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PREFACE

Fi nanci ng Postal perations: Aternative Approaches and
Thei r Budgetary I nplications provides background 1 nfornation
and analysis on the i1ssue of postal finances. This paper
provi des docunentation supporting the nmaterial on postal
operations in CBO's report, Budget ptions for Fiscal Year
1977. The paper was prepared by Edward H Chase and
Donal d G Del oney of cBO's Managenent Prograns D vision under
the direction of Howard M Messner and Seynour D. G eenstone.
The | ong-range projections included in the paper were prepared
by the u.s. Postal Service based on assunptions provided by
t he Congressional Budget Cfice.

Alice M Rvlin
D rector

March 25, 1976






SUWARY

Backgr ound

The United States Postal Service was created as an
"i ndependent establishnent” of the executive branch by the
Postal Reorgani zation Act of 1970. The intent of the
| egi sl ation was to provide a "business-1ike" environnment
for postal operations in which postal officials could inprove
the quality and scope of service while achieving financi al
self-sufficiency over a period of years.

Financial Hstory of the u.s. Postal Service

The financial |edger of the Postal Service has shown an
operating deficit in each of its five years of operation; i.e.,
expenses exceeded incone (revenues and other incone and
appropriations). The anount of the deficit has grown rapidly,
increasing from$175 million in fiscal year 1972, its first

year of operation, to an estinmated $1.3 billion in fiscal year
1976. The accunul ated deficit at the end of 1976 will be
alnost $3 billion. During this period Congressional appro-
priations have averaged $1.5 billion a year

Basically, this situation is the result of a rapid
growh in operating costs during a time when antici pat ed
growth in mail volune and revenue did not naterialize. |If
the current system for financing postal operations provided
by the Postal Reorgani zation Act remai ns unchanged, the
Postal Service projects increases in the first class postage
rate to 21 cents by 1981.

Fi nancing ptions and Their Budgetary Inplications

It is difficult to discuss financing alternatives w thout
examning the differing policy positions that became nanifest
before Congress enacted the Postal Reorganization Act of 1970.
Debate still continues on the "public service" vis-a-vis the
"busi ness" aspects of postal operations and alternative cost
al | ocati ons between taxpayers and nailers. Each of the
follow ng options depicts both the budgetary inplications and
the cost of first class postage for a different financia
approach:



Option

o Appropriations?
(Billions of 50 ars, tiscal years)

1st Cl ass Postage

(Cents, fiscal years)
. Tot al
1977 1978 1979 1980 1981 1977-81 1977 1978 1979 1980 1981
The current system 1.7 1.6 1.5 1.3 1.2 7.3 17 17 19 19 21
Alternative l-- Same | evels as above plus
elimnate the $3.4 billion to elininate
accunul at ed projected deficit at end
deficit with of the transition quarter
Congr essi onal
appropriations 10. 7 16 16 18 20 21
C. Alternative 2--
increase
dependence on
Congr essi onal
appropriations® 2.6 3.5 44 51 6.2 21.8 Held to 13

Source: Cost data for the options were provided by the US Postal Service.
a. Appropriations for nonfunded liabilities are not included.

b. The appropriation levels do not include any amounts to reduce or eliminate the accumulated
deficit.

ption A:

The CQurrent System--Continue Present Fi nanci ng
Arrangenent s -

This option would continue the financing arrangenents

provi ded by the Postal Reorgani zation Act of 1970, and woul d
I nclude recovery of the current accumul ated deficit through
rate increases.

Qotion B: EHimnate the Deficit wth Congressi ona

Appropri ation

(nhe possible alternative would be a variation of the

current financing approach. It would involve "w ping the
slate clean" by a one-tine appropriation to elimnate the
present accumul ated deficit. This alternative would preclude

the need for an allowance in future postage rates to recover
the present deficit. The subsidy appropriations would continue
as presently provided.

Qoti on C

This alternative would require a basic change in policy
under whi ch Congress would shift a larger proportion of the
cost burden of postal operations fromthe nailers to the
general taxpayers. The increased appropriations would permt
stabilization of first class and other postage rates at their
current |evels.

| ncrease Dependence on Congressi onal Appropriations




A Wrd About Gost Reducti ons

Wi | e significant savings could be realized by najor
cost reductions in postal operations, such savings woul d
not be sufficient by thenselves to elimnate the need for
rate increases. However, these cost reductions could help
|l essen the financial burden on postal operations. I nstitu-
tion of sone of themwould be highly unpopul ar; others woul d
require change in law union contract, or regulation. Four
possi bl e areas for cost reduction could produce as nmuch as
$810 mllion annually in savings: (1) reduce delivery
service in renmote areas fromsix to two days per week
($400 million); (2) elimnate Saturday deliveries ($250
million); (3) close small post offices ($130 million); and
(4 consolidate or close sone l|larger post offices ($30
million).
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CHAPTER |
I NTRCDUCTI ON

