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INTRODUCTION

SMC represents free papers, coupon envelope companies, shared mailers, and other businesses that provide saturation, shared mail advertising services for America’s businesses and consumers.  Collectively, SMC’s individual and association members send over 100 million pieces of mail through the Postal Service each week and provide advertising and marketing services to American businesses and consumers.  SMC’s primary customers, and those most dependent on our services and a viable Postal Service, are America’s small businesses.  For more information on SMC, its customers, and the authors of this testimony, see Appendix A.

EXECUTIVE SUMMARY

· The Postal Service is in urgent need of reform. Its business model is no longer viable for the long term in light of the significant technological changes in its market place.

· Long term viability for the Postal Service requires universal service which must be preserved for every citizen and business

· Saturation Mail is a proven growth opportunity for the Postal Service to help offset the decline in First Class mail.

· Saturation Mailers operate in a highly competitive and price sensitive environment.

· The Postal Service and Saturation Mailers together can prosper, but the Postal Service can also harm itself and Saturation Mailers by raising rates and driving volume out as has been proven in the past.  Saturation Mailers have other delivery options.

· Uncertainty with regard to future rates is an impediment to growth in the Postal Service and its saturation mail customer base.

· As a provider of a mature service, the Postal Service needs to manage its costs and prices down to compete. 

· The Postal Service should be allowed to manage its infrastructure in the most competitive and efficient manner. The cost of any requirement by government to maintain uneconomic infrastructure should be for the account of the government and not a hidden tax on the Postal Service or its customers.

· Labor and benefit costs must be brought inline with the private sector.  This can be done over several years but progress can begin immediately.

· The ratemaking process needs to be dramatically reformed to be less expensive, more flexible, and free from the influence of those who compete against the Postal Service and its customers.  Some regulatory check is necessary to prevent the Service from abusing its monopoly pricing and delivery position.

· The Postal Service’s balance sheet must be strengthened by freeing the Service from historic obligations imposed on it by the federal government that are not directly related to current operations (e.g., pensions and retiree health care).

· The Postal Service should be run like a business with a CEO and qualified Board of Directors capable of articulating and executing a strategy to grow the Postal Service’s core business.

TESTIMONY

SMC thanks the Commission members serving on the President’s Commission and welcomes this opportunity to present its views on the state of the Postal Service.

The mission of the President’s Commission is to make recommendations regarding necessary changes “needed to ensure the viability of postal services.”  Our view is that the Postal Service’s viability is in jeopardy and may be unsustainable without significant changes in its business model and the statute under which it operates.  Our comments address needed changes, so that our members, the mailing industry, and the Postal Service can grow and prosper in the years ahead.

Universal Service: The great value of the Postal Service to Saturation Mailers is that it reaches every home and business.  Virtually all Americans welcome the mail into their homes and workplaces – without charge to the recipient.  The mail remains, as it has been since before the founding of our country, a powerful means of communication and a predominant facilitator of business transactions that bolster our economy.  Any reduction in the universal reach of the Service, any restriction or impediment on access to the mail by anyone, will reduce the power and therefore the value of the enterprise.

Advertising mail supports universal service and helps to make it affordable without a direct subsidy from the government.  While we are beneficiaries of universal service, we are also major facilitators of universal service by our contribution to the fixed costs of the Postal Service.

The Commission should fashion its recommendations to ensure that the Postal Service continues to delivery everywhere to everyone with every American business and consumer entitled to free access to the American postal system and free delivery of mail without an access charge.  The days of delivery and frequency might reasonably be subject to some flexibility based on market conditions (demand) and costs.

The Postal Service and saturation advertising mailers have a symbiotic relationship. SMC members operate in a highly competitive market, competing among themselves and with all other media — television, radio, billboards and other print media such as newspapers and private delivery companies that distribute advertising outside the mailstream through their own delivery networks.  As a result of market forces, the success of our businesses and the volumes of saturation mail we generate are highly sensitive to postal rates.

