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Mr. STEED. The committee will be in order.
The committee is in session today to take up the 1975 budget request

of the U.S. Postal Service.
The appropriation for fiscal year 1974 was $1.478 billion. The pro-

gram supplemental pending is $236,018,000, making a total for fiscal
year 1974 of $1,714,018,000. The budget, estimate for fiscal year 1975
ls $1,552,607,000, a decrease from 1974 of $161,411,000.
We are very pleased to have the, Postmaster General, General Klas-

sen and his staff here.
General, if you would like to identify your associates for the record,

we will be pleased to have whatever statement you would like to make.
[General Klassen's prepared statement follows :]

STATEMENT OF POSTMASTER GENERAL E. T. KLASSEN

Mr. Chairman and members of the subcommittee, we are • pleased to be here
to testify today on our budget request for fiscal year 1975.
The Postal Service has a mandate to provide the best possible postal service

to the American public at prices that are fair and reasonable. Since beginning
operations, I believe we have made progress both in improving service and con-
taining our costs of operation.
Last spring when I appeared before this committee, we were just beginning

to recover from a poor service performance during the Christmas season that
extended far beyond the normal recovery period typically experienced by the
Postal Service in previous years.
Because of the excellent public response to our "mail early" campaign and

because of the exceptional efforts of Postal Service management, our thousands
of managers, and our thousands and thousands of frontline employees, I am
gratified to be able to advise you that the 1973 Christmas operation and service

(1)



performance was the most successful in postal history. This achievement is atribute to our dedicated postal people and. it was achieved as we were beginningto feel the impact in a number of ways of the "energy" crunch. Last fall we
challenged ourselves to provide the best possible service we could to the Ameri-
can people during this past Christmas season. Letters from the general public
and business indicate that our service has improved considerably and was excel-
lent during Christmas. Our post offices were free of mail by Christmas Eve and
our most experienced postal people say it was the best Christmas performance
they could remember.

FIRST-CLASS-MAIL-SERVICE PERFORM ANCF:

The service performance of local overnight first-class mail over the past
Christmas period, December 8, 1973, to January 4, 1974, was 82 percent, a sub-
stantial improvement over the previous Christmas period when performance
measured 67 percent. This significant improvement in performance must be cou-
pled with a major management decision last year to expand our areas served
with local overnight delivery. A numerical comparison of 1973 versus 1972 will
not, therefore, indicate the quality of improvement that we have made in service
due to expansion of local overnight service areas. For example, in 1972 Baltimore
had its overnight area limited to Baltimore County ; in 1973 the overnight area
was all of Maryland ; Washington, D.C. ; and northern Virginia. The latest over-
night report covering the 2-week period ending March 29, 1974, indicates a con-
tinuing high level of service performance, showing 95 percent delivery achieve-
ment.
Second- and third-day delivery standards for first-class mail have been imple-

mented during the past year and our performance levels reached 90 percent in
late 1973.

ENERGY

The fuel shortage has caused no severe interruptions to date in our mail serv-
ice despite some rather difficult local service supply situations.
At times, we have been confronted with a lack of adequate gasoline and diesel

supplies for many of our vehicle maintenance facility tanks. The major problem
has been obtaining sufficient fuel from retail outlets for that part of our fleet
that does not have access to our own supplies.
We anticipate that our fuel situation will become more acute unless the flow

of oil from the Middle East is restored on a continuing basis, and we are taking
steps to see that fuel requirements are planned well in advance to preclude any
disruption to service. We also recognize that, in spite of our energy conservation
programs, some of which were introduced during the summer of 1973, our energy
costs will increase substantially. We have set a goal to reduce our overall energy
use by 10 percent during 1974.
The "energy" crunch and the resulting price increases for fuel will have a

substantial upward impact on USPS transportation costs.
Transportation fuel costs for postal vehicle service, contract highway service,

and air taxi service will increase by $3.5 million per year for each 1 cent increase
per gallon. In the area of other transportation services, both rail costs and in-
ternational shipping costs will increase in fiscal years 1974 and 1975, because of
fuel cost increases. Air transportation costs will be increased at least 7 percent.
We project the impact of these fuel cost increases to be $35 million in fiscal year
1974 and $120 million in fiscal year 1975.
Fuel costs for heating postal facilities will increase by $2.9 million per year

for each 1 cent increase per gallon. Our program to reduce consumption by 10
percent will produce some savings—but will not offset the significant increases
we have experienced and foresee. Price increases since September of 1973 are
on the order of 10 cents per gallon and are still going up. Costs for natural gas
and electricity are also rising faster than our offsetting conservation actions.
If we combine the impact of increases in fuel for transportation and fuel for

heating, each 1 cent per gallon rise adds $6.4 million to our cost.
We are trying to do something about energy utilization because we are large

users of many forms of energy. The Postal Service plans to test the use of electric
vehicles (350) as they seem ideal for many short, level delivery routes. Electric
vehicles will provide quiet, pollution-free operation, and maintenance and opera-
tions costs are projected to be lower than gasoline-powered vehicles.
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If the "energy" crunch continues, and, particularly, if it worsens, it will be
difficult to maintain our service level performance objectives. Air lines have
eliminated 1,500 flights a day. Further air transportation schedule reductions
will impact adversely on movement of mail and airmail delivery. The diversion
of some long-haul highway mail service to rail will generally result in one or
more day's delay from current standards.

AIR TRANSPORTA TION

Significant developments occurred in air transportation during 1973 and these
developments had both positive and negative impacts upon the Postal Service.
As to the positive side, we initiated an extensive program on March 28, 1973, to

utilize containers in the movement of the mails. The program has grown sub-
stantially since then and our goal is to move 50 percent of the mail in containers
by the end of fiscal year 1975. Containerized mail moves and will move at a lower
cost than mail in sacks. Because containerized mail is provided better protection
than sacked mail, it is more machinable. Thus, it is processed faster and re-
duces our handling costs.
During 1973, we made arrangements to introduce a single rate for all sack mail

to replace the existing rates for priority and nonpriority mail in sacks. All sack
mail under the single rate now moves on a priority basis.
As to the less positive aspects of air transportation, the further decline in the

number of scheduled flights which are of primary value to mail service--ffights
between 8 p.m. and 6 a.m.—has had and will continue to have a negative impact
on our service achievements. To counteract the decline in flights of value, we
have substituted airs taxi services wherever possible in order to maintain de-
livery standards. This is possible only in very selected areas and is more expen-
sive to the USPS than using certificated air carriers. In addition, airline mishan-
dling, erroneous dispatches, and a number of failures to protect the mail resulted
in air carriers assessments of over $1 million in penalties in fiscal year 1973, an
increase of 33 percent in assessment value over fiscal year 1972.

MANAGEMENT PROCESS

Last year, I mentioned to you that we had begnn a dialog with our field man-
agers. The objective was to improve our service, to improve postal operations,
and to control costs. We have continued these meetings during 1973 and have
succeeded in getting our decisionmaking closer to our operating needs. Although
we still have much to do, we have made significant progress in improving morale,
building management strength, and providing leadership. Our team is starting to
pull together and it is beginning to act responsibly toward our service per-
formance arid cost objectives.
In a complex operation of the size ancl scope of the Postal Service, this dialog

is essential if we are to succeed. We cannot do our-job unless our managers work
together. I am committed to continuing this dialog because the payoff is in a
better mail service.
'The Postal Service concluded its second 2-year collective bargaining agree-

ment with the postal unions without disruption to service during the early sum-
mer of 1973. This agreement covers the period from July 21, 1973, to July 20, 1975.
Our proposed labor contract was reviewed with the Cost of Living Council,
which found our wages and benefit increases not inconsistent with its guidelines.
The agreement provides for a first-year pay increase of $700 effective July 21,

1973, and a $400 increase effective July 21, 1974. Four possible cost-of-living pay
adjustments are provided during the 2-year period. In addition, the Postal Serv-
ice will increase its share of the premium payments for health and medical in-
surance and in the second year of the contract will pay the entire premium for
basic life insurance. Similar benefits were generally accorded to those postal
employees who are not members of bargaining units.
Another important change in this bargaining agreement was the adoption of a

new grievance procedure which promises to settle a larger proportion of griev-
ances at earlier stages and in an_open and cooperative manner. Upon conclusion
of the national agreement, our labor relations management conducted extensive
briefings for our field managers on the contents of the new contract, its mean-

? ing and interpretation, and its administration.
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RATE A N D CLASSIFICATION REQUESTS

The Service filed its second request for a change in rates on September 25,
1973. With the successful negotiation of a new collective bargaining agreement,
our financial projections indicated that the Service would incur operating losses
of $1.3 billion and $1.9 billion in fiscal 1974 and 1975, respectively, at current
rate levels.
At the time of the filing, we announced our intention to implement temporary

rates on January 5, 1974, in accordance with the provisions of the Postal Reor-
ganization Act, should the Postal Rate Commission not transmit a recommended
decision within 90 days of the filing. The Service's proposals and the timetable
for implementation of temporary rates were estimated to result in reducing
the fiscal 1974 operating loss from $1.3 billion to $352 million. The projected
fiscal 1975 operating loss would have been reduced from $1.9 billion to virtually
a break-even level.
On October 19, 1973, the Service advised the Cost of Living Council of its in-

tention to exercise its temporary rate authority on January 5, 1974. The Cost
of Living Council determined that it should hold public hearings and requested
the Service to furnish various supporting data for the intended rate increases.

After public hearings on November 14 and 15, the Cost of Living Council an-
nounced on December 21, 1973, that the estimated total revenues generated dur-
ing calendar year 1974 should be modified downward, and advised the Service
that an 8-week delay in implementation of temporary rates would satisfy the
Council's pricing guidelines. The Council thereby required that the Postal Serv-
ice forego $236 million of postal revenue that it planned to receive through
higher rates. As a consequence of the Cost of Living Council's action, the Service
announced that it would delay the rate increases from January 5, 1974, until
March 2, 1974. The Postal Service has requested that the $236 million revenue
shortfall be financed as an additional supplemental appropriation for fiscal 1974
in order that its financial condition not be impaired further.
The Postal Rate Commission now has two cases pending : A classification

case (filed Jan. 19, 1973) and a rate case (filed Sept. 25, 1973). There are morethan 40 intervenors, representing a broad cross-section of all of our customers,in each of these proceedings. No problems exist between the Postal Service and
the Rate Commission that call for intervention by the Congress. I think it isright, however, for the Congress to continue its oversight activities involving
the entire postal ratemaking machinery.
I am concerned over the length of these proceedings. The burden placed on all

parties and on the Postal Service in particular, is immense and costly. I hope
both of these concerns will diminish as we move ahead from our first two land-mark cases in which basic questions of law, procedure, and jurisdiction will be
debated and resolved.

CAPITAL INVESTMENT

At the direction of the Office of Management and Budget, the responsibilityfor execution of all regional and minor facility work was returned from theArmy Corps of Engineers to the Postal Service on July 1, 1973. Major facility workhas been gradually transferred back to the Postal Service and will be completely
assumed by us on July 1, 1974, with the exception of the 21 major facilities in
the bulk mail system.
We have decentralized our real estate and buildings program to the regions

with appropriate guidelines, have provided regional and headquarters comple-
ment for this vital function, and have contracted for expert management and
administrative services to keep our construction program at a high level.
I would like to comment on the status of our facilities construction program.

We have 41 major projects either in design or under construction with a value
totalling $376 million. We expect to complete 15 new or improved major facility
projects this year, compared to 11 last year. These are large general mail facilities
which process millions of mail pieces daily. We also have hundreds of small proj-
ects underway by our field organizations involving offices up to 50,000 square feet
in size, and a broad-scale effort by local management to upgrade the working en-
vironment of our facilities for our employees.
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The 19'75 budget shows approximately $856 million for postal facilitiL,s,
cent over 1974. Our capital investment requirements are large as we must work
oft an accumulated backlog of projects. The large backlog reflects tWO things:
the Corps of Engineers phaseout and years of neglect to our physical plant.

H.R. 2 9—UNFUNDED LIABILITY OF THE CIVIL SERVICE RETIREMENT AND DISABILITY

FUND

I am happy to report to the committee that the Postal Service, the Civil Service
Connnission, and the Office of Management and Budget have arrived at a COM-
Promise, which is reflected in the President's budget, on the difficult question of
financial responsibility for the unfunded lia.bility of the Civil Service Retirement
and Disability Fund resulting from postal pay increases since July 1971.
H.R. 29, as it passed the House on May 7, 1973, was intended to relieve the

Postal Service of all unfunded liability payments flowing frozn our first collective
bargaining agreement of July 20, 1971, but was to make us responsible for any
unfunded liability flowing from collective bargaining agreements after June 30,
1973. In .Tuly 1973, our second collective bargaining agreement was signed. As a
result, if H.R. 29 were to be enacted now, in its present form, without a retro-
active effective date provision, it would relieve us of the responsibility for making
unfunded liability payments flowing from both the first and second collective
bargaining agreements, which would be contrary to the expressed intention of
the House.
Under our compromise agreement, which would be equitable both to postal

ratepayers and the public, the Postal Service will be responsible for all unfunded
liabilities resulting from the first and second collective bargaining agreements
and future agreements, except that the Service would not be required to pay
the first three annual installments attributable to the first collective bargaininv
agreement, amounting to about $285 million, until funds are appropriated to the
Postal Service for that purpose.

SECURITY

Beginning January 1971., the Postal Service took new formal steps to inau-
gurate a multifaceted security program aimed at upgrading protection afforded
the mails, postal property, and employees. During the ensuing 3 years, signifi-
eant progress has been made toward. achievement of the desired level of secu-
rity. The inspection service devotes two-thirds of its resources to the detectior,
and prevention of postal crimes and prosecution of offenders. Improved camera
and alarm installations and radio equipped enforcement vehicles are being used
to upgrade our security effort.

FINANCIAL STATUS

Before turning to our appropriation request for fiscal year 1975, I would like
briefly to review our financial status.
The Postal Service has not yet managed to "break even." In its first fiscal

year (fiscal year 1972), we lost $175 million. Last year, we lost $13 million. This
year, our estimated operating loss is slightly under $400 million, assuming thal
our supplemental request for $236 million to offset the postponement of temporary

rates is approved. Failure of our supplemental request would increase our oper-
ating los-s to over $600 million this year.
Continued operating losses cannot be sustained if a financially sound Postai

Service is to continue in business. Our working capital has been seriously re-

duced at the satne time our operating cash needs continue to rise. In July, ouz

payroll (including benefits) will approach $400 million every two weeks.

Although practical realities may require us to move contrary to our convic-

tions, we do not believe that borrowing to finance operating needs is good bllSi.

IleSS practice. Nor do we think that a reduction in service is a palatable alterna-

tive. We will do everything we can to keep our costs as low as possible without

degrading service, but I believe the user nnist ultimately pay for the service

Ile wants.
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1975 APPROPRIATIONS REQUEST

I would like to summarize our request for fiscal year 1975 appropriations.
For 1975, we are requesting payments totaling $1,552,607,000. Our request con-
sists of three major items :

Public service $920,000,000
Revenue forgone on free and reduced-rate mail 571,456,000
Transitional expenses (31,151,000

Public service : Appropriations were authorized by Congress in the Postal Re-
organization Act to provide for "a maximum degree of effective and regular
postal services nationwide, in communities where post offices may not be deemed
self-sustaining, as elsewhere. * * *" The act established the public service reim-
bursement as an amount equal to 10 percent of the actual appropriation for
1971. The amount requested is therefore $920 million, which is 10 percent of the
1971 total.
The statement of compliance with public service policy required by 39 U.S.C.

2401 (b) is attached to my statement.
Revenue forgone : This appropriation item is that revenue given up or for-

gone by the Postal Service as a result of providing mail service to newspaper
and magazine publishers ; shippers of books, records, and other special fourth-
class mail ; and certain nonprofit organizations at a reduced rate. This revenue
loss, which is the difference between the reduced rate and the full rate, is to be
made up to the Postal Service by an annual appropriation of Congress, as speci-
fied in the Postal Reorganization Act. Our request for this item is $571,456,000.
Our revenue forgone appropriation request does not include funds for regu-

lar rate third-class mail. As in fiscal' years 1972, 1973, and 1974, the President
has declined this year to transmit to the Congress our request for revenue
forgone funds for this purpose. The record of the 3 previous years clearly indi-
cates the position of the President and the Congress on this matter. Our request
reflects this established position as a practical fact of life although we continue
to believe phasing of this class of mail is authorized and we would phase the
rate increases if funds were appropriated for that purpose. (The additional
amount that would be required is $256.7 million.)

Transitional expenses : The amount of $61,151,000 is requested for this item
to cover unfunded liabilities of the former Post Office Department. The liabilities
include amounts due the Employees' Compensation Fund in 1975 for injuries to
postal employees which occurred prior to July 1, 1971, and one-twelfth of the
earned and unused annual leave balance due postal employees on June 30, 1971.
We have estimated a mail volume increase in 1975 of 0.6 percent, or 526 mil-

lion pieces. Based on anticipated permanent rates and this relatively small vol-
ume increase, our financial projection for fiscal year 1975 indicates a virtual
breakeven position. Total revenues and appropriations will be $11.993 billion.
Slightly lower costs of $11.949 billion will produce a small contingency fund
of $44 million.
'We urge you to provide the full amount of our appropriation request.
Mr. Chairman, this completes my prepared statement. We would be most happy

to respond to any questions which you or your colleagues may have for us.
Thank you.

U.S. POSTAL SERVICE COMPLIANCE STATEMENT

The Postal Service is requesting that $920 million be appropriated for fiscal
year 1975 under 39 U.S.C. 2401 (b). Subsection 2401 (b) (3) provides that the
Postal Service, in requesting appropriations for public service costs, "shall pre-
sent . . . a comprehensive statement of its compliance with the public service
cost policy established under section 101 (b) of this title." Section 101 (b) states
that—
"The Postal Service shall provide a maximum degree of effective and regular

postal service to rural areas, communities, and small towns where post offices
are not self-sustaining. No small post office shall be closed solely for operating
at a deficit, it being the specific intent of the Congress that effective postal serv-
ices be insured to residents of both urban and rural communities."



The following statistics on numbers of post offices and rural delivery service

indicate our plans for providing postal services to residents of both urban and

rural communities :

NUMBER OF POST OFFICES, BY CLASS, AS OF JUNE 30

1973 actual 1974 estimate 1975 estimate

1st class 5, 254 5, 254 5, 254
2d class 7, 495 7, 495 7, 495
3d class 12, 254 12, 254 12, 254
4th class 6, 382 6, 000 5, 632

Total 31, 385 31, 003 30, 635
Classified stations and branches 3, 939 3, 939 3, 939
Rural families served (millions) 11. 5 11. 6 12. 0
Rural routes as of June 30 30, 674 30, 367 30, 269

CLOSING AND CONVERSION OF POST OFFICES

On August 1, 1973, we issued criteria for the discontinuance, conversion, or

consolidation of post offices.

Discontinuance of post offices
The outright discontinuance of a post office will be considered when ( a) a

community has been abandoned, or (b) a vacancy exists in the position of post-

master, service to be provided will be as good as or better than the service being
received, and one or more of the following conditions exists :

(1) No suitable person can be found in the community to permanently
take charge of the post office.
(2) No suitable quarters can be found in the community for housing the

post office.
(3) Fewer than 25 families are being served by the post office.
(4) Another post office or classified station or branch is located within

a reasonable distance of the post office to be discontinued (normally 3 to 5
miles except in sparsely settled areas such as Alaska ), which is easily ac-
cessible to the customers affected and will provide service equal to or better
than that being received.

In applying the above criteria for discontinuing or otherwise changing the
status of independent post offices, management considers the reasons for the
proposed change, the alternative service to be provided, a comparison of costs
involved in the proposed action, the reaction of the communities affected, and
the proposed placement of any employees, including the postmaster, who may
be displaced by the action. Management will not approve the closing of small
post offices solely for economic reasons.

Conversion to community post offices (CPO's)

When it is determined that discontinuance of a post office is warranted, every
effort will first be made to establish a community post office by contract. (This
requirement is not necessary where the communty has been abandoned). The
following procedures are followed before a final decision is made :

(1) Notices soliciting offers for the operation of a CPO will be posted
conspicuously in the post office for a minimum of 10 days.
(2) Businesses in the immediate area will be contacted directly by a postal

representative in order to ascertain interest in operating a CPO.
In addition to the above, every effort should be made to extend delivery service

to qualified area residents. (The limitation for not extending rural service within
one-quarter mile of a post office is not applicable to CPO's).

Consolidation of post offices
The consolidation of post offices, where a classified or contract unit is estab-

lished in lieu of a post office, will be considered when a postmaster vacancy exist,
by reason of death, resignation, retirement, reassignment, or promotion to an-
other position title in the USPS as nearly commensurate with his qualifications
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as possible ; service to be provided will be as good as or better than the service
being received ; and one or more of the following conditions exists :

(1) Two or more independent post offices are located within the corporate
limits of an incorporated city or town.
(2) The communities served by two or more independent post offices are

being merged in order to become an incorporated city or town.
(3) A majority of the customers have requested a change in status of the

post office, either to obtain a change in mailing address or to obtain rural or
city delivery service.
(4) The post office(s) to be consolidated is (are) located less than 20

miles from the corporate limits of the office with which it is to be merged.
(5) The consolidation is necessary in order to establish or extend delivery

service from another post office.

CONCLITSION

Plans for the current and upcoming fiscal year call for maintaining and im-
proving services available to all of our customers—whether in urban centers,
rural areas, or small communities.

Mr. KLASSEN. Mr. Chairman, first, on behalf of my members of
management here, I want to thank the committe,e for the opportunity
of presenting our point of view today.
If you concur, I would suggest as each man is called upon, he iden-

tify himself for the record, because we have quite an assembly of top
management people.
We have submitted a fairly comprehensive prepared statement

which I do not intend to read this morning, but there are a few high-
lights I would like to touch on.

SERVICE IMPROVEMENT

First of all, I will deal briefly with the matter of service. We ex-
perienced, as you all know, a real bad year in 1972, during the Christ-
mas holiday season in particular. I think Christmas 1973 can be re-
corded as the best performance in postal history.
I realize everybody judges us by what we do following the Christ-

mas period. I think what we are doing today is fulfilling the commit-
ment we made on standards of performance. We will never be
satisfied with the standards we have developed nor with our perform-
ance. We do think on the whole, however, it is much better than it has
been in the past.
Each of the subjects I will deal with, very hurriedly, I am sure you

will have questions on. I know you are aware that the men here ill
the audience in postal management are equipped to answer them.

ENERGY CRISES

I will deal briefly with the question of energy. You are all aware
that we are perhaps one of the largest users of energy in the country.
We also have developed what we consider to be a very comprehensive
plan for saving energy. So far, in spite of the problems we have en-
countered, we have operated without any serious intertuption to
service.
We do not have a problem with diesel fuel today. Maybe that is a

result of the trucker strike which we had last January. The FE0 gave
them 100 percent of their requirements and gave us 100 percent of our
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requirements. We are badly in need of a priority for gasoline. The
200-odd thousand vehicles we run use better than 350 million gallons
of that kind of fuel a year. For us to have to keep struggling and spend
the amount of energy and time that we do in getting the fuel that we
need seems a little unnecessary.
We have some 80-odd people throughout the organization whose

sole and primary responsibility is to help make sure that our vehicles
are fueled up in order to operate.

EMITLSIFIED GASOLINE EXPERIMENTS

You are aware that at the University of Oklahoma we have some
research going on for an emulsified gasoline mixture with water. I
hope that works.

ELECTRIC VEIIICLES

You also are aware that we are experimenting with electric vehicles.
Of course, these experiments are on a small scale at this point. If the
results of those experiments are worthwhile, we of course will want to
enlarge upon our electrical fleet.

FUEL COSTS

I might mention to you that because of fuel and other energy prob-
lems our cost for fiscal 3,Tear 1974 will be $49 million higher than we
had budgeted. As we look into the future, for 1975 we expect to add
$150 million to OUP COStS.

ACTION OF COST OF LIVING COUNCIL

Another point I wanted to comment on- is the action taken by the
the Cost of Living Council. I am sure. this has been said so many
times it is old hat to everybody. In June of last year, we went to the
Cost of Living Council and outlined for them the future as we saw it
with respect both to our pending labor negotiations, and also the
pricing structure of the service. We pointed out to them then it had
been more than 2 years since we had asked for a, price increase in
postage, and with the increasing costs that we saw coming, and par-
ticularly labor—labor being 85 percent of our total cost—there was no
choice except for us to ask for a price increase.
We reported then that the price increase we recommended would

have a proposed effective date of January 5, 1974. For reasons, as far
as I am concerned, probably best, known to them, they chose to defer
the effective date of the increase for a • period long enough to take
away $236 million of our revenue.
There are several things about. that which gave us real concern.

Someone has to pay the bill, either the mail user or the taxpayer.
They- chose to funnel this to the taxpayer. We tried to-point out that
if they approved the wage agreement, then they had dealt with the
problem of inflation, but if they approved that wage agreement, they
should then approve the price increase. Don't. approve one without
the other.
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I think it goes beyond that. This sort of meddling, this sort of in-terference, actually was a contradiction of the legislation we areoperating under today when we are trying to make the Postal Servicestand on its own two feet. I think the Reorganization Act itself made
clear what our instructions were for the future.

NEED FOR SUPPLEMENTAL

On the $236 million revenue that we need, we need this badly. As we
will develop later on in our testimony, that is money somebody has to
provide. We are hoping that this committee will help us to make sure
we get this through the Congress.
Mr. STEED. On that point, you are saying if the money is not forth-

coming from one source or the other, then your next recourse would be
to dispense with services?

CUT IN DELIVERY SERVICES

Mr. KLASSEN. That is correct. It has been said that we are about to
cut out Saturday service. You cannot make this kind of comment with-
out somebody misconstruing it that the Postal Service is going to cut
out Saturday service. We have no such intention. If we were to, it
would save $250 million. We are not proposing to do this. Quite the
contrary, we do not want to cut out the service. We want to improve
our service.
We added delivery service to some 2 million more families last year

which cost us $100 million. We have little choice about that, we have
to serve them. We have to have the revenue.

APPROPRIATION REQUEST

Turning to the appropriation request for 1975, as you have already
reported, we are requesting $1.553 billion. The prepared statement
summarizes that quite well. Of course, my associates here will add
more detail to it.

MAIL VOLUME INCREASE

As for the operation for next year, we see a relatively small increase
in volume of six-tenths of 1 percent, total revenue of just under $12
billion, total expense a little less than that, net we estimate to be $44
million. In other words, we look forward to almost a break-even
budget.
Mr. Chairman, that completes my opening remarks. I thought we

would save time for the questions that are on your minds and which I
think we are prepared to answer.

TOTAL BUDGET REQUEST

Mr. STEED. To put it in perspective, General, what will be the total
budget you are talking about, this amount requested plus funds from
other sources making up your total budget?
Mr. MelloLsoN. Mr. Steed, the total revenue that we look for in

1975 is $11.993 billion. Our total operating expenses 

•
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Mr. STEED. Does this include the amount requested here, or will that
be in addition ?
MI% NICHOLSON. No, sir, that is not in addition. That includes the

amount we are requesting here.
Mr. STEED. In other words, almost $12 billion, in round numbers.
Mr. NICHOLSON. Yes.
The expenses will be $11.949 billion, leaving net income of $44

million.
LOSS ON OPERATIONS

Mr. STEED. Does this cover any makeup from prior years of borrowed
money or other deficits from prior years ?
Mr. NICHOLSON. No ; it does not.
Mr. BAILAR. Y011 know, I am sure, that we lost $175 million in the

first year of operations. In the second year of operations, we lost $13
million. In the current year, if we get the supplemental appropriation
which has been requested, we expect to lose ,about $400 million. So, we
will have a cumulative deficit on the order of $600 million. The $44
million is the most modest beginning to get the book value back to
where it was when the Postal Service started operations.
[The following information was subsequently furnished by the

Postal Service
The Postal Reorganization Act (39 U.S.C. § 3621) requires that postal rates

and fees shall provide sufficient revenues so that the total estimated income and
appropriations to the Postal Service will equal as nearly as practicable the total
estimated costs of the Postal Service. Especially in an inflationary economy, it
may be impractical to maintain shortrun equilibrium between total income and
total costs—witness our experience from fiscal year 1972 to date--particularly
in view of the "regulatory lag" that goes with the ratemaking procedures which
we must follow under the act. We view the act as requiring equilibrium in the
longrun, with losses in some.years being offset by surpluses in other years. We
intend to satisfy this requirement over the longrun, gradually reducing accumu-
lated deficits so that longrun equilibrium is attained.

,CONTINT.TING DEFICITS

Mr. ROBISON. Mr. Bailar, what would the Service project as its fu-
ture way of handling those accumulated deficits ? What do you see
down the road with regard to them ?
Mr. BAILAR. I think at some point the accumulated deficits will im-

peril the ability of the Postal Service to function. It is because of that
that, we have asked for the supplemental appropriation to keep the
1974 loss down to $400 million.
Mr. ROBISON. If there is a continuing deficit picture in the years

ahead, will you eventually think it necessary to try to pick up that
deficit through further rate increases ?
Mr. BAILAR. I think what we are looking to do is to break even,

either to control the future costs or rate increases so the book value of
the Postal Service is not deteriorating to the point that we cannot
function.
Mr. ROBISON. I know, but even though you are going to operate

as a business, you do not want to make a profit. We do not intend
you to make a profit. Congress certainly did not intend that. There
was the hope that eventually you would reach a break-even or self-
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sufficient point. Sometime you will have to try to pick up those deficits.
You cannot carry them on for years.
I suppose you are paying int,erest on them, are you not ? No ? This

is just an internal loss ?
The deficit of the Postal Service beginning with the first year of operations

after the Postal Reorganization Act of 1970, Public Law 91-375 is as follows :

Postal Service deficit, fiscal years 1972-75

[Dollars in thousands]
Fiscal year : Amount

1972 actual (175, 43.5)
1973 actual (12,964)
1974 estimate (385, 048)
1975 estimate 44, 145

Total deficit (529, 302)
Mr. KLASSEN. If our costs continue to rise, you must understand

we are caught in the same kind of squeeze as any other organization.
If costs continue to rise, someone will have to pay the bill, either the
taxpayer or the mail user. If it is the mail user, it means he will pay
more in postage.

C()ST OF LABOR

As we mentioned several times, 85 percent of our costs are wage-
related costs. If anybody can help us decide what the future of the
economy might be and what happens to our labor negotiations, we of
course could be more explicit on what the future situation might be.
Mr. ROBISON. To continue a moment, under the last labor agreement

which you reached as a result of negotiations, as I understand your
prepared statement there can be four cost-of-living increases during
the contract period. Have you reached one of those yet ?

COST-OF-LIVING ALLOWANCE

Mr. BROWN. Yes we have. Based upon the cost of living as it is pro-
jected for the balance of this fiscal year, that would indicate a total
of 25 cents per hour for fiscal year 1974.
Mr. ROBISON. If you spread that across the whole operation, how

much is that on an annualized basis, in round figures ?
Mr. NicHobsoN. I will get the specific figure.
[The information follows :]
The annualized cost of the May 1974 cost-of-living adjustment is estimated to

be $356.2 million. $41.1 million of that would be charged to fiscal year 1974 and
the carryover to fiscal year 1975 would be $315.1 million. In addition to the $41.1
million cost-of-living adjustment costs attributable to the May 1974 adjustment,
there will be $50 million charged to fiscal year 1974 to the November 1973 cost-
of-living adjustment.

Mr. ROBISON. Thank you, Mr. Chairman.
Mr. STEED. General, in your submission there is a very voluminous

justification for the budget request, but not very much in the justifica-
tions for some of the funds requested.
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PUBLIC SERVICE COSTS

As I read it, you are seeking money under three broad classifications.
The first is the $920 million for public service costs provided for in the
Corporate Act, which is, I believe, 10 percent of the 1971 budget.
Mr. KLASSEN. Yes, sir.

REVENUE, FORGONE

Mr. STEED. Then you have an item of $571,456,000 for free and re-
duced mail. That would be revenue forgone, as we refer to it?
Mr. KLASSEN. Yes, sir.

NONFUNDED LIABILITIES

Mr. STEED. Then you have an item of $61,151,000 for previous non-
funded liabilities of the department. Could you give us some more in-

formation on what you mean by previous nonfunded liabilities?
Mr. NicHoLsoN. There are two items there: One is workmen's com-

pensation for injuries incurred by Post Office Department employees.

That is, the events took place prior to reorganization, but the costs

associated with those events are still going on. That is approximately

$30.151 million. of the amount.

The second item is the payment, for leave earned but not used,

earned during the period of Post Office Department eniployment. The

employees are still on the payroll, but they have not used that leave.

The cost of funding that unused leave is spread over a 12-year period.

That is $31 million for this installment in 1975.

So, the total of those two items is $61,151,000.

Mr. STEED. Have you made a, calculation as to what:the total obliga-
tions will be during the lifetime of these two items ?

Mr. NicHoLsoN. We cannot estimate what the cost of workinen's

compensation will be because we do .not know the duration of the

injuries or when the recovery will have been complete.

COST OF 'UNUSED LEAVE

In the case of the leave earned but not used, yes, we do have a

number—$372 million. That is a fixed amount. That was the amount

of leave earned but not used at the date of reorganization.

Mr. STEF,D. For my own information, let us say I earned $100 worth
of leave when -was making $2 an hour, and I do not take that for

10 years, but now I am making $3 an hour. Do I get pajd at the rate

I was earning when I accumulated the leave, or do I get paid at the

rate when I take the leave ?

Mr. NictioLsox. You get paid at the rate when you take the leave.

Mr. STEED. So, pay increases we undergo from time to time in
employee negotiations have an impact on this item, too.

Mr. NicHoLsoN. Yes; they do. We now accrue leave as it is earned

as an expense in the current period. The unused leave- on the books

becomes more expensive when the individual gets a pay increase or
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when there are general pay increases, and we increase the accrual for
that purpose.
Mr. STEED. You made reference to the fact that about 85 percent

of your total costs of operation is in wages. How many people do
you have on board right now ?

POSTAL EMPLOYMENT

Mr. Niciimsox. There are about 710,000 people currently employed.
At the end of the fiscal year, we estimate 674,000 employees.
Mr. STEED. What was the peak of total employment that you could

compare this to ? As I understand it, you have been reducing the num-
ber of people while the number of mail items and the number of drops
have gone up. Can you give us figures on those ?
Mr. NiciioLsoN. Yes. The peak in terms of numbers of positions was

in 1970, when the positions totaled 741,216 ; but I think it more signifi-
cant and meaningful for purposes of comparability to talk in terms of
man-years, because the number of temporary employees and the num-
ber of positions shift, even though the actual work-hours may behave
in a different way. The peak also was 1970 in terms of man-years of
employment. That was 725,913.
Man-years estimated for the end of 1974 are 685,423, a difference of

just about 40,000 man-years of employment.
For the end of 1975, we see some decline in the total number of man-

years, down to 672,737, which is a decline of about 13,000 man-years.
Mr. Steed, if I could carry on just a minute on this line, because I

think it is quite impressive. Between year end 1975 versus the high
water mark of 1970, there is a reduction of just about 53,176 man-
years ; whereas in the same time the number of pieces of mail has in-
creased by 6.365 billion to a new total of 91.2 billion pieces for 1975.

