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The Reader's Digest Association, Inc. is a global leader in publishing and direct marketing; creating and delivering products that inform, enrich, entertain and inspire people of all ages and cultures. The Company's flagship magazine, Reader's Digest, is published in 48 editions and 19 languages and is sold in more than 60 countries. Other products include: Select Editions; reading series; books on do-it-yourself, home improvement, cooking, health, gardening and other topics; children's books; Young Families products; recorded music collections; home videos; and special interest magazines including Selecciones, The Family Handyman and American Woodworker.

We create product lines that are designed for multiple markets but use a local presence to sell them.  As a result, we have the advantages of a company that operates on a global scale, moving successes from one country to another as well as the advantage of a local, homegrown business to represent the culture and customs of the local market.
Direct mail is our most widely used marketing and distribution channel in every country where we do business.  RDA distributes 1.3 billion items annually and spends $375 million on postal expenses globally.  Over 75% of our $2.5 billion in revenue is generated through the use of postal services.   
We have first-hand experience working directly with many different postal authorities around the world to ensure the on-time delivery of our mailings.  Some postal services are government entities and others, private.  Regardless of the business model, we expect consistent, reliable and cost-effective delivery.  We have a tradition of innovation, work-sharing and mutual trust.  We prefer to negotiate our postal rates individually but when that option is not available, we always work within the framework of the local country. 

In the United States, our postal system is facing difficult challenges.  The government does not subsidize the United States Postal Service (USPS) so it must rely on rate increases, productivity, cost reductions and outsourcing to meet its budget.  As rates increase, mailers reduce their volumes.  As volumes decline, so does revenue.  This vicious cycle is leading to the financial insecurity of the postal system on which Americans and our company rely.  Other contributing factors to this downward spiral are as follows: 

· First Class mail continues to decline as electronic mail and remittance grow in popularity.  It accounts for 55% of total USPS revenue.  

· Standard Mail, which is very price sensitive, faces competition from alternative media (e.g., newspapers, TV, radio, internet, telemarketing).  Standard Mail was down by 3% at the end of USPS’ fiscal year 2002.  Further declines may also result from increasing privacy restrictions.

· Priority Mail, a significant profit contributor, had a volume decline of 10.7% in fiscal year 2002.

· The number of delivery points grew by 1.7 million last year.  Declining revenue cannot support the expanding infrastructure.

· Attracting “outside” managerial talent is hampered by compensation limits.  Consequently, few senior managers have private sector competitive experiences.

· The Postal Rate Commission is the sole regulator but has limited powers.  Without subpoena authority, it can only recommend rates based on information provided by the Postal Service, which is not always complete.  Service level monitoring and compliance are not within its purview.  

· Productivity is not improving at the same pace as the private sector.  The Mailer’s Council recently updated their productivity study with the same conclusion as in year 2000, the USPS continues to fall behind when compared to other industries. 

· Non-productive labor time has steadily increased over the years.

· 770,000 employees require retirement and health benefits.   Employee grievances keep growing given complicated resolution process.  

· Reliable service is a desired goal for all mail yet the only delivery service standards are for First Class.  

· Mail security concerns are real and require expensive decontamination countermeasures.

· Budgetary constraints have placed most technological investments on-hold yet technology has been the main enabler of improved productivity.

· The rate setting formula includes a contingency factor to cover unexpected occurrences but it has always been absorbed within the normal operational spending.  As a result, there is no “rainy day” fund for real contingencies. 

Given the variety of these trends, “fixing” the system will not be easy.   The Postal Presidential Commission has a big challenge to develop recommendations that will ensure the viability of a system that is exceptionally important to our economy.  Reader’s Digest depends on the USPS and as so, we submit the following commentary for your consideration as you redesign the postal system for the future.

Business Model
The United States Postal Service Transformation Plan describes three basic business models: a Government Agency, a Commercial Government Entity and a Privatized Corporation.  Reversion to a Government Agency seems counterproductive and adoption of the Privatized Corporation model may be premature, given the current market place and a monopoly the size of the USPS.  The USPS favors the third alternative, a Commercial Government Entity.  However, there are other models and given our experience in other countries, Reader’s Digest would prefer a planned transition to a more competitive model with the following characteristics:

Monopoly

· Gradually reduce the letter and mailbox monopoly.  Mailbox protection rules would remain intact but licensed access could be granted.  Competition will lead to efficiencies.  However, the USPS should maintain a monopoly protection similar to what is taking place in Europe where there is a mandated, but phased elimination of the monopoly with minimal impact on service.  Similarly, the USPS needs time to prepare for a private sector approach and a competitive environment.
· Separate the postal products into competitive and non-competitive with increased flexibility in pricing competitive products.  However, non-competitive products would be regulated and audited to ensure fair competition and accountability, within antitrust and fair-trade laws. Competition stimulates creative thinking and options.  

