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Chapter I. Overview

Purpose of This Report

Prior to Fiscal Year 2012, the Commission’s Annual Compliance Determinations (ACD)
included a chapter reporting on the Postal Service’s overall financial health that identified
certain Postal Service financial highlights or setbacks for the year under review, but was
not a comprehensive discussion of the financial position of the Postal Service. Given the
continued interest in the Postal Service’s financial health, the Commission determined that
providing a separate, more comprehensive financial review would be beneficial.

This report provides an in-depth analysis of the Postal Service’s financial health primarily
using information reported in its FY 2019 Form 10-K measured against FY 2018 and its FY
2019 Integrated Financial Plan (Financial Plan). Additionally, data filed with the FY 2019
Annual Compliance Report (ACR), such as the Cost and Revenue Analysis report

(CRA), the Cost Segments and Components (CSC) report, and the Revenue, Pieces, and
Weight (RPW) report, are utilized in developing this report.

The FY 2019 analysis does not include the impact of COVID-19 on the Postal Service.
However, unaudited current volumes and preliminary financial projections provided by the
Postal Service point to precipitous declines in mail volume and revenue, which would
exacerbate the large financial losses it experienced in FY 2019. The Commission continues
to communicate with the Postal Service and policymakers regarding the effects of the
COVID-19 pandemic and the rapidly evolving financial situation of the Postal Service.

This year’s report is comprised of four chapters. Chapter 1 provides a summary of the
Commission’s findings. The first section presents highlights from the remaining chapters.
The second section presents a high-level view of the Postal Service’s Income Statement and
Balance Sheet.

Chapter 2 analyzes the Postal Service’s overall financial status, with a focus on key figures
in the Income Statement, Balance Sheet and Cash Flow Statement. The Commission
evaluates relationships between the essential components of the Postal Service’s financial
statements to understand the Postal Service’s profitability, stability, and long-term
viability.

Chapter 3 describes the calculation of attributable and institutional cost and examines the
overall trends for Market Dominant and Competitive products and services. It includes
comparisons of volume, revenue, and cost between FY 2018 and FY 2019 as well as trend
analyses that highlight changes in volume, revenue, and cost that have occurred over time.
[t also provides analyses by cost segment.
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This year the Commission has restructured its analysis of the Postal Service’s Financial
Results, moving the financial ratio analysis from Chapter 4 to Chapter 2 and developing a
new Chapter 4 that divides broad categories of costs into segments categorized by function
and includes a discussion of labor costs and workhours. The Commission then develops a
contribution margin income statement that separates attributable and institutional costs
by cost segments and facilitates analysis of the relationships between revenue, attributable
costs, institutional costs, and overall net income or loss. The new Chapter 4 aims to provide
a different view of the current financial condition of the Postal Service.

The Postal Service Is Not Financially Stable—
Key Findings

The Postal Service remains on an unsustainable financial path. In FY 2019, the Postal
Service recorded a net loss from operations?! of $3.2 billion,2 an increase of 53 percent over
the previous year. This loss represents a $1.1 billion decline in profitability. The increase in
the FY 2019 net operating loss is the result of higher operating expenses.3 Net operating
expenses were $1.6 billion higher than in FY 2018, primarily driven by increases in
compensation and benefits and transportation costs.

When Non-operating Expenses (NOEs) are included,* the net operating loss of $3.2 billion
becomes a total net loss of $8.8 billion. This is a decline of $4.9 billion compared to FY
2018. The decline is largely driven by an increase in the non-cash adjustment to the
workers’ compensation expense, resulting from a lower discount rate.>

Figure I-1 shows net income (loss) and net operating income (loss) results for the period
FY 2010 to FY 2019.6

1 United States Postal Service, 2019 Report on Form 10-K, November 14, 2019 (Postal Service FY 2019 Form 10-K). Net income or loss from
operations is also referred to as net operating income (loss).

2 The Commission’s calculation of net operating income (loss) differs from the controllable net income (loss) reported in Postal Service Form 10-
K by a negative $226 million and $138 million for FY 2019 and FY 2018, respectively. The Postal Service excludes the difference in the normal
cost of Retiree Health Benefits from its controllable income (loss) because it is the result of actuarial changes. Postal Service FY 2019 Form 10-K
at 18.

3 Operating expenses include compensation and benefits, transportation, as well as supplies and services, depreciation and amortization, rent,
utilities, vehicle maintenance, delivery vehicle fuel, information technology and communications, rural carrier equipment maintenance and
miscellaneous other.