INCREASE IN NUMBER OF DELIVERIES

Mr. STEED. Do you have the number of drops that were served in
1970 compared to what you are serving today ?
Mr. NicHoLsoN. We could supply that for the record, but they have

been increasing between 1 and 2 million a year.
Mr. STEED. That is my understanding.
Mr. NICHOLSON. In that 5-year period, it could be some 10 million

additional families and businesses being served.

NUMBER OF POST OFFICES AND ROUTES

Mr. STEED. When you supply that for the record, you might also in-
clude the number of offices in 1970 as compared to the number now,
plus the number of rural and city routes. I think this will also give us
a better picture of what you are doing.
[The information follows d

•
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June 26,1970 June 25,1971 June 23,1972 June 22,1973

City delivery routes:
Routes_  130,387 132,923 135,262 136,449
Possible deliveries 55,857,085 56,984,566 58,404,204 59,985,628

Rural routes:
Routes 31,346 31,517 31,113 30,849
Possible deliveries 9,922,240 10,285,541 10,699,990 10,892,257

NUMBER OF POST OFFICES (BY CLASSES)

Post Offices 1970

As of June 30-

1971 1972 1973 April 9, 1974

1st class 4,977 5,162 5,192 5,254 5,245
2d class 7,331 7,396 7,436 7,495 7,475
3d class 12,641 12,551 12,468 12,254 12,209
4th class 7,053 6,838 6,590 6,382 6,183

Total 32,002 31,947 31,686 31,385 31,112

OPERATING IMPROVEMENTS

Mr. NICHOLSON. There is another point I would like to make. For-
give me for forcing this.
I was looking at that comparison just the other day. With an actual

reduction of man-years of employment, with an increase in mail vol-
ume, if we were to have needed the number of people in 1975 according
to the productive rate in 1970, our 1975 budget would have to be just
about $1.5 billion more than the amount we are planning. That is
about 10 percent more than we are planning.
What I am saying is that in the intervening years since 1970, „the

operation has improved substantially, maintained the service, today
having really one of the best service performances in the history o'f
the Postal Service, and at the same time doing it at a cost of $1.5 bil-
lion less than would have been the cost had the 1970 productive rates
applied.
Mr. ADDABBO, Is part of this due to the fact that you are going into

automation, and can you relate these costs to a particular saving ?
Over the years in this committee and every other committee, we are
asked for additional money for automation, computers, et cetera. We
have always been promised dividends back to the people. 17tre have
never seen it. There are always increased costs.
Can you relate the savings through automation to manpower costs if

we did not have automation and computers?
Mr. NICHOLSON. The result I gave you is a scramble of factors. There

is a host of different influences present that makes that net figure at
the end of the line.
Of course, there has been a steady flow of new equipment, new struc-

tures, which provides more efficient operations, better working condi-

'32-772 - 74 2
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tions for the employees, and so on. Those introductions have contrib-uted very- substantially, I am sure, to the net result that I spoke of.

CAPITAL INVESTMENT

The investment in buildings and equipment did not take place onft very massive scale until reorganization, when the Postal Service,was able to borrow funds and provide funds for that purpose.
Currently, in the 3 years since reorganization, including 1975 pro-posed, we will have about $3 billion invested in modern facilities andequipment.
This contrasts with an average of about $130 million annually forthe 13 years preceding reorganization.
So, there has been a marked step-up in the rate, the amount, the

scale of investment in these new structures and equipment, and it is
the, anticipation that this will enable the operation to perform more
efficiently and the cost per million pieces of niail to decline, or at least
with better efficiency, we will be able to offset some of the inflationary
cost increases.

CHANGE OF EMPLOYEE ATTITUDF.

Mr. KLASSEN. I would like to supplement Mr. Nicholson's comment,
if I might, because there is another iinplication here, motivation on
the part of our people. I think the attitude of our einployees is dif-
ferent from what it was 2 or 3 years ago. I think they have commenced
to realize that what we are doing is also in their interest, as well as
the public interest. I think the amount of training we are providing
for them, the opportunity that they see, has had a marked effect on
the behavior and performance of individual employees.
Mr. AnnABB°. Mr. Postmaster General, I wish that was. true in New

York.
. Mr. KLASSEN. I think in New York City, for example, there is an
unusual situation. Even there, think there is a marked change in the
attitude of the people. In fact, we are operating the New York City
Post Office today with 6,000 or 8,000 people less than we had in 1971-72.
We have made physical changes in that post office. We h.ave improved
it, cleaned it up. I think it has an -i.nfluence and effect on the perform-
ance and behavior of people.

rOff the record.]
Mr. KLASSEN. That is not necessarily the employees' doing. That

might be a matter of leadership with which you are very familiar. It is
the unions, not the management.
Mr. ADDABBO. iS IlOt the management.

CHANGES IN JOB CLASSIFICATION

Mr. STEED. this same period of time, have there been any addi-
tions of job classification ? We bring in automation and create new
types of jobs. Have you added very many new types of job classifica-
tions? What about the pay scale for this type of skill ? Does it not run
higher than the ordinary rate that you paid before mechanization
came along?
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Mr. KLASSEN. You saw at the training facility at Norman, Okla.,
those people having some very intensive training preparing them-
selves to use the kind of equipment in the training center that they
would be using at their home post office. Certainly we upgrade those
people substantially.
I remember the last time I was there, I talked to two men who were

working close together on a project. I asked one of them what might
happen as a result of this training effort. He said, "If I am successful
with it, when I complete my training the way it is laid out for me, I
will go from a grade 6 to a grade 8."
The other man said, "I have been here twice before. I am already a

7, and I am going to move to an 8."
Certainly, as we add more machinery and more equipment 
Mr. STEED. You could not expect to hire that type of skill at the

old rates, anyway, because it is sophisticated equipment and creates
probably a compelling need for the kind of training you are giving.
What I am getting at is that even though you may reduce the number

of people you have to process and deliver the mail, and you do this
by mechanization, it does not just follow that all the reductions fall
together because while you use fewer people, if you use more skilled
people tile dollar cost of it might not show such a dramatic change.
Mr. KLAssEN. That is correct.
Mr. STEED. The point I was trying to develop here is that part of

the high level cost is due to the fact that you have a higher level of
skill employed to do the job you are doing.
MT. KLASSEN. That iS correct.

POSTMASTER APPOINTMENTS

I might also add, Mr. Chairman, another thing that has been very
helpful to us is the appointment of postmasters. As you know, we have
appointed 10,000 postmasters from within the ranks. This has resulted
in some 50,000 other individuals rising in the ranks. This has had some
real pluses for us.

LARGE OFFICES

Mr. STEED. A few years ago, if my memory serves me right, the
figures broke down about like this : About 74 percent of your mail
volume and your employees and your costs and your total operation
was concentrated in about 300 of the large offices, and the other 26
percent was scattered in about 31,000 more offices.
Do you have a reading on how that stands today ? Is that still about

the right division of it ?
Mr. DORSEY. I think probably the 74 percent is in fewer than 300

offices, actually, probably more in the neighborhood of 100 or 150
offices. I do not know the exact figures, but the amount of money spent
in the largest offices increases each year because they get bigger as
communities get bigger. They grow together. Of necessity, we end up
with bigger installations. We can supply figures on that.
Mr. STEED. I think it would be well to have something on that.
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Mr. DORSEY. One figure that comes to mind is that we have only
716 post offices that have more than 100 people in them, out of some
31,000.

MI'. STEED. Furnish us a tabulation that gives us a breakout of this.
[The information follows :]

PERCENTAGE OF OPERATING EXPENSE AND ORIGINATING MAIL VOLUME FOR
80 LARGEST POST OFFICES

The 80 largest post offices originate about 45 percent of the national mail
volume and generate 41 percent of the operating expenses.

EMPLOYMENT AS OF NOV. 9, 1973

Aggregate
Number of number of Percent
post offices employees of tota I

Range employment—
Oyer 100  716 478, 510 7050 to 99  565 38, 880 5. 71 to 50  30, 056 166, 439 24. 3

Total  31, 337 683, 829 in() n

TONNAGE OF MAIL MOVED

Mr. STEED. I am leading up to the general subject of transportation,
the tonnage that you have to move. I do not know what the piece
count is, but what is the tonnage figure now of mail that you have
to move ? Could we have a reading on that ?
Mr. JoNEs. We do not measure all of our transportation in terms of

tons. Our air transport is measured in terms 61 ton-miles. Our surface
transport we generally buy in terms of truckload or trainload. How-
ever, in terms of gross volume, we expect about 0.54 percent increase
in 1975 over 1974. We translate this in terms of units of ton-miles.
I will furnish for the record the increase in ton-miles and the num-

ber of surface units.
COST OF TRANSPORTATION

Mr. .STEED. Fine. I am trying to show the cost of transportation per
ton-mile, -or whatever until you use, has to go up because the volume
itself forces it up. This will give you a higher cost figure. You may
furnish us that, too.
Mr. JONES. We expected the cost of transportation between post

offices between fiscal years 1974 and 1975 would increase slightly over
$15 million as of the time of the preparation of the budget. That does
not include the fuel penalty increase. The basic $15 million represented
anticipated increases in cost of living which would be the physical
cost of supplies and equipment and wage increases, plus a small volume
increase.
'Added on, as Mr. Nlassen indicated, is an estimated fuel increase of

approximately $34 million for fiscal year 1974, and for fiscal year
1975, an additional increase of about $79.5 million on top of it. There-
fore, an increase of $115 million for that year.

,41
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INCREASED FUEL COSTS

Our vehicle fleet for which we must purchase fuel and supplies, an
additional $13 million in fiscal year 1974.
Mr. STEED. IIICreaSed cost ?
1VIr. JONES. Increased cost for fuel only. An additional $39 million

in fiscal year 1975.
So, the aggregate of these two is close to $200 million for fiscal year

1975.
We anticipate from there on out. the cost of fuel will probably in-

crease about 5 percent a year.
[Additional information follows :)

MAIL TRANSPORTATION VOLUMES

Fiscal years-

Type of service 1974 1975

Domestic:
Domestic air (airmail, FCM, container, etc.) (thousands of ton-miles) 765,767 787,503
Highway I (thousands of scheduled miles) 662,500 673,000
Railroad 2 (vans and cars dispatched) 200,000 201,200

International:
Civilian air (thousands of ton-miles) 123,099 130,525
Military air (thousands of ton-miles) 488,077 515,315

International surface (tons) 91, 156 93,485

I Actual weight not maintained due to complexity of service and volume; for example, the Meadows postal facility in
Kearny, N.J., handles 600 to 900 vehicle-moves a day, which are physically impossible to weigh. Also, size of vehicles
varies from passenger-type cars to heavy-duty trucks.

2 Actual weight not maintained due to complexity of service and volume. in rail service also, there is a diversity of
equipment in use, so no meaningful correlation between number of vans and cars and weight is possible.

MAINTENANCE OF VEHICLES

Mr. STEED. While we are in that area., you gave us not too long ago
some figures on improvement in the motor fleet in terms of having
reduced the turnaround time for overhaul and repairs. Some of that
was tied directly to the training prograi-n you had. Can you give us
some comment on that ?

1VIr. SOMMERKAMP. The number of vehicle maintenance people we
have is down about 500 from what we had 2 years ago. The number
of people we have maintaining our fleet is down. The number of ve-
hicles is up about 15 percent over last year. We have more vehicles
and are spending less time and money on the maintenance of those
vehicles, something like 18 vehicles per employee maintenance, where
it used to be down around 11.
Mr. STEED. Does this translate itself into a. reduction in a turn--

around time ? I remember one time a lot of the fleet was tied up be-
cause of the turnaround time. Can you give us an e,stimate of how
much improvement there has been ?
Mr. SOMMERKAMP. I do not have the figures on the turnaround time,

but the age of our fleet translates itself into the modernization. for
the last several years. We try to turn our fleet over within 6 years, if
we can.
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Mr. STEED. You are working on a program also about parts and
the a,vailability and distribution of them. Did you get that modernized
the way you wanted it?
Mr. SOMMERKAMP. Yes sir. We have a regular parts system. We

have, we think, one of the finest warranty followups of anybody in
Government as far as parts and failure of parts and having the sup-
plier pay us for the parts. We are in pretty good position on that.

EMTJLSIFIED FLTEL EXPERIMENT

Mr. STEED. Have you a late reading on the experiment •with the
emulsified fuel at Norman?
Mr. SOMMERKAMP. Yes, sir. All we are doing is allowing the facili-

ties for training, and 5 trucks are made available to them. I think
the professor ran something like 18 percent water in the fuel. Now
it is about break-even. Now he is running about 25 percent water in
the fuel.
Some of the benefits of course, are reduced fuel, and we get a little

better mileage. Some of the problems are keeping the fuel emulsified,
settlement of the water, and so forth.
I would not call it anywhere near ready to go, but it is something

we want to continue studying.
Mr. STEED. _Assuming it works, have you gone far enough to know,

if you adopted it, whether all the vehicles would require a substantial
increase in machinery or equipment or gadgets to do the emulsifying
for you ? Will that be very much of a problem ?
Mr. SOMMERKAMP. I am not an engineer, sir, but as I understand it,

the point right now is whether or not the vehicles could be used with
a slight modification of carburetors, or whether or not some agitating
device in the gas tank would be necessary to maintain the emulsifica-
tion if it sat more than 2 days. I think that is the point where they
are right now.
Mr. STEED. Do they give any reason why this works? Normally, if

you put water in your gas tank, your car will not run at all.
Mr. SOMMERKAMP. I used to fly an airplane in the old days. This is

.where the background came from. We had water injection, and when
the carburetor was at a high pressure with manifold pressure from
the supercharger, you injected water into the fuel at this point. This
is where this professor got his idea. It cooled down the volume of air
and pumped more air per cubic inch, if you will, more oxygen per
cubic inch into the intake manifold. That is the theory behind it.
Mr. STEED. Y011 send a gallon of gasoline through a combustion

engine and, under the present system, they say you get about 60 per-
cent of the energy in it, and the rest goes out the exhaust pipe. Is this
device enabling you to get more energy out of that gas? Is that where
the 25 percent comes from ?
Mr. SOMMERKAMP. That is what the effect is, yes, sir, to use more

of the fuel.
Mr. STEED. You are not actually- burning water. It is helping- you

get more good out of the fuel. ,
Mr. SOMMERKAMP. From the oxygen content of the water.
Mr. STEED. On the mail volume, how far are you along in concen-

trating your mail to be processed into certain centers where you have



21

the equipment to do this and where you can justify the investment
in the sorters and the other equipment ?

MAIL PROCESSING

Mr. DoRsEy. Mr. Chairman, we, have 2 basic programs. One is the
area mail processing, which is basically around a sectional center,
about 50 to 100 associated offices feeding into each center. Most of
those are in place. The few that we have not put in simply are not
worth it. You cannot justify the mechanization, and you have too
much distance to turn around in.
In the other program, called "managed mail," we concentrate mail

for a State at a post office desianated as the State distribution center.
For instance, in the State or Pennsylvania, we have two centers,
Pittsburgh and Philadelphia. There we have mechanization, and we
hope to put more in other places.
In New York, for instance, we need more letter-sorting machines.

We do not have a specific plan that says we are going to do this and
this. We are workina on a modified centralized mail distribution plan
to take the place of the preferential mail system which we have
stopped implementation.
You can overcentralize in some cases, Mr. Chairman, and service

suffers as a result of it. You have to keep a happy balance between
getting the most out of your mechanization and yet provide the
service.

LETTER SORTING MACHINES

We estimate at this time that we need about another 250 letter-sort-
ing machines to complete this process and to replace those that are
wearing out and have been with us for a long time.
Mr. STEED. This subcommittee suffered through all the early days of

mechanization and saw many demonstrations of the original sorting
machines. What is the state of the art today ? How far along are you
in getting the kind of sorter you want ?
Mr. DORSEY. Basically, we are still dealing with the same machine

that this subcommittee is familiar with, and that is the 12 multiposi-
tion letter-sorting machine, which allows a clerk to sit at a console and
have letters go in front of him at the rate of one per second, and make
distribution to 277 destinations. We have improved the equipment to
this extent : We have eliminated requiring scheme knowledge. Now a
clerk uses zip code through what we call the "ZMT translator." The
clerk pushes the key and a computer translates where the mail goes
based upon the zip code.
We are doing extensive work in terms of noise reduction which has

been high around those machines, and some other improvements to cut
down their maintenance time and to improve their efficiency.
Down the road, we will have advanced optical character readers

attached to the,se machines. We have tested them in New York and
Boston, for example. The most modern one of these is still under devel-
opment in New York, which is called the "AOCR," which has the ca-
pability through its reading heads and its computer to sort mail to two
12-position machines simultaneously. It is still a developmental piece
of equipment. I want to make that perfectly clear. There is an awful
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lot of developmental work yet to be done. IBM maintains a rather
sizable force of people there to keep it in tune.

It currently operates about 20 hours a day. It processes roughly
1,100,000 letters a day in those 20 hours. It has little or no difficulty
processing outgoing mail. We have been attempting and have had
some reasonable success, but not enough yet, to process incoming mail,
which is our most expensive operation, particularly the "incoming sec-
ondary." Secondary mail distribution has to be done from memory.
The zip code can be used to process incoming primary, but there is no
system for processing secondary mail. It is really- the employee learn-
ing a city scheme. We have attempted in New York, with some success,
to put this into the computer and have the computer sort the mail.
There are some problems because of the multitude of items involved,
changes, and some reading problems. We see light at the end of the
tunnel, but the tunnel is still pretty long, I can tell you that

FACER CANCELER

Mr. STEED. What about the facer canceler ?
Mr. DORSEY. We still basically are using the Mark II facer canceler

that we started to buy some 20 years ago, I guess. We have attempted
to develop some competition in this area. We have a developmental
contract with National Cash Register which was put out on a competi-
tive bid to develop a facer canceler which would be an improvement
over the Mark II, hopefully about 50,000 pieces an hour. So far we
have not been able to get an ongoing product that we could deploy
throughout the system.
We desperately need facer cancelers, so we have bought from Pitney

Bowes another 180 of the style we currently use, with some improve-
ment, with some solid electronic component parts and other improve-
ments. Those machines generally run around 30,000 pieces an hour.

TJNCANCELED STAMPS

We are having problems, by the way, with, of all things, phosphorus.
If you recall, sir, we put phosphorus in our stamps so the facer can-
celer can locate the stamp easier. Now we have found that the recycling
paper used in making envelopes contains pbosphorus. Now the whole
envelope has become a stamp, and the machine becomes confused and
cannot locate the stamp.
We have a rather heavy volume of uncanceled stamps going through

which is becoming a problem for us.
Mr. STEED. Are there any other items of major significance in the

area of mechanization that you are acquiring ?

CULLING OF MAIL

Mr. DORSEY. Yes. We have an "air culler". Facing and culling of
mail, particularly culling, is an expensive operation. It requires an
employee to stand at a moving conveyor belt and, as the mail goes by-,
he picks out mail which, in his judgment, will not go through the
canceling machine. It now is a manual operation which takes up a lot
of time and slows down the process and is very expensive.

•
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We have been working on an "air culler," where the mail is fed
into an air chamber. The air flows up from the bottom of the chamber
at such an intensity that mail which will not go to the facer canceler
falls to the bottom and mail which will go through the Mark II is
carried through. That is a pretty rough description of it, but it works
reasonably well. We have some operational problems yet to iron out.

FLAT SORTER

We are working on a "flat sorter," a number of them. "Flat mail" has
been traditionally handled by hand. We have a couple of pieces of
equipment which sho w promise in sorting this mail mechanically.
We have a category known as "small parcels and rolls," which

literally is what is left over, that you cannot do anything with me-
chanically. We have been doing some work in developing equipment to
handle small parcels and rolls.
If you look way down the track, a, sort of Buck Rogers thing, we

need desperately a piece of equipment to sequence mail for a letter
carrier, which would take mail for a route and run it through a
machine, and it would come out in the order of delivery. The carrier
spends roughly 30 to 35 percent of his time in the office casing the
mail. If we can mechanize, obviously the savings would be tremendous.
Those are some of the things we have been looking at, sir.

CULLING OF MAIL

Mr. ROBISON. Back to your culling problem, what have you been
trying to do, if anything, about standardizing, through regulation or
law, the kinds of things that may be put through the mail, so the
flimsy envelope or the odd size, or whatever it is that your employees
now have to cull out because they won't go through the machine, will
not be a problem ?

STANDARDIZATION OF MAIL

Mr. DORSEY. We have a proposal before the Rate Commission now.
Do you want to speak to that, Ben ?
Mr. BAILAR. We have a proposal filed with the Postal Rate Commis-

sion on January 19, last year, on which there has been no action yet,
in which we proposed a surcharge or a penalty, if you will, for non-
standard mail. We think there is a need to continue to be willing to
handle that mail, but because it is not machinable we propose to charge
extra for it.

After the Rate Commission is through with that, I would hope we
would be in a position where our mailers, through this economic in-
centive, are encouraged to meet certain standards. It proposes a mini-
mum and maximum size, both of which are machinable, and a maxi-
mum thickness.

SMALL LETTER SORTER

Mr. DORSEY. I might also add, we have a smaller model machine
called a "single-position letter-sorting machine." It can be put in
smaller installations where you cannot justify a 12-position, or even
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in larger installations like New York where it can perform a specific
task at a very- efficient rate.

BAR CODE READER

We have a bar code program where mailers, before mailing their
mail, will inscribe a bar code on the envelope. This code can be read
with a bar code reader. We have this system in about 25 or 26 cities.
It is still an experimental project, but we have great hopes for it.

MECHANIZED DELIVERY

In terms of delivery of mail, we have mechanized about 71 percent,
of all of our routes so we deliver parcel post and all classes of mail
simultaneously, rather than have one carrier deliver letter mail and
another carrier deliver parcel post.
Mr. STEED. Over a period of years. you were able by mechanization

to offset the growth in homes, stores, and drops that you had to serv-
ice, which automatically added to your need for more carriers. I be-
lieve you used to get three foot routes covered by two motor routes.
Was that the ratio?
Mr. DORSEY. I do not know whether that is the ratio. The ratio I

remember is that for every eight routes we motorized, we could elimi-
nate one full-time parcel post route.
Frank, what did we save in terms of motorization ?
Mr. SOMMERKAMP. For about every 10 routes that we motorized, we

saved overall one route.
Mr. STEED. That does not break even any more, does it ? You have

about reached saturation.
Mr. DoRsEy. Yes. We are struggling to stay even because of the

growth increase. There is not much you can .do to increase carrier
productivity beyond motorization, unless we could get something to
reduce office time, where the carrier sorts the mail.
Mr. STEED. We used to hear a lot about large office buildings and

large apartment houses, and trying to improve the delivery of mail to
people occupying that type of building-. Where are we on that now ?

CLUSTER BOX DELIVERY

Mr. DoRsEr. We have a program we call alternative forms of de-
livery. The classic delivery is to the door. In terms of residential areas,
we have cluster boxes where we would put a box at the end of_ the
street, and those persons who live on that block would come to that
corner and get their mail out of a box for which they have a key.
We have been very successful with this in new communities, like

Columbia. Md., which was ft whole new city and never had any de-
livery- service. We were able, with the help of the builder, to put in
these cluster boxes.
We have installed cluster boxes in a number of other places. They

reduce our costs significantly since the carrier can serve 12 to 15 fam-
ilies at one stop by simply putting the mail in the cluster box.
Mr. ROBISON. Is there not a constant demand, as those subdivisions

are filled up, for borne delivery- ?



Mr. DORSEY. Strangely enough, there hasn't been. I went once to Co-
lumbia to meet with them about this whole program, and the only
complaint I got was from some lady who said the color did not blend
with the countryside. In fact, she enjoyed going to the box because she
met her neighbors every day and had a chance to chat with them.

*VERTICAL MAIL DELIVERY

The most sophisticated alternate form of delivery is the VIM pro-
gram, where we have elevators dedicated to the handling of mail, with
chutes off each floor, and the mail automatically settles off at each floor.
Mr. STEED. How much of a program is that now ?
Mr. DORSEY. I would have to get the figures. I think it is quite exten-

sive. Of course, it is a long lead-time item. When a man starts to build
a 50-story building, we have to get to him before he really does much
design work. If he gets too far into design, he will not go back and
change his plans.
Mr. STEED. The big new office buildings are aware of this program,

are they not ?
Mr. DORSEY. Yes, sir. The World Trade Center, for instance, which

is perhaps the biggest office complex in the world will have a system.
The Empire State Building is the classic example of the other kind of
delivery, where I think we have 29 carriers in that building every
morning to deliver mail.
Mr. ROBISON. And spend the whole day- there.
Mr. DORSEY. Spend their whole life there.
Mr. NICHOLSON. At the end of 1973, there were 1,585 of these VIM

installations. At the end of 1972, there were 741. So, the number dou-
bled by the end of 1973. They are not all the ultrasophisticated type.
Mr. DORSEY. There are various models. In some of them we have the

man stand in the lobby and hand the mail out in the morning. It gets
that simple.
Mr. STEED. All of which is to improve service and reduce manpower

and make some imprint on the cost factor.
Mr. DORSEY. Yes, sir.
As far as service is concerned, it permits people to get their mail

early. Somebody has to be last to receive their mail in an office building.
However, if you can get people's mail to them as early as possible, they
are happy about it.

PRESORTED MAIL

Mr. STEED. What about presort, and what about the meter postage
system ? Is that remainin.g static or is it growing ?
Mr. DORSEY. I am sure our meter postage is growing pretty consist-

ently, the amount of metered mail versus that which .has stamps affixed
to it.
The amount of presorted mail is increasing. If I remember correctly,

I think for the coming year we estimate $7 to $8 million in savings as
a result of presorted mail.
To increase the amount of presorting, a postal customer service rep-

resentative goes out and sells the mailer on the fact that he should pre-
sort his mail. and give it to us in trays or some other container so we
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do not run it through our distribution system. In some cases we cansack these trays and send them on.
MI'. STEED. What kind of estimate do you have on what this does forthe mailer in terms of buying time for him ?
Mr. DORSEY. Generally', we feel it improves his service. I have heardof cases where mailers have said that it cut 1 day from the amount oftime because their mail bypassed some presort operation and wentdirectly into the network.

UNFAVORABLE PRESS ABOUT LENGTH OF DELIVERY TIME OF MAIL
MI'. STEED. We get complaints about how long it takes a letter to go

from here to New York or across Fifth Avenue in New York. Yet, yourarely hear a complaint about how long it takes a letter to go fromhere to Los Angeles. Is this kind of problem being improved ?
MP. DORSEY. I think the complaints you hear are the horror stories.But you never hear about 98 percent that is delivered overnight in

downtown Manhattan all the time. You hear about the 2 percent that
does not make it.
Granted, occasionally there is a letter that does not make it and gets

bad press. The other day in the Detroit press you perhaps saw that a
letter that was mailed in 1865 and was delivered the, other day-. There
was a big blowup in the newspaper that it took 109 years to deliver a
letter.
What the newspaper did not say was that the letter was sealed with

Scotch tape, which did not exist in 1865. Somebody had taken an old
letter and put Scotch tape on it and put it back in the mail stream.
I do not know how you offset that.

Air. KLASSEN. Tell them about the subpena.
Mr. DORSEY. With regard to the subpena that occupied the headlines

of this country for about a week, we published a statement which
ended up on the back pages of the newspapers. The judge signed a
subpena on Aionday, February 4. It was not mailed that day. The
clerk the next day put a meter impression on it of February 5, but he
did not mail it until February 6. Late on Wednesday afternoon, he
finally put it in the mail. This is 2 days after the, judge signed it and
1 day after it was metered with a date on it. It got to Washington with
our normal handling for first-class reg-ular mail. It was not airmailed.
It got, to Washington on Saturday, which was the scheduled arrival
time for that class of mail. The court is not open on Saturday. It is
not open on Sunday. So we could not deliver it. We did blow 1 day.
On Monday we should have delivered it. Because of an oversight, the
assignment clerk did not know that this particular carrier was not
working on that route that day. The letter was actually only 1 day
late, and not 8 days late.
Mr. STEED. We sometimes have that land of problem, trying to ex-

plain some of the goings-on in Congress to the folks back home. What-
ever else the media does, it certainly does not fully inform. I doubt
if their customers would take the time to read it all if they did fully
inform. .
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RA E INCREASES

The new postage rate is now in effect, the one the Cost of Living
Council delayed. This is not a temporary increase. The Rate Commis-
sion approved the rate. Do you still have a problem with the Rate
Commission ?
Mr. KLASSEN. It has not been approved by the Rate Commission. It

will continue to be a temporary rate until such time as they make
their recommendation to the Board of Governors and they act.
Mr. STEED. In the beginning, we had some very painful delays in

getting the rate process working. What is the situation now ?
Mr. KLASSEN. Of course, they have had a great deal of manpower

turnover. They have had three new chairmen in the last year. We would
like for them to move along with this.
Have you any fix as to where they might be, Ralph ?
Mr. IsTicHoLsoN. They hear the case in chief starting in May. The

case was originally filed on September 25, 1973. Until May, when the
case really starts, the time has been spent in the discovery process,
the exchange of interrogatories. There are some 40 intervenors in the
case. We have received about 1,000 interrogatories. Until the inter-
venor gets the answers to the questions he raises, he feels he is not in a
position to prepare his main brief.
We are reaching the point where those principal briefs of each of

the parties will be filed and the case itself will begin.
The time seems to move on into too long a period. We had been

hopeful the case could be decided in a shorter period of time than the
first case, which took approximately 17 months. At the present time,
it seem§ doubtful whether this case will be disposed of by February,
which would have been about the same time frame. We are hopeful it
will be, but we do not yet know.
Mr. STEED. Are you faced with a situation where, if they do not

hurry up, you will have to have another increase to take the place of
this one ?
Mr. KLASSEN. That could well be the case.
Mr. STEED. All kinds of costs continue to go up, do they not ?

• LABOR NEGOTIATIONS

Mr. KLASSEN. Our labor contract will expire in July of 1975, and
we start negotiations early next year.
Mr. STEED. What do you think is the situation ? I do not want you

to make any commitment that you will be bound by later, but just give
us a reading. We hear a lot of talk about comparability. Are your
employees in these days of inflation on a par with other people of
similar talent and work ?
Mr. KLASSEN. I think our people are being paid on a par with the

pay for comparable work in the private sector, yes.
Mr. STEED. You think they are in balance ?
Mr. KLASSEN. Yes ; I do. In fact, when it comes to benefits, they are

probably in better shape than in the private sector in many respects.
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UNIFORM PAY RATES

Mr. STEED. It has been an old thing with me about, differential. Ihave never figured out how you justified paying a guy in a small rural
community the same pay that you would in New York City. You donot have to be any smarter than I am to know you can live cheaper in
one place than in another. What do you think is the future of that ?
Will you ever get into a real differential situation ?
Mr. KLASSEN. The unions are looking for this. They would like to

have it in many areas in order that in subsequent negotiations they can
again equalize them.
I think the trend for much of private industry today reflects the

same sort of pattern we have here. There are uniform rates through-
out the country.
I realize what you said, that there is no economic justification for it

in many instances. We know some of our postal people are the highest
paid workers in their particular community.
Does anybody know how far back it goes ?
Mr. STEED. Part of the public resentment of postage rate increases

stems from the fact that out in these areas where the pay is in favor
of the postal worker, people know him and know about what lie niakes,
and they resent it. Then when you raise postage rates in the face of
that and tell them it is necessary in order to pay the high wages, you
have a mad patron.
If you had a way to analyze it, I think a large portion of the furor

and complaint and criticism about the Post Office Department comes
more from this area than anything else.
Mr. KLASSEN. Mr. Chairman, these employees are already being paid

better than anyone else in the commumty. If we stopped future in-
creases and withheld increases for those locations, it would take sev-
eral years for the economy to catch up.
I have a feeling that that, will be something that will be hard to

deal with. The employees have had this uniformity for many years.
Does anybody know how far-back it goes?
Mr. DORSEY. As far back as I can remember. I have never known us

to have anything but one wage rate nationally.
Mr. STEED. We have always had a local rate for Hawaii, Alaska,

Puerto Rico, and the Virgin Islands. I do not see why the same philos-
ophy should not apply in all other comparable situations. As I see
it, you have to be either overcompetitive in one place or undercom-
petitive in another if you do it on a national basis. The economics of
big metropolitan areas are different from the economics of small
communities.
Mr. KLASSEN. I think the trend in private industry has been to have

uniform rates throughout the country. That has taken on momentum
over the years.
Mr. STEED. So few of them have to operate in every community as

you do.
Mr. KLASSEN. That is right.
Mr. STEED. You do not get to skip any of the lean places. You have

to be there, whether or no. Even some of the service companies, the

A=P,
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natural gas companies, do not supply my farmers. They have to have
propane. When the price tripled on that, there was a problem.
The telephone company does not go everywhere. Wherever there is

an American residing, you have to go there, one way or another.
This gives you a problem the rest of them do not have.

GEOGRAPHICAL WAGE DIFFERENTIAL

Mr. BROWN. Mr. Chairman, this subject did come up during our last
negotiation, and the union proposed that a cost of living differential,
not a general wage differential but the cost of living application, be
based upon geographic differential.
Frankly, we resisted it, because we have known from prior experi-.•

ences that the unions had a field day with a situation like this, and
play leapfrog. In 1973, for example, they would be in favor of some
type of geographic differential, and in 1975 they would insist upon
uniformity, which means bringing everybody up to this level. In
1977—this is an exaggeration, of course, because I do not think it
would happen every 2 years—they would go back, if they could, to
geographic differentials.
They would seek to obtain differentials in order to establish a high

margin, and then 2 or 4 or 6 years later say, "We can't live with that
because the steel industry and the automobile industry and the alumi-
num industry and the telephone industry all have the same rate every-
where. We cannot live with different rates." So, the bottom person
in the small community is brought up to the top, and everybody moves
on upward.
I think it would be a far more costly procedure to the Postal Serv-

ice, systemwide, to agree with the theory of geographic differentials.
Mr. STEED. With 75 percent of your money for wages going into

about 100 offices, and the other 25 percent going into more than
30,000 of them, you are lucky that you have that sort of situation. The
only trouble is that that 25 percent in the 30,000 little office,s where
you generate most of the criticism, you have to live with.
Mr. BROWN. That is correct.

