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Title Slide
Good Afternoon … I’m honored to be here.  This is our 3rd symposium … builds on our previous work together … important to continue the progress … to develop our partnership … and to improve relationships.

Impact of financial crisis since last Symposium:  USPS had $2.8 billion loss in FY08 … projects over $3 billion loss in FY2009.  Mail volume is down an unprecedented 28 billion pieces, nearly a 15% drop from last year.  Dire financial situation provides new challenges for ongoing postal reform in U.S. and work of Commission unforeseen when our last postal reform laws were passed in 2006.  

Today I would like to share with you:

· Highlights on the progress of postal reform in the U.S. since the last symposium
· Important findings from Commission studies
· Some new developments at the Commission and in U.S. postal market, and
· Some views about the future
Let me begin by first reviewing some of the basic principles of postal reform in the U.S.
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Slide 2 (PAEA)

Many postal reform models around the world … U.S. Congress looked at them all.  They held hearings … reviewed studies and findings of Presidential commission … after more than 10 years created U.S. model of reform:  Postal Accountability and Enhancement Act of 2006. 

Key goals: preserve affordable universal service, promote Postal innovation and competition, employ regulatory safeguards to protect public interest.   

Key factors

1) No privatization.  Remains a government agency (since 1775).  Mail seen as basic service to the people. 
2) No weakening of “letter” mail monopoly.  Monopoly supports cost of USO and is under enough pressure from electronic alternatives.

Also, did not weaken “mailbox” monopoly.  Only USPS can access the mailbox … unique to American model … protects USPS revenue and adds security for customers (only two hands should go in the mailbox:  USPS and customer).
3) New competitive flexibility for USPS … U.S. reform model divides USPS into two businesses: “traditional” monopoly and “competitive” business.  Competitive products are mostly expedited parcels and Express delivery -- where USPS has no protection from competition.  
4) Law created a strong regulator – Postal Regulatory Commission – as a balance to the new flexibility of the Postal Service. 
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Slide 3 (PRC)

What is the Postal Regulatory Commission?

·  First, we, too, are a government agency.  And like the USPS, we are not funded by taxes.  PRC is funded from postal revenue – a system cost paid by ratepayers.
·  Next, we regulate only the Postal Service.  We do not regulate the overall delivery and express industry.  However, PRC oversight does extend to some arrangements made between the USPS and the private sector. 

The PRC also ensures that competitive products offered by the Postal Service are on a level playing field with products offered by express delivery companies.  We ensure that every competitive product offered by the Postal Service covers its cost, is not subsidized by monopoly products, and contributes to the total overhead costs of the Postal Service.
· In the United States, there is no one regulator for private express delivery companies.  Rather, they are subject to regulation by a number of government agencies depending on the issue.  These include the Department of Transportation for transportation issues, the Department of Homeland Security for Security Issues,  the Federal Trade Commission and the Department of Justice for anti-trust issues, to name a few.

·  The Commission is a small agency.  There are five Commissioners – appointed by the President with the advice and consent.  Total staff is about 70 people – not a very big staff when you consider the size of the organization we oversee.   
·   Finally the last item describes our mission.  The Commission ensures the transparency and accountability of the Postal Service … to help foster a vital and efficient universal mail system.    
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Slides 4 (Role of PRC)

Under 2006 Law, Commission to create the operating rules and mechanisms.  Commission engaged postal community in the process … hearings, evidence, input … to promote fair, efficient and effective rules and decisions.  Commission had final say.

Here are broad principles:
1) Modern rate setting processes.  Predictable prices.  Faster process.  Protections for users of monopoly products.  Ability for USPS to compete in U.S. competitive parcel markets.
2) Mechanisms needed to be devised to provide transparency into Postal Service financial and service performance.
3) In terms of service, the Commission was directed to consult with the Postal Service to establish realistic service standards, improvement targets, measurement systems and reporting requirements.
4) The PRC must report annually to Congress on Postal Service’s compliance with regulations and adequacy of service. 
5) And finally, we had to create complaint processes suitable for local service problems and for larger, more systemic issues.
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Slide 5 (Separation Market-dominant vs. Competitive)
One of first priorities was to create new rate processes for the new postal model.  Our postal law divided the Postal Service’s products into those that were market dominant, or mainly monopoly, products – such as first-class single-piece mail and publications – and those that were competitive – Express Mail. 

