
MINUTES

Time:

8:30 am

Date:

January 8, 2003

Location:
Hotel Washington



Washington, DC

Members in Attendance:     Co-Chairs James A. Johnson and Harry Pearce; Commissioners Dionel Aviles, Don Cogman, Carolyn Gallagher, Richard Levin, Norman Seabrook, Robert Walker, and Joseph Wright.

Staff in Attendance:     Executive Director Dennis Shea; Randall Lewis and 

Bridgette Kilkenny.

Agency Employees in Attendance:     Designated Federal Official Roger Kodat.
Members of the Public Providing Oral or Written Statements:      Peter Fisher, Under

Secretary for Domestic Finance, United States Department of the Treasury; 

The Honorable John E. “Jack” Potter, Postmaster General of the United States and Chief Executive Officer of the United States Postal Service; Richard E. Strasser, Jr., Chief Financial Officer and Executive Vice President of the United States Postal Service.

Matters Discussed:

The public meeting was called to order by Co-Chair James Johnson at 8:30 am.  Following introductory comments by him and Co-Chair Harry Pearce, the meeting continued with remarks by Peter Fisher, Under Secretary for Domestic Finance for the United States Department of the Treasury.

Remarks by Peter Fisher
· Peter Fisher discussed the reasons for the establishment of the Commission, noting that the members were selected for their independence, and that the Administration anticipated a pragmatic approach to the six issues outlined in the executive order establishing the Commission.  In his remarks, Mr. Fisher focused on the size and important role the United States Postal Service (USPS) plays in American life and commerce, and observed that the role of the USPS has shifted over time from being the primary mode of communication to being a service more directly important to commerce.  Mr. Fisher highlighted the need for the Commission to consider the definition of the Universal Service Obligation (USO) and what that obligation should be in the future.  He also commented that only two things are “out of bounds” – the  Commission should not recommend that the current business model be retained with the costs rolled up onto the taxpayer or alternatively, the rate payer.  Specific issues raised by Mr. Fisher for consideration by the Commission included: whether the USPS infrastructure can be leveraged; price flexibility; human resources; the USPS’s monopoly status; cross-subsidies among the various classes of mail; and the roles of the various parties with control over the USPS (Congress, the Postal Rate Commission (PRC), the USPS Board of Governors, and USPS management).  Mr. Fisher concluded his remarks by encouraging the Commission members to draw on all resources available to them.  A copy of 