When the Postal Service is on sound economic footing, restraining its costs and offering affordable rates, both we and the Postal Service prosper. Since 1980, saturation mail volume has grown from about 3 billion pieces annually to more than 12 billion pieces, representing about 6% of total mail volume.  Conversely, as postal rates rise and become unpredictable, our businesses suffer in the marketplace, causing us to lose advertising volumes to non-postal media and forcing us to evaluate shifting our distribution to private delivery to remain competitive.  A prime example of this was the more-than-25% rate increase our industry suffered in 1988 following the R87-1 rate case.  Saturation mail volumes fell dramatically as many companies cut back their distribution or shifted to private delivery.  It took more than five years of relative rate stability for saturation mail volumes to recover to their pre-1988 levels, and even then, substantial volumes never returned to the mail as companies that shifted to private delivery decided to stay there. 

SMC members rely on the Postal Service for reliable delivery of their products at an affordable, competitive price.  However, while we prefer the convenience of postal delivery, we have the alternative of delivering our products privately.  Today, roughly half of all shopper publications in the nation are delivered privately, either by the publication’s own delivery force or by a private delivery company. Within the last decade (a period of relative rate stability), a number of SMC members have been creating private delivery options, both as a means to reduce their current distribution costs and as a hedge against future postal rate increases, moving substantial volumes from mail to private delivery.  The key factors in this postal versus private delivery choice are distribution cost (postal rates) and delivery reliability.  

Our greatest concern as an industry is the uncertainty about the future viability of the Postal Service as an affordable distribution medium.  Uncertainty is itself a barrier to growth.  Postage is by far the largest expense item for saturation mailers, ranging from 25% to 50% of total operating expenses – an expense over which we have no direct control.  Businesses are less willing to undertake the risk of new investment and market expansion in the face of such uncertainty.  This is why the SMC was an early advocate of the creation of a Presidential Commission.

Pricing/Rates: We are in a competitive industry – advertising goods and services.  Our competitors, many of whom don’t use the mail, compete with us on price, often successfully.  We have little price leverage with our customers.  If we try to raise prices our customers either switch to an alternative medium or simply reduce the size of their advertisements so as not to increase the out of pocket expense.  The Postal Service, on the other hand, has the price leverage of a monopoly with a cost-plus method of setting prices.  This puts mailers between a rock and a hard place – we’re caught between our customers (with whom we have little or no price leverage) and increasing costs (due to higher and higher postage rates).  As mailers we have invested in state of the art plant and equipment and in best work practices in order to become the low cost provider .  The Postal Service needs to do the same – to manage costs and prices down in order to compete with the new electronic competition it faces.
Management of the Postal Service: The Postal Service should be empowered to provide its services in the most efficient way possible.  However, if the Postal Service is required to provide non-economic services, the government should underwrite them.  Currently, mailers are being asked to underwrite services that Members of Congress and the U.S. Senate want to provide their local constituents – services that are not necessary to run the Postal Service efficiently.  Efficient processing has become one of the hallmarks of the modern economy, and with these new efficiencies the Postal Service must be able to close non-economic facilities.  When possible, retail services should move to locations where overhead costs can be shared by other activities (such as in pharmacies and grocery stores) – this could actually improve customer access to postal services by providing more locations and longer hours.

Labor and Benefit Costs make the Postal Service uncompetitive.  Postal compensation and benefits are significantly higher than in the private sector, largely a result of the mandatory arbitration imposed by statute, and postal employees are virtually guaranteed a job for life.  Wages and benefits can and should be brought in line over time in ways that don’t cause distress to Postal employees and their families.  No massive layoffs are necessary, but the Postal Service workforce should be allowed to shrink through natural attrition and changes in work practices so that the Postal Service can do more with less.  Wages don’t have to be cut, but their rate of growth must be slowed, even stopped, until wages and benefits are in line with the private sector, perhaps in five or more years  Otherwise productivity will remain stagnant.  On the other hand, each postal employee should be given the opportunity to be rewarded.  Labor needs to have some “skin in the game” through a reward system that rewards results.  Similarly, Postal executives should be compensated in a manner comparable to private sector executives running multi-billion dollar organizations – but only if they risk being fired for non-performance.  

