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Executive Summary

The American people have depended on the

Postal Service for more than 250 years. With a reach
that spans every town, city, and state, the agency
facilitates commmunication across the nation, plays
an important role in the country’s economic health,
and serves as a vital resource to the American
people during times of national emergency. As an
independent establishment of the executive branch,
the Postal Service is expected to be self-sustaining
and cover costs through the sale of postal products
and services. However, financial sustainability has
become increasingly difficult to achieve and if

left unaddressed, ongoing losses will threaten the
Postal Service's ability to continue operations.

The Postal Service faces a precarious financial
outlook plagued by annual losses after fiscal

year (FY) 2006 totaling nearly $118 billion.! The

Postal Service's Delivering for America strategic plan
(DFA), released in 2021, laid out numerous legislative
and operational changes intended to allow the
agency to begin operating with a positive net income
beginning in 2023 or 2024 and realize break-even
operations over ten years. To date, the DFA has not
achieved its expected financial goals. While Congress
passed some of the requested legislative reforms in
2022, USPS's finances continued to deteriorate, and

the agency reported nearly a $9 billion loss in FY 2025.

More recently, in early 2026, the Postmaster General
warned that the agency could run out of cash

by early 2027, and in April 2026 the Postal Service
announced that it would suspend billions of dollars
in annual contributions to its pension fund. There are
many compounding drivers behind USPS’s financial
challenges, including declining mail volume and
stagnant parcel volume, substantial retirement-
related liabilities, and significant costs required to
serve an ever-growing number of addresses six days
per week.

Closing the Postal Service's financial gap and
restoring the agency to break-even performance will
require difficult choices. This white paper describes
15 options that could generate substantial revenue
or significantly cut the agency’s costs. To select the
15 options, the U.S. Postal Service Office of Inspector
General (OIG) applied the following criteria:

" The option is likely to generate additional revenue
or cost savings.

® The estimated revenue gains or cost savings
can be estimated with a reasonable degree of
confidence.

® The revenue or cost savings is estimated to
reduce the Postal Service's losses by at least
approximately $500 million.

The options are not OIG recommendations. Instead,
this list compiles policy proposals made by various
stakeholders over time, including the U.S. Government
Accountability Office (GAO), mailers and shippers,
think tanks, and Congress. The options also reflect
steps taken by other postal operators over time.
They represent a broad cross-section of strategies
that vary in complexity and would yield financial
benefits over different timeframes. Most require
legislative action, while some can be adopted

by the Postal Service in negotiation with labor
unions or with approval from the Postal Regulatory
Commission (PRC). The options also have distinct
and consequential impacts. Certain proposals
would result in higher prices for customers or
reduced services for the public, while others would
lead to layoffs, reduced hours, or fewer benefits for
Postal Service employees. Alternatively, measures
to support the agency’s operations through federal
funding would ultimately fall on U.S. taxpayers.

1 This excludes a one-time, non-cash benefit of $57 billion to FY 2022 net income that resulted from the Postal Service Reform Act of 2022’s repeal of the requirement

that USPS pre-pay future retiree health benefits.
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These scenarios could lead the Postal Service down robust data on what the American public expects
several distinct strategic paths. Understanding how from its Postal Service remains limited.?

these paths align with what the public needs from the
Postal Service could better ensure that discussions
about its future are grounded in evidence. However,

The OIG grouped the 15 options into five categories as
shown in Table 1 below:

Table 1: Options for Addressing the Financial Gap

STRATEGIC GOAL OPTIONS

Growing Operating Revenue ® Adjust Market Dominant pricing by modifying the price cap system

® Receive government funding for fulfilling the Universal Service

Obtaining Government Funding Obligation (USO)

® Change the Postal Service’s workers’ compensation rules
Making Changes to the Workforce ® Restructure the Postal Service’s workforce

® Explore modifications to collective bargaining rules

® |nvest CSRS and FERS assets in a diversified portfolio
® |nvest PSRHBF assets in a diversified portfolio

® Change the allocation of CSRS costs to reduce the portion owed by
USPS

® Adopt a new pension model

Enacting Benefits Reform

® Amend the funding of retiree health benefits

® Outsource the middle mile
® Qutsource the retail network
Reducing Operational Costs ® Convert door delivery points to curbside or cluster box
® Reduce delivery days
® Stop providing select USO services

Ultimately, no single option among the 15 is sufficient, in the near term, to restore the Postal Service's financial
health on its own. To explore how these options could be combined to address the Postal Service’s financial
gap, the OIG provides examples of four possible pathways — or scenarios. (Figure 1). Each scenario specifies
different goals and funding models for the Postal Service, ranging from a public service agency that continues
to provide a full complement of services and receives substantial government funding, to a downsized
agency that operates more like a business, and with minimal government funding.

2 Other countries have recently commissioned studies to better understand customer needs when considering changes to their postal systems.
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Figure 1: Four Potential Scenarios for Addressing the Financial Gap

Maintaining
Service with
Substantial
Government
Funding

The Postal Service
prioritizes serving the
public interest and
delivering services to
the American people
(especially the most
vulnerable), rather than
pursuing break-even
financial performance.

Reducing
Controllable
Costs, with
Government
Action on
Uncontrollable
Costs

The Postal Service
focuses on reducing
costs within its control,
such as labor and
transportation, but
continues to position
itself as a vital resource
to all Americans by
retaining existing
services.

Reducing Service
with Minimal
Public Funding

The Postal Service
aggressively moves to
bring costs in line with
revenue by streamlining
its operations and no
longer providing some
unprofitable services. In
doing so, the agency
downsizes its public
service role.

Maintaining
Financial Self-
Sustainability
with Substantial
Cuts to Service

The Postal Service
remains self-funded but
has latitude to pursue
break-even financial
performance and is
permitted to operate
more like a private
business. Loss-making
services are reduced
substantially, labor
costs are cut, and
access to postal
services is significantly
reduced

Services Maintained /
More Public Funding

Options to address the financial gap come with
substantial trade-offs for different stakeholders, but
without significant reforms, systemic challenges

to the Postal Service’s financial viability will persist.
Ultimately, the most consequential path forward

Services Reduced /
Less Public Funding

is inaction. While policymakers cannot reverse

the decline of letter mail volume or solve the
Postal Service's financial issues overnight, they
can shape a legal and operational framework that
promotes future sustainability.
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Olbservations

Introduction

For over 250 years, the U.S. Postal Service has played
a vital role in the life of our nation. The agency serves
more than 170 million addresses, delivering six

and sometimes seven days a week to places that
private sector carriers do not. The American people
depend on the Postal Service to deliver their life-
saving medication, facilitate correspondence with
loved ones, securely deliver Election Mail, and enable
e-commerce. The Postal Service is also one of the
country’s largest employers, with more than 624,000
employees working across every city, state, and town
as of fiscal year (FY) 2025. However, the Postal Service
is in dire financial condition, with costs exceeding
revenue every year after FY 2006, and combined
losses over that timeframe totaling nearly $118 billion.
Most recently, the agency reported a nearly $9 billion
net loss for FY 2025.

To support the Postal Service and its stakeholders in
evaluating solutions for closing the agency’s financial
gap, the U.S. Postal Service Office of Inspector
General (OIG) compiled 15 revenue-generating and
cost-saving options for long-term sustainability.

The options are not OIG recommendations.

Instead, they are policy proposals made by various
stakeholders over time, including the U.S. Government
Accountability Office (GAO), mailers and shippers,
think tanks, and Congress. Some reflect solutions
adopted by other postal operators. The options
include strategies to grow revenue, fund the

Postal Service’s universal service obligation (USO)
activities, enact benefits reform, restructure the
workforce, or reduce operational costs. Critically, no
single option is likely sufficient to close the financial
gap in the near term. Consequently, this white paper
also combines these 15 options into four theoretical
scenarios designed to achieve financial breakeven
status. The scenarios range from prioritizing current
service levels over independent self-sustainability, to
ensuring self-sustainability through service cuts, as
well as balanced approaches in-between.

Background on the Postal Service’s Financial
Challenges

The Postal Reorganization Act of 1970 created the
modern Postal Service and required the agency to
operate in a largely self-sustaining manner, funding
its operations from the sale of postal products

and services rather than appropriations. However,
in the decades since, the mail market has shifted
fundamentally. A primary driver of the Postal Service’s
financial challenges is the substantial decline in
mail volume over the past 20 years, as consumers
and businesses have increasingly switched from
letter mail to online alternatives. Mail volume has
fallen by nearly 50 percent since peaking in FY 2006.
First-Class Mail, the Postal Service’s most profitable
product, has experienced a higher rate of decline,
falling by 57 percent over the same period.

Mail volume is projected to continue declining, while
the number of delivery points the Postal Service
serves expands by more than one million annually.
This drives down mail density — the number of
mailpieces per address — in the network, meaning
that each individual mailpiece becomes more
expensive to deliver (Figure 2). While e-commerce
spurred package volume over the last two decades,
packages are more labor-intensive and costly to
process and deliver. Moreover, the package market
is highly competitive, and the Postal Service's parcel
volume has stagnated since FY 2021.

Figure 2: Density in the Postal Service’s Delivery
Network Has Sharply Declined
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The Postal Service also faces financial challenges
because of legislative mandates that create costs
outside of management’s control. For example,

as part of USPS’s USO, the agency delivers mail to
every address at least six days per week regardless
of costs or profitability. Additionally, unlike private
sector businesses which can choose how to provide
retirement benefits, USPS is statutorily mandated to
provide its career employees with retirement benefits
that are consistent with those provided to other
federal workers. While Congress appropriates money
for other agencies to pay retirement benefits, USPS
funds these through its revenues. These mandates
do not account for USPS's financial condition and
prevent the agency from operating with the same
flexibility as a private business. The Postal Service
reported that in FY 2025, costs outside its control
made up $6.3 billion of its nearly $9 billion net loss
(Figure 3).

Figure 3: The Postal Service’s Net Income or
Loss FYs 2007-2025
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The Postal Service currently calculates “controllable loss” by
excluding the amortization of unfunded pension liabilities, and
excluding the workers’ compensation non-cash expense driven by
valuation of new claims and actuarial revaluation of existing claims
and discount rate changes.

Source: USPS Form(s) 10-K, FYs 2007-2025

In response to its persistent financial losses, the
Postal Service and Congress have taken steps in
recent years to improve the agency’s financial
condition. In 2021, the Postal Service released its
Delivering for America (DFA) 10-year plan, laying out

numerous changes intended to allow the agency to
begin operating with a positive net income in 2023

or 2024 and realize break-even operations over ten
years. DFA included plans to transform the processing
and transportation networks, stabilize the workforce,
increase revenue, and modernize the post office
network. In addition, the plan included $34 billion in
projected savings from self-help initiatives, and it
called for legislative support from Congress. However,
to date, the DFA has not achieved its financial goals.
In 2022, Congress passed the Postal Service Reform
Act (PSRA), addressing some of the agency’s financial
challenges such as removing the requirement to
pre-fund retiree health benefits, but leaving many
unremedied. Despite these legislative and strategic
efforts, the Postal Service's finances have continued
to deteriorate.

Left unaddressed, ongoing losses threaten the

Postal Service's ability to continue operations

and fulfill its financial obligations. The agency has
reached its legally permitted borrowing limit of $15
billion, and the Postmaster General recently warned
that USPS could run out of cash by early 2027. In order
to conserve cash, the Postal Service announced it
would suspend payments to the Federal Employees
Retirement System (FERS) beginning in April 2026,
preserving about $2.5 billion by the end of FY 2026.
Looking ahead, future retiree health payments

will further strain the Postal Service's finances; the
Postal Service Retiree Health Benefits Fund (PSRHBF)
is expected to run out in FY 2032, at which point USPS
will need to make annual payments for retiree health
benefits premiums, estimated at approximately $6
billion in the year after the fund is depleted.

Given the Postal Service’s mounting financial
pressures, maintaining the status quo is no longer a
viable path. The Postal Service is limited in its ability
to achieve breakeven status through self-help
measures alone. A dialogue among stakeholders to
address the complex choices and trade-offs required
to restore the Postal Service’s financial sustainability
is both timely and essential to secure its future.

3 Additionally, in December 2025, USPS asked the PRC to lift the requirement that revenue generated from its retirement rate authority be used only to make annual
amortization payments. In response, the PRC granted USPS a temporary conditional waiver through FY 2030 that allows USPS to use this revenue for other purposes.

The waiver is estimated to free up $2.4 billion in FY 2026.
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Options to Address the Postal Service’s ® The option is likely to generate additional revenue
Financial Gap or cost savings.

The OIG reviewed a wide range of stakeholder " The revenue gains or cost savings can be
proposals to improve the Postal Service's financial estimated with a reasonable degree of
performance and compiled 15 that could generate confidence.

substantial revenue or significantly cut the agency’s
costs. The proposals were made over time by
stakeholders such as GAO, mailers and shippers,
think tanks, and Congress. Some reflect solutions

implemented by other operators. Table 2 lists these See Appendix A for the OIG's methodology for
options, which are grouped into five categories. These  jgentifying options and Appendix C for the sources
options are not OIG recommendations, but represent  4ng methodology used to calculate the financial
a menu of potential strategic actions, each with their impact of each option. Additional options that the

The revenue or cost savings is estimated to
reduce the Postal Service’s losses by at least
approximately $500 million.

own trade-offs and challenges. OIG considered, which have either a less certain,
To select the 15 options, the OIG applied the following  less quantifiable, or smaller financial impact, are
criteria: described in Appendix B.

Table 2: Options for Addressing the Financial Gap

STRATEGIC GOAL OPTIONS

Growing Operating Revenue ® Adjust Market Dominant pricing by modifying the price cap system
Obtaining Government Funding ® Receive government funding for fulfilling the USO

® Change the Postal Service’s workers’ compensation rules
Making Changes to the Workforce ® Restructure the Postal Service’'s workforce

® Explore modifications to collective bargaining rules

® |nvest CSRS and FERS assets in a diversified portfolio
® |nvest PSRHBF assets in a diversified portfolio

® Change the allocation of CSRS costs to reduce the portion owed by
USPS

® Adopt a new pension model

Enacting Benefits Reform

® Amend the funding of retiree health benefits

® Outsource the middle mile
® Qutsource the retail network
Reducing Operational Costs ® Convert door delivery points to curbside or cluster box
® Reduce delivery days
® Stop providing select USO services

The options discussed in this paper represent a broad cross-section of reforms and strategies that vary both
in how complex they are to implement and who has the authority to approve them. The anticipated financial
benefits to the Postal Service span varied timeframes. Some options offer immediate relief, while others would
yield substantial revenue or cost savings over the mid-to-long term.

OPTIONS FOR ADDRESSING THE U.S. POSTAL SERVICE’S FINANCIAL GAP 6
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While financial sustainability is critical for the

Postal Service's long-term prosperity, achieving it
involves difficult trade-offs for stakeholders. Potential
impacts include higher prices for customers, reduced
services for the public, a downsized workforce or
diminished benefits for employees, or an increased
burden on taxpayers. Each section below includes an
“Impact Summary” table highlighting these various
considerations (Table 3).

Depending on how these options are combined, they
could lead the Postal Service down several distinct
strategic paths, each reflecting different assumptions
about the agency’s mission and operating model.
Understanding which of these directions best aligns
with public needs and expectations is therefore

an important part of informing discussions about
potential changes. While difficult decisions about the

Postal Service's financial health should be grounded
in evidence, robust data about what the American
people need and expect from the agency remains
limited. A clearer understanding of public priorities
can help frame these conversations and ensure

they reflect the realities and expectations of the
communities USPS serves. In many other countries,
postal operators and regulators gather public input —
through surveys, consultations, or other engagement
exercises — when considering significant adjustments
to their postal systems. Recent examples from Europe
are informative: In 2024, the United Kingdom'’s postal
regulator commissioned a user needs study to guide
changes to the country’s USO. Similarly, Belgium’s
postal regulator commissioned a study in 2020 to
understand the changing needs of postal customers.*

Table 3: Definitions of Terms in the “Impact Summary” Tables

KEY CONSIDERATION DEFINITION

Classifies the extent to which the Postal Service has authority to implement an option:

® Low: Postal Service can institute the change on its own.

Stakeholder Involvement

® Medium: Involvement from another party is needed (e.g. Postal Regulatory

Commission, unions, and/or government agencies).

® High: Congressional action is required.

Indicates how long it would take for USPS to realize revenue or savings after an option

goes into effect:

Timeframe

® Short-Term: Financial impact would be immediate.

® Medium-Term: Revenue or savings would be realized in 2-5 years.

® Long-Term: Revenue or savings would be realized in more than five years.

Impacted Stakeholder(s)

Decision-Maker(s)

Highlights the primary stakeholders that would be affected by the change.

Identifies which party (or parties) have the authority to institute the option.

Specifies the impact a change would have on the Postal Service’s financial condition:

® Low: Less than $1 billion in additional revenue or savings.

Financial Impact

® Medium: Between $1-2 billion in additional revenue or savings.

® High: More than $2 billion in additional revenue or savings.

Unless otherwise stated, financial impact estimates are the annual cost savings or
revenue for a single year, based on FY 2025.

4 U.S. Postal Service Office of Inspector General, International Approaches to Adjusting the Universal Service Obligation, Report No. RISC-WP-25-007, September 30,
2025, https://www.uspsoig.gov/reports/white-papers/international-approaches-adjusting-universal-service-obligation, p. 18.

OPTIONS FOR ADDRESSING THE U.S. POSTAL SERVICE’S FINANCIAL GAP 7

REPORT NUMBER RISC-WP-26-002


https://www.uspsoig.gov/reports/white-papers/international-approaches-adjusting-universal-service-obligation

COVER TABLE OF CONTENTS EXECUTIVE SUMMARY

OBSERVATIONS

APPENDICES

Growing Operating

Revenue

ADJUST MARKET DOMINANT PRICING
BY MODIFYING THE PRICE CAP SYSTEM

The Challenge

The Postal Service contends that the current ratemaking system

does not address the financial pressures created by rising costs and
declining mail volume and has advocated for eliminating the price cap
to gain more flexibility to increase prices. The Postal Accountability and
Enhancement Act (PAEA), passed in 2006, prohibited the Postal Service
from raising prices for Market Dominant mail classes (such as First-
Class Mail and Marketing Mail) above the rate of inflation, as measured
by the Consumer Price Index for All Urban Consumers (CPI-U).

The price cap was intended to protect users of the mail from extreme
price increases and incentivize the Postal Service to cut costs and
boost efficiency. However, persistently declining mail volume resulted

IMPACT SUMMARY

Stakeholder Involvement
Medium

Timeframe
Short-Term

Impacted Stakeholder(s)
" Mailers

¥ Shippers
" General Public

Decision-Maker(s)
¥ Postal Regulatory Commission

¥ Congress

Financial Impact

High

in steep financial losses, and in late 2020 the PRC concluded a review of the price cap system and found it
had not maintained USPS’s financial stability. The PRC left the price cap in place but allowed USPS additional
price authorities to raise rates above inflation under certain circumstances, such as to compensate for
declining mail density. Since then, Market Dominant revenue has increased due to price increases, but the

Postal Service's expenses have continued to outpace revenue.

Potential Solution(s)

Options that would provide the Postal Service with more rate authority to generate additional revenue include:

® Basing the price cap on a different inflation index than the CPI-U: The CPI-U could be replaced with
an inflation index that has aligned with the Postal Service’s costs more closely over time, such as the

Employment Cost Index.’

® Applying the price cap to only a subset of Market Dominant products: Applying the price cap to only
single-piece First-Class Mail could keep personal and small business correspondence affordable, while
granting USPS greater pricing authority over roughly 90 percent of its Market Dominant volume.

® Removing the price cap: The Postal Service would have the flexibility to independently determine how to

set prices for all mail products.

While these changes would provide the Postal Service with more freedom to raise prices, prices that rise too
rapidly in an already declining mail market could accelerate volume decline to an extent that negatively

impacts revenue generation.

5 U.S. Postal Service Office of Inspector General, Examining Alternative Inflation Indices for Regulating Market Dominant Price Increases, Report No. RISC-WP-24-00],
November 6, 2023, https:;/www.uspsoig.gov/reports/white-papers/examining-alternative-inflation-indices-regulating-market-dominant-price, pp. 1-2.
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The Estimated Economic Impact

A 2023 OIG analysis determined that the Postal Service could have earned an additional $652 million per year
between FY 2011-2022 had the Employment Cost Index been used in the price cap instead of the CPI-U.

A study from Copenhagen Economics commissioned by the OIG found that the Postal Service could have
generated:

® An additional $7.5 billion in revenue in FY 2025 alone if the price cap had been lifted for all Market Dominant
products in FY 2020.

® An additional $5.7 billion in revenue in FY 2025 alone if the price cap had been lifted for all Market Dominant
products except First-Class single piece letters and postcards in FY 2020.

These estimates take into account potential volume loss from price increases. For a complete description of
the methodology, see Appendix C.

The Stakeholder(s)

Mailers, shippers, and the general public could pay higher prices for postage if the PRC modified the Market
Dominant price cap system.

