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Executive Summary

Commonly utilized in regulated industries, the universal service obligation
(USQ) is a collection of requirements that ensure all users receive a minimum

level of servllce’ ata reasonab-le price. Currently, many ke.y aspects of the U.S. H | gh“ ghts

Postal Service’s (Postal Service) USO are not clearly defined. Instead the

Postal Service’s USO is made up of a collection of various legal requirements Most aspects of the Postal Service’s current universal service

and regulations. In general, the Postal Service’s USO covers several attributes obligation (USO) are not clearly defined.

including geographic scope, range of products, access, delivery mode and

frequency, pricing, and service. While some aspects have a clear definition, such As the Postal Service continues to face financial challenges,

as the requirement to deliver mail six days a week, others are very broad. For a further defined USO would protect postal customers while
example, the requirements to provide “affordable prices” and “quality service” are providing guidance to the Postal Service about what changes it can
more open to interpretation. implement.

For years, the lack of clarity about some USO requirements appeared to not The OIG studied eight other posts that have made recent changes
impact the Postal Service’s financial stability; however, over the past decade, to their USO and identified some trends that provide insights into the
the Postal Service's financial situation has worsened. The combination of future of the Postal Service’s USO.

declining First-Class Mail volume, a price cap on 96 percent of its product volume,
and a growing delivery network makes it challenging for the Postal Service to
continue to fund its operations through postal revenues. As financial challenges
persist, the Postal Service must find ways to control costs, or identify alternative
revenue streams, that do not negatively impact the American public and the
mailing community.

There is no one-size-fits-all solution to the USO, as each country
must find a USO that meets the needs of its citizens. For this
reason, a study of user needs is an important first step to modifying
the USO.

In theory, the Postal Service’s USO should provide guidance on the minimum
level of service the Postal Service must provide in order to meet the needs of the
American public and the mailing community. In reality, the current USO provides
limited guidance. A more specific USO would both protect postal customers and
give the Postal Service guidance on where it can make changes to potentially
improve its financial stability.

three reports on the USO between 2014 and 2016 covering the topics of (1)
developing a set of guiding principles for a new USO, (2) a quantitative survey
on postal customers’ needs, and (3) potential USO funding options. In this paper
we build upon that prior work, as we evaluate recent trends of other posts,
focusing on eight posts that modified their USOs in the last five years to respond
to the financial challenge of volume erosion — Belgium, Denmark, Finland, Italy,
Netherlands, New Zealand, Norway, and Sweden. While there are important
differences between the U.S. Postal Service and the posts in these other
countries, the recent trends provide some insight into the potential future of the
Postal Service’s USO.

For over a decade, there have been discussions among the postal stakeholder
community for the need of a comprehensive review of the Postal Service’s
USO. However, to date, no such review has taken place. To help inform this
discussion, the U.S. Postal Service Office of Inspection General (OIG) issued
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What we found is that the two most common changes to the USO have been a
reduction in the speed of delivery (how fast a product is delivered) and frequency
of delivery (how many days a week a product is delivered). However, there is no
“one-size-fits-all” solution to the USO challenge and USO changes have been
customized for each country’s specific challenges. For example, Italy has reduced
frequency of delivery to a greater extent in rural areas than in urban areas. In
Finland and New Zealand, however, the opposite was true — the frequency of
delivery requirement was maintained in rural areas but reduced in urban areas. In
addition, we found that most of the posts or postal regulators undertook a study
on user needs prior to modifying the USO. These research findings emphasize
the importance of understanding exactly what postal services the American public
and mailing community need when crafting a USO.

Furthermore, we discovered that all eight posts already employ more financial
levers than the U.S. Postal Service. All eight have the authority to offer non-postal
products and four of the eight receive government funding to help cover the costs
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of their obligations. Despite these additional opportunities, all eight posts also
refined the USO to ensure the long-term viability of their letter mail business.

The benchmarking indicated that not all changes to the USO result in a

reduction in service. For example, in several countries the number of access
points either remained the same or increased. Some posts had the authority

to provide access through alternative means, such as postal counters in other
businesses, outsourced post offices, and postal kiosks. While there is currently
little acceptance of these alternatives as replacements for post offices in the

U.S., eventually alternatives to access may become more acceptable than higher
prices or reduced retail access.

Of course, any change to the postal USO must take into consideration the
financial stability of the Postal Service. Creating a USO that allows the

Postal Service to improve its financial health and ensures all users continue to
receive a minimum level of affordable service, will involve finding the right balance
of obligations, pricing flexibility, and other revenue options such as diversification
or government subsidies.
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Introduction

The universal service obligation (USO) is

a collection of requirements that ensure all
users receive a minimum level of service at
a reasonable price." USOs are needed when
there is concern, that absent requirements,
providers would choose to either cut service
or raise prices in high cost areas. USOs are
commonly imposed in regulated industries,
especially in network industries that are
dominated by a small number of providers.
These include the postal, telecommunications, and electric utility industries.? A
USO can be served by one or several providers (including private companies),
and it is often the regulator’s responsibility to ensure that it is being met. In this
country, the Postal Service is the sole postal provider operating under the USO.3
The Postal Service receives no direct funding to compensate it for the cost of the
USO, although it does have two monopolies to help maintain adequate revenue.*
It is expected to fund its operations, including those services it provides as part of
the USO, through revenues earned from its products and services.®

The universal service
obligation (USO) is a
collection of requirements

that ensure all users receive
a minimum level of service
at a reasonable price.

Between 2014 and 2016, the U.S. Postal Service Office of Inspector General
(OIG) issued three white papers on different aspects of the universal service

obligation. The first, Guiding Principles for a New Universal Service Obligation,
researched lessons learned from other posts and industries to develop a set of
guiding principles that policy makers could use to develop a clearly defined USO.®
The second paper, What Postal Services Do People Value the Most, summarized
the results of a quantitative survey exploring four key USO attributes: access,
delivery mode, delivery frequency, and price.” The third paper, Funding the
Universal Service Obligation, discussed the limited options for funding the USO.®
While there appears to be some agreement that the Postal Service’s USO needs
to be redefined and clarified, little progress has been made. In this context, the
OIG is providing updated information relevant to refining the USO. This paper
draws on the relevant parts of the OIG’s previous work and synthesizes trends in
foreign posts that changed their USOs in the past five years. Appendix A provides
further explains the objective, scope, and methodology of this paper.

The Postal Service’s Universal Service Obligation is Not
Clearly Defined

The Postal Service’s USO is under the purview of Congress. Currently the postal
USO is made up of a collection of legal requirements and regulations that, in
many instances, provide only broad guidance and are subject to interpretation.®
For example, while there is an understanding that access to postal services is
an important component of the USO, there are no specific requirements on the
number of post offices that must exist (see Table 1). The main exception to this
broad definition is frequency of delivery, where annual appropriation language

1 H. Cremer, F. Gasmi, A. Grimaud, and J.J. Laffont, “Universal Service An Economic Perspective,” Annals of Public and Cooperative Economics, 72:1 (2001), http://regulationbodyofknowledge.org/wp-content/

uploads/2013/03/Cremer_Universal_Service_An.pdf, p. 7.

2 U.S. Postal Service Office of Inspector General, Guiding Principles for a New Universal Service Obligation, Report No. RARC-WP-15-001, November 17, 2014, https://www.uspsoig.gov/sites/default/files/document-

library-files/2015/rarc-wp-15-001_0.pdf, p. 2.

3 U.S. Postal Service, Report on Universal Postal Service and the Postal Monopoly, October 2008, https://about.usps.com/universal-postal-service/usps-uso-report.pdf, p. 5.
4 For a discussion of the connection between the monopolies and the USO, see OIG, Funding the Universal Service Obligation, Report No. RARC-WP-16-005, March 21, 2016, https://www.uspsoig.gov/sites/default/files/

document-library-files/2016/RARC-WP-16-005.pdf, p. 4.

5 USPS, Top Twelve Things You Should Know About the U.S. Postal Service, https://facts.usps.com/top-facts/. The Postal Service can request up to $460 million to cover the cost of rural post offices, but since 1982
it has not requested this funding. For a more detailed discussion see OIG, Maintaining Rural Retail Networks: Best Practices Abroad and Their Implications for the U.S. Postal Service, Report No. RISC-WP-20-003,
March 25, 2020, https://www.uspsoig.gov/sites/default/files/document-library-files/2020/RISC-WP-20-003.pdf

6 OIG, Guiding Principles for a New Universal Service Obligation.

7 OIG, What Postal Services Do People Value the Most, A Quantitative Survey of the Postal Universal Service Obligation, February 23, 2015, Report No. RARC-WP-15-007, https://www.uspsoig.gov/sites/default/files/

document-library-files/2015/rarc-wp-15-007_0.pdf.
8 OIG, Funding the Universal Service Obligation.
9 OIG, Guiding Principles for a New Universal Service Obligation, p. 5.
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summarized in Table 1, both the Postal Service
and the PRC included geographic scope,
range of products, access, delivery mode

and frequency, pricing, and service as USO
attributes. The Postal Service added security
and the PRC added enforcement of the USO
through the complaint process.

requires the Postal Service to deliver mail six days a week to most areas of
the country.°

Not only is the definition
of USO imprecise, there

Not only is the definition of the USO imprecise, there is some difference of
opinion between the Postal Service and the Postal Regulatory Commission
(PRC) on what attributes it encompasses. In response to a requirement in the
Postal Accountability and Enhancement Act, both the Postal Service and the PRC
issued reports on the USO and the postal monopolies in 2008." In their reports,
both organizations provided a definition of the various attributes of the USO."? As

is also no agreement on
what it encompasses.

Table 1: USPS and PRC Definitions of the Current USO (From 2008 Reports)

Attribute Postal Service Report PRC Report
. . . . . Postal Service required, as practicable, to provide services throughout the United States,
. Postal Service required, as practicable, to provide services o . . o
Geographic Scope military abroad and through international agreements. Obligation can vary from product

throughout the United States and to military abroad. . T
to product if not unduly discriminatory.

Range of Products

Market Dominant.*

Market Dominant and Competitive.

Access

The Postal Service has broad discretion over types and
number of facilities but is limited in closing post offices
(due to legal and regulatory constraints).

Includes time and distance needed to get to location as well as wait time. Postal Service
has flexibility but is limited in closing post offices for solely economic reasons and
limitations to delivery frequency (since carriers also provide access).

Delivery Mode and Frequency

Only restriction is in appropriations rider to maintain
delivery at 1983 levels. Type and mode of delivery is left up
to discretion of the Postal Service.

Frequency is defined by appropriations language to maintain delivery at 1983 levels.
Mode of delivery is up to discretion of the Postal Service.

Some identified products must be affordable. One class

Pricing . ) . Affordability is met through rate constraints and uniform price requirement.

of mail must have uniform price.

The Postal Service must provide quality service on a The Postal Service must provide quality service on a nationwide basis, but there are no
Service nationwide basis, but service levels are up to discretion of substantive and enforceable service quality standards. Any changes to nationwide

the Postal Service (market forces ensure good service).

service are subject to public comment and PRC review.

Enforcement of USO (Complaint)

Not Included.

Interested parties have a right to file complaints that USPS is not meeting the USO.

10 H.R. 1158, p. 161.

11 The law required the PRC to issue a report within 24 months of enactment of the act and solicit written comments by the Postal Service. Public Law 109-435, Sec. 702. The Postal Service issued its own report prior the

PRC'’s publication.

