postal Reguiatory Commission (PRC) issued its

Advisory Opinion on Mail Processing Network Rationalization (MPNR) Service

Changes. PRC Docket No, N2012-1. The Executive Summary of those

recommendations made the following three observations among others:
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(1) “Interim service standards were adopted that preserve overnight First-
Class Mail service through January 31, 2014, with the exception of First-Class
Mail that is handled by more than one processing facility.” /d. at 1.

{2) “The Commission estimates that MPNR cost savings may be as low
as $46 million annually assuming mail processing productivities remain at current
levels, or as high as $2 biffion annually if all proposed assumptions prove correct.
Cost savings may be offset by reduced contribution to the bottom line from
volume loss by mailers who no longer believe the level of service provided mests
their postal needs.” Id. at 2.

(3) "The advice provided by the Commission in this docket can be
succinctly summarized. The Commission views positively the network
rationalization actions pianned by the Postal Service through January 31, 2014,
and recommends that the Postal Service take into account the considerations
outlined in this Advisory Opinion before proceeding further. Specifically, the
Commission encourages the Postal Service to make every attempt to retain
overnight delivery in keeping with the analysis presented in the subsequent
chapters [of the Commission’s Advisory Opinion].” /d. at 5-8.

The Commission in its order, however, cautioned the Postal Service that the

Postal Service’s assumption of a systemwide increase in productivity of more than 20

percent was “remarkably ambitious and involve[d] some risk.” id. at2.

18.

In response to direct questions from the Chairman of the PRC, the Postal Service

assured the Commission that care would be taken to ensure that intra-SCF First-Class

Mail service would be maintained until February 1, 2014, and that the decision to move

forward with Phase 2 would be made very deliberately, The Postal Service stated:

“...The Phase | network refiects a judgment reached by Headquarters after
consultations with Area and District operations and transportation experis to
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determine a subset of feasible consolidations that could permit the preservation
of intra-SCF overnight First-Class Mail service. Additional review may lead to
adjustments to ensure that Phase | aperations support applicable service
standards.” PRC Case No. N2012-1, Responses of United States Postal Service
Witness Emily Rosenberg to Commission information Request No. 1 {Question
8(a)m).
W

“} am informed that any decision by senior postal management regarding
"whether to retain phase one service standards or to proceed with
implementation of phase two” will be influenced by whether a legislative
enactment prohibits the Postal Service from implementing Phase I, The Postal
Service also will review the advisory opinion issued in this case.” /d. (Question
9(b)).

20.  There is legisiation pending in the United States Congress that would, if enacted,

require the Postal Service fo maintain Phase | delivery standards for First-Class Mail

and periodicals.

i Summary of Complaint

21.  Inthis case, Complainant the American Postal Workers Union, AFL-CIO (the
APWU), which together with its locals and its health plan mails millions of pieces of mail
sach year, complains that the Postal Service is regularly failing to comply with the
Service Standards set by its regulations in violation of Section 3891(b)(1)(B) of the PRA
as amended by the PAEA, which requires the Postal Service to “preserve regular and
effective access to postal services in all communities, including those in rural areas or
where post offices are not self-sustaining.” 39 U.S.C. § 3691(b)(1){B).

22.  Asa consequence of these violations, the Postal Service is depriving individuals



120

and business mailers, including the APWU and its locals, of the service to which they
are entitled by law under service standard regulations in violation of Section 3691(d) of
the PRA as amended by the PAEA, 39 U.S.C. § 3691(d)

23.  The Postal Service unreasonably discriminates against of individuals, small
businesses, and organizational mailers in the provision of postal services by failing to
comply with its regulations providing for the delivery of First-Class Mail and other mail,
particularly those in rural areas, because the effects of service standard violations are
more frequently found there. These discriminatory actions by the Postal Service violate
Section 403(c) of the PRA as amended by the PAEA. 38 U.S.C.§ 403(c).

24, In addition, the APWU complains that this failure by the Postal Service to comply
with the law and regulations providing for postal services is the result of a decision
made either by the postal Board of Governors or by postal management to implement in
2013 mail processing facility closures the Postal Service had not planned to make unti
after the effective date of regulation changes fo take effect February 1, 2014, even
though the Postal Service knew or should have known that those closures would result
in the reguiar and systematic violation of First-Class Mail service standard regulations,
25,  The APWU also complains that the Postal Service has information that it has not
made public that will show the violations described above; and that information also will
show that the closures planned for 2014 but implemented in 2013 have generally
affected service on a nationwide or substantially nationwide basis.

26.  As a remedy for these violations, the Complainant requests (1) that the Postal
Service be instructed to take necessary steps to come promptly into compliance with

Service Standard regulations; (2) that the Postal Service be ordered to cease and desist

10
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from making changes in its mail processing network that will cause it to violate service
standards; and (3) that the APWU and its iocals be provided an appropriate remedy for
any adverse impact on them due to the delay of their mail.

1. Jurisdiction

27.  The APWU is an unincorporated labor organization with its offices at 1300 L
Street, N.W., Washington, D.C. 20005. APWU is a party to multiple collective
bargaining agreements with the United States Postal Service, and represents
approximately 200,000 employees of the Postal Service. The APWU, its locals and the
APWU Health Plan collectively mail millions of pieces of mail each year. The APWU
maintains offices and conducts business throughout the United States and has Local
affiliates in every state and territory of the United States; APWU and its locals send First
Class Mail and other classes of mail into, and receives mail from, rural and urban
districts in every U.S. State and territory. APWU locals send and receive First Class
Mail and other mail pertaining to APWU business that originates and destinates in the
same Sectional Center Facility (SCF). The APWU brings this Complaint as an
interested person under Section 3662 of the Act.

28.  Under Section 3662(a) of the PRA as amended by the PAEA (38 US.C. §
3662(a)) the Commission has jurisdiction to hear these complaints of violations of
Sections 403(c), 3661, 3691({b}) and 3691(d) of the Act and of Regulations promulgated
thereunder.

29.  In accordance with the Commission’s Rule 3030.10(9), counsel for the APWU
communicated with the office of the general counsel of the Postal Service by tefephone

and e-mail on Wednesday, September 4, 2013, in an effort to resolve its complaint

i
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without the necessity of filing this action. Despite goad faith consideration by both

parties, further efforts to resolve this matter without the filing of this Complaint would be

futile..

V. THE POSTAL SERVICE 1S VIOLATING SERVICE STANDARDS OGN A
NATIONWIDE OR SUBSTANTIALLY NATIONWIDE BASIS

Tyler, Texas

30. Deactivation of the East Texas P&DC was scheduled to ocour after the February

1, 2014 change in delivery standards. It was re-scheduled and implemented in May and

June 2013,

31.  As aresult of the deactivation of the East Texas P&DC, the Postal Service is

consistently failing to meet the one-day service standard for First-Class Mail.

32.  As a result of the deactivation of the East Texas F&DC, First-Class Mail that

used {o be picked up on Saturday is not picked up until Monday and then is transported

for processing.

33.  As a result of the deactivation of the East Texas P&DC, mail that has been

processed for delivery consistently arrives late at the Area Offices. This significantly

delays letter carriers' departure to make deliveries. As a resulf, postal patrons receive

their mail hours later than they did before the consolidation. For small businesses, mail

that should have been received during the business day is not received until the next

business day.

12
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Brooklyn, New York

34.  As a result of recent network consolidations, both originating and destinating mail
processing has been moved from Brooklyn to the Morgan P&DC in Manhattan, New
York.

35.  As a result of the change described in the paragraph above, a substantial
percentage of First-Class Mail is not receiving one-day delivery service within the SCF
where it both originates and destinates (intra-SCF mail). This is in violation of service
standards.

36. The use of mail placards in the mail processing operation in Brooklyn has
become irregular and no longer serves as a reliable means of determining whether mail
is meeting delivery standards.

Colorado Springs, Colorado

37.  The outgoing mail processing operation was moved from Colorade Springs to
Denver, Colorado on June 1, 2013. As a result, cut-off times at stations and collection
boxes were changed to one hour earlier. All mail dropped in those boxes after the new
earlier cutoff time is delayed by one day. A substantial percentage of the mail is failing
to meet delivery standards.

38.  Mail that used to be processed and delivered overnight in Colorado Springs now
takes two to three days for delivery.

Kilmer, New Jersey

39. The Kilmer, New Jersey, postal facility no longer processes its own originating or
destinating mail. This was not scheduled to occur under the Postal Service’s Network

Consolidation Plan until 2014,

13
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40.  As aresult of Network Consclidation affecting Kilmer, its residents receive mail
that does nat comply with service standards.

41, Pracessed mall routinely arrives at the Kilmer P&DC at 10 a.m. instead of 7 am.
as it did before consolidation. This significantly delays letter carriers’ departure to make
deliveries. As a result, postal patrons receive their mail hours later than they did before
the consolidation. in the case of small businesses, mail that should have been received
during the business day is not received until the next business day.

Saginaw, Michigan

42.  Mail originating and destinating in Saginaw, Michigan, is now transported to
Pontiac, Michigan for destinating processing due to a change in mail processing that
was not scheduled to occur untit 2014 under the Postal Service Network Consolidation
Plan but was made in 2013.

43.  As a result of the elimination of mail processing operations in Saginaw, mail
destinating in Saginaw is regularly being delayed, and service standards are being
violated.

Williamsport, Pennsylvania

44, As a result of the closure of the Willlamsport, Pennsylvania, destinating mail
processing operation in 2013, a change which was not scheduled to occur until 2014
under the Network Consolidation Plan, mail is being delayed and is being delivered in
violation of service standards in the Williamspart area.

45, Aweekly magazine called Sports lllustrated is being delivered five days late.

46. Wall Street Journals were delivered 36 hours late far more than a month.

47.  Numerous complaints have been received from small businesses about delayed

14
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payments from customers in the Williamsport community,

48.  As a result of the late arrival of trucks carrying processed mail, lefter carriers are
delayed and regularly must deliver mail unti! after 8 p.m. As a result, postal patrons
receive their mail hours later than they did before the consolidation. In the case of small
businesses, mail that should have been received during the business day is not
received until the next business day.

Salem, Orsgon

49.  As a resuit of a consolidation that was scheduled for 2014 being carried out in
2013, mail is being delayed in the Salem, Oregon, area, and service standards are not
being met. For example, a test mailing of a First Class Mail parcel sent certified mail
was due to be delivered on June 22, 2013, under applicable service standards. it was
not received until June 24, 2013.

50. Mailers complaining of delayed mail in Salem include Doneth Wealth
Management, First Pacific Corporation, the Cregon Department of Motor Vehicles, and
the U.S. Department of Justice. Complaints have included delays in First-Class Mail
and parcel mail.

51. Because of the consolidation, collection times from postal mail boxes have been
moved {o earlier times throughout the area, and dispatch times from coastal Oregon are
as early as 1:30 p.m. Mail deposited after earlier collection times or arriving at a facility
after an earlier dispatch time is delayed by one full day in addition to mail processing

delays caused by the consolidation.
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LaCrosse, Wisconsin

52.  As aresult of a mail processing consolidation that had been scheduled to be
done in 2014, mail in the LaCrosse, Wisconsin, area is being delayed. For example, the
Vernon County Broadcaster, a weekly newspaper, reports that many of its newspapers
are not being received until days or even a week late as a result of mail being
transported to Minnesota for processing.

Carbondale, lllinois

53. The Carbondale, liiinois, mail processing center recently shut down and now its
mail is sent to St. Louis, Missour, for processing.

54, An official Postal Service announcement about this change stated that the fact
that the mail is now being processed in St. Louis “may add a day or two to the nommal
delivery timeframe.”

55. I the postal spokesperson quoted in the paragraph above is correct, the Postal
Service is violating delivery standards in the Carbondale area due to the elimination of
mail processing in Carbondale,

Cape Girardeau, Missouri

56.  Mail delivered to Cape Girardeau, Missouri and the surrounding area is first
processed in St. Louis, but it is regularly delayed by nearly three and a half hours before
itis delivered to the Cape Girardeau P&DC for sorting. The St. Louis processing center
is overwhelmed by the volume of mail, resulting in large delays and service standards
not being met.

57.  These delays have actual and, in some instances, detrimental consequences in

Cape Girardeau and the rural communities around it. Residents in Cape Girardeau are
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receiving newspapers two days after their publication, while residents in nearby Gideon,
Missouri, have received water shut-off notices in the mail two days after their water was
shut off,

Service Adversely Affected on a Nationwide or Substantially Nationwide Basis

58.  Altogether, the Postal Service has decided to close down 55 mail processing
operations in 2013 that had been originally scheduled to be included in Phase Il of its
Network Consclidation Plan in 2014.

59.  Approximately 90 facilities were scheduled for closure in 2014 instead of in 2013
for two reasons: (1) Closure of these facilities would require elimination of one-day First-
Class Mail service within SCFs for individuals and smali businesses, and
correspondingly slower service for ail other types of mail; and (2) The service standard
changes necessary to permit the slower delivery standards are not scheduled to take
effect until February 1, 2014.

60. The decision to close 53 or 55 of the mail processing operations in 2013, that
were originally scheduled for closure in 2014, was made by the Board of Governors or
by postal management despite the likelihood that mail would be delayed in violation of
applicable service standards.

61. Despite postal management's best efforts, it has been impossible and will remain
impossible for the Postal Service to meet its delivery standards in areas where 2014

closures have been carried out in 2013.

17



128

REQUEST FOR RELIEF

For the reasons stated above, the APWU respectfully requests that the
Commission:

A, Hold that the Postal Service has violated its Service Standard Regulations as
described in the Complaint above;

B. Hold that the Postal Service has violated Section 403(c) of the Act by making
undue and unreasonable discrimination among users of the mails, specifically
individuals, small businesses, and organizations, including the APWU and its locals;

C. Hold that the Postal Service has violated Section 3661(a) and (b) of the Act
by changing to a generally less adequate and effective nationwide system without
seeking an advisory opinion from the Postal Regulatory Commission;

D. Order the Postal Service to take necessary steps to come promptly into
compliance with its Service Standard regulations;

E. Order the Postal Service to cease and desist from making changes in its mail
processing network that will cause it to viclate service standards; and

F. Order the Postal Service fo provide the APWU and its locals an appropriate

remedy for any adverse impact on them due to the delay of their mail.

Respectfully submitted,

5/
Darryl J. Andersen
O'Donnell, Schwartz & Anderson, P.C.
1300 L Street, N.W., suite 1200
Washington, D.C. 20005-4126

Counsel for Complainant
American Postal Workers Union, AFL-CIO

September 5, 2013
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CERTIFICATIONS REQUIRED BY RULE 3030.10(9) and (10)

| hereby certify that a copy of this compiaint is being simultanecusly served on the
Postal Service at PRCCOMPLAINTS@usps.gov in accordance with Rule 3030.11.

1 hereby certify that counsel for the APWU conferred with the Postal Service's
general counsel in an attempt to resclve or settle this complaint, and that, despite
good faith consideration by both parties, additional efforts to settle or resolve this
complaint would be unsuccessful at this time.

1St
Darryl J. Anderson
O’Donnell, Schwartz & Anderson, P.C.
1300 L Street, N.W., suite 1200
Washington, D.C. 20005-4126

Counsel for Complainant
American Postal Workers Union, AFL-CIO

September 5, 2013
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Chairman Carper and members of the Senate Homeland Security and Governmental Affairs Committee, my
name is Jeanette Dwyer, and | am President of the National Rural Letter Carriers’ Association {NRLCA}, Our
union represents over 101,000 bargaining unit employees who proudly deliver mail for the United States
Postal Service. We are often called a “post office on wheels” because we do more than simply deliver mail to
homes and businesses. On our routes, we sell stamps and money orders, accept express and priority mail,
offer signature and delivery confirmation, registered and certified mail, and, of course, collect our customers’
parcels. Our Craft epitomizes the concept of “universal service” by providing these services in rural,
suburban, and urban areas throughout the United States, including places that the Postal Service's
competitors do not go.

Currently, rural {etter carriers serve approximately 73,000 routes across the United States. We drive more
than 3.5 million miles per day, delivering to over 40 million boxes. The average mileage for a rural route is
more than 48 miles, with the longest route stretching over 170 miles.

The NRLCA and its members care deeply for the Postal Service and the service that it provides to Americans,
and we are greatly concerned about the apparent direction that it may be heading under this and other
proposed legislation.

The NRLCA has numerous concerns with the Senate postal reform legislation that was recently introduced.
Some of these concerns are included in our written testimony, but it was requested that | specifically address
the areas of rates, innovation, and service.

During the debate and subsequent passage of the Postal Accountability and Enhancement Act, Public Law
109-435, the NRLCA supported the effort to tie postage rate increases to the Consumer Price index. The
NRLCA supported the effort as a means to pass postal reform legislation, but also as a way to give the mailing
industry some degree of certainty and predictability to prepare their budgets. Unfortunately, given the
unforeseen economic crisis, the use of the CP! index has limited the revenue the Postal Service can raise. The
Great Recession caused the Postal Service not to conduct the one-time, final omnibus rate case called for in
the PAEA, as the Postal Service rightly did not want to raise rates in the midst of a recession. Given these
circumstances, at the very least, the Postal Service should now be permitted to adjust its rates with a one-
time postage rate review and adjustment that PAEA originally authorized to occur in 2007,

However, any legislation must maintain some form of price cap to ensure that customers continue to use the
Postal Service to deliver their products. Therefore, we oppose any provisions in S. 1486 that would eliminate
the pricing index. Such a provision will create uncertainty for the mailers when budgeting for future fiscal
years and result in a loss of mail through the system, and more importantly, customers.

Furthermore, innovation is essential to the Postal Service’s survival, The Postal Service must continue to offer
new services and products, as well as upgrade current services to continue to compete and survive in the
market economy. | believe the creation of a Chief Innovation Officer will go a long way to ensuring that the
Postal Service remains competitive.,
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The Rural Reach program represents one innovative approach that the Postal Service has already successfully
utilized to generate new business and revenue. This program puts the power and the opportunity to build
the business in the hands of the people who care the most about the Postal Service: its employees. Through
the Rural Reach program, tens of thousands of rural letter carriers actively solicit businesses who they see
using competitors while delivering their route. Since its inception, Rural Reach has generated more than
$351.2 million in new business for the USPS.

S. 1486 authorizes the Postal Service to deliver wine, beer, and distilied spirits from producers who are
permitted through their state laws to ship alcoholic products. This wouid change a pre-Prohibition Law that
has restricted the Postal Service from entering into significant revenue generating areas. Antiquated laws
such as this have constrained the Postal Service’s ability to engage in endeavors that would result in new
revenue.

The NRLCA supports provisions in the Senate bill allowing the Postal Service to offer non-postal products, as
well as offer services on behalf of federal, state, local, and tribal governmental agencies. The postal reform
bill in the House unnecessarily fimits new revenue generation to selling advertising space on vehicles and
facilities, as well as offering state and local services. Whatever compromise is worked out between the two
bills, | believe the language should have as few restrictions as possible.

The local post office has the potential to once again become the “town hub,” a destination where citizens
meet and socialize. Although this idea has been presented many times, Congress should allow the Postal
Service to offer fishing and hunting licenses along with the passport services already offered. The Postal
Service can also bridge the digital divide between many rural areas and their urban counterparts. According
to the Federal Communications Commission {FCC}, only 93.8% of rural residents have basic internet access
compared to 99.4% of their urban counterpartsl‘ Kiosks can be placed in post offices, essentially an E-
Government service where the post office becomes an extension of the government, where citizens can have
their social security, weifare, healthcare, and other questions answered.

The Postal Service possesses a vast, unigue network, reaching into every state, district, city, town, and county.
This can be, and must be, utilized to the Postal Service’s advantage.

Finaily, I would fike to discuss service. Make no mistake; we need to keep the service in Postal Service, This
means continuing to provide 6 day-mail delivery, keeping post offices and processing facilities open, and
maintaining current service standards; and we believe all of this work should be done by federal postal
employees.

The Postal Service needs to continue to build on its strengths of first mile and last mile service. Any cut or
reduction will result in less service, which equals less mail, which equals the beginning of the end of the Postal
Service.

! The FCC defines “basic service” as 1-2 megahits per second. This is an acceptable usage amount for a single person on a single
device with the most basic email and web surfing usage. A family of 4 would require “moderate service” (at 6-135 whbps) to have a
minimal online presence. This level of service is unavailable to nearly 20% of rural Americans.
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The Postal Service has proven that it can make money doing what it was intended to do from the start:
process and deliver mail. The Postal Service has undertaken many cost-cutting measures, including reducing
the number of employees to roughly 500,000; the lowest number of career employees in decades. in
addition, the NRLCA and the other postal unions have made significant sacrifices in collective bargaining. The
contract the NRLCA and the Postal Service recently negotiated is expected to save the Postal Service hundreds
of millions of dollars over the life of the contract.

The Postal Service is in much better financial position than many people think. it is no secret that the most
significant restraint on the Postal Service’s success remains the congressionally mandated pre-funding of
retiree health benefits. The Postal Service’s FY 2013 third-guarter would have shown a $660 million profit
had the Retiree Health Benefits pre-funding been excluded. The Postal Service should also show a year-to-
date profit of $330 million profit, excluding the pre-funding payment. This is a remarkable achievement
considering that the nation is experiencing a slow economic recovery from the largest economic downturn
since the Great Depression. | believe the fact that the Postal Service can make a profit doing what it was
created o do is evidence of the potential for a strong business model.

Instead, S. 1486 attempts to break this business model. it slashes service, cuts delivery days, closes post
offices and postal facilities, interferes with collective bargaining, and reduces employee benefits all in the
name of maintaining a pre-funding schedule; a pre-funding schedule that for the last six years has
represented roughly 80% of the Postal Service’s total losses.

Senators, you have the power to rectify this injustice. Reducing mail delivery days to five or fewer days,
cutting service standards to eliminate overnight mail delivery, closings post offices and facilities will destroy
the Postal Service -- not save it.

Mr. Chairman, the Postal Service is already experiencing the negative impacts of its decisions. The
transportation, sortation, and delivery of mail has slowed. This is a direct result of the Postat Service’s
decisions to close processing facilities. Currently, it has closed too many facilities, and the facilities that
remain open are experiencing a difficult time keeping up with current volume. If the Postai Service
experiences even a small increase in mail volume, as many believe they will, delivery time will be impacted.
Simply put, the Postal Service is struggling to handle the amount of mail volume they have now.

Many states are already experiencing slower process and delivery times because of the consolidation of
facilities. This is resulting in rural letter carriers getting their mail late and customers getting their mail after
dark. Frankly, this becomes a safety issue for the rural letter carrier, and a convenience issue for the
customer.

The issue is the Postal Service has moved dispatch times, sometimes as early as 1PM. The normal dispatch
time was SPM, which allowed a rural letter carrier to complete their route, and return to the post office to
drop off any letters or packages they had colfected. Now that dispatch times have changed, many rural letter
carriers are missing the dispatch times, resulting in mail and packages sitting over night before being collected
and shipped to the processing plant. Even blue collection box times have changed, further inconveniencing
customers. Some states experiencing this problem are Missouri, Minnesota, Wisconsin, North Dakota and
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Louisiana. The closures and consolidation the Postal Service has initiated have made it almost impossible to
efficiently handie the mail volume that is coming through the system.

The NRLCA strongly helieves S. 1486 will inadvertently cause the Postal Service and abandon those Americans
who most rely upon the regular delivery of the mail. The Postal Service is a service. You cannot expect to cut
and get more. Shipping and package delivery revenue continues to increase dramatically. This is a result of an
exploding e-commerce sector that is helping to mitigate the negative impacts of online communication and
bill pay.

And then there are the jobs. At a time when unemployment hovers at 7.3%, this is no time for massive
layoffs that will inevitahly occur with the elimination of 6 day mail delivery. The pending legislation will result
in the significant loss of good, middie-class jobs. Job losses in the rural craft alone could reach upwards of
50,000 depending on the availability of work and the number of days the Postai Service delivers mail. The jobs
that the Postal Service is planning to eliminate are good middie class jobs that will affect mainly minorities,
women, and veterans.

1 must also point out the severe hardships that would be visited on rural America if our customers and small
businesses lose a day to send and receive mail. Their livelihoods, and often their health, depend on the Postal
Service for their communication and delivery needs. There are no alternatives in many communities.

We cannot afford to move backwards. We must continue to provide the service our customers expect and
have come to rely upon. To do otherwise would add insult to injury and further undermine the financial
wellbeing of the Postal Service, which we desperately want to succeed.

The potential to succeed is there if the Postal Service focuses on growing its business, not shrinking it by
reducing delivery frequency. Package delivery, for example, is a growing market for the USPS, led by the
increase in e-commerce. The Postal Service can find ways to utilize its unique, universal delivery network to
remain competitive. For example, the Postal Service is testing same-day delivery with Amazon for online
orders. it is innovative ideas and partnerships such as these that will strengthen the Postal Service.

Finally, | would be remiss if  did not say something about health benefits. The Senate bill allows for the
Postal Service and its unions to bargain over the creation of a new health plan, either within or outside of
FEHBP. Let me be clear about this; the NRLCA will not support any proposal of a Postal-only heaith plan that
leaves FEHB. Leaving FEHB will undoubtedly mean reduced benefits and increased costs for employees and
retirees. The negotiating and purchasing power of the FEHB is unparalieled, and there is a reason that there
Is no successful precedent for federal agencies abandoning the FEHEB.

Other efforts to leave FEHB have failed. The Federal Deposit insurance Corporation (FDIC) withdrew from the
FEHB in 1982, claiming that a third party administrator would reduce expenses. By 1997, the FDIC concluded
that it was no longer cost-effective to provide health insurance as a self-insured entity and that the FEHB was
better positioned to bargain for lower premiums and better benefits. It rejoined the FEHB, only after
acquiring Congressional legislation which allowed the return to the FEHB at an estimated cost of $170 million
to the FDIC's approximately 5,700 employees. It truly was a failed experiment. The fact is that the Postal
Service simply cannot compete ~ even if it had the health insurance experience — with the FEHB, Moreover,

5
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we have no interest in putting retiree health benefits at risk each and every time we negotiate over health
benefit contribution levels.

Our FEHB Plan, the Rural Carrier Benefit Plan, has been part of the FEHB Program since its inception. The Plan
is well managed, includes all of the medical and prescription cost management programs contemplated in a
separate Postal-only plan, and has excellent reserves to weather any financiai crisis. The Plan provides
comprehensive coverage at a very competitive premium rate and is annually recognized as one of the best
health plans for customer satisfaction and for benefits coverage by our Plan members and the US Office of
Personnel Management {OPM).

Mr. Chairman, and members of the Homeland Security and Governmental Affairs Committee, | know the
economy is causing great uncertainty, and solutions must be found to keep the Pastal Service moving
forward. However, you have the power now to relieve the Postal Service of a huge financial obligation by
relieving the Postal Service of its unfair pre-funding mandates and returning the FERS pension funds that
rightfully belong to the Postal Service. By doing so, you will give the Postal Service a fighting chance to remain
viable without having to take drastic measures that will only harm this great institution, the Americans who
rely upon it, and the employees, such as rural letter carriers, who serve it with determination, integrity, and
pride.

Thank you for allowing me to submit testimony, and | would be happy to answer any guestions.
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STATEMENT OF JOHN BEEDER,
PRESIDENT AND CHIEF OPERATING OFFICER,
AMERICAN GREETINGS, CLEVELAND, OHIQ,
BEFORE THE
COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
UNITED STATES SENATE

September 19, 2013

I am John Beeder, President and Chief Operating Officer of American
Greetings, in Cleveland, Ohio. | am speaking today on behalf of the Greeting
Card Association, which comprises more than 150 publishers of greeting cards
and related social stationery products throughout the United States. The GCA
has long been a strategic partner of the United States Postal Service, since some
60 percent of all greeting cards sold are mailed. We have a proud history of rep-
resenting the household mail user on many different issues before policymakers,
regulators, and the public. We are grateful for the opportunity to participate in

today’s hearing.