The Decisionmaker(s)

PAEA gave the PRC the authority to modify (including removing) the price cap beginning in 2016. The PRC is
currently conducting a review of the price cap. Congress could also pass a law that modifies the price cap.

6 Ibid, p. 1

OPTIONS FOR ADDRESSING THE U.S. POSTAL SERVICE’S FINANCIAL GAP 9
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Funding

&

FULFILLING THE USO

The Challenge

Covering the cost of the USO has become increasingly difficult for
the Postal Service. The USO is a collection of legal mandates that
require the Postal Service to provide a minimum level of service to

all Americans. It ensures that mail is delivered to every community,
regardless of how remote, at affordable, uniform rates, six days

a week. Historically, revenue generated by the letter and mailbox
monopolies offset the cost of the USO. The letter monopoly excludes
private companies from delivering most letter mail, while the mailbox

Obtaining Government

RECEIVE GOVERNMENT FUNDING FOR

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Short-Term

Impacted Stakeholder(s)
¥ General Public

¥ Businesses

Decision-Maker(s)
Congress

Financial Impact

Low to High

monopoly restricts use of the mailbox to USPS. However, as mail volume

declined and the cost of the USO increased, the monopolies no longer generated enough revenue to fully fund
the USO. The total monopoly value has trailed the cost of the USO in seven of 10 fiscal years between 2015-
2024, most recently by more than $650 million in FY 2024, as estimated by the PRC.

Potential Solution(s)

A number of international posts operate the USO at

a loss and receive government funding to defray its
cost. If the Postal Service is to continue providing a
level of service that cannot be supported by the letter
and mailbox monopolies, Congress could provide
funding to support the USPS public service mission.
This could include:

® Appropriating funds to cover USO costs that
are not covered by the monopolies: This funding
would cover the difference between revenue
generated by the letter and mailbox monopolies
and the estimated cost of providing the USO.

" Fully funding the USO: Alternatively, Congress
could fully or partially eliminate the letter and
mailbox monopolies but appropriate funds to
pay for the entire cost of the USO, or only a subset

of services that legislators deem to be most
important.?

The Estimated Economic Impact

A congressional appropriation could range from
$666 million, the PRC’s estimated difference between
the cost of the USO and the monopoly value in

FY 2024, to $6.6 billion, the estimated total cost of the
USO that same year.

The Stakeholder(s)

Businesses and the public would continue to receive
USO services but finance an appropriation with tax
payments.

The Decisionmaker(s)

Congress would be required to appropriate money to
fund the USO.

7  See US. Postal Service Office of Inspector General, USPS Deeper Dive: Financials & Productivity Dashboard, “Operating Statistics,” https:/www.uspsoig.gov/focus-

areas/USPS-deeper-dive-financials-and-productivity.

8 Regarding the quantification of the USO, the Postal Service has also cited additional unfunded mandates that it incurs as a government agency. Combined with the
USO costs, the Postal Service argued that these amounted to more than $11 billion in 2024. 39 U.S.C. 2401(b) allows the Postal Service to request up to $460 million
each year in Congressional appropriations to offset the costs of providing service in communities where post offices might not be self-sustaining. The Postal Service

last requested this money in 1982.
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e, Making Changesto the
.b’ Workfo rce Stakeholder Involvement

CHANGE THE POSTAL SERVICE’S WORKERS’ High
COMPENSATION RULES Timeframe
Medium-Term

The Challenge Impacted Stakeholder(s)

As federal employees, Postal Service workers who sustain a work- * Postal Employees
related injury or occupational disease are covered by the Federal ¥ Department of Labor
Employees’ Compensation Act (FECA). FECA increases USPS's workers’
compensation costs because it limits the agency’s ability to use private

Decision-Maker(s)

. . Congress
sector best practices for risk management and cost control. Under 9
FECA, USPS cannot transfer risk to an insurer to make its costs more Financial Impact
predictable, nor can it negotiate settlements or buyouts with injured Low

workers. Further, there is no limit to how long employees can receive
benefits or the amount of money they can receive.

While the Postal Service attempts to return injured employees to work and remove them from the FECA rolls
through its own Injury Compensation program, a 2023 OIG audit found that the Postal Service’s workers’
compensation costs per workhour were between 31 to 41 percent higher than the private sector during
chargeback years (CBYs) 2017-2022.° In addition, unlike other government agencies subject to FECA, the
Postal Service must pay for workers’ compensation costs with revenue rather than congressional funding.
In FY 2025, the Postal Service incurred nearly $2.7 billion in total workers’ compensation expenses, although
this amount can vary significantly from year to year due to changes in non-cash expenses resulting from
actuarial assumptions. From FY 2021-2025 total workers’ compensation expenses averaged $867 million
annually.

Potential Solution(s)

To give the agency more flexibility to manage workers’ compensation costs, Congress could exempt
the Postal Service from FECA's requirements or alter FECA'’s rules. For example, Congress could allow the
Postal Service to adopt the following private sector practices:

Risk & Liability Management

" Private Insurance Integration: Using a private insurance program to handle workers’ compensation
claims.

" Settlement Authority: Negotiating settlements instead of making payments indefinitely.
® Benefit Limits: Establishing caps on the duration and dollar amount of benefits.

" Apportionment: Allowing USPS to limit its liability to the portion of a disability that is work related, instead of
including preexisting conditions.

Benefit Structure & Retirement Alignment

® Standardized Compensation: Setting a standard compensation rate at 66.66 percent of salary.

" Weekly Caps: Establishing a maximum weekly payment to a beneficiary.

9 U.S. Postal Service Office of Inspector General, Workers’ Compensation Program Update, Report No. 22-121-R23, May 11, 2023, https:/www.uspsoig.gov/reports/audit-
reports/workers-compensation-program-update, p.6.
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® Retirement Conversion: Converting claims to a lower benéfit level or transitioning employees to an OPM
annuity at age 65.

Medical & Pharmaceutical Cost Controls

® Mandating Generic Drugs: Requiring the use of generic drugs.

® Directed Care: Providing select lists of medical providers for employees to use to ensure quality and cost-
consistency.

The Estimated Economic Impact

A 2025 OIG audit estimated that the Postal Service could have saved an average of $415 million annually from
CBYs 2015-2024 if its workers’ compensation costs had mirrored the private sector’s average hourly workers’
compensation cost during the same time period.'* Assuming any changes to the program applied only to new
claims, the financial savings from workers’ compensation reform would take time to realize.

The Stakeholder(s)

Postal Service employees and the Department of Labor would be impacted by changes to the Postal Service's
workers’ compensation rules. Employee protections would mirror the private sector, resulting in decreased
costs for USPS if employees are injured on the job. Meanwhile, the Department of Labor’s Office of Workers’
Compensation Programs would become responsible for creating and administering a new program specific
to USPS employees.

The Decisionmaker(s)

Congress would have to pass legislation to alter FECA or exempt the Postal Service from its purview. Changes
to workers’ compensation rules may also require negotiating with unions, as current collective bargaining
agreements (CBAs) reflect the FECA requirements.

10 U.S. Postal Service Office of Inspector General, Increasing Costs in Workers’ Compensation at the Postal Service, Report No. 25-092-R25, September 25, 2025, https://
WWW.USPsoig.gov/reports/white-papers/increasing-costs-workers-compensation-postal-service, p. 2.
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RESTRUCTURE THE POSTAL SERVICE’S IMPACT SUMMARY

WORKFORCE
Stakeholder Involvement
Medium

Labor costs, including compensation and benefits, retirement benefits, Medium-Term

and workers’ compensation, represent around 76 percent of the Impacted Stakeholder(s)

Postal Service's total expenses. From FY 2020 to FY 2025, compensation
and benefits increased by about 14 percent and retirement benefit
expenses grew by over 48 percent, both outpacing revenue which grew
by 10 percent. Over the same period, mail volume fell by 16 percent,

Postal Employees
Decision-Maker(s)

Postal Service & Postal Labor

while total workhours and the number of Postal Service employees U.n|ons.
decreased by just 3 percent. Financial Impact
High

Several factors contribute to the Postal Service’s significant labor costs.

Fulfilling USO mandates such as six-day delivery and operating a

network of more than 30,000 post offices, stations, and branches requires a substantial workforce, currently
over 600,000 employees, regardless of mail volume. CBAs guarantee certain employee benefits and
protections including automatic conversions of pre-career employees to career status, as well as cost-of-
living adjustments and no-layoff provisions for many employees. While these policies safeguard employees
and may help the Postal Service recruit and retain talent, they can also increase the Postal Service’'s costs and
limit its flexibility to respond to evolving business needs and market pressures.

Potential Solution(s)

Some stakeholders have proposed options for reducing the Postal Service’s labor costs. While the OIG is not
recommending or endorsing any course of action, those options include:

® Increasing the share of pre-career employees: Pre-career employees are less expensive than career
employees because they receive lower salaries and fewer benefits. Therefore, increasing their proportion
of the workforce could significantly reduce the Postal Service's labor costs. This could be achieved by
hiring new employees at the pre-career level but ending the current practice of automatically converting
them to career status after a certain amount of time on the job. However, the Postal Service has struggled
to recruit and retain pre-career employees, so increasing the share of pre-career employees could
potentially lead to a more unstable workforce.

® Reducing headcount: The Postal Service could reduce its total headcount through various means
including a hiring freeze, voluntary early retirement program (VERA), reduction-in-force (RIF), or layoffs,
where contractually permitted.! In FY 2025, roughly 79,000 employees across the four major postal unions
were eligible to retire, and an additional 89,000 will be eligible within the next five years.

Currently, many of the Postal Service’s CBAs significantly limit the agency’s ability to conduct layoffs.
Additionally, the legal requirement to deliver six days per week to every address may limit the extent to which
USPS can reduce its workforce.

1 In 2025 the Postal Service offered a $15,000 incentive to certain employees eligible for optional retirement or voluntary early retirement. Nearly 10,500 employees
accepted this offer. U.S. Postal Service, Form 10-Q, June 30, 2025, https:/about.usps.com/what/financials/financial-conditions-results-reports/fy2025-g3.pdf, p.28.
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The Estimated Economic Impact

" Increasing the share of pre-career employees: The OIG estimates that if the Postal Service had ended
pre-career conversions after FY 2024, the agency could have reduced its FY 2025 payroll costs by about
$2.5 billion. This estimate represents the high end of the potential annual savings, as it does not account
for productivity differences between career and pre-career employees or additional recruiting and hiring
costs that USPS may incur due to higher rates of pre-career turnover.

® Reducing headcount: If USPS could reduce its workforce by 10 percent through a combination of a hiring
freeze, VERA, RIF, or layoffs, it could save up to $5.6 billion, which represents 10 percent of its FY 2025
compensation and benefits expense. However, a percentage reduction in employees does not necessarily
result in an equivalent reduction in workhours, as remaining employees could be required to work more
hours to compensate for a smaller workforce.

The Stakeholder(s)

Workforce restructuring would primarily impact current USPS employees. Pre-career employees would
have fewer opportunities to convert to higher-paying career positions that provide enhanced benefits like a
pension plan. Efforts to reduce the size of the workforce either through attrition, VERAs, RIFs, or layoffs would
also impact current employees. Employees remaining on the job might need to work more overtime to
minimize the impact of workforce reductions on service.

The Decisionmaker(s)

Increasing the share of pre-career employees, offering a VERA, or implementing layoffs would require USPS
to negotiate these options with its labor unions. For example, current CBAs limit the number of pre-career
employees the Postal Service can have on roll relative to career staff.
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EXPLORE MODIFICATIONS TO COLLECTIVE
BARGAINING RULES™

The Challenge

The postal workforce is broadly unionized, with seven unions and nine
collective bargaining agreements covering 91 percent of the agency'’s
employees. Some aspects of the Postal Service's CBAs are more limiting
compared to both the private and public sectors, which can increase
costs and reduce efficiency. For example, the Postal Service has less
freedom to assign employees to cross-craft work than its competitors
and other federal agencies. $80 million was paid to employees
between FY 2022-2024 due to cross-craft assignment grievances.”®

In FY 2024, the Postal Service made $268 million in payments due to
grievances filed by unionized workers. While grievances serve as an
essential protection for employees and are a legal right, their frequency
and associated costs can be attributed to the Postal Service's
noncompliance with restrictions outlined in the CBAs."

Potential Solution(s)

Some stakeholders have proposed modifying
collective bargaining rules at the Postal Service, such
as adopting practices from the public or private
sectors that allow for more flexibility in managing the
workforce. Although modifying collective bargaining
could shrink the Postal Service’s labor costs, the
agency could become a less attractive employer if
compensation was reduced or employee protections
were restricted. Consequently, existing retention -
challenges may be exacerbated. More drastically, the
possibility of mass resignation or strong employee
resistance in response to changes to collective
bargaining (such as wildcat strikes) could severely

IMPACT SUMMARY

Stakeholder Involvement

Medium to High

Timeframe
Long-Term

Impacted Stakeholder(s)
Postal Employees

Decision-Maker(s)
" Congress

B Postal Service & Postal Labor
Unions

Financial Impact
Low to High

the Postal Service to flexibly manage its workforce.
One proposal is to remove restrictions that limit
assigning work to employees that is outside of
their craft. Allowing greater operational flexibility
would help USPS optimize its workforce and
improve its finances. By assigning employees to
understaffed functions as needed, the agency
could reduce its headcount and lower labor costs
through improved efficiency.

Exploring modifications to collective bargaining
for compensation: The Postal Reorganization Act
of 1970 allows postal employees to collectively
bargain over compensation. However, some
stakeholders have suggested adjustments that

impact USPS's finances.”

The following items reflect concepts that have been
mentioned in broader policy discussions. The OIG is

not recommending or endorsing any course of action

and the risks and implications of such measures
would require careful consideration:

" Increasing workforce flexibility: Some
stakeholders have proposed making it easier for

would limit the scope of this right. If compensation
was no longer subject to collective bargaining and
wages were instead adjusted gradually to more
closely reflect broader labor market conditions,
this could potentially lead to reductions in labor
costs. The financial benefits to USPS would accrue
over time as future wage growth or overall payroll
expenses may moderate in response to market
and financial conditions.

12 The Postal Service chose not to provide feedback to the OIG on this section of the white paper.
13 U.S. Postal Service Office of Inspector General, Grievance Management, Report No. 25-068-R26, January 15, 2026, https:/www.uspsoig.gov/reports/audit-reports/

grievance-management, p. 4.
14 lbid, p. 9.

15  Wildcat strikes are undertaken by employees without the consent of their respective national union leaders. The Great Postal Strike of 1970, the largest wildcat strike in
U.S. history, was initiated by local New York leaders of the National Association of Letter Carriers (NALC) and grew to involve postal workers from more than 30 major

cities.
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" Requiring the arbitrator to consider the Postal Service’s finances: Congress could revise the statutory
framework for USPS's collective bargaining to ensure that binding arbitration takes the agency’s financial
condition into account. This change could moderate the growth of personnel costs, including future wage
and benefits adjustments.

The Estimated Economic Impact

" Increasing workforce flexibility: The Postal Service could have saved approximately $27 million annually
in cross-craft grievance payments between FYs 2022-2024 had restrictions been removed. In addition,
when one craft has extra capacity while another craft has too much work, cross-craft flexibility would allow
managers to redirect available workers, potentially reducing overtime hours. As a hypothetical example,
in divisions with above-median overtime use, reducing clerk and mail handler overtime hours to align with
the median — a reduction of 0.9 percentage points — would correspond to additional annual savings of
approximately $130 million.”

" Exploring modifications to collective bargaining for compensation: The Postal Service may be able to
reduce its labor costs if compensation was no longer subject to collective bargaining. However, lower
compensation could increase turnover and have an adverse effect on productivity, offsetting some cost
savings. Further, even if collective bargaining over compensation was ended, cost savings would likely be
realized gradually, over time. For example, rather than suddenly reduce the wages of its current employees,
the Postal Service might freeze wages or slow their growth until they match comparable private sector
average market rates. As a purely illustrative example, if the Postal Service’s base wages were brought into
line with comparable private sector positions in the U.S. where collective bargaining is limited, USPS could
have achieved a potential base wage cost reduction of up to $6.5 billion in FY 2025.

" Requiring the arbitrator to consider the Postal Service's finances: Quantifying how an arbitrator would
factor in the Postal Service's financial condition is inherently speculative, as it requires making various
hypothetical economic assumptions. However, our review of Postal Service arbitration rulings between
FY 2020-2025 found one award, which applied to a single postal union, that resulted in up to $1.1 billion
more in wage costs in FY 2024 and FY 2025 combined, compared to a status quo with no wage growth over
the period. This example suggests that if financial considerations were applied in arbitration cases with all
postal unions, the resulting cost savings for the Postal Service could be significant.

The Stakeholder(s)

If broadly implemented, these changes would affect the vast majority of Postal Service employees and their
representative labor unions. Changes to collective bargaining rules could negatively impact employees’
future compensation.

The Decisionmaker(s)

Binding arbitration and the right of Postal Service employees to bargain collectively (including for
compensation) are codified in the PRA, so modifications would require congressional action. Requiring an
arbitrator to consider the Postal Service's financial condition would also require changing the law. Other
changes to CBAs, such as allowing more cross-craft work, would require the Postal Service and its labor
unions to renegotiate contract terms.

16 U.S. Government Accountability Office, U.S. Postal Service: Action Needed to Fix Unsustainable Business Model, Report No. GAO-26-107336, December 2025, https:/
wWww.gao.gov/assets/gao-26-107336.pdf, p. 4.
17 Clerks and mail handlers were selected because these crafts account for the most grievance payments.
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o.o Enacting Benefits
' e Reform Stakeholder Involvement

INVEST THE POSTAL SERVICE’S CSRS High

AND FERS ASSETS IN A DIVERSIFIED Timeframe
PORTFOLIO Long-Term
Impacted Stakeholder(s)
Postal Employees & Retirees
The Postal Service incurs significant annual expenses to sustain its Decision-Maker(s)
employee pensions, and its current funds are not sufficient to cover Congress

the estimated cost of future benefit payments. Career USPS employees
participate in one of two defined benefit pension programs: the Civil
Service Retirement System (CSRS) or the Federal Employees Retirement
System (FERS). USPS and its employees contribute to the funds,

with benefits paid out upon retirement.’* At the end of FY 2025, the
Postal Service's FERS and CSRS funds held only 71 cents for every dollar the agency is projected to owe future
beneficiaries, with a combined unfunded liability estimated at $103.6 billion. Pension amortization expenses
represented over half of USPS’s $9 billion net loss in FY 2025, and the agency'’s total pension expenses,
including normal costs and amortization payments, amounted to $10.3 billion in FY 2025, or 12 percent of the
agency'’s total expenses. However, USPS only made $6.5 billion in actual payments, defaulting on most of its
amortization expenses.

Potential Solution(s)

Improving investment returns on retirement assets would extend the life of the funds, position the

Postal Service to meet its future obligations to retirees, reduce or eliminate required amortization payments,
and free up cash for the agency to invest in its operations. Currently, federal law requires that CSRS and FERS
assets be invested exclusively in low-risk U.S. Treasury securities. This differs from state and local governments
and private sector pension plans which diversify their investments to balance risk and long-term
performance. Historically, stocks and corporate bonds have significantly outperformed Treasury securities,
and a 2023 OIG analysis found that the Postal Service's CSRS and FERS funds would have had an additional
$864 billion in combined assets had they been invested in a portfolio of 60 percent stocks and 40 percent
bonds.” However, should a diversified portfolio underperform Treasuries or incur losses, the resulting increase
in unfunded liabilities would necessitate higher annual amortization payments to maintain required funding
levels.

The Estimated Economic Impact

The economic impact and the time it would take to realize financial benefits depend on the investment
strategy and the performance of the bond and equity markets. Assuming at least full funding of the

Postal Service’s CSRS and FERS funds in FY 2025, the agency'’s costs would have been reduced by $5.3 billion,
the total amortization expense.

Financial Impact
High

18 Unlike other federal agencies, USPS makes its contributions from agency revenues rather than federal appropriations.
19  Assuming funds were invested in a 60/40 portfolio since 1972 for CSRS and 1988 for FERS.
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The Stakeholder(s)

Changes to the Postal Service's retiree asset investments would directly affect OPM and the Department of the
Treasury. OPM is the plan administrator for CSRS and FERS, while the Department of the Treasury is responsible
for investing the funds. Improved CSRS and FERS funding levels would also bring security to future USPS
retirees.

The Decisionmaker(s)

Congress would need to pass legislation authorizing the Postal Service’s retirement assets to be invested in
instruments other than Treasury securities.
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INVEST THE POSTAL SERVICE’S PSRHBF ASSETS IN
A DIVERSIFIED PORTFOLIO

The Challenge

The Postal Service Retiree Health Benefits Fund (PSRHBF) is projected

to be depleted in FY 2032, at which point USPS will be required to make
annual payments estimated at approximately $6 billion to fund retiree
health benefits. Currently, the Postal Service’s share of the payments
comes from the PSRHBF, established by Congress in 2006. When
Congress established the fund, it required USPS to make 10 pre-funding
payments of $5 billion each from FYs 2007 to 2016 to ensure the agency
could meet its obligation to future retirees. The Postal Service made
just four of the 10 payments, citing a deteriorating financial condition,

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Long-Term

Impacted Stakeholder(s)
Postal Employees & Retirees

Decision-Maker(s)
Congress

Financial Impact
High

and Congress repealed the pre-funding requirement in 2022. While
the Postal Service has not contributed to the fund since 2010, the fund
continues to make payments on behalf of retirees.