The United States Postal Service was created as an
"i ndependent establishment” of the executive branch by the
Postal Reorgani zation Act of 1970 (Public Law 91-375). The
intent of the legislation was to provide a "busi ness-1ike"
envi ronnment for postal operations in which postal officials
could inprove the quality and scope of service while achiev-
ing financial self-sufficiency over a period of years.

The events leading to the reorgani zati on establi shing
the Postal Service can be traced to late 1966 when an un-
precedented log-jam of mail occurred within the postal system
The situation took nonths to untangle. Top nanagenent con-
cluded that substantial corrective action was needed to
prevent repetition of such breakdowns which could potentially
cripple nail service nationwide and bring extrene hardship
to busi nesses and i ndividual s dependent upon the mails. In
April, 1967, Postnaster General Lawence F. O'Brien suggested
reorgani zation of the Post (fice Departnment into a government
corporation to permt it to inprove managenent capability,
noderni ze antiquated facilities, and allow postal rates to
keep pace with cost increases.

Shortly after Postnaster General O'Brien nmade his recom
nmendat i on, President Johnson appoi nted a comm ssi on, headed
by Frederick R Kappel, former board chairman of American
Tel ephone and Tel egraph Conpany, to devel op recomrendati ons
for inproving the operation of the Post Cfice Departnent.

In June, 1968, the commssion issued its report strongly
recommendi ng that the Post Office be reorganized to allow for
a nore business-like operation. A though it was to be two
years before postal reformlegislation was enacted, nost of
the commission's reconmrendati ons were adopt ed.

The goal of financial self-sufficiency was set forth
in Section 3621 of the Postal Reorgani zation Act of 1970:
"Postal rates and fees shall provide sufficient revenues so
that the total estinmated inconme and appropriations to the
Postal Service will equal as nearly as practicable total
estimated costs of the Postal Service." The act al so estab-
lished the formula for determ ning the anount of subsidy
(appropriation) that was to be provided the Postal Service,
and authorized certain activities allowi ng the Postal Service
to operate in a business-like manner. These i ncl uded
col l ective bargaining and the authority to borrow noney and
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i ssue and sell obligations. These obligations could be used
for both capital investrment and operating expenses.

This status report will provide a brief review of the
financial operations of the Postal Service. It wll focus
on:

e sone salient characteristics of postal finance in
the United States;

e operation of the Postal Service since the 1970
r eor gani zati on;

e the outlook for the future; and

e various alternatives for financing postal operations
and their budgetary implications.



CHAPTER |1 |
THE NATURE OF PGSTAL FI NANCES

Post al Revenue and Expenses

The Postal Service currently handl es approxi matel y

90 billion pieces of nail per year, or 418 pieces for every
person in the United States. Approxinately three-quarters
of the mail is originated by businesses. Al nost 84 percent

of the Postal Service's total revenue conmes from postage and
certain other fees. Appropriations constitute 15 percent of
total revenue, with investnent incone providing the renai nder,.

First class and air mail represent nore than half of the mail
vol une and al nost half of the total revenue.

Table 1

Revenue and Mail Vol une by Class of Mil
(Fscal Year 1974)

Percent of Portion of
Sour ce of Revenue Mai | Vol ume Revenue Dol | ar

) ' (Cents)

1st dass and Al r Mil 58.8 48.9
3rd d ass Mi l 25.0 11. 3
4th dass Mil 1.0 6.7
Gover nnent  Mai | 3.5 4.4
Priority Mail .2 3.7
Internati onal Mil 1.0 3.2
2nd d ass Mi | 9.8 1.9
Qontrolled AQrcul ati on Mi l T 4
Speci al Services and Q her | ncone 3.3
Total Miil Receipts (100. 0 (83.8)

Appr OF” ati ons 15. 3
| nvest ment | ncome .9
Tot al 100.0 100.0

Source: US Postal Service; testinony before Postal Rate
Gomm ssion (1975}.

Per sonnel conpensation and benefits totaled $11.2 billion
in fiscal year 1975, representing approxinately 88 percent of
the Postal Service's total operating expenses. The next
| ar gest expense was transportation costs, anounting to al nost

$1 billion in fiscal year 1975, or over 7 percent of total
operati ng expenses.