4 NOEs include all non-cash workers’ compensation costs, accruals to retirement accounts, and one-time adjustments.

5 As will be discussed in more detail below, the workers’ compensation expense is highly sensitive to changes in interest rates and the
fluctuation in the non-cash adjustment has no effect on Postal Service’s cash or operations.

6 The Postal Service’s fiscal year runs from October 1 of the preceding year through September 30.
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Figure I-1
Postal Service’s Financial Condition Has Declined in the Last Three Years
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Source: United States Postal Service, 2010 Report on Form 10-K, November 15, 2010; United States Postal Service, 2011 Report on Form 10-K
[Erratum], November 16, 2011; United States Postal Service, 2012 Report on Form 10-K, November 15, 2012; United States Postal Service, 2013
Report on Form 10-K, January 31, 2014; United States Postal Service, 2014 Report on Form 10-K, December 5, 2014; United States Postal
Service, 2015 Report on Form 10-K, November 13, 2015; United States Postal Service, 2016 Report on Form 10-K, November 15, 2016; United
States Postal Service, 2017 Report on Form 10-K, November 14, 2017; United States Postal Service, 2018 Report on Form 10-K, November 14,
2018 (Postal Service FY 2018 Form 10-K); Postal Service FY 2019 Form 10-K (collectively, Postal Service Form 10-K, FY 2010-FY 2019).

As seen in Figure -1, the Postal Service has not had a profitable year in the last decade.
Even when excluding NOEs, the Postal Service has posted a net operating income for only
three of the last 10 years, FY 2014 through FY 2016, when the exigent price increase was in
effect.”

These continuing losses have negatively affected the financial position of the Postal Service,
creating a substantial gap between the Postal Service’s assets and liabilities. During FY
2019, total assets decreased by $1.1 billion while total liabilities increased by $7.8 billion.
At the end of FY 2019, the Postal Service recorded total assets of $25.6 billion and total
liabilities of $97.2 billion. In FY 2019, the Postal Service continued to accrue unpaid RHB
expenses which, at the end of FY 2019, totaled $47.2 billion. In FY 2019, the Postal Service
had current assets of $10.8 billion and current liabilities of $66.3 billion as seen in

Figure I-2.

7 From January 2014 to April 2016, an exigent price surcharge allowed the Postal Service to recover $4.6 billion in net revenue above its price
cap due to volume declines attributable to the Great Recession.
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Figure I-2
The Gap Between the Postal Service’s Current Assets and Current Liabilities Has Increased
Considerably Over the Last Decade
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Source: Postal Service Form 10-K, FY 2010-FY 2019.

If current assets are insufficient to meet its short-term liabilities, the Postal Service could
have problems paying its creditors in the short term. As seen in Figure [-2 above, the gap
between current assets and current liabilities has increased substantially since FY 2010. A
restructuring of short-term debt to long-term debt in FY 2019 led to a $3.1 billion decrease
in current liabilities, the only such decrease since FY 2010. At the end of FY 2019, the Postal
Service’s outstanding debt, issued to the Federal Financing Bank, was financed at longer-
term fixed rates and considered noncurrent.

The Postal Service’s liquidity continued to improve in FY 2019. During FY 2019, the Postal
Service paid down a portion of its debt, allowing for $4 billion in available borrowing
authority. Its debt includes two revolving credit facilities with the Federal Financing Bank,
neither of which are fully drawn. There are two reasons for the improved liquidity: (1) the
Postal Service has not made a payment to the RHBF since FY 2010, and (2) beginning in FY
2017, the Postal Service has been required by statute to begin paying the amortization of
the unfunded retirement benefits for the Federal Employees Retirement System (FERS)
and Civil Service Retirement System (CSRS). The Postal Service has not made the required
payments for these unfunded pension liabilities.
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Financial sustainability continues to erode due to large personnel-related liabilities and the
slow replacement of fully depreciated capital assets. The overall financial condition is
adversely impacted by insufficient current assets (42 percent of total assets) to cover
current liabilities (68 percent of total liabilities).