S. 1486 contains many desirable reforms and initiatives, which we and the
mailing industry generally can support. As Senators may be aware, the GCA re-
leased a report eartier this summer which set out more than 100 cost-saving op-
tions for the Postal Service, drawn from GAQ and Paostal Service Inspector Gen-
eral studies. A copy is appended to my testimony. We are pleased to see that
two of these commonsense recommendations — a shift to more cost-effective
modes of delivery and a realistic treatment of retiree health benefit funding — are

prominent features of S. 1486.

The current bill’'s proposals for streamlining the Postal Service and ena-
bling it to continue providing top-quality service at less cost are, for the most part,
well chosen and clearly faid out. it would put an end to the long-standing statuto-

1
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ry floor under fringe benefits, enable the Service to operate its own health bene-
fits plan, make the labor arbitration process somewhat more realistic, reform
workers’ compensation, and promote expicitation of more economicatl delivery.
modes. While the overali thrust of the bill is properly toward a leaner, more effi-
cient Postal Service, some provisions meant to produce cost savings are unlikely
to be effective and will only exacerbate the problem. Principally, | am referring to
the authorization to reduce delivery days —~ not just to five per week, but possibly
to even fewer. We believe this could cost the Service too much in lost revenue
and lost economies of scale and scope from lost volume for the claimed cost sav-
ings to be worthwhile even if they were achieved.

A principal focus of today’s hearing, and of my statement, is the ratemak-
ing provisions of S. 1486. For that reason, my testimony will sound rather more
negative than it would if | were discussing the bill as a whole. These ratemaking
provisions are a matter of grave concern. The bill would be much improved by
simply striking section 301, and leaving the current PAEA ratemaking provisions
in place. These were passed by Congress after a decade of careful debate and
compromise, and have been developed over the years since 2006 by the Postal
Regulatory Commission (PRC). That system may not be perfect, but at least it
provides an independent view of rate issues, a meaningful incentive for the Post-
al Service to reduce costs, and a sufficient escape hatch in the form of a PRC-
directed exigency increase procedure, while still achieving the original objective
of significantly streamlining the expensive and cumbersome ten-month litigation
process created in the early 1970s.

The bill's abolition of PAEA’s safeguards seems to rest, fundamentally, on
the mistaken premise that the Postal Service's financial problems are somehow
due to the ratemaking system and insufficient revenue. They are not. The Post-
al Service today has a cost problem, not a ratemaking or revenue problem.
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The Service's cost problem is admittedly not entirely under its direct con-
trol. If the unworkable PAEA retiree health care prefunding schedule were ap-
propriately redesigned, as section 103 of the bill sets out to do, a very large part
of the Service’s current deficit problem would evaporate as the PRC, mailers, un-
ions and others have stated.. The Service can, of course, take its own steps to
reduce its costs, with Congress’s help where needed. Asthe GCA’s report
showed, the Service's financial woes, while serious, could be largely solved by
adopting recommendations already made by GAO and the OIG - all without rais-
ing rates or cuiting essential services. Thus there is no reason to encourage it to
drive away customers and reduce its own revenue by eviscerating the ratemak-
ing system, as S. 1486 would do.

Hardly any mail user today is without alternatives. Package mailers and
some periodical publishers can use private-sector carriers. Businesses and
households can, and increasingly do, manage their transactions on-line. While
no one doubts the impressive effectiveness of direct mail advertising, even those
customers have an array of other media to choose from. The notion that the
Postal Service still has a reliable monopoly in the real-world market (I am not re-
ferring to the Private Express Statutes) is simply obsolete. it is odd indeed, then,
that the ratemaking provisions in section 301 of S. 1486 would make structural
changes moving the Postal Service in the direction of an unregulated monopoly
with alil of the power but none of the responsibility such an entity should have.

Overall, the bill properly focuses on helping the Postal Service become
leaner and more efficient. Why weaken these incentives by eliminating any in-
dependent voice - and, after 2016, eliminating any price cap, and thus any con-
trol at all - on postal prices? If the anti-regulation provisions of S. 1486 were
stricken, the resulting bill would have a clear and weli justified focus on greater
efficiency. With those provisions left in, it is structurally incoherent and seif-
defeating. The incentives to resort to rate increases, inherent in those provi-
sions, undermine the pro-efficiency thrust of the rest of the bill.
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The existing PAEA price cap is certainly a generous one compared to
many other reguiated sectors. Legislators commonly set utility price caps as
“CP! minus X" whereby the CPI is reduced by a set percentage “X” for productivi-
ty growth in order to encourage cost reductions by the firm. The PAEA pﬁce cap
has no such X factor. The bill, however, would do away with PAEA’s relatively
liberal price-cap incentive to efficiency after 2016. This makes no sense, either
on its own footing or in the context of other important features of S. 1486. With
neither a close tie between rates and costs, as existed under the 1970 Postal
Reorganization Act, nor an exogenocus price cap limiting increases under PAEA,
there would be nothing in the statute te forestall resorting to regular rate hikes
above the CPI as a way of "avoiding the unavoidable™: the need to control costs
and realign the system to make it fit 21st Century mail usage patterns.

Even before the proposed abolition of the price cap, S. 1486 would weak-
en existing regulations unnecessarily. Today, there is an independent evaluation
by the PRC of whether each new set of rates conforms to the price cap. There is
no good reasen to take this function from the PRC and hand it over to the same
Board of Governors which would direct the filing of the rates in the first place un-
der the bill. 1t would put the Board in the untenable position of having a conflict of
roles: “independently” verifying its own actions. Abolishing independent review
would be a serious loss to all mailers and the public, and an abrogation of the
fundamental obligation to fairness inherent in a government-sponsored enter-
prise. S. 1486 rightly attempts to retain that obligation in the ratemaking objec-
tives; but ultimately these are undermined by abolishing independent examina-
tion of rates.

Another serious flaw in section 301 of the bill is its treatment of exigency
rate cases. One might believe —~ we do not - that assessing price-cap compliance
is a purely mechanical process where there is no real need for an independent
evaluator. But that is clearly not true of exigency cases, where at least four legal
standards, all having the potential to be controversial, must be met. The evalua-
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tor must find (i) that excepticnal or extraordinary circumstances are present, and
then that the increase is (i) reasonable, (i) equitable, and (iv) necessary under
*best practices of honest, efficient, and economical management.” Section 301
of S.1486 would have the Board of Governors decide these four difficult ques-
tions. in other words, the same Beoard which is responsible for managing the
Postal Service would be charged with deciding, in an exigency case, whether it
and the executives it has hired have managed it honestly, efficiently, and eco-
nomically. This is another obvious conflict of functions, and would allow the Post-
al Service to act as an unregulated monopolist in the prices it charges for market
dominant products. In the private sector, the directors of a regulated utility would
never be charged with deciding whether the company they manage was legally
entitied to a rate increase.

The section also overlooks the practical inability of a part-time Board with
limited independent legal or econemic expertise to challenge recommendations
by Postal Service management. The Board as currently composed lacks both
time and readily available independent expertise to examine rate ahd service
proposals critically and in detail. The greater likelihood wouid be that there would
be no effective system of checks and balances to ensure that management does

not err.

These problems with the bill cannot be solved by allowing rate decisions
to be reviewed by the PRC on compiaint. The complaint procedure places the
burden of proof on the complainant. Injured mailers would be hard pressed to
meet the considerable expense of proving such a case, and S. 1486 wouid take
away any guarantee that the information they would need to prove their case
would be available.

One of the important objectives of PAEA, written into section 3622(b), was
to increase the transparency of the ratemaking process. S. 1486 repeals that ob-
jective. The Board of Governors would decide rate questions through a form of
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notice and comment procedure with, apparently, no obligation to describe or dis-
close all the data and assumptions on which they relied. Potentially, therefore,
the Board could choose to render its decisions largely complaint-proof. Even as-
suming these problems away, it would remain true that while the would-be com-
plainants assembled their case and shepherded it through the PRC’s complaint
process, they would be paying questionable and perhaps provably unjustified
rates. With no practical mechanism to provide relief where it is due, the strong
likelihood is that rather than filing a complaint with a heavy procedural burden
and possibly no way to obtain necessary data, potential complainants would in-
stead switch more of their communications to aiternative carriers or to electronic
media. Simply put, these section 301 provisions of S. 1486 would very likely ac-
celerate the decline of postal volumes precisely on account of the new and large-
ly unchecked ratemaking power of the Board of Governors.

There is one other feature of the bill, not centrally concerned with ratemak-
ing, on which | would like to offer a comment. This is section 206, which does
away with the PRC’s advisory opinion role in connection with significant, nation-
wide service changes. First, abolishing any independent pre-implementation re-
view would be a serious loss — not just to users of the mails but also to Congress
itself. The PRC's advisory opinions have provided a well-informed, objective
view of these changes, some of which are arguably not just operational decisions
properly left to the Postal Service, but rather fundamental definitions of the level
and quality of service that should be of concern to the Congress. It is especially
disturbing that section 206 appears to contemplate rate and classification chang-
es along with, or as part of, a service change. As some proceedings at the
Commission have demonstrated, it is hard enough to estimate the effects on vol-
ume and revenue of a service change unaccompanied by changes in rates. The
two sets of changes combined could make a difficuit analysis almost unmanage-
able.
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The PRC's advisory opinion on the proposed reduction of carrier delivery
and pickup to five days shows clearly how important an independent view of ser-
vice changes can be. Congress has engaged in a serious reconsideration of this
scheme, and the PRC opinion has been a valuable resource. In this connection,
GCA is disappointed that S. 1486 seriously weakens the sensible compromise
reached in the 112th Congress. Section 207 of S. 1789 appropriately required a
two-year waiting period and a determination, subject to review by the GAO and
the PRC, that other prescribed cost-saving measures did not obviate the need to
cut service in order to achieve long-term solvency, These necessary safeguards
are diluted or omitted aitogether in S. 1486.

To summarize our views on the regulatory provisions of S. 1486: the
ratemaking and service change provisions should be stricken from the bill. We
also urge that the Committee, at a minimum, restore the approach to considera-
tion of reducing delivery frequency included in the bill passed in the Senate {ast
year. Striking these two provisions and reverting to an approach on delivery fre-
quency that garnered sufficient support for passage would be the simplest and
cleanest way to restore the bill's commendable focus on creating a streamlined,
cost-efficient, and capabie Postal Service for today’s needs. Encouraging a
short-sighted approach to financial problems that would facilitate potentially large
rate increases needlessly undermines the beneficial features of the bill, and elim-
inating independent review of important decisions is not in the interest of mail us-
ers, the Congress, or, in the long run, the Postal Service itself.
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Appendix

A Commonsense Solution for a Stronger Postal Service
The Greeting Card Association

July, 2013

Executive Summary

The Greeting Card Association’s (GCA) commonsense solution puts the United
States Postal Service (USPS) on a path to solvency without cutting critical services
or raising rates. There are more than 100 deficit reduction proposals provided by past
U.S. Governiment Accountability Office (GAO) and Office of the Inspector General
{OIG) reports that offer numerous combinations for ending the total structural deficit of
the Postal Service. Using these, the GCA shows that the total Postal Service budget defi-
cit can be fixed in three steps:

First, the Postal Service should immediately implement cluster boxes on a wide-
spread national scale using its existing management authority to do so, and drop polit-
ically divisive

plans for Con- GCA’s Thrae-Step Plan To Solve Postal Service

gress to end Sat- Budgst Deficit

urday mail deliv-

ery, Take advantageof
currentoptions
*  There am-over 100
o t Thare
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al Service should ““";“‘ e-funding propossis hatare
work with Con Tmplement ciuster : u::;;: ::fuaf‘v ava]!’abf;a }mthsu:'
” ™ SBNOUSlY impacling
. boxes . agresmentthat sarvicesy meectie
gress to achieve a » $4.58lon aniust ihis must 6o . saerm
. savings amended togive o e{s?‘
solution to the Re-~ < This not only craites the Pastal G
tiree Health Bene- more savings than ZG:";&?V: chance adaption as they
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N improvechancey
by amending the of Congrassionat
i
Postal Accounta- o
bility and En-
hancement Act

(PAEA) and get this stand-alone legislation passed hefore the August recess;

Third, the Postal Service should evaluate the impact of the first two steps during the
rest of this year and if more deficit reductions are needed, it should first draw from
the list of 53 remaining proposals herein that it can implement under its existing man-
agement authority.

Cutting services is not the commonsense solution when there are so many other op-
tions available. The GCA has had a longstanding policy position that the best way to

8
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solve the Postal Service’s structural deficit and return it to solvency is to identify pro-
posals that maintain universal service at affordable prices for every citizen throughout the
country.

This analysis demonstrates that cutting essential services such as Saturday delivery
is not necessary to fix the Postal Service's budget deficit, There are more than 100 def-
icit reduction alternatives from recent GAQO and Postal Service OIG reports that can re-
place ending Saturday delivery, either alone or in combination. None raises rates or cuts
service. 54 of these proposals would not require any collective bargaining or legislation
by Congress.

Rate increases will only add to the problem. Rate increases are counter-productive and
will only add to the structural deficit faced by the Postal Service by driving even more
postal volume away to competing products and services. Even a relatively modest rate
increase would drive one billion pieces of single piece letter mail out of the system.
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l. Introduction: The Postal Ser-
vice’s Structural Deficit Is
Smaller Than it Contends

On April 10, 2013, the U. S. Postal Ser-
vice Board of Governors (BOG) issued a
press release directing the Postal Service
to “delay implementation of its new de-
livery schedule” —~i.e. no Saturday deliv-
ery except for packages — beyond its
planned August 5, 2013 date and until
Congress has enacted a postal reform
bill, including a “financially appropriate
and responsible delivery schedule.” In
the interim, it directs postal management
to “seek a reopening of negotiations with
the postal unions™ and to look at other
options, “including an exigent rate in-
crease.”

The BOG states that a “new national de-
livery schedule” (that is, ending Satur-
day delivery of mail) “is a necessary part
of a larger five-year business plan to re-
store the Postal Service to long-term fi-
nancial stability.” It references an “ever
widening budgetary gap.”" It then asserts
that: “It is not possible for the Postal
Service to meet significant cost reduc-
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tion goals without changing its delivery
schedule — any rational analysis of our
current financial condition and business
options leads to this conclusion.” This
paper challenges these assertions and
outlines numercus commonsense solu-
tions that achieve our mutual goal of a
viable Postal Service.

This paper presents numerous deficit
reduction options to reduce costs or ex-
pand revenue without raising rates.
These options have been set forth by the
Postal Service’s own Office of the In-
spector General (OIG), and the General
Accountability Office (GAQ). There are
numerous combinations of opportunities
for solving the Postal Service’s deficit
problem. Even if we eliminate options
that are in the implementation process
and those that are not politically feasible,
there is still a very long list of options
that would effectively solve the Postal
Service’s budget deficit. There is an
even larger list that would replace any
savings lost from retaining six day deliv-
ery.

The perceived need to end Saturday de-
tivery for any mail product (or overnight



delivery of First Class single piece let-
ters) depends on the true size of the
Postal Service’s deficit problem. Since
March 2010, the Postal Service has em-
ployed a public relations strategy of
overstating long-run deficit forecasts to
pressure Congress to enact postal reform
legisiation. In part this has been
achieved by projecting a baseline deficit
through 2020, The strategy has failed to
produce legislative resuits. Yet, the
Postal Service continues to operate: col-
lecting, processing and delivering mail
Monday through Saturday.

Since the Postal Service first launched
its deficit campaign with a briefing on
three consultant reports in March 2010,
the solution to the Postal Service’s oper-
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Is the long run Postal Service deficit gap
growing by as much as the Postal Ser-
vice claims? Net of the RHB prefunding
obligation, recent operating deficits
were:

-52.4 billion, FY 2009; -83 billion, 2010;
-$5.1 billion, 2011; and -$5.4 billion,
2012. From this baseline the Postal Ser-
vice forecast “grows” its annual operat-
g deficit by about -$3 billion each year
through 2016, to -$15.5 billion.

There is little justification for the as-
sumptions leading to a $10 billion in-
crease in the annual operating deficit by
2016 from the 2012 actual deficit of -

Budgetary Statistical Analysis

Statistical tests of Postal Service deficit projection
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Saturday mail delivery are always on its
deficit reduction list.

Ending Saturday delivery has been a
long-term goal of the Postal Service’s
management even before there was a
deficit problem. Therefore, no matter
what the actual size of the deficit fore-
casts, cutting Saturday delivery is always
on the list. Unfortunately, it appears
eliminating Saturday delivery would re-
main a top policy goal even if the Postal
Service were running an operating sur-
plus, despite lack of credible data show-
ing it is a true necessity or effective solu-
tion.
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$5.4 billion before RHB prefunding is
factored into the equation. In essence,
this forecast, as well as the earlier one
from March 2010, presumes Postal Ser-
vice management is unable to negotiate
better labor contracts with its four major
unions, even under dire financial condi-
tions, A more plausible baseline forecast
is that the operating deficit (apart from
RHB funding) will ratchet up by at most
$2 billion annually through 2016 rather
than $3 billion. This would put the total
operating deficit at -§12.5 billion.



A $1 billion annual increase would put
the annual baseline deficit at -$9.5 bil-
lon at the end of FY2016. Statistical
tests show a linear forecast model pro-
Jecting a $9.5 billion deficit in 2016 per-
forms better than the Postal Service’s
forecast of $15.5 billion. The graph
above depicts a quadratic equation that
best fits the Postal Service’s latest fore-
cast through FY2016.

Appendix 1 indicates both forecasting
equations have R-squared measures of
“best fit” around 0.8, and are statistical~
ly the same. A perfect fit would be are-
gression with an R-squared value of 1.0,
meaning the forecast 1s completely ex-
plained by the trend of past data. In
comparing the two regression models to
see which has the best fit to the popula-
tion sampled, however, the linear model
has a Fisher F ~ value of 29,18, which is
a superior statistical result to the lower F
— value of 19.63 in the non-linear model
best fitting the Postal Service’s forecast.
The associated probability P — value for
the linear regression (0.000644), is a
significantly Jower number below the
5% significance level than that for the
quadratic regression fitting the Postal
Service forecast (0.001347).2

Including RHB prefunding, a more rea-
sonable estimate of the 2016 total deficit
baseline (before cuts) would be $15.3
billion to $18.3 billion. The Postal Ser-
vice has apparently sought to make its -
$21.3 billion total deficit in 2016 a more
plausible number by claiming its actual
2012 deficit was $16.5 billion. Normal
accounting practices would put the total
2012 deficit at $11.5 billion because it
would not engage in double counting of
the annuat RHB prefunding®

The third problem with the Postal Ser-
vice deficit forecasts relates to savings
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from initiatives that have already been
successfully implemented such as net-
work consolidation and post office clos-
ings.* The Postal Service has already
achieved about one-half of its anticipat-
ed $4.1 billion from plant closings and
transportation savings. On this account
alone the baseline deficit for 2016
should be reduced from $22.5 billion to
$20.5 billion and its current need for an-
nual deficit reduction by 2016 reduced

Solutions That Will Not Cut Critical Services Or
Raise Rates
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Proposal Stenarios Examples of Cost Savings

+ Eary i i
» Diverse stamp distribution
+ GPS system adopiion

54 Propogals Require No Further Legisiati
Nor Collestive Bargaining between USPS
management and its labor unions hefere
impiementation

78 Proposals Raquirs No Coliective
Bargaining betweer: the postat employees:
union. and USPS management

Early refirement incentives
Move retail to self-service
Reform leases

49 Proposals Require No Further Legistation
by Congress before implementation by USPS
management

Outsource custodial work
Close pracessing plants
Sell USPS real estale assels

+ Reduce RHEB prefunding
= Two tiersd wage system
+ Change retirement formula

44 Proposals Require Either Additional
Legisiation Or Collective gaining between
USPS management and its Jabar unions before
implementation

accordingly.

In Sections 1L through X1, we discuss
129 proposals for cutting Postal Service
deficits without cutting Saturday mail
delivery. A small number of these pro-
posals originate from separate sources,
yet have a high degree of overlap — 109
distinct proposals remain. A few of these
are in process to a greater or lesser de-
gree, and are noted by section. Many of
the proposals are accompanied by annual
savings estimates to the deficit, however
some are not. The Postal Service, Con-
gress, GAO and other agencies should
be encouraged to provide savings esti-
mates for these.



Il. Deficit Reduction Proposals
That Do Not Cut Critical Ser-
vice To The Public Or Raise
Rates Are Preferable

The Greeting Card Association (GCA)
has had a longstanding policy position
that the best way to solve the Postal Ser-
vice’s structural deficit and return it to
solvency is to identify proposals that do
not cut service either to mailers in gen-
eral or to citizen mailers in particular. To
the maximum degree possible, the deficit
reduction lists that follow focus on pro-
posals identified in recent General Ac-
countability Office (GAQ) or Postal
Service Office of the Inspector General
(OIG) reports that in GCA’s opinion af-
fect service minimally or not at all. Ap-
pendix 2 summarizes the impact of
GCA’s master list of 109 distinct deficit
reduction proposals by the impact each
one would have on service.

1t should be stressed that of the 109 pro-
posals, only 45 have annual savings
listed or that can be inferred, while 84 do
not have any savings listed. Most of the
discussion that follows concentrates on
those proposals for which annual savings
are listed or estimated. It should be kept
in mind, however, that the universe of
deficit reduction options is nearly three
times as large as the options on which
the paper focuses. Those 84 proposals
should be costed out by the agency orig-
inating the idea and evaluated before any
notion of cutting service or raising rates
is put forward.

The GCA has also had a longstanding
policy position that rate increases, espe-
cially when the postal product concerned
faces the essentially free competing al-
ternative of the Internet and email prod-
ucts, are counter-productive and will on-
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ly add to the structural deficit faced by
the Postal Service by driving even more
postal volume to competing products
and services. Rate increases are not the
only way of raising revenue, and in Sec-
tion VIL,16 proposals for reducing the
Postal Service deficit by raising revenue
without raising rates are presented.

Rate increases will only add
to the stractural deficit faced
by the Postul Service by driv-
ing even more post volume
wway to competing products
and services.

. The Most Plausible Paths
For Postal Service Financial
Viability Without Cutting Satur-
day Mail Delivery

A. Three Options That Stand Out

There are two clear-cut paths that would
move the direction of the Postal Service
a long way toward financial viability.
One would eliminate the strong opposi-
tion in Congress to ending Saturday de-
livery by replacing that proposal with
another approach to curbing delivery
costs. The other path would enact one
proposal that many feel is at the crux of
the Postal Service’s structural deficit,
support for which is strong in both hous-
es of Congress and both pelitical parties.

The first path to success is that whatever
the plausible size of the deficit problem,
measured as the annual need for cuts as
of the end of FY2016 from a 2012 base-
line, O1G’s proposal for widespread
adoption of cluster boxes rather than ad-
dress to address delivery supersedes the

13



need for any reduction in current six day
delivery standards. The GCA made this
point in its 2011 report, using the con-
sensus calculus of that time estimating
the size of the deficit problem.” Unfortu-
nately, some members of Congress,
without any clear understanding of how
much the Postal Service’s deficit needs
to be cut today, adopted the cluster box
idea in addition to ending Saturday de-
livery. As outlined in Section I, the
magnitude of the Postal Service’s deficit
problem does not require both cluster
boxes and ending Saturday delivery, it
requires choosing one or the other. The
choice of cluster boxes would remove
much political opposition to postal re-
form bills because they now include the
highly unpopular choice of cutting Sat-
urday delivery.

The second path to success in managing
the Postal Service’s deficit is to start by
getting Congress to enact legislation
ending or greatly curbing the RHB an-
nual prefunding mandate. It is not unu~
sual for laws as complex as PAEA to
require modifications to the initial fegis-
lation as time and experience under the
new law accumulate. This was true of
the 1970 Postal Reorganization Act,
which was significantly amended in
1976. More than any other single deficit
reduction proposal, there is unanimous
agreement from virtually all stakeholders
that a radical overhaul, if not complete
elimination of RHB prefunding, should
be made.
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There is unanimous agreement
from virtually all stakeholders
that a radical overhaul, if not
complete elimination of RHE
prefunding, should be made.

There is widespread political support for
this proposal in both houses of Congress,
across party lines, and at the Postal Reg-
ulatory Commission. Once such a bill is
passed, alone or in conjunction with
cluster boxes, the Postal Service’s finan-
cial condition can be monitored quarter-
ly, the effects of these deficit reduction
initiatives evaluated, and a more meas-
ured approach to enacting any further
deficit reduction proposals taken instead
of acting in the unproductive crisis-mode
atmosphere of the past three years.

A third path to success 1s to adopt other
“top drawer” proposals from our tist of
more than 100 individual proposals or
combinations of proposals which will
solve the Postal Service’s overall deficit
problem without having to end Saturday
delivery. Questions that should be asked
include:

What options from our list fully cover
the claimed cost savings from ending
Saturday delivery?

What options constitute o total deficit
reduction package that would restore

financial viability to the Postal Service?

What combinations of options would be
politically viable?

Of these, what are the best options?

The answer to the first question above
depends in part on what the cost savings
are from ending Saturday delivery. The
Postal Service currently puts the cost

14



savings as $2 billion annually for cutting
Saturday mail delivery, but retaining
Saturday delivery of packages and medi-
cines. The PRC put the cost savings at
$1.7 billion in its March 24, 2011 Advi-
sory Opinion on Ending Saturday Deliv-
ery after analyzing the Postal Service’s
original $3.1 billion estimate for elimi-
nating all Saturday delivery of letters,
flats, and parcels.

The cost of modifying the Postal Ser-
vice’s original proposal was to add back
$500 million to Saturday delivery costs
for packages and medicines. The Postal
Service has explained that it began with
a savings estimate of $2.6 billion — less
than that presented in the 2010 advisory
opinion case at the Commission — be-
cause, owing to increases in operating
efficiency and declines in volumes since
FY2009, the FY2012 savings opportuni-
ty is smaller.® The range of savings pos-
sible from the current proposal are the
Commission’s $1.7 billion minus the
add-back for Saturday package and med-
icine delivery, or $1.2 billion, rather than
the Postal Service’s current estimate of
$2 billion. Potential volume losses from
factors not considered in the advisory
opinion process could drive the Postal
Service’s savings estimate even lower to
as little as $600 million annually.

Two problems become evident when
considering any top-drawer proposals or
combinations thereof compared to the
first two strategic paths toward success.
What is the political feasibility of each?
Support for any of these cannot be
measured vis-a-vis the widespread sup-
port for overhauling RHB prefunding as
established in PAEA. Nor can opposition
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to any of these be measured vis-a-vis the
strong opposition in Congress to ending
Saturday delivery. If we consider a much
broader list of deficit reduction possibili-
ties such as all 109 non-duplicative pro-
posals, these same two problems loom
even larger.

One way of reducing the uncertainty and
showing a third path toward suecess is to
classify each proposal in the following
way. Of paramount importance is to
identify proposals that would not require
legislation by Congress or collective
bargaining. From the Postal Service’s
perspective, these are proposals which
management should be able to accom-
plish on its own. This list would be the
most politically feasible set of alterna-
tives to ending Saturday delivery given
the Postal Service’s relatively weak rec-
ord when it comes to collective bargain-
ing and lack of success the past three
years in getting a deficit reduction bill
through Congress.

B. Fifty- Four Deficit Reduction Pro-
posals The Postal Service Can Ac-
complish On Its Own

Recently, the Postal Service’s Board of
Governors has stated that Congress must
pass a postal reform bill that includes
cutting Saturday delivery for its structur-
al deficit to be trimmed any further.”
This is not a correct statement. Appendix
4 lists 54 deficit reduction proposals
from the master list of 109 non-
duplicative proposals that do not require
collective bargaining between Postal
Service management and its labor unions
and do not require legislation getting
passed before the Postal Service can im-
plement the proposal.
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Of these, the known
savings for eighteen
total over $3.5 bil-
lon in annual sav-
ings, excluding sav-
ings from selling
real estate assets
(385 billion), cluster
boxes ($4.5 billion),
the summer sale for
Standard mail ($24.1
million), and re-
maining savings
from network ra-
tionalization imple-
mentation ($2.5 bil-
lion estimated.) The
Postal Service has the ability, on its own,
to make those $3.5 billion in savings an-
nually, and could significantly improve
the chances for Congressional passage of
postal reform by making these cuts now
and dropping its insistence for ending
Saturday delivery as part of the reform
package.