Excessive costs:  As an organization the Saturation Mailers Coalition appreciates the service we receive and values the hard work of Postal employees.  We do not agree with those whose constant refrain is that the Postal Service is rife with waste, fraud, and abuse.  On the other hand, there are some Postal costs that must be brought down if the Postal Service is to be viable in the competitive environment in which it operates.  The Commission should examine all Postal costs that are significantly higher than those in the private sector, and recommend strategies for bringing them down to market levels.  One important example is workers compensation.  According to its Annual Report, workers compensation cost the Postal Service more than $1.5 B in 2002, up 55.8% from the previous year.  While we certainly support treating injured Postal workers fairly, our understanding is that the Postal Service’s workers comp program is more generous than is generally available in the private sector.  These and other excessive costs must be reduced for the Postal Service to be viable.

Setting Postal Prices (Ratemaking):  The process of setting rates needs to be changed.  It is inefficient and highly expensive for all parties concerned.  It harms the Postal Service and its customers.  During rate proceedings, the Postal Service and its customers spend an enormous amount of time and effort fending off vested interests that want the Postal Service to be uncompetitive.  Indeed it is most unusual to have third party competitors interfering in the pricing relationship between the Postal Service and its customers.  It is also ironic that the most vociferous interference in the business relationship between the Postal Service and its mail customers comes from those who enjoy significantly higher operating margins than do mailers.  By way of example, most private carrier delivered newspaper companies (which invest heavily in ensuring mailers receive the highest possible rate increases) operate with margins of 20% to 25%.  ADVO, the only publicly traded company whose primary business is saturation mail and therefore the only saturation mailer whose financials are public information, operates on margins of 7%.
The Commission should recommend a system of price setting that reflects real-world market conditions and is less costly and provides greater pricing flexibility.  However, given the monopoly the Postal Service enjoys, there needs to be a continued check to ensure that there is equity in the pricing structure.

The Postal Service’s Balance Sheet: The Postal Service will not be financially viable until its balance sheet is strengthened.  The balance sheet does not conform to Generally Accepted Accounting Principles (“GAAP”).  With the liabilities imposed upon it by historic legislation added to the balance sheet, GAAP may have determined that the Postal Service was operating while insolvent. In particular, the issues of pensions and retiree health care costs must be addressed.  Indeed such opportunity to address these difficult problems exists now, with the discovery that the Postal Service has been making significant pension overpayments to the government. It is interesting to note that the cash flow statements provided by the Postal Service indicate that the Service generates significant amounts of positive cash flow before the payments it makes to the government. Given the amounts the Postal Service has to pay to the government, the recent increases in postal rates represent an additional hidden tax on the American people.

Current and future mailers should not be forced to pay for decisions made in the political arena years ago.  On the contrary, the burdens of these past decisions need to be lifted for the Postal Service (and its customers) to be able to operate effectively in the marketplace.
Financial Reporting: The Commission should support the drive for greater transparency of Postal Service finances.  While some progress has been made, the Commission should support accurate, timely, and public disclosure of relevant financial information.  “Truth in accounting” has become a buzzword in the private sector and is essential for the long-term viability of the Postal Service as well.

Access to the mailbox should remain restricted to the Postal Service.  The “last mile” is the Postal Service’s unique competitive advantage and as such it should be allowed to keep it in order for it to fulfill all of its obligations.  However, the quid pro quo is that the Postal Service has to operate as the low cost provider, the only practical strategy for a very mature industry. If the Postal Service cannot operate as a cost-effective, low cost provider, access should be opened to businesses that can.  When access is opened, it should be subject to appropriate licensing requirements that accomplish the following:  (a) are nondiscriminatory so that small mailers can remain price competitive with large mailers; (b) have protections for the security and safety of the mailbox; and (c) provide a modest licensing fee to the Postal Service that covers the costs of licensing mailbox access and contributes to the Postal Service’s universal service obligation.

SMC’s members believe that the risk of opening the mailbox to low cost providers will create competitive pressures to help the Postal Service, its management and labor, face real market pressure to remain customer focused and competitive.