At the end of FY 2019:
e The Postal Service’s total net loss in FY 2019 was $8.8 billion.

e The Postal Service’s cash and cash equivalents total, excluding $0.3 billion in
restricted cash, was $8.8 billion; $1.3 billion lower than at the end of FY 2018. The
Postal Service built up its cash by taking extraordinary actions to preserve liquidity,
including defaulting on its prefunding obligations and failure to make payments
towards FERS and CSRS, cutting operating costs, and suspending all but the most
essential capital investments.

e The Postal Service had $4 billion in available borrowing authority, resulting from
payments to the United States Department of Treasury made during the fiscal year. 8
However, significant balance sheet liabilities and off-balance sheet unfunded
liabilities for pension and annuitant health benefits threaten the improvements in
liquidity.

e The Postal Service recorded a $71.5 billion net deficit consisting of an accumulated
deficit of $74.7 billion offset by capital contributions of $3.1 billion. This is primarily
the result of several years of net operating losses that started in FY 2007.

e The Postal Service’s labor costs are large. Compensation and benefits expenses
made up 70.3 percent of Postal Service’s total costs in FY 2019. Though the Postal
Service aggressively reduced workhours between FY 2009 and FY 2014, this trend
reversed in 2015 and workhours have continued to increase annually since then.

e First-Class Mail, Marketing Mail, and Shipping and Packages are the most important
products for the Postal Service’s finances. Combined, they provided 93 percent of
the revenue from Mail and Services in FY 2019. With the exception of an anemic
increase in Shipping and Packages volume, both First-Class Mail and Marketing Mail
experienced volume declines. This means that in FY 2019, total revenue increased
by less than 1 percent, while total cost increased by 7.3 percent.?

8 In September 2018, the Postal Service paid down its debt by $1.8 billion, the first reduction in its annual debt since 2005. It made an additional
payment of $2.2 billion in FY 2019.

° Total costs are separated into attributable costs and institutional costs (also known as common costs). Attributable costs include items like
mail processing, delivery carriers, transportation, and retail transactions. Total attributable costs increased by 2.2 percent in FY 2019. The
percentage of costs that are attributable as reported in the CRA were 56 percent in FY 2019. Institutional costs include items like delivery
infrastructure (i.e., 160 million delivery points in 2019), administrative support, and retail infrastructure (i.e., 31,322 post offices). In addition,
the Postal Service’s institutional cost also includes substantial costs for retirement-related obligations and workers’ compensation. These costs
are impacted by actuarial assumptions, health care inflation rates, and discount rates, and they experience more year-to-year fluctuation than
the costs for common overhead that are largely driven by inflation. Total institutional costs increased 14.6 percent in FY 2019.
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In FY 2019, consumer price index (CPI)-based price increases were not enough to
offset revenue lost from declining Market Dominant mail volumes. Total Market
Dominant revenue decreased by 1.6 percent.

Several Market Dominant products failed to generate sufficient revenue to cover
attributable cost. The total negative contribution to institutional cost from these
products amounted to $1.7 billion in FY 2019.

While parcel growth has been a bright spot in the Postal Service’s finances, in FY
2019, Competitive products volume grew 0.2 percent, a rate of growth much lower
than the 11.0 percent growth rate in FY 2018. Total revenue increased by 5.0
percent or $1.1 billion and attributable cost increased by 3.2 percent or $0.5 billion.
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Chapter Il. Postal Service Financial Status

Introduction

This chapter analyzes the Postal Service’s overall financial status, with a focus on key
figures in the financial statements. The Commission evaluates relationships between the
essential components of the Postal Service’s financial statements to understand the Postal
Service’s profitability, stability, and long-term viability.

The Commission’s analysis, primarily based upon the Postal Service’s Form 10-K financial
statements for FY 2019 and FY 2018, provides a basis for comparison. The Commission
also incorporates select key financial data from relevant time periods to support this
analysis.

The Postal Service’s Form 10-K report consists of:

e Income Statements, which measure the Postal Service’s financial performance
(profit and loss) over the fiscal year

e Balance Sheets, which summarize the Postal Service’s assets and liabilities held at
the end of the fiscal year

e Statements of Changes in Net Deficiency, which combine the accumulated net deficit
from operations and initial capital contributions

e Statements of Cash Flows, which measure the Postal Service’s inflows and outflows
of cash during the fiscal year

This chapter is divided into the following sections:

Analysis of Income Statements. This section reviews overall income and expenses and
compares current revenue and expenses with those forecasted for the current year and
reported during the prior fiscal year. It also includes an analysis of key financial ratios that
help the Commission further assess the Postal Service’s profitability.

Analysis of Balance Sheets. This section begins with a summary of the Postal Service’s assets
and liabilities at the end of the fiscal year. The section also discusses changes in net
deficiency, which occurs because Postal Service liabilities exceed its assets. The remainder
of the section provides a financial ratio analysis to assess both the short-term and long-
term stability of the Postal Service.

Analysis of Statements of Cash Flows. This section analyzes the Postal Service’s inflows and
outflows of cash and debt during the year.
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Analysis of Income Statements

To facilitate a detailed financial analysis of the Postal Service’s Income Statements, the

Commission separately identifies elements of reported operating revenue and operating

expenses.