C. Other Deficit Reduction Proposals
The Postal Service Can Pursue
Without Collective Bargaining, Or
Can Pursue Without Legislation

There are 78 deficit reduction proposals
of 109 total that the Postal Service could
pursue without having to engage in col-
lective bargaining. Many of these are
included in the discussion of Appendix 4
above, but 23 are not as they require or
may require legislation. This list is found
in Appendix 5. Twenty-five of the 78
proposals not requiring collective bar-
gaining have annual savings attached to
them. These total $3.9 billion, excluding
some notable items: selling real estate
assets ($85 billion), network rationaliza-
tion ($4.1 billion), transferring the FERS
surplus to the Postal Service or ending
the annual contribution ($6.9 billion and

Lyt Wt oSt Savings dnwirdized duer-S yedrs

immediate Cost Savings Outweigh Ending
Saturday Delivery

Postal Service Options

$3 billion), ending PAEA prefunding
($5.6 billion), and an end to end GPS
system ($191-5435 million ROI).

In Appendix 6 are proposals not requir-
ing legislation but that require or may
require collective bargaining. All but
four of these 59 proposals are also listed
in Appendix 4. The four proposals which
do not require legislation but do require
or may require collective bargaining are:
correct OPM inflation estimate, proposal
#22 (hereafter referred to only by the
proposal number after the # sign); match
retail hours to workload, #50; outsource
custodial, vehicle service driver posi-
tions (3675 million savings annually),
#72; and change pension benefits for
new employees, #94.

D. Forty Deficit Reduction Proposals
Requiring Collective Bargaining Or
Legislation

Out of 109 deficit reduction proposals
identified in recent Postal Service OIG
reports or GAQ reports, the Postal Ser-
vice can implement 54 by itself (See
Appendix 4), substantially more than the
40 it can implement only with collective
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bargaining or with legislation or both, as
detailed in the list of proposals in Ap-
pendix 7. It does not need to ask Con-
gress to either cut Saturday delivery or
find alternative savings it can enact to
replace the cost of Saturday delivery,
whether that is $2 billion, $1.2 billion, or
even less. It does not need to engage in
collective bargaining to find savings
more than sufficient to cover the cost of
maintaining Saturday delivery of mail.

These facts strongly support the view
found in proposal
#126, in an April 2010
GAO report (GAO-
10-4). If the Congress
acts on any deficit re-
duction proposal with-
in its purview, notably
greatly reducing or
eliminating RHB pre-
funding, it should as
part of that legislation
require the Postal Ser-
vice to act on issues
within its control.
Such legislation
would not only re-
solve the issue of Sat-
urday delivery, it
would solve the Postal
Service’s entire structural deficit by fo-
cusing management on the list of 54 ra-
ther than the list of 40, and by focusing
on the list of 54 it can actually imple-
ment, as opposed to those that require
legislation or collective bargaining. Ad-
ditionally, these proposals give the Post-
al Service the ability to preserve univer-
sal service and move it away from its
obsessive focus on ending Saturday de-
livery

IV. Sixteen Proposals For Cut-
ting Delivery Costs Without
Cutting Saturday Mail Delivery

Beyond ending or radically overhauling
PAEA’s RHB prefunding requirement,
the single largest deficit reduction in our
list of 100 plus options is adoption of
cluster boxes. OIG produced a detailed
report on this proposal in 2010, as did
GAO, #109 (see Appendix 3). One basic
option would save $4.5 billion annually

Cluster Boxes Modernize Delivery Mechanism

Key benefits of national conversion

as of 2011 if adopted and in place. The
Postal Service could do this using the
powers in its own charter, with a non-
binding advisory opinion from the Postal
Regulatory Commission. In addition to
cluster boxes, six of the other proposals
for reducing the Postal Service’s deficit
total between $385 million and $819
million on an annual basis, #108, #111,
#112, #113, #115, and #117.

Several of the proposals have no cost
estimate or expected annual revenue as-
sociated with them. Maintenance costs
for the aging vehicle fleet now exceeds
replacement costs, and one proposal
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calls for establishing a new vehicle pur-
chase strategy instead of the current
cost-inefficient “fix as fails” strategy,
#114. Just ending door delivery, apart
from the use of cluster boxes would save
several hundred million dollars a year,
#110. Six foreign posts already offer
digital or hybrid options to mail deliv-
ery, the latter entailing sending mail
electronically, and delivering it physical-
ly, #107. Five proposals made by OIG’s
Inspector General envision decoupling
retail and delivery facilities throughout
communities, enabling faster delivery
than at the edge of cities and cross town
delivery including groceries and dry
cleaning, #118 ~ #122.

V. Twenty-Three Proposals For
Cutting Health Benefit Costs

There are numerous proposals for ending
or modifying the PAEA mandated annu-
al contribution to prefunding RHB. In
fact, the number of proposals alone may
have prevented progress around a viable
proposal and enacting legislation. Below
are eight proposals from recent GAQO
and OIG reports (see Appendix 3):

1. Pay-as-you-go funding, instead of
prefunding, savings $5.8 billion an-
nually, #6

2. Actuarial approach to revising RHB,
saving $1 billion annually or $10 bil-
lion through 2020, #7

3. Prefund RHB at 30% of its liabili-
ties, #8

4. Revise prefunding to less than full
$5.4 billion annual cost, #9

5. Revise, reduce, or eliminate RHB
prefunding, #10

6. Eliminate RHB prefunding as part of
the Postal Service sponsoring its own
health plan, #11, #12

7. GAO modified Administration ap-
proach, $1.7 billion savings annual-
ly, #13

8. GAO modified S.178% approach
from the last Congress, $2.3 billion
savings annually, #14

Three other proposals relate to the Postal
Service pulling out of Federal Employ-
ees Health Benefits (FEHB) and spon-
soring its own health plan. While the
savings look large on paper, excluding
RHB prefunding they amount to savings
of $1.5 billion annually, from accounting
changes, use of Medicare coverage, effi-
ciencies in health care purchasing, and
the impact on current employees, retired
employees and future retired employees,
#11, #12, #18. Yet another proposal
suggests transferring $42 billion in
FEHB from the Treasury to a Postal
Service controlled fund, #3,

The Postal Service now pays
106% of life insurance pre-
minms, whereas other federal
agencies contribute 33% on
average.

Two proposals would apply a compara-
bility standard, two would tackle infla-
tion assumptions, and two others would
reduce life insurance premiums the Post-
al Service pays. Decreasing health bene-
fit premiums paid by the Postal Service
from the current 80% to the 72% aver-
age paid by other agencies would save
$560 million based on FY2010 contribu-~
tion levels, #1, #2. The Postal Service
now pays 100% of life insurance premi-
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ums, whereas other federal agencies con-
tribute 33% on average, #4, and #5. The
cost of benefits since 1972 has increased
448% above Consumer Price Index
(CPI) inflation. One proposal would
make Cost Of Living Adjustments (CO-
LA) beneflts tied to the CPI minus total
factor productivity (TFP), while the oth-
er would correct the Office of Personnel
Management (OPM) inflation forecast
for health care benefits, #20, #22.

V1. Thirteen Proposals For Cut-
ting Pension
Costs
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had pension prefunding levels in 2009 at
ment on average for FERS and the Civil
Service Retirement System (CSRS) had
prefunding at 41%, and the military had
prefunding at 24%. One proposal would
set prefunding for postal pensions at
80% of liabilities and at 30% for RHB,
and would have the effect of eliminating
the PAEA mandate for annual prefund-
ing of RHB at $5.6 billion, #102.

A 2012 OIG report notes that postal pen-
sions are now 105% funded, $1.7 billion
overfunded in CSRS, and $11.4 billion

Pension And RHB Prefunding Comparison Across

Six of the proposals
would affect the Fed-
eral Employee Re-
tirement System
(FERS).* A 2011
GAO report suggested
the Postal Service
seek a $6.9 billion
reimbursement of its
FERS surplus, and an
Administration vari-
ant of that was to
amortize the reim-
bursement over thirty
years, #95 (see Ap-
pendix 3). OlG ina
2010 report put the obligation at $6.8
billion based on an FY2009 Office of
Personnel Management estimate, #98. A
2012 OIG report and 2013 GAO report
suggested ending FERS pension fund-
ing, with a savings estimated at $3 bil-
lion annually based on the FY2012
FERS payment, #99, #97.

Two OIG proposals have sought cutting
pension benefits based on comparisons
with how much employers in the private
sector pay for similar pension funds. The
2011 report notes S&P 500 companies

Federal Agencies

J05%

S Perision Prefunding
B RHB Profunding
435 . 42%
oy
24% 27%
Postal Service FERS& U.s.
Eivi} Serdce Ailitary

in FERS. The Postal Service has already
funded 50% of its RHB obligation
whereas the federal government is 42%
funded and the military 27%. OIG pro-
poses selling $85 billion in Postal Ser-
vice real estate assets to fund the remain-
ing 50% of RHB, about $46 billion,
#101,

As a bellwether for future annual sav-
ings, an early retirement offer taken by
20,000 clerks and mail handlers in 2009
generated $350 million in net annual
savings, or $17,500 per employee per



year, #103. Two final proposals without
savings attached are to repay the Postal
Service for making military pension
payments and reducing the pension ben-
efits for new employees, #106, #94.

VII. Sixteen Proposals For In-
creasing Revenue Without
Raising Rates

Six of these proposals from Appendix 3
involve diversification into non-postal
products, #80 - #85. The ideas come
from a survey of postimasters, existing
legislation in Congress, and foreign
posts, None of the proposals have reve-
nue estimates associated with them. One
GAO report suggests expanding gov-
ernment services at retail facilities for
passports, selective service registration,
E-Gov initiatives, partnering with com-
mercial Internet Service Providers (ISP)
to expand the National Broadband Infra-
structure, and prepaid cards for electron-
ic currency transactions, #85. The report
stresses that the three biggest barriers are
the Postal Service's wage level at its re-
tail units, the current foot traffic within
them, and stakeholder opposition.

Rate increases will ondy add
to the structural deficit fuced
by the Postal Service by driv-
ing even more post volume
away fo compefing products
and services.

Public Internet access services, notary
services, advertising space at postal fa-
cilities and on postal vehicles, check
cashing, facility leasing and warehous-
ing are the non-postal products and ser-
vices noted by GAQ in recent federal
legislation: S. 1789, S. 1010, H.R. 2309,
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H.R 3591, S. 1853, HR. 3916, HR.
1262, and H.R. 2967, #84. Postmasters
have mentioned fax services, photocopy
services, notary, passports, greeting
cards, ATMs, Internet or wireless com-
munity support center, gift cards, job
services, public telephones and money
transfers, #81.

The Postal Service generates
15% of its revenue from non-
postal sources, compared {0 an
average 40% at major foreign
Posis.

The Postal Service generates 15% of its
revenue from non-postal sources, com-
pared to an average 40% at major for-
eign posts. Doubling the current U. S.
share would put it on a par with Royal
Mail in the United Kingdom, #83. Exist-
ing foreign practices in one or more na-
tional posts include physical delivery of
emails fo individuals without Internet
access, banking and insurance, savings
accounts, bill payments, retirement plan-
ning, lottery tickets, home phone and
broadband services, local travel tickets,
online shopping, home loans, worldwide
money transfer options, tax payments,
payment of fines, dog licenses, charita-
ble donations, storage billing and pay-
ment options, storage service and airline
tickets.

Management improvements in Express
Mail, supply management portfolios that
could be doubled and project financial
system segregation of duties losses total
around $21.5 million annually, #91, #90
and #88. Other proposals without reve-
nue figures attached stress more private
partnerships and formal innovation pro-

20



cesses and strategies comparable to
those at other large corporations, #92
and #86.

Finally, there are legitimate questions as
to whether or not ending preferential
pricing for loss making products or
broadening PAEA’s current price cap to
apply to a larger base would or could
constitute rate increases. Because there
are valid points that can be made on ei-
ther side of these two issues, we do not
include such proposals in the GCA’s list

in Appendix 3.

VIil. Seventeen Proposals For
Cutting Costs In The Postal
Service Workforce

Despite reducing labor costs and the
number of employees in recent years, it
remains a fact that labor costs are still
about 80% of total Postal Service operat-
ing costs. Since headcount and total
compensation costs did not decline faster
than volume and revenue, the savings,
while necessary and welcome, did not
solve the underlying problem, which is
the level of total compensation per ca-
reer employee.

The large savings in this area can only
come from cutting the career workforce,
short of any breakthrough in collective
bargaining on total compensation per
employee. Some of this will happen as,
or if, other initiatives succeed such as
closing and consolidating mail pro-
cessing plants to eliminate excess capac-
ity, or closing and consolidating post
offices. A GAO report from 2009 esti-
mated that for every employee “cut”
through attrition the Postal Service saves
$17,500 annually, #23 (see Appendix 3).
QOIG esttmated in 2012 that 189,000 em-
ployees met the age and service re-
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quirements for retiring with an immedi-
ate annuity, #37. Success with separation
meentives to postmasters and mat! han-
dlers in FY2012 saved the Postal Service
$542 million according to a 2012 GAO
report, #26. These are initiatives the
Postal Service could undertake without
legislation. If we include ideas that
would need Congressional action, revis-
ing workers compensation laws for em-
ployees eligible for retirement could
save up to $1.4 billion annually, as noted
by GAO in a 2010 report, #27.

There are smaller savings options which,
when added together, become signifi-
cant. There is $143 million of annual
savings from reducing costs associated
with Postal Service Inspection Service
activities, postage stamp management
and aligning benefits in these areas with
those of other federal agencies, #33.
Christmas supplemental hours are no
longer necessary, and ending overtime
pay in this area could have saved close
to $3 mullion over the two years 2011
and 2012, #35. The Postal Service has
not capped officer salaries, and as a re-
sult, overpaid them by $110,011 in cal-
endar year 2011.

Some of the largest possible savings
available in the workforce area entail
proposals without any estimate provided
for the annual amount saved. Instead of
proposing to cut critical services to cus-
tomers such as ending Saturday delivery,
the savings from these proposals should
be estimated by the agency that made
them or by the Postal Service itself.
These include:

1. Create a two-tiered wage system, one

for new hires and the other for cur-
rent employees, #28
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2. Eliminate layoff protections in col-
lective bargaining agreements, ena-
bling cuts of 125,000, #32

3. Reduce absenteeism rate to civilian
sector levels by offering fewer leave
benefits and fewer incentives to ac-
cumulate leave, and mandate super-
visors to comply with attendance
control procedures for unscheduled
leave, #34

4. Change the retirement formula that
uses the three highest years’ salary to
one that uses the highest five, #38

5. Facilitate downsizing the labor force
through re-training, relocation and
job search services, #31

6. Require binding arbitration to take
account of Postal Service financial
conditions (Existing proposal), #29

7. Outsource work wherever cost effec-
tive, #30

A number of these alone or in combina-
tion would produce greater savings than
ending Saturday delivery.

IX. Sixteen Proposals For Cut-
ting Costs Or Raising Revenue
At Retail

The Postal Service is constantly on the
defensive when it comes to diversifying
into non-postal products and services at
its retail outlets. (These alternatives are
discussed in Section V1I1.) Many observ-
ers argue that the offerings that enable
foreign national posts to be financially
sound despite Internet diversion are “off-
limits” to the Postal Service because of
lobbying pressure from the affected in-
dustries such as banking, cell phone ser-
vice, or insurance. This argument puts
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the cart before the horse. The fact is the
compensation structure of post offices is
way too high at present to make a remu-
nerative entry into almost any retail
product or service it could sell. By de-
fault, the Postal Service is left with op-
tions that involve other government
agencies - federal, state or, local - which
are saddled with the same high compen-
sation structure.

These government options for the Postal
Service retail outlets in Appendix 3 in-
clude:

1. Using post offices to help people in-
terface with other federal depart-
ments and agencies, #58

2. Providing emergency government
services, #59

3. Using post offices for community
bulletin boards, license applications,
permits and polling/opinion gather-
ing, #60

4. Using post offices as centers of con-
tinuous democracy, #61

According to GAQ, in FY2010 $5 bil-
lion out of $18 billion in total revenue at
retail came from sources outside post
offices, #42. Unfortunately, offering
stamps at grocery stores and automated
services at kiosks as well as online cre-
ates a greater problem of excess capacity
at brick and mortar post offices unless
the movement of services out of brick
and mortar facilities is accompanied by a
reduction in the number and size of post
offices.

The 2011 goal set by the Postal Service
was to reduce only 1% of the 284 mil-
lion square feet at the owned or leased
33,000 retail facilities. That is 2.84 mil-
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lion square feet, while the estimated
amount of excess capacity is 68.2 mil-
lion interior square feet, 24% of the to-
tal. The excess capacity includes 12,356
unmanned windows and 20 million ex-
cess terminal work hours of 20 million,
#49. OIG estimates the savings from
eliminating excess capacity would be
$3.48 billion over 10 years, a simple av-
erage of $348 million in savings annual-
ly, #51. In a small sample of 117 leases,
OIG found in its 2009 report that 35
were being charged $476,000 above
market price, #52.

In 2011, the OIG recommended closing
12,000 of the 37,000 retail post offices,
#44, #45. Yet, the Postal Service as of
Janumary 2013 had not even made deci-
sions about 600 stations, branches, and
retail annexes it was supposed to under
the Retail Access Optimization Initiative
(RAOT) dated July 2011, #53. Selling
Postal Service real estate assets valued at
$85 billion could eliminate financial def-
icits associated with prefunding RHB
and other benefits.

X. Fourteen Proposals For Cut-
ting Mail Processing Costs Be-
yond Closing Plants

The most publicized efforts to cut costs
in mail processing concern the Postal
Service’s network optimization initia-
tive. No fewer than five of the 14 pro-
posals 1n this area concern downsizing
the number of Processing and Distribu-
tion Centers (P & DC). See #67 ~ #71 in
Appendix 3. The emphases have been
that processing capacity for First Class
Mail exceeds needs by 50%, #67, and
that 300 mail processing plants should
be closed, #68. QIG commented in 2011,
that cutting 135 P & DCs would save
$2.6 billion, #70.
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GAQ has also reported on the Postal
Service’s latest five-year plan in this re-
gard: close 223 processing plants, cut
35,000 positions, and eliminate 3,000
machines in the process, largely ending
overnight delivery for First Class and
periodicals, #69. A 2013 OIG report
states that 48 plants were consolidated in
July/August 2012. Plans to close 100
plants in 2013 have been reduced to 92
and final cuts of 114 plants in 2014 have
been cut to 112, #64. Under $2 billion of
the Postal Service’s projected $4.1 bil-
lion in savings from closing and consoli-
dating plants has been accomplished as
of May 2013. Nonetheless, this area has
been one of the Postal Service’s most
successful endeavors in trimming its def-
icit.

Other opportunities for savings in mail
processing focus directly on labor costs,
rather than indirectly from cutting plant
and equipment costs. Two of these alone
would produce $1.64 billion in annual
savings in lieu of ending Saturday deliv-
ery. Qutsourcing cleaning/janitorial ser-
vices and postal velicle service driver
positions would save $675 million annu-
ally according to a 2012 report by OIG,
#72. Managing labor more efficiently
within plants, separate from downsizing
plants, could save $969.5 million annu-
ally according to a 2009 OIG report,
#74. Some of the areas include less us-
age of overtime at plants, better mail
handling, improved manual operations
and allied operations performance, and
better use of automation and mechanized
equipment together. These areas would
save 23 million work hours measured on
an FY2008 basis.

XI. Other Proposals For Cutting
The Postal Service's Structural
Deficit
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The Postal Service could save $33.6 mil-
lion annually by consolidating its field
structure and closing offices, currently
open, that are within 50 miles of one an-
other, #124, #125 (see Appendix 3). It
could save $13 million annually in data
costs by simply reducing manual data
collection for Revenue, Pieces, and
Weight (RPW) reports in favor of modi-
fying existing automated processes,
#128. By reforming or eliminating its
Thrift Savings Plan contributions the
Postal Service could save up to $1 bil-
fion annually based on the current plan’s
cost in FY2012, #127. Increasing the
Postal Service's independence from na-
tional budget considerations could save
$100 million annually, #129. The chang-
es required would include conforming
the House’s pay-as-you-go (PAYGQO)
rule to the Senate’s, shifting off budget
the Postal Service’s share of the Civil
Service Disability and Retirement Fund
(CSRDF) and the Postal Service Retiree
Health Benefits Fund (PSRHBF), and
shifting the cost of free mail for the blind
and overseas voters to the appropriate
federal agencies.

One proposal without cost savings esti-
mated 1s reviewing the need for 74 dis-
trict offices and nine area offices, #123
in Appendix 3. A final proposal states
that if Congress acts on deficit reduction
measures requiring its approval, the
Postal Service should possibly in turn be
compelled to act on issues within its
control, #126.

Xil. Conclusion
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About This Commonsense Solution
The Greeting Card Association wishes to thank Dr. James Clifton and Dr Reza Saidi of
Clifton Associates LLC for their economic analysis, and David Stover for his legal guid-
ance while developing this solution to the Postal Service's budget deficit.

All of the proposals discussed through-
out this report provide the ability to im-
plement a commonsense solution to fix-
ing the Postal Service and setting it
down a viable path while preserving
universal services and without raising
rates. GCA hopes that decision-makers
can take advantage of these opportuni-
ties to real postal reform while uphold-
ing these principles.
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The Greeting Card Association is the U.S. trade association serving the greeting card and
social expression industry. Founded in 1941, the GCA today represents nearly 200 Amer-
ican and international publishers from diverse businesses — ranging from young start-ups
to established companies of all sizes, scopes and years in the industry — as well as suppli-
ers that provide production services and product distribution at the wholesale level.

The GCA is committed to: Celebrating, promoting, and preserving the tradition of send-
ing greeting cards.

e Providing meaningful opportunities for information exchange and business development.

» Keeping members informed of trends and issues that might impact the industry.

s Representing the industry before government/regulatory agencies.

® Serving as the industry voice to the consumer and trade media.

For more on the GCA's Commonsense Solution:

www.CommonsensePostalSolutions.org

For more on the GCA: www.greetingcard.org

APPENDIX 1: Statistical Tests Of Postal Service Deficit Forecast
Through 2016
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USP5 DeficitSurplus
Year  SquaredYear  Deficit
1 2003 2012008 $38
2 2004 406016 §3.1
3 2005 402005 SL4
4 2006 4020036 409
5 007 4028009 $33
6 2008 82068 $2.8
7 2009 2036081 -$2.4
8 2010 400100 530
9 2043 4043121 -$5.1
1 2002 48168 $5.4
QUADRATIC Mode UNEAR Model
| Regression Stotistics Regrossion Statistics
RSquare  84.9% R Square TB.5%
anova ANOVA
OF S5 M5 F__gnificance oF 55 S ¥ gnificance £
Regression 2 9REA08 49,3242 1963374 0.001347)  IRegression 1 912183 912189 29,1899 0.000604
Residual 7 17.502 251204 Residual 8 250061 39258
Total 9 11622 ots! 9 116225
Coefficients _ Standard Error___ tStat __ P-value Coefficients _ Standard frror__yStat _ P-vakie
intercept  -A7S604.0657 2779748331 -171LI8 0130765 intercept TUIDB66667  390.7569138 6.401504 0,000644
Year 4749693182 2769367239 1715082 0.13008% Year LUSISIBISY 0194648323 -5.0213 0000644
squored _ -O.118560606 _ 0.068975509 171888 0120328

HO: Thiinear model and the guadratic mode! are the same
Ha: The Hinear modet and the quadratic moded differ

F-Test 1{3SErestricted - SSEcomplete)/{ D restricted- Dlcomplete)]
{55Ecomplete/DFomplate)
where
SSErestricted is the sum of squarad error or sesidual for the restricted model which is linear modet =
S$Ecomplete is the sum of squared error of residual for the complite model which is the guadratic model =
Dfrestricted is the degrees of freadom of residual for the restricied mode! which is the linear model =
OFcompiete is the degrees of freedom of residual for the complete made! which is the quadratic mode! =

F-Tabie FL7,5% Obtained from the F-isble for 5% significance tevet and the degrees of freedom af 1and 7.

Conclusion  Since F-Test value fs less than F-Critical vatue, we ara 95% confident that there is no difference between ffie two morels,
Furthermare: Despite that R-squared of the finear madel is 78.53% which s smalier than the R-squred for quadratic modal which
is B4.9%, the F-vaiue of the linear model is 29.18 which is much farger than F-value of the guadratic mode] which is 19.63. tn other wards,

overal, the finear modet is more significant (P-valug=0.000644] compared o the quadratic modet (P-values{, (11347)

Note: Itis important to note that the sample size is tov small to make true Infarance, unfess, we assume that deficit is normalty distributed.