12 Postal Regulatory Commission, Report on Universal Postal Service and the Postal Monopoly, December 2008, http://www.prc.gov/Docs/61/61628/USO%20Report.pdf, pp. 18-33, and U.S. Postal Service, Report on
Universal Postal Service and the Postal Monopoly, pp. 9-31.
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Attribute Postal Service Report

Maintaining security of the mail is a function of statutory
requirements and overseen by the U.S. Postal Inspection

Security
Service.
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PRC Report
Not Included.

Source: USPS and PRC Reports on Universal Service and Postal Monopolies.

* At the time the report was issued, market dominant products included various package products. Since that time, USPS has moved the majority of its package products to the competitive category. In
discussions with postal management, USPS stated that it has always believed that the USO should encompass some parcel products, and therefore now believes the USO covers both market dominant and

competitive products.

As discussed in both the USPS and PRC reports, the USO has changed over
time in response to the public’s needs and the cost of providing mail service.
While both reports are over a decade old, they remain relevant today for several
reasons. The first reason is the reports demonstrate that there is some difference
of opinion between the Postal Service and the PRC about the USO. The

second reason is that in its report, the PRC suggested that policymakers take a
comprehensive review of the USO, and 12 years later, this comprehensive review
has not occurred.™

A Comprehensive Review of the Universal Service
Obligation is Needed

For years, the lack of clarity about the USO appeared to not impact the
Postal Service’s financial stability. As between fiscal years (FYs) 1970 and
2006, mail volumes were growing, and the Postal Service was under a break-
even price regulation regime that allowed it to raise prices as high as needed
to cover projected costs.' However, in FY 2006, both the postal market

and postal regulation changed, which has shown over time to cause new

challenges for maintaining the financial stability of the Postal Service. At the
same time, Congress made no changes to the USO, but as discussed above,
included a requirement for the PRC to issue a report on USO along with any
recommended changes.

The Combination of Declining First-Class Mail Volume and a Price
Cap Makes Funding Obligations More Challenging

Total mail volume peaked in FY 2006 and has been declining ever since. Between
FYs 2006 and 2019, overall mail volume declined by 33 percent.'® Even more
concerning is that the overall decline is mostly driven by the loss of First-Class
Mail, which traditionally has been a large provider of the Postal Service’s net
revenue."” In FY 2006, First-Class Mail earned enough revenue to cover its costs
and contribute $19 billion towards the Postal Service’s institutional costs.'® By
contrast, in FY 2019, First-Class Mail’s contribution was only $12 billion."® While
over the last two years, the large increase in parcels had begun to offset the
losses from First-Class Mail, recent data suggest this trend may not continue.?°

In fact, in the first quarter of 2020, the Postal Service’s Shipping and Package

13 For a detailed description of the history of the USO and postal monopolies see U.S. Postal Service, Universal Service and the Postal Monopolies: A Brief History, October 2008, https://about.usps.com/universal-postal-
service/universal-service-and-postal-monopoly-history.pdf (This document is Appendix A to the Postal Service’s 2008 report but is provided separately on their website) and PRC, Report on Universal Postal Service and

Postal Monopoly, pp. 37-83.
14 PRC, Report on Universal Postal Service and the Postal Monopoly, p. 6.

15 Public Law 91-375 § 3621, August 12, 1970, https://www.govinfo.gov/content/pkg/STATUTE-84/pdf/STATUTE-84-Pg719.pdff#fpage=65.
16 Total mail volume was 213,139,048 in FY 2006 and 142,569,895 in FY 2018. USPS, Cost and Revenue Analysis Reports, FYs 2006 and 2019, https://about.usps.com/what/financials/.

17 First-Class Mail declined 43 percent between FY 2006 and FY 2019. Ibid.
18 USPS, Cost and Revenue Analysis, FY 2006.
19 USPS, Cost and Revenue Analysis, FY 2019.

20 Inboth FYs 2018 and 2019, the Postal Service reported that the growth in Shipping and Package Services more than offset the reduction in First-Class Mail. USPS, FY 2018 Form 10-K, https://about.usps.com/what/
financials/10k-reports/fy2018.pdf, p.18 and USPS, FY 2019 Form 10-K, https://about.usps.com/what/financials/10k-reports/fy2019.pdf, p. 17.
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volumes were down 4.6 percent compared to the same period of the previous
year.2! While Shipping and Package revenues increased by 2.3 percent during
the same time period, there is a limit to how much revenue the Postal Service can
grow through price increases if parcel volumes continue to fall.?

Figure 1: Mail Volume Decline Since FY 2006

280 Mail Volume (FYs 2006 to 2019)
200
150
8
3
a
% 100
[72] — S
é —a
= 50 —
<§>(§§\ R DO N D e A DO
PR TP PP PP P S P PP
= First-Class Mail -s~Marketing Mail =e=Other Total Mail
Source: OIG Analysis of USPS Cost Revenue and Analysis Reports.

Adding to the challenge of declining mail volume, the Postal Accountability and
Enhancement Act of 2006 revamped how the Postal Service could change

OBSERVATIONS APPENDICES

N BACK to COVER
<« >

its prices. Now, instead of being allowed to raise prices to cover costs, the
Postal Service is limited by a strict price cap on 96 percent of its volume.?
The reasoning behind this cap is to create an incentive for the Postal Service
to improve its efficiency and to protect mailers from large, unpredictable
price increases.?

Had mail volumes continued to grow, the Postal Service could possibly have
been able to stay financially healthy under the cap. However, the combination
of volume declines and a strict price cap makes it difficult for the Postal Service
to fund its operations. Unlike private entities, the Postal Service cannot simply
cut its services in high-cost areas.?® Moreover, as mail volume declines, the
number of delivery points continues to increase.?® Essentially the Postal Service
must fund a growing network with fewer
pieces of mail, with little room to increase
prices.?” As a result, cost controls become
an increasingly important lever, and the
Postal Service must find the right balance
between controlling costs and providing
the postal services the American public
and the mailing community need.

Essentially the Postal Service
must fund a growing network

with fewer pieces of mail,
and with little room to
increase prices.

A More Clearly Defined USO May Be Beneficial to Both the
Postal Service and Its Customers

An important step in improving the Postal Service’s financial stability is to identify
areas where costs can be taken out of the postal network without impacting
service. After that step, however, the Postal Service may need to consider
where it can modify or enhance services without significantly impacting its postal

21 The Postal Service reported that certain customers had begun to divert parcel volume away from the Postal Service network. U.S. Postal Service, Quarter I, 2020 Report on Form 10-Q, https://about.usps.com/what/

financials/, pp. 11 and 29.
22 |bid.

23 The price cap limits each class of market dominant products to a price increase equal to the 12-month change in the Consumer Price Index. See 39 U.S.C. §3622, https://www.law.cornell.edu/uscode/text/39/3622.
Market dominant products account for 96 percent of the Postal Service’s volume in FY 2019. OIG analysis of data from USPS, FY 20719 Cost and Revenue Analysis Report.

24 OIG, Revisiting the CPI-Only Price Cap Formula, Report No. RARC-WP-13-007, April 12, 2013, https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-13-007_0.pdf, p. 3.

25 In discussions with postal management, the Postal Service stated they have other burdens that are not faced by private companies as well. For example, the Postal Accountability and Enhancement Act introduced a a

requirement to prefund the retiree health fund. Public Law 109-435, Sec. 803.
26 USPS, A Decade of Facts and Figures, https://facts.usps.com/table-facts/.

27 While there is no legal quid pro quo, the Postal Service does have two legal monopolies (letter and mailbox) that are generally considered to help fund its USO. USPS, Report on the Universal Postal Service and the

Postal Monopoly, p. 3.

Reevaluating the Universal Service Obligation
Report Number RISC-WP-20-004



TABLE OF CONTENTS EXECUTIVE SUMMARY

customers, including both households and businesses. This is where a USO with
better defined requirements would be beneficial.?®

The current USO does not always provide clear
and specific guidance on where the Postal Service
can make changes. As a result, the Postal Service
must sometimes use its best judgement on what
proposed changes will be acceptable, which can
lead to time and resources being used to support
changes that never come to fruition. For example,
while the current USO prohibits the Postal Service
from closing a post office solely for economic reasons, it does not provide any
specific guidance on the required minimum number of post offices.?® In 2011,
the Postal Service filed a plan with the PRC to close 3,650 post offices that had
low revenue and were located near an alternative access point.*° After a year

of debate before the PRC, including strong protests from postal customers, the
Postal Service fundamentally changed its plan to instead significantly reduce
the hours at the existing post offices, resulting in a second round of review by
the PRC.3" A USO with more precise parameters around retail access may have

A USO with more
precise parameters

around retail access
may have streamlined
this entire process.
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Calls for a Comprehensive Review of the USO

Over a decade ago, the PRC recommended that Congress undertake a
comprehensive review of all the elements of the USO.3? Since that time, and as
recently as June 2019, the Chairman of the PRC has reiterated the need for a
comprehensive review of the USO at various stakeholder meetings and events.*
A 2018 Presidential Task Force report on the Postal Service also found “without
a clearly defined USQ, it is difficult for the Postal Service to make business
decisions in a timely and efficient manner.”**

Despite these calls there has been little movement towards a comprehensive
review of the USO. We acknowledge that it is a huge undertaking and there

are no easy answers. Currently changes to the USO are under the purview of
Congress, but Congress could assign another party, such as the PRC or request
the Postal Service to make a proposal. In fact, there is nothing prohibiting the
Postal Service or the PRC from proactively proposing a new USO.

In context of the need for a comprehensive review, the OIG examined recent
postal USO related activities in other countries to offer lessons learned for
the U.S.

streamlined this entire process.

28 Nothing in this report should be taken to mean that the OIG is suggesting that all areas of the USO be stringently defined. A comprehensive review of the USO may lead to policy makers determining that there are some
areas where more flexible requirements are needed.

29 Table 1.

30 USPS, “Request of the United States Postal Service for an Advisory Opinion on Changes in the Nature of Postal Services,” Postal Regulatory Commission Docket No. N2011-1, https://www.prc.gov/docs/74/74124/
Request.FINAL.pdf, pp. 1 and 5.

31 The Postal Regulatory Commission’s Advisory Opinion contains a summary of the stakeholders’ concerns. Postal Regulatory Commission, “Advisory Opinion,” Postal Regulatory Commission Docket No. N2011-1,
https://www.prc.gov/Docs/78/78971/N2011-1_AdvisoryOP.pdf, pp. 20-37. Postal Regulatory Commission, “Advisory Opinion on Post Office Structure Plan,” Postal Regulatory Commission Docket No. N2012-2, https://
www.prc.gov/Docs/85/85013/N2012-2_Adv_Op_082312.pdf, p. 6.

32 PRC, Report on Universal Postal Service and the Postal Monopoly, p. 192.

33 “Postal regulator urges ‘greater mission clarity’ for USPS in upcoming business plan,” Federal News Network, June 7, 2019, https://federalnewsnetwork.com/agency-oversight/2019/06/postal-regulator-urges-greater-
mission-clarity-for-usps-in-upcoming-business-plan/.