Potential Solution(s)

Diversifying how PSRHBF assets are invested could significantly extend the life of the fund and delay the
Postal Service’s looming annual payments of retiree health premiums in FY 2032. Like CSRS and FERS, current
law requires PSRHBF assets to be invested in low-risk U.S. Treasury securities. Better returns would extend the
life of the fund and delay the need for USPS to make annual payments from its operating revenue once the
fund is depleted. A 2023 OIG analysis found that the PSRHBF would have had a substantially higher balance
had its assets been invested in a portfolio of 60 percent stocks and 40 percent bonds since 2007.2° Higher
returns would better protect the capital set aside for future retiree health premiums. However, a diversified
portfolio carries the risk of underperformance or negative returns, which could accelerate the depletion of the
PSRHBF and reduce the funds set aside to pay USPS retiree health premiums.

The Estimated Economic Impact

The economic impact and the time it would take the Postal Service to realize financial benefits depend on

the investment strategy and the performance of the corporate bond and equity markets. Strong bond and
equity market returns could prolong the life of the fund and delay the need for the Postal Service to make
annual payments for retiree health benefits, currently projected to be approximately $6 billion once the fund is
depleted in 2032.

The Stakeholder(s)

Postal Service retirees could benefit if higher investment returns extended the life of the PSRHBF. OPM and the
Department of the Treasury would also be affected by changes to the PSRHBF's investment strategy. OPM
manages the PSRHBF while Treasury is responsible for investing its assets.

The Decisionmaker(s)

Congress would be required to pass legislation authorizing PSRHBF assets to be invested in instruments other
than Treasury securities.

20 U.S. Postal Service Office of Inspector General, Historical Analysis of USPS Retirement Fund Returns, Report No. RISC-WP-23-005, April 26, 2023, https:/www.uspsoig.
gov/reports/white-papers/historical-analysis-usps-retirement-fund-returns.
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CHANGE THE ALLOCATION OF CIVIL SERVICE IMPACT SUMMARY
RETIREMENT SYSTEM COSTS TO REDUCE THE

PORTION OWED BY USPS Stakeholder Involvement
High

The Challenge Timeframe

When Congress established the Postal Service in 1971, USPS inherited Short-Term

thousands of employees from the old Post Office Department. These Impacted Stakeholder(s)

legacy workers are part of the CSRS, a defined benefit pension ¥ Office of Personnel

program. Under current law, the total cost of CSRS benefits for these Management

employees is shared between USPS and the federal government. ¥ General Public

However, the Postal Service has disputed the allocation methodology
used by OPM, arguing that it is unfairly burdened with billions of dollars
in extra costs.

Decision-Maker(s)
Congress

Financial Impact
To determine the federal government’s share of the liability, OPM High

assumes that an employee never received a pay increase, and

their salary was effectively frozen from 1971 onwards. Using this

methodology, the Postal Service is responsible for 100 percent of all pension increases resulting from raises,
promotions, and cost-of-living adjustments that occurred since 1971. A 2018 OIG white paper found that an
employee could work half their career for the Post Office Department and half for the Postal Service, but USPS
would bear 70 percent of that employee’s retirement costs.?!

Potential Solution(s)

OPM could reallocate the Postal Service’s CSRS pension liability using a different methodology. A 2018 OIG
audit estimated that USPS’s CSRS fund balance would be $80 to $111 billion larger had OPM used either:

" The “years of service” method which allocates The Stakeholder(s)

full costs by how many years the employee spent  OPM would be tasked with applying a different

at each organization, or allocation methodology and would need to
recalculate decades of data. Other federal

agencies could also be impacted, as reducing the
Postal Service’'s CSRS liability would increase their
liabilities. Finally, the public would be affected if
Congress were to appropriate more money to cover
the government’s additional liability. USPS employees

The Estimated Economic Impact would not be impacted as changing the allocation

Changing how the CSRS liability is allocated could methodology would not alter their benefits.
fully fund the Postal Service’'s CSRS plan and eliminate

$3.1 billion in annual amortization payments. Beyond
immediate cash flow relief, CSRS surplus funds can,
by law, be transferred to the PSRHBF. This would also
help stabilize retiree healthcare for the long term.

" The “benefit accrual” method which uses the
employee’s final “high-three” salary to determine
the federal government'’s portion, acknowledging
that salaries naturally rise over the length of a
career.

Legislation is required to compel OPM to change
its allocation methodology, as confirmed in a 2024
Department of Justice memorandum.?

21 U.S. Postal Service Office of Inspector General, Update on the Postal Service’s Share of CSRS Pension Responsibility, Report No. RARC-WP-18-009, May 7, 2018, https:/
WWW.USPsoig.gov/reports/white-papers/update-on-postal-services-share-csrs-pension-responsibility, p.2.

22 U.S. Department of Justice, Office of Legal Counsel, Whether the United States Postal Service Bears Responsibility for the Cost of Certain Civil Service Retirement
Benefits Paid to Its Employees, March 26, 2024, https://www.justice.gov/olc/opinion/whether-united-states-postal-service-bears-responsibility-cost-certain-civil-service.
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ADOPT A NEW PENSION MODEL

The Challenge

To conserve cash amid liquidity challenges, the Postal Service
suspended its employer contributions to its defined pension plan, FERS,
in April 2026. The Postal Service estimated this will save $2.5 billion for
the remainder of the fiscal year. However, this default will increase
future amortization expenses and add to the agency's unfunded
pension liabilities.

In FY 2025, the Postal Service's FERS expenses totaled $7.2 billion,
constituting more than three-quarters of the agency’s $9 billion net
loss. These costs consisted of $5.1 billion in “normal costs” — the amount
required to fund benefits earned by employees during that year — and
a $2.2 billion amortization payment to address unfunded liabilities.
From FY 2014 to 2021, USPS defaulted on all FERS amortization payments
to preserve liquidity and since 2021 the agency has only made partial

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Short-Term to Long-Term

Impacted Stakeholder(s)
Postal Employees

Decision-Maker(s)
¥ Congress

B Postal Service & Postal Labor
Unions

Financial Impact
High

amortization payments. At the end of FY 2024, USPS had $43.3 billion in unfunded FERS liabilities, in addition to

$58.1 billion in unfunded CSRS liabilities.

The Solution(s)

To lower the Postal Service's retiree benefit expenses, Congress could consider several options:

® Reducing the amount USPS is required to contribute to FERS: USPS would continue to participate in FERS,
but the size of its required employer contributions would be reduced. However, smaller contributions could
result in a funding gap that would need to be addressed through reduced employee benefits, higher
employee contributions, or congressional appropriations to cover unfunded liabilities.

® Closing the Postal Service's FERS benefit program to new employees or freezing the FERS plan entirely: If
FERS were closed to new employees, current employees would continue to accrue benefits. If it were frozen,
current employees would retain their accrued benefit, but no additional benefits would be accrued.

" Transitioning to a defined contribution or hybrid retirement model with lower employer costs: These
models, common among public and private-sector employers, generally shift more investment risk and

funding responsibility from the employer to the employee.

Changes to the Postal Service’s pension model could apply to all employees, or only to employees who joined

the agency after the changes were adopted.
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The Estimated Economic Impact

® If FERS benefits were ended for Postal Service employees and USPS was no longer required to fund FERS
normal costs, the agency would save over $5 billion a year.

® More incremental adjustments, such as revising the Postal Service’s FERS contribution rate or reducing
FERS benefits for new hires, would have a smaller near-term financial impact on USPS but would also
affect a more limited portion of the workforce. Because most current employees would continue earning
benefits under the existing system, applying changes only to new employees would take many years to
meaningfully lower overall costs. The financial effects would emerge gradually as the current workforce
retires.

Future OIG work will explore the financial impact of various alternative models.

The Stakeholder(s)

Postal Service career employees covered by FERS and the unions that represent them would be directly
impacted. Any reduction in retirement benefits would likely be unpopular, particularly if it shifted additional
financial responsibility onto employees. Additionally, changes to pensions may reduce the appeal of the
Postal Service as an employer and could result in employees receiving different benefits for doing the same
work depending on when they were hired.

In addition, USPS may need to establish fair transition arrangements for employees who have contributed to
FERS but have not yet worked long enough to qualify for benefits at the time the plan is frozen or closed.

The Decision-Maker(s)

Modifying the Postal Service’s pension model would require Congress to pass legislation. Congress could
also choose to maintain the Postal Service’s current model, but pay for benefits on USPS’s behalf with an
appropriation. Implementing changes to USPS employee benefits may also have to be negotiated with
labor unions.
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AMEND THE FUNDING OF RETIREE HEALTH
BENEFITS

The Challenge

Like other federal agencies, the Postal Service is required to provide
retiree health benefits to employees with five years of service and
continuous enrollment in a federal healthcare plan at their time of
retirement. The Postal Service pays its share of these costs from the
Postal Service Retiree Health Benefits Fund (PSRHBF). The PSRA of 2022
provided the Postal Service with some relief from its retiree healthcare
expenses by requiring new USPS retirees to enroll in Medicare Part B.
However, the PSRHBF is expected to be depleted in 2032, at which point
the Postal Service will be responsible for making annual retiree health
benefit payments estimated at about $6 billion.?

The Solution(s)

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Long-Term

Impacted Stakeholder(s)
¥ Postal Employees

B General Public

Decision-Maker(s)
Congress

Financial Impact
Medium

Two approaches would reduce the Postal Service's retiree health benefits expenses:

® Closing retiree health benefits to new and non-vested employees: If the Postal Service closed retiree
health benefits to new and non-vested employees, only current retirees and current employees who are
already vested would be eligible for health benefits upon retirement. Over time, if newly hired and non-
vested employees were restricted from retaining their federal health insurance upon retirement, the
Postal Service's retiree health benefits costs would decrease significantly and eventually be eliminated.
Employees not participating in the Postal Service's retiree health benefits plan would still be eligible to
enroll in Medicare at age 65, which provides primary coverage to USPS employees who retired on or after

January 1, 2025 through Medicare Part B.

® Receiving a Congressional appropriation: Congress could maintain retiree health benefits for all current
and future USPS employees by appropriating funds to pay for them, as it does for other federal agencies.

The Estimated Economic Impact

Cost savings from ending retiree health benefits for new hires and non-vested employees would be slow to
accrue initially, but could rise to an estimated $1.2 billion by 2040 assuming these benefits were discontinued
at the beginning of FY 2026. The savings from ending these benefits would grow as the number of retirees
receiving them decreases and the number of employees retiring without them increases. The savings from
ending these benefits dramatically increases after 2031, once current PSRHBF funds are depleted. For example,
total savings in the first five years after ending the benefit could be approximately $237 million, but the savings

in 2032 alone could be up to $257 million.

23 U.S. Postal Service Office of Inspector General, Postal Retirement Funds in Perspective.: Historical Evolution and Ongoing Challenges, Report No. RISC-WP-24-002,
January 8, 2024, https://www.uspsoig.gov/reports/white-papers/postal-retirement-funds-perspective-historical-evolution-and-ongoing.
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Table 4: Cost effects from discontinuing retiree health benefits for new hires and non-vested
employees, FY2026-FY2040

FiscalYear 226 27 28 29 ‘30 31 32 ‘33 34 35 36 37 38 39 40

Cost Savings . 4 13 27 44 149 257 365 458 559 667 784 901 1028 1165
($ Millions)

The Stakeholder(s)

If retiree health benefits were closed to new and non-vested employees, many Postal Service employees
and their unions (which collectively bargain for these benefits on behalf of their members) would lose access
to retiree health benefits. Ending these benefits would likely harm employee morale and cause turnover to
increase. Congress would be required to appropriate funds if legislators decided to maintain retiree health
benefits for current and future postal employees similar to other federal agencies.

The Decisionmaker(s)

Congressional action would be required to modify or end the Postal Service's retiree health benefit program.
Implementing changes to retiree health benefits, even if authorized by Congress, may need to be collectively
bargained.
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Reducing Operational
SY Costs

OUTSOURCE THE MIDDLE MILE

The Challenge

Middle mile operations, encompassing all activities between mail
collection and delivery, represent a significant financial burden for the
Postal Service, costing $23.3 billion in FY 2025 and accounting for over
25 percent of total operating expenses. The USPS network was designed
to process and transport a high volume of letter mail across the nation.
Many middle mile costs, including some labor expenses, processing
equipment, mail transport vehicles, and facility space, are fixed and

do not fully fluctuate with volume. Significant fixed costs can limit the
Postal Service's ability to quickly adjust to mail and package volume
fluctuations or changing financial conditions.

Potential Solution(s)

IMPACT SUMMARY

Stakeholder Involvement

Medium

Timeframe
Long-Term

Impacted Stakeholder(s)
¥ Postal Employees

B Private Sector Mailers and
Consolidators

Decision-Maker(s)
" Postal Service

¥ Postal Regulatory Commission

Financial Impact
Medium

Some stakeholders propose that the Postal Service should focus on mail collection (first mile) and delivery
(last mile), while outsourcing middle mile operations to the private sector. This approach would significantly
expand existing worksharing arrangements and transportation outsourcing, and it assumes that competing
private entities would have more flexibility to provide cheaper and more efficient middle mile services than
the Postal Service.* In this model, USPS would transition from an end-to-end service provider to one that
focuses exclusively on the first and last mile, with private sector consolidators competing for pickup, long-
haul transportation, processing, and local transportation. While USPS would remain the public face of the
mail, handling collection and final delivery, its role would evolve from provider to coordinator of the middle
mile, enforcing rigorous standards for mail security and service performance across its contracted partners.
Outsourcing the middle mile would mark a sharp reversal of the DFA plan, which prioritized insourcing
transportation and investing heavily to reconfigure the processing network.

The Estimated Economic Impact

Analysis indicates that substituting the Postal Service's FY 2025 middle mile labor expenditures with private
sector equivalent positions could yield $1.3 billion in cost savings. This represents a direct, static comparison
of labor rates between USPS and private sector providers of middle mile services and is therefore a potential
gross savings based on labor arbitrage. This estimate is based solely on base wage labor cost reductions
and excludes non-labor middle mile costs such as facility space and equipment depreciation.” It also
excludes any impact on productivity or efficiency. Labor comprises a large share of the Postal Service's middle
mile costs. The total net savings may be higher or lower, depending on realized efficiency gains or losses,
contractor profit margins, and other outsourcing cost effects, which were not modeled.

24 Worksharing refers to a partnership with mailers in which they complete work the Postal Service would otherwise have to do itself. Tasks can include presorting, pre-
barcoding, or transporting mail. In exchange, the Postal Service offers a postage rate discount.

25 Base wage includes wages and salaries only, and does not include employer costs of nonwage benefits such as health insurance or employer contributions to
retirement plans.
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In practice, the Postal Service would likely incur administrative costs associated with establishing and
managing contracts to cover the entirety of middle mile operations. It would also take time for the

Postal Service to reduce its middle mile workforce through attrition or separation. However, the agency could
generate additional revenue by selling or leasing its real estate, mail transportation vehicles, and processing
equipment.

The Stakeholder(s)

Postal Service employees who process and transport mail would be impacted if the agency outsourced
its middle mile operations, as the agency would no longer require a large complement of mail handlers,
processing clerks, and Postal Vehicle Service personnel. Private sector mailers accustomed to the current
worksharing model would also be impacted, as would firms presented with new opportunities to bid on
processing and transportation work that USPS currently completes itself.

The Decisionmaker(s)

The Postal Service can decide on its own to outsource its middle mile activities. However, the agency may
need to seek advisory opinions from the PRC and demonstrate the financial benefit of outsourcing its middle
mile operations. The Postal Service may also need to negotiate how to downsize the middle mile workforce
with its unions.
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OUTSOURCE THE RETAIL NETWORK

The Challenge

The Postal Service directly operates more than 30,000 post offices
across the country, a significant fixed cost for the agency. Customer
visits to post offices have fallen sharply, and retail revenue declined

37 percent between FYs 2001 and 2024. Despite these trends, the
overall number and distribution of post offices across the country have
remained largely unchanged. Retail access is one part of the USO, but
unlike in other countries there are no criteria mandating the number of
post offices or their location. The postal retail network overall generates
more revenue than it costs to operate. However, if current cost and
revenue trends continue, the network may become unprofitable in the
future. In addition, the Postmaster General stated in March 2026 that
58 percent of individual post offices operate at a loss.? With more than
half of its locations failing to make a profit, the Postal Service's retail
network may not be optimally configured to deliver on its mission in the
most financially sustainable manner.

Potential Solution(s)

IMPACT SUMMARY

Stakeholder Involvement

Low

Timeframe
Medium-Term

Impacted Stakeholder(s)
® General Public

¥ Retailers
¥ Postal Employees

Decision-Maker(s)
" Postal Service

¥ Postal Regulatory Commission
¥ Postal Labor Unions

Financial Impact
Medium

The Postal Service could outsource a higher percentage of its retail network. The agency currently outsources
6 percent of its retail network, and the number of outsourced locations has decreased by about half since FY
2000. Outsourcing can keep fixed costs down by reducing the need to directly maintain, operate, and staff
post offices. Instead, the Postal Service would compensate retailers for providing postal services based on an
agreed-upon fee structure such as a flat fee, a commission based on customer transactions, or both. Many
international posts have adopted a franchise model, recognizing that the variable costs are generally lower.

A key challenge for the Postal Service could be securing and sustaining retail partnerships amid a shrinking
and less profitable mail market and declining post office foot traffic. Additionally, current CBAs and federal
laws prohibiting the closure of small post offices solely for operating at a loss would present challenges for the
Postal Service if it attempted to outsource the retail network on a widescale basis.

The Estimated Economic Impact

Outsourcing the retail network could reduce labor, management, rent, and other non-personnel costs, with
annual estimated savings ranging from $1.0 to $1.6 billion. This estimate assumes that the Postal Service only
outsourced post offices without a co-located delivery unit. These facilities comprised about 36 percent of the

post office network in FY 2024.

26 Oversight of the U.S. Postal Service: The Financial Future Under Postmaster General Steiner, House Committee on Oversight and Government Reform, Subcommittee
on Government Operations, 119" Congress (2026) (statement of David Steiner, Postmaster General and Chief Executive Officer of the U.S. Postal Service), https:/
oversight.nouse.gov/hearing/oversight-of-the-u-s-postal-service-the-financial-future-under-postmaster-general-steiner/.
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The Stakeholder(s)

The public would lose access to some USPS-operated post offices but may gain additional access to postal
services if the third-party retailers offered longer operating hours or more convenient locations. Retail partners
could benefit from additional revenue and increased foot traffic as customers seeking postal services

visit their stores. Finally, outsourcing retail locations would lead to labor reductions, impacting post office
employees and their unions.

The Decisionmaker(s)

The Postal Service has the authority to outsource retail functions, but a nationwide shift would require USPS
to seek a PRC advisory opinion, and may require negotiations with labor unions and congressional action to
amend statutes that currently protect local post offices from closure.
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CONVERT DOOR DELIVERY POINTS TO CURBSIDE IMPACT SUMMARY
OR CLUSTER BOX

Stakeholder Involvement

Low
The Challenge

Timeframe

Due to volume declines, the Postal Service delivers less mail to more

addresses every year, driving up costs per delivery point. In FY 2025, Medium to Long-Term

USPS added 1.8 million delivery points to its network but delivered Impacted Stakeholder(s)
3.8 billion fewer pieces of mail compared to the prior year. Mail is " General Public
typically delivered at a door, curb, or centralized mailbox. Although " Postal Employees

centralized delivery has been the Postal Service’s preferred method

for new residences since 2018, almost a quarter of all delivery points

in FY 2025 still had a door mailbox, which is more labor intensive and
more costly than other modes.?”” For example, looking only at city carrier

" Mailers

Decision-Maker(s)
" Postal Service

costs in FY 2025, the Postal Service estimates that each door delivery ¥ Postal Regulatory Commission
point cost $267 per year compared to $233 for a curbside delivery Financial Impact
point, $157 for a cluster box delivery point, and $109 for a centralized Low to High

delivery point other than a cluster box.

Potential Solution(s)

The Postal Service could reduce delivery costs by converting some or all door delivery points to curbside or
centralized. As of FY 2025, approximately 36 million delivery points still received door delivery. To successfully
convert door delivery points, the Postal Service would likely be responsible for purchasing and installing new
cluster boxes in existing housing developments. Moreover, the Postal Service and homeowners’ associations
(or individual homeowners in neighborhoods without HOAs) would have to coordinate to maintain the cluster
boxes. Mailboxes for curbside delivery and cluster boxes for centralized delivery also have limited capacity for
packages, necessitating some ongoing door delivery and eroding some of the cost savings.