ELECTRIC VEHICLES

Mr. STEED. I believe you referred to the fact that you were using
some electric-type vehicles. Could you give us some comment on that ?
Mr. DORSEY. Yes, sir.
At a place called Cupertino, Calif., which is south of San Francisco,

we have 30 electric vehicles in our experiment on the use of these
vehicles. We have found them thus far to be very satisfactory. They
are particularly adaptable to city carrier routes where they have a lot
of starts and stops. These vehicles use energy only when you push an
accelerator down. There is no energy being used at other times. There
is no such thing as an electric motor idling. It either runs or doesn't
run. You save a lot of energy.
It will run about 2 days on a charge. We have on the street a pro-

curement request for an additional 350 of these vehicles which we are
going to put in a number of places.
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Mr. STEED. These are sort of a first cousin of a golf cart?
Mr. DORSEY. Yes, sir.
Mr. STEED. I have a suggestion to make. Not long ago I went to a

meeting and heard a guy talk, and he impressed me with the fact
that the only energy we have available right now that we are not
using is our capacity to generate electricity at night when everybody
goes to bed. There is a lot of generating capacity that is unused during
the night hours when the world is sleeping. That would be an ideal
time to recharge batteries.
Mr. DORSEY. That is exactly when we do it, sir.
Mr. STEED. You beat me to it.
Mr. DORSEY. We would not have a chance to do it otherwise, Mr.

Chairman. We use them in the daytime.

MECHANIZED DELIVERY

Mr. ROBISON. May I ask a question relative to the carrier's portion of
the delivery. What is the percentage now of carrier delivery on foot as
compared to mechanized ?
Mr. DORSEY. About 71 percent motorized.
Mr. SOMMERKAMP. Foot deliveries are where we actually- go to the

door. A guy stops a truck and delivers a block or two and comes back
to the truck and moves. That is the vast preponderance of our deliver-
ies. About 80 percent of our people go out from the station in some
sort of vehicle.

COST OF ELECTRIC VEIIICLES

Mr. STEED. Have you gotten far enough along with the electric carts
to give a cost reading on them ?
Mr. DORSEY. Not yet, sir. They are pretty expensive to begin with.

The procurement costs are pretty high, roughly in the area of $5,000
apiece.
There are some problems that have not been solved with the bat-

teries. The batteries are awfully big and heavy. They have been able
to do something about that over the years, but there is over 1,000
pounds of battery in those vehicles, as I recall.
There is great promise in this.
Mr. STEED. There is no pollution.
Mr. DORSEY. That is correct, sir.
Mr. STEED. Does the recharging of the battery figure anywhere in the

same area as what you have been spending for the same amount of
ciasoline ?
Mr. DORSEY. It is cheaper.
Mr. STEED. Electricity is cheaper ?
Mr. DORSEY. Yes, sir.
We have to remember that in most places we have done it on an

experimental basis, and have had the cooperati on of the power com-
pany in making some installations.
Mr. STEED. Two of the cost factors are the usable life of the vehicle

and then the upkeep of the vehicle. What do you think that will be ?
Mr. DORSEY. The maintenance is pretty negligible because you have

only an electric motor. That is the only moving part, along with the
braking system. I think we have had some 5 years in one place.
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Mr. SOMMERKAMP. The one with which we have the most success
has been down 2 days for maintenance. That is the reason behind pur-
chasing the additional ones, to get a better feel for it.
Mr. STEED. How does that compare with the combustion engine

vehicle for the same length of time on the same route ?
Mr. SOMMERKAMP. We have been pulling these ofr the street every

16 weeks. We just upped that to 24 weeks. They get at least 1 day
of maintenance every 24 weeks.

BUILDING RENTAL

Mr. STEED. Now let us go to the housing situation. You have fin-
ished your work with the General Services Administration on all
these buildings throughout the country, the ones you were going to
take possession of and the ones you were going to be a tenant in. What
is that situation now ?
Mr. BAILAR. As you know, the Postal Reorganization Act provided

for the Postal Service to be given title to all facilities in which we oc-
cupied the majority of the space, and then to rent the remaining space
that the Federal Government was already occupying and, conversely,
for us to start paying rent on those buildings to which we would not
(Yet title.
That has all been implemented. We have been operating under that

for some, time. We are in the process of negotiations with the GSA
over rental rates.
It is the old problem of making sure that we get treated by the

same set of standards when we are lessees as when we are landlords.
Mr. STEED. As you know, we are under a new deal this year. If you

are in a Federal building where you are paying rent because you do
not occupy most of the space, all the other Federal agencies in that
building, if the Government owns it, previously lived there free of
rent, but now they do not. They will have to pay rent as well. They
did not negotiate for the rental they are being charged, but were just
told how much it -vvould be.
I wondered if you had any situations where as a tenant in this kind

of building your rates have been changed.
Mr. BAILAR. Yes. We are having that problem, Mr. Chairman. I

cannot give you hard specifics on it, I am afraid. We have felt in
the last year that the rates which we are being charged by GSA for
space in Federal buildings are being set at a level which is higher than
would be warranted if the same standards that are used when we rent
to GSA might be applied.
We are in the process of negotiation with them on that now. I

would like to submit a more detailed statement for the record.
Mr. STEED. I wish 3,-ou would. We would like to be brought up to

date on this. I think you have probably the. most unique situation of
all the landlord-tenant situations to deal with. By the same token that
you rent some space from them, they also are renting some from you.
Unlike most of the other agencies, you could retaliate.
Mr. BAILAR. That has occurred to us.
Air. STEED. It would be interesting to know how that works out.

32-709 0 - 74 - 3
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[The information follows :I
The rates originally proposed by GSA for fiscal year 1975 as rental for space

occupied by USPS in GSA buildings, known as standard level user charges, were
considered excessive compared to rental rates for comparable commercial space.
The Office of Management and Budget reduced the rates 13 percent across the

board for all types of space.
In subsequent negotiations between GSA and USPS, GSA agreed to a further

reduction of rates in nonurban areas by an additional 12 percent across the board
subject to OMB approval.

Postal workroom space is classified as special purpose space and represents the
bulk of the space occupied by USPS in GSA buildings. The rates for special pur-
pose space in GSA's original proposal was set at 112 percent of the rate for office
space. GSA has agreed to reduce the rate for special purpose space to 78 percent
of the office space rate, subject to approval by OMB.

EXPIRATION OF LABOR CONTRACTS

MI% STEED. Are all your contracts with your employee organizations
expiring next July ?
Mr. KLASSEN. All of them, are they not?
Mr. BROWN. Yes.

AMORTIZATION OF LOAN

Mr. STEED. What about the borrowed money picture ? You have been
borrowing money under the law for capital investments. Do you have
to set up an amortization, and is the amortization of that account in-
cluded in this budget ?
Mr. NicHoLsoN. There has been only one bond issue so far, and that

was 2 years ago. The method of handling the amortization of that is
this : Starting in 1978, we will create a sinking fund of $10 million a
year. That will provide the money necessary to reimburse the bond-
holders at the end of the 25-year term. That deposit in the sinking
fund has not yet started, and there is no amortization cost in the 1975
budget. There is debt or interest cost which we accrue.
Mr. STEED. You will have to have this as a part of your budget in

the future ?
Mr. NICHOLSON. Yes, sir.
Mr. BAILAR. The repayments to which Mr. Nicholson refers will be,

in effect our cash planning. There are expenses in this budget for de-
preciation of the facilities we bought with the proceeds of $250 mil-
lion. That is in here in the sense of being in a normal corporate in-
come statement.

NEED, FOR PROPER SPACE

Air. STEED. We have talked a lot about the physical plant that you
need. We have talked about the mechanized equipment. What about
the buildings ? Do you have a reading now on what you estimate
your needs are for space ? What do you have in mind for the next few
years on that ?
Mr. BAILAR. We currently have 40-some major facilities either com-

pleted in the current year or under construction. As you know, at the
time the Postal Reorganization Act became effective, it was estimated
that out of 140 million square feet of space 40 million was antiquated.
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We have been trying very vigorously to upgrade the facilities for
the employees, to relocate them for the benefit of our customers, and
also to provide a space where we can use mechanization.
We have made a lot of headway on it. I would like to submit for

the record a detailed recitation of the number of dollars that have
been spent each year.
Mr. STEED. Do that, and also include any other major project that

you see coming up to be coped with in the next few years. I would
like to get a reading on how far away you think pan are from a de-
sirable program.
[The information follows

CAPITAL INVESTMENT 1968-75-ACTUAL COMMITMENTS THROUGH 1973

(Dollars in thousands]

Building
construction/

purchase Improvements Fixed mech. Tota!

1968 31,398 46,665 44,319 122,382
1969 33,574 43,815 15,275 92,564
1970 77,292 24,323 15,879 117,494
1971 82,654 31,965 58,656 173,275
1972 319,367 73,345 239,220 631,932
1973 419,303 65,461 186,282 671,046
1974 estimate_  383,200 154,461 83,125 620,786
1975 estimate 711,365 145,290 15,436 872,091

I Fiscal year 1968 was initial year for authority to construct postal public buildings. Authority was delegated to PMG by
Administrator of GSA on Dec. 1, 1966. The initial appropriation was $50,000,000.
2 Fiscal year 1968-71 Post Office Department Commitments. Fiscal year 1972-75 U.S. Postal Service commitments.

ADEQUATE WORKING CONDITIONS

Mr. BAILAR. We have a program goal that had 95 percent of our
employees in adequate working conditions by the end of 1975. We
are continuing to work on a schedule leading toward that. I am still
hopeful that we will make that croal.
Mr. STEED. I do not remember all the details, but a few years ago

the need was so drastic that the savings that:would spin off from hav-
ing the right kind of working conditions were substantial. Have you
been able to realize some savings in the new facilities ?
Mr. BAILA.R. 1(es. In the new offices which we put up, we have been

able to install' materials-handling equipment, and each of the offices
has been judged on a number of criteria, one of which is the economic
benefit to be gained by moving from antiquated facilities into new
faciiities.
I think even more important than the economic analysis are two

things:
One is the need to have our employees in good working conditions,

the importance to their morale, All the members of this committee,
I am sure, are aware of the. problem with courtesy on the part of
window clerks and things of that nature,. I think an upgrading of the
environment in which they Work -into nicer surroundings will have a
rather pervasive effect on the atmosphere in which people do business
with the Postal Service.
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LOCATION OF POST OFFICES
The other thing is that many of our post offices were located inplaces that were suitable for the railroads 30 or 40 or 50 years agowhen they were built. They do not bear any great relationship towhere people would like to do their postal busine,ss now, or to presenttransportation patterns.
We have some experiments underway to map out certain loeali-ties and to determine the optimum location of postal facilities to savepeople the need to travel and the inconvenience they sometimes ex-perienced with post office locations in the past.

SELF-SERVICE TINITS
MI% STEED. Where are you now in vending machinery ? I know youhave been running experiments with a new type of lobby-, and thatproliferated. What is the situation now ?
Mr. BAILAR. I would like to ask Mr. Dunlap, the Assistant Postmas-ter General for Customer Services, to respond.Mr. DUNLAP. We have what we call our self-service postal centerprogram, which includes the vending equipment, we have been ex-panding over the past 2 or 3 years to try to bring ow services out tothe customer. These have been growing at a rate of about 150 peryear.
Right now, we are up to about 1,000 including out in locations suchas shopping centers and other areas convenient to the customer. Thisprogram is moving along very well at the pre.sent time.Mr. STEED. What about the lobbies in your new postal facilities?They are pretty well mechanized with vending machines, too, arethey not ?
Mr. DUNLAP. Yes, sir. In all our larger lobbies now we have self-service centers or vending equipment to make stamp sales available

to the customer so they do not have to go to the window. This, of course,
saves labor costs.
Mr. STEED. Does that enable you to have longer hours of available

services without having to have the cost of personnel ?
Mr. DITNIAP. Yes, sir. The vending equipment is available on a 24-

hour basis at most of the self-service postal centers and in larger post
office lobies, which enables us to achieve savings.

COMPARISON TO FOREIGN POSTAL SERVICES

Mr. STEED. One final question from me for now.
We used to hear quite a bit about what foreign postal services have

accomplished. What is the situation now ? Are we getting any helpful
information from the experiences of other countries ? What is the
world postal situation ?
Mr. BAILAR. I think there are two items I could mention.
First, in analyzing the new rate increases this last month, we looked

at the costs in the United States relative to other countries. We found
the average American worker had to work for 1 minute and 16 sec-
onds to earn the price of a basic unit of first class postage. In major
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four countries—Great Britain, France, Germany, and Japan—that
corresponding number ranged between 214 and 234 minutes, on the
average twice as long as in the United States.
I think compared to foreign countries, our postal rates represent a

good value.
U.S. News & World Report ran a surVey of a sort and an article

about 6 weeks ago in which they reviewed the postal services around
the world. I think it fair to characterize that article as follows:
That they found the postal administrations in other countries were

experiencing problems very similar to ours.
Mr. Klassen and some of the rest of us have had the opportunity to

visit. with administrators of foreign postal services in the last 2 months.
They had many of the same problems that we are having.
The -U.S. News &, World Report article concluded by saying that,

compared to these other postal administrations, they felt that the
United States was in satisfactory position. I think the real message
here is that our problems are not unique, and we are wrestling with
the same things that other postal administrations are.
Mr. STEED. Are they carrying on research in mechanization, too?

Do you see any headway in their efforts?
Mr. DORSEY. Yes, sir. They have done some research in mechaniza-

tion. Some years ago, I guess they were ahead of as, but I do not think
they are any longer. They are over here looking at some of our more
sophisticated equipment which they do not have.

Australia has a coding system which we have tried with some rea-
sonable success, but it is a little too expensive to operate. France and
England ha\ e coding systems which are not any more sophisticated
or productive than ours.
I think the trap we fall into- many times is that it is difficult to

compare any foreign postal administration with ours because the size
just dumfounds you, the amount of mail you handle, the distance you.
travel ; even the -ways the population uses the mail differs in various
countries. There are not many populations that use the mail system
the way the American public does or American business does.
In England, there is practically no sHch thin°. as circular advertisino:

through the mail. In this country, it is about725 or 27 percent of ta
volume.
Mr. BAILAR. I think we have about 50 percent of the world's mail

volume in this country.
Mr. STEED. Mr. Robison, as I yield to you, I hope that you will shov.-

some curiosity about Zip coding, perhaps convey-or systems in post
offices, bulk mail, and that kind of stuff.
Mr. Rowtsox. I was going to go into broader policy fields than that.

Perhaps we can come back to Zip codes.

PUBLIC CONCERN OVER POSTAL OPERATIONS

This is an election year, as everybody knows, and the Postal Service
is a convenient target for criticism. There seems to be developing
beyond that current tendency in the Halls of Congress some concern
about the future of the overall operation, and whether or not it can
make it on its own as a business.
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Senator McGee, of Wyoming, who is Chairman of the Senate Com-
mittee on Post Office and Civil Service, has already made it clear he
thinks a much larger public-service subsidy than Congress originally
planned is going to be necessary.
Then, over on our side of the Capitol, we have my colleague from

New York, Jim Hanley, who agrees that Congress, understanding
that the Postal System is far more than a business, must substantially
subsidize the operation.
We have quotes from you, sir, Mr. Klassen, relative to all this. At

least, I have these quotes.

SELF-SUSTAINING OPERATIONS

This particular newspaper clipping shows you continuing to argue
that Congress' original break-even goal is not unrealistic and that,
despite the fact of the cost increases your operation has experienced
and will experience in the years immediately ahead, you think the orig-
inal concept, as incorporated in the Postal Reorganization Act, can be
made to succeed.
Is that still your thinking ?
Mr. KLASSEN. I feel very definitely it can be. On the other hand,

there are a great many things which must be taken into account when
we make that statement. If Congress continues to make other provi-
sions for mail 1.1.ers so they don't have to pay their way, then, of course,
the Service will never be self-sustaining.
I think if it were given a chance and did not have such interference

as we have from the Cost of Living Council, things over which we
have no control, it could be made self-sustaining. That, of course,
would mean as wage costs go up and as other costs rise, our postage
will have to rise.

PHASING PERIOD FOR IVIAGAZINES

You referred a moment ago to our extending the phasing period for
rnagazines. Why ? Because of the pressure you have gotten from them.
I think the cries we hear from magazines are basically unsound.
Mr. ROBISON. I would like to go into that subject a little later with

either Mr. Nicholson or Mr. Bailar, so let us put that aside for the
moment.
Is 1977 the date the Service is supposed to be on its own ?
Mr. KLASSEN. No ; 1984.
Mr. BAILAR. The 5-year phasing of profitmaking publications would

have expired by 1977.
SUBSIDY FOR OPERATION

Mr. ROBISON. If you think of what Congress has put into the op-
eration since the Reorganization Act as a subsidy—I am not sure that
is the proper word for it—what has the subsidy been, to date, on a.
year-to-year basis ?
Mr. NICHOLSON. A little over $4 billion, actual.
Mr. ROBISON. That is the total ?
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Mr. NICHOLSON. Yes. I can give you the year-by-year figures.
[The information follows :]

Total Federal payments to the Postal Service since reorganization are :
Millions

1972     $1,417
1973     1,410

1974   1,478

Total     4,305

Supplemental requests for 1974 not yet enacted are : Proposed for delay in rate
increases, $236 ; to be proposed for costs,' 1972-74, for unfunded liability

of civil service retirement and disability fund, $285 million ; total, $521. million.

Mr. ROBISON. What is the request for the -so-called subsidy in the
fiscal year before us ?-
Mr. NICHOLSON. $1.5 billion including public service.
Mr. ROBISON. The total I am reaching for is the $1.552 billion.
I arn looking at page J-3 of the justifications under the general head-

ing "Budget. Highlights." Down at the- bottom of the page there is
something that puzzles me. Maybe Mr. Nicholson, with his general
ability to explain things, can explain this. Here is a line which says:
"Expenditure impact on Federal Government." Over on the right,
under the. 1975 estimate-, we have the. figure of $1,979,889,000. What is
the difference between the $1.5 billion we. just inentioned and the. $1.9
billion shown here?
We will have a timeout while everybody puzzles about this.
Mr. BAILAR. If I may take the opportunity while they are looking

for those numbers to give you a little bit of background.

ELIMINATION OF POSTAL SERVICE BUDGET FROM PRESIDENT'S BUDGET

In 1973, the Office of Management, and Budget, in an effort to con-
trol the Federal expenditures, asked the Postal Service to bold down
our capital expenditures. I'Ve felt those were vitally necessary to
improve the mail service. The Office of Management and Budget con-
cern was that if our independence allowed us to set capital expendi-
tures at. the level we thought they ought to be, and if that independ-
ence were exercised, they could have increases in the Federal budget
over which they ha,d 110 control. So, they took the Postal Service
budget, the vast majority of it, out of the Federal budget and put it
as an appendix to the President's budget, leaving in the stated Presi-
dent's budget only that portion of our expenditures which are funded
by the Federal Government. Basically, it is the $1.5 billion we are
looking at.
For the answer to the question as to how that compares to the -1.9

billion„I defer to Mr. Gould or Mr. Nicholson.
Mr. ROBISON. I will leave it at that, and let you provide the ans‘v

for the record.
Mr. NICHOLSON. We failed you, Mr. Robison.
Mr. ROBISON. For the first time.
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[The information follows :]

EXPENDITURE IMPACT ON FEDERAL GOVERNMENT—FISCAL YEAR 1973-75
[Dollars in thousands]

Fiscal year-
1973 actual 1974 estimate 1975 estimate

Budgeted expenditures:
Payments  10, 090, 978 12, 055, 952 12, 611, 218Cash receipts (other than from borrowing)  9, 934, 259 11, 393, 533 12, 183, 936

Net expenditures  156, 719 662, 419 427, 282Add: Appropriations for public service and transitional subsidies  1, 410, 000 1, 998, 685 1, 552, 607
Total impact on Government expenditures  1, 566, 719 2, 661, 104 1, 979, 889

Mr. ROBISON. I would like to look at the balance sheet, which I sus-
pect is what it ought to be called, shown on page 18 of the justifica-
tions. Some of these are estimates, I know, and have to be pretty
broad-brush estimates. -
You show cash position current assets first, cash, the 1974 estimate

of $513,069,000. Then, there is a footnote relative to that which sug-
gests that that is the anticipated cash balance as of—what ? June 30 ?
Mr. NICHOLSON. June 30, 1974.
Mr. ROBISON. What I am trying to lead up to, in any event--you can

correct the date if it is wrong here—is that we were told, a few mo-
ments earlier today, that your payroll is costing you $400 million
every 2 weeks.
Mr. NICHOLSON. Just under that at the present time.
Mr. ROBISON. And you are running a cash balance of only about $513

million. So, you really have cash on hand for one pay period, in effect.
Are you that close to the cushion of your so-called working capital, if
that is the phrase to use ?
Mr. NicuoLsoN. Yes ; we are.
I think the cash available is seriously short. This figure anticipates

that we would have received the $236 million Cost of Living Council
delay. Otherwise you have to subtract $236 million.
Mr. ROBISON. boes the figure that I used, of $513,069,000 shown as

the 1974 cash estimate, also include the probable receipt of the supple-
mental request ?
Mr. NicHoLsoN. That is correct.
Mr. ROBISON. As we think about that supplemental request which

the House will be considering later on this week, if that request does
not clear Congress, your cash picture and your wage-paying picture
will be pretty dismal unless you go to borro-sving for operating
expenses.
Mr. NiciroLsorr. That is correct.
Mr. ROBISON. Which you would have to do almost immediately, I

would think.
BORROWING FOR OPERATING PTJRPOSES

Mr. NICHOLSON. Yes. We are facing the very real possibility that we
will have to borrow for operating purposes before the fiscal year is
9ver.
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INVESTMENTS

Mr. ROBISON. Now you have an item shown as investments. That
seems to be fleshed gut somewhere else, although I do not see it now.
I thought it was in the annual report. This shows $986 million, in rough
figures, as investments.
What is this ? Government bonds that you own, stemming from

what in the past?
Mr. NICHOLSON. In largest number, they are Treasury notes, pretty

much as selected by Treasury, but we do have some flexibility so for
some part of the funds we can invest in Government special issues
and in repurchase agreements.
Mr. ROBISON. Do you put some of your working capital, so-called,

into a temporary investment?
Mr. NICHOLSON. Yes; every dollar that, we can, we do invest with

varying terms of investment so we have the necessary liquid cash
at the time disbursements are called for.
Mr. ROBISON. I am not much of an analyst of financial balance sheets,

but this would indicate you have about a billion in investments that
you could have recourse to, if need to be, to supplement your cash
situation.
Mr. NICHOLSON. This summary was prepared quite recently, actually

March 18, 1974, but at the present time we are not looking at quite
so favorable a, picture.
Mr. Gould, the Assistant Postmaster General for Finance, may have

a more up-to-date or recent statement to make along that line.
Mr. GOULD. By the end of this year on the basis of our current

prognostication, our investment would be around $400 million.
Mr. ROBISON. Those are at least short-term investments, so you can-

not get your money from them without some loss, I suppose, for cash-
ing them in ahead of time.
Mr. GOULD. Most of our investments are in special issues of the

Treasury. We try to time them so we are buying the issue that relates
to our need. We have experienced very little loss from the sale of
Treasury issues.
Mr. ROBISON. General Klassen, if this were a full-fledged business

operation, would you not think your working capital was pretty
low ?
Mr. KLASSEN. It would be in a 'damned bad shape.
Mr. NicHoLsoN. To be sure it is clear—perhaps you were going

to follow this up—this cash or these investments are not necessarily,
in fact they are not, unencumbered dollars. These are dollars that
are needed to liquidate prior commitments. They are temporarily
in our hands, but they are not free dollars that we have any volitional
control over.
On the liquid cash basis, that is, funds not reserved for prior com-

mitments, the cash position and the investment position is a darker
picture. as Mr. Klassen was just indicating.
Mr. ROBISON. Mr. Chairman, I think some of this information

gives added weight to the need for the House to favorably consider
the supplemental request.
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Absent that, Mr. Klassen will either have to cut service back sub-
stantially, it seems to me, or else go to borrowing for operating
expenses.
We went through a discussion of that route at the time of our hear-

ings on the supplemental item, and it was generally expressed to us
that you do not want to do that except under the most unusual and
unexpected circumstances, which may be what you are faced with.
[Off the record.]
Mr. ROBISON. Staying with the so-called balance sheet again, Mr.

Nicholson, go over with me to page 19. Here we have a reference
to the long-term debt of the Service. The first item is for USPS
gross revenue bonds, and you show $250 million up to 1973, actual,
and then, for 1974, there is an estimate that this will increase to $725
million.
Will there be another borrowing for capital expenditure purposes

between now and the end of the fiscal year ?
Mr. NicHoLsoN. I do not think so. I believe it is more likely that it

would be a borrowing for operating purposes.
Mr. ROBISON. Regardless of action on the supplemental ?
Mr. NICHOLSON. The figures we were just looking at assume that we

would get the supplemental. I was just making a calculation to follow
through on your other thought. The total of current assets is $1,690
million, and the total of current liabilities is $1,570 million, leaving
a difference of only $120 million, the difference between assets and
liabilities on a, current basis.
I think the requirement for the $400 million every 2 weeks that you

were speaking of will impact us so that there will be a need for bor-
rowing for operating purposes. That would be a short-term borrow-
ing as contrasted with the long-term debt line that you are now look-
ing at.
Mr. ROBISON. That would be a short-term borrowing as contrasted

to the long-term borrowing, if that is the proper phrase, that you
would have to go to if you did not get the supplemental item, or is it
the same in either situation ?
Mr. NICHOLSON. I think it is the same situation.

USE OF BONDS

Mr. ROBISON. For fiscal year 1975, the estimate of the total recourse
to bonds shows $1.225 billion, an increase of another $500 million.
Mr. NicHoLsoN. That is correct.
Mr. ROBISON. What would that be for? Is that for capital purposes?
Mr. NICHOLSON. I think it is more likely that part of the 1974 esti-

mate for long-term capital will move over into 1975. The 1975 total
is probably pretty good. It is the timing between the 2 fiscal years
that seem to be changing here.

CORPS OF ENGINEER PROJECTS

As you know, the transfer of construction from the Corps of Engi-
neers back to the Postal Service has had an unfortunate effect on the
program. The need for cash to liquidate those kinds of investments
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has not materialized as rapidly. The commitments slip a little and,
therefore, the needs fox cash to liquidate those commitments slip a
little.
So, in the recent period our cash disbursements pursuant to capital

projects have not been as great as we originally thought. However,
by 1975 we feel the pace of that activity will have picked up substan-
tially, and the need for cash to liquidate commitments -will be as great
as shown in this column.
Mr. RortisoN. To liquidate commitments made for construction of

additional facilities. That is what we are talking about ?
Mr. NICHOLSON. Yes, primarily. Those are the longer term kinds

of things.
For example, when this year began, we had $1.2 billion of capital

commitments not liquidated. We have been able to finance that cost
throughout this year without borrowing, whereas we originally as-
sumed we might have to do so.

Air. ROBISON. When the Corps of Engineers was-handling your con-
struction program— what was the procedure ? Did they build the
facility and then bill you for it, in effect ?
Mr. NicHoLsox. They were the managers, of the projects. They

handled the clearance of the real estate, the negotiation of contracts
and subcontracts, and so on, pursuant to the specifications and general
requirements of the Post Office.
Mr. BAILAR. We made the payments.

TRANSFER OF CONSTRUCTION ACTIVITY BACK TO U.S. POSTAL SERVICE

Mr. ROBISON. What were the disadvantages of that, sufficient to
have caused the Service to go to the point of handling its own
construction program directly ?

Air. NICHOLSON. This was not a decision that the Service took. -
Mr. BAILAR. That decision was forced upon us by the Office of

Management and Budget who, as I think you know, is in the middle
of a program to try to take out of the Federal Government those
services which they think might reasonably be procured elsewhere.
They felt it was an inappropriate activity for a branch of the Depart-
ment of Defense.
In their 1974 budget, they denied the Corps of Eno.:ineers the num-

ber of people that the corps had requested to do tire Postal Service
work. So, the corps had no option but to turn to us -and say they
were not going to be able. to do it for us, and we had to make arrange-
ments to go elsewhere,.
Mr. KLASSEN. Despite the fact, that we paid the full cost of all this.

That is one more reason why being self-stifficient in any given, period
of time is. difficult. If these actions are taken over which management

• has no control, then this may never be realized. These things keep
haappening. You would not run a business that way.
Mr. RomsoN. No, I suspect you wouldn't.
In any event, the change from the Corps of Engineers did create a

slowdown and a. backlog in your construction prograin ?
Mr. BAILAR. We had one of the largest construction profframs,

certainly the largest in the history of the Postal Service, an'd one
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of the largest in the history of the country, under way ; and, all of a
sudden, if you will, the contracting agency was withdrawn and we
had to make complete plans to put a new group of people in the
harness.
You miss a few steps when you do that.
Mr. KLASSEN. It delayed the program and cost substantial added

dollars.
Mr. ROBISON. I think you said in your prepared statement that the

21 major facilities in the bulk mail system were exempted from this
changeover.
Mr. BAILER. That is correct. We made a specific request because of

the size of that construction program and the fact that it was well
under way. They agreed to see those through. They also agreed to see
through the items--I have forgotten the exact definition—some of the
things which were in process they were allowed to finish up in fiscal
1974. Then they will take the bulk mail network through to its
conclusion.
Mr. ROBISON. By July 1 of this year, you are supposed to have trans-

ferred back to the Service all of the major facility work except the
bulk mail system ?
Mr. BAILAR. That is correct.

PURPOSE OF RALPH PARSONS CO.

Mr. ROBISON. According to a release I received, you had a contract
with the Ralph Parsons Co. of Los Angeles, Calif., for some manage-
ment and technical support services in connection with this program.
Mr. BAILAR. Yes, sir.
Mr. ROBISON. What is the Parsons Company supposed to do for you ?

More or less what the Corps was doing?
Mr. BAILAR. Yes, sir. Basically the same sort of thing the Corps of

Engineers was doing. We are dealing with a very large program which
we felt the Postal Service needed some external help on, rather than
trying to gear up with some hundreds of people on an instantaneous
basis.
Second, also we felt that there would be more construction in the

immediate future than there might be on a continuing basis. By deal-
ing with a contractor to help get us over this hump, we might avoid
building the Postal Service staff up to a level which 3 or 4 years hence
we might not need.
Mr. ROBISON. The selection of the Parsons Company was through

a negotiated procurement of professional services?
Mr. BAILAR. Yes. It was a competitive award, but it was negotiated

in the sense that we asked would-be contractors to submit proposals
to us as to how they would go about performing the job. It was a two-
part proposal, two sealed packages. One was how they would go about
performing the job. The second was their price.
We evaluated the 14 proposals from would-be contractors on a tech-

nical basis first, without looking at their prices. Then after we had
decided which of them would do an acceptable job, we looked at the
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prices to determine which was low, and then tried to negotiate with
the firm that we thought offered the best overall package.
There was a great deal of competition for the contract.
[Off the record.]

POSTAL REAL ESTATE HOLDINGS

Mr. ROBISON. Mr. Chairman, with this release from the Service,
which is dated December 4,1973, there is a background fact sheet on
Postal real. estate holdings. It is a pretty concise restatement of the
diverse commercial properties in the United States held or leased by
the Postal Service.

It shows, for instance annual lease payments to the private sector
in the amount of $168 ; annual lease payments to General Serv-
ice Administration estimated at $30 million, and so forth.
I think it could well become a part of the record.
Mr. STEED. Without objection.
Mr. ROBISON. Also attached is another background fact sheet on tilt..

"modern mails" program which shows, apparently in very brief form,
a. breakdown of the construction program, with a total expenditure of
$3 billion, for 1974-76. May that also be added to the record ?
MT. STEED. Yes.
[The material follows ;]

BACKGROUND FACT SHEET : POSTAL REAL ESTATE HOLDINGS*

The U.S. Postal Service is the largest user of diverse commercial property
in the United States. Following statistics describe extent of facilities :
Number of facilities (leased or owned) :

Leased or rented, 28,000.
Leased to others, 1,300.
Leased from General Services Administration, 300.
Facilities owned, 3,000.

Annual lease payments to private sector, $168 million.
Annual lease payments to General Services Administration, $30 million.
Annual lease payments, other Government agencies, $1 million.
Total, net interior square footage leased or owned buildings, 155.400,000 square

feet.
Total square footage, platform and dock space, 10,600,000.
Total, facilities, platforms, docks, 166 million square feet.
Total parking and maneuvering space, 4,000 acres.
Largest postal facility, Chicago Main Post Office, 2,140,617 square feet ; smallest

postal facility ; Granite Springs, N.Y., 30 square feet.

BACKGROUNDER : MODERN MAILS PROGRANI 1 9 7 4- 6 )

Total anticipated projects, 15,000.
Financial breakdown :

New construction and inail-handling equipment_  $2,300,000,000
Building modernization 700,000,000

Total capital outlay 3,000,000,000
Expenditures, metro areas 1,500,000,000
Expenditures, smaller communities 1,500,000,000

*Numbers are approximate. They do not include bulk mall network construction pro-
gram. a $950 million program for construction of 21 major plants and 13 auxiliary
facilities.



44

IMPACT OF NEW FACILITIES
Mr. ROBISON. You said in connection with a question, I think askedby either Mr. Addabbo, or perhaps by Chairman Steed, that these •new facilities and the automated machinery in them, and so forth,will some day begin to have their impact on restraining the inflation-ary costs of handling the mail. I think you put it in the future, "will"have an effect.
When will we reach that date '? When will the Service begin to seesome return, from not only the past investments you have been mak-ing in this connection, but from those that are projected ? Is tbis stillquite a ways off ?
Mr. NIC FIOLSON. Day by day, we are seeing them, Mr. Robison. Theprojects culminate and go into use on a day-by-day basis or the pro-ductive equipment and machinery is installed day by day.So, I do not believe there is any sudden time when the costs in 1year change in a very marked way from the costs in a prior year. Inthe process for approving expenditures that Mr. Bailar referred toearlier, of the three major criteria in selecting or evaluating projects,one is the economic return.
So, on a step-by-step or project-by-project basis, as the building isapproved or as an investment is made, there is a specific economic re-turn from that investment. They will tend to be 10 percent or higherin all cases.
Mr. RoBisoN. I think you can begin to see—I hope you will, any-way--where I hope to come out in all this. It is my general thoughtthat the Service is not going to make it as a business unless you docomplete this construction program, and your automation program,just as fast as possible.