Already presided over two separate annual price changes for both the monopoly & competitive products.  Processes are much shorter and less contentious. 
Monopoly increases cannot exceed the rate of inflation for consumer prices.  Monopoly increases of 3.8% in 2009, and 2.8% in 2008.  Right now, CPI is negative, no room for monopoly rate increase in 2010.  USPS has option to request “exigent” increase, justified by extraordinary circumstances.  PRC to determine.  

Competitive increases must cover all attributable costs and cover at least 5.5% of the shared overhead costs.  

Competitive products subject to Commission review to ensure cost coverage and prevent cross-subsidization by market dominant, or monopoly, products.  We review products in advance through filings and after the fact through ACD process.

Accounting rules had to be developed to create a “firewall” between the two postal businesses, so that there was no cross-subsidy and so that each could be evaluated on its own merits.  

Separate finances are key to two-business model (market-dominant and competitive).  Worked with U.S. Treasury and USPS to develop accounting rules … and also tax rules that apply to Competitive side.  Imputed tax applied to competitive products to avoid price advantage.  Taxes assessed just like private sector … but funds support universal service not federal government.
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Slide 6 (Rules and Decisions)
Here is a list of major Commission accomplishments in past year as we built the regulatory framework.  We worked cooperatively with Postal Service and stakeholders to develop rules … PRC had final say. 

1) At top is service.  Critical to verify service performance & keep quality high.  Didn’t want USPS to lower service as way to evade price cap.  PRC worked with the USPS on four-step process to: 

-  Establish service standards (reasonable and achievable)

-  Identify measurement systems (cost-effective, reliable, objective)

-  Establish performance goals (targets to foster improvement)

-  And finally, with this ruling, begin to create reporting requirements 

Currently, we are in process of issuing final reporting requirements for service and customer satisfaction.  Solicited customer input last month on proposed final rules.  
Measurement system is not complete.  Relies on adoption of new technology by USPS and use of ImB by mailers.  Both need to improve.  But potential is there to measure service for most of the mail-stream automatically without significant additional expense. 


We may have to adjust plans if progress not made as expected.  In the meantime, will rely on established First-Class Mail measurement system, which covers 20% of total volume, as indicator for system performance.  Also monitoring reports of service problems.  

2) 
PAEA said USPS should stick to postal business – not get into new services like banking, insurance etc.  Law lets USPS continue businesses it was already in.  Directed PRC to classify existing products as “postal” and “non-postal” … and to ensure USPS doesn’t enter other non-postal businesses.   


Found 14 non-postal activities:  e.g., USPS processes 65% of passports for State Department (leveraging PO network) and they license brand products and stamp images which are their property).  Ruling brings regulatory oversight to non-postal area and defines limits of postal business.  Still reviewing 3 non-postal activities. (Repair work, CD sales, license commercial items like postage meter)
3) Developed two complaint processes:  formal and informal.

Formal for major or systemic issues.  Conduct official review, hold hearings, take testimony and evidence … have power to order corrective action and levy fines.   First case last year.  Currently, a case (Gamefly) where company alleges USPS provides preferential treatment to a competitors –serious charge. 

Informal for routine service issues from individual, household customers.  Process lets USPS take lead to solve problem … PRC keeps an eye on process to see that issue is resolved.
4) To ensure USPS transparency and accountability, PRC needs regular, detailed information from USPS.  These rulings determined the type and frequency of information needed:  to cover finances, service, key operational indicators and other data as needed.
5) Last item, confidentiality.  These rules balance public interest for transparency with need for USPS and those who do business with them to protect sensitive information that should not be disclosed.  
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Slide 7 (Other Accomplishments)

The law also requires the Commission to issues reports and studies to help assess and guide the progress of reform and USPS performance.  For example, since the last symposium, we issued: 

1) 
ACD -- Detailed review of USPS prior year performance.  Intense focus on finances and service.  Analyze weaknesses (e.g., product cost coverage) and try to promote improvement (flat automation and ImB roll-out).  