The Estimated Economic Impact

Converting door delivery points on city routes to curbside or cluster box could result in at least $825 million in
annual labor cost savings. This estimate does not consider non-labor cost savings, such as transportation.
Additionally, the estimate only reflects work hour savings from converting door delivery points to curbside or
cluster box. Converting door delivery points could also enable the Postal Service to consolidate its routes and
reduce the number of carriers it needs, substantially increasing the cost savings.®

27 In comparison, around 40 percent of all delivery points received curbside delivery and 36 percent centralized delivery including cluster boxes.
28 Some labor cost savings would be offset if the Postal Service were required to purchase the CBUs. We estimate total CAPEX of approximately $1.3 billion for the initial
cost of the CBUs. This corresponds to approximately $116 million in yearly depreciation.
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The Stakeholder(s)

The public, mailers, Postal Service employees, and their unions would all be impacted. Residents receiving
door delivery may perceive curbside or centralized delivery as a reduction in service, it may present
accessibility challenges for vulnerable residents, and it could result in lower engagement with the mail and
a corresponding volume decline if residents make less frequent trips to their mailbox. Finally, efficiency
gains from curbside or centralized delivery could lead to a reduction in the carrier workforce, likely drawing
opposition from postal labor unions.

The Decisionmaker(s)

The Postal Service could decide on its own to convert door delivery points. The agency revised internal policies

to restrict curbside delivery for new developments in 2012 and instituted centralized delivery as the preferred
delivery mode in 2018.* Since reducing or ending door delivery could be considered a nationwide change in
service, the Postal Service may need to seek an advisory opinion from the PRC.

29 U.S. Postal Service, Mode of Delivery, March 2024, https://about.usps.com/who/government-relations/assets/postal-101-mode-of-delivery.pdf.
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REDUCE DELIVERY DAYS

The Challenge

The Postal Service is required by law to deliver mail six days a week
nationwide, including on unprofitable routes. However, it has become
increasingly difficult for the Postal Service to cover the cost of frequent
mail delivery as mail volume declines and delivery points increase.

Potential Solution(s)

To lower delivery costs, the Postal Service could reduce delivery
frequency. Some international posts have reduced mail delivery to five
or three days per week or instituted alternate-day delivery.*® Decreasing
delivery days could allow USPS to scale back its delivery network and
reduce labor, processing and transportation costs.

® One option would be for the Postal Service to reduce the delivery of
both mail and packages to five days a week.

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Medium-Term

Impacted Stakeholder(s)
® General Public

¥ Postal Employees
¥ Some Mailers & Shippers

Decision-Maker(s)
Congress

Financial Impact
High

¥ Other approaches could include moving to a three-day delivery schedule or reducing delivery frequency
only for mail. However, given that major competitors already provide Sunday delivery and the U.S. mail
market remains significantly larger than in most other countries, further reducing delivery days could make
USPS parcels less competitive and accelerate the ongoing shift from mail to digital alternatives.’!

The Estimated Economic Impact

According to PRC estimates, the Postal Service would have saved $3.4 billion in FY 2024 if it provided residential
mail and package delivery five days a week instead of six.3? This estimate does not consider any revenue

that would be lost by reducing delivery by one day. Further study is needed to evaluate the cost savings of
other delivery models, such as reducing mail delivery to five or fewer days per week but continuing to deliver

packages at least six days per week.

The Stakeholder(s)

Delivering mail fewer than six days a week would reduce service to the public. Fewer delivery days could result
in a potential reduction in letter carriers, which would pose a concern for postal labor unions. Mailers and
shippers who send time-sensitive items like pharmaceuticals or bank statements may also experience delays

if delivery frequency were reduced.

The Decisionmaker(s)

Current law mandates six-day delivery, and Congress would need to pass legislation allowing the

Postal Service to reduce delivery days.

30 U.S. Postal Service Office of Inspector General, International Approaches to Adjusting the Universal Service Obligation, Report No. RISC-WP-25-007, September 30,
2025, https://www.uspsoig.gov/reports/white-papers/international-approaches-adjusting-universal-service-obligation, p. 4.
31 U.S. Postal Service Office of Inspector General, A Comparative Study of International Postal Models, Report No. RISC-WP-25-001, February 27, 2025, https:/www,

uspsoig.gov/reports/white-papers/comparative-study-international-postal-models, p. 1.

32 Postal Regulatory Commission, Annual Report to the President and Congress FY 2025, https://prc.arkcase.com/api/pre-dockets/filing/

downloadFile?fileld=251386&inline=true, pp. 38-39.
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STOP PROVIDING SELECT USO SERVICES

The Challenge

To meet its USQ, the Postal Service must provide certain services
nationwide regardless of cost. This includes operating post offices

in rural and remote communities and subsidizing programs such as
the Alaska Bypass Service.* The law also requires the agency to offer
certain mailers free or reduced rates (including some Marketing Mail,
Periodicals, and Library Mail), charge uniform prices for First-Class Mail
and Media/Library Mail no matter the distance traveled, and fund the
Postal Inspection Service from its own revenue.

Potential Solution(s)

As an alternative to receiving government funding, reducing the scope
of the USO would lower the agency’s costs.3* Outside the U.S,, several
posts have taken this step in response to declining mail volume and

IMPACT SUMMARY

Stakeholder Involvement

High

Timeframe
Short to Medium-Term

Impacted Stakeholder(s)
" General Public and Businesses

¥ Postal Employees
" Some Mailers

Decision-Maker(s)
Congress

Financial Impact
Low to High

deteriorating financial health. Changes to the USO implemented by other countries include reducing delivery
days, slowing service standards, reducing the number of post offices and other access points, and changing
the products included under the USO. Before modifying the scope of the USO, some posts conducted surveys
and held consultations with stakeholders to understand the types of postal services that users need, and to
generate buy-in for the proposed changes. Ultimately, policymakers must determine how to balance cost

cutting with ensuring access to postal services for all communities.

The Estimated Economic Impact

According to the PRC, excluding six-day delivery, the USO cost $3.2 billion in FY 2024.% This consists of providing
preferred rate discounts ($1.2 billion), maintaining small post offices ($840 million), funding the Postal
Inspection Service ($593 million), periodicals losses ($338 million), the Alaska Bypass Service ($134 million),*
uniform First-Class Mail rates ($73 million), and offering Group E Post Offices Boxes ($39 million).?”

The Stakeholders(s)

Reducing the USO could limit access to essential postal services for the public and businesses, with an
outsized impact felt in rural and remote communities. It could also increase prices for some mailers.
Additionally, depending on which services were reduced or discontinued, employees could face

reassignments or workforce reductions.

The Decisionmaker(s)

Congress would be required to pass legislation to permit the Postal Service to stop providing existing USO

services. In 2022, Congress mandated six-day delivery in the PSRA.

33 Alaska Bypass Service allows mailers to ship food and other cargo via air directly to rural customers in Alaska whose communities are not reachable by road, bypassing
the Postal Service’s network. Commmercial airline carriers deliver these goods on pallets to airports in either Anchorage or Fairbanks. Smaller airline companies or
independent pilots then transport these goods to remote communities that are only accessible by air, with the Postal Service paying the cost of air transportation.

34 If the scope of the USO is reduced, Congress might also choose to partially or fully eliminate the letter and mailbox monopolies. The monopolies were intended to help

offset the cost of the USO.

35 Six day delivery instead of five is also a component of the USO, estimated by the PRC to cost $3.4 billion in FY 2024. Because it is already discussed as a stand-alone

cost-reduction option earlier in the paper, we do not include it again here.

36 The Postal Service states that the current methodology allows only partial cost allocation to Alaska Bypass, underestimating its actual cost.
37 Postal Regulatory Commission, Annual Report to the President and Congress FY 2025, https://prc.arkcase.com/api/pre-dockets/filing/

downloadFile?fileld=251386&inline=true, pp. 31-40.
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Restoring Financial Health May Require
Multiple Reforms

Already under financial strain, the Postal Service
faces systemic pressures and looming headwinds.
With billions of dollars in retiree health benefit
payments coming due in the next several years,

the agency’s losses could deepen substantially.
Addressing these financial hurdles likely will require
reforms that offer both immediate budget relief and
a path to long-term financial stability.

While this paper presents a wide range of potential
solutions, none of the 15 options alone would be
sufficient to fully eliminate annual net losses in the
near term. Furthermore, only five of these options
can be enacted by the Postal Service without
congressional action, and even these options would
require the renegotiation of CBAs, PRC approval, or
a non-binding advisory opinion from the PRC. The
five include modifying the Market Dominant price
cap, converting door delivery points to curbside

or cluster box, restructuring the Postal Service’s
workforce, and outsourcing the middle mile and
the retail networks. Certain options described in this
paper mirror legislative and administrative reforms
recently advocated by the Postal Service. These

reforms include adjusting Market Dominant pricing by

modifying the price cap system (page 8), changing
workers’ compensation rules (page 11), investing
retirement assets in a diversified portfolio (page 17),
securing CSRS allocation relief (page 20), receiving a
public service appropriation (page 46), and raising
the agency’s borrowing limit (page 50).

Addressing the Postal Service's persistent and
significant net losses likely will require a combination
of reform options. Congress, the PRC, and the

Postal Service will need to decide which combination
of revenue-generating and cost-saving options to
pursue. Ultimately, restoring the Postal Service to
good financial health will require trade-offs. This will
entail weighing cost-cutting measures that impact
employees and service quality against revenue-
generating solutions that would preserve employee
protections and USPS infrastructure, but may require
taxpayer subsidies and higher prices.

In combination, the options presented in this white
paper offer multiple pathways for restoring the
Postal Service’s financial health. The OIG provides
examples of four pathways — or scenarios (Figure 4).
Each scenario specifies different goals and funding
models for the Postal Service, ranging from a public
service agency that continues to provide a full
complement of services but receives substantial
government funding, to a significantly downsized
agency that is allowed to operate more like a
business, and with minimal government funding.
The scenarios include options that would provide
immediate financial relief as well as options that
provide benefits over a longer term, mainly through
the reduction of retirement-related expenses.

38 United States Postal Service, Postal Service Reform Act of 2022 Section 207 Report, June 2, 2026, https:/prc.arkcase.com/api/prc-dockets/filing/

downloadFile?fileld=254319&inline=true, pp. 3-5.
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Figure 4: Four Potential Scenarios for Addressing the Financial Gap

Maintaining
Service with
Substantial

Reducing
Controllable
Costs, with

Reducing Service
with Minimal
Public Funding

Maintaining
Financial Self-
Sustainability

with Substantial
Cuts to Service

Government
Action on
Uncontrollable
Costs

Government
Funding

The Postal Service
aggressively moves to
bring costs in line with
revenue by streamlining
its operations and no
longer providing some
unprofitable services. In
doing so, the agency
downsizes its public
service role.

The Postal Service
remains self-funded but
has latitude to pursue
break-even financial
performance and is
permitted to operate
more like a private
business. Loss-making
services are reduced
substantially, labor
costs are cut, and
access to postal
services is significantly
reduced

The Postal Service
prioritizes serving the
public interest and
delivering services to
the American people
(especially the most
vulnerable), rather than
pursuing break-even
financial performance.

The Postal Service
focuses on reducing
costs within its control,
such as labor and
transportation, but
continues to position
itself as a vital resource
to all Americans by
retaining existing
services.

Services Reduced /
Less Public Funding

Services Maintained /
More Public Funding

Scenario 1: Maintaining Service with Substantial

Government Funding delivery, retain existing door delivery and continue to

operate a nationwide network of more than 30,000
post offices, stations, and branches. Moreover, the
Market Dominant price cap would remain in place

to promote more affordable rates, and the size and
composition of the workforce, along with the benefits
they receive, would remain at current levels.

In this scenario, the Postal Service prioritizes
serving the public interest and delivering essential
services to the American people (especially the
most vulnerable), rather than pursuing breakeven
financial operating performance. This would align
the Postal Service more closely with other federal

agencies. The OIG’s “maintaining service with substantial

government funding” scenario involves legislative
action that:

In this scenario, the Postal Service preserves all
current USO services and access to the postal
network. The Postal Service would maintain six-day

® Provides the Postal Service with a substantial annual subsidy to offset the cost of providing universal
services that the Postal Service’s operating revenue can no longer support.

® Directs OPM to recalculate the Postal Service’'s CSRS liability using a different methodology. Changing the
methodology could add $107.6 billion to the Postal Service’s CSRS fund balance.*® Rather than an unfunded

39 Based on analysis from U.S. Postal Service Office of Inspector General, Update on the Postal Service’s Share of CSRS Pension Responsibility, Report No. RARC-
WP-18-009, May 7, 2018, https:/www.uspsoig.gov/reports/white-papers/update-on-postal-services-share-csrs-pension-responsibility. In that paper, the OIG estimated
that the Postal Service’s CSRS balance could be $80-$111 billion larger using alternative allocation methodologies. Adjusting the lower end of the estimate for inflation
results in an updated figure of $107.6 billion in FY 2025.

OPTIONS FOR ADDRESSING THE U.S. POSTAL SERVICE’S FINANCIAL GAP 34
REPORT NUMBER RISC-WP-26-002


https://www.uspsoig.gov/reports/white-papers/update-on-postal-services-share-csrs-pension-responsibility

COVER TABLE OF CONTENTS EXECUTIVE SUMMARY OBSERVATIONS APPENDICES

CSRS liability of $60.3 billion in FY 2025, USPS would have registered an estimated $47.3 billion surplus. The
Postal Service’'s CSRS balance would be fully funded, eliminating billions in annual amortization payments.
In addition, current law allows the Postal Service to transfer any CSRS surplus to the PSRHBF. This surplus
could entirely erase USPS’s FY 2025 unfunded PSRHBEF liability of $29.9 billion.

® Allows USPS to diversify how its retirement assets are invested. Stronger returns could reduce or eliminate
FERS and CSRS amortization payments and extend the life of the funds. While substantial financial gains
could take many years to accumulate, allowing the Postal Service to invest in even a conservative but
diversified portfolio would promote the agency’s long-term financial health.

Scenario 1: Maintaining Service with Substantial Government Funding

Options Financial Impact Timeframe to Realize Financial Impact

Receive government funding for .
fulfilling the USO Upto $6.6 B Short-Term
$3.1 B in CSRS amortization expense,
Secure CSRS allocation relief plus transfer of surplus funds to Short-Term
PSRHBF

Invest CSRS and FERS assets in a . L
diversified portfolio $2.2 B in FERS amortization expense Long-Term
No immediate impact. However,
Invest PSRHBF assets in a diversified could extend the life of the fund, set
portfolio to be depleted in FY 2032, and delay
$6 billion in annual payments

Long-Term

Estimated to be up to $11.9 billion annually, based on the most

current data available

Scenario 2: Reducing Controllable Costs, with

. ® The Postal Service would focus on reducing costs
Government Action on Uncontrollable Costs

that are within its control but continue to provide
all current USO services. Cost savings could come
from restructuring the workforce and outsourcing
the middle mile. In this scenario, USPS would
reduce its labor costs by increasing the share of
pre-career employees. One way to accomplish
this would be to freeze the automatic conversion
of pre-career employees to career status.
Because pre-career conversions are governed by
collective bargaining agreements, implementing
this option would require renegotiation with

The Postal Service reported a nearly $9 billion net

loss for FY 2025 but classified over $6 billion as being
outside of its direct control. These “uncontrollable”
costs refer to expenses that are required by

statute and regulation but are unrelated to the

Postal Service’s operational performance. They
include the amortization of unfunded pension
liabilities, and some workers’ compensation expenses.
Excluding uncontrollable costs, the Postal Service’s

FY 2025 “controllable” loss totaled $2.7 billion.

In a “reducing controllable costs, with government postal labor unions. The Postal Service could also
action on uncontrollable costs” scenario, the generate a substantial reduction in labor costs by
Postal Service and Congress would both work outsourcing its middle mile operations.

towards specific reforms:

OPTIONS FOR ADDRESSING THE U.S. POSTAL SERVICE’S FINANCIAL GAP 35
REPORT NUMBER RISC-WP-26-002



COVER

TABLE OF CONTENTS

EXECUTIVE SUMMARY

OBSERVATIONS

APPENDICES

® Legislation could enable USPS’s workers’ compensation requirements to be reformed, which could include
exempting USPS from FECA and aligning its workers’ compensation rules more closely with those in the
private sector. Changing workers’ compensation rules may also require union negotiations, as current
CBAs reflect the FECA requirements. In addition, like Scenario |, legislation would subsidize the USO, provide
CSRS allocation relief, and allow the Postal Service to invest its retirement assets in a diversified portfolio.

Scenario 2: Reducing Controllable Costs, with Government Action on Uncontrollable Costs

Options

Receive government funding for
fulfilling the USO

Outsource the middle mile

Restructure the workforce by freezing
conversions to career status

Secure CSRS allocation relief

Invest CSRS and FERS assets in a
diversified portfolio

Outsource the retail network

’

Change the Postal Service’s workers
compensation rules

Invest PSRHBF assets in a diversified
portfolio

Financial Impact

Upto $6.6 B

$1.3B

$25B

$3.1B in CSRS amortization expense,
plus transfer of surplus funds to
PSRHBF

$2.2 B in FERS amortization expense

$1.0-1.6 B

Over $0.4 B

No immediate impact. However, could
extend the life of the fund, set to be
depleted in FY 2032, and delay $6
billion in annual payments

Timeframe to Realize Financial Impact

Short-Term

Long-Term

Medium-Term

Short-Term

Long-Term

Medium-Term

Medium-Term

Long-Term

Estimated to be up to $17.7 billion annually, based on the most

current data available

Scenario 3: Reducing Service with Minimal Public

Funding

In a “reducing service with minimal public funding”
scenario, the Postal Service aggressively moves

its labor unions. If the Postal Service pursued the

options in this scenario, the public would begin to see

to bring costs in line with revenue by streamlining

its operations and no longer providing some

In this scenario:

service reductions, such as fewer delivery days or the
elimination of some USO services.

® Legislation would allow the Postal Service to

unprofitable services. In doing so, the agency would
downsize its public service role and operate more
like a private business. Action from both Congress
and the PRC would be necessary if the options in
this scenario were to be fully implemented, and

the Postal Service may also need to negotiate with

reduce the number of delivery days from six to
five. This would generate savings by reducing
labor, processing, and transportation costs. In
addition, legislative action would either reduce or
subsidize some USO services. Finally, like Scenarios
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1and 2, OPM would be directed to change the on certain routes, as carriers would no longer need
CSRS allocation methodology, leading to a to walk up to the front door to deliver mail. The
reduction in the Postal Service’s amortization Postal Service would also restructure its workforce
payments and additional funds for the PSRHBF. by reducing the employee headcount.

" The Postal Service would begin to convert ® The PRC would lift the price cap for all Market
households with door delivery to curbside or Dominant products except single piece First-
cluster mailboxes. Cost savings would come, in Class Mail, enabling the Postal Service to generate
part, from a reduction in letter carrier workhours additional revenue from the sale of postage.

Scenario 3: Reducing Service with Minimal Public Funding

Options Financial Impact Timeframe to Realize Financial Impact

Adjust Market Dominant pricing by only
applying the price cap to single-piece $5.7B Short-Term
First-Class Mail

Restructure the workforce by reducing

employee headcount by 10% $5.68 Medium-Term
Reduce delivery to five days $3.4B Medium-Term
Cut some USQ services; receive a Additional cost-savings up to $3.2 B Short to Medium-Term

government subsidy to fund the rest
$3.1B in CSRS amortization expense,
Secure CSRS allocation relief plus transfer of surplus funds Short-Term
to PSRHBF

Convert door delivery to curbside or
cluster box

Total Estimated $21.8 billion annually, based on the most current data available

Scenario 4: Maintaining Financial Self-Sustainability with Substantial Cuts to Service

At least $0.8 B Medium to Long-Term

In a “maintaining financial self-sustainability with substantial cuts to service” scenario, the Postal Service
would receive latitude to pursue breakeven financial performance but would not receive any government
funding to support its operations. The agency would be permitted to operate more like a private business, with
a limited public service role; USPS, however, would continue to serve every address and delivery point in the
country. To help ensure the Postal Service has the financial resources to maintain delivery to every part of the
country, unprofitable services and operations would be reduced substantially, and the agency would cut its
labor costs. Americans, particularly in small towns and rural areas, would see a significant reduction in access
to postal services, while USPS employees would lose many protections and benefits. Importantly, none of the
reform options in this scenario can be adopted by the Postal Service on its own. Every option would require
congressional action or approval by the PRC.
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® Congressional action would be required
to modify collective bargaining rules, with
employee protections being rescinded. Retiree
health benefits would be amended, and the
Postal Service would adopt a less expensive
pension model. Additionally, legislation would
allow delivery to be reduced to five days per
week, end the USO, permit retiree assets to be

invested in a diversified portfolio, and exempt the
Postal Service from FECA requirements.