Mr. Fisher’s remarks is attached (Attachment A).
Commission questions for Peter Fisher
· Scope of the Commission’s work.  The Commissioners asked Mr. Fisher questions relating to the scope of their mission, as well as questions relating to whether the Administration had any pre-conceived ideas about the outcome of their work.         Mr. Fisher made it clear that the Administration had not pre-determined the outcome of their work.  In response to specific questions, Mr. Fisher stated that issues relating to the scope of the USO, the role of the PRC, and the relationship between USPS labor and management were all open for discussion and were the Commission’s to consider.
· Focus of the Commission’s work.  The Commissioners also asked a number of questions relating to how they should approach their work.  Mr. Fisher commented that it is best not to consider the USPS as a “singular entity,” noting that in some areas, such as first class mail, it is innovative, while in others, such as business mail, there is room for increases in efficiency.  He suggested that Commissioners focus on the “last mile” of service delivery (because that is where costs will continue to increase), improvements in efficiency, and finances.  He also suggested that the Commission think first in terms of the business model, then on the relationship between the USPS and the Federal government. 
· Other models the Commission might consider.  In response to questions regarding other business models the Commission might consider, Mr. Fisher made reference to the deregulation of the trucking industry, noting that deregulation of that industry produced unforeseen benefits.  With regard to foreign postal services, he noted that comparisons may be difficult because of the relatively small size of foreign postal operations.  He suggested that the Commission consider how the USPS can be given price-flexibility, while remaining accountable and transparent with regard to its costs.
· Unfunded liabilities.  In response to a question on the scope of the unfunded liabilities, Mr. Fisher noted that the Postal Service faces large challenges on retirement and healthcare unfunded liabilities.  He observed that there has been an improvement in the unfunded retirement liabilities, through a shift in our understanding in the funding of some of its retirement obligations.  Mr. Fisher noted that the Commission should look very carefully at these liabilities but that these issues are not unique to the Postal Service and are being faced by many industries today.  It is important to bring innovative approaches to the medical problem that will align costs and quality so that the future commitments are sustainable.
This part of the meeting concluded with a discussion of how the Commission’s report will be used.  During the discussion, it was generally noted that the report’s use will depend on the nature of the Commission’s recommendations.
Remarks by Mr. Potter and Mr. Strasser
· Mr. Potter provided a general overview of the size of the USPS, and its history – emphasizing the reorganization of the USPS from a Cabinet-level Department to its current form following enactment of the Postal Reorganization Act of 1970, as well as changes made by the USPS since that time in response to past market changes.  Mr. Potter’s comments emphasized how the USPS had responded to past increases in mail volume (by automating processes and sharing work with its customers) and contrasted those efforts with the realities of the current marketplace in which mail volumes are declining at the same time that the number of delivery points continue to increase.  Mr. Potter highlighted the fact that the USPS’s primary source of income (first class letter mail) is also the most vulnerable to declines in volume in the current marketplace.  He also noted General Accounting Office concerns relating to debt repayment and long-term liabilities, including unfunded pension costs and health care costs for retirees.  Mr. Potter also discussed the USPS Transformation Plan that was prepared in response to a 2001 request by the U.S. Senate, highlighting the ways in which the USPS is addressing the current market within the current statutory and regulatory framework.  With regard to the OPM determination relating to the USPS’s level of unfunded pension benefits, Mr. Potter stated that the USPS will find itself in an “overpayment” situation if required to continue making payments to the pension fund in accordance with the requirements of current statutes.  In response, he noted that the Administration has drafted legislation that, if enacted, would reduce the USPS annual pension payment for 2003 by $2.9 billion.  Mr. Potter stated that the USPS would use these savings, along with savings due to improved productivity, to reduce its debt and hold rates steady through 2006.  Without a legislative fix, he indicated that USPS would seek a rate change in 2004.  Mr. Potter concluded his remarks by stating that the key questions are: how to define the needs of USPS’s customers, and how to provide universal service to all Americans at an affordable price in the face of potentially declining mail volume.  A copy of Mr. Potter’s remarks is attached.  (Attachment B).

· Mr. Strasser followed Mr. Potter with an in-depth overview of the USPS which incorporated an extensive statistical summary of USPS operations.  Key factors highlighted by Mr. Strasser included the following:

· The number of delivery points increases by 1.7 million each year.  The increase results in 3,400 new delivery routes (at 500 deliveries per route), 4,800 new carriers and 80 new facilities at $5 million each.
· First class postage rate increases have been commensurate with the Consumer Price Index since 1971.

· The cumulative deficit for the USPS between 1972 and 2002 has been $6 billion, compared with $19 billion between 1942 and 1971.

· By law, the USPS is expected to operate at a breakeven level over time.

· First class mail represents 50% of mail volume, but provides 54% of revenue and covers 66% of direct costs.

· The USPS has only a 21% share of the air package delivery market, and only a 6% share of the ground package delivery market.

· Losses in revenue due to declines in first class mail volume would be difficult to make up with increases in volume in other types of mail services because they are less profitable.

· Mr. Strasser also outlined the 18-month process required for the USPS to change prices.  He noted that the lengthy process requires the USPS to incorporate assumptions about the future that may be inaccurate, and have often resulted in USPS rate increases becoming effective at times that are bad for the overall economy.

· Mr. Strasser’s presentation concluded with a summary of the USPS’s financial condition.  His summary noted that the USPS has $11 billion in outstanding long-term debt (there is a statutory cap of $15 billion), and a cumulative loss since reorganization of $6 billion.
A copy of Mr. Strasser’s presentation is attached (Attachment C).

