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Policy Brief: The Postal Accountability and Enhancement Act (H.R 4341)

In 2003, the President’s Commission on the Postal Service made recommendations for reforming the U.S. Postal Service (USPS).  As a result, H.R. 4341, the Postal Accountability and Enhancement Act, was introduced to address some of the Commission’s recommendations.  Items discussed below include the key reform provisions of the bill and the budget impact of the bill, estimated by the Congressional Budget Office as $10.4 billion over 10 years.

KEY PROVISIONS OF THE BILL:

· Eliminates a requirement under current law that USPS place savings from reduced pension contributions into an escrow account.

· Transfers to the Department of the Treasury the responsibility for paying pension costs associated with military service credits for employees who served in the armed forces (this would shift these costs from USPS to the taxpayer, something the Administration opposes http://reform.house.gov/UploadedFiles/Treasury%20-%20Snow%20Testimony.pdf).

· Requires USPS to contribute toward the long-term unfunded liability of their retirees healthcare with payments to a new Postal Service Retiree Health Benefits Fund on an accrued basis.  

· Prohibits the average rate for a product from rising higher than the annual increase in the Consumer Price Index.

· Requires USPS to offer only postal products, which are defined in the bill, but allows current non-postal products to continue to be offered.

· Redesignates the Postal Rate Commission as the Postal Regulatory Commission (PRC) and gives it broader regulatory and oversight authority.

Items of note that were included in the recommendations of the President’s Commission that are not included in H.R. 4341 include workforce issues (such as collective bargaining and fringe benefits) and postal facility consolidation.  In addition, there are no provisions in the bill that allow other businesses to compete with USPS in providing currently non-competitive services, such as First Class Mail.  

POSTAL REFORM AND THE BUDGET:

Although USPS – like Social Security – is classified as “off budget,” and therefore excluded by law from budget totals, H.R. 4341 has a substantial impact on the deficit.  According to the Congressional Budget Office, the net cost of H.R. 4341 is $10.4 billion over ten years.  The following table shows each change to current law that impacts the deficit (each will be discussed below).  

	
	Impact for Fiscal Years 2005-14 

	Reduction in CSRS Pension Contributions
	-$36.0 billion 

	Transfer of Military Pension Costs 
	-$13.5 billion 

	Increase USPS Health Care Contributions
	                  +$37.6 billion 

	Potential Increase in the Federal Deficit
	$11.9 billion

	Shift of PRC and IG to Discretionary (subject to approps)
	                  -$1.5 billion

	Direct Increase in the Federal Deficit
	$10.4 billion


Reduction in Pension Contributions

USPS is required to cover all pension costs accrued by their employees and make contributions to the Civil Service Retirement System (CSRS).  USPS makes these payments to CSRS based on the number of their retirees, the cost of providing pension benefits, and the amount of interest that should be credited for transferring such funds to the federal treasury prospectively.  In essence, USPS makes a contribution to the general fund of the Treasury.  The funds are credited to CSRS in a “trust fund” and then spent each year on government programs.  This is not unlike the manner in which Social Security operates where bonds are issued to the Social Security Trust Fund, or in other words, the Trust Fund receives a series of government IOUs.  As a result of government bonds being worth more than expected on the financial markets, the interest rate that USPS was paying exceeded what was necessary to fund its pension liability, and in 2002, the Office of Personnel Management (OPM) concluded that USPS had “overfunded” its contribution to CSRS by $71 billion. 

Last year, President Bush signed the Postal Civil Service Retirement System Funding Reform Act (P.L. 108-18) that allowed USPS to reduce its CSRS contributions to reflect this overfunding.  However, since these reduced payments would come from the general fund of the Treasury, it would have cost a sizable amount over ten years.  Thus, P.L. 108-18 required that the savings be put in an “escrow account” within the general fund until a later date.  H.R. 4341 eliminates this requirement and allows for this money to be used by USPS – meaning that $36 billion will flow from general revenues to USPS.  According to CBO, this will “allow the USPS to pay down debt, increase spending for capital improvements or other projects, postpone or diminish future rate increases, or some combination of the activities.”  

Transfer of Military Pension Costs

Another issue of importance involves the cost associated with paying the military pensions of USPS employees in CSRS for service as a member of the armed forces.  For example, under current law, if a service member leaves the military with pension credits built up, a person loses those credits unless his or her next employment is with the federal government, including USPS.  These costs are normally paid out of general revenues, but because USPS is held out as a government corporation competing with private sector companies, it is required to pay for these “military credits” so as to not to benefit from a subsidy.  H.R. 4341 transfers these pension costs from postal ratepayers to the taxpayer at a cost of $13.5 billion.    

Postal Regulatory Commission and Inspector General Costs

H.R. 4341 also shifts $1.5 billion from mandatory spending to the appropriations process by authorizing “such sums as may be necessary.”  CBO scores this shift as not having a direct impact on the deficit because appropriators are not required to pay these costs each year (making the assumption that it will be funded within whatever amount is allocated for discretionary spending each year).  

Increase in USPS Health Care Contributions

In order to begin to address the large unfunded liability of providing health care to current and future retirees, H.R. 4341 requires USPS to contribute a portion of its pension savings to a new Postal Service Retiree Health Benefits Fund.  USPS would begin to pre-fund its health care costs on an accrued basis instead of simply paying a portion of their retirees’ health premiums each year.  As a result, these increased contributions would result in an additional $37.6 billion being infused into the general fund.  
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