® The PRC would adjust the price cap system
by removing the cap for all Market Dominant
products, including single-piece First-Class Mail.
Like most businesses, the Postal Service would be
free to set prices for its Market Dominant products
at whatever level the market dictates.

Scenario 4: Maintaining Financial Self-Sustainability with Substantial Cuts to Service

Options

Remove the Market Dominant price cap

Invest CSRS and FERS assets in a
diversified portfolio

Adopt a new pension model

Reduce delivery to five days

Cut all remaining USO services

Change the Postal Service’s workers’
compensation rules

Amend the funding of retiree health
benefits

Explore modifications to collective
bargaining for compensation

Invest PSRHBF assets in a diversified
portfolio

Financial Impact

$7.5B

$5.3B

$5.1B

$3.48B

At most $3.2 B (having already reduced
delivery days from six to five)

Over $0.4 B

From $0.4 B in FY 2033, increasing
to $1.2 B by FY 2040

Upto $6.5B

No immediate impact. However,
could extend the life of the fund, set
to be depleted in FY 2032, and delay
$6 billion in annual payments

Timeframe to Realize Financial Impact

Short-Term

Long-Term

Short to Long-Term

Medium-Term

Short to Medium-Term

Medium-Term

Long-Term

Long-Term

Long-Term

Estimated $31.4 billion annually, based on the most current data available

(excluding amending the funding of retiree health benefits)
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Conclusion

This white paper compiles 15 strategic options for
generating substantial revenue or significantly
reducing costs for the Postal Service. These actions
vary in complexity, impact a range of stakeholders,
and offer financial returns across differing
timeframes. While some require legislative or
regulatory intervention, others can be implemented
by the Postal Service unilaterally or through union
negotiation. Crucially, no single option is sufficient to
fully restore the agency’s financial health in the near-
term, and a combination of these measures is likely
required, necessitating difficult trade-offs.

The OIG considered several theoretical scenarios,
ranging from a public service model that maintains
a full complement of services through ongoing
government funding, to a streamlined agency
operating more like a business, with a limited public
role, and minimal federal support. Because each
scenario could alter the Postal Service’s mission
and operating model differently, understanding

the public’'s needs and expectations would provide
important context for discussions about the agency’s
future direction.

Yet, the most consequential path forward is inaction.
Many of the Postal Service’s financial struggles are
systemic and will compound if left unaddressed.

As mail density continues to decline, revenue will
struggle to keep pace with the costs of maintaining
the delivery network. Persistent defaults on retirement
amortization payments will further inflate unfunded
liabilities, worsening the balance sheet. The projected
exhaustion of retiree health benefit funds in 2032 will
trigger billions of dollars in new annual expenditures,
severely straining liquidity. Under the weight of

these and other financial pressures, current service
expectations will become increasingly untenable.

Delaying action today risks that future measures
to address the Postal Service’s financial challenges
will be more drastic than those considered here.

A thoughtful evaluation of potential pathways to
restore the Postal Service’s long-term financial
stability is both timely and essential.
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Appendix A: Additional Information

Objective(s), Scope, and Methodology

The objectives of this white paper were to:

1. Identify and evaluate cost-saving and revenue-
generating opportunities that could improve the
Postal Service’s financial condition.

2. Estimate the financial impact of these
opportunities on the Postal Service.

To accomplish our objectives, the OIG conducted
desk research, interviews with USPS stakeholders, and
data analysis.

Desk Research

To select the options discussed in the paper, the OIG
began with a broad list of revenue-generating and
cost-cutting options proposed over the years by
USPS stakeholders including USPS itself, the OIG, the
Government Accountability Office (GAO), mailers
and shippers, think tanks, unions, and Congress.

In addition, the OIG looked at postal reforms
implemented by international posts, many of which
are grappling with similar challenges. To narrow the
list of options to the 15 discussed in detail in this white
paper, the OIG applied the following criteria:

1. Is the option likely to generate additional revenue
or cost savings?

2. Is it possible to estimate the revenue gains or cost
savings with a reasonable degree of confidence?

3. Is the additional revenue or cost savings
estimated to be substantial enough to
significantly reduce the Postal Service's losses (at
least approximately $500 million)?

The OIG conducted desk research to evaluate cost-
saving and revenue-generating options for the
Postal Service. Sources included:

® The Postal Service’s Form 10-K filings.
® The Postal Service's Annual Report to Congress.

® Postal Regulatory Commission reports, including
the Analysis of the Postal Service’s FY Annual
Performance Report and Performance Plan,
and the Financial Analysis of United States
Postal Service Financial Results and 10-K
statement.

® Prior USPS OIG audits and white papers.

® Work by oversight organizations (e.g., GAO) or
consultancies that study the Postal Service.

Interviews

To supplement our desk research, the OIG conducted
interviews with 16 USPS stakeholders. Interviewees
included mailing and shipping industry groups,
congressional oversight committee staff, postal labor
unions, GAO, and postal subject matter experts.

Data Analysis

The OIG relied on various data sources to generate
financial estimates. See Appendix C for detailed
methodology on the financial impact estimates for
each of the 15 cost-saving and revenue-generating
options.

The inspection was conducted in accordance with
the Council of the Inspectors General on Integrity
and Efficiency’s Quality Standards for Inspection

and Evaluation. We discussed our observations and
conclusions with management on June 25, 2026 and
included their comments where appropriate.
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Prior Coverage

Category

Title

Objective

Report
Number

Final Report
Date

Making
Changes
to the
Workforce

Reducing
Operational
Costs

Reducing
Operational
Costs

Making
Changes
to the
Workforce

Making
Changes
to the
Workforce

Grievance
Management

The Financial
History of the
U.S. Postal
Service

International
Approaches
to Adjusting
the Universal
Service
Obligation

The Evolution
of the Post
Office Network

Increasing
Costs in
Workers’
Compensation
at the Postal
Service

Benchmarking
Hiring
Strategies:
Insights for the
Postal Service’s
Pre-Career
Hiring Practices

To evaluate the Postal
Service’s management of
grievances.

To examine the historical
events, legislative enactments,
and operational performance
that have shaped the Postal
Service’s financial results.

To analyze how international
governments have modified
universal service obligation
(USO) parameters, identifying
overarching trends.

To assess the implementation
and impact of USO reforms
on postal operators and
draw insights relevant for the
United States.

To describe the size and
scope of the USPS retail
network in FY 2025 and how
the network changed from FY
2000 to FY 2025.

To review international
approaches to generating
revenue, reducing costs, and
serving communities through
postal retail networks.

To provide an update on the
Postal Service’s workers’
compensation activity since
the last audit report, which
included a summary of trends
in costs from chargeback
year (CBY) 2017 through CBY
2022, and employees on the
periodic rolls from FYs 2017
through 2022.

To benchmark the recruitment
and hiring processes of

public and private sector
organizations to identify best
practices and insights for the
U.S. Postal Service.

25-068-R26

25-094-R26

RISC-WP-25-007

RISC-WP-25-006

25-092-R25

RISC-WP-25-004

January 15, 2026

October 7,2025

September 30, 2025

September 26, 2025

September 25, 2025

July 24, 2025

$284.3
million

$0

$0

$0

$1.2 billion

$0
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Category

Objective

Report
Number

Final Report
Date

Monetary
Impact

Obtaining
Government
Funding

Making
Changes
to the
Workforce

Growing
Operating
Revenue;
Obtaining
Government
Funding;
Making
Changes
to the
Workforce;
Enacting
Benefits
Reform

Enacting
Benefits
Reform

A Comparative

Study of
International

Postal Models

Examining
Trends in the

Postal Service’s

Workforce
Composition

Business or

Public Service?

Insights into
the Unique
Laws and
Regulations

Applying to the
Postal Service

State of the
U.S. Postal
Service
Financial
Condition

Postal
Retirement
Funds in
Perspective:
Historical
Evolution
and Ongoing
Challenges

Describe how the Postal
Service compares to
international postal operators
in terms of legal and
regulatory environment,
governance and legal status,
regulatory oversight including
price caps, and methods of
funding; financial health; and
main operational strategies.

Provide insights on how
these different frameworks
and strategies may influence
the long-term financial
sustainability of postal
operators.

Present a snapshot showing
how the size of the Postal
Service’s workforce has
changed in the last five years.

Determine whether the
Postal Service is experiencing
staffing shortages and
identify the workforce
segments and geographic
locations where those
shortages exist.

To provide a high-level
overview of the different

laws and regulations that
uniquely apply to the Postal
Service and to create a
detailed analysis of the most
critical regulations and their
impact on the Postal Service’s
business agility.

To evaluate the financial
performance of the Postal
Service in relation to its
Delivering for America (DFA)
plan financial projections.

Review the history and
legislative evolution of the
Postal Service’s retirement
funds in CSRS, FERS, and
PSRHBF.

Assess the current challenges
experienced by the Postal
Service’s retirement funds and
consider future challenges.

RISC-WP-25-001

RISC-RI-24-007

RISC-WP-24-006

23-167-R24

RISC-WP-24-002

February 27, 2025

August 15, 2024

August 2, 2024

June 21,2024

January 8, 2024

$0

$0

$0

$0

$0
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Category

Objective

Report
Number

Final Report
Date

Growing
Operating
Revenue

Reducing
Operational
Costs

Making
Changes
to the
Workforce

Enacting
Benefits
Reform

Examining
Alternative
Inflation Indices
for Regulating
Market
Dominant Price
Increases

Industry
Trends - Major
Investments

in Postal
Processing
Networks

Workers’
Compensation
Program
Update

Historical
Analysis

of USPS
Retirement
Fund Returns

The Postal
Service in the
2Ist Century: A
Recent History

To identify, analyze, and
compare alternative inflation
indices to the Consumer
Price Index for All Urban
Consumers (CPI-U) for
regulating price increases for
Market Dominant products.

To compare the United

States Postal Service’s basic
price authority for Market
Dominant products under
the CPI-U with other indices,
and to determine how those
alternative indices would have
aligned with postal costs.

To examine how the Postal
Service as well as other postal
and logistics operators, both
domestic and international,
manage major investments

in processing operations and
identify industry trends and
lessons learned that could
inform the Postal Service’s
investment practices.

To evaluate management’s
initiatives to reduce workers’
compensation costs and
examine good practices

for controlling workers’
compensation activity.

To analyze the historical fund
returns of the Postal Service’s
retirement investments and
determine the potential
investment income that
could have been earned
from different investment
strategies.

To provide a high-level
overview of the Postal
Service’s operational
environment since the turn

of the new millennium.
Sub-objectives include
identifying major postal
trends since calendar year
2000, and contextualizing
these trends against the
broader social, economic, and
legislative environment within
which they existed.

RISC-WP-24-001

RISC-WP-23-007

22-121-R23

RISC-WP-23-005

RISC-WP-23-003

November 6, 2023

June 13, 2023

May 11, 2023

April 26, 2023

January 11, 2023

$0

$0

$692.9

million

$0

$0
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Category

Reducmg Trends in New
Operational Deli Point
Costs elivery Points
Making A Closer Look
Changes
to the at Postal Labor
Workforce Costs
Update on the
Enacting Postal Service’s
Benefits Share of
Reform CSRS Pension
Responsibility

Report
Number

Objective

Review the process for
establishing new delivery
points and the process for
removing delivery points that

no longer exist. RISC-WP-22-004

Analyze trends in delivery
points for FYs 2011 through
2021.

To examine the Postal
Service’s primary cost area -
labor - and its components.

RISC-WP-20-001

To provide updated estimates
of the postal portion of

assets within the Civil Service
Retirement System (CSRS)
fund, using methods of
calculation proposed by the
OIG and the Postal Regulatory
Commission (PRC) in 2010.

RARC-WP-18-009

Final Report
Date

April 19, 2022

December 2, 2019

May 7, 2018

$0

$0

$0
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Appendix B: Additional Options for Addressing
the Postal Service’s Financial Gap

This paper highlights 15 distinct revenue-generating
and cost-saving measures that could substantially
enhance the Postal Service’s financial position.
Nevertheless, there are many more options available
to address the Postal Service's fiscal challenges
that stakeholders could evaluate as part of a

broad spectrum of possibilities. While this white
paper provides in-depth analysis of 15 key actions,
additional options are outlined in this section. These
alternatives were not included among the primary
recommendations because their financial impact is
either uncertain, difficult to quantify, or estimated to
be less than approximately $500 million.

Revenue-Generating Options

Request and Receive the Available Public Service
Appropriation

The law currently allows the Postal Service to request
up to $460 million each year in Congressional
appropriations to offset the costs of providing service
in communities where post offices might not be self-
sustaining.* The Postal Service last requested this
money from Congress in 1982 and did not request
the appropriation in its FY 2027 budget request. The
amount does not adjust for inflation, and today a
substantially larger appropriation would be required
not only to cover the current costs of maintaining
small post offices, but to meaningfully improve

the Postal Service’s financial health. For example,

a $460 million appropriation would only cover

5 percent of the agency’s FY 2025 net loss.

An appropriation could result in additional
requirements or oversight from government
branches, or the loss of some of the Postal Service's
operational exemptions, such as the ability to
contract outside of some federal procurement
requirements.

40 39 U.S.C. Sec. 2401(b)(D.
41 39 CER. § 3030.283.
42 39 CFR. § 3030.284.

Loosen Restrictions on the Workshare Discounts
USPS Can Offer

The Postal Service offers discounts to mailers who
complete tasks that it would otherwise have to do
itself. Examples include applying barcodes to mail,
pre-sorting mail by ZIP Code before dropping it off
at a USPS facility, and transporting mail to a USPS
facility near the final delivery point. These tasks,
known as worksharing, enable the Postal Service to
improve its operational efficiency while avoiding
some processing and transportation costs. Currently,
legislation generally prevents the Postal Service from
offering a discount that exceeds the cost it avoided
(e.g., offering a mailer a discount of eleven cents

if the mailer's action only saved USPS ten cents).*
This helps ensure that work is completed by the
party that can do it most efficiently. Additionally, the
Postal Service is generally prohibited from offering a
discount that is less than 85 percent of the avoided
cost (e.g, offering a discount of five cents for work
that saved USPS ten cents).2 The Postal Service may
be able to capture additional revenue if it had more
latitude to set workshare discounts below avoided
costs, provided that the discounts remained large
enough to incentivize worksharing.

Offer Additional Postal and Non-Postal Products
and Services

The Postal Service could expand its portfolio of postal
and nonpostal products and services to generate
additional revenue.

Until recently, USPS could only provide nonpostal
government services to federal agencies. In 2022, the
PSRA allowed USPS to partner with state, local, and
tribal governments in addition to federal agencies.
This has significantly expanded the Postal Service’s
opportunities to provide nonpostal government
services and leverage its extensive infrastructure,
especially in rural areas. However, since the passage
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of the law, USPS has not announced any new
partnerships with state, local, or tribal governments.

In FY 2025 the Postal Service generated $387 million
from interagency agreements with government
agencies, the largest being $310 million from passport
services. This made up approximately 0.5 percent

of the Postal Service's operating revenue and
highlights the potential for expanding these types of
government services and partnerships.

Beyond government services, nonpostal offerings
that USPS provides to the public include Post Office
Boxes and money orders.

In addition, USPS could create new revenue streams
by introducing new or enhanced postal products
already offered by other posts such as lower cost,
slower delivery letter products, hybrid digital-to-
physical mail options, and logistics services ancillary
to their parcel business such as microfulfillment.

However, any new postal products would require
PRC approval and may be subject to price cap
constraints, while nonpostal government services
must cover their costs and integrate effectively with
USPS’s operational network. Finally, revenue potential
depends on factors such as customer adoption,
competitive dynamics, and operational feasibility.

Increase Prices for Competitive Products

There is potential for the Postal Service to generate
additional revenue by raising prices or utilizing

a more dynamic pricing model for competitive
products, including packages and return services.
The PRC grants USPS greater pricing flexibility for
competitive products by establishing a price floor
rather than the strict price cap applied to letter
mail and other Market Dominant products. A 2019
OIG audit found that modernizing USPS's pricing
system for competitive products could resultin a
more agile price-setting process, produce better
data for modeling and maximizing price changes,
and support consistent and stable rate increases.®
However, price increases or changing the pricing

system must be carefully weighed, as potential
volume loss may erode the revenue gains from price
increases.

Accept Bids for Entry into the Last-Mile Delivery
Network

Unlike other delivery carriers, the Postal Service
reaches virtually every address in the country

as part of its USO, making the postal last-mile
delivery network the most extensive in the country.
Prior to DFA, only high-volume shippers or parcel
consolidators could access the last-mile delivery
network, generally by dropping parcels at local
delivery units at a discounted rate based on volume.
USPS would then complete last-mile delivery. With
DFA, the Postal Service began to incentivize most
package shippers and consolidators to drop off
volume farther upstream in the Postal Service’s
network to increase truckload utilization. More
recently, in a strategic shift, USPS sought to fully
capitalize on its last-mile capabilities.* In late
January 2026, the agency began accepting bids for
access to its last-mile delivery network, enabling a
wider range of shippers, including smaller customers,
to drop off packages at a USPS destination delivery
unit (DDU) for delivery the same or next day. This
new arrangement could help more shippers improve
service by meeting the demand for same-day or
next-day delivery, increasing the Postal Service's
competitiveness. In February 2026, the PMG stated
that more than 1,200 companies and individuals

had submitted requests to join the bid solicitation
platform.

Monetize the Mailbox Monopoly

The Postal Service benefits from a mailbox monopoly
that legally prohibits anyone other than USPS from
placing items in mailboxes. This monopoly protects
revenue and enhances mail security. USPS could
monetize this monopoly by charging private carriers,
such as Amazon, UPS, or FedEx, a fee to “rent” maillbox
space. This could generate revenue without USPS
bearing processing or delivery costs, and private

43 U.S. Postal Service Office of Inspector General, Competitive Products Pricing Best Practices, Report No. CP-AR-19-003, September 11, 2019, https:/www.uspsoig.gov/

reports/audit-reports/competitive-products-pricing-best-practices.

44 In an interview with Reuters, the Postmaster General stated in December 2025 that opening up the Postal Service’s last-mile delivery network to a broader range
of customers “could potentially add billions of dollars in much-needed revenue to USPS”. See David Shepardson, “US Postal Service pursues new delivery revenue
to stave off 2027 cash crunch”, Reuters, December 17, 2025, https:/www.reuters.com/business/finance/us-postal-service-seek-bids-last-mile-deliveries-retailers-

shippers-2025-12-17/.
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carriers might benefit from reduced theft risk and
lower redelivery expenses. However, the actual
demand for mailbox access is uncertain, and selling
such access could introduce mail security and
integrity risks, and face significant opposition from
USPS letter carriers, their unions, and the mailing
industry. Additionally, because the mailbox monopoly
is established in law, any change would require
congressional action.

Charge the Full Cost of Providing Expedited
Delivery of Election Mail and Political Mail

The Postal Service could increase revenue if it
charged the full cost of providing expedited delivery
of Election Mail and Political Mail. These items can be
sent as either First-Class Mail with a service standard
of 1to 5 days or Marketing Mail with service standards
of 2 to 7 days in the contiguous U.S., and 11 to 28 days
outside the contiguous U.S. However, when Election
Mail and Political Mail enter the mail stream as
Marketing Mail, the Postal Service generally processes
these mailpieces in line with First-Class delivery
standards. While this allows timely processing

and delivery of Election Mail and Political Mail, the
Postal Service incurs the costs of handling First-Class
Mail without earning the additional revenue. A 2025
OIG audit found that the Postal Service forfeited

$15.4 million in revenue for ballots sent as Marketing
Mail but processed as First-Class Mail during the 2024
election cycle.* In a separate audit report from 2020,
the OIG recommended that the Postal Service work
towards creating a separate, simplified mail product
exclusively for Election Mail* A new, distinct Election
Mail product would require the PRC’s review and
approval.

Curb the Use of Counterfeit Postage

The creation, sale, and use of counterfeit postage
costs the Postal Service millions of dollars in revenue

each year. Recent OIG work found that, between April
and August 2025, the Postal Service lost $82.5 million
in revenue due to just one type of counterfeit labels
on packages. The same report estimated that

the revenue loss over the next 12 months could be
$403 million if USPS did not address the issue.” A
more recent OIG management alert determined
that the agency forfeited $46.3 million in revenue
between November 2025 and February 2026 due

to another type of counterfeit parcel postage. The
OIG also identified over half a billion dollars in lost
revenue during a 10-month period in calendar year
2025 from Enterprise Payment Account fraud, with
the potential of USPS losing an additional $1.3 billion in
revenue in calendar year 2026 if action is not taken.*
In response to these reports, USPS management
pledged to prioritize counterfeit postage detection
and interception, including enhancing its detection
equipment to prevent revenue leakage.

Receive Annual and Past-Due Revenue Forgone
from Congress

The Postal Reorganization Act of 1970 required
Congress to appropriate funds to the Postal Service
to offset the cost of subsidized postage for nonprofit
and charitable organizations. However, by the early
1990s, Congress had fallen behind on its payments
to the Postal Service. In 1993, the Revenue Forgone
Reform Act was passed, obligating Congress

to reimburse the Postal Service for the revenue
forgone in 42 annual installments of $29 million for

a total of $1.2 billion. However, since the law was
passed, Congress has not always made the full
annual payments; the Postal Service estimates

that the unpaid past due balance totals $355
million.* In addition to these past-due payments,
the Postal Service will be owed annual payments
until FY 2035, amounting to an additional total of
$290 million.