Net operating revenue includes mail and services revenue as well as government

appropriations revenue.1? Net operating expense is calculated as total expenses minus
payments for unfunded RHB, the supplemental contribution to the CSRS annuity, the
supplemental contribution to the FERS annuity, and the non-cash adjustments to the

workers’ compensation liability. These adjustments and expenses are properly recognized
as accrual entries on the Postal Service’s Income Statements and are disaggregated by the
Commission to provide an in-depth analysis of the financial results for FY 2019. Table II-1
illustrates the Commission’s disaggregated version of the Income Statements.

Table 1I-1

Analysis of Postal Service Income Statements, FY 2019 and FY 2018

($ in Millions)

FY 2019 $ Variance

FY 2019 FY 2018 $ Variance Plan from Plan

Net Operating Revenue $ 71,154 |$ 70,660 | S 494 $ 71981 |$ (827)
Operating Expense as Reported by the Postal Service 79,879 74,445 5,434 78,549 1,330
Less: Amortization of RHB Unfunded Liability (789) (815) 26 (1,100) 311
Amortization of CSRS Unfunded Liability (1,617) (1,440) (177) (1,440) (177)
Amortization of FERS Unfunded Liability (1,060) (958) (102) (958) (102)
Non-Cash Change to Workers' Compensation Liability (2,155) 1,389 (3,544) - (2,155)
Net Operating Expense $ 74,258 |$ 72621 (S 1,637 $ 75,051 | $ (793)
Interest Income 152 123 29 148 4
Interest Expense 240 251 (11) 220 20
Net Income (Loss) from Operations S (3,192)|$ (2,089)|$ (1,103) [$ (3,142)| $ (50)
Amortization of RHBF Unfunded Liability 789 815 (26) 1,100 (311)
Amortization of CSRS Unfunded Liability 1,617 1,440 177 1,440 177
Amortization of FERS Unfunded Liability 1,060 958 102 958 102
Non-Cash Change to Workers' Compensation Liability 2,155 (1,389) 3,544 - 2,155
Net Loss $ (8,813)| s (3,913)[$ (4,900) |$ (6,640)| 5 (2,173)

Decrease in revenue and expense is denoted by (). Increase in net loss is denoted by ().

Numbers may not add across due to rounding.

Source: Docket No. ACR2019, Library Reference USPS-FY19-5, December 27, 2019; Docket No. ACR2018, Library Reference USPS-FY18-5,
December 28, 2018; FY 2019 Plan data from USPS Preliminary Financial Information (Unaudited), September 2019, November 14, 2019, file

"2019.11.14 September 2019 Monthly Financial Report to the PRC.pdf" (Postal Service September 2019 PFI Report).

The Postal Service incurred a net operating loss of $3.2 billion in FY 2019. In FY 2018, the
Postal Service had a net operating loss of $2.1 billion. The FY 2019 loss represents a $1.1

91n FY 2019, $71 billion (99.8 percent) of total Postal Service revenue came from the sale of postage and mail services. It received a small
governmental appropriation for providing free mail for the blind and overseas voting and a few other programs.
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billion decline in profitability.11 The FY 2019 net operating loss is the result of higher
operating expenses. Net operating expenses were $1.6 billion higher than in FY 2018,
primarily driven by increases in compensation and benefits and transportation costs.
Operating revenue increased by $0.5 billion but was not enough to offset the increase in
expenses.

After all adjustments and expenses are included, the net operating loss of $3.2 billion
becomes a total net loss of $8.8 billion. This is a decline of $4.9 billion compared to FY
2018. The decline is largely driven by an increase in the non-cash adjustment to workers’
compensation expense, resulting from a lower discount rate. Table II-2 details unpaid
retirement expenses!? for FY 2019 and FY 2018.

Table lI-2
Postal Service Unpaid Retirement Expenses, FY 2019 and FY 2018
($ in Millions)

FY 2019 FY 2018 S Variance

Annual Amortization of CSRS Unfunded Liability S 1,617 | $ 1,440 | $ 177
Annual Amortization of FERS Unfunded Liability 1,060 958 102
Amortization of RHBF Unfunded Liability 789 815 (26)
Normal Costs of Retiree Health Benefits 3,775 3,666 109
Total Retirement Expense S 7,241 | S 6,879 | $ 362

Source: Postal Service FY 2019 Form 10-K at 63.