2)  
The PRC report to Congress -- PRC also is subject to oversight.  Each year we submit a detailed report to Congress on our progress in implementing the law, and the results of our oversight.  Throughout the year, we also may be called to testify before Congress.  One of my first duties as incoming Chairman was to testify at Senate hearing.  

3) 
PAEA directed PRC to study USO and Monopoly … a year long process, involving research, review of other posts, hearings, and analysis.  Issued the report last December and we are continuing to look at the underlying issues as I’ll explain in a moment.

5) 
Postmaster General has said 90 percent of mail is from business … Important not to forget that Postal Service is public service run by the government for the people.

PRC priority – and my priority – to stay in close contact with people.  Most PRC hearings and proceedings are public.  We often broadcast meetings live over the web (audio).

Commissioners are active speakers at conferences and meetings for consumers, civic and academic organizations, public interest groups.

PRC receives hundreds (thousands) of calls, letters, and emails from public.  We respond to all and ensure concerns are addressed.

Website designed to provide easy access to all PRC proceedings.  We are working on new customer service pages now to make it easier for public to participate in PRC proceedings.  
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Slide 8 (USO and Monopolies)
Of the many tasks completed by the Commission this past year, one of the most far reaching is the study of the USO and the Monopoly.

The reason for the USPS monopoly is to protect USO.  But what is the USO?  What is its value and cost?  And what is the benefit of the Monopoly?  

These questions are even more important in current economy when USPS is losing money and cutting costs throughout system.  It’s vital to know the impact of the USO and letter monopoly on the overall system.  

USO:  Found that American people see USO as composed of 7 related parts, dealing with service quality, products and prices and how and where those services and products are delivered.  Add it together, you have the USO.  We found that the USO – all these parts -- had a combined cost of $4.4 billion.  The largest cost was delivery. 

Monopoly:  Modeled what would happen to mail volumes and revenue if there were no letter monopoly and if private delivery companies could access mailbox.  Together, total estimated value of $3.5 billion to USPS.  

Valuations are not an exact science … but a valuable first step to understand and quantify USO and monopoly.  And useful tool to evaluate possible changes in USO and monopoly.

The study also looked at the days of delivery, which are currently 6 in the US.  Postal Service expects to save $3 billion or more by cutting one day of delivery.  PRC USO study indicates savings of about $2 billion – a big difference.  
We estimate mail volume would drop by about 2% due to reduction in service.  Higher mail volume losses decrease the savings … a loss of 8-9% of volume would produce no savings at all. 

I want to mention a Case that may happen in future.  If so, it will require PRC Advisory Opinion and it will affect the USO in the U.S.  Postmaster General has asked Congress for flexibility to reduce mail delivery from 6 days to 5 days.  

Loss of mail volume is only one concern.  What happens to USO?  Weakening the USO might weaken public support for letter and mailbox monopolies since the two are related.  These are questions that we would explore in the advisory opinion process.  Also we’d look at the effects on service, finances and public attitudes and opinions.

We continue to improve our understanding of USO value.  PAEA requires PRC to update USO findings annually and send report to Congress.  Also, we are producing study on social value of the mail.  Will help if advisory opinion needed … and it will provide knowledge if future reform of USO or monopoly is considered by Congress.
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Slide 9 (Proposed Station and Branch Closings)

USPS under pressure to adjust network and operations to cut costs.  Such cuts have potential to reduce service.  Anticipating this:  the PAEA requires the Postal Service to seek an advisory opinion from the PRC whenever they plan changes that might have national service implications.  In fact, we are in the middle of one such case right now.  

PRC proceedings assigned case numbers.  N2009-1 is our review of USPS proposal:  “Station and Branch Optimization Initiative.”  What does that mean?  USPS is thinking about closing hundreds of post offices in cities across America to save money.  This could affect service at the National level, so USPS asked the PRC for an Advisory Opinion. 


We are conducting thorough review:  hearings, evidence, testimony, cross-examination.  In this case, we decided to hear from the people who would be affected.   Held hearings in Ohio and New York and invited local officials and public to speak.