2855

25.0061
17.5842

5391

APPENDIX 2: EFFECTS OF 109 DISTINCT PROPOSALS ON SERVICE

AND RATES

NOTE: Some categorizations in right-hand column are left blank because the item is sub-
stantially identical with another item; cross-references are given. In some cases affecting
employee compensation, benefits, tenure, etc., where legislation would be required, it is
assumed that such legislation would eliminate any bargainable issues, and bargaining is

not listed in the right-hand column. The chart below contains 129 numbered proposals,

but after factoring out similar alternatives there remains 109 distinct options.
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List No. | Description | Categorizations
Bargaining or legislation re-
| Cut health benefit contribution to 72% quired
government level No service effect
No rate effect
2 [same as 1]
Transfer $42B health care assets from Leglsiat}?n required
3 Treasury to the Postal Service Fund No service effect
Y No rate effect
Reduce life insurance contribution to 33% Bargam%ng required
4 ment level No service effect
govern No rate effect
Reduce Postal Service health, life contri- Barf%amfmg rgqmred
3 bution rate for actives No service effect
) No rate effect
; Legislation required
6 Pay-as-you-go health benefit funding No service effect
No rate effect
7 Implement actuarial approach to retiree ]I:Jegxs!at} on r;fc;tzlred
health benefit funding 0 service ellect
No rate effect
Prefund retiree health benefits at 30% of Leglslat} on réqmred
8 liabilit No service effect
y No rate effect
9 Reduce RHB prefunding annual require- TI:Ieg{slat? on rgfgu!red
ment fo <85 4B o service effect
) No rate effect
Reduce or eliminate RHB prefunding an- Legtslat} on required
10 nual requirement No service effect
q No rate effect
Legislation required
11 Postal Service to sponsor own health plan | No service effect
No rate effect
Postal Service to leave FEHB + Close 487 | -egislation required (FEHB)
12 of processing plants No service effect necessary
P EP No rate effect
C ' . Legislation required
13 ?ldmmlsnanon proposal on RHB prefund- No service effect
£ No rate effect
Legislation required
14 S. 1789 approach on RHB prefunding No service effect
No rate effect
15 [same as 6]
16 H.R. 2309 modified approach on RHB pre- INCREASES DEFICIT

funding
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17

End RHB prefunding; use existing funds

Legislation required
No service effect
No rate effect

18

[same as 11}

Use pension, health overfunding

Legislation required
No service effect
No rate effect

20

Tie benefits to inflation (COLA)

Legislation probably re-
quired

Bargaining required

No service effect

No rate effect

21

Repay shift in military pensions

Legislation probably re-
quired

No service effect

No rate effect

22

Correct OPM inflation estimate

Legislation not required
OPM concurrence required
No service effect

No rate effect

Eliminate employees through attrition

Legislation not required
Bargaining not necessarily
required

No service effect

No rate effect

24

Reduce workforce through retirements

Legislation not required
Bargaining not required
No service effect

No rate effect

25

Offer early retirement incentives

Legislation not required
Bargaining not required
No service effect

No rate effect

26

Offer separation incentives — postmasters,
mail handlers

Legislation not required
Bargaining not required
No service effect

No rate effect

27

Reform workers’ compensation for retire-
ment eligible

Legislation required
No service effect
No rate effect

28

Implement two-tiered wage system (new
hires vs. current employees)

Bargaining required
No service effect
No rate effect

29

Require arbitrators to recognize Postal
Service financial condition

Legislation required
No service effect
No rate effect
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Bargaining required

30 Outsource work where cost-effective No service effect
No rate effect
Legislation not required
31 Labor out-transition services {training, job | Bargaining not required
? search, relocation) No service effect
No rate effect
. ) . : .. | Bargaining required
32 g;cme:rrl::‘i (l:i?;o!ff protection to permit work- No service affect
No rate effect
Reduce security, stamp management costs; Bargam?ng required
33 align benefits with other agencies No service effect
" ) No rate effect
Bargaining required for
34 Reduce incentives to use leave, enforce some
leave management No service effect
No rate effect
Eliminate Christmas supplemental hours, Bargam.mg may be required
35 related overtime No service effect
No rate effect
Bargaining not required
36 Observe officer salary cap No service effect
No rate effect
37 [same as 24 — 26]
38 Change retirement formula to use high 5 Ilieglslat}ozl required
years as basis o service effect
No rate effect
[same as 25] + transfer FERS overpayment Eegisl_a tion requxred’ d
39 to THE POSTAL SERVICE for use in argaining not require
buyouts No service effect
No rate effect
Legislation not required
40 Move more retail to stores, self-service Bargammg not required
No service effect necessary
No rate effect
Legislation not required
a Offer parcel pickup at stores or 24-hr, Bargaining not required
lockers No service effect necessary
No rate effect
Legislation not required
42 Add retail locations other than post offices kBargam}ng not required
No service effect
No rate effect
Locate retail where/when customers are Legrs{at;on not requ;red
43 Bargaining not required

present

No service effect
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No rate effect

44

Reduce retail network

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

45

Close 12,000 retail facilities

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

46

Conduct communication/outreach to in-
form public of increased access

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

47

Substitute alternatives for post offices; re-
design usps.com site

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

48

Offer stamps through mail, Internet, stores

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

49

Sell unused space or release it to other
U.S. agencies

Legislation not required
Bargaining not required
No service effect

No rate effect

Match retail hours to workload

Legislation not required
Bargaining probably re-
quired

No service effect

No rate effect

51

Dispose of excess space, save utility, cus-
todial costs

Legislation not required
Bargaining not required
No service effect

No rate effect

Reform leases which pay above market
rent

Legislation not required
Bargaining not required
No service effect

No rate effect

33

Pursue Retail Access Optimization Initia-
tive [now Post Plan]

Legislation not required
Bargaining not required
No service effect

No rate effect

54

Sell Postal Service real estate assets

Legislation not required
Bargaining not required
No service effect

No rate effect
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Expand on-line platform to include hard-

Legislation probably not re-
quired

55 copy cards, invitations Bargain?ng not required
’ No service effect
No rate effect
Legislation not required
36 Offer digital access through Postal Service | Bargaining not required
website No service effect
No rate effect
. T
57 ir:ix}bblz xe-maii box interfaced with physical Ilgig;ilr;ﬂ;&:):é;ggred
No rate effect
X Legislation possibly required
Use post offices to complement Postal B . iblv required
58 Service digital platform, with human staff ATEAIINE POSSIBLY Tequ
to help interface with other U.S. agencies No service effect
o No rate effect
Legislation possibly required
59 Provide emergency government services, | Bargaining not required
interactions No service effect
Na rate effect
Offer community bulletin boards, licenses, Legsslg t}m_l posmbly' required
60 permit applications, citizen polling/opinion Bargammg not required
gathering ’ = No service effect
No rate effect
Legislation possibly required
61 Centers of continuous democracy Bargal.nmg “9‘ required
No service effect
No rate effect
Legislation possibly required
62 Digital services less space and labor inten- BaT gzgmng probably re-
- stve than current services quired
No service effect necessary
Nao rate effect
Legislation not required
63 Accelerate closing of processing facilities | Bargaining not required
to keep pace with vohune decline No service effect necessary
No rate effect
64 [Similar to 63}
Legislation not required
65 Relax delivery standards to facilitate plant | Bargaining not required
closings Service effect
No rate effect
Legislation required
6 Set up BRAC-type mechanism to facilitate | Bargaining not required

plant closings

No service effect necessary
No rate effect
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67

Remove excess processing capacity

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

68

Close 300 processing plants

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

69

Relax FCM, Periodicals delivery standards
to eliminate plants, machines, trips

Legislation not required
Bargaining not required
Service effect
No rate effect

70

Eliminate 135 P&DCs

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

71

“Right-size” mail processing facilities

Legislation not required
Bargaining not required
No service effect necessary
No rate effect

72

Qutsource custodial, vehicle service driver
positions

Legislation probably not re-
quired

Bargaining required

No service effect

No rate effect

73

Eliminate 10 CSBCS machines (obsolete
recommendation)

Legislation not required
Bargaining not required
No service effect

No rate effect

74

Use less overtime in processing; improve
mail handiing, manual, and allied opera-
tions performance

Legislation not required
Bargaining possibly required
No service effect

No rate effect

75

Improve UAA metrics and streamline
UAA workflow

Legislation not required
Bargaining not required
No service effect

No rate effect

76

Simplify mail acceptance rules

Legislation not required
Bargaining not required
No service effect

No rate effect

77

Consider 55 various GAQ revenue initia-
tives

Legislation not required
Bargaining not required
No service effect

Rate effect

78

Postal Service/McKinsey identify 100

[Indeterminate]
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cost/volume/revenue initiatives

Legislation not required
Bargaining not required

79 Provide volume incentives for bulk mail No service effect
Rate effect
Legisiation not required
20 Increase revenue through new or enhanced | Bargaining not required
products Service effect possible
Rate effect
Legislation required
Offer nonpostal services {photocopy, fax, | Bargaining not required
81 - ‘ .
passport, Internet, ATMs, etc.) No service effect
No rate effect
Offer nonpostal services including e-mail | Legislation required
22 delivery, financial services, tax payment Bargaining not required
acceptance, etc. (from review of foreign No service effect
posts) No rate effect
Legislation required
83 Increase proportion of revenue from Bargaining not required
nonpostal services No service effect
No rate effect
Legislation required
- . Bargaining not required
84 [Similar to 77] No service effect
No rate effect
Expand electronic nonpostal services; pos- Leglslg tion requﬁd ired
85 sibly adjust the Postal Service wage struc- B Argaining p(,)fSSi ¥y requue
ture to make feasible No service effect
No rate effect
Legislation possibly required
26 Copy corporate formal innovation process- | Bargaining not required
es; internal or partnership implementation | No service effect necessary
No rate effect
Pricing structure complex; methods of in- | Legislation possibly required
]7 suring cost recovery lag technological po- | Bargaining not required
tential; exploit flexibilities in statute, for- | No service effect necessary
mulate strategic plan for doing so Rate effect
Legislation not required
88 Expand successful Supply Management Bargaining not required
Portfolio revenue generators No service effect
No rate effect
Ensure evaluation of NSAs does not credit Legls!g tion not requ}red
89 money-losing contracts with positive reve- Bargam;ng not required
nue No service effect
No rate effect
90 Segregate duties so that same officer does | Legislation not required
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not create/approve project; correct terminal
dues billing

Bargaining not required
No service effect
No rate effect

Improve Express Mail corporate account

Legislation not required
Bargaining not required

o1 management Na service effect
No rate effect
Legislation possibly required
9 Increase Postal Service/private sector part- | Bargaining possibly required
nerships No service effect
No rate effect
Legislation required
93 Direct appropriations from Congress ggrfgxizf :f(;;teqmred
No rate effect
Legislation not required
04 Change pension benefits for new employ- | Bargaining required
ees No service effect
No rate effect
Legislation required
95 FERS surplus transfer to the Postal Service ‘Ijargammg not required
No service effect
No rate effect
Legislation required
96 Amortize FERS surplus over 30 years Bargaining not required
{Administration proposal) No service effect
No rate effect
Legislation required
. . Bargaining not required
97 End FERS pension funding No service effect a
No rate effect
98 [Same as 99]
Legislation required
Bargaining not required
99 Refund FERS overpayment No fervic f effect 4
No rate effect
Legislation required
100 Limit FERS annuity supplement to those | Bargaining not required
subject to mandatory retirement No service effect
No rate effect
Postal Service pension benefits overfund- | Legislation required
101 ed; use real estate assets to fund the 50 Bargaining not required
percent of retiree health benefits still un- No service effect
funded No rate effect
102 Set Postal Service pension funding at 80 Legislation required

percent, retiree health benefits at 30 per-

Bargaining not required
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cent; eliminates PAEA annual prefunding
payment

No service effect
No rate effect

Continue early retirement offers to clerks,

Legislation not required
Bargaining not required

103 mail handlers No service effect
No rate effect
104 Increase employee contributions to CSRS ;igil;t;:;;;fzifed
and FERS No rate effect
105 Retum CSRS overpayment to Postal Ser- ;zg;i?::;?géired
vice No rate effect
106 [Same as 21]
Legislation required
107 Offer digital or hybrid alternatives to hard- | Bargaining possibly required
copy mail delivery {cf. foreign posts) Service effect
Possible rate effect
108 [Similar to 111]
Legislation not required
Bargaining not required
109 Expand cluster box delivery Service effect (final deliv-
ery)
No rate effect
Legislation not required
Bargaining not required
110 End door delivery Service effect (final deliv-
ery)
No rate effect
Legislation not required
11 Eliminate some city routes in favor of rural ?;rgfggg%ei S‘zggg EZ%?}_IEC}
routes
ery)
No rate effect
Legislation not required
112 C_ontml over-budget overtime in city de- Bargaining not required
livery No service effect
No rate effect
Legislation required
113 Reform USQ to support Postal Service Bargaining not required
provision of broadband in high-cost areas | No service effect necessary
No rate effect
Legislation not required
114 Establish new vehicle purchase strategy to | Bargaining not required
replace “fix as fails” No service effect
No rate effect
115 Adopt end-to-end GPS system to reduce Legislation not required
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idle time, increase efficiency in delivery
and transportation

Bargaining not required
No service effect
No rate effect

116

The Postal Service should have considered
PRC 5-day delivery savings estimate in
five-year strategic plan, which reduces
projected savings from $3B t0 $ 1.7B.

Legislation not required
Bargaining not required
Service effect
No rate effect

117

Adopt electric vehicles

Legislation not required
Bargaining not required
No service effect

No rate effect

118

Decouple retail and delivery operations

Legislation not required
Bargaining possibly required
No service effect

No rate effect

119

Offer "Co-opetition” in delivery; all carri-
ers share the Postal Service vehicle

Legislation not required
Bargaining possibly required
No service effect

No rate effect

120

Universal delivery using evaluated routes,
other modes of delivery (property line,
cluster boxes)

Bargaining or legislation re-
quired
Service effect (final deliv-

ery)
No rate effect

121

Delivery facilities throughout communities
rather than on edge of cities for faster de-~
livery

Legislation not required
Bargaining not required
Service effect
No rate effect

122

Rapid cross-town delivery. To include
groceries, dry cleaning, as well as mail

Legislation required
Bargaining probably re-
quired

Service effect

Rate effect possible

123

Review need for 74 District, 9 Area offices

Legislation not required
Bargaining not required
No service effect

No rate effect

124

Reduce field administrative offices

Legislation not required
Bargaining not required
No service effect

No rate effect

125

Similar to 128-129; close District offices
within 50 miles of each other

Legislation not required
Bargaining not required
No service effect

No rate effect

36




172

Congressional requirement that the Postal

Legislation required
Bargaining possibly required

126 Service act on issues within its control, as Service effect possible
part of any legislation Rate effect possible
Legislation required
. . _ ini ibl ired
127 Reform Thrift Savings Plan contribution Ejirfgx:gf gfg"zab ¥ requ
No rate effect
Reduce manual data collection for RPW in é‘fﬁiﬁ;}n ngt ;:qt::rr:g
128 favor of modifying existing automated No ien}ic s‘ effect 4
procedures No rate effect
Legislation required
129 Increase the Postal Service independence | Bargaining not required

of Federal budget (various items)

No service effect
No rate effect
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APPENDIX 3: CONSOLIDATED ALTERNATIVES TO ENDING SATUR-
DAY MAIL DELIVERY GAOJ/OIG DEFICIT REDUCTION PROPOSALS,

10.

.

12.

2009-2013

Health Benefits and Costs: 22 Proposals

Cut employee health benefit premiums paid by Postal Service to 72% other Fed-
eral agencies pay from 80% the Postal Service pays, GAO 8/9/09 958-T

Decrease health benefit premium cost share of Postal Service from 80 to 72% to
save $560M in FY2010, GAO 9/6/11, 92

Request $42B in health benefit assets FEHB be transferred from Treasury to Post-
al Service Fund, GAQO 9/6/11, 926T

The Postal Service pays 100% of life insurance premiums, other fed agencies
about 33%, GAO 8/9/09 958-T

Reduce Postal Service health and life insurance contribution rates for active em-
ployees, 4/10, GAQ-10-455

Pay as you go prefunding would save over $44B through 2020, GAO 9/6/11,
9267, $5.8B annually

Actuarial approach to revise retiree health payment benefits would save $10B
through 2020, GAQ 9/6/11, 926T

Prefund retiree health care benefits at 30% of its hability, GAQ 9/6/11, 926T

Ask Congress to revise prefunding requirement to less than $3.4B full annual
amount, GAO 8/9/(09 958-T

Revise retiree health benefit pre-funding, reduce or if needed eliminate it, 4/10,
GAG-10-455

Postal Service to sponsor own health benefit plan, $1.5B excluding RHB, GAO,
9/6/11, 926T

Postal Service proposed pulling out of FEHB, savings $60-—$70B. Also proposed
closing and consolidating 48% of its mail processing plants, including 220,000
career positions over next three years. OIG HR-MA-12-001
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16.

17.

18.

20.
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. Funding options for retiree health benefits (prefunding):  Current law (PAEA),

modified, $57.78; $7.2 annual aver. Administration’s approach, modified --
$44.1; average annual $5.5B, $1.7B annually savings compared to PAEA base-
line, 12/12, GAQ-13-112,

S. 1789, modified, $39B; $4.9 aver annual, $2.3 billion annually, 12/12, GAO-13-
112,

. Pay-as-you-go, $5.5—3$5.8Bannually, 12/12, GAO-13-112,

H.R. 2309, modified, $61.1B; $7.6B average annually, adds to deficit, 12/12,
GAQO-13-112

Stop prefunding, use existing funds to pay current and future premiums, 12/12,
GAO-13-112

Postal Service to offer own health care benefiis plan. Decreases costs by over $63
biltion. Requires accounting changes, use of Medicare coverage, efficiencies
health care purchasing, impact on current, retired and future retired. QIG
FI-MA-12-014

. Overfunding issues for pension and retiree healthcare funds. OIG proposals herein

could potentially recover $142.4B. No RHB prefunding. Benchmark levels for

prefunding current retirees pension and health benefits. Pay existing retirees

health insurance premiums from retiree health fund. Extinguish debt to Treasury.
OIG FT-MA-10-002

Cost of benefits since 1972 448% above inflation; make COLA benefits tied to
CPI-TFP, OIG-RARC-WP-11-007

. Repay shift in military pensions to Postal Service, OIG IG

2. Correct OPM inflation forecast for health care, OIG 1G

Postal Service Workforce: 17 Proposals

Cut employees through attrition, 162,000 eligible in 2009, 300,000 within 4 years,
GAQ 8/9/09 958-T, $5.25B @ $17,500 savings per employee

. Also, reduce workforce through retirements 4/10, GAO-10-455
. Offer early retirement incentives, GAQO 8/9/09 958-T

. Separation incentives to postmasters and mail handlers, GAQ-13-347T, $542M

actual savings in FY2012
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Have Congress revise workers comp laws for employees eligible for retirement,
$1.4 billion is current annual cost, 4/10, GAO-10-455

Two tiered wage system, one for new hires, another for existing, 4/10, GAO-10-
455

Require any binding arbitration to take account of the Postal Service's financial
condition, 4/10,GAO-10-455

Qutsource work where cost effective, 4/10, GAO-10-455

. Labor transition plans like training, relocation and job search services, GAO 2/11,

282

Eliminate layoff protections in collective bargaining so it can cut 125,000 career
employees by 2015, GAO 9/6/11, 926T

. Reduce costs associated with the Postal Service Inspection Service activities and

armed security forces, postage stamp management and employee benefits. Align
benefits with other federal agencies. $143M annual savings. OIG FF-AR-11-009

Total absenteeism rate for the Postal Service comparable to overall federal sector
but higher than civilian sector. The Postal Service offers more leave benefits than
civilian sector and offer fewer incentives to accumulate leave. Supervisors not
complying with attendance control procedures when it comes to unscheduled
leave. OIG HM-AR-10-001

Christmas supplemental hours no longer necessary. Ending overtime pay for this
would save more than $2,9M over two years 2011 and 2012. OIG DR-AR-10-003

Postal Service has a cap on officer salaries that is ignored. In CY 2011, the Postal
Service paid officers $110,011 above the cap. OIG FT-AR-13-001

In 2012, 189,000 employees will meet the age and service requirements for retir-
ing with an immediate annuity. Voluntary early retirement; cash buyouts; addi-
tional years of service credit; re-employment for annuitants. OIG HR-MA-12-001

Change retirement formula that uses highest 3 years salary to one that uses high-
est 5 years. OIG HR-MA-12-001

S. 1789 allows Postal Service to offer one year of additional credited service in
CSRS and up to two years for those in FERS as an incentive to retire. Direct
FERS overpayment to be transferred to the Postal Service and used for buyouts up
to $25,000 per employee. OIG HR-MA-12-001
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Retail Related: 23 Proposals
Move more retail services to private stores and self-service, 4/10, GAO-10-455

Parcel pick-up and grocery steres (longer hours) or at 24 hour parcel lockers pub-
licly located. Partners stay open longer, GAO 2/11, 282

More locations than post offices, and for longer hours, 11/11, GAO-12-100
($5B of its $18B in {2010 retail revenue came from altematives, 11/11, GAO-
12-100)

Put retail outlets where customers are at hours they are there

Reduce network of 37,000 retail facilities, GAQ 8/9/09 938-T
Close 12,000 retail facilities, GAQ 9/6/11, 926T

Communication and outreach strategies to inform public officials and customers
of increased access to products and services, GAQ 2/11, 282

Alternatives o Post Offices: Redesign USPS.com, 11/11, GAO-12-100
Buy stamps through mail, on Intemet, and at grocery stores, 7/09, GAQ-09-937SP

Excess interior space at post offices is 67 million square feet, 24% of total space,
including 12,356 unmanned windows. The Postal Service should provide transac-
tional space to other federal entities, lowering overall federal lease costs. H.R.
1734 proposes selling surplus properties government wide, consolidating and col-
locating space. In 2011 excess terminal work hours were 20 million. OIG
DA-MA-12-003

. Balance service with cost savings opportunities by matching retail hours to work-

load. Reports on success at the Antler and Goldsboro POs. OIG CI-MA-12-002

The Postal Service owns or leases 33,000 facilities with 284 million interior
square feet. 2011 target 1s to reduce only 1% of that. 24% of existing square foot-
age is excess compared to 13.4% of current commercial vacancy rate. Can realize
$3.48B savings over 10 years by disposing of excess lease, custodial and utility
costs. OIG DA-AR-11-009

117 leases reviewed found 335 were paying $476,000 above market rates. OIG
SA-MA-09-002

As of January 2013, the Postal Service had not followed through on its Retail Ac-
cess Optimization Initiative (RAOL July 2011) to make decisions which of 600
stations, branches and retail annexes it would close. OIG DR-MA-13-001

41



55.
56.
57.

58.

60.

61.

62.

63.

64.

66.

67.

68.

177

. Sell Postal real estate assets, $85B, OIG IG Speech

Expand online platforms to include hard copy cards and invitations people prefer
Digital access through the Postal Service website, OIG IG Speech
E-mail box interfaced with physical mailbox, OIG, IG Speech

Use post offices to complement Postal digital platform, with humans to help inter-
face with other federal departments and agencies, OIG IG Speech

. Emergency government services and mteractions, O1G 1G Speech

Community bulletin boards, license applications, permits, citizen polling/opinion
gathering, OIG IG Speech

Centers of Continuous Democracy, OlG IG Speech

Digital Services less labor and space intensive than current postal services, OIG
1G Speech

Mai] Processing Capacity: 14 Proposals

As of 2010, (FY2005-FY2009 inclusive) the Postal Service was not closing facili-
ties and reducing employment fast enough to offset volume and revenue declines.
39 AMP initiatives were canceled. 68 AMCs were closed, and 12 RECs. Only 2
P&DCs were closed along with 5 annexes. Total facilities were at 599 at end of
FY2009, down from 677 in FY2005. OIG EN-AR-10-001

48 plants consolidated July-August 2012; 100 in 2013, reduced to 92; 114 in
2014, reduced to 112, (PRC $2.6B savings 12/2011; $1.6B 4/2012 OIG NO-MA-
13-004

. Relax delivery standards to facilitate plant closures and consolidations--4/10,

GAO-10-455

Set up a mechanism similar to BRAC for cutting excess plant capacity, 4/10,
GAO-10-455 (OBSQLETE)

Remove excess capacity in mail processing, processing for first class mail ex-
ceeds needs by 50%, GAO 8/9/09 938-T

Close 300 mail processing plants, GAG 9/6/11, 926T
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Close 223 processing plants, cut 35,000 positions, eliminate 3,000 machines,
eliminate 376 million trips, from relaxation of First Class and Periodical delivery
standards, $4.1 billion annual savings, GAO-12-470,

Cut 135 P & DC’s, $2.6B, OIG — RARC-WP-11-006

. Right-size mail processing facilities, OIG IG Speech

Some postal wage rates exceed those in the Service Contract Act (SCA). Out-
source cleaning/janitorial services, and postal vehicle service driver positions.
Saves $675M annually. OIG CA-AR-12-001

Eliminate ten CSBCS machines. Saves $3M over ten years. OIG DR-AR-10-004
(OBSOLETE)

Less usage of overtime at plants, better mail handling, manual operations perfor-
mance, allied operations performance, as well as use of automated and mecha-
nized equipment could save 23 million work hours in FY2008, avoiding $969.5M
in costs annually. OIG NO-MA-09-002

. Improve UAA reporting metrics and streamline UAA mail workflow. Now spend-

mg over $1B annually, OIG IS-AR-09-007
Simplify mail acceptance rules, OIG IG Speech

Revenue Options: 17 Proposals
55 Revenue Initiatives, GAQ — 13 - 216

The Postal Service management and McKinsey and Co. have identified over 100
innovative ideas to lower costs, increase mail volumes or retain volumes. OIG CI-
AR-12-001

Provide volume incentives for bulk mail, 4/10, GAO-10-455
Increase revenne through new or enhanced products, GAO 8/9/09 958-T

From postmasters: fax services, photocopy services, notary, passports, greeting
cards, ATMs, Internet or wireless fidelity” community support center, gift cards,
job services, public telephones, money transfers. OIG DA-MA-12-005

From looking at foreign posts: physical delivery of emails to individuals without
internet access, banking and insurance, savings accounts, bill payments, retire-
ment planning, lottery tickets, home phone service and broadband, local travel
tickets, online shopping, loans, worldwide money transfer options, traffic and
parking fine payments, home loans, accepts income and property tax payments,
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dog hicense renewals, donations to charities, storage billing and payment options,
storage services, airline ticket purchases. OIG DA-MA-12-005

Greater diversification: 15% of the Postal Service revenues from non-postal; 40%
of foreign posts, (Goal: Doubling US share from 13% to 26% would put iton a
par with Royal Mail), OIG RARC-WP-12-002

Non-Postal products and services suggested in recent legislation include public
Internet access services, notary services, advertising at postal facilities and on ve-
hicles, check cashing, facility leasing and warehousing services. S. 1789; S. 1010;
H.R.2309; H.R. 3591;S.1853; HR. 3916; HR.1262; HR. 2967. OIG DA-MA-
12-005

Expand government services at retail facilities to facilitate E-Gov initiatives,
passports, selective service registration; expand National Broadband Infrastruc-
ture initiative through partnerships with commercial ISPs; provide electronic cur-
rency transactions through prepaid cards. Biggest barrter to all these is current
wage level at the Postal Service retail units, foot traffic, and stakeholder opposi-
tion, OIG DA-MA-12-005

Large corporations generate a significant part of their total revenue from formal
innovation processes and strategies for themselves or by partnering with stake-
holders to grow revenue streams. The Postal Service should do the same. OIG CI-
AR-12-001

Current pricing structure is complex. Methods for ensuring prices cover costs
have not kept pace with the available technology. The Postal Service has not fully
explored flexibilities in the law nor formulated a strategic plan that does. OIG CI-
AR-12-002

Revenue generating efforts in Supply Management Portfolios that are successful
(and can be expanded) are: royalty payments for technologies developed by its
contractors; ads posted on transportation trailers; license fees for cluster box unit
(CBU) of $627,000 annually; recycling revenue of $12.4M in FY2008; invest-
ment recovery revenue of $2.2M in FY2008. OIG CA-AR-10-001

The Postal Service reported its FY2009 summer sale (Standard Mail Volume In-
centive) netted $24. 1M. OIG questions a number of procedures the Postal Service
used in the calculation, and concludes the Postal Service may actually have lost
money on the sale, OIG FF-AR-10-196

Project Financial System (PFS) segregation of duties. Southeast FSO contracting
officer created and approved the same project payment of $244,046. Increases
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chances for fraud. FY 2003 terminal dues incorrectly billed, costing the Postal
Service $53,475. OIG FT-MA-09-002

The Postal Service should improve its management of Express Mail corporate ac-
count revenue. The monetary impact of revenue loss and funds put to better use
was $6.2 million in 2011 and 2012 combined. OIG DP-AR-13-003

More private partnerships: transportation, digital mail processing, OIG IG Speech
Providing direct appropriations from Congress, GAO 5/20/09, 674T

Pension Reform: 13 Proposals

Change pension benefits for new employees, GAO 9/6/11, 926T

Seek $6.9B FERS surplus, GAQ 9/6/11, 926T

Administration: seek same but reimbursement amortized over 30 years, GAC
9/6/11, 926T

End FERS pension funding, $3B annually based on FY2012 payment, GAQ-13-
347T

The Postal Service being unfairly burdened for its share of the FERS pension ob-
ligation. OPM calculated a $6.8R surplus at end of FY2009. OIG FT-MA-10-001

Refund FERS overpayment, $3B, OIG HR-MA-12-001

Limit FERS annuity supplement to those subject to mandatory retirement. OIG
HR-MA-12-001

. Pension benefit obligations now funded at 105%, $13.1B overfunded ($1.7 billion

CSRS and $11.4B FERS). By contrast federal government is 42% funded and
military 1s 27% funded. The Postal Service has funded 50% of its future RHB.
Use $85B of real property assets to fund remaining 50%, or $46B. OIG FT-MA-
12-002

S&P 500 companies have median prefunding level in 2009 for pensions of 79%
of liabilities. Federal government has funded combined FERS and CSRS at 41%
of liabilities, and military’s at 24%. Set the Postal Service prefunding for pensions
at 80%, and RHB prefunding at 30%. Has effect of ehiminating 2006 law mandate
of $5.6B for RHB.OIG FT-MA-11-001

Early retirement offer in 2009 taken by 20,000 clerks and mail handlers, $350M
savings, OIG RARC-WP-11-007
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104, Increase employees’ contributions to CSRS and FERS. OIG HR-MA-12-001
105. CSRS overpayment by Postal Service, $758, OIG IG Speech

106. Repay shift in military pensions to Postal Service, OIG 1G Speech

VII.  Delivery Options: 16 Proposals

107.Six foreign posts examined all offer digital or hybrid options to physical mail de- -
livery, GAO 2/11, 282

108. Hybrid mail system: send digitally, receive hard copy, 400 million pieces starting
market potential; lost $4.1M in 2011-2012 by not adopting; could increase reve-
nue $3.8 nulhion/year in 2013 and 2014, OIG SM-MA-13-004

109. Expand cluster boxes, $4.5B annually as of 2011, 4/10, GAO-10-45,

110.End door-to-door delivery, several hundred million dollars, the Postal Service of-
ficial at GCA 2013 winter meetings

111. Eliminate 33 city routes and transfer vehicles to rural delivery. Saves
$250,110/8279,972 annually from operating efficiency. Reduces EMA costs from
rural carriers using their own cars and assists in meeting vehicle provision in
NRLCA agreement. OIG DR-AR-12-002

112. City delivery is largest cost center within the Postal Service. Budgeted overtime
exceeded by 10.4 million hours in city delivery installation staffing. Reduces an-
nual costs by $116.8M, OIG DR-AR-~12-006

113. Reform USQ to support deployment of broadband and voice in high-cost areas to
ensure Jow-income Americans can afford it, and to boost adoption and utilization.
Comprehensive lease agreement to provide the Postal Service facilities and land
for expansion of broadband infrastructure. Adds $4.2 million annually to revenue
stream. OIG DA-MA-12-002

114. Establish a new vehicle fleet purchase strategy instead of a “fix as fails” strategy,
where mainfenance costs now exceed replacement costs. OIG CI-AR-12-006

115.Reduce idle time and generate other efficiencies in delivery and transportation

systems by adopting end-to-end GPS system. Vendors estimate a $191M—
$435M ROI over three year contract. OIG DR-MA-11-003
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116. Criticized postal management for not considering the impact of PRC savings es-
timate for 5-day delivery in its five vear financial plan, OIG FT-MA-11-004

117. Potential annual revenue io the Postal Service from electrification of PIM’s terri-
tory is $69.4M for 30,060 vehicles, or $154,657 for a minimum use of 67 electri-
fied vehicles. OIG DA-WP-09-001

118. Decouple retail and delivery operations, OIG RARC-WP-11-009

119.*Co-opetition” in delivery, all deliveries via a single postal truck, green, OIG IG
Speech

120. Universal home delivery at greatly reduced cost: use of evaluated routes, modes
of delivery, to property line of cluster boxes, OIG IG Speech

121. Faster delivery, lighter packages, facilities throughout cornmunities rather than
edge of cities, OIG IG Speech

122. Rapid cross town delivery: Deliveries to include groceries, dry cleaning, wherever
designated, OIG IG Speech

(II. QOther: 7 proposals
123. Review need for 74 district offices and 9 area offices, GAQ 8/9/09 958-T
124. Reduce field admin offices, 4/10, GAO-10-455

125. Significant opportunities to reduce costs by consolidating its field structure. Close
district offices that are within 50 miles of one another saves $33.6M annually.
O1G FF-AR-10-224(R)

126.1f Congress acts, it should possibly require the Postal Service to also act on issues
within its control, 4/10, GAQ-10-4

127 Reform Thrift Savings Plan contributions, $1B current FY2012 cost. GAO-13-
347T

128.The Postal Service could save $13M in annual data costs by reducing manual data
collection for RPW reports in favor of modifying existing automated processes.
OIG CRR-AR-12-003

129. Increase postal independence from national budget considerations. Conform
House PAY GO rule to Senate’s. Shift to off budget the Postal Service share of
CSRDF, and PSRHBF. Opt out of appropriations process or shift cost of free mail
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for the blind and overseas voters to appropriate federal agencies and have them

reimburse the Postal Service for postage, saving $100M annually. OIG ESS-WP-
09-001
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APPENDIX 4: FIFTY-FOUR PROPOSALS THE POSTAL SERVICE CAN

ACT UPON BY ITSELF

NOTE: Some categorizations in right-hand column are left blank because the item is sub-
stantially identical with another item; cross-references are given. In some cases affecting
employee compensation, benefits, tenure, etc., where legislation would be required, it is
assumed that such legislation would eliminate any bargainable issues, and bargaining is
not listed in the right-hand column.