Beginning in FY 2017, the Postal Service was required to begin making annual amortization
payments to pay down the unfunded CSRS liability by FY 2043, pursuant to the PAEA.13 The
U.S. Office of Personnel Management (OPM) billed the Postal Service for $1.6 billion and
$1.4 billion for this liability in FY 2019 and FY 2018, respectively.

The Postal Service is required to make annual amortization payments to pay down the
unfunded FERS liability over a 30-year period. OPM billed the Postal Service for $1.1 and
$1.0 billion for amortization of this liability in FY 2019 and FY 2018, respectively. The
PAEA established the RHBF to fund long-term RHBs for postal employees, retirees, and
their survivors. From FY 2006 through FY 2016, the PAEA required the Postal Service to
make annual payments into the RHBF in order to prefund future liabilities. Beginning in FY
2017, these payments were replaced with annual amortization of the unfunded obligation
as determined by OPM. In addition, the Postal Service began accruing the normal costs of
retiree health benefits, also determined annually by OPM. In FY 2019, OPM billed the Postal

11 The Commission’s calculation of net operating income (loss) differs from the controllable net income (loss) reported in Postal Service Form
10-K by negative $226 million and $138 million for FY 2019 and FY 2018, respectively. The Postal Service excludes the difference in the normal
cost of RHBs from its controllable income (loss) because it is the result of actuarial changes. Postal Service FY 2019 Form 10-K at 18.

12 Normal cost is the present value of the estimated RHB attributable to active employees’ current year of service.

1B d. at 30.
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Service for both the amortization payment and normal costs of retiree health benefits in
the amounts of $0.8 billion and $3.8 billion, respectively.1*

MARKET DOMINANT REVENUE COMPARED TO PRIOR YEAR

The discussion in this section summarizes the overall revenue by class for Market
Dominant products. Chapter 3 presents a more detailed discussion of revenue by class and
product. Table II-3 shows FY 2019 and FY 2018 revenue by class.

Table 1I-3
Revenue by Market Dominant Class?®, FY 2019 and FY 2018
($ in Millions)
FY 2019 FY 2018 SVariance % Variance
First-Class Mail S 25,462 | S 26,016 | S (554) (2.1%)
Marketing Mail 16,407 16,554 (147) (0.9%)
Periodicals 1,194 1,277 (83) (6.5%)
Package Services 821 828 (6) (0.8%)
Ancillary and Special Services 1,810 1,725 85 4.9%
Subtotal Market Dominant Mail and Services Revenue S 45,695 | $ 46,400 | $ (705) (1.5%)
Other 1,299 1,196 103 8.6%
Total Market Dominant Mail and Services Revenue S 46,994 | $ 47,596 | $ (602) (1.3%)

Decrease in revenue is denoted by ().
Numbers may not add across due to rounding.
Source: Library Reference PRC-LR-ACR2019/1, March 25, 2020; Docket No. ACR2018, Library Reference PRC-LR-ACR2018/1, April 12, 2019.

Total Market Dominant Mail and Services revenue declined 1.3 percent from the prior year.
First-Class Mail revenue declined by 2.1 percent and USPS Marketing Mail revenue declined
by 0.9 percent. Periodicals revenue declined by 6.5 percent and Package Services revenue
declined by 0.8 percent. The only Market Dominant class with increased revenue was
Ancillary and Special Services,1¢ which increased by 4.9 percent compared to FY 2018. CPI-
based price increases were not enough to offset revenue lost from declining volumes.
Figure II-1 isolates the change in Market Dominant revenue due to changes in mail volume,
mail mix, and average revenue per piece for each year since FY 2014. The exigent surcharge
was in effect between FY 2014 and FY 2016.17 In FY 2016, Market Dominant products
generated exigent surcharge revenue for 6 months before the surcharge expired in April
2016. The expiration of the exigent surcharge is the primary reason for the decline in
revenue per piece in FY 2017.18

14 The Postal Service states that “We did not make any of these 2019, 2018 or 2017 payments totaling approximately $13.3 billion as of
September 30, 2019, in order to preserve liquidity and to ensure that our ability to fulfill our primary universal service mission was not placed at
undue risk.” Postal Service FY 2019 Form 10-K at 6.