Congr essi onal Appropri ations

The Postal Service receives subsidies to support its
operation through Congressional appropriations. Two
principal types of subsidies currently are appropri ated:
rei mbursenents for "public service" costs and rei nbursenent
for "revenue |lost or foregone." |In addition, the Postal
Service is authorized transitional appropriations, which
have been requested to neet the liabilities of the former
Post O'fice Departnent to the employees' conpensation fund
and to postal enployees for earned and unused annual | eave
as of June 30, 1971.

Public Service Reimbursements

This subsidy is for operating post offices which are not
self-sustaining, primarily in small or rural communities.
The anmount of the "public service" subsidy is established in
the Postal Reorgani zation Act as a percentage of the sum
appropriated to the predecessor Post (Ofice Departnent in
fiscal year 1971. For fiscal years 1972 through 1979, it is
10 percent of the fiscal year 1971 appropriation ($920 million);
for fiscal years 1980 through 1984 the subsidy decreases by
one percentage point each year. The subsidy runs through
fiscal year 1984, at which tine the act requires a determna-
tion by the Postal Service regarding further reduction in the
subsi dy. '

Revenue Lost or Foregone Rei nbursenents

Under the provisions of the Postal Reorganization Act,
rate increases applicable to certain classes of mailers wll
be "phased" over a nunber of years to mnimze the economc
I npact of the increases. Miilers covered by these provisions
I ncl ude newspaper and nmagazi ne publishers; shippers of books,
records, and certain other fourth class nailers; and nonprofit
organizations. Phasing wll be continued until 1981 (1987
for nonprofit organizations, in-county publications, and
certain other types of mail). The act also provides for free
mail for sone mailers, such as blind or handi capped persons.

The appropriation reinburses the Postal Service for
revenue lost as a result of providing service at the free
or reduced rates. The amount of the appropriation is the
difference between the revenue received at the free or
reduced rates and that which woul d have been received at the



1
full rate. The total appropriation for this category was
$613 mllion in fiscal year 1975.

Borrowi ng Authority

The Postal Reorgani zation Act authorizes the Posta
Service to borrow noney and issue and sell obligations. The

act sets a limt of $10 billion on the aggregate amount of
such obligations. It also limts the net annual increase in
the amount of obligations outstanding to $1.5 billion for

capital inprovenents and $500 mllion for operating expenses..

1. Under the provisions of the act, the nmail subsidy for

bl i nd and handi capped persons will continue in perpetuity.
It will also continue for that portion of the subsidy for
i n-county publications, library and classroommaterial, and

nonprofit organi zati ons which covers their share of the
Postal Service's "institutional" costs.



CHAPTER 111
CPERATI ON O THE POSTAL SERVI CE SI NCE RECRGAN ZATI ON

The financial |edger of the Postal Service has shown an
operating deficit in each of its five years of operation.
The anount of the deficit has grown rapidly, increasing from
$175 mllion in fiscal year 1972, its first year of operation,

to an estinmated $1.3 billion in fiscal year 1976. The accunu-
| ated deficit at the end of fiscal year 1976 will be $2.9
billion. Basically, this situation is the result of a rapid

growth in operating costs during a tine when anti ci pated
growth in nmail volume and revenue did not materialize.

Table 11

FI NANCI AL H STORY OF THE U S. POSTAL SERVI CE, FI SCAL YEARS 1972-1976
(Ml1lions of dollars, unless otherw se indicated; fiscal years)

1972 1973 1974 1975 1976 _(Est.)
BT ons
Expenses 9,530 9, 853 11, 215 12,671 14.2
Less: Revenue and Cther |ncome 7,993 8, 463 9, 140 10, 149 11.3
Accrued Net Expenses 1,537 1,390 2,075 2,522 2.9
Less: Appropriations® 1,361 1,377 1, 637 1,533 1.6
Net Income or Loss -175 -13 -438 -989 -1.3
Accunul ated Deficit -175 -188 -627 -1,616 -2.9

Source: U'S. Postal Service.

a. Does not include appropriation for nonfunded liabilities.

| ncreased Costs

As previously indicated, personnel conpensation and
benefits constitute the major elenent of the Postal Service's
operating budget. Under the 1970 Postal Reorganization Act,
conpensation and benefits are to be naintained "on a standard
of conparability to the conpensation and benefits paid for
conparable levels of work in the private sector of the
economy." The collective bargai ning process is used for
nost enpl oyees.