· Unlike today’s breakeven mandate, profits would be allowed to fund new investments, products and services as well as productivity-based bonuses/incentives for all levels of employees.

Universal Service

· First Class, single-piece letters should be maintained at a uniform rate regardless of destination within the United States.  

· Universal Service must be preserved but at a reasonable cost. The definition can change; it does not need to mean front door delivery, six days per week. The Postal Service should be given flexibility to adjust the definition as necessary.  For example, there was a time when mail was delivered twice a day in metropolitan areas.  In other areas, three times per week might be sufficient.

· Continue to search for alternatives to front door delivery like cluster boxes, use of P.O. Boxes in Super Markets, surcharges and contract services for local P.O. Box management.  

· The USPS should be allowed to control their network by consolidating some facilities and closing unprofitable facilities but ensuring adequate access for retail users.  Joint ventures with third parties (e.g., convenience stores) could improve service to the public with more convenient locations and longer service hours.  

Pricing

· Ensure there is price stability with a price cap below the rate of inflation for non-competitive products.  A price cap offers price predictability and encourages USPS productivity improvements, of which technology should play a more prominent role.  We suggest a more stringent cap like H.R. 22, the first reform proposal that stipulated price increases no greater than inflation, minus a productivity factor, to encourage even greater cost containment.

· Redesign products, rates and services to encourage revenue generation.  For example, discounts that would encourage business expansion and off-season incentives.

· Price protection for educational, scientific, cultural and informational materials that are distributed through the mail needs to be preserved.  This valuable tradition, that includes periodicals and books, should not be compromised.

· The USPS should be allowed to partner, sub-contract (e.g. FedEx) or outsource any of their business functions.  Cost-based rates and discounts should continue to be the criteria for work sharing opportunities. Work sharing opportunities should be expanded throughout all classes and sub-classes.  Achieving the lowest combined mailer and Postal Service cost should be the guideline.  
· Negotiated Service Agreements should be encouraged.

· The USPS should be given legislative authority to test new products, rates and services as long as the financial impact is minimal.  

Governance 

· The Postal Rate Commission (PRC) should be chosen by the President and confirmed by the Senate with proper regards to their regulatory experience.  We recommend, the Postal Rate Commission become the Postal Regulatory Commission with primary audit responsibilities.  The role of the PRC would change from one of oversight and recommending rates to one of a regulator, who would monitor prices, perform complaint-based reviews, define universal service obligation and report on service performance for all classes of mail.  The newly constituted postal regulator would require subpoena power to ensure there is access to all data. 

· Similarly, the Board of Governors (BOG) members should be chosen by the President and subject to Senate confirmation with regards to their business management experience.  

· Board of Governors should have final approval of budget and rate authority but within price cap restraints.  The Governors term of service should be reduced from a nine-year term to a more appropriate lesser term.  

Workforce
· Current law provides for labor contract negotiations between the Postal Service and its craft unions. If they are unable to reach agreement the law withholds the right-to-strike and requires binding arbitration, with a mutually agreed upon arbitrator. Other options should be reviewed (e.g., National Railway Labor Act, Last best offer, Federal Mediation Board).  Regardless of what changes, if any, are made to labor negotiation process, a fundamental requirement is that the inflation price cap limits must remain in place

· The Civil Service Retirement System (CSRS) over-funding problem needs resolution as well as the health care liability.
· Employee compensation, at all levels, should be linked to productivity and profitability. 

Conclusion

This proposed business model supports universal service yet encourages cost containment, rate predictability, competitive services, productivity-based incentives and regulatory governance.  In addition, it preserves the tradition of delivering educational, scientific, cultural and informational materials at reduced rates by the United States Postal Service. 

Finally, we are genuinely impressed and encouraged by the early efforts of the management of the USPS under Postmaster General John Potter.  We hope their early efforts at reform of this great institution will be embraced.
PAGE  
8