ListNo. [ Description | Categorizations
Ehmmate employees through attrition: Legislation not required
$1.3B annually 300,000 employees in four . .
23 Bargaining not required
years
Legislation not required
24 Reduce workforce through retirements Bargaining not required
Legislation not required
25 Offer early retirement incentives Bargaining not required
Separation incentives — postmasters, mail | Legislation not required
26 handlers $542M in FY2012. Continue at Bargaining not required
current rate.
Labor out-transition services (training, job Leg%s}g t.lm_l not requ}red
31 . Bargaining not required
search, relocation) =
Legislation not required
40 Move more retail to stores, self-service Bargaining not required
Offer parce! pickup at stores or 24-hr. Legis{a tion not "eq“?“’d
41 Bargaining not required
lockers
. . i Legislation not required
42 Add retail locations other than post offices Baroainine not required
$5B of $18B already from other locations & & 4
. Locate retail where/when customers are Legls]?. tion 110F req“?“’d
43 ) Bargaming not required
present =
Legislation not required
44 Reduce retail network Bargaining not required
45 Close 12,000 retail facilities Legislation not required

Bargaining not required
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Cormmunication/outreach to inform public

Legislation not required

. ini t ired
46 of increased access Bargaining not require
Substitute alternatives for post offices; re- | Legislation not required
47 design usps.com site Bargaining not required
Reach 60% goal
Legislation not required
48 Offer stamps through mail, Internet, stores | Bargaining not required
Sell unused space or release it to other U.S. Leg;slg ton not requ?red
49 . Bargaining not required
agencies
Dispose of excess space, save utility, cus- | Legislation not required
51 todial costs On retail space. $348M annu- | Bargaining not required
ally
iilzann leases which pay above market Legislation not required
. . ini t i
2 Up to $134M annual savings using #51 Bargaining not required
lease info
53 Pursue Retail Access Optimization Initia- g:%i;t;g“ Ec?tt’ rrzq:;ifzg
tive [now Post Plan] £ £ q
Sell the Postal Service real estate assets. L ,egislg tion not requ?red
54 Bargaining not required
$85B
Legislation probably not re-
55 Expand on-line platform to include hard- quired
) copy cards, invitations Bargaining not required
: Digital access through the Postal Service Legislation not Tequ;red
56 : Bargaming not required
website
. Accelerate closing of processing facilities Leglslg tion not required
63 . . Bargaining not required
to keep pace with volume decline
Relax delivery standards to facilitate plant | Legislation not required
65 closings $1.6B in FY2012 done of $4.1B | Bargaining not required
total
Legislation not required
67 Remove excess processing capacity Bargaining not required
Legislation not required
68 Close 300 processing plants Bargaining not required
69 Relax FCM, Periodicals delivery standards | Legislation not required

to eliminate plants, machines, trips

Bargaining not required
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Legislation not required

70 Eliminate 135 P&DCs Bargaining not required
Legislation not required
71 "Right size” mail processing facilities Bargaining not required
Outsource custodial, vehicle service driver Leg;slatxon probably not re-
72 " ! quired
positions. $675M annually Bargaining required
Legislation not required
73 Eliminate 10 CSBCS machines (obsolete | Bargaining not required
recommendation)
Usg less O\fertime in processing; improve Legislation not required
mail handling, manual, and allied opera- . . .
74 . Bargaining possibly required
tions performance
$969.5M annually
Improve UAA metrics and streamline Legislation not required
75 UAA workflow. Cut costs 25%: $250 M Bargaining not required
annually
Legislation not required
76 Simplify mail acceptance rules Bargaining not required
Implement 55 various GAO revenue initia~ Legisig tion not requ'xred
77 . Bargaining not required
tives
Legislation not required
79 Provide volume incentives for bulk mail Bargaining not required
30 Increase revenue through new or enhanced Iéeglslg tion not requ‘lred
argaining not required
products
Expand successful Supply Management Legislation not required
38 Portfolio revenue generators. Over $17.2M | Bargaining not required
annually based on 2008
Ensure evaluation of NSAs does not credit | Legislation not required
89 money-losing contracts with positive reve- | Bargaining not required
nue. $24.1M from summer sale
Segregate duties so that same officer does | Legislation not required
90 not create/approve project; correct terminal | Bargaining not required
dues billing. $53,000 from one example
91 Improve Express Mail corporate account geglslg hon no;c requ;reéi
management. $6.2M in 2011 argaming not require
109 Expand cluster box delivery. $4.5B Legislation not required

Bargaining not required
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110

End door delivery. Several Hundred Mil-
lion Dollars

Legislation not required
Bargaining not required

I

Eliminate some city routes in favor of rural
routes. $250,000—$280,000 for 33 city
routes

Legislation not required

Bargaining possibly required

112

Control over-budget overtime in city de-
livery. $116.8M annually

Legislation not required
Bargaining not required

ii4

Establish new vehicle purchase strategy to
replace "fix as fails"

Legislation not required
Bargaining not required

Adopt end-to-end GPS system to reduce
idle time, increase efficiency in delivery
and transportation. $191/435 ROI

Legislation not required
Bargaining not required

117

Adopt electric vehicles. $69.4M net added
revenue anoually over current repair costs,
30,000 vehicles

Legislation not required
Bargaining not required

118

Decouple retail and delivery operations

Legislation not required

Bargaining possibly required

119

Offer "co-opetition” in delivery; all carriers
share Postal Service vehicle

Legislation not required

Bargaining possibly required

121

Set up delivery facilities throughout com-
munities rather than on edge of cities for
faster delivery

Legislation not required
Bargaining not required

123

Review need for 74 District, 9 Area offices

Legislation not required
Bargaining not required

124

Reduce field administrative offices

Legislation not required
Bargaining not required

Similar to 128-129; close District offices
within 50 miles of each other. $33.6M an-
nually

Legislation not required
Bargaining not required

128

Reduce manual data collection for RPW in
favor of modifying existing automated
procedures, $13.2M

Legisiation not required
Bargaining not required
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APPENDIX 5: SEVENTY-EIGHT PROPOSALS NOT REQUIRING COL-
LECTIVE BARGAINING

(TWENTY THREE NUMBERS IN BOLD REQUIRE OR MAY REQUIRE LEGISLA-

TION)

NOTE: Some categorizations in right-hand column are left blank because the item is sub-
stantially identical with another item; cross-references are given. In some cases affecting
employee compensation, benefits, tenure, etc., where legislation would be required, it is

assumed that such legislation would eliminate any bargainable issues, and bargaining is

not listed in the right-hand column.

List No. | Description | Categorizations
Eliminate employees through attrition. Bargaining not necessarily
23 $17,500 savings per employee; $1.3B an- | required
nually for 75,000 employees
24 Reduce workforce through retirements Bargaining not required
25 Offer early retirement incentives Bargaining not required
2 Separation incentives — postmasters, mail | Bargaining not required
handlers. Repeat 2012 savings, $542M
31 Labor out-transition services (training, job | Bargaining not required
search, relocation)
34 Reduce incentives to use leave, enforce For some
leave management
36 Qbserve officer salary cap. $110,011 Bargaining not required
30 [same as 25] + transfer FERS overpayment | Bargaining not required
to the Postal Service for use in buyouts
40 Move more retail to stores, self-service Bargaining not required
41 Parcel pickup at stores or 24-hr. lockers Bargaining not required
42 Add retail locations other than post offices Bargaining not required
43 Locate retail where/when customers are Bargaining not required
present
44 Reduce retail network Bargaining not required
45 Close 12,000 retail facilities Bargaining not required
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Communicate/outreach to inform public of

Bargaining not required

46 .
increased access
47 Substitute altemam:ves for post offices; re- | Bargaining not required
design usps.com site
48 Offer stamps through mail, Internet, stores | Bargaining not required
49 Sell unused space or release it to other Bargaining not required
U.S. agencies
Dispose of excess space, save utility, cus- Bareaining not required
51 todial costs. $348M annually, $3.48B over gaimng 4
10 yrs.
57 Reform leases which pay above market Bargaining not required
3 rent. $134M based on stats m #51
53 Pursue Retail Access Optimization Initia- | Bargaining not required
. tive [now Post Plan]
Sell the Postal Service real estate assets. Bargaining not required
54
$85B
55 Expand on-line platform to include hard- | Bargaining not required
N copy cards, mmvitations
56 Digital access through the Postal Service Bargaining not required
website
Use post offices to complement the Postal Barcaining bl red
58 Service digital platform, with human staff Argaming possivly require
to help interface with other U.S. agencies
59 \Provide. emergency government services, | Bargaining not required
mteractions
Offer community bulletin boards, licenses, Bargaining not ired
60 permit applications, citizen polling/opinion argaining not require
gathering
61 Set up centers of continuous democracy Bargaining not required
63 Accelerate closing of processing facilities | Bargaining not required
to keep pace with volume decline
65 Relax delivery standards to facilitate plant | Bargaining not required
) closings
67 Remove excess processing capacity Bargaining not required
68 Close 300 processing plants Bargaining not required
69 Relax FCM, Periodicals delivery standards | Bargaining not required
to eliminate plants, machines, trips. $4.1B
70 Eliminate 135 P&DCs Bargaining not required
71 "Right size" mail processing facilities Bargaining not required
7 Eliminate 10 CSBCS machines (obsolete Bargaining not required

recommendation)
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Use less overtime in processing; improve

Bargaining possibly required

74 mail handling, manual, and allied opera-
tions performance. $969.5M
Improve UAA metrics and streamline - .
75 UAI‘)A workflow, 25% improvement, Bargaining not required
$250M
76 Simplify mail acceptance rules Bargaining not required
77 Implexnent 55 various GAQ revenue initia- | Bargaining not required
tives
79 Provide volume incentives for bulk mail Bargaining not required
80 Increase revenue through new or enhanced | Bargaining not required
products
81 Offer nonpostal services (photocopy, fax, | Bargaining not required
passport, Internet, ATMs, etc.)
Offer nonpostal services including e-mail
82 delivery, financial services, tax payment Bargaining not required
acceptance, etc. (from review of foreign
posts)
83 Increase proportion of revenue from Bargaining not required
nonpostal services
84 (Similar to 83] Bargaining not required
86 Copy corporate formal innovation process- | Bargaining not required
es; internal or partnership implementation
Pricing structure complex; methods of in-
87 suring cost recovery lag technological po- | Bargaining not required
tential; exploit flexibilities in statute, for-
mulate strategic plan for doing so
Expand successful Supply Management Bargaining not required
88 . X
Portfolio revenue generators Over $15.3M
Ensure evaluation of NSAs does not credit Bareaini ired
89 money-losing contracts with positive reve- | argaining not require
nue
Segregate duties so that same officer does Bareaining not ired
90 not create/approve project; correct terminal argaining not require
dues billing. $54,000 loss in SE FSO
Improve Express Mail corporate account Bargaining not required
91 e
management. $6.2M
92 Increase the Postal Service ~private sector | Bargaining possibly required
partnerships
93 Direct appropriations from Congress Bargaining not required
95 FERS surplus transfer to the Postal Ser- Bargaining not required
vice. $6.98
96 Amortize FERS surplus over 30 years Bargaining not required
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(Administration proposal)

Bargaining not required

97 End FERS pension funding. $3B annually
99 Refund FERS overpayment Bargaining not required
100 Limit FERS annuity supplement to those Bargaining not required
subject to mandatory retirement
The Postal Service pension benefits over-
101 funded; use real estate assets to fund the 50 | Bargaining not required
percent of retiree health benefits still un-
funded
Set the Postal Service pension funding at
102 80 percent, retiree health benefits at 30 Bargaining not required
percent; eliminates PAEA annual prefund-
ing payment. $5.6B
103 Continue early retivement offers to clerks, | Bargaining not required
mail handlers, $350M per 20,000 clerks
109 Expand cluster box delivery. $4.58 Bargaining not required
110 End door delivery Bargaining not required
11 Eliminate some city routes in favor of rural | Bargaining possibly required
routes. $250,000 per 33 city routes
Control over-budget overtime in city de- Bargaining not required
112 livery.
$116.8M
Reform USO to support the Postal Service Baroaini ired
113 provision of broadband in high-cost areas, argaining not require
$4.2M added revenue
114 Establish new vehicle purchase strategy to | Bargaining not required
replace "fix as fails”
Adopt end-to-end GPS system to reduce Bareaini ‘ ired
11s idle time, increase efficiency in delivery argaiming not require
and transportation. $191M ROI
117 Adopt electric vehicles. $69.4M added net | Bargaining not required
revenue for 30,060 vehicles
118 Decouple retail and delivery operations Bargaining possibly required
119 Offer"co-opetition” in delivery; all carriers | Bargaining possibly required
share Postal Service vehicle
Offer delivery facilities throughout com- Bareaini ¢ required
121 munities rather than on edge of cities for argaiming not require
faster delivery
123 Review need for 74 District, 9 Area offices Bargaining not required
124 Reduce field administrative offices Bargaining not required
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Similar to 128-129; close District offices

Bargaining not required

125 within 50 miles of each other. $33.6M

Reduce manual data collection for RPW in Bargaini ‘ red
128 favor of modifying existing automated ArgaInIng not require

procedures. $13M annually.

Increase the Postal Service independence Bareaini ) ired
129 of Federal budget (various items). $100M argaming not require

annually
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APPENDIX 6: FIFTY-NINE PROPOSALS NOT REQUIRING LEGISLA-

{CATEGORIZATIONS IN BoLD REQUIRE OR MAY REQUIRE COLLECTIVE BARGAINING)

TION

NOTE: Some categorizations ir right-hand column are left blank because the item is sub-
stantially identical with another item; cross-references are given. In some cases affecting
employee compensation, benefits, tenure, etc., where legislation would be required, it is

assumed that such legislation would eliminate any bargainable issues, and bargaining is

not listed in the right-hand column.

List No. [ Description | Categorizations
. . . Legislation not require
22 Correct OFM inflation estimate cetsiatic equired
_ .. Legislation not required
23 Eliminate employees through attrition gistat 4
. Legislation not required
24 Reduce workforce through retirements 8 quire
. . . Legislation not required
25 Offer early retirement incentives
2% Separation incentives — postmasters, mail | Legislation not required
handlers
3 Labor out-transition services (training, job | Legislation not required
search, relocation)
40 Move more retail to stores, self-service Legislation not required
41 Officer parcel pickup at stores or 24-hr. Legislation not required
lockers
. . islation not requir
42 Add retail locations other than post offices Legislation not required
43 Locate retail where/when customers are Legislation not required
present
Legislation not required
44 Reduce retail network
45 Close 12,000 retail facilities Legislation not required
46 Communication/outreach to inform public | Legislation not required
of increased access
47 Substitute alternatives for post offices; re- | Legislation not required
design usps.com site
. Legislation not requi
48 Offer stamps through mail, Internet, stores egislation not required
49 Sell unused space or release it to other U.S. | Legislation not required

agencies
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Legislation not required

50 Match retail hours to workload

51 Dispose of excess space, save utility, cus- | Legislation not required
todial costs

52 Reform leases which pay above market Legislation not required
rent

53 Pursue Retail Access Optimization Initia- | Legislation not required

) tive [now Post Plan]

54 Sell the Postal Service real estate assets Legislation not required
Expand on-line platform to include hard- Legislation probably not re-

55 L quired
copy cards, invitations

56 Digital access through the Postal Service Legislation not required
website

63 Accelerate closing of processing facilities | Legislation not required
to keep pace with volume decline

65 Relax delivery standards to facilitate plant | Legislation not required
closings

. . epislati t i

67 Remove excess processing capacity Legislation not required

68 Close 300 processing plants Legislation not required

69 Relax FCM, Periodicals delivery standards | Legislation not required
to eliminate plants, machines, trips

70 Eliminate 135 P&DCs Legislation not required

71 "Right size" mail processing facilities Legislation not required

7 Outsource custodial, vehicle service driver Lsigrzs(liatxon probably not re-
positions. $675M annually q

73 Eliminate 10 CSBCS machines (obsolete Legislation not required
recommendation)
Use less overtime in processing; improve o .

74 mail handling, manual, and allied opera- Legislation not required
tions performance

75 Improve UAA metrics and streamline Legislation not required

- UAA workflow

76 Simplify mail acceptance rules Legislation not required

77 Implement 55 various GAQ revenue initia- | Legislation not required
tives

79 Provide volume incentives for bulk mail Legislation not required

80 Increase revenue through new or enhanced | Legislation not required
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products
38 Expand successful Supply Management Legislation not required
Portfolio revenue generators
Insure evai.uation of NSA§ does not credit Legislation not required
89 money-losing contracts with positive reve-
nue
Segrepate duties so thgt same officer dogs Legislation not required
90 not create/approve project; correct terminal
dues billing
91 Improve Express Mail corporate account Legislation not required
management
94 Change pension benefits for new employ- | Legislation not required
ees
” Tt -~
109 Expand cluster box delivery Legislation not required
. islati t ired
110 End door delivery Legislation not require
1l Eliminate some city routes in favor of rural | Legislation not required
routes
112 Control over-budget overtime in city de- Legislation not required
livery
114 Establish new vehicle purchase strategy to | Legislation not required
replace "fix as fails”
Adopt end-to-end GPS system to reduce Leaislation not required
115 idle time, increase efficiency in delivery £ 4
and transportation
117 Adopt electric vehicles Legislation not required
118 Decouple retail and delivery operations Legislation not required
119 Implement "Co-opetition” in delivery; all | Legislation not required
carriers share Postal Service vehicle
Delivery facilities throughout communities Legislation not required
121 rather than on edge of cities for faster de- £ q
livery
123 Review need for 74 District, 9 Area offices Legislation not required
124 Reduce field administrative offices Legislation not required
Similar to 128-129; close District offices Legislation not required
125 . .
within 50 miles of each other
Reduce manual data collection for RPW in Legislation not required
128 favor of modifving existing automated & 1

procedures
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APPENDIX 7: FORTY-FOUR PROPOSALS REQUIRING COLLECTIVE BARGAIN-

ING OR LEGISLATION

NOTE: Some categorizations in right-hand column are left blank because the item is sub-
stantially identical with another item; cross-references are given. In some cases affecting
employee compensation, benefits, tenure, etc., where legislation would be required, it is
assumed that such legislation would eliminate any bargainable issues, and bargaining is

not listed in the right-hand column.

List No. | Description | Categorizations
Bargaining or legislation re-
1 Cut health benefit contribution to 72% quired
government level No service effect No rate ef-
fect
2 [same as 1]
Transfer $42B health care assets from Leglslat} on required
3 o No service effect No rate ef-
Treasury to the Postal Service Fund foct
‘Reduce life insurance contribution to Ba TEaImIng required
4 33% government level No servies effect
No rate effect
Reduce the Postal Service health, life Bargam?ng required
5 o ) No service effect
contribution rate for actives No rate effect
Legislation required
6 Pay-as-you-go health benefit funding No service effect
No rate effect
Actuarial approach to retiree healith bene- Legislat} on required
7 fit fundin No service effect
& No rate effect
Prefund retiree health benefits at 30% of Leglslat}on r.egmred
8 liabilit No service effect
Y No rate effect
Reduce RHB prefunding annual require- Legislat;on required
9 ment to <§5 4B No service effect
B No rate effect
Reduce or eliminate RHB prefunding an- LeglslaF} on required
10 nual requirement No service effect
No rate effect
The Postal Service to sponsor own health Legislation required
11 lan No service effect
P No rate effect

61




197

The Postal Service to leave FEHB +

Legislation required (FEHB)

12 o . No service effect necessary
Close 48% of processing plants No rate effect
s Legislation required
13 ;\igli?stratmn proposal on RHB pre- No service effect
unding No rate effect
Legislation required
14 S. 1789 approach on RHB prefunding No service effect
No rate effect
15 {same as 6]
16 HR. 2399 maodified approach on RHB INCREASES DEFICIT
prefunding
Legislation required
17 End RHB prefunding; use existing funds | No service effect
No rate effect
18 [same as 11]
Legislation required
19 Use pension, health overfunding No service effect
No rate effect
Legislation probably required
20 Tie benefits to inflation (COLA) Bargaining required
No service effect
Nao rate effect
Legislation probably required
21 Repay shift in military pensions No service effect
No rate effect
Reform workers' compensation for re- Legxslat} on required
27 tirement eligible No service effect
= No rate effect
Two tiered wage system (new hires vs. Bargam_mg required
28 current employees) No service effect
ploy! No rate effect
" Require arbitrators to recognize the Postal Legxsiat} on required
29 e . o No service effect
Service's financial condition -
No rate effect
Bargaining required
30 Outsource work where cost-effective No service effect
No rate effect
Eliminate layoff protection to permit Bargam‘_mg required
32 ] No service effect
workforce reduction
No rate effect
Reduce IS, security, stamp management Bargaln}ng required
3 costs; align benefits with other agencies No service effect
» align : & No rate effect
35 Eliminate Christmas supplemental hours, | Bargaining may be required

related overtime

No service effect
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No rate effect

37 [same as 24 — 26]
Change retirement formula to use high 5 Legxslat} on required
38 ears as basis No service effect
¥ No rate effect
E-mail box interfaced with physical mail- | Zegislation required
57 b No service effect
ox No rate effect
Legislation possibly required
Digital services less space and labor in- Bargaining probably required
62 &t pac :
tensive than current services No service effect necessary
No rate effect
65 Relax delivery standards to facilitate Service effect
plant closings No rate effect
. s Legislation required
66 tS,gt u;; B:{.?Cttype mechanism to facili- |\ service effect necessary
ale plant closings No rate effect
The Postal Service /McKinsey report
78 identify 100 cost/volume/revenue initia- | [Indeterminate]
tives
. L Legislation required
Exp@nd elegtromc nonpostal services; Bargaining possibly required
85 possibly adjust the Postal Service wage No service effect
structure to make feasible
No rate effect
o Legislation required
104 Increase employee contributions to CSRS No service effact
and FERS )
No rate effect
Legislation required
105 IS{::;'EGC SRS overpayment to the Postal No service effect
No rate effect
106 [Same as 21]
Offer digital or hybrid alternatives to Legislation required
107 hard-copy mail delivery (cf. foreign Bargaining possibly required
posts) o Service effect
Passible rate effect
108 [Simuilar to 111]
Legislation required
Rapid cross-town delivery. To include Bargaining probably required
122 . . . .
groceries, dry cleaning, as well as mail Service effect
Rate effect possible
Congressional requirement that the Postal geg; slgt;o‘r: requ_l;t?d ired
126 Service act on issues within its control, as S:::ia:gz;;ei Sssolss?]biqmre
part of any legislation Rate effoct poseible
127 Legislation required

Reform Thrift Savings Plan contribution

Bargaining possibly required

No service effect
No rate effect
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1 On Friday, May 10™ the Postal Service released quarterly data showing that the deficit s shrinking by companison
with SPLY, the same period last year. Thus, while its cumulative debt is still rising, the level of its annual operating
deficit may not be any longer. Source: the Postal Service, Quarter I, 2013 Financial Report,
http://about.usps.com/who-we-are/financialy/financial-conditions-results-reports/fv2013-q2.pdf, page 2.

2 Because of small sample sizes, one must assume the deficits to be normally disiributed to conduct these statistical
tests,

3 That includes missing two years of RHB pre-funding, $5.5 billion for 2011 ard 2012 or $11.1 billion. The Postal
Service reports the $5.5 billion from 2011 in its 2012 operating statement because Congress “deferred” payment of that
until August 2012, However, the 2011 missed payment is a debt and good accounting practice would place that on a
balance sheet, not the Postal Service’s 2012 operations statement.