During the period from fiscal year 1971 to fiscal year
1975, personnel conpensation (including benefits) increased
$3.8 billion, from%$7.4 billion to $11.2 billion (51.4 _
percent). The cost per manyear during this four-year period
I ncreased 46 percent conpared to a 32 percent increase in the
Consuner Price Index (CPI) during the same peri od.
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Personnel costs will continue to increase during the
period covered by the current |abor agreenent with the posta
unions, which is effective fromJuly 21, 1975, through
July 20, 1978. This agreenent provides for fixed-dollar
I ncreases each year (approximately 12 percent over the three-
year period) plus a cost-of-living adjustnent based on the
CPI, an operating reality for the Postal Service for this
peri od.

Mai | Vol une

Postal Service earnings are dependent on two factors--
mai | volunme and postal rates. An increase in either should
result in additional revenue. At the tine of the 1968
Kappel Comm ssion report, nmail vol unme had been i ncreasing
at an annual average of 3 to 4 percent. Ml vol une,
however, is sensitive to economc conditions (three-fourths
bei ng origi nated by businesses) and, in the short run, to
postal rate increases. In the 1970s the economc downturn
and the rate increases slowed volune growh and nade accurate
vol une forecasting nore difficult.

During the year after the first Postal Service rate
I ncrease in May, 1971, volune increased only two-tenths of

a percent. It increased 2.9 percent in fiscal year 1973,
but experienced little growth during the next year when the
rate was increased again. In fiscal year 1975 there was a

decrease in mail volune. The significance of the situation
Is that revenue has been over-estinmated when projecting
postal rate requirenents in each of the first four years of
the Postal Service's existence. Thus, the Postal Service
experienced a $474 mllion shortfall in revenues during the
period.



Table 111

CHANGES IN MAI L VOLUVE
Fi scal Years 1965-1975

Year Volume Per cent age Change
(mllions™ of pieces)
1965 71,873 ---
1966 75,607 52
1967 79, 165 4.7
1968 79, 800 0.8
1969 82, 005 2.8
1970 84, 882 3.5
1971 86, 983 2.5
1972 87, 156 0.2
1973 89, 683 2.9
1974 90, 098 0.5
1975 89, 266 -0.9

Sources: Budget of the United States for fiscal years 1965-1974.
United States Postal Service for fiscal year 1975.




CHAPTER 1V
QUTLAK FOR THE FUTURE

The followng table provides a summary of key postal

data for fiscal years 1977-1981, as projected by the Postal
Service.

Table |V

KEY PCSTAL PROJECTIONS®
(Fiscal Years)

_ o7 078 1979 1980 1981
Expenses (dollars) 15.2 16.0 17.0 18.1 19.3
Less: Revenue and Qther Incone 14.0 14.8 16.3 16.6 18.4
Accrued Net Expenses 1.2 12 7 1.5 .9
Less: Appz'opriat:i.onsb 1.7 1.6 1.5 1.3 1.2
Net |nconme or Loss .5 4 .8 (@) .3
Accunul at ed Deficit® ' 2.9 2.6 18 19 15
Mail Volume (billions of pieces) 86.9 81.7 81.8 83.3 84.5
Man-years (in thousands) 664 652 648 648 650
Cost of 1st class Stanp (cents) 17 17 19 19 21

(April) (Qxt ober) (Cxt ober)

a. Data are dollars in billions, unless otherw se specified.
b. Does not include appropriations for nonfunded liabilities.

c. Numbers may not add due to rounding. Accunulated deficit at the end of the transition
quarter is $3.4 billion. :

These projections were based on the follow ng assunptions:

e Appropriations will remain at the |evels provided
under current |aw

* There will be no major changes in service |evels.

e Personnel conpensation for fiscal years 1977 and
1978 is based on the provisions of the current | abor
contract; for fiscal years 1979-1981 it increases at
a rate equal to one percent greater than the projected
increase in the CPI.

e« The increase in the Pl wll average 5. 5 percent per
year from fiscal years 1977-1981.

9



There wll be no major cost reduction or productivity
gains.

Postal rates will be set at a level that will recover
the accunul ated deficit by 1984.

10



CHAPTER V
FI NANCI NG PCSTAL OPERATIONS--
THE CURRENT SYSTEM AND SOVE ALTERNATI VES

Basis for Devel oping Alternatives

It is difficult to discuss financing alternatives
without examning the differing policy positions that becane
mani f est before Congress enacted the Postal Reorganization
Act of 1970. Debate still continues on the "public service"
vis-a-vis the "business" aspects of postal operations and
alternative cost allocations between taxpayers and nail ers.