ACCELERATION OF CONSTR17CTION PROGRAM
Although, again, no one really can say this and I do not knowenough about the situation to have a reliance on my own judgment, itseems to me you have not used your bond authority perhaps as fastas you might have, or made capital outlays for construction purposesso as to accelerate these essential programs.
I know the Corps of Engineers switchover slowed you down, but canyou now accelerate this work? Should the Service not accelerate theseprograms? If you do not, I do not see any end to inflation in the costof operating a labor- or wage-heavy industry such as yours—there willbe increased wage costs year after year, and month after month, forthat matter.

INCREASED RATF.S

The follow-on to that is increased rates all the time, if not everyyear, then every 2 years. This pattern has already been set.
Mr. Bailar said your rate structure is pretty competitive, and even agood bargain when compared to foreign mail rates. On the other hand,we may come to a point where you will perhaps price your product

out of the market. You will stimulate competition from one source
or another. Somewhere, you will have to put the brakes on. I do not
know where or how you will do it except through mechanization, and
automation. to obtain greater productivity.
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DELAYS IN CONSTRUCTION PROGRAM

Mr. KLASSEN. I am sure what you say is right. I do not think for a
moment we can go any faster with our construction and mechanization
program than we are. The delays we experience in trying to get equip-
ment, are already' known to us, and they are almost unbelievable.
Mr. 13,oBisoN. Every industry today is having trouble getting ma-

chinery and resources of all kinds..
Mr. KLASSEN. That is right. I think nel,v facilities and mechaniza-

tion are actually the, answer, long range, to lower costs and better
service. As mecha-nization takes place and we use fewer people, it will
lower costs.

- DECREASE IN FUEL USAGE

Meantime, everything else will increase. We have a program to save
10 percent of the fuel costs, and we saved 20 percent at a couple of
locations. Yet, the increased costs we experienced made the total costs
come out the same.
Mr. ROBISON. Even though the energy crisis has become just, a serious

problem, you will keep trying to decrease fuel usage ?
Mr. DORSEY. We are saying just what you are saying. The energy

crisis apparently has ceased for the moment, but this is no reason, to
let up on conservation of energy.

MAIL COMPETITION FROM PRIVATE INDUSTRY

Mr. ROBISON. Let us speak for a, minute about competition. What is
the picture relative to competition ? I know there are legal limits to
what people can do in getting into the, mail field, but what is the
general situation with respect to private competition in the mail
business ?
Mr. BAILAR. I thiIlk there is no question that we have a lot of compe-

tition and increased competition. The first one that, comes to a,nybody's,
mind, of course, is the United Parcel Service, which has been very
successful and now handles a majority of the small parcel busineSs in
this country.
Mr. ROBISON. Do they have a majority now ?
Mr. BAILAR. They have more than we have in parcel post, which for

practical purposes is a majority, I guess.
In addition to . that, there are people who are seriously exploring

other avenues of distribution of magazines and. newspapers, such as
having milkmen take them on their rOunds. There have been efforts
to distribute advertising circulars.
One of the thinas, that we think we could dO for the public is to

get into unaddressed advertising circular. The newspapers are strongly
opposed to that because they think that business ought to be available
to them. They do not want any competition for it.
In the area of conipetition, we are getting competition from the tele-

phone industry. If you consider the Postal Service, at least first-class
mail, as a message transfer service, the portion of the business which
we have has declined sharply in the last 30 or 40 years.
One of the statistics which we have recently developed that is quite

memorable is that in 1940, about 30 years ago, a New York to Los
Angeles telephone call was $2.50, or 80-some times the cost of a 3-cent
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letter. Today, that telephone call is $1.45, or 141/2 times the cost of
a 10-cent letter.
We are having this kind of competition. People are faced with

alternatives in terms of billing services where they can combine their
billings. We are deeply concerned about the alternatives that people
have to using the mail.
A very large portion of our costs are fixed. The more volume we

have, the further we can spread those fixed costs. If our business base
shrinks, those fixed costs have to be spread over a smaller base.
We are undertaking a number of programs to try to keep our

business.
Mr. KLASSEN. This is a very serious thing for us. Our people are just

beginning to realize there is competition. In fact, if this committee
could give the time to it, Mr. Chairman, we have a report we have made
for ourselves, for our own management, that deals with that subject in
great depth. It would take about an hour of your time and I think
it would be worth your while to expose yourself to it, and would help
you to understand the kind of things we are facing and what has to be
done to offset it.
Mr. STEED. We will try to work it out.
Mr. BAILAR. We can put it on today or tomorrow, if you would like,

Mr. Chairman, or any other time.
Mr. STF,ED. Let's see how we go this afternoon.
Why don't we recess now until 2 o'clock.
[Whereupon, the subcommittee recessed at 12 :20 p.m., to reconvene

at 2 p.m.] -
Mr. STEED. The committee will be in order.
The gentleman from New York, Mr. Robison.
Mr. ROBISON. Mr. Chairman, during the lunch break I have been

mulling over in my mind something that was said in the morning
session and I want to see if the witnesses can help me put it in
perspective.

BORROWING FOR OPERATING EXPENSES

It seems to me that, when the people from the Postal Service were
before us in justification of the supplemental request that is still pend-
ing, one of the strongest and best arguments they made in support of
that request, if granted, was that it would help the Service avoid the
necessity of borrowing for operating expenses. _
I understood them to say that would be a bad business practice, and

I agreed.
It seemed to me that was a compelling argument for the supple-

mental but, now, if I understood Mr. Nicholson correctly, the Service
faces, this fiscal year, perhaps the necessity to borrow for operating
expenses, and that the same may be true for the fiscal year coming up.
It seems bad in one occasion, and not bad in another. Can you help

me get this back in perspective so I don't lose the weight of that argu-
ment later on this week ?
Mr. NICHOLSON. Borrowing for operating purposes was not planned

for 1974. However, it now does seem likely that we will have to borrow
for operating purposes in the current fiscal year.
If the supplemental of $236 million is not enacted, the amount of

borrowing will have to be, increased, but even so, there is a basic diffi-
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culty—the cash difficulty—that we might experience that would re-

quire us to borrow whether or not the appropriation was passed.

Mr. ROBISON. That situation is still not totally clear to you ? It may

be avoided, if the supplemental item is enacted ?
Mr. NicHoLsoN. It may be avoided, but it is not likely that it would

be.
Mr. ROBISON. If you do have to borrow for operating purposes, dur-

ing the balance of this fiscal year, how will you try to pick up that

debt ?
Mr. NICHOLSON. Borrowing for operating purposes, I believe, is

appropriately a short-term borrowing. The need for it would come

about because it was necessary in order to maintain the current ability
to perforni. It would therefore be in support of the current users of
the mail. It is appropriate, therefore, that those current users of the
mail who benefit from the operations supported by the borrowing
should also pay for the cost of borrowing in a relatively short period.
One way of looking at it might be to borrow for a 5-year period,

paying back the total of that amount of borrowing, in annual install-
ments of 20 percent each, so that over a 5-,year period the amount
would be repaid.
Mr. BAILAR. In that particular case unlike the one we talked about

this morning, the amortization or the income on the borrowing would
show on the income statement because the one this morning we talked
about was for capital purposes.

INCREASE IN REVENUE

Mr. ROBISON. Let us see if we can get the income picture in better
perspective, too. Now that the rate increase is in place, however tem-
porary it may be, you estimate your revenues will go up from $9 bil-
lion, more or less, in 1974, to $10.4 billion in 1975. These are shown
as mail and service revenues on page 16 of the justification.
Will those revenues be coming in from now on, Mr. Nicholson, at

a rate a bit ahead of your anticipated increases in costs ?
Mr. NicHoLsoN. Yes.
Mr. ROBISON. To the point where your cash picture will begin to

slowly improve ?
Mr. NICHOLSON. Yes. Our estimate for 1975 does have a slight sur-

plus of total revenue over total expense, yielding a net income of $44
million, which would improve our cash position to that extent.
Mr. ROBISON. To that extent,-the borrowing eould be picked up or

absorbed into the revenue stream eventually ?
Mr. NicHoLsoN. I regret that perhaps the $44 million surplus would

not be adequate, even if that were an annual average.

PHASING THIRD-CLASS RATE INCREASES

Mr. ROBISON. In the budget request now before us, apparently the
service has yielded to OMB, and perhaps indirectly to what might, in
the end, be the will of Congress in this regard in any event, by drop-
ping the independent request for phasing in the regular rate, third-
class increases.

32-709 0 - 74 - 4
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Mr. Nicuor.soN. Yes. Once again, I believe this would be the fourth
occasion the President has not included the amount for revenue for-
gone in his requests, nor in that period has the Congress appropriated
that amount, even though the President did not request it. The record
seems quite clear that the funds for phasing third-class mail are not
to be forthcoming. However, we believe the phasing is authorized
in the law and should, at the initiative of Congress, the amount be
appropriated nonetheless, even though there were no request, it would
be our position that this class of mail should be phased.
Mr. Rouisox. The amount that would be involved if it were to be

phased is $256.7 million for fiscal year 1975.
Mr. NICHOLSON. That is correct.
Mr. ROBISON. Mr. Chairman, the annual report of the Postmaster

General does contain a variety of items that are possibly of interest,
and I am not sure if they would be shown elsewhere in the budgetary
supporting material.
The front page, page 1 of it, is possibly of some interest. It is en-

titled "Financial and Operating Highlights."

NET LOSS PER PIECE OF MAIL-

It shows such things as the change, over the last 5 years, of pieces of
mail per capita in relation to the U.S. population ; operating revenue
per capita ; accrued cost per piece of mail ; operating revenue per piece
of mail, and even net loss per piece of mail.
For fiscal 1973, which is the last year that the report covers, it, shows

what in the way of net loss per piece of mail, Mr. Nicholson ?
Mr. NICHOLSON. Net loss per piece of mail is one one-hundredth of

a cent or one-tenth of a mill.
.Mr. ROBISON, That does not sound like very much per letter or item,

but if you multiply that by 
Mr. NICHOLSON. Some 90 billion pieces and that produces file cle ,.;ts

PRODUCTIVITY INCREASE

Mr. ROBISON. Another item here; pieces of mail per total postal
man-year. That shows, for 1973, 131,079, which indicates a rather
steady increase of pieces of mail per total postal man-year running
back to the year 1969 when it was 114,156. Is this a measure ofproductivity ?
Mr. NicHoLsoN. That is the net effect of all possible changes, and

those possible changes involve a change in the nature of the mail, some
mail requiring more oi less labor than another type.
It involves the contributions that our mailers provide through pre-

sorting the mail, making it easier to work with less employment. It
involves the contributions that equipment makes that enables one per-
son to process more mail with a machine than he eould do without. It
involves use of more efficient buildings and better working conditions.
It is a mixture of factors, all of which results in more pieces of mail
per man-year.
Mr. ROBISON. Mr. Chairma,n, unless there is objection, I think this

one page might be of some value for our record.
Mr. STEED. Without objection, we vvill make it a part of the record.
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FINANCIAL AND OPERATING HIGHLIGHTS

1973

Fiscal Years Ended June 30

1972 1971 1970 1969

Pieces of mail (millions) 89,683 87,156 86,983 84,882 82,005

% change 2.9 0.2 2.5 3.5 3.1

(in millions of dollars)

Operating Revenue  $ 8,339 $ 7,884 $ 6,665 $ 6,347 $ 6,142

% change 5.8 18.3 5.0 3.3 11.1

Govt. Appropriations  1,377 1,361 2,086 1,355 884

% change  1.2 -34.8 53.9 53.3 -1.2

Total Operating Expenses 9,818 9,522 8,955 7,867 7,168

% change  3.1 6.3 13.8 9.8 9.5

Net Loss 13 175 204 166 143

% change -92.6 -14.0 22.9 16.1 19.2

Fixed assets (net of depreciation) June 30  1,379 1,297 1,150 1,049 776

7., change 6.3 12.8 9.6 35.2 10.2

Equity, June 30 1,566 1,548 1,686 1,538 1,150

°A, change 1.1 -8.2 9.6 33.7 14.2

(in units as indicated)

U.S. population (millions), Jan. 1 209.7 208.1 206.7 204.4 202.3

% change 0.8 0.7 1.1 1.0 1.0

Pieces of mail per capita 428 419 421 415 405

% change  2.1 -0.5 1.4 2.5 2.0

Operating Revenue per capita  $ 39.77 $ 37.89 $ 32.24 $ 31.05 $ 30.36

°A, change 5.0 17.5 3.8 2.3 10.0

Accrued Cost per piece of mail 10.95c 10.93c 10.30c 9.27c 8.74c

% change 0.2 6.1 11.1 6.1 6.2

Operating Revenue per piece of mail  9.30c 9.05c 7.66c 7.48c 7.49c

% change 2.8 18.1 \ 2.4 -0.1 7.8

Net Loss per piece of mail  0.01c 0.20c 0.23c 0.20c 0.17c.

% change - 95.0 -13.0 15.0 17.6 13.3

Pieces of mail per total postal man year 131,079 123,158 120,212 116,931 114,856

% change 6.4 2.4 2.8 1.8 0.7

Man years 684,192 707,674 723,581 725,913 713,979

% change 3.3 -2.2 -0.3 1.7 2.4

Employees, lune 30  701,051 706,400 728,911 741,216 739,002

% change -0.8 -3.1 -1.7 0.3 1.1

Financial and Operating Details, See pages 31 through-47
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Mr. Romsox. I don't want to needlessly clutter up the record, but Iwonder if there is enough congressional oversight of your operation.I think more should be done to explain your needs and challenges to thegeneral public, and the Congress as well, so as to better understandyour problem and situation. That is why I think we ought to fleshout our record as much as we have time to do so.
Mr. Niciror.sox. I think that is very helpful. Copies of the annualreport are made available to Members of the Congress. Should mem-bers of the public who don't have them wish to have them we wouldbe glad to have their requests.

LEGISLATION TO AID -MAGAZINE AND NEWSPAPER PUBLISHERS
Romsox. In the area of possi4le congressional. actions, GeneralKlassen, that might further disrupt your business plans and com-plicate your problems would be the pending legislation which wouldease the burden on magazine publishers and newspaper publishers,that is, the burden of recent rate increases they have experienced. Thisis a difficult subject to fully understand, and a complicated politicalsubject.

I noted that Mr. Bailar took an active part in answering Professor
Arthur Schlesinger, who apparently had an article in the Wall Street
,Tournal, charging that the Nation's newspapers were going down by
virtue of the increase in the mail rates they were exposed to, and Mr.
Bailar did a good job in answering that in a follow-up piece in the
Wall Street Journal on February 27 of this year.
Included on the same page along with Mr. Bailar's article was the

editorial opinion of the Journal, entitled "Who is Subsidizing Whom ?"
The only thing I do not have would be the original piece by Mr.

Schlesinger so that one could, in reading the record, have all three
points of view—his, in argument against.the mail rate increases that
allegedly threaten the existence of magazines and newspapers: yours,
in response, arid, for whatever it might be worth, the Journal's view-
point of the thus presented pros and cons. Do you have the Schlesinger
piece?

SCHLESINGER STATEA.IENT

Mr. BAILAIL We have it and will make it available to you.
Mr. Tiomsox. I wonder if we could have the Schlesinger piece, and

the Jom.nal and Bailar pieces which I have here made a part of the
record at this point ?

[From the Wall Street Journal, January 311

ANOTFIER PART OF THE FOREST

Board of Contributors—Postal Service policy represents a reversal
of nearly two centuries of American history

(By Arthur Schlesinger, Jr.)

One of the troubles with big issues is that they crowd out smaller issues. We
struggle with such cosmic decisions as whether we are going to impeach Presi-
Cwnts, open up new energy sources, enlarge our capacity for nuclear overkill. as-
sume fateful responsibilities in the Middle East and so on. and less apocalyptic
problems go by the board. Going by the board often means that they are settled
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by obscure but strategically placed people while the rest of us, our eyes fixed on
the big tent, hardly know what is happening. Yet sometimes issues that appear
small in the context of the moment may be quite big in their eventual impact
on the Republic.
One such issue is the future of American magazines. The obscure but stra-

tegically placed characters who hold that particular future in their hands are
the officials of something called the U.S. Postal Service. How many Americans,
for example, have ever heard of Elmer Theodore Klassen? Yet ever since Con-
gress in a hopeful but wayward moment in 1970 decided to turn the mails over
to a semi-independent Government agency, this Klassen, the new Postmaster
General, has acted as if his primary commitment were to make the mails pay
their own way at whatever social cost. A former Postmaster General, J. Edward
Day, calls his policy the "break-even obsession."
The particular target, and victim, of the break-even obsession has been the

American magazine. The second-class rates, if Mr. Klassen has his way, will be
at least 250 percent greater by 1977 than they were in 1971. "There is no doubt
whatever," the editors of the Reader's Digest note in the January issue, "that
the rate rise will force a large number of magazines to stop publishing." It would
even, they say, make the future of the Digest itself uncertain. The Boston Pilot,
a Catholic diocesan paper, added that the Digest had understated the problem :
"Serious as the matter is for secular publications, it is far more serious for the
religious press and the publications of nonprofit organizations."

LOOKING AT THE RECORD

Now what is of special interest is that this Postal Service policy represents
a reversal of nearly two centuries of American history. Please indulge an histo-
rian in a look at the record. The Second Congress, enacting the Postal Act of
179'2, authorized postriders to carry newspapers. It neglected, however, to place
magazines in a special category. The Philadelphia postmaster took this to mean
that he should charge magazines at the letter rate. In consequence two Phila-
delphia magazines--the Columbian and the Museum, described by Frank Luther
Mott, the historian of American magazines, as "two of the best 18th century
periodicals"—were driven out of business. This situation was corrected in part
by the Postal Act of 1794, which admitted magazines to the mails as a regular
category. One result was that more magazines were started in America in the
last half dozen years of the 18th century than in the half-century preceding.
The reason that the Founding Fathers believed that newspapers and mag-

azines should be transmitted at preferential rates was because they perceived a
powerful public interest in the dissemination of information and opinion. Presi-
dent Washington in his first annual message called knowledge "the surest basis of
public happiness." Gen. Rufus Putnam, a hero of the Revolution and an early pi-
oneer in the Northwest Territory, later to become Surveyor-General of the United
States, amplified the point in a letter to the Postmaster General in 1794 urging
the establishment of post roads in what is now Ohio :
"If it is considered in a political light only, the information by this means ob-

tained of the measures of government on the one hand and State of the people on
the other, the knowledge diffused among the people by newspapers, by corre-
spondence between friends and other communications with these remote parts of
the American Empire may be of infinite consequence to the government. Nothing
can be more fatal to a republic government than Ignorance among its Citizens, as
they will be made the easy dupes of Designing men." In this same spirit, Wash-
ington himself in his fourth annual message, noting that certain provisions of
the Postal Act of 1792 were held to "operate, in experiment, against the trans-
mission of newspapers to distant parts of the country," said to Congress : "Should
this, upon due inquiry, be found to be the fact, a full conviction of the importance
of facilitating the circulation of political intelligence and information will, I
doubt not, lead to the application of a remedy."
The Founding Fathers did not see the postal system merely as a means of

raising revenue for the Government or of providing facilities for those seeking
private profit. They saw it as fundamental to the success of self-government.
lt was consequently an enterprise enlisting the most eminent citizens of the
day. Benjamin Franklin served for 20 years as royal deputy postmaster for the
colonies ; in 1775 the Continental Congress elected him Postmaster General and
charged him with establishing the postal system for the new Nation. After the
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adoption of the Constitution, Thomas Jefferson tried to persuade President
Washington to appoint Thomas Paine as Postmaster General. The ablest Post-
master General in the early Republic, John McLean of Ohio, served thereafter
for 30 years on the Supreme Court and was for many years a perennial candi-
date for the Presidency.
In the course of the 19th century, Congress on several occasions reaffirmed

the strong national interest in the circulation of magazines at cheap rates.
rhe Post Office Act of 1852 both cut rates on magazines and enabled magazine
publishers to pay the postal fee when the periodical was mailed. "The average
96-page magazine, weighing 5 ounces, had cost 61/2 cents to receive under the
Post Office Act of 1845," Mott writes; "now it cost 11/2 cents to send." The prin-
ciple was endorsed again when Congress established four classes of mail in 1879
and placed newspaper and magazines in a special category—second-class mail—
with lower rates. Half a dozen years later, Congress reduced the rates for second-
class publications by 50 percent more. This action helped stimulate an extra-
ordinary increase in the diversity of magazines and in the size and reach of
their circulation in the last years of the 19th century.

TIIE SENATE HEARINGS

The American tradition, in short, has been to transmit second-class mail at
cheap rates because the circulation of newspapers and magazines has been
deemed essential to the enlightment of the Republic and to the strengthening
of American democracy. Let us now cut to the hearings held before the Senate
Post Office and Civil Service Committee on April 2 last. Mr. Klassen is on the
stand. His preparation for the job once held by Benjamin Franklin has been
to serve for some 40 years v:ith a can manufacturing company. In a display
of ignorance and arrogance hardly to be paralleled even in congressional hear-
ings, Mr. Klassen rejects nearly two centuries of American history. He concedes
that "second-class mail has long enjoyed very heavy subsidies." But the party
is over ; "there is no justification for imposing on the taxpayers still further
subsidies of this kind." The rate increases for second-class mail, he complacently
adds, are "on the low side of reasonableness." Then, in the next paragraph, he
demands that Congress pay the top management of the Postal Service higher
salaries.
Senator McGee, the chairman of the committee, tries to pursue the question

of public interest. "You still are avoiding the basic issues as to whether there
should be a fundamental public service concept here in which the public, the
taxpayer, has a vested interest." But he get nowhere. The breakeven obsession
reigns supreme. It is not clear why Mr. Klassen is so sure that Washington,
Franklin, Jefferson and the others were wrong in affirming a public interest in
the wide dissemination of newspapers and magazines. It is not even clear from
his testimony that he had any sense of what the Postal Service historically
has been all about or, for that matter, that he had ever heard of Washington,
Franklin, and Jefferson.
The Postal Service pretends in all this to be executing a command of Con-

gress. But leadimr Members of Congress unite in rejecirm any such interpreta-
tion of the Postal Service Act of 1970—and not just liberals either. "As a direct
result of the reeent postal rate increases." Barry Goldwater has said. "thomands
of these publications face extinction." Congress no doubt wanted to establish a
semi-independent postal corporation, "but there are other considerations which
Congress had in mind when it passed that law, and I believe one of these was
that the Postal Service should continue to be what its name and its historical
role implies, a service to the American people. * * * I am certain Congress in-
tended for the function of information to prevail." Senator Goldwater has now
joined with Edward Kennedy—an unlikely pair brought together by the lunacy
of the Postal Service policy—in introducing a bill that would do something to
arrest the Klassen crusade against the magazines.

MAGAZINE'S VIRTUES

If the Postal Service continues in its present course, the consequence will soon
be to call in question the wisdom of the decision to end airect coneressionnl con-
trol of the postal system and to deliver so vital an instrument of Government
to officials to contemptuous of national tradition and need. With the increasing
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concentration of control in television and newspapers, the magazine has become
the medium par excellence for diverse opinion and specialized audiences. The
magazine is the great outlet for the multitudinous energies and values of our
society, the channel of communication for the particular interests in our varied
national life, the means of expression for all those ideas and views that are the
concern of Americans as individuals and special groups rather than as a broad,
undifferentiated mass, the means of expression too for the more reflective and
considered interpretations that form so essential a part of the educational
process. To condemn magazines to a lingering death would be, as the Founding
Fathers well understood, to weaken the foundations of the Republic. It is per-
haps time to remind the ineffable Mr. Klassen that he has not been appointed
the judge, jury, and executioner of the Nation's intellectual life.

THE POST OFFICE DEFENDS ITS RATES

(By Benjamin F. Bailar)

Prof. Arthur Schlesinger, Jr.'s polemic against the U.S. Postal Service and the
postal rates charged this Nation's magazines and newspapers (January 31) must
shatter all previously existing records for misleading statements by eminent
historians.

Generosity might prompt me to excuse emotionally charged criticisms of what
he perceives to be a "crusade against the magazines." But how does one excuse
a historian for errors he would surely find unpardonable in a freshman treatise
on American history ; errors in fact, errors in interpretation, and errors in imput-
ing to Government officials nonexistent motives?

If Mr. Schlesinger had reviewed postal history somewhat more carefully, I am
sure that, while he may have continued to object to higher magazine rates, he
would not have found postal managers possessed by a "breakeven .obsession."
Rather, be would have found—and in the interests of historical accuracy re-
ported—that they are dedicated to carrying out national policy as set -forth in
the Postal Reorganization Act.

Further, Mr. Schlesinger could only conclude from a more thorough analysis
that while the act, and not the Postal Service, decreed that magazines would no
longer be subsidized, we have sponsored rates for magazines lower than for any
other class of mail. Indeed, that policy prompted the chairman of the Postal Rate
Commission (not, as Mr. Schlesinger reported, Mr. Klassen, who was repeating
the chairman's finding) to state that new and higher magazine postal rates are
"on the low side of reasonableness."
We do not "pretend" to carry out the law, as Mr. Schlesinger alleges ; we must

carry out the law. Yet he asks us to flout that law and return to a 19th century
policy of subsidies which was renounced in the Postal Reorganization Act of 1970.
It was as early as 1907 and 1912 that the merits of "cheap rates" were questioned
by the Penrose-Overstreet and (Charles E.) Hughes commissions.
Though Mr. Schlesinger would reject the "breakeven" mandate of the Postal

Reorganization Act, he never tells how he would have us finance continuing sub-
sidies to magazines—if that is actually what he has in mind. No matter what
unrevealed plans he may have, there are only two conceivable ways and neither
is permissible.
One way would be through tax-financed appropriations. But these are not

authorized by the Congress. The second would be to charge other postal custo-
mers more than equitable rates so that magazine publishers may pay less. This
we could not defend before the Postal Rate Commission since "undue or un-
reasonable preferences" are prohibited by law.
One man's free press becomes another man's free ride.

READER'S DIGEST CONCERN

Mr. Schlesinger's article comes on the heels of a similar alarm by Reader's
Digest, in its January 1974 issue, which warned that higher postal rates will "kill
the magazine industry." This has not been an infrequent refrain from the
Digest. It was, in fact, a reissue of a similar message by that magazine in
April 1962.
In that earlier message the Digest deplored rising postal rates and asked

whether magazines and newspapers must "look forward to years of thinning
ranks as postal costs starve their members out of circulation?" Yet 10 years
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later the Digest was still being mailed for less than 21/2 cents per copy. Andin the decade following the 1962 Digest xnessage, 818 new magazines were intro-duced while 180 were sold, merged or discontinued.
Again, despite recent increases in postal rates, the Magazine Publishers Asso-ciation says 190 new magazines were published in 1973, up from 106 the pre-vious year. And so far in 1974 the association has counted plans for another31 new consumer and trade publications.
We see, then, that gradual reciscions of subsidized postal rates has not brought

a halt to "an extraordinary increase in the diversity of magazines and in the
size and reach of their circulation."
One man's free press becomes another man's free ride
Mr. Schlesinger declaims against Postal Service policy which he finds is "a

reversal of nearly two centuries of American history." Don't such matters de-
serve to be considered on their merits, rather than on a blind continuation of
200-year-old policies? Surely Mr. Schlesinger would not urge static postal policy
in a nation where little else remains unchanged?

According to Mr. Schlesinger, Frank Luther Mott wrote that a 5-ounce maga-
zine "cost 11/2 cents to send" in 1852. In 1971, the year Mr. Schlesinger perceives
to be the last for appropriate postal policy, what did it cost to send a 5-ounce
magazine through the mails?
If it carried no advertising, a commercial profitmaking publisher could send

that magazine from New York City to any point in the 50 States, including the
Northern Slope of Alaska, for 1.3 cents per copy.
If half the magazine consisted of advertising matter, postage for delivery to

an addressee 300 miles from the publisher's printing plant was 1.5 cents per-
copy.
The same magazine could be mailed and delivered within any county in the

United States for 0.5 cents per copy.
A typical publication of a nonprofit organization could be mailed for 0.7 cents

per copy to any point in the nation.
So, the "cheap" postage of 1852 was, in many instances, reduced further by

1971 despite sweeping cost and price increases over some 120 years. Small wonder
that the Postal Reorganization Act declared that it was time for a "reversal of
nearly two centuries of American (postai) history."
Now, how severe was the "reversal" in postal rate policy which Mr. Schles-

inger protests is a threat to the Nation's intellectual life?
For the first of the above-cited 5-ounce magazines, postage would rise to 5.8

cents per copy by 1977, if approved by the independent Postal Rate Commission.
For the second, to 6.2 cents per copy by 1977.
For the third, to 2.2 cents per copy by 1982.
And for the fourth, to 3.9 cents per copy by 1982.
If it should be argued that not all of these are typical magazines, let's shift

to some well-known mass-circulation periodicals. Mr. Schlesiiager cites Reader's
Digest : in 1971, its average postage was 2.3 cents per copy ; currently, it is about
4 cents ; and by 1977 postage would be 7.9 cents per copy-2.1 cents less than
the rate for a 1-ounce letter, beginning March 2, 1974. In easier-to-grasp terms,
rates would rise less than one penny per copy per year over a 6-year period.
Turning now to another well-known publication, The Wall Street Journal :

In 1971, before the onset of the first stage of the recent rate increases, postage
for the average issue of the Journal was 21/4 cents per copy. At present it is 3.2

—cents and the full proposed rate, scheduled to be effective in 1977, will be 7 cents
per copy. That is, if its publishers do not persist in finding ways to cut their
postal payments, as so many others have done by using lighter weight paper
and by trimming page sizes. (In fact, Dow Jones recently announced that be-
ginning with the issue of March 11, the Journal will be printed on narrowed
page sizes.)
These changes by publishers reduce their payments but unhappily do not reduce

postal costs by a like amount. Removal of this absurdity in the rate structure
has been proposed by the U.S. Postal Service but has long been opposed by
publishers.
One might have hoped for a more balanced perspective of second-class postal

rates than Mr. Schlesinger has provided. It is true that rising postal costs in an
inflationary economy coupled with the gradual reduction of public subsidy for
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second-class mail are leading to very substantial percenta
ge increases in postal

rates. But percentages alone hardly tell the story.

Any rate increase applied to a nominal rate base will nec
essarily produce a

high percentage increase. When a publisher of a rural newspa
per can get postal

delivery for as little as 4 mills per copy, a postage increase of 
1 mill per copy

amounts to a 25-percent increase. (Though copies delivered at 
"two-for-a-penny"

postage are not typieal, they are far from rare.)

Mr. Schlesinger fears for the Nation's intellectual life, because 
the lnacy

of Postal Service policy may condemn magazines to a lingering 
death, a fear

shared by the editors of Reader's Digest. These fears apparentl
y arise from a

belief that subscribers will simply be unwilling or unable to pay a 
little more

to get their favorite publications.

SOME PUBLISHERS' VIEWS

While the appropriateness of need as a criterion for government
al subsidies

to publishers may be debated by some, there is considerable evidenc
e that the

publishers as a group do not presently qualify on this basis.

Here is what they have said themselves :
"There's new life in the mass magazines." (Business Week, October 13.)

"The magazine business last year peaked at revenues exceeding $1.3 b
illion,

8 percent above 1972." (Chicago Tribune, January 29, 1974.)

"The magazine industry has been on the upswing for close to 3 years now, an
d

despite the existence of some problem areas, there is ample evidence to support

industry leaders' expectations of steady growth in the next few years. Magazine

leaders are bullish for several reasons—more people than ever are buying
 and

reading their publications * * *. They expect more than 5.5 billion copies of

magazines will be published in the United States this year, with an ultimate audi-

ence of more than 116 million adults." (Advertising Age, November 21, 1973.)

It is true that some magazines have died, and others are having their prob-

lems. Life, Look, and the Saturday Evening Post are gone. But is it possible that

the death blow was dealt not by postage rates, but by the changing needs and

interests of a nation entering the age of electronic communications?

The future for the magazine industry is bright, according to its own figures.

Certainly sonic publications will fail in the future, but so did many in the past,

when postage rates were absurdly low.
Mr. Schlesinger's article is an adaptation of testimony he recently presented

as a. spokesman for the Magazine Publishers Association before the Postal Rate

Commission. Certainly we will not disagree with his plea in that tetsimony that

an independent press is vitally essential to a free people. But those who have

thought through the matter may wonder whether a truly free press can long

endure in this country if editors and publishers become dependent on govern-

mental subsidies for the economic vitality of their publications.

Mr. Bailer is Senior Assistant Postmaster General.

THE JOURNAL VIEW : WHO'S SUBSIDIZING WHOM ?

Below are excerpts from a memorandum to the Postmaster General from War-

ren H. Phillips, president of Dow Jones d Co., publishers of The Walt Street

Journal, Barron's, The National Observer e,nd other publications. It was deliv-

ered last November 14. It is followed by an excerpt front testimony by Mr.