15 Other Market Dominant revenue includes appropriations, miscellaneous item revenue, and revenue foregone.

16 Ancillary and Special Services includes Certified Mail, Insurance, and Return Receipts, etc.

17 See Docket No. R2013-11, Order Granting Exigent Price Increase, December 24, 2013 (Order No. 1926).

18 The change in revenue per piece is affected by more than just rate changes. Changes in average weight per piece and—in the case of
Periodicals—changes in the editorial/advertising content also influence the overall average revenue per piece. However, the predominant
factor affecting changes in revenue per piece is generally changes in rates.
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Figure 11-1
Change in Market Dominant Revenue Due to Changes in Mail Volume, Mail Mix, and Average
Revenue per Piece, FY 2014-FY 2019
($ in Millions)
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Source: PRC derived from Docket No. ACR2014, Library Reference USPS-FY14-42, December 29, 2014; Docket No. ACR2015, Library
Reference USPS-FY15-42, December 28, 2015; Docket No. ACR2016, Library Reference USPS-FY16-42, December 27, 2016; Docket No.
ACR2017, Library Reference USPS-FY17-42, December 29, 2017; Docket No. ACR2018, Library Reference USPS-FY18-42, December 28, 2014;
Library Reference USPS-FY19-42, December 27, 2019 (collectively, Postal Service RPW Report, FY 2014—-FY 2019).
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Table I1-4 shows the changes in revenue caused by revenue per piece, volume, and mail mix
fluctuations. In order to analyze the change in revenue for FY 2019, the Commission
isolates changes in revenue per piece, volume, and mail mix fluctuations. As Figure II-1 and
Table I1-4 show, for Market Dominant products, increases in revenue per piece were not
enough to offset volume decline and mail mix changes.

Table 1I-4
Disaggregation of Change in Market Dominant Revenue, FY 2019
($ in Millions)
Change in
. Change in Change in
Revenue from .
. Revenue from Revenue from Net Changein
Changes in . . :
Changes in Changes in Mail Revenue
Revenue per .
. Volume Mix
Piece
First-Class Mail S 277 | S (672)] S (159)[ s (554)
Periodicals 9 (33) (59) (83)
USPS Marketing Mail 198 (428) 82 (147)
Package Services 18 (21) (3) (6)
Special Services 71 (45) 59 85
Total Market Dominant | $ 573 | $ (1,199) $ (79)| S (705)

Source: PRC derived from Postal Service RPW Report, FY 2014—-FY 2019.

Although Market Dominant mail revenue increased by $573 million primarily from the
January 2019 price increases,!? declines in volume resulted in a $705 million net decrease
in Market Dominant mail revenue. First-Class Mail and USPS Marketing Mail lost $672
million and $428 million, respectively, from volume declines. Mail mix fluctuations resulted
in revenue declines in First-Class Mail ($159 million) and Periodicals ($59 million). Overall
mail mix changes had a slight effect on overall revenue decline, accounting for $79 million
of the total Market Dominant revenue loss.

19 See Docket No. R2019-1, United States Postal Service Notice of Market Dominant Price Change, October 10, 2018.
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COMPETITIVE PRODUCT REVENUE COMPARED TO PRIOR YEAR

Competitive products’ overall revenue increased $1.2 billion or 5.0 percent. The
Competitive products price increase (effective January 27, 2019)20 was the primary driver
of the overall increase in revenue. Table II-5 compares revenue for Competitive products
between FY 2019 and FY 2018.

Table II-5
Competitive Product Revenue, FY 2019 and FY 2018
(S in Millions)
FY 2019 FY2018  $Variance % Variance
Priority Mail S 9,464 | $ 9,103 | $ 361 4.0%
Total Ground 7,271 6,912 359 5.2%
First-Class Packages 4,466 3,871 596 15.4%
Priority Mail Express 716 751 (35) (4.7%)
International 1,380 1,537 (157) (10.2%)
Ancillary and Special Services 911 883 27 3.1%
Subtotal Competitive Products Mail and Services Revenue | $ 24,207 | $ 23,057 | $ 1,150 5.0%
Other Revenue 141 129 12 9.0%
Total Competitive Products Mail and Services Revenue S 24,348 | $ 23,187 | $ 1,162 5.0%

Decrease in revenue denoted by ().
Numbers may not add across due to rounding.
Source: Library Reference PRC-LR-ACR2019/1; Library Reference PRC-LR-ACR2018/1; Library Reference USPS-FY19-42.

EXPENSE ANALYSIS AS COMPARED TO PRIOR YEAR

As shown in Table II-6, total expenses increased by $5.4 billion (7.3 percent) in FY 2019.
Total operating expenses increased by $1.6 billion due to increases in personnel ($1.1
billion) and transportation ($0.3 billion) expenses. Lower discount rates used to calculate
the non-cash portion of workers’ compensation during FY 2019 resulted in an increase of
$3.5 billion to the non-cash adjustment to workers’ compensation. CSRS and FERS
amortization payments also increased by $177 million and $102 million, respectively, but
were offset slightly by a $26 million decline in the RHB amortization payment.