* A fourth and final problem with the Postal Service deficit forecasts concerns how, or whether, the grand claims it
makes anmually on cost cuts achieved are factored i The claims lack consistency. The FY2007 cost savings made
from two sources are both $1.2 billion, but the remaining years are substantially different. The Postal Service claims
every vear that it has cut billions of dollars in costs that year alone, $1.2 biflion, FY2007; 52 billion, 2008; $6.1 billion,
2009; 83 billion, 2010; §1.4 billion, 2011; $1.1 bitlion, 2012, (Source: the Postal Service, as noted in GAO-13-347T, p.
2). The anpualized labor cost savings noted in the Postal Service’s latest five year plan, Plan to Profitability, 5 Year
Business Plan, February 16, 2012 are: $1.2 billion, FY2007; $3.2 billion, 2008; $9.3 billion, 2009; $12.3 billion, 2010;
$13.7 billion, 2011; $16.2 billion, 2012. (See 2012 Plan, p. 2}

5 "Balancing the Postal Service’s Budget with Six Day Delivery: A Set of Options,” Greeting Cards Association,
10/2011

5 Letter from Mary Anne Gibbons, the Postal Service General Counsel, to Hon. Claire MeCaskill, March 22, 2013, p.
2.

7 Board of Governors, the Postal Service, Statement from the U. S. P. 8. Board of Governors,

8 The GAO bas argued, apparently persuasively, against the Postal Service and OIG’s argument that it has overpaid
postal contributions to the CSRS by §75 billion and that that money should be refunded to the Postal Service. Accord-
ingly, we do not discuss this as a viable part of deficit reduction options, #103.
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Good moming, Senator Carper, Senator Coburn and members of the Committee, [
am Jerry Cerasale, Senior Vice President for Government Affairs of the Direct Marketing
Association, and 1 thank you for the opportunity to appear today on behalf of a united
Postal Service customer community including the Affordable Mail Alliance, the
Coalition for a 21* Century Postal Service, all the major postal customer trade
assoclations, and the paper, printing and mail technology industries. Together, we are a
$1.3 trillion industry that employs nearly 8 million private sector workers, and constitutes
some 9% of GDP.

The Postal Service remains a vital communications and distribution channel for
our nation’s econemy and the linchpin of the enormous industry which relies upon it.
Yet, the Postal Service continues to struggle financially. Legislative change is
indispensable.

As you know, taxpayers do not support the Postal Service. Rather, it is the
business, nonprofit, and other mailers whose decisions to purchase postage pay the bills
of the Postal Service. They account for approximately 80% of mail volume in all classes
of mail and contribute 90% of the revenue of the U.S. Postal Service. Yet our industries
have lost more than one million jobs since 2007. Many more are at stake

S0, we are very pleased to have been invited to testify before you today. Given
the urgency of the Postal Service's situation, we are encouraged that the Chairman and
Ranking Member of this Committee remain invested in postal reform; we appreciate your
leadership on this vital matter. As Senator Coburn stated, S. 1486 is a drafi that
hopefully would generate discussion on postal reform. It certainly has. The mailing
industry stands ready to work with this Committee and the Congress to adopt legislation
that continues a Postal Service supported by affordable and predictable postage rates
upon which American citizens, our economy and the millions of employees in our
industry rely.

‘We believe that the draft contains a number of constructive provisions that will be
very useful to stabilizing the Postal Service’s financial situation. Unfortunately, it also
contains provisions that are so detrimental to the mailing industry and its supply chain

that we must oppose the bill if included: 1) changes to the rate cap established under the
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Postal Accountability and Enhancement Act of 2006 (PAEA); and 2) unrestricted,
unchecked power handed to the Postal Service Governors to set rates.

As a bottom line, it is important to recognize that postage is not a tax. No one can
force anyone to buy postage and mail. In today’s competitive world, the market will be
determinative. Raise postage rates too high, i.e., beyond inflation, and volume will suffer
substantially.

Let me address a number of the specifics in the bill.

Health Benefits

PAEA has required postal customers to fund future postal retiree health benefits
with a steep 10-year payment schedule averaging approximately $5.5 billion per year. As
you know, the Postal Service has defaulted on these payments for the last two years and
likely will default on a third payment at the end of this month. We believe the 40-year
payment schedule for retiree health benefits contained in S. 1486 represents an
appropriate solution. Such a schedule was in effect in 1971 for postal pensions under the
Civil Service Retirement System and proved to be very successful.

The health benefit issue for the Postal Service is not confined to postal retirees.
We have learned from the Postmaster General that the Postal Service and its employee
organizations are negotiating a new health benefit program for postal employees and
retirees within the Federal Employees Health Benefit Program run by OPM. Potential
savings from any agreement could eliminate virtually all of the ~$50 billion unfunded
retiree health benefit obligation of the Postal Service. It would also reduce the current
employee annual obligation as well. We understand that any new program would cover
only postal employees and retirees, would require those over 64 to enroll in Medicare
Parts A, B and D, would mandate that OPM require the insurance companies in the new
program to establish a Medicare Part D supplemental plan, and would mandate that OPM
establish a postal blended rate for the new program. We encourage the Service and its
employee organizations to reach an accord. Similarly, we support the principles in S.
1486 to create a postal health program and ask that any bargained agreement be included
within the bill.



204

Postal Pensions

Postal customers, through the postage rates they pay, have been funding Postal
Service employee pensions since July, 1971. Recently, the Office of Personnel
Management (OPM) determined that postal customers have overfunded pension
obligations for postal retirees under the Federal Employee Retirement System (FERS).
That overpayment is in the billions of dollars, which means that the mailing community
has contributed approximately 90% of those overpaid billions.

While customers should fund pension benefits for postal employees, they should
not overfund them. The actual amount of the overfunding depends upon interest rates,
timing and employee complement characteristics. S. 1486 would provide that postal
employee characteristics be used to calculate any over funding or under funding of the
FERS account, and that overfunded amounts be returned to USPS. We support both
changes.

Postage

We have grave concerns about the rate setting provisions in S. 1486. Section 301
of the bill would grant the Board of Governors unilateral authority to set postage rates
with an after-the-fact review through a weak complaint process at the Postal Regulatory
Commission (PRC). This change prompts several serious issues:

o The after-the-fact complaint process at the Commission has no time limit, so rates
could well go into effect long before a decision is reached — some complaint cases
have taken years — and making the most appropriate remedy, i.e., refunds,
completely unworkable: To whom would they go, and how would the Postal
Service charge mailers who had underpaid in reliance upon incorrect rates?

¢ The burden of proof would shift to mailers, and the process would resemble the
burdensome, expensive litigation wisely cast aside by Congress in PAFA;

e Since USPS holds a statutory monopoly over the distribution of Market Dominant
products, the absence of a before-the-fact check invites abuse, even if inadvertent,
providing ample reason why a more objective body should determine whether and

how the ratesetting system should be updated; and
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¢ Since the Postal Service is exempt from the antitrust, tax and other laws at both
the federal and state levels, it should not in its Market Dominant categories be
granted rate authority comparable to a business entity in a competitive
environment

We are not aware of any other industry where Congress has granted the Board of
an organization, having a statutory monopoly over a product and the delivery receptacle
of that product, unilateral pricing authority on those products. We urge you not to create
an unprecedented and virtually unregulated monopoly over letter mail that affects
millions of American jobs, thousands of American organizations, and millions of
beneficiaries or charitable causes. We do not believe this is good public policy, good for
the economy or good for all who depend on affordable mail delivery.

For us, the CPI price cap on market dominant classes of mail remains a critical
piece of any postal rate setting. The cap assures certainty and predictability in postage
increases, leading to predictable mailer planning. Also, the cap is the incentive for the
Postal Service to innovate, streamline operations and reduce costs. Without the cap,
raising postage higher than inflation could easily become the norm during difficult times.
We believe that the significant streamlining in operations that the Postal Service has
already achieved is, to a large extent, due to the CPI cap on postage. Removing it would
be a detriment to the Postal Service as short-term revenue increases would trump long-
term mail volume retention. We are aware of studies that indicate mail is not price
elastic—that mail would not leave the system due to postage increases. Executives of our
members tell us otherwise. Technological changes are enormous, rapid and are coming
at an ever increasing rate. They have, in fact, been gamechangers in the marketplace.
They offer mailers new avenues to communicate with, and distribute to, current and
potential customers and donors. Let me offer a few illustrations.

In Standard Mail, an executive in charge of a marketing campaign typically will
teview the predicted returns on investment (ROIs) from all of the options available, and
distribute the company’s available promotional funding according to the best advantage
of that campaign. That executive will review the comparative ROIs frequently,
sometimes on a weekly or even daily basis, and adjust among them as indicated. If

postage rates go up, the ROI on mail empirically, and relative to the other avenues of
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communication, will change for the worse. Adjustments to reflect that, i.e., shifting
from mail to other options, will occur. Moreover, those adjustments would especially
reduce tprospecting mail-—mail seeking new customers and donors—which has the
lowest ROI. Thus, investment in the future would be the first mail to be eliminated
harming the future viability of the Service.

In Periodicals Mail, higher postage rates would increase the economic pressure to
move to digital delivery and to seek other forms of physical delivery of the product. The
likelihood of higher than inflation postage increases will increase those efforts as the
assurance of predictable postage increases is eliminated.

In First Class, the case is even more straightforward. On average, according to
mailing executives, of every dollar spent on business First Class mail, paper, printing,
content and other expenses total 35 cents. Postage is 65 cents. With printing costs
having declined, and paper costs barely held even, over the past decade (in contrast to the
steady upward track of postage), there is only one place to go if postage goes up—out of
the mail and online. Ten years ago, if a mailing executive advised his or her Chief
Financial Officer that the price of mail was going up, s/he would receive a matching
boost of funds. Today, with other options available, the mailing executive will simply be
directed to live within the existing budget. The result: more mail diverted online.

There has been a fairly steady march out of the mail and online. But all the First-
Class Mail that could leave has not. Companies vary in how much mail has been taken
out of the system. The industry rule of thumb is that roughly 25 — 27% of recipients will
insist on continued paper communications. For most larger mailers 15% to 20% of First-
Class Mail has been shifted to digital (granted for some, it can be as high as 55 or 60%)
That leaves a very substantial spread between mail actually withdrawn and mail that
could be withdrawn—a very substantial volume of mail.

Higher postage gives mailers an incentive to choose less expensive alternatives,
and induces them to give incentives to their customers to accept digital rather than paper
communications. Once a customer account is gone from paper, it’s gone; it’s not coming
back. That will mean the loss not only of statements and bill payments, but several

promotional pieces per year per account.
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The CPI cap is a necessary provision for the future of the Postal Service and the
customers it serves. The mailing industry includes suppliers to mailers, such as printers,
paper manufacturers and technology providers. Those suppliers are a marketing team for
the U.S. Mail since as mail volume grows, their business grows. Those suppliers tell us
that even the possibility of a greater than inflation postage increase makes it much more
difficult for them to “sell the mail.” Postage stability is a key to finding new volume and
retaining current volume. Without predictability in postage, the digital world of
communications becomes more and more inviting.

In May, 2007, catalog mailers received a double digit postage increase. Catalog
volumes plummeted 23 percent in the next year—a year in which other Standard Mail
volume grew. Moreover, catalog postage revenue for the Postal Service, even with the
double digit postage increase, dropped by 11 percent. Why? Contrary to the mail
elasticity studies, catalog mail volume dropped by more than the postage increase. Why
have those studies not picked up today’s higher price elasticities? Recent rate increases
have been limited to inflation. Postage increases above the rate of inflation may not be
accurately explained by those studies. That can prove to be dangerous.

Prior to the 2007 double digit catalog postage increase, the Postal Service Board
approved a significant purchase of flat-shaped mail processing equipment to improve the
productivity of processing that mail, which includes catalogs. Sadly, the 2007 postage
increase reduced flat-shaped mail volume to the extent that those flat-shaped mail
processing machines could not and cannot be operated efficiently—there is not enough
mail volume. These events created a significant amount of excess flat-shaped mail
processing capacity. We urge Congress not to repeat this miscalculation. Postage
increases above inflation will drive out significant mail volume.

Those factors are why a united postal customer community will vigorously fight
any efforts of the Postal Service to break the CP1I cap by filing an exigency postage rate
case. The Congress should oppose it as well. An exigency increase will result in a short-
term infusion of cash, as mailers adjust their plans to take more volume out of the system.
We cannot gamble the future of the Postal Service on that potential short-term influx of
cash. The stakes are too high.
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I want to return to the excess flat-shaped mail processing capacity issue for a
moment. There have been numerous and repeated calls to raise postage for “underwater”
classes and products of mail,—eliminating any “underwater” or below-cost classes and
products of mail. Those classes and products predominantly are flat-shaped mail. We
believe that the underwater nature is due to Postal Service excess capacity. Last
Congress the Senate passed S. 1789 that contained a provision asking for a study of the
effect of excess capacity of the costs of flat-shaped mail. We believe that was a good
compromise that should be continued.

New Postal Products

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

As far as non-postal products are concemed, some caution is required. Postal
Service employee expertise is collecting, sorting, transporting and delivery physical mail.
Non-postal products do not fall within their expertise, and efforts to gain that expertise
will reduce focus on efforts to improve performance dealing with postal products. If
there is a discernible market need that is not being adequately met, the Service should
find private sector business partners who can provide the requisite expertise. Moreover,
the Service should be limited from unfairly competing with private sector businesses
already offering products or services the Service may be considering providing.

The Service should be able to use experimental authority to test new products,
some of which may fail. The Service should not be constrained with a short-term no-loss
oversight of experimental offerings.

Postal Facilities

We commend the Postal Service for its efforts to right-size its processing and
transportation network. They have accomplished a significant cost reduction in a short
period of time without service disruptions. We support completion of these efforts, We

do not understand the 2-year moratorium in S. 1486 in light of the significant closings
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that have already occurred without harming service. The financial viability of the Postal
Service depends upon the ability of management to adjust its networks to meet the
changing needs in the marketplace and mail volume. They should be granted the
authority to accomplish that task.

Delivery Point Modernization

Since studies have indicated that there are significant cost savings to delivery
point modemization, we believe that the Service should further assess it and the attitudes
of citizens concerning any home delivery changes, and report to Congress within a
reasonable period of time.

Delivery Days

Elimination of Saturday delivery has been very controversial; the mailing industry
and its supply chain remains split over their willingness to accept a 5-day delivery week.
We appreciate the compromise in S. 1486 that helps facilitate the growth of the Postal
Service’s most promising segment, parcels. We view the compromise as a constructive
basis for further discussion.

The Postal Service should focus on increasing mail volume. It first should look
very aggressively at removing barriers for customers to use the mail. In the past few
years the Postal Service has placed many new requirements on business customers that
necessitated reengineering the address placement on catalogs, new barcoding, and new
demands on customers® IT systems in hopes of reducing costs of the Postal Service.
Sadly, those costs keep rising at the same time the requirements increase the costs for
mailers. And, in fact, mailers do not differentiate these “compliance” costs from rate
increases: it all makes mailing more expensive and less competitive. All of those
requirements should be reexamined by the Service in constant consultation with its
customers.

In conclusion, postal reform legislation remains as urgent as it has been for the
past several years. Postal Service financial uncertainty and potential exigent (above
inflation) postage increases are undermining mailers’ confidence in this communications
channel. This threatens the long-term financial viability of a $65 billion per year entity.

We urge you to act with all deliberate speed.
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But we reiterate that changing the CPI cap and granting unrestricted, and
unchecked, authority to the Board of Governors to increase postage rates are both
unacceptable to the mailing community and its suppliers. We believe those provisions
will drive away business and damage both the industry and the Postal Service. So, we
encourage you to build upon the many positives in S. 1486, negotiated health benefit
reform prime among them, to develop reform that will bring stability to postal finances
without pushing volume out of the system and raising the specter of a bailout. Our
community looks forward to working with you on this endeavor.

I thank you and look forward to any questions you may have.
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INTRODUCTION
My name is Seth Weisberg, and { am the Chief Legal Officer of Stamps.com, a leading PC Postage
company. In this written version of my testimony, 1 first provide background information about
Stamps.com and the PC Postage industry, and then | discuss today’s topic: How innovation and
modernization can allow the Postal Service to maintain and improve services, reduce costs, and increase

revenues.

BACKGROUND INFORMATION

PC Postage is Internet based computer software that allows customers to print their own
postage using their existing computer and printer, Our software has developed to provide a fuli suite of
modern cutting edge tools to mailers and shippers. We provide continuous product improvements and
high touch customer support, all at negligible cost to the Postal Service. Stamps.com is the leading
vendor, along with Endicia, in the US Postal Service PC Postage® program and the leading vendor in the
USPS Customized Postage program with our PhotoStamps® product. Stamps.com specializes in bringing
cutting edge Internet technology to mailers and shippers, and we currently serve over 500,000
registered PC Postage customers that are primarily small businesses from a cross-section of industries.

Some sample customer testimonials are available at http://www.stamps.com/postage-

online/testimonials/. in 1999, Stamps.com became the first company to offer a commercial software-
only PC Postage solution, enabling customers for the first time ever to print real USPS postage from any

Internet-connected PC and standard printer.

Customer adoption of PC Postage has grown rapidly since it was introduced, and has brought in
new mail volume that would otherwise have gone to postal competitors. Just six years ago, PC Postage
accounted for roughly $250 million in annual postage sales. In 2012, Stamps.com and Endicia together

accounted for over $2.85 billion in postage sold. Stamps.com postage growth alone was more than 70%
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year over year, That is right, growth even through the heart of the recession. The substantial majority
of postage purchased through PC Postage is used on Priority Mail and Express Mail products — the
classes of mail that provide USPS with its highest level of contribution above direct cost. Virtually all the
Priority and Express (domestic & international} growth surge in recent years is generated through the PC
Postage industry channel. A recent Postal Service study showed revenue through the industry PC
Postage channel costs $0.02 per $1.00 of revenue compared to $0.47 per $1.00 through a USPS owned

retail outlet.

PC Postage provides many benefits to the USPS, including at least six items: (1) PC Postage
produces a secure, sender-identifiable mail piece which is important for security against biological or
other attacks because it reduces the amount of anonymous mail in the mail stream; {2) PC Postage
automaticaily checks addresses reducing the cost to the USPS of undeliverable-as-addressed mail; {3} PC
Postage can adapt quickly to changes in rates and classifications; {4) the PC Postage product and
industry help to educate postal customers on Postal Service requirements; {5} PC Postage mail includes
intelligent mail barcodes optimized to work with current and future USPS mail processing systems; and
(6} PC Postage provides Postal customers with cutting edge technology without the Postal Service having

to pay for research, development, support or maintenance.

PC Postage directly supports several long term USPS initiatives, including expanding access to
postal services, using technology to enhance value, and enhancing package services. In addition, as
barcodes become increasingly more reliably scanned in mail processing centers, PC Postage is even
more valuable in terms of real-time data for the USPS that can be used to improve tracking and tracing
capability, to improve revenue protection, to enhance mail security and deter terrorism, and to provide

valuable real-time data on customer mailing & shipping behavior.



214

in 2004, Stamps.com invented and launched PhotoStamps®, a new form of PC Postage through
which consumers or businesses turn digital photos, designs or images into valid US postage.
PhotoStamps is used as regular postage to send greeting cards, letters, postcards or packages. We
estimate that as much as 50% of the postage revenue from PhotoStamps is brand new revenue for the
Postal Service as customers substitute from electronic communication back to physical mail, increase
their usage of the mail, or purchase PhotoStamps for collector’s items or gifts that never get used on
mail. In addition, 72% of PhotoStamps customers have stated that PhotoStamps makes mail more
exciting to send, 55% say PhotoStamps make mails more exciting to receive, and 56% say PhotoStamps

makes their perception of the US Postal Service more positive or much more positive.

In 2008, we launched an Enterprise service targeted to organizations with muitiple geographic
locations. It features enhanced reporting that ailows a central location such as a corporate
headquarters greater visibility and control over postage expenditures across their network of locations.
Customers such as government agencies increasing their use of small and home offices are attracted to
our corporate enterprise solution based on our dramatically lower cost of ownership and visibility into
individual employee activity from our sophisticated front-end reporting tool with reat time data,
improved web-based postage management tools, and enhanced web-based financial and administrative
controls for central decision makers. The Enterprise service has resulted in a surge of usage of letter

mail, with our customers’ letter mail postage spend increasing more than 50% year over year.

Most recently, we have focused on higher volume shippers, as this is one of the most important
strategic initiatives of the Postal Service. Our technology includes: (1) batch capability that alfows users
to print a large volume of shipping labels all at once; (2) database integration technoiogy for seamless
automatic import and export of information to and from a customer’s internal order database; and {3}

direct integration with eCommerce platforms including eBay, PayPal, Amazon.com, Yahoo and Google,
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so that a user can read and write order information directly from our software into and out of these
platforms. An e-commerce merchant with multiple stores can consolidate all their orders so they can
ship them out with ease. With one click, they can directly import ail of their order data from the most
popular online marketplaces inciuding eBay®, Amazon.com®, Yahoo!®, PayPal®, Google Checkout™ and
Etsy, plus the most popular shopping cart software including ChannelAdvisor®, Magento®, osCommerce,
ProStores™, Volusion®, X-Cart® and Zen Cart™. When they are ready to ship, they can just select the
orders and print their shipping labels. All the shipping data including USPS Tracking will automatically
post back to their web stores. They can also automatically order a carrier pickup, send an electronic
manifest to the Postal Service, and generate a SCAN form, so all the carrier has to do is scan the form
once and all of the packages are automatically in the Postal Service’s computer systems. Stamps.com
also has a deep integration partnership with Amazon’s Merchant Marketplace. Merchants who sell in
Amazon’s Marketplace and ship the packages themselves can print postage for the packages via

Stamps.com'’s integration as part of a seamless integrated process flow.

TODAY’S TOPIC

How innovation and modernization can allow the Postal Service to maintain and improve

services, reduce costs, and increase revenues

We believe Public Private Partnerships are the best path forward for the Postal Service as
technology innovation becomes increasingly important for its future. We think it would be a mistake to
just dictate to the Postal Service that it should innovate new technology, Having the Postal Service
create its own technology is not the most efficient approach. Instead, the Postal Service should
encourage and enable the marketplace to deveiop, maintain and support modern technology. They
should provide incentives for industry innovation that helps the Postal Service and its customers. This

allows Postal Service customers to pick the best technology solutions for their needs. it is much more
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efficient. We would suggest as helpful a recent OIG White Paper called Pubiic-Private Partnerships: Best
Practices and Opportunities for the Postal Service, published June 24, 2013.

The single best opportunity for growth is in e-commerce shipping. Forrester Research projects
online retail sales will grow at a compound annual rate of 10% from 2012-2017. By 2017, the web will
account for 10% of U.S. retail sales. Because the Postal Service already visits every consumer address
and has tremendous capacity to deliver more at low marginal costs, it is uniquely positioned to benefit.

The Postal Service’s eCommerce shipping business has been on fire because of a deeply
successful public private partnership set up over a decade ago. The existence of the PC Postage industry
is based on a partnership between the Postal Service and private industry that was forged in 1995 when
the Postal Service intelligently decided that the extremely challenging technology issues that needed to
be soived to allow a standard PC to print U.S. legal tender {in the form of postage} in a secure and
convenient method were best solved by private industry. Public Private Partnership in the PC Postage
industry takes the form of the Postal Service regulating industry participants to make sure they are
secure and work well technically with the Postal Service’s systems. The Postal Service also partners with
the industry to achieve mutual win-win goals of improving the customer experience, increasing revenue,
and minimizing costs. Pat Donahoe and so many of the dedicated Postal veterans who have ably
worked with us for many years, deserve much credit for the success story that is the partnership
between the Postal Service and the PC Postage industry. This structure led to industry participants such
as Stamps.com inventing ideas and solving technical chalienges that were considered unsolvable by
most companies in the postage meter and postal service arenas at that point in time, and those ideas
and our intellectual property are still the cornerstone of all postage printed online today. Furthermore,
the PC Postage industry has spent hundreds of millions of doffars each on marketing, new product
development, and ongoing maintenance and support. The Postal Service and its customer get the

benefit of this spend.
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The growth opportunity with PC Postage has the attractive benefit of providing jobs, both in
industry and in the Postal Service. Every package produced is uitimately delivered by a city or rural
letter carrier. Growth in PC postage means more packages to deliver, more letters to deliver, more
volume to service. The volume is everywhere, but especially significant in rural areas where the Postal
Service’s marginal cost structure for delivering beats its competition. Public Private Partnerships also
enable services for all segments of the marketplace. PC Postage brings world class technology support

for those citizens who rely on the USPS every day, and for the fast growing e-Commerce community.
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The American Forest & Paper Association (AF&PA) is pleased to submit this written
statement to the Senate Homeland Security and Governmental Affairs Committee
concerning the future viability of the United States Postal Service. We compliment
Chairman Carper and Ranking Member Coburn for their bipartisan efforts to achieve
comprehensive postal reform that addresses the financial crisis facing the Postal
Service and we greatly appreciate the recent introduction of S. 1486, the Postal Reform
Act of 2013. There are many constructive provisions in the proposed legislation which
we believe will substantially contribute to the goal of stabilizing the Postal Service
financially. However, there are several provisions in the bill as currently drafted that are
counterproductive and will threaten the future reliance on mail as a competitive option
for communication and commerce.

The American Forest & Paper Association (AF&PA) serves to advance a sustainable
U.S. pulp, paper, packaging, and wood products manufacturing industry through fact-
based public policy and marketplace advocacy. AF&PA member companies make
products essential for everyday life from renewable and recyclable resources and are
committed to continuous improvement through the industry’s sustainability initiative -
Better Practices, Better Planet 2020. The forest products industry accounts for
approximately 4.5 percent of the total U.S, manufacturing GDP, manufactures
approximately $200 billion in products annually, and employs nearly 900,000 men and
women. The industry meets a payroll of approximately $50 billion annually and

is among the top 10 manufacturing sector employers in 47 states.

The U.S. Postal Service (USPS) is the essential component of a $1.3 trillion mailing
industry that employs nearly 8 million Americans in large and small business enterprises
as diverse as advertising, printing, paper manufacturing, publishing, and financial
services. Mail delivery is a valuable service upon which consumers in all 50 states rely.
The paper industry has a vested stake in the success of the Postal Service, as
approximately one-third, or $6 billion of consumer demand for paper-based
communications and commerce is delivered through the mail system.

The Postal Service is facing unprecedented challenges to adapt to the evolving nature
of how people communicate and conduct business. AF&PA recognizes that the highly
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mobile and internet-enabled economy has forever changed the dynamics of volume,
mix, and cost to deliver mail. Although the Postal Service has significantly reduced its
infrastructure and labor costs in response to declining mail volume, it is not enough.
Financial instability and the constant threat of insolvency creates uncertainty for
mailers and forces stopgap cost reduction measures that threaten to further accelerate
mail volume decline. USPS cannot succeed without the help of Congress to pass
comprehensive postal reform legislation that not only alleviates unreasonable financiai
burdens, but preserves and attracts customers.

Recommendations for legisiation to restore long-term viability to the U.S. Postal
Service

We support legislative measures that will help the Postal Service achieve long-term
viability by realigning its outdated cost structure, encouraging new revenue sources,
and leveraging its unique infrastructure to meet the service needs of future
customers. AF&PA supports postal reform measures that take into account the
following:

» Recognition that labor costs, benefits, and future obligations must be brought
in-line with market competition. The handcuffs and unreasonable burdens of the
current statutory requirements must be changed so that the USPS can have a
chance to be competitive with private sector business. Reamortization of
payments for prefunding retiree health benefits, and returning to USPS its
overpayments to the Federal Employees Retirement System (FERS) should be
part of the solution. In addition, USPS should be provided the flexibility to
manage healthcare costs.

» Facility capacity must change with the evolving realities of communications and
business transactions. The paper industry continues to address the
fundamental problem of excess capacity head-on and so must the Postal
Service. Over the past year USPS has demonstrated it is capable of reducing
its mail processing network without major disruptions in service. Legislation
should not prevent the Postal Service from continuing to right-size its
infrastructure to achieve greater network efficiency and effectiveness.