Postal Service Ownership, Governance, and Regulatory Structure: The Saturation Mailers Coalition would support any workable and efficient structure for the Postal Service.  Whether the Postal Service remains a government agency, is completely privatized, or is put somewhere in between, it needs a CEO who is capable of running a $70 billion organization and a knowledgeable and skilled Board of Directors capable of developing and executing a business strategy to keep the Postal Service viable for the long term.  This strategy should be focused on the Postal Service’s core business:  the business of delivering envelopes and packages into the mailbox.  Any activities outside the core should be only undertaken if they add value to its core function.

Even in the new century, that core function has enormous value to U.S. economy and the American people.  We are proud to part of this important and vibrant industry and believe that our member companies can have a prosperous future in partnership with the Postal Service if the right changes are made to keep it viable.

Given this complex set of issues, the Commission cannot develop detailed solutions to all the problems that face the Postal Service.  What the Commission needs to do is lay out the steps necessary to get the Postal Service to a place where it can be viable for the long run.

APPENDIX A

Information on SMC, Its Members, Customers Served and Testimony Authors

SMC Organization and Mission.  SMC was formed in 1997 by a coalition of saturation mailers.  Its members share a common interest in maintaining fair and reasonable postal rates and regulations, laws, and postal policies that promote a viable, competitive, and customer-focused Postal Service, and a positive public image and response to mailed print advertising.

SMC Members.  SMC members include free paper publishers, shared mailers, coupon envelope mailers and other businesses that provide geographically targeted advertising distribution services to America’s businesses.  SMC members include individual companies and trade associations that represent free papers.  SMC’s member companies  collectively deposit more than 100,000,000 pieces of mail with the Postal Service each week.  Because mail distribution is more costly than private delivery, many SMC members own or have established private carrier distribution businesses.

SMC’s membership includes national, state, and regional associations that represent the free paper industry.  There are approximately 3,200 free papers in the United States.  Approximately 50% of the circulation of free papers is in the United States mail.  This industry has a combined weekly circulation of 89,000,000 which exceeds the combined circulation of all daily newspapers in the United States.  The free paper industry provides a significant, existing opportunity for the Postal Service to attract regular, predictable business if the Postal Service can become a cost competitive provider.

SMC Customers.  Saturation mailers, and the shared mail programs offered by them, work by combining the advertising of large, medium, and small businesses to share the cost of postage and distribution.  This mix of advertisers, with a geographical base in the consumer’s area, creates readership, interest, and value for the recipient.  The majority of customers served (over 90%) are neighborhood-based, small businesses.  

Testimony Authors.  SMC’s testimony has been prepared by SMC’s Co-Chairs, Bernard Bradpiece, CEO of Strategic Publications, LLC, and Dick Mandt, CEO and Publisher of The Flyer.

Strategic Publications, LLC is the parent company of the Pennysaver Group, Inc., a weekly mailed saturation shopper in Maryland and North Virginia with 1,300,000 circulation and the Metro Group, Inc., a weekly saturation community newspaper/shopper in Buffalo, NY with 300,000 circulation by private carrier.

The Flyer in Tampa, Florida serves 850,000 homes and businesses each week with 53 distinct editions all delivered by the Postal Service.

As business owners and mailers, Dick Mandt and Bernard Bradpiece have practical experience on the impact of postal regulations on their businesses, their bottomline, and their customers.  Dick Mandt submitted testimony to the Postal Rate Commission in 1989  recommending that a separate classification of mail be set up for saturation mail that recognized the price sensitivity of this advertising and its benefits to advertisers of all sizes.  Bernard Bradpiece testified before the Postal Rate Commission in the R-2000 postal rate proceeding.  His testimony showed that he was able, through the Metro Group, Inc., to establish a separate private carrier force that delivered advertising to homes and could complete with the Postal Service for a per piece delivery cost substantially below the Postal Service postal rate.

As Co-Chairs of SMC, Mandt and Bradpiece wrote President Bush in March, 2001, joining with the Postal Service Board of Governors requesting the establishment of a “distinguished and objective commission, with no close ties to postal interests, to study the structure and function of the American postal system” and report to the President and Congress.
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