45 U.S. Postal Service Office of Inspector General, Service Performance of Election and Political Mail During the 2024 General Election, Report No. 24-143-R25, April 21,
2025, https://www.uspsoig.gov/reports/audit-reports/service-performance-election-and-political-mail-during-2024-general-election, p. 6.

46 U.S. Postal Service Office of Inspector General, Processing Readiness of Election and Political Mail During the 2020 General Elections, Report. No. 20-225-R20, August
31, 2020, https:/www.uspsoig.gov/reports/audit-reports/processing-readiness-election-and-political-mail-during-2020-general, p. 4.

47 U.S. Postal Service Office of Inspector General, Management Alert: Issues Identified with Counterfeit Postage, Report No. 25-072-1-R26, October 15, 2025, https:/www.
uspsoig.gov/reports/audit-reports/management-alert-issues-identified-counterfeit-postage.

48 U.S. Postal Service Office of Inspector General, Management Alert: Enterprise Payment Account Fraud, Report No. 25-072-2-R26, February 10, 2026, https:/www.
uspsoig.gov/reports/audit-reports/management-alert-enterprise-payment-account-fraud.

49 U.S. Postal Service, Form 10-K, https://about.usps.com/what/financials/10k-reports/fy2025.pdf, p. 61.
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Cost-Saving Options

Receive an Exemption from the Service Contract
Act and the Davis-Bacon Act

The Postal Service is required to comply with the
McNamara-O’Hara Service Contract Act of 1965
(SCA) and the Davis-Bacon Act of 1931 (DBA).

Both laws require government contractors to pay
employees no less than the prevailing wage rate
and fringe benefits for their geographic location.
The SCA applies to service employees, while the
DBA applies to laborers and mechanics. The

Postal Service is affected by these laws because

it employs contractors to complete certain tasks
including transporting mail between USPS facilities.
The Postal Service has argued that it could engage
in more efficient and cost-effective contracting if
the U.S. Department of Labor (DOL) exempted it from
the SCA and DBA, and a 2011 OIG audit found that
opportunities exist for cost savings if USPS did not
have to comply with the SCA** Most recently, in a
2021 letter to DOL, USPS argued that contractors find
it burdensome to comply with the SCA, impairing
the agency’s ability to attract new transportation
companies and expand its supplier base. The
Postal Service requested an exemption from the SCA,
but DOL denied the request, citing a lack of merit.’!

Adopt Locality Pay

Unlike other federal agencies and many private
sector employers, the Postal Service does not offer
“locality pay.” Wages are not adjusted to reflect local
pay rates despite vast regional differences in labor
markets and the cost of living, so USPS employees are
paid the same wage for the same job regardless of
their location. Implementing locality pay could reduce
labor expenses, or cause them to grow more slowly,
in lower cost of living areas where the Postal Service’s
wages are currently higher than market rate. In
addition, offering locality pay could make it easier

to attract and retain employees in higher cost

areas, reducing costs associated with recruiting

and training new staff. Locality pay could also help
improve productivity, particularly in areas with a
higher cost of living. For example, a 2019 OIG white
paper found that higher real wages were associated
with higher postal productivity.> However, unions may
oppose locality pay since it could require freezing or
reducing wages of employees in parts of the country
with a lower cost of living in order to provide higher
wages to employees in more expensive parts of the
country.® Since compensation costs would decline in
some areas but increase in others, the net impact of
locality pay on costs is uncertain.

Reduce Fixed Costs and Increase Variable Costs for
Vehicles and Real Estate

Reducing some fixed costs by leasing assets rather
than owning them could be cheaper and provide
additional financial flexibility for the Postal Service.
For example, prior work by the OIG found that some
international posts lease delivery vehicles as a cost
reduction strategy. Sale-and-leaseback agreements
for both vehicle fleets and real estate have also
helped international posts reduce their costs.*
However, increasing variable costs may ultimately
prove more expensive if not managed carefully. For
instance, leasing vehicles could incur significant
surcharges if the Postal Service exceeded mileage
restrictions or violated contract terms. Furthermore,
leasing may be less practical with the current rollout
of thousands of Next Generation Delivery Vehicles,
which the Postal Service owns. Similarly, while selling
and leasing back real estate can boost liquidity and
provide financial flexibility, it is not certain to be more
cost-effective than long-term ownership.

50 U.S. Postal Service Office of Inspector General, Contracting Opportunities and Impact of the Service Contract Act, Report No. CA-AR-12-001, November 2, 2011, https://
WWW.USPsoig.gov/reports/audit-reports/contracting-opportunities-and-impact-service-contract-act.

51 U.S. Postal Service Office of Inspector General, The Truck Driver Shortage: Implications for the Postal Service, Report No. RISC-WP-22-002, March 7, 2022, https:/www.
uspsoig.gov/reports/white-papers/truck-driver-shortage-implications-postal-service, p. 13.

52 U.S. Postal Service Office of Inspector General, Geographic Variation in Productivity, Report No. RISC-WP-19-006, August 19, 2019, https:/www.uspsoig.gov/reports/

white-papers/geographic-variation-productivity, p.5.

53 U.S. Postal Service Office of Inspector General, Examining Trends in the Postal Service’s Workforce Composition, Report No. RISC-RI-24-007, August 15, 2024, https://
WWW.USPSoig.gov/reports/white-papers/examining-trends-postal-services-workforce-composition, pp. 25-26.

54 U.S. Postal Service Office of Inspector General, Public-Private Partnerships.: Best Practices and Opportunities for the Postal Service, Report No. RARC-WP-13-011, June
24, 2013, https://www.uspsoig.gov/reports/white-papers/public-private-partnerships-best-practices-and-opportunities-postal-service and Business or Public Service?
Insights into the Unique Laws and Regulations Applying to the Postal Service, Report No. RISC-WP-24-006, August 2, 2024, https:/www.uspsoig.gov/reports/white-

papers/business-public-service-insights.
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Improve USPS Real Estate Management

In FY 2025, USPS reported owning over 8,500
properties and leasing over 24,000 more. The

Postal Service could develop a strategy to optimize
its extensive real estate network and improve the
overall efficiency of its real estate portfolio. A 2025
OIG white paper found that USPS did not have clear,
data-driven criteria for deciding where to open,
close, or relocate post offices to align with changing
customer demand, population shifts, or operational
efficiency goals.>> Additionally, an OIG audit recently
found that USPS did not effectively manage its excess
and underutilized space, and lacked reliable data,
awareness of the amount of underutilized space in
its network, and a comprehensive space reduction
strategy.™ Better real estate management could
position the Postal Service to generate additional
revenue and savings from terminating rents on
excess space, moving to more cost-effective
locations, and commercializing its underutilized
space. The OIG previously suggested that USPS could
establish a real estate management business unit
with a mission to optimize the agency’s real estate
portfolio. The OIG is currently working on a report
analyzing potential cost reduction and revenue
generation opportunities in the Postal Service’s real
estate management.

Strive to Achieve Cost Savings from DFA Network
Changes

In the DFA plan, the Postal Service proposed
substantial changes to its processing and
transportation network, intended in part to reduce
costs. The changes included creating a nationwide
network of regional processing and distribution
centers (RPDCs) and local processing centers (LPCs),
while also implementing the Regional Transportation
Optimization (RTO) initiative across the country. In
all, the Postal Service estimated that the changes will
save between $3.6 and $3.7 billion annually once fully
implemented.”” In October 2024, the Postal Service

filed a request for an advisory opinion with the PRC.
The PRC reviewed the proposed changes and issued
a non-binding advisory opinion in 2025. In its advisory
opinion, the PRC questioned the Postal Service's
financial projections, expressed skepticism
regarding implementation readiness, and warned
that the Postal Service’s initiatives could harm rural
communities.*® After receiving the PRC's advisory
opinion, the Postal Service accepted certain PRC
recommendations and rejected many, and began to
implement the planned changes, a process that will
take time to complete.

Improve Short-Term Liquidity with More Borrowing
Authority or By Suspending Capital Expenditures

In March 2026, the Postal Service warned it could

run out of cash in less than 12 months, potentially
resulting in severe operational impacts.*® To avoid
this scenario, the Postal Service must improve its
short-term liquidity. One way to improve liquidity

is for Congress to raise the Postal Service’s debt
ceiling, allowing the agency to borrow more money
from the U.S. Department of the Treasury. To fund its
operations, the Postal Service is allowed to borrow up
to $3 billion annually from the Treasury, up to a total
debt limit of $15 billion which the agency has already
reached. These limits have not changed in over

30 years and do not adjust for inflation. Increasing
the Postal Service’s borrowing authority would require
congressional action because the debt ceiling is
codified into law. Importantly, increasing the debt
limit would not directly reduce the Postal Service's
financial gap, although it may help USPS make
investments in its operations that ultimately improve
efficiency and reduce costs.

The Postal Service is reliant on Congress to increase
its debt limit, but the agency is actively pursuing
options to improve short-term liquidity that are
more within its control. For example, in December
2025, USPS asked the PRC to lift the requirement that

55 U.S. Postal Service Office of Inspector General, The Evolution of the Post Office Network, Report No. RISC-WP-25-006, September 26, 2025, https:/www.uspsoig.gov/

reports/white-papers/evolution-post-office-network.

56 U.S. Postal Service Office of Inspector General, Excess and Underutilized Space, Report No. 25-090-R26, November 24, 2025, https:/www.uspsoig.gov/reports/audit-

reports/excess-and-underutilized-space.

57 Postal Regulatory Commission, “Postal Regulatory Commission Issues Advisory Opinion on USPS Delivering for America,” January 31, 2025, https://www.prc.gov/press-
releases/postal-regulatory-commission-issues-advisory-opinion-usps-delivering-america-prc.

58 Ibid.

59 Oversight of the U.S. Postal Service: The Financial Future Under Postmaster General Steiner, House Committee on Oversight and Government Reform, Subcommittee
on Government Operations, 119th Congress (2026) (statement of David Steiner, Postmaster General and Chief Executive Officer of the U.S. Postal Service).
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revenue generated from its retirement rate authority
be used only to make annual amortization payments.
In response, the PRC granted USPS a temporary
conditional waiver through FY 2030 that allows USPS
to use this revenue for other purposes.® The waiver
frees up an estimated $2.4 billion in FY 2026. In
addition, the Postal Service announced in April 2026
that it would stop making FERS pension contributions
to preserve cash, estimated at $2.5 billion for the rest
of FY 2026.

While boosting the Postal Service's borrowing
authority and taking steps such as suspending
capital expenditures could improve the agency'’s
liquidity and provide temporary relief, these actions
would not, on their own, bring USPS’s operating
revenue and costs into line or help improve the
Postal Service's long-term financial sustainability.

A summary of these 15 additional revenue-
generating and cost-saving options can be found
below:

The Estimated

Economic
Impact

Request and receive the available

public service appropriation Revenue-generating

Loosen restrictions on the
workshare discounts USPS can
offer

Revenue-generating

Offer additional postal and non-

postal products and services Revenue-generating

Increase prices for competitive

oroducts Revenue-generating

Accept bids for entry into the

last-mile delivery network Revenue-generating

Monetize the mailbox monopoly Revenue-generating

Charge the full cost for expedited

Election/Political Mail Revenue-generating

Curb the use of counterfeit

postage Revenue-generating

Receive annual and past-due

Revenue-generatin
revenue foregone from Congress 9 9

adjusted for inflation

Up to $460 million
per year, unless

This appropriation is allowed annually
by law but has not been requested by
the Postal Service since 1982.

Revenue would depend on the extent
to which workshare discounts could be
set below avoided costs.

Not estimated

In FY 2025 the Postal Service
generated $387 million from non-postal
government services.

Not estimated

The PRC grants the Postal Service
greater pricing flexibility for competitive
products, but revenue gains could be
eroded by potential volume loss.

Not estimated

The goal is to generate additional
revenue by expanding access to the
last-mile delivery network.

Not estimated

While selling access to the mailbox
could generate additional revenue,
demand from other carriers is unknown.

Not estimated

$15.4 million in revenue was forfeited
during the 2024 election cycle due
to ballots sent as Marketing Mail but
processed as First-Class Mail.

Not estimated

Three recent OIG audits revealed
that the Postal Service could prevent

Millions of dollar b ;
ons of dollars millions of dollars in revenue leakage

peryear by enhancing how it detects and
intercepts counterfeit postage.
This is the total estimated unpaid past
$645 million due balance of $355 million plus the

owed annual payments until FY 2035 of
$290 million.

60 Postal Regulatory Commission, Order Granting Temporary Conditional Waiver Regarding Required Minimum Remittance, Order No. 9504, April 9, 2026, https.//prc.

arkcase.com/api/prc-dockets/filing/downloadFile?fileld=252924&inline=true.
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The Estimated

Category Economic
Impact

Receive an exemption from the
Service Contract Act and the
Davis-Bacon Act

Adopt locality pay

Reduce fixed costs and increase
variable costs for vehicles and real
estate

Improve USPS real estate
management

Strive to achieve cost savings from
DFA network changes

Improve short-term liquidity with

Exemptions could allow the Postal
Service to engage in more efficient and
Cost-saving Not estimated cost-effective contracting. However,
DOL denied the Postal Service’s 2021
exemption request from the SCA.

Net impact is uncertain as labor costs
Cost-saving Not estimated would decline in some areas but
increase in others.

The cost-effectiveness of sale-and-
Cost-saving Not estimated leaseback compared to long-term
ownership is uncertain.

Potential cost reduction and revenue
generation opportunities are being
analyzed in an upcoming OIG white
paper.

Cost-saving Not estimated

$3.6 billion to $3.7 These are the annual savings estimated
Cost-saving billion per year, by the Postal Service once DFA
according to USPS network changes are fully implemented.

The Postal Service has requested that

more bo_rrowmg_ authority or Cost-saving Not estimated its $15 billion debt limit be increased.
suspending capital expenditures
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Appendix C: Methodology: Estimated Economic
Impact Estimates

This paper estimated the financial impact of 15 options that could generate substantial revenue for the
Postal Service or significantly cut the agency’s costs. The methodologies used to calculate each estimate are
explained below.

Adjust Market Dominant Pricing by Modifying or Eliminating the Price Cap

The OIG’s contractor, Copenhagen Economics, calculated the financial estimate for this option. See a modified
version of Copenhagen Economics’ research note below.

Methodology

To estimate the revenue impact of modifying or eliminating the Market Dominant price cap, we model how
prices would have evolved over FY 2020-FY 2025 if the price for Market Dominant products had been adjusted.
We do so in four steps.

Step 1: Baseline scenario. We calculate baseline volumes and revenues for each category of Market Dominant
products between FY 2020 and FY 2025. We then calculate baseline average price per item for each category
by dividing category level revenues by the corresponding volumes.

Step 2: Counterfactual prices. We construct counterfactual prices under alternative price cap rules,
simulating price developments in a market without a price cap. The elimination of the price cap is likely

to result in two price effects. First, a one-time price increase to compensate for the historical lower prices
increase. Second, a general higher price increase in the years after the elimination of the price cap. We use
two different price growth benchmarks to estimate the two effects:

® Higher price increase in the years after the elimination of the price cap (2022-2025): We use the price
growth of competitive USPS products between FY 2021 and FY 2025. Competitive products are not
subject to a price cap, and therefore serve as a benchmark for how USPS prices evolve without price
cap regulation in years that are not immediately following a cap removal. We use the observed price
development for competitive products to estimate the counter price development for Market Dominant
products over FY 2021-FY 2025.

® One-time price increase after the elimination of the price cap (2020-2021): We assume that USPS would
increase its prices in one go to realign prices with the underlying costs. To inform this scenario, we use a
case study approach based on a similar development in Ireland. On April 13, 2017, a legislative change
removed the statutory power of Ireland’s Commission for Communications Regulation to regulate
universal service prices on an ex-ante basis.

For both effects, we estimate the real price increase by calculating how much the prices have increased
beyond inflation.

Based on this approach, we find that the prices for the Market Dominant products would be between 38
percent to 51 percent higher in 2025 had the price cap been eliminated in 2020.

Step 3: Elasticities. We use price elasticities to model the volume response to the counterfactual prices. Since
these elasticities are originally estimated at a more granular level, we compute volume-weighted averages to
obtain elasticities that correspond to the Market Dominant product grouping. Based on this, we apply own-
price elasticities that are in the range from -0.26 to -0.77.
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The resulting elasticities appear reasonable compared to a literature review by Copenhagen Economics,
which identifies relevant elasticities between -0.5 and -1.4 (see Table below), and to a previous related
European Union decision suggesting an elasticity of -1.1 for bulk volumes and -0.5 for single piece items.

Table: Overview of letter mail elasticity estimates based on CE literature review

Methodology Employed Mean Median
Revealed preferences -0.72 -0.55
Stated preferences -1.36 -1.05
All methods -0.82 -0.59

Step 4: Revenue effects. We calculate the change in revenues in the counterfactual scenario using the
Market Dominant counterfactual prices and the demand elasticities. We separate this into price effect (direct
effect) and a volume effect (indirect revenue effect). We calculate the price effect for each Market Dominant
category using the following formula:

AR price effecti = (Paozs.cri — Paozsr.i) * Q202554

Where P0zs:cFi is the counterfactual FY 2025 price for a given MD product category, Pagas.ki is the factual FY
2025 price of that product category observed in the data, and Q20257.i is the actual FY 2025 volume of that
product category. We calculate the volume effect for each Market Dominant category using the following
formula:

AR yotume sffecti = (Qa02s.cri — Q2025,7.:) * Pro2s,cr

Where @z025:cFi is the counterfactual FY 2025 volume, Q20257 is the factual FY 2025 volume observed in the
data, and Pzozs.cF.i is the counterfactual FY 2025 price. The counterfactual quantity is calculated as follows:

. (Pagas,cri — onzs,F,i))
Pogos, ri

Qa025.cri = Q20255 * (1 + g

Where €i is the own-price elasticity of a given Market Dominant product category. The total revenue increase
per Market Dominant product category is then calculated as a sum of the price and volume effects:

Mtoml,i = Mpn’cssffsct,i + Mvolums ef fect.i

The difference between scenarios (1) and (2) is the scope of prices we change. In scenario (1), removing

the Market Dominant price cap, we change the counterfactual prices for all Market Dominant categories.

In scenario (2), where the cap applies only to single piece First Class Mail, we change the counterfactual
prices for all Market Dominant product categories other than First Class single piece letters and First Class
single piece postcards, while keeping the prices for First Class single piece letters and First Class single piece
postcards unchanged.
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Discussion of results

Based on the described approach, we estimate an additional revenue of $7.5 billion in 2025 in scenario |,
where the price cap was lifted for all Market Dominant products in 2020. In comparison, we estimate an
additional revenue of $5.7 billion in 2025 in scenario 2, where the price cap applies only to First-Class single-
piece letters and postcards, but was lifted for the remaining Market Dominant products in 2020.

In comparison, we note that the Postal Service has estimated that a 23 percent increase in the prices for
Market Dominant products is needed to eliminate the Postal Service's deficit (excluding the non-cash workers’
compensation adjustment). Based on this price increase, the Postal Service estimated a total increase in
revenue of $6.6 billion in 2025.°' Our estimated effects are higher, reflecting that we apply a larger price
increase, which is approximately twice the size of that used by the Postal Service (38-51 percent compared to
23 percent). However, the resulting revenue effects are not proportionally higher, as they are partly offset by
stronger volume reductions.

We find our estimates are likely to be more conservative than the Postal Service. Concretely, we estimate

a revenue effect of $4.6 billion from a 23 percent price increase for Market Dominant products used by

the Postal Service. While we have not reviewed the Postal Service full methodology, we observe at least

two differences that can explain why our estimates are more conservative. First, we do not include Market
Dominant special services in our estimates.”? Second, our calculated demand effect is higher than the
resulting demand effect estimated by the Postal Service, which reduces the revenue effect of increasing the
prices for Market Dominant products.®

Receive Government Funding for Fulfilling the USO

To determine the maximum congressional appropriation the Postal Service could receive for fulfilling the USO,
the OIG used the PRC’s estimated FY 2024 USO cost of $6.6 billion.* This estimate accounts for the following
services:

® providing postal services to areas of the nation the Postal Service would not otherwise serve ($1.0 billion) —
this is the total estimated costs of maintaining small post offices, the Alaska Air Subsidy, and Group E Post
Office Boxes.

B Estimated revenue not received due to free or reduced rates ($1.6 billion) — this combines preferred rate
discounts net of costs and the negative contribution of periodicals (periodical losses).

® Other public services or activities the Postal Service would not provide but for legal requirements ($4
billion) — this includes the costs of providing six-day delivery (rather than five-day delivery), uniform rates
for First-Class Mail and Media Mail/Library Mail, and the net cost of the Postal Inspection Service.