Phillips the sante day at Cost of Living Council hearings on the latest proposed

increases in postal rates.
For the Wall Street Journal alone, second-class mail costs in early 1971 were

running at an annual rate of $5.3 million. This year (1973), on the basis of con-

stant 1971 volume, they will go up to $7.6 million. Next year (1974) they are

projected to leap again to over $11.3 million. And in 1977, if your latest proposals

are approved, they will be over $19.5 million (still on the basis of constant

volume).
That is an increase of over $14.2 million, or 268 percent, in annual second-class

mail costs for just the Journal from 1971 to 1977 * ** * What would happen to
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this country if all business found itself suddenly faced with such an explosiverise in costs * * *. Is it surprising then that we should regard increases of thismagnitude as punitive?
Dow Jones is a healthy company. Our net profit last year was $19.6 million.But it takes little expertise to see where we might be if only one of our manycosts can wipe out 40 percent of our after-tax earnings.
If the impact on Dow Jones is so severe, what of others in the publishiag in-dustry who do not have our level of profits? Will they be able to find the funds

to pay increased costs of this inagnitude?
Since the founding of the Nation it has been the policy of Congress to en-

courage the speedy and economic dissemination of information. I would argue
most strongly that the second-class rate structure sought by the U.S. Postal
Service is in direct contravention of that established policy. Furthermore, I be-
lieve that it ignores the realities of the situation and, if pursued without sub-
stantial modification, would effectively eliminate important segments of the na-
tional publishing industry—segments that contribute importantly to the diversity
of opinion available through the American press. This is far more vital to the
American people, and their right to be informed, than it is to any single publish-
ing company or publication * * *.
The Postal Service is determined to eliminate its deficits. The percentage cost

increases imposed on users in an effort to meet this goal are uneven. The
increases imposed on second-class mail users are far more severe than those
Proposed for users of other classes of mail. Why have second-class mail custom-
ers been singled out to be penalized in this fashion?
One • reason that is frequently mentioned is that second-class users do not

pay a rate that covers the cost of the service provided to them. We submit that
!his has been repeated so often that many who are unfamiliar with the intri-
cacies of postal accounting have taken to believing it, but it just is not so. First,
it gives no weight to the services that we perform that save the postal system
money. And second, it is based on an unjustified and unsupportable allocation
of costs among the different classes of Postal Service customers.
Let me mention some of the huge expenses that we in our organization incur

in doing work that the Post Office does for first-class mail—and for which we
believe some allowance should be made in allocating costs and setting rates * * *Instead of depositing each Wall Street Journal in the post office box nearest
our production plants We deliver those newspapers to the post office. We truck andfly many of them as much as 950 miles, and deliver them to post offices or railroad
terminals. Such transportation costs us $3 million a year * * *. In some eases ourown trucks deliver direct to the postal station nearest the subscriber.In addition to transportation we do other work that otherwise the post office
would need to do. We sort bundles of papers not only by ZIP codes but, in manycases. by individual building addresses within ZTP codes and in cases of largeoffice buildings actually by floors within such buildings. All of this obviouslyhelps save post office work that would require hundreds of additional postalworkers * * *.
I am attaching to this memo an addendum showing a step-by-step comparisonof handling first-class mail versus publications from Dow Jones. It shows thatour second-class requires less than half the number of operations by the PostalService * * *.
Among measures we and other publishers are forced to consider are printing'on still lighter weight paper a.nd reducing the size of our publications, to reduceweight and hence postage costs. . . . T understand that part of the justificationyou presented for the latest proposed increase of 38 percent in second-classrates was that publishers had reacted to the earlier 5-year increase by moving tolighter weight paper and taking other steps to reduce postal coSts—and so thePostal Service now had to ha ve another increase to recoup the reductions in itsprojected revenue.
May I respectfully urge you to reexamine where the logic behind that reason-ing will ultimately lead? Will we have additional rate increases for every stepwe take to protect ourselves against the intolerable total impact of the currentproposed increases? If we and other publishers passed the full cost to our readersand lost half our readers in the process, this reasoning would dictate a furtherdoubling of rates on tbe remaining readers' copies
The Postal Service wants to cover all its costs with additional revenue, con-

tending this is the businesslike way. Yet the Service is not being run like a busi-
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ness : It incurs costs that are very unbusinesslike indeed, and for this reason its
revenue demands promise to be insatiable.
Take one example : Within a radius of a 10,-minute drive of the vacation

home of Dow Jones Board Chairman William F. Kerby, there are one super-
market, one hardware store, one liquor store, one bank—and five post offices.
This is one localized example of how the postal system is carrying the burdens
of its past politics and featherbedding.

Its operations also are dictated, naturally enough, by its public service philos-
ophy built around first-class mail, with service extended into many remote,
uneconomic-to-serve area * * *.
The solution lies partly in further progress in bringing about a businesslike

reformation of the Postal Service's cost structure and efficiency, not just its
revenue structure. It also lies partly in an approach to Congress to recognize
and support those segments of the Postal Service's work that can only be justi-
fied on public service as opposed to economic grounds.

Mr. ROBINSON. If Mr. Bailar would like to now supplement his words
as carried in the newspaper piece, I would be glad to have him do so.
Mr. BAILAR. Briefly, it had to do with a memo from Mr. Phillips,

president of Dow-Jones on the proposed rate in.crease. His statement
was generally the basis for the third part of the trilogy that you refer
to that showed up in the Wall Street Journal in late February. I do
not think they give credit to some of the things that are happening.
I remember rather vividlv the statement that the chairman of the
board of his company made, saying he had a summer home, within a
given radius they had a liquor store and a grocery store, a service
station, and five post offices. He inferred the Postal Service choose
to keep these post offices open arid then Dow-Jones and other mailers
have to pay that kind of expense. I think he is forgetting one thing.
The Postal Service keeps those offices open in compliance with the
law, and second, we are reimbursed for it.
This is one of the things that the $920 million public subsidy is

supposed to cover. I think the addition of the three pieces will shed
some light, on this in your record an.d we will be happy to supply the
original piece that you are missing.
Mr. STEED. We will make this a part, of the record.

OFFICE OF THE POSTMASTER GENERAL,
Washington, D.C., December 28, 1978.

DEAR CONGRESSMAN : As you may be aware, the January issue of the Reader's
Digest carries an editorial message entitled, "Will Congress Kill the Magazine
Industry ?"
We have prepared a fact sheet which clarifies some of the issues raised by the

Digest's editors. One of these sheets is enclosed for your information with
the thought it may be of interest to you and helpful in replying to inquiries you
may receive on this matter.
Please let me know if there is any additional information I can provide.

Sincerely yours,
NORMAN S. HALLIDAY,

Assistant Postmaster General,
Government Relations Department.

"WILL CONGRESS KILL THE MAGAZINE INDUSTRY?"

A MESSAGE FROM THE EDITORS OF THE READER'S DIGEST

The January 1974 issue of the Reader's Digest contains a message from the
editors entitled "Will Congress Kill the Magazine Industry ?" The quotes below
from that article raise some major issues and questions which the Postal Service
believes should be brought into clearer perspective. Our response follows those
quotes.
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"The U.S. Postal Service recently announced rate increases for second-clast,mail that almost certainly will spell the end of a large segment of the magazinebusiness * * *.
"As this issue of Reader's Digest goes to press, the magazine industry is facedwith the most serious financial threat in its history * * *."There is no doubt whatever that the rate rise will force a large number ofmagazines to stop publishing * * *.
"Because We believe that few people appreciate either the imminence or thedimensions of the impending. disaster, we'd like to outline a few basic factsabout the magazine business, why its existence is now being throntr.r(vi lir ngovernment institution that has always before nurtured it * *"For we don't see how anyone can logically defend a decision t.,icertain to kill off a large segment of one of this country's niost fundamenta:..important institutions."
In April, 1962 the Reader's Digest ran another message from its editors entitled"Second Class Mail Rates Can Ruin First-Class Magazines." The .occasion f, -this earlier message? Imminent second-class rate increases. In that article, rn..than 11 years ago, the Digest deplored rising postal rates and asked -whether mag-azineS and newspapers must "look forward to years of thinning ranks as posta!costs starve their members out of circulation?In the ,1963-72 decade following the earlier Digest message rates did go up,in 1963 and again in 1967 and by 1971 the Digest paid an average of 2.4 cents percopy postage.
During that same decade, 818 new magazines were introduced while 180 weresold, merged or discontinued. (Magazine Publishers Association's informatim.center.) In 1972, more than three new magazines appeared for every one thatleft.
An article in the December 15,1973, issue of Forbes magazine -looks closely athe Digest's financial position and finds a "rich empire" -with over $500 millionin total business, all of it publishing or publishing related.The Digest itself will gross $275 million this year. The May 1973 U.S. editionof the Digest carried $8.1 million in advertising. According to Forbes, "a worldrecord for a single issue of a periodical."
"Last September 25, the U.S. Postal Service announced that it intends to morethan double second-class postal rates (those applied to magazines and news-papers) over the next 3 years."
Last September 25, the Postal Service did announce a postal rate increase forall classes of mailers. In second-class that increase amounted.to 40 percent f,,be spread out over the next 3 years.
"The Bureau of Labor Statistics indicates that overall postal charges arefaster than all but a handful of the 300-odd items that make up its ConsumerPrice Index."
Taking n longer range view, including the 29 years in which the Digest ob-served that letter rates lagged behind other prices, we find that these rates havenot run ahead of the Consumer Price Index. In recent years, postage b.as beenrising faster than most other items in the Consumer Price Index. In its 1962message to subscribers, the editors of the Digest pointed out that "there hasbeen only one change- in first-class mail rates in 29 years—an increase frtnn 3cents to 4 cents. in 1958." In part, the explanation for the recent more rapid risein letter rates can be found in the principles set forth in the Postal Reorgani-zation Act. It requires that the burden of meeting postal costs must be trans-ferred, increasingly, from taxpayers who may or may not use the mail, to per-sons or companies who in fact do use the mail. -
"Back in 1971, when the first of two previous astronomical postal-rate in-creases took effect, Look magazine estimated that its annual mailing costs wouldjump from $4 million to $10 million. This became a major factor in forcing thatmagazine out .of business the same year. Fourteen months later the same threathelped to kill Life. "To pass along increases of the magnitude required by thepostal rates, as well as other rising- costs," said Time, Inc.'s chairman, "will beto create a magazine industry for the affluent only."
Look was deeply in the red, even before taking account of postage. Even if thePostal Service had mailed Look free, it would still have been a red-ink operation.Several magazine publishers publicly expressed their opinions that Look diedbecause of poor management. A rather extensive examination of the managementof Look and the severe problems it faced was presented in a book entitled "Di-
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vorce Corporate Style." The long-delayed termination of Life, while regrettable,
finally brought new vigor to the finances of its publishing company, Time, Inc.
That company recently reported that all of its major operations in the first 9
months of 1973 were at record or near-record levels. Moreover, magazine oper-
ations (Time, Fortune, Money, Sports Illustrated) were enjoying an outstanding
year, partly because the discontinuance of Life and attendant cost reductions had
improved Time, Inc.'s earnings.
"In other words, lower income Americans, the very people who perhaps most

need an inexpensive means of continuing education are the main losers when a
magazine dies."

According to the Forbe's magazine, among the 42 million Americans who each
month read the Reader's Digest are 40 percent of the Nation's college graduates.
Its circulation also reaches 35 percent of the .American homeowners. These readers
spend $32 billion per year just at supermarkets. Lower income Americans? Any-
one familiar with the magazine industry knows that advertisers place their ads in
publications because these ads will reach the affluent American not the lower
income -kmerican.
"The magazine industry is a captive customer of our postal system. But for the

present, the Postal Service--through its legal monopoly of first-class mail and its
existing network of facilities—still effectively controls that last step from print-
ing press to you, and thus the quality of its service and the rates charged.
The economic rather than legal aspects of that monopoly have deterred competi-

tive entry into the magazine-delivery business. The reason : No profit-motivated
business could afford to undertake the delivery of the Digest or any other maga-
zine for a few pennies per copy. Or, in the case of magazines published by non-
profit organizations, no business could survive if it had to deliver for as little as
eight-tenths of 1 cent per copy, the average postage paid for such publications in
1973.
"For two centuries it has been U.S. postal policy norto take unfair advantage of

this monopoly * * *.
"Since 1782, Congress has granted magazines and newspapers rates which al-

lowed them to be mailed at cost. In 1973, for all periodicals, this support amounted
to $190 million."

Quite apart from any tax-financed support of $190 million for second-class
postage directly, there is also a $920 million public service subsidy to the Postal
Service as a whole, an amount which the Congress has authorized to be paid each
year through 1979 and in declining amounts thereafter through 1984. Since
second-class mail is one of the four major mail services, a substantial part of that
annual subsidy inures to the benefit of all magazines and newspapers delivered
by the Postal Service. The total revenue forgone subsidy to all second-class mail
in fiscal year 1973 was $260.2 million or 58 percent of the total income received
for that class, the balance having come from second-class postage revenues.

Actually, though there's no way to prove it ( the Postal Service doesn't keep
such statistics) it's probable that the current 4.3 cents per copy postage that Read-
er's Digest pays covers our full delivery cost. Because our circulation is so big, we
go into one of every four homes in America—there's hardly a post office to which
we can't be delivered by the mailbag full. This means that we require only one
sorting directly to the route carrier as opposed to the two, three or even four
sortings required by magazines of smaller circulation.
The Digest states that its current postage per copy is 4.3 cents. Compare that

Postage with 12 cents per minute : The cost of one minute of productive work-
time of a mail carrier. Or compare postage of 4.3 cents for a magazine weighing
about 8 ounces with the 8 cents paid (and 10 cents proposed) for a 1-ounce
letter.
How does the Postal Service justify these huge increases? Pointing out that

average postal costs are only a few cents a copy, the Service has argued that
it should be obvious that an increase of 127 percent of a small amount will result
in another small amount ; magazines can simply pass that small increase on to
subscribers.

Since 1970, the alleged impact of the postal rate increases on publications has
been aired several times before Congress, and before the independent Postal Rate
Commmission. To date neither of these bodies have felt compelled to provide
any specific remedy for publications. In the first postal rate case to which the
magazine industry and the Digest were parties, over 16,000 pages of testimony
were taken, and 17 months spent in arriving at a final decision which held
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that the increase in postal rates for second-class mail users could be passed ontothe subscribers of publications and/or the advertisers in publications. ThePostal Rate Commission found that the 127 percent increase would not havean adverse economic impact on the publishing industry and that "the rates pro-posed are at the lowest level consistent with lhe mandate of the act.""There are two gaping holes in this argument. The first is revealed sin),by multiplying that "small amount" by the billions of copies of periodicals ,volved. For the Digest alone, the proposed postal rate increases (including alclasses of mail) multiply out to $14 million more in this single annual cost-ofdoing-business—just under $1 per subscriber per year. Add this to inevitableincreases in other costs (paper, printing, et cetera) and it becomes clear that oursubscribers in 1976 would probably have to be asked to pay $6.97 a year forDigest subscription instead of today's $4.97."
The article points out correctly that magazines face increases in other costs(paper, printing, etc.). Why then is second-class postage the great threat whez1it accounts for only 5 percent of magazine publishing costs, according to dataPut out by the Magazine Publishers Association? Why don't "inevitable" in-creases in the other 95 percent of costs represent a threat?
The Digest warns that over the next 2 years it may be forced to raise theprice of its subscription from $4.97 to $6.97. And this, according to Digest dat::submitted to the Postal Rate Commission would come on the heels of an in-crease from $3.97 to $4.97 in July 1971. (An increase which Digest managementattributed to higher postal rates, according to a "Letter to the Editor" from asubscriber who wrote to the Chicago Sun Times on November 9, 1973).Based on figures supplied by Digest management, postal charges amountedto about 28 cents per subsCriber, per year, for the delivery of 12 copies of theDigest in 1971. The higher rates approved in 1972 (but to be fully effective in1977) would raise that cost to 70 cents per year. And a further increase, re-quested last September but not yet approved, would mean a boost to about 95cents per year. Taking these full increases, approved and proposed, we accountfor about a 67 cents increase in postage per year per subscriber. In contrast.the Digest has already raised its price $1 per year and suggests a total rise of$3 per year by 1976. Yet, postage would account for no more than 22 percentof the $3 rise in subscription prices. -
"The other hole in the Postal Service's argument,is the use of average fig-ures to describe postal costs * * * What about the magazines that fall on thevvrong side of the average?"
When averages are used some publications fall below, some above the average.The Postal Service would prefer to use pennies. Generally, when measured incents, the publications experiencing increases in postage rates over the averagefigure, do so because their postage rates are unusually low to start. The actualrate increases in most of those above average cases amount to less than penniesper copy.
"How, then, can the Postal Service be so adamant in demanding these con-fiscatory charges? * * *
"The answer is that the Service is simply obeying the law. * * * In the la',1960's, Congress, fed up by two decades of complaints about inefficiency and poorservice in the Post Office Department, decided to do something about it. Theresult was the Postal Reorganization Act of 1970, which freed the Post Office ofpolitics, converted it into today's semi-independent Postal Service and gave it amodernized set of management tools and powers to do the job of reforming themails * * *.
"So carried away was everyone, at the time, by the prospect of really efficientmail service that many magazines failed to react when Congress included anominous provision in the bill : The requirement that within 5 years of the Reor-ganization Act's effective date--by 1976, that is—the Service should chargerates that would make almost every class of mail pay its own way."
It is somewhat misleading to infer that the passage of that law resulted fromCongress and everyone else being "carried away." Reorganization was not awhirlwind, over-night occurrence. President Johnson perceived of the impendingdisaster in the Old Post Office Departnient and appointed a Presidential Com-mission on Postal Reorganization. The report of that Commission, "TowardPostal Excellence," was made in 1968.
After lengthy and comprehensive congressional hearing and debates, a bi-partisan Postal Reorganization Act was passed by Congress in the summer of
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1970, signed by the President and placed into effect July 1, 1971. The new law

encompassed most of the key recommendations of the Kappel Commission and
was supported by the magazine publishing industry and the Digest. One of the
major principles underlying that act is that mailers, not taxpayers, should pay
for the cost of using the mails. It was felt that it was not fair to shift part of

the financial burden of operating the Postal Service to the individual taxpayers,
who produce only about 20 percent of the mail volume, rather than to the busi-

nesses who prodce 80 percent of the mail.
"To many, the act on balance seemed reasonable; it looked as if the Postal

Service was going to pull itself together. In the words of Representative Olin

Teague of Texas, Congress voted for it 'primarily on the assumption that modern

business techniques would make the new Postal Service efficient and economical.'
The catch, also in Teague's words : 'The assumption proved wrong.' "
A quick glance at the "1972-73 Annual Report of the Postmaster General"

will evidence that major strides toward efficiencies and economies have been
made by the 2-year-old Postal Service. During its first year of operation, its net
loss was $175 million. During the past fiscal year, that loss was reduced to $13
million. The volume of mail delivered during the year rose to a new peak of 89.7
billion pieces, while at the same time productivity of postal employees increased

by 6.4 percent for the year. These improvements were accomplished in a post
office system glutted with mail handling plants 60, 70, and even 80 years old. The
postal system has more than 30 processing centers constructed in the 19th cen-
tury, and more than 300 have been in service before World War J. These are not
minor Offices in sparsely populated areas, but large offices such as Memphis
(1885), Brooklyn (1892), San Francisco (1905) and Atlanta (1910). Much re-
mains to be done, but much has been done in these brief 2 years since reorganiza-
tion.
The Digest opposes a policy of reversing a 200-year-old rate policy too rapidly.

but at the same time suggests a rapid turnaround in economies and efficiencies
for an antiquated, 200 years old, post office.
"What can be done? We recommend two congressional actions : one a short-

range remedy, the other a long-range rmre * *.
"First, Congress should act on a bill * * * that would phase in the payment

by magazines of their full postal costs over a period of the next 8 years instead
of the next 3."
Some stretchout of phasing may be desirable. The USPS proposals for addi-

tional rate increases recognize, fully, that a "200-year-old policy" of magazine
subsidies, cannot be reversed quickly, particularly at a time when all sectors
of our economy are buffeted by fast-rising costs. Such recognition prompted the
Postal Service to propose the continuation of second-class rates substantially
lower than those proposed for any other class of mail. But a phasing stretchout
is entirely a matter for congressional decision. It should be noted that publica-
tions, under the Postal Reorganization Act, were allowed 5 years within which
to adjust to postal rate increases. Since the average life of a magazine subscrip-
tion is 23 months and since advertising rates normally can be increased with 6-
month's notice, that 5-year period would appear to be more than sufficient to
adjust subscription and advertising rates to allow for postal rate increases.
"For the longer range, Congress should take a hard look at its basic decision

to make magazines pay their full costs. We think it was a serious mistake and
should be repealed."
Any attempt to negate or long delay the break-even goal mandated by the

Postal Reorganization Act cannot be supported as representing the whole public
interest.
A public opinion survey conducted late last spring by the Postal Servi6e in-

dicates that there is little public support for magazine subsidies. The survey
found that people think that it cost 11.5 cents to send a magazine through the
mail. Four out of five people believe magazines 'should pay all their postage
costs, even when educational and other benefits are taken into account.
The Digest's longer range proposal goes to the heart of one of the major

principles incorporated into the Postal Reorganization Act ; that is the cost of
a service should be paid for by the user of that service where identifiable, and not
by the taxpayers at large. The above cited survey only confirms that Congress
expressed the will of the public in its inclusion of that principle in the Re-
organization Act that those who use the mail should pay their fair share of the
cost.
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Mr. STEED. I am glad the gentleman has brought this material and
I say it for this reason. Because of the new character of the Postal
Service, the old traditional forums that used to be available to the
Service no longer exist, except probably what transpires before this
committee and the counterpart committee in the Senate.
In order to keep the whole story as available to the public as possible,

I think we ought to be on the general side of massive information
rather than to scrimp on it.
Mr. ROBISON. I thank the chairman. The only thing I would say in

conclusion on this is that the issue has brought together such unusual
joint sponsors in the Senate as Senator Edward Kennedy and Senator
Barry Goldwater, who have joined in a bill that would provide legisla-
tive relief to the publishing industry, so-called. When you get those
two people together anything can happen. If there is a side of your
story to tell, let it be told.
Mr. Chairmai_,1 I have no further questions at this point.
Mr. RoBisos. Mr. Veysey.
Mr. VEYSEY. Thank you, Mr. Chairman.

USE OF CONGRESSIONAL FRANK

General Klassen, I have seen some criticism recently of the congres-
sional use of the frank in mailing information to constituents. This
has gone even to the point of saying no wonder the post office has a
deficit, because the Congress franks letters. Yet, I notice in the legisla-
tive appropriation bill which is just going through the House today,
I believe, there is an item of $38.7 million appropriated there which
the Congress is going to reimburse the Post Office for the cost of
franked mail.
I notice also it says that amount is based on the equivalent postage

content, the equivalent being in quotes. I don't understand how that
figure was arrived at. Does that really represent the cost ?
Mr. NICHOI„SON. I can answer part of that, Mr. Klassen. In the case

of the equivalent, amount of postage I assume what is referred to is
the fact that Members of Congress, the legislative branch, in using
the Postal Service may send some of their mail as first-class or as
airmail or as third-class or as parcel post,. The cost of postal service
is determined, depending upon the number of pieces of each class of
mail, and a lump-sum payment is made for the total service based
on the equivalent postage that would have been used.
Mr. VEYSEY. ill other words, that would be the same amount, just

as though you had actually figured out the postage on each item in
accordance with the class.
Mr. NicimisoN. That is correct. We make periodic tests or counts,

statistical analysis of the mail, and expand that, to the annual basis
to estimate the total number of pieces of each class of mail and charge
for it on exactly the same basis that any other user would use it.
There is no discount for :Members of Congress or Federal depart-

.ments.
Mr. VEYSEY. So the Congress is in fact, paying the full equivalent

of what any other user of the Postal Service would for the same mail.
Mr. NICHOLSON. Yes ; that has been a misconception of many parts

of the public for a long time. It was true back in 1950 that mail and

•
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other mail was carried at no charge to the Congress. In 1956, if I
remember correctly, provision was made for the legislative branch
and the other departments of Government to reimburse the Postal
Service. So it was not a postal cost. It was the cost of the originator
of that mail. Many people do seem to believe that if the legislative
branch or the Department of Defense or the Internal Revenue Serv-
ice paid for their mail the postal deficit would disappear. That is not
true. That mail as far as the Postal Serivce is concerned is fully paid
for.
Mr. KLASSEN. We hope.

AGENCY PAYMENTS BASED ON MAIL VOLUME

Mr. NicHoLsoN. Periodically we do improve our methods of
counting.
- Mr. VEYSEY. I hope you sample it correctly.

Mr. NicHoLsox. We sample it correctly.
Mr. VEYSEY. I am sure it is to your advantage to do so.
Mr. BAILAR. On occasion we have some customers who have diffi-

culty in paying their bill because they do not budget properly.
Mr. VEYSEY. I notice in a further footnote, this ruling from the

Comptroller General that you could do it on the equivalent postage
basis has just come down and apparently the committee has
approved bills for 1973 and 1974 that have been held pending that
decision. Apparently,- you are going to get payments from the Con-
gress in just 1 year. Is that the way it works out ?
Mr. NicHoLso-N-. We get some adjustments for the prior years.
Mr. VEYSEY. You would not be coming into $100 million in 1 year ?
Mr. NICHOLSON. No ; I believe the legislative branch paid $34 mil-

lion in 1973 and about the same amount in 1974 and apparently $38
inillion estimated for 1975. If the measurements indicate that a dif-
ferent amount of mail is used, different from the amount originally
estimated, the payment is made on the basis of the actual usage of the
mail, which does not become clear until the end of the year. Occasion-
ally the finding is that there is a deficiency of payment. That has
triggered some deficiency appropriations before this subcommittee on
the current supplemental.

IMPROPER OR EXCESSIVE USE OF CONGRESSIONAL FRANK

Mr. VEYSEY. Do you have any statutory basis or any standards by
which you can judge whether or not the congressional use of the frank
is excessive or improper ?
Mr. Cox. We are not in that business. As a matter of fact, you may

recall Congress passed Public Law 93-191, which was signed into law
last December, and pursuant to that law a select committee was
established in the House and a Senate committee was given equiva-
lent responsibilities to play umpire of what is "official mail" that may
be properly, franked and what is not. As a matter of background, the
Post Office Department bowed out as gracefully as it could of that
business back in December 1968. That was one of the things that the
Post Office Department did that the Postal Service, its successor, ap-
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plauded. We did not really think we were wise enough to play Solo-
mon in those disputes.
Mr. VEYSEY. Now under the new statute you do not attempt to

determine propriety.
Mr. Cox. That is right. We have stayed clear of it since the Reor-

ganization Act was enacted and in effect that judgment has been con-
firmed by the Congress through statute.
Mr. VEYSEY. Thank you, Mr. Chairman.

USE OF ZIP CODE

Mr. S'TEED. Let us have a little comment about the current status
of the ZIP code. How near to total usage are we ?
Mr. DORSEY. You have to take it by classes of mail, Mr. Chairman.

Starting with second- and third-class mail, where it is mandatory, the
mailer has to sort to the fifth digit if possible, and then to the third
digit, for all intents and purposes usage is 100 percent, because we
do not accept the mail unless it is sorted that way and it can only be
sorted that way through ZIP code. In the case of fourth class, it is a
high figure, 100 percent simply because we now rate fourth-class mail
based on the first three digits in the ZIP code. So if a customer comes
into the post office and has a package and does not have the ZIP
code on it we have to look it up in order to determine what the rate
is going to be on the parcel. So we in effect end up with 100 percent
usage.
First class mail where it is strictly voluntary, runs around 87 Per-

cent at the last reading I saw. First class mail is over half of our total
volume.
Mr. S'TEED. Is this continuing to grow ?
Mr. DORSEY. Slowly, slowly.
The ZIP code usage on first-class mail has been around a plateau of

87 percent. One State in particular has simply refused to put it in
simply because they do not have the money to pay for it. They cannot
correct their records.
Mr. VEYSEY. If the gentleman will yield at that point, it is voluntary

on first-class mail.
MT. DORSEY. Yes.

.1VIr. VEYSEY. But does it make a difference in the handling of the
mail whether it has a ZIP code ?
Mr. DORSEY. It most certainly does. In the first place ZIP code is a

system for distributing mail which does not require that the distrib-
utor know anything about the State. All he has to do is look at the
ZIP number. -While we never said it publicly, conceivably you put the
ZIP code on the mail in place of your city and State and you would get
it, because the number of the ZIP code is the number of the post office.

UNZIPPED MAIL

Because so much of the mail is ZIP-coded, we are able to process it
a good deal faster and more accurately. As a result, we end up prob-
alely doing a better job on the unzipped mail and a lot of people draw
a conclusion that it does not matter whether you ZIP it or not. The
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truth of the matter is that we ought to do something about unzipped
mail and not give it such high priority treatment as ZIP mail.
Mr. VEYSEY. I ran into a peculiar problem after the first of the year

in my district where there was a conversion over to social security
from the State of a considerable number of 'payments that had been
carried by the State before. Apparently they were converted without
ZIP code and there was a lot of difficulty and 0:reat delay in the checks
being delivered to the recipients as a result, It-understand, because the
postmasters arbitrarily for one reason or another did not handle the
unzipped mail.
Mr. DORSEY. I have to check that. One of the problems is that we

have about 20 million social security checks every month. They are. all
ZIP coded. The truth of the matter is that the Social Security Admin-
istration separates them by ZIP code. They are generally in the post
offices for delivery by the first of the month scheduled for the third.
Mr. VEYSEY. This was a new group.
Mr. DoRsEy. They did not ZIP code and they did not come to us in

any separated form so we could expedite their handling:. They had to
g-o through the normal handling procedure for non-ZIP code so you
have to have ft scheme knowledgeable man to handle the mail.
Mr. VEYSEY. How much time was that ?
Mr. DORSEY. It depends on how many handled them and other

factors.
If you. tell me the post offices, I will check it out. We may not get to

it- as quickly as the ZIP code mail because of the way it has to be
handled.
Mr. VEYSEY. Ill tlli S case there were pretty long delays and they

mostly centered around whether it was zipped. I grant you there .was
a substantial volume at one. time. Of course, these people did not get
their checks. Naturally, they got somewhat agitated and they were all
over ine.
Mr. KLASSEN. How long ago was this ?

VEYSEY. Right after the first of the year when the conversion
took place.
Mr. KLASSEN. wonder if we could get more particulars because I

think it. is important for us to find out -what happened.
Mr. VEYsEy. Yes; I will be g-lad to talk to you.

DELAYED 3IA 1 L

Mr. DoRsEy. It takes a real effort to delay mail because. you have to
keep steppincr. over or around it and it is easier to deliver it on time
than not to delver it.
Mr. VEysEY. I heard stories about campaign mailings that never got

out until after the election was over. -
Mr. DORSEY. Yes, I have, too. Every time we checked one, we never

found one that had proof.
I know personally in the last 10 years in the elections -we instructed

every postinaster to make a record of every piece of campaign mail
that was mailed particularly in the last week before. the election
because we have a lot of people coming the day before election to get it
delivered and we cannot do it because it is impossible.
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Mr. STEED. I would like to go briefly to one of the problems ofrate-making. Since you have this pending business before the Rate
Commission, we used to have some very detailed discussions about
your cost accounting system. How do you view the situation now ?

CONTROVERSY OVER COST ACCOUNTING SYSTEM
Is your cost accounting system accepted by your customers who have

to be concerned about the rates and who appear before the Rate
Commission ?
What is the field of controversy there now ?
Mr. NICHOLSON. Mr. Steed, I would like to be both candid and cor-

rect in responding to that question. Candid because I believe you and
this committee would want all possible information, but correct
because I do not want to misstate some differences of opinion between
us and the Rate Commission, which is an adversary matter that we
should adjudicate within the framework of their procedures.
There is some differences of opinion about a concept of finding costs

for ratemaking purposes. It is our belief, it is our conviction—I
believe this is based solidly in the law, I believe it has a trail right in
the House report accompanying the Postal Reorganization Act, Con-
gressman Hanley in recent hearings involving the Postal Service,
itself confirmed this in his statement—that the kinds of costs we
should find are those kinds of costs that vary with the usage of the
mail. Technically we call those costs short term incremental costs.

COSTS COVERED BY RATES

We believe it is correct to say that the costs to be covered by the,
rates paid by the mailers should be at least those short incremental
costs. We believe that is what the law means, that each regular-rate
class of mail should pay its own way, plus an additional amount for
the overhead and other institutional general cost. We believe that pay-
ing its own way is to cover the short-term incremental cost. One cost
concept that I speak of that has some difference of opinion involves
the possibility that fully distributed costs are preferable types of costs
for ratemaking purposes. The Litigation Division of the Postal Rate
Commission has raised that question. There have been some presenta-
tions made to establish that, fully distributed costs are the conventional
types of costs used by regulatory bodies in other connections.
We do not think that is appropriate. However, there is a continuing

series of discussions on the costing concepts, involving us and the inter-
ested parties and the Postal Rate Commission.
Now, as to whether or not the costs are correct, we acknowledge that

we could improve our cost information so that we would have more
detail perhaps more precision, costs involving more subdivisions of our
activity than we do now.
We have for about a year now been pursuing quite actively a devel-

opment of cost. measuring systems that will increase our knowledge
about cost variability for ratemaking purposes. What I mean to under-
line is we are trying to pursue our lmowledge of those costs that we
think of as incremental costs, which is our concept of the kinds of
costs defined for this purpose.
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There is argument that others would have us find fully distributed
costs.

ACCEPTANCE OF COST SYSTEM BY RATE COMMISSION

Mr. STEED. In your first experience with the Rate Commission, was
any ruling or statement or other reaction exhibited by the Rate Com-
mission about this system of yours, in terms of whether they accepted
it as fair and adequate, or did they criticize it ?
Mr. NICHOLSON. I was not here. Perhaps Mr. Cox could characterize

their finding at the first decision.
Mr. Cox. Mr. Chairman, I think it is fair to say there was some

difference exhibited between the judgment of the—as he was then
called—Chief Hearing Examiner, currently Chief Administrative
Law Judge—and the judgment of the Commission itself on the first
go-around a couple of years ago.
As I recall it, the Commission itself indicated that it would not want

to fix single-mindely on any one system of cost allocation and that it
thought it was satifying the criteria laid out in the statute sufficiently
by adopting at least for purposes of that case the cost system we fol-
lowed in that case. But there was at least implicitly some criticism that
we should do better in respect to some of our costing as we proceeded
into future cases. I think there wa,s recognition on the part of the
Commission, the staff, and the hearing examiner, that our costing sys-
tem was generally tuned traditionally to the budgeting and appropria-
tion process that you are so very familiar with and maybe process
does not fit quite right for the sort of ratemaking that the Postal Com-
mission is now engaged in and we have to go through some that process
of adjustments to the process of raternaking we are now in and it may
take a little while to complete that process.

NEW PRODUCTS REVENUE

Mr. STEED. Going to page 78 of the justifications, "New products
revenue," I see ihat in 1974 you. estimate receipts of $38,662,000 and in
1975 this figure is estiniated to be $57,805,000, and the comparison
among the several items listed is $20 million in 1974 and $33,355,000 in
1975.
Of course, the increase in the first-class rate would account for some

of that, but does this indicate that the stamp collecting business is
growing ? Is that your historic record ?
Mr. BAILAR. Mr. Chairman, the stamp collecting business is growing

rapidly. We are now making available to the public a number of phil-
atelic itenis, including starter kits, a small book entitled "Stamps and
Stories" which shows color illustrations of all the U.S. stamps that
have issued, and another set that we call a mint stamp set that is a small
folder with one copy of each stamp issued during the year. These are
very- good items to us in terms of the revenue we realize from them.
In addition to that they 0-et people started in stamp collecting and the
largest part of this line irern you refer to is from the sale of stamps that
are not used.
In other words, if a person goes out and buys a block of four stamps

for 40 cents and puts them away instead of using them, that 40 cents
is part of the $33 million. The items I refer to not only generate some
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profits for us, but they also generate collectors. It is a very good busi-
ness. It is one of the things that contributes to our revenue.

COMMEMORATIVE STAMP PROGRAM

Mr. STEED. Are you still putting out the 18 commemorative stamps
a year or has that number changed ?
Mr. BAILAR. I think the number is larger for next year. Our com-

memorative stamp program at least for the immediate future is going
toward stamps that are mostly associated with the Nation's Bicenten-
nial. These will be good revenue producers because they are very col-
lectible items but also there is an opportunity and perhaps even a need
for more than the usual number.
The number is larger than 18.