¢ Retaining the Consumer Price Index (CPI) cap is essential to enable mail as a
cost competitive option for business communications. Rate stability and
predictability are requirements for business to stay with mail. Congress and
USPS must recognize that raising prices while reducing service is not a
successful strategy to address declining demand. An increase in postage has a
direct and profoundly negative impact on postal volumes, resulting in a “death
spiral” where additional price increases are needed to overcome volume that is
driven out of the mailstream.

» The Postal Service Board of Governors should not be empowered with full
authority over rates, subject only to an after-the-fact Postal Regulatory
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Commission complaint process. The rate cap established under the Postal
Accountability and Enhancement Act of 2006 (PAEA) wisely counterbalanced
rate increases with required USPS cost controls. Elimination of the rate cap and
giving essentially unchecked rate authority to the Board of Governors would
resemble the onerous and expensive rate litigation process that PAEA
eliminated.

» Potential service level reductions must realistically weigh cost savings against
accelerated decline in volume. Regularity and reliability is the central value
proposition of the Postal Service. We believe reducing delivery of mail to 5-
days in order to cut costs will be counter- productive, disconnecting the Postal
service from its customers and driving more mail out of the system. Given the
magnitude of the USPS financial deficit, higher value cost savings options with
less demand risk should be considered before reductions in service frequency.

We greatly appreciate the Chairman, the Ranking Member, and the Committee for
making reform of the Postal Service a priority and look forward to working with both
Chambers of Congress to enact comprehensive plans that will put USPS on a path to
sustainability.
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Senator Stevens and Members of the Committee, I am Jerry Cerasale, Senior Vice
President, Government Affairs, Direct Marketing Association, Inc. It is an honor to be invited to
participate on the closing panel for this stage of your postal reform hearings.

You have already heard the testimony of DMA's President, Jonah Gitlitz, and I support his
statement fully and will refrain from repeating his statements. It will be my pleasure to answer
any questions you might have on the draft legislation that was presented by Mr. Gitlitz.

DMA commends the Committee for holding these hearings. This is a pivotal time for the United
States Postal Service. The Information Age for which we have been waiting for at least a decade
appears to be coming to fruition rapidly. How the Postal Service or any universal hard-copy
delivery service responds to the information explosion is of great concern to the direct marketers
in our nation. The United States Mail is an important link between direct marketers and their
customers. At the moment, any disruption in the link would be fatal to many direct marketers.

Therefore, the consequences, both long term and short term, of any postal reform must be
considered carefully.

The concern of all users of the Postal Service is that costs and, thus, rates are rising too quickly.
Every mailer wants cost inflation to at least slow — absolute decline in costs would be
wonderful. How to achieve that goal is where mailers — and the witnesses you have heard today
and Thursday — differ. The postal reform legislation which is the goal of these hearings could
take three basic forms: Minor changes, if any, to the Postal Reorganization Act; significant
changes in the Act; or, elimination of the postal monopoly and creation of full and open
competition.

Proponents of opening the Postal Service to immediate and tfotal competition overlook the
potential for disruption of the nation’s hard-copy delivery network — especially the 180 billion
pieces delivered by the Postal Service. The profit margin of most direct marketers is too low to
sustain them through a significant disruption in the mailstream. The recent snows in January
which crippled a large part of the Northeast disrupted mail service, and the bottom line for many
DMA members suffered. The consequences would be much greater if the disruption were
nationwide and over a sustained period of time.

Legislation with only minor changes, if any, would keep the status quo. DMA firmly believes
that if the status quo remains, we will be watching the gradual demise of the Postal Service.
Postal rates over the past 10 years have increased much faster than inflation; postal productivity
despite a huge investment in equipment has not improved significantly; postal costs continue to
rise; and new media is bringing new competition into communications. We do not want to stand
by and watch our universal hard-copy network wither away. The Postal Service must be
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provided some incentive to control costs which will hold down rates and make the Postal Service
more competitive. The status quo is not the answer.

The Postal Reorganization Act needs some significant adjustments to help the Postal Service
face the future. Postmaster General Runyon, following in the footsteps of his predecessors,
claims that the Postal Service needs more flexibility in pricing its products and to introduce new
products. As Mr. Gitlitz testified, DMA agrees that it is time to give the Postal Service some of
that flexibility. Of course, this new flexibility gives the Postal Service more freedom to fail as
well as succeed. If Congress does enact legislation to granting the Postal Service more flexibility,
oversight of the Postal Service becomes more critical.

Many users of First- and second-class mail oppose any greater pricing flexibility for the Postal
Service. They are concerned that the Postal Service will favor other mailers to their detriment.
DMA recognizes that fear. No monopoly should be given carte blanche authority to set its own
rates. We believe there is a significant role for the Postal Rate Commission in any postal reform.
The draft, legislation that was attached to Mr. Gitlitz' testimony provides for checks-and-
balances while giving the Postal Service pricing flexibility.

First, the Postal Service may adjust rates without a Postal Rate Commission proceeding only if
its costs are below inflation - not equal to. Second, the Postal Rate Commission -— not the
Postal Service — determines the index of postal costs through a public rulemaking procedure.
Third, the Postal Rate Commission must certify that postal costs are below inflation. Fourth, any
rate increase cannot exceed 75% of the rate of wage inflation. Fifth, there may be only one rate
increase in a fiscal year. Sixth, all rates must be changed in the same proportion. The Postal
Service may not favor one class of mail to the detriment of another. Finally, the authority to set
rates without the Postal Rate Commission exists for only 5 years after the Postal Rate
Commission has issued an omnibus fate decision.

Thus, pricing flexibility for the Postal Service would be tied to cost control. Without that control,
the Postal Service will not have pricing flexibility. We believe that our approach to pricing
flexibility protects and even strengthens Postal Rate Commission authority (along with subpoena
power) and protects users of each class of mail from discriminate treatment by the Postal Service
in the name of pricing flexibility.

The draft legislation also provides that the Postal Service without a proceeding before the Postal
Rate Commission may implement experimental postal services which are limited in scope and
duration. There are other provisions about which I would be pleased to answer questions but
have already been discussed by Mr. Gitlitz.

Any postal reform must be balanced. But reform is needed. Without reform more and more
companies will find the solutions to cost control that L.L.Bean faced and is facing - using
alternative means to interact with its customers. The Postal Service and those mailers who have
no alternative — many in rural America — will face higher and higher postage rates with no
relief in sight.

Again, I thank you for the opportunity to appear before you today. It will be my pleasure to
answer any questions you may have.
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Senator Coburn, Thank you, Mr. Chairman. I have a statement for the record I would like to
have admitted. I won't spend the time and I will apologize to our guests that we have a
Judiciary hearing of some importance going on now and I will be called to that momentarily.

I ' want to thank Senator Collins as well as Senator Carper and all those that worked on the
postal reform bill. It is one of the few bills that I didn't try to stop last year and [ want to be
appreciated for that. [Laughter.]

I'had no part in its delay. I want to talk about long term. We have hundreds of thousands of
great employees that work for the Postal Service. This is an estimate of revenues and expenses.
You all didn't prepare this, I prepared this, looking at what is happening and where it is going
under the revised postal reform bill that was passed. What we see very soon is red. We saw red,
$600 million. The real number was $600 million this past year. I believe that what has happened
is a great intermediate step and I think we have to keep our eye on the ball.

People claim that I am an idealist. [ am not. ] am a realist that thinks in the long term, and so,
therefore, that is reflected as being an idealist in the short term. But 1 think that the decisions that
we ought to be talking about is what happens 10 years from now.

I appreciate very much the Chairman having this hearing, but I also think it is important that
we continue. What is the next step? What has happened is the Postal Service has watched its
costs grow faster than its revenues since 2003. It needs to be freed up to run more like a business
and less like a bureaucracy if it is ever to dig out of what that chart is estimated on our behalf. I
am not sure that everybody would agree with that, but I will show that again in 3 or 4 years and
we will see how accurate it was.

The recently-passed reform legislation provided only for ways to increase postal rates without
really creating ways to cut costs. Simply raising rates without cutting costs won't do anything in
the long run to help the Postal Service because of who you compete with and how the world is
changing. If Congress truly wants to reform the Postal Service, it will need to move beyond the
traditional reforms that prop up monopolies and bureaucracy and move towards those that
promote competition, markets, and innovation.

Senator Carper mentioned the technologic changes that have come about that have impacted
First Class mail, and I had a wonderful conversation with the Postmaster General in my office, [
believe it was this week or last week--last week, the weeks run together--and [ am committed to
seeing and belicving that his management and those that work under him are great and are what
we need, and so I would compliment you in that regard.

But my hope is that we are thinking 10 years down the road, because if we are and if we give
you the tools, right now, three-quarters of your costs are labor costs, and yet on a large majority
of those labor costs, you have no capability to control those. I don't begrudge the fact that the
average postal employee in this country makes, with benefits, $20,000 more than the average
person in this country. That is the facts. But if that is the case, and it is, then efficiency
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ought to be the No. 1 thing and performance ought to be the No. 1 thing and the power of
management to get that efficiency that postal workers want to give ought to be there. The tools
ought to be there.

So I look forward to your hearing. I have some questions that [ would like to submit. My staff
will stay here during the hearing. And again, T apologize to you for not being able to stay. I have
reviewed the testimony and I thank each of our witnesses today.

[The prepared statement of Senator Coburn follows:]
OPENING STATEMENT OF SENATOR COBURN

My view of the U.S. Postal Service is akin to an iceberg floating in the Caribbean: even the
best efforts can only help a little. This might seem harsh for an agency that recently had life
breathed back into it through reform legislation passed late last year. But, if we are honest and
face the facts, it is difficult to imagine a postal service in twenty years that looks anything like it
does today.

For years, pressures inside and outside the Postal Service have mounted, pushing it
dangerously close to the breaking point. Without the recently passed Postal Reform legislation
the situation would be worse, for sure. But, it's is my opinion that the reforms we passed will do
no more than simply keep the agency afloat a little longer than it otherwise would--I don't
believe it can reverse the downward trend.

To roughly outline the problems, we have a situation in which revenues are growing at a rate
of less than 2.5% per year while costs are growing around 5% per year. First-Class mail volume
is plummeting, electronic communications are increasing, and labor costs are threatening to eat
up any revenues that the postal service makes. It doesn't take much to realize that none of this
adds up to a healthy bottom line.

The problems faced by the postal service, though, cannot simply be laid at the feet of
management. Although every large organization can rise or fall on good management--which the
postal service has had under Postmaster Potter--I want to emphasize that I believe the problem is
primarily structural. By that, I mean that the postal service's problems cannot be solved with new
management or by tinkering around the edges. The Postal Service must operate under conditions
placed on it by Congress, and those conditions, if unchanged, will bring inevitable failure to
thrive in the market and a financial millstone around the taxpayer neck.

There are three things I'm primarily talking about:
Structural Challenges Facing the Postal Service Competition
First, competition with private industry is a significant challenge and it does so with its

“*competitive” products--Express Mail, Priority Mail and Parcel Post. Most other products are
protected by a Congressionally-mandated monopoly, though, which shields the Postal
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Service from having to compete in everything it does. But, even limited competion has proven to
be a huge challenge as we see in the fact that since 2002, revenues for Priority and Express Mail
have been stagnant and volume has been down.

Competing with the private sector is good for the American public, and the fact that it is bad
news for the Postal Service is a sign that the Postal Service is fundamentally structurally
unsound. The only response to tough competition is to provide better services at better prices or
continue to lose its share of the market. No reform legislation can completely address the
challenge of competing with industry.

Labor Costs

Second, labor costs are another significant structural problem facing the Postal Service.
Despite a decrease of 10,000 employees since 2004, the Postal Service's costs for compensation
and benefits have increased by over $4 billion annually. Right now, labor costs account for over
three-quarters of their annual operating budget. On the contrary, the Postal Service's competitors
face far lower labor costs and are able to keep them under control.

Again, this is not necessarily the fault of the Postal Service, it's been imposed by a Congress
that lacks the accountability that Fed-Ex or DHS owes to its shareholders. Powerful politicians
and employee unions have combined forces to thwart any effort of the agency to control its labor
costs. Until it is able to do so, labor will eat an ever-growing percentage of its budget and
threaten to drag the agency into ruin.

Technological Advances

Even without the problems of competition and labor costs, the business model of the Postal
Service would be fatally flawed. That's because the most significant problem facing the Postal
Service is that it is losing relevance in the face of technology advances. The
Internet, telephone and fax have displaced much of what was previously sent by mail. Instead of
sending bills or taxes by mail, more and more Americans are going online. In fact, according to
the IRS more than 73 million Americans filed taxes online last year.

These advances are revolutionizing the world of communication in business, entertainment
and social relationships. This is a great thing--consumers are getting high-speed, well-
documented, convenient services and these have revolutionized our world. We should be
applauding these changes. It is the American people who are our **clients" not the Postal
Service--and we must first and foremost think of what they want, need and expect--what's good
for them, not what's good for the government.

Where Do We Go From Here?

The three factors I've laid out--competition, labor and technology--were not challenges created
by the Postal Service, but they are real, and they must be faced.
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Facing these challenges will require the Congress to go beyond the typical *‘reform"
legislation that addresses how rates are changed, escrow accounts are tallied or members are
appointed to boards. Rather, we will need to reconsider the very fundamental questions such as:

Is it essential that mail delivery remain a core government function?
Is it time to rethink the definition of ““universal service"?

Whose needs are being served by the current system? The American public or others?

These, I believe, are the questions that need to be asked and the questions I hope to answer in
this hearing in the months to come.

Senator Carper. Let me yield now to Senator Akaka for any statement he might have.
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e. Congress Should Require a Study of Unegual Application of Ottier Laws

In addition to mandating immediate changes in the application of the foregoing
laws, DHL believes that international postal reform legislation should also provide
for @ study by Department of Justice of other legal di?arities in the treatment of
competitive international services provided by the USPS and private firms. A de-
tatled, ebjective study of all differences in treatment is crucial to assuring that the
goal of equal treatment for competitive international services is, in fact, fully imple-
mented. Congress should move raridly to fully implement any recommended
changes as soon as possible after the issuance of the Department’s report.

V. Conclusion

In areas such as trade and telecommunications, the United States has been a
world leader in efforts to free international markets from outdated regulatory
schemes which hamper free and fair competition. Some foreggn countries are begin-
ning to liberalize their own postal regimes by moving toward privatization. Liberal-
ization Is long overdue in our own Nation’s postal laws as well. DHL believes that
enactment of 5. 2082, together with the additional provisions described above, is an
important first step in this process. DHL is pleased to su{.vport S. 2082 and looks
forward te working with the Chairman and Members of this Subcommittee on this
important legislation.

PREPARED STATEMENT OF DIRECT MARKETING ASSOCIATION

Chairman Cochran and Members of the Subcommittee on International Security,
Proliferation and Federal Services:

Thank you for this opportunity to testify on S. 2082, a bill that would place the
setting of international postal rates under the autharity of the Postal Rate Cemmis-
sion in the same manner that domestic postal rates are established.

Established in 1917, The Direct Marketing Association {s the oldest and largest
trade association for business and nenproflt organizations using direct marketing to
reach thelr customers, members, and prospects. We represent more than 3,600 com-

anies in the United States and 47 other nations. These include members such as

.L. Bean, which will have an official testifying at this hearing, that are becoming
increasingly involved in the global marketplace.

Inn addition, this statement is being made on behalf of the Coalition in Support
of International Trade and Cooperation, a group of postal customers, trade associa-
tions representing those customers, and postal employee organizations and unions,
lall of whild:i will be significantly affected by this legislation. The members of the coa-

ition include:

Advertising Mail Marketing Assoclation, Washington, D.C.

American Postal Workers Union, Washington, D.C,

Ballard Designs, Atlanta, GA

L.L. Bean, Freeport, ME

Current, Inc.. Celorado Springs, CO

Damark Internatienal, Inc., M lnne:wolis. MN

The Direct Marketing Association, Washington, DC

Fingerhut Companies, Inc.. Minnetonka,

Frontgate, Lebanon, OH

Garnet Hill, Lebanon, NH

Hammacher Schlemmer, Chicago, IL

J.C. Penney Company, Plano, TX

Land’s End. Dodgeville, W1

Mail Order Association of Amertea, Washington, D.C.

National Association of Letter Carriers, Washington, D.C.

National Association of Postal Supervisors, Alexandria, VA

National Assoclation of Postmasters of the United States Alexandria, VA

National League of Postmasters, Alexandria, VA

National Retail Federation, Washington, DC

National Rural Letter Carriers Association, Arlington, VA

Parcel Shippers Association, Washington, DC

Performance Data TransUnlon Corporation, Chicago, IL

Territory Ahead, Santa Barbara, CA

TravelSmith, Novato, CA

Whispering Pines, Fairfleld, CT

We respectfully oppose S. 2082 In its current form.

S. 2082 would place international postal rates under the ratemaking process out-
lined in Title 39 of the U.S. Code. That process was the creature of the Postal Reor-
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ganization Act of 1970, which removed postal rate making from the legisiative proc-
ess to a regulatory Erocess superficially similar to public utility ratemaking.

In that process, the Postal Service Board of Governors is sofely responsible for de-
veloping and proposing increases in the rates of postage. When it decides rate ad-
Jjustments are necessary, the board files an extensive request with the Postal Rate
Commission, which then commences an extensive proceeding on the record in ac-
cordance with the Administrative Procedure Act.

The Postal Rate Commission must complete its consideration of the proposal with-
in ten months. If it has not issued a recommended decistons within that time frame,
the Governors may put their proposed rates into effect on a temporary basis . How-
ever, this has not happened Fn a major rate case since the ten month pertod was
enacted in the late 19?8'5‘

When it concludes its proceeding, the Commission then forwards its recommended
decision to the Governors, who have sole authority to implement the new rates. If
the Governors disagree with the Commission's recommendations, they have a series
of options including refusing to implement the rates or sending the recommended
rates back to the Commission for reconsideration. After the commission sends the
reconsidered case back to the Governiors, the Governors may then change the pro-
;])g.‘{;cad rates by a unanimous vote, This has happened once in a major rate case, in

We feel that this process is much too cumbersome, time consuming, and expensive
for domestic rates and see nothing but harm to customers of both the Postal g.:arvice
and its competitors in a glylng this process to international rates

We are opposed to S. g 82 for four basic reasons:

1. It would place the Postal Service in a severely negative competitive position bly
removing the flexibility to set international rates when necessary to meet competi-
tive pressures and provide the best service for its customers. The complexity and
length of the ratemaking process mandated by this bill would probably mean that
the Postal Service could not compete against its largely unregulated competitors.

The bili is being pushed by competitors of the Postal Service as “leveling the play-
ing field.” Just the opposite would occur, No competitor of the Postal Service in the
international mail field Is required to submit to a lengthy rate proceeding. They are
essentially free to set prices as they wish, when they wlsl?i’,

The requirement for a lengthy rate proceeding would be anti-competitive for an-
other reason. Competitors would get an advance glimpse at new products, which
would give them ample opportunity to develop counter measures to meet and beat
the new competition. Businesses in other flelds , say the autemobile industry, would
dearly love to have this competitive advantage over their rivals.

In the final analysis, the principal losers in this battle of the behemoths—the
Postal Service and its competitors—will be American businesses that are working
to build their international business.

2. The Postal Rate Commission already has on f{ile data that, in our opinion, show
that the Postal Service {s not using money from other classes of mail to subsidize
international postal rates. Overall, international postal rates cover all of their at-
tributable costs and contribute more than $300 million annualiy te overhead costs.

The concern about cross-subsidization is a legitimate one, and cne that was ad-
dressed directly in the Postal Reorganization Act of 1970, which forbids cross-sub-
sidization. A simple reporting requirement, however, would be sufficient and far less
destructive to the international business of the Postal Service and its customers.

3. The process uof setting international postal rates is ultimately based on treaties
and agreements among natfons in accordance with policies developed by the Uni-
versal Postal Union, all of which are and should be outside the purview and cost-
based regulatory expertise of the Postal Rate Commission.

In fact, the extensive hearings before the Commission required by S. 2082 would
require the Postal Service to provide specific country-by-country data which could
undermine America's positien in any treaty negotiations on international postal
rates with other countries. This bill would further unlevel the pla{lng field against
the Postal Service in favor of foreign nations whose postal authorities, such as Royal
Mail and Dulch Post, are aiready operating in the United States and competlng
with the Postal Service and American businesses for international mail business.
This bill creates a tilted playing fleld that favers foreign countries over the Amer-
ican government, American businesses and American workers.

4. The failure to include international postal rates in the ratemaking process cre-
ated by the Postal Reorganizatien Act was not an “oversight.” Prior to the Postal
Reorganization Act, Congress, through the regular legislative process, set all domes-
tic postal rates, but never set international rates. Those rates were always set by
the Postal Service by the process mentioned above, Congress saw no need fo change
that process.
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Much has been made by postal competitors about “leveling the playing fleld” in
the competition for International mall and parcels. The charges are that the Postal
Service enjoys advanlages that private companies do not have that tilt the playing
field toward the Postal Service. 'Fhey claim lgat this is particularly true in the inter-
national arca.

The truth, we believe, is far more complex than that. Both the Postal Service and
private competitors enjoy unique advant?]ges and suffer from unique disadvantages
that affect their ability to compete and affect the service that we customers recefve.
We agree that a full study should be made to determine what needs to he done, if
anything, te assure that the playing field is indeed level in the international area.

Jne thing ts certain now, however, is that 5. 2082 would dangerously tilt the
playing fleld against the Postal Service in its efforts to compete effectively in the
volatile International mail market. Customers, American businesses, can only lose,

LETTER FROM R.R. DONNELLEY AND SONS COMPANY FOR THE RECORD

R.R. DONNELLEY AND SONS COMPANY
June 2, 1998
Hon. Thad Cochran, Chairman
Subcominittee on International Security, Proliferation and Federal Services
Comnittes on Governmental Affairs
U.S. Senate
Wasitngton, DC

DeAR MR. CHAIRMAN: | am pleased to offer the views of R.R. Donnelley and Sons
Company for the record of the Subcommittee’s June 2, 1998 hearing on S. 2082, the
International Postal Service Act of 1998, As both the leader of the U.S. printing in-
dustry and the largest customer of the U.S. Postal Service (USPS). cur company has
a significant stake in assuring the continued global competitiveness of both the post-
al system and mailed print. We greatly appreciate your leadership on the entire
array of postal issues and urge the Subcommittee to carefully consider the implica-
tions of this legislation, which has the potential for unintended, yet adverse, con-
sequences.

Introduction

As you know, R.R. Donnelley and Sons Cumpany is a $5+ billion, Fortune 250
leader in the manaFement, reproduction, and distribution of print and digital infor-
mation for the publishing, retailing, merchandising and information technology in-
dustries, We employ over 25,000 people throughotrt the world, with plants and facili-
ties in 31 States, mcluding such States as Mississippl, Pennsylvania and Illinois.

Simply put, it is reasonably-priced, universal service on both an international and
domestic basis that drives our business interest in postal golic issues such as S.
2082, We share and support our customers’ need for a global distribution channel
that provides universal service to vesidential and commercial customers every day
in a predictable and consistent manner. te this end, we engage the services of the
U.S. Postal Service—as well as those of United Parcel Service, Federal Express and
a variety of ather alternative service providers—in scrving the global business needs
of our customers. We foresee no change to this requirement and, therefore, are con-
cerned about any potential changes to current law that would hamper the ability
ef our customers to access any of the existing international mail options currently
available to them.

That having been said, we also state our appreciation and endorsement of the
basic principle underlying 5. 2082. It does not serve either our customers’ interests
or our own te have the Postal Service subsidize its international postal services
through revenues derived from its domestic services. At the same time, we believe
with equal conviction that neither the American econemy nor the American public
is well served by subjecting the U.S. Postal Service to an additional layer of regula-
tian in the international arena unless and until all alternatives have been very thor-
oughly explored and found inadequate to the task.

Key Policy Issues .

As we stated in our comments to House Postal Subcommittee Chairman Jehn
McHugh on the proposed revisions to H.R. 22, we believe there is an important need
to update the existing statutery framework which governs the operations of the
USPS. The current statutory blueprint was enacted nearly three decades ago: Prior
to the first global oil embargo. prier to the reengineering that has so dramatically
changed the operations of so many companies in both the manufacturing and service
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WASHINGTON, DC 20268-0001
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Comments of the Direct Marketing Association
Responding to Commission Order No. 1556

The Direct Marketing Association (DMA) appreciates the opportunity to comment on the
Postal Service’s response to Commission Order No. 1541 further adjusting the postal rates for
Standard Mail Flats. DMA represents approximately 2,000 member companies that use data to
market directly to consumers and businesses or that support those marketers. Our members use
all channels of communication including the U.S. Mail.

Although DMA is not overjoyed with the further adjustment upward of any postage, we
support the Service’s further adjustment. One of the rationales for the current ratemaking
provisions in the law was to avoid rate shock and to provide mailers a clear understanding of
what to expect for future postage changes. We applaud the Service for its rapid response to
Order No. 1541 in order to eliminate any confusion for mailers that resulted from Order No.
1541. DMA urges the Commission to approve those adjustments. Further delay will add more
confusion for mailers which is not productive for them or the Postal Service.

The Commission should not take DMA’s support of the Postat Service’s further
adjustments as support for Order No. 1541. DMA agrees with Commissioner Taub that the
Service did have a plan to reduce costs which, as the Postmaster General has stated, would bring
all underwater products above water. That is what the Commission desires, and we believe the
Service provided that information in its original announcement.

DMA belicves that the Commission does not have authority to require this further
adjustment in this proceeding. 39 USC Section 3622(d)(1)(C)(iii) limits the Commission in this
proceeding to:

...notify the Postal Service of any noncompliance of the adjustment with the
limitation under subparagraph (A);....

Subparagraph (A} concerns the CPI cap limitation on market-dominant postal rates. It does not
concern the cost coverage of any postal product. The Commission may order adjustments of
postal rates in its Annuaj Determination of Compliance pursuant to 39 USC section 3653 (c). In
other words, this was the wrong proceeding for the action the Commission required in Order No.
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1541. The uncertainty that Order No. 1541 raised within the mailing community is exactly what
Congress sought to avoid by limiting the Commission’s rate review under section section 3622.

In conclusion, DMA supports the adjustment and opposes the reasoning requiring it.

Respectfully submitted,

Jerry Cerasale

Senior Vice President

Direct Marketing Association
1615 L St, NW, Suite 1100
Washington, DC 20036
202-861-2423
jcerasale@the-dma.org
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UNITED STATES OF AMERICA
POSTAL REGULATORY COMMISSION
WASHINGTON, DC 20268-0001

Before Commissioners: Ruth Y. Goldway, Chairman;
: Nanci E. Langley, Vice Chairman;
Mark Acton;
Tony Hammond; and
Robert G. Taub

Notice of Market-Dominant Docket No. R2013-1
Price Adjustment

ORDER ON PRICE ADJUSTMENTS
FOR MARKET DOMINANT PRODUCTS
AND RELATED MAIL CLASSIFICATION CHANGES

(Issued November 16, 2012)

N INTRODUCTION AND OVERVIEW

Qn Qctober 11, 2012, the Postal Service filed notice of its planned price
adjustments for most market dominant products.! The Postal Service also proposes to
implement numerous mail classification changes in conjunction with the price

adjustments. Most of the classification changes affect Special Services.

The Commission has reviewed the pricing proposals for consistency with the
requirements of title 39. Pursuant to 39 CFR 3010.13(j), the Commission finds
provisionally that the planned price adjustments do not violate the price cap in 39 U.S.C.

" The citation to the Postal Service's notice appears in section il. Procedural History.
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3622(d); are consistent with, or justified by an exception to, the workshare discount
limitations in 39 U.S.C. 3622(e); and establish prices that satisfy 39 U.S.C. 3626.