Explore Modifications to Collective Bargaining Rules

The OIG's contractor, Copenhagen Economics, estimated the potential cost savings from three changes to
the Postal Service’s collective bargaining rules: If arbitrators were required to consider the Postal Service’s
finances, if collective bargaining for compensation were ended, and if cross-craft restrictions were modified.
See a modified version of Copenhagen Economics’ research note below.

61 The Postal Service also includes cost effects in their estimation, which they estimate to be $1.4 billion.

62 The revenue for Market Dominant special services was around $2 billion in 2025.

63 Across Market Dominant mail excluding special services, we estimate a 12 percent reduction in volumes. In comparison, the Postal Service estimates a reduction of 9
percent.

64 Postal Regulatory Commission, Annual Report to the President and Congress FY 2025, https://prc.gov/sites/default/files/reports/AnnualRpt25.pdf, pp. 31-40.
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Require arbitrators to consider the Postal Service’s finances

Methodology

We estimate potential cost reductions from requiring arbitrators to explicitly consider USPS'’s financial
condition when issuing arbitration awards. We do this by comparing wage costs that include the wage
increases ordered by arbitration awards to wage costs observed in a situation without arbitration awards in
the period between 2020 and 2025. Since there was only one arbitration award, a binding interest arbitration
award issued by Arbitrator Dennis R. Nolan on March 21, 2025, we base our method on assessing the cost
impacts of this single arbitration. This arbitration only covers city carriers. Thus, we only consider this category
of employees in the steps below.

The arbitration award establishes direct wage increases, as well as indirect compensation adjustments such
as benefits (for example, uniform allowances) and structural adjustments in the pay scale (for example,
changes in seniority steps or additional adjustments to hourly rates). While these components may affect
total labor costs, we expect their incremental effect to be modest relative to the overall uncertainty of our
estimates and therefore unlikely to materially affect our conclusions. Thus, we do not model those in the
following analysis.

Step 1: Scenario without an arbitration award. We establish the biweekly wage costs in the situation without
the arbitration award. We aggregate employees in the USPS payroll data into three categories: full-time
employees, part-time employees (combining part-time regular and part-time flexible employees into a
single category), and city carrier assistants (CCAs). We use wage costs derived from gross pay and total paid
hours in our calculations.

Step 2: Scenario with an arbitration award. We calculate the biweekly wage costs, including the impact of the
arbitration award. The arbitration award sets two types of direct wage increases: general wage increases (two
within the relevant time period) and Cost-of-Living Adjustments (COLAs, five within the relevant time period).
Because COLAs are defined as a total dollar amount change, we first translate them into a percentage
change to make them compatible with the general wage increases.®

We then calculate the cumulative wage increase at each date of change, combining the individual general
wage increases and COLAs where appropriate. The COLAs apply to both full-time and part-time carriers,
while CCAs receive higher general wage adjustments than the other employee categories but no COLA
adjustments. As a result, the cumulative growth rates differ for each employee category, see Table 1.

Table 1 Overview of cumulative salary adjustments by carrier type

In percent

Date of 26 18 09 074 16 08 06

chanes August November March September November March September
9 2023 2023 2024 2024 2024 2025 2025

Full-time and

part-time carriers 1.3% 2.6% 31% 4.3% 5.7% 6.2% 7.2%
CCAs 0.0% 2.3% 2.3% 2.3% 4.7% 4.7% 4.7%
Zéﬁji?r;ent COLA general COLA COLA general COLA COLA

Source: Copenhagen Economics based on NALC.

65 We perform this calculation for the highest seniority level, step P.
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We apply the cumulative growth rates from Table 1to the relevant biweekly wage costs (excluding the impact
of the arbitration award) for each employee category, to obtain the wage costs including the effects of the
arbitration award, as follows:

wage cost incl.arbitration;, = wage cost excl.arbitration;, x cumulative growthrate;,

Where i represents different types of employees (such as full-time carriers) and t represents different time
periods.

Step 3: Cost effects. To calculate the potential cost impact, we subtract the biweekly wage costs excluding
the arbitration award from the costs including the effects of the arbitration award.

total potential costreduction;,., = wage cost incl.arbitration;, — wage cost excl.arbitration;,

We then sum the cost differences across all employee types and all periods to obtain the base wage cost
reduction, as follows:

total potential costeffect = Z cost reduction;,

Discussion of results

Based on the described approach, we estimate a total potential cost reduction of up to $1.1 billion for FY

2024 and FY 2025 if arbitrators were explicitly required to consider USPS's financial condition when issuing
arbitration awards. This estimate is calculated relative to a stylized counterfactual with no wage growth over
the period. Of the total amount, $356 million belongs to FY 2024, while $772 million belongs to FY 2025.%¢ The
overall cost reduction represents a 4.2 percent decrease in base wage labor costs.

These estimates should be interpreted as upper-bound estimates, as wages would likely have increased

to some extent even in the absence of arbitration. USPS did not provide information on its proposed wage
increases during the arbitration process, so we cannot reflect these in the cost scenario without an arbitration
award.

To approximate this counterfactual, we constructed four plausible scenarios using wage developments

in comparable industry segments and positions as benchmarks.®” The total cumulative wage increases
observed under the arbitration award, 4.7 percent for CCAs and 7.2 percent for full time and part time carriers,
fall within the range of projected counterfactual wage increases, which suggest growth between 4.9 percent
and 7.9 percent over a two-year period.

Assuming no wage adjustment would have occurred absent the arbitration award, the award increased USPS
labor costs by approximately $1.1 billion in FY 2024 and FY 2025, which is likely an upper-bound estimate given
the possibility of some wage growth under the status quo. It remains reasonable to expect that the award still
resulted in additional costs relative to USPS’s internal baseline in the scenario without an arbitration award;
otherwise, the parties would likely have settled without resorting to arbitration.

66 The cost savings for each fiscal year are calculated using the cumulative wage growth rate since the beginning of the period affected by the arbitration award. Given a
similar workforce size across years, this implies that projected savings are larger in later years than in earlier years.

67 We base the counterfactual scenarios on (i) general wage growth in the United States, (ii) wage developments in comparable roles in the private labor market, (iii)
increases under previous union agreements, and (iv) wage growth for other positions within USPS. These estimates are indicative, as they do not cover exactly the
same time period.
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Explore modifications to collective bargaining for compensation

Methodology

We estimate cost reductions from the absence of binding collective bargaining by focusing on lower labor
costs driven by reduced base wages. While collective agreements may also affect factors such as working
conditions, benefits, job security, and productivity, these broader effects are not quantified. The model,
therefore, captures only the direct base wage impact. We estimate it in three steps:

Step 1: Baseline scenario. In the baseline scenario, we establish the current average hourly wages of different
positions across the value chain and the base wage labor cost for people covered by collective bargaining
agreements.

Hourly wages: We use data from the U.S. Bureau of Labor Statistics to establish baseline hourly wages for the
five core USPS roles: clerks, vehicle service drivers, carriers, mail handlers, and postmasters and supervisors.

Base wage labor cost for employees covered by bargaining agreements: We group the base wage labor
costs into two categories:

® First-and-last-mile delivery labor consists of first and last mile clerks, city delivery carriers, and rural
carriers. We use the USPS National Payroll Hours Summary reports to estimate the base wage labor cost.®

® Middle-mile labor consists of clerks, vehicle service drivers, and mail handlers in middle-mile operations.
The underlying data are based on USPS submissions to the USPS OIG. While not all employees in middle-
mile operations are covered by collective bargaining agreements, we understand that the majority
of employees in the abovementioned categories are bargaining-unit employees. We, therefore, find it
reasonable to use the entire labor cost base for middle-mile operations.

We note that there are other employee categories, which are covered by collective bargaining agreements,
that we do not model in this exercise, such as nurses and vehicle maintenance staff. As the labor cost for
these groups represents under 8 percent of base wage labor costs in FY 2025, we consider them to fall within
the uncertainty of the modelling approach.

Step 2: Counterfactual wages. We estimate the counterfactual hourly base wages for a scenario without
binding collective bargaining for USPS employees by comparing their base wages to those of comparable
private-market positions in the U.S., where collective bargaining is limited.

We then calculate the percentage difference between the baseline average hourly wage of each relevant
USPS position and the corresponding counterfactual wage. We find that the hourly wages for USPS employees
would be 26 percent lower for mail handlers, 27 percent lower for drivers and carriers, and 27 percent lower for
clerks had the same tasks been performed by employees without collective bargaining constraints.

We use U.S. Bureau of Labor Statistics data as the primary input for our model and validate these estimates
against alternative sources, including Breakroom and Schneider et al. (2025). These comparisons show
differences in percentage wage differences ranging from 2 to 16 percentage points between our estimates
and the alternative sources, supporting the robustness of our assumptions.

Step 3: Cost effects. We use the percentage wage difference in the base wage as a multiplier to approximate
base wage labor cost reductions, as follows:

cost reduction; = current labor cost; * hourlywage dif ference muliiplier;

68 We use the line “STRAIGHT TIME HOURS” for our labor cost calculations.
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Where i represents each type of role (such as clerks or vehicle service drivers).
We then sum the cost reductions across all positions to obtain the base wage cost reduction, as follows:

total cost reduction = Z cost reduction;

Discussion of results

Based on the described approach, we estimate a potential base wage cost reduction of $6.5 billion in FY
2025 if USPS’'s employees could no longer collectively bargain for compensation. Of this amount, $1.3 billion
originates from labor cost reductions in middle-mile operations, while $5.1 billion originates from other
operations. The overall cost reduction represents a 26 percent decrease in base wage labor costs for
employees covered by collective bargaining agreements and included in this analysis.

We note that the estimated cost reduction from removing collective bargaining constraints is modeled

solely on the basis of base wage labor cost reductions. USPS faces higher labor costs than private operators,
reflecting strong collective bargaining agreements. Actual net cost reductions may be higher or lower,
depending also on indirect effects of removing collective bargaining, such as changes in working conditions,
benefits, job security, and productivity. In addition, we note that the collective bargaining agreements can
have spill-over effects on the wages and working conditions for employees who are not covered by collective
bargaining agreements.

Increase workforce flexibility by modifying cross-craft restrictions

Methodology
To estimate the cost impact of removing cross-craft restrictions, we model two effects:

® Direct effect: USPS would no longer be required to pay cross craft grievance payments.
® Indirect effect: Reduced labor costs due to shared workload between crafts.

Below we present the methodology for estimating the direct effect from cross craft grievance payments and
the indirect effect in terms of better utilization rates with lower overtime payments.

Cross craft grievance payment: We estimate the cost savings from not having to pay cross-craft grievance
payments using the actual grievance payments covering the financial years 2022 to 2024, based on the OIG's
January 2026 Grievance Management report.® As the numbers are only available for the total amount for all
three financial years, we assume a uniform distribution across the three financial years.”

Payment for overtime: We focus on the potential to reduce overtime work for mail handlers and clerks, if
cross-craft restrictions were lifted. We expect clerks and mail handlers to be able to support each other the
most. This is also confirmed by the actual grievance payment, where mail handlers and clerks received

84 percent of the total grievance payments in FYs 2022-2024.

To estimate the effect of more flexible resource allocation, we quantify the potential cost savings from
reduced overtime. We use data on straight-time hours, overtime hours, and total hours worked by craft and
division for FY 2025 (26 pay periods), covering 17 processing divisions and 17 logistics divisions. The analysis
proceeds in four steps, applied separately to processing and logistics divisions. We describe the approach
below for processing divisions.

69 U.S. Postal Service Office of Inspector General, Grievance Management, Report No. 25-068-R26, January 15, 2026, https:/www.uspsoig.gov/reports/audit-reports/
grievance-management, p. 10.
70 This is based on assessment of the total grievance payments which only decreased by 12 percent between 2022 to 2024, see table 2 in Ibid., p. 5.
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First, we calculate the overtime share for mail handlers and clerks in each processing and logistic division and
pay period. We estimate the share of overtime hours for processing division i in pay period t as:

over time hours;,

Overtime share;, = -
total hours;, — over time hours;,

We find that, in 2025, the average overtime for clerks and mail handlers was 10.7 and 13.5 percent, respectively.
This corresponds to a total overtime compensation of $399 million for clerks and $431 million for mail handlers.
Second, we estimate a benchmark for what the overtime share was likely to be if there were no cross-

craft restrictions. In the absence of actual utilization data from USPS, we apply an illustrative approach to
estimating the potential cost savings. As a benchmark, we use the processing division with the median share
of overtime for clerks and mail handlers, respectively.” We do this for each pay period individually.

Third, we estimate the potential reduction in overtime by assuming that divisions with above-median
overtime shares could reduce their overtime to the median level. For example, in pay period 237 clerks in
the Lakeshore processing divisios had an overtime share of 17 percent, compared to a median of 14 percent,
implying a potential reduction of 3 percentage points. We convert these reductions into hours across all
divisions and pay periods. On average, this yields a reduction in overtime of 0.9 percentage points for both
clerks and mail handlers.

Fourth, we estimate the associated cost savings by multiplying the reduction in overtime hours by the
applicable overtime wage rates for each craft, division, and pay period.

Discussion of Results

Based on the approach described above, we estimate direct annual cost savings of approximately $27 million
from the elimination of cross-craft grievance payments if restrictions were removed. Of this, around $12 million
relates to mail handlers and $10 million to clerks.

In addition, removing cross-craft restrictions may enable more efficient and dynamic resource allocation,
generating indirect cost savings. As an illustrative scenario, a reduction in overtime of 0.9 percentage points
for mail handlers and clerks would correspond to additional annual savings of approximately $130 million.

These indirect savings are illustrative and not derived from a causal estimate of the impact of removing
cross-craft restrictions on overtime. A robust assessment would require more granular operational data
and is beyond the scope of this analysis. The estimates should therefore be interpreted as indicative of the
potential order of magnitude of savings, rather than as a precise forecast.

Restructure the Postal Service’s Workforce

To evaluate the impact of using more pre-career employees, the OIG estimated FY 2025 payroll savings

had the Postal Service not converted any pre-career employees to career status that year. The OIG used
payroll and employee complement data reported in the Postal Service’s On-Roll and Paid Employee Statistics
(ORPES) and National Payroll Hours Summary reports for pay period 20 in 2025, both filed with the PRC. The
Postal Service provided the OIG with the number of pre-career employees who were converted to career
status in FY 2025 by craft. The estimate considers four crafts: city carriers, rural carriers, mail handlers, and
clerks.

Step 1: For each of the four crafts considered, we calculated the difference in the fully loaded cost-per-hour of
career employees and their pre-career equivalents.

71  With 17 processing divisions, we define the median processing division as the facility ranked 8th by overtime share.
72 Corresponding to the end of October to the beginning of November 2025
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Step 2: Next, we multiplied the cost-per-hour difference by the total number of work hours in a year, assuming
40 hours per week. This generated the annual cost difference between a career and pre-career employee in
each craft.

Step 3: To estimate how much money the Postal Service could have saved had it not converted any pre-
career employees to career status in FY 2025, we multiplied the number of employees who were converted by
the annual cost difference between a career and pre-career employee in each craft, and summed the totals
across the four crafts.

This estimate should be considered an upper bound. The analysis only estimates the payroll impact of
freezing these conversions. It does not account for the financial impact of any potential increase in employee
turnover resulting from a workforce with more pre-career employees, potential decreases in employee
satisfaction, potential increases in payroll hours necessitated by using less experienced labor, or any impacts
on service performance caused by a conversion freeze. Moreover, the estimate does not take into account the
time that converted employees spent in a pre-career status in FY 2025.

This section of the paper also notes that if a 10 percent headcount reduction corresponded to a 10 percent
reduction in the agency’s FY 2025 compensation and benefits expense, USPS could reduce labor costs

by $5.6 billion. However, it should be noted that a specific percentage reduction in employees does not
necessarily result in an equivalent reduction in work hours. Additionally, this estimate assumes that USPS could
implement these reductions without lowering service performance targets or reducing service quality, which
may not be feasible. Finally, the estimate assumes a 10 percent reduction across the entire USPS workforce
and does not identify specific crafts or positions for targeted reductions.

Change the Postal Service’s Workers’ Compensation Rules

To evaluate how much the Postal Service could save if its workers’ compensation costs mirrored the private
sector’s average hourly workers’ compensation cost, the OIG used data from a 2025 audit that estimated
average annual savings of $415 million in CBYs 2015-2024. The audit team reviewed workers’ compensation
and fair share costs shown on DOL - Office of Workers” Compensation chargeback bills and analyzed periodic
roll data from the Postal Service's Injury Compensation Performance Analysis System.”?

Invest the Postal Service’s CSRS and FERS Assets in a Diversified Portfolio
This white paper states that the Postal Service would save $5.3 billion in amortization expenses in FY 2025

assuming full funding of its CSRS and FERS funds. This estimate includes $3.1 billion for CSRS and $2.2 billion for
FERS unfunded liability amortization expenses, as reported in the Postal Service’s FY 2025 Form 10-K.™

Invest the Postal Service’s PSRHBF Assets in a Diversified Portfolio

This white paper states that a diversified portfolio could extend the life of the PSRHBF and delay the need for
USPS to make annual payments of approximately $6 billion once the fund is depleted in FY 2032. The financial
impact estimate is repeated in the OIG’s 2024 white paper, Postal Retirement Funds in Perspective: Historical
Evolution and Ongoing Challenges.

Amend the Funding of Retiree Health Benefits

The OIG’s contractor, Copenhagen Economics, calculated the financial estimate for this option. See a modified
version of Copenhagen Economics’ research note below.

73 U.S. Postal Service Office of Inspector General, Increasing Costs in Workers’ Compensation at the Postal Service, Report No. 25-092-R25, September 25, 2025, https:/
WWW.USPSoig.gov/reports/white-papers/increasing-costs-workers-compensation-postal-service, p. 9.
74 U.S. Postal Service, Form 10-K, https://about.usps.com/what/financials/10k-reports/fy2025.pdf, p. 20.
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Methodology

We model cost effects over the period FY 2026-FY 2040, assuming that retiree health benefits (RHB) are
discontinued for new hires and non-vested employees at the beginning of FY 2026. The estimated cost effects
correspond to the annual RHB costs for the new hires and non-vested employees retiring during FY 2026-FY
2040 that would have been eligible for RHB under the current system. We model the cost effects in three steps:

Step 1: Identifying the number of new hires and non-vested employees retiring during FY 2026-FY 2040 that
would have been eligible for RHB under the current system.

Under the current RHB system, USPS career employees who (1) receive an immediate annuity (i.e. pension)
and (2) have been continuously enrolled in the Postal Service Health Benefit Program (PSHBP) or the Federal
Employees Health Benefit Program (FEHBP) for at least five years immediately before retirement, are eligible
to carry health benefits to their retirement. Retirement eligibility is determined by age and number of years
of creditable service. For immediate retirement, the retirement age is 62 years for a minimum of five years of
service.

Of the total number of new hires starting between FY 2026 and FY 2040 and employees that are not vested at
the end of FY 2025, only those retiring during FY 2026-FY 2040 that would have been eligible for RHB under the
current system may be affected by the discontinuation of RHB. This corresponds to the new hires and non-
vested employees retiring during FY 2026-FY 2040 that are career employees with a minimum of five years of
service before retirement.’

To estimate the number of employees in this group, we project the number of new hires and non-vested
employees by age for each year during the period FY 2026-FY 2040. Number of new hires of age i in year tis
given by:

new_hires;, = new_hires;, + new_hires;_y .1 * (1 — attrition_rate;_,)

i.e, new hires of a given age in a given year consist of (1) employees hired during that year at age i and (2)
employees who were hired in earlier years, were one year younger in the previous year, and have not left USPS
due to attrition.

Non-vested employees of age i in year t are given by:
non_vested;, = non_vested;_,,_,* (1 = attﬂ’tianmmi_l)

i.e, non-vested employees of a given age in a given year correspond to those who were non-vested and one
year younger in the previous year and have not left USPS due to attrition.

We make the following assumptions in our calculations:

1. Retirement age. Both new hires and non-vested employees aged 61 years and younger retire at 62.
In practice, USPS employees may retire both before and after this age. While we do not consider early
retirement in our calculations”, we note that there are approximately 8,000 non-vested employees with
0-4 years of service that are 62 years or older at the end of FY 2025. For these employees, we assume
that those aged 62-69 retire at 70 and those aged 70 or older retire immediately when the RHB are
discontinued™.

75 Or for the full period(s) of service since their first opportunity to enroll, if less than five years.

76 We assume that all career employees with a minimum of five years of service before retirement have been continuously enrolled in PSHBP or FEHBP for a minimum of
five years immediately before retirement.

77 The minimum retirement age (MRA) is between 55 and 57 years, depending on the year when the employee was born. If the employee retires at the MRA with at least
10 but less than 30 years of service, their retirement benefits are reduced until they reach 62, with some exceptions. See U.S. Office of Personnel Management, https:/
www.opm.gov/retirement-center/fers-information/eligibility/. We do not have data on the share of employees retiring before 62.