34 In addition, the Task Force recommended that (1) the USO (and the price cap) be limited to only products that are deemed essential, (2) the Postal Service continue to be required to deliver to every address, (3) there
should be a clearly defined requirement for access that still allows the Postal Service to close post offices and collection boxes, (4) the Postal Service be given more flexibility in determining frequency of delivery (5)
the Postal Service should have discretion to determine the mode of delivery, (6) the Postal Service should retain discretion to determine processing speed, and (7) the Postal Service should determine ways to optimize
activities to cover the costs of the USO. The Task Force on the United States Postal System, United States Postal Service: A Sustainable Path Forward, December 2018, https://home.treasury.gov/system/files/136/
USPS_A_Sustainable_Path_Forward_report_12-04-2018.pdf, pp. 41-45.
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USO Trends in Other Countries May Provide Lessons
for the U.S.

The Postal Service is not alone in its

challenge to fund its obligations in the face The Postal Service is

of declining letter volumes. For example, not alone in its challenge
most posts in the European Union (EU) are to fund its obligations
facing declines in letter revenues that are not in the face of declining

sufficiently offset by the growth in parcels, letter volumes.
and this trend is threatening the posts’
profitability.®® A recent study commissioned
by the European Parliament recommended that in response to these trends,
governments review and adapt the postal USOs. They also included that
government funding in Europe will play an important role in ensuring the future
financial stability of the postal USO.%
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While there are many differences between foreign posts and the Postal Service,
USO trends can provide some valuable insight into the potential future of the
Postal Service’s USO.*” Many other posts have already experienced greater
volume declines than the Postal Service.*® Therefore, in some ways, looking at
other posts allows a glimpse into the potential future of the Postal Service.

The OIG’s research findings stemmed from a review of overall USO trends as
well as more detailed research on eight foreign countries: Belgium, Denmark,
Finland, Italy, Netherlands, New Zealand, Norway, and Sweden.*® We chose
these eight because they were posts in developed countries whose governments
have made changes to their postal USOs within the past five years.*

Most Common Changes Are Reductions to Delivery Speed and
Frequency

For the eight posts we studied, the three main types of changes to the USO were:
(1) reduced frequency of delivery of letters, (2) lowered speed of delivery for
letters, and (3) increased flexibility relating to the retail network requirements.*!

35 Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU, November 2019, https://www.europarl.europa.eu/RegData/etudes/STUD/2019/629201/IPOL_STU(2019)629201_EN.pdfpp.

10-19.
36 Ibid., p. 11.

37 Differences between the countries can include geographic size, population, mail per capita as well as social, legal and regulatory differences.

38 Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU, pp. 19-20. In its report, Copenhagen Economics found European Union countries’ total letter mail volume declined 3 percent
annually between 2013 and 2017. But there were posts with greater losses. Denmark has lost 15 percent of its letter volume per year, and Italy has lost 10 percent per year. Germany is the one exception, where due
to digital security concerns, letter volume is growing. Of the 29 posts in this study, 17 had a larger percent loss during the same time period than USPS loss of First-Class Mail. USPS lost an average of 2.62 percent of

First-Class Mail during the same period.

39 The overall trends in the EU are relevant because the EU Postal Directive provides the minimum USO requirements for all posts in the EU. Posts are not allowed to go below these standards, with only limited
exceptions, such as due to geographical conditions. However, governments have the right to remove products from the scope of the USO (If a product is not covered by the USO, it does not need to comply with USO

requirements such as a minimum of five delivery days a week).

40 These lessons are not meant to be a comprehensive review of all foreign posts. We included posts that made changes to their USO that were implemented in 2015 or later.
41 Please note that the USO in other countries does not apply to all products. Table 2 refers to changes to the USO that apply only to those products within the USO.
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Table 2: Summary of USO Changes in Eight International Posts

Reduced Frequency of Delivery for Letters* Lowered Speed of Delivery for Letters* Added Flexibility to Retail Network

Reduced in Urban Areas  Reduced in Rural Areas Lowered Speed of Introduced Lower Reducc_ad Rules on Allowed I_Vlore
Fastest USO Product Speed Product Post Office Locations Alternatives
Belgium \/
Denmark \/ \/ ‘/
Finland v v v
Italy \/ \/
Netherlands \/ \/

New Zealand

NN
(\

v v

Norway

Sweden ‘ ‘ \/

v" denotes a change has already been made and 9 denotes where changes are being considered.
* The changes to frequency of delivery and speed of delivery are specifically for letter mail up to 2 kg
Source: OIG research presented in Appendix B.

When making changes to their USO, the changes have most often focused attributes are often interlinked in foreign posts, as next-day service standard
on delivery speed (how many days it takes for a product to be delivered) and necessitates the post delivering almost every day.*?
delivery frequency (number of days a week a product is delivered). In its report

to the European Parliament, Copenhagen Economics explained that these two As can be seen in Table 2, seven of the eight countries in our research either

recently made reductions to the frequency of delivery or are currently looking
into making reductions. For example, in Norway, frequency of delivery was

42 Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU, p. 36. Note that in this country, “next day” service would likely refer to the next business day, so a reduction in the delivery
speed would not necessarily lead to a reduction in frequency of delivery.
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reduced from six days a week to five days a
week in 2016.4% In addition, six of the eight
countries reduced the speed of delivery of
products covered by the USO. For example,
in Denmark, Priority Mail was removed from
the USO, and the service performance on the
USO letter product was changed from three
days to five days.*

The ability to offer access
via lower cost alternatives
is a tool used by some

foreign posts to manage
their costs while continuing
to provide service.

Three Posts Had Changes to Retail Access Requirements

The third type of modification to the posts’ USOs were changes to the rules about
the retail network. It is important to note that these changes did not necessarily
lower the number of access points. In New Zealand, the total number of required
access points remained the same, but the new rules added postal kiosks to the
list of allowable retail alternatives (New Zealand Post was already allowed to use
outlets owned by New Zealand Post and service points in other businesses).*® In
addition, as shown in Table 6 in Appendix B, in Finland, the strict rules on location
were removed. While the Finnish post, Posti, has planned closures of some post
offices, the number of retail points expanded due to the use of outsourcing retail
service and postal lockers. This ability to offer access via lower cost alternatives
is a tool used by some foreign posts to manage their costs while continuing to
provide service.*®

Changes to the USO Are Not Consistent Across Countries

When it comes to modifying the USO, there is no universally applicable solution.
As can be seen in Table 2, there are substantial differences in how the eight

43 Appendix B, Table 10.
44 Appendix B, Table 5.
45 Appendix B, Table 9.
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countries modified their USOs. These differences likely reflect variations in the
current USO as well as different priorities in balancing the cost of the USO and
the needs of postal customers. For example, in two countries — Finland and New
Zealand — the frequency of delivery requirement
was reduced in urban areas of the country

but not in rural areas. This reflects a higher
importance placed upon maintaining postal
delivery in rural areas of these countries.*” In
Italy, by contrast, the frequency of delivery was
reduced in rural areas only, reflecting their focus
on cutting service to the highest cost of service
areas.*®

While some studies
focused mainly on user
needs, other countries

also looked at the
financial impact on
the post.

Study of Impact on Stakeholders Often Precedes USO Changes

For all eight countries we studied, either the post or the postal regulator assessed
the potential impact on changes to the USO before making the modifications.*®
Some of the studies focused mainly on the postal customers’ needs. For
example, in Belgium, the regulator performed a study on user needs prior to the
recent changes to the USO.5° Other studies focused on both user needs and
potential cost savings of the USO changes to the post. In Norway, for example,
they studied both the impact on postal customers and the potential cost savings
to the post.5" In New Zealand, seeking public comment was part of the legal
process used to modify the USO.5?

User needs are being studied on a larger scale as well. For the postal operations
of EU member countries, national USOs must be aligned with or exceed the

46 For a more detailed discussion see OIG, Maintaining Rural Retail Networks: Best Practices Abroad and Their Implications for the U.S. Postal Service.
47 For example, in New Zealand, the post asked for a reduction in frequency of delivery for all areas, but the concerns raised by citizens in the review process led to the New Zealand Government maintaining 5-day
delivery in rural areas. Paul Hodgson, Malcolm Shaw, and Helen Duignan, “New Zealand Post USO Realigned to the Digital Age,” (presentation and paper at the 22nd Conference on Postal and Delivery Economics,

2014), pp. 8-10.

48 The frequency of delivery was lowered in the highest cost of service areas, leading to savings between 30 percent and 50 percent of the costs involved in providing daily delivery. Gennaro Scarfiglieri, “Universal
Postal Service Reform in Italy,” (presentation at 16th WIK Kénigswinter Postal Seminar, November 2-4, 2016), slides 18-19.

49 Appendix B, Tables 4-11.
50 Appendix B, Table 4.

51 Appendix B, Table 10.
52 Appendix B, Table 9.
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minimum requirements set by the EU Postal Directive. As part of its review of cases receiving direct subsidy from their government — these advantages were
the Directive, the European Commission outsourced a study on user needs and not enough to eliminate the need to reduce the USO.%
postal demand.5® Results of this study, completed in 2019, will inform the debate

on the future of USOs in Europe. Unlike the Postal Service, other posts often have public service obligations,

referred to in Europe as service of general economic interest (SGEI), in addition
Neither Diversification nor Government Funding has Eliminated to their universal service obligation.5 For example, in Belgium delivery of
the Need to Reduce USOs newspapers is considered to be part of its SGEI, not the USO.% In the United
States, similar services would be considered to be part of the USO. Therefore,
for purposes of this section of the paper, we shall include both funding of SGEI
and USOs.

Our research showed that even though all eight posts had more financial levers
than the Postal Service — the ability to offer non-postal products and in some

Table 3: Diversification and Government Funding

Country Diversification Government Funding for USO or SGEI
Net cost of the USO.
Belgium Banking, financial services, and logistics. Funding for part of SGEI including dense retail network, delivery of publications, basic

financial postal services, and the social role of the postmen.

Denmark 3-D printing, digital solutions, and logistics. Net cost of the USO.
Finland Logistics and software solutions. N/A
Italy Financial services and insurance solutions. Net cost of the USO.

Provides order support, food and flower delivery, delivery and fitting of kitchen and
Netherlands ) N/A
other large appliances.

Owns part of several other businesses (Kiwi Bank, Kiwi Insurance). Offers printing,
New Zealand i ) i ) - N/A
business process outsourcing and mail house services, and logistics.

Norway Banking services and logistics. Net cost of the USO (including basic banking service).

Sweden 3-D printing, digital solutions, and logistics. N/A

Source: OIG research presented in Appendix B.

53 WIK Consult, “User Needs in the Postal Sector,” (presentation at public stakeholder workshop, Brussels, January 29, 2019).

54 In addition, other posts often have significantly more pricing flexibility than the Postal Service. While that was not a focus of this paper, the OIG discussed this topic in OIG, Lessons in Price Regulation from International
Posts, Report No. RARC-WP-17-003, February 8, 2017, https://www.uspsoig.gov/sites/default/files/document-library-files/2017/RARC-WP-17-003.pdf. While USPS has a monopoly that is valuable to ensuring stable
revenue, postal management has said the monopoly does not provide sufficient revenue to cover the full cost of its USO.

55 Services of general economic interest (public services), European Commission web site, https://ec.europa.eu/competition/state_aid/overview/public_services_en.html.