20 See Docket No. CP2019-3, Order Approving Price Adjustments for Competitive Products, November 13, 2018 (Order No. 4876).
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Table 11-6
Total Expenses, FY 2019 and FY 2018
($ in Millions)

% of Total Expenses
FY 2019 FY 2018 $ Variance % Variance FY 2019 FY 2018

Compensation & Benefits Expenses:

Salaries and Benefits $ 50,723 |$ 49,684 | S 1,039 2.1% 63.5% 66.7%
Workers' Compensation - Cash Outlays 1,349 1,393 (44) (3.2%) 1.7% 1.9%
Normal Costs of Retiree Health Benefits 3,774 3,666 108 2.9% 4.7% 4.9%
Other Personnel-Related 317 320 (3) (1.0%) 0.4% 0.4%
Subtotal Personnel Expenses Excluding Systemwide Personnel Expenses $ 56,163 [ $ 55,063 |$ 1,100 2.0% 70.3% 74.0%
Transportation 8,184 7,861 323 4.1% 10.2% 10.6%
Other Expenses 9,911 9,697 214 2.2% 12.4% 13.0%
Total Operating Expenses $ 74,258 | $ 72,621 |$ 1,637 23% 93.0% 97.5%
Systemwide Personnel Expenses:

Non-Cash Change to Workers' Compensation Liability 2,155 (1,389) 3,544 NMF 2.7% (1.9%)
Amortization of RHB Unfunded Liability 789 815 (26) (3.2%) 1.0% 1.1%
Amortization of FERS Unfunded Liability 1,060 958 102 10.6% 1.3% 1.3%
Amortization of CSRS Unfunded Liability 1,617 1,440 177 12.3% 2.0% 1.9%
Total Expenses $ 79,879 |$ 74,445 |$ 5,434 7.3% 100.0% 100.0%

Decrease in expenses is denoted by (). NM denotes not meaningful.

Numbers may not add across due to rounding.

Source: PRC derived from United States Postal Service, National Trial Balance and Statement of Revenue and Expenses, September 2019,
November 14, 2019 (September 2019 Postal Service National Trial Balance); United States Postal Service, National Trial Balance and Statement
of Revenue and Expenses, September 2018, November 14, 2018 (September 2018 Postal Service National Trial Balance).

PERSONNEL EXPENSES AS SHARE OF TOTAL EXPENSES

In FY 2019, personnel expenses excluding system-wide costs for non-cash adjustment to
workers’ compensation and amortization costs of unfunded retirement liabilities made up
70.3 percent of total expenses. This was a decline of 3.7 percentage points from FY 2018,
when these expenses constituted 74.0 percent of total expenses. Although these personnel
expenses increased by 2.0 percent over FY 2018, the variance in total expenses was much
higher, primarily due to the large year-to-year fluctuation of the non-cash change to
workers’ compensation liability.

Other non-personnel-related expenses, such as purchased transportation costs, were 10.2
percent of total expenses—a decrease in share of 0.4 percentage points from FY 2018.
Other Expenses?! constituted the remaining 12.4 percent share of total expenses, a
decrease of 0.6 percentage points from the prior year.

21 Other expenses are comprised of supplies and services, depreciation and amortization, rent and utilities, vehicle maintenance service,
delivery vehicle fuel, information technology and communications, rural carrier equipment maintenance, and miscellaneous costs. Postal
Service FY 2019 Form 10-K at 38.
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PERSONNEL EXPENSES

Table II-7 shows that total personnel expenses for FY 2019 increased by $4.9 billion from
FY 2018, resulting from increases in both personnel operating expenses ($1.1 billion) and
the non-cash adjustment to workers’ compensation liability22 ($3.5 billion). Compensation,
retirement, and health benefit expenses all increased during FY 2019.