78 We assume equal distribution of ages within age groups.

79 Hence, those aged 70 or older at the end of FY2025 (approximately 700) would not have five full years of service before retirement and are not considered to be
affected by the discontinuation of the RHB.
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2. Attrition. We account for the fact that some new hires and non-vested employees do not stay at USPS
until retirement. We calculate the share of attritions out of total active employees (attrition rate) for each
age group for the period FY 2020-FY 2025 and apply the average attrition rate to both new hires and non-
vested employees in the period FY 2026-FY 2040. We assume no attrition after 61 years, i.e. employees do
not leave the workforce for other reasons than retirement a year before the retirement age or after they
have passed it.

3. Mortality. We assume no mortality before FY 2040.%

4. New hires. We assume that the total number of new hires stays constant at the FY 2025 level for the period
FY 2026-FY 2040.8' New hires per each age group is based on the average distribution of total new hires
between age groups during the period FY 2020-FY 2025. We assume that all new hires are 61 or younger.

The resulting number of new hires and non-vested employees retiring during FY 2026-FY 2040 who no longer
would be eligible for RHB increases from approximately 350 in FY 2027 to approximately 60,600 in FY 2040.

Step 2: Estimating RHB costs per retiree.
We estimate the RHB cost effects per retiree based on a RHB-model from USPS.

In FY 2025, USPS did not incur costs for RHB as these were paid from the Postal Service Retiree Health Benefits
Fund (PSRHBF). USPS estimates that the fund will be depleted in FY 2032 after which USPS will have to pay RHB
costs from annual revenue (so called “pay-as-you-go payments”). Starting from FY 2026, USPS estimates
that it will also have to pay “top-up payments” based on the difference between annuitant premiums and
net claims costs, if the premium payments exceed the claims costs. Hence, the payments that affect USPS’s
annual revenues consist of (1) pay-as-you-go and (2) top-up payments.

We estimate the RHB costs per retiree as USPS's total costs for RHB® in FY 2025 based on USPS’s RHB-model
divided by the number of retirees receiving health benefits based on USPS’s Form 10-K filing for FY 2025.% This
results in approximately $9,800 per retiree per year in 2025. We forecast the RHB cost per retiree for the period
FY 2026-FY 2040 based on an inflation rate of 4.6 percent® to account for increases in the unit cost over time.

Step 3: Estimating annual cost effects from discontinuing RHB for new hires and non-vested employees.

We estimate the annual cost effects from discontinuing RHB for new hires and non-vested employees as
follows:

Cost_effect, = RHE cost_per_retiree,+ Affected_employees,

i.e., the cost effect in each year corresponds to the RHB cost per retiree multiplied by the number of employees
affected by the discontinuation of RHB.* Before the PSRHBF is estimated to be depleted in FY 2032, the cost
effects stem from lower top-up payments, while from FY 2032 and onwards, they stem from both lower top-up
and pay-as-you-go-payments.

80 The average life expectancy of a person in retirement age (62 years) is an additional 19.61 (male) to 22.50 (female) years, see Social Security Administration (2025),
Period Life Table, 2022, as used in the 2025 Trustees Report, https://www.ssa.gov/oact/STATS/table4c6.html. Thus, a person at the age of retirement in 2026 is
expected to stay alive until 2040, on average.

81 The number of new hires has decreased in the past five years. However, we understand that this is due to structural changes in USPS in the past years. Thus, the trend
in the past years does not serve as a good indicator for the future trends in the hiring rate.

82 This consists of USPS's share of annuitant premiums and Medicare Part B late enrollment premiums, totaling approximately $4.8 billion.

83 This amounts to 486,500 retirees

84 Medical trend rate used by the U.S. Office of Personnel Management.

85 We have also modelled the cost effects as the difference in top-up and pay-as-you-go payments between the base case and when RHB is discontinued for new hires
and non-vested employees. This is to test whether discontinuing RHB for new hires and non-vested employees affects the year in which the PRSHBF is depleted.
The resulting cost effects are in total $7 million lower during FY 2026-FY 2032 using this methodology (corresponds to O.1 percent of total cost effects during
FY 2026-FY 2040). The cost effects are the same during FY 2033-FY 2040 using both methodologies.
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Discussion of results

Based on the methodology described above, we estimate potential cost savings of approximately $365
million to $1.2 billion per year from FY 2033 (the first fiscal year after the PSRHBF is estimated to be depleted) to
FY 2040. The cost savings correspond to 5.9-16.5 percent of USPS’s total RHB costs during FY 2033-FY 2040. The
total cost savings during this period amount to approximately $5.9 billion.

The cost savings increase after FY 2040 until all USPS retirees consist of those not eligible for, and hence not
receiving, RHB. In other words, the full cost savings will be realized when all current retirees receiving RHB, as
well as currently vested employees that will receive RHB when retired, are deceased. USPS estimates total RHB
costs of approximately $7 billion in FY 2040. Hence, the cost savings of $1.2 billion in FY 2040 correspond to 17
percent of USPS's total RHB costs if RHB were not discontinued.

Sensitivity analysis

While the estimated cost savings include a degree of uncertainty, we think they provide a representative
picture of the potential cost savings from discontinuing RHB for new hires and non-vested employees. The
uncertainty stems predominantly from data and assumptions used to project number of employees.

1. Assumptions on retirement age. We note that USPS employees may retire both before and after the
assumed retirement age of 62 years. This means that we may both under and overestimate the number
of employees affected by the discontinuation of the RHB. We do not have data on the share of employees
retiring before 62. Out of total career employees (528,000), approximately 17 percent are aged 62 or older

2. Assumptions on new hires. We assume that the total number of new hires stays constant at the FY 2025
level. We note that the number of new hires has decreased by an average of 5 percent per year in the past
five years. However, according to USPS, the decline in the number of new hires during the past five years
is not necessarily representative of the development of new hires in the future. The number of new hires
in the future will depend on e.g. attrition and commercial reality, which are hard to predict. If the number
of new hires decreased annually by 5 percent, the cost savings in FY 2040 would reduce from $1.2 to $1.1
billion. In addition, we note that while we assume that USPS does not hire employees older than 61 years,
approximately 3 percent of new hires in FY 2025 were aged 62 or older.

3. Assumptions on attrition. The attrition rate applied to both new hires and non-vested employees is based
on the average attrition rate for employees in a specific age group, regardless of tenure. If new hires and
non-vested employees had a higher (lower) attrition rate than the average employee, this would imply
that we overestimate (underestimate) the number of employees affected by the discontinuation of RHB.

4. Data on attrition. We understand that the data includes both attrition due to retirement and other reasons.
This may imply that we (1) overestimate number of employees leaving USPS before retirement and (2)
underestimate the number of employees affected by the discontinuation of the RHB. However, we do not
believe this has a large impact on the estimates as we do not apply attrition after 61 years, when attrition
due to retirement is likely to be more prevalent.

5. Data on new hires. We understand that the data includes both career and non-career employees, while
only new hires starting in FY 2026 or later that are career employees when retired would be eligible for RHB.
This may imply that we overestimate the number of new hires affected by the discontinuation of the RHB.
However, the likelihood of including non-career new hires in the group of affected employees is likely to be

86 Assuming equal distribution of ages within age groups.
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low, as eligibility for RHB requires a minimum of five years of service before retirement and according to
USPS, most non-career employees are converted to career employees after a certain amount of time.

Adopt a New Pension Model

The white paper highlights the opportunity to reduce over $5 billion in FERS normal costs in FY 2025. This is the
maximum savings that could be achieved if Congress allowed USPS to adopt a new pension model, although
this figure does not assume the adoption of any specific model. Cost reductions could come from the
adoption of an entirely new model (such as moving new employees to a defined contribution plan), changes
to USPS employees’ benefits, or from receiving Congressional funding for FERS contributions.

Secure CSRS Allocation Relief

The white paper states that changing the allocation of costs for the Civil Service Retirement System could
have increased the value of the Postal Service’s CSRS fund by $110.8 billion dollars in 2016 if calculated using
the year-of-service method and by $79.8 billion if using the benefit accrual method. Both of these figures
come from analysis featured in 2018 USPS OIG white paper titled Update on the Postal Service’s Share of CSRS
Pension Responsibility.

The years-of-service method would split the costs of the CSRS obligation between the federal government
and the Postal Service in direct proportion to the number of years an employee actually worked for the Post
Office Department and the Postal Service. For instance, if an employee spent exactly half of their career
working for the Post Office Department and the other half working for the Postal Service, the pension costs for
that employee would be equally divided.

The benefit accrual method would use the existing CSRS accrual formula from OPM to split the pension costs
between the federal government and the Postal Service. However, unlike OPM’s current method, which uses
1971 salaries to calculate the federal government’s share of costs, the benefit accrual method would use
employees’ final high-three average salary at the end of their careers when determining the costs for both the
federal government and the Postal Service.

Using either of these methods to calculate the Postal Service’s CSRS fund balance would increase its value by
more than enough to cover USPS's entire FY 2025 unfunded CSRS liabilities of $60.3 billion. Fully funding these
liabilities would eliminate the need for amortization payments on unfunded CSRS liabilities that cost USPS

$3.1 billion in FY 2025.

Outsource All Middle Mile Processing and Transportation

The OIG's contractor, Copenhagen Economics, calculated the financial estimate for this option. See a modified
version of Copenhagen Economics’ research note below.

Methodology

We model the cost savings resulting from outsourcing middle mile operations by focusing on labor cost
reductions. USPS has higher middle mile labor costs than private operators, reflecting factors such as strong
collective bargaining agreements. Under equal operational efficiency, gross savings from outsourcing middle
mile operations equal the labor cost differential multiplied by the current middle mile labor cost. We perform
the modelling in three steps:

Step 1: Baseline scenario. In the baseline scenario, we establish the current average hourly wages of different
positions in the middle mile operation and the base wage middle mile labor costs.*

87 Base wage includes wages and salaries only, and does not include nonproduction bonuses, premium pay or employer costs of nonwage benefits, such as health
insurance or employer contributions to retirement plans.
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® Hourly wages: We use data from the U.S. Bureau of Labor Statistics to establish baseline hourly wages for
the three USPS in-house positions involved in middle mile operations (clerks, vehicle service drivers, and
mail handlers). We map each role to the closest corresponding occupation in the Bureau of Labor Statistics
data.

® Base wage labor cost in middle mile operations: The base wage labor cost for processing plant clerks,
vehicle service drivers, and mail handlers was provided by USPS.

Step 2: Counterfactual wages. We estimate the counterfactual hourly base wages of relevant groups of USPS
employees represented in the middle mile operations by comparing the hourly base wage with comparable
private-market positions in the U.S.

We then calculate the percentage difference between the base average hourly wage of each relevant USPS
position and the corresponding counterfactual wage. We find that the hourly wages for USPS employees in the
middle mile operation would be 27 percent lower for drivers, and 26 percent lower for processing plant clerks
and mail handlers, had the same tasks been outsourced.

We use U.S. Bureau of Labor Statistics data as the primary input for our model and validate these estimates
against alternative sources, including Breakroom and Schneider et al. (2025). These comparisons show
differences in percentage wage differences ranging from 2 to 13 percentage points between our estimates
and the alternative sources, supporting the robustness of our assumptions.

Step 3: Cost effects. We use the percentage wage difference in base wage as a multiplier to approximate
base wage labor cost savings, as follows:

cost savings; = current labour cost; + hourly wage dif ference multiplier;

Where i represents each position type (such as processing plant clerks or vehicle service drivers). We then
sum the cost savings across all positions to obtain the base wage cost saving, as follows:

total cost savings = Z cost savings;

Discussion of results

Based on the described approach, we estimate potential cost savings of $1.3 billion in FY 2025 if the middle-
mile was outsourced as a consequence of lower wages. Of this amount, $0.2 billion originates from labor cost
savings in transportation, while $1.2 billion originates from labor cost savings in processing. The overall cost
savings represent a 26 percent decrease in total base wage middle mile costs.

We note that the estimated cost savings from outsourcing middle mile operations are modeled solely on
the basis of base wage labor cost reductions. The net savings may be higher or lower, depending on realized
efficiency gains or losses and other outsourcing cost effects, which we have not modelled.
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Convert Door Delivery Points to Curbside or Cluster Box

The OIG’s contractor, Copenhagen Economics, calculated the financial estimate for this option. See a modified
version of Copenhagen Economics’ research note below.

Methodology
We estimate two cost effects from converting door delivery points to curbside or CBU:

1. Labor cost savings resulting from reduced visit time as delivery to curbside or CBU is more time efficient
than door delivery.

2. Capital expenditure (CAPEX) resulting from the cost of installing CBUs.#8

The cost effects depend on the share of door delivery points that can be converted to curbside or CBU
delivery. We make two key assumptions:

1. We only assess cost effects for city routes as cost savings associated with rural routes have previously
been estimated as insignificant.

2. Cost savings are effectively realized only when a significant share of delivery points on a route is converted
to curbside or CBU delivery. This is because partial route conversion (i.e. mixing delivery modes) may
increase, rather than decrease, costs.

We estimate the two cost effects from converting door delivery points to curbside or CBU delivery in four steps.
Step 1: Estimating the number of delivery points convertible from door to curbside or CBU delivery.
We estimate the number of delivery points convertible from door to curbside or CBU delivery in four sub-steps:

1. Estimate the number of routes with delivery points convertible to curbside or CBU delivery.
2. Estimate the number of door delivery points on routes convertible to curbside or CBU delivery.
3. Estimate how the door delivery points could be split between curbside and CBU delivery.

4. Estimate the number of door delivery points convertible to curbside or CBU delivery, accounting for the fact
that not all door delivery points can be converted to curbside or CBU delivery.

Step 2: Estimating time savings from converting door delivery points to curbside or CBU delivery.

We compare the difference in delivery time between the different delivery modes, see Table 1.

Table 1 Delivery time per delivery point for city routes

Minutes per delivery point and delivery day

DOOR CURBSIDE CBU (PER COMPARTMENT)

1.03 0.9 0.6

Source: USPS

88 We assume that USPS bears the CAPEX for CBUs. The CAPEX only includes the costs for the CBU and hence, does not include e.g. preparation, installation or
maintenance costs for CBUs.
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® Converting a door delivery point to curbside delivery implies time savings of 0.13 minutes per delivery day.
We assume a one-to-one conversion rate between door and curbside delivery.

® Converting a door delivery point to CBU delivery implies time savings of 0.43 minutes per delivery day. We
assume one-to-one conversion rate between door delivery and delivery to one compartment in a CBU.

We multiply the time savings per delivery point by the number of door delivery points convertible to curbside
and CBU, respectively, to arrive at time savings per delivery day. We assume that there are 300 delivery days
in a year based on USPS data. The total time savings amount to approximately 23 million hours per year.

Step 3: Estimating total labor cost savings.

We estimate the total labor cost savings per year based on the time savings per year and the average hourly
wage for Postal Service mail carriers for May 2025 ($30.07).¥ We estimate an effective hourly wage of $35.39
that accounts for paid holidays, sick leave, and vacation.”

Step 4: Estimating CAPEX for CBUs.

To estimate the CAPEX of installing CBUs on routes convertible from door to CBU delivery, we estimate the
number of CBUs required using the same ratio between the number of door and CBU delivery points as above
(10-to-1). Hence, the 9.6 million door delivery points convertible to CBU delivery correspond to 0.96 million
CBUs. We use the average cost of a CBU ($1,349 ) based on data from USPS OIG.”!

Discussion of results

We estimate total labor cost savings from converting door delivery points to curbside or CBU delivery to
amount to approximately $825 million per year. Approximately 88 percent of the cost savings stem from
converting door delivery points to CBU delivery.

A part of the labor cost savings would be offset by the initial CAPEX investments for the CBUs. We estimate
total CAPEX to amount to approximately $1.3 billion. This corresponds to approximately $116 million in yearly
depreciation.?> Our estimates only include the cost of CBUs and do not include installation and maintenance
costs.

Outsource the Retail Network
The OIG calculated the financial estimate for outsourcing the retail network using the Postal Service’s retail
revenue and costs data from FY 2024, the most up-to-date data available.

Step 1: We calculated the total cost of USPS-managed post offices without delivery units (e.g., labor, rent, NPC,
and monogement). This amounted to $1,787,465,800.

Step 2: We calculated retail postage revenue for these same post offices, amounting to $1,788,171,984.

Step 3: We calculated the total cost of outsourcing all post offices without delivery units. To do so, we
multiplied total retail postage revenue by the Postal Service’s estimate that a CPU costs the agency between
$0.10-$0.44 per dollar of revenue that it generates.

89 Based on data from the U.S. Bureau of Labor Statistics and including base wages only.

90 Based on official statistics from the U.S. Bureau of Labor Statistics for state and local government workers in “office and administrative support occupations” (paid
vacation and holidays) and state and local government workers in all occupations (sick leave). The effective hourly wage is an estimate of the total labor cost for the
time savings, i.e. the hourly wage scaled upwards to account for the fact that USPS would on average need more than 1 full-time employee to produce one hour due to
paid vacation, public holidays and sick leave.

91 The establishment of a CBU is also associated with the cost of the concrete slab and CBU installation cost. These costs are normally born by the customer/developer/
builder. Thus, they are not included in our model.

92 Assuming linear depreciation over a 10-year lifetime and a residual value of 10 percent (approximately $130 million).
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Step 4: We calculated the total cost savings the Postal Service could realize from outsourcing post offices
without delivery units. To do so, we subtracted the cost of outsourcing from the total cost of operating post
offices without delivery units. This resulted in estimated annual savings ranging from $1-1.6 billion.

This estimate assumes that USPS would only outsource post offices without co-located delivery units. The OIG
excluded post offices with delivery units since outsourced postal retail units do not perform delivery functions.
Furthermore, this estimate does not consider initial costs of converting post offices into contracted post offices
or the administrative costs of setting up and overseeing contracts. The estimate also assumes that revenue
remained constant after outsourcing.

Reduce Delivery Days

To estimate the cost savings from reducing delivery from six to five days per week, the OIG used the PRC’s
estimate of $3.4 billion as reported in its 2025 Annual Report to the President and Congress.®® The PRC's
estimate for reducing delivery from six to five days per week assumes that both mail and packages would
be delivered five days per week.** The estimate includes savings from delivery, mail processing, and mail
transportation costs.

Stop Providing Select USO Services

The OIG used the PRC's FY 2024 estimates of the cost savings the Postal Service could realize if it no longer
provided any or all USO services. These services consist of maintaining small Post Offices, the Alaska Air
Subsidly, offering Group E Post Office Boxes, preferred rate discounts, periodical losses, six-day delivery (rather
than ﬁve—doy), uniform First-Class Mail, Media Mail, and Library Mail rates, and the net cost of funding the
Postal Inspection Service.”

93 Postal Regulatory Commission, Annual Report to the President and Congress FY 2025, https://prc.gov/sites/default/files/reports/AnnualRpt25.pdf, pp. 31-40.

94 Postal Regulatory Commission, Advisory Opinion on Elimination of Saturday Delivery, March 24, 2011, https:/prc.arkcase.com/api/prc-dockets/filing/
downloadFile?fileld=89606&inline=true.

95 Postal Regulatory Commission, Annual Report to the President and Congress FY 2025, https://prc.gov/sites/default/files/reports/AnnualRpt25.pdf, pp. 31-40.
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Appendix D: Management’s Comments

UNITED STATES

POSTAL SERVICE

July 16, 2026

PAOLA PISCIONERI
RESEARCH DIRECTOR

SUBJECT: Management Response: Options for Addressing the U.S. Postal Service's Financial Gap
(2026RISC004)

Thank you for the opportunity to review and comment on the Office of Inspector General's (OIG's)
white paper: Options for Addressing the U.S. Postal Service’s Financial Gap.

The Postal Service’s precarious financial condition is undeniable, and the Postal Service appreciates
the OIG’s recognition that systemic challenges will persist without significant reforms, and that
inaction is not a viable path forward.

The Postal Service has taken, and will continue to take, meaningful steps to reverse years of
financial and operational deterioration by comprehensively and systematically transforming the
Postal Service into a modern, high-performing organization centered on financial stability and
sustained service excellence. That said, the Postal Service has a broken business model, and fixing
it requires action from external parties. As Postmaster General Steiner stated in his recent
testimony to the Oversight Committee on March 17, 2026, “fixing our unsustainable, statutorily
imposed business model is not going to be easy, but it can be done. Congress and the American
public must decide what aspects of the Postal Service are most important to them, and what they
are willing to change or pay for — whether it is the services we provide or our current prices.”

We look forward to working with the relevant stakeholders to address our financial outlook as we
continue implementing the initiatives that are within our control to support our achievement of
service excellence and financial stability.

E-SIGNED by LUKE.T GROSSMANN
on 2026-07-16 09:50:35 EDT

Luke T. Grossmann
Chief Financial Officer & Executive Vice President

E-SIGNED by Keith.E Weidner
on 2026-07-16 09:50:20 EDT

Keith Weidner
General Counsel & Executive Vice President

cc: CARMManager@usps.gov
E-FOIA@uspsoig.gov
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