POSTAL RATE COMMSSION
Washingion, DC 20588 0001

OHfica of tha Chesnmian

Octcbear 12, 2005

The Honorable John M. McHugh
L5 Housz of Repressntatives
2333 Raybum House Office Buikiing
Washington, DC 205615-3223

Dear Congressman McHugh:

Thank you for regquesting the Commission’s evahmation of the concems raised by
ihe Postal Service Boand of Covemors with pending postal refotm lagialation. The
Caommiasion Is proud to have been an active participant in efforts o devalop legislation
thal will foster a more afficient and effective national postal system. We were surpnsed
to leam that the Board of Govemars, longtime apparant supporiers of the
comprehensive reforms developed in your Commiltee and embodied In HR. 22, have
now expressed sevious reservations and request massive changes that would
drastically altor the carefully balanced responsibiliies of our two ageancies.

As you requested, our comments will focus on the Govermaors' staterments most
directly related to the PRC's role under H.R. 22 and 5. 862 of providing transparency,
accountabliity and oversight to balanca the increasad flexibility given the Posltal Sarvico.
If you would ke comments on additional topics raisad by the Govemors, we witl be
happy to provide tham.
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The Postal Reform Act of 1970 established the Postal Service at a tine when
bath houses of Congress had full commitises devoted to Post Office and Civil Service
issues that carned out continuing, detailed oversight of the Postal Service. As
Congresaional attenton has had to be increasingly diverted to other pressing national
issuas, the need for modemizing tha model under which the Postal Service operates
has bacome apparent. H.R. 22 would improve that model by increasing both the

Aexibilty of the Service to quickly and aeffactively mapond to business
circumstances, and ablity of tha independent regulatory Commission 10 assure
meaningiul and accountabifity of the Posial Servico.

The Governord identify as their primary concam “the issue of governance”,
{Letter at 2.) They then express the view that tha Board's roje should be to oversee the
business of the Poatal Service. In fact, H.R. 22 and its counterparn 8. 852 give the
Gowemnots both the rasponsibiiity and the authority to manage the Postal Serice

effectively.

VWhat really appears to concern the Governors is that after implamenation of
their decisions that determine the acope and quality of the postal services actually
raceived by the Americap pubiic, the independent PRC will be authorizad to consider
romplaints that the results of Postal Service actiona conflict with the policies established
by Congress. The Govemnors apparently think {Letter at 3} that it will seriously
underming management authority if the Postal Service may have to adjust some
practice that keads to & resull thal is contrary to public policy.

Any such fears are tofally unfounded. The legislation does not nequire the Postal
Service to obtain PRC permission 10 modemize its network, as the Govemors sugoest.
{Letter at 3; see, HR 22, sec. 708(c).) There ia nothing in the language or legislative
history of these bills that support suggestions that the PRC should of woulkl interfere in
the day-to-day management of the Postal Seqvice.

Current law requires the PRC to consider rate and service complamts; however,
tha PRC properly has established rules to limit ikself to issues of substantially
nationwwde impact. Ther is no expactation that new legislation would require deviation
from this pobey. Furthermore, befors any remediat action can be ordered In response to
a complaint braught under the new legislation there must be admmistnitive proceedings,
and the Postal Service may obtaln Judicial review of any adverse ruling.
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This Commission does not believe that a government monopoty with the
essential responsbilities and vast economic powey of the Postal Sarvice should function
largely free from continuing independent oversight. Management does not need 1o be
totally Insutated from effective critical review in order o opersle effectively. To the
contrary, indepandant informed oversighl is an essential aspect of assuring that a
government entity provides a catiefactory lowel of service to the pubic. Moreover, the
Commeasion does not believe that the imited requislory oversaz provided by HR, 22
would in any way inhibit the Postal Senace from prizviding efficient and offective
Lniversal postal services o the: Nation.

Tha Board of Govermors contends that 1o axercise its responsibiies, it “must
have authorty over capital investments, purchasing, accounting, cost attribution,
compensation, and the setting of goals.” (Letier 2t 3.) Managers of a private business
nomelly heve largely urdetend authorily in these arves, but even there owners and
stockholders will often have substantal input it dedarmining goals, capital
commitments, and sxecutive compensation. Similarly, vanous govemment authorities
may have involvament in accoundting and cost attribution, especially if the buginess is
pubicly traded. The key distinctions are that the Postal Service i not a privata
enterpriae, and the Governors are not entreprenewrs who have invested their personal
fortune, but rathel ol servants appomied o provide cilizens with e3sential services.

Decisions on capital commilments and purchasing by an entity with the esconomic
scope of the Postal Service can have significant and potentally delstenious impacts on
the national econciry. Thus, it is proper for govemmental bodies responsible for the
health of the economy to have nput into such decsions.

The goels of the nation's postal service are not pure business decisions for a
board of direciors. The nesds of the Nation, and of vanous calegornos of mail users are
also important. 5o long a8 the posial sarice o conzidensd 10 bo a basic and
fundarnental service provided to the people by ther government, an open public forum
ahould be available o provide cilren-customers with rmaanitghsl input on the scope and
quality of monopoly services.

Simiarly, cost attribution and accounting lor a government monopoly must ba
overesen by indopendent, responsible entities 1o assuwre thal cross-subaidization and

predation do nol exist. HMWMEMH\&WWMMEMME
(if any) are caused by s various postal products, neither madlers nor competitors will be
able to hava confidences that prohibitions on cross-subsidization ahd predation ane
meaaninghul,
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Finally, the Commission must respectfully disagree with the Governors’ view that
the Postal Sarvice showd be able to exceed the CPl mate cap whenewer it appears
“reasonable and necessary” t¢ do s0. (Letler at 3.} The primary goal of postal reform
jegisiation is to foster significantly mora efficient and effective postal operations than
have existed under current law. A4 the Govemars relate, (Letter at 1) the Postal
Service has shown Itaelf fully capabie of cperating within the CP) standard. Fostal
stakeholders have supported reform largely becauss a strict rate cap will assure that
management continues 1o make the hard decisions necessary to achieve continuing
efficisncies,

The Commission recognizes that successfully managing the Postal Sarvice is an
extramaly challanging task, and that responding to public complaints can easily be
viewad as a distraction. Nonetheless, we continue to bslieve that when managers of a
govarnment monopoly are gramed broad awthority, it is neceseary that the public have
an avenue thal aftlows effective pursuit of complaints relating to the axarcisa of that

Loy, s’