Table 1I-7
Breakdown of Total Personnel Expenses, FY 2019 and FY 2018
(S in Millions)
FY 2019 FY 2018 SVariance % Variance

Total Compensation S 38756 |S 37,795 |S 961 2.5%
Retirement 6,846 6,720 126 1.9%
Health Benefits - Current Employees 5,121 5,169 (48) (0.9%)
Workers' Compensation - Cash Outlays 1,349 1,393 (44) (3.2%)
Normal Costs of Retiree Health Benefits 3,774 3,666 108 2.9%
Other Compensation 317 320 (3) (0.9%)
Total Personnel Operating Expenses $ 56,163 |S$ 55,063 (S 1,100 2.0%
Non-Cash Change to Workers' Compensation Liability 2,155 (1,389) 3,544 NMF

Amortization of RHB Unfunded Liability 789 815 (26) (3.2%)
Amortization of FERS Unfunded Liability 1,060 958 102 10.6%
Amortization of CSRS Unfunded Liability 1,617 1,440 177 12.3%
Total Personnel Expenses S 61,784 |S 56,887 | S 4,897 8.6%

Decrease in expenses is denoted by (). NMF denotes not meaningful figures.
Numbers may not add across due to rounding.
Source: PRC derived from September 2019 Postal Service National Trial Balance; September 2018 Postal Service National Trial Balance.

Total compensation is comprised of salaries for employees (full-time career, part-time
career, and non-career), overtime and leave pay, and performance or arbitration awards.
There are several cost drivers for compensation, including contractual pay increases,
inflation used to calculate semi-annual Cost of Living Allowances (COLAs), number of
overtime workhours, and the composition of the work force. Total compensation in FY
2019 increased by $0.09 billion compared to FY 2018 primarily due to contractual salary
increases,?3 COLAs, and additional overtime hours.24

The Postal Service’s work force is composed of career (full-time and part-time) and non-
career employees, which include postal support employees, city carrier assistants,
mailhandler assistants, and other non-career employees. Table I1-8 shows the number of
employees by type for FY 2017, FY 2018, and FY 2019.

22 Workers’ compensation expense consists of cash payments, miscellaneous expenses, and the net increase (decrease) in the workers’
compensation liability.

2 Postal Service FY 2019 Form 10-K at 25.

% d.
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Table 11-8
Postal Service Employee Complement, FY 2017-FY 2019

FY 2019

FY 2018

Change FY 2019
over FY 2018

FY 2017 Change FY 2018

over FY 2017

Career Employees 496,934 | 497,157 (223) 503,103 (5,946)
Postal Support Employees 26,251 26,386 (135) 26,823 (437)
City Carrier Assistants 42,121 42,115 6 44,486 (2,371)
Mailhandler Assistants 6,369 6,274 95 6,463 (189)
Other Non-Career 61,433 62,515 (1,082) 63,249 (734)
Total On-Roll Employees 633,108 634,447 (1,339) 644,124 (9,677)

Decrease in expenses is denoted by ().

Numbers may not add across due to rounding.

Source: United States Postal Service, On-Roll and Paid Employee Statistics Report, September 2019, October 15, 2019 (Postal Service
September 2019 ORPES Report); United States Postal Service, On-Roll and Paid Employee Statistics Report, September 2018, October 10, 2018
(Postal Service September 2018 ORPES Report); United States Postal Service, On-Roll and Paid Employee Statistics Report, September 2017,
October 6, 2017 (Postal Service September 2017 ORPES Report).

In FY 2019, the Postal Service’s career workforce remained essentially unchanged
compared to the prior year. The non-career workforce declined by approximately 1,000
employees. According to the Postal Service, this change resulted from normal attrition and
conversions of non-career employees to career status as required by operational needs or
contractual provisions.2>

In May 2019, the Postal Service reached a 3-year agreement with the National Rural Letter
Carriers Association, which includes general wage increases of 3.4 percent over the life of
the contract.26 A July 2016 agreement with the American Postal Workers Union included
general wage increases of 3.8 percent over the life of the contract and expired in September
2018. In June 2019, the parties entered into interest arbitration, during which a three-
member arbitration panel will decide the terms of the successor agreement. Both parties
agreed to extend the contract terms until a new contract is reached through the arbitration
process.2” A May 2017, 40-month agreement with the National Association of Letter
Carriers (NALC) included general wage increases totaling 2.5 percent over the life of the
contract. That contract expired in September 2019, after which both parties entered a
dispute resolution process. The NALC agreement’s terms will be applicable until a new
contract is reached.28 Figure II-2 illustrates the change in workhours for all hourly
employees since FY 2004. This timeframe includes a significant reduction in workhours
during the Great Recession and little net change in more recent years.

25 Postal Service FY 2019 Form 10-K at 25.
%6 /d. at 5.

27 |d.

2 |d. at 6.
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Figure 1I-2
Change in Total Workhours, FY 2005-FY 2019
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Source: Postal Service Form 10-K, FY 2004—FY 2019.

Total workhours increased by approximately 3.5 million during FY 2019.2° In FY 2019,
workhours increased in Rural Delivery (3.2 percent), Vehicle Maintenance (2.8