Commission questions for Mr. Potter and Mr. Strasser
· Issues the Commission should consider.  In response to questions concerning what issues the Commission should consider, Mr. Potter stated that the Commissioners should consider a number of issues relating to what can be done within the current system:  political restraints; efficiencies for other than first class mail; pricing flexibility; and the definition of the USO.
· Flexibility within the current system.  In response to questions regarding the amount of flexibility the USPS has within the current system, Mr. Potter and Mr. Strasser indicated that there are numerous controls preventing USPS management from acting in a timely manner to market changes.  In particular, they noted that the process for seeking rate changes takes approximately 18 months – regardless of the economic circumstances, or whether the rate request relates to an increase or decrease.  It was also noted that the USPS cannot offer “volume discounts.”  In response to a suggestion from the Commission, Mr. Potter indicated that it would be helpful if rate changes were reviewed after-the-fact, instead of in advance.  Other constraints noted by Mr. Potter and Mr. Strasser related to the “breakeven” requirement (which prevents USPS from using retained earnings as a tool for managing rate changes), and USPS management’s inability to close a post office solely for economic reasons.

· Financial issues.  In response to questions regarding the repayment of long-term debt and unfunded liabilities, Mr. Potter and Mr. Strasser stated that USPS budgets include amounts necessary to repay 1/9 of its outstanding loan balance.  With regard to near-term operating projections, they stated that without the legislative fix necessary to reduce the annual pension payment, the USPS will need a rate increase in 2004.  However, if the legislative fix is enacted, the annual pension payment will be reduced from $4.7 billion to $1.8 billion.  Mr. Potter and Mr. Strasser stated that the resulting $2.9 billion in annual savings would allow them to keep rates constant through 2006, and to pay down a portion of the long-term debt.  When asked about potential increases in labor costs, Mr. Potter stated that the biggest factor is inflation due to cost-of-living-adjustment (COLA) provisions in employment contracts.  Mr. Potter commented that enhancement of the performance-based environment offered the most significant opportunity for cost savings in the future.  The Commission also inquired about potential means for increasing revenues through new products or other revenue streams.  In response, Mr. Potter and Mr. Strasser stated that there are no new products in development (or that they are currently prevented from offering) that will offset the billions in revenues they foresee losing due to the projected decline in first class letter mail volume.  They were unaware of any postal systems that charge an access fee. 
· The future of the USPS.  The Commissioners asked many questions about the future of the USPS and the role the USPS will play in the emerging electronic environment.  Mr. Potter’s and Mr. Strasser’s comments indicated their view that there will continue to be a market for first class letter mail, despite the anticipated increase in use of email and electronic bill-paying.  As noted by Mr. Strasser, it was once thought that the telephone would be the end of the traditional mail service.  With regard to projections regarding the growing use of electronic bill-paying services, it was suggested that the Commission seek input from the banking community.  The Commission noted that predicting the effect of electronic forms of communication on future mail volumes would be difficult, and that the Commission must consider a wide range of possible outcomes.  With regard to governance of the USPS, Mr. Potter stated that the USPS determined that privatization would be inconsistent with the USO.
Commission Business
The Commission considered and approved the following two recommendations:

· The public comment process; and

· The process for establishing subcommittees.

The Commission stated that the purpose of the public comment process is to provide a mechanism for the public to provide written comments.  It was noted that such comments will be posted to the Commission’s website.  It was announced that oral communications should be directed to Dennis Shea, the Executive Director of the Commission staff.
The Commission briefly discussed the proposed subcommittee structure.  It was stated that subcommittee assignments would be made within several days

Copies of both recommendations, as approved, are attached (Attachments D and E).

The Commission announced that the next public meeting will take place on February 20, 2003.  It was also announced that future public meetings will take place in Texas, California, and Illinois (dates and locations to be announced at a later date).
The meeting adjourned at approximately 11:15 am.
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