56 Sophie De Schrevel, “Implementation of the Press Distribution Concession (SGEI) in Belgium, A Recent Experience,” (presentation at 16th Kénigswinter Postal Seminar, Hirschburg, November 3, 2016), https://www.
wik.org/fileadmin/Konferenzbeitraege/2016/16th_Koenigswinter_Seminar/S1_2_DeSchrevel.pdf, slide 6.
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Among the posts we studied, government
subsidies to defray the cost of USO and

SGEls costs are common. Of the eight

posts we studied, half received some sort of
government subsidy for either their USO or
SGEI (Table 3). This is consistent with an EU
study that found half of the postal operators in
the EU receive some type of direct funding from
their governments.?’

Reductions in the USO
have not been large
enough to eliminate the

need for government
funding to ensure
financial sustainability.

In addition, all eight posts in our research offer some sort of non-postal product.
The percentage of their revenues earned outside of letter mail and parcels,
however, varies a lot, from around 2 percent at PostNL (the Netherland’s post)

to 67 percent for Poste Italiane (the Italian post).%® For the eight countries we
studied, neither government funding nor diversification provided enough financial
support to avoid the need for a reduction in the USO. The opposite was true also;
reductions in the USO have not been large enough to eliminate the need for
government funding to ensure financial sustainability. For example, in Belgium,
the government is just beginning to compensate bpost for the net cost of the
USO.% In other words, the reduction of USOs and the introduction of government
funding of USOs are not mutually exclusive.

Direct Subsidy by Government is Growing in Use

As we discussed in our previous paper on USO funding, direct subsidy from

the government has been the most effective mechanism used in European
posts.®® Another potential USO funding option is a compensation fund. The main
difference between direct subsidy and a compensation fund is the source of the
money. A direct subsidy refers to when the government gives the post money

57 Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU, p. 40.
58 Appendix B, Tables 7 and 8.

59 Prior to this, bpost received funding only to support parts of its SGEI. Appendix B, Table 4.

60 OIG, Funding the Universal Service Obligation, p. 7.

61 Ibid., pp. 6 and 10.
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from its coffers. In contrast, compensation funds are paid into by other service
providers or customers. In our previous paper on USO funding, we found that
compensation funds were unsuccessful in European posts due to difficulty in
administration and lack of enough funds. Essentially there are not enough players
paying into the fund, because the posts remain the dominant provider of mail.®*

Since that paper was published, government funding of obligations has been
more widely used, as compensation funds are being abandoned.®? For example,
as shown in Table 5 in Appendix B, in Denmark, a compensation fund provided
reimbursement to PostNord Denmark for USO obligations between 2014 and
2016. However, the compensation fund was eliminated in 2016 and replaced by
direct funding from Denmark’s government.5?

The paper also highlighted that an advantage of government funding of specific
obligations is that it helps to align the decision maker of the USO requirements
(government) with the entity that foots the bill.#* This will give the government
more incentive to only set USO requirements that are needed. In fact, in Belgium,
the implementation of the direct subsidy of the net
cost of the USO was tied to rules around reducing
the USO. By law, bpost must request a relaxation
of the USO if the net loss is greater than 3 percent
of the revenues earned by the USO services.5®

In recent years,
some countries have

been able to modify
the USO without
amending any laws.

Allowing Regulator to Change the USO
Increases Flexibility

In the past five years, some countries have been
able to modify the USO without amending any laws. As discussed in Appendix B,
in four of the eight countries we studied, either the postal regulator or the ministry
has authority to make some changes to the USO.

62 Only Poland and Slovakia have active compensation funds. Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU, p. 40-41.

63 Appendix B, Table 5.
64 OIG, Funding the Universal Service Obligation, p. 7.
65 Appendix B, Table 4.
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In Sweden, the Swedish Post and Telecom Authority (PTS) has the authority
to regulate which products fall under the USO'’s frequency of delivery rules.5¢

In Finland, the regulator has the right to modify the USO.%”
In ltaly, the regulator can approve new areas for “every other day” delivery.5®

In the Netherlands, some changes to the USO can be made by ministry
decision without changes to the Postal Act. The Ministry’s authority includes
further relaxation of access requirements, exemption from five-day delivery,
and reduction in the number of days to deliver single-piece items.°

More Significant Changes Are Being Considered

The EU authorities are starting a process to reassess the EU postal regulatory
framework, including the USO.” While some of the discussion focuses

on continued incremental changes, the European Regulators Group for

Postal Services (ERGP) is favoring a more complete revision. The ERGP
proposed giving postal regulators oversight of all the companies operating within
the universal service segment or neighboring markets (i.e. ecommerce platforms)
to ensure a level-playing field. Their approach would limit the USO to only those
basic services that the market would not provide (i.e. services to isolated or
elderly customers).” There seems to be little support of these ideas from the
posts themselves, and it is unclear whether or how the main tenets of postal USO
regulations in Europe will evolve in the coming years.”

Guiding Principles for a New Universal Service Obligation

Looking at what has happened in other countries in response to a decline in letter
mail hints at a need for comprehensive review of the USO in this country. As
mentioned earlier, the idea of more clearly defining the USO has been discussed

66 Appendix B, Table 11.
67 Appendix B, Table 6.
68 Appendix B, Table 7.
69 Appendix B, Table 8.
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for over a decade. To help this effort, the OIG’s 2014 USO report outlined a set of
guiding principles that could be used by policy makers in a comprehensive review
of the Postal Service’s USO.” The guiding principles are still relevant today and
are bolstered by the recent trends in other posts.

First Clarify Policy Goals

Before defining a new USO, policy makers need to articulate which policy
goals are the most important. This prioritization will drive how the new USO is
structured. For example, if one of the most important policy goals is ensuring
rural areas are protected from cuts in service, the USO could be designed with
a higher frequency of delivery in rural areas than

in urban areas. In contrast, if the most important
policy goal is cutting costs, the USO may be
designed to allow the Postal Service to cut
frequency of delivery more in high-cost areas, even
if those areas are rural.

Given the rapidly
evolving postal
market, an updated

and comprehensive
study of postal
customers’ needs
would be beneficial.

Prioritizing policy goals is not an easy task. The
process to determine these priorities should allow
for participation by the mailing community and the
American public. As mentioned above, the first step taken by most other posts is
to study the impact of potential changes on both postal customers and the post.
Over the past twelve years there have been numerous efforts to assess postal
customer needs.

Prior to issuing the 2008 reports, both the PRC and the Postal Service gathered
information on postal needs. The Postal Regulatory Commission took a two-
pronged approach in seeking written comments — requesting written public
comments in a formal docket proceeding and employing George Mason

70 Copenhagen Economics, Research for the TRAN Committee - Postal Services in the EU. The entire report is supporting this study. USO is specifically addressed on pages 35-42.
71 European Regulators Group for Postal Services, ERGP Opinion on the review of the requlatory framework for postal services, Report Number ERGP PL | (19) 12, 2019, https://ec.europa.eu/docsroom/

documents/36162/attachments/2/translations/en/renditions/native.

72 PostEurop, PostEurop Contribution to the ERGP’s Consultation on their Mid-Term Strategy 2020-2022/Work Programme 2020, September 2019, www.posteurop.org, p. 1.

73 OIG, Guiding Principles for a New Universal Service Obligation, pp. 16-18.
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University to conduct a national assessment of households, small nonprofit
organizations, and small businesses.™ In addition, the PRC held three field
hearings to gather information regarding the needs and expectations of small
and rural areas.” To support its USO report, the Postal Service employed Great
Lakes Marketing to run focus groups on customers’ needs pertinent to the
USO.8 In addition, various groups have run smaller surveys designed to elicit
the public’s perception of specific changes, such as the elimination of Saturday
delivery.”” Moreover, as discussed in Appendix C, the OIG has performed several
surveys on postal customers’ needs. Even with all this information, given the
rapidly evolving postal market, an updated and comprehensive study of postal
customers’ needs would be beneficial.

Define Minimums but Allow the Ability to Offer Additional Service

The USOs should be defined to ensure the Postal Service provides a minimum
level of service. The Postal Service, however, should be allowed to provide
service beyond its USO requirements when it determines it makes business
sense to do so.

For example, if the USO were designed with a minimum frequency of delivery
days, there may be reasons why the Postal Service would not move quickly to
that new minimum. The Postal Service may want to study how a reduction in the
frequency of delivery would impact its mail volumes or delivery operations. While

a lower frequency of delivery would lower costs, the Postal Service would want to

74 PRC, Report on Universal Postal Service and the Postal Monopoly, p. 10.
75 lbid., p. 11.
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estimate how much the change would impact revenues to ensure such a move
would be a financial gain.

In other countries, there are examples of posts providing service above the USO.
In Finland, the minimum frequency of delivery in urban areas was reduced from
five days a week to three days a week, but Posti has continued to deliver parcels,
express letters, and newspapers five days a week.”®

Be Flexible Enough to Adapt to Changing Market Conditions

Currently the Postal Service’s USO is prescribed by law. Current experiences
with postal reform demonstrate that the process to change postal laws can be
controversial and time-consuming. Therefore, a goal of a comprehensive review
of the USO should be to develop a legal USO that can remain in place for years.

In our previous paper, we suggested setting the USO requirements low enough
to allow the Postal Service to adjust over time or developing a USO that
automatically changes over time.” The recent trends in other posts identified
another potential option that could be considered in this country— give an
independent entity, such as the PRC or the Board of Governors authority over
some of the USO requirements.® While proceedings at the PRC can still take a
significant amount of time, the regulatory process can be relatively faster than
having to seek a change in postal law, which can take many years.

76 Great Lakes Marketing, Universal Service Obligation/Monopoly Research, October 2008, https://about.usps.com/universal-postal-service/great-lakes-marketing-report.pdf. This report is included in the Postal Service’s

report on USO as Appendix F.

77 For example, the Pew Research Center did a poll on ending Saturday mail delivery. “Most Approve of Ending Saturday Mail Delivery,” Pew Research Center, February 14, 2013, https://www.people-press.

org/2013/02/14/most-approve-of-ending-saturday-mail-delivery/.
78 Appendix B, Table 6.
79 OIG, Guiding Principles for a New Universal Service Obligation, p. 17.

80 For example, Congress could define the minimum requirement for frequency of delivery for USO products and then allow the PRC or the Board of Governors to determine which products fall under this USO
requirement. Another potential alternative would be for the law to define a lower frequency of delivery but give the PRC or the Board of Governors the authority to determine when the Postal Service could move to this

new level.
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Focus on the Service Received and Not How the Service
is Provided

This guiding principle would allow the Postal Service to provide customers the
service they need using the least cost alternative. For example, the USO could be
designed to ensure a minimum number of retail
locations, but it could allow the Postal Service
to meet this minimum requirement through the
use of retail alternatives, such as contracting
units, outsourced post offices, kiosks, postal
lockers, etc. Acceptable alternatives could be
determined by a survey on user needs. The
advantage of allowing alternatives to count
towards a minimum access requirement is that
it could allow the Postal Service to cut costs
without reducing service.

The advantage of
allowing alternatives
to count towards a
minimum access

requirement is it could
allow the Postal Service
to cut costs without
reducing service.