Everything we learn is documented and posted on our web site, including transcripts of hearings. Advisory Opinion process provides transparency into USPS actions and ensures USPS is accountable.  Also very important, process improves results for USPS and for American people.  More information, new ideas, and more perspective leads to better decisions and processes.   

No discrimination in appeal rights.  

I will be working on this case when I return to the U.S.  Hope to issue opinion in December.
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Slide 10 (International Dialogue)

Past year, Commission actively advanced our commitment to international engagement, as we are doing here in Nanjing.  

1) Coordinate with the State Department on international postal policy

State Department has lead responsibility on international postal policy since 1998.

State Department leads US delegations to UPU and restricted Unions.  I will be Deputy Head of Delegation for Council of Administration meetings. 

PRC’s statutory responsibility under PAEA to provide State with our “views” on rates and classifications.

PRC interests in UPU – terminal dues, quality of service, private sector participation.

Close coordination with Department of State and other government agencies – UPU Congress proposals, amendments to UPU regulations, U.S. participation in UPU working groups.
Member of Federal Advisory Committee.  
2) Engagement through international community and multilateral meetings

PRC participation in UPU Council meetings and Congress of Postal Union of the Americas, Spain and Portugal.

Commissioners spoke on postal regulation at several industry conferences.

Former Chairman Blair was keynote speaker at Symposium on Postal Reform and Express Delivery in Tokyo in June.

I will attend CA and speak at UPU Forum on Postal Regulation.

Thank you to China State Post Bureau for putting forward a proposal to UPU Congress to make this forum an annual event – recognition of need of information sharing on best practices in postal regulation.

3) Postal Regulatory Dialogue

Initiative by the Commission – first-ever Dialogue for postal regulators

Recognized, like China, the need for greater sharing of information and best practices on postal regulators, particularly among postal regulators.  

Needed an international forum for regulators to talk to each other
Held in Washington in March of this year

Postal regulators from China, Japan, European Commission, Ecuador, and Portugal participated

Focused discussions on rate regulation, quality of service, universal service and international roles

We appreciate strong demonstration of support from State Post Bureau (delegation led by Mr. Xu – pronounced “Shoe”) and commitment to continue Dialogue by hosting next Dialogue in China

4) International web site

Outgrowth of Postal Regulatory Dialogue

Goal – to share information on what the PRC is doing with other regulators and what other regulators are doing with the wider postal community

Includes information on postal regulation in other countries, links to postal regulators and international postal organizations, upcoming international events of a regulatory nature

We welcome contributions from State Post Bureau to be posted on this page

While the site is only in English, we hope you will find it useful and informative.
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Slide 11 (USPS/Private Sector Cooperation)
Postal Service both competes and cooperates with private sector.  Postal system brings opportunities for overall economic growth.  Synergies between competitors.

Commission has role in some of these arrangements.

Worksharing discounts promote efficiencies.  Private sector can access discounts for being more efficient.  Discounts must equal costs avoided.  Commission ensures discounts equal costs avoided.

Use of postal network for last-mile delivery – e.g.., remote areas, Alaska.  Commission must ensure cost coverage for all Negotiated Service Agreements.

Transportation contracts between Postal Service and private sector – use of FedEx air fleet during the day for Priority Mail.

Joint products – e.g., Global Express Guaranteed – day-certain international service offered in alliance with FedEx.  Commission must ensure appropriate cost coverage.  
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Slide 12 Future Issues

Looking ahead, we expect mail volume to continue to decline in the U.S.  And the postal community will continue to explore the role of the mail in the complex communications network of the digital age.  

The U.S. Congress may also reconsider the operating model of the PAEA in light of recent developments and experience.  (Reform of reform).

And as the USPS persists in downsizing its network and reducing its service footprint, I expect to see more reliance on regulation of postal services in the United States. 
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Closing Slide (www.prc.gov)
I know I have covered a lot of material in a short time.  If you would like to learn more about the work of the PRC or the performance of the U.S. Postal Service, you can find what you need on our web site: WWW.PRC.GOV.

Also, we have our international web page with links to information about International regulatory developments.  I hope you will find this page very useful and will bookmark it.

Thank you for your kind attention.  I look forward to answering any questions you may have.
#  #  #  #
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