The Commission also has reviewed the pricing proposals for compliance with
applicable Commission directives and orders. The Commission finds that the Postal
Service proposed Standard Mail Flats rates fail to satisfy the applicable directives set
forth in the FY 2010 Annual Compliance Determination (ACD), and further clarified and
reaffirmed in Order No. 1427, and Order No. 1472.2

In recognition of the Postal Service's authority to develop rates to meet
applicable legal requirements, the Commission remands all Standard Mail rates to allow
the Postal Service to modify its planned rates to comply with the FY 2010 ACD and
applicable statutory standards. The Postal Service could comply with these directives
by adjusting a limited number of Standard Mail Flats prices.

Pursuant to 39 CFR 3010.13(e), the Postal Service shall file its amended notice
of rate adjustment and describe how the modifications to the planned Standard Mail
Flats rate adjustments comply with applicable legal requirements. An opportunity for
comments from interested parties will be provided. See 39 CFR 3010.13(f). The
amended notice is due within 10 days of this Order so that new rates that comply with
applicable legal requirements can be reviewed and implemented, as planned, on
January 27, 2013.

2 Docket No. ACR2010, Order No. 1427, Order on Remand, August 9, 2012; Docket
No. ACR2010-R, Order No. 1472, Notice and Order Confirming Termination of Stay, September 21,
2012
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R PROCEDURAL HISTORY

Background. On October 11, 2012, the Postal Service filed a Notice of Market-
Dominant Price Adjustment with the Commission in conformance with 39 U.S.C.
3622(d)(1)(C) and Commission rules in 39 CFR Part 3010.® The Notice announces the
Postal Service’s intention to change most domestic and international market dominant
prices on January 27, 2013 at 12:01 a.m. by amounts which are, on average, within a
2.570 percent statutory price cap for ali classes of mail.

The Notice includes three attachments presenting detailed price and mail
classification changes; worksharing discount calculations; and price index change
calculations. Supporting workpapers address, for each class, how the planned prices
comply with the price cap. First-Class Mail International data and information appear in
both public and non-public workpapers, pursuant to the Postal Service’s interest in
non-public treatment for certain material.* The Postal Service Application was not

opposed.

Commission Order No. 1501, issued October 15, 2012, provided public notice of
the Postal Service's filing; established Docket No. R2013-1 to consider the planned
price adjustments; and appointed a Public Representative.® Pursuant to rule
3010.13(a)(5), the Commission allowed 20 days for public comment. By Order
No. 1522, the Commission granted a 1-day extension (from October 31, 2012 to

3 United States Postal Service Notice of Market-Dominant Price Adjustment, October 11, 2012
(Notice). See Appendix A for citations to subsequent errata notices. in companion Docket No.
CP2013-3, the Postal Service proposed price adjustments for competitive products to take effect January
27, 2013, in conjunction with planned market dominant price adjustments. The Commission addressed
the competitive price adjustments in Order No. 1526, issued November 8, 2012,

4 Notice of the United States Postal Service of Filing of USPS-LR-R2013-1/NP1, October 11,
2012, including Attachment 1, Application of the United States Postal Service for Non-public Treatment of
Materials (Posta! Service Application).

% See Notice and Order on Planned Rate Adjustments and Classification Changes for Market
Dominant Postal Products, October 15, 2012 (Order No. 1501), appearing at 77 FR 64362 {October 19,
2012).
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November 1, 2012) due to storm-related power outages and the closing of federal
agencies, including the Commission, pursuant to a United States Office of Personnel
Management directive.

Supplemental data and information. The Commission issued, and the Postal
Service responded to, one multi-part information request seeking clarification of the
Postal Service’s planned price adjustments for Standard Mail Flats and Standard Mail
Letters.® Seven Chairman Information Requests were issued seeking clarification or
further explanation of additional Standard Mail pricing matters and other aspects of the
Postal Service’s filing. Appendix B provides citations to these information requests, to
Postal Service's responses, and to related filings.

Commenters. The Commission received 12 sets of formal comments in
response to Order No. 1501, including two sets filed on behalf of multiple commenters
and two sets filed by one commenter. Appendix C provides a list of commenters and
citations to their filings. The Postal Service filed Reply Comments.” Valpak filed an
objection to acceptance of the Postal Service Reply Comments.?

Motion practice. On October 22, 2012, Valpak Direct Marketing Systems, Inc.
and Valpak Dealers’ Association, Inc. filed a motion to strike the portion of the Notice
addressing planned price increases for Standard Mail.” On October 31, 2012, the

® See Commission Information Request No. 1, October 18, 2012 (CIR No. 1) and Responses of
the United States Postal Service to Questions 1-6 of Commission Information Request No. 1, October 23,
2012.

7 See Reply Comments of the United States Postal Service, November 9, 2012 (Postal Service
Reply Comments) and Motion of the United States Postal Service for Leave to File Reply Comments,
November 13, 2012 (Postal Service Motion for Leave to File Reply Comments). Reply Comments were
not specifically authorized in this case. The Commission grants the Postal Service Motion for Leave to
File Reply Comments.

® Valpak Direct Marketing Systems, Inc. and Valpak Dealers’ Association, inc. Objection to United
States Postal Service Reply Comments, November 13, 2012.

¢ Valpak Direct Marketing Systems, Inc. and Valpak Dealers’ Association, Inc. Motion to Strike
Standard Mail Price Adjustment from United States Postal Service Notice of Market-Dominant Price
Adjustment, October 22, 2012 (Valpak Motion to Strike).

_4-



242

Docket No. R2013-1 H. Procedural History

Postal Service and L.L. Bean, Inc. filed responses opposing the Valpak Motion to
Strike.™ The issues raised in the Valpak Motion to Strike were also addressed in
severa! of the participant comments provided in response to Order No. 1501. These
issues are fully addressed in section V. B. of this Order.

'Y Response of the United States Postal Service in Opposition to Valpak’s Motion to Strike
Standard Mail Price Adjustment from Notice of Market-Dominant Price Adjustment; Response of
L.L. Bean, Inc. to Vaipak Motion to Strike Standard Mail Price Adjustment, both dated October 31, 2012.

-5-
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. FIRST-CLASS MAIL

A. Introduction

There are six products assigned to First-Class Mail: Single-Piece
Letters/Postcards, Presorted Letters/Postcards, Flats, Parcels, Qutbound Single-Piece
First-Class Mail International, and inbound Single-Piece First-Class Mail International.
The Postal Service proposes to increase the price for First-Class Mail, on average, by
2.570 percent. Notice at 6. The Postal Service does not use any of its -0.530 percent
banked pricing authority. /d. After applying the 39 CFR 3010.26(c) adjustment, the
Postal Service calculates a new unused pricing authority of -0.530 percent. /d.

The Postal Service reports the percentage price changes for individual products
within First-Class Mail as follows:

Table {}-1

First-Class Mail Product Price Changes

First-Class Mail Product Price Changes (%)
Single-Piece Letters/Postcards 2.283
Presorted Letters/Postcards 2.555
Flats 2.675
Parcels 4.971

Qutbound Single-Piece First-Class
Mail International and Inbound Single-
Piece First-Class Mail International
(combined)

Source: United States Postal Service Notice of Errata to USPS-LR-R2013-

1/1, CAPCALC-FCM-R2013.xls, worksheet “Percent Change Summary”.

7.923

In this price adjustment, the Postal Service increases the price of the first ounce,
single-piece First-Class Mail letter by one cent fo 46 cents. /d. at 19. The Postal
Service retains the single-piece additional ounce price of 20 cents. The price of a
single-piece postcard is increased from 32 cents to 33 cents. /d. at 15. The price of the

first ounce for a single-piece flat is increased from 90 cents to 92 cents. /d.
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The Postal Service introduces a new classification for single-piece residual
letters weighing up to 2 ounces." The Postal Service proposes a 48 cent price
applicable to all residual pieces. Residual letters weighing more than 2 ounces will pay
the single-piece First-Class Mail letter price of 46 cents plus the additional ounce price
of 20 cents for each additional ounce.

First-Class Mail Parcels receives a 4.971 percent increase. /d. at 17. Only Retail
Parcels and Keys and !dentification Device price categories remain within the Parcels
product as market dominant.

Most other First-Class Mail prices are adjusted accordingly to achieve the
average 2.570 percent price change.

The commenters addressing First-Class Mail compliance with the price cap,
Greeting Card Association (GCA), Pitney Bowes, and the Public Representative, state
that the Postal Service has complied with the First-Class Mail price cap requirements of
39 U.S.C. 3622(d)(1)."? The other commenters addressing First-Class Mail, National
Association of Presort Mailers (NAPM), National Postal Policy Council (NPPC), Valpak
Direct Marketing Systems, Inc. and Valpak Dealers’ Association, Inc. (Valpak), and the
joint comments of Direct Marketing Association, inc. (DMA), the Mailing and Fulfiliment
Service Association (MFSA), NPPC, and the Parce! Shippers Association (PSA), offer

" Id. at 15-16. Residual letters are mailpieces prepared as part of a First-Class Mail Presorted
Letters/Postcards mailing that remain after compietion of a presort sequence and do not qualify for
First-Class Presorted Letter/Postcards prices.

2 Comments of the Greeting Card Association, October 31, 2012, at 1 (GCA Comments);
Comment of Pitney Bowes Inc., November 1, 2012 (Pitney Bowes Comments); Public Representative
Comments in Response to United States Postai Service Notice of Market Dominant Price Adjustments,
November 1, 2012, at 8 (PR Comments).
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no opinion on the Postal Service’s compliance with the price cap.™

Commission analysis. The percentage price changes developed by the
Commission are slightly different than those developed by the Postal Service. The
Postal Service’s price changes by product did not incorporate the effect of the proposed
First-Class Mail promotions in the calculation of the price change for the class. When
calculating the price change for the class, the Postal Service accounted for the
promotions by applying a separate adjustment. The Commission also uses accepted
methodologies when developing percentage price changes for International First-Class
Mail.

The Commission includes the forgone revenue from promotions in the calculation
of price changes by product. The Commission allocates forgone revenue from the Mail
to Mobile Promotions to Presorted Letters/Postcards and Flats. The revenue forgone
from the Earned Value Reply Mail Promotion is allocated to Presorted
Letters/Postcards.™ The resulting price changes for Presorted Letters/Postcards and
Flats are 2.467 percent, and 2.674 percent, respectively. See PRC-LR-R2013-1/2.

The Commission finds the Postal Service’s planned price adjustments for
First-Class Mail comply with the price cap limitations specified by 39 U.S.C. 3622(d).
The Commission finds that the planned prices for individual components of First-Class
Mail result in an increase in the price for First-Class Mail, as a class, of 2.568 percent.

3 Comments of the National Association of Presort Mailers, November 2, 2012 (NAPM
Comments); Valpak Direct Marketing Systems, Inc. and Valpak Dealers’ Association, inc. Comments on
the United States Postal Service Notice of Market-Dominant Price Adjustment, November 1, 2012 (Vaipak
Comments); Joint Comments of the Direct Marketing Association, Inc., the Mailing and Fuifiliment Service
Association, the National Postal Policy Council, and the Parcel Shippers Association, November 2, 2012
{Joint Comments).

™ 1n response to CHIR No. 4, question 6, the Postal Service allocates revenue foregone from the
Earned Value Reply Mail Promotion to Presort Letters and Cards. Because the rebate results from the
sending of Business Reply Mail and Courtesy Reply Mail, an argument can be made that aliocating the
revenue forgone to Single-Piece Letters/Postcards is more accurate. The proper aliocation of revenue
forgone from promotions that involve more than one product may be explored further and refined in a
separate docket.
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This creates 0.002 percent new unused rate authority. The sum of all unused rate
adjustment authority for First-Class Mail, from the instant price adjustment and previous

price adjustments, is -0.528 percent.’®

B. First-Class Mail Worksharing

The First-Class Mail worksharing discussion is separated into three areas:
Qualified Business Reply Mail (QBRM) discounts, automation letters and cards
worksharing, and automation flats worksharing. Comments on appropriate price signals
are also discussed. The Commission has reviewed the workshare discounts submitted
by the Postal Service and concludes that the proposed price adjustments are consistent
with the worksharing requirements of title 39.

Qualified Business Reply Mail (QBRM) Discounts. The Postal Service reduces
the QBRM discounts for letters and cards from 2.2 cents to 1.7 cents. Given the Postal
Service's estimates of avoided costs of 0.9 cents per piece for letters and cards, the
passthrough of avoided costs is 212.5 percent. Notice at 37. The Postal Service
contends that reducing the QBRM discounts further (raising the QBRM prices) is not
desirable from a business perspective. Referencing the exceptions for discounts
exceeding 100 percent in 39 U.S.C. 3622(e)(2)(A), the Postal Service argues that
reducing the discounts may undercut the objective of the Earned Value Reply Mail
Promotion for returned Business Reply Mail (BRM) and Courtesy Reply Mail (CRM)
pieces. /d. at 38.

In Docket No. R2012-3, the Commission noted that the models used by the
Postal Service may not accurately determine QBRM cost avoidances. It urged the
Postal Service to develop a proposal to improve the methodology for determining
QBRM cost avoidances.’® In Docket No. RM2012-2, the Postal Service proposed, and

'* See PRC-LR-R2013-1/2, Compliance Calculations for First-Class Mait.

*® Docket No. R2012-3, Order No. 987, Order on Price Adjustments for Market Dominant
Products and Related Mail Classification Changes, November 22, 2011, at 14.

-9-
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the Commission approved with some modifications, a new methodology for calculating
the QBRM cost avoidance estimates.” Based on the cost avoidance estimates
resuiting from the application of the new methodology, the discounts for QBRM letters

and cards pass through 100 percent of the costs avoided.

Automation letters and cards worksharing. The Postal Service calculates the
following passthroughs of avoided costs for automation letters: Mixed automated area
distribution center (AADC), 93.2 percent; AADC, 100.0 percent; 3-Digit, 0.0 percent; and
5-Digit, 96.0 percent. The Postal Service calculates the following passthroughs of
avoided costs for Automation Cards: Mixed AADC, 121.1 percent; AADC,

109.1 percent; 3-Digit, 0.0 percent; and 5-Digit, 100.0 percent.13

The Postal Service cites the large decrease in the avoided cost between
FY 2010 and FY 2011 as the reason for the excessive passthrough for Mixed AADC
cards. Notice at 39. The Postal Service’s proposal reduces the discount from 2.5 cents
to 2.3 cents to bring the passthrough closer to 100 percent. The Postal Service argues
that setting the Mixed AADC cards passthrough at 100 percent would not only increase
the price of Mixed AADC automation cards higher than what is proposed, but would
lead to higher increases for all the other presort levels. /d. It contends that this should
be mitigated to avoid rate shock (39 U.S.C. 3622(e)(2)(B)). /d.

The Postal Service asserts that for AADC cards, the passthrough exceeds
100 percent, pursuant to section 3622(e)(2)(D). /d. at 40. in Docket No. R2012-3, the
Postal Service set the prices for AADC and 3-Digit automation letters equal as a way to
manage operational and network realignment issues. In the instant docket, the Postal
Service proposes to make the same change to AADC and 3-Digit automation cards so

" Docket No. RM2012-2, Order No. 1383, Order Concerning Analytical Principles for Periodic
Reporting (Proposals Sixteen through Twenty), June 26, 2012.

*® See PRC-LR-R2013-1/1, Compliance Calculations for First-Class Mail.

-10 -
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mailers can more easily combine 3-Digit and AADC cards and letters and caiculate the

postage accurately.'®

Automation flats worksharing. The Postal Service calculates the following
passthroughs of avoided costs for automation flats: ADC, 178.6 percent; 3-Digit,
100.0 percent; and 5-Digit, 100.0 percent. The Postal Service cites FY 2008
methodology changes, as explained in Docket No. RM2008-2, Proposal Eight, as the
major reason the ADC flats passthrough exceeds 100 percent. The Postal Service
argues that setting all flats worksharing passthroughs at 100 percent wouid lead to
significantly higher prices. It contends that this should be mitigated to avoid rate shock
(39 U.S.C. 3622(e)(2)(B)). Notice at 41.

Pitney Bowes observes that the Postal Service has overstated the First-Class
Mail ADC automation flats passthrough as 178.6 percent by using out-of-date cost
avoidance figures. Pitney Bowes Comments at 6. It notes that a subsequently revised
cost model approved by the Commission (Docket No. RM2012-2), and further additional
changes proposed by the Postal Service (Docket No. RM2012-8) result in a
passthrough of 92.6 percent. Pitney Bowes suggests revisions to the Commission’s
rules to require that cost avoidance estimates be derived using the most recent

Commission approved methodology. /d. at 7.

The Commission concurs with Pitney Bowes that the Commission’s rules may
need to be revised to ensure that the most up to date methodologies are incorporated in

price adjustment filings, and the Commission intends to explore this matter.

Pricing Signal comments. Several commenters express concern that the Postal
Service is pricing in a way that encourages less finely sorted mail in order to use excess
capacity. NAPM, NPPC, and Pitney Bowes note that presort First-Class Mail letters are
more profitable to the Postal Service than single-piece First-Class Mail letters. NAPM

" NPPC contends that the price difference between AADC and 3-Digit for First-Class Mail
postcards should not be eliminated. NPPC Comments at 11.

11
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Comments at 2; NPPC Comments at 1, 3; Pitney Bowes Comments at 2. NAPM also
observes that the volume of presorted mail is declining at a slower pace than single-
piece mail. Given the value of presorted mail, NAPM, NPPC, and Pitney Bowes
contend that the Postal Service is sending the wrong pricing signals by giving a greater
percentage increase to presort First-Class Mail than to single-piece First-Class Mail,
and by not passing through 100 percent of avoided costs for several worksharing
discounts. NAPM Comments at 4; NPPC Comments at 5-6; Pitney Bowes Comments
at 3. They argue that this is indicative of a disturbing trend in pricing strategy to drive
mail volumes towards operations with excess capacity. NAPM Comments at 5; NPPC
Comments at 6-7; Pitney Bowes Comments at 4-5. The joint comments of DMA,
MFSA, NPPC, and PSA express agreement with the views presented above. See Joint

Comments.

NPPC also comments that adoption of a single-piece metered mail worksharing
benchmark would be more reasonable in setting presort discounts. NPPC Comments
at 10.

Persuasive evidence has not been presented on the record to determine if the
Postal Service's pricing strategy for First-Class Mail is focused on utilizing excess
capacity. The Commission concludes that the proposed price adjustments are
consistent with the worksharing requirements of title 39.

C. Classification Changes

The Postal Service proposes three notable classification changes for First-Class
Mail products. It introduces a new price for single-piece residual letters, an International
Forever Stamp, and a handling surcharge applied to foreign-origin, inbound direct entry
mail tendered by foreign postal operators.

Single-piece residual letters. The Postal Service introduces a new classification

for single-piece residual letters weighing up to 2 ounces. Notice at 15-16. The price is

-12 -



250

Docket No. R2013-1 Hll. First-Class Mail

48 cents. Currently, presort letters (non-automation and automation) pay the same
price up to 2 ounces. Letters that do not meet presort requirements require mailers to
separate their residual letters into groups of 1 and 2 ounces in order to accurately
calculate postage at the single-piece First-Class Mail price for each ounce. By
establishing a single price for residual letters up to 2 ounces, mail preparation
requirements are simplified. Mailers will be able to prepare and present their residual

letter mailings to the Postal Service with 1 and 2 ounce letters combined.

Pitney Bowes supports the new price and classification for single-piece residual
letters. Pitney Bowes Comments at 6. However, Pitney Bowes contends that further
refinements are necessary for residual pieces weighing more than 2 ounces. It urges
the Postal Service to work with the mailing community to develop a solution applicable
to all mail weighing more than 1 ounce. Id. NPPC notes that the new classification is
well intended, but that a rate design resulting in a price of 46 cents would have been
more appropriate. NPPC Comments at 17.

International Forever Stamp. The Postal Service introduces an International
Forever Stamp for outbound single-piece First-Class Mail International letters. The
proposed International Forever stamp “will be sold at the price of a single-piece
First-Class Mail International first ounce machinable letter, and have a postage value
equivalent to the price of a single-piece First-Class Mail international first ounce
machinable letter in effect at the time of use.” Notice at 19. As the international
counterpart to the domestic Forever stamp introduced in 2007, the proposed
International Forever stamp will remain valid for postage regardiess of future rate

increases.

Handling charge for Inbound Direct Entry of Foreign Origin First-Class Mail. The
Postal Service proposes a 0.1 cent handling surcharge applicable to foreign-origin,
inbound direct entry of single-piece First-Class Mail. Inbound First-Class Mail subject to
the handling charge consists of inbound letterpost items that are tendered by foreign
postal operators for direct entry into the Postal Service’s domestic First-Class Mail

13-
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mailstream, provided each item upon entry bears postage paid indicia for single-piece
First-Class Mail letters, cards, flats or parcels, and pays the 0.1 cent handling charge.
The Commission finds the classification changes reasonable and shall incorporate the
substance of these changes into the draft Mail Classification Schedule.

D. Promotional Pricing

The Postal Service proposes to offer five seasonal promotional pricing incentives
within First-Class Mail: Mobile-Coupon/Click-to-Call Promotion (March 1, 2013 to April
30, 2013); BRM/CRM Promotion (April 1, 2013 to June 30, 2013); Emerging Technology
Promotion (August 1, 2013 to September 30, 2013); Picture Permit Promotion (August
1, 2013 to September 30, 2013); and Mobile Buy-It-Now Promotion (November 1, 2013
to December 31, 2013).

Mail to Mobile category. The Mobile-Coupon/Click-to-Call Promotion, Emerging
Technology Promotion, and the Mobile Buy-It-Now Promotion are included in the Mail to
Mobile category. The Mobile Coupon/Click-to-Call Promotion seeks to increase the
value of direct mail by further highlighting the integration of mail with mobile technology.
Participants receive a two percent discount on the qualifying postage for First-Class
Mail and Standard Mail presort or automation letters, postcards, and flats which include
a two-dimensional mobile barcode inside or on the mailpiece. The barcode must either
lead the recipient to a coupon that can be stored on a mobile device, or enable the

recipient to connect by telephone to another person or call center via a mobile device.

The Emerging Technology Promotion intends to promote awareness of how
innovative technology, such as Near Field Communication, Augmented Reality, and
Authentication, can be integrated with a direct mail strategy to enhance the value of
direct mail. Participants receive a 2 percent discount on the qualifying postage for First-
Class Mail and Standard Mail presort or automation letters, postcards, and flats that

include print that allows the recipient to engage in one of the following: an augmented

- 14
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reality experience facilitated by a smartphone or computer, authentication of the
recipient’s identity, or an experience facilitated via Near Field Communication.

The Mobile Buy-it-Now Promotion is designed to encourage mailers to adopt and
invest in technologies that enhance how consumers interact and engage with mail, and
demonstrate how direct mail can be a convenient method for consumers to do their
holiday shopping. The promotion provides a 2 percent discount on the qualifying
postage for First-Class Mail and Standard Mail presort or automation letters, postcards,
and flats which include a mobile barcode inside or on the mailpiece. This barcode must
facilitate a mobile optimized shopping experience.

The Postal Service seeks to recover some of the revenue forgone from these
promotions by factoring the lost revenue into the price cap calculation. The volumes
from the 2011 Mobile Barcode Promotion serve as the basis for this calculation.

Picture Permit category. The Picture Permit category consists of the Picture
Permit Promotion. During the promotion period, the Postal Service will eliminate the
Picture Permit charge for First-Class Mail and Standard Mail presort or automation
letters and postcards that are sent during the established program period, and that
include approved Picture Permit Imprint indicia. The Postal Service does not seek to

recover the revenue forgone from this promotion.

Earned Value Reply Mail category. The Earned Value Reply Mail category
consists of the BRM/CRM Promotion. Participants receive a rebate of 2 cents per piece
on all BRM and CRM pieces that meet program requirements and are returned to the
registered customer during the program period. The Postal Service uses estimates of
BRM and CRM volumes that qualify for this promotion to calculate the revenue forgone
from this promotion.

Comments on promotional pricing. The Public Representative and Valpak note
that the Postal Service has never before included revenues foregone due to promotional
pricing in its price cap calculations. PR Comments at 5; Valpak Comments at42. The

~15-



253

Docket No. R2013-1 Hli. First-Class Mail

Public Representative, Valpak, and Pitney Bowes suggest that the policy and technical
issues raised by promotional pricing be thoroughly evaluated in a separate docket.
Pitney Bowes Comments at 8; PR Comments at 6; Valpak Comments at 8.

The Public Representative does not object to the Postal Service’s approach to
accounting for promotional pricing in this docket because of the procedural difficulties
that would be created by instructing the Postal Service to remove the revenue forgone
from its price cap calculations. PR Comments at 5.

Pitney Bowes further highlights policy and technical (price cap) issues raised by
the Postal Service’s current approach to accounting for promotional pricing, but similarly
argues that the promotions should be approved at this time. Pitney Bowes Comments
at 7-8.

Valpak notes the Postal Service's inconsistent treatment of revenue forgone by
including revenue forgone in the caiculation of average price increases for some
promotions at the ciass level, but not at the product level. Valpak Comments at 45.
Valpak urges the Commission to keep with the established practice of not allowing
inclusion of revenue forgone in the price cap calculation at this time. /d. at 47.

While generally supporting promotions as an important pricing tool, NAPM
argues that the Postal Service should not be permitted to recover revenue in excess of
the price cap in the event revenue forgone projections overstate the revenue “leakage”

associated with the promotions. NAPM Comments at 6.

NPPC contends that more advance notice of promotional pricing is necessary
because NPPC has been advised by many of its members that postal budgets have
already been set for 2013. NPPC Comments at 18. NPPC also expresses concern of
shifting the risk of failed discounts from the Postal Service to mailers because of the
accounting methodology of promotions within the price cap. /d. at 19-20.
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Commission analysis. Although this is the first time that the Postal Service is
including revenues foregone due to promotional pricing in its price cap calculations, the

Postal Service demonstrates compliance with ruies 3010.14(b)(1) through (4).

Generally, the concern with including promotions in the cap calculation is that if
the volume weights used in the cap calculation are overstated, the price authority
created would be overstated as well. In Docket No. R2011-1, classification and price
adjustments for First-Class and Standard Mail Initiatives, the Commission concluded
that expected new volume should not be considered in the price cap calculation.
Specifically, the Commission stated: *[aldjustments to the volume weights [used to
measure the percentage change in rates]...should not attempt to anticipate changes in

mailers’ behavior in response to changes in prices or classifications.”?

In the instant docket, the Postal Service seeks to recover the forgone revenue
resulting from the promotions being offered in calendar year 2013 where historical
volumes are avaitable for the calculation of the effect of the price change resulting from
the promotions on the price cap. Thus, the Postal Service does not rely on forecasts of
expected volume to establish the volume weights in the cap calculation.

For the Mail to Mobile category, the Postal Service uses actual volumes from the
2011 Mobile Barcode Promotion (July and August, 2011), which took place during the
hybrid year period used in this filing. Since the volume the Postal Service uses in the
cap calculation only includes one Mail to Mobile Promotion, it is likely to understate, not
overstate the volume from the three promotions proposed in the Mail to Mobile
category. For the Earned Value Reply Mail Promotion, the Postal Service uses
historical data to identify BRM and CRM volumes that would qualify for the promotion.

The Postal Service presents its price changes by product for First-Class Mail.
These price changes by product do not include the effect of the promotions included in

2 Docket No. R2011-1, Order No. 606, Order Approving Market Dominant Classification and
Price Changes, and Applying Price Cap Rules, December 10, 2010, at 19.
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the calculation of the price change for the class. When calculating the price change for
the class, the Postal Service accounts for the promotions by applying a separate
adjustment. In response to CHIR No. 4, question 6, the Postal Service provides price
changes by product that incorporate the revenue forgone from the discounts offered in
the promotions.

For the reasons discussed above, the Commission finds that the Postal Service's
price cap treatment of promotions is permissible so long as volumes are properly

ascribed to the appropriate products.

E. International First-Class Mail

First-Class Mail International (FCMI) consists of two products: Outbound
Single-Piece First-Class Mail International and inbound Single-Piece First-Class Mail
International. The Postal Service calculates a combined price increase for First-Class
Mail International of 7,923 percent.? The calculated price increase for Qutbo