For example, in Finland, recent USO changes will allow Posti to close 18 of

its post offices, while also expanding the number of service points by 2,800 by
using postal lockers and Posti outlets (located in partner businesses). Not only
will postal customers in Finland benefit from the increase in number of access
points, they will also benefit from the retail alternatives that are open in the
evenings and on weekends.?' While our recent surveys found little acceptance
of these alternatives in this country as replacements for post offices, eventually
alternatives to access may become more acceptable than higher prices or
reduced retail access.??
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Balance Financial Stability with Reasonable Pricing

When developing a new USO, policy makers must balance obligations with the
fact that the costs of these obligations must be borne by someone. Currently,

the Postal Service is required to cover the costs of its obligations through postal
revenues, which means the cost of the USO is essentially paid for by postal
customers. Unlike other countries, the Postal Service still has a postal monopoly
on most letter products and the mailbox. As the Postal Service’s management
communicated, the monopoly is valuable in providing some revenue stability, but
it does not provide sufficient revenue to cover the full cost of its USO. In its annual
report, the Postal Regulatory Commission provides an estimate of the cost of the
USO. In its most recent report, it estimated the cost of the USO is $5.21 billion.®
This estimate may represent a lower bound as the Postal Service has argued that
the PRC’s estimate of the USO is understated.®

In our previous paper on funding the USO, we
suggested that maintaining the monopoly with
increased pricing flexibility and diversification could
help fund the USO.8 While both would provide
needed revenues, the eight posts we studied illustrate
that the results are not a panacea. The combination
of declining First-Class Mail, the growing postal
network, and society’s need for postal services

may mean that policy makers need to make tough
choices. At some point, policy makers may need to
consider if certain obligations are valued enough to
warrant government subsidy as was the case before
the Postal Reorganization Act of 1970.%¢ In fact, as discussed in The Rural Market
in International Posts (an OIG paper on maintaining rural retail networks), the

At some point,

policy makers may
need to consider if
certain obligations

are valued
enough to warrant
government
subsidy.

81 IPC, “Posti to Increase the Number of Service Points up to 2,8000 — some of Posti’'s own shops to be closed,” May 6, 2019, https://www.ipc.be/news-portal/operations-logistics/2019/06/06/08/12/posti-to-increase-the-

number-of-service-points-up-to-2800-some-of-postis-own-shops-to-be-closed.
82 Appendix C.

83 PRC, Annual Report to the President and Congress, January 21, 2019, https://www.prc.gov/sites/default/files/reports/FY2019_Annual%20Report.pdf, p. 42
84 The Postal Service made these comments in response to a report by the Government Accountability Office (GAO). GAO, Key Considerations for Potential Changes to USPS’s Monopolies, Report No. GAO-17-543,
June 2017, https://www.gao.gov/products/gao-17-543, p. 47. In addition, in a meeting with postal management, the postal service reiterated its concerns that the PRC’s estimate is understated and the value of the

monopoly may be overstated.
85 OIG, Funding the Universal Service Obligation, p. 2.

86 OIG, Rural and Urban Origins of the U.S. Postal Service, Report No. RISC-WP-19-007, August 26, 2019, https://www.uspsoig.gov/sites/default/files/document-library-files/2019/RISC-WP-19-007.pdf, p. 7.
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Postal Service is currently allowed to request an annual subsidy for rural postal
service of up to $460 million.®”

Requirements Should be Transparent and Measurable

The Postal Service, the PRC, and postal customers need to clearly understand
the USO requirements and determine if these requirements are being met. For
this reason, the obligations need to be both transparent, and where practicable,
measurable. There is of course a tension between specificity and flexibility and
finding the right balance can be challenging.

Conclusion

In the United States, mail is clearly still valued by both households and
businesses. However, the combination of the price cap on 96 percent of its
products, the decline in First-Class Mail volume, and the growing delivery
network has made it challenging for the Postal Service to continue to fund its
operations through postal revenues. While the purpose of the USO is to ensure
all customers receive the services they need, not all aspects of the current USO
are clearly defined. Without a more complete definition, the USO does not provide
comprehensive guidance on where the Postal Service can make changes that
would allow it to improve its financial stability while still meeting customers’ needs.

Our study of other developed posts indicates that such a review is needed soon,
as mail volumes are likely to continue to decline. Additionally, for the posts we
researched, changes to the USO were necessary despite offering non-postal
products and receiving government subsidies. Despite the financial challenges
faced by these posts, some changes have increased service, by allowing the
posts to use alternative options to increase the number of access points. Another
thing we can learn from other posts is that the first step in a full review of the USO
is conducting a study of user needs. This type of research will allow policy makers
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to develop a new USO that ensures the American public will continue to receive
the postal services it needs.

The need for a comprehensive review of the postal USO in this country has been
discussed for over a decade. To date, no such review has taken place, most likely
because no one party owns the responsibility for such a review. Defining the USO
in a manner that will provide clear guidance for a future Postal Service will be a
challenging task, as it will need to balance the needs of postal customers while
still ensuring the financial stability of the Postal Service.

Management’s Comments

Management stressed the need for legislative change in their comments and
provided its opinion on what changes were needed. In addition they provided
additional clarification around two items. Management emphasized that
Congress is currently in charge of changes to the USO and if it were to give this
authority to an entity, postal management believes it should be the Board. In
addition, management stated that the Postal Regulatory Commission and the
Postal Service are now in alignment about what the USO encompasses. See
Appendix D for management comments in their entirety.

Evaluation of Management Comments.

We do not take issue with the majority of management comments, as they
generally represent the Postal Service’s position on USO matters. However,
there is one point that warrants clarification. Management said “We therefore
agree with your conclusion that Congress must provide either adequate funding
for, or adequate tools to fund, any and all legislative mandates.” This is a
mischaracterization of our conclusion. The conclusion of our paper was that a
comprehensive review of the USO will be a challenging undertaking, as it will
need to balance the needs of postal customers while ensuring the financial
stability of the Postal Service.

87 Section 2401(b)(1) of Title 39 authorizes the Postal Service to obtain reimbursement from Congress for public service costs associated with serving communities where post offices are not self-sustaining. The
Postal Service may obtain reimbursement up to 5 percent of the Post Office Department's 1971 appropriation. United States Postal Service, Fiscal Year 2019 Budget Congressional Submission, 2018, https://www.
prc.gov/docs/108/108499/USPS%20FY2020%20Congressional%20Submission.pdf, pp. I-1. For a full discussion see OIG, Maintaining Rural Retail Networks: Best Practices Abroad and Their Implications for the U.S.

Postal Service.
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Appendix A: Additional Information

Objective, Scope, and Methodology

The OIG conducted qualitative research including looking at recent trends
involving universal service in foreign posts. The objectives of this research project
were to:

Provide an overview of the Postal Service’s current USO universal service
obligation (USO) and the challenges faced in continuing to provide services
that meet its USO.

Identify recent changes in foreign posts’ USOs that may provide valuable
insight for the U.S. Postal service.

Assess the importance of gathering information on stakeholder needs prior to
redefining the USO.

To gather data for our analysis we used the following methods:

Prior Coverage

Report Title

Objective

Performing Team Research on Foreign Posts’ Universal Service
Obligations. From December 2019 to January 2020, we conducted research
into foreign posts, focusing on eight developed countries that have that have
made changes to their USO in the last five years. The countries selected
were Belgium, Denmark, Finland, Italy, Netherlands, New Zealand, Norway,
and Sweden .8

Review of OIG’s Previous Research on the USO and Surveys Pertaining
to USO Attributes. The OIG reviewed its three previous papers on the USO
as well as OIG surveys that implicitly or explicitly asked about USO attributes.

We conducted work for this white paper in accordance with the Council of

the Inspectors General on Integrity and Efficiency, Quality Standards for
Inspection and Evaluation. We discussed our observations and conclusions with
management on March 31, 2020 and included their comments where appropriate.

Report Number Final Report Date = Monetary Impact

Review lessons learned from other industry and posts and develop a set of

Guiding Principles for a New Universal

guiding principles that could be used to develop a new comprehensive review

RARC-WP-15-001 November 17, 2014 N/A

Obligation
I of the universal service obligation.
What Postal Services Do People Value
the Most? A Quantitative Survey of Develop, implement and report on a quantitative survey of four USO attributes. RARC-WP-15-007 February 23, 2015 N/A
the Postal Universal Service
Funding the Universal Service ) . ) .
Analyze and discuss various funding options for the USO. RARC-WP-16-005 March 21, 2016 N/A

Obligation

88 Not all posts have made changes to their USO recently. For example, we looked at Germany, France, and the U.K, and found that there have been no recent changes to the postal USO in these countries.
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Appendix B: OIG Research on Other Posts

We looked at eight foreign posts that have made changes to their universal service obligation in the past five years. The following tables show a snapshot of each of
the posts we researched.

Table 4: Belgium (bpost)

Government Structure of Post Privatized (51 percent owned by Belgium State).®®

Non-Postal Products Banking and financial products and logistical services. These services account for around 17 percent of revenue.®®

In 2019, introduced a new non-priority product that will be delivered on alternate days starting in March 2020.”
Recent Changes to the USO
In 2019, limited scope of five-day frequency of delivery rule to Priority letters.®?

Government funds part of their SGEI including the maintenance of the retail network, distribution of pensions, cash at counter, the social role of
postmen, and other services, through contract with the Belgian State.®®

Funding the USO and Public
9 Government funds the delivery of newspapers and magazines, but bpost must win the contract. Bpost currently holds the contract until

December 31, 2020.%4

Service Obligations

Government will start to fund the net costs of the USO in 2020.%°

Any official change in the USO requires a change in the law and must take into consideration the EU directives.®®
Requirements Related to
Changing the USO Once the State starts funding the net cost of the USO, bpost is required to ask for a reduction in the USO if the net costs exceeds 3 percent of the

revenue generated by USO products.®”

Survey to Support Changes to Prior to recent changes to the USO, the regulator Belgium Institute for Post and Telecommunications conducted studies including a survey of
the USO consumer needs.®®

89 See bpost’s website at https://corporate.bpost.be/investors/share-information/ownership?sc_lang=en.

90 Bpost, Annual Report 2018, https://corporate.bpost.be/~/media/Files/B/Bpost/annual-reports/bpost%20annual%20report%202018_EN_high%20res.pdf, p. 11. The 17 percent of revenue includes value added services,
banking and financial products, distribution and retail & other.

91 Phone call with BIPT on January 27, 2020.

92 Belgian Parliament, “Royal Decree of March 29, 2019 approving the Management Contract between the State and bpost relative to the universal service obligation for the period from 2019 to 2023.” Legislative record,
The Belgian Monitor, March 22, 2019, Article 4, Section 1.

93 Bpost, Annual Report 2018, pp. 42 and 100.

94 |bid., p. 42.

95 Ibid., p. 43.

96 Bpost, Annual Report 2018, p. 42.

97 Chamber of Representatives of Belgium, “Legal Code on Postal Services, Article 23", pp. 24-25 and The Belgian Monitor, Federal Public Service Strategy and Support, Management Committee, Report No. 42502,
May 2, 2019, Article 8, Section 1.

98 Sophie De Schrevel and Julien Cruzen, “Future of the USO...A Belgian Perspective,” (presentation at 17th WIK Postal Seminar, Kénigswinter, February 6, 2018), https://www.wik.org/fileadmin/
Konferenzbeitraege/2018/17th_Koenigswinter_Seminar/S2_3_De_Schrevel.pdf, slide 9.
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Table 5: Denmark (PostNord Denmark — Part of PostNord Group)

Government Structure of Post State-owned (jointly owned by Denmark and Sweden).*®

Non-Postal Products 3-D printing, digital solutions and logistics.°®

Priority Mail was removed from USO.™®!