STAMP DESIGN

Mr. STEED. What do you think about the art work you are getting ?
Are you pleased with the quality and ideas generated ?
Mr. BAILAR. Yes ; I think they are generally good. I cannot tell you

any one individual likes each and every one of them, perhaps including
some of us in the Postal Service. But the Stamp Advisory Committee
has some artists on it. There are sometimes competitions involved in
getting the designs together. I think they have been well-received.
We had some stamp designs that would classify as pop art in terms
of the colors and designs that have been pretty well received. My
children were in our headquarters last week and somebody gave them
two envelopes with these new pop art stamps and they thought they
were great. There are 16 million stamp collectors in the country and
we would like to cater to each of them.

CO1VIPETITION WITH PRIVATE BUSINESS
Mr. STEED. I think the hot potato item in this list is what you call

other retail products. In 1974, it was $5,562,000, and it is estimated
to go up to $6,575,000. I got a letter of protest from some organization
that you were getting into a field of competition with small business
and private business. What is the story about that ?
Mr. BAILAR. Mr. Chairman, we operate on a policy which has been

approved by the Postal Service Board of Governors which clearly
indicates that the things we sell should be postal-related, and that we
are not endeavoring to compete with private .industry. We are trying
to provide a service to postal patrons with particular attention to
things from us which they cannot get conveniently elsewhere. Stamps
to mark things as being first-class mail, or some special wrapping ma-
terials where you can take a book and slip it in an envelope. It is hard
for me to comment in the abstract on a specific letter you might have
gotten, but we do not have the intention of selling items in the post
offices which are in competition with commercial businesses nearby.
Mr. STEED. Since this may- come up from other sources I think you

ought to supply for the record a sort of description and list some of
the materials that this covers.
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Then we will have something more detailed to defend if the need
arises.
Mr. BAILAR. Yes.

USPS NEW PRODUCTS AND SERVICES

Our policy is that all products sold by the Postal Service will be philatelic or
postal related.
The specific product line that is authorized for sale is as follows :

- Commemorative stamps, stamped envelopes, souvenir mint set, stamps and
stories, commemorative stamp panels, stamp collector starter kits, stamp prints,
historical stamp posters, stamp posters, souvenir cards, postal cards, automatic
stamp 'dispensers, self-inking stampers, mail preparation items (for example,
cartons, sealing tape, mailing bags), and desk/mini postal scales.

Sales of the above items will produce about $40 million of revenue for the
USPS in fiscal 1974.
The mail preparation items will help the TISPS to provide better mail service

and reduce parcel damage.
Three other major product concepts have been reviewed by the USPS. These

are : Cacheted first day covers, medals, and photocopying service.
First day covers.—The Postal Service processes first day covers for individuals

and dealers but does not plant to print its own cacheted first day envelopes for
sales for each stamp. We haVe issued a cacheted first day cover on only two
occasions (Postal Service Day, Postal People Day). However, we have no plans
for issuing further cacheted first day covers even on a selected basis, and no
plans for entering this cacheted first day envelope business on a continuing basis.
Cachets have been produced by local post offices for special events In addition,
the Eastern region produced three such cacheted envelopes for bicentennial
related observances but this program was ordered discontinued. Local post
offices are forbidden from producing local cachets in connection with first days
of issue.
Medals.—We are looking into the possibility of issuing commemorative postage

stamp medals. We have advertised for proposals from prospective bidders with
their suggestions on a medal program. We would use the art from our postage
stamps for these medals. This is an opportunity to use proprietary postal assets
(the designs) to generate extra revenue and create a collecting field that com-
bines philately and numismatics.
We are also considering a test of selling commemorative medals produced by

the Bureau of the Mint.
In one city, medals were purchased locally and sold on a test basis. However,

we do not plan to expand this.
Photocopying services.—In approximately 800 post offices we provide lobby

space for coin-operated photocopying machines. The post offices selected are
those where no other similar service is provided within one block or 500 feet,
whichever is the greater. We price our service at the "going" local rate or higher,
so as to not undercut private business. As with our other products and serv-
ices, our objective is to provide mail-related services and to generate additional
revenues for the USPS. We are not attempting to compete with private business..
Postal storm—The USPS is testing. the concept of Postal stores. Many post

offices windows are not the ideal place to retail our philatelic and postal related
products. The Postal store concept offers the opportunity of displaying and better
merchandising our products. Currently. we have 28 such stores. Of these, 26 are
in postal lobbies while 2 are outside the lobby in nonpostal locations. Initially,
local managers sold•unauthorized items in these stores. We have restricted items
sold in these stores to the product line outlined earlier.

Mr. KLASSEN. Mr. Chairman, there have been many people who com-
plained about it and many people commended us *for what we have
done. In those areas where there is any chance of being competitive
with some local merchant, we always raise our price so it is higher
than his price in order to discourage using our service in that respect.
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SECURITY OF CHECKS IN MAIL

Mr. STEED. We are told by our friends in the Treasury that thenumber of Federal checks being distributed through the mails con-tinues to increase and it is now somewhere measured in the 6 or 700million total checks area. I am sure most of them get into the mails.That has created some problems for them in terms of these checksbeing stolen. You have had some problems with the security of mailcarriers distributing these checks. You have had some other types ofsecurity problems.
What is the situation today in terms of the security of the mails andthe problems that you are encountering in that area ?
Mr. CONWAY. We still have a serious problem with thefts from houseletterboxes and apartment letterboxes. The number of complaints de-clined slightly over the past year, but there has been a good deal of

professional activity in some of the large cities. Many of the criminal
operators are drug-dependent types. We have adopted a series of pre-
ventive steps for example, changing the locking mechanism on relay
and collection boxes. We think we are getting this thing under control.
We work closely with the Secret Service and other Government de-
partments, but it is still a serious problem and probably will be for the
foreseeable future.

PUBLIC SERVICE ITEMS

Mr. STEED. The "Public service" item, have you had any new public
services in the last 3 years? You can supply this for the record, plus
an analysis of the total public service record.
Mr. NicnoLsox. There have been no new public services that I would

characterize under that heading.

NONPOSTAL ITEMS SOLD BY 17.S. POSTAL SERVICE

Mr. STEED. Aren't you involved in some food stamp services ?
Mr. NicHoLsox. I see what you mean. Yes, we do distribute food

stamps in some States where the States wish to enter into an agree-
ment with us for the sale of food stamps through post offices. We also
handle passport applications quite widely. We distribute literature for
the, Internal Revenue Service and sell their tax informational booklets.
I believe those are the principal items.
Mr. KLASSEN. We had the pressure from the FEO to handle their

0.as rationing.
Mr. STEED. They told us if that came about and if you did not do it,

they would have to hire 16,000 or 17,000.
Mr. BAILAR. If it did come about, we might have to hire that many

people to provide the service. We estimated there would be something
on the order of 20-percent increase of window transactions if we had
gone to the type of program they were talking. Mr. Chairman, while
you are talking- about the public services, I think the top three items
on the page before you are new products : Express mail, mailgrams,
and Control Pak which are a new service to our customers qualify and
we will include them.
Mr. KLASSEN. He was thinking of what we were doing for Govern-

inent agencies.
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Mr. STEED. Yes, the whole package, but first I wanted to lmow what
new stuff you were getting. We started off -with the corporation -with
the old traditional program, and instead of that being phased out,
Congress seems to be as busy as it can be phasing in more of the same.
Mr. NICHOLSON. We continue to sell duck stamps, and register aliens

and do those kinds of things.
Mr. STEED. If that sort of thing continues, and if the inflation hits

that area like it does everything else, how long will it be before the
10 percent is no longer a realistic figure ?

REIMBURSEMENT FOR SERVICES

Mr. NicHoLsoN. We are reimbursed for these services. We are reim-
bursed for the cost of the food stamp transaction or for the processing
of a passport application. We are reimbursed.
Mr. STEED. I know that, but I somtimes wonder if reimbursement

ever really covers everything. It is generally sort of like when I used
to be a traveling reporter, and I had an expense account and no matter
how I padded it, I always came out short.

CREDIT CARDS FOR VETERANS

Mr. BAILAR. Mr. Chairman, I think there has been a bill introduced
in the Congress that would give each veteran a credit card and he
would take it to the local post office and obtain payment for whatever
services he was entitled to under the veterans' bill.
[The following information was provided :]

PTJBLIC SERVICES

The U.S. Postal Service handles the following public services :
1. Passport appaations.
2. Food coupons.
3. IRS Publication 17.
4. Golden Eagle/passports.
5. Alien registration.
6. Migratory bird stamps.

Our policy is to charge for these services on the basis that the Postal Service
is reimbursed for the value of time associated with the service, plus 101 percent
to cover institutional costs. However, this policy may not apply if the service
charge is established by legislation, or particular memorandum of understanding.

MAIL SERVICE

We have the following new mail services :
1. Mailgram : This is a joint U.S. Postal Service/Western Union service

where messages are conveyed over Western Union communications lines to
machines in our post offices and delivered by carriers. We achieve next-day
service nearly 95 percent of the time. We expect to deliver 20 million mail-
grams in fiscal year 1974.

2. Express mail : A new business courier service is available in 58 cities.
Next-day service over 99 percent of the time, with volume in fiscal year 1974
expected to double fiscal year 1973 levels. We expect to do over $6 million of
express mail business in fiscal year 1974.

3. Stamps by mail : A service whereby customers can mail in an order for
stamps. This has been particularly beneficial for working housewives, the
aged, invalids, and small businesses.

4. ControlPak : A service to provide security handling for large volume
mailers of credit cards and other valuables such as tickets and checks.

Mr. STEED. Mr. Addabbo.
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CONTRACTING FOR CONSTRUCTION

Mr. ADDABBO. On page 10, on "Capital investments," you speak of the
work being returned from the Army Corps of Engineers to the Postal
Service. Who is performing this work now ?
Is that all being privately contracted out ?
Mr. KLASSEN. The construction work is being contracted out nat-

urally. As far as the management is concerned, we have added to our
staff and also have retained a professional organization to help us with
the management of our facilities and construction.
Mr. ADDABBO. On page 11 you say you have contracted for expert

management and administrative services to keep your construction
program at a high level and you have also decentralized your real
estate program.

CONTRACTS FOR MANAGEMENT AND ADMINISTRATIVE SERVICES

I know you have had extensive expansion programs. Could you list
for the record the contractors that have received the contracts and the
expert management and administrative services that you contracted
for with a dollar value for each contract.
Mr. KLASSEN. We can provide it for the record.
[-The informatio.n follows
On December 3, 1973, a contract for Nationwide Facilities Management Sup-

port Services was awarded to the Ralph M. Parson's Co. of Los Angeles, Calif.,
as the result of a technic-al competition.
The contract is for 3 years' duration with an estimated funding of $13.2 million

for the first year.
Generally stated, the contract consists of three (3) "Work group" areas with

services provided under each as follows :
(1) Work group 1.—Provides to both the headquarters and regional facil-

ities organizations, facilities management support services for assigned
projects to assure that such projects are properly 'planned, designed, and
constructed and completed within established budget and schedule con-
straints.
(2) Work group 2.—Provides to both headquarters and regional facilities

organizations, architectural and engineering personnel to provide profes-
sional technical services in direct support of project execution under the
facilities program.
(3) Work group III—Represents the technology transfer clause under

which the Postal Service will be able to acquire the most advanced indus-
trial and professional techniques from the private sector : the Postal Service
will be able to obtain help in areas of technology, methods, procedures. and
organization.

FINANCIAL STATUS

Mr. ADDABBO. On page 13, you mentioned the financial status. I
know there, have been quite a few questions relative to your financial
status and that you have operating- funds for only a, limited
period of time and that if this was a private business you would feel
that you were in very bad straits. You come out of private industry,
and I would imagine in private industry if you find yourself under
certain conditions such as this that there would be possible reorgani-
zations or possible cutbacks or trying ways and means to try to correct
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this situation. Is that being done, or is it true, because of the law
of.the revenue loss provisions that the Congress should make up this
thing, that nothing is being done in-house to pick up this loss that you
say that you have been experiencing and will be experiencing for the
next several years ?
Mr. KLASSEN. Perhaps we should repeat some of the things we talked

about earlier today while you were out. We recognize that we have a
financial problem and we also recognize some of the reasons for it.
We also recognize that something has to be done. That is one of the
reasons that we appeal to this committee to help us to make sure that
we get this $236 million that was withheld from us.
Mr. ADDABBO. That is the easy way out to get the money from Con-

gress. That does not do anything in-house.
Mr. KLASSEN. We also pointed out that we are today operating with

many thoUsand fewer employees than we did only 2 or 3 years ago.
Mr. ADDABBO. We gave you automation and machinery and that

was supposed to be the result. What is involved ?
Mr. KLASSEN. We also have a different attitude on the part of our

people. We are getting more productivity from our people than we
did before. In fact, we are not getting enough. We have sessions estab-
lished with some of our professional help and our own people this
week to deal precisely with that subject.
We do this constantly. We recog:nize some of the limitations under

which we operate. We have a no-lay-off provision. We also recognize
that many of our facilities do not lend themselves to efficient opera-
tions, in spite of the fact that we have been opening one new major
processing facility every month since the postal reorganization.
Mr. ADDABBO. Have you had better luck at Secaucus?
Mr. KLASSEN. That is like the horror story of one bad letter you

get along the line. Everybody works the hell out of it every day. That
Secaucus story is not that bad. Maybe Mr. Dorsey should tell you
about that again.

SECAUCUS OPERATIONS

Mr. DORSEY. The first thing is that the office at Jersey City has two
operations. Everybody tends to associate it only as a bulk mail plant.
It is a bulk mail plant and a foreign mail center. The bulk mail, as
far as we have brought it on line, is working. We had some mechanical
problems because of a contractor who did something contrary to the
specifications and some of the equipment does not work properly.
We are in the process of correcting that. We have no problem with

the bulk mail side. That part is now ready and 'working fine. When I
talked to the manager this morning they were unloading tractors and
trailers as fast as they could pull them to the dock. The problem has
been on the foreign side which is a manual operation and always will
be because, of the different, kinds of mail that come in there from all
over the world. It is nothing unusual. In fact, we are working that
mail with about half as many people as we formerly did at the Brook-
lyn Army Terminal. We have been able to capture some savings as
a result.
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As soon as we get the bugs out of the system, it will work fine. Please
do not confuse the foreign side with the bulk side just because they
happen to be next to each other. They are two separate operations.

CONTEMPLATION OF NEW AIR MAIL FACILITY AT JOHN F. KENNEDY AIRPORT

Mr. ADDABBO. IS there contemplated to be constructed at the John F.
Kennedy Airport in Queens a new foreign airmail facility ?
Mr. DORSEY. We are in the process now of studying what we should

do at JFK, not only with foreign airmail, but with all airmail. We fly
a good part of our other mail in addition to airmail. JFK handles
all the foreign airmail coming into New York and most of the first
class and airmail going into NeNv York for the New York metro area.
We contemplate putting there a total mail processing center.
Mr. ADDABBO. Is that presently still under study or is there a de-

cision made?
Mr. DORSEY. We are still studying and should know by June what

the configuration and capacity of the facility ought to be, We have
been talking with the Port Authority about the building. We now work
mail in three buildings at JFK, one building at La Guardia, and one
building in Newark. So we have five installations up there where we
are working mail, which is very, very inefficient.

CONSOLIDATION OF LONG ISLAND CITY FACILITY

Mr. ADDABBO. One of the problems that I face and if I face it, I
imagine many other areas are facing the same question and that is
that reorganization plans are ordered and then delayed and then the
post office people do not know where they are and where they are
going. I have particular reference to the consolidation of the facility
at Long Island City-. They were supposed to be phased out and they
were not phased out and they have been extended another year. This
uncertainty does not make for good working conditions as far as the
individual is concerned.
Mr. DORSEY. I am not particularly familiar with that.
Mr. ADDABBO. I WOUld appreCiate it if you would look into it.
Mr. DORSEY. Are you talking about the concentration center ?
Mr. ADDABBO. It might be that.
Mr. DORSEY. We have phased it out, moving that operation over to

the foreigm. mail center. We have finished taking mail out of there.
We had to find a place for the people who worked there because, under
a prior agreement, they had a right not to go to Jersey City if they
did not want to go. We had to find places for them within the New
York metropolitan area. That may be the problem you have refer-
ence to.

REDUCTION OF PERSONNEL IN LOWER GRADES

Mr. ADDABBO. One of the other problems raised, which again affects
morale—and when morale is affected, delivery service is affected—is
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that there has been ,a reduction in personnel, but the percentage of
reduction has been. greater in the lower working levels, and there has
been a substantial increase in so-called management positions.
With the reorganization plan of new grade numbers—in other

words, where we used to have 5, 6, 7, and 8, now we go to 13, 14, 15, and
up to 18 and 19—through this manlier there has been created a man-
agement level which uses up the dollars but does not give us efficiency
in operation.
Could you supply for the record the number of reductions in per-

sonnel in the lower grades, the old grades, which would be below
management, below foreman, an.d the number of increases in positions
from foreman up to 
Mr. KLASSEN: First line supervisor. Let's put it that way.
[The information follows :)

DISTRIBUTION OF EMPLOYEES BY GRADES

Employee category

As of June 30,1972 As of June 30,1973

Number of
employees

Percent
of totals

Number of
employees

Percent
of totals

Craft employees 607,097 94.09 568,992 94.28
Supervisors (13 grade structure):

Grades 6 through 9 26,515 4.11  
Grades 10 through 13 10,880 1.69
Grades 14 and over 705 .11

Supervisors (22 grade structure):
Grades 6 through 11  - 978 . 16
Grades 12 through 17 26,030 4.31
Grades 18 through 23 7,339 1.22
Grades 24 and over 158 . 03

Total 645,197 100.00 603,497 100.00

Mr. ADDABBO. Another question raised in the list of questions I gave
to Mr. Nicholson when we were considering the supplemental request
was the tremendous increase in what normally would be supergrade
salaries still under the Congress, but not being under the Congress,
the tremendous increase in salaries and the duration of so-called super- .
grade jobs.
Have all these positions been necessary to warrant the salaries in

excess of $42,500 ? How many positions do you have in excess of $42,-
500 which have been created since the creation of the Postal Cor-
poration ?
Mr. KLASSEN. We can supply that for the record. Do you want some

comment on it now ?
Mr. ADDABBO. If you would for now, and supply a listing for the

record.
[The information follows :]
Because of reorganization of functions, it is not possible, except in a few in-

stances, to relate present positions with those that existed prior to July 1, 1971.
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Following is a listing of all individuals and positions with salaries $42,500 or
over as of January 18, 1974 :

Name Occupation title Salary

F. T. Klassen  Postmaster General  $60, 000B. F. Bailar  SAPMG Administration SP  52, 500F. V. Dorsey  SAPMG Operations GP  52, 500D. F. Brown  SAPMG Employee and Labor Rltns  50, 000R. W. Nicholson  SAPMG Finance Group  50, 000C. C. Ulsaker  Regional Postmaster General  50, 000C. B. Gels  Regional Postmaster General  50, 000E. S. Brower  APMG Bulk Mail  47, 500P. N. Carlin  SAPMG Executive Functions  46, 000W. J. Cotter  Chief Inspector  46, 000L. A. Cox  General Counsel  46, 000W. F. Bolger  Regional Postmaster General  46, 000J. V. Conway  Executive Asst PMG PSTL AFFRS  45, 000W. D. Dunlap  APMG Customer Services Department  45, 000L. B. Farrell  APMG Labor Relations  45, 000F. G. Hulsen  Special Assistant  45, 000H. R. Larsen  Special Assistant  45, 000A. J. Schneider  APMG Research and Engineering  45, 000R. F. Gould    APMG Finance  44, 500J. F. Jones  DIR Logistics Department  43, 500J. C. Gildea  APMG Labor Relations  43, 000R. E. Isaacs  APMG Real Estate and Buildings Department__  42, 500R. H. McCutcheon  APMG Procurement and Supply  42, 500F. X. Biglin  Regional Postmaster General  42, 500W. J. Sullivan  Regional Postmaster General   42, 500

Mr. KLASSEN. When you start analyzing the performance of the
Postal Service prior to reorganization and now, I think you must agree
there has been a substantial change. I think you will recognize that
we are moving more mail with fewer people.
It is true that we have had to raise prices. We have also been expe-

riencing increased costs very extensively.
Someone has to pay that bill, either the user of the mail or the

taxpayer.
RATIO OF SUPERVISORS TO WORKERS

Your question has to do with the ratio of mana(Yement people to
the rank and file employees. In many situations we Cave two extremes.
We have small offices where we have three management and three work-
ers. In a large post office like New York, we have far too many workers
for the amount of supervision we have. I think supervision is very
important in trying to bring this into some sort of reasonable balance.
We must find a way of improving the productivity we get from people
and operations.
A great many things have to be done to make this possible. It does

not happen because we say "We want more out of you." We have to
find some way of motivating them to make sure they see some real
value for themselves in doing this.
I think many things done in the past couple of years have indicated

to our rank and file employees the effort we are making will be to their
interest and advantage.
Mr. ADDABBO. I wish for my sake, and the sake of the committee and

those of us who have to answer the problems, you would expand fur-
ther when you go over the record, but tell us now what specifically has
been done. We are on the other side of the fence, and we get it in re-
verse : that very little has been done as far as the rank and file is con-
cerned that working conditions and everything else are not better.
[The information follows :]

AIM"
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POSTAL PEOPLE

Fiscal 1973 was a significant year for postal
employees.
The Postal Service and fotir national postal

unions reached a new labor agreement covering
the next two years. A new Job Evaluation
Program for supervisory, managerrient 6nd non-
craft employees pegged grade levels to comparable
work in the private sector. Veteran postal
employees were Jcidit opportunities
to climb career "ladders" as moi-e emphasis was
put on promotion-from the ranks into all manage-
mei tt levels. A series of Management Improvement
Conferences involving thousands of managerial
personnel was held across the country. A nation-
wide network of training centers in postal
installations was implemented. And special honors
were paid. to all postal employees dui ing i,veck-
long obsers.iance that included issuance of a special
set of Postal People stamps.

Labor Agreement

Of all these developments, perhaps the rnost
significant was the new national agreement
between the Postal Service and unions. The
collective bargaining agreement was the second
in Postal Service history. Extending from July 21,
1973 to July 20, 1975, it covers a period in whicli
constructive approaches (-ail ke taken to solving
the knotty labor-management problems of a vast
enterprise dedicated to providing more efficient
service to the American people.
The agreement provides for a $700 a year pay

increase effective July 21,1973 and anothei $100

a year effective July 21, 1974. It also provides for
four possible cost-of-livingpay adjustments
during the two-year period. In addition, the
Postal Service will twice increase its share of the
premium payments for health and medical
insurance—and in the second year of the contract
will pay the entire premium for basic life insur,mce.
Another important part of the agreement has

to do with the settlement of grievances. A lleW
procedure was spelled out which promises to
settle a large proportion of grievances at earlier
stages, and in a cooperative manner. In a series
of regional meetings, the Postal Service's top labor
relat ions officers, brieted field managers on the
new contract and administration.

'Management Conferences

Beginning in February, 1973, a series of
management meetings was held for the purpose
of analyzing service problems and determining
actions necessary to correct them. District
Managers and other:, met in all day sessions to
provide suggestions and means ot improving
service. The frank atmosphere of these meetings
and the resultant uggestions, many of which were
implemented immediately, did much to restore
service. An important by-product ot these meetings;
at which the Postmaster General met with
thousands of managet's, was to establish a co-
hesiveness and unity of purpose which hadnot.
been achieved in the past.
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Job Evaluation
Supervisory and management personnel learned

a new set of initials during Fiscal 1973 —JEP, which
stands for Job Evaluation l'rogram. Many grade-
level -changes were made as a result of the program.
Niost employees found their jobs "upgraded"—that
is, they were deemed more valuable than in the
previous grade structure. Persons holding those
jobs received raises. Even a "downgrading,"
however, resulted in no reduction in pay.
The objective of JEP is a fairer grade structure,

based on comparability with the private sector, a
comparison mandated by the Postal
Reorganization Act of 1970.
Opportunities for Advancement
As the JEP structitre was being developed, the

system for promotion on the basis of merit also got
new impetus. Qualified craft employees vvere given
new opportunities to advance into supervisory
ranks, and in Fiscal 1973, thousands of employees
did so, on the basis of their qualifications.
As more promotions are made on the basis

of merit, a larger nucleus of managers with
extensive postal experience is being forrned. While
craft employees are advancing to supervisory
ranks, the 'nigher rungs on the career ladder are
being occupied by postal veterans.
The Postmaster selection process instituted in

1970 completely eliminated the former system of
po!itical appointments. Impartial Selection
Boards selected 8,710 new postmasters between
November 28, 1970, when the process was initiated,
and the end of the fiscal year, all named on the
ba:,is of their qualifications alone.
The process of selecting postmasters from within

the service opens more opportunities for career
emp:oyees and enables the service to capitalize
on the experience and leadershp ability of its
employees. In a large post office the promotion of
a career supervisory employee into that positPon
can create a number of other promotion oppor-
tunities for employees below that level.

Career Development
-Fhe Postal Service has a vast pool of dedi, ted

employees who have accumulated years of
experience in solving the problems of moving the
mail. To develop the potential of this substantial
body of expertise and to prepare the employees for
more demanding assignments, the Postal Service
has built a highly sophisticated training system. For
the employees who take advantage of the system
there are opportunities for advaticerneni; for the
Postal Service there is the opportunity to augment
its supervisory and management structure at all
levels by capitalizing on the experience of its most
promising employees.
The training system includes a network of Postal

Employee Development Centers (PEDC) with
training facilities in most large postal installations.
These centers provide all postal employees an
opportunity to learn the skills that are needed in
the Postal Service of today and will be needed
in the Posta! Secvice of tomorrow. The centers
emphasize training of personnel to cope with
present and future technological requirements,
such as computer-run sorting systems. These
systems-require, for instance, large numbers of
trained maintenance people.
At the PEDC's, employees receive "basic

education" in subjects such as mathematics and
electricity. They can then qnalify for more advanced
training at the PEDC's or at the Technical Center
of the -Training and Development Institute in
Norman, OK. These qualified employees can get
technical training in various fields, many Z,f them
related to maintenance of complicated postal
machinery.
The big bulk mail plants, which' will be coming

on line in rapid succession tnrough 1975, will be
relying upon the trained technicians corning from the
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Institute at Norman. As fiscal 1973 ended, for
example, 40 maintenance supervisors, 24 electric-
ians and 110 mechanics had been trained to help
run the New York facility.

ln addition to the technical training provided in
Oklahoma, the Postal Service Training and
Development Institute runs management programs
in Bethesda, MD, and five regional field centers.
Nearly 22,000 postrnasters, supervisors and
other managers.received training in these
centers during fiscal year 1973.
Even more impressive is the large percentage of

postal employees improving their skills within
their offices or through self-study courses at home.
Sonie 500,000 were involved during the year in
study programs which included: service standards,
courtesy to the public, parcel post damage
reduction and operation of letter sorting machines.
Correspondence courses were completed by 23,000

employees.

Postal Week

'During the year, the first set of stamps ever
honoring U.S. postal employees was issued. The
Posta! People Stamp series, represc•nting 10 postal
occupations, was issued in 10 eight-cent stamps.
Messages printed on the backs of the stamps—in
ink approved by the Food and Drug Administra-
tion—explained each occupation to customers. A
Postal Week was held in conjunction with the
issuance of the stamps. Local post offices scheduled
many special events during the week— tours, •
dedications, open houses, band concerts and
the like. These events focused public attention
on the vital work performed by postal people.

32-709 0 - 74 - 6



Worhing Conditions Improvement cgram
Old fa, ities lacking proper heating, ventilation,

lightir.y.; and other conditions basic to a procli:
work atmocphere will soon be a thing of the p.. • .
1-o correct tltese deficiencies, a Working Conditions
Improvement Program was continued in 1973. This
program had benefited more than 175,000 postal
employees in the year ending June 30.

In fiscal 1973, a total of $27 nhIlion in capital
binds ‘v,6 committed to better working conditions
and in addition S5.3 ion was charged to
operating expenses.
A striking ilimtration of the success of the

Working C:onditions Improvement program is the
Murray I fill Station Annex in Mi...nhattan. Built
cond 1900 and designed to be a birniture

warehouse, tlie Annex now provides comfortable
working space for some 700 postal employees
who handle approximately 2 million pieces of ma:,
daily. Last yezr, $750,000 was sperrt on renovating
the ‘vhich included the installation of
air conditioning. Additionally, recessed lighting,
new bathrooms, locker rooms and swing rooms
were included iv. tile remodeling and, of (-our. •
a general repainting.
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MAN-YEARS

Clerks, city
carriers, drivers

and special
deliverySupervisors messengers Ratio

1973   41, 258 524, 318 12. 7/11974 estimate  42, 329 522, 209 12. 4/11975 estimate  42, 304 504, 191 11. 9/1

AREA WAGE DIFFERENTIAL

Mr. ADDABBO. One of the questions raised in my area, which I have
raised from the first year of my service here with the Post Office and
Civil Service legislative committee, which I thought was supposed to
be corrected in negotiation of contracts, was area differential.
Has an area differential ever been discussed and ever been granted

as far as wages are concerned ?
Mr. KLASSEN. I will answer the last part of your comment first.
Yes, the area differential was discussed. Whether our thinking is

right or wrong, we judge much of this from the experience of other
people and our own experience. The union is anxious to have geo-
graphic differentials, at least in some locations. You must recognize
if we are to do this, all the other locations will not necessarily take a
wage cut just because we have a differential. We have a new floor
from which we start.
The experience of organized labor and the experience of manage-

ments which have dealt with unions on a countrywide basis is that the
year you create geographic differentials, everybody is happy for the
moment ; and the next year they come back and want to make them
all the same again. In other words, they give you this seesaw business
which economically destroys you.
In our last negotiations we had such a pitch from the union. For

some of the reasons I have briefly given you, we resisted it. We know
pretty well what they will be doing in the subsequent negotiations.
I point out again, these inequities are not real, and we have to raise

the whole level.
You do not suppose that would change Moe Biller's attitude if we

gave them more money than we gave everybody else ?
Mr. ADDABBO. I do not know about this attitude. If we changed the

attitude of people 
Mr. KLASSEN. It might change the people's attitude, but it would not

change his attitude a bit.
Mr. ADDABBO. Actually, you were supposed to be negotiating. We

know the cost of living is much higher in the city of New York than
in some rural areas.
Mr. KLASSEN. I cannot quarrel with you on that, Congressman. This

applies in many locations throughout the country.
There is nothing wrong with the principle of wage differential. I

might ask you how come we never had wage differentials in the Postal
Service. That is the way Congress chose to have it.
Mr. ADDABBO. One of the reasons the Postal Corporation was sup-

ported was that it could do what Congress could never do with 435
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Members because each one had his own constituency to report backto. The Postal Corporation became an independent body to take it outof politics. If a worker is happy with his wages in a given area, youhave a better system.
This is one of the reasons, I recall, that the postal organizationswhich originally opposed the corporation were willing to go along.They were told there would be a very good possibility that employmentcontracts would be negotiated on the local level, and it would only beon national questions that the national office would negotiate. Therewould be certain points that could be negotiated.
This is one of the things they were led to believe.
Mr. KLASSEN. I do not know who told you that. I was here from theinception of the reorganization program. Certainly, if I had advisedMr. Blount on that point, I would have advised to the contrary basedon my long experience in business.
Mr. ADDABBO. You may have advised Mr. Blount to the contrary-,but whoever was speaking on his behalf to the local unions was notadvising to the contrary.
Mr. KLASSEN. I would also say to you if that is what Congress ex-pected us to be able to do, they should also have given us the kinds ofmuscle and leverage so we can deal with people on that basis.

POSSIBLE SHUTDOWN OF SERVICE

The first time we take a strong stand and have a shutdown some-where, which is what you have to do in industry- to get things done thatyou want, we are dealing with a different problem than, say, the Gen-eral Electric Co. Westinghouse can make its products.
Mr. ADDABBO. This is one of the problems y-ou may- be facing evennow, as far as present working conditions are concerned. If the Con-gress is pressed hard enough, they may have to give the postal workersthe right to press their OWE needs.
Mr. KIASSEN. I can also tell you if they did, the pressure we wouldget to settle, the strike at any price would be so severe that we wouldnever accomplish the things you are talking about.
Mr. ADDABBO. I agree with you.
Mr. KLASSEN. The country' would never stand for it.
Mr. ADDABBO. Again, people feel their dreams were not lived up to.
I inight make one other suggestion as far as better productivity andwork relationships.

PROMOTION AND TRANSFER

When you make a promotion, I think it sometimes would be better
if the person being promoted would be shifted—I think we discussed
this one time previously—to another station and not be put in charge
_of men he has been working with all along, because they know him too
well. One day they are drinking coffee with him, and the next day he
is telling them they cannot drink coffee at this hour.
The men are not happy. They know his failings as he knows their

failings.
Mr. KLASSEN. There has been too much familiarity in the past for

him tO—become a good supervisor. That is what you are saying.. I am
sure that is true.
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We also get a great deal of resistance from our people to moving
from one location to another, which is very discouraging to us. I think
the attitude on that has improved.
Mr. DORSEY. Yes. We now promote more people from post office to

post office than we ever did before, considerably more.
Mr. KLASSEN. I think that has come about only because they think

we are playing square with them. They are not as suspicious of us as
they were.
Mr. ADDABBO. It is not a question of whether you are suspicious of

them. It is a question of there being certain suspicions built within
the clique they have been working with.
Mr. KLASSEN. I do not quarrel with your point at all.
Mr. ADDABBO. I am giving it to you from the grass roots, again know-

ing what has happened at many stations. Because of this, many capa-
ble men and women do not want a promotion. They would rather work
in-job and work overtime and make almost as much as a foreman is
makino-, and not have the obligations and the problems and the head-
aches of a foreman.
These are some of the reasons for not getting the best qualified

people making the request or seeking promotion. Again, this is some-
thing that I have lived with for many years. I lmow the people. I am
just giving you grassroot information I have received, for you either
to take or to use as you see fit.
Mr. KLASSEN. I share your views with you. We are trying to get

people to do exactly what you are saying. It is not always that simple.
Mr. ADDABBO. I know.
The other question is that you will continue the same program as

before—lease where it is cheaper to lease and purchase only where
it is cheaper to purchase as far as vehicles are concerned ?
Mr. DORSEY. Yes, sir. That is our policy.
Mr. ADDABBO. I have read your statement on vehicles and turn-

around. We will expect that you -vvould follow that proaram.
Thank you very much, Mr. Chairman. I have no furtrier questions.

