























Ensuring Financial Self
i Sufficiency — The Problem

= No clear definition in
legislation

= Budget-oriented approach
to self sufficiency

s Practice under the PRA
starved Postal Service of
capital

= Congress weakened Postal
Service finances with
multiple budget maneuvers
= Currently near bankruptcy
= Very limited cash
= Large operating losses
= Limited financing options




Ensuring Financial Self

i Sufficiency — Solutions

= A Board of Directors
develops a long-term plan
for financial sustainability

Approved by shareholding
department/authority

Includes service objectives
Includes restructuring plan

Sufficient investments for
modernization

Clear sources of operatin
profits from products an
services

= Basic letter rate allowed to
rise faster than cap

= Financial framework
= Sufficient cash flow to fund

capital expenditures,
working capital, and
payment of dividends

EBITDA such that
government debt or
government guarantee of
debt not required

Commercially acceptable
rate of return

Transition financing
approved by govt. creditor

Pricing and operating

freedom subject to service
obligations



New Realties of Serving Wholesale
‘LCustomers — The Problem

= Currently generates
70% of revenue and
80% of USPS volume

= Share growing

= Highly economically
sensitive

= Return focused — mail
must earn a return or
not sent




New Realties of Serving

i Wholesale Customers — Solutions

USO = common carrier
obligation

No monopoly for service
to wholesale customers

Streamlined access to
simplify process

Vertical integration back
to the concept

Diversification into
complementary
services/products

= Minimal price regulation
= Only monopoly products

= Free to respond to
services and prices
offered by upstream
service providers

= Contract rates without
review
s Standard business
terms

= Competition regulation
only ex-post



New Realities of Serving Retalil
Customers — the Problem

= Demand declining for over a
decade at a 4% rate

= Share of revenue should fall
below 30% soon

= Existing retail model makes
little sense for customers or
Post Office

= T00 complicated
= 100 few hours
= 100 few customers

= Too expensive as stand
alone operation

= Changes status quo creates
greatest political challenges




New Realities of Serving Retalil
Customers — Solutions

= Specific service requirement a1
= Number of outlets
= Distance from outlet

= No method required =—a '], ‘
= Franchises § s
= Product simplification = al AN
= Self Service e

= Diversification into:
Financial services
Government services
Logistics

Packing/shipping/office
supplies/copying, etc

= Software/consulting




New Operating Realities — the
Problem

= Customers require that
costs are driven by
market prices

= Operating network —
poor fit for price/service
driven operating model

= Leaner network with
fewer facilities in optimal
locations
= Retail model no longer
fits customer needs at a
reasonable cost




New Operating Realities —
Solutions

= No political interference = Repeated as

= Design of operating plan technology/demand
= Implementation of changes
operating plan = Scale of change
= New operating plan depends on:
= Includes significantly = Financial challenge
fewer processing plants . Current network’s
= Shorter processing time efficiency given existing
« Financially viable technology
Approved bv entit = Near-term demand
= APP y y projections

providing financing



Funding Transition and
Modernization — the Problem

= Significant cash needs to
cover existing and projected:

= Operating losses o

= Retiree healthcare payment Sl

schedules —

= Workers compensation
payments

n ?ignificant transition costs
or:
= right-sizing the workforce

= modernizing the retail
network

= optimizing the processing
network
= Minimal cash and borrowing
capability
= Congress is involved
annually




Funding Transition and
Modernization — Solutions

= Removed civil service = Sources of capital

liabilities

= Retirement benefits
No confiscatory financial
demands

= Standard accounting

= Limitations of actions as
creditor (frees cash)

Focus on creating a clean
balance sheet

Freedom to change rates
and operations to meet
financial objectives

= Seed capital in the form
of corporate assets

= Development rights for
real estate

= Debt

= Transition financing

= USRA — government
entity responsible for
approving operating plan
and needed financing
during transition

= Similar to creditor
committee in bankruptcy



Creating a Workforce for the
Long Term — the problem

= Four decades old labor and
employment law framework

= Market realities require flexibility
to deal with:
= Cyclicality of demand

= Technology and shorter
processing times

= Declining volumes
= Changing skill requirements
= Mismatch between civil service
and proper compensation
structure
= Sales
= Technical positions
= Mid-level management
= Easing transition requires long

term rewards for dealing with
near-term pain




Creating a Workforce for the
Long Term — Solutions

Employment law

Private sector labor law (like

Civil service employment
law/compensation
replaced/phased out

Private sector employment
law/compensation practice
installed

Some hybrid models exist

NLRA)