Lowered service performance target from 93 percent of deliveries within three days to 93 percent of deliveries within five days.'??
Recent Changes to the USO
(2016) Reduced frequency of delivery from six days to five days (no weekend delivery).103 Denmark has XY delivery, where mail carrier delivers on one side

of street on one day, and the other side of the street the next day.*4

The estimated savings of changes to USO is $48 million.'o®

A compensation fund reimbursed Post Denmark for the net cost of the USO between 2014-2016. The compensation fund was discontinued in 2016.1°¢
Funding the USO and Public

Service Obligations Denmark agreed to pay PostNord up to $173 million for providing universal services between 2017-2019.' For the first half of 2020, PostNord will

receive a little over $14.5 million.'°8

Requirements Related to

Changing the USO Appears to require changes to the law.'*°

Survey to Support Changes to
the USO

The postal regulator, the Ministry of Transport, performed a study on user needs in 2014."°

99 PostNord, Corporate Governance, https://www.postnord.com/en/about-us/corporate-governance/.

100 PostNord, Annual and Sustainability Report 2018, https://www.postnord.com/globalassets/global/sverige/dokument/rapporter/arsredovisningar/2018/postnord_eng_190327_index_final.pdf, pp. 7 and 15

101 PostNord, Annual And Sustainability Report 2016, https://www.postnord.com/contentassets/28039a622d0c4dd0872fc57c7778ecd2/postnord-annual-report.pdf, pp. 11 and 19.

102 Ibid., p. 11 and Copenhagen Economics, Report on Net Cost of USO in Iceland, p. 32.

103 PostNord, Annual and Sustainability Report 2016, p. 19

104 XY delivery was put in place in 2009 along with a price increase on the fastest letter product to induce them to move to the slower products. Copenhagen Economics, Report on USO Net Costs in Iceland, pp. 32-33.

105 Ibid., p. 32. Converted 44 million euros to 47.63 million dollars using xe converter on February 23, 2020. https://www.xe.com/currencyconverter/convert/?Amount=100&From=DKK&To=USD

106 European Commission Decision, State Aid SA.47707 (2018/N) — State compensation granted to PostNord for provision of the universal postal service - Denmark, p. 7.

107 European Commission, “State Aid: Commission Approves Compensation Granted by Denmark to Post Danmark for its Universal Service Obligation”, press release, May 28, 2018, https://ec.europa.eu/commission/
presscorner/detail/en/IP_18_3965. Converted 1.192 billion DKK to 172.7 million dollars using ex converter on February 23, 2020.

108 PostNord, Q4 2019 Year-End Report, https://www.postnord.com/globalassets/global/english/document/reports/year-end-reports/delarsrapport_4q2019_en.pdf, p. 2. Converted 100 million DKK to 14.5 million dollars
using xe converter on February 23, 2020.

109 PostNord, Annual Report 2013, https://www.postnord.com/arsredovisning2013/postnord2013en.pdf, p. 85.

110 Troels Thomsen, “Sustainable USO from a Danish perspective — own reflections,” (presented in Kénigswinter, February 11, 2015, https://www.wik.org/fileadmin/Konferenzbeitraege/2015/15th_Koenigswinter_Seminar/
S3_3_Troels.pdf, slides 11-12.
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Table 6: Finland (Posti)

Government Structure of Post State-owned (50.1 percent is directly owned by Finland and 49.9 percent is owned by State Business Develop Company Vake Oy)."

Non-Postal Products Logistics and software solutions.™ Logistics account for approximately 26 percent of mail, parcel and logistics revenue.™

Reduced speed of USO product from 95 percent in two days to 50 percent in four days and 97 percent in five days.™

Reduced the requirement to deliver five days a week to three days a week in urban areas. While universal service letters are not delivered on Tuesdays,
Recent Changes to the USO Posti has continued to deliver parcels, express letters, and newspapers on Tuesdays."™

Removal of strict kilometer or percentage requirements on location of postal service facilities."® While some post offices will be closed, Posti increased
its retail network using outsourcing and postal lockers.™

Funding the USO and Public No subsidies."

Service Obligations Posti has argued in favor of state funding for rural delivery of daily newspapers."®

Requirements Related to

1 i 120
Changing the USO Regulator has the right to modify the USO.

Survey to Support Changes to
the USO

Posti did a stakeholder survey on issues ranging from the future of mail delivery to the regulatory reform of the postal industry.”

111 https://www.posti.com/en/governance/corporate-governance/owner/.

112 Posti, Posti’s Financial Statements 2018, https://www.posti.com/globalassets/corporate-governance/reports/2018/posti_2018_tilinpaatos_en.pdf, p.3.

113 Ibid., p. 5. Logistics revenue is 26 percent of total revenue.

114 Posti, “Posti’s Delivery Day Reform will Proceed During the Summer — the Number of Delivery Days will Not Change”, May 31, 2017, https://www.posti.fi/english/current/2017/20170531_postis-delivery-day-reform-will-
proceed-during-the-summer.html, and Traficom, “Everyone is Entitled to Basic Postal Services through Finland,” March 7, 2019, https://www.traficom.fi/fen/communications/post/everyone-entitied-basic-postal-services-
throughout-finland.

115 Ibid.

116 “Postal Act Reform opens doors to new postal services,” Press release by regulator, July 9, 2017, https://www.lvm.fi/-/postal-act-reform-opens-doors-to-new-postal-services-951666.

117 International Post Corporation, “Posti to increase the number of service points up to 2,800 — some of Posti’s own shops will be closed,” May 6, 2019, https://www.ipc.be/news-portal/operations-
logistics/2019/06/06/08/12/posti-to-increase-the-number-of-service-points-up-to-2800-some-of-postis-own-shops-to-be-closed.

118 International Post Corporation, “Posti’s stakeholder survey: Funding mail delivery by tax revenue divides opinion among Finns,” January 9, 2019, https://www.ipc.be/news-portal/general-news/2019/01/15/09/11/postis-
stakeholder-survey-funding-mail-delivery-by-tax-revenue-divides-opinion-among-finns.

119 Posti, “Posti’'s Proposed Solutions For Decision Makers to Secure Delivery in the 2020s: Fixed-Term State Aid for Printed Newspapers in Rural Areas, the Renewal of Postal Regulation Should be Continued,” January
23, 2019, https://www.posti.fi/private-news/english/current/2019/20190123_Postis_proposed_solutions.html.

120 Google translate of Finnish Postal Law. Government of Finland, “Mail Act, Section 22", (legal document, January 6, 2011), http://www.finlex.fi/sv/laki/ajantasa/2011/201104 15#L3P19.

121 International Post Corporation, “Posti’s stakeholder survey: Funding mail delivery by tax revenue divides opinion among Finns.”
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Table 7: Italy (Poste Italiane)

Privatized with 35 percent owned by Investment Bank, 29 percent owned by Ministry of Economy and Finance, 23 percent owned by institutional

Government Structure of Post ) . .
investors, and 13 percent owned by individual investors.'??

Financial services, payments, mobile, digital, and insurance solutions. Poste Italiane receives almost 50 percent of its revenue from financial services

Non-Postal Products
and only a third of its revenue from mail, parcels and distribution.’>

Introduced new slower speed (4 day) USO product, Posta Ordinaria.**

Recent Changes to the USO Reduced delivery in rural areas to alternate delivery days (Monday/ Wednesday/Friday for one week, and Tuesday/Thursday the next). This will be

phased in and will impact up to a quarter of the population. Expected to save between 30 and 50 percent of costs involved with daily delivery.125
Five-day delivery is maintained in other areas of the country.'?®

Funding the USO and Public Government compensation for net cost of USO up to maximum amount of $283 million (2016-2019).127 Law allows for additional funding to be paid
Service Obligations by a compensation fund, but the compensation fund was never created.?®

Requirements Related to
Changing the USO

Regulator provides ex ante review of new areas for every other day delivery.”®

Survey to Support Changes to Survey in 2014 found that 75 percent of population considered the alternate letter delivery days met their needs. In addition, customers place a high
the USO value of post offices (which are used for other purposes than mail).*°

122 Poste Italiane, 2018 Report on Corporate Governance and Ownership Structure, https://www.posteitaliane.it/files/1476494406204/report-corporate-governance-ownership-structure-2018.pdf, p 9.
123 Post Italiane, “Business Areas,” https://www.posteitaliane.it/en/business-areas.html.

124 Gennaro Scarfiglieri, “Universal Postal Service Reform in Italy,” (presentation at 16th WIK Kénigswinter Postal Seminar, November 2-4, 2016), slides 15-16.

125 Ibid., slide 19 and Copenhagen Economics, Report on USO Net Costs in Iceland, p. 37.

126 Ibid.

127 Ibid., p. 37. Converted 262 million euros to 283.6 million dollars using xe converter on February 23, 2020.

128 European Commission, State Aid SA.43243 (2015/N) — ltaly, 2015, p. 5.

129 Gennaro Scarfiglieri, “Universal Service Reform in Italy,” slide 18.

130 Ibid, Slides 9 and 13.
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Table 8: Netherlands (PostNL)

Government Structure of Post Privatized (no single company owns significant shares).”

Provides only mail and parcels, but includes items within parcels that would be considered non-postal in the U.S. For example, parcels include
Non-Postal Products categories such as order support, food and flower delivery, delivery and fitting of kitchen and other large appliances (white goods).®> These categories
only account for around 2 percent of total revenue.’®3

Reduced frequency of delivery from six to five days (no Monday delivery).**
Recent Changes to the USO
Relaxation of requirements relating to density of street collection boxes and postal outlets.'>

Funding the USO and Public
Service Obligations

Expected to be fully funded (USO revenues cover USO costs).*®

Changes to USO were made easier in 2015, by defining them by Ministry decision and not by the Postal Act. While the EU directive still limits what
change can be made, the Ministry has some areas it can change including further relaxation of the access requirements, exemptions from five-day
delivery and collection, and reduction in number of days for single-piece items.””

Requirements Related to
Changing the USO

Survey to Support Changes to Commissioned WIK Consult to provide information on expected trends and developments, possible market developments, and the main prerequisites
the USO for a viable USO provision in the middle and long term.™s®

131 PostNL must report any shareholder that owns over 3 percent of its shares. In its 2018 report, PostNL only listed four shareholders with more than 3 percent control, all having less than 6 percent holding and voting
rights. PostNL, 20718 Annual Report, https://www.postnl.nl/en/Images/postnl-annual-report-2018_tcm9-146271.pdf?version=3, p. 85.

132 Ibid., p. 3.

133 PostNL, European Postal Markets 2019 an overview, https://www.postnl.nl/Images/European-Postal-Markets-An-Overview-2019_tcm10-22110.pdf, slide 18.

134 European Parliament, Postal Services in the EU, Study Requested by the TRAN, November, 2019, https://www.europarl.europa.eu/RegData/etudes/STUD/2019/629201/IPOL_STU(2019)629201_EN.pdf, p. 37.

135 WIK Consult, Future Scenarios Developments in the Dutch Postal Market, December 14, 2016, https://www.rijksoverheid.nl/documenten/rapporten/2016/12/14/future-scenario-developments-in-the-dutch-postal-market,
p. 75.