ARREARAGE IN RETIREMENT FUND

Mr. STEED. General, before we finish, there is an item that I think
we ought to have some record on.
There is $284,666,000 that covers the arrearages in the payment to

the retirement fund. As you know, last year we took $142 million, oi
half of that, out of the money appropriated to the Department, with
the understanding that when and if the issue was settled by legislative
action, we would make the correction.
Now we are faced this year with the Civil Service Commission

needing the other half of that arrearage, which brings the whole
amount up for some settlement.
It is my understanding that the legislation dealing with this has

passed the House and has been pending in the other body for some
several months. Do you have any late reading on the legislative situa-
tion as to whether we are going to get any help out of the Congress
on this issue ?
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Mr. IsTicuoisoN. Yes, Mr. Chairman. We have had a number of dis-
cussions with the Office of Management and Budget and the Civil
Service Commission, and the 3 parties agreed to a, position that we
submitted to the Senate as a proposed amendment to H.R. 29 whichpassed the House earlier.
We have no new information about any schedule of hearings orexecutive session the Senate committee may have to consider this pro-posed amendment. We are optimistic that inasmuch as what we haveproposed in the form of an amendment seems generally t,o satisfy allpoints of view and all parties at interest, hopefully the Senate wouldreceive this amendment, would enact this amendment, and the Housewould consider it and similarly adopt it.
The amendment provides that the Postal Service would assume theobligation for all of the unfunded liability of the civil service retire-ment fund traceable to postal employees since July 1, 1971. We wouldaccept all of that responsibility, except we would be relieved of thefirst 3 years of payment for the series of payments involving those per-sonnel who received pay increases prior to July 1, 1973.
That is the cost totaling some $284 million ; nearly $285 million.
Mr. STEED. We would like to get this thing settled. We thought lastyear by the method we used of taking half of the amount out of yourmoney- and keeping the Civil Service Commission intact, and lettingthe rest of it stand in midair, we were buying a year's time that would

bring a settlement of the issue.
I am somewhat concerned that time is running out. We have only avery few weeks left in which this matter can be legislatively adjudi-

cated. We will do what we can—I hope you -vvill, too--to see that weget this matter settled.
I do not think we can ever dispose of it to the satisfaction of any-body unless and until it is legislatively authorized.
Mr. NICHOLSON. That is correct.
Before we come back tomorrow, if we come back, we will make an-other check to see the position of the Senate committee on the adoptionof the amendment.
Mr. ROBISON. This is our last chance to summarize the budget

request. I think I will address this to Mr. Nicholson.

PUBLIC SERVICE ITEM

There are three items we are familiar with from past years. For the
"Public service" item, for fiscal year 1975, the request is $920 million,
even. This amount is 10 percent, as I understand it, of the actual
appropriation for this for 1971, and it is a fixed amount and is the
same as last year's request for this purpose.
Mr. NICHOLSON. Yes, sir.

REVENUE FORGONE

Mr. ROBISON. The second major item is for "Revenue forgone on
free and reduced rate mail." Here, the budget request for fiscal year
1975 is $571,456,000.
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I think we need, Mr. Chairman, a breakdown of sorts, or an analysis,
of the fiscal year 1975 revenue forgone subsidy by class of mail, if
Mr. Nicholson or the general can provide it .for us.
Do you have something along those lines ?
Mr. NICHOLSON. Yes, I have.
Mr. STEED. They are going to supply us material on the 10-percent

public service for the record. They could supply this, too. It probably
would be well for those two items to be included together.
Mr. ROBISON. The first one is fairly well fixed or is fixed, as I under-

stand it. This one, however, is subject to computation, and we ought
to have the basis on which you computed it, or no one will ever under-
stand it.
You can provide that for the record.
Mr. NICHOLSON. All right.

TRANSITIONAL EXPENSES

Mr. ROBISON. The third item is for the so-called transitional ex
penses which, for fiscal year 1975, are $61,151,000. This is more or
less fixed, as I understand it, but is also subject to some computation.
If you would provide, for the record, an analysis of how you QOM-

puted this figure, that also would be helpful.
Mr. NICHOLSON. All right, sir.
[The information follows :]
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Estimated Revenue Forgone Appropriations, FY 1975
($ millions)

Phasing Continuing Total
Class of Service appropriations appropriations appropriations

(4)   (5) (6) 

Second class
In-county
Non-profit

'Classroom
Regulai:-rate

Total
•

Controlled circulation

Third class:
'Bulk non-profit

Fourth class:
Special rate
Library rate

Total

Free for blind, etc.

GRAND TOTAL

$ 21.4
48.3
0.6

129.7
200.0

$ 9.9
36.3
3.9
2,0

52.1

8.2

33.7 205.6

49.0
5.6 10.0
54.6 10.0

• 7.3

$296.5 $275,0

$ 31.3
84.6
4.5

131.7
252.1

8.2

239.3

49.0
15.6
64.6

7.3

$571.5

•
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Appropriation of funds for the previous nonfunde.d liabilities of the

Post Office Department are authorized by 39 U. S.C.' 2004. The 1975

request. of $61,151,000 includes $30,096,000 to cover payinents to the

Employees Compensation Fund for injuries .to postal employees which

occured prior to July prior to July 1,1971 with $55,000 to cover

reimbursing the Postal Service for 1974 pa.yments above amounts

appropriated. The $30,096,000- is predicated on the compensation paid

to postal employees by the Department of Labor for FY 1972.

The balance of the amount requested for nonfunded liabilities, $31,000,000,

is to cover one-twelfth of the earned and unused annual leave due posta.1

employees on June 30, 1971 from the former Post Office Department. The

c omputation of this amount is computed as follows:

Employees .A.ccumulated Annual Leave
Post Office Dc..-partment FY 1975

(dollars in thousands)

Earned and unused annual leave due postal employees on June 30, 1971

from the former Post Office Department $372,976

One -twelfth of $372,976  31,081

Accumulated Totals:

Fiscal Year Unfunded Appropriated Total

1971 (ending) 372,796
1972 actual •0 •.0 •• •• 341,796 31,000 31,000
1973 actual 310,769 31,000 62,000
1974 estimate  279,769 31,000 93,000
1975 estimate  248,769 31,000 124,000
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MAIL SERVICE FOR °TITER AGENCIES

Mr. ADDABBO. Could we have for the record a listing of the requests
of every agency and department for 1974 and the requests being made
by every department for 1975?
Mr. NICHOLSON. For what purpose ?
Mr. ADDABBO. Mail service requirements. In other words, in every

budget we are getting from each of the departments, they are asking
for x number of dollars for post office postage due. Could you give
us a breakdown of what the request was for 1974 from each agency,
and what the request is for 1975 ?
Mr. NICHOLSON. Yes. We received a request from the chairman for

a listing of, I believe, just about what you described. We will be
supplying that to the chairman and, of course, it will be available to
you.
[The information follows:1

•••

•
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Mr. STEED. General Klassen, I am sure you are familiar with theGeneral Accounting Office report dated March 20, 1974, on the subjectof problems affecting mail service and improvement actions beingtaken. We will include the first three pages of that report, called theDigest.
In the back they say you have made what they term a partial re-sponse to this. For the record2 if you would like to beef up your com-ment about what they have said here, we would appreciate it. You mayinclude any material in their conclusions, and then add to them tocover the situation more completely.
[The information follows :]

USPS COMMENTARY ON GAO REPORT "PROBLEMS AFFECTING MAIL SERVICE AND
IMPROVEMENTS BEING TAKEN"

Late in 1973, a draft copy of the GAO report entitled "Problems Affecting MailService and Improvements Being Taken," was presented to the U.S. Postal Serv-ice for review. Comments provided to the draft report were favorably receivedand the essence of each included in the report to the Congress.
Attached for the record is a copy of Postmaster General E. T. Klassen's re-sponse to the draft report highlighting the constructive and professional natureof this report's observations.

THE POSTMASTER GENERAL,
'Washington, D.C., December 11, 1968.MT. JOHN LANDICHO,

Associate Director, General Government Division,
U.S. General Accounting Office, Washim,gton, D.C.
DEAR MR. LANDICHO : Thank you for the opportunity to review your proposedreport to the Congress entitled "Action Being Taken To Improve Mail Service."The report deals primarily with a period in late 1972 and early 1973 when anumber of factors coming together caused a temporary decline in the qualityof our service.
As your report notes, the Postal Service has taken aggressive action to correctthese matters and we are pleased that you find that our actions have been re-sponsive to the problems your report discusses.
We would also like to express our appreciation for the help your staff has givenus throughout the course of their inquiries. Their informal briefings on theirfindings at various offices and their constructive suggestions were most usefulto us in our direction of remedial actions.

Sincerely,
E. T. KLASSEN.

Mr. STEED. I want to express our appreciation to you. You have
been very helpful, and this has been one of the most informative hear-
ings we have ever had. I am pleased with it.
I am glad, for the sake of our staff director here, that he finally has

lived to see the day when the postal budget agrees that the answer
to all problems is not more money and more people. You have fewer
people. The only thing we have left to worry about now is the dollar
side of it, and then he would be completely happy.
We will take advantage of the fact that all the several members of

the committee who are interested in this subject have had their time at
bat to relieve you now of further need to give us of your time. This
concludes the hearing. We hope having a free day tomorrow will be
as helpful to you as it is to us.
Mr. KLASSEN. Thank you very much, Mr. Chairman. We appreciate

your cooperation and your patience with us.
iComptroller General opinion B-114979 and the justifications will

be inserted in the record at this point :]
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COMPTROLLER GENERAL OF THE UNITED STATES

WASH INGTON, D.C. 20348

March 8, 1974

The Lonereale Tom Steed, Chairman ,
Subcommittee on freasury, Postal Service,

had General Gevernment'
Committee on Approprintions
nouse of Representativea

Dear Mr. Chairman:

Cur opinion has been requested whether a proposed supplemental
appropriation for the Postal Service ia authorized by 39 U.S.C. 2004.

That portion of the proposed appropriation in question le "for an
additional amount for 'Payment to the Poutal Service Fund.'" in part--

"* * * to provide $235,922,000 for revenue lost as
a result of the delay in the postal rate increaae
from Januexy 1974, to Zterch 2, 1)74, pursuant to
the Cost of Living Council order dated December 21,
1973. * * *"

budeet of the  Urited States Coverneent, rlscel Yeer M75, Appenaix, 908,
1023. The background relative to this proposal is set forth below.

Chnpter 36 of title 39, United States Code, provides in Bection 3621:

"Except as otherwise erovided, the Governors are
authorized to eRtablish reasonable and equita'ele classes
of elan aed reasonable and ecuitaple rates of eesteer and
feea for Foetal services ili accoreaece wita tae provisions
of this chipter. Postal rates tine fees shall be reasonable
and equitable and sufficient to ensble the Postal Service
under nonent, efficient. and econoeical rAnaeeeent to
reietain ani ccutintV2 notitvl eervices
of tne kind and quality edapted to tne necus of tne Lnited
States. Postel ratea anu fees snail provide eufficient
revenuen no r';at the total eatileited income an, appro-
prIntioen to the Voetal eervice well e,ual as nenriv ag
practicable total cetieated coste of tee Pontal Service
For purposee *I taie ecetion, 'total eetimetee couts'
shall iacIuee (without limitation) oeerating expeeses,
depreciatioa on ceritel feciliries .11,1 cCuirneat,
strvic: r_ _ _ C.1.16c:t
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and expense, and provision for &inking funds or otner
retirements of oolirations to the extent that such
provieiou exceeds applicable depreciation charges).
aud a reaeonable provision tor contingencies.-

In accordance with this section and subsequent provisions of chapter 36,
the Postal Service had submitted to tne Postal Rate Commission suggested
rate increases desiened to meet increased coats resulting largely Irom its
July 1973 collective bargaining aereement.

The Postal Service planned to implement temporary rate increases. in
the absence of action by the Rate Commisaida, on January 5. 1974. Lowever.
on December 21, 1)73, thu Cost of Living Council ordered a 15 percent
reduction in the proeosed teeeorary rate increesee. The rcluction ordered
by the Cost of Living Council vac effected by pontponing the temporary
rate increases until March 2. 1974. lhe proposed supplemental appropria-
tion represents the ernoent of revenues loat daring tne too-month deeay,
leas the amount of prior appropriationn attributable to thia period.

The statutory provision aseerted to authorize the proposed appropria-
tion, 39 U.S.C. 2004, provides:

"Such sums as are neceesery to insure a sound
financial transition for the Poatal Service and a
rate policy consistent with chapter 36 of this title
are hereby nethorieed to be nperoeriated to the Fund
without regard to fiscal-year lieitation."

The Postal Service maintains that both criteria specified in section 2004
nee met in this case. Fe:est, it is said that the nppropriation would nvoid
resort to borrowine. Since horrovine to offset loet revenuea would make
postal boud offerings incrensinrly vulnerable to rejection or imposition
of onerous iuterest rates, an apnroprirtion in the altereative would serve
''to insure a sourld fieancial traneitien for the Foetal Service.' Secondly,
it is said that the appropriation. eould serve the policy of chapter 36 of
title 39, since the Copt of Livine Council order has undermined the
"break-even" reeuirement thereof. Further, a reduction of services to
compeesate for the eelay in teenorcry rate increaues would be inconsistent
with the mandate also contained in chapter 36 thet services be maintained
cufficient in kind and quality to meet national needs.

The Postal Service recoenizes that past eppropriations under 39 U.S.C.
2004 have been made in connection with the transition froe tee Post Office
Departmeet strneture to that of the Poatal Service, i.e., to cover li-
abilities incurred under the former Post Office Department structure.
however, it contends that the term 'traneition" ae uaed in section 2004
refere to t711 imtire period of tramaitiou on the part cf Pc,stal (Irvice
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tO A fully aelef-sustainieg status. Yin:ally, empnasizine congressional
recognition of tne need for gradualism in achievins:, aelf-austainine
statue, suction is conntrued as nn all-purpose autnorization designed
to cover a broad ranee of emergency an4 unforeseen circumstances arising
during thic transition period.

Tne foregoing assertions and conclusions on the part of the Postal
Service aleoar to aceora eleost unlimitei applicatioa to 39 U.S.C. 2,)04.
We are aware of nothina in the leeialative history of the Postal Reoreani-
zation Act which specifically contradicts any of tnese assertione and
conclusions. In tact, tae house Report on tne Act descrebes section 'e004
ie terms ef the "treneition to a seli-sustaining Postal Service," aud also
emphasized the need for 'reasoned gradualism- in thie transition. See
b. Rept. No. 91-1J04, 1970 U.S. Code. Cong. & Admin. :iews 3649, 3655,
3690. At tee same time, we believe there must be reesonaele limitations
upon the use of section 2004. In this reeard, the following caveat from
tne houae i,eport oeens particularly relevant:

"The mandate that the Postal Service must be self-
supporting is eeeential if postal affairs are to be con-
ducted wito reesonable econoey and ,efficiency. So long
as postal rana7.:!7:eat oporALes with a i!eneral awareness
that congressioral appropriatios are always available,
within some uncertain limit, to Teske eood any short falls
of revenue or overruns of coste, there is little real
incentive to make tee best et's:Able uee of resources and
efficiency kg cure to be eore honored in the speech (sic]
than in the obeervance. * * *" Id. at 3665.

In vice. of the beaeround fects diaemeeed previously, the Postal
Service eeees to have done everythine witeiu its power to recover the
increased operatiee costs throuph rate increases rather than by reliance
upon aperopriatione. Its ienbility tu fatly accomplise tele; objective
is apparently attributable to faCtora beyond its uirect control.

First, theyoetal Service duly submitted suegested rate increases
to the Postal Rate Cenmission. The failure of tne Rate Commission to
seblAt rccel-Jmendatic,as en t.lo rafefi SAJO&Ltql by Llla iosai Service witldn
90 days permittee the imposition cf tenporery increases, bur. at. the same
title hassdelayed the fixing of permanent rates. The process of determinine
permanent rates would, of couree, have resolved any 1.23UZS concerning tOe
appropriateness of tao Postal Service cr:lcuiations and projections. L'.ore-
over, had permanent rates boon established, appropriatioas for revenues
foregone ueder ouch rates would clearly be autuoriced by 39 U.S.C. 201(c).
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Secc.Uy, the Ponta/ srvice duly presented its case before the Cost
of Living Council. but had no control over the Council'a disposition. /t
is notable that, an it turned out, lack of timely action by the Postal
Rate Commission aluo contributed to tae Cost of Living Council'a disposi-
tion, since the Council held that permanent postal rates would be exempt
from price controls.

Ile recognize that the ouzation of whether a proposed appropriation
is or is not authorized is a Latter solely for determiaation bv the house
of Representatives under its awn rules of procedure. As stated above, the
key conaideration involved io weenier the autnorization can he considered
to be provided under section 2004 in terms of "to inaure a sound financial
transition for the Postal Service."

Tha leeialative history doea not provide any specific guidelines as
to what transitional appropriations the Coneress intended to authorize by
39 V.S.C. 2004 nor ra to the duration of tne transition period. 1;1111e
admittedly arguments can be made for a contrary view. we think the house
of Representatives. because of the special circumstances involved in the
delay in obtaining timely actioe on tne postel rate increases, could
reasonably consider the proposed appropriation an being authorized by
39 U.S.C, 2004. We recommend, hewever, that clarifyine le/islation be
enacted especially ne to the duration of the traasition period. Other-
wise, the question of authorization of appropriations could well ariue
in the future, depending upon when tha Postal Service can be deemed to be
self-sustuining.

Sincerely yours,

ELMER B. Si idlIS

Comptroller General
of the United States
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POSTAL SERVICE

Federal Funds

General and special funds:

PAYMENT TO THE POSTAL SERVICE FUND
For payment to the Postal Service Fund for public service costs

and for revenue foregone on free and reduced-rate mail, pursuant to
39 U.S.C. 2401 (b) and (c), and for meeting the liabilities of the
former Post Office Department to the Employees' Compensation
Fund and to postal employees for earned and unused annual leave
as of June 30, 1971, pursuant to 39 U.S.C. 2004, [$1,373,000,0003
$1,552,607,000E, of which $142,333,500 shall be available only for
transfer to the Civil Service Retirement and Disability Fund].
[For an additional amount for "Payment to the postal service

fund", $105,000,0001 (Postal Service Appropriation Act, 1974;
Supplemental Appropriations Act, 1974.)

Program and Financing (in thousands of dollars)

Identification code 32-W-1001-0-1-505 1973 actual 1974 est. 1975 est.

Program by activities:
Payment to the Postal Service Fund for:

Previous nonfunded liabilities of the
Post Office Department 32,539 61,000 61,151

Public service costs 920,000 920,000 920,000
Free and reduced-rate mail 457,461 497,000 571,456

10 Total payments to the Postal Service
Fund (costs-obligations) (object
class 41.0)  1,410,000 1,478,000 1,552,607

Financing:
40 Budget authority (appropriation)  1,410,000 1,478,000 1,552,607

Relation of obligations to outlays:
71 Obligations incurred, net 1,410,000 1,478,000 1,552,607

90 Outlays 1,410,000 1,478,000 1,552 ,607

This appropriation is for the purpose of reimbursing
the U.S. Postal Service for public service costs and loss
in revenue associated with revenue foregone on free and
reduced-rate mail. The $61,151 thousand requested for
previously unfunded lia,bilities of the former Post Office
Department provides $30,096 thousand to cover payments
to the Employees' compensation fund for 1975 for in-
juries to postal employees which occurred prior to July 1,
1971, with $55 thousand to cover reimbursing the Postal
Service for 1974 payments above amounts appropriated;
and $31 million to cover one-twelfth of the $372,796,423
in earned and unused annual leave balances due postal
employees on June 30, 1971, from the former Post Office
Department.
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Public enterprise funds:

POSTAL SERVICE FUND

Program and Financing (in thousands of dollars)

Identification code 32-10-4020-0-3-505 1973 actual 1974 eat. 1975 eat.

Program by activities:
Direct operating costs, funded:

1. Services at small post
offices  3, 560, 716  

2. Window and collection
services—large offices_ _ 315, 775  

3. Delivery services—large
offices  773, 780  

4. Processing of mail—large
offices  2, 768, 876  

5. Transportation  705, 805  
6. Law enforcement  80, 703  
7. Research, development,

and engineering  55, 212  
8. Administration  546, 823
9. Logistical postal support_ _ 895,966  
10. Conversion to Govern-

ment fiscal year, includ-
ing additional day  36, 669  

Total direct operat-
ing costs, funded_ _ 9, 740, 325  

Change in selected resources (un-
delivered orders)  39, 500  

Total direct operating obliga-
tions  9, 779, 825  

Reimbursable program:
Operating services  86, 798  

Total operating obligations_ 9, 866, 623  

Capital outlay, funded:
7. Research, development, and

engineering  167  ,
8. Logistical postal support,

capital investment  381, 002

Total capital outlay,
funded  381, 169  

Change in selected resources (un-
delivered orders)  421, 727  

Total capital outlay obliga-
tions   802, 896  

Adjustment for prior year ob-
ligations:

Workmen's compensation__ 1, 539  
Other transactions  —19, 204  
Employees' earned and un-
used annual leave  31, 000  

10 Total obligations _   10, 682, 854

Financing:
Receipts, other income, and

reimbursements from:



105

Public enterprise funds-Continued

POSTAL SERVICE FuNn--Continueci

Program and Financing (in thousands of dollars)--Continued

1973 actual 1974 est. 1975 est.

11 Federal funds:
Receipts from other Govern-
ment agencies for mail and
other postal services _ _ _ __ -403, 952  

Other income and reimburse-
ments  -93, 539

Public service and transi-
tional subsidies_  -1, 410, 000

Receipts from investments_ _ -80, 937
Drawndown from Treasury
for prior year transac-
tions_   -1, 399

14 Non-Federal sources:
Mail and other postal services -7, 937, 663
Other income and reimburse-
ments  -11, 825

Receipts from investments  -25, 000
Unobligated balance available,

start of year:
21. 48 Authority to spend agency debt

receipts   -9, 737, 430 -9, 018, 891
21. 98 Fund balance  -478, 450 -479, 565  

Unobligated balance available,
end of year:

24. 48 Authority to spend agency debt
receipts  9, 018, 891  

24. 98 Fund balance  479, 565  
Unobligated balance lapsing

(available amounts with-
drawn from the Government's
budget):

25. 48 Authority to spend agency debt
receipts  9, 018, 891

25. 98 Fund balance  479, 565
Adjustment in unobligated bal-
ance -1, 115

Budget authority 

Relation of obligations to outlays:
71 Obligations incurred, net 718, 539

Obligated balance, start of year:
72. 48 Authority to spend agency debt

receipts  12, 570 731, 109  
72. 98 Fund balance  1, 342, 690 1, 209, 348

Obligated balance, end of year:
74. 48 Authority to spend agency

debt receipts  -731, 109  
74. 98 Fund balance  -1, 209, 348

Obligated balance adjusted
(amount withdrawn from the
Government's budget):

77. 48 Authority to spend agency debt
receipts  -731, 109

77. 98 Fund balance    -1, 209, 348
Adjustment in expired accounts
(prior years) net  23, 377  

90 Outlays  156, 719  
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Public enterprise funds—Continued

'POSTAL SERVICE FuNn--Continued
Program and Financing (in thousands of dollars)—Continued

1973 actual 1974 eat. 1975 eat.

In accordance with the reorganization mandated under
the Postal Reorganization Act, the President under sec-
tion 2009 of title 39, United States Code, has directed that
starting with 1974 the operations of the new independent
establishment will be excluded from the U.S. budget.
This step recognizes the independent status of the new
U.S. Postal Service and represents the completion of its
budgetary transition from the former Post Office De-
partment. The transactions of the Postal Service fund and
the assets and liabilities of the U.S. Postal Service will

. appear in Part IV of the Appendix -under Annexed Budgets
and Other Material.

1973 CONVERSION TRANSACTIONS

fln thousand. of dollars]
Budget resources:

Obligated  1, 940,457
Unobligated borrowing authority  9,018,891
Other resources, less current liabilities 126,639
Unobligated fund balance 

Subtotal 

479,565

11, 565,552
Debt outstanding —250,000

Total   11,315,552

Consisting of:
Equity 
Undrawn borrowing authority 

1,
 9,

565,
750,

552
000

Total 

Revenue and Expense (in thousands

11,315,552

of dollars)

1973 actual 1974 est. 1975 est.

Revenue and operating receipts:
Mail and service revenues 
Investment income 
Other income 

8,341,
105,
15,

615  
937  
224  

Revenue other than subsidies 8,462,776  
Receipts from appropriations 1 1,377,461  

Total revenue and operating receipts__ 9,840,237  

Operating expenses:
Payable from Postal Service Fund, funded:

Services at small post offices 3,560,716  
Window and collection services—large

offices 315,775  
Delivery services—large offices 773,780  
Processing of mail—large offices 2,768,876  
Transportation 705,805  
Law enforcement 80,703  
Research, development, and engineering_ 55,212  
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Public enterprise funds-Continued

POSTAL SERVICE FUND---CO/ltillUed

Revenue and Expense (in thousan4s of do!lars)-Continued

1973 actuai 1974 est. 1975 est.

Administration   546, 823  
Logistical postal support  895, 966  
Conversion to Government fiscal year

including additional day  36, 669  

Total operating expenses (payable
from Postal Service Fund, funded)_ 9, 740, 325  

Other operating expenses (nonfunded) :
Depreciation and amortization of fixed

assets  94, 242  
Expendable equipment and chargeoffs _ _ _ _ 18, 580
Amortization of debt discount and expense_ 54

Total other operating expenses (non-
funded) 112,876  

Total operating expenses (deduct) _ _ 9, 853, 201  

Net operating loss for year  -12, 964
Nonoperating income or loss ( -) :
Proceeds from sale of assets  3, 342  
Net book value of assets  -3, 342  

Net loss for the year  -12, 964  

Excludes appropriations under 39 U.S.C. 2004 for POD liabilities in 1973 of
$32,539 thousand. The amount includes (in thousan ds of dollars):

Public service costs  920, 000
Free and reduced-rate mail 457, 461

Total  1, 377, 461

Financial Condition (in thousands of dollars)

1972 actual 1973 actual 1974 est. 1975 est.

Assets:
Current assets:
Cash  461,481 596,875
Investments 1,370,221 1,089,913 _
Accounts receivable:

U.S. Government
agencies 118,084 183,263

Foreign countries 29,520 31,363
Interest 55,601 24,653
Other 5,627 6,145

Total 208,832 245,424
Less allowance 6,572 5,383  

Accounts receivable,
net 202,260 240,041

Supplies, advances, and
prepayments 25,867 23,847

Total current
assets 2,059,829 1,950,676
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POSTAL SERVICE FuND--Continued

Financial Condition (in thousands of dollars) -Continued

1972 actual 1973 actual 1974 eat.

Other assets 
Property and equipment,

net 

Total assets 

Liabilities:
Current liabilities:

Outstanding postal

1,

3, 851

656, 209 1,

3, 825  

924, 783  

3,719, 889 3,879, 284  

money orders 297,627 396,695  
Accrued payroll 153,964 169,121  
Payroll taxes and civil

service retirement, in-
cluding amounts with-
held 119, 786 114,940  

Workmen's compensa-
tion 2 41,028 28, 561

Accounts payable to
other U.S. Govern-
ment agencies 202, 833 179, 645  

Other accounts payable
and accrued expenses_ 205, 978 163, 375  

Prepaid permit mail and
box rentals 101, 713 115, 328  

Estimated prepaid post-
age in the hands of
the public 315, 000 316, 000  

Total current lia-
bilities 1,437, 929 1,483, 665  

Long-term debt:
U.S. Postal Service

gross revenue bonds_ _ 250, 000 250, 000  

Reserves:
Workmen's compensa-

tion 2 92, 313 150, 208  
Catastrophe insurance__ 2, 500 5, 000  
Employees' accumulated
annual leave 3 388, 841 424, 859  

Total reserves 483, 654 580, 067  

Total liabilities _ 2,171, 583 2,313, 732  

Government equity:
Undelivered orders: 4
Operations  68, 133 88, 851  
Capital investment 714, 536 1,136, 263  

Total undelivered
orders 782, 669 1,225, 114  

Unobligated balances:
Authority to spend
agency debt receipts _ 9,737, 430 9,018, 891  

Total unexpended
balance 10,520, 099 10,244, 005  

1975 est.
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POSTAI, SERVICE FUND Continued

Financial Condition (in thousands of dollars) --Continued

1972 actual 1973 actual 1974 est. 1975 est.

Undrawn borrowing au-
thorizations  -9,750,000 -9,750.000

Total funded balance_ 770,099 494,005 _
Receivables established for
future appropriation net
of amounts dueTreasury 32,539 28,122

Investment in property,
equipment, and inven-
tories, net 745,668 1,043,425  

Total Government
equity 1,548,306 1,565,552  

Analysis of Changes in Government Equity (in thousands of dollars)

1972 actual 1973 actual 1974 est. 1975 est .

Non-interest bearing capital:
Start of year 
Transfers and prior year ad-

justments 5 
Net income or loss (-) for the

year 

1, 685,

38,

-175,

717

024

435

1, 548,

30,

-12,

306  

210  

964  

Total 1, 548,306 i , 565,552  

The amount of $596,875 thousand reported as post-closing unexpended cash
balance as of June 30. 1973. represents the balance on the audited financial state-
ments of the U.S. Postai Service. lt is $7 thousand lower than the unexpended
cash balance on the Treasury books. The net difference of $7 thousand is made
up of a. difference of $11 thousand decreased outlays between what was reported
by the Corps of Engineers to the Treasury and to U.S. Postal Service. This was
offset by a $4 thousand discrepancy in the amount rePorted to U.S. Postal Service
by Treasury in the Special Agent account.

2 Workmen's compensation amount reported under current liabilities for 1972
includes liabilities of $33,173 thousand funded in fiscal years 1972 and 1973
through appropriations (for the cost of injuries occurring prior to June 30. 1971).
The balance of $7,855 thousand in 1972 and the amount reported for fiscal year
1973 are being funded through the operations process (for post-June 30, 1971.
injuries). The amounts reported under the reserves section of the balance sheet
reflect the change in policy in financing workmen's compensation to show full
accrued cost for injuries in the year in which they occur.

3 At the beginning of 1972. the Postal Service carried a liability of $372.796
thousand from the former Post Office Department for earned and unused annual
leave of postal employees. This liability is being funded over a period of 12 years
through the appropriation process. The amount of $388,841 thousand reported
in the reserves for 1972 includes a funded a mount of $25.669 thousand. The $424,-
859 thousand for 1973 includes a funded amount of $92,688 thousand.

4 These items are included in the -Change in selected resources.' entries on
the program and financing schedule in their entirety.

The transfers and prior year adjustments requested in total in the Analysis
of Changes in Government Equity are as follows (in thousands of dollars):

Adjustment in expired accounts 1972 1973 1974 1975
(prior years) -3, 597

Transfers of assets from other
agencies  5, 485 2, 807

Previous unfunded liability of the
Post Office Department  32, 539 31, 000

=_==

30, 210
Total transfers and prior

year adjust ments  38, 024
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POSTAL SERVICE FuNn--Continued
Object Classification (in thousands of dollars)

Identification code 32-113-402G-0-3-`05 1973 actual 1974 est. 1975 est.

Direct obligations:
Personnel compensation:

11. 1 Permanent positions  6, 015, 528
11. 3 Positions other than permanent___ _ 883, 907
11. 5 Other personnel compensation  732, 137  

Total personnel compensation_ __ 7, 631, 572
12. 1 Personnel benefits: Civilian  728, 192  
13. 0 Benefits for former personnel  230
21. 0 Travel and transportation of persons_ 29, 691
22. 0 Transportation of things  768, 313  
23. 0 Rent, communications, and utilities__ 316, 486  
24. 0 Printing and reproduction  10, 457  
25. 0 Other services  114,159  
26. 0 Supplies and materials  156, 183  
31. 0 Equipment  '  307, 928  
32. 0 Lands and structures 484, 764  
42. 0 Insurance claims and indemnities 31, 081
43. 0 Interest 17, 000  

Total direct obligations_   10, 596, 056  

Reimbursable obligations:
22. 0 Transportation of things  77, 982
25. 0 Other services  6, 330
26. 0 Supplies and materials  2, 486

Total reimbursable obligations_ _ 86, 798  

99. 0 Total obligations  10, 682, 854  

Personnel Summary

POSTAL SERVICE

Total number of permanent positions  547, 283  
Full-time equivalent of other positions  96, 743  
Average paid employment  651, 619  
Average postal executive schedule grade_ _ — 16. 6  
Average postal executive schedule salary  $15, 086  
Average postal manager schedule grade  10. 9  
Average postal manager schedule salary_ _ _ $11,963  
Average postal service grade  5. 0  
Average postal service salary  $10, 466
Average salary of ungraded positions  $11,584  

POSTAL RATE COMMISSION

Total number of permanent positions  63  
Average paid employment  60  
Average postal executive schedule grade  21. 1  
Average postal executive schedule salary  $22, 776  
Average postal manager schedule grade  7. 8  
Average postal manager schedule salary  $9, 043  

•
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POSTAL SERVICE FUND

Program and Financing (in thousands of dollars)

1973 actual 1974 est. 1975 est.