Strikes acceptable

RLA — not an option

Freezes contracts

Protects union leadership
from tough negotiations

= More flexible workforce
= Scheduling
= Size
= Minimal craft barriers

U TechnicaI/saIes/manaPement
compensation rationa

= Non-standard employment
contracts

= Part-time/casual to deal
with cyclical demand

= Focus on workforce planning
= Retention while downsizing
= Succession planning
= Continuous training
= Retention of key skills



‘L Postal Operators

Government
Department

Poste Italiane TNT

Deutsche
Japan La Poste New Zealand Post
Post (France) Post Posten AB
Denmark Post

Canada

Post La Poste

(Belgium)

Australia Austrian Post

Post

Royal Mail Malta Post




Federally run / sponsored /
‘L supported / created entities

Government
Department

FDIC PBGC Chrysler
1979
National Weather AMTRAK 1972+ || AMTRAK 1970
Service
: CONRAIL 1976 CONRAIL
Regional Power
o : 1987
Administrations

Uranium Enrichment Program — 1950 until 1992

USEC 1992 USEC 1998
GM and

TVA Chrysler 2008




i Business Model Options

= Governmental Models
= Government department — Post Office Department

= Government enterprise — status quo
= existing model

= Government enterprise — relaxed constraints

= Relaxed human capital, financial, operating, marketing,
and competitive constraints

= Corporate Models
= Government-owned corporation
= Private sector corporation



Characteristics of Business

i Models

= Corporate governance

= Financial management

= Operations management
= Marketing management
= Human resources

= Labor relations




Governmental/Corporate
i Differences

= Corporate Governance

= Separation of policy, regulatory and
operating roles

= Selection of board

= Financial objective

» Independence from interference
= Congressional oversight

= Restrictions on diversification




Governmental/Corporate
i Differences (cont’d)

= Financial Management

= Independence from budget

= GAAP

= Government
= Modified government
= Private sector

= Investment financing
= Taxes and dividends




Governmental/Corporate
i Differences (cont’d)

= Operations Management
= Role of fairness objectives

= Freedom to restructure operations and modernize
retail service

= Purchasing management

= Service quality — businesses imperative vs.
regulatory requirement

= Marketing Management
= Freedom to use market-based pricing
« Extent of requlatory review of prices




Governmental/Corporate
i Differences (cont’d)

= Human Resource Management

= Civil service vs. private sector employment law
= Reduction in force (RIF) rules
= Grievance procedures

= Use of market based compensation for non-union
employees

= Opportunities for gain sharing
= Labor relations

= Does not have to change
= NLRA with right to strike only real option




Conclusions

= All models will deal with the same set of
challenges
= Proposed models should be judged by how well
they can deal with challenges
= Policy choice drivers

= Macro-economic impact of a dysfunctional mail
market
= Financial risks to the treasury

= Cultural aversion to government enterprises
competing with private sector

= Willingness of Congress to let go
= Legislative process preference for status-quo



i Conclusions (cont’d

= Governmental model employed when

Strong belief that natural monopoly exists
Postal operator plays a unigue national role

Existing processes, employees, and industry
stakeholders require protection from change

Mail treated as a sunset, industry — policy goal is
to manage the death spiral

Mail treated as an environmentally harmful
industry and should be encouraged to die



i Conclusions (cont’d)

= Corporate Model Preferred

= No empirical support for governmental model
as a preferred choice

= Corporate models most likely to have a positive
macro-economic impact

= Corporate models most likely have the least
financial risk to the Treasury

» Corporate models most likely to meet needs of all
customers

= Corporate models provide employees only
opportunity for_long-term gain after
significant pain of restructuring




i Conclusions (cont’d)

= Transition to corporate model untested at this scale

Amtrak & Conrail previously private

US Enrichment Corporation — few employees; mostly a
single contractor

No US experience with Crown Corporation operating under
private law

= EXisting government enterprises not equivalent either

TVA - limited competition and less dynamic business mo
PBGC — significant contractor and human capital issues

Numerous examples of problems that government
enterprises and departments have in adjusting to rapid
changes in demand



Conclusions (Cont'd)

= Independent trustee most likely required
=« Example — USRA for Conrail

= Serves federal interest in repayment of obligations of Postal
Service incurred during transition

= Ensures a realistic capital investment/ operating/marketing
financial plan that can pay obligations
= Authority of trustee should include:

= Approval of operating plan that matches demand and service
requirements of customers
= Approval of modernized retail strategy

= Approval capital spending plan that requires extraordinary
funding
= Additional debt financing
= Transition expenses