136 Ibid., p. 26.

137 Ibid., pp. 75-76.

138 Ibid., p. 2.
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Table 9: New Zealand (New Zealand Post)

Government Structure of Post State-owned enterprise with New Zealand Government as 100 percent shareholder.*®

Owns part of Kiwibank, Kiwi Wealth Management Service, Kiwi Insurance Limited, and the New Zealand Home Loan Company Limited. Also offers
Non-Postal Products printing, business process outsourcing, and mail house services. Sells collectable stamps and coins, provides freight services and offers payment
services (logistics).*©

Reduction in the frequency of delivery from five-day to three-day but maintains five-day delivery in many rural areas.

Recent Changes to the USO Maintains a network of 880 access points but expands allowable alternatives to include electronic self-service kiosks (previous agreement allowed
outlets owned by New Zealand Post and service points in other businesses).'*?

Funding the USO and Public

Service Obligations Not only is New Zealand Post expected to fully fund its operations, it has an obligation to make a profit.”**

Requirements Related to

i i 144
Changing the USO USO is handled through a legal agreement with the government.

Survey to Support Changes to
the USO

The most recent process to modify the USO included a public comment period.™®

139 Stated on New Zealand Post's website. New Zealand Post, “Corporate Intent and Governance”, https://www.nzpost.co.nz/about-us/who-we-are/corporate-intent-governance.

140 New Zealand Post, Consolidated Financial Statements For the Year Ended 30 June 2019, https://www.nzpost.co.nz/sites/nz/files/uploads/shared/annual-reports/2019-nz-post-annual-report.pdf, pp. 10-13.

141 A small percentage of delivery points (0.12 percent) can receive 1-day delivery. Rural delivery points that received less than 5-day a week delivery prior to June 2013 continue to receive that same level of delivery
frequency. New Zealand Post, 2013 Deed of Amendment and Restatement between the New Zealand Post and the Crown, https://www.nzpost.co.nz/sites/nz/files/uploads/shared/2013-deed-of-amendment-
restatement.pdf, p. 6.

142 The rate of conversion to self-service kiosks must not be higher in rural areas than other areas. Ibid., p. 8.

143 Universal Postal Union, Status and Structures of Postal Entities: New Zealand, accessed February 7, 2020, http://www.upu.int/fileadmin/documentsFiles/theUpu/statusOfPostalEntities/nzIEn.pdf, p. 2.

144 Paul Hodgson, Malcolm Shaw, and Helen Duignan, “New Zealand Post USO Realigned to the Digital Age,” (presentation and paper at the 22nd Conference on Postal and Delivery Economics, 2014), p. 2.

145 Ibid., p. 4. While the changes to the USO did not occur until 2015, customer input occurred in 2013
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Table 10:Norway (Posten)

Government Structure of Post Norwegian-registered limited liability company with the Norwegian State.*¢

Non-Postal Products Provided
by Post

Banking services and logistics.’

In 2016, they (1) reduced frequency of delivery from six to five days a week, eliminating Saturday deliveries, and (2) merged A- and B- mail creating a
Recent Changes to the USO D+2 and D+4 mail service.®

In 2019, reduced delivery days further every other day.*° Estimated to save $47 to $70 million per year.'s°

Government funds net cost of the USO (which includes both postal and banking services). This net cost has been as high as $75 million.’
Funding the USO and Public

Service Obligations Government will put out a tender to pay for local delivery companies that fill the gap for newspaper delivery when moved to an alternate day of

delivery.>?

Requirements Related to

Changing the USO Appears to require change in law (the Postal Act).”>*

The Norwegian Ministry of Transport and Communication commissioned Copenhagen Economics (CE) to study the potential and suitable alternatives
for the future of USO in Norway.®* CE determined that reducing frequency of delivery to 2.5 days, or ideally one day, would significantly reduce the net
cost of USO and that most users would accept fewer deliveries. CE suggested finding alternatives to meeting the vulnerable users’ needs.'>

Survey to Support Changes to
the USO

146 Posten Norge, Quarterly Report, 3rd Quarter 2019, https://www.postennorge.no/en/report-archive, p. 18.

147 Ibid., p. 3 and Copenhagen Economics, Effects of Changing the USO in Norway, p. 6.

148 Copenhagen Economics, Report on USO Net Costs in Iceland, p. 36.

149 Posten Norge, Quarterly Report, 3rd Quarter 2019, p. 28.

150 Copenhagen Economics, Effects of Changing the USO in Norway, p. 10. Converted 440 to 650 million NOK to 47 to 70 million dollars using xe converter on February 23, 2020.
151 Ibid., p. 6. Converted 705 million NOK to 75 million dollars using xe converter on February 23, 2020.

152 Posten Norge, Quarterly Report, 3rd Quarter 2019, p. 10.

153 Norwegian Communications Authority, Information about Postal Regulations, https://eng.nkom.no/market/postal-services/postal-regulation/information-about-the-postal-regulations.
154 Copenhagen Economics, Effects of Changing the USO in Norway, p. 6.

155 Ibid., p. 11.
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Table 11: Sweden (PostNord Sweden — Part of PostNord Group)

Government Structure of Post State-owned (jointly owned by Denmark and Sweden).'*¢
Non-Postal Products 3-D printing, digital solutions and logistics.’>’

In 2018, replaced overnight delivery with two-day (D+2) delivery.'s®
Recent Changes to the USO

While no changes have been made yet, the regulator has been looking into the social impact of moving to less than five-day delivery.'*®
Funding the USO and Public PostNord receives no subsidies from Sweden.s®
Service Obligations Government has ability to pay another provider to meet USO if post cannot fulfill USO requirements.’'
Requirements Related to In 2017, the postal regulator, the Swedish Post and Telecom Authority was given the authority to regulate where the delivery of postal items with the

Changing the USO framework of the USO shall occur.'6?

The Swedish Post and Telecom Authority did two surveys of user needs, one in 2018 and the other in 2019. The survey in 2018 showed just over half of
the respondents had no problems moving to two-day delivery. The 2019 survey results showed 37 percent of respondents wanted to maintain five-day
a week delivery of letters and parcels.'®®

Survey to Support Changes to
the USO

156 PostNord, Corporate Governance, https://www.postnord.com/en/about-us/corporate-governance/

157 Postnord, Annual and Sustainability Report 2018, p. 7.

158 Ibid., p. 24.

159 PTS, Swedish Postal Market 2019, Report No. PTS-ER-2019:7, April 15, 2019, https://www.pts.se/globalassets/startpage/dokument/icke-legala-dokument/post/swedish-postal-market-2019-juni-20.pdf, pp. 12 — 13.
160 In its annual report, PostNord states that it only receives a subsidy from Denmark; however, both Denmark and Sweden do provide capital injections as owners. Post Nord, Annual and Sustainability Report 2018, p. 4.
161 PTS, Swedish Postal Market 2019, p. 15

162 Ibid., p. 14.

163 Ibid., p. 12.
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Studies on Postal Customers’ Needs

The first step to modifying the USO in other countries is often a study on user
needs. The needs of postal customers in the United States vary widely between
households and businesses and between urban and rural customers. For
example, rural customers often rely more on the Postal Service than urban
customers who have other alternatives.

We include a summary of USO-related results of four surveys the OIG has
undertaken designed to elicit what postal customers want and need from the
Postal Service.'®* These four surveys include the following.

What America Wants from the Postal Service — An Internet-based survey of
5,000 households. This survey included the most participants, but admittedly
excluded the 20 percent of the population without Internet access.'®

What America Wants and Needs from the Postal Service — This project used
focus groups to allow a deeper understanding of how people felt and was
designed to ensure inclusion of people without Internet access.'® It included
participants from 11 states, including urban, suburban and rural areas. It
was mainly focused on households, but a few of the participants were small
business owners.

What Postal Services do People Value the Most? — A quantitative survey that
offered participants various trade-offs between different levels of service and
price.'®” This survey design results in a better understanding of how much
participants value postal services. It included both Internet-based and mail-
based surveys and separate surveys were used for households and business
owners. For households, 759 participated by Internet and 178 participated

by mail. For businesses, 203 participated including 28 small, 99 medium,
and 74 large.

Addressing the Diverse Needs and Wants of Rural America: Opportunities
for the U.S. Postal Service — This project focused on rural participants’ needs
but included non-rural participants to identify the differences between the two
groups. There were two phases. Phase | included online discussion groups
with 61 rural customers and phase Il was a quantitative survey of 2,533
respondents (1,311 rural and 1,222 non-rural) where the respondents were
invited to participate either online or via a telephone interview. The OIG also
complemented these methods by interviewing 14 postmasters and former
postmasters in rural areas, across all seven USPS Areas."®

The summary below represents how most survey participants responded. For any
individual survey topic, actual responses varied. Given the ever-changing postal
market, this summary should not take the place of an updated, comprehensive
study on user needs. However, it can provide some insights into what postal
services the American public values which could be useful in the creation of a
new study on user needs.

Americans Value the Postal Service and Believe It Should be
Obligated to Serve the Public

There was general agreement among the surveys that the American public
values having a government-owned Postal Service that is obligated to provide
delivery to every address.'®® This was reinforced by the concern that if they had to
rely on a private company without a USO, it would likely result in higher prices or
a lower level of service.® In addition, the surveys demonstrate that people living

164 We include a summary of the surveys originally presented in four separate white papers and an annual omnibus survey conducted by the OIG. Appendix C provides a description of each of the surveys. Each of the
surveys included additional information. This paper just focuses on the topics that are most relevant to the USO.

165 OIG, What America Wants from the Postal Service, Report No. RARC-WP-13-009, May 21, 2013, https://www.uspsoig.gov/document/what-america-wants-postal-service.

166 OIG, What America Wants and Needs from the Postal Service, Report No. RARC-WP-14-009, February 18, 2014, https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-14-009_1_0.pdf.

167 OIG, What Postal Service Do People Value the Most?

168 OIG, Addressing the Diverse Needs and Wants of Rural America: Opportunities for the U.S. Postal Service, Report No. RISC-WP-19-009, September 16, 2019, https://www.uspsoig.gov/sites/default/files/document-

library-files/2019/RISC-WP-19-009.pdf.

169 OIG, What America Wants from the Postal Service, p. 6, and OIG, What American Wants and Needs from the Postal Service, p. 7, and OIG, What Postal Services Do People Value the Most?, p. 14.

170 OIG, What America Wants and Needs from the Postal Service, p. 21.
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in rural areas value the Postal Service as part of the community, more than those
in non-rural areas.""

Five-Day Delivery of Letters May Be Acceptable, but Saturday
Delivery of Parcels Is Important

Both households and businesses that participated in the surveys were willing to
receive letters only five days a week, but there was no agreement on what day
should be dropped.'2 There is very little acceptance of 3-day delivery, especially
for businesses.'” Parcel delivery, however, is another story. The surveys found
that the American public wants to maintain parcel delivery 6-days a week.*

Some Preference for Delivery to Home, but Security and
Convenience Are Important

This question was the most polarizing of topics among the survey results.