Under the Congressionally nmandated goal of self-
sufficiency, the Postal Service is required by law to operate
with rates which will cover expenses in excess of subsidies.
G her countries pay higher rates: Wst CGernany has a 19
cent first class stanp; Sweden, a 20 cent; and the Netherl ands,
a 19 cent stanp. In the United States recent econom c
pressures, adversely affecting mailers, the Postal Service,
and taxpayers, have resulted 1 n renewed demands for Congress
to hold down postage rates by increasing subsidies. Congress
i's being asked to reconsider the argunments on financing
postal operations. The discussion of alternatives in this
paper is limted to their budgetary inplications and their
| npact on the first class postage rate.

The Qurrent System--
Conti nue Present Fi nancing Arrangenents

If the basic system for financing postal operations
provi ded by the Postal Reorganization Act remai ns unchanged,
the Postal Service projects increases in the first class
postage rate to 17 cents in fiscal year 1977, 19 cents in
fiscal year 1979, and 21 cents in fiscal year 1981. These
projections are based on the provisions of the current |abor
agreenent and an average annual inflation rate of 5.5 percent.
These rates also include an all owance for recovering the
accunul ated deficit. Congressional appropriations (as provided
by current law woul d be:

Fi scal Year 1977 $1.7 billion
Fi scal Year 1978 $1.6 billion
Fi scal Year 1979 $1.5 billion
Fi scal Year 1980 $1.3 billion
Fi scal Year 1981 $1.2 billion
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Alternative 1--
Elimnate the Deficit wth Congressional Appropriation

(ne possible alternative is a variation of the current
financing approach. It would involve "w ping the slate cl ean”
by a one-time appropriation of $3.4 billion to elimnate the
accumul ated deficit.

This alternative would preclude the need for an all owance
in future postage rates to recover the accunul ated deficit.
Under this approach the cost of a first class stanp woul d
reach 21 cents by fiscal year 1981, the sane as the current
systen1app(oach: However, the first class postage rates in
effect during fiscal years 1977-1979 would be 1 cent |ower
t han those whi ch woul d occur under the current system  Appro-
priations required by current |law would continue at approxi-
nmately the sane level as in the current system This woul d
be in addition to the $3.4 billion needed to elimnate the
accunul ated deficit.

Under both the current systemand Alternative 1, inprove-
ments in the rate-making process could be instituted that
woul d reduce the tine lags so that rates could reflect current
economc conditions nore accurately.

Aternative 2--
| ncr ease Dependence on (Gongressi onal Appropri ati ons

This alternative would require a basic change in policy,
under whi ch Congress would shift a larger proportion of the
cost burden of postal operations fromthe mailers to the
general taxpayers. Under this alternative the increased
appropriations would permt stabilization of first class and
other postage rates at their current |levels. The Posta
Service projects a nodest increase in nmail volunme on the basis
that the stabilized rates woul d becone nore conpetitive with
alternative neans of communication. The |evel of appropria-
tions required to achieve rate stabilization are shown bel ow
These appropriations do not include any amounts to reduce or
elimnate the accunul ated deficit.

Fi scal Year Revi sed Subsidy Levels Qurrent System
(BlTirons of dollars) (BiTTions of dolTars)
1977 2.6 1.7
1978 3.5 1.6
1979 4.4 1.5
1980 51 1.3
1981 6.2 1.2
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Parti al Alternative--Cost Reducti ons

Wiile major cost reductions in postal operations could
be realized, such savings would not be sufficient by them
selves to elimnate the need for rate increases. However,
these cost reductions could help lessen the financial burden
on postal operations. Institution of sone of themwould be
hi ghl y unpopul ar; others would require change in | aw, union
contract, or regulation. Following is an inventory of sone
of the najor possibilities:

Table V
PCSSI BLE COST REDUCTI ONS | N POSTAL OPERATI ONS
Appr oxi nat e

Activity Current Practice Cost Reduction Ammuall Savings
(Millions of dollars)

Delivery to renote General ly 6 days Reduce to 2 days-
places per week per week 400
Al'l other delivery 6 days per week Reduce to 5 days
per week 250
Smal | post offices 12,220 3rd cl ass Reduce to 6,000 68
6,241 4th class Elim nate 62
Larger post offices Maintain Close or consolidate
2,000 for econom c
reasons 30
Total Savi ngs 810

sources Conptroller General of the United States; letter to Honorable Edward J. Derwinski:
B-114874 (Cctober 9, 1974).
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