Program by activities:
Direct operating costs, funded:

1. Services at small post offices_ 3, 909, 038 4, 101, 083
2. Window and collection services-

large offices 353, 696 382, 754
3. Delivery services-large offices_  833, 030 877, 812
4. Processing of mail-large offices_  3, 040, 746 3, 118, 685
5. Transportation 745, 973 763, 595

6. Law enforcement 94, 129 111, 129
7. Research, development, and

engineering_  156, 133 179, 036
8. Administration 1, 112, 981 1, 023, 368
9. Logistical postal support 1, 045, 833 1, 176, 589
10. Conversion to Government fiscal

year, including additional day  22, 905 52, 891

Total direct operating costs,
funded 11, 314, 464 11, 786, 942

Change in selected resources (undeliv-
ered orders) 30, 035 30, 193

Total direct operating obliga-
tions 11, 344, 499 11, 817, 135

Reimbursable program:
Operating services 94, 131 99, 621

Total operating obligations 11, 438, 630 11, 916, 756

Capital outiay, funded:
9. Logistical postal support, capital

investment 984, 600 1, 127, 800
Change in selected resources (undeliv-

ered orders) 458, 386 535, 474

Total capital outlay obligations_ 1,442,986 1,663,274
Adjustment for prior year obligations:
Workmen's compensation 30, 0% 30, 151
Employees' earned and unused
annual leave 31, 000 31, 000

Total obligations 1-2, 942, 712 13, 641, 181

Financing:
Receipts, other income and reimburse-

ments from:
Federal funds:

Receipts from other Government
agencies for mail and other
postal services -416, 162 -454, 956

Other income and reimbursements_  -102,153 -108, 127
Public service and transitional

subsidies  -1, 998, 685 -1,552, 607
Receipts from investments -57, 300 -57, 300

Non-Federal sources:
Mail and other postal services_  -8, 620, 368 -9, 954, 347
Other income and reimbursements_  -12, 153 -12,669
Receipts from investments -17, 700 -17, 700

32-709 0 - 74 - 8
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Unobligated balance available, start of

year:
Authority to spend agency debt

receipts —9,018,891 —7,300,700
Fund balance —479,565 —479,565

Unobligated balance available, end of
year:

Authority to spend agency debt
receipts 7,300,700 5,817,225

Fund balance 479,565 479,565

-Budget authority 

Relation of commitments to outlays:
Obligations incurred, net 1,718,191 1,483,475
Obligated balance, start of year:

Authority to spend agency debt
receipts 

,
1,941,332

Fund balance 768,597
Obligated balance, end of year:

Authority to spend agency debt
receipts —1,941,332 —2,924,807

Fund balance —768,597 —535,815
Obligated balance adjusted (amount

withdrawn from the Government's
budget) :

Authority to spend agency debt re-
ceipts 731, 109

Fund balance  1, 209, 348

ChAlays 948,719 732,782

The Postal Reorganization Act of 1970, Public Law
91-375, converted the Post, Office Department into the
U.S. Postal Service, an independent establishment
within the executive branch. The Postal Service com-
menced operations July 1, 1971. This agency is charged
with providing customers with reliable mail service at
reasonable rates and fees.
The U.S. Postal Service is governed by an 11-member

Board of Governors, including 9 Governors appointed by
the President, a Postmaster General who is selected by
the Governors, and a Deputy Postmaster General who is
selected by the Governors and the Postmaster General.
Domestic postage rates, postal services and classifica-

tion of mail matter are subject to public notice and admin-
istrative hearing procedures under the authority of a
five-member presidentially appointed Postal Rate Com-
mission, which makes recommendations to the Governors.
Final determinations on changes in. mail rates or classifica-
tions are made by the Governors subject to appellate
review.
The activities of the U.S. Postal Service are financed

from the following sources: (1) Mail and services revenue,
(2) reimbursements from Federal and non-Federal sources,
(3) proceeds from borrowing, (4) interest from U.S.
securities and other investments, and (5) appropriations



•

113

U.S. POSTAL SEnvwx-Continued

by the Congress. All receipts and deposits-are made to
the Postal Service fund and are available without fiscal
year limitation for payment of all expenses incurred,
retirement of obligations, investment in capital, and,
investment in obligations and securities.
The 1975 program for the U.S. Postal Service is based

on an anticipated mail volume of 91.2 billion pieces,
compared to 90.5 billion estimated for 1974 and 89.7
billion in 1973.

Starting with 1974, transactions of the Postal Service
fund and the assets and liabilities of the U.S. Postal
Service will pio longer appear within the totals of the U.S.
budget. The schedules presented here reflect estimated
net expenditures of $948,719 thousand in 1974 and
$732,782 thousand in 1975 and summary data on postal
operations.

FINANCIAL AND STATISTICAL SUMMARY

1ln thousands of dollars]

Commitments incurred: 1973 actual 1974 estimate 1975 estimate

Operating commitments  9, 847, 4! 9
(Covered by operating re-

ceipts)  (9,847,419)
(Covered by borrowing author-

ity) _ 
Capital Investment  802, 896
(Covered by operating re-

ceipts)  (84, 357)
(Covered by borrowing author-

ity)_ (718, 539)
Other funded requirements  32, 539

Total  10, 682, 854

Uncommitted end of year: Borrow-
ing authority  9, 018, 891

Budgeted expenditures:
Payments  10, 090, 978
Cash receipts (other than from
borrowing)  -9, 934, 259

Net expenditures  156, 719

Revenue and expenses (cost basis):
Accrued expenses 
Less: Revenue and other income_

Accrued net expenses
Less: Subsidies

Net income or loss (-) for
year 

Other statistics:
Volume of mail-pieces (millions)
(preliminary) 

Employment (man-years) 
Filled positions (on-rolls)  

11, 438, 630

(11,163,425)

(275, 205)

11, 916, 756

(11,811,772)

(104, 984)
1,442,986 1, 663,274

(284,783)

(1,442,986) (1, 378,491)
61,096 61,151

12,942,712 13,641,181

7,300,700 5,817, 225

12,

-11,

342,

393,

252

533

719

12,

-12,

916,

183,

718

936

948, 732,782

9,853,201
8,462,776

11,450,842
9,128,205

11,949,289
10,501,978

1, 390, 425 2,322,637 1,447,311
1, 377, 461 1,937,589 1,491,456

--12,964 --385,048 44,145

89,683 90,496 91,247
684,192 685,423 672,737

2701,114 674,291 670,010

1 Includes Postal Rate Commission employees.
2 Includes 15,812 youth program employees and

substitute employees.
3,119 emergency type rural
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The following program activities are included in the
budget estimates:

1. Services at small post offices.—The activity provides
for services performed at all post offices below the
176 largest. Functions covered are processing of mail;
window services; supervisory and administrative costs at
these offices; collection of mail, including collection from
classified and contract stations and branches associated
with these post offices; and city, special, and rural mail
delivery services.

2. Window and collection services—large offices.—Win-
dow and collection services, including registry, insured,
collect-on-delivery, and customs services at the 176
largest post offices and related classified and contract
stations and branches are provided for in this activity.
Servicing and minor maintenance of stamp vending
machines and self-service postal units, and costs of stations
and branches operated under contract are included.

3. Delivery services—large offices.—This activity pro-
vides for the delivery of all classes of mail to private
individuals and businesses in cities and residential areas
serviced by the 176 largest post offices, including special
delivery services and rural routes associated with such
offices.
4. Processing of mail—large offices.—This activity pro-

vides for those operations involved in the processing of all
classes of incoming and outgoing mail at the 176 largest
post offices. Related platform operations and preparation
of mail for delivery are included.

5. Transportation.—Included in this activity are local,
intercity, and international transportation of mail or
mail containers by air, rail, highway, and water.

6. Law enforcement.—This activity provides for the in-
vestigative and law enforcement responsibilities of the
Postal Inspection Service pertaining to the violation of
postal laws, prevention and detection of loss and mis-
treatment of mails, and losses of Government funds and
property. Cooperative efforts in the national program to
combat organized crime, activities directed toward crime
prevention within the Postal Service, security programs
for protection of postal personnel and property, internal
audit, and administrative functions at headquarters and
field offices are included.

7. Research, development, and engineering.—This activity
provides for the conduct of in-house and contractual gen-
eral research, applied research and development, and re-
lated systems planning and design. Administrative func-
tions of the research department are included.

8. Administration.—This activity provides for the over-
all planning and management of Postal Service programs
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and related support services. Costs of contractua-1 profes-
sional and technical services, the Board of Governors, the
Postal Service Advisory Council, the Independent Postal
Rate Commission, which is financed out of the Postal
Service fund pursuant to 39 U.S.C. 2003(e), and the
regional management selection boards are included. Ad-
ministration and operation of management information
systems such as the postal source data system and the
training programs of the Postal Service Training and De-
velopment Institute are covered in this activity. Contribu-

. tions to the workmen's compensation fund, claims and in-
demnities, and costs of employees' earned but unused
annual leave are also included. In addition, the budget
includes Postal Service reimbursement to the Govern-
ment beginning in 1974 for unemployment insurance
benefits paid former Postal Service employees since July 1,
1971, and for the Postal Service portion of the unfunded
liability of the Civil Service retirement and disability
fund.

9. Logistical postal support—(a) Capital investment.—
This activity provides for the capital investment program
of the Postal Service and includes .acquisition of sites,
construction of postal facilities, purchase of leased build-
ings, alteration and improvement of leased and owned
facilities, and investments in major mail processing ma-
chinery and equipment in large postal facilities designed
for such installations. Purchase of vehicles and auxiliary
equipment for replacement of wornout vehicles and for
additions to the fleet required by growth in mail volume
and delivery area, augmentation of the carrier motoriza-
tion program, and law enforcement functions are included
in the capital investment program. Customer services
equipment, which includes self-service postal units and
vending machines, and equipment required for support of
postal operations, is also included. Debt discount and
expense related to borrowings are provided for in this
activity.
(b) Expense.—This activity includes rental, operation,

and maintenance of facilities, leasing services, operating
supplies and maintenance required for the postal vehicle
fleet, and supplies and procurement related to postal
operations. Administration and operation of the area
supply centers, label printing units, mailbag repair
centers and depositories, the stamped envelope agency,
and the mail equipment shops are provided for in this
activity. Interest on borrowing and catastrophe insurance
are included.

10. Conversion to Government fiscal year including addi-
tional day.—This activity provides for the costs associated
with conversion from a postal fiscal year, which is the basis
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for all inservice estimaiing, reporting, and program eval-
uation, to a Government fiscal year.

Revenue and expense.-Amounts estimated to become
available in 1975 include $10,505,478 thousand from
revenues and receipts, of which $3,500 thousand is from
sales of assets at book value; $500,000 thousand from
authorized borrowings; and $1,552,607 thousand from the
appropriation, Payment to the Postal Service Fund, of
which $30,151 thousand covers Post Office Department
liability to the workmen's compensation fund for injuries
prior to July 1, 1971, and $31,000 thousand covers Post
Office Department unfunded liability for employees'
earned and unused annual leave. Total cash from these
sources is estimated to be $12,558,085 thousand.

Section 2005 of the Postal Reorganization Act au-
thorizes borrowing authority of $10 billion for the service
with a yearly limitation of $2 billion, of which not more
than $500 million may be used to cover operating expenses.
As of June 30, 1975, it is expected that obligations out-
standing will amount to $1,225 million. These obligations
will be for the purpose of covering capital commitments
entered into after July 1, 1971.

Financial condition.-The end-of-year balances in both
accounts receivable and accounts payable reflect normal
billing cycles.

Revenue and Expense (in thousands of dollars)

1973 actual 1974 est. 1975 est.

Revenue and operating receipts:
Mail and service revenues  9,036,530 10,409,303
Investment income 75,000 75,000Other income 16,675 17,675

Revenue other than subsidies 9,128,205 10,501,978
Receipts from appropriations  1,937,589 1,491,456

Total revenue and operating receipts  11,065,794 11,993,434

Operating expenses:
Payable from Postal Service fund,

funded:
Services at small post offices 3,909,038 4,101,083
Window and collection services-
large offices 353,696 382,754

Delivery services-large offices 833,030 877,812
Processing of mail- large offices 3,040,746 3,118,685
Transportation 745,973 763,595
Law enforcement  94,129 111,129
Research, development, and engineer-

ing 156,133 179,036
Administration 1,112,981 1,023,368
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Logistical postal support  1, 045, 833 1, 176, 589
Conversion to Government fiscal year

including additional day  22, 905 52, 891

a

Total operating expenses (payable
from Postal Service fund,
funded) 11,314,464 11,786,942

Other operating expenses (nonfunded):
Depreciation and amortization of fixed

assets 106,297 132,160
Expendable equipment and chargeoffs
Amortization of debt discount and ex-

30,000 30,000

at pense 81 187

Total other operating expenses (non-
funded) 136,378 162,347

Total operating expenses (deduct)  11, 450,842 11,949,289

Net operating income or loss ( -) for year_  
Nonoperating income or loss (-) :

-385,048 44,145

Proceeds from sale of assets 3,500 3,500
Net book value of assets -3,500 -3,500

Net income or loss (-) for the year -385,048 44,145

1 Excludes appropriations under 39 U.S.C. 2004 for Post Office Department's

liabilities in 1974 of $61.096 thousand and 1975 of $61.151 thousand. The amoun
ts

include (in thousands of dollars):

Contributions to fund deficit of U.S.
Civil Service Retirement and Dis- /973 1974 1975

ability Fund 284, 667  
Public Service costs 920, 000 920, 000

Free and reduced-rate mail 497, 000 571, 456

Delay in postal rate increase from Janu-
ary 5, 1974 to March 2, 1974 235, 922  

Total  1,937,589

Financial Condition (in thousands of dollars)

1,491,456

1972 actual 1973 actual 1974 est. 1975 est.

Assets:
Current assets:
Cash 513,069 480,287

Investments 700,000 500,000

Accounts receivable:
U.S. Government

agencies 114,348 . 99,448

Foreign countries 32,000 33,000

Interest 20,000 15,000

Other 6,000 6,000

Total 172,348 153,448

Less allowance 5,400 5,400

Accounts receivable,
net 166,948 148,048

Supplies, advances and
prepayments 23,847 23,847

Total current assets  1,403,864 1,152,182
Other assets 6,354 8,917
Property and equipment,

net 2,762,393 3,721,783

Total assets 4,172,611 4,882,882

-
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Liabilities:
Current liabilities:

Outstanding postal money
orders 391,652 391,652

Accrued payroll 
Payroll taxes and civil

service retirement, in.
cluding amounts with-
held 

Workmen's compensa-
tion  

Accounts payable to
other U.S. Govern-
ment agencies 

Other accounts payable
and accrued expenses  

Prepaid permit mail and
box rentals 

Estimated prepaid post-
age in the hands of the
public 

185,144

191,180

45, 706

115,716

113,375

126,247

401, 000

219,388

201,970

55, 000

122, 685

115, 006

128, 577

406, 000

Total current lia-
bilities 1, 570, 020 1, 640, 278

Long-term debt:
U.S. Postal Service gross
revenue bonds 725, 000 1, 225, 000

Mortgages payable 17, 220 16, 488

Total long-term debt 742, 220 1, 241, 488

Reserves:
Workmen's compensation'  189, 208 223, 208
Catastrophe insurance
Employees' accumulated
annual leave 2 

7, 500

452, 159

10, 000

481, 259

Total reserves 648, 867 714, 467

Total liabilities 2, 961, 107 3, 596, 233

Government equity:
Undelivered orders: 3

Operations 118, 886 149, 079
Capital investment 1, 594, 649 2, 130, 123

Total undelivered or-
ders 

Uncommitted balances:
Authority to spend
agency debt receipts_  

1, 713, 535

7, 300, 700

2, 279, 202

5, 817, 225

Total unexpended
balance 

Undrawn borrowing au-
thorizations 

9, 014, 235

 -9, 275, 000

8, 096, 427

-8, 775, 000

Total funded balance_  
Receivable established for
future appropriation and
amounts due from Treas-
ury 

-260, 765

31, 000

-678, 573

31, 000
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Investment in property,
equipment, and inven-
tories, net  1,441,269 1,934,222

Total Government
equity  1, 211, 504 1, 286, 649

Analysis of Changes in Government Equity (in thousands of dollars)

1973 actual 1974 est. 1975 est .

Non-interest-bearing capital:
Start of year 1, 548, 306 1, 565, 552 1, 211, 504
Transfers and prior year adjustments 4 _ _ _ _ 30, 210 31, 000 31, 000

Net income or loss (-) for the year -12, 964 - 385, 048 44, 145

Total_  1,565,552 1,211,504 1,286,649

Workmen's compensation amounts reported for 1973 through 1975 are being
funded' through the operations process (for post-June 30, 1971, injuries). Th e
amounts reported under the reserves section of the balance sheet reflect the chang e
in policy in financing workmen's compensation to show full accrued cost for in-
juries in the year in which they occur.

2 At the beginning of 1972, the Postal Service carried a liability of $372,796
thousand from the former Post Office Department for earned and unused annual
leave of postal employees. This liability is being funded over a period of 12 years
through the appropriation process.

Employees accumulated annual leave in thousands:

Unfunded Funded Total

6/30/71  372,796 372,796
6/30/72  363,172 25,669 388,841
6/30/73_ 332,171 92,688 424,859
6/30/74_ 301,171 150,988 452,159
6/30/75_ 270,171 211,088 481,259

3 These items are included in the “Change in selected resources.' entries on the
program and financing schedule in their entirety.

4 -The $31.000 thousand in 1974 and 1975 represents receipts from the appro-
priation "Payment to the Postal Service Fund" to apply against the liability of
the U.S. Government to postal employees for earned and unused annual
leave balances as of June 30, 1971.
The transfers and prior year adjustments requested in total in the Analysis

of Changes in Government Equity are as follows:

Adjustment in expired accounts (prior 1973 1974 1975

years) -3,597
Transfers of assets from other agencies_ 2,807
Previous unfunded liability of the Post

Office Department 31,000 31,000 31,000

Total transfers and prior year
adjustments 30,210 31,000 31,000

Object Classification (in thousands of dollars)

1973 actual 1974 est. 1975 est.

Direct obligations:
Personnel compensation:
Permanent positions  6,643,514 6,953,886
Positions other than permanent 999,080 1,022,199
Other personnel compensation 

 8,

803,

446,

883

477 8,

841,963

Total personnel compensation 818,048
Personnel benefits: Civilian 1, 174,724 1, 157,874
Travel and transportation of persons 33,357 35,174
Transportation of things 805,749 N1,623

Rent, communications, and utilities 321,703 344, 963
Printing and reproduction 9,314 9,874
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Other services 416,070 432, 114
Supplies and materials 145, 341 171,048
Equipment 332, 482 662, 749
Lands and structures 1, 107, 894 997, 775
Insurance claims and indemnities 29, 733
Interest 25, 737 60, 585

Total direct obligations  12, 848, 581 13, 541, 560

Reimbursable obligations:
Transportation of things 88, 125 93, 043
Other services 5, 891 6, 076
Supplies and materials 115 502

---- -----
Total reimbursable obligations_ _ 94, 131 99, 621

Total obligations _ 12,942, 712 13,641, 181

Personnel Summary

1973 actual 1974 est. 1975 est.

POSTAL SER V ICE

Total number of permanent positions 537, 767
Full-time equivalent of other positions 98, 549
Average paid mployment  652, 942
Average posta executive schedule grade_ _ 16. 6
Average posta executive schedule salary $16, 776
Average posta manager schedule grade 10. 9
Average posta manager schedule salary_ $13,303
Average posta service grade 5.0
Average posta service salary  $11,523

534, 602
95,124

640, 769
16. 6

$17, 950
10.9

$14,234
5.0

$12,341
Average salary of ungraded positions $12,592 $13,410

POSTAL RATE COMM ISS ION

Total number of permanent positions 98 98
Average paid employment  98 98
Average postal executive schedule grade_ _ _ _ 21. 1 21. 1

t Average postal executive schedule salary $25, 327 $27, 100
Average postal manager schedule grade 7. 8 7. 8
Average postal manager schedule salary $10,056 $10, 710
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'T
he
 f
ol

lo
wi

ng
 p
r
o
g
r
a
m
 a
ct
iv
it
ie
s 
a
r
e
 i
nc
lu
de
d 
in
 t
he
 b
ud
ge
t 
es
ti
ma
te
s:

1.
 S
er
vi
ce
s 
at
 s
m
a
l
l
 p
os

t 
of
fi
ce
s:
 
T
h
e
 a
ct
iv
it
y 
pr
ov
id
es
 f
or
 s
er
vi
ce
s 
p
e
r
f
o
r
m
e
d
 a
t 
al
l 
po
st
 o
ff
ic
es
 b
e
l
o
w
 t
he

1
7
6
 l
ar

ge
st

. 
Fu
nc
ti
on
s 
co
ve
re
d 
ar
e 
pr
oc
es
si
ng
 o
f 
ma
il
; 
w
i
n
d
o
w
 s
er
vi
ce
s;
 s
up
er
vi
so
ry
 a
n
d
 a
dm
in
is
tr
at
iv
e

co
st

s 
at
 t
he

se
 o
ff
ic
es
; 
co
ll
ec
ti
on
 o
f 
ma
il
, 
in
cl
ud
in
g 
co
ll
ec
ti
on
 f
r
o
m
 c
la
ss
if
ie
d 
an
d 
co
nt
ra
ct
 s
ta
ti
on
s 
a
n
d

br
an
ch
es
 a
ss
oc
ia
te
d 
wi
th
 t
he
se
 p
os

t 
of
fi
ce
s,
 a
nd
 c
it

y,
 s
pe
ci
al
, 
a
n
d
 r
ur
al
 m
a
i
l
 d
el
iv
er
y 
se

rv
ic

es
.

2.
 W
i
n
d
o
w
 .
an
d 
co
ll
ec
ti
on
 s
er
vi
ce
s 
-
- 
la
rg
e 
of
fi
ce
s:
 
W
i
n
d
o
w
 a
n
d
 c
ol
le
ct
io
n 
se

rv
ic

es
, 
in

cl
ud

in
g 
re
gi
st
ry
, 
in
su
re
d,

co
ll
ec
t-
o
n-
de
li
ve
ry
, 
a
n
d
 c
u
s
t
o
m
s
 s
er
vi
ce
s 
at
 t
he
 1
76
 l
ar
ge
st
 p
os

t 
of
fi
ce
s 
a
n
d
 r
el
at
ed
 c
la

ss
if

ie
d 
a
n
d
 c
on
tr
ac
t

st
at
io
ns
 a
n
d
 b
ra
nc
he
s 
ar
e 
pr

ov
id

ed
 f
or

 i
n 
th
is
 a
ct
iv
it
y.
 
Se
rv
ic
in
g 
a
n
d
 m
i
n
o
r
 m
ai
nt
en
an
ce
 o
f 
s
t
a
m
p
 v
en

di
ng

m
a
c
h
i
n
e
s
 a
n
d
 s
el
f-
se
rv
ic
e 
po
st
al
 u
ni
ts
, 
an
d 
co

st
s 
of
 s
ta
ti
on
s 
a
n
d
 b
ra
nc
he
s 
op
er
at
ed
 u
nd
er
 c
on
tr
ac
t 
a
r
e
 i
nc
lu
de
d.

3.
 D
el
iv
er
y 
se
rv
ic
es
 -
-
 l
ar
ge
 o
ff
ic
es
: 

Th
is
 a
ct
iv
it
y 
pr
ov
id
es
 f
or
 t
he
 d
el

iv
er

y 
of
 a
ll
 c
la
ss
es
 o
f 
m
a
i
l
 t
o 
pr
iv
at
e

in
di
vi
du
al
s 
an
d 
bu
si
ne
ss
es
 i
n 
ci

ti
es

 a
n
d
 r
es

id
en

ti
al

 a
r
e
a
s
 s
er
vi
ce
d 
b
y
 t
he
 1
76
 l
ar
ge
st
 p
os

t 
of
fi
ce
s,
 i
nc

lu
di

ng

sp
ec
ia
l 
de

li
ve

ry
 s
er
vi
ce
s 
an
d 
ru
ra
l 
ro

ut
es

 a
ss
oc
ia
te
d 
wi
th
 s
u
c
h
 o
ff
ic
es
.

4.
 P
ro
ce
ss
in
g 
of
 m
a
i
l 
-
-
 l
ar
ge
 o
ff
ic
es
: 
T
h
i
s
 a
ct
iv
it
y 
pr
ov
id
es
 f
or
 t
ho
se
 o
pe
ra
ti
on
s 
in
vo
lv
ed
 i
n 
th

e 
pr
oc
es
si
ng
 o
f

al
l 
cl
as
se
s 
of
 i
n
c
o
m
i
n
g
 a
n
d
 o
ut
go
in
g 
m
a
i
l
 a
t 
th
e 
17
6 
la
rg
es
t 
po

st
 o
ff
ic
es
. 

Re
la
te
d 
pl
at
fo
rm
 o
pe
ra
ti
on
s 
a
n
d

pr
ep
ar
at
io
n 
of
 m
a
i
l
 f
or
 d
el

iv
er

y 
a
r
e
 i
nc
lu
de
d.
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5
.
 

Tr
an
sp
or
ta
ti
on
: 

In
cl

ud
ed

 i
n 
th

is
 a
ct

iv
it

y 
a
r
e
 l
oc
al
, 
in
te
r-

ci
ty

, 
a
n
d
 i
nt
er
na
ti
on
al
 t
ra

ns
po

rt
at

io
n 
of
 m
a
i
l
 o
r

m
a
i
l
 c
on

ta
in

er
s 
b
y
 a
ir

, 
ra

il
, 
h
i
g
h
w
a
y
,
 a
n
d
 w
a
t
e
r
.

6
.
 
L
a
w
 e
n
f
o
r
c
e
m
e
n
t
: 

'T
hi
s 
ac
ti
vi
ty
 p
ro
vi
de
s 
fo
r 
th

e 
in

ve
st

ig
at

iv
e 
a
n
d
 l
a
w
 e
n
f
o
r
c
e
m
e
n
t
 r
es
po
ns
ib
il
it
ie
s 
of

 t
he

Po
st
al
 I
ns

pe
ct

io
n 
Se

rv
ic

e 
pe
rt
ai
ni
ng
 t
o 
th
e 
vi

ol
at

io
n 
of

 p
os
ta
l 
l
a
w
s
,
 p
re

ve
nt

io
n 
a
n
d
 d
et

ec
ti

on
 o
f 
lo
ss
 a
n
d
 m
i
s
-

t
r
e
a
t
m
e
n
t
 o
f 
m
a
i
l
s
,
 a
n
d
 l
os
se
s 
of
 G
o
v
e
r
n
m
e
n
t
 f
un

ds
 a
n
d
 p
ro
pe
rt
y.
 
C
o
o
p
e
r
a
t
i
v
e
 e
ff
or
ts
 i
n 
th
e 
na
ti
on
al

p
r
o
g
r
a
m
 t
o 
c
o
m
b
a
t
 o
rg

an
iz

ed
 c
r
i
m
e
,
 a
ct

iv
it

ie
s 
di

re
ct

ed
 t
o
w
a
r
d
 c
r
i
m
e
 p
re

ve
nt

io
n 
wi

th
in

 t
he
 P
os

ta
l 
Se

rv
ic

e,

se
cu
ri
ty
 p
r
o
g
r
a
m
s
 f
or
 p
ro

te
ct

io
n 
of

 p
os
ta
l 
pe
rs
on
ne
l 
a
n
d
 p
ro
pe
rt
y,
 i
nt

er
na

l 
au

di
t,

 a
n
d
 a
dm

in
is

tr
at

iv
e 
fu

nc
ti

on
s

at
 H
e
a
d
q
u
a
r
t
e
r
s
 a
n
d
 f
ie
ld
 o
ff
ic
es
 a
r
e
 i
nc
lu
de
d.

t•

7
.
 
R
e
s
e
a
r
c
h
,
 d
e
v
e
l
o
p
m
e
n
t
,
 a
n
d
 e
ng
in
ee
ri
ng
: 

T
h
i
s
 a
ct

iv
it

y 
pr
ov
id
es
 f
oi
 t
he
 c
o
n
d
u
c
t
 o
f 
i
n
-
h
o
u
s
e
 a
n
d
 c
on

tr
ac

tu
al

g
e
n
e
r
a
l
 r
e
s
e
a
r
c
h
,
 a
pp

li
ed

 r
e
s
e
a
r
c
h
 a
n
d
 d
e
v
e
l
o
p
m
e
n
t
,
 a
n
d
 r
el
at
ed
 s
y
s
t
e
m
s
 p
la

nn
in

g 
a
n
d
 d
es
ig
n.
 
Ad

mi
ni

st
ra

ti
ve

fw
ic

ti
on

s 
of
 t
he

 R
e
s
e
a
r
c
h
 D
e
p
a
r
t
m
e
n
t
 a
r
e
 i
nc
lu
de
d.

8
.
 

Ad
mi
ni
st
ra
ti
on
: 

T
h
i
s
 a
ct

iv
it

y 
pr

ov
id

es
 f
or
 t
he
 o
ve
r-
al
l 
pl
an
ni
ng
 a
n
d
 m
a
n
a
g
e
m
e
n
t
 o
f 
Po

st
al

 S
er

vi
ce

 p
r
o
g
r
a
m
s

a
n
d
 r
el

at
ed

 s
u
p
p
o
r
t
 s
er

vi
ce

s.
 
C
o
s
t
s
 o
f 
co
nt
ra
ct
ua
l 
pr

of
es

si
on

al
 a
n
d
 t
ec

hn
ic

al
 s
er

vi
ce

s,
 t
he
 B
o
a
r
d
 o
f 
G
o
v
e
r
n
o
r
s
,

th
e 
Po

st
al

 S
er

vi
ce

 A
d
v
i
s
o
r
y
 C
ou

nc
il

, 
th
e 
In

de
pe

nd
en

t 
Po

st
al

 R
a
t
e
 C
o
m
m
i
s
s
i
o
n
,
 w
h
i
c
h
 i
s 
fi
na
nc
ed
 o
ut

 o
f 
th
e 
po

st
al

se
rv

ic
e 
fu
nd
 p
u
r
s
u
s
a
n
t
 t
o 
3
9
 U
.
S
.
 C
.
 2
0
0
3
 (
e
)
 a
n
d
 t
he
 R
eg

io
na

l 
M
a
n
a
g
e
m
e
n
t
 S
el
ec
ti
on
 B
o
a
r
d
s
 a
r
e
 i
nc
lu
de
d.
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4r,
 

1

Ad
mi
ni
st
ra
ti
on
 a
n
d
 o
pe
ra
ti
on
 o
f 
m
a
n
a
g
e
m
e
n
t
 i
nf
or
ma
ti
on
 s
y
s
t
e
m
s
 s
u
c
h
 a
s
 t
he

 P
os

ta
l 
S
o
u
r
c
e
 D
a
t
a
 S
y
s
t
e
m

a
n
d
 t
he

 t
ra

in
in

g 
p
r
o
g
r
a
m
s
 o
f 
th

e 
Po

st
al

 S
er
vi
ce
 T
ra

in
in

g 
a
n
d
 D
e
v
e
l
o
p
m
e
n
t
 I
ns

ti
tu

te
 a
r
e
 c
o
v
e
r
e
d
 i
n 
th

is

ac
ti
vi
ty
. 

Co
nt
ri
bu
ti
on
s 
to

 t
he

 w
o
r
k
m
e
n
'
s
 c
om

pe
ns

at
io

n 
fu
nd
. 
c
l
a
i
m
s
 a
n
d
 i
nd
em
ni
ti
es
, 
a
n
d
 c
os
ts
 o
f

e
m
p
l
o
y
e
e
s
'
 e
ar

ne
d 
bu

t 
u
n
u
s
e
d
 a
nn
ua
l 
le

av
e 
a
r
e
 a
ls
o 
in
cl
ud
ed
. 

In
 a
dd

it
io

n,
 t
he
 b
ud

ge
t 
in

cl
ud

es
 P
os
ta
l

Se
rv
ic
e 
r
e
i
m
b
u
r
s
e
m
e
n
t
 t
o 
th

e 
G
o
v
e
r
n
m
e
n
t
 b
eg

in
ni

ng
 i
n 
1
9
7
4
 f
or
 u
n
e
m
p
l
o
y
m
e
n
t
 i
ns
ur
an
ce
 b
en
ef
it
s 
pa

id

f
o
r
m
e
r
 P
os
ta
l 
Se
rv
ic
e 
e
m
p
l
o
y
e
e
s
 s
in
ce
 J
ul
y 
1,
 1
97

1,
 a
nd
 f
or

 t
he

 P
os

ta
l 
Se
rv
ic
e 
po
rt
io
n 
of

 t
he
 u
nf

un
de

d

li
ab
il
it
y 
of
 t
he
 C
iv
il
 S
er
vi
ce
 r
et
ir
em
en
t 
a
n
d
 d
is

ab
il

it
y 
fu
nd
.

9.
 

Lo
gi

st
ic

al
 p
os

ta
l 
su
pp
or
t 
-
-
 (
a)

 C
ap

it
al

 i
nv

es
tm

en
t:
 
'T

hi
s 
ac
ti
vi
ty
 p
ro
vi
de
s 
fo
r 
th

e 
ca
pi
ta
l 
in
ve
st
me
nt

p
r
o
g
r
a
m
 o
f 
th
e 
Po

st
al

 S
er
vi
ce
 a
n
d
 i
nc

lu
de

s 
ac
qu
is
it
io
n 
of

 s
it

es
, 
co

ns
tr

uc
ti

on
 o
f 
po

st
al

 f
ac

il
it

ie
s,

p
u
r
c
h
a
s
e
 o
f 
le
as
ed
 b
ui

ld
in

gs
, 
al
te
ra
ti
on
 a
n
d
 i
mp

ro
ve

ni
en

t 
of
 l
ea
se
d 
an
d 
o
w
n
e
d
 f
ac

il
it

ie
s,

 a
n
d
 i
nv
es
tm
en
ts

in
 m
a
j
o
r
 m
a
i
l
 p
ro

ce
ss

in
g 
m
a
c
h
i
n
e
r
y
 a
n
d
 e
q
u
i
p
m
e
n
t
 i
n 
la

rg
e 
po

st
al

 f
ac

il
it

ie
s 
de

si
gn

ed
 f
or
 s
u
c
h
 i
ns

ta
ll

at
io

ns
.

P
u
r
c
h
a
s
e
 o
f 
ve
hi
cl
es
 a
n
d
 a
ux
il
ia
ry
 e
q
u
i
p
m
e
n
t
 f
or

 r
e
p
l
a
c
e
m
e
n
t
 o
f 
w
o
r
n
o
u
t
 v
eh
ic
le
s 
a
n
d
 f
or

 a
dd

it
io

ns
 t
o 
th
e

fl
ee

t 
re

qu
ir

ed
 b
y
 g
r
o
w
t
h
 i
n 
m
a
i
l
 v
o
l
u
m
e
 a
nd
 d
el

iv
er

y 
a
r
e
a
,
 a
ug
me
nt
at
io
n 
of
 t
he

 c
ar
ri
er
 m
ot
or
iz
at
io
n

p
r
o
g
r
a
m
,
 a
n
d
 l
aw

 e
n
f
o
r
c
e
m
e
n
t
 f
un
ct
io
ns
 a
r
e
 i
nc

lu
de

d 
in

 t
he

 c
ap
it
al
 i
nv

es
tm

en
t 
p
r
o
g
r
a
m
.
 
C
u
s
t
o
m
e
r

se
rv

ic
es

 e
qu
ip
me
nt
, 
w
h
i
c
h
 i
nc

lu
de

s 
se
lf
-
se
rv
ic
e 
po
st
al
 u
ni
ts
 a
n
d
 v
en
di
ng
 m
a
c
h
i
n
e
s
,
 a
n
d
 p
os

ta
l 
su
pp
or
t

e
q
u
i
p
m
e
n
t
 r
eq
ui
re
d 
fo

r 
po
st
al
 o
pe

ra
ti

on
s 
a
r
e
 a
ls
o 
in
cl
ud
ed
. 

D
e
b
t
 d
is
co
un
t 
a
n
d
 e
x
p
e
n
s
e
 r
el
at
ed
 t
o

b
o
r
r
o
w
i
n
g
s
 a
r
e
 p
ro

vi
de

d 
fo

r 
in
 t
hi

s 
ac
ti
vi
ty
.

CA
O

CA
;



(
b
)
 
Lo
gi
st
ic
al
 p
os

ta
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