A quantitative survey done in 2015 found that delivery of letter and parcels

to the home (curb or door) was the most important postal service valued by
households."® The OIG study using focus groups, however, found that once

this option was discussed, rural participants liked having their mail delivered in a
secured, locked box that was maintained by the Postal Service."® Whereas most
urban and suburban consumers, in the same study, said they preferred delivery
to the home."” For those participants that were in support of cluster boxes, the
cluster box being put in a convenient location — such as a location they pass
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while driving home — was more important than having a cluster box close to
their home.'”®

Americans Love Their Post Offices

Both consumers and businesses value having access to postal services through
a USPS-owned and run post office.'” This is especially true for people living in
rural areas.' In one survey, while some survey participants supported closing
post offices to save money, only 58 percent were still in favor if it were their own
post office that would be closed for this purpose.'®' While there was some support
of postal counters in alternative retail space and postal kiosks, there were also
concerns raised about each alternative.'® The main support for retail alternatives
was as additional resources not as replacements to post offices.®® When asked
about hours of operation, respondents said being open when people have time
to visit was more important than the simple number of hours the post office

was open. '8

While Postal Customers Value Postal Services, There Is a Limit to
How Much They Are Willing to Pay

While the surveys demonstrate that Americans value the services the

Postal Service provides, and in some cases they would pay more to continue to
receive a higher level of service, there is a limit to how much they are willing to
pay. This survey result demonstrates that while the American public values postal
services, it wants them at affordable prices.'8®

171 OIG, Addressing the Diverse Needs and Wants of Rural America: Opportunities for the U.S. Postal Service, p. 7. Fifty-six percent of rural participants found USPS a valuable part of their community compared to 48

percent of non-rural participants.

172 In two of the surveys, participants were only asked about dropping Saturday delivery. OIG, What America Wants from the Postal Service, p. 13, and OIG, What Postal Services do People Value the Most, p. 9. In the
focus groups, the eliminated day was discussed and there was no agreement on which day was best. OIG, What America Wants and Needs from the Postal Service, p. 14.

173 OIG, What America Wants from the Postal Service, p. 13, and OIG, What Postal Services do People Value the Most, p. 11.

174 OIG, What Postal Services do People Value the Most, p. 10. The surveys were done prior to when it was common for USPS to deliver parcels on Sunday.

175 OIG, What Postal Services do People Value the Most, pp. 7-12.

176 OIG, What America Wants and Needs from the Postal Service, pp 14-15.
177 Ibid.

178 Ibid., p. 15.

179 OIG, What Postal Services Do People Value the Most, p. 13.

180 Rural customers valued human interaction with their postal clerks and were more likely to know either the clerk or postmaster by name (56 percent of rural vs. 44 percent of non-rural). OIG, Addressing the Diverse

Needs and Wants of Rural America: Opportunities for the U.S. Postal Service, pp. 7-8.
181 OIG, What America Wants from the Postal Service, pp. 12.
182 OIG, What America Wants and Needs from the Postal Service, p. 10.
183 Ibid.
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Appendix D:

GENERAL COUNSEL
AND EXECUTIVE VICE PRESIDENT

Management’s
Comments

May 4, 2020

ERIN GRIMM
ACTING MANAGER, OPERATIONS CENTRAL
RESEARCH AND INSIGHT SOLUTION CENTER

SUBJECT: Reevaluating the Universal Service Obligation (Final Review Draft,
Project No. 2020RISC004)

Thank you for the opportunity to respond to the final review draft of the white paper,
“Reevaluating the Universal Service Obligation.”

Amid the ongoing COVID-19 national emergency, it is more clear than ever how critical the
postal system is to meeting America’s social, informational, and economic needs. Six days
per week, and in some instances seven, the 630,000 dedicated men and women of the
Postal Service (including nearly 100,000 military veterans) accept, process, transport, and
deliver vital mail and packages to all communities in the Nation, including important
governmental information and benefits such as Census materials, Social Security and
stimulus checks, and materials advising the public on COVID-19; materials relating to
elections, including absentee ballots and political mail; materials that are essential to the
functioning of our economy, such as transactional mail; and packages containing vital
necessities, including medicines and other goods that sustain us that are purchased online.

The fundamental service which our employees supply is particularly important in rural and
other areas, where the Postal Service may be the only affordable delivery provider available
to fulfill the needs of these communities. In addition, the population most at-risk from the
coronavirus, people over the age of 65, is also the least likely to be using the internet or
other technology to access information important to their health.

The immediate concern facing policymakers is how to maintain these essential postal
services amid the dramatic and unanticipated mail volume declines that are a result of the
COVID-19 pandemic, to ensure continued service to the American people in the near term.
While short-term action by Congress to address the liquidity crisis caused by the pandemic
is critical, it is also true that the Postal Service faces long-standing financial challenges
stemming from a broken business model that is imposed upon us by law and that leaves us
financially unsustainable. Mail volumes continue to decline, but our ability to adjust to such
volume declines is hampered by an inflexible statutory and regulatory structure that
imposes legally mandated, unaffordable costs on us that we are prohibited from reducing,
and yet we also lack the autonomy to diversify our products or to control our pricing.

475 L'ENFANT PLazA SW
WAasHNGTON DC 20260-1100
PHONE: 202-268-5555

Fax: 202-268-6981

THOMAS..J MARSHALL@USPS.GOV

WWW.USPS.COm
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Therefore, Congress must also adopt financial and/or structural reforms to our business
model, in order to ensure the Postal Service’s long-term viability. The issues raised in your
report regarding the universal service obligation (USO) are relevant as policymakers
consider such business model reforms.

In considering the Postal Service’s business model, the fundamental policy questions for
Congress to consider amount to (1) what does Congress require the Postal Service to do,
and (2) how should those requirements be paid for? The first question includes
consideration by Congress of the level of universal postal service that is appropriate to
meet the evolving needs of the American people (including, in particular, during
circumstances like the current national emergency), and the legal obligations that determine
the costs related to the employees and retirees who are providing, or have provided, this
essential, fundamental service. The second question requires Congress to consider how
the costs incurred by the Postal Service should be funded, whether through the sale of
postal products and services, taxpayer appropriations, other sources, or some combination
thereof.

A key focus of any longer-term changes to our business model must be on financial
reforms, such as those suggested by our Board of Governors and other stakeholders that
address the Postal Service's unaffordable, legislatively determined post-retirement benefit
funding obligations, through Medicare integration and adjustments to our payment
obligations. To the extent that Congress also considers it appropriate to consider
adjustments in our USO, your report notes that considering any such changes would
require that policymakers analyze and balance a number of factors.

In that regard, it is Congress that has the authority to make the policy determinations as to
the parameters of the USO, and how they are to be implemented. In particular, and as a
threshold matter, it is Congress’s determination whether the statutory parameters
concerning the USO should set forth service level requirements in detail, or should set forth
principles that are more broadly stated, and therefore provide some degree of flexibility as
to their implementation. In the latter circumstance, it is also Congress’s prerogative
regarding where to vest decision-making authority as to the actual service levels to provide
to the American people within those statutory principles.

Under the current statutory structure, even as Congress has subjected the Postal Service’s
operational decisions to some regulatory oversight, it has repeatedly affirmed the primacy
of the Postal Service’s expertise and responsibility as to the level of postal services that
should be provided within the broad statutory parameters established by Congress, to meet
the needs of our customers. Examples include 39 U.S.C. § 3661(b) (enacted in 1970),
which gives the Postal Regulatory Commission (‘“Commission”) an advisory, not approval,
role on major service changes; 39 U.S.C. § 404(d) (enacted in 1976), which allows the
Commission to hear procedural appeals on Post Office closings but not to overturn the
Postal Service’s substantive decisions; and 39 U.S.C. § 3691 (enacted in 2006), which
requires consultation with, but not approval by, the Commission when the Postal Service
sets service standards. Consistent with these statutory authorities, the Postal Service has,
in recent years, implemented a number of major initiatives to make its network more
efficient and responsive to demand trends, while still meeting the USO standards enacted
by Congress: rationalization of the mail-processing, retail, and delivery networks;
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realignment of retail facility hours with workload; and leveling of workload across operating
days. We have consulted with the Commission with respect to these efforts, as
appropriate.

To the extent that Congress chooses to retain an approach in which some or all of the
statutory USO parameters are set forth in a manner that confers flexibility as to their precise
implementation, we believe it should continue to confer such flexibility on the Postal Service
Board of Governors, rather than the Commission. The Board of Governors is best
positioned to appropriately adapt service levels to changing circumstances, as customer
needs for postal services evolve. In particular, allowing the Board of Governors the
flexibility to make policy decisions around the precise service levels that should be
implemented within the statutory parameters established by the Congress enables those
decisions to be made by the entity tasked with both representing the public interest and
ensuring the achievement of the Postal Service’s statutory mission. Moreover, the Postal
Service also has a direct relationship with the customer. For these reasons, we believe that
the role for the regulator regarding any such matters should remain consultative in nature.

The central issue is that the current statutory structure does not enable the Board of
Governors to appropriately balance Postal Service costs with available funding sources to
ensure achievement of both the Postal Service’s universal service mission and other legal
obligations. We therefore agree with your conclusion that Congress must provide either
adequate funding for, or adequate tools to fund, any and all legislative mandates. We note
that the only current published estimates of the cost of such mandates — those reported
each January by the Commission — focus narrowly on the USQ, to the significant exclusion
of other legislatively determined aspects of the Postal Service’s cost structure (e.g.,
pension, health, and workers’ compensation benefits; federal contracting mandates;
compliance with other federal laws). Moreover, even the Commission’s computation
substantially understates universal-service costs: for example, the Commission measures
the cost of only the sixth day of delivery service, and not the fourth or fifth delivery day in
areas where a private delivery company would not provide such frequent service.
Irrespective of these flawed estimates, it is clear that the costs of the current postal system,
when fully considered, are significantly outstripping the revenue sources that Congress has
provided.

Finally, the report’s discussion about the differences between the 2008 reports by the
Postal Service and the Commission regarding the USO requires further clarification. It
should be noted that the Commission report postdated the Postal Service report, and the
Postal Service has not contested the Commission’s interpretation that the current statute
includes competitive products within the scope of the USO. Indeed, it has always been
clear that the USO includes packages within its scope (see 39 U.S.C. § 403(a)), and since
the reports were issued the Postal Service has, consistent with the Commission’s
interpretation of the scope of the USO, transferred most package products to the
competitive side. Moreover, it is clear that access to prompt, reliable, and affordable
package delivery to all communities throughout the Nation is a vital component of the
Postal Service’s mission; this enables all Americans to participate in today’s e-commerce
economy, both generally and in times of national emergency. For its part, the
Commission’s most recent annual report to the President and Congress accepts that mail
security is part of the USO. At this time, therefore, the Postal Service and Commission’s
views in this regard are in alignment.
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A

Please let me know if you have any questions or concerns.

fhaiak P

Thomas shall

cc: Mr. Jeff Colvin
Ms. Sally Haring
Ms. Jennifer Daehn
CARM
E-FOIA
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OFFICE OF

INSPECTOR
GENERAL

UNITED STATES POSTAL SERVICE

Contact us via our Hotline and FOIA forms.
Follow us on social networks.
Stay informed.

1735 North Lynn Street
Arlington, VA 22209-2020
(703) 248-2100

For media inquiries, contact Agapi Doulaveris
Telephone: 703-248-2286

[ | YO

We conducted work for this white paper in accordance with the Council of the Inspectors General on
Integrity and Efficiency’s Quality Standards for Inspection and Evaluation (January 2012).


https://www.uspsoig.gov
https://www.uspsoig.gov/hotline
https://www.uspsoig.gov/general/foia
https://twitter.com/OIGUSPS
https://www.facebook.com/oig.usps
http://www.youtube.com/oigusps
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